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1. Introduction. The demand for global sustainability
standards

From climate change and biodiversity loss to growing inequality, mod-
ern slavery, and scarcity of resources, our society and planet face the most
significant challenges of all times (Rockstrom et al., 2009). The task of
building a sustainable future is a responsibility shared by all (Sachs, 2015).
Companies must play their part by aligning long-term corporate strategies
with people and the planet (Porter and Kramer, 2011).

To contribute to sustainable development, companies must understand
and manage their positive and negative impacts in a way that is transparent,
trusted and objective (Eccles and Krzus, 2010). This understanding has led
to a growing demand for sustainability reporting and a call for a global so-
lution that reflects the needs of reporting companies, together with the in-
formation requirements of their stakeholders and those of the jurisdictions
in which companies operate (Adams, 2015).
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The demand for sustainability information continues to grow as inves-
tors, and stakeholders more generally, are increasingly focused on environ-
mental, social and governance (ESG) issues associated with the companies
in which they invest (Grewal et al., 2019). Investors need high-quality in-
formation that allows them to assess how companies are managing these
issues and their impact on a company’s long-term performance (Dhaliwal
et al., 2011). Investors and other stakeholders want to understand how the
risks and opportunities faced by business translate into long-term financial
value creation (Eccles et al., 2014; Stolowy and Paugam, 2023). Such in-
formation should be connected to financial information and prepared rigor-
ously to the same quality standards (Eccles and Serafeim, 2013).

As ESG issues gain prominence in the investing and business worlds,
many companies and investors have expressed interest in further adopting
sustainability strategies (Friede et al., 2015). The effects of these efforts,
however, can be impeded by a lack of reliable data (Goss and Roberts,
2011). The lack of consistent and universal metrics to measure companies’
sustainability performance is often cited as the key obstacle to investors’
integration of ESG issues into their investment process and to companies’
ability to compare their performance to that of peers (Amel-Zadeh and Ser-
afeim, 2018; Stolowy and Paugam, 2023).

A number of sustainability frameworks and standards already exist, but
this has led to a patchwork of reporting requirements that needs rationaliz-
ing (Churet and Eccles, 2014; Stolowy and Paugam, 2023). Currently, there
are several sustainability reporting requirements, each with a different focus
(Barth et al., 2017). For instance, some focus on frameworks for non-finan-
cial information, while others focus on non-financial standard-setting, and
still others focus solely on climate-related disclosures. Also, the standards
vary in focus between the impact of risks on an entity itself and/or on an
entity’s impact on the environment (Leuz and Wysocki, 2016). Some focus
on financial value creation while others address the objectives of other
stakeholders and of civil society (Krzus, 2011). The diverse approaches and
objectives threaten increasing global fragmentation (Eccles and Saltzman,
2017). Investors and stakeholders are calling for convergence and a single
framework (Hahn and Kuhnen, 2013). The standardization of metrics and
disclosures regarding the effects of sustainability issues on companies’ pre-
sent and future results is needed to bring consistency and comparability in
sustainability reporting (Serafeim, 2021; Stolowy and Paugam, 2023).

The demand for common disclosure of sustainability information is ur-
gent (Stolowy and Paugam, 2023). This lack of coherence in sustainability
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reporting will consequently cause difficulty in engaging capital markets to
smooth the transition to a low-carbon economy (Busch et al., 2016; Stolowy
and Paugam, 2023). Many jurisdictions have committed to target dates to
achieve net-zero emissions, and reporting standards could play a vital role
in assisting with these targets'.

In this context, the International Financial Reporting Standards (IFRS)
Foundation proposes to create a set of high-quality globally comparable
sustainability standards utilizing existing sustainability frameworks and
standards®. These standards would also benefit from the increasing inter-
connectedness between financial reporting and sustainability reporting.

