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System, or Fort Interoperability

GRI Sustainability Reporting Guidelines (G2) 2002 2



https://www.r3-0.org/wp-content/uploads/2020/03/GRIguidelines.pdf
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GRI 2002: Enter Authentic Sustainability | Sustainability Context (G2) 0?@ Rasliance

Regeneration

« Sustainability reporting draw significant meaning from the larger

context of hot the organizational level affects
economic, environmental, and social capital formation and
depletion at a local, regional, or global level.

— « Simply reporting on the trend in individuaor the
svistiran efficiency of the organization) leaves open the question of an

organization’s contribution to the total amount of these different
types of capital.

. Placinnformation in the broader biophysical, social,
and economic context lies at the heart of sustainability reporting.
» Reporting organizations should consider theicindividual
» .. in the context of th€limits and demands)placed on
':?;.'E",:!‘ economic, environmental, or social resources at @ macro-level.

GRI Sustainability Reporting Guidelines (G2) 2002 3



https://www.r3-0.org/wp-content/uploads/2020/03/GRIguidelines.pdf

2008: Sustainability Context — Sustainability Quotient  @%g "t

@ Regeneration

Actual Impacts* Numeration

Sustainability = -
Impacts* Denomination

*On the Carrving Copacities of Vitol Capital Resources

Sustainability Quotient: S —

Source; Mark McElroy, Sociol Footprints, 2008

McElroy Social Footprints 2008 4



https://www.rug.nl/research/portal/files/13147569/DISSERTATION-2.pdf
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GRI 2006: Enter Context-Based Materiality (G3)
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ts, Investors In particular. The concept of &

of thase using an organization’s financial stateme
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Sustainability Reparting Guidelines
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Materiality Thresholds

Materiality GRI Sustainability Reporting Guidelines (G3) 2006



https://web.archive.org/web/20061007100448/http:/www.globalreporting.org/ReportingFramework/G3Online/DefiningReportContent/LowerBlock/Materiality.htm
https://www.yumpu.com/en/document/view/21417169/g3-guidelines-global-reporting-initiative
https://www.yumpu.com/en/document/view/21417169/g3-guidelines-global-reporting-initiative

GRI 2006: Inside-Out + Outside-In (Double) Materiality (G3) Gop e

“The reporting organization should provide two concise
narrative sections on key impacts, risks, and opportunities.

Section One should focus on the organization’s key
impacts on sustainability and effects on stakeholders,
including rights as defined by national laws and relevant
internationally agreed standards. This should take into
account the range of reasonable expectations and
interests of the organization’s stakeholders... J

> Inside-Out

Sustainability Reparting Guidelines

Section Two should focus on the impact of sustainability
trends, risks, and opportunities on the long-term
prospects and financial performance of the > Outside-In
organization. This should concentrate specifically on
information relevant to financial stakeholders or that could
become so in the future.”

GRI Sustainability Reporting Guidelines (G3) 2006 6



https://web.archive.org/web/20061007100702/http:/www.globalreporting.org/ReportingFramework/G3Online/Profile/
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GRI 2011: Enter the Sustainability Sabotage (G3.1) (iﬁ@ Ej;'['f:jﬂm

Influence on Stakeholder Assessments and Decisions

“quick
sleight

of hand”
—Stephanie
Bertels,
Embedding
Project

Significance of Economic, Environmental, and Soclal Impacts |:>

Figure 4: Defining Materiality
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Figure 3: Relative reporting priority

Baue The Lost Decade 2023 7



https://docs.google.com/document/d/1ALvv54prpUS_mdt57sCXQVR_ceMWEqj2cqK1yqZRnrY/editbookmark=id.xva2ufs1u73x

SCG 2012: 66 Experts Urge GRI to Enhance Guidance on Context
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Statement to GRI on the Need to Enhance Treatment
Of the Sustainability Context Principle in G4

Submitted by Members of the Sustainability Context Group
September 24, 2012

Rationale and Background on the Issue of Context

Although GRI's Guidelines currently do advocate for the inclusion of Sustainability Context in
arganizational reports, they fail to provide specific guidance for how to do so. Because of
this lack of guidance, very few GRI-based sustainability reports have ever actually included
such context — and yet without it, there can be no true or authentic sustainability reporting,
in our opinion. For the sake of the credibility — and usefulness — of sustainability reporting,
it is vitally important that this shartcoming be resalved, and that GRI take steps to include
specific guidanee in G4 for how te implement Sustainability Context In contemporary
reporting.

