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GENIS OZET

Tiirk Sirketler Hukuku Kapsaminda Siirdiiriilebilirlik Yiikiimliliikleri
Sonmez, Cansu
Yiiksek Lisans Tezi, Ozel Hukuk Anabilim Dali
Dr. Ogr. Uyesi Meltem Karatepe Kaya
Aralik 2024

Bu tez, stirdiirtilebilirlik kavraminin Tirkiye'deki hukuki diizenlemeler tizerindeki
etkisini, gevresel, sosyal ve ekonomik boyutlariyla ele almaktadir. Calismada,
surdirtlebilirligin uluslararasi ve ulusal hukuk cercevesinde nasil sekillendigi ve bu
cercevenin Tiirkiye'nin mevcut yasal altyapisina nasil entegre edildigi analiz
edilmektedir. Ozellikle Tiirk Ticaret Kanunu (TTK) ve Sermaye Piyasasi Kanunu
(SPK) gibi diizenlemeler tizerinden kurumsal yonetim ilkeleri ve ESG (gevresel,
sosyal ve yonetisim) kriterlerinin hukuki dayanaklar: incelenmistir. Bunun yani sira
Tirkiye'nin uluslararasi ¢evresel taahhiitleri ve stirdiirtilebilirlik konusundaki yasal
uyumu, kalkinma planlar1 ve kurumsal politikalar baglaminda degerlendirilmistir.

Siirdiiriilebilirlik kavrami, uluslararasi hukukta ilk olarak 1987 tarihli Brundtland
Raporu ile tammmlanmistir. Rapor, cevre, ekonomi ve toplum dengelerini koruyan bir
kalkinma modelini 6nerirken, Kyoto Protokolii ve Paris Anlasmasi gibi uluslararas:
sozlesmeler, iklim degisikligiyle miicadelede ©¢nemli bir hukuki zemin
olusturmustur. Paris Anlasmasi, kiiresel sicaklik artisin1 2°C’nin altinda tutmayi
hedefleyen bir cerceve sunarken, Avrupa Birligi'nin Kurumsal Stirdiiriilebilirlik
Raporlama Direktifi (CSRD) ve Kurumsal Siirdiiriilebilirlik Ozen Yiikiimliltigii
Direktifi (CSDDD), sirketlerin cevresel ve sosyal etkilerini raporlamasini zorunlu
kilarak, hukuki baglayiciligr artirmistir. Tiirkiye’de ise 1982 Anayasasinin 56.
maddesi, saglikli bir ¢evrede yasama hakkini anayasal giivence altina alarak gevre
koruma politikalarinin temelini olusturmustur. Ancak surdirulebilirlik ilkesi bu
diizenlemelerde dolayli olarak yer almakta, uygulamada daha kapsaml
dtizenlemelere ihtiyac duyulmaktadir.

Turk Ticaret Kanunu, kurumsal yonetim ilkelerini benimseyen sirketlerin,
surdiirtlebilirlik kriterlerini is stireclerine entegre etmeleri icin bir hukuki altyapi
sunmaktadir. 6102 sayili TTK, sirketlerin seffaflik, hesap verebilirlik ve paydas
yonetimini esas alarak cevresel ve sosyal konulari daha goriintir kilmasmi
saglamaktadir. Yonetim kurulu diizeyinde alinan Kkararlar, stirdiirtlebilirlik
stratejilerinin igleyisini dogrudan etkilemektedir. Ornegin, yonetim kurullar1 ESG
kriterlerini benimseyerek cevresel risklerin azaltilmasi ve sosyal adaletin saglanmasi
gibi konularda somut adimlar atabilmektedir. Ayrica TTK'nin bagimsiz denetim ve



raporlama mekanizmalari, sirketlerin stirdiirtilebilirlik performansini 6lgmelerine ve
paydaslarla seffaf bir sekilde paylasmalarma olanak tanimaktadir.

6362 Sayili Sermaye Piyasas1 Kanunu, stirdurilebilirlik politikalarinin sermaye
piyasalarina entegrasyonunda kilit bir rol oynamaktadir. SPK'nin yaymnladig:
“Stirdirtilebilirlik Tlkeleri Uyum Cergevesi,” halka agik sirketlerin sosyal, cevresel ve
yonetisim konularinda raporlama yapmalarini zorunlu hale getirmistir. Bu cergeve,
sirketlerin iklim degisikligi, enerji tiiketimi, insan haklar1 ve gesitlilik gibi konularda
olctilebilir hedefler belirlemesini saglamaktadir. Ayrica, ESG raporlamasi yatirimcilar
acgisindan giderek daha biiyiik bir oneme sahip olmakta ve sermaye piyasalarinda
surdiirtlebilirlik uygulamalarinin  yayginlasmasina katki sunmaktadir. SPK
dtizenlemeleri, cevresel etkilerin yani sira sosyal sorumluluk politikalarinin sirket
stratejilerine dahil edilmesini tesvik ederek uzun vadeli ekonomik faydalar
saglamaktadir.

Kurumsal stirdiirtilebilirlik raporlamasi, sirketlerin gevresel, sosyal ve yonetisim
(ESG) konularindaki performansini 6lgmesi ve seffaf bir sekilde kamuya sunmasi igin
onemli bir aractir. Bu baglamda, siirdiriilebilirlik raporlama standartlar1 ve
inisiyatifleri, sirketlerin ~ performanslarini  degerlendirmelerinde  rehberlik
sunmaktadir. En yaygin kullamilan raporlama cerceveleri arasinda Kiiresel
Raporlama Girisimi (GRI), Karbon Saydamlik Projesi (CDP), Siirdiirtilebilirlik
Mubhasebe Standartlar1 Kurulu (SASB) ve Iklimle iliskili Finansal Agiklamalar Gorev
Gicti (TCFD) yer almaktadir. Bu raporlama standartlari, sirketlerin gevresel etkilerini
Olcmelerini, karbon ayak izlerini azaltici stratejiler gelistirmelerini ve paydaslarla
surdiirtlebilirlik taahhtitlerini agikca paylasmalarini saglamaktadir. Tiirkiye'de de
SPK ve TTK kapsaminda olusturulan diizenlemeler, bu standartlarla uyum icinde
ESG raporlamasinin yayginlasmasina olanak tanimaktadir.

Turkiye'nin stirdtiriilebilirlik politikalarinin  gelisimi, kalkinma planlarinda da
belirgin bir sekilde gorilmektedir. Altinci Bes Yillik Kalkinma Plani, gevresel
stirdiirtilebilirlik kavramina daha fazla vurgu yaparken, Onuncu Kalkinma Plani,
surdtirtilebilir kalkinmay1 temel bir hedef olarak benimsemistir. Onbirinci Kalkinma
Plani ise Birlesmis Milletler Surdiirtilebilir Kalkinma Amaglar: ile uyumlu politikalar
gelistirerek, stirdurtlebilirlik konusunu daha kapsamli bir sekilde ele almistir.
Ancak, kalkinma planlarinda belirtilen hedeflerin uygulamaya gecirilebilmesi igin
hukuki ve kurumsal kapasitenin artirilmasi gerekmektedir. Planlarda belirtilen
cevresel hedeflerin gerceklestirilmesi, enerji, sanayi ve tarim sektorlerinde daha etkin
politikalarin hayata gecirilmesiyle miimkiindiir.

Turkiye, stirdiirtilebilirlik konusundaki uluslararas: taahhiitlerini yerine getirme
cabasi i¢indedir. Paris Anlasmasi’'nin 2021 yilinda onaylanmasi, Tiirkiye'nin iklim
degisikligiyle miicadelede daha aktif bir rol tistlenmesini saglamistir. Ancak, ulusal
katki beyanlarimin daha iddiali hedefler icerecek sekilde revize edilmesi
gerekmektedir. Tirkiye'nin yenilenebilir enerji kullanimini artirma ve sera gazi



emisyonlarmi azaltma konularinda daha somut adimlar atmasi, hem uluslararas:
arenada hem de yerel politikalar acisindan 6nem tasimaktadur.

Sonu¢ olarak, bu tez, stirdurilebilirlik kavraminin Tirkiye'deki hukuki
diizenlemeler tizerindeki etkisini kapsamli bir sekilde analiz ederek, kurumsal
yonetim ilkeleri, uluslararasi taahhiitler ve kalkinma planlar1 baglaminda
degerlendirmektedir. Tiirk Ticaret Kanunu ve Sermaye Piyasast Kanunu, ESG
kriterlerinin is stireclerine entegrasyonunda 6nemli bir arag olarak one ¢ikmaktadir.
Ancak, bu diizenlemelerin daha etkin bir sekilde uygulanabilmesi igin hukuki
denetimlerin ve tesvik mekanizmalarinin guclendirilmesi  gerekmektedir.
Tirkiye'nin uluslararasi stirdiiriilebilirlik politikalarina uyumu, yalmizca gevresel
etkileri azaltmakla kalmayip, ekonomik biiytimeyi destekleyecek ve uluslararasi
rekabet glictinii artiracaktir.