Standards act as instruments of power (Mattli and Buthe, 2003; Bengts-
son, 2011) and power relations influence how accounting standards are con-
structed (Cooper and Sherer, 1984; Cousins and Sikka, 1993; Broadbent
and Laughlin, 2002; Durocher et al., 2007; Contrafatto et al., 2020). Private
standardisers cannot constrain power over distributional conflicts, but in-
terest groups are redirected into a proxy battle over control of the standard-
iser itself (Mattli and Buthe, 2003). The control of accounting standard-
setting bodies (via their values, vocabulary and agenda) therefore provides
the means to define those issues that will receive attention or be marginal-
ised (Sikka, 2002). Power relations influence what is and what is not on the
regulatory agenda, and the nature of the choices available (Rowbottom,
2023).

The purpose of this paper is to provide readers with an overview of cur-
rent developments of the IFRS proposals on the recognition and develop-
ment of sustainability reporting standards.

3. The development of Sustainability Reporting Standards

The landscape of sustainability reporting has undergone substantial evo-
lution, marked by the progressive development of regulatory frameworks
and standards.

The International Sustainability Standards Board (ISSB), an initiative of
the IFRS Foundation, has emerged as a pivotal player in the global sustain-
ability reporting landscape, proposing standards aimed at unifying and
strengthening the corporate disclosure of sustainability-related information.

! United Nations (2015), “Adoption of the Paris Agreement”.
2 The IFRS project is described at this link: https://www.ifrs.org/projects/completed-
projects/2021/sustainability-reporting/#about.
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This has been further refined and specified within the EU context by the
EFRAG’s (European Financial Reporting Advisory Group) ESRS (Euro-
pean Sustainability Reporting Standards)®.

The publication of the first ISSB standards marks a significant milestone
in the evolution of sustainability reporting. As organizations and markets
increasingly recognize the importance of environmental, social, and gov-
ernance (ESG) factors in assessing corporate performance and risk, the need
for robust and universally applicable reporting standards has become para-
mount. Afolabi et al. (2023), Baumiiller and Sopp (2022), Rossi (2022) and
Rowbottom (2023) provide critical insights into the development of these
standards, their potential impacts on existing sustainability reporting frame-
works, and the broader implications for corporate transparency and ac-
countability.

The ISSB was established with the objective of developing a comprehen-
sive global baseline of high-quality sustainability disclosure standards to
meet investor needs for ESG information. Afolabi et al. (2023) describe the
ISSB’s influence and behaviour as indicative of a strategic intent to redefine
the sustainability reporting arena, potentially affecting the Global Reporting
Initiative (GRI)’s Guidelines and Standards* longstanding position.

The EU’s Modernization Directive initiated a shift towards more compre-
hensive reporting requirements, which was expanded upon by the NFI Di-
rective. The subsequent proposal for the CSR Directive reflects an advanced
understanding of sustainability reporting, emphasizing the principle of dou-
ble materiality. This principle, which accounts for both the impact of the com-
pany on sustainability issues and the impact of these issues on the company,
has become a cornerstone of the ESRS developed by EFRAG.

EFRAG’s ESRS builds upon the global baseline proposed by the ISSB,
adapting and expanding it to align with the EU’s specific policy objectives
and the double materiality concept.

The ESRS aims to integrate the broader impacts of business activities
on society and the environment, going beyond financial materiality to en-
compass a wider range of stakeholders’ interests. Baumuller and Sopp
(2022) emphasize the importance of the ‘double materiality’ concept in the
European context, which the ISSB’s investor-centric approach may not
fully encompass. This divergence in materiality perspectives raises ques-
tions about the future alignment of global reporting standards.

3 The work of Baumdiller and Sopp (2022) provides a critical lens through which to view
this evolution, particularly with regard to the principle of materiality in sustainability report-

ing.
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The divergence in materiality concepts between the ISSB and EFRAG
presents both challenges and opportunities for harmonization. While the
ISSB standards provide a global starting point, EFRAG’s ESRS embodies
the EU’s distinct approach to sustainability reporting. The interplay be-
tween these frameworks will likely shape the future of corporate disclo-
sures, with potential implications for global convergence or divergence in
reporting practices.