Sustainability Context Group Statement to GRI on the Need to Enhance Treatment of
the Sustainability Context Principle in G4 2012
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https://www.r3-0.org/wp-content/uploads/2020/03/SCG-GRI-G4-Comment-Submitted-9-24-12.pdf
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2000 - 2013: Sustainability Context Gap | Where are the Thresholds? @’0 Ei”ie?fof

Is Earth recognized as a finite system
in corporate responsibility reporting?

In a 2017 study published in the peer

reviewed Journal of Cleaner Production,
Danish researchers systematically reviewed
references to “ecological limits® (and similar
keywords) in 40,000 corporate responsibility
reports issued between 2000 and 2013.

40,000 Corporate Responsibility
Reports (2000-2013)

= 5% of companies referred
to ecological limits in any year

Of the = 12,000 companies

in the study universe, only 31
(0.258%) disclosed plans to
align performance or products
to such limits.,

Note on sizing: percentages
represented accurately to scale

Data: Bjorn et al s Earth Recognized as a finite system in corporate reporting? 2017 9
Image: Baue Compared to What? 2019



https://www.sciencedirect.com/science/article/abs/pii/S0959652615019204
https://www.unrisd.org/en/library/publications/compared-to-what-a-three-tiered-typology-of-sustainable-development-performance-indicators-from-incr

SASB 2013: “Sustainability” Standard Rejects Sustainability
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a0t Dirige by
Proponents of context-based sustainability argue for the measurement, management, and reporting of sustainability
performance in terms of impacts on vital capital resources. This view interprets sustainability performance as a function
of the impacts of an organization relative to the carrying capacity of local, regional, and global systems.

SASB is setting minimum standards for an entity to report material sustainability impacts in their Form 10-K. The data
that will be included must be of similar high quality as financial data, and auditable.  Therefore, SASB will not, as a rule,
ask entities to report on the capacity of local, regional, and global systems at this time. Use of SASB standards
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https://web.archive.org/web/20120928015207/http:/www.sasb.org/approach/context/
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SCG 2013: 37 Experts Urge SASB to Embrace Context Osg "o
= %Y
|
w The Conceptual Framework’s commitment to the multi-capital model could
P ot 3 s oSt S . 1 stand to be strengthened. The underlying reason for measuring and managing
B e T impacts on capitals in all forms — which constitute the very foundations of value
e creation — is to enhance or maintain the stocks for future use in supporting
TS T shareholder value and stakeholder well-being, or at a minimum, to signal when
vttt their availability and/or quality is threatened to such a point that adaptive
E;fm':mrﬁ*: management actions are needed to maintain continuity of business operations.
o i b By creating a framework that instructs companies to report their use of a shared
i:;i.'j:?::...- capital stock with no supporting acknowledgment of the size of that capital
ST e stock, its health, or the reporting company’s claim of share for the stock in
NE:.}E—:.;‘::‘:*** question, SASB is, in our opinion, missing a critical step in helping companies and
e e e investors better evaluate sustainability risks and opportunities—namely, the
A:"‘:"““Q:;"u:::i}“wn step of placing corporate sustainability metrics in their appropriate supporting
i s s “context”.

