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INTRODUCTION

This book discusses environmental disclosure and aims to describe both the cur-
rent state of the field and emerging trends. Over the last decade, increasing focus
has been placed on environmental issues, such as climate change, greenhouse gas
emissions, deforestation, and global warming. Policymakers around the world
have developed different rules and programs covering, among others, the matters
of pollution, waste management, and environmental protection, the objectives
of which are the preservation of natural capital, the fight against climate change,
and the creation of a low-carbon, green economy. Regarding European Union
(EU) member states, the European Commission released the European Green Deal
in December 2019 with the goal of making Europe the first continent in the
world to be climate-neutral. This statement outlined specific steps to increase
resource efficiency and achieve net-zero greenhouse gas emissions by 2050. For
this reason, it represents the reference point for other EU policies successively
issued to encourage the transition to clean energy and the development of green
technologies.

To respond to growing institutional pressure, companies have begun integrat-
ing environmental issues into their business model and operations and increasing
the environmental disclosure released to external stakeholders. According to the
2020 KPMG survey, in recent years, the number of companies that prepared
sustainability reports and disclosed environmental information has increased
considerably.

Because of the growing demand for sustainability responsibility and disclo-
sure from investors, policymakers, the media, people, and overall society, the
majority of companies have chosen to share environmental information on a
voluntary basis. In reality, the disclosure of information regarding a company’s
environmental operations and related performance provides a valuable way to
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evaluate the company and is helpful in responding to the increased demand for
sustainability information from the investment community. Today, investors are
becoming increasingly aware of the ability of sustainability issues to influence
the performance of a company and are more prone to allocate their private funds
to sustainability-related investments. In this sense, by fostering the allocation of
private capital flows into green investments, the issuance of both EU regulation
2019/2088 and EU Taxonomy regulation 2020/852 will further boost the cor-
porate disclosure of sustainability information.

Companies also release environmental information to demonstrate their re-
sponsibility regarding sustainability to external stakeholders (e.g. media, citizens,
and society) and to improve their image and reputation. In this sense, companies
disclose environmental information to increase consensus among stakeholders
and achieve legitimacy.

Companies that release environmental information on a voluntary basis
primarily refer to different standards and guidance issued by international or-
ganisations, such as the Global Reporting Initiative (GRI) standards, the Eco-
Management and Audit Scheme (EMAS), the International Integrated Reporting
Framework (IIFR), and the Climate Disclosure Standards Board, in drawing up
their sustainability reports. According to the 2020 KPMG survey, the Global
Reporting Initiative is the most widely used worldwide standard.

The increasing attention towards environmental issues and the enhanced
provision of environmental information by companies leads scholars to deepen
the understanding of this phenomenon. Over the years, various studies have
been conducted on environmental disclosures voluntarily released by companies.
Researchers have referred to various theories, such as agency theory, stakeholder
theory, legitimacy theory, signalling theory, and institutional theory. All of these
previous theories have been used to strengthen the decision of companies to re-
lease environmental information as well as to investigate the quantity and quality
of the information disclosed. In addition, some scholars have referred to previous
theories to investigate the factors influencing a company’s decision to release
environmental information or its effects on external stakeholders.

According to the results of earlier studies, several factors, including corporate
governance features, institutional concerns, and firm characteristics, can affect a
company’s decision to release environmental information. At the same time, the
company’s performance and the judgment of financial market operators may be
impacted by that environmental disclosure.

In addition to the decision to disclose environmental information on a volun-
tary basis, the increasing number of companies releasing sustainability informa-
tion is also motivated by enhanced legal requirements, which shift the disclosure
of environmental information from voluntary to mandatory. To encourage
the release of environmental information and achieve an acceptable degree of
harmonisation among the rules regarding sustainability disclosure in member
states, the EU has issued different directives. The first was issued in 2003 and
concerned sustainability information to be disclosed in the management report
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(Directive 2003/51/EC). The Modernisation Directive 2003/51/EC amended
both the Fourth and Seventh Council Directives by introducing the requirement
for companies to provide, where appropriate, both environmental and social in-
formation in their management reports that is useful in comprehending the com-
pany’s development, performance, or position. Directive 2003/51/EC was the
first attempt to introduce mandatory environmental information and required
companies to release environmental information when it is relevant to stake-
holders. However, the Modernisation Directive did not specify the information
that should be disclosed or the format for its presentation, giving companies sig-
nificant discretion in defining the data they would release. Therefore, although
the requirement to report environmental information was introduced, it was not
unusual to find incomparable information released by different companies.

To further strengthen the rules on sustainability disclosure and reduce the
flexibility given to companies, the EU issued Directive 2014/95/EU. The Non-
Financial Reporting Directive 2014/95/EU requires larger companies to release
environmental information pertaining to the business model adopted, the policies
pursued, the outcome of those policies, the principal risks, and non-financial key
performance indicators in a specific document termed a non-financial statement.

Compared to the Modernisation Directive, Directive 2014/95/EU identifies
five reporting areas that companies must discuss in the non-financial statement
for the release of environmental information to be considered. However, it still
does not specify the format for the presentation of the disclosed information. In
addition, it identifies the reporting areas in a generic way and does not provide
additional suggestions or explanations regarding the information that should be
disclosed, revealing that substantial discretion in reporting environmental infor-
mation continues to exist.

Although the European Commission issued two guidelines to support firms
in releasing environmental disclosures, companies continue to draw up sus-
tainability reports that are not fully comparable. Consequently, in December
2019, the European Commission committed to reviewing the Non-Financial
Reporting Directive, and in February 2020, it initiated a public consultation to
collect the views of stakeholders with regard to possible revisions to Directive
2014/95/EU. The consultation ended in June 2020, and the main issues concern,
among others, the deficiency of the information released in terms of compara-
bility and reliability, the necessity to disclose the materiality assessment process,
the digitalisation of environmental disclosure, and the expansion of the scope.
In April 2021, the European Commission issued a proposal for a Corporate Sus-
tainability Reporting Directive, which would modify the existing requirements
regarding environmental information to be released. The proposal objectives are
to extend the requirement to prepare the non-financial statement to other com-
panies and to boost the comparability, reliability, and ease of stakeholder access
of the sustainability information released with the aim of overcoming the criti-
cal issues that emerged following the implementation of Directive 2014/95/EU.
In coherence with the objective of increasing the comparability of information
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released, in May 2021, the European Commission asked EFRAG to develop
draft sustainability reporting standards, which are to be used by all companies as
required in the proposal.

The state of the art in environmental disclosure is described in this book,
which also illustrates the main theoretical issues, legislative frameworks, and ma-
jor standards created and reports the findings of an empirical investigation of the
environmental disclosure released by listed European firms. The book also delves
deeper into the crucial issues pertaining to the actual state of the art as well as
new trends in environmental disclosure, which are currently the focus of atten-
tion of regulators and standard setters.

The book is structured as two parts. The first part illustrates key issues related
to environmental disclosure. Chapter 1 clarifies the origin and evolution of both
corporate social responsibility and environmental disclosure to clarify both the
boundaries of environmental disclosure in the more abundant field of sustaina-
bility disclosure and the content of that disclosure. The chapter then describes
the usefulness of environmental disclosure in terms of affecting stakeholders’
decisions, highlighting its critical role as a governance mechanism as well as its
role in stakeholder management and engagement.

Chapter 2 describes the main theoretical frameworks used by scholars in stud-
ying environmental disclosure: agency theory, stakeholder theory, legitimacy
theory, signalling theory, and institutional theory. For each theory, the chapter
explains both the conceptual basis and how the theory has been used to justify
a company’s decision to release environmental disclosures. Finally, it reports the
most relevant studies that referred to the respective theory in the development of
their research and critically compares their results.

Chapter 3 illustrates the main factors affecting environmental disclosure and
its effects on external stakeholders. In this chapter, the determinants of environ-
mental disclosure are categorised into two groups: (1) internal or firm-specific,
including company characteristics and corporate governance features, and (2)
external or institutional, consisting of the level of media exposure and other
country-level determinants (i.e. normative, mimetic, and coercive factors). Sim-
ilarly, research on the effects of environmental disclosure is categorised into two
groups: (1) usefulness of disclosure for stakeholders and (2) impact on firm per-
formance and financial markets.

The second part of the book illustrates practices, critical issues, and new trends
in regard to environmental disclosure. More specifically, Chapter 4 illustrates the
evolution of regulatory frameworks related to environmental disclosure, empha-
sising the transition from voluntary to mandatory disclosure. The focus is Euro-
pean contexts, and the analysis is comparative, investigating the main rules issued
by the European legislator and how member states transposed them into national
law. This chapter conducts an in-depth analysis of Non-Financial Reporting
Directive 2014/95/EU, which is currently in force, illustrating the critical issues
that emerged after the EU public consultation. The chapter concludes with a de-
scription of the proposed Corporate Sustainability Reporting Directive that will
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be issued to overcome some critical issues of Directive 2014/95/EU, deepening
understanding of the new trends in environmental disclosure that are currently
the subject of attention and that are under examination by regulators and stand-
ard setters.

Chapter 5 illustrates the evolution of the main standards and guidance for
environmental disclosure. More specifically, it describes the main aspects of each
standard, highlighting the motivation for its issuance, critical related issues, and
the companies that referred to it. Comparative analysis is presented. The chapter
concludes with an analysis of the similarities and differences among the main
standards used to release environmental disclosures.

Chapter 6 concludes the book by reporting the results of an empirical anal-
ysis of the environmental disclosures released by listed European companies,
which is useful for understanding the evolution of sustainability reporting prac-
tices among EU member states over the past two decades. More specifically, this
chapter illustrates the environmental disclosure released by 5,588 non-financial
listed European companies (111,760 firm-year observations) for the 2002-2021
period to examine the evolution of sustainability reporting during the transition
from voluntary to mandatory environmental disclosure. To deepen the influ-
ence of different factors on environmental disclosure, this chapter also reports
the findings of an analysis of the relationship between both firm-specific and
institutional factors and environmental disclosure. Referring to different the-
oretical frameworks to develop the hypotheses, this study first investigates the
direct relationship between both board characteristics (i.e. board independence,
gender diversity, and the presence of a CSR committee) and institutional factors
(1.e. external assurance and the adoption of GRI standards) and environmental
information. As a result, the study deepens understanding of the moderating
role of institutional factors on the association between board characteristics and
environmental disclosure.



1

THE ROLE OF ENVIRONMENTAL
DISCLOSURE IN THE RELATIONSHIP
WITH STAKEHOLDERS

1.1 Origin and evolution of environmental disclosure

The explosion of pollution and its consequences worldwide, as well as the exas-
perated consumption of natural resources by people and companies have high-
lighted the relevance of ethics in companies’ activities, calling for equilibrium
between economic issues and social values. Consequently, business risks are not
only associated with financial outcomes, but also with other dimensions of cor-
porate performance. Hence, stakeholders demand accurate information regard-
ing the social and environmental impacts of companies’ activities (Fonseca et al.,
2014), while the media’s focus on environmental issues such as climate change,
deforestation, and global warming continues to grow. In addition, world leaders
have devoted attention to environmental issues, signing treaties and protocols,
and holding conferences on the subject, while politicians and international or-
ganisations have published various regulations, standards, and guidelines relevant
to environmental issues. Consequently, companies’ managers no longer merely
focus on higher productivity, but also address various ethical and social issues
(Alipour et al., 2019; Aerts et al., 20006), particularly those linked to environ-
mental degeneration.

The current state of the ecosystem is alarming, despite the efforts undertaken
to date. According to the Global Footprint Network (GFN), an international
research institute, the overshoot day for earth in 2021 occurred on 29 July. Earth
overshoot day is the day on which humanity’s demand for ecological resources
and services exceeds what the planet can renew in a given year. Currently, hu-
mans consume 74% more than what the planet’s ecosystems can renew, which
is equivalent to 1.7 earths. From earth overshoot day to the end of the year, hu-
manity operates on ecological deficit spending. GFN confirmed that humanity
maintains a deficit by depleting ecological resource reserves and generating trash,
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primarily carbon dioxide, in the atmosphere. This means that on 29 July, with
roughly half a year remaining, humanity will have exhausted the biological re-
sources of the world for 2021. According to the National Footprint & Biocapac-
ity Accounts (NFA) based on UN datasets, the present deficit spending is among
the highest since the globe entered ecological overshoot in the early 1970s.

In 2019, earth overshoot occurred on 29 July, and in 2020, on 22 August. This
slight gain recorded for 2020 as a result of pandemic-induced cutbacks in re-
source consumption was short-lived, underlining the need to foster an economic
recovery in which all can flourish within the limits of the planet. The date for
2021 was identical to that of 2019, and temporarily pushed back in 2020 due to
lockdowns caused by the coronavirus epidemic. Notable causes include the 6.6%
rise in carbon footprint over the previous year and 0.5% decline in global forest
biocapacity largely attributable to the increase in Amazon deforestation: Brazil
alone lost 1.1 million hectares in 2020.

According to GFN, global coal use will increase in 2022. The carbon foot-
print of transportation will increase to pre-pandemic levels, as will global
energy-related CO, emissions, as the economy recovers and demand for fossil
fuels increases.

Thus, social and environmental innovation to accelerate progress towards a
sustainable future is necessary for companies worldwide.

To respond to growing institutional pressures on environmental concerns,
companies worldwide are increasingly engaged in corporate social responsibility
(CSR) disclosure to enhance their image, consensus, trust, and social legitimacy.
Corporate environmental disclosure (CED) has gained increasing importance
since the 1980s as a mechanism that facilitates interrelations between parties
involved in companies’ businesses and enables synergies that increase firm value.
Companies integrate environmental issues into their business model and oper-
ations and increase the environmental disclosure released to stakeholders. For
many years, this disclosure was mainly provided voluntarily with reference to
different guidelines. Among these, the Global Reporting Initiative (GRI) is the
most widely used worldwide. However, today, a high degree of disharmonisation
in environmental reporting practices and the necessity for further standardisa-
tion remain. In addition to the guidance, to stimulate environmental disclosure
and achieve an acceptable degree of harmonisation among the rules concerning
environmental disclosure in different countries, the European Union (EU) has
issued directives. The most recent is the Non-Financial Reporting Directive
2014/95/EU (NFRD), which requires companies to release environmental in-
formation about the business model adopted, policies pursued and outcomes of
these policies, principal risks, and non-financial key performance indicators in
a document named a non-financial statement. This document should include
information on environmental preservation, social responsibility and treatment
of employees, respect for human rights, anti-corruption and bribery, and board
diversity. This directive applies to public-interest enterprises with more than 500
employees in the EU, roughly 6,000 companies and groups (listed companies,
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banks, insurance companies, and other public-interest entities). It suggests using
international standards such as the UN Global Compact, OECD Guidelines, ISO
2600, and GRI. This regulation modifies directive 2013/34/EU on accounting.
Thus, in recent years, environmental disclosure is progressively becoming man-
datory for an increasing number of companies.

In 2017, the European Commission (EC) issued guidelines to assist organi-
sations in sharing their environmental and social information more consistently
and comparably. However, these guidelines are not mandatory, and businesses
are free to employ guidelines other than those listed above. As a supplement to
these 2017 guidelines, which remain applicable, the EC announced in June 2019
the Guidelines on Reporting Climate-related Information, which incorporates
the recommendations of the Financial Stability Board’s Task Force on Climate-
related Financial Disclosures (TCFD). In its 11 December 2019 message on the
European Green Deal, the Commission pledged to conduct a 2020 review of
the NFRD as part of its objective to enhance the foundations for sustainable
investment. In accordance with this commitment, the Commission opened a
public consultation on the review of the NFRD on 20 February 2020 to collect
stakeholders’ opinions.

The consultation ended in June 2020. Among others, the main issues concern
the deficiency of the information released in terms of comparability and relia-
bility, necessity to disclose the materiality assessment process, digitalisation of
environmental disclosure, and expansion of the scope thereof. Regulators and
standards setters are working on possible solutions to these problems, such as the
development of a common standard or assurance of the environmental report.
For example, in June 2020, the EC tasked the European Financial Reporting
Advisory Group (EFR AG) with conducting preparatory work for potential EU
sustainability reporting standards. In April 2021, it issued a proposal for a new
directive on corporate sustainability reporting, which will amend the NFRD.
The new Corporate Sustainability Reporting Directive (CSRD) expands the
scope of the NFRD to include all listed companies including small and medium
enterprises (SMEs) and introduces mandatory EU sustainability reporting stand-
ards for environmental, social, and governance aspects to be further developed
by EFRAG. The proposed CSRD also clarifies the obligation to report in ac-
cordance with the double materiality perspective, requiring companies to report
(1) information necessary to understand how sustainability issues affect them,
and (i1) information necessary to understand their impact on people and the
environment.

Interest in the theme of environmental reporting has developed over the past
decades thanks to the attention of the media, stakeholders, national and interna-
tional regulators, and standard setters, and because of progressively developing
research activity regarding the issues of CSR, sustainability, sustainable develop-
ment, social and environmental disclosure, etc.

The studies conducted, which started in the thirties of the last century and have
progressively increased to date, have focused on the definition of the concepts
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of CSR, sustainability, and environmental and social disclosure; identification
of their boundaries, interrelationships, and overlaps; and on the relationships
between these concepts and other phenomena. An example is the relationship
between corporate governance and sustainability disclosure, and between sus-
tainability disclosure and financial performance.

An analysis of the literature developed on the subject can provide a defi-
nition of environmental disclosure to clarify the boundaries of environmental
disclosure in the ample field of sustainability disclosure and the content of that
disclosure.

Despite the intense research activity, there is no univocal and shared defini-
tion of CSR or environmental disclosure. The term ‘Corporate Social Respon-
sibility’ still constitutes an indefinite concept into which many other concepts
converge. To highlight the breadth of the concept, Blowfield and Frynas (2005)
refer to CSR as an ‘umbrella term for a variety of theories and practices’ with
some common cornerstones: companies have a responsibility for their impact on
society and the natural environment, which extends beyond legal compliance
and the responsibility of individuals, as well as the behaviour of those with whom
they do business. Consequently, companies must manage the relationship with
the society for profitability reasons and to add value to society itself.

According to Latapi Agudelo et al. (2019), while the modern concept of CSR.
was formalised in the 1950s, interest in the subject probably emerged in the
early 1920s. On deeper study, the beginnings of the social aspect of corporate
behaviour can be traced to the ancient Roman Laws and observed in institu-
tions such as homes for the poor and elderly, asylums, hospitals, and orphanages
(Chaffee, 2017). The English Law of the Middle Ages and Crown’s influence in
the sixteenth and seventeenth centuries, which viewed companies as a tool for
social advancement, perpetuated and expanded the idea of corporations as social
enterprises (Chaffee, 2017).

With the advent of industrialisation and resulting degradation of working
conditions, some corporate executives in the United States began establishing
groups to promote values and enhance working conditions. However, it was not
until the 1920s and 1930s that corporate managers assumed responsibility for
balancing profit maximisation with the needs of their consumers, staff, and the
community (Carroll, 2008; Carroll, 1999; Kreps, 1940; Clark, 1939; Barnard,
1938). Later, as a result of the expansion of business during World War II, corpo-
rations were viewed as entities with social duties, and a fuller discussion of such
responsibilities began (Heald, 1970).

Organised literature on this concept did not emerge until the 1950s (Carroll,
1979). The earliest scientific definition of social responsibility dates back to 1953,
when Bowen published ‘Social Responsibilities of Businessmen’.! Questioning
the responsibilities of entrepreneurs towards society, Bowen (1953) offers the
first definition of social responsibility, emphasising businessmen’s obligations to
pursue these policies, make these decisions, and follow desirable courses of action
for the goals and values of our society. The 1950s marked the beginning of the
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contemporary definition of CSR, and a time of change and adaptation in this
regard. According to Bowen (1953), the activities of huge businesses greatly im-
pact society, and as a result, their decision-making processes need to be modified
to include considerations of this effect. In other words, the decisions and actions
of businessmen affected their stakeholders, employees, and consumers, and thus
society’s quality of life. Selekman (1959) examined the emergence of corpora-
tions’ moral responsibility during the same period as a response to the labour
expectations of the time.

In the 1960s, the amount of scientific writing on the subject increased, and
the notion of CSR was developed. Growing societal awareness of respect for the
environment and human and labour rights encouraged interest in CSR (Carroll,
1999). This awareness also encompassed a rapid population increase, pollution,
and resource depletion, prompting questions about the limitations of economic
expansion and impact of society and corporations on the environment (Latapi
Agudelo et al., 2019).

During these years, academics turned to CSR as a response to these issues and
the needs of an emerging contemporary society. For instance, Davis (1960) noted
that significant social, economic, and political upheavals at the time compelled
businessmen to reconsider their role in society and social responsibilities. He
(1960) stated that businesspeople have a relevant commitment towards society
in terms of economic and human values, and that social responsibility might be
related to economic benefits for the enterprise (Carroll, 1999; Davis, 1960).

This realisation meant that the debate on the problem emphasised the con-
flict between the economic and social realms. In 1962, Friedman underlined
the pre-eminence of the economic sphere, asserting that the sole obligation of a
corporation is to maximise profits while adhering to the laws of the game and
free competition. Reaffirming this view, Friedman (1970) states that enterprises
have only one social obligation, namely to use resources and engage in profit-
generating activities.

Interesting is also the research of Davis (1960) and Davis and Blomstrom
(1966), who consider the responsibility of the firm to examine the effects of
actions on the entire society, and the needs and interests of people who may be
affected by the business’s actions. Davis also emphasises that CSR actions might
result in increased earnings over the medium term. Davis can be considered a
predecessor of studies that later linked CSR to companies’ financial performance.

Eells and Walton (1961) and McGuire (1963) also attempt to define social re-
sponsibility by pointing to the assumption of responsibilities that extend beyond
economic and legal obligations.

Scholars’ interest in social and environmental reporting is partly tied to the
emergence of the political and social youth movements that marked the 1960s
and 1970s (Gray, 2004, 2003; Gray et al., 1996; Parker, 1986; Puxty, 1986). Those
years were distinguished by heated disputes regarding the state of environmental
degradation and business ethics (Gray, 2002). Furthermore, in Anglo-Saxon na-
tions, the discussion around CSR evolved mostly around the contributions of the



Environmental disclosure in the relationship with stakeholders 11

middle class (Gray et al., 1996). Beginning in the 1960s, middle-class Americans
and Europeans grew increasingly dissatisfied with CSR (Drucker, 1965). Conse-
quently, expectations regarding politics and large companies grew in that time.

In response to these pressures, debates and experiments in the fields of social
responsibility, social accounting, and auditing are being developed in the aca-
demic and professional fields. Moreover, some countries made significant ad-
vances in social and environmental regulations. This time was thus defined as
an era of ‘managing corporate social responsibility’ (Carroll, 2015, p. 88), and
the first unified definition of CSR was formulated during this period. Carroll
(1979, p. 500) affirmed that ‘the social responsibility of business encompasses
the economic, legal, ethical, and discretionary expectations that society has of
organizations at a given point in time’. In accordance with this definition, which
rapidly became very well-known and widespread, Carroll (1979 and 1991) asserts
that social responsibility can be separated into four groups of sub-responsibilities:
economic, legal, ethical, and discretionary.

In the 1980s, scholarly interest continued on the topic, which focused on
the development of new related disciplines of study such as business ethics, cor-
porate social responsiveness, corporate social performance, stakeholder theory,
and management (Carroll, 2008). Drucker (1984) emphasises the compatibility
between profit and responsibility, and possibility of transforming socially respon-
sible orientation into new business opportunities, thereby laying the ground-
work for strategic CSR studies. Jones (1980) viewed CSR as a decision-making
process that influences corporate behaviour. Dalton and Cosier (1982) empha-
sise the relationship between legality and responsibility of corporate behaviour,
demonstrating how a company can be socially irresponsible while remaining
legally compliant. Despite that Reagan and Thatcher’s deregulation strategies
may be exerting a countervailing force to promote economic growth, during the
1980s, an increasing number of legislations attended to social concerns and gave
a broader set of responsibilities to corporations.

In the 1990s, globalisation and increased political-international attention to
environmental and social issues culminated in the institutionalisation of CSR-
oriented corporate activities. From a scientific standpoint, the issue is becom-
ing increasingly global; the integration of CSR and stakeholder theory is being
strengthened; and research lines on business ethics, corporate citizenship, and
corporate social performance continue to emerge. In those years, Carroll (1991)
presented the ‘Pyramid of Corporate Social Responsibility’ providing a useful
approach to CSR for executives that needed to balance their commitments to
shareholders with their obligations to a wider set of stakeholders. The new model
defines the four main responsibilities of any company: economic, legal, ethical,
and philanthropic.

The number of research publications on CSR has significantly increased in
the new millennium. Scholars continue to attempt to define the notion of CSR
while researching other linked phenomena such as the role of CSR in its in-
teraction with corporate reputation or necessity for a strategic vision for social
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responsibility that can provide organisations with a competitive edge. For in-
stance, Aguinis (2011, p. 855) defines organisational responsibility as ‘context-
specific organizational actions and policies that take into account stakeholders’
expectations and the triple bottom line of economic, social, and environmental
performance’. Aguinis (2011) prefers the noun ‘organisational’ over ‘corporate’
to give a broader meaning, clarify the reference to all types of organisations, and
inextricably link organisations’ responsibility to the Triple Bottom Line logic—
developed by Elkington in 1994—and thus to the concept of sustainability.

Not only has scholars’ interest in the issue increased in the new millennium,
but the attention of international institutions has also grown. The definition in
the EC Green Paper is still one of the most used and complete. According to the
commission, CSR is a concept in which businesses voluntarily integrate social
and environmental issues into their business operations and interactions with
stakeholders. For a business, being socially responsible entails not just meeting all
applicable legal requirements but also investing more in human capital, the en-
vironment, and relationships with stakeholders. In this manner, businesses boost
their competitiveness, which can directly impact their productivity.

Using this definition, the EC identifies several crucial aspects of CSR: its
voluntary nature; emphasis on economic, social, and environmental spheres; in-
tegration into a company’s core business; strategic vision and link to profit; and
stakeholder approach.

Based on its emphasis and pragmatic language, the definition constitutes a
milestone not only for the principles set out but also because it is provided by the
EC. In this way, institutional and formal recognition is offered to CSR, and the
EU implicitly undertakes to promote this approach.

1.1.1 Corporate social responsibility, sustainability, and environmental
disclosure

Sustainability is a more modern idea than CSR; however, the relationship between
the two is readily apparent to both scholars and institutions that have studied the
topic. In 1987, the World Commission on Environment and Development (WCED)
published the study ‘Our Common Future’ or ‘Brundtland Report’, which intro-
duced the notion of sustainability as it is known today. The study defines sus-
tainable development as development that meets the requirements of the present
without compromising the ability of future generations to meet their own needs.
In 1983, the UN General Assembly convened the WCED, an international group
of environmental experts, politicians, and civil servants, in response to numerous
environmental issues associated with the rising standard of living of the world’s
population, including ozone depletion and global warming. Through international
cooperation, the WCED (also known as the Brundtland Commission) was tasked
with recommending long-term solutions to achieve sustainable development in the
21st century. The commission made efforts to understand the interrelationships be-
tween social equity, economic growth, and environmental problems by examining
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the causes of environmental degradation and developing policy solutions that inte-
grated all three areas. However, the focus of the report was primarily on environ-
mental issues and consequently, the need to use natural resources to ensure greater
intra- and inter-generational equity in all countries worldwide.

However, in the same year, Barbier (1987) emphasised the three spheres,
defining sustainable development as the simultaneous maximisation of the ob-
jectives of biological, economic, and social systems. Furthermore, Viederman
(1994) defines sustainability by highlighting all its dimensions and the necessity
of a participatory process that forms and pursues a community vision that re-
spects and wisely uses all of its resources: natural, human, material, social, cul-
tural, scientific, etc.

The link between the two concepts became more evident when scholars
began discussing corporate sustainability (CS). Bansal (2005) and Szekely and
Knirsch (2005) describe sustainability at the corporate level as a multidimen-
sional concept combining the principles of economic integrity, social equality,
and environmental integrity. According to their studies, CS implies expanding
economic growth and shareholder value, prestige, corporate reputation, cus-
tomer relationships, and the quality of products and services, as well as adopting
and pursuing ethical business practices, creating sustainable jobs, and creating
value for all stakeholders. Similarly, Neubaum and Zahra (2006, p. 121) define
CS as ‘the ability of a firm to nurture and support growth over time by effec-
tively meeting the expectation of various stakeholders’. Likewise, Montiel and
Delgado-Ceballos (2014) link CSR with CS, whereas Van Marrewik (2003)
propose a hierarchical relationship between sustainability and CSR, arguing that
the latter constitutes a subset of the former.

As is evident, although the concept of sustainability is much more recent than
that of CSR, there seems to be a greater convergence of definitions. In most
studies, the CSR paradigm appears inextricably intertwined with that of sustain-
able development to the point that the two terms are used almost interchangeably
in practice.

To better understand the convergence between CSR and sustainability, pro-
gressively identified by scholars, it is useful to dwell on the research by Mon-
tiel (2008), who analyses the different definitions of CSR and CS over time
to reveal their differences and congruence. The analysis demonstrates that the
management literature utilises both CSR and CS to refer to social and envi-
ronmental management challenges. However, there is no clear differentiation
between the two terms, and the conceptualisations and metrics of CSR and CS
seem to be converging. In addition, through a content analysis of several CSR
definitions supplied between 1980 and 2003, Dahlsrud (2008) demonstrates that
existing definitions are largely congruent. He identifies five common dimensions
to which definitions constantly refer: the stakeholder; voluntary nature; and em-
phasis on the economic, social, and environmental areas.

Although the environmental dimension was neglected for the first decades
and not included in CSR, as it was integrated into the concept of ‘social’, a more
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inclusive vision of the three dimensions of sustainability was subsequently estab-
lished in the concept of CSR. Several researchers identify CS only in terms of
environmental sustainability (i.e. Shrivastava, 1995), whereas many others posi-
tion it in the triple bottom line perspective (i.e. Bansal, 2005; Hart and Milstein,
2003; Gladwin et al., 1995). Economic, social, and environmental developments
are considered interconnected pillars of the economy, which is part of society
and as such, part of a larger environment. In their literature review, Montiel and
Delgado-Ceballos (2014) observe that although a univocal definition of sustain-
ability is missing, the inclusion of the three dimensions (economic, social, and
environmental) is common.

Essentially, both concepts (CSR and sustainability) advocate businesses’ in-
herent need and responsibility to balance economic, social, and environmental
factors. Both confirm the existence of a plurality of accountable parties beyond
shareholders. Convergence between CSR and sustainability is also evident in the
indicators employed in empirical studies to measure companies’ degree of respon-
sibility or sustainability, as well as in the use of the terms by for-profit and not-
for-profit organisations that define their report as a ‘CSR report’, ‘sustainability
report’, ‘social and environmental report’, or ‘social responsibility report’.

Therefore, in this study, we use the terms CSR and CS interchangeably. Con-
sequently, the terms CSR disclosure, CS disclosure, sustainability reporting, so-
cial and environmental reporting, and so on are used synonymously. Despite the
diversity and partiality of the definitions identified by scholars, we consider CSR
a management concept in which companies integrate social and environmental
concerns into their business operations, disclosing relevant information through
CSR or CS disclosure. In other words, CSR is the means by which a company
balances economic, environmental, and social imperatives to meet the expecta-
tions of shareholders and stakeholders, whereas CSR disclosure is the means by
which actions and impacts are communicated.

Restricting the focus on the environmental dimension, for the aim of this
work, we identify environmental disclosure in the more ample field of CSR dis-
closure as disclosure that considers the company’s activities and related impacts
on the environment such as climate change, deforestation, biological resource
consumption, and global warming.

A concrete definition of environmental disclosure has not been established,
despite that the topic of CSR reporting, like environmental reporting, has been
studied and researched by the scientific community for decades.

Therefore, it is crucial to differentiate between environmental accounting
and environmental reporting. The former delivers information in the form of
accounts, which set specific norms and limits on the definition, measurement,
structure, and presentation of information (Van Dijk et al., 2014). Environmen-
tal accounting is a field within the natural sciences such as biology and is rooted
in the concept of ‘natural capital’, which is a sort of capital that must be pre-
served to deliver ecosystem goods or services to future generations (Schumacher,
1973). This type of accounting is used to quantify the depletion or replenishment
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of natural capital during the provision of products and services (Weber, 2011;
Costanza et al., 1997). This accounting is frequently employed at the macro-
level, i.e. the country or even global level. This type of knowledge has a unique
bearing on public discourse and national governments.

In contrast, ‘environmental reporting’ or ‘environmental disclosure’ often has
a less formal format and discusses the environmental effects of an organisation’s
actions. Thus, this is the collection of results resulting from a firm-level account-
ing system. Azzone et al. (1996) define an environmental report as a technical
document that promotes external communication and provides evidence of how
a company contributes to environmental degradation and/or conservation (Gray,
1993; Ing, 1992; Owen, 1992). Contrafatto (2004) argues that environmental
reporting is self-reporting by companies through which qualitative and quan-
titative information regarding the environmental and social effects of company
activity is communicated to stakeholders through an annual report and social and
environmental account.

Environmental accounting, reporting, and disclosure are concepts used inter-
changeably to refer to the systematic presentation of environmental information
by businesses; however, these concepts are not universally accepted. Environ-
mental information consists of quantitative and qualitative data disclosed by busi-
nesses regarding the impact of their activities on ecosystems and the availability
and consumption of natural resources (e.g. water and vegetation).

Despite the differences, accounting standards have enabled environmental
accounting to align with the frameworks and concepts of economic and social
accounting. Consequently, company disclosure could include structured infor-
mation on the impacts or contributions of a company’s activities on the environ-
ment and use of natural resources.

However, because of the difficulty of precisely defining environmental dis-
closure, the literature frequently provides definitions that include environmental
and social components.

The definitions in the literature refer to various factors including social and
environmental activities and/or forms of social accounts. For instance, to de-
fine social and environmental reporting, Gray et al. (1996) rely on the notion
of accountability, which states that an agent must be answerable to the princi-
pal for the acts taken and the resulting outcomes. Specifically, this reporting is
defined as the process of conveying the social and environmental repercussions
of an organisation’s economic actions to certain interest groups in society and
society at large. As such, extending the accountability of corporations beyond
the traditional purpose of presenting a financial report to capital owners, spe-
cifically shareholders, is necessary. Underlying this expansion is that corpora-
tions have responsibilities beyond maximising their owners’ profits. According
to Gray et al. (1996), this type of reporting is distinguished by its focus, or the
thematic areas on which the reporting is based: audience, or the recipients of the
reporting activity; content, or the type of information reported; and preparers,
or the individuals who create the report. Gray et al. (1996) add that the sources
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of accountability are laws that establish the minimum basis for any form of ac-
countability (legal accountability); quasi-legal sources such as rules of conduct
and codes of conduct; and philosophical-moral sources, which are based on ref-
erence values and can be improved through debate, comparison, and education.

The literature emphasises the disciplinary role of this form of accountability
in the relationship between the company and society. In defining environmental
balance, Bartolomeo et al. (2000), for instance, highlights it as an accounting
tool that can provide an organic picture of the direct interrelationships between
business and the natural environment. This is through the representation of qual-
itative and quantitative data on the environmental impact of company activities
and the company’s financial effort to protect the environment. Rusconi (1987
and 2002) also considers social reporting from a functionalist perspective as a tool
designed to report information on social performance in a controlled manner to
all connected centres of interest, recognising the significance of the company’s
connection to the entire system for its survival.

1.1.2 Environmental disclosure in European regulatory frameworks
and in the main standards and guidance

Beyond academic research, in recent decades, the subject of debate at the inter-
national level has been to determine the minimum essential information content
of sustainability reports. There has recently been a normalisation process to de-
termine a series of basic principles for use as a reference standard in the process
of collecting, managing, and reporting socio-environmental events. Among the
most important attempts here, we include the AA1000 standard (Fazio, 2005),
GRI standards (Bartolomeo, 2005), and principles for drafting the Social Report
defined by the GBS.

To better identify the content of environmental disclosure, considering the
prescription of the NFRD regarding that disclosure could be useful. The di-
rective requires firms to disclose information and details regarding the cur-
rent and foreseen impacts of the company’s operations on the environment
and as applicable, on health and safety, greenhouse gas emissions, water use,
air pollution, and use of renewable and/or non-renewable energy. An anal-
ysis of the Guidelines on Non-Financial Reporting issued by the EC is also
useful for identifying the content of environmental disclosure. According to
these guidelines, a company is expected to disclose relevant information on the
actual and potential impacts of its operations on the environment, as well as
how current and foreseen environmental matters may affect its development,
performance, or position. This may include material disclosures on pollution
prevention and control; environmental impact from energy use; direct and in-
direct atmospheric emissions including emissions of greenhouse gases, toxic
substances, atrophying, and acidifying substances; use and protection of natural
resources (e.g. water and land); related protection of biodiversity; waste man-
agement; environmental impacts from transportation or the use and disposal
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of products and services; development of environmentally preferable products
and services; and disclosures regarding the development of environmentally pref-
erable products and services.

The aforementioned topics are a non-exhaustive list of thematic consider-
ations businesses are expected to consider when releasing environmental in-
formation. In addition, the guidelines emphasise the interconnection between
thematic aspects. For example, an environmental concern associated with a com-
pany’s operations, goods, or supply chain may also affect the safety and/or health
of consumers, employees, or suppliers, and the brand’s reputation. Thus, com-
panies are expected to provide a clear, balanced, and exhaustive perspective that
incorporates all pertinent aspects of an issue.

Guidelines also include examples and key performance indicators (KPIs): a
corporation may disclose material information using procedures specified by rel-
evant legislation. The annexes to Commission Recommendation 2013/179/EU,
for instance, offer product environmental footprint and organisation environ-
mental footprint methodologies. These life cycle assessment methods allow firms
to determine, for each product or an entire organisation: (i) the most significant
consequences and (ii) activities and emissions that contribute to those impacts
along the supply chain. Environmental consequences can be reported individu-
ally or as a single score.

When applicable, companies may refer to material information submitted in
accordance with specified environmental reporting standards such as obligations
deriving from EU directives (Industrial Emissions Directive, Emissions Trading
System, Water Framework Directive, REACH, Landfill Directive, End-of-Life
Vehicles Directive, Waste Electrical and Electronic Equipment, and Restriction
of Hazardous Substances Directives) and the European Pollutant Release and
Transfer Register.

Energy performance and improvements therein may be among the KPIs a
company considers, as well as energy consumption from non-renewable sources
and energy intensity, greenhouse gas emissions in metric tonnes of CO, equiv-
alent and greenhouse gas intensity, emissions of other pollutants, extraction of
natural resources, and waste management (e.g. recycling rates).

To frame environmental disclosure/reporting in the field of CSR or CS dis-
closure, it may also be useful to investigate the provisions of the GRI standards,’
the most widely recognised international guidelines that are today interrelated
with the NFRD. The GRI recently published a document (Linking the GRI
Standards and the European Directive on non-financial and diversity disclosure) to show
how to fulfil the disclosure obligations of the directive using the GRI Standards.

The environmental dimension of sustainability, as defined by the GRI Stand-
ards, refers to an organisation’s impact on living and non-living natural sys-
tems such as land, air, water, and ecosystems. The relevant GRI standards are as
follows: 301 Materials, 302 Energy, 303 Water and Effluents, 304 Biodiversity,
305 Emissions, 306 Waste, 307 Environmental Compliance, and 308 Supplier
Environmental Assessment. The Disclosures section of the Standards provides a
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structured method for an organisation to report information about itself and its
impacts. The disclosures may include both requirements and recommendations.
In accordance with the GRI Standards, the requirements list the information
an organisation must report or directions it must follow. The recommendations
indicate that particular information or a particular course of action is suggested
but not required. Background information, explanations, and examples can all
be used to aid comprehension.?

1.2 The role of disclosure as a mechanism of corporate
governance

Continually fuelling the company’s existence is a decision. The continuous in-
ternal and external dynamics of the company, which drive it away from the
equilibrium it seeks by its own nature, necessitate continuous decision-making.
According to the Italian literature on business administration, stable economic
equilibrium is the overarching goal of all businesses. Economic equilibrium is
the condition in which a corporation is able to thrive and meet the expectations
of all its stakeholders by combining production elements, composing internal
and external forces into a system, and coordinating the complex activities that
comprise its life (Giannessi, 1960 and 1969).

Corporate governance and management, the board of directors, shareholders,
and managers require information to make logical choices. Similarly, all stake-
holders, financiers, shareholders, suppliers, and customers have the right to know
information regarding the conditions of the company’s life to actively participate
in its affairs and adequately support their decision-making processes. In particu-
lar, they are concerned with the company’s current and projected economic and
financial performance; ability to meet their needs; and economic, social, and
environmental sustainability of its operations. These knowledge requirements
are shared by all those who contribute to the business and anticipate receiving
benefits from it.

To address the aforementioned cognitive needs, organisations implement an
information system, which broadly is the collection of people, structures, and
procedures required for the internal and external collection, storage, processing,
and distribution of data and information. An enterprise information system is a
subsystem of an enterprise system (Marchi, 1993).

The concept of an information system is understood in diverse ways in the
literature. Sometimes, the output of the system is emphasised, that is, the infor-
mation. Other times, the inputs are highlighted, that is, the means. It could also
refer to the collection of data required to meet internal and external cognitive
needs (Rugiadini, 1970), or the collection of technical and human resources
required to obtain that data (Sackman, 1967). The interpretations do not oppose
one another; rather, they offer complementary perspectives of the same reality.
To comprehend all its constituent parts, Marchi (1993) defines an information
system as ‘the set of elements (data, technical, and human resources, as well as
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information) and their relationships that determine the production of the infor-
mation necessary to effectively and efficiently satisfy internal and external cog-
nitive needs’. The information system supports the decision-making processes
of both internal and external stakeholders by providing corporate governance
and control processes and meeting the information requirements of all external
stakeholders. Specifically, a firm’s information system must be able to appro-
priately support the decision-making processes of individuals who provide the
company with the resources it requires, including financial, human, material,
and intangible resources, and who expect to be compensated. Specifically, the
information system serves a crucial function not only for existing stakeholders,
but also for those who may be interested in forming a relationship with the com-
pany, such as possible investors and financiers, human capital, and suppliers of
other production factors.

