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Abstract: Environment, Social and Governance (ESG) related regulations 
such as the Non-Financial Reporting Directive (NFRD) or the upcoming Tax-
onomy Regulation of the European Union (EU) combined with the Corporate 
Sustainability Reporting Directive (CSRD) had and will have a lasting impact 
on various market participants including small and medium-sized enterpris-
es (SMEs). Among these market participants, SMEs face difficulties in comply-
ing with sustainability reporting due to limited resources and the absence of 
SME-specific guidelines. To address this issue, a framework for SME sustain-
ability reporting in the EU is proposed in this study. The framework consists 
of a seven-step process that helps companies and stakeholders prioritize rele-
vant sustainability topics. The proposed framework is easy to implement and 
cost-effective, considering the unique characteristics and capabilities of SMEs. 
The study targets managing directors and decision-makers of German SMEs 
to assist them in preparing their sustainability reports. The minimum content 
elements for SME sustainability reporting include general disclosures, climate 
change, own workforce, and materiality assessment. The European Financial 
Reporting Advisory Group (EFRAG) plans to provide a digital questionnaire for 
SMEs to gather the necessary information. Proactive sustainability reporting 
can help SMEs improve stakeholder relations and optimize their internal pro-
cesses, leading to competitive advantages and cost savings. However, it is im-
portant to note that authenticity, high quality, and transparency in disclos-
ing sustainability aspects are crucial to avoid reputational damage resulting 
from greenwashing.
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1.	 INTRODUCTION

Over the past two decades, the importance of sustainability and reporting on it has grown 
significantly. Nowadays, people and businesses are increasingly aware of the need to com-

bat climate change and to behave ethically when interacting with communities, customers, sup-
pliers, and employees. Although the United Nations (UN) defined sustainability in 1987, it was 
not until almost thirty years later, with the creation of the 2030 Agenda for Sustainable Devel-
opment and the 17 Sustainable Development Goals (SDGs) and 169 targets in the 2015 Paris 
Agreement, that the importance of sustainability became widely recognized. Sustainability has 
become a buzzword for many eco-friendly concepts and corporate responsibility. However, for 
investors and capital markets, the preferred term is ESG, which stands for Environment, Social, 
and Governance. ESG reports show the risks a company faces and how the company addresses 
them to sustainably act and generate long-term financial returns. Unfortunately, the information 
provided is sometimes difficult to follow for stakeholders due to various ESG reporting stand-
ards and frameworks, as well as non-mandatory reporting regimes. For companies, the high 
cost of data collection and additional reporting is a significant concern. Nevertheless, effective 
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ESG data management and sustainability reporting are essential for complying with the exist-
ing Non-Financial Reporting Directive (NFRD) and the upcoming European Taxonomy com-
bined with the Corporate Sustainability Reporting Directive (CSRD) in 2024.

This research delves into the current state of mandatory and voluntary sustainability reporting, 
particularly in the European Union (EU) where the relevant laws are still in their rudimenta-
ry stages. The main objective of this study is to assist SMEs in establishing sustainable report-
ing structures and collecting data on sustainability-related key performance indicators (KPIs). To 
achieve this, a proposal was developed that encompasses the most critical components of non-fi-
nancial reporting in SMEs, and a recommended procedure for data collection. The proposal con-
siders the characteristics and capabilities of SMEs and focuses on a practical, cost-effective, and 
straightforward implementation, given the limited resources available to SMEs for this purpose.

In the following, section 2 provides the background on sustainability reporting regulations. 
Next, section 3 describes the data and methodology, while the discussion of the empirical re-
sults follows in section 4. Section 5 concludes the paper.

2.	 REGULATORY BACKGROUND AND LITERATURE REVIEW

In the scientific literature, no unified, globally accepted definition of sustainability reporting 
is provided (Dilling, 2010). This following definition is considered one of the most influential 
ones (Steinhöfel et al., 2019) and describes sustainability reporting as “the practice of compa-
nies disclosing the most significant economic, environmental and social impacts that arise from 
their corporate activities, and thereby being held accountable for these impacts and responsible 
for managing them” (MovingWorlds, n.d.). Usually, sustainability reporting serves as an exten-
sion of financial reporting that addresses topics such as the development of the company and its 
future viability (Auer et al., 2022).

