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Inna Makarenko (Ukraine, Czech Republic), Serhiy Makarenko (Ukraine)

MULTIT-LEVEL BENCHMARK
SYSTEM FOR SUSTAINABILITY
REPORTING: EU EXPERIENCE
FOR UKRAINE

Abstract

The paper analyzes the key European benchmarks in the field of compiling and sub-
mitting sustainability reports. The analysis concerns the disclosure of their features in
the context of considering the introduction in Ukraine to increase transparency, ac-
countability and investment attractiveness of Ukrainian enterprises. Based on content
and comparative analyses, a comparison was made of the key provisions of sustain-
ability reporting issued by various standards-setters (ISSB (International Sustainability
Standards Board), EFRAG (European Financial Reporting Advisory Group), SEC
(The United States Securities and Exchange Commission), GRI (Global Reporting
Initiative), and IIRC (International Integrated Reporting Council)) as a method-
ological level of the system of such benchmarks. The global impact of the specified
benchmarks is complemented by an analysis of the impact of Directive 2014/95/EU
(Non-Financial Reporting Directive — NFRD) and the new Directive 2022/2464/EU
(Corporate Sustainability Reporting Directive - CSRD) on the introduction of the sus-
tainability reporting. It is proved that in the context of the formation of the Ukrainian
accounting system on the way to European integration, the transposition of the re-
quirements of these Directives is the first step towards streamlining the regulatory
framework for companies’ sustainability reporting. A two-level sustainability report-
ing benchmark system is presented, which at the operational level is based on the EU
directives on disclosure of non-financial information and sustainability reporting, and
at the methodological level - on the European Sustainability Reporting Standards and
other generally accepted standards.

Keywords sustainability reporting, benchmark, standards,
sustainable development
JEL Classification M40, M41

INTRODUCTION

Today, the achievement of the Sustainable Development Goals has
become the basis for solving the global problems of mankind. These
goals require financial and informational support, as well as sustain-
ability reporting practices. This practice is important not only for the
financial performance of companies, but also for conducting invest-
ment analysis when investing in these companies responsibly. Recent
studies show a positive relationship between companies’ compliance
with the Sustainable Development Goals and criteria disclosed in sus-
tainability reporting and their investment attractiveness for responsi-
ble investors. The evolutionary nature of the development of sustain-
ability reporting practices under the influence of sustainable develop-
ment criteria, embodied in new approaches to responsible investing, is
also an important aspect of research into this relationship.

Sustainability reporting of participants in financial markets and the

corporate sector should be a transparent and reliable basis for creating
benchmarks in the field of sustainable development of indices, ratings

41



Accounting and Financial Control, Volume 4, Issue 1, 2022-2023

and rankings. Benchmarks such as ratings (RepRisk Rating, Vigeo Eiris Sustainability Rating), rank-
ings (Corporate Human Rights Benchmark, CR’s 100 Best Corporate Citizens), sustainability indices
(DJSL S&P 500 ESG Index, MSCI ESG Indexes), and many others use sustainability reports of partici-
pating companies for their screening.

The International Organization of Securities Commissions (IOSCO) recognizes the growing importance
of ESG ratings and data products in financing sustainable development. There are currently 160 ESG
ratings and data products and 150 providers of such data, working with different approaches (I0SCO,
2021). Europe’s largest market for responsible investments has identified 40 providers of ratings, data
and research products in the field of responsible investing. In addition, global revenues in this area are
expected to double by 2025 (MSCI ESG, 2022).

In turn, sustainability reporting has its own exemplary practices and standards that are benchmarks.
Standards issued by ISSB (International Sustainability Standards Board), ESRS (European Financial
Reporting Advisory Group), SEC (The United States Securities and Exchange Commission), GRI
(Global Reporting Initiative), and IIRC (International Integrated Reporting Council) can be called
model standards at the global level.

It is important for Ukraine to create a more sustainable and competitive business environment, at-
tract investment, improve economic growth and promote sustainable development towards greater in-
tegration with the EU. Therefore, the harmonization of legislation and the implementation of the best
European rules, directives, standards and taxonomies in the field of sustainable development is the
most difficult and important stage for Ukraine, as it requires significant changes in the country’s legal
framework.

In the context of increasing transparency and introducing sustainability reporting practices with
Ukraine becoming an EU candidate, the experience of the community in this context is key.

