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Limited review of sustainability reports becoming
mandatory soon 1/3/24
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To get ready for implementation of the Corporate Sustainability Reporting Directive (CSRD), in this article
we are looking for the answers to why an external review of sustainability reports is necessary, what
review procedures are expected, and how we can prepare ourselves for this change.

The first and foremost compliance reason is that an external review is directly mandated by legislation. For
example, the CSRD states that companies must obtain a statement confirming the reliability of
sustainability details they report.

While this is not mandatory as yet, many companies choose to assure the quality of their sustainability
reports and the reliability of disclosures by voluntarily engaging a certified auditor to carry out an
independent review of sustainability reports. Many companies are preparing their sustainability reports to
the Global Reporting Initiative’'s standards, which emphasise the best practice of engaging an auditor to
obtain an external assurance that the sustainability reports are up to the standard, making compliant
companies more attractive and reliable in the eyes of investors, for instance.

Secondly, a review of your sustainability report may also be necessary if your company is part of the
supply chain of a large multinational enterprise that is required to report on its sustainability performance
along with an external assurance of data reliability in the form of a conclusion or an opinion.

Such an assurance document may have to be filed along with specific sustainability data or a full
sustainability report if your company wishes to start doing business with a large multinational enterprise
(to sell your goods or services) and one of the applicant screening criteria is to present the requested
information with an auditor’s assurance.

We can see that an external review of sustainability reports is no news, yet the upcoming legislation will
make it mandatory, as well as more thorough and serious - the bar set for information quality will certainly
be higher.

There are two types of reviews, and auditors will issue two different assurance documents on sustainability
reports: a reasonable assurance opinion or a limited assurance conclusion.

A reasonable assurance engagement involves findings being expressed as positive assertions that the
auditor has gained a reasonable assurance of the item under review and it is (or is not) compliant in all
material respects, as well as giving a true and fair view according to the reporting criteria.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022L2464
http://www.globalreporting.org/

A limited assurance engagement means that based on the procedures carried out, the auditor finds that no
matters have come to his attention that cause him to believe that the item under review (the sustainability
report in this case) has not been prepared, in all material respects, in accordance with the reporting
criteria.

Limited assurance reviews will be required in the early years after the legislation takes effect requiring
mandatory reviews of sustainability reports, so in this article we focus on limited assurance reviews. Later
years will see a transition to reasonable assurance, moving reviews of sustainability reports closer to how
financial statements are being audited. This transition needs appropriate auditing standards, which are
being developed, but it will be several years before they come into force.

A review of the sustainability report can be split into four key stages: choosing an auditor, planning the
review, running the procedures, and presenting the final conclusion or opinion.

Choosing an auditor

The process is most efficient if your sustainability report is audited by the same certified auditor company
that audits your financial statements, because otherwise two different reviews included in one document
are more difficult to plan, which can lead to longer time frames, extra costs and various procedural issues
(e.g. the same questions coming from different auditors and a higher probability that your sustainability
report will not be consistent with your financial statements).

Planning the review

This is the invisible part of the iceberg for the company, as it takes a fairly long time at the auditor’s end,
with the company being audited spending much less time on it. The auditor will study the company, its
strategy and goals, as well as the process of preparing the sustainability report. Based on the information
gathered, risks will be assessed and a procedural plan will be drawn up. The auditor estimates what
materiality levels will be used for assessing the quantitative information included in the report.

Running the procedures

Once the plan has been developed and a draft sustainability report (a near-ready version) is available, the
auditor can start the review procedures and the testing of internal controls. Dates on which the review will
take place are normally defined in the audit services agreement (including a schedule with dates for giving
information).

There are two key procedures where the auditor (1) assesses how disclosures in the sustainability report
comply with the standard and (2) examines the information and data disclosed. It's worth noting that the
methodology used should be reasonably transparent. This means that if, for example, a specific ratio is
calculated, then theoretically you should include or describe the calculation formula so the reader is able
to recalculate it.

The review process takes 6-8 weeks on average (requesting documents, interviews, data analysis, etc).
You should take this into account when planning your resources and time.

Presenting the final conclusion or opinion

The sustainability report, which will in fact be part of the management report within the financial
statements, must be approved by the company’s board (and council if there is one). Before the auditor can
issue a signed conclusion or opinion to the management, as with financial statements, the auditor must be



provided with a letter of responsibility signed by the management where they confirm that the report is
free from material misstatement and that the management has disclosed information on all material facts
and circumstances capable of affecting the company’s business and has provided access to all the
information requested by the auditor.

Information contained in the independent auditor’s limited assurance

conclusion on the sustainability report 7/
My,

S EEL R ELGHELGES We have assessed the qualitative and quantitative information disclosed in the sustainability report for 20XX according to the XX standard
reporting criteri ("selected information"). We have assessed the selected information according to the XX standard (“reporting criteria”).

N

nagement Management is responsible for developing internal controls, methods and guidelines, for preparing, assessing and reporting the selected
information in line with the reporting criteria, and for its accuracy, completeness and presentation.

o The auditor is responsible for planning and carrying out the review, for drawing independent conclusions based on the procedures performed
responsibility . . i . .

and evidence obtained, and for providing those conclusions to the company's management.
Auditor independence and

) This section lists the independence requirements and other ethical requirements the auditor adheres to and the quality standards he applies.
quality control

This section lists procedures the auditor has performed to verify that the selected information is free from material misstatement — interviews,
process assessments, data comparisons with internal documentation and financial information, assessment of how the information included
in the report complies with the reporting criteria, etc.

Summary of procedures
performed

Reporting and Under the reporting criteria, there are a number of different yet acceptable measurement and reporting methods. The selected information is
measurement to be read in the light of methodology used by the management, as described in the 20XX sustainability report and for which the company is
methodologies fully responsible.

. Based on our review, no matters have come to our attention that cause us to believe that the 20XX sustainability report has not been
Conclusion ; . . . N -
prepared, in all material respects, in accordance with the reporting criteria.

Restriction on use and This report, including the conclusion, has been prepared solely for the company’s management to help it carry out its obligation to report on
distribution the company’s sustainability activities. We permit this report to be included in the sustainability report for 20XX to be published...

How to prepare for a review of your sustainability report

Finally, we encourage you to read questions your company should answer to be ready for a review of its
sustainability report:

1. What is the process for preparing, assessing and reporting the information included in your
sustainability report?

2. What internal controls has your company set up with respect to drawing up your sustainability
report?

3. What information systems, tools and primary sources is your company using for capturing,
aggregating and reviewing the quantitative information included in its sustainability report?

4. Has your company used or relied on any data or information prepared by a third party in
drawing up your sustainability report?

5. How do you ensure that the information included in your sustainability report is accurate and
complete?

6. Which employee(s) is/are responsible for doing the activities mentioned in questions 2 and 57

7. What is the process for identifying your company’s material sustainability aspects? Is it
documented?

8. What is the role of your top management in drawing up your sustainability report?

This article has been written as an add-on to PwC ESG Academy’s new series of webinars, Module 5,
“Drawing up a sustainability report and an external review (audit)”. If you want to learn more about
sustainability topics, feel free to apply for webinar recordings here.
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