The availability of information on CS and CSR has become vital in the sense
described above. In particular, in the following pages of this chapter, we analyse
the utility of environmental disclosure in influencing stakeholders’ decisions,
underlining its significance as a mechanism of governance.

Financial statements have always been a fundamental pillar of a company’s
information system. They represent the company’s primary information flow
to subjects participating therein, from shareholders to employees, from lenders
to customers and suppliers, and from the State to other parties interested in its
equity and financial performance, and income results. In this regard, a financial
statement is a subsystem of the information system and principal ‘product’ of the
accounting system.

Financial statements play a crucial role in a company’s information system,
but only provide a partial picture of its reality. In reality, the same concentrates
solely on certain aspects of firm success—economic and financial aspects—while
ignoring others that are equally important.

Since the birth of accounting, financial statements have served to demon-
strate the company’s ability to create income and increase its assets, indicating
sharcholders’ ability to withdraw capital without compromising the integrity
thereof. This basic purpose is flanked by others, most notably the report, which
bolsters the financial statements’ position as an informational instrument that
enables shareholders to evaluate the performance of the board of directors (the
directors). However, financial statements contain crucial information not only
for shareholders tasked with evaluating the directors’ performance, but also for
all those who engage in corporate decision-making, in particular, the directors
themselves. As such, financial statements serve an additional significant pur-
pose as a tool for analysing and managing corporate management by internal
decision-makers.

The weight of corporations in the social milieu in which they operate in-
creases over time. In other words, they have demonstrated a growing capacity to
affect the lives of society by creating and destroying resources, wealth, and jobs.
As a result, the range of parties interested in a company’s future has increased
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to include internal and external parties. These subjects require information to
assess a company’s capacity to protect their interests. In carrying out this external
information function, traditional financial statements do not adequately satisfy
information requirements. Therefore, it has become necessary to incorporate
new ad hoc quantitative-qualitative data.

Corporate stakeholders’ larger cognitive needs indicate that financial state-
ments are a collection of information that can facilitate a comprehensive under-
standing of management beyond the company’s financial performance.

This revitalised information function of financial statements is now one of the
most discussed aspects in the accounting literature, and its relevance will increase
as the social function of the corporation becomes more significant. In tandem
with the expansion of the information role of financial statements, various com-
munication tools that complement and supplement strict financial information
have been produced. Examples include social reports, environmental reports,
integrated reports, or more generally, corporate social and environmental re-
porting or corporate social responsibility disclosure.

Scholars’ interest in social and environmental reporting is closely linked to the
cultural movements of the 1960s and 1970s (Gray, 2004, 2003; Gray et al., 1996;
Parker, 1986; Puxty, 1986). These years were distinguished by heated debates on
topics related to environmental deterioration and business ethics (Gray, 2002).
Consequently, debates and experiments in the field of social accounting and au-
diting developed in the academic and professional fields.

In 1975, the Accounting Standards Steering Committee in the United King-
dom adopted an accounting principle that encouraged businesses to expand the
amount of social and environmental information they report. In France, Law
769 was enacted in 1977, mandating the preparation of a social report with de-
fined indicators to enhance industrial relations (Rusconi, 1987). Employment,
salaries, hygiene, safety and other working conditions, staff training and devel-
opment, living circumstances, industrial relations, and the degree of worker en-
gagement in corporate management were required to be included in the financial
statements.

As one of the first legislative interventions in the realm of social and environ-
mental reporting, Law 769 holds noteworthy symbolic significance in Europe.
However, in the 1980s, not only in Europe but also in the United States, CSR
issues received less attention, most likely because of Thatcher and Reagan’s eco-
nomic and social policies.

Beginning in the 1990s, there was a dramatic increase in environmental
awareness in Europe, not only among academics, where it had been marginalised
for many years, but also among business owners and executives, especially at
large corporations, who adopted the first environmental accounts (Vicini, 1998).
Currently, topics related to social and environmental accounting are important
in both the academic and industrial-government-political spheres.

These changes in corporate communication occur in an environment that
imposes an ever-increasing responsibility on businesses to satisty the needs of
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all stakeholders. This responsibility extends beyond the generation of sufficient
wealth flows to meet the expectations of shareholders, lenders, and other stake-
holders. These responsibilities include the ability to protect the natural envi-
ronment and its resources for current and future generations, protect corporate
human capital, guarantee safety and health in the workplace, ensure adequate ca-
reer development prospects, protect human rights, and prevent corrupt practices.

In this context, corporate disclosure refers to the set of communications
linked to performance that are intended to satisty the information needs of the
numerous classes of interests converging on the company, as well as to foster ex-
ternal consensus and confidence. According to this viewpoint, corporate disclo-
sure encourages establishing deeper interactions with external subjects and as a
result, contributes to balancing stakeholders’ physiological conflict of interest. In
this way, corporate communication can serve as a source of competitive advan-
tage by enhancing inter- and intra-organisational relationships. In other words,
effective disclosure contributes to the process of producing and spreading value
via a consensus circuit and the formation of relational capital.

In recent years, the corporate information system is used to collect and dis-
seminate accounting, non-accounting, quantitative, and qualitative data and
information to satisfy the cognitive needs of stakeholders and mitigate their
physiological conflicts of interest, thereby enhancing the company’s legitimacy.

As mentioned, the evolution of the corporate information system parallels
the transformation of the corporate role in the social context. Historically, the
company was primarily meant as a tool for the pursuit of private interests, that
is, as a mechanism for producing commodities and wealth required to directly
satisty shareholders’ requirements. However, over time, the role of the company
has changed and a new conception thereof has emerged. It is no longer a mere
instrument for pursuing private goals, but a reality strongly integrated into the
economic and social environment, whose production is no longer directed ex-
clusively or primarily to the members of the company, but to a larger group of
people. Prior et al. (2008) argue that a stakeholder/agent perspective is adopted
in which the company is no longer viewed as a bilateral relationship between
shareholders and corporate management, but as a multilateral set of relationships
between management and various stakeholders. In practice, the corporation in-
fluences human well-being, qualifying as an economic-social institution acting
as an open system (Bertini, 1990) that operates in the economic, social, and en-
vironmental contexts to assure its own existence and that of society.

Consequent to this transition, interest in various subjects regarding a compa-
ny’s economic, social, and environmental sustainability performance is growing.
Therefore, there has been a significant shift in the function of a financial state-
ment from a private and internal tool (report to the company’s participants) to
one for accomplishing public interest goals.

This necessary evolution in corporate disclosure was recognised in the 1980s,
when in relation to the company’s new role, it became apparent that financial
statements were insufficient to satisfy all cognitive needs, highlighting the need
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for a true ‘accounting devolution’ that emphasised the qualitative aspects of in-
formation (Bruni, 1991). Different solutions including differentiated financial
statements, annexes to financial statements, and alternative accounting docu-
ments with interpretations and analyses of financial statements are offered in the
literature and by practitioners.

In summary, the evolution of the relationship between the company and en-
vironment; new social role of the company; and stakeholders’ changed, broad,
and varied knowledge needs have led to financial statements representing only a
portion of the much broader corporate information system intended to provide
information to stakeholders.

In other words, there is growing awareness and interest among external stake-
holders including financial market participants in understanding and evaluating
a company’s actual performance in various sustainability domains (Arvidsson,
2019b). Therefore, credible and accurate sustainability information is necessary.

In this regard, corporate disclosure can take the shape of financial and non-
financial data and can be either mandatory or not mandatory. All forms of dis-
closure decrease the information asymmetries between the company and its
stakeholders. As the literature notes, corporate disclosure thus serves an impor-
tant function in corporate governance. With specific reference to financial dis-
closure, Bushman and Smith (2001, p. 295) discuss the relevance of accounting
information in terms of governance.

Corporate disclosure impacts the functioning of numerous internal and ex-
ternal governance structures including boards of directors and management,
and financial markets, and can thus affect corporate performance directly and
indirectly.

First, the information communicated via corporate disclosure is a direct in-
put to the (internal) corporate governance mechanisms designed to discipline
management in selecting projects with higher added value. In fact, disclosure
enables the board of directors to exercise its monitoring responsibility over the
management’s investment selection activity to avoid the theft of investor funds.
According to Bushman and Smith (2001), disclosure disciplines management in
terms of project selection and expropriation (Channel 2).

In conclusion, corporate transparency contributes directly to economic per-
formance through its governance role, supporting the optimal selection of invest-
ments by management and decreasing the risk of management’s expropriation of
investors” wealth (arrow 2A). Refer to the graph (Figure 1.1).

Furthermore, effective disclosure reduces uncertainty about management’s
free riding opportunities and thus helps reduce the risk premium (cost of debt)
required by external investors (arrow 2B). As such, corporate disclosure indi-
rectly impacts performance.

Second, the disclosure of the company and its competitors can assist manage-
ment and investors in identifying and distinguishing favourable and undesirable
investment prospects. Bushman and Smith (2001) refer to this concept as ‘project
identification’. Here, corporate disclosure provides management and investors
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FIGURE 1.1 Governance role of financial accounting information
Source: Bushman and Smith (2001)

with immediate information about investment opportunities. Using as example
the high-profit margins reported by other organisations, management might find
viable new investment prospects. In this sense, good disclosure also serves the
monitoring function of the stock market by enhancing its efficiency and decreas-
ing uncertainty. In practice, well-informed and well-functioning stock markets
can facilitate corporate takeovers that replace underperforming managers, the
mere threat of which can improve managerial incentives and reduce opportun-
istic behaviour (Scharfstein, 1988; Stein, 1988). However, the absence of reliable
information in an economy contributes to creating uncertainty and hinders the
flow of human and financial capital towards good investments. Therefore, even
in the absence of agency conflicts between managers and investors, disclosure
improves efficiency by giving managers and investors meaningful information
that enables them to recognise possibilities for creating value with fewer mis-
takes. This enables investors and managers to allocate capital more precisely and
profitably, as indicated by arrow 1A in the preceding image (Channel 1). More-
over, as arrow 1B shows, investors” perception of a lower level of risk is expected
to result in a reduction in the cost of capital, further enhancing a company’s
financial performance (Channel 1). Here, corporate communication affects the
functioning and efficiency of capital markets or markets for corporate control,
understood as companies’ external governance mechanisms.

Good disclosure also supports the information role of the share price. Accord-
ing to Black (2000), corporate information is likely a requirement for an active
and effective stock market. In reality, such information drives analysts’ behav-
iour, enhancing the information represented in share prices. Efficient equity
markets, where share prices reflect all public information about firms’ prospects
and the private information of individual investors, presumably communicate
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this aggregate information to management and current and potential investors
via share prices, thereby enhancing markets’ efficiency and vitality. Therefore,
effective communication can enhance performance by minimising information
asymmetry between investors, adverse selection, and liquidity risk (arrow 3).
Companies’ commitment to the timely disclosure of high-quality accounting in-
formation minimises investors’ perceived risk of loss when dealing with investors
who have superior information, so attracting more capital to capital markets and
lowering investor liquidity risk (Verrecchia, 2001; Leuz and Verrecchia, 2000;
Baiman and Verrecchia, 1996; Diamond and Verrecchia, 1991). Capital markets
with low liquidity risk for individual investors can promote the realisation of
long-term, high-yielding corporate investments such as those in high-yielding
technology without requiring individual investors to commit resources to long-
term investments (Levine, 1997). In reality, investors can exit their holdings with
relative ease. Thus, liquid and well-developed capital markets should boost eco-
nomic growth by encouraging high-risk, high-return, and long-term company
investments such as those in technological innovation. An important prerequisite
for this capital market governance function is high-quality disclosure (Channel 3).

In summary, high-quality disclosure can improve performance through at
least three channels by influencing companies’ internal and external governance
mechanisms.

The corporate governance literature has for several years investigated the gov-
ernance role of corporate disclosure, recognising its importance (Chau and Gray,
2002; Ho and Wong, 2001; Hossain et al., 1994; Jensen and Meckling, 1976),
and inducing legislators and standard setters worldwide to improve the quality
of corporate disclosure.

Bushman and Smith’s (2001) considerations regarding the governance func-
tion of financial accounting information summarised in the previous pages can
also be made with reference to non-financial disclosure, especially in the current
context wherein the focus on sustainability issues has significantly increased.

Today, it is common for companies to be mapped and ranked by capital mar-
ket actors according to their sustainability work (Arvidsson, 2020). This is done
based on the information companies communicate through their sustainability
reports. Companies are experiencing increasing pressure to provide capital mar-
ket actors with good track records regarding their sustainability performance;
thus, the need for value-relevant, credible, and comparable information on sus-
tainability performance is increasing (Arvidsson, 2019a; Arvidsson and Jonill,
2019).

Several national, European Union, and worldwide initiatives have been im-
plemented to increase the number and quality of corporate disclosures on sustain-
ability. Some emphasise a particular component of sustainability, such as the Paris
Agreement of 2015, which highlights environmental issues to combat climate
change. EU directive 2014/95 on non-financial reporting requires the largest
EU companies to disclose social and environmental information in their annual
reports, whereas the launch of Agenda 2030 and the Sustainable Development
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Goals (SDGs) integrates all three dimensions of sustainability: social, environ-
mental, and economic.*

Regarding sustainable finance, a new scenario is emerging in which financial
market participants who have demonstrated scepticism for many years are joining
forces to learn how to integrate sustainability considerations into their frame-
works to mobilise financial resources towards sustainable projects (Cho et al.,
2015; Arvidsson, 2014; Friedman, 1970).

In this context, it is crucial for businesses to enhance the value relevance, reli-
ability, and comparability of their sustainability reports to be considered relevant
from the new perspective of financial market participants (Rimmel, 2020).

The role of corporate disclosure—mandatory and voluntary, financial and
non-financial—as a governance mechanism suitable for reducing the informa-
tion asymmetries existing between various market players and governing man-
agement has been the subject of numerous empirical and theoretical studies.
Studies investigate various aspects of corporate disclosure, focusing on its effects
on corporate performance, the relationship between disclosure and board char-
acteristics, and relationship between ownership structure and disclosure (Lepore
et al., 2022; D’Amore et al., 2021; Pisano et al., 2017; Lan et al., 2013; Patelli
and Prencipe, 2007; Alsaced, 2006; Brammer and Pavelin, 2006; Cormier et al.,
2005; Chau and Gray, 2002; Haniffa and Cooke, 2002; Fama and Jensen, 1983).

In particular, research on the relationship between corporate governance and
CSR disclosure has highlighted how this disclosure interacts with other govern-
ance mechanisms, mitigating or aggravating agency problems between ownership
and management, majority and minority shareholders, or again, shareholders and
creditors (Lepore et al., 2022; Celentano et al., 2020). However, further research
is still needed, especially considering the remarkable evolution CSR disclosure is
experiencing, especially environmental disclosure.

1.3 Environmental disclosure, relations, and stakeholder
management

As anticipated in the preceding pages, environmental disclosure strives to inform
internal and external stakeholders of a company’s environmental performance.
This information function is aimed at both primary and secondary stakeholders
including financiers, customers, employees, and suppliers. Secondary stakehold-
ers include institutions, authorities, the media, and community at large. This
type of disclosure increases interlocutors’ awareness of the firm’s actions and
environmental repercussions they cause, thereby aiding their decision-making
processes and fostering their trust in the company.

Regarding internal stakeholders, if properly integrated into control systems,
environmental disclosure can be useful for management to assess the efficacy
of CSR initiatives, rationalising the decision-making processes that ultimately
serve to redefine them, and for governance bodies in monitoring management
activities. If properly integrated or paired with external accountability systems,
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environmental disclosure can enhance the decision-making processes of lend-
ers, suppliers, customers, and so on, fostering confidence in the company and
enhancing stakeholder relations. The indirect effect that follows the spread of
trust among stakeholders is improved corporate reputation, which like trust, is
an intangible asset of strategic value for the company because it can facilitate the
achievement of competitive advantage and fuel the creation of long-term value,
thereby strengthening relationships with all those who provide the company
with resources (Fombrun, 1998).

Consequently, environmental disclosure serves a very important informa-
tional function internally and externally. Internally, it improves the effectiveness
of corporate governance and control systems. Externally, it nourishes two crucial
corporate assets: trust and reputation. Moreover, externally, environmental dis-
closure provides information to capital markets and improves the effectiveness of
external governance structures. A closer look reveals that the climate of higher
trust fostered by environmental disclosure can improve the quality of relation-
ships with external and internal stakeholders, supporting a more collaborative
and supportive approach. In this notion, environmental disclosure becomes a
tool for stakeholder management, which constitutes the conceptual foundation
for mapping various stakeholder groups. This mapping is beneficial for identify-
ing stakeholders and the need to be prioritised, and for knowing how to balance
these issues (Mitchell et al., 1997; Clarkson, 1995).

According to Carrol (1991), stakeholder mapping allows a more in-depth un-
derstanding of their characteristics and relationships with the company’s mission,
enabling it to select the most pertinent CSR 1initiatives by establishing priorities
based on the strategic importance attributable to various stakeholders. From a
stakeholder management and stakeholder theory perspective (Freeman, 1984), to
achieve the necessary social support for success, a company must respond quickly
to the pressures from the various categories of stakeholders, choosing based on
power, current events, and the legitimacy of their interests (Mitchell et al., 1997).

A company’s long-term survival, stability, and performance in a competitive
context are closely tied to its ability to produce value for its stakeholders, particu-
larly its key ones, without which it cannot live as a functional entity. Depending
on the intensity of their interaction with the corporate mission, these topics may
have a greater impact on CSR initiatives and the organisation’s business model
(Gangi and Mustilli, 2018; Clarkson, 1995; Carrol, 1993). Human resources, that
1s, managers and employees, shareholders and investors, state and government
agencies, customers, and suppliers are key stakeholders. However, secondary
stakeholders have no direct impact on the organisation.

This category comprises individuals and groups influenced by the company’s
operations while not having direct relationships with it, such as the media, nat-
ural environment, existing community, and future generations. Owing to their
weaker connection to the corporate mission, they have a weaker impact on the
business model of the organisation and consequently, on CSR initiatives, while
still having an impact on social climate and corporate relations.
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Customers play a crucial role in environmental sustainability and the related
disclosure. Being the primary beneficiaries and users of the results of the com-
pany’s production processes, they would also likely suffer or profit most from the
environmental repercussions of the company’s activity. Consider, for instance,
the event in which a firm places polluting products on the market, such as auto-
mobiles, personal care products, or clothing. The first persons to be harmed by
these products would be the consumers who use them.

Customers are, or should be, the subjects with the greatest interest in envi-
ronmental transparency. They play a dual role because, on the one hand, they
are the immediate recipients of the environmental repercussions of actions and
market-placed outputs. On the other, this direct connection with corporate
output could significantly impact business decisions regarding sustainability and
environmental transparency. The environmental scandals that have occurred
over the past decade have prompted the companies involved in the most severe
cases to mitigate the negative effects on financial performance and reputation
of the spread of information about the environmental damage their business
caused. Consider, for instance, the Volkswagen and BMW lawsuits that blos-
somed over the past decade. Consequently, customers are a significant pressure
factor for environmental disclosure, as they are both its primary impetus and
beneficiary.

Similar arguments apply for an organisation’s human capital, which consists
of its employees and management. They also play a crucial role in environmen-
tal sustainability and disclosure. On the one hand, workers are the immediate
recipients of the environmental effects of company activity. Human capital is
frequently the most important ingredient in the generation of firm outputs, es-
pecially in labour-intensive industries; hence, workers are among the first to
be harmed by toxic products alongside customers. On the other hand, human
capital could considerably influence a company’s decisions regarding CSR and
environmental disclosure, as it is the direct recipient of certain social sustaina-
bility measures.

In fact, among other things, initiatives on sustainability in favour of human
resources might involve protecting workers’ health and safety on the job and
quality of life more generally. Clearly, these aspects are strictly associated with
environmental aspects. A polluting product is damaging to the environment and
harmful to humans. Again, consider the Volkswagen diesel-gate scandal.

Therefore, polluting operations can contribute to a decline in the level of
satisfaction of human resources, a loss of their motivation and trust in the firm,
and a decline in worker productivity, harming the organisation’s reputation and
capability to attract and retain the finest personnel (Hartman et al., 2007; Green-
ing and Turban, 2000).

In addition to customers and human capital, the group of corporate stake-
holders includes lenders, suppliers, competitors, trade unions, and the broader
community, which together comprise the environmental and social systems of
which the firm is part.
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As stated in the preceding paragraphs, the role of companies in the social mi-
lieu in which they operate has evolved substantially over the past few decades.
In the past, the corporation was meant primarily as a tool for the production of
commodities and wealth essential for the direct fulfilment of shareholders’ de-
mands and hence, as a means of pursuing private interests.

Subsequently, the company’s role has evolved, and a new conception thereof
has emerged. It is now understood as a strongly integrated reality in the eco-
nomic and social environment, whose production is no longer directed primarily
or exclusively to the company’s owners, but to a broader group of subjects. The
company is viewed as a multilateral set of relationships with various stakehold-
ers (Prior et al.,, 2008), as it influences human well-being and qualifies as an
economic-social institution operating as an open system (Bertini, 1990) in the
economic, social, and environmental context to ensure its survival and that of
society through the creation of value. It is now obvious that companies influence
the existence of society by creating and destroying resources, money, and em-
ployment opportunities. As a result, the range of parties interested in the compa-
ny’s future has increased to include both internal and external parties.

These stakeholders require information to assess the company’s capacity to
protect their interests. The development of communication tools that supple-
ment and complete financial information such as social reports, environmental
reports, and environmental disclosure is predicated on corporate stakeholders’
larger cognitive needs. In other words, there is a growing interest from external
stakeholders including financial market actors in knowing and evaluating how
a company truly performs in various sustainability domains (Arvidsson, 2019b),
especially environmental sustainability.

By adequately satisfying these cognitive demands and demonstrating through
environmental disclosure that corporate values are consistent with the values of
all stakeholders comprising the social system in which it insists, the company
obtains stakeholders’ legitimacy and trust, thereby enhancing its reputation and
right to citizenship. From this perspective and for these goals, environmental
disclosure can be used to address the increased sensitivity of the community and
institutions to environmental impacts and to develop or attract the most valuable
intangible, material, human, and financial resources.

Strong corporate reputations help businesses win the struggle for talent and
foster staff retention (Roberts and Dowling, 2002). Therefore, it functions as
a guarantee for personnel with superior performance. For Hamori (2003), a
company’s reputational capital can serve as an indicator of its ability to attract
outstanding personnel and investors. In general, corporate reputation connects
all stakeholders, because increasing corporate reputation promotes consumer
and supplier confidence in both the firm’s services and companies, influenc-
ing their decisions to continue the firm’s ties. According to Schwaiger (2004),
organisations with a solid reputation have easier access to financial markets,
which reduces the cost of capital. As mentioned, potential investors and lenders
currently pay special attention to environmental concerns (Scholtens, 2009) and
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choose to invest in projects with reduced environmental impacts (Weber and
Banks, 2012).

1.4 Environmental disclosure and relational capital

Although reputation has been studied extensively from various perspectives,
there is no consensus on its meaning. Several authors emphasise the complexities
and dimensions of business reputation. For instance, Shenkar and Yuchtman-
Yaar (1997) provide a synthesis of how scholars of accounting, law, sociology,
marketing, economics, and corporate management have approached the topic of
reputation. They and others view it as the amalgamation of stakeholders’ expec-
tations, perceptions, and opinions of the organisation (Gangi and Mustilli, 2018;
Fombrun and Van Riel, 2004). Essentially, corporate reputation is multifaceted
(Dowling, 2001; Grant, 1991; Barney, 1986). The drivers of a company’s repu-
tation are firmly ingrained in the organisation itself; they are intertwined with
its development and evolution in a setting that is unique and historically reli-
ant (Dierickx and Cool, 1989). Thus, corporate reputation becomes extremely
firm-specific and one of the most challenging resources to acquire. In reality, a
company’s current reputation is established or accumulated in a historical con-
text under conditions that cannot be replicated. Moreover, as with all socially
complex phenomena, the management of reputation is beyond the capabilities
of a corporation to achieve total influence (Standifird, 2001). Deephouse (2000)
notes that the development of a company’s reputation is a socially complicated
process that involves both internal and external players.

According to Barney (1999), reputation is a ‘socially complex’ capacity. For
Groenland (2002), corporate reputation is an emotive construct difficult to ra-
tionalise and express. In other words, an organisation’s reputation is a product of
its social legitimisation. Among other things, a company’s reputation and repu-
tational capital depend on the quality and quantity of its ties with stakeholders.

To clarify the concept of reputation, Dollinger et al. (1997) emphasise its
multidimensionality, stating that it comprises three distinct stakeholder-specific
components: managerial reputation, financial reputation, and product reputa-
tion. de Quevedo Puente (2001) also notes the connection between stakeholders
and company reputation, highlighting the existence of two primary dimensions:
internal and external reputation. The first dimension relates to internal stake-
holders’ perception of business activities (i.e. shareholders, managers, workers,
customers, and suppliers), and the second relates to the perception of firm activ-
ities by external stakeholders (i.e. society).

De Castro et al. (2006) also highlight the existence of two major elements
of reputation: the business and social dimension. Business reputation encom-
passes various facets of corporate reputation pertaining to management and the
stakeholders closely attached to the organisation’s operations and processes, such
as customers, suppliers, and workers. However, social reputation is the conse-
quence of the insights and views of other stakeholders such as investors and the
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community who are not as close to the firm’s day-to-day operations. Identifying
these two primary dimensions is a significant innovation for comprehending
corporate reputation as a crucial component in the legitimisation process of a
corporation in the eyes of the community and society. According to the liter-
ature (De Castro et al., 2006; Fombrun, 1996; Fombrun and Shanley, 1990),
numerous elements comprise corporate reputation: (i) managerial quality; (ii)
financial strength; (iii) product and service quality; (iv) innovation; (v) use of
corporate assets/efficiency; (vi) ability to attract, develop, and retain talented
people; (vii) social responsibility; and (viii) value of long-term investments.

As emphasised in preceding sections, stakeholder management with a focus
on sustainability and environmental disclosure is an indispensable tool for a com-
pany to obtain the best production inputs in a stable manner and to strengthen
its competitive advantage by increasing strategic intangible assets such as the
trust and reputation accorded by internal and external stakeholders (Gangi and
Mustilli, 2018; Deephouse, 2000).

Stakeholders’ trust is a rare and difficult-to-imitate intangible asset that forms
the foundation of reputational capital. In this regard, CSR and its disclosure
can be considered a driver of relational capital and consequently, of a company’s
reputation, as they enhance stakeholders’ trust in the firm and strengthen the
connections binding them to the organisation.

According to Peloza (2005), CSR can help enhance a company’s reputation.
As mentioned, reputational capital is the stock of a company’s perceptual and
social assets, which depends on the quality of a firm’s relationships with its stake-
holders. The literature (Oswald, 1996) views reputational capital as the value
created by a company in the minds of stakeholders as a result of their relationship
with the company.

Strong corporate reputation is one of the primary drivers of long-term finan-
cial performance (Roberts and Dowling, 2002). This strategic potential is a result
of its inherent value-creation capabilities and intangible nature, which makes it
difficult for competitors to duplicate a company’s reputation, thus allowing it to
maintain a better position. Thus, environmental disclosure and more generally,
sustainability disclosure, which is a firm’s communication with stakeholders re-
garding CSR efforts and performance, generates additional profits by enhancing
the company’s reputation (Figure 1.2).

Today, in light of the intense institutional pressure regarding environmental
issues, environmental responsibility and transparency are the primary determi-
nants of company reputation.

However, the relationship between environmental disclosure and reputation is
two-way, as the company’s ability to effectively communicate its actions regard-
ing respect for the environment and its environmental performance is a driver or
determinant of reputation. This is because while good environmental disclosure
generates the trust of internal and external stakeholders and strengthens their
relationships with the company, it is also an output of reputation (Garcia-Sinchez
et al., 2022).
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Reputation

disclosure

FIGURE 1.2 The virtuous circuit

Source: Author’s elaboration

Therefore, a virtuous cycle is generated in which socially responsible behav-
iour and high-quality environmental disclosure generate trust and stable relation-
ships, reputation, competitive advantage, and long-term profitability (Orlitzky
et al., 2003; Waddock and Graves, 1997).

Notes

1 ‘The Functions of the Executive’ by Barnard (1938) and the ‘Social Control of Busi-
ness’ by Clark (1939) provide examples of the poor previous to 1950s literature over
the social duties of corporations.

2 The latest version of the standards is that of 2021. Specifically, the GRI Standards
are divided into four series, one of which is for universal standards and three series of
specific standards for the three fundamental dimensions of sustainability (Economic,
Environmental and Social): GRI 100 Universal Standards; GRI 101 Foundation;
GRI 102 General Disclosures; GRI 103 Material Topic; GRI 200 Economic; GRI
300 Environmental; GRI 400 Social. There are also sector supplements (GRI Sector)
which integrate the Guidelines with interpretations and advice on the application of
the Guidelines and include sector-specific performance indicators. GRI 101 intro-
duces the fundamental principles for defining the content and quality of the report.
By applying the guidelines of GRI 101, it is possible to identify the aspects of the
company that generate significant impacts on stakeholders. Once the significant im-
pacts have been identified, it will be possible to apply the specific standards (GRI 200,
300 and 400). GRI 102 serves to report information on the context of the company
and its reporting practices. This includes information on the company’s profile, strat-
egy, ethics, integrity, governance and how to involve stakeholders and the reporting
process. GRI 103, however, is useful for reporting on how the company manages the
material aspects, including those covered by specific GRI standards (200, 300 and
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400 series). The three GRI 200, 300 and 400 series include numerous specific stand-
ards that can be used to report the company’s impacts on economic, environmental
and social issues.

3 Please refer to Chapter 5 for an in-depth analysis on GRI standards.

4 Rimmel (2020).
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2

THEORETICAL FRAMEWORKS FOR
ENVIRONMENTAL DISCLOSURE

Over time, scholars have used different theories to explain environmental disclo-
sure. The theories most used to describe the release of environmental disclosure
are stakeholder and legitimacy, followed by institutional, agency, and signalling
theories (da Rocha Garcia et al., 2021; Mata et al., 2018). The following para-
graphs describe the conceptual basis of each theory and its use in justifying com-
panies’ decision to release environmental disclosure and reporting, and critically
discuss the results of relevant studies in this regard.

2.1 Agency theory

Agency theory investigates the function of disclosure in the bargaining process
between individuals, which is established within an agency relationship (Jensen
and Meckling, 1976). The latter arises when an individual (principal) delegates
to another (agent) the management and performance of certain activities on his
or her behalf. The consequence of this choice is that the agent has better access
to the company’s private information than the principal and can make decisions
with greater awareness. However, the agent’s decisions affect both its welfare and
that of the principal. In the case of a divergence of interests between the two
parties, this condition creates a conflict (agency problem). To limit the discretion
of the agent, the principal has the opportunity to define specific incentives or
appropriate control mechanisms (termed agency costs) that affect the behaviours
of the agent.

Regarding the company, the agency relationship is found in manifold re-
lationships. This is because companies are ‘legal fictions that serve as a nexus
for a set of contracting relationships among individuals’ (Jensen and Meckling,
1976, p. 310). The main agency relationships investigated in the company are
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those between shareholders (principals) and managers (agents) (Type I agency
problems) or those more explanatory of the Italian context between minority
shareholders/debtholders (principals) and manager/majority shareholders (agents)
(Type II agency problems). In both situations, the principal represents an entity
outside the company; otherwise, the agent operates within the company.

When there is a divergence of interests between the principal and agent, the
agent could adopt opportunistic behaviours, assuming decisions that maximise
its utility at the expense of the principal’s interests. For example, in Type II
agency problems, management could decide to invest resources in some projects,
which could increase its utility at the expense of the shareholder distribution of
dividends. This is a consequence of the separation between ownership and con-
trol (Fama and Jensen, 1983), which results in information asymmetries.

In this context, corporate disclosure is a control mechanism useful in reducing
information asymmetries between the agent and principal, allowing the latter to
control the behaviours of the former and consequently, to verify the quality of
the investment. Furthermore, corporate disclosure can favour the agent, who can
use it to signal to the principal the decisions adopted in its interests. Therefore, in
agency theory, firms tend to release environmental disclosure to reduce agency
problems (Barako et al., 2006).

Table 2.1 reports previous studies that investigated environmental disclosure
using agency theory. Considering its focus on shareholders, when used, agency
theory is often associated with other theories such as stakeholder or legitimacy
theory. According to Gray et al. (1996), companies must release information not
only to shareholders, but also to various other stakeholders that can influence and
are influenced by firms’ activities.

Reviewing previous studies that referred to agency theory to explain envi-
ronmental disclosure, most scholars exclusively investigated environmental dis-
closure (e.g. Radu and Francoeur, 2017), while others analysed wider corporate
social responsibility (CSR) disclosure (e.g. Garanina and Aray, 2021; Tibiletti
et al., 2021). Most research investigated information voluntarily released by com-
panies. However, few analysed the environmental disclosure provided after a
new rule was implemented (e.g. D’Amico et al. (2016) investigated the informa-
tion released after the implementation of EU Directive 51/2003,! and Mio et al.
(2020) focused on EU Directive 95/2014). Moreover, most studies examined
the information released by companies operating in developed countries (Mallin
etal., 2013; Gray et al., 2001), although some analysed those in developing coun-
tries (e.g. Kalu et al., 2016). Finally, most studies were longitudinal.

Most research referring to agency theory investigated the factors affecting en-
vironmental disclosure, in particular, the relationship between the characteristics
of the board of directors and corporate disclosure (e.g. Biswas et al., 2019; Fer-
nandes et al., 2019; Hussain et al., 2018). The main characteristics analysed were
board size (e.g. Kaymak and Bektas, 2017), independence (e.g. Fernindez-Gago
et al., 2018), gender diversity (e.g. Katmon et al., 2019), and CEO duality (e.g.
Jizi et al., 2014). Essentially, an effective board of directors enhances the quantity
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and quality of disclosure (Alfraih, 2016), and decreases information asymmetries
between the principal and agent (Gao et al., 2016). In these studies, board of
directors and environmental disclosure operate as complementary mechanisms
acting together to mitigate agency problems.

In addition to the structure of the board of directors, another corporate gov-
ernance mechanism investigated as a determinant of environmental disclosure
according to the agency theory framework is the ownership structure (e.g.
Gerged, 2021; Zaid et al., 2020). Scholars focused on how the level of owner-
ship concentration affects environmental disclosure (e.g. Muttakin and Subrama-
niam, 2015). These studies used ownership diffusion as a proxy for information
asymmetries between the agent and principal (i.e. shareholders). The higher
the information asymmetry with the principal, the higher is the environmental
disclosure released by the company to mitigate the agency problem. Similarly,
scholars analysed how the level of leverage influences environmental disclosure
(e.g. Ortas et al., 2015). These studies used leverage as a proxy for information
asymmetry between the debtholder and manager/majority shareholder (Type II
agency problems). They hypothesised that the higher the leverage, the higher is
the environmental disclosure provided by the company to mitigate the agency
problem.

However, few scholars used agency theory to investigate the effect of envi-
ronmental disclosure on stock prices (Schiehll and Kolahgar, 2020) and com-
pany financial performance (e.g. Li et al.,, 2017). Regarding the influence on
corporate performance, most of these studies used stakeholder theory to justify
the direct association between CSR disclosure and company performance (e.g.
Alipour et al., 2019; Chijoke-Mgbame et al., 2020), referring to agency theory
only when introducing the moderating role of corporate governance in previous
relationships. Therefore, it is more appropriate to consider these studies within
the framework of stakeholder theory. Investigating the effect of CSR disclosure
on firm value (measured using the market-based indicator Tobin’Q), Karaman
et al. (2018) confirmed that the release of CSR disclosure shows investors a com-
pany’s involvement in sustainable development and encourages the increase of
firm value, as per agency theory assumptions.

In addition, some studies refer to agency theory to investigate companies’ de-
cision to assure their CSR reports. These studies consider the assurance statement
a control mechanism that can reduce the information asymmetry between the
principal and agent, adding more credibility to the information released (Tyson
and Adams, 2020). For example, Aladwey et al. (2022) used agency theory to ex-
amine the association between specific board characteristics such as size, tenure,
presence of women, and choice to engage in CSR assurance, finding a positive
relationship between previous variables. Similarly, Liao et al. (2018) found a pos-
itive association between larger boards with a higher presence of female members
and the assurance of CSR reports among a sample of Chinese companies. Finally,
Miras-Rodriguez and Di Pietra (2018) also found a positive relationship between
board independence and CSR assurance.
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2.2 Stakeholder theory

According to stakeholder theory, each company has several counterparts apart
from its shareholders, such as employees, suppliers, customers, the government,
and the community in general (Freeman, 1984). These stakeholders can both
influence and be influenced by the company’s activities in different ways as they
have diverse stakes apart from the financial ones characterising shareholders.
Stakeholder theory affirms that a firm’s success depends on its capacity to satisfy
stakeholders’ needs (Alipour et al., 2019). Therefore, the company should aim to
consider the needs of all stakeholders, rather than to exclusively maximise the
wealth of its shareholders, and implement good management practices that en-
courage the establishment of good relationships with all stakeholders. This is par-
ticularly true in recent decades, which have been characterised by an increasing
influence and demand for CSR issues by all stakeholders. Stakeholders’ attention
to CSR issues encourages companies to integrate their strategies with social and
environmental matters (Huang and Kung, 2010).

In this context, companies must be accountable to all stakeholders to satisfy
their information needs and obtain their endorsement. A company’s decision to
release environmental data in addition to the financial information provided to
shareholders could be considered a way to create a dialogue with all stakeholders,
which is useful in achieving or maintaining legitimacy (Coetzee and van Staden,
2011; Gray et al., 1995) and trustworthy relationships (Abeysekera et al., 2021).
Furthermore, it is useful in preventing a possible decline in forthcoming invest-
ment opportunities (Brammer and Pavelin, 2006). Here, taxonomy regulation
2020/852, aimed at boosting the allocation of private funds in green investments,
will further encourage the release of environmental disclosure.”

According to stakeholder theory, various stakeholder groups present different
stakes, and balancing their expectations influences management’s decisions on
environmental disclosure (Cormier et al., 2004). Stakeholder theory is classi-
fied in two branches used to explain how companies respond to stakeholders’
expectations: (1) normative or ethical, and (2) managerial (Burritt et al., 2016).
According to the first branch, companies consider all stakeholders in the same
way, and assume decisions and release information regardless of what a specific
group thereof requires (Deegan, 2002). Following the managerial branch, com-
panies assign a different weight to stakeholders’ expectations according to their
capacity to influence corporate activities and act, and provide information to
address the expectations of the most powerful group (Ullmann, 1985). The rel-
evance assigned to a specific stakeholder group depends on its level of salience,
which is the result of the following three attributes of its claims: (1) power, (2)
legitimacy, and (3) urgency (Mitchell et al., 1997). Whether all three attributes
representing their claims are present, stakeholders require priority and urgency
to satisfy their needs. In contrast, stakeholders are considered ‘expectant stake-
holders’ if they possess only two of the previous elements, or ‘latent stakeholders’
if they possess only one attribute (Pérez et al., 2017).
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Table 2.2 reports previous studies that investigated environmental disclosure
using the stakeholder theory. As the table shows, stakeholder theory is often used
in conjunction with legitimacy theory. Some scholars (e.g. Garcia-Sanchez et al.,
2014; Deegan, 2002) maintain that these theories are complementary, consider-
ing that both investigate a company’s capacity to develop good relationships with
and satisfy stakeholders” expectations (stakeholder theory) or society as a whole
(legitimacy theory).

Reviewing previous studies that refer to stakeholder theory, similar to the
research using agency theory, most exclusively investigated environmental dis-
closure (e.g. Adler et al., 2022), while others analysed wider CSR disclosure (e.g.
Sannino et al., 2020; Sigurdsson and Candi, 2020). Studies examined the infor-
mation released by companies operating in developed (e.g. Torelli et al., 2020) or
developing countries (e.g. Weber, 2014), and some used an international sample
(e.g. Vitolla et al., 2019). Finally, most studies were longitudinal.

Some research (e.g. Beske et al., 2020; Hossain et al., 2017; Depoers et al.,
2016; Loh et al., 2015) used only stakeholder theory to investigate the content of
environmental disclosure released by companies in different documents to man-
age their relationship with stakeholders, addressing their pressure and scrutiny
(Thorne et al., 2014). However, most used stakeholder theory to investigate the
factors affecting environmental disclosure (e.g. Pucheta-Martinez and Lopez-
Zamora, 2018; Gallego-Alvarez et al., 2017; Dong et al., 2014). In particular, the
determinants investigated were proxies for the degree of attention and pressure
of different stakeholder groups.

The main variables used as determinants are firm size (e.g. Garde-Sanchez
et al., 2017), industry profile (e.g. Hickman, 2020; Chan et al., 2014), ownership
structure (Huang and Kung, 2010), leverage (e.g. Fuhrmann, 2020), profitability
(e.g. Chiu and Wang, 2015), and media exposure (e.g. Guenther et al., 2016).
Firm size has been used to measure the degree of pressure exerted by stake-
holders including employees, governments, and consumers (Burritt et al., 2016).
Previous studies assumed that larger companies experience greater pressure from
stakeholders. Likewise, it is assumed that more profitable companies receive
greater pressure from stakeholders because of their visibility. As both larger and
more profitable companies receive more attention from stakeholders, they should
release more information to ensure they are acting coherently with stakeholders’
expectations. Furthermore, industry profile has been used to measure pressure
from public, government, and environmental organisations. In fact, companies
operating in industries with higher environmental sensitivity attract more scru-
tiny and pressure from these stakeholders (Liesen et al., 2015; Liu and Anbumozhi,
2009), and should therefore release more information. Ownership concentra-
tion refers to pressure from stockholders. Similarly, leverage and media exposure
proxy for debtholders and media interest in a company’s activities, respectively.
The value of these variables measures the degree of attention of a specific group
of stakeholders to the company’s activities and therefore, represents the pressure
exerted on its disclosure behaviour. According to stakeholder theory, companies
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must satisfy the information needs of all stakeholders — internal, external, or in-
termediary (Huang and Kung, 2010) — by releasing corporate information.