4. The process history of the IFRS Foundation Consulta-
tion Paper and descriptive analysis of comment letters

In October 2019, in the context of the IFRS Foundation’s five-year
review of its strategy, a task force presented the Consultation Paper on
Sustainability Reporting® to identify stakeholders’ demands in the area of
sustainability reporting and to understand what the Foundation could do
in response to those demands. The main purpose was to understand
whether there was a need for global sustainability standards, whether the
IFRS Foundation should play a role in meeting this need and the scope of
that role.

The task force’s research and stakeholder contacts revealed a growing
and urgent demand of sustainability reporting, and, as a result, found that a
wide range of voluntary principles and standards are in use.

Preparers are faced with reporting according to multiple standards, met-
rics or frameworks with limited effectiveness and impact, high risk of com-
plexity, and increasing cost. Consequently, a difficulty in engaging capital
markets to smooth the transition to a low-carbon economy emerges. There-
fore, the IFRS Foundation can be identified as a main actor in fostering the
creation of a common set of sustainability reporting standards that are glob-
ally accepted and used and that bring transparency, accountability and effi-
ciency because of its expertise in standard-setting and its relationships with
global regulators and governments.

4 The Global Reporting Initiative Sustainability Reporting Guidelines were first devel-
oped with the aim of assisting “reporting organisations and their stakeholders in articulating
and understanding contributions of the reporting organisation to sustainable development”
(GRI, 2002, introduction). In 2016, GRI transitioned from providing guidelines to setting
the first global standards for sustainability reporting — the GRI Standards.

5 For a comprehensive overview of the topic, refer to the IFRS Consultation Paper on Sus-
tainability Reporting issued September 2020, available at: https://www.ifrs.org/content/
dam/ifrs/project/sustainability-reporting/consultation-paper-on-sustainability-reporting.pdf.
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To achieve coherence and comparability, the approach recommended by
the Task Force and supported by the Trustees of the IFRS Foundation was
to create a new Sustainability Standards Board (SSB) under the governance
structure of the IFRS Foundation to develop and maintain a global set of
sustainability-reporting standards, initially focused more on climate-related
risks and coherence with financial reporting standards.

For the reasons stated above, the public consultation was launched in
September 2020, and comments were welcome to be submitted by Decem-
ber 31, 2020. The IFRS Foundation published this consultation paper con-
taining 11 questions for consultation. The first questions asked whether dif-
ferent stakeholders perceived the need for a global set of internationally
recognized sustainability reporting standards and whether they agreed with
the development of a board under the IFRS Foundation governance struc-
ture. Moreover, the questions for consultation tried to gather any comments
or suggestions about the requirements for the success of the initiative, build-
ing upon existing initiatives in sustainability reporting. Another important
aspect addressed by the questionnaire concerned the decision to begin SSB
activities with the development of standards and disclosures related to cli-
mate factors and risks. Then, the last questions asked for opinions regarding
the concept of materiality of information proposed in the conceptual paper
and whether such information needed external assurance. By the end of De-
cember 2020, 577 comment letters had been received from all over the
world®. Most of the letters answered each question in depth, while some
commented on the initiative more broadly.

With the aim of deeply analysing the content and the suggestions ob-
tained from different stakeholders, we decide to filter the 577 letters using
two criteria for the senders: the first considers the geographical area of
senders’ activity, circumscribing it to Europe; the second criterion concerns
the institutional form by which senders conduct their activities, not consid-
ering individual scholars or practitioners but selecting only national or su-
pranational representative bodies.

The final sample studied consists of 60 letters. We performed some de-
scriptive statistics, and we found that more than 83 percent of the letters in
the sample responded analytically to the first 10 questions, while only 52
percent responded to the last question, which requested additional com-
ments or relevant matters that had not been analysed by the conceptual pa-
per and deserved the IFRS Foundation’s attention.

6 The full set of comment letters is available at: https://www.ifrs.org/projects/completed-

projects/2021/sustainability-reporting/consultation-paper-and-comment-letters/#view-the-
comment-letters.
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Notably, we can assert that from the first reading of the letters that the
vast majority of commenters agree with the assumption of the IFRS Foun-
dation’s consultation paper, especially about the need for a board able to set
international sustainability reporting standards within the institutional and
governance structure of the IFRS Foundation.