Anahtar Kelimeler: Siirdiirtlebilirlik, Kurumsal Siirdiiriilebilirlik, Kurumsal
Stirdurtlebilirlik Raporlama Direktifi, Turk Hukukunda Stirdiiriilebilirlik, Kurumsal
Stirdiriilebilirlik Ozen Yiikiimliiligii Direktifi
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ABSTRACT

Sustainability Obligations in the Context of Turkish Company Law
Sonmez, Cansu
Master’s Thesis, Department of Private Law
Asst. Prof. Dr. Meltem Karatepe Kaya
December 2024

This thesis explores the integration of sustainability principles into Tirkiye’s
legal framework, focusing primarily on the TCC and the CML. It examines how ESG
criteria are incorporated into corporate governance and reporting practices, reflecting
global trends toward sustainable development. By analyzing national regulations in
the context of international frameworks such as the Paris Agreement, the CSRD, and
the CSDDD, the study evaluates Tiirkiye’s progress and identifies areas requiring
further improvement. Key findings indicate that while Tiirkiye has made significant
strides in promoting sustainability, challenges persist in enforcement and the
practical implementation of ESG principles. For instance, while companies are
required to disclose sustainability-related information, inconsistent reporting
standards and weak oversight hinder the effectiveness of these requirements.
Furthermore, sustainability considerations often remain secondary to economic
priorities, particularly in industries such as energy and manufacturing. The research
also highlights the potential of corporate governance to act as a driver for sustainable
practices. It emphasizes the importance of transparency, accountability, and
stakeholder engagement in fostering sustainability, showing that businesses
adopting ESG-focused strategies can enhance both their market competitiveness and
social responsibility. Additionally, the thesis underscores the need for greater
collaboration among government agencies, private sector actors, and civil society to
create an inclusive and effective sustainability framework. Ultimately, the study
concludes that integrating sustainability into Tiirkiye’s legal, corporate, and policy
frameworks are not only essential for aligning with global standards but also crucial
for addressing national socio-economic and environmental challenges. By
strengthening regulatory mechanisms, harmonizing reporting standards, and
incentivizing sustainable practices, Tiirkiye can advance its sustainability agenda,
enhance its international competitiveness, and contribute to the global effort toward
a sustainable future.

Keywords: Sustainability, Corporate Sustainability, Corporate Sustainability

Reporting Directive, Sustainability in Turkish Law, Corporate Sustainability Due
Diligence Directive
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INTRODUCTION

This thesis investigates the integration of sustainability principles within
Tiirkiye’s legal framework, focusing specifically on the Turkish Commercial Code
(TCC) and the Capital Market Law (CML). The subject of research is grounded in
the growing global emphasis on sustainability, particularly through Environmental,
Social, and Governance (ESG) criteria. These criteria have become central to
corporate governance and are increasingly influencing laws and regulations
worldwide. Tirkiye, as an emerging economy, has taken steps to incorporate
sustainability within its legal and corporate systems, but there remain significant
gaps in how these frameworks operate in practice.

Furthermore, examines how Tiirkiye’s legal regulations, especially the TCC
and CML, address ESG issues and whether they align with international
sustainability frameworks, such as the Paris Agreement, the Corporate Sustainability
Reporting Directive (CSRD), and the Corporate Sustainability Due Diligence
Directive (CSDDD). By exploring the legal obligations placed on Turkish
corporations regarding sustainability reporting and the extent to which these
regulations are enforced, the research aims to understand how effectively Tiirkiye’s
legal system encourages businesses to adopt sustainable practices.

The thesis also addresses how Tiirkiye’s unique socio-political and economic
environment influences the implementation of sustainability laws and how
businesses within different sectors, such as energy, manufacturing, and agriculture,
respond to these regulations. Through this research, the study will provide an in-
depth analysis of the Turkish legal approach to sustainability and offer insights into
the barriers and opportunities for improving the country’s sustainability efforts in the
corporate sector.

AIM AND SCOPE OF THE THESIS

The primary aim of this thesis is to analyze the integration of sustainability
principles into Tiirkiye's legal system, with a focus on the TCC and the CML. The
study aims to assess the extent to which these key pieces of legislation reflect and
promote ESG considerations in corporate governance, decision-making, and
sustainability reporting. By exploring these laws, the research seeks to identify the
legal mechanisms that encourage or hinder the implementation of sustainable
practices within Turkish businesses.

The scope of this thesis extends beyond just a legal analysis; it also includes a
comparative element, examining how Tiirkiye’s legal framework is consistent with
international standards and best practices in sustainability. This includes reviewing
global frameworks such as the CSRD, CSDDD, and the Paris Agreement, and
evaluating how well Tiirkiye has adopted these norms. The thesis will also consider
the economic, social, and environmental dimensions of sustainability, exploring how
these principles are operationalized within Tiirkiye’s legal context and corporate
culture.



Furthermore, the research will delve into the practical challenges faced by
Turkish companies in complying with sustainability laws, particularly in high-impact
sectors such as energy and manufacturing, where the stakes of sustainability are high.

The study will examine whether the legal infrastructure in Tirkiye is
adequate to support long-term sustainable development, or if there are gaps that need
to be addressed. The thesis will also explore the role of enforcement and regulatory
oversight in ensuring that sustainability requirements are met and the potential role
of fiscal incentives and disincentives in promoting corporate responsibility.

PROBLEMS AND KEY RESEARCH QUESTIONS

Despite the increasing importance of sustainability, Tirkiye faces a number of
challenges in fully implementing sustainability principles within its legal system.
These challenges include insufficient enforcement mechanisms, inconsistencies in
regulatory frameworks, and a lack of integration between environmental and social
concerns in corporate law. The key problems addressed in this research include:

e The gaps in regulatory enforcement and the practical challenges of ensuring
corporate compliance with sustainability standards in Tiirkiye.

e The limited impact of the existing legal framework in encouraging companies
to fully integrate ESG criteria into their operations, particularly in sectors
with significant environmental and social impacts.

e The need for better alignment between Turkish legal standards and
international frameworks, such as the CSRD and CSDDD, to ensure that
sustainability practices are harmonized with global norms.

Key research questions guiding this study are:

1. How effectively are ESG principles integrated into the TCC and CML, and
what impact do these laws have on corporate sustainability practices?

2. To what extent do Tiirkiye’s legal frameworks align with international
sustainability frameworks, and what are the key barriers to alignment?

3. What role does corporate governance play in promoting sustainability, and
how can Tirkiye improve its legal and regulatory mechanisms to better
support sustainable business practices?

CONTRIBUTION AND ORIGINALITY OF THESIS

This thesis offers an original contribution to the field of sustainability and law
by providing a detailed analysis of the Turkish legal system's approach to
sustainability, with a particular focus on corporate governance and reporting. While
much research has focused on sustainability frameworks in Western countries, this
study addresses a significant gap in documentation by analyzing the challenges and
opportunities specific to Tiirkiye’s socio-economic and legal context. The research
also makes a significant contribution by providing a critical evaluation of how well
Tirkiye’s laws align with international sustainability standards, particularly the
CSRD and CSDDD, and by identifying areas for improvement.



By combining legal analysis with practical recommendations, this thesis
provides valuable insights for policymakers, legal scholars, and business leaders
seeking to enhance Tiirkiye’s sustainability performance. The findings contribute to
the growing body of documentation on sustainability law and corporate governance,
offering both theoretical and practical perspectives on how legal systems can drive
sustainable development in emerging economies.

THE PLANNED STRUCTURE OF THE RESEARCH

The structure of this thesis has been designed to address the research
objectives systematically and provide a comprehensive analysis of Tiirkiye’s legal
framework for sustainability. The thesis begins with an introduction to the concepts
of sustainability and ESG, establishing the theoretical foundations for the subsequent
analysis. Following the introduction, First Chapter offers an overview of
sustainability as a global concept, exploring its environmental, social, and economic
dimensions and how it relates to corporate governance and legal frameworks. This
chapter sets the stage for understanding the importance of legal integration of
sustainability principles.

Second Chapter focuses on corporate sustainability reporting, analyzing key
international frameworks such as the CSRD and CSDDD, and comparing them with
Tiirkiye’s existing reporting standards. This chapter also examines the role of
corporate sustainability disclosures in promoting accountability and transparency.

Third Chapter takes a detailed look at the Turkish Commercial Code,
examining the legal provisions related to corporate governance, transparency, and
sustainability. This chapter assesses how well the TCC promotes ESG principles and
whether it provides an adequate framework for businesses to adopt sustainable
practices.

Fourth Chapter analyzes the Capital Market Law and its role in integrating
ESG criteria into Tirkiye’s capital markets. The chapter explores the regulations
surrounding sustainability reporting in the financial sector and how these laws align
with international standards.

Finally, Conclusion Chapter presents the key findings of the thesis,
identifying the main challenges in Tiirkiye’s legal system and offering policy
recommendations for improving the integration of sustainability principles into
Turkish law. This chapter also provides a roadmap for future research and policy
development in the field of sustainability and corporate governance.

CHAPTER 1 - SUSTAINABILITY THROUGH THE LENS: A
COMPREHENSIVE EXPLORATION

1.1 A Little History of Sustainability

A helpful place to begin is with etymology. "Sustainable” and "sustainability"
both originally derive from the Latin word "sustin€re" with the meaning of "to



restrain”, "maintain”, and "support".! Many associations and organizations have
given the concept of sustainability definitions since it became a current issue.

Hans Carl von Carlowitz used the concept of sustainability for the first time in
Sylvicultura Oeconomica in 1713, to maintain the balance between harvesting old
trees and planting young trees to replace them, in order to maintain the existence of
forests resources.? As can be understood from this, the concept of sustainability was
first used in forestry.