1. LITERATURE REVIEW

ing target 12.6 of the Sustainable Development
Goals “Encouraging companies, especially large

For a long time, EU countries have supported
tools and methods to create an accountable and
transparent environment for promoting compa-
nies’ sustainability initiatives, including through
the Circular Economy Package, 2030 Climate
and Energy Framework, EU Policy on CSR and
Multistakeholder platform.

The EU Green Deal initiative to mobilize USD 1
trillion investments to mitigate the risks of climate
change and finance sustainable development, the
details of which were published by the European
Commission on January 28, 2020, calls for a signif-
icant increase in non-financial disclosure require-
ments by European companies, the development
of “net” disclosure and accountability standards
(European Commission, 2019).

The basis for increasing the transparency and ac-
countability of business in the EU and achiev-
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and trans-national companies, to adopt sustain-
able practices and to integrate sustainability in-
formation into their reporting cycle” are the EU
Accounting Directives and Guidelines for Non-
Financial Reporting.

Directive 2014/95/EU (Non-Financial Reporting
Directive — NFRD) and the new Directive
2022/2464/EU (Corporate Sustainability
Reporting Directive - CSRD), along with draft
European standards in the field of sustainabili-
ty reporting (European Sustainability Reporting
Standards - ESRS), are good practices for the
Ukrainian system of disclosure on sustainable de-
velopment (European Parliament and the Council,
2022, 2014; EFRAG, 2022).

Many scientific studies are devoted to the imple-

mentation of non-financial reporting in the EU
countries. They provide a general description of

http://dx.doi.org/10.21511/afc.04(1).2023.04



the trends, features, shortcomings and prospects
for the implementation of Directive 2014/95/EU
(Manes-Rossi et al., 2018; Stolowy & Paugam,
2018; Khovrak, 2020; Bochenek, 2020; Lament &
Jarolimova, 2021; Sixpence et al., 2020, and oth-
ers). In particular, Stolowy and Paugam (2018) ex-
plored the unique characteristics of non-financial
reporting, including variations in its definitions
and practices, as well as consistency between reg-
ulators and standard-setting bodies.

In addition, some studies focus on the imple-
mentation of non-financial reporting in individ-
ual countries: Caputo et al. (2020), Muserra et al.
(2019) - Italy; Galant and Cerne (2017) — Croatia;
Serpeninova et al. (2022) — Ukraine; Sierra-Garcia
et al. (2018) - Spain.

Studies have also been carried out comparing dif-
ferences, trends, problems and recommendations
regarding the practice of preparing and presenting
non-financial and management reports in several
EU member states. This group of scientists includes
Wagner (2017) for France and Denmark; Jeffwitz and
Gregor (2017) for the UK, Germany, France and Italy,
and Dumitru et al. (2017) for Poland and Romania.

Muserraetal. (2019) determined whether Directive
2014/95/EC can improve corporate transparen-
cy and sustainable development. They organized
their findings based on 17 interviews with the per-
sons who prepared the reports and the auditors
who provided information about the content and
methods of the reports.

Pizzi et al. (2021) focused on Directive 2014/95/EU
and the voluntary disclosure of the Sustainable
Development Goals in statutory non-financial re-
porting based on a sample of 873 public interest
organizations.

Tsalis et al. (2020) considered new challenges
faced by corporate sustainability reporting. The
scientists have developed a methodology to assess
the extent to which corporate reporting practic-
es meet the UN’s Sustainable Development Goals.
Using the Global Reporting Initiative’s assessment
framework and disclosure themes, they created
their own framework for assessing the quality
of information in sustainability reports for each
Sustainable Development Goal.

http://dx.doi.org/10.21511/afc.04(1).2023.04
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However, these works are primarily related to the
study of the implementation of these non-finan-
cial provisions in the practice of reporting in the
EU, including before the advent of Directive (EU)
2022/2464 on corporate sustainability reporting.

There are a lot of benchmarks in the world in the
field of reporting. Sustainability benchmarks are
tools used to evaluate a company’s sustainability
performance. They can provide companies with
guidance on how to prepare a sustainability report
and what to do with the information disclosed in
the report.

The market of responsible investment has sever-
al key benchmarks, including ratings: RepRisk
Rating, Vigeo Eiris Sustainability Rating; rank-
ings: Corporate Human Rights Benchmark,
CR’s 100 Best Corporate Citizens; indices: DJSI
Emerging Markets, and other indices of the
DJSI group, Ethibel Sustainability Index (ESI)
Excellence Global, S&P 500 ESG Index MSCI ESG
Indexes. These benchmarks focus on certain in-
dicators, metrics and compliance of the assessed
entities with ESGE/SDG criteria. In addition, they
provide investors with an objective view of the
compliance of investment objects with the ESGE/
SDG criteria system and are designed to eliminate
information asymmetries in financial markets, es-
pecially in the absence of a standardized respon-
sible investment market landscape and multiple
approaches to benchmarking. In addition to basic
ratings, rankings and indices of sustainable de-
velopment, many regulatory instruments contain
guidelines for the formation of investment port-
folios and the verification of investment projects,
which further contributes to the diversity of ap-
proaches to investing in sustainability projects.

