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 Reflections

« Potential for IFRS impact in sustainability vs financial reporting

* |s disclosure necessary and/or sufficient condition to internalize externalities?

* Focus on
* Role of externalities
 How could corporate reporting look like to deal with externalities?

e Current reporting practices
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1970

A Friedman docirine—.

The Social
Responsibility

Of Business Is to
Increase Its Profits

By MILTON FRIEDMAN

TAMING G.M—Chairnan James Roche of General Motors (right)
mpl-ts to members of Glmpnlyl G.M, [halw. wearing "Tame G.M."
) at the corp Id ting in May. Representa-
tives of the campaign dunlrldld that G.M. name three new directons to
represent “the public interest” and set up a committee to study the com-
pany’s performance in such areas dpﬁﬁcmmﬂnﬁﬁiﬂd pollbon.
The stockholders defeated the proposaks averwhelmi
wun\hlnmhhmmmmﬁudw
to & “public-palicy committee.” The suthor calls such drives for social
responsibility in business “pure and unadulterated socialism,” adding:

HEN 1 hear businessmen
smkthqmnﬂy;bnmﬂ:

business in & free-enterprise system,™
d of the

T am ful line
about the Frenchman who discovered
at the age of 70 that he had been
speaking prose all his life. The busi-
nessmen believe that they are de-
fending free enterprise when they
declaim that business is not con-
cerned “merely” with profit but also
with promoting desireble “social”
ends; that business has a “sacial
conscience™ and takes seriously its
responsibilities for mﬁdh:‘; efplo}

ment,
avoiding pollution and whatever alse
may be the catchwords of the con-
crop of reformers. In fact
they are—or would be if they or any-
one else took them seriously—
preaching pure and unadulterated
socialiam. Businessmen who talk this
way are unwitting puppets of the in-
telleciual forces that have been un-
dermining the basis of a free society
these past decades,

The discussions of the “social re-
asponsibilities of business™ are notable
for their analytical looseness and
lack of rigor. What does it mean
to say that “business”™ has responsi-
bilities? Only penple can have re-

lon iz an
artificial persm and in this sense
may have artificial responsibilities,
but “business™ as & whole cannot be
=aid to have respongibilities, even in
this vague sense. The first step to-

sponsibility is directed at corpora-
tions, so im what follows 1 shall
mostly neglect the individual pro-
prietor’ and speak of corporate
executives. .

II\I a free-enterprise, private-prop-
erty system, a corporate execotive
is an employe of the owners of the
business. He has direct responsil

to his employérs. That responsibility
is to conduct the business in accord-
ance with their desires, which gen-
erally will be to make as much
money as possible while conforming
to the basic rules of the society, both

poration will not have money profit
as his obkcl:lnva ‘but the rendering of
certain servi

In either wﬂ. the key point is
that, in hiz capacity as a corporate
executive, the manager Is the agent
olmlmdmmwhnmdmeur-

New York Times Graphics

Meedless to say, this does not
mean that it s easy to judge how
well he is performing his task. But
at least the criterion of performance
Is straightforward, and the persons
among whom a voluntary contract-
ual arrangement exists are clearly
defined.

Of course, the corporate executive
Is also a persom in his own right. As
& person, he may have many nﬂﬂ'

ities that he o i
assumes '\ru'lun‘l:xily—lo his {uml!y
his conscience, his feelings of char-
ity, his church, his clubs, his eity,
his country. He may feel impelled by
these responsibilities to devote part
of his income to causes he regards
as worthy, to refuse to work for
particular corporations, even to leave
his job, for example, to join his
country’s armed forces. If we wish,
we may refer to some of these re-
sponsibilities as “social responsibil-
Itles.” But in these respects he is
acting as a principal, not an agent:
he is spending his own money or

order to contribute to the social ob-
jective of preventing inflation, even
though a price increase would be in
the best interests of the corporation.
Or that he is to make expenditures
on reducing pollotion beyond the
amount that is in the best interests
of the corporation or that is required
by law in order to contribute to the
social objective of improving the en-
vironment. Or that, at the expense of
corporate profits, he is to hire “hard-
core™ unemployed instead of better-
qualified awailable workmen to con-
tribute to the social objective of re-
ducing poverty.

