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so takes account of the dynamics of the multi-faceted topic of sustainability insofar as, on the
one hand, the parameters and technology in the areas of environment, occupational safety and
health as well as governance are constantly evolving while, on the other hand, new topics keep
being added to which companies need to align. Going forward, these could, for instance, include
tax justice, data protection1 or the monetary quantification of impacts on society or the societal
value-added that was achieved. Companies should also be aware that investors will increasingly
consider a company’s sustainability performance. This makes a transparent and comparable
presentation of management approaches, risks and indicators in the area of sustainability more
and more relevant for corporate communications.2

New Frameworks for Companies
On the European level, the primary driver of corporate sustainability in 2017 was the CSR Guideline (CSR Directive). In Germany, it was written into national law with the “Act to Strengthen the
Non-Financial Reporting of Companies in their Management Reports and Group Management Reports (CSR Directive Implementation Act, CSR-RUG)”3 of April 12th 2017, introducing new mandatory reporting requirements for certain large4 companies. These companies will have to compile
a non-financial statement and publish it within their annual financial statements. This statement
should include details on issues such as the environment or human rights, and disclose various
information, such as the approach taken to address these issues or the risks involved.
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In addition to from the mandatory CSR Directive, further recent sustainability guidance is relevant for companies and can be applied optionally. This includes, for instance, the Sustainable
Development Goals (SDGs) or the Global Reporting Initiative (GRI). The SDGs5 were agreed on
by the United Nations (UN) in the fall of 2015 and are supposed to drive sustainable development worldwide until 2030. The SDGs expressly encourage companies to get involved because
according to the UN, companies could act as definitive drivers for sustainable development by
helping to achieve the SDGs. The goals include subject areas like the containment of climate
change, the development of infrastructure or the protection of biodiversity. Some companies

The Transformation of Sustainability
As early as 2011, the ZIA addressed the subject of sustainability, publishing initial sustainability
guidelines for the real estate industry under the title “Sustainability – Code, Compliance and
Reports.” The objective of the ZIA Sustainability Guide is to provide an overview of the various
aspects of sustainability and, among other things, to facilitate an easy introduction to sustainability reporting while encouraging as many companies as possible to start reporting. To live up
to this goal, the guidelines need to be adapted continuously to the latest developments. Doing
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 S ee, for instance, the new requirements created by the European General Data Protection Regulation: http://eur-lex.europa.eu/legalcontent/DE/TXT/?qid=1462345886854&uri=OJ:JOL_2016_119_R_0001
2
 F or an account of the current information needs of investors, see e. g. http://www.ey.com/Publication/vwLUAssets/EY_-_Nonfinancial_
performance_may_influence_investors/$FILE/ey-nonfinancial-performance-may-influence-investors.pdf
3
 F or an overview of the draft bills, see http://dipbt.bundestag.de/extrakt/ba/WP18/769/76955.html
4
 L arge capital-market-focused enterprises, banks and insurance companies (“public interest companies” or “PIEs”) with more than
500 employees
5
 https://sustainabledevelopment.un.org/?menu=1300
1
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have already started to review their activities in regard to their effect on the SDGs and to align
their (sustainability) strategy accordingly.6 Therefore, the SDGs are playing an ever more important role in the sustainability context.
The GRI framework is the globally most reknown guide to sustainability reporting, covering
greenhouse gas emissions, occupational safety and product stewardship. In late 2016, GRI
transitioned its G4 guidelines into the “GRI Sustainability Reporting Standards”.7 While the
guidelines’ content remain essentially unchanged, they have been reorganized in a modular
structure. This is supposed to make it easier for companies to pinpoint the subject areas that
matter most to them. The GRI standards take all issues into account that should also be reported in the context of the CSR Directive.
The ZIA used to recommend only the GRI guidelines as reporting standard. Going forward, it will
also recommend the German Sustainability Code (DNK) as sustainability reporting guidance. An
industry-specific supplement to the DNK code for the “residential” segment of the real estate industry is already available.8 In addition, companies in the industry may use the DNK as orientation to general tenets and principles of sustainability reporting. In the context of the collaboration
between the ZIA and the DNK, a new industry-specific orientation guide for the entire real estate
industry is to be developed as well, which will factor in latest trends in sustainability reporting.

Sustainability Reporting Guidance
The new reporting requirements of the CSR Directive apply to certain large-scale companies.
Whether or not a company is affected by the regulation depends on its status as a “public
interest entity” (large capital-market-focused companies as well as banks and insurance companies). To assist companies in this context, the ZIA developed a decision tree that will provide a
recommendation for the best ways to structure a company’s sustainability reporting while taking
into account whether or not that company is affected by the CSR Directive and how it handles
the sustainability subject internally.
The core element of the ZIA industry code of conduct is the (self-)obligation to prepare a
sustainability report that will serve as a basis for a verifiable measurement of corporate activities
in the area of sustainability. To this end, the ZIA recommends adopting the Global Reporting
Initiative (GRI) reporting approach already applied globally, or applying the German Sustainability
Code (DNK), whichever is preferred. It has already become necessary for companies in this context to familiarize themselves with the requirements of the EU CSR Directive and to determine
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whether they are subject to the Directive as well. By applying both reporting standards,
the reporting requirements of the EU CSR Directive can only be met if the following criteria8
are satisfied:
The sensible thing to do for large enterprises that operate primarily on a global market is
to follow the extensive GRI guidelines, as they serve as a basis for established reporting
practice worldwide.
The DNK code is particularly suitable for SMEs because it offers them a guidance on how
document their sustainability performance with a reasonable effort.

 For an overview of the SDGs and the options for their corporate implementation, see http://www.ey.com/Publication/vwLUAssets/
EY-sustainable-development-goals/$FILE/EY-sustainable-development-goals.pdf
7
 For an introduction to sustainability reporting standards, see https://www.globalreporting.org/standards/
8
 http://www.deutscher-nachhaltigkeitskodex.de/fileadmin/user_upload/dnk/dok/kodex/GdW_Branchenergaenzung_DNK_digital.pdf
6
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Growing complexity of the
reporting requirements

Implementation of the CSR Guideline
Overview of relevant frameworks in regard to the requirements of the CSR Directive
German
Sustainability Code 1

GRI Sustainability
Reporting Standards 2

IIRC IR Framework 3

CSR Directive
Requirement

Contents

Contents

Contents

Contents

Materiality
definition

Business relevance and effects on issues

Impact on aspects
of and/or on the business
activity (criterion 2)

Ecological, social, or economic effects; or stakeholder
relevance (GRI 101)

Material impact on the
ability to generate value
added (Section 3D)

Concepts

Description of the concepts
pursued

Goals, accountability,
rules and processes,
control, incentive schemes
(Criteria 3, 5-8)

DueDiligence

Description of the due diligence processes applied

Concept results

Results of the concepts pursued

Material risks
(internal)

Material risks concerning the own economic activity

Material risks
(external)

Material risks concerning business relations,
products and services

Criterion 1 plus details
on the depth of the analysis
of the value chain
(Criterion 4)

Most important
performance indicators

Tax-relevant non-financial performance indicators

Note referring to the
annual financial statements

Reference to amounts posted in financial statements

Measures to comply
with material and recognised
standards (Criterion 1)

For more details, see http://www.deutscher-nachhaltigkeitskodex.de/de/anwendung/fuer-anwender.html.
The GRI Sustainability Reporting Standards should be applied in reports that are published in July 2018 and thereafter.
This is why it was decided to discuss the GRI G4 Guideline that will become ineffective as of that date.

1
2
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Opportunities and
risks concerning the
sustainability of the main
activities (Criterion 1)

Disclosures on management
approach (GRI 103)

Strategic goals and
their implementation as
well as resource allocation
(Section 4E)

Description of goal achievement and performance
achieved (Section 4F)

GRI 102-15
(material effects, risks and
opportunities)

Internal and external
risks concerning the
value-add capacity
(Section 4D)

Disclosures on
environment and society
(Criteria 11-20)

Indicators of each GRI chain

Indicators related to targets,
opportunities and risks
(Section 4F)

n/a

If material: GRI 201-2
(financial impacts of climate
change)

Linking financial performance
with non-financial indicators
(Section 4F)

For more details, see https://www.globalreporting.org/standards.
For more details, see http://integratedreporting.org/resource/international-ir-framework/.
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3. Clarify the purpose of reporting for your company.
Find out which purpose your company pursues with the reporting. Do you expect to derive
benefits for your sustainability management through the internal generation of value added?
Is it important for you to set your company apart from other market players (prestige)? Or do
indirect commitments come into play that can be traced back to expectations of business
clients (supplier policies)? If an affirmative was the answer to at least one of these questions,
it would make sense to report on these requirements beyond the parameters of the CSR
Directive (pages 30/31). It is recommened to consult the relevant frameworks (GRI, DNK,
IIRC, etc.) for this additional reporting (see pages 6/7).