11 lerwmr Sy, Uaeis thorenite

T g e [l Bryrrees Rerpres o miewrysy

11 i ks, Trocam

M jmrra Rrvrims vermrurg vl L sseve

i s T, i | HEALY | b

K. Coren Vam Dy L. Broimsion msernry S doh
1P % m Wonlad | Rl (g

Sustainability Context Group Public Comment to the Sustainability Accounting
Standards Board re: its Conceptual Framework Exposure Draft 2013
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https://www.r3-0.org/wp-content/uploads/2020/03/SCG_SASB_Comment.pdf
https://www.r3-0.org/wp-content/uploads/2020/03/SCG_SASB_Comment.pdf

SASB 2013: Companies Not Accountable for Sustainability f :4,»0 REE"'E?@?E

Conceptual Framework

RECORD OF PUBLIC COMMENT

“Comment noted. The context of [a] company's operation [is] crucial to understanding
the impact of that company on sustainability issues. However, SASB believes that the
analysis and reporting of such context information is not within the boundary of current
disclosure requirements. Contextual information is not auditable or comparable, nor is it
within the control of corporations and therefore it does not meet the criteria we set out for
good metrics. Complete accounting to provide context is not SASBE's objective. SASB
provides context by enabling investors to benchmark performance. Understanding limits
and aggregate impacts is the work of analysts, policy makers, and regulators.”

Three Stooges approach to accountability:
point the finger at anyone else but me!

SASB Conceptual Framework: Record of Public Comment 2013 12



https://web.archive.org/web/20141202194905/http:/www.sasb.org/wp-content/uploads/2014/01/Conceptual-Framework-Public-Comments-Table_-Rev-1-6-14.pdf
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IIRC 2013: Value Creation & Carrying Capacity Thresholds 0% Restenee

IMTEGRATED REPOETING IR

EYMHJW
e )

58 Ultimately value is to be interpreted by reference to thresholds and parameters established through
stakeholder engagement and evidence about the carrying capacity and limits of resources on which
stakeholders and companies rely for wellbeing and profit, as well as evidence about societal expectations.
Interconnections between corporate activity, society and the environment and the purpose of the corporation
should therefore be understood in terms of what the corporation, society and the environment can tolerate
and still survive — that will be the main determinant of value. The challenges will be to reach agreement at
corporate, national and international level on what those thresholds and limits are, how the resources within
those limits should be allocated, and what action is needed to keep activity within those limits so that value
can continue to be created over time.

VALUE CREATION

BACKGROUND PAPER We couldn’t have said it better ourselves!

IIRC Value Creation Background Paper 2013 13



https://www.integratedreporting.org/wp-content/uploads/2013/08/Background-Paper-Value-Creation.pdf
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SCG 2013: 63 Experts Urge IIRC to Add Carrying Capacities of Capitals... @’0 Ejj'[[*:i
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The Framework’s commitment to the multi-capital model could actually
stand to be strengthened. The relevance of vital capitals to organizational
performance, of course, is that such capitals are relied upon by stakeholders for
their well-being. An organization’s impacts on the quality or sufficiency of
capitals for stakeholder well-being, therefore, is what must be taken account of in
integrated measurement and reporting. Why? Because many vital capitals are
actually shared by organizations with others, who also depend on them for their
well-being.

Public Comment to the IIRC re: its April 16, 2013 Consultation Draft
of the International Integrated Reporting <IR> Framework

Submitted by Members of the Sustainability Context Group
July 8,2013

Here it should be clear that the conceptual commitment to vital capitals as a
key principle in performance measurement and reporting necessarily entails a
co-commitment to the principle of carrying capacity, since it is precisely the fact
that capitals are limited in their scope and supply that makes them so relevant.
Thus, measuring and reporting the effects of organizational activities on the
carrying capacities of vital capitals should be encouraged in the Framework,
while deferring to organizations themselves to innovate and experiment with
alternative means of doing so.

Sustainability Context Group Public Comment to the IIRC 2013 14



https://www.r3-0.org/wp-content/uploads/2020/03/SCG-IIRC-Comment.pdf

IIRC 2013: lIRC “Hammers Nail in Coffin” of CCofCs @a Resilience

THE INTERNATIONAL
<IR> FRAMEWORK

INTEGRATED REPORTING (D

Rodes g

l-l." rrverral

3. When IIRC released the International <IR> Framework in December 2013, it
retained its commitment to the multiple capitals, but it did not integrate the
carrying capacities of capitals. While the </R> Framework may seem to integrate
the carrying capacities of capitals, a careful read reveals that the </R>
Framework goes to pains to explicitly exclude this interpretation (i.e., it explicitly
excludes the carrying capacities of capitals). Quoting three key passages helps
illuminate this fact (with emphasis added, and commentary appended, to aid in
this understanding); the first two quotes skirt the possibility of calling for the
integration of the carrying capacities of capitals, but the third quote hammers

nails into the coffin of the possibility of integrating the carrying capacities of
capitals.

