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Abstract
Sustainability reporting is a subject of wide debate, some are in favour of stringent rules and others want to leave it as a voluntary addition to the commercial balance sheet. Fact is that sustainability reporting has been around a lot longer than the beginning of the debate about it. It this paper I will try to find several possibilities to steer organizations in a direction of producing social and environmental reports.
The two main options are along the fiscal line, as a motivation, and by accounting standards (stringent and imposed regulations). Changes in accounting standards will need to be codified in law, with organizations needing to comply. With fiscal motivation, it is left more in the hands of the organizations whether they want to make use of some of the advantages fiscal measures and opportunities may present.
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1. Introduction
1.1 Introduction
When we take a look at the history of sustainability reporting we find that although social and environmental reporting practices have mostly become more widespread the last ten to twenty years (and only for large multinationals). There are some studies that have found that voluntary non-financial disclosures have been around since the late-1880’s in a variety of forms of corporate reports.  Two examples, Guthrie and Parker (1989) found social disclosures in an Australian company named Broken Hill Proprietary for a 100-year period starting in 1885 and Unerman (2000a, 2000b) found social disclosures in a variety of annual reports produced by Shell as far back as 1897. So you could state that the development of social and environmental voluntary disclosures from the early 1990’s is more a renaissance of non-financial reporting than a completely new phenomenon.

1.2 Situation

There is a lot to be said about sustainability reporting and the importance of it. There are also a lot of reasons why companies voluntarily produce social and environmental reports along with their annual accounts, which we will discuss in chapter two.
What I found interesting though, was why there is a lack of regulation about it. And if there are more and more companies producing sustainability reports, there is only more reason to have regulation put in place. 

Because I have always had an interest in the fiscal field, I thought it would be interesting to investigate the possibilities of using fiscal tools to ensure that the majority of companies produce sustainability reports. And also, when these fiscal tools do not haven the desired results, what to do with legal regulation (along the lines of accounting standards).
1.3 Research question

The concept of sustainability reporting has been around for a while now, but there is not a uniform way of reporting about it. There are little to no regulations, and this leaves the concept of sustainability reporting as a voluntary addition to the commercial balance sheet.

Therefore this paper will focus on the following research question;

“What are possible uses of fiscal and/ or accounting measures, to get companies to provide their sustainability report along with their annual accounts?”
1.4 Elaboration

To answer this question we have to look at what sustainability reporting means. What are its uses and why are there some companies that already provide these reports voluntarily, and many companies that do not. 

First of all, sustainability reporting includes both traditional financial/ economical sustainability and social and environmental sustainability. Although financial accounting is regulated in most countries, by corporation laws and accounting standards, sustainability reporting is not. ‘Sustainability reporting is the practice of measuring, disclosing, and being accountable to internal and external stakeholders for organizational performance towards the goal of sustainable development’ (Sustainability Reporting Guidelines, by the Global Reporting Initiative). With Sustainable reporting meaning: ‘to meet the needs of the present without compromising the ability of future generations to meet their own needs’ (World Commission on Environment and Development).

Furthermore we need to take different possibilities into account on how to make sure all companies will be providing a sustainability report. This I will divide, as stated in the research question, into fiscal and accounting measures. This paper will state what fiscal and accounting measures are and how to use these measures and tools to steer companies’ use of sustainability reporting.
2. Concept of Sustainability
2.1 Introduction
In chapter two we will discuss the concept of Sustainability reporting. Of what it is comprised, the reasons and objectives companies have to produce a social and environmental account, what and who the stakeholders are and an existing guideline.

2.2 Sustainability reporting

‘Sustainability reporting is the practice of measuring, disclosing, and being accountable to internal and external stakeholders for organizational performance towards the goal of sustainable development.’ (Sustainability Reporting Guidelines, by the Global Reporting Initiative, p.3). Sustainability reporting is a broad concept; it includes both financial and non-financial information. We will focus on the non-financial part of sustainability reporting, the social and environmental reports. This is where there is still a lot of ground to cover, because of a lack of guidelines and legislation.
Examples of aspects that social and environmental accounts cover are:
· support of employees,
· safety records,
· use of natural resources,
· impact on local communities.
2.3 Stages of SR

There are several stages involved in producing a sustainability report (O’Dwyer, 2005, pp.282-3). The stages are; why, for whom, what and how. The decisions made in the second, third and final stage depends on the decisions made in the previous stage. A short explanation of each stage will follow.
Why does a company wish to produce a sustainability report? There is a broad spectrum of reasons for this, which will be discusses in the next paragraph.
For whom does a company make its social and environmental accounts? This will depend on the reason why a company wishes to produce a sustainability report. To understand this, we will have to look at the different stakeholders a company may have. Different stakeholders have different information needs.