The prerequisite for a company to obtain the relevant data and information is its sustainability 
management. In this context, the principle of materiality applies, which is of central importance in 
financial reporting (Harrison, 2018). This principle states that all facts that are relevant to a stake-
holder’s decision must be included in the sustainability report. Therefore, a materiality analysis is 
often carried out. This strategic tool facilitates the identification and prioritization of the sustain-
ability issues that are relevant for a certain company and its stakeholders. The creation of a set of 
sustainability-related KPIs helps organizations and stakeholders to measure and evaluate the sus-
tainability success of a company. The results can be used to derive appropriate measures for the 
sustainability management of the company (Auer et al., 2022). This approach is a valuable aid to 
internal decision-making processes and can add significant value to the non-financial corporate 
communications with a company’s stakeholders (Meutia et al., 2021; Oprean-Stan et al., 2020).

According to the CSRD which took effect in January 2023, mandatory sustainability reporting 
applies to certain companies in the EU according to European standards. The aim of the CSRD 
is that companies disclose information on opportunities and risks relating to sustainability truth-
fully and transparently (Baumüller et al., 2022). Currently, a project task force of the European Fi-
nancial Reporting Advisory Group (PTS-EFRAG) is developing a mandatory cross-industry Eu-
ropean Single Reporting Standard (ESRS) to obtain uniform data and ensure standardization of 
sustainability reports. The intention is to make the data comparable, to regulate the scope for in-
terpretation of the reports, and thus to promote the transformation to a more sustainable economy 
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(Bassen et al., 2023). By 31 October 2023, sector-specific standards and separate reporting stand-
ards for SMEs are expected to be published, which should consider the capacities and characteris-
tics of SMEs (European Commission, 2022). With the new CSRD, almost 50,000 companies are 
required to report instead of around 11,700 companies previously following the NFRD (Rinke & 
Messner, 2022). Moreover, all non-EU companies with substantial activity in the EU (with a turn-
over above 150 million euros in the EU) that have at least one subsidiary (large or listed) or branch 
(net turnover of more than 40 million euros) in the EU will be affected by the CSRD. 

Only listed SMEs are obliged to report on sustainability from January 2026 according to the 
CSRD. In compliance with the new CSRD (Directive [EU] 2022/2464) and the ESRS, sustaina-
bility reporting will henceforth have to be included in a separate section of the company’s man-
agement report. This dedicated section where material sustainability-related information will be 
presented is called a sustainability statement (EFRAG, 2022a). Furthermore, all companies con-
cerned are obliged to have their sustainability information audited by an external organization. 
The audit is initially carried out with limited assurance and will be extended to reasonable assur-
ance over time. All non-listed SMEs are consequently not required to report but can voluntarily 
publish sustainability reports. Nevertheless, it should be mentioned that SMEs may be forced to 
sustainability reporting by financial institutions and significant clients in their value chain sim-
ply requiring more information (Gorgels et al., 2022). According to the CSRD, the ESRS are bind-
ing EU standards for sustainability reporting. The final draft for cross-sector reporting standards 
from EFRAG which is responsible for developing the ESRS was submitted to the European Com-
mission on 23 November 2022. The EU Commission is currently consulting the EU bodies and 
the member states on the draft standards (EFRAG, 2022b). The first set of ESRS is based on the 
requirements of the CSRD and comprises twelve standards (EFRAG, 2022a). 