In each of these cases, the cor
porate executive would be spending
someone else's money for a general
social interest. Insofar as his actions
in sccord with his “social respon-
sibility” reduce returns to stock-
holders, he Is spending their money.
Insofar as his gctions raise the price
to customers, he Is spending the
customers’ money. Insofar as his
actions lower the wages of some em-

MARC BENIOFF, chief executive
v | of Salesforce “I'll never forget
o ) . ,

what does it mean| € ding Friedman’s essay when |

sponsibility’ In M= was in business school in the

is to act in some wal  1980s. It influenced — I'd say
niing the price off Orainwashed — a generation of
C.E.O.s who believed that the
only business of business is
business.” NYT 2020

"Businessmen who talk this way are unwitting puppets of the intellectual
forces that have been undermining the basis of a free society.”

JOSEPH STIGLITZ, professor of
economics at Columbia
University “Friedman’s essay and
his other writings on this subject
were, unfortunately, enormously
influential. They helped change
» ' | not only the mind-set of the
rrr—— T aabes Willam, o o st s DUsiness community but also

of Gampeion G4 e laws and norms on corporate
governance.” NYT 2020

Philip Saremon, chairman of Campaign
G.M.'1 parent arganization.

Jerome Kretchmer, New York En- Betty Furnes, consumar-aifain adviie

in the Johnion Administration.
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CURRENT IFRS STANDARDS PROVIDES THE INFORMATION REQUIRED FOR
RATIONAL INVESTORS ABSENT EXTERNALITIES

 Businesses

IF‘RSMSDtandard IFRS'S:candards

|

The Annoté
Standnds s Standards issued at 1 aouany 00 stan

m 1 [ ]
= * Selfish Investors
The Annotated IRRS*Sands = The Annotated IFRS® Standards
dards issued 1 January 2020

 Pro-social investors

| ! e Governments
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PROFIT-BASED MARKETS HAVE BROUGHT MASSIVE MATERIAL WELFARE

World
* Profit and price-based market economies have GDP per capita (USD at 1990 PPP)

grown material welfare substantially

25000 |-
* Global GDP/capita has grown tenfold between
since start industrialization in 1810 (Bolt ea 2014)
« Share of people living in extreme poverty 15000 |-

declined from 42% in 1981 to 10% in 2015 (WB)

 This decline is due to mainly due to economic 5000 |- /

growth (Perez de la Fuente, 2016) and export of 0
price-based market economies 1850 1900 1950 2000
Year
N
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IN THE PRESENGE OF EXTERNAL GOSTS, PROFIT MAXIMISATION LEADS T0
LARGE WELFARE LOSSES

* Climate change could result in 25% decline in global GDP by end of the century as found by study
of 66 central banks (NGFS, 2020)

A million species are threatened with extinction (IPBES, 2019)

* Annual environmental external costs of agriculture are estimated 12 trillion USD (Nature, 2019)

e 2008 saw a global financial crisis that reduced GDP for a decade in 20 countries (IMF, 2019)

* 20% of the global working population are working poor (ILO, 2019)

 More people than ever are enslaved in our economy: 50 million or 1in 200 (Hodal, 2019)

* 690 million people were undernourished in 2019 (FAO, 2020) while 11 million deaths and 255 million
healthy life years are lost annually due to unhealthy eating patterns (GBD 2017)

* A zoonosis, a well-known externality of animal husbandry, will cause >1.3 million deaths (JH, 2020)
and a cumulative output losses of 9 trillion in 20-21, the deepest recession in 80 years (IMF, 2020)

N
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DUE TO EXTERNALITIES, THE SOGIAL RESPONSIBILITY OF THE FIRM IS TO
OPTIMIZE STAKEHOLDER WELFRRE