What issues need to be addressed by the sustainability report? What are the needs of the different stakeholders? If the company has the interest at heart of many stakeholders, the social and environmental accounts will contain a lot of different information.

How should the sustainability report be compiled? This part is very different from the way the traditional financial reporting process works.
An organization will identify the objectives of the (sustainability) reporting process (why), the stakeholders to be addressed (for whom), the information needs of these stakeholders (what is the organization held responsible and accountable for) and how. These four stages will be addressed in the following paragraphs.
2.4 Why voluntarily

This paragraph will discuss why companies produce social and environmental accounts, and also why they produce these account voluntarily. There are some theories which explain the broad objectives driving organizations to develop social and environmental responsibility policies and practices. These will be referred to as corporate social responsibility (CSR).
The Legitimacy theory tells us that organizations continuously try to make sure that they are perceived as ‘legitimate’ by the societies they operate in. They try to, or at least to be perceived as, operating within the social construct (boundaries and norms) of society. This social construct is not fixed, but changed continuously over time. This means that companies need to be responsive to their environment (hence environmental reports). Legitimacy is, according to Lindblom (p.2), ‘… a condition or status which exists when an entity’s value system is congruent with the value system of the larger social system of which the entity is a part. When a disparity, actual or potential, exists between the two value systems, there is a threat to the entity’s legitimacy.’

The Stakeholder theory (originally detailed by R.E. Freeman, in his book Strategic Management: A Stakeholder Approach) has two branches, a normative and positive branch. The normative branch of the stakeholder theory tells us that each and every stakeholder has its rights. The impact of an organization on a stakeholder determines the responsibility towards that stakeholder, or at least it should, and not just the extent of that stakeholders power over the organisation. The positive branch is more organization-centred. This branch tells us that companies are more likely to manage (the expectations of) the more (economically) powerful stakeholders instead of all stakeholders.
The Institutional theory is complementary and partially overlapping theory to legitimacy and stakeholder theory. It explains how mechanisms that are used by organizations to be perceived in accordance with social and cultural values become institutionalized.

The Accountability model by Gray, Owen and Adams (1996) state that: ‘with every organizational responsibility comes a set of rights for stakeholders, including rights of information from the organisation to demonstrate its accountability in relation to the stakeholders’ expectations. With accountability being ‘The duty to provide an account (by no means necessarily a financial account) or reckoning of those actions for which one is held responsible’.
2.5 Stakeholders

After explaining the reasons why companies provide social and environmental reports, comes the stage of for whom, the stakeholders. A stakeholder is a person, group or organization that has direct or indirect stake in an organization because it can affect or be affected by the organization’s actions, objectives and policies (dictionary definition).
All relevant stakeholders need to be identified before compiling a sustainability report. As mentioned before, the relevant stakeholders (relevant to the particular organization) are dependent on the why. The relevant stakeholders may vary from only the economically powerful, to the whole society in which a company operates.
Some examples of stakeholders are; shareholders, customers, staff, suppliers, government (regulators), society and the environment (environmental pressure groups). Organizations may put different emphasis on different stakeholders. Varying from the most emphasis on those who have the most influence on the organizations’ profits, or those who are most affected by the activities of an organization (or of course somewhere in between).
2.6 Objectives

In this paragraph I will shortly discuss the objectives of social and environmental reports. Although there is a broad perspective, the objectives may vary with the use of different theories. It all comes down to management of different organizations undertaking social and environmental activities and providing accounts thereof because they perceive the communities in which they operate are expecting these accounts. 
Of course there are those who predict that all people are driven by self interest, fuelled by the classical economic view of an individual. In accordance with this view, the only objective of producing a social and environmental account is to maximise their (future) profits. Every organization has its own reputation, and tied to this reputation comes an economic value. Produced sustainability reports are used to protect or even enhance the value of the organizations’ reputation and the income-generating potential, especially among the stakeholders with the most (economic) power.
The objectives of organizations’ social and environmental reports are tied to their (perceived) responsibilities. As Gray, Owen and Adams (1996, p.38) tell us: ‘The duty to provide an account (by no means necessarily a financial account) or reckoning of those actions for which one is held responsible.’ Gray, Owen and Adams give us two responsibilities:

1. The responsibility to undertake certain actions (or refrain from taking action); and,
2. The responsibility to provide an account of those actions.