Figure 1. Overview of the Content Elements of the First Set of ESRS Drafts
Source: Own illustration based on EFRAG, 2022a

Figure 1 provides an overview of the topics covered in the first draft of the ESRS. ESRS 1 Gen-
eral Requirements sets general principles that must be applied when reporting and does not it-
self set specific disclosure requirements. ESRS 2 General Disclosures specifies essential infor-
mation that must be disclosed irrespective of which sustainability matter is being considered. 
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Then the topical standards follow according to the ESG classification (EFRAG, 2022a). The 
content requirements of the ESRS highlight that the application of double materiality is a cen-
tral element of the ESRS, which is mandatory for all affected companies. This means that the 
company’s positive and negative impacts on the people and the environment (impact materiali-
ty) as well as the impacts of the people and the environment on the company’s economic situa-
tion (financial materiality) must be reported (EFRAG, 2022a). 

3.	 DATA AND METHODOLOGY

The literature review allows us to identify the current sustainability reporting requirements for 
SMEs, while the empirical content analysis (Mayring (2022)) helps to examine common report-
ing patterns of SMEs. For the latter, the ten best sustainable reports from German SMEs ac-
cording to the study of the Institute for Ecological Economy Research and the business network 
Future were taken for an in-depth analysis (Figure 2).

Figure 2. List of the 10 best sustainable reports from German SMEs
Source: Own illustration

4.	 RESULTS

This study proposes a framework for SME sustainability reporting based on an analysis of ex-
isting sustainability reports from SMEs as well as the legal requirements under the CSRD and 
ESRS. The aim is to provide comprehensive recommendations for SME sustainability reporting 
that is both simple and cost-effective. The proposed minimum content elements for SME sustain-
ability reporting are based on the current SME-specific standards issued by EFRAG, which con-
sider the unique capacities and characteristics of SMEs. These standards represent a simplified 
version of ESRS for large corporations. According to this study, the minimum content elements 
for SME sustainability reporting consist of two main components, as illustrated in Figure 3. The 
SME-specific ESRS are expected to be published by EFRAG no later than 31 October 2023.

Based on Figure 3, SME sustainability reporting has two main content-related elements. The 
first element is mandatory requirements, which include General Disclosures, as well as Climate 
Change and Own Workforce. SMEs are required to disclose their policies, actions, targets, and 
metrics related to these requirements. However, the available mandatory KPIs for Own Work-
force only relate to organizations employing more than 250 people (EFRAG, 2023b).
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Figure 3. Content List of All Topics for SME Sustainability Reporting
Source: Own illustration based on EFRAG, 2023b

The second element is the results of the materiality assessment. Through this process, SMEs pri-
oritize and identify the relevant topics to their stakeholders and themselves from the list of topical 
standards. All material topics, including their associated policies, actions, and targets, must be in-
cluded in the company’s sustainability statement. If a topic is deemed not material, the company 
must explain the reason for this. Metrics are treated differently. If a topic is material but the met-
ric is not, then the company can omit this information. Every SME must address Climate Change, 
but not all SMEs are required to report on Pollution. If Pollution is deemed relevant according to 
the materiality analysis, then the affected company must report on it, including its policies, ac-
tions, targets, and metrics are also material. However, if Pollution is not considered a material top-
ic, then the company only needs to provide a brief explanation as to why the issue is not relevant 
to the company. These elements represent the minimum standards for non-financial reporting by 
SMEs. They serve as a preliminary orientation, especially for listed SMEs required to report on 
sustainability from January 2026, to know what is expected under the CSRD. This enables the af-
fected SMEs to start preparing for sustainability reporting as soon as possible. EFRAG plans to 
provide a digital questionnaire for SMEs to indicate the required information.