A Free Market S er MARC BENIOFF, chief executive of Salesforce oo
. GREED IS GOOD. - i imizi et B o
Manifesto That EXCEPT WHEN IT’S BAD. Just _Iook where the obsession with maximizing :ecd;f:;::ir;i Purpose of
h h l e profits for shareholders has brought us: terrible Promote ‘An Economy
Changed the World, economic, racial and health inequalities; the i b g
Reconsidered catastrophe of climate change. It’s no wonder
Milton Friedman's libertarian economics that so many young people now believe that FINANCJA_L TIMES
influenced presidents and inspired “greed capitalism can’t deliver the equal, inclusive, -
— ? ’s busi . - s
] T sl e kind of capitalism — stakeholder capitalism, TIME FORA
and economists weigh in. ) ) )
which recognizes that our companies have a RESET.
responsibility to all our stakeholders. Yes, that e

@ Introduction by Andrew Ross Sorkin

Published Sept. 11, 2020
Updated Sept. 14, 2020

Sept. 13 is the 50th anniversary of a
seminal moment in the world of business:
the publication of Milton Friedman’s essay
in The New York Times Magazine entitled
“The Social Responsibility of Business Is
to Increase Its Profits.”
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includes shareholders, but also our employees,
customers, communities and the planet.”

LARRY FINK, chief executive of BlackRock

“Some historical context is critical to
understanding Friedman’s opinions. .... With that
in mind, and in a context where developed-

market governments are far less interventionist, |

think that companies can and must do more to
contribute and serve all of their stakeholders.”




NEW INFORMATION NEEDED AS GURRENT INFORMATION ON
EXTERNALITIES IS INSUFFIGIENT TO INFORM DECISIONS

g.]"ﬁd

o,
>
.(?utput

Sustainability/CSR/ESG
reporting is often output
or input focused rather
than addressing what is

material to stakeholders
N

&>

Environment

VS

Incomparability between
metrics
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If businessmen do have a social responsibility other than
making maximum profits for stockholders, how are they
to know what it is? (Friedman, 1962)

LOreal S4 . . +
& H § e

Sustainability/CSR/ESG
metrics are subject to bias
and inconsistencies with
low correlations

*Figure from: Berg Ko&lbel & Rigobon (2019)



INFORMATION REQUIRED FOR RATIONAL DECGISION MAKING UNDER
EXTERNALITIES

1. Covering all material impacts of a firm

2. Quantified

3. Valued (‘expressed in numeraire’)

4. Attributed

5. Differentiated per impact, capital & stakeholder

6. Differentiated per welfare dimension

||
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IMPAGT-WEIGHTED AGGOUNTS: ORGANIZE ACGOUNTS AROUND
ORGANISATIONAL GOALS

, short-term <—
and long-term

including clients, employees, and communities

by respecting the rights of its
stakeholders and avoid imposing external costs;

in line with
the UN’s SDGs.

I. Copyright 2020 Impact Economy Foundation. All rights reserved. Results shared under embargo.
]




BUSINESSES ARE STARTING TO REPORT ON THEIR QUANTIFIED AND
VALUED IMPRAGT

Key initiatives How many in 2019? VBA Diversity in reporting

& whbesd ST o)

36 companies B mee ewm T ¥ T
IMPACT- e L | g __ ‘

P
experimented with monetary impact TS 7 L . * S ——
Redefining Value WEIGHTED valuation, producing environmental oo Al =

FINANCIAL or total profit and loss accounts. R . I

AC NTS: ~ 7 : — -
O -'Q\- @ AP SCHAEFFLER sp{~> ATE . -

e’ =T - &
CAUX ROUND TABLE S
FOR MORAL CAPITALISM 8 B % 2 0 %
value /
bala ncing \ @ Slfoy  Tecowsmmon. are measuring are estmating
alliance ﬁ:;l;g:smema\ oduct tnpacts