Also in the 18" century, concerns began to arise about population growth and
its consequences for the consumption of resources. However, studies such as Thomas
Malthus's Principle of Population in 1798 regarding the principle of population as it
affects the future improvement of society made important contribution to the
sustainability literature.®> Notably, the publication of Silent Spring in 1962 by Rachel
Carson, which highlighted the environmental damage caused by the widespread use
of agricultural pesticides during the Green Revolution, sparked the beginning of the
environmental movement.* Beyond this, the emergence and conceptualization of
sustainability as a thought involves a process that encompasses long-term studies by
many institutions and organizations.

The mentioned studies are chronologically listed below:
1.1.1. Limits to Growth (1972)

In 1972, the report titled "Limits to Growth", commissioned by a group of
scientists from MIT by the Club of Rome, revealed for the first time the contradiction
between unlimited and uncontrolled growth and the World's limited resources and
drew attention to the options available to the society for a sustainable progress
process compatible with environmental constraints.® In this study, five different
variables, namely population, industrial production, foodstuffs, raw materials and
environmental pollution, and the relationship amongst them were emphasized and a
rather pessimistic picture was drawn for the future of the World. It was emphasized
that if the current development policies continue to exist, humanity will be at risk of
extinction caused by dwindling of raw materials and escalating environmental
issues.’

After the effect of the Limits to Growth, governments announced measures to
address local environmental problems perfunctorily due to public pressure; however,

! Jeremy L. Caradonna, Sustainability: A history (New York: Oxford University Press, 2014), 7.

2 Jacobus A. Du Pisani, “Sustainable Development — Historical Roots of the Concept,” Environmental
Sciences 3, no.2 (2007): 92, https://doi.org/10.1080/15693430600688831

3 Henk Van Zon, Geschiedenis & Duurzame Ontwikkeling (Nijmegen: Netwerk Duurzaam Hoger
Onderwijs,2002) 87-92.

4 Alex Lockwood, “The Affective Legacy of Silent Spring,” Environmental Humanities 1, no.1 (2012):
123 -124, https://doi.org/10.1215/22011919-3610003

5 Onur Yeni, “Surdirilebilirlik ve Siurdirulebilir Kalkinma: Bir Yazin Taramasi,” Gazi Universitesi
iktisadi ve idari Bilimler Fakiiltesi Dergisi 16, no.3 (2014): 184,
https://dergipark.org.tr/tr/download/article-file/287214
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they remained insensitive to environmental problems on a global scale. In the
following years, the environmental movement was interrupted, and various writers
who participated in the debate on the Limits to Growth claimed that the situation was
exaggerated. Critics of the views set forth in The Limits to Growth argued that
developing technology and innovations would be solutions to environmental
problems. In this process, governments have been lax in implementing the
environmental measures they have adopted.’

1.1.2. Stockholm Declaration (1972)

In the same year, the UN organized the "United Nations Conference on the
Human Environment” from June 5-16, 1972, in Stockholm, Sweden, under the name
"World Problematic” to analyse and find solutions to social, economic,
environmental, and cultural issues on a transnational platform. As a result of this
conference, the United Nations Environment Programme (UNEP) was established. In
this context, June 5 was recognized as World Environment Day, and a declaration
was issued to commemorate it.2 During this conference, a common perspective on
the necessity of protecting and enhancing the human environment was developed.®
The conference addressed the global human impact on the environment, taking steps
to establish goals and objectives for the development of environmental policies, and
ultimately, a declaration was prepared.

The Declaration stated that a better environment, capable of meeting both
present and future generations' needs, could be achieved through rational action and
consistent, diligent, and determined efforts. It emphasized that achieving the goal of
improving the human environment for current and future generations requires the
responsibility of individuals, communities, enterprises, and organizations at all
levels. It also highlighted that national governments and local authorities have
significant responsibility for comprehensive environmental policies and actions
within their jurisdictions. Furthermore, the significance of providing necessary
assistance to developing countries to fulfill their obligations and the imperative of
global collaboration to tackle environmental challenges were emphasized.©

Following the Stockholm Declaration, global awareness of environmental
issues significantly increased.!
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1.1.3. Our Common Future (Brundtland) Report (1987)

The Our Common Future (Brundtland) Report was prepared in 1987 by the
World Commission on Environment and Development (WCED), chaired by
Norway's Prime Minister Gro Harlem Brundtland. The report was commissioned by
the United Nations General Secretary at the time and involved participants from
twenty different countries. It was later submitted to the United Nations General
Assembly in 1987.

According to this report, the definition of sustainability; “Meeting the needs
of the present without compromising the ability of future generations to meet their
own needs*? This definition emphasizes that while meeting the needs of the present
generation, the needs of future generations should not be overlooked. It underscores
that today’s economic development should not compromise the economic prospects
of future generations, ensuring that their economic situation is not worse than that of
the current generation. This can be summarized as "not allowing personal well-being
to diminish over time."%3

The Brundtland Report primarily emphasized the needs and interests of
humanity, advocating for the achievement of global equity by redistributing
resources to poorer nations. This approach aimed to promote their economic growth
and ensure that all individuals could meet their basic needs. Furthermore, the report
highlighted the importance of sustainable development, balancing environmental
protection with economic progress to safeguard the well-being of both present and
future generations.**

One of the important outcomes of the Brundlandt Report is the decision of the
UN General Assembly to hold a conference in Rio de Janeiro, Brazil.

1.1.4. United Nations Conference on Environment and Development
(1992)

Informally known as the Earth Summit, the United Nations Conference on
Environment & Development (UNCED) of 1992 has become a symbol of the shared
responsibility of all the World’s nations. The conference, attended by heads of state
from 178 countries, emphasized that humanity, being at the center of sustainable
development, has the right to live in harmony with nature in an efficient and healthy
manner.t

2 World Commission on Environment and Development, Report of the World Commission on
Environment and Development: Our Common Future, 1987, 16,
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The international documents adopted as a result of this conference are; Rio
Declaration, Forest Principles, Framework Convention on Climate Change,
Convention on Biological Diversity, Convention to Combat Desertification and
Agenda 21. Agenda 21 is the most important document among these five
agreements, as it represents the international political and economic acceptance of
the concept of sustainable development, proposing a balance between development
and the ecological environment.*®

Agenda 21 not only proposes a balance between development and the
ecological environment but also defines the principles upon which this balance
should be built. Recognized as a turning point for environmental movements
worldwide and often regarded as an environmental manifesto, Agenda 21 is
significant because it established the necessary mechanisms and processes for this
balance and secured political commitments from the United Nations and national
governments.t’

1.1.5. Human Settlements Conference - Habitat 11 (1996)

Human Settlements Conference, organized by the United Nations in Istanbul
in 1996, 20 years after the first conference took place in Vancouver in 1976.

The meeting focused on two main topics: “adequate housing for all" and
"sustainable human settlements and development,” under the overarching goal of
"objectives." Debates emerged regarding how successful the conference would be in
achieving its intended purpose, particularly in addressing the housing issue.®

During the Habitat 11 process, essential societal stakeholders - including local
governments, non-governmental organizations (NGOs), civil society organizations,
the private sector, parliamentarians, academics, and trade unions played significant
roles and were heavily involved. The inclusion of these actors in the United Nations'
decision-making processes sets Habitat Il apart from, and above, other global
conferences, including the Rio Conference.®

1.1.6. Kyoto Protocol (1997)

The Kyoto Protocol, adopted in 1997 and entering into force in 2005, marked
an initial effort to outline measures for addressing climate change. The flexibility
mechanisms developed to achieve the reduction targets and the penalties applied in
cases of non-compliance are among the key features that distinguish the Kyoto
Protocol from other international environmental agreements. The Kyoto Protocol is

16 Urungu Akgil, “Surdurdlebilir Kalkinma: Uygulamali Antropolojinin Eylem Alani,” Antropoloji 24
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Literatiir Dergisi 8, no.16 (2010):374-375, https://dergipark.org.tr/tr/download/article-file/652837
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the first global agreement to establish specific emission reduction targets for its
signatories.?

The Kyoto Protocol is a globally established treaty aimed at addressing the
issue of climate change, which affects the entire World, and minimizing its impacts
as much as possible. The protocol focuses specifically on reducing greenhouse gas
emissions, with a binding target and a clear roadmap outlined to achieve this.
According to the protocol, member countries pledged to reduce CO:2 and other
greenhouse gas emissions by 5% compared to 1990 levels during the inital
commitment period from 2008 to 2012. For the second commitment period,
established under the Doha Amendment and set to extend through 2020, the
reduction target was significantly increased to 18%.2! This ambitious framework
aimed to combat climate change by enforcing stricter emission reductions,
encouraging the adoption of cleaner technologies, and promoting international
collaboration to achieve a sustainable future. Additionally, the protocol proposed
measures such as imposing higher taxes on entities with excessive fuel consumption
and carbon emissions, promoting the use of biofuels instead of fossil fuels, and
encouraging companies with high energy consumption to reassess their production
processes.??