To limit the meaning of the term “sustainability reporting” to the disclosure of information on
economic, ecological and social performance or to senior management conduct would fall short
of the mark. Disclosure actually does not come into play until the second stage in the reporting
process. In the first step, prior to publication, companies need to identify, gather and measure
information (so-called “sustainability auditing”).9 This sub-chapter concentrates precisely on this
phase and divides it into systematic steps.
The knowledge we shared with you so far used to be theoretical in nature. This guidelines
provides information on the CSR Directive, a variety of materiality definitions and frameworks.
But how do you proceed in practical terms? What are the relevant internal steps your organization needs to take to produce a finished report that meets both your own and your stakeholders’
requirements? And above all, what stumbling blocks do you, as the person in charge, need to
beware when developing milestones? Of course, each company has its unique parameters. Yet
this white paper will attempt to outline the generally valid milestones in the form of a checklist
to provide assistance. The information on the milestones does not promise to be complete, but
is meant to prepare for the most important things to do. The presented chronological set-up
should be understood as a proposal that may have to be adapted to the actual structure of your
organization.

4. Select a reporting standard.
Companies are in no way obliged to use frameworks to comply with the CSR Directive. They
merely have to explain why they prefer not to apply a framework. However, it does have
advantages to follow an established standard. Spend some time clarifying which reporting standard best suits your organization. For a large, globally active company or a major
conglomerate, it makes sense to follow the GRI guidance. For small and medium-sized enterprises, opting for the declaration of conformity under the DNK code might be a more efficient
idea. Nevertheless, each case should be studied individually. Another aspect with influences
decision-making concerns the motives for the sustainability reporting and the materiality
definition these dictate (see page 40).

Check List
1 . Set up a task force and brief the company’s decision-makers early on.
Setting up a taskforce with represenatives of relevant corporate divisions achieve a higher
level of acceptance for the project. Also make sure that your company’s decision-makers are
briefed on the essential parameters of the process at an early stage. The progressive work
on a sustainability report tends to have feedback effects on the core operating business.

5. Select the format most relevant for you and bring in third-party experts if needed.
The format is influenced to a certain certain respect by the frameworks and the CSR guideline. But in many aspects, companies are free to structure their reports any way they want
to. You should sort out the following questions: Will you compile an integrated or a separate
report? Is the focus on the required data (indicators, management approaches, etc.) or is the
report embedded in a story? Will you produce a print report, just publish online only, or will
you go the extra mile and synchronize both components?
Answering these questions will impact your budget planning, resources, time frame and the
involving third-party experts (agencies, management consultants, etc.).

2 . Verify or have someone verify whether your organization is subject to the CSR
Directive.
This ought to be one of the first measures you undertake in the compilation process. Eligibility for the application of the CSR Directive will determine some of the report contents and the
date of publication, for instance (see page 3). The examination process in this guideline will
be illustrated by a decision tree (see pages 30/31).

6. Include your budget and resources early on in your planning effort.
Assuming you intend to publish your first sustainability report in 2019, you will have to
 Cf. Fifka, M. (2014): p. 4. and Schaltegger, S. / Burrit, R. (2006): pp. 293+.
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8. Conduct a materiality analysis.
Since the introduction of GRI G4 a focus of reporting companies is placed on materiality.
For stakeholders, getting less but material information implies considerable value added.
Reportting on a variety of of redundant indicators and thereby creating unneeded data is a
pointless waste of resources for companies. Conducting a materiality analysis is one of the
most important process steps and will form the basis of your report and your sustainability
management. The chapter starting on page 40 discusses several approaches.
The findings of a materiality analysis will give you an overview of essential topics and aspects. Given the significance of your sustainability management, you should brief the senior
decision-maker in your organisation on this intermediate step. Companies subject to the CSR
Directive Implementation Act (CSR-RUG) should also have their management board consult
with the supervisory board.

conduct the underlying materiality analysis in 2018, which may e.g. include a stakeholder
survey. The more extensive your analysis, the greater the budget it will require (see page 41).
This means in turn that you will have to have set aside the necessary budget in 2017.
As you decide on the report format, you will also have to decide whether the report will be
subjected to an external review. An external review always also implies expert assistance,
and especially companies with limited reporting experience can benefit immensely from it.
For companies subject to the CSR guideline, the question of a third-party audit ties in with
the content review by the Supervisory Board (see page 27).
Moreover, you should identify the functional departments to be audited and notify these
ahead of time. Application of the GRI standard, for instance, requires extensive information
on the management approaches to certain key aspects. This will require interdisciplinary
workshops, and your your plannings should allow sufficient time for it. In case you opted
for the GRI standard, you will need to decide whether you will be doing core reporting or
comprehensive reporting. Companies that did not use to report at all are well advised to start
with the “core” stage the first time around.

9. Analyze and prepare indicators and aspects.
If you selected a framework, compare the required parameters with your main topics. In
the case of the GRI standard, for instance, you should check what requirements exist when
describing management approaches10 in relation to your key topics. You should also gain an
overview on the indicators to be reported for each aspect (remember to differentiate between
the “core” and the “comprehensive” reporting). For the non-material topics, you do not need
to research data in the company or describe management approaches.
In the case of the DNK framework, the reportable indicators are prescribed. But even here
you can proceed according to the “comply or explain” approach as far as materiality goes or
simply because you have not yet implemented any of the relevant processes. When filling in
the continuous text covering the DNK criteria, you may phrase your replies more freely and
can use your materiality analysis to prioritize or to elaborate why you prefer not to report on
a requirement.
Define responsibilities for data deliveries within your company. Which department / person is
responsible for which data and when will the data be delivered? Schedule revision cycles and
reconciliation cycles. You will facilitate your work and enhance transparency by coordinating
the process with predefined data sheets (including internal definitions of indicators, calculations of key ratios, etc.). In the long run, of course, it will prove most effective to develop an
integrated management system, that includes the sustainability indicators.

7 . Have the highest decision-maker approve your planning.
Once the basic framework has been set up, you should have it approved before approaching
your company’s functional departments and third-party stakeholders.

 The GRI standard permits clustering of several aspects in a “disclosure on management approach” (DMA); the DNK code refers to specific
topics as “criteria.”

10
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1 0. Consolidate the data and integrate it into the layout.
Once all data for the report has been identified, you need to compare them with historic
publications (e.g. your consolidated financial statements, press releases). As often as not,
companies will have different data on the same topics on record, especially when several departments or locations are involved. So, this is another one of the process steps you should
get clearance for by the most senior decision-maker once you completed it.
If you have not already started embedding the data into the layout, you may do so now.
Starting at this point, i.e. rather late in the process, will save you the trouble of excessive reconciliation cycles. Then again, a tight time line may force you to opt for parallel processing.
Compiling a glossary of key definitions and backgrounds will enhance the transparency of
your sustainability report.

3. Practical Guidance

departments able to cope with your requirements? Were there too many revision cycles? Do
you feel the data transfer or other steps could be handled more efficiently? Here, visualizing
the individual process flows and data flows could be a good idea.–
Any insights gained in the process may be directly integrated in your process flow. After all,
the next report is right around the corner.

