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Agenda

 What is ESG and Why Report – the Business Case
• ESG and Sustainable Finance

 Reporting Standards
• Also refer to Presentation by Ralitza Germanova

 Materiality
• Materiality determination
• Example of material issues (examples)

 Four Dimensions 
• Strategy 
• Governance
• Risk Management
• Metrics and Targets
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What is ESG and Why Report



Definitions

SOCIAL FACTORS

Considerations that affect the wellbeing of 
employees, customers, and local communities and 
that are under the control or influence of the 
company.

⇒ Includes fair treatment of workers, health and safety of 
workers and consumers, access to and affordability of 
basic services, economic impact on local communities, 
and conditions of relocation and livelihood restoration 
for resettled communities. 

ENVIRONMENTAL FACTORS

Effect of the company’s physical activities on the 
environment or natural capital the company uses to 
operate. 

⇒ Includes harmful releases, such as greenhouse gas (GHG) 
emissions, air pollution, and waste, as well as the use of 
natural resources in production (for example, water, 
energy, minerals) that adversely affect other users of 
these resources. 

CORPORATE SUSTAINABILITY
The creation of economic value, considering the interests of various stakeholders of the firm, including 
workers, customers, local Affected Communities, and the environment. Includes social and environmental 
impacts that companies may impose, and that can affect their long-term performance

What is Environment, Social and Governance



ESG Issues are Business Issues



Benefits

Internal and External Benefits of ESG Reporting



Stock Exchange and Regulatory Requirements

Source: UN Sustainable Stock Exchanges Initiative 

• More than half of stock exchanges worldwide 
now have guidance on ESG disclosure

• A quarter of markets have mandatory 
disclosure

• Climate-related disclosure becoming 
mandatory
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ESG Reporting and 
Sustainable Finance



ESG Data Key to Managing  Sustainable Investments

Global sustainable assets grew to $35.3 trillion in 
2020, with a majority invested corporate equity or 
debt. Three most popular investment strategies :
• ESG Integration
• Best-in-class screening
• Corporate engagement

All three investment strategies require a thorough 
understanding of companies’ strategies, 
governance and performance on sustainability 
issues.  

Institutional investors rely on publicly disclosed, 
and high quality ESG data to properly implement 
these strategies. 



Benefits

Growth of Sustainable Finance



Disclosure and Sustainable Finance Standards
International Capital Market Association (ICMA) Climate Bond Initiative 

Loan Market Association (LMA)

European Union (EU)



Disclosure and Sustainable Finance Standards

Sustainability-linked finance includes 
a range of corporate debt 
instruments – bond, loans, credit –
that are linked structurally to the 
issuer’s performance on 
predetermined sustainability goals 
and targets .

It allows for general-purpose uses of 
proceeds and is based on an 
integrated management and 
governance of sustainability.

It broadens the scope of sustainable 
finance by rewarding companies’ 
sustainability performance and 
outcomes.



Disclosure and Sustainable Finance Taxonomies

Taxonomy of Sustainable 
Investments

ESG Management & 
Disclosure

Disclosure of 
activities that are 
taxonomy compliant

Wholistic impact 
management of 
taxonomy assets 

EU Taxonomy requires large companies 
to disclosure turnover, CAPEX and OPEX 
related to environmentally sustainable 
activities.

EU taxonomy includes technical 
screening criteria for economic activities 
based on best practices in ESG 
management systems. 

EU SFDR requires additional disclosure 
requirements for financial products with 
ESG characteristics or sustainable 
investment objectives. 

EU taxonomy requires:
• contribution 1/6 environmental objectives
• do no significant harm to other 5
• minimum safeguards (Human Rights)
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Reporting Standards



Stakeholder-focused sustainability reporting, focused 
on key economic, social, and environmental impact of 
the private sector. 
• ESRS (European Sustainability Reporting Standards)
• GRI (Global Reporting Initiative)

Investor-focused sustainability reporting, focused on 
process of integrating ESG in strategic and governance. 
• IFRS S1 General Requirements for Disclosure of 

Sustainability-related Financial Information 
• TCFD Recommendations for Climate Financial 

Disclosures

Aggregate sustainable finance reporting, based on 
sustainable finance taxonomies and product-level 
reporting standards (e.g., green, social and sustainability 
bonds and sustainability-linked bonds standards). 
• Georgia Taxonomy
• EU Taxonomy 

