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Abstract

This study aims to investigate how decision-makers can use the Corporate Sustainability

Reporting Directive (CSRD) to help their businesses become more sustainable. The literature

study emphasises the significance of sustainability literacy among leaders and organisational

decision-makers role in CSRD and ESG initiatives. Five industry experts chosen through

purposive sampling have been interviewed in semi-structured interviews as part of the study's

qualitative approach. The interviews offer comprehensive insights into how decision-makers can

apply the principles of CSRD and double materiality. The findings show that although the CSRD

is seen as a thorough framework that encourages accountability and transparency, there are

multiple ways in which it can be put into practice. Industry insiders point out that the mandate

might encourage thorough sustainability reporting and make it easier for businesses to compare

with one another. Difficulties, including political pressures and divergent views of the CSRD's

objectives, were briefly mentioned. The study's conclusions have essential ramifications as they

imply that the CSRD can spur a wider adoption of sustainable practices in various businesses.

This research fills a knowledge gap and lays the groundwork for future studies on CSRD by

offering a thorough grasp of the CSRD and its practical implications.

Keywords: Sustainability reporting, corporate governance, transition planning, CSRD,

Double Materiality
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From Detection To Implementation: How Decision-Makers Can Effectively Implement

Their Double Materiality Assessments

Recent Developments

In recent times, there has been a rise in the percentage of sustainability reports that

contain assurance statements prepared by third parties (Gürtürk & Hahn, 2016; Boiral et al.,

2019). A sustainability report offers details to stakeholders about the ways in which the

reporting organisation is engaged in sustainable development (Isaksson, 2019). The public's

increasing awareness of sustainability-related issues is placing greater demands on companies

to communicate their sustainability efforts in sustainability reports to provide stakeholders

with information on the organisation's environmental and social performance (Gürtürk &

Hahn, 2016). This is evident in the growing number of legal cases brought against companies

by environmental non-governmental organisations and businesses being included on lists as

polluting entities (Loyens & Loeff, 2023; Lecha et al., 2023). This indicates the relevancy and

importance of sustainability reports and issues in the boardroom (Lecha et al., 2023).

Sustainability reporting refers to the disclosure of non-financial performance information to

outsiders of the organisation, whether it is voluntary, solicited, or required (Bini & Bellucci,

2020; Frade & Froumouth, 2022).

Limitations of the CSR

Corporate Social Responsibility (CSR) was the first time we saw companies starting to

think about the impacts they may have beyond themselves. As the economic paradigms shift to
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the “new economy”, organisations increasingly recognise their role in addressing societal

challenges (Hanlon, 2009). CSR policies and activities undertaken by a corporation help to

evaluate, manage, and oversee its responsibilities towards society and the environment and the

effects of its actions on these areas (Christensen et al., 2021). However, engaging in CSR

activities, like charitable giving or community service, can benefit both the company and the

community in the short term but may not guarantee the long-term sustainability of the overall

systems. Therefore, a more long-term-oriented strategy is required to sustain the viability of the

micro and macro systems in the long run (Bansal & DesJardine, 2014).

Transition from CSR and ESG

From CSR, the environmental, social and governance (ESG) framework emerged, which

provided a holistic and long-term understanding of the social responsibility of companies

(Christensen et al., 2021). ESG is a framework that provides guidance in the form of standards to

companies and stakeholders in managing risks and opportunities related to sustainability (Câmara

& Morais, 2022; United Nations, 2004). ESG evaluates the ethical impact of a business, its

practices, and investments and assesses its sustainability and risk management performance

(Câmara, 2022). Financial institutions and investors widely use this framework to evaluate the

sustainability performance and risk profiles of companies they invest in. Due to the ESG

framework's replicability and the increased relevance of sustainability in businesses, highlighted

by the topics addressed in the ESG framework, we see more and more non-financial industries

using the framework (Eccles et al., 2020).
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Defining ESG

The term ESG first appeared in a United Nations (UN) Global Compact (2004) report

called “Who Cares Wins: Connecting Financial Markets to a Changing World”. The three

dimensions of ESG include the organisation's environmental, social, and governance dimensions.

The environmental dimension, which pertains to its role as a steward of the environment, covers

several environmental issues, such as climate change, greenhouse gas emissions (GHG),

deforestation, biodiversity, carbon emissions, waste management and pollution. The social

dimension is how the organisation affects people, culture, and communities. It examines the

social impact of diversity, inclusivity, human rights and supply chains. Lastly, the governance

aspect pertains to the direction of the organisation. It looks at corporate governance factors such

as executive compensation, succession planning, board management practices and shareholder

rights (Câmara, 2022).

Implications of ESG

By adopting ESG practices and reporting, businesses can align themselves with the

interests of their stakeholders and contribute to a more sustainable and responsible future. (Lecha

et al., 2023; Reis, 2022). As a result, companies that have not done so will need to intensify their

efforts in this area as ESG has become a significant and integral aspect of modern business

practices (Câmara & Morais, 2022). Furthermore, as global reporting standards such as GRI have

established themselves as the predominant international reporting norm, companies are now able

https://journals-sagepub-com.proxy-ub.rug.nl/doi/full/10.1177/1086026619888994#bibr50-1086026619888994
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to provide thorough details about their environmental and social standings, disclose their specific

ESG metrics, and outline the consequent effects (Cini & Ricci, 2018; Bini & Bellucci, 2020).

However, Chopra et al. (2024) indicated that companies face four categories of challenges in

ESG reporting: Behavioral, Data-based, Methodological and Contextual. Additionally, ESG data

lacks comparability across various markets, and due to the risk of greenwashing, its reliability is

not always guaranteed. Furthermore, companies are faced with too many reporting framework, as

there are currently over 600 ESG reporting provisions globally, with many having differing

interpretations of sustainability (Di Sibio et al., 2021). Therefore, establishing a consistent

taxonomy of sustainable activities is crucial (Câmara & Morais, 2022).

Currently, in the European Union

The European Union (EU) has identified the need for consistency in sustainability

frameworks. Two initiatives have been formed to assist the EU in achieving net zero emissions

by 2050 (European Climate Law, 2024). These consist of the European Green Deal, which

addresses all aspects of the transition related to climate and the environment, and the EU

Sustainable Finance Strategy, which has led to the creation of the EU Taxonomy for Sustainable

Activities, the NFRD, now known as the CSRD, and the SDFR. These laws and frameworks are

all focused on sustainability and are designed to accelerate sustainability reporting in the EU.

Research Aim and Objectives

This paper will only focus on the CSRD. Due to the novelty of the CSRD, the
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expectations, results and impacts of the CSRD on a company are still unknown. Whilst there

have been sustainability reporting frameworks prior to the CSRD, the directive has shifted the

conversation regarding sustainability reporting to a mandatory procedure (Correa-Mejía et al.,

2024). This is an important perspective to understand as it allows for organisational leaders

and decision-makers to maximise the standards and procedures provided by the CSRD to

create feasible and applicable sustainable strategies for their organisations. The significance of

prioritising sustainability for both investors and companies has become even more pronounced

as the CSRD seeks to uphold accountability for integrating sustainable practices into business

operations and investment strategies. In this regard, the CSRD has been identified as a game

changer in the sustainability reporting landscape (Correa-Mejía et al., 2024). Companies that

effectively use the CSRD will ultimately generate social value within society at large.

The objectives of this research are to determine how organisational leaders and

decision-makers can leverage the CSRD for their companies to become sustainable businesses.

The scope of the research will look at non-financial companies, that are currently or will be

mandated by the CSRD to provide sustainability information in their annual reports to narrow

down the scope of the paper.