2.7 CSR

Corporate social responsibility (or CSR) is what is referred to when we talk about the social and environmental responsibility policies and practices organizations develop. CSR involves reporting financial and non-financial information to key stakeholders on the company’s operational, social and environmental activities and its ability to deal with related risks. The most dominant CSR regulation are those of the Global Reporting Initiative (GRI), which issued its first comprehensive reporting guidelines in 2002 and their G3 Reporting Framework in October 2006.
2.8 Guidelines
As mentioned above, the most comprehensive reporting guidelines are issued by the Global Reporting Initiative. The GRI sustainability reporting guidelines are generally accepted as best representing current reporting issues. At the moment, there are 97 indicators. These indicators are divided into two main groups, one which are relevant to most organization and the other only relevant depending on the specific characteristics of an organization. The first group contains fifty indicators and the second group contains the remaining 47 indicators.

The biggest problem with the guidelines is that they are not mandatory, so each company using these guidelines can choose for themselves which indicators to use and which indicators not to use. Because some companies use (some) guidelines by the GRI, they still get the ‘legitimacy’ title that is associated with using the GRI guidelines. 
The main categories of disclosing environmental performance information relate to:

· types and quantities of materials used, and waste-information,
· energy consumption,
· water consumption,
· biodiversity issues,
· emissions,
· supplier-related environmental issues,
· (significant) environmental impacts of products and services,
· legal compliance,
· (significant) environmental impacts of transportation,
· total environmental expenditures.

The guidelines produces by the GRI comprise of four parts; ‘using the GRI guidelines’, ‘reporting principles and practices’, ‘report content’, and ‘glossary and annexes’. The main part of the guidelines is about the report content and this section describes five components that might or should be found in social and environmental accounts. These five components are ‘vision and strategy’, ‘profile’, ‘governance structure and management systems’, ‘GRI content index’ and ‘performance indicators’.
2.9 Triple bottom line reporting
Because sustainability reporting comprises of three parts; economic, social and environmental, this model of reporting is referred to as the triple bottom line model (developed by John Elkington, 1997). The term triple bottom line comes from the ‘bottom line figure’, the financial performance or profit. When dealing with not only economic performance, but also with social and environmental performance, we go from one bottom line to three bottom lines.

It seems that in the longer run, these three aspects will converge. Over short periods of time it is possible to gain great profits while negatively affecting the environment or society, but because all organizations operate within society this can lead to a ‘breakdown’ of social functions needed to maintain organizations profitability.

Therefore a balance is needed between economic, social and environmental sustainability. A company needs to be financially sustainable, minimize or even eliminate all negative impacts its operations has on the environment and must operate in conformity with the expectations society at large has of the organization.

The main drawback of triple bottom line reporting is that it is difficult or even impossible to put numbers on many of the social and environmental indicators. And when there are no specific numbers at the three bottom lines, they cannot be added into a single figure which illustrates the overall sustainability of an organization.

2.10 Summary

As we have seen in this chapter, there are several reasons why organizations choose to provide an account of their social and environmental activities. Where the particular reason depends on which company we are looking at. There are a couple of stages we need to look at when making a sustainability report. We have also seen that the GRI have compiled a list of guidelines involved when making a sustainability report, and the difficulties which it entails.
3. Concept of fiscal policy
3.1 Introduction
In this chapter we will look at the concept of fiscal policy. We will try to asses whether fiscal policy could also be used to get organizations voluntarily providing their sustainability reports along with their annual accounts. This will be done by explaining the underlying concept, take a look at some fiscal policy past and present and their effect, explain three different tools that are provides by fiscal policy, and we will use these insights to formulate some possibilities to use these tools when discussing the subject of sustainability reporting. And finally , of course, the problems we might encounter.
3.2 Concept

The concept of fiscal policy is the use of taxation and government expenditure in order to influence the economy and/ or behaviour. As we can see from this definition, fiscal policy is a very broad concept. Fiscal policy, and its measures, can also be used to influence the implementation of sustainability reporting.
Fiscal policy has three main goals; a budgetary function, an instrumental function and the support function. 
· The budgetary function explains that governments impose taxes to pay for their expenditures. 
· The instrumental function gives an explanation on how taxes are used to steer economic policy, and behaviour. 
· And finally the support function makes sure that with the use of different taxes, with one tax supporting the other tax, there aren’t any escape holes. 
3.3 Measures

Fiscal policy, especially fiscal measures as an instrumental function are not only of this age. Some examples are:

· Pharaoh Ramses II imposed labour as a tax, not only to get a ‘higher return on investment’ but also to decrease the rate of birth among the Jewish. 
· Tsar Peter the Great imposed a tax on men wearing beards, because he wanted Russia to be more like the Western European countries. 
· Import taxes.