5. Discussion

From the letters received by the IFRS emerges a common view about
the actions needed to establish global sustainability standards. First, re-
spondents highlighted the extent to which there is a need for a global set of
international sustainability reporting standards that are industry specific and
investor focused and that, in this context, the IFRS Foundation could play
a crucial role in setting these standards.

The SSB should begin by reviewing current standards and understand-
ing the conceptual frameworks in place. Then, it should focus on the stand-
ards and frameworks that focus on enterprise value creation; build upon
existing initiatives by consolidating, harmonizing and clarifying terminol-
ogy; learn lessons from the successes and failures of adopting these frame-
works and standards; and adopt those standards and frameworks on an in-
terim basis. The SSB could then blend existing frameworks with the current
International Accounting Standards Board (IASB) conceptual framework
to develop the SSB sustainability conceptual framework and establish pro-
cesses to develop and amend standards.

Another interesting concern emerging from respondents regards the defi-
nition of materiality. Some letters highlight that prior to developing standards
that deal with material information for investors and other market partici-
pants, the IFRS Foundation must define materiality as it relates to sustaina-
bility information. The question of the definition of materiality must be re-
solved satisfactorily and is currently a source of considerable debate. At the
moment, there is confusion about materiality in relation to a) materiality to
whom, b) materiality in relation to financial, social or environmental capi-
tal/impacts/dependencies and c) materiality over what time horizon.

A clear the concept of materiality is crucial in sustainability reporting.
Some stakeholders believe that the SSB should work towards supporting
investors and other market participants by focusing on producing relevant
information insofar as it affects the entity. Others believe that SSB should
develop standards based on a principle whereby the reporting entity must
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also disclose its impact on the wider environment, as this would also be
material to stakeholders, known as ‘double materiality.’

Most of the respondents claimed that the double materiality approach
would cause complexities and lead to delays in standard-setting. Therefore,
they suggested that sustainability reporting should initially be focused on
information that is most relevant to investors and other market participants.

On the other hand, the double-materiality approach seems to be appro-
priate, covering both financial materiality and social and environmental ma-
teriality and considering the long-term-horizon when it comes to non-finan-
cial reporting. Investors, especially institutional ones, need detailed infor-
mation based on all constituents of sustainable development.

Another issue of concern emerging from respondents is the need to de-
velop initial climate-related financial disclosures before potentially broad-
ening its remit into other areas of sustainability reporting. A climate-only
solution will not solve the sustainability disclosure problem. Indeed, cli-
mate is only one factor in a complex range of ESG issues that drive com-
panies’ long-term performance. Providers of financial capital have increas-
ingly called for a comprehensive approach to sustainability disclosure, rec-
ognizing the important interrelationships between ESG factors. Again,
strong performance on climate issues does not necessarily correlate to
strong performance on all financially material issues; for instance, a com-
pany may have strong environmental performance but weak performance
on human capital issues. The SSB could initially prioritize codifying the
climate-related guidance in the existing frameworks and standards into one
comprehensive standard.

Respondents called for high-quality global financial reporting standards
and support the convergence of IFRS and US General Accepted Accounting
Principles (GAAP) because they believed that common, high-quality lan-
guage for interpreting financial results would be beneficial to investors and
stakeholders generally. While companies report based upon their country
of domicile, investors seek investment opportunities globally, and a com-
mon language would make comparison much easier.

Several respondents supported the notion of integrated reporting (IR)
and the efforts to provide a useful conceptual framework for considering
the value creation process. They noticed that the IR framework does not
provide sufficiently detailed guidance to result in the comparable, con-
sistent and reliable data needed by investors, suggesting a dialogue to bring
all stakeholders towards a converged solution relating to ‘non-financial in-
formation’. What is measured and disclosed is then monitored by
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management and others. This is true with ‘non-financial information’ as
well, but the added step of demonstrating the linkage of the information to
financial value creation is essential to investors’ global acceptance of the
need for such information and preparers’ agreement to provide this infor-
mation. Said differently, this information cannot be valued only qualita-
tively and intuitively. Without linkage to measurements that demonstrably
connect to financial value creation, they will not be widely adopted.