c. “4.46 This Framework does not require an integrated report to provide
an exhaustive account of all the complex interdependencies between the
capitals such that an organization’s net impact on the global stock of
capitals could be tallied.”

i. Commentary: This is the “smoking gun” proof that the Framework
does not embrace the carrying capacities of capitals, but rather
demonstrates active antipathy to the concept. And we find it quite
shocking to read this, given that it creates a kind of intellectual
incoherence and cognitive dissonance. On the one hand, the <IR>
Framework robustly advocates for companies to account for their
impacts on the multiple capitals in nearly all of the 150 times the
term is mentioned in its 37 pages. but in this one instance —
arguably the most relevant and important instance, as the global
stock of capitals is what we as humanity have as our collective
resources — the </R> Framework unequivocally advocates against

companies accounting for their “net impact on the global stock of
capitals...”.

IIRC The International <IR> Framework 2013 15
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https://www.integratedreporting.org/wp-content/uploads/2013/12/13-12-08-THE-INTERNATIONAL-IR-FRAMEWORK-2-1.pdf

2002 - 2013 Summary: Opportunity Lost... "}“0 R'

So, to summarize, the year 2013 commenced with the greatest opportunity to advance
sustainability standards, with one existing (de facto) standard (GRI) and two emerging
standards (SASB and IIRC) enacting Public Consultations on how to align their standards with
the public interest. It seems fair to expect the outcome to be enhancement of the sustainability
standards landscape.

Unfortunately, instead of delivering on this promise by improving sustainability standards, these
three standard setters demonstrably eroded the quality of sustainability standards:

e GRIinexplicably refused to provide guidance for enacting the Sustainability Context
Principle;

e SASB insisted on advancing an approach to “sustainability” accounting that consciously
rejected the thresholds & allocations that define sustainability; and

e |IRC embraced the multiple capitals but explicitly opted against taking the next logical
step of embracing the carrying capacities of the capitals.

Baue The Lost Decade 2023
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https://docs.google.com/document/d/1ALvv54prpUS_mdt57sCXQVR_ceMWEqj2cqK1yqZRnrY/editbookmark=id.xva2ufs1u73x
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EU NFRD 2019: Double Materiality = GRI G3 Sans Context 9'0 E::"jf:zem

The double materiality perspective of the Non-Financial Reporting Directive in the context of reporting
climate-related information

FINANCIAL ENVIRONMENTAL & SOCIAL
MATERIALITY MATERIALITY

To the extent necessary for an understanding of the
company’s develogment, performance and position

e —
chimate d\ongt % cw_b:f- -.."'.’1"."1’?’. ' 9
NDOTT B Campany

and imp=act of its activities

COMPANY CLIMATE COMPANY CLIMATE
Priimary aullience Primary sudhence
INVESTORS CONSUMERS, CIVIL SOCIETY, EMPLOYEES, INVESTORS

RECOMMENDATIONS OF THE TCFD

NON-FINANCIAL REPORTING DIRECTIVE

Financial rateciobity i used here o the broed sense of offecting the vole of the camperry, not just i the sense of offecting
fimncial mensures recogrvsed 1 the finonca sinraments

Official Journal of the European Union 20 June 2019 17



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:C:2019:209:FULL&from=EN

EU sustainable Finance Taxonomy 2019: “Thresholds...” 00 R'

BRI To ensure the broadest usability of the Taxonomy possible, the TEG had to
arbitrate between granularity and flexibility as well as between complexity and
clarity. A very granular Taxonomy, which uses precise metrics and thresholds, is
expected to provide clarity and to minimize the risk of greenwashing.
Nevertheless, there is a risk that requirements that are too granular and stringent

lower the willingness of stakeholders to take up the Taxonomy, due mainly to the

* X %k

TAXONOMY B8 costs to access the necessary data and adapting their internal processes. On the