Few studies analysed the effects of environmental disclosure on financial per-
formance (e.g. Alipour et al., 2019; Naseem et al., 2019; Mahjoub and Kham-
oussi, 2013), corporate risk (Rezaee et al.,, 2021), firm value (e.g. Behl et al,
2022; Radhouane et al., 2018), access to financial resources (Garcia-Sanchez
et al., 2019), and the cost of debt (Hamrouni et al., 2020). According to these
studies, companies release environmental disclosure to manage the expectations
of different stakeholders, which can influence their activities to achieve their sup-
port and resources. By releasing environmental information, companies focus on
all stakeholders, giving a positive signal to the financial market (Garcia-Sanchez
et al., 2019) and obtaining access to external financial resources. In addition,
the release of environmental disclosure encourages the creation of a positive re-
lationship with stakeholders, improving the company’s financial performance
(Freeman, 1984) and, therefore their financial reporting quality (Liu et al., 2021).

2.3 Legitimacy theory

According to legitimacy theory, companies should comply with society’s expec-
tations to achieve legitimation (Guthrie and Parker, 1989; Dowling and Pfeffer,
1975). Suchman (1995, p. 574) defined legitimacy as ‘a generalized perception
or assumption that the actions of an entity are desirable, proper, or appropriate
within some socially constructed system of norms, values, beliefs, and defini-
tions’. To achieve legitimacy, companies must consider what society recognises
as socially acceptable behaviour and operate in response to external expectations.

Essentially, this theory contends that a social contract exists between a com-
pany and society, which indicates how the company should act to obtain legit-
imacy. If companies do not act in a way that satisfies society’s expectations, a
legitimacy gap is generated (Lindblom, 1993), which causes difficulties in ob-
taining human and financial resources or in selling the company’s products or
services (Tilling and Tilt, 2010). In addition, companies could be subject to reg-
ulatory sanctions if they do not satisty society’s legal expectations.

Therefore, legitimation can be considered a resource a company must gener-
ate, affect, or manipulate to survive in society (Deegan, 2019). In recent years,
society’s increasing attention to CSR issues has led companies to incorporate
these matters in their activities and use different disclosure strategies to obtain
legitimacy (Lu and Abeysekera, 2014; de Villiers and van Staden, 2006; Such-
man, 1995).

According to legitimacy theory, companies use disclosure to achieve visibility
and influence stakeholders’ view of a company (Deegan, 2002. See also Patten
(2020), who reported various considerations on legitimacy theory in CSR dis-
closure studies). Therefore, companies more visible to society tend to release
greater disclosure (Cormier et al.,, 2004) to communicate that their activities
are coherent with social values. In this way, they obtain legitimacy and support
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from stakeholders (Ching and Gerab, 2017; de Villiers and Marques, 2016) and
enhance their reputation (Oliveira et al., 2010). Simultaneously, if companies do
not perceive external pressure, they tend to not disclose too much information
(Stanny, 2013; Stubbs et al., 2013).

However, the disclosure released in response to external pressure does not
necessarily mean the company has decided to operate in a way useful in achiev-
ing sustainable development (Cho et al., 2012, 2014). In other words, companies
could use CSR disclosure to obtain legitimacy rather than as an accountability
mechanism, highlighting the opportunistic nature of CSR disclosure (Jeriji and
Louhichi, 2021). In these situations, companies achieve symbolic rather than
substantive legitimacy (Chelli et al., 2018). The possibility of incurring symbolic
legitimacy is enhanced by the widely voluntary nature of environmental disclo-
sure, which can further create a decoupling between the information released
and companies’ performance (Garcia-Sanchez et al., 2022).

Previous considerations refer to a strategic view of legitimacy theory. The
literature also investigated an institutional view of legitimacy, consisting of the
company’s capacity to maintain legitimacy in the context of mandatory environ-
mental disclosure (e.g. Loh et al., 2015; Cowan and Deegan, 2011). According to
the institutional view of legitimacy, regulation and other institutional pressures
represent the audiences’ expectations; therefore, companies should be compliant
with the rules, standards, and recommendations of international organisations
(Ismail et al., 2021). The institutional view of legitimacy focuses on a compa-
ny’s actions to maintain legitimacy, while the strategic view refers to actions to
achieve or repair legitimacy (Chelli et al., 2014).

Previous studies often used legitimacy theory in conjunction with stakeholder
theory, as reported in previous paragraph (see Table 2.3).

Furthermore, some studies (e.g. Adler et al., 2022; Zharfpeykan, 2021; Beske
et al., 2020; Borgstedt et al., 2019; Costa et al., 2019; Lodhia and Jacobs, 2013;
Cho, 2009) used legitimacy theory exclusively to explore the content of compa-
nies’ environmental disclosure to identify the strategies and actions implemented
to be legitimate. Pellegrino and Lodhia (2012) complemented the company-
level analysis by investigating strategies implemented at the industry level. Other
scholars analysed reports to understand whether they are readable and create
value for stakeholders (e.g. du Toit, 2017), to measure the quality of the informa-
tion released (Pitrakkos and Maroun, 2020), and after the issue of a new regula-
tion (Yang et al., 2021).

Most studies use legitimacy theory to investigate the determinants of envi-
ronmental disclosure (e.g. Antonini et al., 2021; Ballucchi et al., 2021; Oware
et al.,, 2021). Media exposure is one of the main determinants analysed. This
variable, which measures the degree of company visibility, is used to investigate
whether and how public attention influences a company’s environmental disclo-
sure (Chelli et al., 2014; Islam and Deegan, 2010). Another widely used determi-
nant is company size (e.g. Kouloukoui et al., 2019, Cho et al., 2015; Ortas et al.,
2015), as larger companies have greater public profiles, face higher regulatory
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pressure, and are subject to greater scrutiny (Kilic and Kuzey, 2019; Brammer
and Pavelin, 2006). Other studies investigated the relationship between profita-
bility and environmental disclosure, hypothesising a positive association on the
basis that more profitable companies tend to release more information on their
performance to legitimise their activities (Legendre and Coderre, 2013). Regard-
ing environmental performance, studies hypothesised a negative association with
environmental disclosure based on the fact that those with lower performance
must provide more information to legitimise their actions, supporting the idea of
disclosure as a legitimising tool (Yook et al., 2017; Cho and Patten, 2007).

Few studies investigated the effects of environmental disclosure, mainly focus-
ing on how it influences legitimacy as measured using media coverage (Cormier
and Magnan, 2015). Therefore, in previous studies referring to legitimacy the-
ory, media exposure is used both as a determinant and an effect of environmental
disclosure depending on the aim of the research. Maama (2021) investigated the
effect on firm performance, finding a negative association. The author justified
this result by suggesting that contrary to legitimacy theory expectations, stake-
holders could not give importance to the release of environmental information.

2.4 Institutional theory

According to institutional theory, companies are economic units whose behav-
iours are affected by institutions in the context in which they operate (Campbell,
2007; Roe, 1991). This theory is used to explain homogeneity among companies’
behaviours (DiMaggio and Powell, 1983). The main assumption is that compa-
nies operating in countries with institutional similarities tend to assume homo-
geneous behaviour (La Porta et al., 1998).

The term isomorphism best describes the process of homogenisation
(DiMaggio and Powell, 1983). According to Hawley’s (1968) definition, isomor-
phism is a coercing process that induces a company to adopt the same behaviours
of other companies that are subject to the same set of institutional conditions.

DiMaggio and Powell (1983) identified three types of isomorphism: mimetic,
normative, and coercive. Mimetic isomorphism originates in the decision to re-
semble other companies. Here, companies adopt a specific behaviour to operate
the same way as other companies. Normative isomorphism is the consequence of
professionalisation, and occurs when companies decide to do what is considered
right according to the professionalisation of a field as per the members of a profes-
sion. Normative isomorphism refers to the values, beliefs, and cultures diffused
in society (Gallego—Alvarez and Pucheta-Martinez, 2020b). Finally, coercive iso-
morphism is attributed to political influence and occurs when companies decide
to comply with the laws imposed by external forces.

Based on previous considerations, companies tend to put in place CSR ac-
tivities and consequently, provide information on these CSR activities if they
receive societal pressures and operate in countries characterised by greater atten-
tion and the presence of regulations regarding sustainability (Boura et al., 2020).
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Here, the definitions of the sustainable development goals in Agenda 2030 by
the United Nations, Non-financial Reporting Directive 95/2014/EU, and the
various sustainability standards issued worldwide should encourage companies to
adopt sustainable business models and release information on the CSR activities
implemented. In fact, previous initiatives influence country rules, stakeholder
demands for CSR activities, and corporate disclosure, and therefore, companies’
reactions.

Table 2.4 reports previous studies that investigated environmental disclosure
using institutional theory. Some scholars (e.g. Akbar and Deegan, 2021; Frias-
Aceituno et al., 2013) investigated the content of environmental disclosure re-
leased by companies operating in different countries to understand whether and
how the institutional environment influences disclosure. Others (e.g. Loh et al,,
2015; Fifka and Pobizhan, 2014) focused on companies operating in just one
country to explain differences or similarities in environmental disclosure us-
ing institutional factors. For example, referring to normative isomorphism, de
Villiers et al. (2014) explained the invariant level of disclosure released by larger
and smaller companies in the same country. Specifically, the authors sustained
that similarities in environmental disclosure is due to high levels of profession-
alisation. On the other hand, referring to coercive isomorphism, Dong et al.
(2021) explained the differences in the environmental disclosure released over
time by companies operating in the same country. According to this, companies
increased the information provided in response to new regulations.

Most studies used institutional theory to investigate how institutional factors
influence the decision to release environmental information and performed a
regression analysis (e.g. Oware and Awun-yo-Vitor, 2021; Gallego-Alvarez and
Pucheta-Martinez, 2020a; Garcia-Sanchez and Aratjo-Bernardo, 2020; Kilin-
carslan et al., 2020; Lewis et al., 2014). These scholars measured three types of
isomorphism using different measures. For example, coercive isomorphism is
usually measured using the level of regulatory pressure (e.g. Mateo-Marquez
et al., 2021; Boura et al., 2020; Khan et al., 2020; Situ et al., 2020), legal system
(e.g. Gallego-Alvarez and Pucheta-Martinez, 2020b), or degree of investor pro-
tection (e.g. Pucheta-Martinez and Gallego-Alvarez, 2018). Normative isomor-
phism has been proxied using various cultural dimensions such as the degree of
power distance or masculinity (e.g. Fuhrmann, 2020), and adoption of a sustain-
ability standard (e.g. Dagiliene et al., 2020). Finally, mimetic isomorphism has
been determined based on the characteristics of the industry in which the com-
pany operates (e.g. Gallego-Alvarez and Pucheta-Martinez, 2020b) or results of
industrial peers (e.g. Zeng et al., 2012).

Few studies have used institutional theory to investigate the effects of en-
vironmental disclosure. However, Gerged et al. (2021), for example, referred
to this theory to highlight the significant role of external institutions in stim-
ulating environmental disclosure, which increases firm value. Furthermore, Li
et al. (2017) investigated the moderating role of government regulation in the
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relationship between environmental disclosure and financial performance, find-
ing that this institutional factor positively strengthens previous associations.

2.5 Signalling theory

Signalling theory focuses on firms’ voluntary release of positive information to
convey positive company attributes and reduce information asymmetry with ex-
ternal stakeholders (Connelly et al., 2011). According to the theory, good per-
formers release environmental information to stakeholders to signal their good
practices and results (Sun et al., 2010). Thus, companies can manage their reputa-
tion risk (Stern et al., 2014; Michelon, 2011), improve their corporate risk-taking
(Zhou et al., 2018), and obtain more investments (Verrecchia, 1983). Providing
environmental information encourages the reduction of investors’ expectations
of the company’s forthcoming risks and therefore, boosts a decrease in financing
costs (Liu et al., 2021).

Table 2.5 reports previous studies that investigated environmental disclosure
using signalling theory. The table clarifies that Legendre and Coderre (2013)
used signalling theory to investigate the determinants of environmental dis-
closure. Specifically, they investigated how industry influences environmental
disclosure, showing that companies operating in environmentally sensitive in-
dustries receive more pressure from stakeholders. Therefore, they tend to release
environmental information to reduce this pressure and manage their reputation
risk.

The majority of studies used signalling theory to analyse the effects of disclo-
sure. Liu et al. (2021), for example, used signalling theory to analyse how envi-
ronmental disclosure affects financial reporting quality to signal good investment
opportunities to investors. Similarly, other scholars found that the release of en-
vironmental disclosure decreases debt financing costs (Luo et al., 2019) and en-
hances market value (Paolone et al., 2021).

Notes

1 EU Directive 51/2003 is a first attempt to introduce mandatory environmental dis-
closure by companies. In fact, it introduced a first requirement to provide environ-
mental information, although it does not identify the specific data to release (Pisano
and Alvino, 2015).

2 See Chapter 4 for an in-depth analysis of EU regulations aimed at boosting green
investments.
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3

DETERMINANTS AND EFFECTS OF
ENVIRONMENTAL DISCLOSURE

Research conducted on environmental disclosure mainly developed empirical
models useful in explaining the factors influencing the release of environmental
information or effects of such data on external stakeholders. While most studies
analysed the determinants of a company’s decision to provide environmental dis-
closure (Zhang and Liu, 2020; Mata et al., 2018), few studies address the effects
of such information.

3.1 Determinants of disclosure

Studies investigating the determinants of disclosure mainly conducted an empir-
ical analysis, with environmental disclosure as the dependent variable. To meas-
ure environmental disclosure, most scholars used data collected by databases such
as Bloomberg ESG (Delgado-Mirquez and Pedauga, 2017), Thomson Reuters
Eikon (e.g. Pucheta-Martinez and Gallego-Alvarez, 2018), and GRI Sustainabil-
ity Disclosure (e.g. Alberici and Querci, 2016). Other studies employed diffused
scores such as the carbon disclosure score (Hsueh, 2019), and some assessed en-
vironmental disclosure based on the preparation of CSR reports following the
GRI and level of adherence to these standards (e.g. Fernandez-Gago et al., 2018).
However, most research has measured environmental disclosure by content ana-
lysing company documents (e.g. Dinca et al., 2019; Vormedal and Ruud, 2009).

The factors affecting environmental disclosure can be categorised in two
groups: (1) internal or firm-specific, and (2) external or institutional.

3.1.1 Internal or firm-specific factors

Internal factors typically investigated in the literature include company charac-
teristics such as size, profitability, industry, leverage, and corporate governance
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characteristics. Next, for each variable, we briefly describe the theoretical frame-
work used in hypothesising the relationship with environmental disclosure,
proxies to measure the variable, and main findings of previous studies investi-
gating the association. For some variables such as company size, scholars refer
to different theories to formulate hypotheses (Fuhrmann, 2020). In these cases,
we briefly describe all theoretical frameworks. Table 3.1 reports the sign and
significance of the regression coefficients of the relationship between internal or
firm-specific factors and environmental disclosure.

3.1.1.1 Company characteristics

3.1.1.1.1 Size

Size is the most investigated determinant of environmental disclosure. Most
studies investigated the relationship between company size and environmental
disclosure with reference to legitimacy or stakeholder theories. The main argu-
ment is that larger companies, which attract interest from a multitude of stake-
holder groups, release more data because of their greater visibility (de Villiers
etal., 2014). In other words, larger companies disclose more information because
they are under greater scrutiny from external stakeholders. Legitimacy theory
suggests that bigger companies must release more information to satisty the social
expectations of a multitude of stakeholders (D’Amico et al., 2016). In addition,
larger companies have more resources to invest in the communication process
because of their size (Skouloudis et al., 2014). Therefore, they are able to release
more information, in addition to the mandatory data required by law, spending
lower costs than smaller companies (D’Amico et al., 2016).

Stakeholder theory suggests that company size is used as a proxy for different
stakeholder pressures. Researchers apply this theory to investigate how different
stakeholder pressures and interests, computed using company size, influence the
level and quality of environmental disclosure. For example, Huang and Kung
(2010) used company size to measure government pressure.

The relationship between company size and environmental disclosure is also
studied based on agency theory. According to this theoretical framework, larger
companies tend to release higher levels of environmental disclosure to reduce the
higher agency costs derived from the stronger information asymmetries between
the principal and agent (Jensen and Meckling, 1976).

Independent of the theoretical framework used, all the studies hypothesised a
positive association between company size and environmental disclosure. Most
research measured company size using total assets (e.g. Karaman et al., 2018)
or the natural logarithm of total assets (e.g. Abeysekera et al., 2021; Garanina
and Aray, 2021; Fernandez-Gago et al., 2018). However, scholars have also used
other measures such as the total number of employees (e.g. Sanchez et al., 2017,
Gray et al., 2001), market capitalisation (e.g. Chan et al., 2014), company reve-
nues (e.g. Mio et al., 2020), and the natural logarithm of total sales (e.g. Ismail
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et al., 2021). Excepting some studies that found no significant relationship (e.g.
Balluchi et al., 2021), most confirmed a positive association between company
size and the level of environmental disclosure released (e.g. Liu and Anbumozhi,
2009), level of adherence to GRI (e.g. Fuente et al., 2017), and decision to pre-
pare a CSR report (e.g. Haddock-Fraser and Fraser, 2008). This confirms the
hypothesis developed according to the theoretical frameworks.

3.1.1.1.2 Profitability

Scholars primarily investigated the relationship between profitability and environ-
mental disclosure with reference to stakeholder theory. According to this theoretical
framework, more profitable companies that experience more visibility are more
exposed to social pressure from stakeholders and must guarantee they are acting
in accordance with stakeholders’ expectations. Thus, they release a higher level of
disclosure (Gamerschlag et al., 2011). In addition, more profitable companies have
more resources to devote to the production and dissemination of environmental dis-
closure to make their activities known to stakeholders (Frias-Aceituno et al., 2013).

Some researchers referred to legitimacy theory, which states that companies
with better profitability release more information on their environmental per-
formance to legitimise their operations (Legendre and Coderre, 2013). Few re-
searchers refer to signalling theory, according to which companies with better
profitability release higher information to send a signal to their shareholders on
their stronger capacity to produce higher performance (e.g. Fuhrmann, 2020;
Ortas et al., 2015).

Regarding the proxies used to measure profitability, scholars mainly utilise
return on assets (ROA) (e.g. Gerged, 2021; Biswas et al., 2019; Fernandez-Gago
et al., 2018). Some also employed return on equity (ROE) (e.g. Chan et al,,
2014), return on investment (ROI) (e.g. Kouloukoui et al., 2019), and NEBIT
(e.g. Gray et al., 2001).

Although the theoretical frameworks support a positive relationship between
profitability and environmental disclosure, and the results of most studies con-
firmed this hypothesis (e.g. Boura et al., 2020), some research found no significant
(e.g. Mateo-Marquez et al., 2021; Sannino et al., 2020) or negative association
(e.g. Kilincarslan et al., 2020; Pucheta-Martinez and Gallego—Alvarez, 2018).
These results were justified based on the higher expected proprietary costs sup-
ported by more profitable companies because of the decision to release further
disclosure (Fuhrmann, 2020). According to these authors, higher proprietary
costs bring more profitable companies to the decision to not provide higher levels
of environmental disclosure.

3.1.1.1.3 Industry

The literature suggests a strong industry effect on environmental disclosure be-
cause of the degree of attention paid to environmental issues by key stakeholders
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of the sector in which the company operates (Sinclair-Desgagné and Gozlan,
2003). According to stakeholder theory, companies operating in more environ-
mentally sensitive industries typically receive greater attention from environ-
mentalists, politicians, and the wider public opinion (Gamerschlag et al., 2011).
Therefore, these companies tend to release higher levels of environmental dis-
closure. Similarly, according to legitimacy theory, companies operating in more
environmentally sensitive sectors receive more pressure to operate in conformity
with society’s values and therefore, disclose more environmental information
to legitimise their activities (Chan et al., 2014). Investigating the relationship
between industry and environmental disclosure, some scholars referred to signal-
ling theory, according to which companies operating in more environmentally
sensitive industries are under more pressure from stakeholders and release envi-
ronmental information to manage their reputation risk (Legendre and Coderre,
2013).

All discussed theoretical frameworks support a positive relationship between
industry and environmental disclosure. Scholars computed industry by dividing
all sectors into two groups (environmentally sensitive industry and not an envi-
ronmentally sensitive industry) and assigning a score of one when the company
belongs to an environmentally sensitive industry and 0 otherwise (e.g. Antonini
et al., 2021; Fernandez-Gago et al., 2018). Few researchers determined industry
using dummy variables for all sectors. Aligned with the theoretical arguments,
most research found that companies operating in high environmentally sensitive
industries tend to release more environmental disclosure (e.g. Zaid et al., 2020;

Cho et al. 2012).

3.1.1.1.4 Leverage

Leverage is another company characteristic widely investigated as a determinant
of environmental disclosure. The more commonly used theoretical frameworks
are agency and stakeholder theories. According to agency theory, companies
characterised by higher levels of leverage support more agency costs because of
information asymmetries between managers and debtholders. In these compa-
nies, it might be possible for the manager to assume decisions that could expro-
priate the wealth of creditors, increasing shareholder wealth (Pisano et al., 2015;
Crutchley and Hansen, 1989). These companies tend to release higher levels of
disclosure to mitigate agency costs with debtholders (Type II agency problems)
(Jensen and Meckling, 1976), which also decreases the cost of financial capi-
tal. According to stakeholder theory, companies characterised by higher levels
of leverage tend to provide more disclosure to satisfy the information needs of
debtholders, who are considered among the most significant stakeholder groups
whose influence has to be adequately managed (Chan et al., 2014). Aligned with
these considerations, Liesen et al. (2015) and Huang and Kung (2010) employed
leverage to measure debtors’ pressure and attention to the information released
by companies.
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Previous theoretical arguments suggest a positive association between leverage
and environmental disclosure. However, some studies hypothesised a negative
relationship between leverage and environmental disclosure. The main idea is
that companies operating in bank-oriented countries tend to pay more attention
to the information privately released to banks, reducing the corporate disclosure
publicly provided to all stakeholders (D’Amico et al., 2016).

Furthermore, scholars have determined leverage using different proxies. The
most commonly used measures are the ratio between total liabilities and total as-
sets (e.g. Gerged, 2021; Biswas et al., 2019), total debt over total assets (Fernandez-
Gago et al.,, 2018), and the debt/equity ratio (e.g. D’Amico et al., 2016).

In line with the theoretical arguments supporting both positive and negative
associations, research has produced mixed results for the relationship between
leverage and environmental disclosure. Specifically, although several scholars
found a positive relationship with environmental disclosure (e.g. Oware and
Awunyo-Vitor, 2021; Chan et al., 2014), others demonstrated a negative (e.g.
Kouloukoui et al., 2019; Cho et al., 2015) or non-significant (e.g. Abeysekera
et al., 2021) relationship.

3.1.1.2 Corporate governance characteristics

Regarding corporate governance characteristics, previous studies focused on
the ownership structure and composition of the board of directors. Within the
ownership structure, the main aspects investigated were the level of ownership
concentration (or dispersion) and identity of shareholders. For the board of di-
rectors, the main aspects investigated concern its dimension, independence, level
of gender diversity, CEO duality, number of board meetings, and presence of a
CSR committee.

3.1.1.2.1 Ownership structure

3.1.1.2.1.1 Ouwnership concentration

Most studies investigated the influence of level of ownership concentration on
environmental disclosure with reference to agency and stakeholder theories.
Based on agency theory, scholars stated that companies with lower levels of own-
ership concentration pay more attention to external pressure due to higher levels
of agent-principal conflicts, enhancing the disclosure released to achieve greater
consensus among shareholders (Brammer and Pavelin, 2008; Cormier et al.,
2005; Cormier and Magnan, 1999). However, companies with higher degrees of
ownership concentration present lower levels of agency conflict and are less in-
terested in releasing information to external stakeholders. Therefore, these stud-
ies employed ownership concentration as a proxy for the level of agency conflicts.
They also hypothesised a negative association between ownership concentra-
tion and environmental disclosure, considering that the greater are agency con-
flicts, the higher is the disclosure. According to stakeholder theory, the degree of
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ownership concentration (or dispersion) influences the level of disclosure released
(Gamerschlag et al., 2011) because of shareholders’ pressure on management to
satisfy their expectations (Cormier et al., 2004). Specifically, in companies char-
acterised by diffused ownership, managers receive more pressure from external
shareholders to release higher levels of disclosure. On the other hand, in compa-
nies characterised by concentrated ownership, management receives less pressure
to disclose information because the controlling owner can satisfy information
needs through other and more direct (private) channels. Therefore, according to
stakeholder theory, the more concentrated the ownership, the lower the disclo-
sure level released to external stakeholders. Studies applying a stakeholder theory
framework used ownership concentration as a proxy for the level of shareholder
pressure (e.g. Chiu and Wang, 2015; Huang and Kung, 2010; Liu and Anbu-
mozhi, 2009), hypothesising a negative association with the level of disclosure.
In conclusion, both the agency and stakeholder theories support a negative as-
sociation between ownership concentration and environmental disclosure. Most
research measures ownership concentration using the percentage of shares held
by the largest shareholders (e.g. Gerged, 2021). Some also measure the level of
ownership dispersion (e.g. Kili¢ and Kuzey, 2019), for example, computing the
percentage of shares traded on the stock market (e.g. Karaman et al., 2018) or
total number of shareholders (e.g. Mio et al., 2020). For these last studies, we
changed the sign of the coefficient in Table 3.1. Furthermore, most studies found
a negative relationship between ownership concentration and environmental
disclosure, confirming the theoretical arguments previously reported.

3.1.1.2.1.2 Identity of shareholders

Several studies investigated the influence of shareholder identity on environ-
mental disclosure. Using an agency theory framework, Biswas et al. (2019) in-
vestigated how the presence of a family in the ownership structure influences
the level of CSR disclosure released by companies. They found that family com-
panies disclose a lower level of information than non-family companies, which
indicates that family ownership decreases controlling shareholders attention to
stakeholder expectations, reducing CSR disclosure. Other scholars investigated
how the percentage of shares held by an outside investor (i.e. institutional share-
holders, government, foreign investors) affects environmental disclosure, finding
a positive association (e.g. Injeni et al., 2021; Zaid et al., 2020; D’Amico et al,,
2016). It is argued that outside investors bring companies to assume decisions in
all shareholders’ interests because of their greater power in monitoring manage-
ment’s behaviours (Gerged et al., 2021). Rather than investigating overall outside
investors (e.g. Zaid et al., 2020; Biswas et al., 2019), some research focused on
the shares held by the government (e.g. D’Amico et al., 2016; Muttakin and Sub-
ramaniam, 2015), foreign investors (e.g. Garanina and Aray, 2021; Injeni et al.,
2021) or institutional shareholders (e.g. Gerged, 2021; Jeriji and Louhichi, 2021).
Most of these studies found a positive association with environmental disclosure,
confirming the theoretical arguments.
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3.1.1.2.2 Composition of the board of directors

To investigate the association between the characteristics of the board of di-
rectors and environmental disclosure, most studies applied agency theory (e.g.
Gerged, 2021; Katmon et al., 2019; Jizi et al., 2014). According to this theory,
the board of directors is effective when the information released is improved
(Alfraih, 2016), which reduces principal-agent asymmetries (Gao et al., 2016).
The most investigated board aspects are dimension, independence, presence of
women, CEO duality, number of meetings, and presence of a CSR committee.
For these characteristics, we largely referred to the agency theory framework
to explain the theoretical arguments supporting hypotheses of their association
with environmental disclosure.

3.1.1.2.2.1 Board size

Board size is considered a fundamental characteristic that can enhance environ-
mental disclosure because of the presence of various expertise and know-how
held by numerous directors (Fernandes et al., 2019). The literature supports a
positive association between board size and environmental disclosure (e.g. Jizi
et al., 2014). However, it also suggests a contrasting position, contending that
smaller boards are more efficient in reducing information asymmetries, resulting
in a higher level of disclosure due to better group dynamics and joint decision-
making (Prado-Lorenzo and Garcia-Sanchez, 2010; Ahmed et al., 2006).

Research has measured board size using the number of directors on the board
(e.g. Gerged, 2021; Fernandez-Gago et al., 2018; Hussain et al., 2018). How-
ever, other proxies such as the natural logarithm of the number of members on
the board (e.g. Biswas et al., 2019; Kaymak and Bektas, 2017) have also been
employed.

Aligned with theoretical arguments supporting both positive and negative
associations, the empirical evidence is mixed. The majority of research (e.g.
Garanina and Aray, 2021; Jizi et al., 2014) found a positive relationship between
board size and environmental disclosure, confirming the effectiveness of a larger
board size. However, studies have also demonstrated a negative association be-
tween board size and environmental disclosure (e.g. Garcia-Sanchez et al., 2022;
Gallego-Alvarez and Pucheta-Martinez, 2020a), supporting the theoretical ar-
gument of group dynamics that maintains it is better to have smaller boards.

3.1.1.2.2.2 Board independence

The level of directors’ independence is another board aspect usually analysed in
disclosure studies. The literature indicates that the presence of independent mem-
bers on the board promotes the effective monitoring of opportunistic managerial
behaviours (Fama, 1980; Hillman and Dalziel, 2003), enhancing the information
released to external stakeholders (Garcia-Meca and Sanchez-Ballesta, 2010). Pre-
vious arguments are generally based on the agency theory framework. Using the
stakeholder theory framework, independent members are expected to encourage
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higher levels of environmental disclosure, considering that they receive less
pressure from controlling owners and managers compared to other directors,
and are thus more likely to satisfy all stakeholders’ expectations (Hussain et al.,
2018). Finally, for their role, independent directors have higher reputational con-
cerns, which induce them to act in the interest of a larger number of stakeholders
(Armstrong et al., 2010; Prado-Lorenzo and Garcia-Sanchez, 2010). From an
institutional perspective, in companies characterised by higher levels of external
pressure to operate according to society’s values, independent members are more
prone to satisfying social expectations to maintain their professional reputation
and increase the level of disclosure released (Muttikan and Subramaniam, 2015).

Most scholars calculated board independence as the percentage of independent
members (e.g. Gerged, 2021; Injeni et al., 2021; Fernandez-Gago et al., 2018).

Although all previous theoretical arguments support a positive association
between independent directors and environmental disclosure, and the majority
of empirical evidence confirms this hypothesis (e.g. Zaid et al., 2020; Katmon
et al., 2019), some demonstrated a negative relationship (e.g. Jeriji and Louhichi
2021; Tibiletti et al., 2021). This result was justified by attributing the negative
association to formal independent directors appointed exclusively for symbolic
motivations (Kilincarslan et al., 2020). In these situations, independent directors
could be less motivated to control opportunistic managerial behaviours (Lambert
et al., 1993) and therefore, negatively influence the level of disclosure.

3.1.1.2.2.3 Gender diversity

In addition to male members, the presence of female members on boards 1s widely
considered a measure of gender diversity (Hussain et al., 2018). The literature
suggests that more diversified boards are more effective (Jizi, 2017). According
to the literature, gender diversity encourages the disclosure of higher levels of
environmental information, as women pay greater attention to CSR questions
(Matsa and Miller, 2013; Williams, 2003). This greater engagement in CSR
issues could be a consequence of some female characteristics such as being sup-
portive, respectful, kind, and empathetic (Katmon et al., 2019).

Most studies measured gender diversity using the percentage of female direc-
tors sitting on the board (e.g. Injeni et al., 2021; Hussain et al., 2018). Others have
used different measures including the presence of women in executive positions
(Tibiletti et al., 2021) or a dummy variable equal to one when there are three or
more female directors on the board and 0 otherwise (Oware et al., 2022).

Aligned with the theoretical arguments, most studies found a positive associ-
ation between gender diversity and environmental disclosure (e.g. Injeni et al.,,
2021; Garcia-Sanchez et al., 2014).

3.1.1.2.2.4 CEO duality

CEO duality occurs when the same person holds the positions of the CEO and
chairman of the board, which could potentially significantly affect board deci-
sions. This condition could enhance the risk that the CEO assumes decisions
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exclusively in his/her interests, thus reducing the effectiveness of board monitor-
ing activities (Cerbioni and Parbonetti, 2007). For example, if the CEO believes
CSR is not important, he/she could decrease these activities and reduce the level
of disclosure to external stakeholders (Sundarasen et al., 2016). However, the
literature suggests the CEO could also increase disclosure when considering the
release of environmental information as successful or able to benefit its tenure or
remuneration (Jizi et al., 2014).

Most studies measured CEO duality using a dummy variable, which was
equal to one when the CEO is also the chairman of the board and 0 otherwise
(e.g. Gerged, 2021; Biswas et al., 2019; Hussain et al., 2018).

Aligned with previous arguments, empirical evidence further indicates both a
positive (e.g. Gallego-Alvarez and Pucheta-Martinez, 2020a; Jizi et al., 2014) and
negative (e.g. Hussain et al., 2018; Muttakin and Subramaniam, 2015) association
between CEO duality and environmental disclosure.

3.1.1.2.2.5 Board meetings
Board meetings are typically used as a proxy for the level of board activities. The
literature outlines two positions concerning the effectiveness of board meetings
on board functioning. First, directors who meet more frequently are less effective
with lower levels of disclosure (Frias-Aceituno et al., 2013; Prado-Lorenzo and
Garcia-Sanchez, 2010; Vafeas, 1999). According to the second viewpoint, more
frequent meetings indicate that the board is more effective because directors are
better able to monitor companies’ activities, resulting in higher levels of disclo-
sure (Allegrini and Greco, 2013; Lipton and Lorsch, 1992).

All studies measured board meetings as the number of meetings held during
the year (e.g. Hussain et al., 2018).

Aligned with these theoretical arguments, empirical evidence confirms both
a positive (e.g. Katmon et al., 2019; Jizi et al., 2014) and negative (e.g. Jeriji
and Louhichi, 2021) association between board meetings and environmental
disclosure.

3.1.1.2.2.6 CSR committee

Companies frequently create a CSR committee as part of the board of directors,
which focuses on CSR matters. The literature suggests that the establishment of
a CSR committee signals a company’s orientation and attention to CSR issues
(Gennari and Salvioni, 2019). Theoretical arguments support a positive relation-
ship between the presence of a CSR committee and environmental disclosure
(Ricart et al., 2005).

All scholars measured this variable using a dummy variable equal to one when
the company established a CSR committee within the board and 0 otherwise
(e.g. Hussain et al., 2018).

Aligned with the theoretical arguments, empirical evidence reveals a positive
association between the presence of a CSR committee and environmental dis-
closure (e.g. Gallego-Alvarez and Pucheta-Martinez, 2020b).
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3.1.2 External or institutional factors

External or institutional factors refer to elements external to the company that
can influence its decision to release environmental disclosure. One of the main
factors widely investigated by scholars is pressure by the media, which can affect a
company’s disclosure behaviour. In addition, scholars investigated how different
country-level factors, distinctive of the context in which the company operates,
influence the level of environmental disclosure. These studies mainly referred
to institutional theory, according to which companies operating in countries
with institutional similarities tend to assume homogeneous behaviours (La Porta
et al., 1998). Referring to DiMaggio and Powell’s (1983) classification of the
three types of isomorphism, we grouped these institutional determinants as: (1)
mimetic factors, (2) normative factors, and (3) coercive factors. Next, for each
variable, we briefly describe the theoretical framework applied in hypothesising
the relationship with environmental disclosure, the proxies used to measure the
variable, and main findings of previous studies investigating the association.

3.1.2.1 Media exposure

Media exposure has been widely investigated as a determinant of environmental
disclosure. Previous studies exploring the relationship between media exposure
and environmental disclosure tend to apply stakeholder theory. According to this
theoretical framework, enhanced visibility due to higher levels of media pressure
brings greater scrutiny from environmentalists, politicians, and the wider pub-
lic opinion, leading companies to release higher levels of disclosure to external
stakeholders to satisfy their expectations (Reverte, 2009). Some scholars also
referred to legitimacy theory, according to which companies more exposed to
media pressure release more environmental information to demonstrate that they
are operating in conformity with society’s values, thus gaining legitimacy (e.g.
Garcia-Sanchez et al., 2014; Islam and Deegan, 2010).

Previous theoretical arguments support the positive relationship between
media exposure and environmental disclosure. Scholars usually measure media
pressure as the amount of news on a company in a predefined period (e.g. Burritt
et al., 2016; Garcia-Sanchez et al., 2014). Some calculate media pressure as the
sum of all controversies faced by a company (e.g. Guenther et al., 2016).

Aligned with theoretical arguments, most scholars demonstrated a positive
and significant association between media pressure and environmental disclosure
(e.g. Hickman, 2020; Chiu and Wang, 2015; Garcia-Sanchez et al., 2014). Islam
and Deegan (2010) focused on negative media attention, finding that companies
exposed to negative media coverage release higher disclosure to demonstrate to
the public that they are addressing community concerns.

Contrary to expectations, Burritt et al. (2016) showed a negative and signif-
icant association between media pressure and environmental disclosure. They
justified this result by considering that too much disclosure can ‘kill information’
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(Farvaque et al., 2011). In other words, when companies release too much disclo-
sure, both bad and good, it could happen that bad information is hidden by good
data. This case of data overload makes it difficult for stakeholders to distinguish
between bad and good disclosure to identify relevant information, reducing the
media’s attention on the company. Furthermore, companies characterised by a
low level of media pressure and more subject to negative press, increase the level
of information released.

3.1.2.2 Institutional factors

Most studies investigated the influence of institutional factors on environmental
disclosure based on the fact that CSR information varies according to country
(Gray et al., 2001). Applying institutional theory, these studies investigated how
mimetic, normative, and coercive pressures influence the level of environmental
disclosure companies released. Scholars measured these three isomorphic pres-
sures using various proxies. Next, we identify the main variables used to proxy
for isomorphic pressures and report the results of previous studies.

3.1.2.21 Mimetic pressure

Mimetic isomorphism occurs when companies act in a way similar to other more
successful companies. Therefore, companies tend to implement the processes and
activities carried out by influential companies operating in the same industry.
Simultaneously, these leading companies can influence practices adopted in a
specific field (Ferdous et al., 2019). Regarding disclosure behaviour, according
to mimetic isomorphism, companies will release environmental disclosure if the
leading industry’s companies report this kind of information.

Few empirical studies specifically investigated the relationship between mi-
metic pressure and environmental disclosure, and they measured the independent
variable in different ways. For example, Dagiliene et al. (2020) verified whether
the presence within a sector of companies that disclose environmental informa-
tion positively affects the environmental disclosure released by other compa-
nies operating in the same industry. They empirically confirmed this hypothesis.
Earlier, Zeng et al. (2012) investigated how the communication behaviours of
other companies operating in the same industry influenced both the decision to
disclose environmental information and the level of disclosure to release. They
measured mimetic pressure as the mean level of corporate environmental disclo-
sure released in each sector each year, showing that the presence of other compa-
nies in the same industry that release environmental information influences the
decision to provide environmental data. However, the variable used to capture
mimetic pressure exhibits weak explanatory power for decisions pertaining to
the extent of environmental disclosure to release. Therefore, the communica-
tion behaviours of other companies operating in the same industry influence
the decision to release environmental disclosure, leading companies to provide
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information. However, they do not affect decisions regarding the content of the
environmental information.

In contrast to previous studies, Boura et al. (2020) explored whether the de-
gree of openness to international trade positively influences environmental dis-
closure. They contended that companies operating in the broader international
environment tend to implement the practices and actions of leading companies
both at the national and international levels. These companies pay more attention
to environmental demands from international and national stakeholders, and
thus release higher levels of environmental information. They measured mimetic
pressure via international trade activity, which was equal to the ratio between
imports plus exports and the gross domestic product of each country, finding a
positive association with environmental disclosure. This result confirms their
hypothesis that companies operating in open economies are susceptible to in-
ternational pressures regarding the environmental information to disclose and
therefore, report higher levels of environmental information.

3.1.2.2.2 Normative pressure

Normative isomorphism occurs when companies decide to do what is considered
right by the professionalisation of a field according to the members of a profes-
sion. Normative isomorphism also refers to the diffusion of values, beliefs, and
cultures in society (Gallego—Alvarez and Pucheta-Martinez, 2020b). According
to Mateo-Marquez et al. (2021), normative isomorphism can be identified via
actions considered morally correct. Therefore, it refers to both the standards and
guidelines issued by professional organisations and the norms and values consid-
ered worthwhile in a society that are strengthened through social practices and
actions (Ferdous et al., 2019). Regarding disclosure behaviour, the development
of specific reporting standards (Bebbington et al., 2012) and society’s orientation
towards specific values as disseminated through education processes are consid-
ered sources of normative pressure (Dagiliene et al., 2020). Companies should
release environmental disclosure to follow the standards and act in a morally
correct way (Mateo-Marquez et al., 2021).

Previous studies on the relationship between normative pressure and envi-
ronmental disclosure focused on different aspects of normative isomorphism.
For example, Dagiliene et al. (2020) investigated whether the adoption of a sus-
tainability reporting standard and decision to receive external assurance posi-
tively influence environmental disclosure, confirming both hypotheses. Boura
et al. (2020) explored whether the country’s environmental performance index,
used as a proxy for the level of environmental policies and consciousness in the
country in which the company operates, positively influences environmental
disclosure, confirming the hypothesis. Mateo-Marquez et al. (2021) analysed
whether the proportion of companies that answered the Carbon Disclosure Pro-
ject questionnaire in the preceding year in a specific country, used as a proxy for
normative pressure, positively affects the propensity of companies to disclose and
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quality of the environmental information reported. They also found support for
their hypothesis. In addition, the authors explored whether countries’ climate
change concerns, used as a proxy for the country’s cultural dimension, positively
influence the propensity of companies to disclose and quality of the environmen-
tal information reported. The results showed that the country’s cultural dimen-
sion positively influences disclosure quality but has no effect on the company’s
decision to disclose environmental information.