There were certain aspects that the Kyoto Protocol failed to address
effectively. Like other international agreements and initiatives, the strength of this
protocol largely depends on the willingness and commitment of its participating
countries to collaborate and the importance they attribute to the issue. The
enforceability of the protocol was enhanced by countries that incorporated its
principles into their domestic legal systems. At least 55 countries, which are parties
to the United Nations Framework Convention on Climate Change (UNFCCC),
implemented changes in their domestic laws to bring the protocol's principles into
effect. By 2003, the number of countries that had integrated the protocol into their
legal systems reached 104. However, the United States of America (USA), which is
the largest emitter of greenhouse gases in the World, did not become a party to this
protocol .23

1.1.7. Millenium Summit (2000)

The summit was held at the United Nations Headquarters in New York, USA,
from September 6-8, 2000. This summit provided an opportunity to present new
sustainable development strategies to address the changing realities and needs of the
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21% century. With the participation of 189 state representatives, the "Millennium
Development Goals" were established.?*

The Millennium Development Goals consist of 8 objectives and 18 targets
beneath these objectives, focusing on the eradication of poverty and hunger, the right
to basic education, the improvement of women's status and gender equality,
measures to reduce child mortality, improvements in maternal health, fight against
epidemic diseases, environmental sustainability, and the development of global
partnerships for development. These goals were intended to be achieved by 2015.
Most of these goals were agreed upon by all parties involved.®

In the Millennium Declaration, the importance of local governments, civil
society organizations, and other local actors taking ownership of these goals was
emphasized. These ideas were also reflected in the 2002 UN Johannesburg Summit.2®

1.1.8. Rio+10 - World Summit on Sustainable Development (2002)

In 2002, the UN held the World Summit on Sustainable Development in
Johannesburg, focusing on "10 years of progress and development since the UN
Conference on Environment and Development.” The summit, often referred to as
"Rio+10," was held ten years after the Rio Conference. The event saw broad
participation from 104 heads of state and government, along with delegations and
civil society organizations.?

At the summit, issues such as poverty alleviation, the use of natural resources,
and the connections between development and the environment were closely
examined. It was emphasized that the gap between developed and developing
countries continued to widen, and that both ends of the spectrum had different
perspectives on these issues.?® As a result of the summit, two key documents were
produced. One is the "Plan of Implementation,” and the other is the "Political
Declaration," which reflects the political will.?

In conclusion, decisions were made to swiftly advance and initiate
implementations by 2005 in order to eradicate poverty, diversify energy supplies,
increase the global sharing of renewable energy resources, reduce biodiversity loss,
enhance corporate social responsibility and accountability, effectively enforce
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intergovernmental agreements and common standards, and establish National
Sustainable Development strategies.*

1.1.9. Rio+20 - United Nations Conference on Sustainable Development
(2012)

UN Conference on Sustainable Development 2012 took place in Rio in order
to review progress on the results of recent summits, address current emerging global
issues, and ensure political cohesion.®! At the end of the conference, the final report
titled “The Future We Want” was published. According to this report, to achieve
sustainable development goals, it is necessary to integrate the economic, social, and
environmental dimensions and understand their intersections well.*?

At the Rio+20 Conference, the process of developing the "Sustainable
Development Goals" (SDGs), intended to replace the eight "Millennium
Development Goals" was initiated. In addition, the concept of a green economy was
emphasized, leading to the creation of a new strategy for financing sustainable
development.®
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1.1.10. Paris Agreement (2015)
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The latest Conference of the Parties, known as COP-21, was held in Paris.
The Paris Summit aimed to establish an agreement that would cover the period after
2020, marking the end of the Kyoto Protocol. On December 12, 2015, the Paris
Agreement was adopted by unanimous vote of the states that are parties to the
existing UN Framework Convention on Climate Change.

The Paris Climate Agreement marked the beginning of a new era in the
international climate regime. The unanimous adoption of the Agreement by all
countries and its entry into force in less than a year indicates that the regime has
become much more inclusive and widely accepted compared to the Kyoto Protocol
era.3

The ultimate goal of the Agreement is to limit the global average temperature
increase to 2°C above pre-industrial levels, while striving to keep it below 1.5°C.
This is to be achieved within the framework of enhancing the implementation of the
UNFCCC, in the context of sustainable development and efforts to eradicate
poverty.>®

Unlike the Kyoto Protocol, the Paris Agreement does not reference the
annexes of the UNFCCC (Annex-1 and Annex-I11 lists). Instead, it adopts a different
categorization, distinguishing between "developed countries” and "developing
countries." Under the Agreement, developed countries are obligated to provide
financial support to developing nations for climate adaptation and greenhouse gas
emission reductions through the "Green Climate Fund." This arrangement aims to
incentivize developing countries to reduce their greenhouse gas emissions.
Additionally, the Paris Agreement does not impose specific emission reduction
targets on countries, as was the case under the Kyoto Protocol. Instead, emission
reduction commitments are determined based on the "Intended Nationally
Determined Contributions” (INDCs) submitted by each country, covering a specified
time frame.3®

Another significant feature of the Paris Agreement is its emphasis on
transparency in reporting and assessment.>” Countries are required to monitor their
national contribution plans every five years and evaluate their progress in alignment
with the overarching goals of the Agreement. The first global stocktake is scheduled
for 2023 and will occur every five years thereafter.3® While the Agreement envisions
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Anlasmasi ve Tirkiye’ye Yansimalari,” in iklim Krizi ve Hukuk, eds. Sultan Tahmazoglu Uzeltiirk,
Kutluhan Bozkurt and Duygu Kulag (istanbul: Legal Yayincilik,2022) 10-11.

37 Selim Kiligc and Mehmet Ozel, “Kiiresel Bir Sorun Olarak iklim Degisikligi ve iklim Politikalari,” i.U.
Siyasal Bilgiler Fakiiltesi Dergisi 34 (2006): 154.

3 Kilig and Mehmet Ozel, “iklim Politikalari,” 156.
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mechanisms to compensate for losses incurred by developing countries, the
operational details of these mechanisms remain unclear. In the context of the Paris
Agreement, nuclear energy, as a non-carbon-based energy source, is expected to play
a significant role in achieving the net-zero carbon target by 2050.%°

1.1.11. European Green Deal (2019)

The regulations introduced by the EU to combat climate change, the
incentives provided in this area, and the steps it aims to take continue with the
European Green Deal following the Paris Agreement.*® The European Green Deal is
a program designed to create a sustainable future aimed at reducing the impact of
climate change in Europe.*

The European Green Deal is designed to have a significant impact on both
medium-term goals for 2030 and long-term goals for 2050. The most prominent of
these targets is for EU countries to reduce carbon emissions by 55% by 2030 and to
achieve carbon neutrality by 2050.%?

The Fit for 55 packages, announced within the framework of the European
Green Deal, focuses on areas directly related to emission reduction. The European
Commission has introduced a series of interconnected proposals aimed at ensuring
the EU's net greenhouse gas emissions are reduced by at least 55% by 2030
compared to 1990 levels, while also promoting a fair, competitive, and green
transition. Overall, the package strengthens eight existing legislations and introduces
five new initiatives across various policy areas and economic sectors, including
climate, energy and fuels, transport, buildings, land use, and forestry.*3

Key elements of the packages include increasing the use of renewable energy
sources, promoting energy efficiency, raising the cost of carbon emissions through
the Carbon Border Adjustment Mechanism (CBAM), and expanding the use of
sustainable fuels in the transportation sector.*

3% M. Ozgiir Yanardag and Kurtulus Bozkurt, “Bedavacilik Sorununun Paris iklim Anlasmasi
Cercevesinde Analizi,” Dumlupinar Universitesi Sosyal Bilimler Dergisi 53 (2017): 72,
https://dergipark.org.tr/en/download/article-file/331134

40 Goktug Sahin and Hatice Giil Onder, “Atik Yonetimi Sera Gazi Emisyonlari ve Tirkiye: Avrupa Yesil
Mutabakati Cergevesinde Bir Degerlendirme,” Akademik Sosyal Arastirmalar Dergisi 9, no.112
(2021): 196, https://doi.org/10.29228/AS0S.47802

41 Riimeysa Gevher and Hakan Acet “Avrupa Birligi’'nde siirdiiriilebilir kalkinma ve yesil ekonominin
gelisimi,” Anadolu Universitesi Iktisadi ve Idari Bilimler Fakiiltesi Dergisi 24, no.1 (2023): 239,
https://doi.org/10.53443/anadoluibfd.1184407

42 European Comission, The European Green Deal Sets Out How To Make Europe The First Climate-
Neutral Continent By 2050, Boosting The Economy, improving People's Health And Quality Of Life,
Caring For Nature, And Leaving No One Behind, Dec 11, 2019
https://ec.europa.eu/commission/presscorner/detail/en/ip 19 6691

43 European Council, Fit for 55, accessed 05 May 2023,
https://www.consilium.europa.eu/en/policies/green-deal/fit-for-
55/#:~:text=Fit%20for%2055%20refers%20to,line%20with%20the%202030%20goal

4 Marten Ovaere and Stef Proost, “Cost effective reduction of fossil energy use in the European
transport sector: An assessment of the Fit for 55 packages,” Energy Policy 168 (2022): 1,
https://doi.org/10.1016/j.enpol.2022.113085
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CBAM is generally a set of measures aimed at "altering competitive
conditions, redefining the elements of competition in international trade, and
incorporating the costs of natural resource use into production costs by pricing
greenhouse gas emissions.” Through this regulation, a financial charge will be
imposed on products exported to the European Union based on their carbon
footprint.*®