1 1. Publish your sustainability report.
Please note the differences between the EU directive and the various frameworks when
select your publication date. Companies subject to the CSR Directive must publish their data
within four months following their balance sheet date. When applying a framework, contact
the corresponding organization directly and follow their instructions. The DNK project office
will elaborate the process of registering in the DNK database to you. The publication of your
report after it has been audited will be coordinated with you. For instance, you may want the
date to coincide with the publication of your print report.
1 2. Put the aggregated data to good use.
The data you gathered provides you with a pool of valid information the company may tap
into when responding to outside queries (e.g. press inquiries) and for internal processes (e.g.
further training, templates for presentations by division heads, etc.). Moreover, your sustainability management will benefit from the documentation of both the status quo and the future
objectives in written form. The GRI management approaches are particularly well suited for
engaging in-house sustainability issues.
1 3. Follow-up: evaluate the reporting process.
As mentioned earlier, a third-party audit can generate productive input. This is obviously most
relevant for the preparation of the next report. But even if you decide against a third-party
audit, do take some time to evaluate the process together with your various stakeholders.
Which sub-processes went smoothly, and which could be improved? Were the functional
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Society and the governments show growing expectations in corporate sustainability concerning
performance and transparency. The background to this is that the effects of corporate activities
on the environment and society are becoming more and more transparent. For instance, it is
now possible to quantify the toll that corporate activities exact on the environment. One survey
of eleven industries revealed that only $0.59 out of every US dollar in profits would remain if
you deduct the environmental costs. 11 The increasing transparency is casting more light on the
challenges that the economy is currently facing. Corresponding expectations are also voiced
by the general public. The United Nations, for instance, have called on corporations to make
an active contribution to the help solve global challenges in this context. The UN’s “Sustainable
Development Goals” aim at governments, civil society and also at the corporate sector. Defined
in 2015, the goals are supposed to stimulate efforts on all sides to promote sustainable development worldwide. 12 Against this background, it can be of advantage for companies to develop
sustainable strategies at an early stage and to look into strategic alternatives for action.

Interdependence of Economy, Society and Environment
Companies that proactively deal with sustainability issues benefit from the fact that the idea
of sustainability is firmly embedded in the public mind already. Indeed, it is one of the main
reasons why more and more companies are committed to this mega trend. 13 Recent studies
suggest moreover that companies are more profitable if they react early on and can showcase
a positive sustainability track record in their reports. The implementation of environmental,
social, and governance (ESG) criteria by corporate players has a positive effect on their financial
results. This is a ratio that has remained stable over time, as the vast majority of studies on the
subject show. 14

 KPMG (2012): Expect the Unexpected, pp.56-57.
 GRI, UN Global Compact, WBCSD (2015): SDG Compass, The Guide for Business Action on the SDGs.
13
 Vgl. KPMG International, The KPMG Survey of Corporate Responsibility Reporting 2017, p. 4.
14
 Friede, Busch, Bassen (2015) ESG and Financial Performance: Aggregated Evidence from more than 2000 Empirical Studies, in: Journal of
Sustainable Finance & Investment.
15
 KPMG (2014): CSR Sector Risk Assessment, p. 176.
16
 KPMG (2014): CSR Sector Risk Assessment, p. 73.
17
 Economist Intelligence Unit (2015): The Cost of Inaction: Recognising the Value at Risk from Climate Change, p. 2.
18
 Economist Intelligence Unit (2015): The Cost of Inaction: Recognising the Value at Risk from Climate Change, p. 4.
19
 Economist Intelligence Unit (2015): The Cost of Inaction: Recognising the Value at Risk from Climate Change, p. 3.
11
12
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In the construction industry, the main environmental impacts are greenhouse gas emissions,
caused by the operation of buildings completed, but also by the production of cement and the
haulage of materials and components. 15 As far as the social aspect goes, construction work
is known for instance for its unhealthy and unsafe conditions and accidents. 16 For companies
committed to sustainability, it is of the importance to reduce such risks and impacts. One way to
do so is by having them modify their business activities, e.g. by switching to the use of certified
wood or by getting actively involved in industry-wide green initiatives.
Any impacts on the environment caused by national economies and societies can have considerable consequences for the global economy. Especially the subject of climate change is giving
investors pause. And understandably so: A study conducted by the Economist Intelligence Unit
estimates the value at risk (VaR) due to climate change for equity in managed assets worldwide at $4.2 trillion by 2100, which is roughly equivalent to the Japanese GDP. The calculation
returns an even higher projection for more extreme global warming scenarios, for example
$13.8 trillion if the global climate warmed by 6°C, an amount that corresponds to about 10% of
the total value of equity in managed assets. 17 According to the study, the losses will be caused
both by direct material damage and indirectly by slower growth and lower returns. 18 The sectors
most affected by direct losses will be those that depend on physical assets and natural resources, such as the real estate and agricultural sectors. 19

CSR-Reporting 15

4. Strategy and Reporting Obligation

These are exposed to the threat of a direct destruction of their assets. In the United States
alone, a potential rise in sea levels means there is a risk that coastal properties worth between
$238 billion and $507 billion will be inundated by 2100. 20 The interaction between the effects
on the environment and the resulting risks for the global economy illustrate the mutual dependence and are fast becoming an accepted motive for pursuing sustainable management.

Challenge and Opportunity of Sustainable Urban Development
Nowhere are the challenges that the world faces more in evidence than in the cities. According
to the United Nations, 70% of mankind is expected to live in cities by 2050 as urbanisation
progresses.21 At the same time, 54 countries will lack an adequate supply of clean water. Urban
sustainability will therefore be a key challenge in the coming years, especially in the mega-cities. Aside from the water supply, it will involve issues like energy supply, waste management
and resource-efficient construction. 22 Securing an adequate energy supply from renewable
energy sources is essential for a growing population and industry. Other decisive criteria for
the selection of company locations include the local infrastructure and its quality. Investors will
therefore study eligible cities closely. There are actually methods for measuring the degree of
sustainability than lend themselves to qualified comparisons of cities. One example for such a
method would be the Green City Index which employs 30 indicators that measure aspects like
energy consumption of residential buildings, energy-efficiency standards, and energy-saving
initiatives. 23
In 2015, the United Nations proclaimed a total of 17 global goals that the global community should
seek to achieve by 2030, the so-called Sustainable Development Goals (SDGs). 24 Objective #11,
“sustainable cities and communities,” among other objectives, is one of the central fields of action
where the real estate industry can make a difference. According to a survey conducted by the
Business & Sustainable Development Commission, the business potential associable with the
efforts to achieve the objectives is at least $12 trillion between now and 2030. 25

 Rhodium Group (2014): American Climate Prospectus: Economic Risks in the United States, p. 88. https://gspp.berkeley.edu/assets/uploads/
research/pdf/American_Climate_Prospectus.pdf
21
 KPMG (2010): Advisor to Global Cities, p. 8.
22
 KPMG (2010): Advisor to Global Cities, p. 8.
23
 KPMG (2016): The Future of Cities: Measuring Sustainability, p. 10.
24
 https://sustainabledevelopment.un.org/
25
 Business & Sustainable Development Commission (2017): Better Business, Better World, p. 14
26
 Viehöver, Fischer (2016): Zukunftsfähige Geschäftsmodelle, pp.33+. in: Thomaschewski, Völker (ed.): Nachhaltige Unternehmensentwicklung,
2016.
27
 https://www.baufritz.com/de/kontakt-und-beratung/neuigkeiten/408-cradle-to-cradle-zertifizierung-fuer-baufritz-biodaemmung/#read.
20
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Secure the company’s long-term viability by integrating sustainability
in the corporate strategy.
The previously described challenges pose both opportunities and risks for the existing business
models of many companies. For this reason, some companies have started to include sustainability issues in their corporate strategy. For the time being, it is still common to associate
sustainability merely with the optimization of energy and resource consumption in business
processes, e.g. the reduction of energy consumption in buildings not least because it also
lowers the operating costs. While this is by all means a necessary step, it falls short of a proper
integration of sustainability into the existing business model. But once business models are
subjected to a fundamentally new approach, the inclusion of sustainability can secure the
long-term viability of the business and the expansion of its activities into new markets. 26 In
the built environment, for instances, it can pave the way for new energy production schemes
or for innovative materials. A good case in point would be the renewable insulation by the
company Baufritz, which was developed by applying the Cradle to Cradle® criteria. 27 Extending
the lifecycle of materials through repairs and recycling instead of disposing of them has clear
environmental advantages and can save costs at the same time as it cuts the removal and
disposal costs of waste materials. But a yet more radical change in business activities requires
a paradigmatic shift in the way value added is understood. A popular example for this would be
the spread of the sharing economy. In the built environment, accommodation is shared in the
form of coworking spaces or pop-up stores, or else re-used. Business models aligned with this
new approach seek value-added by providing the service of temporary use of a property, as
opposed to its outright ownership.
To determine how sustainable such a business model is, we need to look at the social and ecological value contributions of the company, and whether these contributions are predominantly
positive in the long run. This test will require new ratios. The true earnings ratio, for example,
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reflects the relation of true profit to the profit of a company. In the case of true earnings, the
positive and negative external effects caused by the company are added to or deducted from
the company’s earnings in the classic sense, as the case may be. Positive social and ecological
value contributions are thus identified when the true earnings ratio 28 is greater than one, which
in turn indicates the long-term viability of the company.
The relevance of these true earnings is vindicated by the prospect that, sooner or later, negative
externalities will be internalised more so than positive ones. This, in any case, is the relevant
expert opinion on the matter. 29 Market dynamics, regulations and stakeholder actions can
make internalization inevitable, because they have a direct impact on costs, revenues and thus
on future earnings. Therefore, if you want to prevent, remedy or offset damages early on, you
will pre-empt external liabilities and secure your long-term viability in the process. The aforementioned market potential for achieving the 17 goals of the United Nations could be increased
by as much as 40% through the process of internalizing external effects. 30