· Environmental taxes.
Nowadays, off course, fiscal policy is still put into practice on a daily basis. Because of the nature of this thesis, we’ll be looking at some current examples in the environmental area. One of the examples is the exemption of cars with good energy labels from taxes (BPM in Holland), or a lower vehicle registration tax (VRT). With this measure, the government wants to make sure people buy more energy efficient and economical cars and make less of an impact on the environment. Another example is the subsidies the government offers to make cars or houses more energy efficient, or have less impact on the environment. (Solar panels, better insulation, wind energy).
3.4 Tools

As stated above, the tools of the trade are taxes and subsidies. By altering tax-levels, behaviour can be steered. Imposing a higher tax will have a de-motivating effect, much like a Pigovian tax. Pigovian taxes are best explained by the examples of taxes on fuel, alcohol and tobacco. These taxes try to minimise pollution and cost of public healthcare. Because of the higher tax on fuel, less fuel is bought. The Pigovian tax has the same effect on alcohol and tobacco, higher taxes (and thus costs) have a negative effect on the purchase of alcohol and tobacco (the use of alcohol and tobacco have a negative effect on health and thus public healthcare. In short, by taxing particular goods the government can raise revenue and increase welfare.

Lower taxes stimulate consumption. A lower income tax leaves a larger amount of income to be spent on consumption. A lower value added tax (VAT) also stimulates consumption because of lower pricing.

This stimulation effect is also noticeable with the use of subsidies. A subsidy is basically a (monetary) benefit given by the government to remove some kind of burden. Take a look at solar power for example. Subsidies are given to make use of solar power (as well as wind energy, and other environmentally friendly energy sources) instead of the traditional energy sources, which have a substantial greater impact on the environment.
3.5 Possibilities

The use of taxes and subsidies gives us great opportunities to stimulate sustainability reporting. A possibility might be to impose a higher tax rate on firms which do not provide a sustainability report. Because companies generally strive for high profits and reduction of taxes and costs, this would most likely motivate companies to take the effort, as long as the higher tax outweighs the cost of providing a sustainability report. (Not taking the effect into account of the more positive view of stakeholders and shareholders that takes place when companies provide their sustainability reports along with their annual reports, explained in chapter 2 by the stakeholder theory). 
The other way around of course is a second possibility. When the government provides a tax reduction, if and when companies provide their sustainability reports, more companies will be willing to provide their sustainability report. A tax reduction acts very much like the lower vehicle registration tax for environmentally friendly cars. Whether a company faces a higher tax because of the lack of a sustainability report, or a lower tax because it does provide its social and environmental report, a higher profit after tax will always motivate companies to take necessary actions.
Finally, we will discuss the possibility of giving subsidies on social and environmental reporting. This means that a subsidy can be given to companies, in order for them to produce a sustainability report. A subsidy given on a sustainability report is similar to the subsidy given on the implementation of solar power. Many people are in favour of solar power, and other environmentally friendly energy sources, but are put off by the high costs of (initial) implementation. Subsidies can take away this reluctant attitude, because this will lower the incurred costs.
3.6 Problems

One of the main problems we might encounter is the quality of sustainability reports, with regards to the use of fiscal policy. When do we impose higher taxes? When do we impose lower taxes? When, and to what extent, do we provide subsidies? These three questions are very important.
Let’s focus on the ‘When’. There needs to be a certain quality to the sustainability reports, for fiscal policy to be effective. A simple addition of a sustainability report along with the annual accounts, without making some sort of standard, gives no ability to distinguish between sustainability reports of good and bad quality. And therefore the lack of the ability to decide whether a certain company is eligible to collect subsidies or profit from tax reduction.

Another difficulty is the ‘How much’. Given that a company complies with the set standard, how much of a difference should this make? Does the addition of a sustainability report mean a 3% or a 5% tax reduction? Does the lack of a sustainability report warrant a 1% or a 3% increase in tax? Should the amount of subsidies be in the order of €10.000,- or €100.000,-?
3.7 Summary
This chapter has provided an overview of what fiscal policy is about. As well as some examples, past and present. We concluded that with the use of fiscal policy, companies can be persuaded to provide us with their sustainability reports. Tax reductions or increases and subsidies are the tools of the trade. However, there is a problem in deciding which companies qualify. And if a company qualifies, how much does it stand to gain?
4. Concept of accounting standards
4.1 Introduction

Because today’s economy is increasingly internationally orientated, the need for global accounting standards rises. This chapter will discuss what these standards are, why these standards exist and how we can use these standards for sustainability reporting.
4.2 Accounting standards
Accounting standards are quite old, almost as old as the practice of accounting. Accounting standards are in principle a collection of rules, procedures and conventions that define accepted accounting practice. (This includes both some broad guidelines as well as detailed procedures). The need for accounting standards comes from the need for comparability and reliability of (non-)financial statements, as well as consistency and relevance.
Comparability is important because shareholders and stakeholders have the need to compare different companies. This comparison is done via (non-)financial statements. Without accounting standards, companies can manipulate their statements for their own benefit, and by doing so making it virtually impossible to be compared to other companies. 