Sustainability

In this paper, the term sustainability is defined as development that "meets the needs of

the present without compromising the ability of future generations to meet their own

needs."(World Commission on Environment and Development, n.d.) It additionally encompasses

the ESG aspects of a company's development and how the company or organisation aims to
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mitigate its impacts on the environment and society at large. (Lecha et al., 2023; Câmara &

Morais, 2022). Gray (2010) discusses how narratives of sustainability are pervasive in business

discourse but are often uncritically repeated, leading to a dilution of their meaning. Terms like

"sustainability" and "sustainable development" become synonymous with concepts like social

responsibility or environmental management, losing their critical edge. This leads to barriers that

need to be broken concerning how sustainability is perceived. These narratives include

decision-makers being perceived as “tree huggers” for wanting to mobilise more sustainable

business models, as well as the reluctance of shareholders in mobilising sustainable business

models because they are stuck within a commercial mindset that is based solely on financial

performance indicators (Bocken & Geradts, 2020).

Decision-makers

Additionally, from here on, decision-makers and organisational leaders will be identified

as decision-makers. This term will be used to encompass the non-executive board members,

executive board members, and high-ranking managerial positions (directors and higher) (Bocken

& Geradts, 2020; Mackey et al., 2009). The terms business and companies will be used

interchangeably and encompass the term organisations.
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Literature review

The Role Of Organisational Decision Making

Company decision-makers are essential in making strategic decisions, especially in the

areas of risk management and ESG efforts (Câmara, 2022). The role of decision-makers can be

seen from two perspectives. These include strategic vision and leadership (Beerkens & Van Der

Hoek, 2022) and performance measurement and reporting (Schaltegger & Wagner, 2006). These

two perspectives combined allow the decision-making process within organisations to be carried

out effectively, allowing for the upkeep of the company organisation (Beerkens & Van Der Hoek,

2022; Schaltegger & Wagner, 2006).

According to Buxbaum (1994), institutional shareholders' behaviour is influenced by their

investment policies, the management of their voting rights, and legal constraints. These can cause

potential conflict between profit maximisation and other goals, such as employee job security,

which might influence their corporate governance actions. This notion is part of a debate about

how directors' decisions should balance shareholders' and stakeholders' interests (De Jong, 1997).

Enforcement of these duties varies by jurisdiction, with two primary views on directors' duty of

loyalty. This notion of loyalty to the shareholder mandates that directors prioritise shareholders'

financial interests, considering stakeholders only if they impact long-term shareholder value (De

Jong, 1997). Conversely, some jurisdictions require directors to balance shareholders' financial

interests with the best interests of stakeholders and public interests (De Jong, 1997).
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The manner in which decision-makers make their decisions, as seen through their role in

corporate governance, is fundamental in allowing companies and organisations to be competitive

and innovative within the markets (De Jong, 1997). In a study by Lecha et al. (2023),

non-executive directors were singled out as crucial players in the decision-making process of

their companies and organisations in the Netherlands, and their knowledge and expertise about

sustainability allow for decision-making that aims to transform the company into a sustainable

business model (Baumüller & Sopp, 2022).

Despite the above considerations, companies such as RELX Group and Philips have

started including sustainability factors in their strategies and executive compensation plans

(Lecha et al., 2023). Transformational leaders intellectually stimulate followers, who also

consider individual needs and motivate through an inspiring vision (Gang Wang et al., 2011).

According to Abrell et al. (2011), transformational leadership can be a way for decision-makers

to impact sustainability significantly. This can help shape the decision-making environment to be

more inclusive and forward-thinking (Abrell et al., 2011; Gang Wang et al., 2011).

Sustainable Corporate Governance

Corporate governance involves the rules, practices, and processes governing a company's

direction, control, and performance tracking (Gutterman, 2023; Principale, 2023). According to

the G20/OECD Principles of Corporate Governance, it encompasses the relationships among a

company's board, management, shareholders, and stakeholders. Effective corporate governance

ensures well-coordinated relationships with stakeholders and is essential for strategic
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management performance. It has evolved from a set of laws to a critical driver of competitive

advantage and profitability. The governance role focuses on giving overall direction to the

enterprise and overseeing the executive actions of management to satisfy legitimate expectations

of accountability and regulation (Tricker, 1984, as cited in Principale, 2023). The effectiveness of

the corporate governance system can be measured by the establishment of a sustainable system

that promotes a symbiotic relationship between shareholders, executive directors, and the board

of directors (Gutterman, 2023).

Academics, international organisations, regulators, and practitioners all agree that governance is

central to the integration of sustainability in the company and to the ecological transition of the economy.

It is further iterated that ESG, therefore, requires a change from the traditional models of maximising

profits for shareholders to newer directives, frameworks and knowledge hubs for companies

decision-makers (Principale, 2023; Velte & Stawinoga, 2020). As defined by PwC (2023), sustainable

corporate governance encompasses comprehensive and cohesive leadership, management, and

supervision aimed at serving the greater good, honouring the natural environment, and maintaining

long-term productivity and impact for your company. By aligning value creation with ethical principles

and considering financial interests, sustainable corporate governance ensures that profits are distributed

to reflect these values (Câmara, 2022). Swanson (2009) emphasised that senior executives can play a

pivotal role in promoting corporate social responsibility within the business sector. According to this

viewpoint, businesses are expected to act as guardians of social welfare. As shown in Figure 1, De

Villiers et al. (2016) argue in the same vein as Swanson (2009) that the focus of management discussion

and decision-makers are important in leading a company through a green and just transition. According
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to Primec & Belak (2022), sustainable corporate governance is essential for the sustainable development

of the economy and the entire society.

Figure 1

A depiction of the drivers of corporate sustainability (De Villiers et al., 2016)

A challenge to sustainable corporate governance, especially in the EU, is the salient

short-term financial performance within European companies that does not coincide with

fostering sustainability, which are more long-term value-creating initiatives. This has

limited companies' disclosure and reporting capabilities (Principale, 2023; Salvioni et al.,

2016; Chopra et al., 2024). Additionally, Câmara and Morais (2022), stated that essential

gaps remain regarding sustainability at the board level in companies, identified as the

“knowledge gap” in which some boards still lack sufficient critical mass to assure investors

and regulators that appropriate oversight of ESG efforts is taking place. Additionally, the

exact nature of directors’ duties in relation to sustainability and ESG is still contested and
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uncertain. Directors' failure to recognise the changing nature of the director role and the

emerging duty of societal responsibility has also been attributed to learning anxiety

(Câmara & Morais, 2022; Winter, 2022). Even though the conversation about

sustainability within companies and organisations has been ever so present for the past

decades, it is still difficult for decision-makers to implement the ESG framework into their

companies to become more sustainable (Chopra et al., 2024). However, the ESG

framework aims to combat these barriers through executive compensation arrangements, a

critical area for ensuring ESG becomes embedded in executive decision-making. (Câmara

& Morais, 2022).

Sustainability Reporting

According to Bini and Bellucci (2020), nowadays, enterprises are increasingly willing to

demonstrate their commitment to the needs and expectations of their stakeholders (not only

shareholders) and their aspiration to create shared value (not only shareholders' value) and make

every part of their business sustainable. These statements of commitment, which can vary from

genuine to completely rhetorical on a case-by-case basis, are commonly found in sustainability

reports or integrated annual reports of companies operating in various sectors, including the most

impactful ones, such as mining and energy (Bini & Bellucci, 2020). The push for transparency

also leads to the creation of reporting systems. These systems provide decision-makers with the

information they need to fulfil their leadership and strategic duties and ensure that the corporate

governance framework works efficiently (Gutterman, 2023).
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However, Bini & Bellucci (2020) have pointed out that sustainability reporting is

weakened by the overwhelming amount of information related to environmental and social

aspects, which are complementary but not integrated into financial information. This dual-track

approach raises significant concerns that ultimately diminish the effectiveness of sustainability

reporting. Another issue is that companies may opportunistically use environmental and social

disclosure to improve their reputation. This practice, known as "greenwashing," involves tactics

that mislead stakeholders about a company's environmental practices or the environmental

benefits of a product or service (Bini & Bellucci, 2020; Greer & Bruno, 1998).