Recommended Procedure for the Materiality Assessment Process. To ensure simple, reliable, 
and cost-effective determination of sustainability indicators for SMEs, we recommend the following 
approach. The process begins with a materiality analysis as shown in Figure 4 below. This analy-
sis should be conducted as early as possible to allow sufficient time for compliance with regulations 
and capture all material issues and stakeholder interests. The approach consists of seven steps. First, 
identify the company’s affected stakeholders. Second, prepare a list of material sustainability-related 
impacts, risks, and opportunities using various approaches or a combination of them. SMEs should 
evaluate which approach to take based on their available resources. However, involving stakehold-
ers is recommended based on empirical results. Third, cluster the identified topics. Fourth, evaluate 
the material topics considering the stakeholders (question 1), the company’s management (question 
2), and the sustainability team (question 3) if it exists. A materiality matrix provides a quick over-
view of all material issues and should be used to present the results of the materiality analysis (fifth 
step). In the sixth step, conduct a management review. Lastly, integrate the findings into the corpo-
rate strategy by creating a sustainability program with policies, actions, targets, and metrics. It is es-
sential to note that the materiality analysis is an ongoing process and should be regularly reviewed 
and adapted if necessary to ensure that company-specific material issues remain up to date.
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Figure 4. Procedure of the Materiality Assessment Process
Source: Own illustration

Once this process has been carried out, it only needs to be adjusted annually. The most re-
source-intensive part of sustainability reporting takes place in the first year. Suitable sustaina-
bility indicators must be defined to monitor the effectiveness of the measures determined in the 
sustainability program and achieve the set targets. Finally, the costs are amortized, and compet-
itive advantages are generated. In the following paragraphs, we briefly explain the identification 
of sustainability indicators in the areas of Climate Change and Own Workforce because they com-
prise the mandatory disclosures. 

Figure 5. Recommended Reporting Table for GHG emissions Scope 1 and 2
Source: EFRAG, 2023a
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The figures for energy consumption and production can be gathered from the utility bill. A clear 
representation showing the energy consumption in pie charts could resemble the following:

Figure 6. Recommended representation of Energy Consumption and Mix
Source: EFRAG, 2023a

Own Workforce Indicators. The data for a company’s workforce can be obtained from its ERP 
system. It is often helpful to seek assistance from external sources such as consulting firms, 
chambers of trade and commerce, or software tools like KlimAktiv. Based on empirical find-
ings, various approaches can be adopted for preparing the sustainability statement, from out-
sourcing the entire process to only designing parts of it through agencies. SMEs should be 
aware that errors discovered by auditors could be more expensive than seeking external advice 
beforehand. Therefore, it is up to each SME to decide which approach is suitable, based on their 
available resources. It is also recommended to establish a sustainability team within the compa-
ny that tracks current legal requirements, prepares the annual sustainability statement, and col-
laborates with other departments to coordinate sustainability actions. It is crucial to note that 
sustainability management is a collaborative effort that should involve all departments. 

In summary, it is highly recommended that SMEs strategically use sustainability reporting to 
gain various benefits. This involves disclosing information related to sustainability, which can 
make firms feel vulnerable due to the sensitive nature of the information. However, it is impor-
tant to be authentic and transparent towards stakeholders to avoid any reputational damage. To 
address this issue, adopting a holistic approach to sustainability reporting and integrating sus-
tainability into the company’s business model is crucial. In the long run, SMEs can achieve 
competitive advantages, as well as improve efficiency and stakeholder relations. 

5.	 CONCLUSION

The goal of this study is to assist German SMEs in sustainability reporting and identifying sus-
tainability-related key performance indicators by proposing a framework for SME sustainabil-
ity reporting at the EU level. The main focus of the study was to create an easy-to-implement 
and cost-effective approach to sustainability reporting that caters to the unique characteristics 
and capabilities of SMEs. Moreover, the proposed framework includes a seven-step process to 
determine and prioritize the relevant sustainability topics for a company and its stakeholders.
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The results of this study have significant implications for SMEs. By engaging in proactive sus-
tainability reporting, SMEs can gain a competitive edge and reduce costs through enhanced stake-
holder relationships and streamlined internal processes. SMEs can use the proposed framework as 
a guide to develop their sustainability reporting practices. As the study highlights, the minimum 
requirements for SME sustainability reporting consist of the mandatory elements under the Cor-
porate Sustainability Reporting Directive (CSRD) and the outcomes of the materiality assessment.
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