Central to effective communication is knowledge of the audience and the
communication objective. With a wide variety of audiences and communica-
tion objectives, convergence will always be more challenging. For that reason,
the report must clarify the audience and the communication objective of finan-
cial reporting before considering an oversight structure that seeks to integrate
them with the audience and communication objective of “non-financial infor-
mation.”

One issue is that lack of clarity about the audience for the standards (both
financial and non-financial) and whether they will be focused on investors or
all stakeholders. This crucial issue must be clear, as several respondents claim
that an organizational structure or conceptual framework that conflates the in-
formation needs of investors with those of a wider group of stakeholders cannot
be supported.

The report does not mention the location of ‘non-financial information’ or
where it will be reported. This is a crucial question to be answered. While in
some countries, all companies prepare accounts and annual reports, in other
jurisdictions, only publicly listed companies must release information publicly.

Some who support additional ESG and sustainability information for a
variety of objectives (values and civil society) are pushing for the inclusion
of such information in the annual reports of listed companies, which creates
push-back from companies and regulators whose focus or objective is to
provide information only financially value relevant to investors. They are
averse to the inclusion of such information in securities regulatory reporting
requirements, believing and asserting that it creates an unequal burden on
publicly listed companies. To ask publicly listed companies to provide dis-
closures that support values- or civil society-based objectives (simply be-
cause they have a public reporting obligation to investors under securities
laws) may penalize publicly listed companies by placing that disclosure
burden on them simply because of an existing public disclosure regime.
They should not have greater burden than other companies when it comes
to values- or civil society-based reporting objectives. This will have the im-
pact of pushing more companies out of the public market. Such dual
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objectives and the use of disclosure regimes for publicly listed companies
to effectuate the desired disclosures and change will slow support for and
adoption of such disclosures. For that reason, the report must define the new
obligations of reporting companies and the location of such disclosures
based upon their existing reporting obligations as publicly listed companies.
From the letters, it emerges that consistency in sustainability reporting
can be achieved more robustly at a global level if the sustainability infor-
mation reported by entities is externally assured. One of the barriers to
providing assurance is the need for a reporting framework against which to
‘audit’ (today, the assurance providers mainly give limited assurance). Sev-
eral respondents underline that this assurance on sustainability information
can be provided by consultants with specific competences in ESG issues
rather than by traditional auditors with accounting and assurance expertise.
Globally, respondents recommended that IFRS develop and include suf-
ficient instructions for abiding by its most important principle: the Sustain-
ability Context principle’. This principle is arguably the most important el-
ement of sustainability reporting because it calls for assessments of perfor-
mance to be made relative to sustainability norms, standards or thresholds.
Short of taking steps to clearly identify such criteria and then measure per-
formance against them, the most an organization can do is report impacts
in purely incremental or relativistic terms (i.e., more of this type of impact
this year, less of this type). Authentic sustainability reports, by contrast,
disclose the sustainability performance of organizations per se (i.e., whether
or not an organization’s impacts were sustainable as measured and reported
against sustainability norms and standards for sustainable impacts).

" The essence of the Sustainability Context Principle is that sustainability reporting draws
significant meaning from the larger context of how performance at the organizational level
affects economic, environmental and social capital formation and depletion at a local, re-
gional or global level. Reporting organizations should consider their individual performance
in the context of the limits and demands placed on economic, environmental or social re-
sources at a macro-level. In other words, Sustainability Context calls for making the micro-
macro link between organizational-level impacts on ecological, social and economic re-
sources and systems-level carrying capacities of these capitals (natural, social, human, built
and economic). Stated slightly differently, Sustainability Context calls for respecting eco-
logical, social and economic thresholds at the macro systems level via fair, just and propor-
tionate allocations of accountability at the micro-organizational level (Sustainability Report-
ing Guidelines, Global Reporting Initiative, 2002).
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To simply say that less water, for instance, was consumed this year than
last only begs the question of whether the amount of water consumed in
either year was empirically sustainable. The same goes for greenhouse gas
emissions, solid wastes, biodiversity and many other social and economic
impacts. The fact that few organizations committed to the use of GRI’s
Guidelines and Standards have ever incorporated Sustainability Context
into their reports is demonstrably due to GRI’s failure to provide clear guid-
ance for doing so. This was a fatal mistake in the short history of sustaina-
bility reporting and should not be repeated by the IFRS. Otherwise, we can
expect yet another twenty years of poor reporting by which the sustainabil-
ity performance of countless organizations will never be known.