So far, sustainability reporting on the international stage has been based on voluntary

standards such as GRI, TCFD and ISSB (Frade & Froumouth, 2022; Cifrino, 2023). According

to Frade and Froumouth (2022), Europe has been leading the way in setting the regulatory

agenda for ESG by compelling market participants to transition from voluntary and

non-standardized ESG reporting to a more obligatory and standardised environment like CSRD.

Sustainability reporting makes abstract sustainability issues tangible and concrete,

thereby assisting in understanding and managing the effects of sustainability developments on

the organisation’s activities and strategy (Bini & Bellucci, 2020).

Non-financial Disclosure

Non-financial disclosure, also referred to as ESG disclosure, mainly comprises

sustainability reports or ESG activities (Cho et al., 2020). Non-financial disclosure involves
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businesses formally revealing information that is not related to their finances, such as details

about human rights, as a form of transparency reporting (Bartolacci et al., 2022; Câmara &

Morais, 2022). Of the 42,019 listed companies globally with a combined market capitalisation of

USD 122 trillion in December 2021, 7,926 disclosed sustainability-related information,

representing a market capitalisation of USD 103 trillion (OECD, 2023). Approximately 30% of

the disclosed information came from companies in the European Union. Additionally, the

literature suggests that ESG disclosure ratings have increased recently, and ESG strengths have

increased the firm's value (Fatemi et al., 2018; Cifrino, 2023; Câmara & Morais, 2022). Although

organisations frequently decide to voluntarily disclose sustainability information, certain

jurisdictions or industry standards enforce obligatory disclosure requirements on organisations

(Cho et al., 2020). Regardless of whether the disclosure is voluntary or mandatory, organisations

typically align their sustainability reporting practices with recognised frameworks or standards

such as the GRI Standards, SASB standards, CSRD or TCFD recommendations (Cifrino, 2023).

Assurance providers play a crucial role in assessing the reliability and accuracy of

sustainability disclosures. Limited assurance engagements, often undertaken for voluntary

disclosures, involve auditors conducting procedures to validate specific sustainability claims or

metrics for voluntary disclosures (Simnett et al., 2009). Limited assurance offers stakeholders

confidence, but it is less rigorous than reasonable assurance engagements in guaranteeing

compliance and accuracy, especially for significant sustainability information. However, this

level of assurance is still beneficial, providing a solid foundation for stakeholder trust (Simnett et
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al., 2009).

In contrast, mandatory disclosures often require reasonable assurance engagements (Velte

& Stawinoga, 2020). In these engagements, auditors perform more extensive procedures to obtain

more confidence in the accuracy and completeness of the reported sustainability information.

This higher level of assurance is essential for ensuring compliance with regulatory requirements

and enhancing stakeholder confidence in the reported data (Gray, 2010).

The positive effects of disclosing sustainability-related information are being questioned

by Baumüller and Sopp (2022) as they argue that increasing reporting obligations may not

necessarily lead to more transparency for stakeholders. In fact, they suggest that more disclosure

obligations may result in attempts to limit disclosure as much as possible. Caputo et al. (2021)

and Pizzi et al. (2020), as cited in Baumüller and Sopp (2022), provided an example of this,

where avoiding the disclosure of unfavourable or unavailable information led to potentially

negative impacts on the evaluation of stakeholders.

Corporate Social Responsibility Directive

The Corporate Social Responsibility Directive (CSRD) is a significant step in enhancing

European sustainability reporting. According to Câmara and Morais (2022), such regulatory

interventions have also boosted the momentum for ESG disclosure. The CSRD is EU legislation

that will require all large corporations and listed small and medium-sized enterprises (SMEs) to

provide comprehensive sustainability reporting (Allgeier & Feldmann, 2023). As of January



19
2023, it has replaced the non-financial reporting directive (Directive 2014/95/EU, the NFRD)

(Baks, 2024) and significantly expanded the requirements for sustainability reporting compared

to the NFRD. The NFRD aimed to enhance transparency and accountability by requiring certain

large undertakings and groups, including public-interest entities with over 500 employees, to

disclose non-financial and diverse information. Such included information about environmental,

social, and employee issues, as well as respect for human rights, and efforts to prevent

corruption and bribery, diversity on boards and changes in corporate governance from a

company board report (Frade & Froumouth, 2022; Baks, 2024). Therefore, for companies to

report, they must include this information in their management report or in a separate

non-financial statement. (Primec & Belak, 2022). However, under the CSRD, all companies

(except micro-undertakings) with securities listed on regulated markets, as well as large

companies (whether listed or not), must prepare a sustainability statement in which companies

must digitally prepare and make this information available in XHTML format (Baks, 2024).

When the CSRD was approved in November 2022, it was intended to be rolled out with the

phased-in application (Hummel & Jobst, 2024), as indicated in Table 1.
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Figure 2

Timeline of CSRD implementation (Peterson, 2024; Hummel & Jobst, 2024; Directive (EU)

2022/2464)

The CSRD also involves expanding the reporting obligations for a company’s value

chain, providing more detailed explanations of the double materiality assessment strategy and

reporting contents, mandating the integration of sustainability information in the management

report, ensuring the assurance and digital tagging of the reported information, and establishing

requirements for the sanctioning regime for statutory auditors and enforcement (Hummel &

Jobst, 2024). According to Directive (EU) 2022/2464, businesses will be mandated to disclose
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information concerning their business strategy and the strength of the business model and

strategy in relation to sustainability-related risks. They should also be compelled to reveal any

plans they have in place to ensure that their business model and strategy align with the transition

to a sustainable economy and the goals of limiting global warming to 1.5°C per the Paris

Agreement and achieving climate neutrality by 2050, with minimal or no overshoot.

Additionally, the CSRD mandates a limited assurance statement on the sustainability

report, which can be issued by the statutory auditor or an independent provider of assurance

services (Baks, 2024). It is stated in the Directive (EU) 2022/2464 that the “gradual approach

from limited assurance engagements to reasonable assurance engagements would also allow for

the progressive development of the assurance market for sustainability information, and of

undertakings’ reporting practices.” The directive further outlines a strategy for progressively

improving the rigour and quality of assurance in sustainability reporting, allowing for market

development, gradual cost increases, and flexibility for organisations in choosing the level of

assurance. The reasonable assurance engagement would confirm that forward-looking

information is prepared in accordance with applicable standards.

Furthermore, the CSRD entrusts the European Commission with the task of developing

sustainability reporting standards, with the requirement to consider technical advice from the

European Financial Reporting Advisory Group (EFRAG). The Directive (EU) 2022/2464

identifies the EFRAG as a non-profit association that serves the public interest by advising the

European Commission on endorsing international financial reporting standards. Those
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recommendations contain proposals to develop a coherent and comprehensive set of

sustainability reporting standards, covering all sustainability matters from a double materiality

perspective (which will be discussed later in this chapter).

Similarly, as with the NFRD, under the CSRD, member states are responsible for

implementing the directive into national law, while the European Commission monitors

compliance (Svensson, 2023). Additionally, the CSRD introduces uniform reporting standards

that will apply across the European Economic Area (EEA), enhancing and clarifying

sustainability reporting content (Baks, 2024). These reporting standards are called the European

Sustainability Reporting Standards (ESRS), and companies subject to the CSRD will have to

report according to ESRS (Nielsen, 2023). According to Câmara and Morais (2022), the CSRD's

clarity will allow for both regulation and mindset to develop together until sustainability

concerns become increasingly mainstream and inevitable as a requirement for operation and

success.