Strategy and Materiality Analysis: A Company’s Choice of Evaluation
Dimensions is Subject to Motives
“If you want to build a ship, do not herd people together to collect timber, prepare tools, assign
chores, and distribute jobs, but teach them to long for the vast immensity of the sea.” 31 (Antoine de Saint-Exupéry)
Equally decisive for the development and implementation of a sustainability strategy is the
motivation of the company. Several distinct reasons come to mind why a company would
choose to engage sustainability issues. The reasons will in turn help to narrow down the choice
of the evaluation dimensions most likely to be relevant for determining the material topics for
the respective company. The common frameworks (GRI, IIRC and DNK) offer three evaluation
dimensions that in many instances are interdependent.
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the results of operations and the net assets, financial and earnings position of that
company (DNK, IIRC and self-chosen expansion in the case of the GRI).
Due to the frequent interdependence of these evaluation dimensions, it makes sense in most
cases to evaluate all three dimensions in the context of a materiality analysis (see Chapter 5).
This allows you to consider which dimensions the company wants to include in the materiality
definition, or which combinations of dimensions. The dimensions may be combined in a number
of ways, because you may link dimensions using either an “and” or an “or” connector. Which
dimensions or which dimension combinations are adequate for your company’s corporate
strategy is another question. If you opt for two evaluation dimensions, either an “and” or an “or”
combination is conceivable when seeking to find your specific materiality definition. Whenever
three dimensions come into play, the plausible choice would be an “or” connector because linking them by “and” would seem unrealistic (for details on the various options, see Chapter 5).
After a company has selected, at its own discretion, a materiality definition to determine its
material topics, the collection of information, the management of these topics and the reporting
on them attain strategic significance. This is not not at all the same as reporting on a required
disclosure, e.g. in the sense of a requirement within a given framework. Once a company
considers sustainability reporting to be of strategic relevance an internal consensus-building
process becomes indispensable. Table 1 provides an initial overview of the reasons for choosing an evaluation dimension for each of the various motives from a strategic point of view.

1 . The evaluation of the impact that business activities have on the environment
and society (GRI, DNK)
2. The significance for appraisals and decisions by the stakeholders (GRI)
3. The significance for the company, i.e. for short-, medium- and long-term value
generation and, as formulated by law, for understanding the business performance,

 Based on the True Value Methodology developed by KPMG, cf. A New Vision Of Value.
 Cf. KPMG, A New Vision of Value, 2014, pp. 10-11
30
 Business & Sustainable Development Commission (2017): Better Business, Better World, p. 36
31
 Antoine de Saint-Exupéry, The Wisdom of the Sands (1956).
28
29
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Table 1: Overview of possible reasons for the strategic consideration
of an evaluation dimension
Motive\evaluation dimension

Impacts on Environment
and Society

Stakeholder relevance

Impacts on the
financial situation

Motive of personal conviction
Whenever entrepreneurs and executives are
committed to the subject of sustainability out
of personal conviction, they seek to make a
substantial contribution by the way they do
business and thus to make a difference.

Motivational reasons for an analysis:
Since the entrepreneurs consider themselves or
their company responsible for minimising the
negative effects of their activities and boosting
the positive ones, information concerning the
“impacts on aspects” is bound to be particularly relevant to them.

Motivational reasons for an analysis:
Integration into the materiality process can
make sense if selected stakeholders become
“allies” in the effort to achieve the desired
contribution, e.g. adjustments in production
processes in the case of suppliers or behaviour
patterns in the case of users or legislative
changes to the legal parameters.

Motivational reasons for an analysis:
Whenever the topics concern the core business,
it can by all means be sensible to include this
dimension in the analysis.
Motivational reasons for an inclusion:
Financial profitability rarely takes centre stage
in this context. Nevertheless, most companies
will most likely take this dimension into account via an “or” connector and adjust the type
of activities to match their degree of financial
relevance.

Motivational reasons for an inclusion:
Topics considered relevant in this evaluation
dimension may be considered material, irrespective of their evaluation in other dimensions.

Motive of stakeholder orientation
Whenever companies maintain a very intensive
exchange with stakeholders such as customers, employees, trade unions, investors,
non-governmental organisations (NGOs) or local
communities, they will strive to improve their
relationship with them.

Motivational reasons for an analysis:
The actual or anticipated impacts will in many
cases trigger stakeholder responses. Important
to note, these responses could come at a certain delay and outlast the actual impacts. So, an
evaluation of the impacts could help keep the
discussion with the stakeholders more rational.
Motivational reasons for an inclusion:
It is reasonable to assume that interested
stakeholder groups expect to be duly considered. Here, differences in expectations among
the stakeholder groups in regard to the connection with other dimensions (“and” or “or” link)
could come into play.
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Motivational reasons for an inclusion:
A strategic focus on the stakeholder evaluation
tends to play a secondary role in this context.

Motivational reasons for an analysis:
For companies where stakeholders play an
important role for the so-called license-to-operate, doing an analysis of this evaluation
dimension is the obvious choice.
Motivational reasons for an inclusion:
The consideration of this dimension in a company’s own materiality definition can depend on
the maturity of its sustainability management,
reporting and the relationship with its stakeholders. If the impacts relevant for the dimension are neither fully known nor understood,
it is a good idea to include it anyway because
doing so helps to keep potentially relevant issues from being overlooked due to the different
perspective of the other two dimensions.

Motivational reasons for an analysis:
For certain stakeholders, getting the context
information whether or not a given topic is also
significant financially for the company can be
quite relevant.
Motivational reasons for an inclusion:
Depending on attitude and insights, the expectations associated with the inclusion of this
dimension may vary from one stakeholder to
the next. While stakeholders with a short-term
financial interest are likely to favour inclusion
with an “and” connector, other stakeholders
may expect an “or” link or indeed prefer to
leave this dimension out altogether.
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Table 1, Continued

Motive\evaluation dimension

Impacts on Environment
and Society

Stakeholder relevance

Impacts on the
financial situation

Motive of business case
One frequent motive for engaging the subject of
sustainability is the influence that certain topics
have on the business activities through direct
or indirect impact, for instance on earnings or
on the exposure to risks.

Motivational reasons for an analysis:
Adverse impacts can point to costs and threats
that could materialise for a given company.
Conversely, positive impacts could inspire
appreciation among customers and society at
large, causing efforts to pay off.

Motivational reasons for an analysis:
The various stakeholder groups can have a
direct or indirect influence on the business
case. Just think of companies who plan to
outsource their facility management to implement their sustainability goals, for instance, or
of companies who seek a green certification
for their buildings. 33 Employees and NGOs
may also exert considerable influence on the
business case. 34

Motivational reasons for an analysis:
Environmental and social sustainability efforts
can translate into cost savings, hone a company’s competitiveness and expand its market
into new fields. Predictably, understanding the
business relevance of a given circumstance
plays a decisive role for the business case
motive.