The transition period from October 1, 2023, to January 1, 2026, is intended to
serve as a learning phase for producers and importers, allowing for the system's
development and the collection of detailed data through the reporting of embedded
emissions. During this phase, the CBAM will be gradually implemented, and all
businesses will only be required to report their greenhouse gas emission data without
incurring any financial obligations. However, after January 2026, under the
permanent system, the greenhouse gas emissions of products imported into the Union
will need to be declared, and the necessary number of CBAM certificates must be
submitted. The price of these certificates will be determined based on the weekly
average auction price of the Union's Emissions Trading System (ETS) allowances,
with prices reflecting the amount of CO2 emitted, expressed in euros per ton.*® The
Union has announced that the CBAM will become fully operational after a three-year
transition period, starting in January 2026. The system's initial scope will include
carbon pricing for sectors such as cement, steel, iron, fertilizers, and aluminium.*’

The European Green Deal aims to implement transformative changes in
sustainability and environmental protection, underpinned by a robust legal
framework. As part of the EU’s effort to reshape its economic growth model through
a green and sustainable transformation, the Deal draws its legal foundations from key
EU treaties, particularly the Treaty on the Functioning of the European Union
(TFEU) and the Treaty on European Union (TEU). Articles 191 and 192 of the
TFEU define the objectives of environmental protection and the instruments to
achieve these goals. The European Green Deal’s objectives and mechanisms are
firmly rooted in this legal framework. Article 191 outlines the foundational
principles and targets of EU environmental policies, emphasizing the importance of
sustainable development and environmental integrity. Meanwhile, Article 192
provides detailed guidance on the implementation of these policies, ensuring that the
necessary measures align with the broader goals of the EU. These provisions serve as
the cornerstone for the legal and operational structure of the European Green Deal,
reinforcing the EU's commitment to environmental and climate action.*®

4 Filiz Yimaz, “Enerji Yénetimi ve Turkiye: Avrupa Yesil Mutabakati Cercevesinde Bir

Degerlendirme,” Akademia Doga ve Insan Bilimleri Dergisi 8, no. 1 (2022): 30,
https://dergipark.org.tr/tr/download/article-file/2105703

4 European Comission, Carbon Border Adjustment Mechanism, Nov 4, 2024, https://taxation-
customs.ec.europa.eu/carbon-border-adjustment-mechanism en

47 Erdal Eroglu and Goéksu Gonca Giingdr, “Kamu Maliye Politikalari Perspektifinden Cevresel
Surdurulebilir Kalkinma,” T.C. Sayistay Baskanligi (2023): 109.

48 “The Treaty on The Functioning of The European Union,” Oct 26, 2012, https://eur-
lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT
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One of the most significant steps in strengthening the legal foundation of the
European Green Deal is the European Climate Law. This legislation makes the EU’s
goal of achieving climate neutrality by 2050 legally binding, providing a more robust
legal framework for the Union's climate policies. The law explicitly defines the roles
and responsibilities of member states in combating climate change and enhances the
enforceability and sustainability of EU climate policies, thereby improving their
effectiveness and coherence. The targets set forth by the European Climate Law
require member states to align their national policies with these objectives, ensuring
consistency across the Union. In this regard, the law plays a pivotal role in
harmonizing the EU's internal policies with its international climate commitments.
Thus, the European Climate Law is a cornerstone of the European Green Deal,
serving as a key element in the EU's strategy to achieve its climate goals and
solidifying its central position in the Union's climate action framework.*°

The European Green Deal encompasses comprehensive legal regulations
across various sectors, including energy, transportation, agriculture, and industry,
aimed at achieving sector-specific climate targets and forming the foundation of the
EU's carbon reduction strategy. Key legislative frameworks such as the Renewable
Energy Directive (RED I1I) and the ETS play pivotal roles in reducing carbon
emissions in the energy and industrial sectors. RED Il promotes the increased use
and integration of renewable energy sources into energy systems, fostering a
sustainable and low-carbon energy transition while reducing dependency on fossil
fuels.®® Meanwhile, the ETS employs a market-based mechanism to cap and reduce
carbon emissions by enabling the trading of emission allowances, thus imposing an
economic cost on emissions and incentivizing reductions. This system aims to
minimize environmental impacts by targeting emission reductions in key sectors like
energy and industry. Collectively, these legal frameworks under the European Green
Deal provide a structured and measurable approach to achieving climate objectives
while driving sectoral transformations necessary for a broader environmental
transition. Consequently, the European Green Deal serves as a critical framework for
effective environmental reform at both sectoral and systemic levels.>

In conclusion, the journey towards sustainability has been shaped by a series
of significant studies, international agreements, and actions that reflect the growing
recognition of the need to balance development with environmental, social, and
economic responsibilities. From the early recognition of the concept in forestry by
Hans Carl von Carlowitz to the establishment of international frameworks like the
Paris Agreement and the European Green Deal, the importance of sustainable
practices has gained global momentum. These milestones highlight the continuous

49 Karin Backstrand, “Towards a Climate-Neutral Union by 2050? The European Green Deal, Climate
Law, and Green Recovery,” in Routes to a Resilient European Union eds. Antonina Bakardjieva
Engelbrekt et al.  (Stockholm:  Springer International Publishing,  2022): 42,
https://doi.org/10.1007/978-3-030-93165-0 3

%0 Jean Pisani-Ferry, Simone Tagliapietra, and Georg Zachmann, “A New Governance Framework to
Safeguard the European Green Deal,” 18 Bruegel Policy Brief (2023): A4,
https://hdl.handle.net/10419/278707

51 pisani-Ferry, Tagliapietra, and Zachmann, “European Green Deal,” 5-6.
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evolution of the sustainability discourse, with an increasing emphasis on reducing the
negative impact of human activities on the environment while promoting social
equity and economic development. Moving forward, the integration of sustainability
into policy-making, industry practices, and societal behaviors will be critical in
addressing the challenges of climate change, resource depletion, and inequality,
ensuring a sustainable and resilient future for generations to come.

1.2. Defining the Sustainability Term

The concept of sustainability is extremely broad in scope, which is why
various approaches and definitions exist. Sustainability refers to the continuity of a
state or existing condition, and it is defined as the ongoing viability of ecological
systems and the potential to pass natural resources on to future generations.>?

The generally accepted definition is the one provided by the Brundtland
Commission in 1987: "Sustainable development is development that meets the needs
of the present without compromising the ability of future generations to meet their
own needs." This definition is considered the most comprehensive understanding of
the concept of sustainability.>

Since future generations will also need the resources we rely on today, and
because these resources are neither infinite nor unlimited, their usage requires serious
responsibility.>* The fact that the future generations will also need water, energy, and
arable land makes the efficient use of these resources, in other words, their
sustainability, essential.>® Therefore, when using natural resources, we must not only
focus on today's needs but also on the fact that these resources are exhaustible and
will be needed by those who come after us. All approaches within this responsibility
are considered under the concept of sustainability.®® In the sustainability approach,
which focuses on the continuity of environmental systems and functions, the priority
is given to the more sensitive and rational use of resources.®’

The concept of sustainability adopts an approach that recognizes natural
resources are neither infinite nor unlimited, and that development can be achieved
without harming the ecological environment. Therefore, it represents a framework
that encompasses social, economic, and ecological dimensions, requiring

52 Tiras, “Surdurilebilir Kalkinma,” 59.

53 WCED, “Our Common Future,” 16.

54 Nazan Kuter and H. Emre Unal, “Siirdiiriilebilirlik Kapsaminda Ekoturizmin Cevresel, Ekonomik ve
Sosyo-Kdulturel Etkileri,” Orman Fakiiltesi Dergisi 9, no. 2 (2009): 147,
https://dergipark.org.tr/en/download/article-file/159667

55 Armagan Orki and Nehir Agirseven, “Sustainable Environment in Tourism Policies: The Case of
Turkiye,” Uluslararasi Tiirk Diinyasi Turizm Arastirmalari Dergisi 1, no.2 (2016): 97-98,
https://dergipark.org.tr/en/pub/tdtad/issue/30336/327418

56 Kuter and Unal, “Siirdiiriilebilirlik Kapsaminda,” 147.

57 Naime Zerrin Ustiinisik, “Tiirkiye imalat Sanayiinde Yesil imalatin Uygulanabilirligi: Makina imalat
Sanayii Ornegi,” (Uzmanlik Tezi, T. C. Kalkinma Bakanhgi 2014), 1.
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responsibility at all stages, from production to consumption, and is addressed within
a multi-dimensional framework.*

1.2.1. Dimensions of Sustainability

Sustainability, as it has developed throughout history and is understood today,
Is defined and discussed through three dimensions: ecological, economic, and social.
Before the Brundtland Report, it was acknowledged that these three disciplines
progressed separately, and no connection had been established between them in
terms of sustainability.>®

In order to achieve holistic sustainability, it is crucial that these three
dimensions—ecological, economic, and social—operate together simultaneously.
The harmony and integration between these dimensions emerge as a common feature
observed in sustainability efforts.%°

Even if only one of these dimensions is not sustainable, it hinders the true
realization of sustainability in the long term. However, in practice, it is observed that
the same focus is not given to the other dimensions as much as the economic one.
This discrepancy is more pronounced in developing countries, where the emphasis
on the economic dimension tends to overshadow the others.®*
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58 Sezer Korkmaz and Aysegiil Sertoglu, “Geng Tiketicilerin Strdirilebilir Gida Tiiketimi Davranisinin
Given ve Degerlere Dayanan Planli Davranis Teorisi Kapsaminda Tartisiimasi,” H.U. iktisadi ve Idari
Bilimler Fakiiltesi Dergisi 31, no.1 (2013): 130, https://doi.org/10.17065/huniibf.103659