TechmcaLReport . * S other hand, more flexibility in the definition of screening criteria may facilitate the
— * : * RN use of the Taxonomy but increase significantly the risk of divergent

* ’* o ,. P interpretations and greenwashing. Another challenge regarding the definition of

* 2 the screening criteria is setting the adequate level of thresholds. Setting too low

or too high thresholds, which do not reflect best market practices, would
undermine the Taxonomy’s ultimate goal of redirecting financial flows towards
sustainable investments. Consequently, the selection of the Taxonomy’s
thresholds has been carefully considered, based on existing standards and
consultation processes with experts in the relevant sectors.
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This explanation makes it clear that the EU Technical Expert Group is approaching
thresholds not as biophysical realities that must be abided in order to achieve
sustainability in the real world, but rather as political variables open to negotiation
amongst those with diverse positions of power. Therefore, it's vital to understand
that the term “thresholds” used throughout the 400+ page document is not sustainability
thresholds, but rather thresholds as defined to “reflect best market practices” with the
“ultimate goal of redirecting financial flows towards sustainable investments.” Of course,
this raises the question of just how those investments can possibly be
“sustainable” if the thresholds used to measure them are divorced from
biophysical reality?

Baue & Thurm Sustainable Finance Blueprint 2020 19
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r3.0 2022: The Fatal Flaw in ESRS
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Bill Baue, Senior Director

Ralph Thurm, Managing Director

r3.0 (Redesign for Resilience & Regeneration)
Alexanderstrasse 7

10178 Berlin, Germany

Ms Kerstin Lopatta

Acting Chair

Sustainability Reporting Board

European Financial Reporting Advisory Group (EFRAG)
35 Square de Meels

1000 Brussels

Belgium

8 August 2022
Dear EFRAG,

We respectfully submit this Public Comment Letter on the Exposure Drafts (EDs) of the
European Sustainability Reporting Standards (ESRSs) to the European Financial Reporting
Advisory Group (EFRAG) with an intention of strengthening the existing Drafts, which contain
many strong elements, but also, importantly, contain a fatal flaw — namely, its inconsistent (and
most often inexistent) integration of sustainability thresholds, and allocations of responsibility
for respecting these sustainability thresholds (across ecological, social, and economic
dimensions) at the organisational level (i.e., the level of the "undertaking,” to use EFRAG's
language). Ecological, social, and economic thresholds define sustainability, and allocations
enable assessment of performance at the organisational level in terms of respecting these
thresholds, which typically apply at higher scales (e.g., macro systemic levels).

In other words, sustainability reporting requires integration of thresholds and allocations.

Accordingly, the ESRSs will need to integrate thresholds and allocations comprehensively, if
EFRAG wishes for the ESRSs to be authentic Sustainability Reporting Standards.

Remlierme
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- The fatal flaw, however, is that this integration of thresholds and allocations (i.e.,
Sustainability Context) is applied only to this Standard (E4), as if sustainability
thresholds (and allocations to respect these thresholds to the organizational level)
applv only in the case of the sustainabilitv of biodiversitv and ecosvstems — which is
self-evidently not the case. Sustainability Context (i.e., thresholds and allocations)
should apply across the entire CSRD initiative, in particular the overall ESRS
framework, including all 11 Standards (5 Environmental Standards — E1-ES5; 2
Governance Standards — G1-G2; and 4 Social Standards — S51-5S4), as well as the 2
General Standards (ESRS 1 and ESRS 2), and of course the bookending Cover Letter
and EU Final Agreement. Unfortunately, our in-depth analysis of these documents
finds scant evidence of integration of thresholds and allocations (i.e.,
Sustainability Context),

Baue & Thurm Public Comment Letter to EFRAG on ESRS 2022 20
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Public Comment to the Global Reporting Initiative re: 2020 GR/
Universal Standard Exposure Draft

Submitied by Members of the Sustainability Context Group and 3.0
9 Saptember 2020

Specifically, the GRI Universal Standard Exposure Draft definition of the
Sustainability Context Principle complstely erases mention of the term
“performance,” which has been a prominent aspect of the Principle since its
introduction in the Second Generation (G2) of Sustainabilily Reporting
Guidalines that GRI released in 2002.