Furthermore, Mateo-Marquez et al. (2021) distinguished between cultural
dimensions and normative pressure. However, most studies considered the cul-
tural dimension a proxy for normative isomorphism and investigated its role in
environmental disclosure.

For example, Gallego-Alvarez and Pucheta-Martinez (2020b) explored the
influence of certain cultural dimensions on environmental disclosure. They
measured cultural dimensions using Hofstede’s (1980, 2001) model, finding that
(1) individualism and indulgence negatively influence environmental disclosure,
and (2) uncertainty avoidance and long-term orientation positively influence en-
vironmental disclosure.

3.1.2.2.3 Coercive pressure

Coercive isomorphism is attributed to political influence and occurs when com-
panies decide to comply with the laws imposed by external forces. Therefore,
the issue of new rules requiring companies to disclose specific information (i.e.
Directive 95/2014/EU) is considered the main source of coercive isomorphism,
leading companies to release environmental disclosure (Ferdous et al., 2019).
Other factors considered sources of coercive isomorphism are the country’s legal
system and market regulations (Dagiliene et al., 2020).

Although theoretical arguments support a positive association between coer-
cive pressure and environmental disclosure, some studies investigating whether
regulation influences environmental disclosure yielded mixed results. For ex-
ample, Boura et al. (2020) indicated that country-level regulatory quality posi-
tively affects environmental disclosure. Similarly, Khan et al. (2020) found that
country-level regulatory influence positively affects environmental disclosure,
and Zeng et al. (2012) confirmed that companies with more regulatory pres-
sure release higher levels of environmental disclosure. Mateo-Marquez et al.
(2021) demonstrated that the stringency of a country’s environmental policy
positively influences the decision to release environmental disclosure, but has
no effect on disclosure quality. However, Dagiliene et al. (2020) noted that
neither the country’s regulation nor market regulation influence environmen-
tal disclosure.

In addition, most studies explored the influence of a country’s legal system on
environmental disclosure. Gallego-Alvarez and Pucheta-Martinez (2020b), for
example, measured the legal system as the ratio between different aspects such
as the rule of law, protection of property rights, and level of law enforcement,
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finding that this coercive factor positively influences environmental disclosure.
Frias-Aceituno et al. (2013) revealed that companies situated in civil law coun-
tries, which are characterised by higher indices of law and order, tend to publish
a wide range of integrated reports. Fuhrmann (2020) noted that the country-
level features of civil law settings and level of investor protection influence
the probability of releasing an integrated report. However, Pucheta-Martinez
and Gallego-Alvarez (2018) observed that companies located in countries with
strong investor protection are not associated with environmental disclosure
policies.

Other variables used as proxies for coercive pressure are the level of corrup-
tion, which has been found to negatively influence environmental disclosure
(Boura et al., 2020), and the capitalist approach. Regarding the latter, Gallego-
Alvarez and Pucheta-Martinez (2020a) indicated that companies operating in co-
ordinated market economy countries are involved in more environmental issues
than those in liberal market economy countries. Similarly, Pucheta-Martinez
and Gallego-Alvarez (2018) found that companies operating in countries where
the most important capital providers are capital markets rather than banks are
most likely to disclose environmental issues.

3.2 Effects of disclosure

Studies investigating the effects of environmental disclosure can be categorised
into two groups: (1) usefulness of disclosure for stakeholders and (2) impact on
company performance and financial markets.

The first group of studies conducted interviews and distributed questionnaires
to understand the differences between stakeholders’ informational needs (Lodhia
and Martin, 2014). For example, Spence (2009) found that investors and em-
ployees are the most critical audiences targeted by firms. Other scholars focused
on the usefulness of environmental information to managers (Eagan and Joeres,
2002) or fund managers (Said et al., 2013).

Most research has been conducted on the impact of environmental disclosure
on company performance and financial markets. The second group of studies
mainly performed empirical analyses employing environmental disclosure as the
independent variable. To measure environmental disclosure, most scholars used
data collected by databases such as Bloomberg ESG (e.g. Xie et al., 2019) or
EIRIS (Garcia-Sanchez and Garcia-Meca, 2017). Others used diffused scores
such as Rankins CSR Ratings (Luo et al., 2019). Furthermore, some studies as-
sessed environmental disclosure based on the preparation of CSR reports and the
level of adherence to GRI (e.g. Weber, 2014; Berthelot et al., 2012). However,
most measured environmental disclosure by content analysing company docu-
ments (e.g. Camodeca et al., 2019; Sampong et al., 2018). In the next sections,
we briefly illustrate scholars’ theoretical arguments regarding the effects of envi-
ronmental disclosure on company performance and financial markets, and report
the results of these studies.
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3.2.1 Company performance

Most studies investigated the effect of environmental disclosure on company per-
formance by applying stakeholder theory. Essentially, it is contended that compa-
nies that disclose environmental information can improve their reputation (Pérez
et al., 2017) and consensus among stakeholders, thereby enhancing their per-
formance (Alipour et al., 2019). Globally, an increasing focus on ethical invest-
ments reveals stakeholders’ interest in companies implementing CSR practices
(Karaman et al., 2018). This increased interest in CSR issues increases the value
of companies involved in CSR practices and that disclose information thereon.
According to stakeholder theory, companies release environmental information
to satisfy the information needs of different stakeholders. Therefore, by enhanc-
ing transparency regarding CSR issues, companies create positive relationships
with their key stakeholders, improving their profitability.

Scholars measure company performance using accounting-based indicators
such as ROA, ROE, and ROS (e.g. Chijoke-Mgbame et al., 2020; Li et al., 2017),
and market-based measures such as Tobin’s Q (e.g. Naseem et al., 2019; Karaman
et al., 2018; Radhouane et al., 2018). The difference between these measures is
that market-based indicators express the expectations of the future effects of a
company’s activities and policies, while accounting-based measures express the
results of past events. Considering the different functions of accounting- and
market-based measures, some scholars used both to compute company perfor-
mance (e.g. Gerged et al., 2021; Alipour et al., 2019).

Although theoretical arguments support the positive association between en-
vironmental disclosure and company performance, there are contrasting results.
Most scholars (e.g. Gerged et al., 2021; Alcaide Gonzilez et al., 2020; Alipour
etal,, 2019; Li et al., 2017) confirmed the positive effect of environmental disclo-
sure on company performance. However, others showed a negative (e.g. Maama,
2021; Wasara and Ganda, 2019) or insignificant (e.g. Karaman et al., 2018;
Gallego-Alvarez, 2012) relationship, or indicated that previous associations take
different forms depending on the type of environmental disclosure (Chen et al.,
2016). A possible reason for the negative relationship between environmental
disclosure and performance could be that the necessity for companies to com-
ply with different rules in releasing environmental disclosure negatively affects
their profitability, as it increases costs for the production and dissemination of
information (Alipour et al., 2019). For Carnevale et al. (2012), the insignificant
association between environmental disclosure and performance could indicate
investors’ low interest in environmental disclosure, mainly due to their incapac-
ity to understand this type of information because of the lack of standardisation
among reports.

Other scholars revealed a positive association between environmental perfor-
mance and environmental disclosure (e.g. Hora and Subamanian, 2019; Hassan
and Romilly, 2018; Arena et al., 2015), which is aligned with the abovemen-
tioned theoretical arguments.
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3.2.2 Financial markets

Research has investigated the effect of environmental disclosure on financial mar-
kets, focusing on the assessments of financial stakeholders such as investors, finan-
cial analysts, and debtholders. Theoretical arguments are based on disclosure theory
(Dye, 1985; Verrecchia, 1983), according to which credible and extended disclosure
is an essential mechanism companies use to share their information with financial
markets to more easily access external financial resources (Healy and Palepu, 2001).
Companies’ decision to release information benefits financial markets, for example,
by enhancing the level of stock price information on the company’s forthcoming
performance (Schiehll and Kolahgar, 2021) or reducing financing costs (Hamrouni
et al., 2020). According to signalling theory, releasing environmental information
is intended as a way to communicate the company’s involvement in CSR issues to
financial markets to enhance its reputation (Paolone et al., 2021) and attract inves-
tors to invest their resources in the company (Verrecchia, 1983).

Previous arguments support a positive association between environmental
disclosure and assessments conducted by different stakeholders operating in fi-
nancial markets.

Empirical research on this association can be grouped according to the in-
vestigated financial stakeholders. Most studies confirm a positive association be-
tween environmental disclosure and financial markets.

Most research focused on shareholders and measured the investors’ assess-
ments using different measures. For example, Yao and Liang (2019) indicated
that environmental disclosure reduces equity costs. Others demonstrated that it
positively influences market value (e.g. Hassan, 2018), stock market returns (e.g.
Weber, 2014), the degree to which stock prices reveal company information (e.g.
Schiehll and Kolahgar, 2021), capacity to access finances (e.g. Garcia-Sanchez
et al.,, 2019a) and trading strategies adopted by institutional investors (e.g. Wei
et al., 2020).

Furthermore, studies examined the effects on analysts, finding that environ-
mental disclosure positively affects analysts’ coverage and the accuracy of their
forecasts (e.g. Garcia-Sanchez et al., 2019b; Cormier and Magnan, 2015).

Finally, some have investigated the influence on debtholders, revealing that
the higher the environmental disclosure, the lower the cost of debt financing
(e.g. Hamrouni et al., 2020; Luo et al., 2019). Aligned with the abovementioned
theoretical arguments, this result indicates that when companies release higher
levels of environmental disclosure, creditors reduce the costs of debt because they
have to sustain lower costs for searching for information considering that their
information needs are satisfied by the companies’ disclosure.
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4

REGULATORY FRAMEWORKS FOR
ENVIRONMENTAL DISCLOSURE

Over the years, the number of companies releasing environmental informa-
tion has increased (KPMG, 2020). Most companies have voluntarily decided
to prepare a sustainability report to address stakeholders’ increasing demand for
corporate social responsibility (CSR) disclosure (Fiandrino, 2019). However,
the growth in the number of companies preparing sustainability reports is also
motivated by the increasing number of legal requirements, which shifted envi-
ronmental information from voluntary to mandatory disclosure. Based on these
considerations, this chapter aims to illustrate the evolution of regulatory frame-
works on environmental disclosure, emphasising the transition from voluntary
to mandatory disclosure. This passage can primarily be attributed to Directive
2014/95/EU. Therefore, after delineating the European Union’s focus on envi-
ronmental issues by describing the key rules and programs pertaining to envi-
ronmental matters since its foundation, the chapter focuses on environmental
disclosure regulations and, in particular, on Directive 2014/95/EU. The chapter
concludes with an illustration of the proposal Corporate Sustainability Report-
ing Directive, which will amend Directive 2014/95/EU, encouraging overcom-
ing some of its critical issues.

4.1 The European Union’s attention to environmental issues

Since its foundation, the European Union (EU) has focused on CSR issues, con-
sidering sustainability one of its primary aims. Promoting an ‘economic and
social progress which is balanced and sustainable’ was a key objective in the
Maastricht Treaty on EU (1992, art B — Title I Common Provisions).

The Lisbon Treaty, issued in 2007, amended the Treaty on EU by introduc-
ing a reference to environmental issues. Specifically, Article 3 of the Treaty on
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EU states that the Union ‘shall contribute to the sustainable development of the
Earth’ (Article 3 of the Treaty on EU).

Over time, the EU has indicated its focus on environmental issues by defin-
ing various types of funding and issuing rules, communications, and programs
covering matters including pollution, waste management, nature protection, and
environmental impact estimates. Through these policies, the EU aims to achieve
the following objectives (Article 191 of the Treaty on the Functioning of the
EU):

- To defend, preserve, and improve the EU’s natural capital and, in general, the
quality of the environment

- To achieve efficient use of natural resources, making the EU a resource-
efficient, green, and competitive low-carbon economy

- To combat climate change

- To prevent environment-related risks, which can affect the health and well-
being of EU populations

Regarding funding, Article 177 of the Treaty on the Functioning of the EU
states that specific funds finance projects in environmental fields. Recent data
show that in recent years, the EU has allocated about 30% of both the EU budget
for 20212027 and the Recovery Instrument Next Generation EU, equal to
almost €550 billion, to finance the transition to climate neutrality. Specifically,
EU funding has been allocated to finance: (1) member states, companies, and
the public sector to implement different climate actions; (2) the development of
innovation and research programs; and (3) protection of the environment. Con-
cerning point (1), the EU allocated funding to finance investments aiming to
boost the transition to clean and renewable energy, introduce circular economy
paradigms, and reduce emissions. For (2), the EU financed innovation in low-
carbon technologies or renewables, and research programs useful in achieving
the Sustainable Development Goals (SDGs), tackling climate change, and boost-
ing the EU’s environmentally sustainable economic growth. Concerning (3), the
EU allocated funding to the protection of nature, biodiversity, and quality of life.

EU policy and legislation are based on Articles 11 and 191-193 of the Treaty
on the Functioning of the EU. Article 11 focuses on actions to ensure environ-
mental protection, guaranteeing these activities are integrated into EU policies,
and to promote and achieve sustainability. Article 191 recognises the main ob-
jectives of EU environmental policy and regulation, such as combating climate
change. In addition, it identifies the principles that refer to EU environmental
policy, which state that (1) it is necessary to adopt precautionary actions to pre-
vent environmental damage; (2) when done, environmental damage should be
modified at the source; and (3) the polluter should pay for the environmental
damage. Furthermore, member states shall finance and implement the EU envi-
ronmental policy (Article 192 of the Treaty on the Functioning of the EU), and
can maintain or introduce more stringent measures (Article 193 of the Treaty on
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the Functioning of the EU). According to Article 4 of the Treaty on the Func-
tioning of the EU, dealing with environmental issues is a competence shared
between the Union and member states.

Since its founding, the EU has issued numerous policies and regulations on
environmental issues. One of the most important recent policies, considered a
reference point for other policies, is the European Green Deal issued by the Euro-
pean Commission in December 2019. With this communication, the European
Commission aimed to make Europe the first climate-neutral continent in the
world, in part through the transition to clean energy and development of green
technologies. To achieve this aim, the European Green Deal identified the fol-
lowing concrete actions: (1) reduce net greenhouse gas emissions by at least 55%
by 2030, compared to the 1990 levels, and achieve no net emissions by 2050; (2)
encourage the efficient use of resources by adopting circular economy paradigms;
and (3) re-establish biodiversity and reduce pollution. All actions are perfectly
aligned with the EU objectives in Article 191 of the Treaty on the Functioning
of the EU.

These actions pertain to different areas ranging from clean energy to climate
change, and have been implemented through the issuing of numerous other pol-
icies and regulations (Figure 4.1 lists the main EU policies and regulations on
environmental matters issued since the European Green Deal). For example, to
reduce pollution, the European Commission adopted the Communication Path-
way to a Healthy Planet for All EU Action Plan: “Towards Zero Pollution for Air, Water,
and Soil’ in 2021. To introduce the circular economy paradigm, the European
Commission in 2020 issued the Communication A new Circular Economy Action
Plan For a cleaner and more competitive Europe.

In addition to the European Commission’s communications, in 2022, the
European Parliament and Council issued the 8th Environmental Action Programme’
(Decision EU 2022/591), which identifies objectives for 2030 to boost the transi-
tion to a climate-neutral and resource-efficient economy as defined in the Euro-
pean Green Deal. Moreover, the 8th Environmental Action Programme suggests
increasing stakeholder involvement to foster the effective implementation of EU
environmental policies and laws. To this end, to encourage citizens and stake-
holders to engage in defining actions to combat climate change, the Commission
launched the European Climate Pact in 2020. This initiative helps stakeholders
(e.g. citizens, communities, and organisations) share ideas, information, actions,
and measures to develop solutions useful in tackling climate change.

To ensure the effective implementation of EU policies, the European Parlia-
ment and Council added the objectives defined in the European Green Deal to a
rule via the European Climate Law (Regulation EU 2021/1119). The law identifies
legally binding targets to reduce net greenhouse gas emissions by at least 55% by
2030, compared to the 1990 levels, and to eliminate greenhouse gas emissions by
2050. The European Climate Law also includes measures to better understand
advances in the actions implemented and if necessary, to correct them. With the
issuing of a rule, EU member states are obliged to implement all measures to
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achieve the targets stipulated in the European Climate Law. Thus, the objectives
defined in the European Green Deal are likely to be realised.

To achieve the European Green Deal objectives, the EU had to obtain further
investments and other funding. Thus, in 2020, the European Commission is-
sued the Communication Sustainable Europe Investment Plan: European Green Deal
Investment Plan, which acknowledges the investments and funding necessary to
implement the actions identified in the European Green Deal. As reported, the
EU allocated approximately 30% of both the EU budget for 2021-2027 and
the Next Generation EU Recovery Plan, equal to almost €550 billion, to finance
the European Green Deal actions.

In addition to previous funding, the EU also aimed to allocate private capital
flows into green investments to facilitate the transition to climate neutrality.
To this end, regulation 2019/2088 was issued on sustainability-related disclosures
in the financial sector, which was successively amended by regulation 2020/852
on establishing a framework to facilitate sustainable investment, better known as the
‘taxonomy’ regulation. The ‘taxonomy’ regulation contains several indications
for recognising the environmental sustainability of an economic activity. This
helps investors who want to allocate their private funds to sustainable activities,
as it enables them to identify green investments. Indeed, the ultimate objective of
the regulation is to boost the allocation of capital flows to sustainable investments
that foster sustainable growth.

All previous EU policies and legislation shall encourage environmentally sus-
tainable economic growth. The EU plays a significant role in boosting sustaina-
ble development (Papa et al., 2022). As reported in the European Green Deal and
other EU policies such as the 8th Environmental Action Programme, Commu-
nication is part of the wider EU strategy to implement the SDGs.

In 2015, all United Nations member states issued the 2030 Agenda for Sustain-
able Development, in which they defined 17 goals and 169 targets to achieve by
2030 to render the world more sustainable. These SDGs are based on the eight
Millennium Development Goals (MDGs) defined by the United Nations in 2000
and aim to finalise what the MDGs did not realise. Concerning environmental
issues, the main objective of the SDGs is to defend the planet and its natural re-
sources from degradation and guarantee sustainable economic growth that can
satisfy both present and future generations’ needs. To achieve this aim, the SDGs
boost sustainable consumption and production, and the implementation of ac-
tions to combat climate change. Numerous SDGs are devoted to environmental
issues as follows:

*  SDG 6: Ensure availability and sustainable management of water and sani-
tation for all

*  SDG 7: Ensure access to affordable, reliable, sustainable and modern energy
for all

*  SDG 8: Promote sustained, inclusive and sustainable economic growth, full
and productive employment and decent work for all
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*  SDG 9: Build resilient infrastructure, promote inclusive and sustainable in-
dustrialisation and foster innovation

e SDG 12: Ensure sustainable consumption and production patterns

e SDG 13: Take urgent action to combat climate change and its impacts

*  SDG 14: Conserve and sustainably use the oceans, seas and marine resources
for sustainable development

*  SDG 15: Protect, restore and promote sustainable use of terrestrial ecosys-
tems, sustainably manage forests, combat desertification, and halt and re-
verse land degradation and halt biodiversity loss

Various actors including citizens, public administrations, companies, and States
should aim to achieve the SDGs. For companies, the SDGs identify various ac-
tions to implement to achieve sustainable development, such as improving re-
source efficiency in production (Target 8.4). In addition to adopting sustainable
business models, companies must communicate the actions implemented to
external stakeholders. In this way, companies can increase their transparency;
enhance their image, trust, and stakeholder engagement; and improve their
decision-making processes on sustainability issues (Global Reporting Initiative
and United Nations Global Compact, 2018).

The relevance of disclosing CSR information —or with specific reference to
the object of this monograph, environmental information —is also recognised by
the EU, which over the years, has issued different rules regarding identifying the
information companies should release. The first attempt to introduce environ-
mental disclosure in companies’ annual reports was in the 5th Action Programme
on the Environment ‘Towards Sustainability’ issued by the European Commission
in 1993. It suggested that companies need to provide information on financial
aspects relating to the environment. Similarly, in 1995, the Accounting Advisory
Forum (AAF) suggested incorporating environmental issues into the fourth and
seventh Council Directives in the paper Environmental Issues in Financial Reporting.
In 2001, the European Commission followed the AAF’s suggestion by issuing
the 6th Environment Action Programme ‘Environment 2010: Our future, Our choice’.

The first rule was Directive 2003/51/EC, with which the EU suggested com-
panies release environmental information in their annual report if these data help
in better understanding the company’s growth and performance. This directive
was the first attempt to introduce a mandatory requirement to provide environ-
mental information. However, the EU legislator did not identify the specific
topics or items of information to release, giving a great margin of discretion to
companies in deciding what information to disclose. Thus, the key passage intro-
ducing mandatory environmental disclosure was first included in 2014 in Direc-
tive 2014/95/EU. Herein, EU legislators mandated larger companies to prepare a
non-financial statement containing, among others, environmental information.
In February 2020, the EU launched a public consultation to obtain stakeholders’
views on possible revisions to Directive 2014/95/EU. The consultation ended in
June 2020. The primary issues identified include a deficiency in the information
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FIGURE 4.2 The evolution of EU regulation on environmental disclosure
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released in terms of comparability and reliability, necessity to disclose the mate-
riality assessment process, digitalisation of environmental disclosure, and expan-
sion of the scope thereof. In 2021, the European Commission issued a proposal
for a new directive on Corporate Sustainability Reporting, which will amend
Directive 2014/95/EU to overcome some issues such as the poor level of compa-
rability and reliability of the information released. Therefore, in addition to the
requirement to release environmental information, the new directive on Cor-
porate Sustainability Reporting aims to increase the level of standardisation and
assure the information provided.

Figure 4.2 shows the evolution of EU regulations on environmental disclo-
sure. The following section explores the main aspects of each directive.

4.2 Modernisation Directive 2003/51/EC

In 2003, the European Parliament and Council issued the Modernisation Direc-
tive 2003/51/EC on the annual and consolidated accounts of certain types of compa-
nies, banks, and other financial institutions and insurance undertakings. This Directive
amended the Fourth Council Directive 78/660/EEC on the annual accounts of
certain types of companies; the Seventh Council Directive 83/349/EEC on con-
solidated accounts; and Directives 86/635/EEC and 91/674/EEC on the annual
accounts and consolidated accounts of banks, other financial institutions, and
insurance undertakings.
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The main objective of the Directive was to enhance the comparability of
financial statements formulated by companies operating in EU member states.
In fact, after Regulation (EC) 1606/2002 was issued, EU companies prepared
their financial statements in accordance with the IAS/IFRS standards and the
Fourth and Seventh Council Directives. Specifically, according to IAS Reg-
ulation (EC) 1606/2002, since 2005, all listed companies must prepare their
consolidated financial statements in accordance with the IAS/IFRS standards.
Companies that did not adopt the IAS/IFRS standards (i.e. listed companies for
the preparation of their annual accounts if they do not refer to the IAS/IFRS,
and all non-listed companies) must prepare their financial statements follow-
ing the Fourth and the Seventh Council Directives. In this context, Directive
2003/51/EC aimed to introduce the developments in the IAS/IFRS standards
in the Fourth and Seventh Council Directives to reduce differences between the
financial statements prepared by companies who are IAS/IFRS compliant and
those who are not.”

In addition to the previous objective, Directive 2003/51/EC aimed to im-
prove the requirement to include in the annual report ‘at least a fair review of the
development of the company’s business and of its position’ contained in Article
46 of the Fourth Council Directive. A similar requirement was included in Arti-
cle 36 of the Seventh Council Directive for the consolidated annual report. This
description was contained in a document prepared by directors, namely the man-
agement discussion and analysis, management commentary, management report,
or directors’ report. According to Directive 2003/51/EC, to provide a fair re-
view, companies must release other information in addition to financial data.
Specifically, companies are required to provide, where appropriate, a description
of both the environmental and social aspects beneficial in comprehending the
company’s development, performance, or position.

The requirement to include environmental information in the annual report
in Directive 2003/51/EC was consequent to Commission Recommendation
2001/453/EC issued in 2001 on the recognition, measurement, and disclosure of en-
vironmental issues in the annual accounts and annual reports of companies. With this
recommendation, the EU acknowledged that companies’ environmental dis-
closure was unable to satisfy the information needs of users of financial state-
ments. In fact, companies voluntarily release environmental disclosures because
of the absence of rules. In addition, the lack of explicit guidance has resulted
in information that cannot be compared between companies. Therefore, the
environmental information released did not facilitate understanding the effects
of environmental risks on the company’s position or of the company’s envi-
ronmental actions, which could influence its performance. Commission Rec-
ommendation 2001/453/EC overcame previous criticalities by identifying the
environmental disclosure companies should have released in their annual reports
to provide significant and comparable information on environmental matters to
financial statement users. In response to Recommendation 2001/453/EC, nu-
merous EU member states (e.g. Denmark, Finland, France, Portugal, Sweden,
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and Spain) modified their national rules, introducing the requirement to report
environmental information in their annual reports (Criado-Jiménez et al., 2008).

Directive 2003/51/EC introduced the requirement to release previous envi-
ronmental disclosure in the annual report or consolidated annual report. This
represents the first attempt to introduce mandatory environmental disclosure at
the EU level. Specifically, Directive 2003/51/CE amended the Fourth and Sev-
enth Council Directives, replacing the first paragraph on the contents of both the
annual report and consolidated annual report. Concerning the Fourth Council
Directive, Directive 2003/51/EC replaced the first paragraph of Article 46 as
follows:

a  The annual report shall include at least a fair review of the development and perfor-
mance of the company’s business and of its position, together with a description of the
principal risks and uncertainties that it faces.

The review shall be a balanced and comprehensive analysis of the development and
performance of the company’s business and of its position, consistent with the size and
complexity of the business.

b To the extent necessary for an understanding of the company’s development, perfor-
mance or position, the analysis shall include both financial and, where appropriate,
non-financial key performance indicators relevant to the particular business, including
information relating to environmental and employee matters.

¢ In providing its analysis, the annual report shall, where appropriate, include references
to and additional explanations of amounts reported in the annual accounts.

Despite the requirement to release environmental information in the annual re-
port, noteworthy is that Directive 2003/51/EC does not specify the information
to disclose or format thereof (Knopf et al., 2010). The EU legislator opted for a
rule with a low level of detail (Bini et al., 2017). In addition, the Directive of-
fered the possibility to each member state to exempt smaller companies from the
obligation to release environmental information. Therefore, the EU legislator
left great margins of discretion to EU member states in transposing the directive
into national laws and companies in defining the type and format of environ-
mental information to release (Pisano and Alvino, 2015). This high degree of
discretion led to a low level of comparability of the environmental information
released by companies operating in different states and those in the same country.

Member states should have transposed Directive 2003/51/EU into national
law by January 2005. Most did so by 2005 and some by 2007. In addition, most
member states transposed the Directive as is without amendment (Knopf et al.,
2010). Some governments and national organisations issued guidance to support
companies in releasing environmental information (Williamson et al., 2014).
For example, in 2009, the Italian National Council of Chartered Accountants
(Consiglio Nazionale dei Dottori Commercialisti e degli Esperti Contabili) is-
sued two guidelines to support companies in releasing environmental informa-
tion after the transposition of Directive 2003/51/EU into national law under
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Legislative Decree 32/2007.* Furthermore, in 2010, the IASB formulated the
IFRS Practice Statement ‘Management Commentary’, non-binding guidelines
for companies for the preparation of their management commentary according
to the new requirements introduced with Directive 2003/51/EU. Specifically,
the guidelines provide principles directors should respect and topics that should
be reported in the management commentary. The ‘Management Commentary’
provides suggestions for most information to release therein according to Direc-
tive 2003/51/EU. However, although useful, it did not make recommendations
regarding the required environmental information.

To simplify the preparation of the annual report for smaller companies, in
2013, the EU issued Accounting Directive 2013/34/EU on the annual financial
statements, consolidated financial statements, and related reports of certain types of under-
takings, which repealed the Fourth and Seventh Council Directives. Based on the
‘think small first” principle, the Directive allowed smaller companies to prepare
a simplified financial statement to reduce their administrative burden. However,
Directive 2013/34/EU did not modify the contents on the management report.
Therefore, the disclosure of environmental information was still required when
needed to comprehend a company’s development, performance, or position. It
also confirmed the possibility of each member state to exempt smaller companies
from the obligation to release environmental information.

4.3 Non-Financial Reporting Directive 2014/95/EU

In 2014, the EU issued the Non-Financial Reporting Directive 2014/95/EU dis-
closure of non-financial and diversity information by certain large undertakings and groups,
which introduced the requirement for larger companies to release, among others,
information on environmental aspects in a document named the non-financial
statement. Specifically, according to Directive 2014/95/EU, larger companies
must prepare a non-financial statement in which information must be reported
on the activities carried out, risks supported and results concerning environmen-
tal aspects, social and employee-related matters, respect for human rights, anti-
corruption and bribery issues, and diversity of the board of directors.

Directive 2014/95/EU represents an important step in achieving sustainable
development (Muserra et al., 2020). It is the result of a long process to intro-
duce the requirement for companies to release information on environmental
and social aspects to permit external stakeholders to understand the company’s
development, performance, and position. As mentioned, this process started with
Directive 2003/51/EU, which introduced the requirement to release environ-
mental and employee information in the management report when needed to
comprehend the company’s development, performance, or position. It did not
specify the topics to include. The following years, the European Commission
highlighted the need to enhance the level of social and environmental infor-
mation released by companies, considering that higher levels of disclosure are
key elements in achieving a greater focus on CSR issues. These aspects were



Regulatory frameworks for environmental disclosure 123

included in the Communications Single Market Act. Tielve levers to boost growth
and strengthen confidence: Working together to create new growth and A renewed strategy
2011-2014 for Corporate Social Responsibility issued by the European Commission
in 2011. In February 2013, the European Parliament issued two resolutions® in
which it further recognised the need to enhance the information released on
environmental and social aspects. It also asked the European Commission to
develop a legislative proposal. In April 2013, after a process of consultation with
interested parties, the European Commission issued the proposal For a Directive
as regards disclosure of non-financial and diversity information by certain large companies
and groups to improve company disclosure on social and environmental aspects,
and greater comparability of the information released by different companies. In
the proposal, the European Commission noted that only a few EU companies
habitually released non-financial disclosures on environmental and social issues,
and that the information provided did not satisfy stakeholders’ needs. Moreover,
companies adopted a great margin of discretion in disclosing this kind of infor-
mation, making it difficult for external stakeholders to compare that of various
companies. Finally, the European Commission noted the fragmentation of legis-
lative frameworks across EU member states. Previous considerations brought the
European Commission to affirm that the requirement to provide environmental
and social information contained in the Directives in force at the time was not
sufficiently effective, and that it was necessary to introduce clearer and stronger
requirements for adoption in all EU member states in the same way.

The issuing of Directive 2014/95/EU addresses previous needs and marks an
important moment in the transition from an environmental disclosure released
voluntarily and in a discretionary way to the mandatory provision of infor-
mation (La Torre et al., 2018). In contrast to Directive 2003/51/EU, Direc-
tive 2014/95/EU identifies specific environmental arguments to include in the
non-financial statement. Here, the implementation of Directive 2014/95/EU
represents a key passage for increasing the release of environmental informa-
tion, especially in countries where no disclosure requirements previously existed
(Bini and Bellucci, 2020). The necessity to release environmental information
mandated by legal requirements could have induced companies to incorporate
environmental issues into their business models, increasing their commitment to
CSR matters and achieving the SDGs. However, to be effective, it is important
that the information released does not simply remain words, but that environ-
mental practices and activities are fully incorporated in the business model (Bini
and Bellucci, 2020).

Considering this monograph’s focus on environmental information, the two
paragraphs below illustrate the environmental disclosure requirements intro-
duced by Directive 2014/95/EUand included in the guidelines issued by the EU
to help companies release this information. Then, the transposition of Direc-
tive 2014/95/EU into the national laws of EU member states is described to
clarify whether EU countries introduced the same environmental disclosure
requirements.
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4.3.1 Environmental disclosure requirements according to Directive
2014/95/EU

Directive 2014/95/EU amended Directive 2013/34/EU by inserting a new arti-
cle (Article 19a) that required larger companies to prepare a non-financial state-
ment. Directive 2014/95/EU requires that:

Large undertakings which are public-interest entities exceeding on their balance sheet
dates the criterion of the average number of 500 employees during the financial year
shall include in the management report a non-financial statement |[...J

The concept of a public-interest entity is defined in Directive 2013/34/EU, ac-
cording to which it is: (1) a company with trading transferable securities on an
EU member state’s regulated market, (2) a financial company (credit institute
or insurance), or (3) a company designated as a public-interest entity by the EU
member state.

Directive 2013/34/EU also defines the concept of a large undertaking, stating
that it exceeds at least two of the following three criteria: (1) total balance sheet: €
20 million, (2) net turnover: € 40 million, (3) average number of employees: 250.

Therefore, companies with more than 500 employees that present a to-
tal balance sheet higher than € 20 million or net turnover higher than € 40
million must prepare a non-financial statement. A similar requirement has
been introduced for bigger groups, which have to prepare a consolidated non-
financial statement if they have more than 500 employees on average and pres-
ent a total balance sheet higher than € 20 million or net turnover higher than
€ 40 million.

Consistent with the ‘think small first” principle, Directive 2014/95/EU must
be applied exclusively by bigger companies, because the EU legislator considered
it too onerous for small and medium-sized enterprises (SMEs) to prepare the
non-financial statement. In the proposal issued in 2013, the European Commis-
sion estimated that the new disclosure requirements would affect around 18,000
large companies and groups in the EU.

In addition, Directive 2014/95/EU identifies where this statement must be
inserted, requiring a non-financial statement in the management report. Fur-
thermore, if the company prepares another separate report containing the same
information required by Directive 2014/95/EU, the EU member states have the
possibility to exempt that company from preparing the non-financial statement.
However, the company must make a separate report available at the same time
as the management report, or no later than six months after, on the company’s
website.

Directive 2014/95/EU identifies both the thematic aspects companies must
discuss in the non-financial statement and the reporting areas for each thematic
aspect. The Directive 2014/95/EU requires companies to report the following
in the non-financial statement:
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Information to the extent necessary for an understanding of the undertaking’s devel-
opment, performance, position and impact of its activity, relating to, as a minimum,
environmental, social and employee matters, respect for human rights, anti-corruption
and bribery matters, including:

a  a brief description of the undertaking’s business model;

b a description of the policies pursued by the undertaking in relation to those mat-
ters, including due diligence processes implemented;

¢ the outcome of those policies;

d  the principal risks related to those matters linked to the undertaking’s operations
including, where relevant and proportionate, its business relationships, products
or services which are likely to cause adverse impacts in those areas, and how the
undertaking manages those risks;

e non-financial key performance indicators relevant to the particular business.

Where the undertaking does not pursue policies in relation to one or more of those
matters, the non-financial statement shall provide a clear and reasoned explanation
for not doing so.

Therefore, Directive 2014/95/EU identifies four thematic aspects on which
the company must provide information: (1) environmental issues, (2) social
and employee matters, (3) respect for human rights, and (4) anti-corruption
and bribery matters. In addition, the company must provide information on
the diversity policies adopted in defining the composition of the board of di-
rectors. For each thematic aspect, the company must describe the business
model implemented, activities carried out, results achieved, main risks, and
the most important non-financial key performance indicators (KPIs). Finally,
according to the ‘comply or explain’ principle, Directive 2014/95/EU requires
companies that do not provide some information to explain the reason for
non-disclosure.

In contrast to Directive 2003/51/EU, Directive 2014/95/EU provides clear
and stringent disclosure requirements. However, it does not specify the format in
which to present this information. It also identifies the reporting areas for each
thematic aspect in a generic way, without defining the specific items of infor-
mation to release for describing, for example, the business model implemented,
results achieved, or KPIs (Lepore et al., 2022). Therefore, companies continue to
report environmental information with great margins of discretion.

Some indications are contained in Recital 7 of Directive 2014/95/EU, which
stipulates the main elements to describe in the non-financial statement for each
thematic aspect. For example, concerning environmental information, Recital 7
states the following:

Where undertakings are required to prepare a non-financial statement, that statement
should contain, as regards environmental matters, details of the current and foreseea-
ble impacts of the undertaking’s operations on the environment, and, as appropriate,
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on health and safety, the use of renewable and/or non-renewable energy, greenhouse
gas emissions, water use and air pollution.

As such, Directive 2014/95/EU encourages the release of key environmental
performance indicators on the use of renewable or non-renewable energy, green-
house gas emissions, air pollution, and so on (Camilleri, 2015).

However, the great margin of discretion given to companies is remarked in
the same Directive 2014/95/EU, which states companies should refer to na-
tional, European, or international guidelines in preparing their non-financial
statements, such as the GRI, Eco-Management and Audit Scheme (EMAS), UN
Global Compact, and ISO 26000. While most companies prepared their non-
financial statements with reference to the GRI standards (De Groen et al., 2020;
KPMG, 2020; Doni et al., 2019), the option contained in Directive 2014/95/EU
does not exclude the possibility that different companies adopt different guide-
lines, thereby rendering the information released non-comparable (Papa et al.,
2022; La Torre et al., 2020).

4.3.2 European Commission Guidelines

Although it stipulates clearer and more stringent disclosure requirements than
previous Directives, Directive 2014/95/EU gives companies great margins of
discretion in defining the specific items of information to release for all reporting
areas within each thematic aspect identified, presentation format, and guidelines
to refer to when disclosing the information.

To reduce this flexibility and help companies in releasing information, Direc-
tive 2014/95/EU imposes the European Commission to issue guidance in 2016.
Specifically, Article 2 of Directive 2014/95/EU states:

The Commission shall prepare non-binding guidelines on methodology for reporting
non-financial information, including non-financial key performance indicators, gen-
eral and sectoral, with a view to facilitating relevant, useful and comparable disclosure
of non-financial information by undertakings. In doing so, the Commission shall
consult relevant stakeholders.

The Commission shall publish the guidelines by 6 December 2016.

Therefore, unlike previous Directives for which the EU did not issue guidance
to support companies in releasing the information required (Bini et al., 2007),
in Directive 2014/95/EU, the EU legislator imposed the European Commission
to develop non-binding guidelines based on existing EU and international best
practices (Arif et al., 2021).

The European Commission developed two non-binding guidelines on how
to disclose environmental and social information. The first guideline, published
in 2017, concerned non-financial information, environmental and social. The
second, issued in 2019, referred to the disclosure of climate-related information.
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4.3.2.1 Guidelines on non-financial reporting (methodology for reporting
non-financial information)

The objective of the first guidance is to support companies in releasing material,
significant and comparable information on both environmental and social mat-
ters, which is useful for external stakeholders in their decisions. As reported in
the ‘purpose’ section of the guidance:

The aim of these guidelines is to help companies disclose high quality, relevant,
useful, consistent and more comparable non-financial (environmental, social and
governance-related) information in a way that fosters resilient and sustainable growth
and employment, and provides transparency to stakeholders. These non-binding
guidelines are proposed within the remit of the reporting requirements provided for
under the Directive. They are intended to help companies draw up relevant, useful
concise non-financial statements according to the requirements of the Directive. Sig-
nificant efforts have been made to avoid undue administrative burden, boilerplate
disclosures, or a mere box-ticking exercise.

To achieve the objective, the guidance provides a principle-based methodology to
release information on environmental and social issues. Aligned with the approach
in Directive 2014/95/EU, the guidelines confirm the great flexibility afforded to
companies in providing non-financial information. It defines the key principles
according to which companies should report information in the non-financial
statement, and the content to provide for the five reporting areas and four thematic
aspects (i.e. environmental issues, social and employee matters, respect for human
rights, anti-corruption, and bribery matters) specified in Directive 2014/95/EU.
The guidelines provide explanations, examples, and KPIs. However, they do not
stipulate the information to be released, giving companies the discretion to define
the specific items of information to disclose and format of its presentation.

To prepare the guidelines, the European Commission reviewed existing na-
tional, EU, and international frameworks on non-financial information, such as
the Climate Disclosure Standards Board, EMAS, GRI, International Integrated
Reporting Framework, and Sustainability Accounting Standards Board. In ad-
dition, in 2016, the European Commission conducted a public consultation by
submitting an online questionnaire to obtain stakeholders” opinions on the non-
binding guidance to issue. The questionnaire received 355 responses, highlight-
ing the perceived importance of the content of Directive 2014/95/EU.

The guidelines identify the following key principles to consider when defin-
ing the information to release:

*  Disclose material information

*  Fair, balanced, and understandable
*  Comprehensive but concise

*  Strategic and forward-looking
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e Stakeholder orientated
e Consistent and coherent

For each key principle, the guidelines provide a definition, explanation to un-
derstand the application of the principle, and examples and KPIs. For example,
concerning the first key principle, namely to disclose material information, the
guidelines define material information as follows:

The status of information where its omission or misstatement could reasonably be
expected to influence decisions that users make on the basis of the financial state-
ments of the undertaking. The materiality of individual items shall be assessed in the
context of other similar items.

In addition, as an explanation, they specify the concept of environmental and
social materiality from the double materiality perspective as follows:

The impact of a company’s activity is a relevant consideration when making non-
financial disclosures. Impacts may be positive or adverse. Material disclosures should
cover both in a clear and balanced way. The non-financial statement is expected to
reflect a company’s fair view of the information needed by relevant stakeholders.

Finally, the guidance provides some examples and KPIs, for example:

A bank may consider that its own water consumption in offices and branches is not
a material issue to be included in its management report. In contrast, the bank may
assess that the social and environmental impacts of projects that it funds and its role in
supporting the real economy of a city, a region or a country are material information.

Concerning the content of the non-financial statement, the guidelines resume the
five reporting areas identified for each thematic aspect in Directive 2014/95/EU:

e Description of the business model

e Description of policies and due diligence
¢ Outcomes of the policies

*  Principal risks

*  Non-financial KPIs

For each reporting area, the guidelines provide explanations, recommendations
on what companies can disclose, and examples. For example, concerning the
first reporting area, namely the description of the business model, the guidelines
include the following explanation:

A company’s business model describes how it generates and preserves value through
its products or services over the longer term. The business model provides context
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for the management report as a whole. It provides an overview of how a company
operates and the rationale of its structure, by describing how it transforms inputs into
outputs through its business activities. In more simple terms, what a company does,
how and why it does it.