Motivational reasons for an inclusion:
From a strategic point of view, it can make a
lot of sense in the medium and long term to
take this dimension into account in the own
materiality definition, which is why an “or” link
might be a good idea. There have also been
efforts by some companies to encourage financial benefits in return for positive impacts on
the environment and society. For example, the
B20 Working Group on Responsible Business
Conduct & Anti-Corruption has called on the
G20 to prescribe aspects of sustainability for
the tendering, awarding and rating of contracts
for public infrastructure projects. 32

Motivational reasons for an inclusion:
Whenever stakeholders potentially influence the
business case to such a degree, it can make
sense to include the stakeholder dimension in
the materiality definition. Doing so could deflect
adverse influences on the business activities
while favourable influences are put to strategic
use.

Motivational reasons for an inclusion:
The question that presents itself here is less
whether or not the dimension is included, but
rather how is it integrated into a company’s
own materiality definition. Companies with
a short-term horizon will either omit this dimension or include it with an “and” connector,
whereas companies with a long-term horizon
may consider an “or” connector instead.

 B20 Germany (2017): Promoting Integrity by Creating Opportunities for Responsible Businesses.
 KPMG (2014): How to Champion Sustainability, Reduce Costs and Consumption, and Win Friends in High Places…without Increasing
Your Spend, pp.1+.
34
 Cf. Viehöver (2017): Transparenz durch Regulierung: die CSR Richtlinie, in Absolut|impact #01/2017, p. 44.
32
33
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Table 1, Continued

Motive\evaluation dimension

Impacts on Environment
and Society

Stakeholder relevance

Impacts on the
financial situation

Motive of compliance
Another motive for companies to take a hard
look at sustainability issues is the increasingly
restrictive regulation or the explicit statutory
reporting obligation (CSR-RUG).

Motivational reasons for an analysis:
The evaluation of the impacts of the business
activities on non-financial aspects is an implicit
legal requirement of the CSR-RUG.

Motivational reasons for an analysis:
In the case of a compliance motive, an analysis
may be motivated by a deeper understanding
of the requirements for identifying opportunities and risks that relevant stakeholders have
specified.

Motivational reasons for an analysis:
The assessment of the impacts on the assets,
financial and earnings position (business
relevance) is an implicit legal requirement in
the CSR-RUG.

Motivational reasons for an inclusion:
Only facts and circumstances of business
relevance need to be taken into account

Interesting to note is that companies, companies using the IIRC or another type of sustainability reporting framework actually show a higher share price return at a given risk level, or
so a survey suggests. 35 The survey, which compares 40 companies from the IIRC database
with a control group, explains the finding by arguing that the framework helps companies to
rethink their strategies and business models and to focus on those points that have a significant long-term impact on their ability to generate value added. Another reason cited is that
capital markets appreciate clear communication and transparency. 36 This would mean that the
survey findings vindicate the original motivation for creating the reporting frameworks.
After all, policymakers respond increasingly to negative externalities by introducing new
regulations. 37 Examples would be the banning of certain materials and building parts in the
construction industry or the limitation of permissible greenhouse gas emissions through the EU’s
emission trading. The energy sector is a great example showing that laws can move an entire
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Motivational reasons for an inclusion:
The stakeholder dimension is not included in
the materiality definition of the CSR-RUG. If
compliance with the requirements of the GRI
SRS, for example, is a self-imposed obligation,
the stakeholder dimension must be taken
into account in the definition of materiality in
order to determine issues of significance for
reporting.

Motivational reasons for an inclusion:
Due to the “and” link with the dimension of
impacts on the environment and society, this
dimension is only required for issues that are
relevant to both the environment and society as
well as to business activities.
However, the requirements for reporting on the
most important performance indicators and the
associated opportunities and risks pursuant
to Art. 289, German Commercial Code (HGB),
remain in place for topics with a minor impact
on the aspects but a high degree of business
relevance.

industry to change its strategy, as the nuclear phase-out now dictates the share of nuclear
energy in the energy mix.
Inversely, there are also corporate initiatives that seek political support for making sustainable
business models more attractive. The B20 Working Group on Responsible Business Conduct &
Anti-Corruption, for instance, called on the G20 countries to promote integrity by creating more
opportunities for responsible companies. 38 This would ensure the competitiveness of eligible
companies while also encouraging other companies to follow the same path. Specifically, the
B20 demanded that the public administration be improved in terms of accountability, efficiency,

 KPMG, Department of Accounting NUS Business School (2015): Towards Better Business Reporting, p. 3.
KPMG, Department of Accounting NUS Business School (2015): Towards Better Business Reporting, p. 3.
37
Cf. KPMG, A New Vision of Value, 2014, p. 17.
38
B20 Germany (2017): Promoting Integrity by Creating Opportunities for Responsible Businesses.
35
36
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management and transparency, to investigate misconduct by civil servants, and to acknowledge
responsible corporate behaviour in infrastructure projects, among other demands. This would
provide guidance for companies, illustrating what is expected of them while establishing universal principles and good business practices. 39
Regardless of whether initiated by corporates or the government, political regulations can have
a significant influence on business period A major regulation of this sort that became effective
for all large40 capital-market-focused companies in 2017 is the EU Directive 2014/95/EU (the
so-called CSR Directive) which was essentially transcribed “as is” into German law by the CSR
Directive Implementation Act (CSR-RUG). The CSR-RUG has invested sustainability reporting
for more than 500 companies or groups in Germany41 with new significance as it requires
transparency in the way key issues are managed, and thus helps to promote sustainable management. 42 The CSR-RUG defines only those disclosures as material that relate to the course of
business, business results and financial position as well as to impacts on non-financial aspects.
A report on areas where these dimensions overlap is therefore sufficient for companies subject
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to CSR-RUG. If the reporting company mainly seeks to comply with legal obligations, reporting
can be limited to these overlapping areas.

Accomplishing the Implementation of the Strategy
An important basis for a successful sustainability strategy is an understanding of the interdependencies between the actual and the potential impacts on the environment and on society,
and between the significance for the assessment of relevant stakeholders and the business
relevance of the issues that often results from it. The deeper the understanding of the current
and future situation of the company, the easier it is to determine exactly which key sustainability
issues should be integrated into that company’s vision, mission and strategy. For a successful
implementation it is also of the essence to ensure a common understanding of why a company
intends to pursue relevant sustainability goals.
Other supporting elements in the implementation of the sustainability strategy include an
adequate change management and credible communication. 43 As insinuated by the Antoine de
Saint-Exupéry quote, it is of the essence for the implementation of the strategy that a company’s executive, employees and relevant stakeholders all be committed to the objective and
understand it.
So, the integrated sustainability strategy should be properly communicated both internally and
externally. When promoting sustainability efforts such as a sustainable portfolio and resource
efficiency, you need to provide a balanced and transparent account of the value created to make
your communication as credible as possible. 44

Concluding the Reporting with a Third-Party Audit of the Non-Financial
Statement
A good way to enhance your credibility is by commissioning a third-party examination of your
contents. The auditing third party should not be part of the company and represent an independent position. 45