Reliability is the other factor. It simply means that the information stated is a true representation of the actual underlying facts. If another, third, party were to make a report of their own, it should lead to the same results.
Consistency means that the information should be gathered and presented in the same manner across time. Of course it is possible for a company to change the way they account for their assets, as long as they make this clear in their annual account and have a valid reason for doing so.

Finally, relevance entails that the provided information in an annual account assists its readers to make a better informed decision. 

4.3 Evolutionary aspect of accounting standards
The first accounting standards date back to the 1930’s, published by the Securities and Exchange Commission (SEC), following the stock market crash of 1929. Since the 1930’s the need for better accounting standards kept increasing. Accounting standards got an increasingly international character, and this resulted in the mid to late 1960’s in the establishment of an Accountants International Study Group. Through the years this kept evolving, until 2001, when the International Accounting Standards Board (IASB) was created. Since then, this board formulates all new and revised International Financial Reporting Standards (IFRS). However, in spite of the name International Accounting Standards Board, this board is more generally accepted in Europe than in the United States. In the United States, the Generally Accepted Accounting Principles (US-GAAP) are used, although a convergence is taking place. 
One of the main reasons for this convergence is very economical and practical in nature. Let’s illustrate this by an example of a large multinational. When a company has divisions, daughter-companies and partners in different countries all over the world and all these different countries would require the annual report to be compiled using different standards; this would be a very time consuming and costly operation. Thus the convergence of the GAAP rules of different countries and the IFRS serves an economical and practical goal.
4.4 Accounting standards and sustainability reporting
Accounting standards have always been financial standards. A very clear example is the International Accounting Standards Board, with its International Financial Reporting Standards. If we are to make guidelines or accounting standards for sustainability reporting, we have to make a shift to include non-financial information. As stated in Chapter 2, the main drawback of non-financial information is that it is difficult or even impossible to put numbers on many of the social and environmental indicators.
A first step has been taken by the Global Reporting Initiative. In 2011, on March the 23rd, version 3.1 of its guidelines has been launched. Version 3.1 is an update and completion of the third generation. Again, on of the downsides of these guidelines is the lack of firm regulations. Firms using some of the guidelines are deemed to be ‘legitimate’, although they might not use the majority of the guidelines.
Another important note to make is the need for internationally accepted standards and guidelines. If, for example, the US-GAAP and IFRS were to use different standards, it would be very time consuming and expensive for multinationals (operating in at least the US and Europe) to provide sustainability reports by the required standards in both the US and Europe.

4.5 Summary
Accounting standards are very important for comparison purposes, international and domestic. The difficulty with composing standards for sustainability reports lie in the fact that accounting standards are financial in nature and the majority of social and environmental information is non-financial. Composing accounting standards for sustainability reporting is a work in progress. The G3.1 Guidelines by the GRI are the most detailed and comprehensive at the moment. Converting these guidelines into mandatory standards is the next hurdle to overcome.
5. Conclusion and Recommendations

When we take all the previous chapters into account, I think that in order for fiscal policy to work in the real world, there is still a need for guidelines and standards on sustainability reporting. The standards and guidelines that are needed to make fiscal policy work in the real world are the same type of standards and guidelines that are needed as accounting standards. Because of this I think the best solution to the problem might be a combination of setting more stringent guidelines and standards, defined by the International Accounting Standards Board, and implementing these standards in fiscal policy.
Looking at the research question “What are possible uses of fiscal and/ or accounting measures, to get companies to provide their sustainability report along with their annual accounts?”, the answer is that with the use of more stringent accounting standards and guidelines, fiscal policy could be put in place to stimulate companies to provide their sustainability reports voluntarily along with their annual accounts.
Further research I would advise;

· What standards and guidelines are most important for quality control?

· What is the financial impact of tax reductions/ increases and/ or subsidies? (Both on the government and the companies).
· How can we make qualitative social and environmental information more quantitative?
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