In addition, it suggests the information that could be reported to describe the
business model: ‘Disclosures relating to: their business environment; their organisation
and structure; the markets where they operate; their objectives and strategies; and main
trends and factors that may affect their future development’. Finally, the guidelines in-
clude examples such as:

A company may consider specific disclosures explaining: the main products it makes,
and how they meet the needs of consumers/customers; how these products are made,
and what makes its production approach competitive and sustainable; the characteris-
tics of the market where it operates, and how it may evolve.

They also provide recommendations and examples of information items compa-
nies should report for each thematic aspect. Concerning environmental issues,
for example, the guidelines suggest the following:

A company is expected to disclose relevant information on the actual and potential

impacts of its operations on the environment, and on how current and foreseeable en-

vironmental matters may affect the company’s development, performance or position.
This may include:

- material disclosures on pollution prevention and control;

- environmental impact from energy use;

- direct and indirect atmospheric emissions;

- use and protection of natural resources (e.g. water, land) and related protection of
biodiversity;

- waste management;

- environmental impacts from transportation or from the use and disposal of products
and services; and

- development of green products and services.

Finally, guidelines indicate KPIs companies can report in the non-financial state-
ment for each thematic aspect. For example, concerning environmental matters,
the guidelines suggest the following KPIs:

*  Energy performance and improvements in energy performance

*  Energy consumption from non-renewable sources and energy intensity

*  Greenhouse gas emissions in metric tonnes of CO, equivalent and green-
house gas intensity

*  Emissions of other pollutants (measured in absolute value and as intensity)
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e Extraction of natural resources
e Impacts and dependences on natural capital and biodiversity
¢ Waste management (e.g. recycling rates)

4.3.2.2 Guidelines on non-financial reporting: Supplement on reporting
climate-related information

In 2019, the European Commission issued a second guidance focusing on the
disclosure of climate-related information.

These guidelines resulted from an online consultation in 2019, and are based
on the recommendations of the Task Force on Climate-related Financial Disclo-
sures (TCFD) in 2017 and Technical Expert Group on Sustainable Finance in
2018. Both these aimed to encourage companies to release climate-related in-
formation to boost the allocation of private funds in sustainable investments. To
formulate the guidelines, the European Commission referred to existing frame-
works including the GRI, Climate Disclosure Standards Board, Sustainability
Accounting Standards Board, International Integrated Reporting Council, and
EMAS.

Aligned with previous guidelines, this one also adopted a flexible approach,
giving companies a great margin of discretion in providing climate-related infor-
mation. Moreover, it supports companies in releasing environmental information
by deepening the key principle of materiality and suggesting what information to
disclose for each reporting area identified by Directive 2014/95/EU.

Concerning the first point, the second guidelines do not illustrate all the key
principles but focus on the first, namely to disclose material information, better
specifying the double materiality perspective in reporting climate-related infor-
mation. When discussing environmental and social disclosure, the principle of
materiality assumes two perspectives: a financial perspective (or ‘outside-in’ per-
spective) and an environmental and social perspective (or ‘inside-out’ perspec-
tive). Therefore, it is common to talk about the double materiality perspective,
according to which the company should release climate-related information to
understand its development, performance, and position (financial materiality),
and its external impacts on people and the environment (environmental and
social materiality). Users of the information released following the double ma-
teriality perspective include investors, the primary audience of the information
released from a financial perspective, and other stakeholders (i.e. citizens, em-
ployees, and society), the primary audience of the information regarding envi-
ronmental and social perspectives (see Figure 4.3).

Furthermore, from a double materiality perspective, the environmental infor-
mation reported should discuss both the risks of the negative impacts of climate
change on the company’s development, performance, and position, and risks of
the negative impacts of the company’s activities on climate. In addition to the
risks, the company should also report opportunities for the company and climate
based on the implementation of actions to mitigate climate change.
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FIGURE 4.3 The double materiality perspective in releasing environmental disclosure

Then, based on the double materiality perspective, the guidelines resume the
reporting areas of Directive 2014/95/EU, focusing on the thematic aspect of en-
vironmental matters. For each reporting area, the guidelines list climate-related
disclosures companies could report to improve understanding of their develop-
ment, performance, position, and impact of their activities, providing for each
disclosure further guidance and explanation on the information to release (see
Table 4.1).

4.3.3 Transposition of Directive 2014/95/EU into the laws of EU
member states

Directive 2014/95/EU was effective on 5 December 2014. It required larger
companies to prepare a non-financial statement disclosing environmental and
social information for the first time in 2018, referred to as financial year 2017. EU
member states had to transpose the Directive into national law by 6 December
2016.

Member states generally have considerable flexibility in the transposition of a
directive into national law. Regarding Directive 2014/95/EU, the following are
the main aspects for which EU member states can define different requirements:

*  Company scope

*  Reporting features

*  Auditor’s involvement

*  Penalties for non-compliance
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TABLE 4.1 The climate-related disclosure for each reporting area

Reporting area Climate-related disclosures

Business model - Describe the impact of climate-related risks and opportunities on
the company’s business model, strategy and financial planning.

- Describe the ways in which the company’s business model can
impact the climate, both positively and negatively.

- Describe the resilience of the company’s business model and
strategy, taking into consideration different climate-related
scenarios over different time horizons, including at least a 2 °C or
lower scenario and a greater than 2 °C scenario.

Policies - Describe any company policies related to climate, including any
and Due climate change mitigation or adaptation policy.
Diligence - Describe any climate-related targets the company has set as part
Processes of'its policies, especially any GHG emissions targets, and how

company targets relate to national and international targets and to
the Paris Agreement, in particular.

- Describe the board’s oversight of climate-related risks and
opportunities.

- Describe management’s role in assessing and managing climate-
related risks and opportunities and explain the rationale for the
approach.

Outcomes - Describe the outcomes of the company’s policy on climate
change, including the performance of the company against the
indicators used and targets set to manage climate-related risks and
opportunities.

- Describe the development of GHG emissions against the targets set
and the related risks over time.

Principal Risks - Describe the company’s processes for identifying and assessing
and their climate-related risks over the short, medium, and long term and
Management disclose how the company defines short, medium, and long term.

- Describe the principal climate-related risks the company has
identified over the short, medium, and long term throughout
the value chain, and any assumptions that have been made when
identifying these risks. This description should include the
principal risks resulting from any dependencies on natural capitals
threatened by climate change, such as water, land, ecosystems, or
biodiversity.

- Describe processes for managing climate-related risks (if applicable
how they make decisions to mitigate, transfer, accept, or control
those risks), and how the company is managing the particular
climate-related risks that it has identified.

- Describe how processes for identifying, assessing, and managing
climate-related risks are integrated into the company’s overall risk
management. An important aspect of this description is how the
company determines the relative significance of climate-related
risks in relation to other risks.
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GHG emissions

- Direct GHG emissions from sources owned or controlled by the
company.

- Indirect GHG emissions from the generation of acquired and
consumed electricity, steam, heat, or cooling (collectively referred
to as “electricity”).

- All indirect GHG emissions that occur in the value chain of the
reporting company, including both upstream and downstream
emissions.

- GHG absolute emissions target.

Energy

- Total energy consumption and/or production from renewable and
non-renewable sources.

- Energy efficiency target.

- Renewable energy consumption and/or production target.

Physical risks
- Assets committed in regions likely to become more exposed to acute
or chronic physical climate risks.

Products and services

- Percent turnover in the reporting year from products or services
associated with activities that meet the criteria for substantially
contributing to mitigation of or adaptation to climate change as
set out in the Regulation on the establishment of a framework to
facilitate sustainable investment (EU taxonomy).

- Percent investment (CapEx) and/or expenditures (OpEx) in the
reporting year for assets or processes associated with activities that
meet the criteria for substantially contributing to mitigation of or
adaptation to climate change as set out in the Regulation on the
establishment of a framework to facilitate sustainable investment
(EU taxonomy).

Green Finance

- Climate-related Green Bond Ratio (Total amount of green bonds
outstanding (at year-end) divided by (a 5-year rolling average of)
total amount of bonds outstanding).

- Climate-related Green Debt Ratio (Total amount of all green debt
instruments outstanding (at year-end) divided by (a 5-year rolling
average of) total amount of all debt outstanding).

Source: Guidelines on non-financial reporting: Supplement on reporting climate-related informa-

tion (2019a)

Company scope refers to the identification of companies that must prepare a non-

financial statement. According to Directive 2014/95/EU, large undertakings that

are public-interest entities with more than 500 employees must prepare a non-

financial statement. In transposing the Directive into national law, EU member

states had flexibility in the definition of a large undertaking and public-interest
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entity. Therefore, the typology and number of companies that must prepare non-
financial statements differ based on the definition of large undertaking and public
interest entities by EU member states at the time of transposition.

Reporting features refer to the definition of the content to report and identi-
fication of the reporting framework and document in which to disclose informa-
tion. The content to report refers to the four thematic aspects and five reporting
areas identified in Directive 2014/95/EU, which EU member states could adapt
when transposing the Directive into national law. Specifically, some EU mem-
ber states could repeat all the content identified in the Directive, while some
may require companies to release information not included in the Directive.
EU member states could also define different requirements regarding reporting
frameworks in preparing the non-financial statement (i.e. national, Union-based,
or international) and for the disclosure format (i.e. separate report or in the man-
agement report). Although the EU legislator’s intention was to encourage the
release of comparable information on environmental and social issues, possibly,
the disclosure provided by companies operating in different states would be not
comparable because the EU member states defined different reporting features
when they transposed the Directive.

Auditor involvement refers to the possibility that EU member states require an
independent auditor to verify the presence of the non-financial statement and/or
content reported in it. Different transposition into national law render assurance
diverse, influencing the degree of reliability of the information released.

The last point refers to the possibility that EU member states can define
penalties in cases of non-compliance with the national law. Member states had
great margins of discretion in defining the penalties to apply in cases of non-
compliance. Directive 2014/95/EU does not regulate this aspect. However, the
definition of a different penalty in cases of non-compliance could influence the
level and quality of information released on environmental and social matters.
Possibly, companies may adopt different disclosure behaviours based on the di-
verse penalties defined by the EU member state in which they operate.

For the abovementioned aspects, Table 4.2 lists the 28 EU member states,
with the additional countries of Iceland and Norway, that: (1) transposed the
same requirement as it is regulated in the Directive, (2) adapted the requirement
to the existing national law, or (3) omitted the requirement.

To define a large undertaking, the majority of member states adopted the
same requirement as stipulated in Directive 2014/95/EU, namely as one with an
average number of employees exceeding 500 with a total balance sheet exceed-
ing € 20 million or net turnover exceeding € 40 million. However, 11 countries
adopted a different definition, specifying lower values for the threshold of the av-
erage number of employees (e.g. Denmark, Luxembourg, and Sweden identified
the value of 250 employees as the threshold) or of both the balance sheet total
and net turnover (e.g. Belgium). Other states defined a large undertaking with
reference only to the threshold of the average number of employees over 500 (e.g.
Estonia, Portugal, Romania, United Kingdom), or adding to this threshold the
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Directive 2014/95/EU
requirement

The same requirement of
Directive

Requirement adapted to
existing national law

Requirement
omitted into the
national law

Definition of large
undertaking
- average number
of employees
exceeding 500
- total balance sheet
exceeding €
20 million or
net turnover
exceeding € 40
million
Definition of public-
interest entity
- company
with trading
transferable
securities on an
EU Member
State’s regulated
market
- credit institute
- insurance
undertaking
- company designated
as a public-interest
entity by the EU
Member State
Thematic aspects
- environment
- social and employee
matters
- respect for human
rights
- anti-corruption and
bribery matters

19 States

Austria, Bulgaria,
Croatia, Cyprus,
Finland, France,
Germany, Hungary,
Ireland, Italy, Latvia,
Lithuania, Malta, The
Netherland, Norway,
Poland, Slovakia,
Slovenia, Spain

6 States

Estonia, Finland,
Ireland, Malta,
Slovenia, United
Kingdom

29 States

Austria, Belgium,
Bulgaria, Croatia,
Cyprus, Czech
Republic, Denmark,
Estonia, Finland,
France, Germany,
Greece, Hungary,
Iceland, Ireland, Italy,
Latvia, Lithuania,
Luxembourg, Malta,
The Netherland,
Norway, Poland,
Portugal, Slovakia,
Slovenia, Spain,
Sweden, United
Kingdom

11 States

Belgium, Czech
Republic,
Denmark, Estonia,
Greece, Iceland,
Luxembourg,
Portugal,
Romania, Sweden,
United Kingdom

24 States

Austria, Belgium,
Bulgaria, Croatia,
Cyprus, Czech
Republic,
Denmark,
France, Germany,
Greece, Hungary,
Iceland, Italy,
Latvia, Lithuania,
Luxembourg,
The Netherland,
Norway, Poland,
Portugal,
Romania, Slovakia,
Spain, Sweden

1 State

Romania

(Continued)
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TABLE 4.2 Continued

Directive 2014/95/EU
requirement

The same requirement of
Directive

Requirement adapted to
existing national law

Requirement
omitted into the
national law

Reporting areas
- description of the

business model

- description of the
policies and due
diligence

- outcomes of the
policies

- principal risks

- non-financial key
performance
indicators

Reporting framework

- national reporting
framework

- EU-based reporting
framework

- international
reporting
framework

Disclosure format

- within the
management
report

- separate report
available at the
same time of the
management
report, or no later
than six months,
on the company’s
website.

23 States

Austria, Belgium,
Bulgaria, Croatia,
Cyprus, Czech
Republic, Denmark,
Estonia, Finland,
France, Germany,
Hungary, Iceland,
Ireland, Italy,
Luxembourg, The
Netherland, Norway,
Poland, Portugal,
Romania, Slovakia,
United Kingdom

24 States

Austria, Belgium,
Croatia, Cyprus,
Czech Republic,
Estonia, Finland,
France, Germany,
Greece, Hungary,
Iceland, Ireland,
Latvia, Lithuania,
Luxembourg, Malta,
The Netherland,
Norway, Portugal,
Romania, Slovenia,
Sweden, United
Kingdom

7 States

Cyprus, Finland,
Ireland, Luxembourg,
Poland, Portugal,
Romania

7 States

Greece, Latvia,
Lithuania, Malta,
Slovenia, Spain,
Sweden

6 States

Bulgaria, Denmark,
Italy, Poland,
Slovakia, Spain

23 States

Austria, Belgium,
Bulgaria, Croatia,
Czech Republic,
Denmark,
Estonia, France,
Germany, Greece,
Hungary, Iceland,
Italy, Latvia,
Lithuania, Malta,
The Netherland,
Norway, Slovakia,
Slovenia, Spain,
Sweden, United
Kingdom
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Auditor’s involvement 20 States 9 States 1 State
Provide assurance on: Austria, Belgium, Bulgaria, Cyprus, Germany
- the presence of the Croatia, Czech Denmark, France,
non-financial Republic, Estonia, Iceland, Italy,
statement Finland, Greece, Latvia, Romania,
- the content of the Hungary, Ireland, United Kingdom
non-financial Lithuania,
statement Luxembourg, Malta,

The Netherland,
Norway, Poland,
Portugal, Slovakia,
Slovenia, Spain,

Sweden
Penalties for 26 States 4 States
non-compliance Austria, Belgium, Denmark,
Bulgaria, Croatia, Estonia,
Cyprus, Czech The
Republic, Netherland,
Finland, France, Spain

Germany, Greece,
Hungary, Iceland,
Ireland, Italy,
Latvia, Lithuania,
Luxembourg,
Malta, Norway,
Poland, Portugal,
Romania, Slovakia,
Slovenia, Sweden,
United Kingdom

Source: CSR Europe and GRI (2017)

requirement to have exclusively a net turnover over a specific amount (e.g. the
Czech Republic). Greece extended the preparation of the non-financial state-
ment that included a report on environmental and social matters to companies
with more than 10 employees and a total balance sheet exceeding € 700.000 or
net turnover exceeding € 350.000.

For the definition of a public-interest entity, only six countries adopted the
same requirement as in Directive 2014/95/EU. The majority of member states
extended the definition of public-interest entities to companies other than listed
firms, credit institutions, and insurance undertakings, such as to investment
firms (e.g. Hungary), pension funds (e.g. Bulgaria, Croatia, the Czech Republic),
state-limited liability companies (e.g. Denmark, Lithuania), or non-listed larger
companies (e.g. France).

Regarding reporting features, most member states required companies to
release information on the four thematic aspects identified in the Directive
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(1.e. environmental issues, social and employee matters, respect for human rights,
anti-corruption, and bribery matters). Romania added specific topics to each
thematic aspect.

Similarly, the majority of member states required companies to release in-
formation on the five reporting areas identified in the Directive (description
of the business model, description of policies and due diligence, outcomes
of the policies, principal risks, and non-financial KPIs). Greece inserted the
requirement to release data on the due diligence policy at a separate point
from the description of the policies, emphasising this reporting area. The other
six countries (Latvia, Lithuania, Malta, Slovenia, Spain, and Sweden) added
another point, namely ‘an explanation of the sums indicated in the financial state-
ment which are relevant to corporate social responsibility’, as suggested by Directive
2014/95/EU.

For the reporting framework, the majority of member states stated that com-
panies could rely on an international, national, or EU-based reporting framework
to prepare the non-financial statement, allowing great margins for their discre-
tion. Other countries (e.g. Denmark, Spain) added to the previous indication a
list of frameworks that could be used, such as the GRI or EMAS, but confirmed
companies’ flexibility in defining the standard to rely on. Italy and Poland added
the possibility of referring to a mixed reporting methodology based on more
standards. Finally, Bulgaria required reference to a specific framework identified
by the Minister of Finance.

Regarding disclosure format, most member states adapted the Directive
requirement. However, reading the various national laws, few differences are
evident compared to the Directive requirement to include the non-financial
statement in the management report or in a separate report available at the same
time as the management report, or no later than six months thereafter, on the
company’s website. Some countries added the requirement to include the non-
financial statement in the annual report (e.g. Greece, Lithuania) or identified
different months in which to make available the non-financial statement (e.g.
Germany).

Greater variability emerges with respect to auditor involvement. Excepting
Germany, which does not require the auditor’s verification, 20 member states
require the auditor’s verification of only the presence of the non-financial state-
ment. Nine states (Bulgaria, Cyprus, Denmark, France, Iceland, Italy, Latvia,
Romania, and the United Kingdom) also need the auditor’s verification for the
content of the non-financial statement.

Finally, concerning penalties for non-compliance, four member states
(Denmark, Estonia, the Netherlands, and Spain) did not introduce fines. The other
member states specified diverse penalties with reference to other national acts.

In conclusion, the analysis of the transposition of Directive 2014/95/EU
into national laws indicates a lack of homogeneity among member states in
the identification of companies required to prepare non-financial statements.
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Regarding reporting features, although most member states required compa-
nies to release information on the four thematic aspects and five reporting areas
identified in the Directive, companies have great flexibility in identifying their
reporting framework. The option to refer to various reporting frameworks does
not exclude the possibility that different companies adopt diverse guidelines,
rendering the information released non-comparable (Papa et al., 2022; La Torre
et al., 2020).

In addition, the different transpositions into national law of the requirement
concerning the auditor’s involvement brought about a diverse level of assurance
regulated by member states, which reduces the degree of reliability of the infor-
mation released by companies operating in different countries.

4.4 The proposal Corporate Sustainability Reporting Directive

In April 2021, the European Commission issued a proposal for a Corporate
Sustainability Reporting Directive (CSRD), which would modify the existing
requirements on the environmental and social information to release. This was
to overcome critical issues that emerged after the implementation of Directive
2014/95/EU. In the proposal, the European Commission highlighted the inad-
equacy of Directive 2014/95/EU in satistying the information needs of various
stakeholders (Papa et al., 2022), which emerged during the public consultation
by the European Commission to collect stakeholders’ views on possible revisions
to Directive 2014/95/EU that ended in June 2020. First, most companies do not
fall into the scope of the Directive; therefore, they do not have to prepare a
non-financial statement despite that stakeholders are interested in their orienta-
tion to environmental and social matters and would like to receive information
on these topics. According to the European Commission, only around 11,700
large companies and groups are required to prepare a non-financial statement
according to existing requirements. In addition, when information is released,
it is often non-comparable and difficult for users to find. In fact, companies do
not have precise indications of how and what to disclose, or where to report
the information. The possibility of referring to different reporting frameworks,
flexibility in decisions regarding specific items of information to release and
presentation format thereof, and discretion in defining whether to include the
non-financial statement in the management report or to prepare a separate re-
port generate confusion among companies. Finally, the decision of some EU
member states to exclusively require the assurance of the existence of a non-
financial statement, and others’ choice to extend that assurance to the content
thereof reduces the reliability of the information released by companies operat-
ing in different countries.®

To overcome these critical issues, the European Commission issued a pro-
posal for the CSRD to boost comparability, reliability, and easy access for stake-
holders to environmental and social information, and to ensure sustainability



140 Regulatory frameworks for environmental disclosure

information’ (the new term) is released by more companies.® To achieve this aim,
the new directive proposes:

1 Extending the requirement to report sustainability information to other
companies, in particular, to all large companies and listed companies (except
listed micro-companies)

2 Better specifying the sustainability information to disclose, requiring com-
panies to release it in accordance with mandatory EU sustainability report-
ing standards

3 Requiring the provision of an assurance of the sustainability information
released

4 Requiring companies to disclose the information in a digital and machine-
readable format.

Regarding (1), the proposal for a CSRD aims to modify Article 19a of Account-
ing Directive 2013/34/EU by expanding the scope of the sustainability reporting
requirements to all large companies and listed companies (both large and small
and medium-sized, except listed micro-companies). Therefore, in the proposal,
there is no reference to the threshold for the average number of employees. Con-
sistent with the ‘think small first’ principle, non-listed small and medium-sized
companies and all micro-companies (listed and non-listed) are excluded as it
could be too onerous for them to prepare a sustainability report. In addition, to
contain the reporting costs for listed small- and medium-sized companies, the
proposal states that these companies must prepare a sustainability report as of
January 2026.

With this amendment to the Accounting Directive, the European Commis-
sion aims to ensure that all companies for whom stakeholders want to receive
sustainability information disclose such data. By encouraging a wider diffusion of
sustainability information from a greater number of companies, the proposal also
aims to boost the allocation of private funds to green investments, as required by
the Sustainability-related Disclosure Regulation and Taxonomy Regulation discussed in
the first paragraph of this chapter. In the Impact Assessment accompanying the
proposal, the European Commission estimated that the proposed revision in the
scope would increase the number of companies that must release sustainability
information to approximately 49,000, compared to the 11,600 that must report
this information according to the existing requirements.

Regarding (2), the proposal for a CSRD aims to modify Article 19a of
Accounting Directive 2013/34/EU by inserting details on the sustainability in-
formation companies must release. First, the proposal no longer refers to the four
thematic aspects, but only mentions sustainability matters, defined as the sustain-
ability factors laid down in Regulation (EU) 2019/2088 (i.e. environmental is-
sues, social and employee matters, respect for human rights, anti-corruption, and
anti-bribery matters). Therefore, the thematic aspects to discuss in the sustain-
ability report have not really changed. Regarding reporting areas, the proposal
introduces new information to disclose in addition to the five existing reporting
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areas. Specifically, the proposal requires companies to release additional informa-
tion on the strategy pursued, targets defined and progress achieved, function of
the board, adverse impacts related to the company value chain, actions to reduce
these negative impacts, and intangibles (e.g. intellectual, human, social, and re-
lationship capital). Companies must also describe the process followed to define
the information to release using the double materiality perspective.

Another important novelty in the proposal for a CSRD is the introduction of
the requirement to disclose both forward-looking and retrospective information,
as well as both qualitative and quantitative information. With this requirement,
the European Commission highlights the importance of paying attention to both
the disclosure quantity and quality, intended in terms of the time orientation
(forward-looking or retrospective) and nature (qualitative or quantitative) of the
information released.

Furthermore, the proposal for a CSRD requires companies to release sustain-
ability information in accordance with mandatory EU sustainability reporting
standards that need to be developed, allowing small- and medium-sized compa-
nies to refer to sustainability reporting standards specific to them. The proposal
achieves this aim by inserting Articles 19b (Sustainability Reporting Standards)
and 19¢ (Sustainability Reporting Standards for SMEs) in Accounting Directive
2013/34/EU.

According to Article 19b, the European Commission should adopt delegated
acts to implement sustainability reporting standards, which should be based on
existing standards, frameworks, and rules specifically identified in the article.
These sustainability reporting standards shall identify both the sustainability in-
formation to release and the structure of its presentation. Article 19b requires
the European Commission to adopt the first set of standards by October 2022
to identify the items of information companies must report for all sustainability
matters and reporting areas identified. The European Commission should adopt
the second set of standards by October 2023 to identify complementary infor-
mation companies should report for all sustainability matters and reporting areas
identified, as well as sector-specific disclosures. In addition, Article 19b identifies
the qualitative characteristics the information has to respect, affirming that ‘the
sustainability reporting standards [...[ shall require that the information to be reported is un-
derstandable, relevant, representative, verifiable, comparable, and is represented in a faithful
manner’. Finally, Article 19b contains an indicative list of information items that
sustainability reporting standards should specify for each thematic aspect. For ex-
ample, for environmental issues, the proposal for a CSR D specifies the following
items of information in this regard:

¢ Climate change mitigation

*  Climate change adaptation

*  Water and marine resources

*  Resource use and circular economy
*  Pollution

*  Biodiversity and ecosystems
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Article 19¢ requires the European Commission to adopt delegated acts to imple-
ment sustainability reporting standards for small- and medium-sized companies
by October 2023.

In the Impact Assessment accompanying the proposal, the European Com-
mission estimated that the proposed revision would increase the number of
companies that apply sustainability reporting standards compared to the assessed
20% of companies that fully adopt any sustainability reporting standards. In ad-
dition, standardising the information to release would elicit more comparable
disclosures.

Regarding the development of sustainability reporting standards, in June
2020, the European Commission mandated the European Financial Report-
ing Advisory Group (EFRAG) to undertake preparatory work for possible EU
sustainability reporting standards. In March 2021, EFR AG published two rec-
ommendations. The first is entitled Proposals for a relevant and dynamic EU sus-
tainability reporting standard-setting and suggests a roadmap for the development of
an inclusive set of EU sustainability reporting standards. The second is entitled
Potential need for changes to the governance and funding of EFRAG and suggests how
to modify EFRAG’s governance structure to guarantee the development of
EU sustainability reporting standards using a complete and rigorous process. In
May 2021, the European Commission asked EFR AG to start technical work to
develop draft sustainability reporting standards coherent with the requirements
set out in the proposal. In June 2021, EFRAG launched a public consulta-
tion and in March 2022, published the Due Process Procedures for Sustainability
Standard-Setting (DPP), which contains provisions useful for the preparation of
draft EU sustainability reporting standards by EFR AG. In April 2022, EFR AG
developed exposure drafts on Draft European Sustainability Reporting Standards,
and launched a public consultation on this exposure draft, setting the deadline
as 8 August 2022.

Regarding (3), the proposal for a CSRD requires the assurance of the sustain-
ability information released. Specifically, the proposal aims to amend Article 34
of Accounting Directive 2013/34/EU by inserting the requirement of the audi-
tor to

express an opinion based on a limited assurance engagement as regards the compli-
ance of the sustainability reporting with the requirements of this Directive, including
the compliance of the sustainability reporting with the reporting standards adopted
pursuant to Article 19b, the process carried out by the undertaking to identify the
information reported pursuant to those reporting standards.

In the Impact Assessment accompanying the proposal, the European Commis-
sion estimated that the proposed revision would increase the number of com-
panies that assure their sustainability reporting compared to the assessed 30%
of companies that currently obtain some form of assurance. In addition, the
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assurance of the information to release, although limited, would result in more
reliable disclosures.

Finally, regarding (4), the proposal for a CSR D requires companies to disclose
information in a digital and machine-readable format. Specifically, the proposal
aims to amend the Accounting Directive by inserting Article 19d, which requires
companies to prepare their ‘financial statements and management report in a single
electronic reporting format [...] and to mark-up sustainability information as and when
specified’. In the Impact Assessment accompanying the proposal, the European
Commission estimated that the proposed revision would ensure more disclosures
that are easy to find and use for stakeholders.

In conclusion, when issued, the new CSRD will encourage the release of
more comparable, reliable, and easy-to-access sustainability information.

Notes

1 Since 1973, the Commission of the European Communities implemented different
Environmental Action Programmes to define the environmental agenda and Union
actions in environmental fields.

2 The EU expressed the need to align the Fourth and Seventh Council Directives to
developments in the IAS/IFRS standards several years earlier. Thus, this request was
already present in the Communication ‘Accounting Harmonisation: A New Strategy
vis-a-vis International Harmonisation’ issued by the European Commission in 1995.

3 The bold and underline have been inserted by the author.

4 Both the guidelines were issued in 2009. The title of the first guidance is La relazione
sulla gestione art. 2428 codice civile. The title of the second guidance is La relazione sulla
gestione art. 2428 codice civile. Informativa sull’ambiente e sul personale.

5 The European Parliament issued both resolutions Corporate Social Responsibility:
Accountable, transparent, and responsible business behaviour and sustainable growth and Cor-
porate Social Responsibility: Promoting society’s interests and a route to sustainable and inclusive
recovery in February 2013.

6 The European Commission also identified the same critical issues in the report on the
review clauses in Directives 2013/34/EU, 2014/95/EU, and 2013/50/EU published in
2021. With reference to the review clause in Directive 2014/95/EU, the document
reports the answers to the 2020 public consultation, according to which: 1) 84% of
users identified the limited comparability of non-financial information as an impor-
tant problem; 2) 82% of respondents noted that the adoption of a common reporting
standard could resolve the problem of a lack of comparability; 3) 73% of respond-
ents identified the limited reliability of non-financial information as an important
problem; 4) 70% of respondents would extend the scope of the Directive to all large
companies, and 62% to all listed companies.

7 The European Commission introduced the term ‘sustainability information’ because
many stakeholders contended that the term ‘non-financial’ was inaccurate, as it sug-
gested the information was not financially relevant.

8 When issued, the new directive will amend various existing directives. In particular,
it will amend: 1) the Accounting Directive, introducing the concept of sustainability
reporting and modifying existing provisions on the environmental and social re-
porting; 2) Audit Directive and Regulation, inserting the requirement to provide an
assurance of the environmental and social information released; and 3) Transparency
Directive, requiring the disclosure of environmental and social information to all
listed companies independently from the average number of employees.
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MAIN STANDARDS AND GUIDANCE
FOR ENVIRONMENTAL DISCLOSURE

5.1 Introduction

In the last few decades, a large number of international standards frameworks
have been developed by various parties. From the start, the stated goal has been to
improve companies’ corporate sustainability and related reporting by developing
common and shared practices and language capable of facilitating the compara-
bility of disseminated information, organisational transparency, and accounta-
bility. The expansion of political and social struggle movements that marked the
1960s and 1970s, characterised by heated debates on environmental degradation
and the need for corporate ethics, appears to have provided the initial push (Gray,
2004, 2003; Gray et al., 1996; Parker, 1986; Puxty, 1986).

The contribution of standard setters has become critical in indicating to or-
ganisations the contents and forms of dissemination of the social, environmental,
and economic impacts of corporate activities, which has grown in tandem with
the growth of interest in sustainability reporting by companies, public opinion,
and academia (D’Andrea, 2020).

Several models have been created to assist businesses in reporting environ-
mental and social sustainability (Bartels et al., 2016; Andrew and Cortese, 2011;
Reynolds and Yuthas, 2008; Albuquerque et al., 2007; Ransburg and Vagasi,
2007; Kolk, 2004).

In their 2012 paper, Jones and Ratnatun mention six important worldwide
standards: the AccountAbility (AA) guidelines, Global Compact principles,
Global Reporting Initiative (GRI) guidelines, International Integrated Report-
ing Council (IIRC) framework, ISO26000 guidelines, and SA8000 guidelines.
According to Brown et al. (2009), more than 30 international frameworks for
sustainability reporting have been developed by various organisations, including
the GRI, AA, IIRC, and Sustainability Accounting Standards Board (SASB).
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Numerous studies (Tschopp and Huefner, 2015; Tschopp and Nastanski,
2014; Stubbs and Higgins, 2012; Dumay et al., 2010; Adams and Evans, 2004)
showed that the AA1000 (AccountAbility Principles Standards) and GRI are the
most commonly used frameworks in the preparation of sustainability reports, and
the IIRC conceptual framework is the main framework for drafting integrated
reports (Stacchezzini et al., 2016; Thomson, 2015).

Some of these frameworks provide companies with guidelines and policies
for responsible corporate strategies and policies, while others establish concepts,
norms, practices, metrics, and tools for social, environmental, and economic im-
pact reporting. Some frameworks apply to all companies, whereas others focus
on certain industries or a single issue such as greenhouse gas emissions, climate
change, or forest damage.

As academics from numerous disciplines became more interested in sustainabil-
ity reporting, initiatives to categorise worldwide standards frameworks expanded in
number. The most appropriate classification for this text is that of the KPMG, United
Nations Environment Programme (Unit for Corporate Governance in Africa), and
The Global Reporting Initiatives report ‘Carrots and Sticks: Global Trends in Sus-
tainability Reporting, Regulation, and Policy’ (King et al., 2016). The following
classification is used in the report: normative, management, and reporting frame-
works. The United Nations Global Compact principles and OECD Guidelines, for
example, are classified in the first category, as they provide framework regulations
to assist organisations in shaping their sustainability strategy and management ap-
proach, and measuring their impacts. Instead, ISO 26000 is a management standard
that helps firms understand and define the concept of corporate social responsibility.
Finally, the GRI Standards fall into the third category, as they provide firms with
sustainable reporting guidelines, information, and measurements.

Given the goal of this study, the next pages of the chapter examine some of
the most important frameworks from the third group, namely those classified as
reporting frameworks, and analyse their advantages and disadvantages. In par-
ticular, Sections 5.2, 5.3, and 5.4 examine the history and distinctive qualities of
the GRI Standards, International IIRC Framework, and AA1000, respectively.

5.2 The GRI standards

The GRI standards are the most commonly accepted international sustainability
reporting guidelines. They are a modular set of interconnected standards that
enable companies to publicly report the effects of their operations in a transparent
manner to interested parties. GRI was created to assist organisations in being
transparent with their stakeholders and taking responsibility for their influence
on a sustainable future. Furthermore, the GRI standards play an important role
in standardising sustainability reporting. Part of their mission is to create a global
standard language for organisations to disclose their impacts. This allows parties
to have a more informed conversation and improve their decision-making pro-
cesses regarding the consequences.
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The GRI is a Boston-based non-profit organisation created in 1997. It was a
collaboration between the United Nations Environmental Programme and Coa-
lition for Environmentally Responsible Economies (CER ES), an American non-
governmental organisation.

In 2000, the first version of the GRI Guidelines (G1) was released. It was
established with the goal of developing an accounting system that would allow
businesses to track their environmental impacts. Subsequently, the focus shifted
to social and economic themes. The GRI moved to Amsterdam in 2002 and
released the first update of the guidelines (G2) (Figure 5.1).

The guidelines were broadened and refined as the need for GRI reporting
and uptake from organisations increased, resulting in G3 (2006) and G4 (2013).

In 2016, the GRI’s Global Sustainability Standards Board released the first
global standards. They are based on previous guidelines and incorporate all the
key principles developed in the past to help every organisation disclose its influ-
ence on the environment, economic growth, and society. These standards were
created with a flexible structure and clear requirements to create a common lan-
guage for organisations and stakeholders, and to improve global comparability
and the quality of information on these impacts, allowing for greater transpar-
ency, accountability, and stakeholder engagement. The GRI standards are still
being revised and expanded, with new topic standards on tax and waste coming
out in 2019 and 2020, respectively.

With increasing global interest in sustainability reporting, the GRI expanded
its network by adding regional offices in Brazil (2007), China (2009), India
(2010), the United States (2011), South Africa (2013), Colombia (2014), and Sin-
gapore (2019).
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FIGURE 5.1 History of GRI standards
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Disclosures, which might include requirements, recommendations, and guide-
lines, are included in the actual structure of the GRI standards. The information
an organisation must report or instructions it must follow and report in accord-
ance with the GRI standards are listed in the requirements. Recommendations
imply that certain information or a specific course of action is recommended but
not mandated. The guidelines may contain background information, explana-
tions, and examples to help with comprehension.

The 2021 version of the standards is the most recent. The GRI Standards
are divided into four series: one for universal standards (GRI 101 Foundation,
GRI 102 General Disclosures, GRI 103 Material Topic) and three for specific
(or topic) standards for the three fundamental dimensions of sustainability: eco-
nomic, environmental, and social sustainability (GRI 200 Economic, GRI 300
Environmental, GRI 400 Social). There are also sector supplements (GRI Sec-
tor) that offer sector-specific performance metrics and integrate the Guidelines
with interpretations of and recommendations for their application.

Based on the abovementioned classification, the modular structure of the
standards is depicted in the figure (Figure 5.2).

The GRI universal standards, which include GRI 101, 102, and 103, apply to
all organisations.

GRI 101 (Foundation) outlines the basic concepts for establishing the content
and quality of the report. It outlines the requirements for an organisation to
report in accordance with the GRI Standards. It also provides fundamental prin-
ciples of good reporting, such as accuracy, balance, and verifiability. It is feasible
to determine the aspects of the company that have major impacts on stakeholders
using the GRI 101 principles. It is possible to apply the specific standards (GRI
200, 300 and 400) once the significant implications are recognised.

( GRI Standards ]

Universal Standards Sector Standards Topic Standards

Requirements and
principles for using the
GRI Standards
Disclosures about the c
reporting organization
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Disclosures and ] c
guidance about the
organization's material
topics
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FIGURE 5.2 Structure of GRI standards
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GRI 102 (General Disclosure) is used to report data on the company’s context
and reporting practices. This comprises details on the company’s profile, strat-
egy, ethics, integrity, governance, and how stakeholders can be involved in the
reporting process.

GRI 103 (Material Topic), on the other hand, explains how an organisation
can identify the topics most relevant to its impacts, i.e. its material topics, and
how sector standards are used in this process. It also includes disclosures on the
company’s material topic list, the process by which the organisation selects its
material topics, and how each topic is managed.

Numerous specific standards are included in the GRI 200, 300, and 400 se-
ries, which can be used to report a company’s economic, environmental, and
social impacts. Disclosures for providing information on issues are included in
these standards. A few examples are standards for trash, occupational health, and
safety. Each standard includes a general overview of the subject as well as spe-
cific disclosures about the subject and how an organisation handles its associated
affects. An organisation chooses topic standards relevant to the material themes
identified and reports on them.

Finally, the sector standards intend to increase the quality, completeness, and
consistency of reporting by organisations. Standards will be developed for 40
sectors, starting with those with the highest impacts, such as oil and gas, ag-
riculture, aquaculture, and fishing. The standards identify topics expected to
be material for most firms in a given sector and the disclosures that should be
made to report on them. When reporting using the GRI Standards, an entity
must apply a relevant sector standard if one exists. Each sector standard has two
sections: an introduction and a main section. The first provides an overview of
the sector’s features as well as the activities and business relationships that may
underpin its effects. The main section highlights the most likely material subjects
in the industry. A sector standard may also include extra disclosures not included
in a topic standard, such as when the topic standard’s disclosures do not provide
enough information regarding an organisation’s impacts on the issue.

GRI 101 is the foundation for all organisations that choose to report using the
GRI standards. It lays out principles and key concepts, listing the requirements
for reporting in accordance with the GRI Standards (Figure 5.3).

First, a company must define its impacts and estimate the importance thereof.
The organisation can accomplish this work with the support of sector standards,
which outline the features of an industry that underpin its impacts. A corpora-
tion must consider the impacts indicated in the sector standards and determine
whether they apply to it.

Understanding the context of an organisation is critical in understanding and
analysing the magnitude of its impacts. GRI 102 assists this process by defining
detailed disclosures for several aspects of an organisation’s activities. GRI 103
shows how to identify and evaluate impacts as well as their importance.

Once a company has assessed the significance of its impacts, it must identify
its material topics. In other words, the company must decide which impacts to
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FIGURE 5.3 Reporting using the GRI standards

report. This work is made easier by grouping the impacts into topics such as wa-
ter and effluents or child labour. This suggests which topics are most relevant to
an organisation’s activities.

The company must then choose topic standards that relate to the material
topics identified and reported on. Sector standards are also useful during this
stage of the material topic selection process. If a relevant sector standard exists, an
organisation must use it when reporting in accordance with the GRI Standards.

When a company decides on its material topics, it must collect appropriate
data to report specific information on each topic.

If an organisation is unable to comply with some reporting requirements, it
may be entitled to omit the information in certain circumstances, provided that a
good justification is provided for the omission. There are also recommendations
and guidelines that would improve the quality and transparency of a report in
addition to the requirements listed under these disclosures.

Organisations can choose between two levels of conformance to the GRI
standards for non-financial reports: ‘Core’” or ‘Comprehensive’.

According to the ‘Core’ choice, the report comprises the bare minimum of
data necessary to comprehend the organisation’s nature, material aspects, and
associated impacts, and how these are managed. The report created with the
‘Comprehensive’ option adds to the basic information, such as more on the strat-
egy pursued, organisation’s ethics and integrity, and its governance. In addi-
tion, this report contains more thorough information about the material aspects
according to all guidelines provided in the standard specifications. However,
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organisations can employ a hybrid option such as the ‘GRI-referenced’ option.
This option allows companies to choose which standards or pieces of content
they want to use.

The GRI has received much attention from organisations worldwide, and is
now considered the most important international framework for sustainability
reporting (Federation of European Accountants, 2016). According to a recent
KPMG survey, the GRI framework will be used by 67% of the world’s top 100
firms (N100) and 73% of the world’s 250 largest organisations (G250) by revenue
in 2020 based on the Fortune 500 ranking (KPMG, 2020).

The increased need for stakeholders’ knowledge regarding non-financial
performance and the connected need to standardise corporate reporting prac-
tices have pushed legislators to intervene. In the European context, Directive
2014/95/EU (NFRD) represents the most important factor in improving corpo-
rate transparency and accountability for social and environmental issues.