 B20 Germany (2017): Promoting Integrity by Creating Opportunities for Responsible Businesses, pp. 2+.
 Affected are all major capital-market-focused corporations as well as major banks and insurance companies with more than 500 employees,
revenues of over 40 million or total assets exceeding 20 million)
41
 Cf. the explanatory notes on the CRS-RUG draft bill: Begr. RegE CSR-RUG, BT-Drucks. 18/9982, p. 34
42
 KPMG (2017): Auf die Wesentlichkeit kommt es an, in: Das Governance Magazin, pp.16+.
43
 Viehöver, Fischer (2016): Zukunftsfähige Geschäftsmodelle, pp.33+. in: Thomaschewski, Völker (ed.): Nachhaltige Unternehmensentwicklung,
2016.
44
 Viehöver, Fischer (2016): Zukunftsfähige Geschäftsmodelle, pp.33+. in: Thomaschewski, Völker (ed.): Nachhaltige Unternehmensentwicklung,
2016.
45
 UN Global Compact, KPMG (2013): Your Path to External Assessment, p. 5.
39
40
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Although the reporting obligation pursuant to the CSR-RUG does not prescribe an audit of the
contents, it does expand the auditing requirements for the supervisory board to include the
non-financial statement which is submitted to it by the executive board. 46 The supervisory board
has the option to hire a third-party chartered accountant for this purpose47 who could be, but
need not be, the company’s regular auditor. 48 The content of the non-financial statement by the
supervisory board should be examined in regard to fitness for purpose and legality. The best
way for a supervisory board to discuss the legality of the report, which is not something to be
reviewed by the auditor, is currently under discussion. If, however, the supervisory board finds itself unable due to a lack of resources or expertise to undertake the examination of the contents
in its own right, a third-party examination should be commissioned. 49
The examination of the contents can be carried out either in conjunction with the audit of the
separate and consolidated financial statements or as a one-off assignment. The auditor’s statutory audit obligation includes merely a review of the contents of the financial statements so as
to determine whether non-financial reporting has taken place, but does not extend to the actual
contents of the statement. This means it suffices if the auditor critically reads and acknowledges
the report as such, whereas a review of the contents would be optional. 50 The new mandatory
publicity and content review reinforces the supervisory board’s auditing and monitoring role. In
addition, the enhanced transparency represents an incentive to act in line with expectations. 51
Although the third-party content review is optional, a growing number of companies in Germany
now have their sustainability reports audited. Out of Germany’s 100 top revenue-generating
companies, 53 submitted their sustainability report for third-party audits in 2017, up from 48
in 2015. Among the DAX30 companies the percentage was 83% in 2017. The audit scope is
predominantly the limited security. The vast majority restrict the scope of their audits to selected
subject areas rather than having the entire reports audited. 52
But why should the non-financial statement or the separate non-financial report be voluntarily
subjected to a third-party audit outside the management report? First and foremost, a substantive review will confirm the accuracy and credibility of the information disclosed if the accuracy,
completeness, presentation and clarity of the report are examined along with the respective
company’s actual conduct. An external confirmation of this sort would, for instance, mean a lot

 Cf. Art. 170, Sec. 1, Sent. 2, Art. 171, sec. 1, Sent. 4, AktG
 Cf. Art. 111, Sec. 2, Sent. 4, AktG
48
 Audit Committee Institute e.V. (2017): Audit Committee Quarterly, p. 32.
49
 Cf. Gundel, WPg, 2017 (going to press) and Mock, ZIP 2017, 1995, 1201.
50
 Audit Committee Institute e.V. (2017): Audit Committee Quarterly, pp.13, 51.
51
 Audit Committee Institute e.V. (2017): Audit Committee Quarterly, p. 17.
52
 Audit Committee Institute e.V. (2017): Audit Committee Quarterly, p. 27.
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to investors, board members and the senior management. It would allow the senior management to factor the sustainability figures into its decision-making processes. Investors will be
assured by the accountability the published information conveys. In addition, a third-party review
of the contents will also provide valuable feedback that could improve internal management
systems, controls, the sustainability performance itself and the transparency. 53 To generate
comprehensive feedback, the GRI recommends integrating the third-party review of the contents
into the reporting process and maintaining an open communication with the auditor throughout
the process. 54 This helps to critically develop the scope, completeness and wording of the report
and to firmly anchor the sustainability management in the company. 55

46
47
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 UN Global Compact, KPMG (2013): Your Path to External Assessment, p. 5.
 Global Reporting Initiative (2013): The External Assurance of Sustainability Reporting, p. 8.
55
 UN Global Compact, KPMG (2013): Your Path to External Assessment, p.11.
53
54
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Reporting
under DNK

Decision tree
or
Does reporting
imply a value
added for you,
e.g. through:

(internal)
generation of
value added

No

Yes

No

You need not
make adjustments within the
context of the
CSR Directive.

or

or

Integrated
reporting acc. to.
<IIRC>
EU CSR
Directive

Yes

and*

You may be exempted
from reporting but will
most likely be expected to
report relevant information
to your parent company.

No

START

Indirect commitments
due to expectations by
business clients
(supplier policies)

Report on material
non-financial aspects of
your business

No

Is your company
an insurance
company or
bank?

Do you have a parent
company that reports in
accordance with the CSR
Directive and publishes
in German/English?
(“group clause”)

Is your
company
capital-marketfocused? 2

Decision

No

(internal)
generation of
value-added

Yes

and/
or

Differentiation
(prestige)

and/
or

No
Is yours a large
enterprise pursuant
to Art. 267, Sec. 3,
Sent. 1, HGB? 3

No

Both arrows
are followed
after this
“and”

Yes

No

Does your
company have
500 or more
employees? 1

Question

No

Yes

You are not
subject to the
CSR Directive.

Yes

Differentiation
(prestige)

Reporting acc. to
GRI standard

Yes

You are subject to
the CSR Directive.

What motivates
your non-financial
reporting?

Exclusively
compliance

Yes

Indirect
obligation
due to requirements from the
supply chain
(supplier
policies)

Compile a
non-financial
statement and
describe the
diversity concept
of your company
in the corporate
governance
statement.4

Superv. board
decides over
in-house or
third-party audit

Yes

Recommendation
 Pursuant to Art. 267, Sec. 3, Sent. 1, HGB, and enterprise is deemed “large” if it meets two of the three following criteria on two consecutive
balance sheet dates: – €40 million or more in revenues, – €20 million or more in total assets, – 250 or more employees. Art. 267, Sec. 3, Sent. 1,
HGB, which automatically classifies capital-market-focused enterprises as “large,” does not apply under the CSR Directive.
4
 Insurance companies and credit institutions not listed on the stock market do not have to publish a diversity statement.
3

 Number of employees on two consecutive balance sheet dates
 Capital-market-focused; in addition to listed companies (AG, SE), the category includes enterprises with bonds placed on the capital market.

1
2
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All of the standard sustainability reporting frameworks require a materiality analysis in which
a given company determines the material topics for this type of reporting on the basis of its
business model. This is also the implicit requirement of the new CSR reporting obligation,
which defines a minimum requirement concerning the definition of materiality for companies subject to the CSR Directive: Aspects are material within the meaning of the law if
they are “necessary for understanding the business performance, the results of operations,
the situation of the corporation and the impacts of its activities on the aspects”56 (“double
materiality”). However, non-financial reporting may also include aspects or facts that go beyond the “double materiality definition” if they are meant to satisfy the information needs of
certain stakeholders or to meet the requirements of a certain framework. The law also lays
down a minimum scope of issues that the reporting should cover at the very least (environmental, labour and social issues, human rights, the fight against corruption and bribery). 57
The facts identified in the law (e.g. greenhouse gas emissions or water consumption in the
environmental context) function merely as a guidance tool for possibly significant issues that
the company may classify as material on a case to case basis. To the extent relevant, other
non-financial aspects should be supplemented (e.g. client concerns). In addition to other disclosures required under the CSR-RUG 58, a given company should provide a variety of details
in regard to these aspects or else explain why it chose not to define any concepts. (“comply
or explain”). 59 The required disclosures also include the reporting on significant risks associated with the corporation’s business activities, business relationships, products and services
that are highly likely to be introduced and that have had or will have gravely adverse impacts
on non-financial aspects, plus the reporting on how these risks are managed. As far as risks
from business relations, products and services go, disclosures are required only if they are
significant and the reporting on these risks remains proportionate. 60 A materiality analysis
is also an important information basis for integrating sustainability issues into the strategy
(cf. Chapter 2. a).
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the contents of these aspects) to meet the reporting obligations, and in the ways in which
they are linked for the purposes of the materiality definition.

Comparing GRI and CSR-RUG
The Global Reporting Initiative (GRI) framework, which is the most frequently used framework for
sustainability reporting worldwide and which is mentioned—among others—in the explanatory
memorandum to the draft law of Germany’s CSR Directive Implementation Act (“CSR-RUG”) 62,
contains a definition for the main reportable aspects that deviates from the materiality definition
written into the CSR-RUG.
Both this German law and the specification by the GRI require an evaluation of the impacts on
the aspects. The GRI takes stakeholder relevance into account as a second dimension, whereas
the CSR-RUG takes the financial position of the reporting company into account.
The diverging connectors used to link the dimension are “or” (GRI) versus “and” (CSR-RUG).
In the case of the GRI, this means that the reporting should cover aspects that exert significant
influence on at least one of the dimensions. The CSR-RUG, by contrast, rates those topics as
material that have been rated as significant in both dimensions.