Thus, in 2021, the Principles for Responsible
Investment (UN PRI) observed an increase of 88
policies and standards for the regulation of re-
sponsible investment markets among its signato-
ries. The total number of such policies and regu-
lations among these participants reached 750 (UN
PRI, 2016).

The benchmarks (ratings, rankings and indices) of
sustainable development mentioned above can be
useful for Ukraine for several reasons. Firstly, if
Ukrainian companies that will cooperate with the
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listed indices, ratings and rankings can be more
attractive to investors, which can attract even
more investment to Ukraine. Second, using these
benchmarks, companies in Ukraine can identify
areas where they need to improve their sustaina-
bility practices and increase transparency, which
can lead to more sustainable business practices.
Third, but not least, with these benchmarks, do-
mestic companies can demonstrate compliance
with global sustainability standards, which in
turn will help them compete globally and be per-
ceived as a responsible and sustainable business.
Fourthly, the formation of these benchmarks is
based on companies’ sustainability reporting,
including non-financial aspects, and therefore
benchmarks should also include the standards on
which the reporting of these companies is based.
Compliance with these standards by companies
and ensuring transparency and reliability of re-
porting is a guarantee of the quality of sustaina-
bility ratings, rankings and indices.

Therefore, the subject of the study is to analyze key
European benchmarks in the field of compiling
and submitting reports on sustainable develop-
ment, revealing the specifics of their application
in the context of their implementation in Ukraine
after the adoption of Directive (EU) 2022/2464.

2. DATA AND METHODOLOGY

The study is based on the methods of content anal-
ysis and comparative analysis of key benchmarks
in the field of sustainable development at the glob-
al level, namely standards and their drafts issued
by ISSB, EFRAG, SEC, GRI and IIRC.

Particular attention was paid to the European
directives in the field of sustainability reporting
such as Directive 2014/95/EU (Non-Financial
Reporting Directive — NFRD) and the new
Directive 2022/2464/EU (Corporate Sustainability
Reporting Directive - CSRD).

3. RESULTS AND DISCUSSION

Formation of a transparent business environment
is becoming an important basis for moving com-
panies towards the UN Sustainable Development

44

Goals by 2030. One of the methods of such forma-
tion is to promote the responsibility of companies
to society in general and to key stakeholder groups
in particular. The tool is corporate non-financial
reporting (sustainability reporting, reporting on
corporate social and environmental responsibility,
governance reports). The disclosure of additional
environmental, social or governance criteria due
to non-financial reporting can significantly in-
crease the satisfaction of the information requests
of these stakeholders and the accountability of
companies to them.

Table 1 analyzes the key benchmarks in the field of
sustainability reporting at the global level, in par-
ticular the standards and their projects issued by
the ISSB, EFRAG, SEC, GRI and IIRC. In general,
they are created to promote transparency, account-
ability and sustainability of companies and organ-
izations through reporting and standardization.

All standards fully include information on tar-
get type, reporting year and value, use of carbon
offsets and intermediate targets. In addition, re-
porting guidelines are fully included in the ISSB,
EFRAG and GRI, but not included in the SEC and
IIRC. In general, each has its advantages and limi-
tations, and the choice of standard depends on an
organization’s needs. In the context of Ukraine’s
integration intentions, the draft EFRAG stand-
ards are exemplary.

In general, the EU has a positive experience in the
formation of benchmarks in the field of sustain-
ability reporting, which can be used in Ukraine.

There are many European regulations, directives
and other corporate reporting documents that set
specific reporting requirements, provide guidance
on how to measure and report environmental,
social and governance (ESG) performance, and
provide guidance on best sustainability reporting
practices. Adopting these standards and guide-
lines can help companies improve ESG perfor-
mance, build stakeholder trust, and demonstrate
their commitment to sustainability and social
responsibility.

EU law requires all large companies and all list-

ed companies (except listed micro-enterprises) to
disclose information about risks and opportuni-

http://dx.doi.org/10.21511/afc.04(1).2023.04
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Table 1. Comparative characteristics of disclosure and reporting standards in the field of sustainable

development

Source: Updated based on KPMG (2021) and EFRAG (2021).