Several Categories of Standards for ESG Reporting



GRI EFRAG IIRC SASB TFCD ISSB
Type of Guidance Standards Standards Framework Standards Guidelines Standards
Application Voluntary Mandatory for large 

companies and listed 
SMEs

Voluntary Voluntary Voluntary Mandatory, subject to 
national jurisdiction

Coverage Global European Union Global U.S., can be applicable 
globally

Global Global 

Topics Economic, 
environmental, and 
social activities and 
impacts

Environmental, social  
and govermance

Six capitals: financial, 
manufactured, 
intellectual, human, 
social, natural

Environment, social 
capital, human capital, 
business model & 
innovation, leadership & 
governance

Climate-related risks, 
opportunities, financial 
impacts, and scenario 
analysis

General Sustainability; 
Climate

Sector Specific No Yes (forthcoming) No Yes Yes Yes
Target Audience All stakeholders All stakeholders Providers of financial 

capital
Investors Investors Investors

Building Blocks GRI, CDP SASB, IIRC, TCFD, CDP
Materiality type Double-materiality Double-materiality Single materiality Single materiality Single materiality Single materiality
Materiality definition Aspects that reflect the 

organization’s 
significant economic, 
environmental, and 
social impacts; or that 
substantively influence 
the assessments and 
decisions of 
stakeholders

Impact on people or the 
environment and 
financial effects on 
undertaking over the 
short-, medium- and 
long-term time horizons.

Matter that could 
substantively affect the 
organization’s ability to 
create value in the short, 
medium, or long term

A fact is material if there 
is a substantial likelihood 
that a reasonable 
investor would view its 
omission or 
misstatement as having 
significantly altered the 
total mix of information.

Public companies’ legal 
obligation to disclose 
information in their 
financial filings—
including material 
climate-related 
information

Information is material 
if omitting, misstating 
or obscuring that 
information could 
reasonably be 
expected to influence 
decisions that the 
primary users of 
general purpose 
financial reporting ...

Comparison of Standards for ESG Reporting
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SASB Standards

TCFD

Recent Standards for ESG Reporting

ESRS

IFRS



Management and Governance of ESG
TCFD

IFRS
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Materiality



Environment, Social and Governance Issues



Double Materiality



Dynamic Materiality



ESG Factors Impact Examples

Examples
• Health and Safety
• Customer 

satisfaction
• Environmental 

performance 
• Governance
• Social license to 

operate
• And more!

Impact on enterprise
value creation

Inward impact of 
sustainability on

the company

• Cost reductions
• Brand value
• New Markets
• Top-line growth
• And more!

Contributions to 
sustainable

development 

Outward impact of 
the company on 

sustainability

Materiality



A common method for disclosing prioritization of material issues is to create a materiality matrix that ranks the 
importance of sustainability issues to the company against the perception of its key stakeholders.

Source: BSR.

Methods for Assessing Materiality



Source: Takeda Materiality Matrix.

https://www.takeda.com/about/corporate-responsibility/corporate-sustainability/sustainability-approach/purpose-led-sustainability-governance/materiality/


“Materiality is determined by 
balancing the probability that 
an event will happen against 
the potential magnitude of 
the event in light of the 
totality of the company 
activity” 

US Supreme Court, Basic 
Inc. versus Levinson, 485 
U.S. 224, 1988

Source: IIRC.

Methods for Assessing Materiality
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Material Issues



As part of their strategy, companies should address the compatibility of their business model with 
emerging climate regulations as well as changing consumer preferences and market expectations. 

Climate



Olam Group Limited 
Strategy Report 2021.

https://www.olamgroup.com/content/dam/olamgroup/investor-relations/ir-library/annual-reports/annual-reports-pdfs/2021/olam_strategy_report_2021.pdf
https://www.olamgroup.com/content/dam/olamgroup/investor-relations/ir-library/annual-reports/annual-reports-pdfs/2021/olam_strategy_report_2021.pdf


Sustainability issues for products and services typically include consumption-related environmental 

and social impacts, such as:

• Product safety

• Energy efficiency

• Pollution and health impact during use

They also include issues arising from the impact of products at the end of their useful life. Together, 

these issues are sometimes referred to as use-phase, life-cycle, or end-of-life impact. 

Impacts of Products and Services



The private sector is an important contributor to economic and social progress, especially when 
companies manage their environmental and social impact. 

Including a company’s contribution to economic and social development in the annual report can 
provide context for E&S impact and reinforce public confidence in the company and its social license 
to operate. 