European Sustainability Reporting Standards (ESRS)

The ESRS is a pivotal tool in the journey towards increased transparency and consistency

in sustainability reporting practices across the EU. As per the European Commission (2023), the

ESRS was designed as a sustainability reporting standard to assist companies in communicating

and managing their sustainability performance more effectively, thereby facilitating their access

to sustainable finance (Hummel & Jobst, 2024). The ESRS offers a comprehensive definition of
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the value chain, encompassing the company's internal operations (such as human resources) and

activities both upstream and downstream (e.g., suppliers and sales). This includes all business

connections linked to the company (PwC, 2023).

There are three categories in the ESRS: 1) cross-cutting standards, 2) topical standards (ESG

standards), and 3) sector-specific standards (Svensson, 2023). The first two are ESRS 1 and

ESRS 2, respectively, collectively including 12 standards addressing various sustainability

aspects (Baks, 2024). ESRS 1 considers double materiality a fundamental principle, defining it as

"the basis for disclosure of sustainability," while ESRS 2 supports double materiality

implementation by providing further guidance (De Cristofaro & Gulluscio, 2023, p.5). The

development of sector-specific ESRS (ESRS 3) has been suggested to be deferred until June

2026. Therefore, this paper will only discuss ESRS 1 and ESRS 2.

ESRS 1 is "sector-agnostic," meaning it applies to all qualifying companies regardless of

the sector in which they operate (Baks, 2024). ESRS 2 refers to the cross-cutting standards that

establish disclosure requirements at a general level across all material sustainability matters,

covering governance, strategy, impact, risk and opportunity management, and metrics and targets

(Baks, 2024). According to EFRAG, it is now mandatory for all companies subject to the CSRD

to report under the general requirements of ESRS 2. Qualifying companies must indicate the

composition of their administrative, management, and supervisory bodies, including their roles,

responsibilities, and access to expertise and skills related to sustainability matters (EFRAG).

The ESRS allows companies the flexibility to decide what information is relevant to their
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particular circumstances. Companies must disclose information about impacts, risks, and

opportunities (IROs) regarding material sustainability matters (Baks, 2024). Whether a

sustainability matter is material for a company needs to be assessed based on the double

materiality principle, meaning a sustainability matter is 'material' if it meets the criteria for

impact materiality, financial materiality, or both (Hummel & Jobst, 2024). When a company

assesses an ESG sustainability matter covered by ESRS as non-material, it does not need to

disclose any information on that matter in its sustainability statement (Baks, 2024). Information

disclosed according to ESRS enables users of the sustainability statement to understand the

undertaking's material impacts on people and the environment and the material effects of

sustainability matters on the undertaking's development, performance, and position. Materiality

assessment is the starting point for sustainability reporting, according to the EFRAG (2022), thus

creating a pathway for companies to begin their sustainability reporting process.

Double Materiality

Materiality

According to Delgado-Ceballos et al. (2023), materiality refers to information companies

must provide their investors. They further expand that “omitting” or “misstating” the information

could influence the decisions that users make based on financial information about a specific

reporting entity (Delgado-Ceballos et al., 2023; IASB, 2010, p. 17). The EFRAG (2022) further

elaborates on this and defines materiality as the standard for including specific information in

corporate reports. Its purpose is to represent the importance of the information about the event it
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aims to portray or clarify, as well as its ability to fulfil the requirements and expectations of an

organisation's stakeholders and the organisation itself, facilitating informed decision-making and,

more broadly, addressing the need for transparency in line with the public interest. When

companies share ESG information with investors, it’s typically centred on elements that could

have financial implications for the business. In other words, they concentrate on the potential

risks and benefits that ESG aspects could bring to the firm. This interpretation of materiality

aligns with the idea of financial materiality and is primarily aimed at investors

(Delgado-Ceballos et al., 2023).

Double Materiality

The double materiality approach gained prominence with the introduction of Directive

2022/2464 (European Commission, 2022). Double materiality reporting will be mandatory as of

2025 for the 2024 reporting year, though some early adopters have already started implementing

this approach in their sustainability reports (Hummel & Jobst, 2024). Double materiality

identifies material issues from two perspectives: impact materiality (inside-out) and financial

materiality (outside-in) (Hummel & Jobst, 2024; Baks, 2024).

According to the EFRAG (2022), assessing impact materiality involves considering the

actual or potential positive or negative impacts the company may have on people or the

environment, including those connected with the company's operations and value chain. On the

other hand, financial materiality requires an external assessment, focusing on risks or

opportunities that could significantly influence the company's business performance. These



26
assessments are interdependent and must be considered together. While the evaluation of impacts

is typically the starting point, there may be material risks and opportunities unrelated to the

impacts of the undertaking. A sustainability impact may be financially material from the outset or

may become financially material if it affects the financial position, performance, cash flows,

access to finance, or cost of capital over various time horizons. The impact materiality

perspective captures impacts regardless of their financial materiality.

When identifying and assessing IROs in the undertaking's value chain to determine their

materiality, the focus should be on areas where IROs are likely to arise based on the nature of the

activities, business relationships, geography, or other relevant factors. The company must

consider its dependencies on the availability of natural, human, and social resources at

appropriate prices and quality, regardless of its potential impacts on those resources.

An organisation's principal IROs are the same as the material IROs identified under the

double materiality principle. Therefore, they must be reported on in the sustainability statement.

Thus we see the bridging of previous financial reporting standards to asses IROs being integrated

into sustainability reporting standards.

The undertaking must apply the criteria set under sections 3.4 and 3.5 of this Standard

using appropriate quantitative and/or qualitative thresholds. These thresholds are necessary to

determine which impacts, risks, and opportunities are material and must be addressed by the

undertaking, as well as which sustainability matters are material for reporting purposes. Some

existing standards and frameworks use the term "most significant impacts” when referring to the
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threshold used to identify the impacts that are described in ESRS as "material impacts."

Figure 3 depicts a materiality assessment aligning with ESRS (EFRAG, 2023), involving

four steps: understanding the context, identifying existing and potential IROs related to

sustainability, evaluating and establishing material IROs, and lastly, reporting. According to

EFRAG IG 1, input from all stakeholders obtains evidence about specific European

circumstances throughout the standard-setting process of double materiality. Correa-Mejía et al.

(2024) reiterate the fundamental role of stakeholders within the double materiality assessment

(DMA) in identifying material issues in social and environmental aspects. Companies are centred

around the stakeholders.
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Figure 3

An example of a double materiality assessment process is depicted in the EFRAG Implementation

Guide (2023)

Figure 4 depicts the steps leading up to an annual report that garners a company's

sustainability topics. Due to the scope of the paper, we will only address the path stemming

from CSRD. Under the first step of data collection, we can find an in-depth interpretation of
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this step in Figure 4 which provides detailed procedures for the identification of sustainability

topics. The second step is that of preparing for disclosure according to the ESRS 1

(cross-sectional disclosures) and ESRS 2 (Topical disclosures).

Figure 4

Sustainability Reporting Process for Non-financial Companies (Hummel & Jobst, 2024)

Figure 3 and Figure 4 outline the standard procedure which companies will have to undergo in

order to successfully report according to the CSRD.

Methodology

Methodological Approach

This study employs a qualitative methodology, as it is best suited for examining the

research question in this study. This approach is justified by the exploratory nature of the research
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question, which aims to understand how decision-makers can leverage the CSRD for their

companies to transform into sustainable businesses. Qualitative research is particularly effective

for exploring complex phenomena and gaining in-depth insights into participants' perspectives on

CSRD and its implementation, which is crucial for this study.

Due to the limited literature in the field, the research design that best suits the study is the

interview format. This design is justified because it focuses on understanding the CRSD and

Double Materiality from industry experts to address the adoption and integration of CSRD

principles in business practices. Interviews allow for a deep exploration of how participants make

sense of their practical knowledge and industry experience, which aligns with the research

objectives. Purposive sampling selects participants with significant expertise in CSRD

principles, ensuring the data collected is relevant and informative. The participants were chosen

by identifying industry experts on LinkedIn and through internet searches for university lecturers

who had courses regarding CSRD. Of the 5 participants, 3 were identified due to the researcher's

network in the field of sustainability. Once potential participants were identified, they were

contacted via email.