Standards
Feature
ISSB ESRS SEC GRI IIRC

Target type ; FuIIy included Fully included Fully included Fully included Fully included
Scope and categories _Notincuded  Fullyincluded _Fullyincluded __Fullyincluded  _Fuly included _
Volume coverage ratio i i Not included Not included
Reduction percentage  Partiallyincluded _ Partally included . _ Notincluded  _Fullyincluded Notincluded
Base year and value i Partiallyincluded : Fullyincluded : Fully |nc|udedn FuIIy'lncIudedH i Fullyincluded
Target year and value IIylncluded Fully included Fully included
Reportingyearandvalue . Fulyincluded  Fullyincluded  Fulyincluded _ Fullyincluded  _Fullyincluded
Use of carbon offsets e .F“”YJU?'HQ‘.‘”—.Q,. ioofullyincluded | : Fullyincluded  :  Fullyincluded :  Fullyincluded
Acceptance of science- based goals' i i i Hed i

Comparison W|th |nternat|onal
climate targets

Intermediate targets
I\/Iethod used
Reporting mstrucnons

Fully incluc

Normalized indicators ully inclu

Fully included

. NFuIIy |ncludedn

Partially included

e Fully inclu ude M.Fuuy |nc|u ed

Not |ncluded

Fully |ncluded

e .Not |nc|uded:

Digital"format ()SERL) ) FuIIymcIuded mmmFuIIymcIuded'wW.‘Egltl‘\'/mir]glgqg‘q”mmmNotmcIudedmmmm Notmcludedwm
Platform/reporting tools . Pama”\’ included :  Fullyincluded ~: Notincluded : Notincluded : = Notincluded
Data storage ¢ Partially included @  Fullyincluded : Partiallyincluded :  Notincluded Not included

ties related to social and environmental issues, as
well as the impact of their activities on people and
the environment. In the field of European legis-
lation, there are two main Directives that act as
a kind of benchmark for corporate sustainability
reporting - NFRD and CSRD.

The NFRD is an EU directive that was adopted in
2014 and requires some large companies to dis-
close non-financial information in their annual
reports covering companies with more than 500
employees listed on a regulated market in the EU
and requires them to report on ESG such as their
impact on the environment, their human rights
policies and their efforts to prevent corruption
and bribery. The Directive aims to provide inves-
tors and other stakeholders with more informa-
tion about a company’s sustainability practices,
which can help them make more informed deci-
sions about the company’s operations and future
prospects.

In addition, already on January 5, 2023, the EU
published the CSDR, which will essentially re-
place the existing NFRD, expanding the scope of
sustainability reporting requirements for com-
panies in the EU. The new rules will provide in-
vestors and other stakeholders with access to the
information they need to assess investment risks

http://dx.doi.org/10.21511/afc.04(1).2023.04

related to climate change and other sustainability
issues. They will also create a culture of transpar-
ency about companies’ impact on people and the
environment.

Companies subject to CSRD will be required to
report in accordance with the aforementioned
European Sustainability Reporting Standards
(ESRS). The draft standards were developed by
the EFRAG, formerly known as the European
Financial Reporting Advisory Group, an inde-
pendent body that brings together various stake-
holders. The standards will be adapted to EU pol-
icies, building on and contributing to internation-
al standardization initiatives. The Commission
should adopt the first set of standards by mid-
2023 based on analyzed draft standards published
by the EFRAG in November 2022 (European
Commission, 2022).

The CSRD also requires companies to audit the
sustainability information they report. In addi-
tion, it provides for the digitization of information
on sustainable development. The rules introduced
by the NFRD remain in force until companies
have to apply the new CSRD rules.

The comparative characteristics of the Directives
are presented in Table 2.
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Table 2. NFRD and CSRD comparative characteristics

Source: Compiled based on data from Deloitte (2021).