The following SDGs lend themselves naturally to 
private-sector contributions:

• SDG 3: Good health and well-being 

• SDG 5: Gender Equality

• SDG 7: Affordable and clean energy 

• SDG 8: Decent work & economic growth 

• SDG 12: Responsible consumption and production 

Contribution to Sustainable Development



KCB GROUP 
SUSTAINABILITY REPORT,

https://kcbgroup.com/wp-content/uploads/2022/08/KCB-Sustainability-Report-2021.pdf
https://kcbgroup.com/wp-content/uploads/2022/08/KCB-Sustainability-Report-2021.pdf
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Four Pillars



Management and Governance of ESG
TCFD

IFRS



IFC Disclosure Framework
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Strategy



Companies should integrate sustainability in their business model, strategy development, targets setting, and 

financial planning. Best practices include:

• Analysis of the long-term viability of the organization's strategy and business model under various climate,

nature and other sustainability-related challenges, including scenario analyses.

• Analysis of the effects of those sustainability-related risks and opportunities on the entity’s strategy and

decision-making.

• Analysis of the effects of those sustainability-related risks and opportunities on the entity’s financial 

position, financial performance and cash flows, and on financial planning.

• Integration of sustainability – including stakeholder concerns and expectations -- in strategy development 

and strategic planning. 

• Establish metrics and targets to manage and monitor sustainability-related risks and opportunities.

Integrating Sustainability in Strategy



A business model describes how a company draws on various resources as inputs and, through its business
activities, converts them to outputs (products, services and waste). It provides a view of how the organization’s
activities, and its outputs lead to outcomes, including the creation of value for different stakeholders.

PRODUCTS & SERVICES
Describe the company’s main 
products and services, its 
customers, and where it fits 
in the value chain for the 
industry. 

RESOURCES AND INPUT
Describe the relationships, 
resources, and inputs that 
are key for the business to 
succeed. 

BUSINESS PROCESS
Describe the business 
processes that are most 
important to the creation of 
value. 

STRUCTURE AND RELATIONSHIPS
Describe how the company is structured, the markets it 
operates in, and how it engages with those markets. 

RECOMMENDED DISCLOSURE

WHY DISCLOSE

Business Model



Business Model



Source: BASF Annual Report 2020



Source: BASF Annual Report 2020



Strategic objectives help investors and other stakeholders understand where the company is heading, and how
it plans to get there, and by when. Targets and KPIs are important for accountability and give investors and
other stakeholders the ability to assess strategy implementation and progress against strategic objectives.

RECOMMENDED DISCLOSURE

WHY DISCLOSE

Strategic Objectives and KPIs

STRATEGIC OBJECTIVES

Companies should describe objectives which are 
most relevant for the realization of their strategy.  

=> Strategic objectives can be primary objectives, 
which often include profitability, market position or 
innovation, or enabling objectives, which are 
necessary to achieve the primary objectives. 

TARGETS AND KPIS

The report should introduce financial and 
nonfinancial targets and KPIs with links to the 
high-level priorities and long-term strategy. 

⇒Strategic objectives should be translated into 
specific and measurable targets or goals.

⇒Companies can use KPIs to evaluate performance 
and provide accountability to investors and 
stakeholders



USING SMART Goals
Companies can translate strategic objectives into specific and measurable 
targets or goals, using the “SMART” goal approach:
• Specific: Target a specific area for improvement.

• Measurable: Quantify, or at least suggest, an indicator of progress.

• Assignable: Specify who will do it.

• Realistic: State what results can realistically be achieved given available 
resources.

• Time-related: Specify when the result can be achieved.

Disclosing Internal KPIs
The greatest transparency and accountability can be achieved by disclosing the 
same KPIs that are used internally to strategic management, board oversight 
and executive performance assessment and remuneration.

DEFINITION: 

KPIs are “are 
quantified 
measurements that 
reflect the critical 
success factors of 
an entity and 
disclose progress 
towards achieving a 
particular objective 
or objectives.”

Strategic Objectives and KPIs



EDP 
Sustainability 
Report



Disclosures on stakeholder engagement help assess whether stakeholders’ concerns and interests are factored
in the strategy, and how much they contribute to the company’s success. Understanding the perspectives of
key stakeholders can highlight market trends and provide valuable insight to assess the organization’s risks and
opportunities, including material sustainability issues.
.
RECOMMENDED DISCLOSURE

WHY DISCLOSE

Stakeholder Engagement

PROCESS AND OUTCOME

The company should report 
on the process of stakeholder 
engagement and its 
outcomes. What insights has 
the company received from 
stakeholders? 