The original definition of the Sustainability Context Principle includes five
mentions of the term “performance.”

The Universal Standards Exposure Draft employs the term “performance”
16 times — but not once in the revised Sustainability Context Principle
definition!

This is a siriking and frankly scandalous reversal, shifting from seven
mentions of the term performance (in the 2016 Standards, which currently
hold force) to zero mentions of the term performance in the Universal
Standards Exposure Draft.

In place of the term “performance,” the Universal Standards Exposure Draft
employs terms such as “draw on” ("draw on objective information and authoritative
measures of sustainable development, whare available, when reporting on its
impacts (e.g., scienfific research or consensus on ecological limits, societal
expectations)’) and “with reference to” {“report information on its impacts with
reference to broader sustainable development conditions and goals, as reflected
in recognized sector-specific, local, regional, or global instruments (e.g., reporting
lotal GHG emissions as well as reductions in GHG emissions with reference to the
Paris Agreement)’). (Emphasis added)

The difference between the terms draw on / with reference to on the one
hand, and performance on the other, is the difference between sustainability
as a metaphor, and sustainability as a literal state of being in the real world.

SCG Public Comment to GRI re Universal Standard Exposure Draft 2020 22
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The GRI Standards are based on expectations for responsible business conduct set out in authoritative
intergovernmental instruments, such as the Organisation for Economic Co-operation and Development (OECD)
Guidelines for Multinational Enterprises [3] and the United Nations (UN) Guiding Principles on Business and Human
Rights [5] (see the Bibliographies of the GRI Standards for a list of authoritative instruments used in developing the
GRI Standards). Information reported using the GRI Standards can help users assess whether an organization
meets the expectations set out in these instruments. It is important to note that the GRI Standards do not set
allocations, thresholds, goals, targets, or any other benchmarks for good or bad performance.

What is particularly odd about this final assertion is that nobody has ever asked GRI Standards
to set thresholds & allocations (or goals / targets / benchmarks etc) — but, GRI has been asked
repeatedly, over more than a decade, to provide sufficient guidance on how to assess
sustainability performance as a means of implementing its Sustainability Context Principle.

It warrants explicit noting that the Universal Standards failed to resolve this shortcoming, and
retained GRI's irrational obstinance in continuing to refuse to provide the guidance necessary to
operationalize the very Principle (Sustainability Context) that lies at the heart of sustainability
reporting.

Stated more plainly, GRI has eviscerated the heart of sustainabilify reporting...

GRI GRI 1: Foundation 2021 2021 23
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E3IFRS Appendix A
Defined terms
f’ 3“:::.1?:?:.“ p——— This appendix is an integral part of [draft] IFRS 51 and has the same authority as the other parts of
[Drall) IFRS 51 General Raquirersents for Disclasins the [d?'ﬂﬁf Standard.
of Sustainabiliiy-reisted Financial information
S Reportu]g entity An entity that is required, or chooses, to prepare general

purpose financial statements.

Sustainability?

ustainability-related  Disclosures about sustainability-related risks and opportunities

financial disclosures that are useful to users of general purpose financial reporting
when they assess an entity’s enterprise value, including
information about its governance, strategy and risk
management, and related metrics and targets.

When an entity’s activities result in adverse, external impacts—on, for example, local
communities —it could be subjected to stricter government regulation and consequences
of reputational effects —for example, negative effects on the entity’s brand and higher

Irtrnatonel Bustaihabdiny Stanitarts Board . == . . .
recruitment costs. Furthermore, when an entity’s business partners face significant

1?SB Exposure Draft: IFRS S1 General Sustainability-related Disclosure Requirements 2022 24
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3.0 Public Comment Letter on International Sustainability Standards Board Draft Standards
Dear Chair Emmanuel Faber and Vice Chair Suzanne Lioyd,

We address you directly by name, in hopes of appeafing to your humanity and encouraging you
to transcend the sociopathic nature of your initiative (which we clearly document below),

We also preface this Public Comment Letter with an expliclt acknowledgement of the utter
futility of this Consultation exercise, 83 historical precedent’ — combined with toothless Due
Process! — essentially ensures that you will ignore Public Comments that identify the fatal flaws
in your jdeclogical reasoning and predetermined outcomes| We submit this Public Comment
purely for the record, without an cunce of faith that the strength of its case will hold sway, OF
course, we wish [t were otherwise, and would be glad to eat our words if you prove us wrong.