The Future of Capital

GSG.\

Driving real impact

CATED PN KESUNTS

HARVARD |BUSINESS|SCHoOOL

TRUE COST ACCOUNTING

< " : ACT

MANAGEMENT
PROJECT

SME Examples
Losta

where ecology meets economy

Vessem

N
I. Copyright 2020 Impact Economy Foundation. All rights reserved. Results shared under embargo.
]




ENERGY: ALLIANDER INTEGRATED PROFIT & LOSS

aLuiander

Digital security: prevention of
cybercrime and hacking

External change in value of assets ®

Contribution of heating transmission to

~ A=
) consumer wel being -:
Value of energy transmission - -
€ 563 for business customers - D o
ontribution of gas transmission
€ 2,097 to consumer well-being »
Value of goods purchased by business customers [SESEeiels Ml Of which gas supply reliability
= @
Change in economic value o Contribution of electricity transmissior e o
traditional assets (internal) : to consumer well-being (incl. feed-in) == .
3 f == - . - s
Value o gf.)_o_ds_p.u_rcha:\.d £ 907 Sl Of which electricity supply reliability =
for gas transmission ’ ’ E e
Value of goods purchased € 1376 SNEW Of which solar power feed-in =
for electricity transmission Ba £
Change in value of intangible assets Ea
_ ]
echnological development &5
® 0
il

Development of new market models
and open platforms

No impact quantified LSl \/alue of data collection for market facilitation
Natural
Environmental damage due to waste {:Elplt'c:i‘

Attribution of ecological damage
due to material procurement

Eco-costs relating to material procurement
Climate change due to CO; emissions € 282 }
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MANUFACGTURING: BASF VALUE TO SOCIETY O BASF

Customer industries

Direct customers in industries
supplied by BASF

Full supply chain

Indirect suppliers > Direct suppliers

Own operations

Taxes

Wages & benefits

Human capital

Health & safety
Air emissions
GHGs

Land use

Waste (solid)
Water consumption

Water emissions

S N T
o I

-10 50bn€ -10 50bn€ -10

50 bn €
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ABN-AMRO

FINANGIAL INSTITUTIONS: ABN AMRO IMPACT STATEMENTS

Integrated Profit & Loss Statement
This Assessment provides an overview of ABN AMRO's financial and non-financial impact
by both stakeholder group and type of capital.

Value created for stakeholders

]

e

Impact by stakeholder group (EUR millions equivalent— presente

in ranges)

Clients Employees Investors Soniety
e e e
» = T skahoitars SR - - L L] g
—_— i ﬁ = *
e @ Positive impact
b _Imarest gayments debedetaded it
1 B e Clients Employees Investors Society ® MNepativa impact
9 Pargments 0 supabers fr ivesiments

By supsliars

3 Consumer cliem vakse of noa- Mo ngagal

14 Bushass o sanwcas

15 Tansumer cien valus thecugh homs ownarshig

20 not captured in comgrahansive mcame

Financial

100 - 500
&= Manufactured ® ®
e = S
24 Valis of geass eidad by sapsbars ED“ . 1-““
15 Chaontvalua of housing ssss e e
26 Grosd noreass in langible aasdls i
27 Daprecianion of tsaghls suses nanew
T N l‘.’ Intellectual o
rer—ee— nteliectua a e 000 - 5,000
'. 29 Consumer client vakse of e fo e Dasid sanvicas
30 Businass cl T s sensee
1 Change in imedkenial assens (210 ] L1z
12 Decwmanta of cybercrima (il ]
33 Unintinged ncidi es with parsonal nformad o Ll 1]
el - ik 0 D
34 Wl b th 1 @mployman ﬁ. Human . . 5.|:||:|.. - 1..._,..':":'