STAKEHOLDER IDENTIFICATION
AND RELATIONS

The report should define key 
stakeholder groups and 
provide insights into the 
company’s stakeholder 
relations.

INTEGRATION IN STRATEGY

The report should describe 
how the key issues raised by 
stakeholders have influenced 
the strategy and strategic 
objectives. 



Nedbank Group 2021 
Integrated Report.

https://www.nedbank.co.za/content/dam/nedbank/site-assets/AboutUs/Information%20Hub/Integrated%20Report/2022/2021%20Nedbank%20Group%20Integrated%20Report%20(1A).pdf
https://www.nedbank.co.za/content/dam/nedbank/site-assets/AboutUs/Information%20Hub/Integrated%20Report/2022/2021%20Nedbank%20Group%20Integrated%20Report%20(1A).pdf
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ESG and Financial Value



Impact of Sustainability on Financial Performance

Financial position, financial performance 

and cash flows 

…

22 An entity shall disclose information that 

enables users of general-purpose financial 

reporting to understand the effects of significant 

sustainability- related risks and opportunities on 

its financial position, financial performance and 

cash flows for the reporting period, and the 

anticipated effects over the short, medium and 

long term—including how sustainability-related 

risks and opportunities are included in the 

entity's financial planning. 



Impact of Sustainability on Financial Performance



Impact of Sustainability on Enterprise Value Creation



Impact of Sustainability on Enterprise Value Creation

Source: McKinsey & Company



Financial Impact of Climate Change



Financial Impact of 
Climate Change
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Risk



Companies should integrate sustainability in their overall risk management process. Best practices include:

• Identifying, assessing, monitoring and managing sustainability-related risks that could materially impair
the company’s financial condition.

• Determining the magnitude and probability of sustainability risks, and ranking sustainability risk relative to 
other risks.

• Integrating climate-, nature and other sustainability-related risks in the company’s overall risk management
and control framework, including risk appetite and tolerance, and applied across its the three-line-of-
defense model (client facing, risk function and internal audit)

• Decision-making process to mitigate (reduce), transfer, or accept and manage sustainability risks;
Establishing responsibilities for sustainability-related risk management throughout organization.

• Accurate data monitoring and internal reporting of material sustainability risks to ensure effective board 
oversight and senior management decision-making.

• Assessment of sustainability risks should include definitions and thresholds for materiality, and key risk 
indicators. It should also consider how risks can materialize over different time horizon. 

Integrating Sustainability in Risk Management



Good management requires an ongoing process for identifying and assessing risks in terms of likelihood and
magnitude of impact. It also includes a risk response strategy and ongoing monitoring. Disclosure on risk
management help investors assess the risk-return profile of companies. It can lower the risk premium in
markets with information asymmetry and high perceived risks, including emerging markets. .

RECOMMENDED DISCLOSURE

WHY DISCLOSE

Risk Analysis and Response

RISK ASSESSMENT

Risk assessment involves analyzing the likelihood and magnitude 
of inherent and residual risks—those that cannot be avoided—as 
a basis for determining how the company should manage and 
mitigate them. 

The report should describe:
• Risk events: significant risk factors that have the potential to 

significantly affect the company and its operations and how 
they might be triggered 

• Risk analysis: likelihood and magnitude of the impact of 
significant risk events on operational and financial 
performance.

RISK RESPONSE AND MITIGATION

Risk response is the course of action a company chooses to take 
when a risk event occurs. It should be aligned with the company’s 
risk appetite and tolerance levels. Risk responses include accept, 
avoid, limit/mitigate, and transfer. 

The report should address:
• Risk mitigation for each significant risk;
• Disaster-recovery and business-continuity plans.



Risk Analysis and Response

Risk management 

43. The objective of sustainability-related financial 

disclosures on risk management is to enable users of 

general-purpose financial reports:

(a) to understand an entity’s processes to identify, 

assess, prioritise and monitor sustainability-related 

risks and opportunities, including whether and how 

those processes are integrated into and inform the 

entity’s overall risk management process; and

(b) to assess the entity’s overall risk profile and its 

overall risk management process.”



Kumba Iron 
Ore Limited



Telkom Integrated Report 
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Governance



Companies should integrate sustainability in traditional corporate governance structures and processes, 
including board oversight and the control environment. Best practices include:

• The board of directors and its committees (e.g., risk, audit) should exercise oversight over the company’s 
exposure and response to sustainability-related risks and opportunities, review policies, strategies, risk 
management, and targets set by management, and assess the performance of the entity against its targets. 