Comparing the CSR-RUG with the German Sustainability Code (DNK)
The DNK framework applies the same dimensions as the CSR-RUG. Differing, the DNK lets
you define more topics as material “in one-off cases” whenever doing so is necessary for “the
overall understanding and the completeness of the DNK declaration of conformity.” 63 This
may result in a larger number of reportable topics, since since even topics could be defined as
material that only have either a high impact on a non-financial aspect or only affect the financial
situation.

 Art. 289c (3), HGB
 Art. 289c (2), HGB
58
 The non-financial statement should, at a minimum, include the following elements: A reference to the description of the business model
elsewhere in the management report, an explanation of each of the (five) reportable aspects stating why the company does not pursue
a concept for each aspect (DRS 20.261-E i.c.w. DRS 20.290-E; status: DRÄS 8), and a rationale why no framework is used.
59
 DRS 20.261-E i.c.w. DRS 20.290-E; as of: DRÄS 8
60
 Art. 289c (3), Letters 3 and 4, HGB
61
 “Financial situation“ subsequently connotes “net assets, financial position, and results of operations.”
62
 According to the findings of the KPMG survey on the status of sustainability reporting, the proportion of reporting companies using the GRI
guidelines is 77% among the N100 and 80% among the DAX 30 companies; basis of reference: N 100 Germany = 69; DAX 30 = 30
(systematically reporting companies), KPMG 2016.
63
 German Council for Sustainable Development (2017): The German Sustainability Code, 4th updated German edition (July 2017), p. 41.
56
57

Comparing Materiality Definitions
The standard frameworks on sustainability reporting differ in their notions of materiality.
These differences are juxtaposed in Table 1 on the pages 36-37.
In a nutshell, materiality is principally broken down down into three dimensions: impacts on
the aspects, stakeholder relevance and impacts on the financial position61 of the organization. The frameworks differ in their choice of dimensions when defining material aspects (or
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environment and stakeholders that are the prerequisite of value-added. Accordingly, the
other two dimensions are also indirectly included in the materiality definition of the IIRC via
the materiality analysis.
In the IIRC, two parameters determine which aspects are considered material within the
dimension of the financial position: relevance and importance. To be more exact, an aspect
is material precisely when it is so relevant and important that it can substantially influence
the capacity to generate value-added. 65 Figure 1 maps this process of defining materiality.
It starts by identifying relevant aspects. Relevant are aspects that affect strategy, governance, performance or opportunities, that are important to stakeholders, and that can therefore influence the generation of value-added. In the next step, the importance of the aspects
identified as relevant are analyzed. Aspects are considered important whenever they could
potentially have a major impact on the business. It is also important to consider the probable
incidence of the identified aspects, so that reporting can be prioritized accordingly. 66 Figure
1 shows the prioritization of Matter A through Matter D.

Relevance

Figure 1: IIRC Materiality Determination Process

Importance

Comparing the CSR-RUG with the IIRC
Another framework aiming at integrated reporting is the International Integrated Reporting
Council (IIRC). The framework defines all details that materially influence the ability of the
organization to generate value-added in the short, medium or long term term, as information
to be reported. 64 This makes the IIRC the only framework profiled herein which’s materiality
definition refers to just one of the three dimensions, namely the significance for the company’s financial position. Inversely, an organization’s capacity to generate value-added is
broadly defined: The definition takes into account those influences and interaction with the

Relevant

Likelihood of occurrence

Not relevant

High

Low

Matter C

Matter A

Matter D

Matter B

Low

High
Magnitude of effect

Importance
 IIRC (2013): The International <IR> Framework, p.18.
 IIRC (2013): The International <IR> Framework, p.19.
66
 IIRC (2013): The International <IR> Framework, pp.18-19.
64

Low

High

65
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Source: KPMG, proprietary chart and IR (2015): Materiality in <IR>, p. 20.
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Table 1: Materiality definitions of selected frameworks

GRI G4/SRS

EU CSR-RUG

DNK

IIRC

“The report should cover aspects that

“The […] aspects should include those
disclosures that

“The company discloses

“An integrated report should disclose
information

a re required for understanding the net assets,
financial position, and results of operations

[…] the significant impact of sustainability
aspects on its business activities

as well as
reflect the material economic, environmental
and societal impacts of the organisation 68

a bout matters that substantively affect the
organization’s ability to create value over the
short, medium and long term.” 67

and/or

a re required for understanding the impacts of
their activity on the specified aspects.”

which aspects of its own business
activities have a material impact on
aspects of sustainability […].” 69

or (as the case may be)
d efinitively influence the stakeholder
assessments and decisions.”70

Stakeholder assessments
and decisions

required/significant

material

(Art. 289, HGB)

Impacts on aspects

substantial impact

Visual comparison of the materiality definitions:

required

Effects on aspects

material

economic, environmental and societal
effects

Visual comparison of the materiality definitions:

material
Understanding business
performance, the results of operations
& the financial position

Understanding of the net assets, financial position, and results of operations

substantially affected
Organisation’s ability to create value
over the short, medium and long term

 IIRC (2013): The International <IR> Framework, p.18.
 In the context of publishing the GRI Sustainability Reporting Standards, the GRI clarified that the “impacts” evaluation dimension does not refer
to the impacts on the organisation itself (cf. GRI 2016, p. 16).
69
 German Council for Sustainable Development (2017): Der Deutsche Nachhaltigkeitskodex, 4th updated edition (July 2017), p. 7.
70
 Cf. G4 Sustainability Reporting Guidelines: Reporting Principles and Standard Disclosures, GRI, p. 17.
67

Material acc. to the framework
In individual cases material acc. to the framework
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Material as defined for the non-financial statement
pursuant to the CSR-RUG and for the DNK code as
defined by the framework, too.

68
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Materiality definitions: CSR-RUG in combination with GRI G4/SRS
The German legislation’s intention when implementing the CSR Directive Implementation Act
(CSR-RUG) was not to limit corporate sustainability reporting by inserting another materiality
dimension. National, European or international frameworks may be used in their entirety or
in parts to compile the non-financial (consolidated) statement. If a framework is used for the
preparation of the non-financial (consolidated) statement, it must be specified which framework was used, e.g. the GRI framework or another framework intended as primary orientation
for companies. However, limiting the non-financial statement to a smaller subject group than
intended by the GRI is possible pursuant to statutory provisions as long as the required reporting
elements are covered. 71
A combination of the requirements for determining the key aspects of the CSR-RUG and the
GRI results in the addition of the “impacts on the financial position” dimension to the aspects or
facts that are eligible for reporting. The dimension would, if combined with others, be supplemented by an “or” rather than by an “and.” Consequently, a given aspect may be deemed
material solely due to a dimension. Figure 2, below, illustrates the three-dimensional assessment on the basis of the CSR-RUG definition, supplemented to include the dimension “impacts
on stakeholders” in the form of a point score.
According to the law’s definition, at least aspects of group “A” would have to be reported (e.g.

greenhouse gas emissions in the case of an energy producer). The aspects of groups “C” (e.g.
water consumption of a tyre manufacturer) and “D” (e.g. corporate citizenship activities to alleviate poverty and disease through micro-finance programs by a bank, micro-insurance programs
by an insurance company or medicines provided by a pharmaceutical company) would be
particularly relevant from a stakeholder group’s point of view. Aspects of group “B” would rather
be defined by the financial sector, and the relevance for stakeholders and the impacts on the
aspects would not be material (e.g. IT security of industrial production systems).

Materiality Definitions: CSR-RUG in combination with IIRC
Similar to the comparison of the CSR-RUG and the GRI frameworks, CSR-RUG may be compared with IIRC. While both materiality definitions take the dimension “impacts on the financial
situation” into account, the CSR-RUG does so only in the context of “impacts on aspects.” Information that concerns the financial situation without impacting the aspects does not need to be
reported not be reported according to the law, but is defined as material in the IIRC framework.
Companies may use them as optional reporting elements within the meaning of the CSR-RUG.
The IIRC framework thus covers all legally prescribed reporting aspects and simultaneously
expands them (cf. Figure 3).