Data Collection

The primary method employed for data collection is semi-structured interviews. This

method is justified for several reasons. Firstly, it offers flexibility, as semi-structured interviews

allow for a guided yet flexible conversation, enabling the researcher to probe deeper into specific

areas of interest as they arise during the discussion. Secondly, this method provides depth of data,

facilitating the collection of rich, detailed information that can reveal the nuances of participants'



31
experiences and perspectives. Lastly, interviews promote participant engagement by providing a

direct way to engage with participants, making it possible to clarify responses and explore

complex issues in real time. An interview guide (see Appendix 1) with open-ended questions is

developed to steer the conversation while allowing participants to share their experiences freely.

The interviews were on a recording device and were transcribed through Notta Ai. The

transcribed interviews were then checked alongside the recording of the interviews to ensure that

the transcription was accurate. All interviewees had to sign an informed consent form prior to the

interview (Appendix 2). The interviews began with small conversations to allow the participants

to familiarise themselves with the voice of the interviewer. The interviews began with oral

consent from the participants, corroborating the written consent they gave. It was mentioned at

the beginning of the interviews that the conversations would be anonymised and that the

interviews would refrain from mentioning things they would not want in the transcripts. After

completing the questions stated in Appendix 1, the interviewer opened the floor to the

participants and allowed them to ask any questions they had.

The interview transcripts were then coded through Notability, which allowed the

researcher to physically highlight the themes that appeared during coding.

Table 1

List of participants

Interviewee Field Industry Role Country
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Interviewee 1 Sustainability (ESG) strategist Responsible Business Team Leader Estonia

Interviewee 2 Accounting and Sustainability Professor UK

Interviewee 3

Non-financial information,

Integrated reporting and

assurance Professor The Netherlands

Interviewee 4 European Sustainability

Senior Partner at Consulting Firm

and Member Sustainability

Reporting Board EFRAG The Netherlands

Interviewee 5 Risk Management Senior Manager The Netherlands

Data Analysis Procedures

Interviews were transcribed verbatim through Notta AI to create an accurate record of the

discussions. Clean verbatim transcription: This type of transcription also captures every word

spoken but omits filler words, stutters, and false starts, resulting in a cleaner, more readable

transcript. Clean verbatim transcription is usually preferred when the focus is on the content of

the speech rather than the style or manner of speaking.

Transcripts were systematically coded by hand to identify key themes and patterns. The

codes were analysed to develop broader themes that capture the essence of the participants'

experiences and perspectives. The themes will be interpreted in the context of the research
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questions and existing literature in the discussion to provide insights into how decision-makers

can implement ESG principles.

Ethical Considerations

The research was conducted according to the ethical guidelines of Campus Fryslan, University of

Groningen, by completing the Ethics Checklist mandated by the University Ethics Committee.

Informed consent is obtained from all participants, ensuring they are aware of the study's

purpose, their rights, and how their data will be used. Confidentiality is maintained throughout

the research process. See Appendix 2 for the informed consent form, which all the participants

had to sign prior to participating in the interviews.

Results

In this section, the results of the interviews conducted during the research process are

presented. In total, 5 interviews were conducted, and x number of possible interviewees were

contacted. The 5 interviews allowed for a deeper understanding of the CSRD; they additionally

identified nuances of the directives that were difficult to identify in the literature. An overview of

the questions used in interviews can be seen in the table below. The themes in the table below

were identified during the interviews; however, the theme regarding the Limitations to CSRD and

Additional Insights can be found in the appendix, as they do not address the research question but

could be important for further research conducted by me or others, as mentioned in the

discussion.
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Table 2

Overview Interview Questions and Themes with Corresponding Coding

Interview Question Theme Identified Colour Code

1

What is the Corporate Sustainability

Reporting Directive (CSRD)? Defining the CSRD Light Blue

1a

What exactly is the CSRD intended to

do? Purpose of the CSRD Green

2

What do you as a subject matter expert,

expect to result from the CSRD

implementation in companies?

Expert Expectations of

the CSRD Orange

3

How does/has the CSRD changed the

landscape of sustainable reporting?

The impact of CSRD on

sustainability reporting Brown

4

How is the outcome of a double

materiality assessment intended to

affect decision-making at the board

level?

Double Materiality and

decision making Purple

5

How can decision-makers allow for the

successful implementation of the

double materiality assessments in their

Successful Double

Materiality

implementation Pink
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Question 3 was left out entirely from the discussion section as it did not address the

research question directly. The Transcripts of all Interviews can be found in the Appendices.

Defining the CSRD

The first interview question aimed to gain an understanding of the CSRD from industry

experts. All the interviewees unanimously recognised the CSRD as a significant European law or

directive, a recognition that underscores its profound impact on corporate sustainability and

reporting.

Four interviewees identified the CSRD as a comprehensive law or directive established at

the European level. It was further iterated that it was also embedded in the national law,

indicating the two-tier system of legislative implementation. The directive was universally

acknowledged as a legislative approach to ensuring the mandatory company reporting of ESG

and sustainability matters. The scope of the directive, in which sustainability reporting must

occur within large organisations, was also mentioned. The comprehensive nature of the reporting

requirements, including the impacts, risks and opportunities an organisation may face and

assurance, was highlighted. This related to interviewee 2’s definition of CSRD as a “radical

accountability and reporting development” due to the scope of the reporting, the prescriptive

nature of it, and the extension of responsibility and accountability through supply chain

company/organisation?

- - Limitations to CSRD Grey

- - Additional Insights Dark Blue
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institutionalisation of double materiality. Certainly at present, aligned and coherent with these

wider goals.

Purpose of the CSRD

The interviewees had varying opinions on the purpose of the CSRD. Interview 1

identified the intent of the CRSD to be a two-fold standardising method for companies and the

European Union. The Interviewee mentioned that standardising allows for "a better

understanding of where the main influences" are regarding a company's sustainability work. For

the European Union, it is to understand what we need to focus on and provide more fiscal

resources to repair some industries or to advance some fields that we now have a significant

impact on nature or societies that we need to rearrange somehow so that they would be in a

longer-term more sustainable.

For Interviewee 2, the intention of the CSRD was that by making disclosure mandatory, it

allows companies to be reflective of their organisational practices. Interviewee 2 further stated

that quite a lot of research supports this notion. The Interviewee said, "I think a novel law of the

benefit comes from the production of the report rather than the reading of the report.". Ultimately,

the CSRD, according to Interviewee 2, is "changing the way businesses think about themselves

before they do the reporting." Businesses have to explicitly state they are not looking at any

sustainability information in their value chain. "So, I think it's connected to procurement and

protected by regulation and governance." In short, you can see CSRD as part of the regulatory

framework of corporations.
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According to interviewee 3, the CSRD is aimed at providing transparency on a

company's strategy, policies, impact risks and opportunities, and performance to help

stakeholders have a proper dialogue with the organisation. But its primary goal is, of course, to

enhance transparency and decision-making by both internal and external stakeholders. It is

explicitly mentioned in the CSRD itself, so in the text of the law, and it's further and very detailed

explained in the standard.

Interview 4 believes that the CSRD is intended to provide investors, financial institutions,

and other stakeholders with the key impacts, risks, and opportunities of these organisations that

fall under the CSRD. The Interviewee believed that this was so that the investors could make the

right decisions for financial institutions. That means selecting the green companies and financing

the green companies, and with that, redirecting the economy towards a sustainable economy for

the government and also other stakeholders to have an overview of our progress, whether we are

moving towards a sustainable economy, as that is what the EU ultimately intends to achieve.