59 Akgiil, “Surdarilebilir kalkinma,” 152.

60 Selim Kilig, “Yeni Toplumsal ve Ekonomik Arayislar Strecinde Surdirilebilir Kalkinma,” Gazi
Universitesi  Iktisadi ve Idari  Bilimler  Fakiiltesi Dergisi 8, no.2 (2006): 93,
https://dergipark.org.tr/tr/download/article-file/287558

61 Fatih Ecer, “Ozel Sermayeli Bankalarin Kurumsal Sirdurilebilirlik Performanslarinin
Degerlendiriimesine Yénelik Cok Kriterli Bir Yaklasim: Entropi-ARAS Biitiinlesik Modeli,” /IBF Dergisi
14, no. 2 (2019): 367, https://doi.org/10.17153/oguiibf.470336
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Figure 2: Dimensions of Sustainability
Source: Jiang et al., 2018

1.2.1.a. Economic Sustainability

The economic dimension of sustainability focuses on an organization’s
impact on the economic well-being of its stakeholders and its influence on local,
national, and global economic systems. This impact stems from the fact that
economic prosperity often relies on the excessive use of natural resources.? The
economic dimension of sustainability goes beyond a purely profit-driven perspective,
prioritizing value-added activities. This approach not only enhances long-term
profitability but also fosters potential stakeholder engagement.®3

For economic sustainability, businesses must manage all forms of capital—
financial, tangible, and intangible—effectively and efficiently. In other words,
economic sustainability requires an optimal balance between financial capital (such
as debt and equity), tangible capital (such as land, buildings, machinery, equipment,
vehicles, and inventory), and intangible capital (such as corporate reputation,
intellectual capital, and technical knowledge). From this perspective, businesses must
ensure a healthy cash flow while delivering sustainable returns to their
shareholders.®*

The decreasing availability and consumption of natural resources in response
to the rapidly increasing population has made it essential to ensure the equitable and
effective distribution of these resources.®® While the economic dimension is related
to a business's capital, it emphasizes the importance of efficiently managing both
tangible and intangible capital to ensure that businesses can generate profits and
avoid financial difficulties.®® To provide future generations with a better standard of
living, it is crucial to achieve equality in goods, services, and financial resources
while maintaining a balanced social and ecological system. In other words, a
business is one that guarantees cash flow and provides its shareholders with returns
above the average.

1.2.1.b. Social Sustainability

Social sustainability can be defined as the extent to which the values, social
relationships, and social identities embraced by society can be preserved and carried

62 Eila Jeronen, "Economic sustainability,”" in Encyclopedia of Sustainable Management, eds. Samuel
O. Idowu and Rene Schmidpeter (Cham: Springer International Publishing, 2023), 17.

8 John Elkington, Cannibals with Forks: The Triple Bottom Line of 21t Century Business (Oxford:
Capstone Publishing, 1997), 74-75.

% Thomas Dyllick and Kai Hockerts, “Beyond the Business Case for Corporate Sustainability,”
Business Strategy and Environment 11, no. 2 (2002): 132-133.

85 Guler Aras and Gaye Ugur Sarioglu, Kurumsal Raporlamada Yeni Dénem: Entegre Raporlama
(istanbul: TUSIAD, 2015), 24.

6 Kayahan Tum, “Kurumsal Sirdirilebilirlik ve Muhasebeye Yansimalari: Strduriilebilirlik
Muhasebesi,” Akademik Yaklasimlar Dergisi 5, no.1 (2014):63,
https://dergipark.org.tr/tr/download/article-file/39501
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into the future. At the core of social sustainability is the preservation of education,
healthcare, nutrition, housing, and cultural activities, as well as the continuity of
social cohesion. In addition, social sustainability encompasses ensuring that
individuals can access education, healthcare, nutrition, and other essential services in
an equal and sufficient manner while maintaining social balance.®’

When looking at sustainability from a social perspective, it becomes clear that
businesses must be sensitive and responsible not only to today's society but also to
future generations. This means using resources with consideration for the needs of
future generations. Companies should ensure that their production processes use
resources in a way that respects natural limits and allows for renewal. They must
operate with the understanding that the social dimension of sustainability
encompasses the continuity of future generations and, therefore, the future of
humanity.®

1.2.1.c. Ecological Sustainability

Environmental sustainability refers to maintaining appropriate living
activities without harming nature. Engaging in environmentally conscious activities
supports a healthy economy.%°

The environmental dimension of sustainability involves avoiding the
overconsumption of renewable resources and, for non-renewable resources, investing
in adequate substitutes and consuming them in moderation. This approach ensures
the preservation of biodiversity, atmospheric stability, and other ecosystem functions
that are typically not classified as economic resources.”

The rapid increase in population, agricultural production, the Industrial
Revolution, accelerated industrialization, increased energy consumption, and the use
of non-renewable resources, along with modern urbanization, have led to
deforestation, the loss of wetlands, depletion of non-renewable natural resources, air,
water, and soil pollution, and a decline in biodiversity.”> These negative
developments have underscored the importance of environmental sustainability.

Preserving ecosystem balance and biodiversity is crucial for environmental
sustainability. Excessive environmental pollution not only endangers biodiversity but

7 Tiras, “Surdurilebilir Kalkinma,” 61.

68 Alpagut Yavuz, “Siurdurilebilirlik Kavrami ve isletmeler Acisindan Sirdirilebilir Uretim
Stratejileri,” Mustafa Kemal Universitesi Sosyal Bilimler Enstitiisii Dergisi 7, no.14 (2010): 65,
https://dergipark.org.tr/tr/download/article-file/183283

89 Ali Kestane, “Surdurilebilirlik Dengeli Puan Karti (Performans Yénetim Stratejisi: Yol Haritasi),” in
Muhasebe Bakis Acisiyla Siirdiiriilebilirlik ve Raporlama Uzerine Se¢gme Yazilar, ed. Niyazi Kurnaz
(Konya: Egitim Kitabevi, 2020), 236.

70 Jonathan M. Harris, “Basic Principles of Sustainable Development,” Global Decelopment and
Environment  Institute  (2001): 26, https://sites.tufts.edu/gdae/files/2019/10/00-04Harris-
BasicPrinciplesSD.pdf

7 Onur Yeni, “Surdardlebilirlik ve Strdirilebilir Kalkinma,”192-193.
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also disrupts the ecosystem balance. As a result, future generations will inherit less
biodiversity than what we currently possess.’2

In conclusion, sustainability is a multi-dimensional concept involving
ecological, economic, and social aspects. It emphasizes the responsible use of
resources to meet present needs without compromising future generations. Economic
sustainability focuses on efficient capital management and equitable resource
distribution, while social sustainability ensures access to essential services and social
cohesion. Ecological sustainability prioritizes environmental preservation, including
biodiversity and ecosystem balance. True sustainability can only be achieved when
these dimensions are integrated and managed together, recognizing the need for
responsible action in all areas to secure a sustainable future for all.

1.3. The Relation between the ESG and Sustainability

Humanity is increasingly focusing on environmental and social aspects to
support our planet Earth for the next generation. With this understanding of climate
change and carbon neutral industry needs, green thinking, ESG is becoming a
mainstream corporate initiative to conserve and sustain our resources.”

The concept of ESG refers to the integration of environmental, social and
governance factors into investment processes and more widely into decision-
making.” Each of the three factors in the ESG term consists of specific subtopics.
The environmental factor consists of the quality of environmental practices, such as
the introduction of environmental management systems, measures to reduce
pollution or limit carbon emissions. The social factor of the ESG consists of human
rights policies and the existence of certain worker safety standards. The governance
factor includes issues related to executive compensation, anti- takeover defenses, and
the company's board structure.”

The term appears in the United Nation's Principles for Responsible
Investment (PRI) report (consisting of the Freshfield Report and "Who Cares Wins")
and is also used by large business consulting firms. The concept of ESG issues refers
to material non-financial information about a company's challenges and performance
in these issues.’

72 serkan Girluk, “Strdiriilebilir Kalkinma Gelismekte Olan Ulkelerde Uygulanabilir Mi?,“ Eskisehir
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(Berlin: Springer, 2022), 117.

7 Georg Kell, “The remarkable rise of ESG,”  Forbes, Jul 11, 2018,
https://www.forbes.com/sites/georgkell/2018/07/11/the-remarkable-rise-of-esg/#608db4241695
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ESG factors cover a wide range of measures and have become an important
part of global investment decisions as they promote sustainable working practices.
For this reason, ESG investment is attracting more and more attention and
recognition by policy makers, public and especially investors. ESG investment
represents an approach that goes beyond simple profit, where companies can act in a
sustainable way by taking action in certain areas and at the same time adds value to
the sector. It also signals that a company is sustainable and operates responsibly, thus
adding value to society and all its stakeholders. ESG investment can improve
sustainability, boost economic growth and strengthen risk management.”’