We believe that the International Sustainability Standards Board In general, and fts
Sustainability Disclosure Stondord Exposure Drofts on General Requirements for Disclosure of
Sustainobility-reloted Finonciol Information (51) and Cimate-reloted Disclosures (52) In
particular, are &/l fatolly flowed for two essential, intertwined reasons: 1) Nonsensical Definition
/ Definitional Cooptation; and 2) Sociopathic Materiality, These fatal flaws are all
encompassing, mooting the need to respond to your detailed questions. We will address each
of these fatal flaws in turn

Nonsensical Definition / Definitional Cooptation

The International Sustainability Standards Board and the Sustainability Disclosure Standard
Exposure Drafts use the term “sustainability” in ways that clearly contravene its core essence, in
two primary ways:

* Thresholds: first, they fail to integrate normative thresholds, which are definitional to
sustainability;® and

* Qutside-in / Inside-out: second, they focus only on effects of the external operating
environment on the enterprise (ie outside-in), not the enterprise’s effects on its external

operating environment (ie inside-out) .

In practical terms, 17SB (we use this acronym in recognition that this Board lacks any legitimate
claim to use the term “sustainability”) obfuscates its definition of “sustainability,” and thereby
seeks to co-opt the term “sustainability” for use in ways that actually counteract the
achievement of sustainability.

By defining “sustainability” only within the bounded space of “financial disclosures” and
“financial information,” 51 shrinks the definitional scope in ways that eliminate key vitalizing
aspects of “sustainability” — namely, its focus on internal and external environmental, social,
and economic impacts.

The notien of enterprise value, divorced from the notion of system value, is nonsensical.

This much is clear to anyone who takes the notion of sustainability seriously — there is no such
thing as a sustainable enterprise in an unsustainable system — an economic system, a social

system.

Clearly, the 17SB does not take the notion of sustainability seriously, but rather approaches the
notion opportunistically, seeking to co-opt the "sheen” of sustainability to lend life-support to
the dying ideas of ESG (inaccurately conflated with sustainability) and isolated enterprise value.

r3.0 Public Comment Letter on 1?SB Draft Standards 2022
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r3.0 2022:

Sociopathic Materiality

Wikipedia asserts that sociopathy is characterized by “a long-term pattern of disregard of, or
viclation of, the rights of others,”13 as well as “manipulative self-serving behaviors with no
regard for others” and “a selfish world view that precludes the welfare of others."14

We will demonstrate how I?5B’s approach to materiality precisely fits this definition of
sociopathy, warranting the labeling of its approach as “Sociopathic Materiality.” We propose, in
contrast, a form of “prosocial” materiality that shows “regard” for “the welfare of others,” not
only for a snapshot in time, but sustainably over time.

“When an entity’s activities result in adverse, external impacts—on, for example, local
communities—it could be subjected to stricter government regulation and
consequences of reputational effects—for example, negative effects on the entity's
brand and higher recruitment costs.”

In this example, a local community experiences adverse impacts at the hands of the reporting
entity, and the 1?SB’s concern — its scope of materiality for disclosure — is the “negative
effects on the entity...” The I175B literally does not give a damn about the welfare of the local
communities, which we know has experienced adverse impacts.

Indeed, these adverse impacts perpetrated by the reporting enterprise could be so severe as to
place the sustainability of the vital capital resources that those local communities rely on for
their wellbeing at risk. Yet to the I?SB, this is utterly immaterial — it does not factor into the
I175B's so-called “Sustainability” Disclosure Standard.

& Sociopathic Materiality
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This scope of materiality is by definition sociopathic: it advances “a selfish world view that
precludes the welfare of others” and endorses “self-serving behaviors with no regard for
others.”