Interviewee 5 believes that the purpose of the CRSD is to form and provide the "basic

guidelines and handholds to work on the corporate social responsibility." In short, if you look

closely at CSRD, it is guidelines and principles. Still, the intention behind the CSRD is to have a

broader impact on society and to stimulate organisations to behave in a corporate and socially

responsible way because they are reporting on their performances in those areas, and most likely,

all stakeholders will go and review how they are performing. Inquiries may arise as an

unintended consequence of the situation.
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However, the responses in the interviews varied in terms of purpose, and a red string was

identified within the answers of 4 out of the 5 interviewees. 80% of the responses mention the

purpose of the CRSD as an identification strategy for industries that are heavy in pollution or

carbon emissions. In that sense, it gives a much more expansive understanding of the company's

societal role. "To me, certainly at present, aligned and coherent with these wider goals." The

CSRD tries to achieve a better sustainability performance by the organisation by embedding a

sustainability strategy, by embedding sustainability into risk and opportunity management, by

having due diligence because you can't report on it if you haven't implemented this but how you

as an organisation can take and should take your social responsibility within the broader context

of the topics of environment, social and governmental like we are used to the old ESG topics.

Ultimately, according to interviewee 4, "it will stimulate a lot of other jurisdictions, too."

Expert Expectations of the CSRD

The CSRD is viewed as a multifaceted tool for managing risks and addressing ESG topics

crucial to companies. Interviewee 1 emphasises that the core concept of the CSRD is to conduct a

double-materiality analysis, encouraging companies to concentrate on the most impactful areas.

This analysis helps organisations to assess potential financial risks and opportunities posed by the

broader societal context. For instance, the disruption caused by the Ukraine war to industries

reliant on Russian resources illustrates how business models can be significantly challenged. The

interviewee expects the CSRD to become a practical tool for managing ESG issues effectively.

Interviewee 2 sees the CSRD as a pivotal hope for transforming businesses towards

sustainability and contributing positively to broader social contexts. They anticipate that the
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CSRD will foster a growing body of robust, reliable evidence, facilitating company rankings and

comparisons. This transparency will allow various stakeholder groups to engage more deeply

with corporate performance, prompting businesses to rethink their actions. The directive

mandates formal performance measurement, which is expected to drive behavioural changes

within organisations, improve decision-making, and make the consequences of corporate actions

more visible.

Interviewee 3 hopes that the CSRD will lead to the development of comprehensive

strategies, integrating sustainability into risk and opportunity management, senior board

remuneration, and board discussions. They believe it will enhance comparability between

organisations and improve the overall quality of reporting. The intention is to elevate the

commitment to transparency and sustainability at the highest levels of corporate governance.

Which they referred to as “the tone at the top.”

According to Interviewee 4, the CSRD will help companies better understand their most

significant impacts, risks, and opportunities. It will provide a baseline overview, guiding them in

identifying substantial areas of concern. As the quality of underlying information improves

through assurance processes, companies will be more aware of their progress, which will feed

into their action plans and target-setting, thus aligning closer to their strategic goals. The directive

is expected to drive changes in supply chains and business models, fostering value creation

beyond financial metrics and promoting the development of transition plans.

However, Interviewee 5 expresses hope and caution regarding the CSRD. They anticipate

that the directive will intrinsically motivate organisations to enhance their performance on ESG
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topics. Yet, there is concern that the CSRD could become an unrealistic bubble where the

immense investment in compliance might not yield proportional benefits. The interviewee

highlights the significant financial and resource investments required to meet CSRD standards,

questioning whether the actual impact on the world will justify these efforts. They also raise the

potential risk of greenwashing. The challenge lies in ensuring that “the benefits and outcomes of

the CSRD outweigh the costs”, maintaining a balance between necessary investments and

achieving genuine progress towards sustainability.

The impact of CSRD on sustainability reporting

The interview results of this question highlight various perspectives on the CSRD and its

implications. Interviewee 1 emphasised that the ESRS provide excellent guidelines for

conducting double materiality analysis (DMA). These standards offer a robust methodology for

self-assessment and goal setting. The interviewee also noted that sustainability reports must be

audited by a third party, ensuring that companies have a comprehensive overview of their data,

which aids in making sound business decisions. They pointed out that even if the CSRD is not

directly mandatory for some companies, it likely affects their partners or is necessary for

obtaining loans. This has introduced essential tasks, such as ESG strategy development and

carbon footprint calculations, fundamentally altering business priorities and practices. According

to this interviewee, companies must adapt to these changes to remain viable; otherwise, they risk

closure.

Interviewee 2 highlighted that the CSRD requires all information to be reasonably

assured, starting with limited assurance and progressing to reasonable assurance. Based on
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double materiality, this assurance process is seen as a strength of the CSRD, as it incorporates

trust and legitimacy. The interviewee mentioned that the CSRD has moved away from a "middle

ground" approach, integrating sustainability with broader business contexts and the Sustainable

Development Goals (SDGs). This directive encourages a focus on business model sustainability,

including the associated risks and forward-looking aspects, which is crucial for long-term

success.

Interviewee 3 discussed the mandatory nature of assurance under the CSRD, which aims

to improve the quality of information by ensuring it is material, comparable, accurate, and

balanced. They noted that the CSRD builds on existing initiatives, enabling the rapid

development of the ESRS. The directive extends beyond the ESRS by stimulating various

jurisdictions to advance sustainability reporting standards.

Interviewee 4 pointed out that the CSRD has made sustainability reporting mandatory,

shifting the focus from impacts alone, as seen in previous standards like the GRI, to include risks

and opportunities. This change in content, incorporating double materiality, has raised awareness

among governments, with large businesses subject to the CSRD, prompting national-level

implementation and discussions about similar regulations elsewhere.

One key finding from Interviewee 5 is the increasing demand for transparency and

accountability from organisations regarding their CSRD compliance. This scrutiny, coming from

investors, banks, pension funds, and public action groups, is pushing organisations to

demonstrate their adherence to the directive. However, this increased scrutiny also comes with

risks. Public action groups, such as Milieudefensie in the Netherlands, are using this information
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to hold companies accountable, and regulators are becoming more interested in these reports,

leading to increased checks and challenges. The interviewee also expressed concerns that the

CSRD might become insular, given its European origins, and questioned its global applicability.

They emphasised that while the CSRD has made ESG topics more explicit, which is beneficial, it

remains to be seen how this will translate into global standards.

To sum up, the CSRD has not only introduced comprehensive guidelines and mandatory

reporting requirements but has also fundamentally altered business practices and priorities. It has

underscored the importance of quality assurance, stakeholder accountability, and government

awareness. However, it has also raised significant questions about its global impact and

applicability, particularly given its European origins.

Double Materiality and decision making

Interviewee 1 discussed the significant impact of the CSRD on corporate governance,

emphasising that board-level approval ensures that sustainability reporting is integrated with

financial reports. This integration holds the board responsible for the accuracy of the data

provided. The interviewee highlighted the utility of these reports as tools for risk management

and ESG management, enabling companies to focus on their most significant risks and

opportunities. Moreover, they stressed the importance of understanding a company’s influence on

the environment, society, and workforce. The interviewee noted the variability in sustainability

knowledge among companies, influencing effective decision-making. They argued that a broad

understanding of societal trends, regional resources, and other external factors is crucial for

making informed decisions that provide beneficial solutions.
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Interviewee 2 expanded on the implications of the CSRD for board structures, noting that

it mandates a shift in the type of evidence boards use to evaluate corporate performance.

Previously, discussions at the board level might have focused solely on financial materiality,

allowing for the externalisation of other costs. With the institutionalisation of double materiality,

boards are now responsible for considering external impacts as part of their duties. This shift

positions boards as “guardians” and advocates for the socio-ecological systems upon which

businesses depend. The interviewee emphasised the importance of balancing financial

performance with the potential negative impacts on income inequality, water stress, and

biodiversity. They also highlighted the need for boards to understand complex interconnections

within socio-ecological systems, sometimes necessitating the outsourcing of expertise.