(@) 15 Cransion of numan capia
% picysa tine spans on weark

anacis oAby s e
16 Decupational haafth and salety ncidares

| s |
39 Dacroase in cash ulased crima

W 10 Changa in beand vl and cusmamas loyaly

41 "Bandes diseriminanon in access o highar skiied jbs
12 Ungarpayman:
43 Child lnbour
44 Fitancial Gstrass G0 10 G s 0 roaay Wans
45 Sozial benefts of hem-omnarshis

46 _Coatibutian 1o climata change

* A7 Usa of scarce matsials
35 _ir poliion
45 Wasar palision

50_Usa of scarca wator

51 Land use
52 _Limisation of climate chang thiough canilicass
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Natural

Whera there is no range,
wa have not includad an
assassmant due o a lack
of deta or bacause the
impacts were not considared
sufficienty material




FINANGIAL INSTITUTIONS: ABN AMRO IMPACT STATEMENTS QU v amRo

Value created for stakeholders
Impact by stakeholder group (EUR millions equivalent — presented in ranges)

o o o o ® 0 q0
RY (J
- m i v Positive impact
Clients Employees Investors Society @ Negative impact
- ) ) 0-50
P Financial
JU = TUU
100 - 500
E/ Manufactured &
500~ 1,000
' Intellectual ® 1,000 - 5,000

. Where there is no range,
¥ Social

we have not included an
assessment due to a lack
of data or because the
impacts were not considered
sufficiently material.

(.i') Human ® ‘ 5,000 - 10,000
@

* Natural

table is intended as a summary only. Spheres relate to types of value (equivalent to lIRC capitals), created for each stakeholder group and show net value of outputs minus inputs
=UR millions equivalent). For further details, see page 17.
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Reporting on matters that reflect the
organisation’s significant impacts on the
economy, environment and people

Reporting on the sub-set of
sustainability topics that are
material for enterprise value
creation

Reporting
that is already
reflected in e
the financial
accounts®

CDP, CDSB, GRI, IIRC and SASB. Statement of
Intent to Work Together Towards Comprehensive
Corporate Reporting




ABN AMRO BANK: EXTERNAL COSTS

Overview of external costs of
ABN AMRO'’s activities grouped
by type of capital

(in million EUR-eq.)

Health issues, such as burn- |' |
’ ntellectual ) :
outs for our employees, . Sl
and safety incidents in our
value chain .
(.l‘) Human @ (0to-50

¥ Social @ s0t0-100

Business activity from our

lending and investments * Natural . 500 to -1.000
resulted in air pollution, '
land transformation and

climate change
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Cybercrime and unintended
incidents with personal
information affected well-
being of our clients

We have a shared
responsibility for human
right violations that may
occur in our value chains.




ABN AMRO BANK: SDG GONTRIBUTION

* Human rights and labour
standards

* Loans and support to SMEs

» Social impact bonds

ABN AMRO’s baseline impact
on its three focus SDGs
(in million EUR-eq.)

DEGENT WORK AND 12 RESPONSIBLE

ECONOMIC GROWTH CONSUMPTION

A/ ANDPRODUCTION
Decent work and Responsible Climate
economic growth consumption action

and production

1,000 - 5,000 0-10 0-10

10 - 100

100 - 500
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Grant loans that improve energy
efficiency and help industries
with cleaner technologies.

EUR 590 million to fund circular
economy initiatives.

Help clients make housing more
energy efficient.

Provide green financing
Increase sustainable
investments of clients

Investing 20% of our energy
portfolio in renewable energy
by 2020




QUESTIONS/GONSIDERATIONS FOR IFRS GONSULTATION

» Could taking holistic perspective help to minimize changes in principles?

e Climate is existential risk and good to begin with. But there are many more.

 How can IFRS create dynamic and inclusive standardisation process?

* Measuring sustainability is a young discipline requiring a multidisciplinary and multi-stakeholder approach

* Could SSB focus lie on impacts not dependencies (IASB)?
* Impacts are relevant from both single and double materiality perspectives

« Dependencies may also be remit of IASB and/or financial analysts?

) g

Dependencies

N
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