Appraisal of the Materiality of Aspects in Practice
Figure 4 provides an overview of how the materiality analysis is performed based on the specifi-

Figure 2: Materiality matrix pursuant to CSR-RUG i.c.w. GRI G4/SRS

C

B
required

Understanding of the business performance, of the
results of operations and of the financial position

Source: KPMG, proprietary representation Size of dots: the impact of the dimension on stakeholder assessments and decisions is reflected in a
proportionate dot size. Vertical axis: The CSR-RUG defines the understanding of the impact on aspects (environment, social affairs,
employees, human rights, anti-corruption and bribery) as “required” whereas the GRI defines the economic,72 environmental and social impacts
as “material”, both terms having an equivalent meaning, in our opinion.

38 CSR-Reporting

required

D

Impacts on aspects

A

material

economic, environmental and
societal impacts

Figure 3: Materiality matrix pursuant to CSR-RUG i.c.w. IIRC

substantially affected
Organisation’s ability to create value
over the short, medium and long term

Source: KPMG, proprietary representation
Information on the creation and distribution of
economic value provides a basic indication of
how an organisation has created wealth for
stakeholders. Several components of the
economic value generated and distributed
(EVG&D) also provide an economic profile of an
organisation, which can be useful for
normalising other performance figures.”
GRI G4, Part 2, pp. 68-70.

 Framework guidance … can provide the framework by which corporations orient themselves in their reporting. However, some of the
framework guidance covers only partial aspects. Corporations must ensure that they cover all reporting elements required by Art. 289c,
HGB-E, in their reporting.” BT-Drs. 18/9982, p. 46

71
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cations of international frameworks such as GRI G4. 73

Figure 4: Materiality analysis approach
The process begins with the definition of the scope and objectives in step 1, followed by
identification and thematic categorisation of potentially material aspects or issues in steps

Step 1:
Defining the scope of
application and the
goals

Step 2:
Identifying potential
topics

Step 3:
Classifying topics

Step 7:
Stakeholder
feedback

Step 6:
Integrating the
management

Step 5:
Prioritising (assessment of impact,
stakeholder relevance and business relevance)

Step 4:
Collecting information
on impact and significance

Source: KPMG

“For easier orientation, a corporation may base its reporting on recognised reporting frameworks. (Art. 289d, HGB-E). The minimum requirements in Art. 289c (3),HGB-E, are not intended to replace the recognised reporting frameworks already applied today.” BT-Drs. 18/9982, p. 49.
72
 “The economic dimension of sustainability concerns the impact of an organisation on the financial position of its stakeholders and on economic
systems at the local, national and international level. […]
73
 Cf. Sustainable Insight: The essentials of materiality assessment, KPMG 2014
74
 Cf. Introducing the GRI Standards, GRI, 2016, S. 16.
75
 Cf. Sustainable Insight: The essentials of materiality assessment, KPMG 2014, p. 9.
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2 and 3.
The purpose of step 4 is to collect information about the impact of the business activities on
the identified aspects along the company’s value chain, the actual or anticipated significance
of these issues from the stakeholders’ perspective and the impact on the financial situation
of the organization.
The assessment of the impacts will take positive/negative, actual/potential, direct/indirect, short-term/long-term and intended/unintended effects into account. 74 According to
the CSR-RUG, business relationships (in particular the supply chain) and the downstream
use phase of products and services should also be evaluated in regard to the risks on the
aspects (a subset of the impacts on the aspects). According to the GRI specifications, by
contrast, the impacts along the value chain of the organization (internal and external) should
be evaluated. The GRI guidance recommends bringing in third-party experts or organizations
to facilitate the assessment. The range of impact assessments extends from a pure survey to
a semi-quantitative scale assessment all the way to a comprehensive assessment of positive
and negative externalities (impacts). 75
The CSR-RUG does not stipulate an assessment of stakeholder relevance, whereas in the
GRI framework it represents a necessary dimension of the materiality assessment. From our
point of view, the relevance of a given aspect for stakeholders often indicates whether the
aspect may be subjected to regulation in the medium to long term and may therefore lead
to a significant impact on the financial situation of the company as well. The involvement of
stakeholders can range from surveys of internal contacts who are in constant dialogue with
important stakeholder groups (e.g. customers) or surveys of individual representatives of
selected stakeholder groups to a comprehensive survey of representatives of various stakeholder groups or the hosting of stakeholder workshops. A report would in this case have to
elaborate on the integration of and evaluation by the stakeholders. 76
Particularly relevant when assessing the impacts on the financial situation are the earnings
situation (costs/revenues), the risk exposure, the influence of innovations and the company
reputation (future impacts on the asset, financial and earnings situation).
The resultant assessment will serve as basis for a (first) prioritisation and provisional
definition of material topics in step 5. For us, it has proven to be best practice to start by
determining the facts with significant impacts on the aspects and of high relevance for the

 Cf. Sustainable Insight: The essentials of materiality assessment, KPMG 2014, p. 9.
GRI G4 Part 2, p. 36.
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stakeholders before proceeding to assess them in terms of their impacts on the financial
situation. This procedure is used to define the topics for a GRI-compliant sustainability report
and to assess the materiality aspects for the non-financial statement as well.
Step 6 concludes the process by integrating the senior management (executive board and
supervisory board). Part of the same phase is the process of finally documenting the definition
of the material topics. Ultimately, this documented process provides an excellent basis for the
supervisory board to review the contents of the non-financial statement.
After the non-financial statement has been published and before the materiality process is
relaunched, feedback on the outcome of the materiality analysis and on the process is obtained
from the stakeholders in step 7.
For companies subject to the CSR-RUG reporting obligation, this materiality process should
undergo an annual review in order to determine, at the least, whether new information has
emerged during the past year or whether the previous year’s assumptions remain valid.
This iterative continuous process could deepen the understanding of the importance of environmental, social and corporate governance (ESG) issues, meaning of ESG opportunities and risks
for the company, which also reflect the ESG opportunities and risks for society, and thus leads to
a win-win situation for companies and society at large.

6. Outlook

6. Outlook
CSR reporting is an important subject for the real estate industry and will remain so in the
future. In fact, its importance is likely to increase rather than decline not least because of the
EU directive on CSR reporting—now already written into national law—has created a European
legal standard that will be continuously upgraded to reflect the evolving state of affairs before
being transferred into national law with a certain delay.
To make the entire process as easy to handle as possible for ZIA members in 2018, we will collaborate with the German Council for Sustainable Development (RNE) to develop a guidance tool
for the application of the German Sustainability Code or the real estate industry. Other guidance
such as the EU’s “Non-Binding Guidelines” or the GRI’s “G4 Sector Disclosures” may also be
employed to simplify CSR reporting and to improve the comparability of published data.
CSR reporting is sure to keep evolving in the coming years. Topics such as the macrosocietal lifecycle assessment and the growing relevance of ESG reporting could keep gaining
in thematic significance.
The ZIA will continuously engage this topic, and report back on further development and relevant innovations, just as this white paper does. Breaking news will be posted on the ZIA website,
among other places, and this guideline updated accordingly.
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level – and in the BDI Federal Association of the German Industry. President of the industry
association is Dr. Andreas Mattner.
Get in touch with us:
ZIA Zentraler Immobilien Ausschuss e.V.
Leipziger Platz 9
D-10117 Berlin
Web: www.zia-deutschland.de
Email: info@zia-deutschland.de
@ZIAunterwegs
Authors:
This ZIA white paper was compiled by the “CSR Reporting” working group instituted
by the ZIA’s CRS Committee. Members of the workshop were:
Stefanie Frensch, HOWOGE
Hermann Horster, BNP Paribas
Dr. Thomas Beyerle, Catella
Sven Kiss, HOWOGE
Nicole Richter, EY Ernst & Young
Martin G. Viehöver, KPMG
Project Management: Sabine Georgi, Thies Grothe (ZIA).
Image credit: Jacob_09/shutterstock.com (p. 1), Robert Kneschke /shutterstock.com (p. 2), ra2studio/shutterstock.com (p. 5), Indypendenz/
shutterstock.com (p. 10), solar-panel-1393880 (p. 15), g-stockstudio/shutterstock.com (p. 17), Jirapong Manustrong/shutterstock.com (p. 19),
wk1003mike/shutterstock.com (p. 27), pinkomelet/shutterstock.com (p. 29), Number1411/shutterstock.com (p. 34), Protasov AN/shutterstock.com (p. 42)

44 CSR-Reporting