This Directive began the process of unifying corporate reporting practices,
enhancing information comparability, and thereby addressing stakeholders’
interests. The EU Directive mentions several international frameworks and
guidelines organisations can use to prepare non-financial reports, such as the
Eco-Management and Audit Scheme (EMAS), United Nations (UN) Global
Compact Guiding Principles on Business and Human Rights, Organization for
Economic Co-operation and Development (OECD) Guidelines for Multina-
tional Enterprises, and International Organization for Standardization (ISO).

The GRI and NFRD are inextricably linked. The GRI recently released a
document (Linking the GRI Standards with the European Directive on Non-financial
and Diversity Disclosure) that demonstrates how to use the GRI Standards to meet
the directive’s disclosure requirements.

In the context of the GRI Standards, the environmental dimension of sus-
tainability concerns an organisation’s impacts on living and non-living natural
systems including land, air, water, and ecosystems. The related GRI standards are
301 Materials, 302 Energy, 303 Water and Effluents, 304 Biodiversity, 305 Emis-
sions, 306 Waste, 307 Environmental Compliance, and 308 Supplier Environ-
mental Assessment. The Standards contain disclosures that provide a structured
means for an organisation to report information about itself and its environmen-
tal impacts. Disclosures can have requirements and include recommendations
and guidance.

Regarding GR1I 301, the information the standards (requirements) demand
is separated into macrogroups. Each macrogroup refers to a collection of similar
data. The first group includes ‘Materials used by weight or volume’ to produce or
package an organisation’s primary products and services during the reporting pe-
riod, distinguishing recyclable and non-recyclable materials. The second group
includes ‘Recycled input materials used’, expressed as a percentage. The third
group includes ‘Reclaimed products and their packaging materials’, expressed as
a percentage. Data collection methods are also included.
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The recommendations included in disclosure 301-1 state that when compiling
the specified information, the reporting organisation should include the follow-
ing material types in the calculation of total materials used: (1) raw materials
(1.e. natural resources used for conversion to products or services, such as ores,
minerals, and wood); (2) associated process materials (i.e. materials needed for
the manufacturing process but that are not part of the final product, such as lu-
bricants for manufacturing machinery); (3) semi-manufactured goods or parts
including all forms of materials and components other than raw materials that are
part of the final product; and (4) materials for packaging purposes, including pa-
per, cardboard, and plastics. Furthermore, the company should indicate whether
each material type was obtained from external suppliers or sourced internally,
and whether the data were estimated or derived from direct measurements for
each material type. If the data were estimated, the organisation should explain
how this was done. Finally, the disclosure 301-1 guidance states that the reported
consumption statistics must reflect the content in its original state and should not
be subjected to further data manipulation.

GRI 302 (Energy) is similarly structured. The first group of information re-
quired by the standard includes the ‘Energy consumption within the organiza-
tion’, distinguishing fuel consumption (in joules or multiples) according to its
origin from renewable or non-renewable sources. The reporting organisation
should specity the type of fuel used. The second group includes the energy used
outside the organisation. The third category includes the energy intensity ra-
tio of an organisation’s activity. The fourth and fifth relate, respectively, to the
indication of the reduction of energy consumed as a direct result of company
initiatives, and as the energy needs of the goods and services obtained during the
reporting period, the type of energy subject to the reduction and amount of the
reduction — expressed in quantitative terms — must be specified and calculation
methods and assumptions indicated.

The standards also include advice and recommendations. For example, they
advise reporting organisations to use consistent conversion factors for the given
data and if practicable, to convert gasoline to joules or multiples using local
conversion factors. Furthermore, the standard specifies the context of these data,
stating that electricity is the only significant type of energy consumed by some
enterprises. However, others may rely on energy sources such as steam or water
from a district heating plant or chilled water plant.

Energy can be purchased from external sources or produced by the organ-
isation. Fuel sources could be non-renewable (fuel for combustion in boilers,
furnaces, heaters, turbines, flares, incinerators, generators, and vehicles owned or
controlled by the organisation) or renewable (biofuels and biomass).

The following table reports requirements related to environmental issues
(Table 5.1).!
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TABLE 5.1 GRI requirements related to environmental issues

Disclosure

Requirements
The reporting organisation shall report the following information

GRI 301: Materials 2016
301-1 Materials used by
weight or volume

301-2 Recycled input

materials used

301-3 Reclaimed products
and their packaging
materials

GRI 302: Energy 2016

302-1 Energy
consumption within the
organisation

302-2 Energy
consumption outside of
the organisation

a  Total weight or volume of materials that are used
to produce and package the organisation’s primary
products and services during the reporting period, by:
e non-renewable materials used;

* renewable materials used.

a  Percentage of recycled input materials used to
manufacture the organisation’s primary products and
services.

a  Percentage of reclaimed products and their packaging
materials for each product category.

b How the data for this disclosure have been collected.

a Total fuel consumption within the organisation from
non-renewable sources, in joules or multiples, and
including fuel types used.

b Total fuel consumption within the organisation
from renewable sources, in joules or multiples, and
including fuel types used.

¢ Injoules, watt-hours or multiples, the total:

i electricity consumption
i1 heating consumption
iii cooling consumption
v steam consumption

d In joules, watt-hours or multiples, the total:
i electricity sold
i1 heating sold
iii cooling sold
iv steam sold

e Total energy consumption within the organisation, in
joules or multiples.

f Standards, methodologies, assumptions, and/or
calculation tools used.

Source of the conversion factors used.

a  Energy consumption outside of the organisation, in
joules or multiples.

b Standards, methodologies, assumptions, and/or
calculation tools used.

¢ Source of the conversion factors used.

(Continued)
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TABLE 5.1 Continued

Disclosure

Requirements

The reporting organisation shall report the following information

302-3 Energy intensity

302-4 Reduction of
energy consumption

302-5 Reductions in
energy requirements of
products and services

o

Energy intensity ratio for the organisation.
Organisation-specific metric (the denominator)
chosen to calculate the ratio.

Types of energy included in the intensity ratio;
whether fuel, electricity, heating, cooling, steam, or
all.

Whether the ratio uses energy consumption within
the organisation, outside of it, or both.

Amount of reductions in energy consumption
achieved as a direct result of conservation and
efficiency initiatives, in joules or multiples.

Types of energy included in the reductions; whether
fuel, electricity, heating, cooling, steam or all.

Basis for calculating reductions in energy
consumption, such as base year or baseline, including
the rationale for choosing it.

Standards, methodologies, assumptions, and/or
calculation tools used.

Reductions in energy requirements of sold products
and services achieved during the reporting period, in
joules or multiples.

Basis for calculating reductions in energy
consumption, such as base year or baseline, including
the rationale for choosing it.

Standards, methodologies, assumptions, and/or
calculation tools used.

GRI 303: Water and Effluents 2018

303-1 Interactions with
water as a shared
resource

a

A description of how the organisation interacts with
water, including how and where water is withdrawn,
consumed, and discharged, and the water-related
impacts the organisation has caused or contributed to,
or that are directly linked to its operations, products,
or services by its business relationships (e.g. impacts
caused by runoff).

A description of the approach used to identify water-
related impacts, including the scope of assessments,
their timeframe, and any tools or methodologies used.
A description of how water-related impacts are
addressed, including how the organisation works with
stakeholders to steward water as a shared resource,
and how it engages with suppliers or customers with
significant water-related impacts.



Main standards and guidance for environmental disclosure 159

303-2 Management of
water discharge-related
impacts

303-3 Water withdrawal

303-4 Water discharge

a

a

An explanation of the process for setting any
water-related goals and targets that are part of the
organisation’s approach to managing water and
effluents, and how they relate to public policy and the
local context of each area with water stress.

A description of any minimum standards set for

the quality of effluent discharge, and how these

minimum standards were determined, including:

i how standards for facilities operating in locations
with no local discharge requirements were
determined;

ii any internally developed water quality standards or
guidelines;

iii any sector-specific standards considered;

iv. whether the profile of the receiving waterbody was
considered.

Total water withdrawal from all areas in megaliters,

and a breakdown of this total by the following

sources, if applicable:

i Surface water;

ii Groundwater;

ii1 Seawater;

iv  Produced water;

v Third-party water.

Total water withdrawal from all areas with water

stress in megaliters, and a breakdown of this total by

the following sources, if applicable:

i Surface water;

i ii. Groundwater;

i1 Seawater;

iv Produced water;

v Third-party water, and a breakdown of this total
by the withdrawal sources listed in i—iv.

A breakdown of total water withdrawal from each of

the sources listed in Disclosures 303-3-a and 303-3-b

in megaliters by the following categories:

i Freshwater (<1,000 mg/L Total Dissolved Solids);

ii  Other water (>1,000 mg/L Total Dissolved Solids).

Any contextual information necessary to understand

how the data have been compiled, such as any

standards, methodologies, and assumptions used.

Total water discharge to all areas in megaliters, and

a breakdown of this total by the following types of

destination, if applicable:

i Surface water;

ii  Groundwater;

(Continued)
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TABLE 5.1 Continued

Disclosure

Requirements
The reporting organisation shall report the following information

303-5 Water consumption

GRI 304: Biodiversity 2016

304-1 Operational sites
owned, leased, managed
in, or adjacent to,
protected areas and areas
of high biodiversity
value outside protected
areas

o

a

111 Seawater;

iv. Third-party water, and the volume of this total
sent for use to other organisations, if applicable.

A breakdown of total water discharge to all areas in

megaliters by the following categories:

i Freshwater (<1,000 mg/L Total Dissolved Solids);

it Other water (>1,000 mg/L Total Dissolved Solids).

Total water discharge to all areas with water stress

in megaliters, and a breakdown of this total by the

following categories:

i Freshwater (<1,000 mg/L Total Dissolved Solids);

ii  Other water (>1,000 mg/L Total Dissolved Solids).

Priority substances of concern for which discharges

are treated, including:

i how priority substances of concern were defined,
and any international standard, authoritative list or
criteria used;

ii the approach for setting discharge limits for
priority substances of concern;

iii the number of incidents of non-compliance with
discharge limits.

Any contextual information necessary to understand

how the data have been compiled, such as any

standards, methodologies, and assumptions used.

Total water consumption from all areas in megaliters.

Total water consumption from all areas with water

stress in megaliters.

Change in water storage in megaliters, if water storage

has been identified as having a significant water-

related impact.

Any contextual information necessary to understand

how the data have been compiled, such as any

standards, methodologies, and assumptions used,
including whether the information is calculated,
estimated, modelled, or sourced from direct
measurements, and the approach taken for this, such
as the use of any sector-specific factors.

For each operational site owned, leased, managed

in, or adjacent to, protected areas and areas of high

biodiversity value outside protected areas, the

following information:

i Geographic location;

ii  Subsurface and underground land that may be
owned, leased, or managed by the organisation;
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304-2 Significant impacts
of activities, products
and services on
biodiversity

304-3 Habitats protected
or restored The
reporting organisation
shall report the
following information:

a

il Position in relation to the protected area (in the
area, adjacent to, or containing portions of the
protected area) or the high biodiversity value
area outside protected areas;

iv. Type of operation (office, manufacturing or
production, or extractive);

v Size of the operational site in km2 (or another
unit, if appropriate);

vi  Biodiversity value characterised by the attribute
of the protected area or area of high biodiversity
value outside the protected area (terrestrial,
freshwater, or maritime ecosystem);

vii Biodiversity value characterised by listing of’
protected status (such as [UCN Protected Area
Management Categories, Ramsar Convention,
national legislation).

Nature of significant direct and indirect impacts on

biodiversity with reference to one or more of the

following:

i Construction or use of manufacturing plants,

mines, and transport infrastructure;

ii  Pollution (introduction of substances that do not
naturally occur in the habitat from point and non-
point sources);

iii Introduction of invasive species, pests, and
pathogens;

iv. Reduction of species;

v Habitat conversion;

vi Changes in ecological processes outside the natural
range of variation (such as salinity or changes in
groundwater level).

Significant direct and indirect positive and negative

impacts with reference to the following:

i Species affected;

ii Extent of areas impacted;

i1i Duration of impacts;

iv Reversibility or irreversibility of the impacts.

Size and location of all habitat areas protected or
restored, and whether the success of the restoration
measure was or is approved by independent external
professionals.

Whether partnerships exist with third parties to
protect or restore habitat areas distinct from where
the organisation has overseen and implemented
restoration or protection measures.

Status of each area based on its condition at the close
of the reporting period.

Standards, methodologies, and assumptions used.

(Continued)
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TABLE 5.1 Continued

Disclosure

Requirements

The reporting organisation shall report the following information

304-4 TUCN Red List
species and national
conservation list species
with habitats in areas
affected by operations

GRI 305: Emissions 2016

305-1 Direct (Scope 1)
GHG emissions

305-2 Energy indirect
(Scope 2) GHG

emissions

a

Total number of [UCN Red List species and national
conservation list species with habitats in areas affected
by the operations of the organisation, by level of
extinction risk:

a  Critically endangered

b Endangered

¢ Vulnerable

d Near threatened

e v. Least concern

Gross direct (Scope 1) GHG emissions in metric tons

of CO, equivalent.

Gases included in the calculation; whether CO,, CHy,

N, O, HEC,, PEC,, SF,, NFs, or all.

Biogenic CO, emissions in metric tons of CO,

equivalent.

Base year for the calculation, if applicable, including:

i the rationale for choosing it;

ii emissions in the base year;

iii the context for any significant changes in
emissions that triggered recalculations of base year
emissions.

Source of the emission factors and the global warming

potential (GWP) rates used, or a reference to the

GWP source.

Consolidation approach for emissions; whether equity

share, financial control, or operational control.

Standards, methodologies, assumptions, and/or

calculation tools used.

Gross location-based energy indirect (Scope 2) GHG

emissions in metric tons of CO, equivalent.

If applicable, gross market-based energy indirect

(Scope 2) GHG emissions in metric tonsofCO,

equivalent.

If available, the gases included in the calculation;

whether CO,, CHy, N, O, HFCs, PFCs, SFg, NF3,

or all.

Base year for the calculation, if applicable, including:

i the rationale for choosing it;

ii emissions in the base year;

iii the context for any significant changes in
emissions that triggered recalculations of base year
emissions.
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305-3 Other indirect
(Scope 3) GHG

emissions

305-4 GHG emissions
intensity

305-5 Reduction of GHG
emissions

Source of the emission factors and the global warming
potential (GWP) rates used, or a reference to the
GWP source.

Consolidation approach for emissions; whether equity

share, financial control, or operational control.

Standards, methodologies, assumptions, and/or

calculation tools used.

Gross other indirect (Scope 3) GHG emissions in

metric tons of CO, equivalent.

It available, the gases included in the calculation;

whether CO,, CHy, N, O, HFC,, PFC,, SF, NF;,

or all.

Biogenic CO, emissions in metric tons of CO,

equivalent.

Other indirect (Scope 3) GHG emissions categories

and activities included in the calculation.

Base year for the calculation, it applicable, including:

i the rationale for choosing it;

ii emissions in the base year;

iii the context for any significant changes in
emissions that triggered recalculations of base year
emissions.

Source of the emission factors and the global warming

potential (GWP) rates used, or a reference to the

GWP source.

Standards, methodologies, assumptions, and/or

calculation tools used.

GHG emissions intensity ratio for the organisation.
Organisation-specific metric (the denominator)
chosen to calculate the ratio.

Types of GHG emissions included in the intensity
ratio; whether direct (Scope 1), energy indirect (Scope
2), and/or other indirect (Scope 3).

Gases included in the calculation; whether CO,, CHy,
N, O, HFC,, PFC,, SF¢, NFj3, or all.

GHG emissions reduced as a direct result of reduction
initiatives, in metric tons of CO, equivalent.

Gases included in the calculation; whether CO,, CHy,
N, O, HECs, PFCs, SF¢, NF3, or all.

Base year or baseline, including the rationale for
choosing it.

Scopes in which reductions took place; whether direct
(Scope 1), energy indirect (Scope 2), and/or other
indirect (Scope 3).

Standards, methodologies, assumptions, and/or
calculation tools used.

(Continued)
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TABLE 5.1 Continued

Disclosure

Requirements
The reporting organisation shall report the following information

305-6 Emissions of ozone-
depleting substances
(ODS)

305-7 Nitrogen oxides
(NOx), sulphur oxides
(SOx), and other

significant air emissions

GRI 306: Waste 2020

306-1 Waste generation
and significant waste-
related impacts

306-2 Management of
significant waste-related
impacts

306-3 Waste generated

a

o

Production, imports, and exports of ODS in metric
tons of CFC-11 (trichlorofluoromethane) equivalent.
Substances included in the calculation.

Source of the emission factors used.

Standards, methodologies, assumptions, and/or
calculation tools used.

Significant air emissions, in kilograms or multiples,
for each of the following:

NOx

SOx

Persistent organic pollutants (POP)

Volatile organic compounds (VOC)

Hazardous air pollutants (HAP)

Particulate matter (PM)

Other standard categories of air emissions
identified in relevant regulations

Source of the emission factors used.

Q o oo o

Standards, methodologies, assumptions, and/or
calculation tools used.

For the organisation’s significant actual and potential

waste-related impacts, a description of:

i the inputs, activities, and outputs that lead or could
lead to these impacts;

i1 whether these impacts relate to waste generated
in the organisation’s own activities or to waste
generated upstream or downstream in its value
chain.
Actions, including circularity measures, taken to
prevent waste generation in the organisation’s own
activities and upstream and downstream in its value
chain, and to manage significant impacts from waste
generated.
If the waste generated by the organisation in its own
activities is managed by a third party, a description
of the processes used to determine whether the third
party manages the waste in line with contractual or
legislative obligations.
The processes used to collect and monitor waste-
related data.
Total weight of waste generated in metric tons, and a
breakdown of this total by composition of the waste.
Contextual information necessary to understand the
data and how the data has been compiled.
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306-4 Waste diverted from a Total weight of waste diverted from disposal in metric
disposal tons, and a breakdown of this total by composition of
the waste.

b Total weight of hazardous waste diverted from
disposal in metric tons, and a breakdown of this total
by the following recovery operations:

i Preparation for reuse;
i1 Recycling;
iii Other recovery operations.

¢ Total weight of non-hazardous waste diverted from
disposal in metric tons, and a breakdown of this total
by the following recovery operations:

i Preparation for reuse;
i1 Recycling;
iii Other recovery operations.

d For each recovery operation listed in Disclosures 306-
4-b and 306-4-c, a breakdown of the total weight in
metric tons of hazardous waste and of non-hazardous
waste diverted from disposal:

1 onsite;
il offsite.

e Contextual information necessary to understand the

data and how the data has been compiled.

306-5 Waste directed to a  Total weight of waste directed to disposal in metric
disposal tons, and a breakdown of this total by composition of
the waste.

b Total weight of hazardous waste directed to disposal
in metric tons, and a breakdown of this total by the
following disposal operations:

i Incineration (with energy recovery);

ii Incineration (without energy recovery);
iii Landfilling;

iv. Other disposal operations.

¢ Total weight of non-hazardous waste directed to
disposal in metric tons, and a breakdown of this total
by the following disposal operations:

i Incineration (with energy recovery);

i1 Incineration (without energy recovery);
i1i Landfilling;

iv. Other disposal operations.

d For each disposal operation listed in Disclosures 306~
5-b and 306-5-c, a breakdown of the total weight in
metric tons of hazardous waste and of non-hazardous
waste directed to disposal:

i onsite;
ii offsite.

e Contextual information necessary to understand the

data and how the data has been compiled.

(Continued)
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TABLE 5.1 Continued

Disclosure Requirements
The reporting organisation shall report the following information

GRI 307: Environmental Compliance 2016

307-1 Non-compliance a Significant fines and non-monetary sanctions for
with environmental non-compliance with environmental laws and/or
laws and regulations regulations in terms of:

i total monetary value of significant fines;
ii total number of non-monetary sanctions;
iii cases brought through dispute resolution
mechanisms.
b If the organisation has not identified any non-
compliance with environmental laws and/or
regulations, a brief statement of thisfact is sufficient.

GRI 308: Supplier Environmental Assessment 2016

308-1 New suppliers that a Percentage of new suppliers that were screened using
were screened using environmental criteria.
environmental criteria

308-2 Negative a  Number of suppliers assessed for environmental
environmental impacts impacts.
in the supply chain and b Number of suppliers identified as having significant
actions taken actual and potential negative environmental impacts.
¢ Significant actual and potential negative
environmental impacts identified in the supply chain.

d Percentage of suppliers identified as having significant
actual and potential negative environmental impacts
with which improvements were agreed upon as a
result of assessment.

e Percentage of suppliers identified as having significant
actual and potential negative environmental impacts
with which relationships were terminated as a result
of assessment, and why.

5.3 The International IR Framework

Integrated Reporting (IR) 1s an accounting method capable of combining finan-
cial and narrative information from an annual report with non-financial and nar-
rative information from a sustainability report (Eccles and Krzus, 2010). In this
regard, it is the most recent progression in organisations’ external accountability
(Cheng et al., 2014; Busco et al., 2013; D’Este et al., 2013). Integrated reports
are sometimes understood as the evolution of financial reporting (Baron, 2014;
King and Roberts, 2013). However, they are sometimes intended as the latest
development of sustainability reporting. Consequently, the Integrated Reporting
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Framework serves as a link between the various business reporting models previ-
ously stated (Pozzoli, 2018; Silvestri and Veltri, 2016).

Integrated Reporting has a lengthy history commencing in 1994 with
the publication of the first King Code of Corporate Governance Principles
in South Africa (King I). The Code, named after the former South African
Supreme Court Justice Mervyn King, was distinguished by its stakeholder-
inclusive vision of the corporation’s scope (Gleeson-White, 2014). The con-
nection between the King Code and Integrated Reporting is indirect, as the
King Code did not mandate sustainability reporting, but did require disclosure
of executive and non-executive directors’ remuneration, established guidelines
for effective auditing, and encouraged companies to adopt a code of ethics
(Eccles and Krzus, 2014).

The King II report followed in 2002, addressing sustainability more directly.
It was inspired by the Johannesburg Earth Summit and contained new elements
specific to sustainability (Eccles and Krzus, 2014). This new report was based
on the GRI and Triple Bottom Line reporting frameworks (Gleeson-White,
2014). In response to many financial scandals (e.g. Enron and WorldCom), the
New York Stock Exchange embraced certain King II principles and incorporated
them into the Sarbanes-Oxley Act (Gleeson-White, 2014).

In 2009, the King Report on Governance for South Africa was revised for
the third time (King III) to include a set of principles for the implementation of
integrated reporting. In February 2010, these principles were incorporated into
the listing criteria of the Johannesburg Stock Exchange. The report promotes IR
as a complete and integrated picture of an organisation’s financial and sustaina-
bility performance.

Sir Michael Peat of the Prince of Wales’ Accounting for Sustainability Pro-
ject (A4S), an English non-profit organisation, Paul Druckman of the GRI,
and Mervyn King met in 2009 to discuss sustainability reporting. According
to Elkington (2009), this meeting was notable because it was the first time two
prominent sustainability reporting bodies, A4S and GRI, met to promote uni-
formity in sustainability reporting. Consequently, the ‘International Integrated
Reporting Committee’ (IIRC) was formed in 2010.

The IIRC is an international organisation formed to define principles
and criteria for integrated reporting, thereby supporting organisations with
their financial, social, environmental, and governance reporting procedures.
Since its inception, numerous regulatory organisations, companies, investors,
standard-setters, institutions, individual professionals, and NGOs have joined
the IIRC.

The IIRC’s institutional mission is to raise public awareness of integrated re-
porting, identify priority sectors in which additional technical and scientific work
appears necessary, evaluate whether sector standards should be adopted voluntar-
ily or mandatorily, and prepare its own reporting standard suitable for ‘regulating’
a process that integrates in a transparent, consistent, and comprehensive manner,
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the collection, analysis, and communication of both financial and non-financial
information.

The ITRC has created its principles and content with an approach receptive
to the contributions of the sector’s leading international organisations. In reality,
the IIRC has not imposed restrictions or detrimental incompatibility. The IIRC
wants its IR Framework to be consistent with the reporting principles produced
by other organisations such as the International Financial Reporting Standards
(IFRS) and GRI Standards.

As mentioned, in December 2009, the A4S organised a meeting with inves-
tors, companies, organisations in the accounting profession, representatives of
the United Nations, and standard setters (International Accounting Standards
Board (IASB) and Financial Accounting Standards Board (FASB)) to establish an
international body to develop a generally accepted Integrated Reporting Frame-
work. A4S and GRI had the most significant roles in this endeavour.

The IIRC was formally constituted in August 2010.

Several multinational corporations, large consulting and auditing firms, in-
dependent entities, and national and worldwide institutes of the accounting
profession joined the committee, including the International Federation of
Accountants (IFAC).

In November 2011, following an organisational and governance reorganisa-
tion, the committee changed its name to the ‘International Integrated Reporting
Council’.

In September 2011, the IIRC presented the first draft of its Framework for
public consultation in the form of a Discussion Paper titled “Towards Integrated
Reporting: Communicating Value in the 21st Century’. In 2011, the IIRC
organised its work around three main directions (‘content’, ‘governance’, and
‘stakeholder engagement and communication’).

The IR Pilot Program, a project pushed by the IIRC to test the 2011 Discus-
sion Paper and integrated reporting processes in the reporting of 80 big enter-
prises participating in the program, was launched in October (for Italy, Atlantia,
Enel, Eni, Generali, Terna, Snam, etc.). The results of the test on the 2012 re-
ports provided the initial evidence required for both the revision of the frame-
work outlined in the 2011 Discussion Paper and establishment of operational
guidelines and tools.

Moreover, the results of the Pilot Program made it evident that the model
must be revised through a three-year sharing process: a) compilation and dis-
semination of working documents based on the 2011/2012 Pilot Program; b)
elaboration of the exposure draft of the IR Framework in 2012, then published
in November under the title ‘IR Working Draft of Prototype Framework’; and
¢) publication of the Standard in 2013.

In 2012, the Framework of the 2011 Discussion Paper was revised based on the
responses to a public consultation (more than 200 organisations) and outcomes
of the Pilot Program trials. In addition, the IIRC conducted a series of ongoing
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July 2012
Draft Outline of the
Integrated
Reporting
Framework.

FIGURE 5.4 History and development of IR framework

consultation activities including territorial and international round tables with
representatives and experts from the financial community, governments, and
other stakeholders to verify their expectations regarding integrated reporting and
obtain technical contributions for the development and adoption of a framework.

The IR Draft Framework was released on 16 April 2013 followed by a three-
month public consultation. The International IR Framework 1.0 went public on
9 December after feedback supplied by Pilot Program businesses and interna-
tional operators was gathered and analysed (Figure 5.4).

As noted, IR Framework 1.0 is intended to strengthen the link between the
financial, social, and environmental components of corporate performance that
contribute to the creation of value via an organisation’s business model and op-
erational strategies.

For this purpose, the framework depicts how an organisation interacts with
its external environment and the resources (types of ‘capital’) employed to create
short-, medium-, and long-term value.

Business models and strategies are the primary means by which inputs are
converted into results and outputs that can generate value over time. In practice,
company production activity employs a series of capital (financial capital, man-
ufactured capital, human capital, intellectual capital, natural capital, and social
capital) to transform them into a specific economic process for the production of
goods and services. This process occurs within the framework of legislative reg-
ulations and corporate values, and an organisational system based on governance
procedures, risk management, and policies aimed at stakeholders. These generate
outcomes in the short, medium, and long term (contributions to public admin-
istration, distribution of the added value generated, increase in the know-how
of management processes, and results in terms of the environmental impact of
production dynamics) (Figure 5.5).

The IR Framework is based on general principles. Its main innovation
is that it contributes to the ‘standardisation’ of a process and not a report,
considering the goal of spreading the application of the standards not only
among large organisation, but also among SMEs, and thus among a universe
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FIGURE 5.5 The process through which value is created, preserved or eroded

of companies operating in vastly different dimensional, territorial, social, and
cultural contexts.

The Framework drives companies along the value chain disclosure process
via the ‘guiding principles’ and ‘content elements’, the two main pillars through
which the IR Framework guides the preparation of integrated reports. The seven
‘guiding principles’ highlight the preparation and presentation of an integrated
report, providing information on the content of the report and how to present
it. An integrated report should be characterised by a a) strategic focus and future
orientation, b) connectivity of information, c) stakeholder relationships, d) ma-
teriality, e) conciseness, f) reliability and completeness, and g) consistency and
comparability. Therefore, the IR Framework is principle-based guidance. It does
not indicate a list of key performance indicators to disclose, leaving the company
broad margins for manoeuvre. However, this is the reason for the many differ-
ences often found between reports prepared based on the IR Framework. On
the other hand, the ‘content elements’ follow the value creation process; thus, the
integrated report should be related to and contain information about the eight
‘content elements’ modelled in the form of questions to be answered: a) organi-
sational overview and external environment, b) governance, ¢) business model,
d) risks and opportunities, e) strategy and resource allocation, f) performance,
g) outlook, and h) basis of preparation and presentation. In doing so, it considers
the general reporting guidelines included in Chapter 5 of the Framework, which
pertains to several ‘content elements” disclosure of material matters; disclosures
concerning capitals; short-, medium-, and long-term time frames; and aggrega-
tion and disaggregation.

The following table reports the ‘guiding principles’ and ‘content elements’
that guide the preparation of the integrated reports. These are related to envi-
ronmental, social, and financial issues (Table 5.2).
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TABLE 5.2 “Guiding Principles” and the “Content Elements” of International IR

Framework
Guiding The seven Guiding Principles underpin the preparation and presentation
Principles of an integrated report, informing the content of the report and how

information is presented.

These Guiding Principles are applied individually and collectively to
prepare and present an integrated report; accordingly, judgement
is needed in applying them, particularly when there is an apparent
tension between them (e.g. between conciseness and completeness).

3A Strategic focus and future orientation

3.3 An integrated report should provide insight into the organisation’s strategy,
and how it relates to the organisation’s ability to create value in the
short, medium and long term and to its use of and effects on the capitals.

3B Connectivity of information

3.6 An integrated report should show a holistic picture of the combination,
interrelatedness and dependencies between the factors that affect the
organisation’s ability to create value over time.

3C Stakeholder relationship

3.10 An integrated report should provide insight into the nature and quality of
the organisation’s relationships with its key stakeholders, including how
and to what extent the organisation understands, takes into account
and responds to their legitimate needs and interests

3D Materiality

3.17 An integrated report should disclose information about matters that
substantively affect the organisation’s ability to create value over the
short, medium and long term.

3E Conciseness

3.36 An integrated report should be concise.

3F Reliability and completeness

3.39 An integrated report should include all material matters, both positive
and negative, in a balanced way and without material error.

3G Consistency and comparability

3.54 The information in an integrated report should be presented:
*  On a basis that is consistent over time
e Ina way that enables comparison with other organisations to the
extent it
* is material to the organisation’s own ability to create value over time.

(Continued)
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TABLE 5.2 Continued

Content An integrated report includes eight Content Elements, posed in the form
Elements of questions to be answered.
In doing so, it takes into account the general reporting guidance in
Chapter 5.

The Content Elements are fundamentally linked to each other and are
not mutually exclusive. The order of the Content Elements as listed
here is not the only way they could be sequenced; accordingly, the
Content Elements are not intended to serve as a standard structure for
an integrated report with information about them appearing in a set
sequence or as isolated, standalone sections. Rather, information in
an integrated report is presented in a way that makes the connections
between the Content Elements apparent. (See Section 3B).

The content of an organisation’s integrated report will depend on the
individual circumstances of the organisation.

The Content Elements are therefore stated in the form of questions rather
than as checklists of specific disclosures. Accordingly, judgement needs
to be exercised in applying the Guiding Principles to determine what
information is reported, as well as how it is reported, as discussed
below.

4A Organisational overview and external environment

4.4 An integrated report should answer the question: What does the
organisation do and what are the circumstances under which it
operates?

4B Governance

4.8 An integrated report should answer the question: How does the
organisation’s governance structure support its ability to create value in
the short, medium and long term?

4C Business model

4.10 An integrated report should answer the question: What is the
organisation’s business model?

4D Risks and opportunities

4.24 An integrated report should answer the question: What are the specific
risks and opportunities that affect the organisation’s ability to create value
over the short, medium and long term, and how is the organisation
dealing with them?

4E Strategy and resource allocation

4.28 An integrated report should answer the question: Where does the
organisation want to go and how does it intend to get there?
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4F Performance

4.31 An integrated report should answer the question: To what extent has the
organisation achieved its strategic objectives for the period and what
are its outcomes in terms of effects on the capitals?

4G Outlook

4.35 An integrated report should answer the question: What challenges and
uncertainties is the organisation likely to encounter in pursuing its
strategy, and what are the potential implications for its business model
and future performance?

4H Basis of preparation and presentation

4.41 An integrated report should answer the question: How does the
organisation determine what matters to include in the integrated report
and how are such matters quantified or evaluated?

5.4 The AA1000 AccountAbility principles

The AA1000 Accountability Principles were released by the Institute of Social
and Ethical AccountAbility (ISEA) in 1999. The ISEA, known informally as
AccountAbility, is a global consulting institute headquartered in the United
Kingdom founded in 1996 as an international membership organisation dedi-
cated to enhancing the social responsibility and ethical conduct of for-profit and
non-profit organisations.

One primary objective of the ISEA is to promote best practices in social
and ethical accounting, auditing, and reporting (SEAAR); develop standards;
provide certification procedures; and consequently establish a professional
qualification in the sector. The institute provides information and training
in SEAAR, providing a place for members to share their knowledge and ex-
periences, and thereby promoting convergence in sustainability practices and
standards. Companies and consultancies, non-profit organisations, academic
institutions, business schools, and the accountancy profession are members of
the ISEA.

Since 1995, AccountAbility has assisted businesses, non-profit organisations,
and governments in integrating ethical, environmental, social, and governance
accountability into their operations.

Organisations, corporations, and governments use AccountAbility’s AA1000
standards to guide their approach to sustainability strategy, governance, and op-
erations, and to demonstrate leadership and performance in accountability, re-
sponsibility, and sustainability.
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The AA1000 series of standards include the following;:

*  AA1000 AccountAbility Principles for developing, analysing, and imple-
menting sustainability initiatives (AAT000AP, 2018)

* AA1000 Stakeholder Engagement Standard for creating and conduct-
ing inclusive stakeholder engagement practices related to sustainability
(AA1000SES, 2015)

¢ AA1000 Assurance Standard for assuring credibility in reporting on progress
towards sustainability goals (AAT000AS v3)

The AA1000 Framework Standard was officially launched in 1999 to improve
the quality of specialised accountability standards and act as a stand-alone system
for directing, monitoring, and communicating social and ethical accountability
and performance.

The standard AA1000 AccountAbility Principles (AA1000AP -2018) was pro-
duced through a multi-stakeholder process managed by a working group of ex-
perts from various stakeholder organisations, locations, and subject areas. Using
sustainability market trends and pertinent international guidelines, frameworks,
and standards, the working group assisted a core AccountAbility team in the pro-
duction of applicable principle-based guidance for organisations. The establish-
ment of the principle was a collaborative effort. In fact, the draft materials were
made available for public comment via an Internet platform at the beginning
of 2017 and then amended accordingly. The working group approved the final
document, which was then submitted to the AccountAbility Standards Board,
which approved its publication in April 2018. As of 1 January 2019, organisations
may use the AAT0O00AP for reports released. To promote the widest possible
application of the standard’s principles, it was agreed in the 2018 edition that the
standard would take the form of an overall framework and guiding system for
principles-based sustainability management and reporting. Now, in its true form,
it is an internationally recognised, principles-based framework and guidance or-
ganisations can use to identify, prioritise, and respond to sustainability concerns
to enhance their long-term performance.

In 2003, the first edition of the AA1000 Assurance Standard was released.
It was created to ensure the integrity and quality of sustainability performance
and reporting, and was the first sustainability assurance standard in the world.
In 2008, the second edition of the AA1000 Assurance Standard was published,
with improvements and upgrades focusing on engagement for sustainability
assurance.

The third edition of the AA1000 Assurance Standard has undergone iterative
research and review processes to optimise its relevance, usability, and applicability
for successful sustainability assurance, whether employed as a standalone or com-
plementary instrument. As demand for non-financial assurance has increased,
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sustainability assurance mechanisms have entered the market. AAT000AS was
developed through a broad-based, multi-stakeholder process. Following a pe-
riod of preliminary study, working group consultations led to the development
of a draft standard for public review. In June and July 2019, a large panel of
experts representing various stakeholders were consulted worldwide. The draft
was reviewed and amended in response to pertinent comments received during
the public review period. The AccountAbility AA1000 Steering Committee re-
viewed the final document and submitted it to the AccountAbility Standards
Board, which approved its publication in August 2020.

The AA1000 Stakeholder Engagement Standard was published in 2005 to
support organisations’ achievement of the principle of inclusivity.

It provides direction on how to plan and implement stakeholder involvement.

In 2015, considering feedback from the first version and a critical expert
review following a broad-based multi-stakeholder process, the AAT000SES
exposure draft released in 2011 was edited, refined, validated, and published
as the final A1000 Stakeholder Engagement Standard (AA1000SES, 2015)
(Figure 5.6).

The 2018 AAT000AP consists of three sections. The introduction describes
the objectives, scope, and benefits of the standard, and defines its possible us-
ers. This section also describes how all types of organisations might apply the
AccountAbility principles for accountability and sustainability guidance. The
second section addresses each of the four principles (inclusivity, materiality,
responsiveness, and impact) separately, including formulations of the principle,
relevant definitions, a thorough explanation, and criteria required to support
its implementation and assurance. The third section examines the interrela-
tionships between the principles and order in which an organisation may im-
plement them.

Originally, the standard AA1000 AccountAbility Principles were intended
to include three principles: inclusivity, materiality, and responsiveness. Subse-
quently, a fourth principle, impact, was added, and the definitions, explanations,
and criteria connected to the three original principles were revised to reflect the
evolution of sustainability since the first publication of the guidelines.

The principle of impact refers to the necessity for organisations to monitor,
assess, and account for how their actions influence their ecosystems as a whole.

o . 2005 2015 2018
THE ACCOUNTABILITY ° - o - o .
PRINCIPLES FOR AA1000 STAKEHOLDER AA1000 STAKEHOLDER AA1000 ACCOUNTABILITY
SUSTAINABLE DEVELOPMENT ENGAGEMENT STANDARD ENGAGEMENT STANDARD PRINCIPLES
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AAT000 ASSURANCE 9 AAT000 ASSURANCE AT000 ASSURANCE
STANDARD STANDARD STANDARD
° * 0 AAI000 ACCOUNTABILITY o -
PRINCIPLES STANDARD
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FIGURE 5.6 History and development of AA1000 standards
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o AATO00AP - AccountAbility Principles

AT000AS - Assurance Standard

AAIOOOSES - Stakeholder Engagement Standard

FIGURE 5.7 AA1000 AccountAbility Principles

This is crucial because it promotes interaction among other principles. Accord-
ing to the principle of inclusion, an organisation should be accountable to its
stakeholders, comprehend their needs, and offer solutions to meet these demands.
The foundation of the materiality and responsiveness principles is inclusivity.
Materiality refers to the identification of key topics that impact stakeholders,
whereas responsiveness refers to the need for an organisation’s timely response
to material sustainability issues and their impacts, including the formulation and
implementation of appropriate strategies, policies, objectives, and improvements
in the governance structure and processes, and in management and reporting
practices (Figure 5.7).

The AA1000 AccountAbility Principles standard establishes a link between
national laws, local standards, and guidelines. In fact, the standards state that
any of the AccountAbility Principles stated in the document may have alterna-
tive definitions in national standards, local legislation, and mandatory financial
or regulatory disclosures. If the definitions are not complementary, the pre-
dominant definition used by the organisation to achieve the related require-
ment should be indicated in the disclosure along with any variations that occur
(AA1000 AccountAbility Principles, 2018).

The following table outlines the ‘key definitions, ‘explanations’ (or
‘discussions’), and ‘criteria’ associated with each principle. Similar to the Inter-
national IR Framework, the AA1000 principles lack specific provisions for
environmental sustainability. All principles refer to social, economic, and envi-
ronmental sustainability without distinction (Table 5.3).3
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TABLE 5.3 “Principles” of AA1000 Accountability

Principles

Inclusivity

Principle
Key definition

Explanations
(or
discussion)

Required
adherence
criteria

People should have a say in the decisions that impact them

Inclusivity is actively identifying stakeholders and enabling their
participation in establishing an organisation’s material sustainability topics
and developing a strategic response to them. An inclusive organisation
accepts its accountability to those on whom it has an impact and to those
who have an impact on it.

Identifying external and internal stakeholders

Stakeholders are those individuals, groups of individuals and/or
organisations that affect and/or could be affected by an organisation’s
activities, products or services and associated performance.

Organisations generally have many stakeholders, each with distinct
types and levels of involvement, and often with diverse and sometimes
conflicting interests and concerns.

Inclusivity of these stakeholders means allowing full and balanced
involvement in the organisation’s varied decision-making processes
related to sustainability, resulting in strategies, plans, actions and
outcomes that address material topics and impacts in an accountable
manner.

Inclusivity is the commitment of an organisation to be accountable to its
stakeholders and to enable their participation. It also involves internal
collaboration at all levels of an organisation, across governance, strategy,
management and operations, to achieve continual improvement.

The outputs of stakeholder engagement and stakeholder responses, including
formalised action plans, should inform an organisation’s strategy,
governance and operational management.

Implementing engagement

To begin the engagement process, an organisation should develop a
comprehensive understanding of:

¢ who its stakeholders are;

* their needs and concerns; and

* the impact (where impact represents a significant influence) of its

strategies and operations on them.

The AA1000 Stakeholder Engagement Standard (AA1000SES) establishes
the benchmark for high-quality engagement and is recommended as a
useful starting point for organisations committed to achieving Inclusivity.