One main factor limiting sustainability reporting convergence in the
short term is the coexistence of the ISSB and the current approach of EF-
RAG. By proposing competing standards and refusing to endorse ISSB
standards, the EU is indirectly undermining the legitimacy of the IASB in
sustainability reporting. The ISSB either needs European firms to comply
with both the EU and ISSB approach or another important economic area
to adopt its sustainability standards. For European firms, complying with
both sets of sustainability standards seems counterproductive (Stolowy and
Paugman, 2023).

More broadly, having a plethora of sustainability standards and organi-
zations involved in sustainable development and sustainability reporting
has adverse consequences. First, the multiplication of sustainability stand-
ards decreases the legitimacy and effectiveness of each standard. Indeed, it
adds confusion to the credibility of each standard and casts doubt on the
theoretical foundation of the concept of sustainability. Second, multiple
standards increase disclosure processing costs for investors who may be
truly looking to assess sustainable performance. Multiple standards com-
plexify the integration of sustainability information into investment deci-
sions. It also increases the cost for external auditors providing assurance on
sustainability information. Third, multiple standards create regulatory arbi-
trage opportunities for firms, as they may select the standards leading to
their most favourable outcomes. Finally, the proliferation of standards also
creates opportunities for the management of legitimacy, as compliance with
standards can be used as a stamp of approval, increasing the legitimacy of
the firm’s activities. The evolution of sustainability reporting standards
from the ISSB to EFRAG’s ESRS represents an ongoing journey towards
more comprehensive and stakeholder-responsive corporate disclosure. The
EU’s legislative history, as explored by Baumiller and Sopp (2022),
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provides a contextual understanding of this progression. As sustainability
reporting continues to mature, the harmonization of standards will remain
a pivotal area for both practice and research, with the goal of fostering trans-
parency and accountability in the corporate sector. Nevertheless, to con-
clude this essay on a less pessimistic note, we can highlight one exception
in sustainability reporting convergence. Climate-related disclosures seem
different from other sustainability dimensions. Indeed, most climate-related
disclosure regulations (or proposed rules) are built on the Task Force on
Climate-related Financial Disclosures (TCFD) framework; therefore, the
regulatory requirements are converging across standard-setting organiza-
tions. Due to the factors identified in this essay, we view this as an excep-
tion rather than a sign of global convergence for other dimensions of sus-
tainability.

The first ISSB standards on sustainability represent a transformative
step in standardizing ESG disclosures globally. However, the shift they sig-
nal towards investor-oriented materiality has profound implications for the
inclusivity and comprehensiveness of sustainability reporting. As standard
setters like the ISSB and GRI navigate this new landscape, the need for a
balanced approach that accommodates diverse stakeholder interests be-
comes increasingly critical. The future of sustainability reporting will likely
be characterized by a complex interplay of power dynamics, with the po-
tential for greater harmonization or fragmentation of reporting practices,
depending on the collaborative or competitive interactions among the vari-
ous standard-setting bodies.

Considering the underlined deficient understanding of sustainability re-
porting practices, there are extensive opportunities for future research in
this field. It emerges from our study, and interpretation of the comment let-
ters and from the analysis of the Foundation’s steps after the consultation,
that the accounting scientific research activity on this topic does not appear
to be sufficiently appreciated by the IFRS Foundation. Notwithstanding
this, the constitution of the SSB clearly suggests that widening and deepen-
ing academic research on this field could be useful.
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