Interviewee 3 described the two-way influence between materiality assessments and

board decision-making. They explained that the strategy and decisions of an organisation inform

what is considered material, while the outcomes of materiality assessments influence board

decisions. This dynamic is crucial for aligning materiality with the mission of the organisation.

However, the interviewee pointed out that assessing materiality is complex, involving short-term,

medium-term, and long-term evaluations across different stakeholders. They stressed the

importance of stakeholder dialogue as a critical input alongside board strategy and mission.

Interviewee 4 focused on the role of DMA in identifying material impacts, risks, and

opportunities for reporting. They explained that the DMA is intended to integrate sustainability

considerations into corporate strategy at the board level, driving companies to embed
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sustainability into all aspects of their operations. This expectation, while not explicitly mandated,

underpins the broader goal of the CSRD.

Interviewee 5 discussed the interplay between DMA and strategy setting within

organisations. They noted that the CSRD aims to influence strategic planning by highlighting

areas of relevance and impact. The interviewee described a cyclical relationship where strategy

setting informs DMA and vice versa. While strategies are typically set for the long term and

revisited periodically, the DMA should be maintained continuously, with thorough reassessments

occurring when strategic changes are made. This ongoing process ensures that sustainability

considerations remain aligned with corporate objectives over time.

In summary, the interviews collectively illustrate the transformative impact of the CSRD

on corporate governance, risk management, and strategic planning. Central themes are the

integration of sustainability reporting with financial reports, the institutionalisation of double

materiality, and the ongoing dialogue between materiality assessments and strategy setting. These

changes underscore the evolving role of corporate boards in balancing financial performance with

broader socio-ecological responsibilities.

Successful Double Materiality implementation

The interview responses reveal a range of perspectives on the importance and

implementation of ESG principles within businesses. Each interviewee provided unique insights

into how companies can integrate sustainability into their operations and strategies.

Interviewee 1 emphasised the necessity for company leaders, particularly at the C-suite

level, to be deeply engaged in ESG initiatives. They view the current era, marked by climate,
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humanitarian, and economic crises, as a pivotal time for businesses to provide solutions that do

not harm society. The interviewee highlighted the innovation diffusion theory, explaining that a

small percentage of people readily adopt changes. At the same time, the majority are slower to do

so due to their established practices and fear of economic repercussions. This is particularly

challenging for traditional industries compared to startups that inherently integrate sustainability

into their business models. The interviewee also pointed out the lack of knowledge and

understanding of the CSRD among many business leaders, stressing the importance of

comprehensive sustainability literacy across all departments. They noted that for effective ESG

implementation, tasks should be clearly defined, adequately resourced, and championed by top

management. The interviewee also underscored the necessity of dedicated project managers to

communicate with internal stakeholders and ensure thorough ESG integration.

Interviewee 2 introduced the concept of an ''impact algorithm ''as a practical tool for

companies to systematically evaluate and mitigate their effects. This involves aligning business

activities with the Sustainable Development Goals (SDGs) and developing audit checklists

similar to those used by pilots to streamline sustainable decision-making. The interviewee also

highlighted the need for non-executive board members to enhance their sustainability literacy to

ensure accurate interpretation of sustainability data.

Interviewee 3 focused on the importance of commitment from top leadership and broad

involvement from internal and external stakeholders in sustainability efforts, as they put it, " tone

at the top". They advocated for developing policies and actions addressing material topics and

emphasised transitioning to circularity, renewables, and innovative business models like leasing.
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The interviewee argued that sustainability should be viewed not just as a financial risk but as a

core purpose that drives innovation and long-term value creation. They highlighted the value of

starting with quick wins, such as improving energy efficiency and employee well-being, before

building a more comprehensive sustainability strategy. The SDGs were noted as a global

framework that can guide companies and considerable multinationals in aligning their strategies

with global sustainability targets.

Interviewee 4 described the DMA as a critical tool for identifying and prioritising material

topics based on their impact, risk, and opportunities. They stressed the importance of board

validation of DMA outcomes and integrating these findings into strategic and performance

management discussions. Effective CSRD and DMA implementation requires businesses to

address measurement gaps and develop action plans, directing investments to the highest impact

and risk areas.

Interviewee 5 echoed the significance of the "tone at the top" in driving ESG initiatives.

They argued that decision-makers and board members must actively engage with and

communicate the importance of sustainability, ensuring it is integrated into the company's

strategy and operations. The interviewee emphasised the practical aspects of improving ESG

performance, such as identifying operational levers to reduce energy consumption. They also

advocated for an inclusive approach where leadership is open to suggestions from within the

organisation, fostering a culture of continuous improvement and responsible behaviour. This

involves defining policies, procedures, and controls that facilitate practical changes across the
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organisation, from upgrading production machinery to raising employee awareness of their

environmental impact.

In summary, the interviews underscore the critical role of leadership engagement,

comprehensive sustainability literacy, systematic impact assessment, and practical operational

changes in successfully integrating ESG principles into business practices. The insights provided

by the interviewees highlight the complexity and multifaceted nature of this integration, requiring

a strategic, inclusive, and well-resourced approach.

Discussion

This thesis takes a unique approach to exploring how decision-makers and company

leaders can effectively leverage the CSRD. It provides a comprehensive understanding of

sustainability reporting and the CSRD's role in promoting transparent disclosure of

sustainability issues by corporations. While the study builds on existing research methods, the

author recognises the scarcity of knowledge about CSRD and fills this gap through

semi-structured interviews. The methodology and findings of these interviews are presented,

and the implications of these unique findings are discussed. Additional themes not related to

the research question were identified, including the limitations of the CSRD, the political

factors currently influencing the CSRD, and the political factors that the CSRD will influence.

Understanding CSRD

This study set out with the aim of assessing how organisational leaders and

decision-makers can leverage the CSRD for their companies to become sustainable business
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models. In order to leverage the framework, it is important to gain an understanding of the

CSRD, as it was noted in the results and the literature review that knowledge by organisational

leaders allows for the effective implementation of sustainability strategies (Câmara & Morais,

2022; Lecha et al., 2023). The interviewees identified the CSRD to be a comprehensive law

established by the European Union and national levels. It mandates company reporting of ESG

and sustainability matters for organisations on IROs and assurance, leading to wider

accountability and sustainability reporting development.

This study found that the purpose of the CSRD has varying interpretations, which

highlights the expansiveness of the topics and goals addressed by the directive (Hummel &

Jobst, 2024). It was argued that the purpose of the CSRD was to allow companies to become

reflective of their organisational practice and to have transparency in decision-making by both

internal and external stakeholders. The responses of the interviewees highlight the relation

between CSRD and double-materiality and view the purpose of the CSRD with double

materiality in mind. It was further iterated that the transparency will also allow companies to

bring forth their strategies and IROs regarding sustainability, which is crucial for investors to

make the right decisions about where to place their money. Lastly, the CSRD was unanimously

seen as an identification strategy for industries that were heavy in pollution or carbon

emissions to begin to identify their societal role.

The results of this study also identified multifaceted expectations of the CSRD by

industry experts. These included companies being able to concentrate on their most impactful

areas as due to the double materiality assessment. This was also corroborated in the literature
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by Hummel and Jobst (2024) and Figure 3, as the DMA depicted in Figure 3 is situated in the

first step of data collection and classification in Figure 4. Another important finding is that the

CSRD will foster a growing body of robust, reliable evidence, facilitating company rankings

and comparisons due to its mandatory nature, which was mentioned as a necessity in the

sustainability reporting by Frade and Froumouth (2022). However, there were some

reservations about the future of CSRD as it was raised that the CSRD could become an

unrealistic bubble where the immense investment in compliance may yield little proportional

benefits. This notion enriched the understanding of the CSRD as it provided a nuanced

understanding of the CSRD. It was further argued that the challenge lies in ensuring that “the

benefits and outcomes of the CSRD outweigh the costs”, which implies balancing necessary

investments and genuine progress towards sustainable business.