CSRD
: All large companies with more than 250 employees and/or > EUR 40 min
{in turnover and/or > EUR 20 min in total assets, including listed companies
and subsidiaries

NFRD
Large companies of public
i interest with more than 500
MPIOYEES
1,700 (47% of revenues of all

Characteristic

Companies in the scope

Number of reporting 49,000 (75% of revenues of all companies)

companies i companies)
) ) Comprehensive disclosure of information about the business model
i Some non-financial aspects: ! ; ) .
: ) . i and strategy, goals and progress in their achievement, the role and
i environment, social and labor  : o , ) . )
) i - ) i responsibilities of management, a company’s sustainability policy,
Disclosure iissues, human rights, fight i

i negative impacts related to the value chain, a description of the main
i risks, sustainability, reporting in accordance with the Sustainable Finance
i Disclosure Regulation (SFDR) and EU Taxonomy

i against corruption and bribery,
i and board diversity

i Submitted in electronic format (in XHTML format according to ESEF
; regulations)

Technical reporting
Jormat

Companies’ sustainability reporting must be confirmed by an independent
third party to increase the reliability and validity of the information
i provided

i There is no direct requirement
i for the need to confirm the
reporting by a third party

Providing assurance and
verification of reporting

January 1, 2024 for companies already covered by the NFRD

i January 1, 2025 for big companies not currently covered by the NFRD
January 1, 2026 for registered SMEs, small credit institutions and insurance
companies

 Requires companies to disclose | , , o ,
H 9 ) P o ) i Strengthens the requirement for assessing materiality by introducing
i only non-financial information

i Since January 1, 2018, it has

Periodicity been compiled annually

Materiality assessment

. ) ) : a general definition of materiality and requirements for companies to
that is material to their & y d P

business

disclose their approaches to its determination

Involvement of interested i Encourages companies to
parties engage with their stakeholders

A direct requirement to involve interested parties and disclose the specifics
of interaction with them

Thus, the purpose of the above Directives is to help
achieve harmonization of sustainability reporting,
taking into account the EU Taxonomy Regulation,
the Sustainable Finance Disclosures Regulation
(SFDR), as well as existing international struc-
tures such as the Task Force on Climate-related
Financial Disclosures (TCFD), the Sustainability
Accounting Standards Board (SASB), and the
Global Reporting Initiative (GRI).

In addition, the EFRAG submitted the draft
European Sustainability Reporting Standards (ESRS)
to the European Commission (EC). These have been
reduced to twelve, two cross-cutting draft standards,
five thematic draft standards on the environment,
four topical draft standards on social aspects, and
one current draft on governance (EFRAG, 2022).

On June 23, 2022, the leaders of the 27 EU member
states decided to grant Ukraine the status of an EU
candidate. This means that the EU recognizes and
legally secures the European future of Ukraine. In
addition to the fact that preparations for EU mem-
bership involve bringing the standard of living, wel-
fare and legal protection of Ukrainians closer to the
level of EU countries, financial assistance in the form
of grants, investments and other technical assistance
will continue to be available to Ukraine. Ukraine
will become increasingly attractive to investors, as
well as become a participant in EU programs and in-
itiatives, which can bring many benefits to the coun-
try, including that Ukrainian companies will have
access to new markets, technologies and best practic-
es that can help improve their competitiveness and
sustainability.

CONCLUSIONS

The formation of a competitive business environment and an increase in the level of investor confi-

dence in Ukraine require the harmonization of national legislation and the introduction of the best
European practices, taking into account integration processes. The transposition and implementation
of European sustainability rules, directives, standards, and taxonomies in Ukraine is the most difficult
and important stage, as it requires significant changes in the country’s legal framework and increased
awareness of companies regarding transparency and accountability.

46

http://dx.doi.org/10.21511/afc.04(1).2023.04



Accounting and Financial Control, Volume 4, Issue 1, 2022-2023

Therefore, the focus of the study is to analyze key European benchmarks in the field of compiling and
submitting sustainability reports, revealing the specifics of their application in the context of their im-
plementation in Ukraine after the adoption of Directive (EU) 2022/2464.

Content analysis and comparative analysis of the key sustainability reporting standards issued by organiza-
tions such as ISSB, SEC, GRI, IIRC, and EFRAG show their overlap in scope, reporting principles and meth-
odologies, as well as the fact that these standards can be used as a methodological level of the benchmark
system of reporting in the field of sustainable development in Ukraine. Particular emphasis is placed on the
need to take into account the draft EFRAG standards for the formation of such a system in Ukraine, which
can fundamentally change approaches to sustainability disclosures by Ukrainian companies.

At the operational level of the proposed system, the main EU directives, NFRD and CSRD, which estab-
lish specific rules for the preparation, presentation, format and features of sustainability reporting, are
recognized as benchmarks. Some of them, provided for by the NFRD, are partially taken into account in
Ukrainian accounting legislation, but their implementation at the company level is not up to the mark
and requires significant rethinking, especially taking into account the introduction of the CSRD.
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