The following action items are designed to guide organisations in both
applying the Principle of Inclusivity and monitoring their progress
in its application. Fulfilment of the criteria leads to adherence to the
Principle. These criteria are also used by assurance providers to assess an
organisation’s enactment of the Principle.

(Continued)
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TABLE 5.3 Continued

Principles

Commitment, integration & capacity building

1 Formalise a commitment from the highest governing body of the
organisation to be accountable to stakeholders.

2 Integrate stakeholder engagement processes into governance, strategy
and relevant decision-making processes across the full organisation,
seeking senior management, cross-functional and cross-geographical
involvement as appropriate.

3 Establish the scope and objectives of stakeholder participation.

4 Integrate stakeholder engagement and responses into relevant policies,
operational procedures and systems, for example, by performing risk
analyses, materiality assessments, and setting and monitoring meaningful
objectives.

5 Ensure that the necessary competencies and resources are allocated and
available for stakeholder engagement.

Engagement strategy & process development

6 Identify and understand stakeholders, including their capacity to engage
and their views and expectations, and address potential stakeholder and
engagement risks.

7 Develop formal strategies for ongoing engagement and communication
with stakeholders.

Performance measurement & stakeholder communications

8 Set relevant metrics to measure engagement effectiveness, outcomes and
impact.

9  Use outputs of engagement to facilitate understanding, learning and
improvement of the organisation.

10 Communicate with stakeholders in an appropriate, transparent and
timely manner, as per the organisation’s established boundaries of
disclosure.

Materiality
Principle Decision makers should identify and be clear about the sustainability topics

Key definition

Explanations
(or
discussion)

that matter.

Materiality relates to identifying and prioritising the most relevant
sustainability topics, taking into account the effect each topic has on an
organisation and its stakeholders. A material topic is a topic that will
substantively influence and impact the assessments, decisions, actions
and performance of an organisation and/or its stakeholders in the short,
medium and/or long term.

Determining materiality

The term materiality has been defined in the context of financial reporting.
However, its meaning now includes the disclosure of sustainability
topics.
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AccountAbility prioritises a principles-based process of materiality, one that
should be used in conjunction with a rules-based process of materiality
relevant to the organisation and its regulatory environment.

To make informed decisions and take calculated actions, an organisation
and its stakeholders need to identify the topics that are material to the
sustainability performance of the organisation.

Determining which topics are material requires a materiality determination
process, which evaluates both the actual and likely impacts of an
organisation’s strategy, governance and activities, including:

* the identification and fair representation of topics relative to an

organisation’s sector, industry, geography, business model and structure;

+ the development of clear, balanced and replicable assessment criteria; and

* an assessment approach that is integrated into organisational processes.

Collecting and analysing inputs

The materiality determination process should consider and analyse
comprehensive and balanced information. An organisation needs input
from all relevant sources and stakeholders, including both internal and
external sources, covering an appropriate time period.

Such inputs include a broad range of information beyond financial
information and drivers, including stakeholder profiles, stakeholder
concerns and suggestions, societal and peer-based norms, sustainability
context, macroeconomic and geopolitical factors, and appropriate policy,
reporting, and regulatory frameworks.

Analysis of the collected information needs to include consideration of
sustainability drivers, which may include financial impacts and should
account for the needs, interests, and priorities of the organisation and its
stakeholders.

Undertaking the assessment

The materiality determination or assessment process should be undertaken
regularly and aligned with the organisation’s processes for strategy
development, decision-making, risk and compliance management,
operational management and reporting. It should also be documented and
disclosed to stakeholders.

An effective materiality assessment provides an organisation with a
comprehensive understanding of its sustainability context, which topics
are material or not, and to whom these topics are material and why.

An organisation’s material topics will evolve over time as topics mature,
drivers fluctuate, and understanding improves based on additional
stakeholder input.

Considering likely as well as actual impacts

Given this continuous evolution, evaluating both the actual and likely
impacts of an organisation’s strategy, governance and activities are all the
more important. Regularly assessing the evolution of likely impacts will
support the accuracy, relevance, and effectiveness of an organisation’s
overall materiality determination process over time.

(Continued)
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TABLE 5.3 Continued

Principles
Required The following action items are designed to guide organisations in both
adherence applying the Principle of Materiality and monitoring their progress
criteria in its application. Fulfilment of the criteria leads to adherence to the
Principle. These criteria are also used by assurance providers to assess an
organisation’s enactment of the Principle.

Commitment, integration & capacity building

1 Establish an organisation-wide, robust, and systematic materiality
determination process under the governance of senior management.

2 Ensure integration of the assessment process across the organisation.

3 Provide the necessary competencies and resources to apply the results of
the materiality assessment process.

Materiality determination

4 Set consistent and clear boundaries, as well as a purpose, time period and
scope, for the materiality assessment.

5 Identify and fairly represent topics from a wide range of sources.

6 Evaluate the relevance of identified material sustainability topics based
on suitable and explicit criteria.

7 Determine the significance, likelihood, and present and expected future
impact of identified material sustainability topics, using appropriate
criteria and thresholds.

8 Take into account the evolving sustainability, macroeconomic,
geopolitical, and regulatory contexts and maturity of topics and
concerns.

9 Include a means of addressing conflicts or dilemmas arising from
diverging or conflicting expectations regarding material topics.

Communication

10 Create and disclose a comprehensive and balanced understanding and
prioritisation of material sustainability topics for the organisation and its
stakeholders.

Responsiveness
Principle Organisations should act transparently on material sustainability topics and

their related impacts.

Key definition Responsiveness is an organisation’s timely and relevant reaction to material

Explanations
(or

discussion)

sustainability topics and their related impacts. Responsiveness is realised
through decisions, actions and performance, as well as communication
with stakeholders.

Acting on material topics

Responsiveness comprises when and how an organisation responds to

material sustainability topics and their related impacts on its external
and internal stakeholders. An effective response is aligned with the
organisation’s objectives and integrated into its strategy, taking into
account identified material topics and their related impacts.
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Responses may include establishing policies, objectives and targets;
enhancing governance structures; developing or advancing management
systems and processes; developing or implementing action plans; engaging
stakeholders; measuring and monitoring sustainability performance and

impacts; reporting; issuing communications; and/or achieving assurance.

Prioritising responses

Since responses will compete for available resources within an organisation,
they, like material topics, should be prioritised and addressed in a timely
manner.

Response prioritisation should align with:

* organisational strategies and operations;

* outcomes of materiality and impact assessments;

» stakeholder interests and/or legitimacy;

 availability of resources;

* internal management and reporting schedules and timelines; and

* regulatory reporting requirements.

Determining scope

How an organisation responds to a material topic should depend on the
nature, impact, and prioritisation of the topic as well as the maturity of
the organisation’s strategy, positioning, objectives, policies, systems and
processes.

Resources are adequate when they allow an organisation to achieve its
stated commitments within a stated time period and to communicate
its responses. Organisations should put in place the necessary
competencies, capacities and processes to achieve the responses to
which they commit.

A responsive organisation should respond to its material sustainability topics,
related impacts, and stakeholders in a comprehensive, accurate, timely,
accessible and balanced manner. Whilst stakeholders may provide input
in the development of responses, an organisation’s responses may not be
consistent with the views of all stakeholders.

The following action items are designed to guide organisations in both
applying the Principle of Responsiveness and monitoring their progress
in its application. Fulfilment of the criteria leads to adherence to the
Principle. These criteria are also used by assurance providers to assess an
organisation’s enactment of the Principle.

Commitment, integration & capacity building

1 Under the governance of senior management, implement a process for
developing responses related to material topics and communicating them
to stakeholders that is applied across the organisation.

2 Integrate this process into the organisation, including through relevant
organisational processes, such as risk management, compliance, and
strategy development.

3 Provide the necessary competencies and resources to respond

appropriately to material topics, using a range of response types.

(Continued)
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TABLE 5.3 Continued

Principles

Response strategy development

4 Implement a process for developing responses and communicating with
stakeholders that is continuous.

5 Consider the relationship between the maturity, impact, and
prioritisation of a topic and the appropriateness of the response.

6 Validate proposed responses with internal and, when appropriate,
external stakeholders, and assure feasibility to deliver reasonable and
viable responses.

Response implementation & ongoing communication

7 Respond in a way that addresses the needs, concerns, and expectations of
stakeholders.

8 Report to stakeholders in a comprehensive, accurate, timely, accessible,
and balanced way, using suitable reporting principles, frameworks, and
guidelines that support comparability of information.

Impact
Principle Organisations should monitor, measure and be accountable for how their

actions affect their broader ecosystems.

Key definition Impact is the effect of behaviour, performance and/or outcomes, on the
part of individuals or an organisation, on the economy, the environment,
society, stakeholders or the organisation itself.

Material topics have potential direct and indirect impacts — which may be
positive or negative, intended or unintended, expected or realised, and
short, medium or long term.

Explanations  Appreciating impact

(or Acknowledging, understanding, measuring, managing, and evaluating
discussion) impact leads to more effective decision-making and results-based
management within an organisation.

Impact is the result of an organisation’s plans and activities.

Evaluating the actual and likely impacts of an organisation’s material topics
requires an effective management process that includes:

* adefined strategic intent;

* accompanying goals, baselines and boundaries;

» relevant, complete and accurate data/information; and

* appropriate resources and competencies.

Measuring impact

Impact can encompass a range of environmental, social and governance
topics and can be measured on a local, regional, or global level.

The monitoring, measurement and evaluation of impact may be qualitative,
quantitative or monetised in nature. It can also focus on an immediate

or a longer-term time period, depending on the sustainability context.
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The processes of monitoring, measuring, and evaluating impact should
consider science, ethics, laws, regulations, and context-based metrics.

In measuring an identified impact, organisations should consider all sources
that may also contribute to the impact, to reduce the possibility of
attributing the impact incorrectly. Further, a structured analysis of the
probability of impacts should be included.

Informing engagement and compensation practices

Identified impacts should be incorporated into both stakeholder engagement
and the periodic materiality assessment process to inform organisational
governance, strategy, goal-setting, and operations, thus enabling more
informed decision-making and greater responsiveness.

Linking short- and long-term management remuneration to organisational
impact through the performance management system is an effective
method of integrating impact into decision making. Impact should
inform relevant people management, work accountability and
compensation practices within an organisation.

Disclosing impact

Impact should be measured and disclosed in the most balanced and
effective way possible, indicating both realised and unrealised goals
and taking into account the target audience and objective of the
disclosure.

The following action items are designed to guide organisations in both
applying the Principle of Impact and monitoring their progress in
its application. Fulfilment of the criteria leads to adherence with the
Principle. These criteria are also used by assurance providers to assess an
organisation’s enactment of the Principle.

Commitment, integration & capacity building

1 Perform robust processes to understand, measure, evaluate, and manage
the organisation’s impacts that are applied across the organisation under
the governance of senior management.

2 Ensure these processes are documented and integrated into the
organisation.

3 Provide the necessary competencies and resources to understand,
measure, evaluate, and manage the organisation’s impacts.

4 Integrate identified impacts into key management processes, for
example, the materiality assessment process and organisational strategy,
governance, goal-setting and operations.

Impact identification & metrics development

5 Set consistent and clear boundaries, as well as a purpose, time period and
scope, for impact assessment.

6 Establish processes to understand, measure, evaluate and manage
impacts that are credible, clear and understandable as well as replicable,
defensible and can be subject to external assurance.

(Continued)
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TABLE 5.3 Continued

Principles

7 Include a means of capturing and measuring actual as well as potential
impacts, such as direct and indirect, intended and unintended, and
positive and negative impacts.

8 Identify and fairly represent impacts from a wide range of sources, such
as activities, policies, programmes, decisions, and products and services,
as well as any related performance. Furthermore, the sustainability
context of each impact should be clearly understood.

9 Present impacts as a qualitative, quantitative or monetised measurement.

Impact assessment & disclosure
10 Create and disclose a comprehensive and balanced understanding
of the measurement and evaluation of the organisation’s impacts on

stakeholders and on the organisation itself.

5.5 Similarities and differences, and strengths and weaknesses of
reporting frameworks

Researchers studying sustainability standards in recent years have elucidated the
strengths, weaknesses, advantages, and disadvantages of various frameworks, al-
beit without reaching consensus (Fiandrino, 2019). Several organisations such as
the GRI, AccountAbility (AA), IIRC, SASB, United Nations Global Compact
(UNGC), OECD, and European Federation of Financial Analysts have devel-
oped more than 30 international frameworks for sustainability reporting. Some
provide compliance disclosure frameworks and standards through comprehensive
instrumental procedures for non-financial reporting (e.g. GRI, SASB, EFFAS,
and ISO 26000). Others provide more flexible reporting frameworks and struc-
tures through principles-based approaches (e.g. IIRC, AA, OECD, and FEE).
Some are oriented towards the views of various stakeholders (e.g. GRI, AA, ISO,
and FEE), and others are primarily geared towards financial stakeholders (e.g.
IIRC, SASB, and EFFAS).

There are several distinctions between the various frameworks and some par-
allels. Standard setters continuously vie for a leadership position in the field of
sustainability disclosure standards (La Torre et al., 2018). The main variations
tend to revolve around materiality criteria and impact the type of information to
include in a non-financial statement.

This situation, alongside the fact that companies are substantially free to
choose the preferred framework, makes it complex to achieve the objectives of
improving the comparability of non-financial information and enhancing the
accountability of companies.

Next, we analyse the differences and similarities between the three report-
ing frameworks discussed in the preceding pages of this chapter. Our goal is to
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clarify the benefits and drawbacks that can result from a company’s decision to
operate under one of the aforementioned frameworks.

de Colle et al. (2014) identify several advantages and disadvantages. They
highlight the advantages of operationalising CSR, uncertainty avoidance, and
assistance for CSR adoption. In addition, the facilitation of stakeholder interac-
tion, promotion of continuous improvement, and enhancement of business rep-
utation are derived from these benefits. The implementation of a framework for
CSR disclosure may result in disadvantages such as the introduction of additional
expenditures, a fixation on compliance, and the over- or under-communication
of data (Fiandrino, 2019).

The purpose of the three frameworks examined earlier is to improve the sus-
tainability performance of enterprises and non-profit organisations by codifying
their behaviour and standardising, as far as possible, the disclosure they use to
engage with stakeholders.

Although the three frameworks share a similar objective, they are distinguished
by their distinct approaches. While the GRI standards are characterised by a
standards-based approach, the International IR Framework and AccountAbility’s
AA1000 are principles-based.

The IR Framework is a principle-based guideline for an integrated type of
reporting in which the links between a company’s strategy, business model, gov-
ernance, and performance demonstrate how it creates long-term value (IIRC,
2013). As a framework based on principles, the IR Framework ofters only gen-
eral principles and content pieces, which organisations may interpret differently
(Flower, 2015). In fact, it does not provide a list of key performance indicators
that must be disclosed, providing the company with significant room for ma-
noeuvre. This is why there are so many variances between reports that use the
IR Framework as a foundation for their creation. Similarly, AccountAbility’s
AA1000 standards are frameworks based on the principles organisations, busi-
nesses, and governments use to direct their approach to sustainability. To assist
the widest possible use of the standard’s principles, it has taken the shape of an
overall framework and guiding system for principles-based sustainability man-
agement and reporting. In its true form, it is a principle-based framework and
guidelines for identifying, prioritising, and responding to sustainability concerns
to enhance long-term performance.

In contrast to the GRI principles, the IR Framework and AccountAbil-
ity’s AA1000 standards lack defined rules and metrics for consistently fram-
ing non-financial information, which is at the expense of comparability and
comprehensiveness.

Another important distinction relates to the orientation of the framework and
selection of the stakeholder to whom sustainability communication is directed.
While the GRI standards and AccountAbility’s AA1000 standards are explicitly
designed for all organisations — profit and non-profit, public and private — and
focus on all stakeholders, the International IR Framework is explicitly designed
for large companies and focuses on investors, i.e. the providers of risk capital.
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As indicated earlier, the GRI standards are a modular set of interconnected
standards that permit various types of organisations to publicly report on the
impacts of their operations in a transparent manner. The GRI standards advo-
cate a multi-stakeholder approach and play a crucial role in sustainability report-
ing standardisation. Thus, their objective is to create a global standard language
for organisations to use when reporting their impacts. This facilitates informed
discourse between all stakeholders and informs their decision-making processes
pertaining to impacts.

Similarly, AccountAbility’s AA1000 standards are frameworks based on prin-
ciples that all types of organisations, businesses, and governments can use to
guide their approach to sustainability strategy, governance, operations, and dis-
closure. As stated in AAT000AP (2018), organisations of various sizes and types
can use the AccountAbility principles to connect with all types of stakeholders.

Unlike the two preceding frameworks, the IR Framework focuses primarily
on an organisation’s equity providers. Actually, the framework’s definition of
‘integrated reporting’ explicitly states that it represents a process that aims to pro-
mote a more efficient approach to the corporate report by enhancing the quality
of information transmitted to capital suppliers, thereby enabling them to allocate
capital more effectively and efficiently.

This definition also suggests that the framework is largely, if not exclusively,
intended for large enterprises, i.e. those with a significant need to contact po-
tential investors. Typically, the financial structure of small- and medium-sized
businesses is extremely stable over time; hence, discussion with possible investors
is theoretical.

Prior studies on why organisations choose particular frameworks demon-
strate that companies select multi-stakeholder-oriented frameworks such as the
GRI Guidelines to increase their credibility (Buhr et al., 2014). In their pursuit
of legitimacy, businesses are also influenced by institutional factors and want
to adhere to the most widespread reporting methods in a certain industry. To
achieve a competitive advantage, it can be advantageous to mimic the strategies
of one’s competitors and to be viewed as sustainable (Buhr et al., 2014). Thus,
the decision to embrace a given framework is also influenced by the degree of
institutionalisation in a particular setting or industry. Consequently, some busi-
nesses are likely to adopt the same framework based on perceived legitimacy or
institutional pressures (Bebbington et al., 2012).

This may be the primary reason the GRI standards, one of the earliest and
most institutionalised sustainability frameworks, are also the most prevalent.

The explicit provision of financial and non-financial information comple-
mentarity is another important aspect in the comparison and contrast of the
similarities and differences between the three analysed frameworks. This com-
plementarity is explicitly stated in the IR Framework, but less so in the other
two frameworks.

The greater clarity of the IR framework in ensuring that financial and non-
financial information are produced in a complementary manner by compa-
nies likely stems from the framework’s explicit design for integrated reporting,
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whereas the other two frameworks focus on sustainability reporting, despite that
scholars addressing the topic and sometimes the standard setter itself suggest the
integration of sustainability reporting.

Notes

1 Due to space constraints, no recommendations or guidance are provided; instead,
please refer to the GRI Standards for more information.

2 Not all the contents of the Framework are reported because of space requirements.
Thus, please refer to the International IR Framework for further information.

3 Not all contents of the Principles are reported because of space requirements. Thus,
please refer to the AA1000 AccountAbility Principles (2018) for more information.
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6

EMPIRICAL ANALYSIS OF

THE DETERMINANTS OF THE
ENVIRONMENTAL DISCLOSURES
RELEASED BY EUROPEAN LISTED
COMPANIES

6.1 Aim, research model, and hypotheses development

This chapter analyses the evolution of sustainability reporting practices in EU
countries over the past few decades and investigates the relationship between
environmental disclosure and board characteristics such as board independence
and gender diversity, as well as other corporate governance mechanisms.

A sustainability disclosure strategy is crucial for corporate governance and
credibility, and defining it is among the board’s responsibilities (Lim and Green-
wood, 2017; Garcia-Sanchez et al., 2014; Schultz et al., 2013).

Companies release environmental disclosure to minimise information asym-
metry and conflict of interest between competing parties, legitimise their ac-
tions, and influence stakeholder opinions (Odriozola and Baraibar-Diez, 2017,
Martnez-Fernindez et al., 2016). According to agency theory, voluntary dis-
closure is one of the most important mechanisms for monitoring the behav-
iour of corporate management or the largest shareholders (Ho and Wong, 2001,
Frankforter et al., 2000) and for reducing the likelihood of conflict (Ho and
Wong, 2001; Frankforter et al., 2000). Moreover, legitimacy theory (Suchman,
1995) asserts that corporations earn legitimacy through various behaviours such
as corporate transparency to important stakeholders (Ashforth and Gibbs, 1990).
Through environmental disclosure, businesses demonstrate that they adhere to
the terms of their social contracts (Garcia-Sanchez et al., 2014).

In this scenario, directors are required to disclose information on sustain-
ability to demonstrate that their organisations comply with the rules and act
ethically, thus enhancing their reputation. However, the success of directors as a
mechanism to encourage environmental disclosure is contingent on their degree
of independence. In reality, when board members are involved in the manage-
ment of a company, collusion with controlling shareholders or top management
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becomes more likely (Fama and Jensen, 1983), resulting in a loss of effectiveness.
To mitigate these risks, companies typically include on their boards of directors
professionals who have no ties to the firm’s owners or executives. According to
resource dependence theory (Pfeffer and Salancik, 1978), independent directors
can readily incorporate the interests of different stakeholders into their decision-
making processes, thereby promoting sustainable business practices.

Agency theory suggests that a greater proportion of independent directors re-
sults in more effective board monitoring of executives and controlling shareholders
(Zattoni and Cuomo, 2010; Hillman and Dalziel, 2003; Fama, 1980). Independ-
ent directors’ reputational concerns may push them to act in the best interests of all
stakeholders, not just shareholders (Armstrong et al., 2010; Lim et al., 2007; Fama
and Jensen, 1983). Consequently, independent directors encourage corporations
to become more accessible to external investors by making their disclosures more
complete and precise (Chau and Grey, 2010; Ho and Wong, 2001; Forker, 1992).
Indeed, independent directors are likely to be interested in demonstrating that the
company’s conduct is appropriate in order to enhance their own reputation (Fich
and Shivdasani, 2007; Zahra and Stanton, 1988). In general, status, credibility,
employment prospects, and networking are the principal benefits of directorships
for independent directors (Lorsch and Maciver, 1989; Fama and Jensen, 1983).

Based on these arguments, several scholars (e.g. Ali et al., 2017) have used
agency theory and legitimacy theory and found a positive influence of independ-
ent directors on the degree of corporate disclosure, particularly sustainability
disclosure. For instance, Cerbioni and Parbonetti (2007) showed that the propor-
tion of independent directors is one of the most influential governance-related
variables in determining the level of intellectual capital disclosure for a sample
of European companies. Donnelly and Mulcahy (2008) found that enterprises
in Ireland with more independent boards of directors provide more information
than those with less independent boards. Similarly, Cuadrado-Ballesteros et al.
(2015) emphasise empirical evidence supporting the usefulness of board inde-
pendence as an incentive mechanism for CSR disclosure for a sample of globally
listed businesses from 2003 to 2009. Several other studies have also reported
similar results (e.g. Yunus et al., 2020; Fernandez-Gago et al., 2018; Jaggi et al.,
2018; Pavlopoulos et al., 2017; Garcia-Sanchez et al., 2014; Cheng and Court-
nenay, 2006). Based on these arguments, we propose the following hypothesis:

Hypothesis 1: Board independence positively affects the level of environmental
disclosure.

Over the last two decades, corporate governance studies have focused with in-
creasing attention the issue of gender diversity on boards of directors. According
to previous research, female administrators play a significant role in enhancing the
efficacy of the board, raising the quality of financial information, and supporting
sound business practices (Pucheta-Martnez et al., 2020; Rogelberg and Rumery,
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1996). In the context of sustainability, agency theory suggests that a female leader-
ship style favours the disclosure of CSR concerns, as women in top roles are more
sensitive than men (Kim, 2013). Nielsen and Huse (2010) and Matsa and Miller
(2013) also indicated that women are more attentive and receptive to stakeholder
concerns, particularly regarding social and environmental issues.

Psychological, social, and cognitive approaches also assert that female admin-
istrators have an impact on corporate governance and key company choices. An
earlier study (Levi et al., 2014; Man and Wong, 2013) demonstrated that women
administrators are more risk-averse, cautious, and careful in their decision-making
processes about crucial topics. These characteristics indicate that they possess greater
social and ethical skills than male directors, resulting in the adoption of more re-
sponsible behaviours and are capable of aligning both manager and shareholder
interests in the adoption of salient corporate decisions such as CSR disclosure.

From a stakeholder theory standpoint, the external environment might perceive
that corporations are devoted to CSR concerns when they include female board
members, signalling a tangible orientation of the company towards the expecta-
tions and interests of stakeholders (Ibrahim and Angelidis, 1994). Moreover, this
perspective argues that women administrators promote CSR reporting because
they are more open-minded than men are, thereby guaranteeing the support of
stakeholders’ interests and ensuring that businesses become more environmentally
and socially engaged (Larrieta-Rubn de Celis et al., 2017; Hillman et al., 2002).

In this regard, Rao et al. (2012) noted that diverse boards boost CSR re-
porting. Various studies found a positive correlation between gender diversity
on boards of directors and environmental, social, and governance disclosure
(Tamini and Sebastianelli, 2017; Lone et al., 2016; Fernandez-Feijoo et al., 2014,
2012; Ntim and Soobaroyen, 2013; Barako and Brown, 2008). Therefore, the
literature highlights that, in combination with other characteristics of female
directors’ leadership style, their attitude and sensitivity can influence the board
to become more engaged in the social and environmental issues, which female
directors are more oriented towards. This leads to an increase in CSR disclosure
and consequently, we propose the following hypothesis:

Hypothesis 2: Board gender diversity positively affects the level of environmen-
tal disclosure.

Birindelli et al. (2018) observed that in recent years, an increasing number of
corporations have created a subcommittee inside the board of directors to address
sustainability concerns.

Several guidelines and corporate governance regulations acknowledge the
importance of a CSR committee in handling social responsibility problems from
the viewpoints of risks, strategic possibilities, and commitments to stakeholders.
However, the formation of a CSR committee is implicit in most regulations
and includes other board committees (Baraibar-Diez and Odriozola, 2019). For
instance, in a comment to the article on the creation and operation of board
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committees, Italy’s corporate governance code proposes that listed companies
establish a committee dedicated to the oversight of sustainability concerns.

In general, a CSR committee’s objectives are to create, execute, and evaluate
sustainability policies and activities (Liao et al., 2015). Concerning sustainability
disclosure, the CSR committee must oversee the validity of the organisation’s
sustainability reporting policies (Michelon and Parbonetti, 2012).

Fuente et al. (2017) confirmed that the dissemination of knowledge on sus-
tainability concerns is the CSR committee’s primary objective. Therefore, the
inclusion of a CSR committee is considered an effective method for enhancing
CSR disclosure (Garcia-Sanchez et al., 2019a). In other words, the presence of a
CSR committee serves as an indicator of the board’s commitment to sustainabil-
ity (Hussain et al., 2018). The establishment of a CSR committee is a response
to stakeholder theory, based on its capacity to satisty stakeholder requirements
(Baraibar-Diez and Odriozola, 2019; Salvioni and Gennari, 2019). However, the
formation of a CSR committee may also be the result of a coercive procedure
that compels a business to follow the same practices as other businesses exposed
to the same set of institutional restrictions (Hawley, 1968). Thus, firms may im-
plement CSR committee to imitate other firms without addressing stakeholder
interests. In this case, the adoption of a CSR committee is consistent with the
assertions of institutional theory that the operating setting of organisations influ-
ences their behaviour (Campbell, 2007; Roe, 1991).

Numerous scholars have examined the link between the presence of a CSR
committee and the disclosure of sustainability concerns, hypothesising a positive
association between these factors. Several studies have found a significant positive
relationship between CSR committee and sustainability disclosures (Pucheta-
Martnez and Gallego-Alvarez, 2019; Cucari et al., 2018; Mahmood et al., 2018;
Fuente et al., 2017) and environmental disclosures (Cucari et al., 2018; Liao et al.,
2015). Considering these facts, we propose the following hypothesis:

Hypothesis 3: The presence of a CSR /sustainability committee positively af-
fects the level of environmental disclosure.

According to institutional theory, companies’ behaviours are affected by the in-
stitutions in the context in which they operate (Campbell, 2007; Roe, 1991). In
this manner, corporations perform environmental audits in response to external
demand or to comply with new non-financial disclosure laws, rules, guidelines,
and standards. Firms are increasingly required to comply with laws and standards
that mandate third-party verification of the given information to ensure its re-
liability. For example, GRI guidelines emphasise the significance of sustainabil-
ity reporting assurance for enhancing stakeholder recognition, confidence, and
credibility. Thus, firms’ use of external audits for CSR disclosure is a response
to public criticism over the lack of reliability and accuracy of environmental
information (Baalouch et al., 2019; Braam et al., 2016). Companies suffer co-
ercive isomorphism and opt to conform to regulations and norms imposed by
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external forces. Deeper consideration shows that the use of external assurance
services for environmental disclosure can be connected to both normative and
mimetic isomorphism (DiMaggio and Powell, 1983). The former is the result of
professionalisation and occurs when corporations opt to do what members of a
profession consider correct, whereas the latter stems from the decision to imitate
other businesses. In this view, firms implement the assurance of environmental
disclosure behaviour to function similarly to other businesses.

By signalling the legitimacy of their corporate environmental reporting
practice via external assurance, corporations impact stakeholder views of their
responsibility, thus enhancing stakeholder confidence and company reputation
(Braam et al., 2016).

Several authors have explored the link between external assurance and envi-
ronmental disclosure, hypothesising a positive relationship between these fac-
tors. Some studies discovered a positive relationship; for example, Moroney et al.
(2012) found that companies with assurances have higher ratings for voluntary
environmental disclosure than those without. Similarly, Braam et al. (2016) re-
veal a positive and statistically significant relationship between external verifica-
tion and the accuracy and reliability of environmental information presented in
corporate environmental reports.

Consequently, based on these factors, we expand earlier research by investi-
gating the function of external assurance in raising the degree of environmental
disclosure, proposing the following hypothesis:

Hypothesis 4: External assurance of CSR sustainability reports positively af-
tects the level of environmental disclosure.

Globally, the GRI is the most extensively used CSR reporting framework. It
provides detailed guidance for various sustainability measures pertaining to so-
cial, environmental, and economic performance.

The GRI has gained widespread recognition among business in recent dec-
ades and is considered the most consistent reporting methodology (Boiral, 2015).
Today, it serves as the standard for measuring, monitoring, and reporting CSR.
data (Savitz and Weber, 2006). Consequently, several businesses have adopted
GRI standards to enhance their sustainability reporting.

Similar to the implementation of external assurance and the formation of
CSR committee, the adoption of GRI standards by businesses may be inter-
preted in light of institutional theory, namely, the mimetic, normative, and co-
ercive isomorphism of DiMaggio and Powell (1983).

Some studies that examine the influence of GRI standards on enhancing en-
terprises’ sustainability reports have revealed a substantial positive association
between environmental information levels and the implementation of GRI
standards. For instance, Galani et al. (2012) highlight such a conclusion for top
Greek enterprises. Similarly, Leal et al. (2019) noted that enterprises that publish
their reports in accordance with the GRI standard tend to disclose more infor-
mation on greenhouse gas emissions. These results corroborate Hahn and Lulfs’
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(2014) argument that the adoption of GRI guidelines plays a relevant role in
pressing companies to release environmental and emissions information.
Based on these considerations, we hypothesise as follows:

Hypothesis 5: Adoption of GRI standards positively affects the level of envi-
ronmental disclosure.

Figure 6.1 illustrates the research model derived from the prior hypotheses.
Although several studies have found a positive relationship between board in-
dependence and CSR or sustainability disclosures, some scholars have also found
a negative relationship between these variables. According to Gul and Leung
(2004), an increase in outside directors diminishes Hong Kong corporations’ vol-
untary disclosures. Eng and Mak (2003) discovered similar outcomes in Singapo-
rean enterprises. Similarly, Barako et al. (2006) discovered that the proportion of
non-executive directors on the board is significantly and negatively related to the
level of voluntary disclosure among Kenyan enterprises. Similar to Eng and Mak
(2003), Gul and Leung (2004) defend their results by stating that enhanced mon-
itoring by independent outside directors results in lower disclosure when a sub-
stitution effect exists between the two mechanisms. Tejedo-Romero et al. (2017)
corroborated the same findings for Spanish enterprises, demonstrating that ex-
ternal independent directors have a detrimental influence on intellectual capital
disclosure due to a replacement effect. However, several other studies failed to
find a significant relationship. Bueno et al. (2018), for instance, found that board
independence is not statistically related to the sustainability disclosure of Brazil-
ian listed firms, similar to the findings of Michelon and Parbonetti (2012) and
Amran et al. (2014) for US and European companies and firms from 12 Asian
nations, respectively. Other researchers have reached comparable conclusions
(e.g. Miras-Rodrguez et al., 2020; Michelon et al., 2015; Prado-Lorenzo and

Board Independence

Board Gender Diversity H2 (+)

H3 (+)
CSR committee »| Environmental Disclosure
H4 (+)
External auditor of CSR report
H5 (+)

GRI standards

—— » Direct relation

FIGURE 6.1 Research model

Source: Author’s elaboration
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Garcia-Sanchez, 2010; Prado-Lorenzo et al., 2009; Wan-Hussin, 2009; Leung
and Horwitz, 2004; Haniffa and Cooke, 2002).

These empirical findings may differ for various reasons. For instance, it
could be important to consider whether board independence and other corpo-
rate governance systems interact meaningfully. From an empirical standpoint,
inconsistent findings by researchers implies that various corporate governance
mechanisms may interact in different ways. To comprehend the interconnect-
edness of various corporate governance mechanisms, Aguinis et al. (2011) and
Jain and Jamali (2016) recommended using a multilevel approach. Thus, to more
clearly understand the results of previous studies and provide larger managerial
and policymaking implications independent of the historical period’s circum-
stances and the setting under study, empirical research must consider moderating
variables in the examined connection (Dalton and Dalton, 2011). By examining
if and how the existence of a CSR committee, the adoption of GRI standards,
and the assurance of a CSR report moderate the links between environmental
disclosure and board independence and gender diversity, this study advances the
field of research in this area.

To test the existence of the above-mentioned moderating roles, we propose
hypotheses Hg, H7, and Hg.

Hypothesis 6: The positive relationship between board independence and level
of environmental disclosure is positively moderated by the presence of a
CSR committee.

Hypothesis 7: The positive relationship between board independence and the
level of environmental disclosure is positively moderated by the presence of
an external auditor in CSR reports.

Hypothesis 8: The positive relationship between board independence and level
of environmental disclosure is positively moderated by the adoption of GRI
standards.

Although most studies examining the relationship between board gender diver-
sity and CSR disclosure highlight the existence of a positive relationship (i.e.
Tamini and Sebastianelli, 2017; Lone et al., 2016; Fernandez-Feijoo et al., 2014,
2012; Ntim and Soobaroyen, 2013; Barako and Brown, 2008), some studies con-
tradict these findings. In contrast to earlier theoretical claims, Khan (2010) and
Mallin et al. (2013) found no significant association between the proportion of
women on the board and CSR reporting. Prado-Lorenzo et al. (2009) discovered
that diversity has a detrimental effect on transparency in CSR reporting. Sim-
ilarly, Amran et al. (2014) found no statistically significant association between
the proportion of women on the board of directors and the level of sustainabil-
ity reporting. Likewise, Giannarakis et al. (2014) reported that the presence of
women on the board is not significantly related to the degree of CSR disclosure.

As stated above, these empirical results may be divergent for various reasons
such as the existence of relevant interactions between board gender diversity
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and other corporate governance mechanisms. Therefore, it may be worth inves-
tigating whether board gender diversity acts as a complementary or alternative
mechanism to the adoption of GRI standards, the presence of a CSR committee,
or the presence of an external audit body for sustainability reporting.

To test the existence of these moderating roles, we propose the following
hypotheses:

Hypothesis 9: The positive relationship between board gender diversity and
level of environmental disclosure is positively moderated by the presence of
a CSR committee.

Hypothesis 10: The positive relationship between board gender diversity and
the level of environmental disclosure is positively moderated by the presence
of an external auditor in CSR reports.

Hypothesis 11: The positive relationship between board gender diversity and
level of environmental disclosure is positively moderated by the adoption of
GRI standards.

The basic idea that supports these hypotheses is that, in affecting the environ-
mental disclosure board independence, board gender diversity, and other cor-
porate governance mechanisms, such as CSR committee, GRI standards, and
assurance of sustainability reports, act as complementary mechanisms. In other
words, if the company has a CSR committee within the board, has adopted the
GRI standard, or has an external audit board that assures environmental dis-
closure, the tendency and effectiveness of independent and female directors to
stimulate a higher level of environmental disclosure could increase.

Many board characteristics and other corporate governance mechanisms, such
as board independence, gender diversity, board size, role duality, and the presence
of a CSR committee, have been included in empirical models in the literature to
examine the relationships between each board characteristic and CSR disclosure.
However, to the best of our knowledge, few studies have analysed how different
board characteristics and other corporate governance mechanisms interact with
each other in affecting environmental disclosure. In this research, we attempt to
fill this gap by examining how the inclusion of a CSR committee, GRI standards,
and assurance, together with board independence and gender diversity, affect en-
vironmental disclosure. The objective is to determine whether these board fea-
tures affect a company’s environmental disclosure as substitutes or complements.

The hypothesised interactions are showed in the following graph (Figure 6.2):

6.2 Method

6.2.1 Sample selection and data source

We gathered data from the Refinitiv Eikon DataStream.! Our initial bal-
anced sample was composed of 5,588 listed firms from the 27 European Union
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countries operating in all industries, except the finance and insurance sectors,
for the 2002-2021 period (111,760 firm-year observations). Thereafter, we elim-
inated companies that had not published a CSR report during the investigated
period and obtained a sample of 1050 companies and 21,000 firm-year observa-
tions (see Panels A and B in Table 6.1).

We used Sample I to analyse the evolution of environmental disclosure during
the investigated period across 27 EU countries. To this end, we use the informa-
tion available in the Thomson Reuters Eikon database. These data are used to
create the EnvDisc index, which is an unweighted sum of different environmental
elements measuring the firm’s level of environmental disclosure and awarding a
score of 1 when the company discloses environmental information, and 0 other-
wise (Gallego—Alvarez and Ortas, 2017; Du et al., 2010; Kolk and Pinkse, 2010;
Chen and Bouvain, 2009). As a result, EnvDisc is a multifaceted concept that ad-
dresses all actions taken and revealed by companies in the environmental domain
(Rupp and Mallory, 2015; Lee et al., 2012; Mio, 2009; Carroll, 1979). The 63
items considered to define the value of EnvDisc belonged to three different cate-
gories: 19 items for emission, 25 for innovation, and 19 for resource use. A com-
pany’s dedication to and success in decreasing environmental emissions during
the production and operating processes are indicated by the emissions items. The
ability of a business to lower costs and environmental responsibilities while gen-
erating new economic prospects through innovative technologies, environment-
friendly practices, or ecological goods is referred to as innovation. The ability of
a business to use less energy, water, or other resources while looking for more
effective ways to enhance supply chain management is shown in the last category,
which is related to resource usage. These 63 items are listed in Table 6.2.
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The following graphs show the evolution of the cumulative EnvDisc of firms
in EU countries during the period 2002—2021. France, Germany, and Sweden
showed a stronger evolution of EnvDisc, followed by Italy, Spain, Finland, and
the Netherlands. In each of these countries, the level of EnvDisc grew signifi-
cantly around 2017-2018, in correspondence with the issue of Non-Financial
Reporting Directive 2014/95/EU (Figure 6.3).

The following figures and tables show the mean values for 2021 for both
EnvDisclevel and its components (Resources Use, Emission and Innovation) for firms
across the countries. It shows the state of the art of environmental disclosure
across EU countries (Figure 6.4).
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FIGURE 6.3 Cumulative EnvDisc in EU countries 20022021
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FIGURE 6.4 EnvDisc mean values 2021
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Companies from Romania, Portugal, France, Hungary, Spain, Italy, and
the Czech Republic had mean values higher than 20 for EnvDisc. Companies
from Ireland, Belgium, the Netherlands, Austria, Finland, Greece, Germany,
Poland, Luxembourg, Slovenia, and Denmark have values between 15 and
20. Companies from Sweden, Cyprus, and Malta close the list with values
of less than 15. These values must be interpreted in light of the number of
companies in each country present in the sample investigated using these
descriptive statistics. In this sense, for example, Sweden’s value is 14.93, the
third lowest value in the ranking, but must still be considered good, because
it 1s an average value of 189 companies. Conversely, Romania’s apparently
good value of 30, the highest in the sample, must be interpreted considering
that only one Romanian company publishes information on environmental
disclosure in 2021.

In more general terms, the number of companies from each country in the
sample must be interpreted as an indicator of the diffusion of environmental dis-
closure practices in EU countries. Indeed, when firms that had not issued a CSR
report in the period under investigation are removed from the initial sample, the
countries with the highest number of firms in the final sample must be consid-
ered as the most attentive and most committed with reference to the theme of
environmental disclosure.

The figures and tables illustrated below show similar classifications which,
however, make specific reference to the three components of environmental
disclosure: resource use, emission, and innovation. They clearly indicate, among
other things, that French companies are characterised by high levels of commu-
nication in all three sub-categories of environmental disclosure. All three values
were higher than the European average values of the three subcategories. In
contrast, German companies communicate much more about innovation than
about the use of resources and emissions. In fact, the values of the disclosure on
innovation are higher than the European average value, while the values relat-
ing to resource use and emissions are lower than the European average value
(Figures 6.5—6.7).

The following figures highlight the evolution of environmental disclosure
through its main categories for EU countries, showing the mean values for the
2002 and 2021 EnvDisc information categories for all companies. As the two
figures show, in 2002, the information disclosed almost exclusively regarding
resource use and emissions, while in 2021, companies disclose information about
environmental innovation. Today, the dominant disclosure is regarding resource
use (49%), followed by emissions (36%), and environmental innovation (15%)
(Figure 6.8).

Following the descriptive analysis of the environmental disclosure phenom-
enon, we excluded from Sample I the firm-year observations of firms without
corporate governance and financial data useful to test our hypotheses. The final
unbalanced sample used for our regression analysis, Sample II, was composed of
592 listed firms (3,392 observations) from 17 industries and 19 different countries
for the 2003—2021 period (see Panels A and B in Table 6.3).
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Resources Use 2021
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FIGURE 6.6 Emission mean values 2021

Most observations in Sample II concern French companies (682), followed by
German (533), Swedish (480), Spanish (294), Italian (290), Finnish (268), Dutch
(239), and Belgian companies (127), and so on.