In regards to answering the main aim of the research question, which was how

decision-makers can leverage CSRD, the following key strategies were identified.

Tone at the Top

Perhaps the most interesting finding was the "tone at the top," which reiterated the

importance of commitment from top leadership and broad involvement from internal and

external stakeholders in the sustainability effort. In an era marked by climate, humanitarian, and

economic crises, an interesting finding was that we are in a pivotal time for businesses to

provide solutions that do not harm society. Therefore, it was urged that decision-makers identify

sustainability as a financial risk and a core purpose that drives innovation and long-term value
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creation.

The study identified that CSRD forces decision-makers and industry leaders to set the

precedence for responsible behaviour within the organisation. This behaviour will, in turn,

influence decision-makers choices to make their businesses more sustainable. This is because of

the mandated need to discuss sustainability topics at the highest levels of these organisations.

When comparing this finding to Figure 4, we see that the governance, strategy and business

model are inputs for the final output of the sustainability report (Hummel & Jobst, 2024). This

was identified as required data, which will mandate the kind of evidence and conversations.

The research reiterates that boards now bear the responsibility of considering external

impacts as part of their duties, a shift brought about by the CSRD. This positions boards as

'guardians' and advocates for the socio-ecological systems that businesses rely on. The study

also advocates for an inclusive approach, where leadership is receptive to suggestions from

within the organisation, fostering a culture of continuous improvement and responsible

behaviour. This entails the formulation of policies, procedures, and controls that facilitate

practical changes across the organisation, from upgrading production machinery to raising

employee awareness of their environmental impact.

The investigation found that decision-makers and board members must actively engage

with and communicate the importance of sustainability, ensuring it is integrated into the

company's strategy and operations, with emphasis being placed on the practical aspects of CSRD
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in improving ESG performance, such as identifying operational levers to reduce energy

consumption.

Strategy Setting

The notion of the tone at the top was rooted in the responsible behaviour of

decision-makers. The behaviour of these leaders has been identified as crucial for implementing

strategies for sustainability advancements in the organisation or company. An essential result

stated that the DMA is intended to integrate ESG sustainability considerations into corporate

strategy at the board level, driving companies to embed sustainability into all aspects of their

operations. Board validation of DMA outcomes and integrating these findings into strategic and

performance management discussions was identified as the cornerstone of how decision-makers

can leverage CSRD. Effective CSRD and DMA implementation requires businesses to address

measurement gaps and develop action plans, directing investments to the highest impact and

risk area explicitly stated in the EFRAG implementation guide. Organisational leaders and

decision-makers can also leverage it.

Transition planning was identified as offering practical assistance for companies looking

to implement double materiality principles in their sustainability reporting practices. It was

suggested that decision-makers could identify best practices, tools, or frameworks to identify and

assess material IROs, such as developing an ''impact algorithm'' as a practical tool for companies

to systematically evaluate and mitigate their effects. The study unravelled the interconnectedness

of the various sustainability frameworks by identifying the alignment of business activities with
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the SDGs and developing audit checklists similar to those used by pilots to streamline sustainable

decision-making. The SDGs were noted as a global framework that can guide companies and

considerable multinationals in aligning their strategies with global sustainability targets.

The study underscored the two-way influence between materiality assessments and board

decision-making, which can be leveraged by decision-makers as a strategy tool. This dynamic is

pivotal for aligning materiality with the mission of the organisation. However, it was highlighted

that assessing materiality is a complex process involving short-term, medium-term, and long-term

evaluations across different stakeholders. The significance of stakeholder dialogue as a critical

input, alongside board strategy and mission, is consistent with that of the EFRAG (see Figure 3)

and the research study. The cyclical relationship where strategy setting informs DMA and vice

versa was identified as a point of leverage. The research study further supports these

observations. While strategies are typically set for the long term and revisited periodically, the

DMA should be maintained continuously, with thorough reassessments occurring when strategic

changes are made. This ongoing process ensures that sustainability considerations remain aligned

with corporate objectives over time.

Regarding the successful implementation of the CSRD, this study found value in starting with

quick wins, such as improving energy efficiency and employee well-being, before building a

more comprehensive sustainability strategy. It was further noted that companies in countries with

smaller listings and smaller market maturity, like Estonia, can utilise such a strategy to mobilise

the traction of sustainability reporting. It was advised that SMEs in smaller markets should not be
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discouraged by their governments' inactions with legislation to begin reporting, as they can start

small and gradually expand their sustainability efforts and work their way up.

Executive Knowledge

Câmara and Morais (2022), have identified increased sustainability education as a way for

boards to assume a more entrepreneurial role and support the fundamental transformation of

business models rather than mitigate ESG impacts. The results of this study corroborated the

literature of Câmara & Morais (2022), as it was emphasised that company leaders, particularly at

the C-suite level, must be deeply engaged in ESG initiatives. Perhaps the most interesting finding

of this theme is that the lack of knowledge and understanding of the CSRD among many business

leaders needs to be addressed, stressing the importance of comprehensive sustainability literacy

across all departments. It was reported that for effective ESG implementation, tasks should be

clearly defined, adequately resourced, and championed by top management, referring back to the

tone at the top. The results also underscored the necessity of dedicated project managers to

communicate with internal stakeholders and ensure thorough ESG integration. The study also

highlighted the need for non-executive board members to enhance their sustainability literacy to

ensure accurate interpretation of sustainability data.

Limitation of research

The limitations of this study were identified as follows. Interview question 3 should have

been phrased differently to address companies instead of the general field of sustainability
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reporting regarding the impacts the CSRD has made thus far. As a result of this misphrasing,

question 3 was not viable in answering my research question and had to be cut. In the future, the

interview questions should be more specific to the research questions. Additionally, the

interviewee sample is a convenience sample, which can lead to biases. One of the possible biases

in this case is that all the interviewees are from only 3 different countries, namely Estonia, the

Netherlands and the UK, and therefore are not representative of the entirety of European

countries that use the CSRD. Due to the time constraints of the study, it was difficult to cover the

CSRD and therefore, more research is needed to provide more insights.

Future outlooks

During the research study, besides the aim of the research question, there was a recurring

theme of possible CSRD limitations that needed to be covered by the scope of my research

questions. As my research question in this paper aims to understand how decision-makers could

leverage the CSRD to improve sustainability in their companies and organisations, the paper

could not explore this. Future research can focus on the limitations of the CSRD, as seen in the

grey coding in the appendices. Another proposal could investigate how CSRD has changed the

sustainability landscape. The brown coding in the transcripts can be used as a prompt to spark

further research. Lastly, CSRD is a new directive, and we are in its infancy; additional research is

required to determine whether this directive is going to efficiently achieve its goals.
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Conclusion

This paper aimed to uncover how organisational leaders and decision-makers can leverage

the CSRD for their companies to become sustainable businesses.

The study found that the tone at the top was crucial for the successful implementation of

the CSRD. Decision-makers need to position themselves as the initiators of sustainable practices.

Strategy setting was seen as a crucial way in which these implementations could be done. The

nature of the DMA ensures that companies can identify topics that will be implemented in their

strategy. Additionally, the knowledge which decision-makers have regarding CSRD and

sustainability reporting, needs to be sufficient enough for them to make the necessary decisions to

make their businesses sustainable.

The findings of this research are significant as the first year of reporting begins next year

in 2025 and so it allows academia as well as decision-makers with insights as to how they can

fully engage with the CSRD. We can only know the full potential of CSRD after years of its use

and how it has changed organisations. Recommendations for further research include

investigating how the CSRD has changed the reporting world and the limitations of the Directive.
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