• Sustainability should be integrated in internal controls and compliance, including risk management and 
ensuring the integrity of reported sustainability information

• The board and its committees should have sufficient skills and competencies to manage and oversee 
sustainability-related risks and opportunities

• The board of directors should oversee the stakeholder engagement process – both internal and external –
and the integration of their concerns and expectation are in the company’s strategy.

• The management of sustainability risks and opportunities should be factored in executive compensation 
policies. 

Integrating Sustainability in Governance



GOVERNANCE

13. To achieve this objective, an entity shall disclose information about the 
governance body or bodies (which can include a board, committee or 
equivalent body charged with governance) with oversight of sustainability-
related risks and opportunities, and information about management’s role 
in those processes. 

26 The objective of sustainability-related financial disclosures on 
governance is to enable users of general purpose financial reports to 
understand the governance processes, controls and procedures an entity 
uses to monitor, manage and oversee sustainability-related risks and 
opportunities.

Importance of Metrics and Targets



Source: Nordea Bank Abp. Annual Report 2022,

https://www.nordea.com/en/doc/annual-report-nordea-bank-abp-2022.pdf


Describe the board’s responsibility for 
oversight and control of risk management 
either through a formal risk management 
committee or through the audit committee.

The Institute of Internal Auditors’ Three 
Lines Model is an international standard for 
risk governance, emphasizing the 
relationships between people involved in 
risk management to ensure effectiveness of 
risk management and the control system 
and accountability for its oversight.

Governance of Risk Management



Commitment, Policy, and Strategy

Describe the policy and strategy for 
stakeholder engagement at the board and 
management levels, including identification, 
approach for priority groups, and grievance 
mechanisms.

Governance and Management

Describe the board’s oversight role in 
considering stakeholder interests when 
making decisions on effectiveness of 
stakeholder engagement, including dialogues 
and grievance mechanisms.

Communication and Grievance

Describe mechanisms to ensure that stakeholders receive relevant 
information to address their interests and concerns and to respond to 
stakeholders’ complaints, including grievance and whistleblowing 
mechanisms for external and internal stakeholders.

Governance of Stakeholder Engagement



Oversight of Audit and Assurance Processes

The audit committee of the board should oversee 
financial and nonfinancial reporting as well as the 
audit and assurance processes.

ISA Standards (700), require the auditor to disclose 
key audit matters that arose during the audit. 

Assurance of Non-financial information

Companies are increasingly expected to provide 
assurance that sustainability information is reliable 
for internal management and external reporting. 

This requires that the company clearly establish the 
scope, definition, and internal collection process 
for the data.

Audit and Assurance



Module 5: Integrated Performance Reporting

Source: Akzo Nobel



Governance 

13 … Specifically, an entity shall disclose: 

(f) how the body and its committees oversee the 
setting of targets related to significant 
sustainability-related risks and opportunities, and 
monitor progress towards them (see paragraphs 
27–35), including whether and how related 
performance metrics are included in remuneration 
policies; and 

Remuneration 



Source: Shell
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Metrics and Performance



Metrics and Performance



Metrics and Targets 
27 The objective of sustainability-related financial disclosures on metrics and 
targets is to enable users of general-purpose financial reporting to understand how 
an entity measures, monitors and manages its significant sustainability-related 
risks and opportunities. These disclosures shall enable users to understand how 
the entity assesses its performance, including progress towards the targets it has 
set. 

30 An entity shall disclose the metrics it uses to manage and monitor 
sustainability-related risks and opportunities; and the metrics it uses to measure 
performance, including progress towards the targets it has set. 

33 An entity shall disclose: 
(a) performance against its disclosed targets and an analysis of trends or 
significant changes in its performance; and 
(b) revisions to its targets and the explanation for those revisions. 

Importance of Metrics and Targets



KPIs and Targets: Link Strategy and Performance

Source: Rio Tinto



Most Common Sustainability KPIs



Sustainability 
Statements

Sustainability statements – or 
sustainability performance 
summary – are tabulated
presentation of quantitative 
metrics reflecting a company’s 
sustainability performance on 
material ESG issues. 

It promotes the importance of 
having comparable, quantitative 
and assured sustainability data 
of the same quality as financial 
data.

Source: Westpac Group
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