The companies in the sample operate mainly in the manufacturing sector
(47.9%), followed by the information sector (10.1%), utilities (6.9%), construction
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Environmental Innovation 2021
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FIGURE 6.8 Evolution of environmental disclosure through its main categories

(6.8%), transportation and warehousing (5.3%), real estate and rental and leasing
(5.3%), and so on.

6.2.2 Dependent, independent, moderating and control variables

The dependent, independent, moderating, and control variables are listed in
Table 6.4 along with details on how they were measured and the data source.

6.2.2.1 Dependent variable

EnvDisc, our dependent variable, is a multidimensional construct that considers
all activities conducted and disclosed by businesses in the environmental sector
(Rupp and Mallory, 2015; Lee et al., 2012; Mio, 2009; Carroll, 1979). It was
put into practice by utilising 63 environmental issues that companies may or
may not report. These items belong to three different categories: 19 items for
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emissions, 25 for innovation, and 19 for resource use (see Table 6.2). The EnvDisc
index is an unweighted sum of the environmental items that measure the firm’s
level of environmental disclosure and assigns, for each item, a value of 1 when
the company does present information on that environmental aspect, and 0 oth-
erwise (Gallego—Alvarez and Ortas, 2017; Du et al., 2010; Kolk and Pinkse, 2010;
Chen and Bouvain, 2009). Our strategy adhered to the methodology employed
in earlier research to evaluate corporate social responsibility disclosure (e.g. Mar-
ano et al., 2017; Hawn and loannou, 2016).

6.2.2.2 Independent variables

To analyse the effects of corporate governance on the environmental disclosure
of EU companies, we use several independent variables related to the character-
istics and composition of the board of directors. The independent variables used
are: Bolnd, which is the percentage of all independent directors appointed on the
board as reported by the company; BoGenDiv, that is, the percentage of females
on the board; CSRSustComm, a dummy that takes a value of 1 if the company has
a CSR committee and 0 otherwise; Ass, that is, assurance, a dummy assuming a
value of 1 if the company has an external auditor for its CSR sustainability report
and 0 otherwise; GRI, that is a dummy variable that takes the value of 1 if the
company’s CSR report is published in accordance with the GRI guidelines and
0 otherwise.

6.2.2.3 Moderating variables

To evaluate the combined effects of the most important board attributes (Bolnd
and BoGenDiv) with other corporate governance mechanisms (CSRSustComm,
GRI and Ass), we included in our regression models several interaction terms
obtained by multiplying Bolnd and BoGenDiv with other CG mechanisms such
as CSRSustComm, GRI, and Ass.

The interaction terms BolndCSRSustComm, BolndGRI, and BolndAss
are used to test the joint effect of board independence with the presence of a
CSR sustainability committee, utilisation of the GRI standard, and presence
of an external auditor of the CSR sustainability report. The interaction terms
BoGenDivCSR SustComm, BoGenDivGRI, and BoGenDivAss are used to test the
combined effect of board gender diversity and the presence of a CSR sustain-
ability committee, the utilisation of the GRI standard, and the presence of an
external auditor of the sustainability report.

6.2.2.4 Control variables

The current analysis uses a collection of firm-specific characteristics to control
for the analysed relationships to prevent biased results and resolve any potential
endogeneity issues related to the omitted variables. In particular, we inserted
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TABLE 6.4 Description of variables and measurement

Variable Description Measurement Source

Dependent variable

EnvDisc Environmental  Index obtained by the unweighted Eikon
Disclosure sum of various environmental

Independent variables

Board attributes
Bolnd

BoGenDiv

Board
independence

Board Gender
Diversity

Other CG mechanisms

CSR SustComm

GRI

Interaction terms

Bolnd*CSR
SustCom

Bolnd*GRI

Bolnd*Ass

BoGenDiv*
CSR SustCom

BoGenDiv*GRI

CSR
Sustainability
Committee

Assurance

GRI standards

Interaction term

Interaction term
Interaction term

Interaction term

Interaction term

items, assigning value 1 when the
company does present information
on that environmental aspect and 0
otherwise (Gallego-Alvarez & Ortas,
2017; Du et al., 2010; Kolk and
Pinkse, 2010; Chen and Bouvain,
2009)

The ratio between independent Eikon
directors and the total number of
boards directors

Percentage of female on the board Eikon

Dummy variable equal to 1 if there Eikon
is a CSR committee or team and 0
otherwise

Dummy variable assuming value of 1 if Eikon
the company has an external auditor
of its CSR /Sustainability report

Dummy variable that take the value Eikon
of 1 if the company’s CSR report
is published in accordance with the
GRI guidelines

Two ways interaction term obtained Eikon
by multiplying the Bolnd and
CSRsustCom

Two ways interaction term obtained by Eikon
multiplying the Bolnd and GRI

Two ways interaction term obtained by Eikon
multiplying the Bolnd and Ass

Two ways interaction term obtained Eikon
by multiplying the BoGenDiv and
CSR SustCom

Two ways interaction term obtained by Eikon
multiplying the BoGenDiv and GRI

(Continued)
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TABLE 6.4 Continued

Variable Description Measurement Source

BoGenDiv*Ass  Interaction term  Two ways interaction term obtained by Eikon
multiplying the BoGenDiv and Ass

Control variables

BoSize Board Size The total number of board members at ~ Eikon
the end of the fiscal year
BoMeetings Board Meetings Number of board meetings during the  Eikon
year
RoleDual Ceo Chairman ~ Dummy variable equal to 1 if the Ceo  Eikon
Duality simultaneously chair the board or has

the chairman of the board been the
Ceo of the company

BoMemAff Board Member  Average number of other corporate Eikon
Affiliations affiliations for the board member
BoTenur Average Board  Average number of years each board Eikon
Tenure member has been on the board
FirmSize Firm Size Natural logarithm of total assets Eikon
Lev Leverage Long-term debt divided by total assets  Eikon
ROA Return On Asset Return On Assets Eikon
EnvSensSect Environmental ~ Dummy variable equal to 1 if Eikon
Sensitive the company operates in an
Sector environmental sensitive industry, 0
otherwise

BoSize, that is, the total number of board members at the end of the fiscal year;
BoMeetings, that is, the number of board meetings during the year; RoleDual, a
dummy variable that equals to 1 if the CEO simultaneously chairs the board or the
chairman of the board has been the CEO of the company; BoMemAff, the average
number of other corporate affiliations for the board member; BoTenur, the aver-
age number of years each board member has been on the board; FirmSize, the
natural logarithm of total assets; Lev, the long-term debt divided by total assets;
ROA, the return on total assets. Finally, we include the EnvSensSect dummy var-
iable in the robustness analysis to distinguish between environmentally sensitive
and non-sensitive companies.

6.2.3 Regression analysis

To test our hypotheses, we created the following regression model based on panel
data-dependence approaches:

EnvDisc = o0+ ByBolnd + B, BoGenDiv + B3 RoleDual + B4 BoSize
+f35 BoMeet + 3 BoMemAff + B, Bo Tenur + B CSR SustComm (1)
+B9GRI + ﬁmASS + ﬁ1 1FirmSize + ﬂnL@V + ﬂ]g,ROA +E&
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EnvDisc = o0+ 31 Bolnd + 8, BoGenDiv + B3 Bolnd * CSR SustComm

+f34 RoleDual + 35 BoSize + By BoMeet + B, BoMemAff + B BoTenur ?
+P9CSRSustComm + 310GRI + B Ass + B> FirmSize

+f13Lev+ B4, ROA+€

EnvDisc = ot+ 31 Bolnd + 3, BoGenDiv + B3 Bolnd * Ass+ 34 RoleDual
+f5BoSize + B BoMeet + B, BoMemAff + g BoTenur + o CSR Sust Comm ©))
+ﬁ10GRI + ﬁ“ASS + ﬂ12FirmSize+ ﬂ13L€V + ﬂ14ROA +E

EnvDisc = ot+ 31 Bolnd + 3, BoGenDiv + B3 Bolnd * GRI + 4 RoleDual
+f5BoSize + B BoMeet + B; BoMemAff + Bs Bo Tenur + By CSRSustComm “)
+ﬁ10GRI + ﬁ“ASS + ﬂ12FirmSize+ ﬂ13L€V + ﬂ14ROA +E

EnvDisc = ot+ 1 Bolnd + 3, BoGenDiv + B3 BoGenDiv * CSR SustComim
+f4 RoleDual + 5 BoSize + B, BoMeet + B, BoMemAff + g Bo Tenur
+BoCSR SustComm + 310GRI + ;1 Ass+ B FirmSize

+f3Lev+ B4, ROA+€

®)

EnvDisc = o0+ 1 Bolnd + 3, BoGenDiv + 85 BoGenDiv * Ass

+f4 RoleDual + 5 BoSize + B, BoMeet + B, BoMemAff

+fg BoTenur + BoCSR SustComm + 10GRI + ;1 Ass ©)
+f,2FirmSize+ Bz Lev+ 14, ROA+€

EnvDisc = ot+ 31 Bolnd + B, BoGenDiv + B3 BoGenDiv * GRI
+f34 RoleDual + B5BoSize + B BoMeet + 3; BoMemAff

+ g BoTenur + ByCSR SustComm + B1oGRI + B 1 Ass
+B12FirmSize+ Bi3Lev+ P14 ROA+€

7)

Regression models for panel data enhance the econometric specifications. Exam-
ining observations from several successive years for the same sample of compa-
nies facilitates the evaluation of business behaviour across time. According to
Fuente et al. (2017), Martnez-Ferrero et al. (2016), and Petersen (2009), panel
data enables the capture of unobserved heterogeneity and undetected differences
among company behaviours and traits that may be connected with the explan-
atory variables.

We will be able to control for the effects of environmental disclosure proce-
dures over various time periods thanks to the study of the temporal dimension
of the data, which will also provide an analysis with some dynamism while en-
hancing consistency and explanatory power.

6.3 Results

6.3.1 Descriptive statistics

Table 6.5 shows the descriptive statistics of the variables.
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TABLE 6.5 Descriptive statistics

Variables n. obs mean sd min max
EnvDisc 3,392 23.25 7.742 1 42
ResUse 3,392 11.14 3.52 0 18
Emiss 3,392 8.44 3.51 0 17
Envinnov 3,392 3.67 2.4 0 12
Bolnd 3,392 58.15 25.36 0 100
BoGenDiv 3,392 26.45 13.97 0 75
CSRSustCom 3,392 0.846 0.361 0 1
GRI 3,392 0.973 0.163 0 1
Ass 3,392 0.847 0.360 0 1
RoleDual 3,392 0.301 0.459 0 1
BoSize 3,392 12.03 4.200 2 27
BoMeet 3,392 9.854 4914 2 100
BoTenur 3,392 6.418 2.688 0.288 23.17
BoMemAff 3,392 1.001 0.829 0 8
FirmSize 3,392 22.83 1.459 17.76 26.93
ROA 3,392 0.0419 0.0599 -0.354 0.603
Lev 3,392 0.376 1.671 0 76.88
Number of firms 592

The skewness and kurtosis of the environmental disclosure data used were
both acceptable. The assumption of normality was validated through visual in-
spection and normality testing.

EnvDisc has minimum and maximum values of 1 and 42, respectively, with
an average value of 23.25. In other words, the sampled companies presented
an average of 23 indicators. The large difference between the minimum and
maximum values and the standard deviation of 7.74 point suggests a variety of
EnvDisc-related behaviours among businesses. The fact that there are companies
that only disclose one metric suggests that some still view environmental disclo-
sure as only a legal requirement. In other words, environmental transparency did
not play a strategic role.

Analysis of various types of environmental data shows that businesses focus
more on resource use and emissions and less on environmental advances.

The independent variable Bolnd varies widely between businesses, ranging
from 0% to 100%, with an average of 58.15%. Similarly, BoGenDiv varies greatly
between businesses, ranging from 0% to 75%, with an average of 26.45%, which
indicates that a comparatively small number of female directors have been ap-
pointed to boards.

A CSR committee is present in 84% of companies. The GRI standards are
adopted by 97% of businesses, and 84% have an external auditor reviewing their
CSR sustainability reports.
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In terms of control variables, the average CEO duality value is 30.1%. The
minimum and maximum values of BoSize are 2 and 27, respectively, whereas the
average value is 12.03. The average BoMeet amounts to 9.85 a year.

The average number of years each board member has been on the board
(BoTenur) is 6.4, and the value ranges from 0.28 and 23.1. The average number of
other corporate affiliations with board members (BoMemAff) is 1.

The average firm size, Lev, and ROA are 22.83, 0.376, and 0.042, respectively.

Tables 6.6 and 6.7 show the descriptive statistics of the main variables for each
country.

The correlations between the variables were evaluated before performing a re-
gression analysis to detect collinearity; the results are displayed in Table 6.8. Bolnd
was negatively correlated with EnvDisc, whereas BoGenDiv was positively corre-
lated with EnvDisc. No correlation was statistically significant. Conversely, some
variables exhibited several correlations. CSRSustCom, GRIand Ass were positively
and significantly correlated with EnvDisc. Both BoSize and FirmSize were posi-
tively and significantly correlated with EnvDisc. BoSize was negatively correlated
with Bolnd. FirmSize was positively and significantly correlated with BoSize.

We also provide the variance inflation factors (VIF), which gauge how much
each explanatory variable is interpreted in light of the other explanatory varia-
bles, taking into account the numerous correlations between variables. There is
no multicollinearity in the multiple regression models, as shown by the fact that
VIF statistics for all independent variables are less than 3 (Hair et al., 1998).

6.3.2 Regression results

6.3.2.1 Direct effects

The outcomes of the regression analyses obtained using Stata software are shown
in Table 6.9. We used a panel regression with a time fixed effects model to test
our hypotheses. We also propose a fixed effect model, a random effects model,
and a pooled ordinary least squares method, but the time fixed effects specifica-
tion is supported by the Breush—Pagan, Hausman, and Chow F-tests. We verified
that time-fixed effects are needed in this case using the testparm command in
Stata.

Model 1 in Table 6.9 tests hypotheses H; to Hs, whereas Table 6.10 shows the
results for hypotheses Hg to Hyj.

Model 1 outlines the findings from the estimation of equation (1), which sheds
light on the direct relationship between each corporate governance mechanism
and environmental disclosure.

The explanatory strength of the regression is highlighted by the R2 of Model
1 (54.1%), which is consistent with the R2 obtained by earlier studies on the
factors influencing environmental disclosure that considered the same control
variables as the current study.
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The results of Model 1 do not confirm H; and show a negative and insignif-
icant association between board independence and EnvDisc. Our results for Hy
are consistent with the results of several other studies that find no statistically
significant relationship between board independence and CSR disclosure.
For example, Bueno et al. (2018) highlighted that board independence does
not present statistical significance for the sustainability disclosure of Brazilian
listed firms. Similarly, Michelon and Parbonetti (2012) did not find statisti-
cally significant results for the same relationship in US and European com-
panies. Amran et al. (2014) also confirm that there are no significant results
for firms in 12 countries in the Asia-Pacific region. Similarly, Prado-Lorenzo
and Garcia-Sanchez (2010) found no significant results regarding the effect of
board independence on the dissemination of information on the greenhouse
gases of firms from 28 countries. Other scholars have likewise highlighted
analogous findings (e.g. Wan-Hussin, 2009; Leung and Horwitz, 2004; Han-
iffa and Cooke, 2002).

These results support Hy and show that BoGenDiv positively aftects EnvDisc.
The coefficient of BoGenDiv is positive and statistically significant (B=0.0309,
p<0.01). This finding confirms that women are more inclined towards equity
and social and environmental issues (Ellwood and Garcia-Lacalle, 2015; Jaffee
and Hyde, 2000; Ibrahim and Angelidis, 1995). Women on boards have a sub-
stantial impact on sustainability initiatives and disclosures, as found by Barako
and Brown (2008), Post et al. (2011), Fernandez-Feijoo et al. (2012), Ntim and
Soobaroyen (2013), Friaz-Aceituno et al. (2013), Boulouta (2013), Fernandez-
Feijoo et al. (2014), Harjoto et al. (2015), Lone et al. (2016), Tamini and Sebasti-
anelli (2017), and Bueno et al. (2018). Our findings are consistent with research
showing that women are more socially conscious than men, which enhances the
effectiveness of board decision making, particularly when it comes to matters of
social responsibility (Ibrahim and Angelidis, 1995).

Concerning CSRSustComm, the results in Model 1 in Table 6.9 confirm Hj,
indicating a positive relationship between the presence of a CSR sustainability
committee and EnvDisc. More specifically, the coeflicient of CSRSustComm is
statistically significant at better than the 1% level to explain variations in EnvDisc
(B=2.049, p<0.01). Our findings are consistent with other research that find that
CSR committee and sustainability or environmental disclosure are positively
associated (Pucheta-Martinez and Gallego—Alvarez, 2019; Cucari et al., 2018;
Mahmood et al., 2018; Fuente et al., 2017; Konadu, 2017; Liao et al., 2015).
Accordingly, in recent years, several guidance and corporate governance codes
have increasingly suggested that firms create such committee, and an increasing
number of companies have established them within the board of directors to
manage sustainability issues (Birindelli et al., 2018).

Regarding external assurance of environmental disclosure, our results con-
firm Hy, showing a positive association between Ass and EnvDisc. The coefficient
of Ass is statistically significant at better than the 1% level to explain variations in
EnvDisc (B = 1.159, p < 0.01). Our findings are consistent with research that has
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TABLE 6.9 Regressions for direct effects
VARIABLES Model 1 FE with  Model 2 OLS ~ Model 3 RE Model 4 FE
time effects
Bolnd —0.00665 0.00681 —0.00172 —0.00323
(0.00448) (0.00417) (0.00448) (0.00504)
BoGenDiv 0.0309%** 0.0390*** 0.0559*** 0.0629%**
(0.00738) (0.00686) (0.00591) (0.00636)
CSR SustComm 2.049x** 4.943*** 4.416%** 4.307***
(0.218) (0.270) (0.218) (0.229)
Ass 1.159%** 1.975%** 2.033%%* 2.205%**
(0.224) (0.270) (0.232) (0.240)
GRI 1.692%** 3.149%** 2.338*** 2.128%**
(0.388) (0.578) (0.414) (0.428)
RoleDual 0.0749 1.223%** 0.358 0.0761
(0.216) (0.212) (0.228) (0.2406)
BoSize —0.0422 0.116%** 0.0161 -0.0783*
(0.0378) (0.0296) (0.0363) (0.0425)
BoMeet —0.0126 —0.0352% 0.0127 0.0337*
(0.0183) (0.0195) (0.0180) (0.0202)
BoMemAff -0.139 —0.306** —1.071k** —1.225%%*
(0.114) (0.120) (0.0988) (0.102)
BoTenur 0.202%** 0.123%** 0.223%** 0.206***
(0.0393) (0.0360) (0.0394) (0.0444)
FirmSize 1.302%** 2.385%** 2.550%** 2.011x**
(0.199) (0.0841) (0.131) (0.217)
Lev 0.00627 -0.0574 0.0204 0.0117
(0.0299) (0.0547) (0.0341) (0.0340)
ROA 0.560 5.132%** —1.680 —2.909**
(1.205) (1.573) (1.276) (1.338)
EnvSensSect - 4.889%** 5.017*** -
- (0.196) (0.423) -
Constant —20.06%** —46.87**%* —49.37x** —31.10%**
(4.815) (1.758) (2.630) (4.848)
Year dummy yes no no no
Observations 3,392 3,392 3,392 3,392
R-squared 0.541 0.535 0.400
Number of 592 592 592
Idnumber

Standard errors in parentheses - ***p<0.01, **p<0.05, *p<0.1

discovered a positive correlation between the level of environmental disclosure
and external assurance (Braam et al., 2016; Moroney et al., 2012), confirming
that firms implement environmental audits to respond to external pressure or
comply with new regulations and standards. Indeed, the company’s choice of
external audit for environmental disclosure responds to public pressure about the
scarce reliability and accuracy of environmental information (Baalouch et al,,
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2019; Braam et al. 2016). In other words, companies ensure and signal the cred-
ibility of environmental reports to stakeholders and increase their recognition,
trust, and reputation.

Regarding the adoption of the GRI, our findings show a significant posi-
tive association between environmental disclosure and GR1I adoption, confirm-
ing Hs. They suggest that companies that implement GRI guidelines disclose a
higher level of environmental information in their annual reports. This result
is consistent with those of previous studies. Galani et al. (2012), for example,
highlighted a positive association between the two variables for the largest Greek
companies. Similarly, Leal et al. (2019) underlined that companies that adopted
the GRI standard tended to present higher levels of greenhouse gases emissions
information disclosure. Similarly, Bhattacharyya and Yang (2019) showed that
the adoption of GRI G4 guidelines is associated with higher levels of firm biodi-
versity disclosure for Australian listed companies. Garcia-Sanchez et al. (2019b)
discovered that voluntary adoption of the GRI-IFC disclosure strategy will fos-
ter the provision of CSR information that is more useful to analysts.

Only the BoTenur and FirmSize coefficients for the control variables are statis-
tically significant. They exhibit a positive association with EnvDisc, indicating
that larger businesses and those with boards comprising directors with more ex-
pertise are more likely to be interested in or inclined to disclose environmental
information.

As discussed above, we used panel regression with a time fixed-effects model
to test our hypotheses; thus, the Model 1 regression includes year dummies.
The time dummy results suggest that EnvDisc decreased from 2002 to 2007 and
then increased over time until 2021. The model regression does not include
EnvSensSect which is a time-invariant dummy variable, and thus cannot be used
with fixed-effects models.?

Models 2, 3, and 4, shown in Table 6.9, were developed exclusively to com-
pare each of them to the main regression model. However, their results, which
are substantially similar to those obtained with the time fixed-effects model, can
be considered as a confirmation of the goodness of the results of our analysis,
showing its robustness.

Hypothesis Hy, which was not confirmed with the main model, was likewise
not confirmed with the other models used. The other hypotheses, which were
confirmed with the main model, were also confirmed with all other models used.

6.3.2.2 Interaction effects

Models 1 to 6 in Table 6.10 test hypotheses Hg to Hyy, that is, the joint effects on
environmental disclosure of both board independence and board gender diversity
with the presence of a CSR sustainability committee, the use of the GRI stand-
ard, and the presence of an external auditor of the CSR Sustainability Report.
In other words, these models reflect the results of equations (2)—(7) and identify
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the effects of the interactions between the different mechanisms of corporate
governance.

When we include the different interactions in the regression models, the main
evidence is that different corporate governance mechanisms work in isolation to
affect the level of EnvDisc. In fact, the results shown in Table 6.10 highlight that
the coefficients of the interaction terms used to test the hypotheses are not sig-
nificant, with the sole exception of BoGenDivCSRSustComm and BoGenDivAss,
which are significant but have a negative sign contrary to our hypotheses.

Having assumed only positive moderations, this means that none of the hy-
potheses relating to the interaction effects, from Hg to Hyy, are confirmed. How-
ever, Models 4 and 5, which specifically test for Hy and Hy, show significant
interaction coefhicients, albeit negative. Hence, Model 4 highlights a negative
moderating effect of the CSR Sustainability Committee on the relationship be-
tween BoGenDiv and EnvDisc, whereas Model 5 highlights a negative moderat-
ing effect of assurance on the relationship between BoGenDiv and EnvDisc.

The significant interaction between BoGenDiv and CSRSustComm shows that
these mechanisms operate as substitute governance mechanisms (f = —0.0334, p
< 0.01). Accounting for the coefficients, the results support the idea that the pos-
itive relationship between board gender diversity and the level of environmental
disclosure weakens if the company has a CSR committee. This result can also be
interpreted as indicating that the positive relationship between the existence of a
CSR committee on the board and the level of environmental disclosure weakens
as the percentage of female directors increases.

Similarly, the interaction of BoGenDiv and Ass shows that the two mecha-
nisms are substitutes for each other (B = -0.0607, p<0.01), supporting the idea
that the positive relationship between board gender diversity and level of envi-
ronmental disclosure weakens if the company has an external auditor in the CSR
Sustainability Report. These significant interactions are shown in the following
graphs (Figure 6.9):
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FIGURE 6.9 Significant interactions
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6.4 Discussion and concluding remarks

Environmental disclosure has become a useful tool for companies to reduce in-
formation asymmetries between agents and principals, respond to institutional
pressures, and enhance stakeholder confidence and company reputation. When
companies disclose environmental information, they seek to show all parties that
they are concerned about social and environmental issues.

This research claims that certain board traits and other corporate governance
mechanisms are essential for encouraging environmental disclosure. In keeping
with this research, the goal of our study was to examine the effects of various
corporate governance mechanisms and the primary board characteristics of in-
ternational corporations on environmental reporting. The disclosure of environ-
mental information is examined in relation to the direct and combined effects
of board independence, board gender diversity, CSR board committee, GRI
standards implementation, and assurance services.

Our findings show that all these mechanisms are directly and positively as-
sociated with green reporting, except for board independence which has a non-
significant impact on environmental disclosure.

Moreover, our findings reveal that each mechanism operates independently
of the others in affecting the level of EnvDisc. In fact, the analysis of possible
complementary or substitution effects between the different corporate govern-
ance mechanisms investigated does not show significant interactions, with the
sole exception of board gender diversity, which operates as a substitute for both
CSR committee implementation and assurance service adoption in stimulating
environmental disclosure.

The findings of our study can be interpreted in light of the idea that environ-
mental disclosure itself can be viewed as a governance mechanism that compa-
nies use to control their management, manage relationships with stakeholders,
reduce information asymmetries between different market players, and legiti-
mise their existence in society.

We refer to the governance function of accounting information, which has
been extensively studied, both theoretically and empirically (Bushman and
Smith, 2001). Research on the relationship between corporate governance
and CSR disclosure has highlighted how this disclosure interacts with other
governance mechanisms, mitigating or exacerbating agency issues between
ownership and management, between majority and minority shareholders, or,
once more, between sharecholders and creditors (Lepore et al., 2022). Envi-
ronmental disclosure can be used by companies as a governance mechanism
to realise the aforementioned aims in a complementary or alternative way to
other mechanisms.

The significant direct effects that confirm our hypotheses H, to Hs show that
environmental disclosure is used by companies together with gender diversity,
sustainability committee, GRI standards adoption, and external assurance ser-
vices for sustainability reports.
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Failure to confirm hypotheses Hg to Hy; relating to the effects of complemen-
tarity between the investigated governance mechanisms prevents us from con-
firming the existence of positive interactions between, on the one hand, board
independence and GRI standards adoption and, on the other hand, assurance of
sustainability reports and CSR committee implementation. However, the iden-
tification of two significant negative interactions (BoGenDivCSRSustComm and
BoGenDivAss) suggests that board gender diversity operates as a substitute for both
CSR committee and assurance services in stimulating environmental disclosures.

These negative interactions can be read in light of legitimacy theory, which
argues that companies should comply with society’s expectations to achieve le-
gitimation (Guthrie and Parker, 1989; Dowling and Pfeffer, 1975). Society ac-
cords legitimacy to a corporation when its acts are deemed desirable, proper, or
appropriate within a set of standards and values that have been created by society
(Suchman, 1995). Thus, a legitimacy gap develops if companies do not behave in
a way that meets society’s expectations (Lindblom, 1993). This imbalance makes
it more difficult to obtain resources — both human and financial — and has a det-
rimental impact on the success of the company.

Today, incorporating CSR issues into companies’ activities and using differ-
ent disclosure strategies is essential for survival. In light of legitimacy theory,
companies use disclosure to achieve visibility and influence the way external
stakeholders view the company (Deegan, 2002). Therefore, companies that are
more visible to society tend to release greater disclosure (Cormier et al., 2004) to
communicate that their activities are coherent with social values. For example,
companies that are well known to have poor environmental performance, need
to provide more information to legitimise their actions. Similarly, organisations
that lack legitimacy may embrace governance practices that the general public
views as necessary to gain support from their customers, shareholders, stock mar-
ket participants, and other stakeholders. The ability of such governance mech-
anisms to boost a firm’s performance is not a factor in its adoption. Instead, it is
driven purely by opportunistic factors.

As highlighted by Mayer and Rowan (1977), stakeholders assign externally
defined values to governance bodies and procedures regardless of whether these
units contribute to the firm’s performance. It is assumed a priori that the board
disciplines managers, that gender diversity improves the relationship with stake-
holders, that the adoption of GRI standards improves environmental disclosure,
and so on. Adopting tools such as board independence, CSR committee, or
GRI standards provides legitimacy to the company in the market it works in,
increasing its chances to secure funding, forging business linkages with the finest
partners, and occasionally even increasing profits. In doing so, a type of cere-
monial mechanism creates an illusion regarding the effectiveness of governance
mechanisms, even though their actual role is only to create a positive reputation.
In this way, a company merely needs to formally meet the high standards of gov-
ernance institutions to obtain legitimation and enjoy the confidence of market
participants, although, in reality, the firm’s financial condition may be poor.
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The functioning of gender diversity as an alternative mechanism of CSR com-
mittee and assurance, highlighted by the results of Models 4 and 5 in Table 6.10,
can be read in light of these considerations. That is, companies may opportunis-
tically implement only some of the governance standards considered necessary by
society for legitimacy reasons. For example, companies could equip themselves
with a CSR committee or alternatively include women on their boards to an ex-
tent conventionally deemed sufficient by society or acquire an external assurance
service only to gain legitimacy in the eyes of stakeholders. This may explain the
results of our regressions, according to which some mechanisms of corporate
governance act as alternative mechanisms.

In this scenario, the implementation of some governance mechanisms, as well
as the disclosure of environmental information, in response to external pressure
could be viewed as opportunistic behaviour by the company to gain legitimacy.

Our research findings have various theoretical and managerial implications.

Regarding managerial implications, our results imply that board composition
is a crucial factor affecting companies’ actions regarding environmental report-
ing. Companies should create boards with a significant percentage of female
directors and a sustainability committee to disclose more environmental infor-
mation and demonstrate their commitment to environmental issues to all stake-
holders and society. For the same reason, they should implement GRI standards
and acquire assurance services for their environmental reports.

Instead, board independence does not seem to play an important role in envi-
ronmental reporting. Considering the non-convergent role played by independ-
ent directors in CSR reporting (Pucheta-Martinez and Gallego-Alvarez, 2019),
much research is needed to clarify their role.

Second, our research shows that GRI standards implementation works in iso-
lation in affecting the level of EnvDisc, while board gender diversity seems to
operate as a substitute for both CSR committee and assurance services in stim-
ulating environmental disclosures. These findings appear to highlight a behav-
ioural pattern among companies primarily motivated by concerns about their
legitimacy. Companies may choose to adopt one governance mechanism over
another, such as gender diversity over GR1I standards or gender diversity over the
assurance of a CSR report, solely to gain social acceptance without taking into
account how effective they are at raising the level of environmental disclosure.

This interpretation of the findings, one of the many that might be made,
would advise companies to act more logically and consciously employ govern-
ance systems to encourage environmental disclosure. This is even more true
today than it was in the past not only because environmental disclosure is be-
coming required in an increasing number of nations, but also because of the
urgent and unavoidable need to understand how corporate activities affect the
environment and the likelihood that future generations will have access to suffi-
cient stocks of biological resources.

Regarding theoretical implications, this study adds to the literature on the
factors that influence environmental disclosure. It contributes by urging urgent
further study to better understand the potential interactions between various
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governance mechanisms. This type of research will also aid in the systematisation
of the conflicting empirical findings noted by scholars about the direct impact of
governance tools, such as board independence, on CSR disclosure (Dalton and
Dalton, 2011).

However, this study has some limitations, and further research is necessary.
First, given that the sample includes companies from different countries, in-
troducing country-specific control variables could be useful. This study also
investigated the quantity of disclosed environmental information. Future re-
search could investigate the characteristics of that disclosure, including its tem-
poral orientation (forward-looking, present, or past) and nature (quantitative
or qualitative), to assess the quality of the given environmental information.

Notes

1 Refinitiv offers one of the most comprehensive ESG databases, covering over 80% of
global market cap, across more than 450 different ESG metrics. The ESG ratings for
close to 9,000 companies globally are available, with time series data going back to
2002. They are simple-to-understand percentile rank scores (available in both per-
centages and letter grades from D- to A+).

2 The portion of variation that is given by the distance between each observation and
its respective mean is explained by the fixed effect model. We cannot include time-
invariant dummies (EnvSensSect) in the model since each individual distance between
a constant and its mean is obviously equal to zero.
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CONCLUSIONS

Worldwide, increasing attention towards environmental issues leads companies
to incorporate sustainability matters within their business models and release
environmental information to external stakeholders. Corporate environmental
disclosure has gained increasing importance since the 1980s as a mechanism that
facilitates interrelations between the parties involved in companies’ businesses
and enables synergies that increase firm value.

For many years, companies have disclosed environmental information on
a voluntary basis, referring to different guidance. Among these, the Global
Reporting Initiative (GRI) is the most widely used international standard.
However, in the last decade, policymakers worldwide have increasingly issued
rules related to sustainability information, shifting the disclosure of environ-
mental information from voluntary to mandatory. In EU member states, the
Modernisation Directive 2003/51/EC represents the first attempt to introduce a
mandatory requirement for the provision of environmental information. How-
ever, the generic requirement to discuss environmental information within the
management report when considered useful for understanding the company’s
development and performance gave companies substantial discretion in defining
whether and what type of information to release. To overcome this flexibility,
the EU legislator issued the Non-Financial Reporting Directive 2014/95/EU,
which represents the key passage in the introduction of mandatory environmen-
tal disclosure. Directive 2014/95/EU introduces a requirement for larger com-
panies to release environmental information pertaining to the business model
adopted, the policies pursued, the outcome of those policies, the principal risks,
and non-financial key performance indicators in a specific document termed a
non-financial statement.

Although the Non-Financial Reporting Directive introduces clearer and more
stringent disclosure requirements compared to the Modernisation Directive,
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such as by identifying specific environmental reporting areas to discuss in the
non-financial statement, it continues to give companies substantial discretion.
Companies can define the specific information to release for all reporting areas,
the format for the presentation of such information, and the standard to refer to
in disclosing environmental information.

With respect to this last point, Directive 2014/95/EU gives companies the
option to refer to national, European, or international standards in preparing
their non-financial statements, such as the GRI, the Eco-Management and Audit
Scheme (EMAS), the UN Global Compact, and ISO 26000.

Owing to the issuance of Directive 2014/95/EU, the number of companies
preparing sustainability reports and releasing environmental information has in-
creased. However, the flexibility in identifying the specific items of information
to release as well as the possibility of referring to different standards in defining
environmental disclosure, results in incomparable information. Although most
companies have chosen to prepare their non-financial statements referring to the
GRUI standards, the option in Directive 2014/95/EU does not exclude the possi-
bility that different companies may adopt different guidance, thereby making the
quantity and quality of the information released incomparable.

The decision regarding the quantity and quality of environmental informa-
tion to be released depends on several factors. Over the years, scholars have
widely investigated the determinants of environmental information by refer-
ring to various theoretical frameworks. The most widely used theories to justify
the release of environmental information are stakeholder and legitimacy the-
ories, followed by institutional, agency, and signalling theories. Scholars have
used previous theories to deepen understanding of the factors that can explain
a company’s decision to release environmental disclosures. The factors affecting
environmental disclosure can be categorised into two groups: (1) internal or
firm-specific and (2) external or institutional. Internal factors typically investi-
gated in the literature include company characteristics and corporate governance
features. External or institutional factors that are typically investigated include
the level of media exposure and other country-level determinants (i.e. norma-
tive, mimetic, and coercive factors).

The increasing legal requirements aimed at introducing mandatory environ-
mental disclosure as well as the low level of comparability of the information
released made our study of the evolution of sustainability reporting practices in
EU member states over the past two decades and our investigation of the factors
that influence a company’s decision regarding environmental disclosure interest-
ing. More specifically, this study first investigated the environmental disclosure
released by a sample of 5,588 non-financial listed European companies (111,760
firm-year observations) for the 2002—2021 period to clarify the evolution of
sustainability reporting during the transition from voluntary to mandatory en-
vironmental disclosure. To deepen understanding of the influence of different
factors on environmental disclosure, this study investigated the relationship be-
tween both firm-specific and institutional factors and environmental disclosure.
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Referring to different theoretical frameworks to develop the hypotheses, this
study first investigated the direct relationship between both board characteristics
(1.e. board independence, gender diversity, and the presence of a CSR commit-
tee) and institutional factors (i.e. external assurance and the adoption of GRI
standards) and environmental information. As a result, the study deepened un-
derstanding of the moderating role of institutional factors on the association
between board characteristics and environmental disclosure. In this sense, the
empirical analysis conducted in this study overcomes the conflicting results
found by scholars when investigating the direct relationship between the char-
acteristics of board of directors and environmental disclosure. From an empirical
standpoint, the reporting of inconsistent findings by researchers implies that var-
lous corporate governance mechanisms may interact in different ways. In these
situations, the use of a multilevel approach encourages the comprehension of the
interconnectedness among various corporate governance mechanisms. Thus, to
make sense of the emphasised results and provide more significant managerial
and policymaking implications, independent of the historical period’s circum-
stances and the setting under study, empirical research must consider moderating
variables in the examined connection. By examining if and how the existence
of a CSR committee, the adoption of GRI standards, and the assurance of a
CSR report moderate the links between both board independence and gender
diversity and environmental disclosure, this study advances the field of research
in this area.

The findings revealed a continuous increase in environmental disclosure by
EU companies since the issue of Directive 2003/51/EC. The level of environ-
mental disclosure was significantly enhanced in 2017-2018 in correspondence
with the entry into force of Directive 2014/95/EU. These results highlight the
effectiveness of EU laws in boosting the increase in companies’ environmen-
tal disclosure. Regarding influencing factors, the findings showed that several
mechanisms are directly and positively associated with environmental disclosure.
Gender diversity, the presence of a CSR committee, the adoption of GRI stand-
ards, and the assurance of sustainability reports have significant direct effects on
environmental disclosure. However, board independence has a non-significant
impact. Moreover, the findings revealed that each mechanism operates in isola-
tion, independent of other mechanisms, in affecting the level of environmental
disclosure. The analysis of possible complementary or substitution effects among
the different corporate governance mechanisms investigated did not show sig-
nificant interactions, with the sole exception of board gender diversity, which
operates as a substitute for both the presence of a CSR committee and the adop-
tion of external assurance in stimulating environmental disclosure. These results
can be interpreted using the legitimacy theory framework, according to which
companies opportunistically adopt all of the mechanisms considered necessary by
society to gain legitimacy.

Although the shift from voluntary to mandatory environmental disclo-
sure due to the issue of different EU directives enhanced the environmental
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disclosure released, the European Commission detected that a large number of
companies did not prepare a non-financial statement because they are not within
the scope of Directive 2014/95/EU. In addition, when the information is re-
leased, it is often incomparable, unreliable, and difficult for users to find. To
overcome these critical issues, the European Commission issued a proposal for a
Corporate Social Responsibility Directive, the objectives of which are to extend
the requirement to report environmental information to other companies and
to boost the comparability, reliability, and ease of access for stakeholders of the
sustainability information released. To encourage greater comparability of the
information disclosed, the proposal requires companies to release sustainability
information in accordance with mandatory EU sustainability reporting standards
that need to be developed. To achieve this aim, the European Commission asked
EFR AG to develop draft sustainability reporting standards that are to be used by
all companies as required in the proposal.

Today, in preparing their non-financial statements, companies can rely on
one of the numerous national, international, or EU-based reporting standards
regarding sustainability issues. In some countries such as Italy and Poland, com-
panies can also decide to refer to a mixed reporting methodology based on more
standards. Simultaneously, standard setters continue to build competing frame-
works contending for the global leadership position. Therefore, the flexibility
afforded to companies provides them with a wide range of sustainability report
formats. In this context, the aim of the EU legislature is to encourage the stand-
ardisation of the information released, requiring companies to rely exclusively
on one standard. Therefore, the EU legislature’s goal is to boost adoption of the
same principles and language across companies in regard to releasing environ-
mental information. Only this form of convergence can develop comparability
between company reports, which is fundamental to the European market and
the EU as a whole.

However, despite the European Commission’s decision to request that EFR AG
develop draft sustainability reporting standards to be used by all companies in
releasing sustainability information, it is important to highlight that in 2021, the
IFRS Foundation founded the International Sustainability Standards Board, the
aim of which is to develop sustainability-related disclosure standards. Therefore,
although the EU legislature’s intention is to require companies to rely exclusively
on one standard in preparing non-financial statements, to date, both the EFR AG
and the International Sustainability Standards Board are developing sustainabil-
ity reporting standards. In addition, some claim that it could be better to refer to
existing standards, such as the GRI, rather than developing new standards.

In conclusion, the comparability of information remains an open question.
In this context, academic research could play a crucial role in promoting the
enhancement of both environmental disclosure and the comparability of sustain-
ability information. The benefits and drawbacks of diverse reporting frameworks
could be a subject of research aimed at linking theory and practice in sustaina-
bility reporting and performance. Thus, academics can help to improve future
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policies and practices. Using prior studies on reporting frameworks and guide-
lines as a baseline, future research could, for instance, attempt to comprehend the
reasons that drive the adoption of a particular reporting framework over others.
For instance, researchers could determine that a certain accounting practice or a
particular business culture may lead a company to use the GRI standard rather
than the IR framework. Thus, this research could address the crucial subject of
why and how existing frameworks and recommendations are or are not utilised.

In addition, academic research could contribute to the investigation of the
function of new media, especially websites and social media, in transmitting
sustainability information. In a broader sense, scholars could contribute to the
investigation of the opportunities that modern technology provides for the dis-
semination of sustainability disclosure. In recent years, the publication of sus-
tainability information via websites and social media has attracted the attention
of a significant number of scholars. However, despite the consensus that social
media is the superior method for sharing information and engaging stakeholders,
many unexplored subjects remain, such as the role of digital media in stakeholder
engagement.
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