In summary, ESG draws a framework for companies that envisage their
responsibilities in the field of sustainability. In this respect, it has a much narrower
meaning than the concept of sustainability. However, the concept of ESG also
continues to evolve. Today, ESG is used in many different ways, whether as a tool
for evaluating investment opportunities and risk management, as a criterion of
corporate social responsibility, or as an ideological preference.

1.4. The Relation between the Corporate Governance and Sustainability

The corporate scandals and economic crises experienced at the end of the 20"
century made it inevitable for some fundamental changes in the management of
enterprises. One of the most important elements of this change and development
process is the corporate governance approach. There is no single definition of the
concept of corporate governance, one of the first definitions was expressed in the

Cadbury Report (1992) as "a system in which businesses are managed and controlled
n 78

In order to achieve success in the corporate dimension of sustainability,
which has environmental, economic and social dimensions, the corporate governance
in companies should include all stakeholders. In other words, profitability, new
investments, growth and similar success concepts are important indicators for
businesses, but it should be accepted by all stakeholders that these are not sufficient
for sustainability. Especially after the global crisis and the Covid-19 pandemic, all
institutions have understood that it is imperative for them to convince all their
stakeholders that these traditional achievements they have achieved are no longer
sustainable. This obligation directs all for-profit or non-profit institutions towards an
institutionalized structure that processes all processes in an integrated way in order to
capture sustainability indicators. Because it is foreseen that the corporate governance
provided at all levels will positively affect the sustainability. Therefore, sustainability
requires more corporate innovation. Sustainability includes studies on a large scale,
including all stakeholders, on how a business can generate profit through corporate

77 Upalat Korwatanasakul, “Environmental, Social, and Governance Investment: Concepts, Prospects,
and the Policy Landscape” in Environmental, Social, And Governance Investment, ed. Naoko Nemoto
and Peter J. Morgan (Tokyo: Asian Development Bank Institute, 2020), 1.

78 Murat Dizer, “Kurumsal Yénetim, Kurumsal Siirdiiriilebilirlik ve Finansal Performans: Bist’te Bir
inceleme,” Uluslararasi Yénetim iktisat ve lIsletme Dergisi 17, Ozel Sayi (2021): 36,
https://doi.org/10.17130/ijmeb.834409
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social responsibility programs, create added value for society, and how the company
can contribute to the protection of nature and the environment.”®

Corporate Social Responsibility (CSR), is the whole of the activities that
organizations are responsible for and arising from being economic and social units.&
These activities mean not only making efforts on the issues that the society needs,
but also sharing the data that the company has in an accurate, transparent and
impartial manner. This sharing contributes to the continuity of the company by
influencing the decisions of those concerned with accurate and reliable information.8!
CSR means that businesses with the ability to self-regulate should be transparent and
ethical in the process of producing goods and services, taking into account all
stakeholders.?

Sustainability and CSR are concepts that complement each other. CSR plays
a crucial role in achieving sustainable development and corporate sustainability. One
of the reasons for this is that the activities developed within the framework of CSR
contribute to the environment, society and economy.8 And these concepts have the
affinity of being practices based on “volunteering”. Van Marrewijk (2003) likened
sustainability and CSR to two sides of a coin and discussed the concepts on the basis
of incorporating social/environmental factors and communication mechanism with
stakeholders into business activities.®* In this context, CSR is included in corporate
sustainability, in other words, CSR is seen as one of the basic components of
corporate sustainability.

CHAPTER 2 - CORPORATE SUSTAINABILITY REPORTING AND
DIRECTIVES

2.1. Defining the Corporate Sustainability Term

Corporate sustainability is considered the counterpart of the sustainability
approach in the business World. In this context, it refers to businesses taking
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Denetisim Dergisi 8 (2011): 61, https://dergipark.org.tr/tr/download/article-file/208842

8 Azzem Ozkan, Sikran Giingdr Tan¢ and Bahsende Tasdemir, “Sirdiiriilebilirlik Aciklamalari
Kapsaminda Kurumsal Sosyal Sorumlulugun Karhlik Uzerine Etkisi: Bist Strdiirilebilirlik Endeksinde
Bir Arastirma,” Muhasebe Bilim Diinyasi Dergisi 20, no.3 (2018): 573,
https://dergipark.org.tr/en/download/article-file/545868

82 Abbas Elmualim, “CSR and Sustainability in FM: Evolving Practices and an Integrated Index,”
Procedia Engineering, 180 (2017): 1578, https://doi.org/10.1016/j.proeng.2017.04.320

8 Elif Engin and Burcu Akgéz, “Sirdirilebilir Kalkinma ve Kurumsal Siirdirilebilirlik Cercevesinde
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responsibility for the social and environmental impacts they cause while striving to
achieve their economic goals and taking the necessary actions.®

Corporate sustainability can be defined as the set of strategies and initatives
that businesses adopt to conserve resources ensuring that needs of both current and
future generations are fulfilled.®® This concept aims for companies to operate in a
sustainable manner, act in harmony with the environment and society, and fulfill
their social responsibilities. To achieve this goal, businesses work to make their
operations environmentally sustainable by adopting practices such as waste
management, energy efficiency, and environmentally friendly products to reduce
their environmental impact. &

Corporate sustainability is a concept used at the company level and is
generally considered to share the same underlying principles as the broader idea of
sustainability. It is seen as a new management approach that provides an alternative
to the traditional profit-maximization model. For many companies, corporate
sustainability has become an integral part of business strategy and a core corporate
value.®®

Research indicates that corporate sustainability has long-term benefits for
businesses, the environment, and society. In these studies, corporate sustainability is
frequently discussed within the context of business management strategies and is
associated with all dimensions of sustainability. Therefore, criteria such as resource
utilization, ecological balance and diversity preservation, social equity,
environmental pollution, and economic considerations are accepted as measures for
corporate sustainability.®°

For corporate sustainability to be achieved, businesses must plan and operate
with a focus on long-term gains and benefits, rather than short-term profits.®° In this
way, businesses can secure their long-term growth economically, while also ensuring
environmental protection and social equity, thus safeguarding their corporate
continuity.
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Corporates that fail to adapt to environmental changes and cannot use
resources effectively are unlikely to survive. Sustainability activities and practices
are crucial for organizations to operate sustainably within a constantly changing
environment. Environmental changes may stem from sociological factors, such as
increased population density or globalization, from technological advancements in
information or communication systems, or from scientific breakthroughs. Regardless
of the source, if the impacts and outcomes of environmental changes and
developments are not anticipated and assessed in advance, organizations may
struggle to maintain their existence. To adapt more effectively to their environments,
organizations must be aware of environmental changes and develop proactive control
measures.™

2.2. The Relation Between the Corporate Sustainability and Business
Ethics & Social Responsibility

2.2.1. Corporate Sustainability and Business Ethics Relation

Corporate sustainability, like the concept of sustainability, consists of three
dimensions: economic, social, and environmental. Business ethics is the most
important element of the social dimension of a sustainable business. Today,
businesses must prioritize business ethics and business morals to be sustainable.
Ethics is the behavioral distinction between good and bad, right and wrong in a
societal context. Business ethics refers to the incorporation and importance of ethical
principles and values in business life. In this regard, business ethics consists of
principles and standards that guide workplace behavior, ensuring actions align with
established rules and norms.%

The economic, social, and environmental dimensions of sustainability are also
applicable to business ethics practices. Without this alignment, it is not only
unsustainable to speak of a sustainable business but also of sustainable economic
development. The economic dimension of sustainability in business ethics suggests
that companies should benefit not only their shareholders, managers, and
stakeholders but also society at large. The social dimension of sustainability in
business ethics emphasizes equality and fairness, focusing on broader social benefits
rather than solely individual gain. The environmental dimension encourages
companies to conduct production with a mindset that protects the environment and
ecosystem. Companies that structure their activities and practices according to the
principles of sustainability and establish their own ethical principles tend to perform

9 Murat Gérmen and Goksel Korkmaz, “Kurumsal Siirdiiriilebilirlik icin Strdiriilebilir ic Denetim:
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9 Saime Once and Nuray Tokgdz, “isletme Yonetiminde Yeni Kurallar: Kimya Sektoriinde
Surdirilebilirlik Konulari Uzerine Bir Arastirma,” ISGUC The Journal of Industrial Relations and
Human Resources 11, no. 2 (2009): 258, https://dergipark.org.tr/tr/download/article-file/235482
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well. Additionally, businesses that adopt and apply ethical practices can build a
strong brand image, fostering customer loyalty.%

The "business case" approach to sustainability, common in research and
practice, falls short as it treats social and environmental issues primarily as avenues
for boosting profits. However, sustainability’s growing complexity shows companies
that these issues are vital to their stability and must be integrated meaningfully,
rather than prioritized solely for profitability. This approach is also criticized in
business ethics for reducing social and environmental concerns to economic gains
rather than treating them as ethical obligations.?