When the welfare of others is clearly impacted, the 1?SB “Sustainability” Disclosure Standard
enacts a classic narcissistic move, shifting attention from the primary adverse impact the
enterprise has caused for the victim, to the secondary adverse impact that the enterprise has
brought onto itself. It is as if the 1?SB is writing a script for gas-lighting.

What is perhaps most troubling is that the I?SB lives in a world where it conceives of its primary
users exclusively as sociopaths. We have no doubt that a significant percentage of I75B’s
intended audience are, indeed, certifiable sociopaths, given that they operate in the sociopathic
economic system of late stage monocapitalism.

However, we just as strongly believe that a significant percentage of I?SB’s audience —
providers of capital — are actually loving, caring, moral human beings. Indeed, we believe that
the “reasonable” investor should, by definition, be concerned with material issues that extend
well beyond the scope of enterprise value. We assert that it is unreasonable to conceive of
“primary users” as exclusively a kind of caricature of homo economicus. To conceive of users as
only those with narrow pecuniary interests shows a kind of contempt for humanity that we find
depressing — we feel sorry for the 1?SB for its stunted imagination and inability to appreciate
the value and beauty of humanity and the miraculous natural world we are blessed to inhabit.

Elsawhere, I'va likened this to “attending to the gunpowder burms on the trigger finger”: instead
of attending to the mortal wounds of the vietim from the gunshet, focusing instead on the
tangential harm to the perpetrator (gunpowder bums) incurred in the course of inflicting much

greater harm (pulling the trigger).
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supplementing Directive 201334/EL of the European Parlinment and of the Council as
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The ESRSs differ significantly from the GRI Universal Standards by Insisting o@
assessment, as covered in the Application Requirements for Entity-Specific Disclosu n the

Appendix A of Annex 1:

AR 3. When determining the usefulness of metrics for inclusion in its entity-specific
disclosures, the undertaking shall consider whether:

“(a) its chosenc@@rformanceynetrics provide insight into:

I. how effective its practices are in reducing negative outcomes and/or
increasing positive outcomes for people and the environment (for
impacts); and/or

(-]

(c) it has pmvide@chm contextual information to interpret performance >
metrics appropriately, a n

may Impact the comparability of the metrics over time." [emphasis added]

The fact thal ESRS commits to performance metrics shines a critical light on the claim that GRI
could not identify a sufficient definition of performance... Accordingly, despite the significant
shortcomings of ESRS, it appears that it is the sustainability standard that may be our best hope
to strengthen itself and bacome an authentic sustainability standard.

EC ESRS Annex 1 2023 27
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The Next Decade: ...Authentic Sustainability Reporting System

The latter (an Authentic Sustainability Reporting System) would have to overcome an incredible
amount of inertia, in the form of institutional lock-in, embedded incrementalism and predatory
delay, political intransigence, ego entrenchment, corporate capture, systemic bias against
sustainability thresholds, shareholder primacy, economic growth fetishization, and ultimately, the
inherent violence and unsustainability of the predominant colonizing economy and culture.

* GRIre-embraces Susfainability Conlext as a Performance Standard, and provides
sufficient guidance for robust implementation. GRI would also need (o become
mandatory.

« ESRS expands thresholds & allocations across the board, starting with its top-level
standards (ESRS 1 and ESRS 2) and cascading through all its Environmental, Social,
and Governance Standards, while simultaneously providing implementation guidance
that integrates its performance arientation. Finally, ESRS would need to abandon its
capitulation to voluntary implementation of select elements, and re-commit to a
mandatory approach,

e |?8B could essentially remain as it is, with a slight name change to add “related” to its
name (as the various Taskforces on Climate-related and Nature-related and
Inequality-related Financial Disclosure do); or, if it took seriously the commitment to
integrated reporting of the [IRC that it enveloped, it could bolster its approach to
sustainability, insisting on accountability for (and accounting of) inside-out impacts
contextualized by sustainability thresholds, recognizing that providers of financial capital
should take such information into account,

Baue The Lost Decade 2023 29
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The Role of Academics?: Get Normative...

The Weak Link...
between research
on non-financial
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the energy sector
and the field of
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Thank you!

Bill Baue

Senior Director
b.baue@r3-0.org
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