In transitioning to business ethics practices, companies need to establish an
organizational structure aligned with ethical business principles. In management
studies, there is ongoing debate over whether a mechanical or organic organizational
structure is more suitable for implementing ethical business practices. Some
researchers argue that team-based organic structures, where authority is
decentralized, employees are empowered, and hierarchy is minimized, are better
suited for ethical practices. In contrast, other researchers advocate for mechanical
organizations with centralized authority and a clear hierarchy, suggesting that such
structures may be more conducive to maintaining ethical standards.®

In transitioning to ethical business practices, aligning human resources
management and practices with ethical principles is crucial for an ethical
organization. Through human resources policies, ethical businesses can promote
awareness of sustainability, including its social and environmental aspects, among
employees and stakeholders. They can also implement reward and disciplinary
systems related to ethical behaviors, reinforcing ethical standards across the
organization.®

Corporate sustainability should foster high levels of employee satisfaction,
including happiness and well-being.®” Furthermore, when true corporate
sustainability leads employees to adopt a sense of purpose and put ethics into
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practice, human flourishing can emerge and thus employee satisfaction, happiness,
and well-being can emerge as well.%

2.2.2. Corporate Sustainability and Social Responsibility Relation

One of the practices closely associated with business ethics in companies is
social responsibility. In its broadest sense, social responsibility refers to the use of
corporate resources for the benefit of society. In this context, the concept of social
responsibility entails that organizations operate in a manner aligned with economic
and legal conditions, business ethics, internal and external environmental factors, and
societal expectations. Social responsibility practices encompass voluntary initiatives
aimed at enhancing public welfare, supporting environmental protection, and
addressing social issues, engaging all segments of society. Accordingly, businesses
are expected to fulfill their responsibilities to society by implementing social
responsibility projects on issues such as employee rights, environmental pollution,
minority rights, education, health, culture, and the arts. *

In businesses, social responsibility practices are considered and evaluated
alongside ethical practices. These social responsibility initiatives form the social
dimension of corporate sustainability. This social dimension is assessed within the
context of companies' moral obligations to society.%

In the context of corporate sustainability, the relationship between social
responsibility and business ethics is primarily explained through two main
approaches. The first is Carroll's Corporate Social Responsibility Pyramid Approach,
and the second is Milton Friedman's Stakeholder Approach.

Carroll defines CSR as “the entirety of society's economic, ethical, legal, and
discretionary expectations of businesses at a given time.!®* CSR extends beyond the
economic activities of organizations, emphasizing a voluntary commitment to
contributing to a better society and a cleaner environment. 22
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Figure 3: Carroll’s pyramid of CSR
Source: Carroll, A. B. (2016). P.5

Carroll divides corporate social responsibility into four dimensions:
economic, legal, ethical, and philanthropic. The social responsibility pyramid created
by Carroll consists of these four dimensions. According to Carroll, economic and
legal responsibilities are necessary, ethical responsibilities are expected, and
philanthropic (voluntary) responsibilities are desirable.*%®

The Stakeholder Management Approach emphasizes that a business's
responsibilities should be defined separately for each stakeholder group and fulfilled
fairly.1%* Societal demands play a significant and shaping role in the development of
businesses' attitudes and behaviors towards CSR, and it is essential that these
demands are accurately understood by businesses and reflected in their actions.'® To
ensure their sustainability, businesses must develop relationships and collaborations
with all stakeholders across economic, social, and societal dimensions, supporting
projects and initiatives that enhance societal welfare in areas such as unfair
competition, workers' rights, environmental pollution, education, health, culture, and
the arts. Furthermore, businesses must align their production, finance and
accounting, marketing, procurement, human resources, and R&D activities with
business ethics principles. They should observe ethical practices and behaviors in
stakeholder relations and provide training to their employees on these matters.%
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For sustainability to be effectively implemented by businesses, it must be
internalized, monitored, managed, and measurable. The tool that will ensure this is
corporate sustainability reporting.1%’

2.3. Corporate Sustainability Reporting

The traditional financial reporting system focuses primarily on business
activities and outcomes in relation to managers and shareholders. However, today,
other stakeholders are also closely interested in business activities and outcomes,
extending their focus beyond financial results to include the social and environmental
dimensions of these activities. Financial reporting, which traditionally serves
shareholders and managers, views profit or profitability as the primary measure of
success. It does not adequately address the need to monitor and report on business
activities that have social and environmental impacts.’® Financial reports are
prepared based on monetary transactions, and reducing all value movements to
monetary terms fails to reflect the social and environmental impacts of business
activities.1%

The inadequacy of financial reporting to provide stakeholders with insights
into the social and environmental effects of business activities has led to the
emergence of corporate sustainability reporting. Corporate sustainability reports
reveal the value creation potential of a company's non-financial information. This
allows all stakeholders, especially investors, to make assessments based on both
financial and non-financial information. Therefore, corporate sustainability reporting
offers both internal and external benefits for decision-makers. Additionally,
sustainability reports demonstrate the company's sensitivity to the community in
which it operates, contributing to its visibility and providing a competitive
advantage.!°

Through the new perspective brought by corporate sustainability, companies
must be accountable not only to their shareholders but to all stakeholders.
Stakeholders demand transparency from companies and wish to access social and
environmental performance indicators in addition to financial performance. From
this viewpoint, corporate sustainability has expanded the scope of transparency and
accountability. Corporate sustainability reports, which provide stakeholders with an
evaluation of the company's strategy, management approach, and commitments, are
seen as tools for transparency and accountability.!!?
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There are various reporting systems that businesses use to guide their
corporate sustainability reporting. These systems include the Global Reporting
Initiative (GRI), Carbon Disclosure Project (CDP) reports prepared under the Carbon
Disclosure Project framework, Communication on Progress (COP) prepared in
accordance with the United Nations Global Compact (UNGC), and the Integrated
Reporting (IR) developed by the International Integrated Reporting Council
(1IRC).1*2 These reporting frameworks have been designed to ensure that the
sustainability reports prepared by businesses are transparent, understandable,
actionable, and globally recognized.!*3

2.3.1. International Frameworks for Corporate Sustainability Reporting
2.3.1.a. Global Reporting Initative

The GRI was established in 1997 by the Tellus Institute and the Coalition for
Environmentally Responsible Economies, and two years later, in 1999, it officially
partnered with the UNEP. GRI covers many important aspects related to the
implementation and design of corporate social responsibility and has become one of
the most respected reporting initiatives worldwide.*

With the development of corporate sustainability reporting and the
contributions of participants from many countries in setting indicators, the most
comprehensive activities for sustainability reporting have been provided by the GRI.
The reports, updated as G1, G2, G3, and G4, have become an important resource for
businesses preparing corporate sustainability reports.t1®

The GRI reporting framework establishes the reporting principles, standards,
and indicators that businesses should use to measure and report their social,
environmental, and economic performance. The mission of GRI is to guide and
support companies in making sustainability reporting a standard practice. GRI's
vision is a sustainable global economy where businesses responsibly manage and
transparently report their social, economic, environmental, and governance
performance and impacts.1*6

GRI achieves its goal by continuously improving the use of the sustainability
reporting framework and enhancing the ability of organizations to apply it
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effectively. GRI aims to gain universal recognition worldwide for reporting and
addressing corporate social responsibility issues, providing stakeholders with
transparent and standardized communication on these topics.!!” GRI's strategy is to
involve expert stakeholders from all over the World, ensuring broad participation,
and to continuously improve its published guidelines.

GRI is the most widely recognized initiative globally for integrated
sustainability reporting. As of 2015, a total of 7,547 organizations worldwide have
published 24,405 sustainability reports. Approximately 70% of these reports (18,743)
are GRI reports.118

2.3.1.b. United Nation Global Compact

Launched in 2000, the UN Global Compact is the most comprehensive
platform aimed at developing and implementing policies within the framework of
sustainability and corporate responsibility. This platform proposes universal
principles with the goal of creating a common development culture for businesses
and is considered an innovative approach to corporate responsibility.°

Addressing areas that are seen as problematic in the working life worldwide,
the UN Global Compact encourages businesses to expand the scope of their human
resources management. It is important for companies applying the UN Global
Compact to adopt a rights-based and protective approach, thereby introducing
advantageous labor standards for their workforce.'?® The UN Global Compact
applies not only to UN bodies and civil society but also to all private sector
businesses and public institutions.

Published as an innovative corporate responsibility approach, the UN Global
Compact proposes universal principles to foster a shared development culture in the
business world. This compact consists of 10 principles outlined by the UN,
addressing values such as environmental sustainability, the protection of human
rights, fair treatment of workers, and the elimination of bribery and corruption.?

Although the UN Global Compact is a voluntary initiative, companies
supporting these principles are required to make a clear commitment to integrate
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them into their corporate policies, operations, and organizational culture.
Additionally, participants are expected to report their progress annually, a process
known as the Communication on Progress. The Communication on Progress is based
on principles of responsibility to humanity, transparency, and continuous positive
improvement. These policies help reinforce the company’s commitment to the UN
Global Compact and contribute to maintaining the integrity of the initiative.'??

2.3.1.c. Carbon Disclosure Project

CDP was established in London with the aim of facilitating publicly listed
companies in reporting to investors how they utilize natural resources and capital,
how their activities impact the reproduction of limited resources, and how they
manage risks in this area. Founded in 2000, CDP acts as a "secondary stakeholder"
by facilitating corporate investors’ collaboration to increase corporate accountability
regarding climate change.!?®

CDP is a globally recognized reporting framework, focusing on key issues
such as climate change, water usage, damage to forests, and environmental risks
within supply chains. It remains the only international and independent organization
that reports how companies worldwide manage the risks caused by climate
change.1?*

CDP calls on businesses, on behalf of institutional investors, to measure,
manage, and share critical environmental data. Each year, the data collected from
companies on these issues are evaluated using CDP’s developed rating methodology.
Based on this, CDP prepares thematic analysis reports, which provide insights into
how companies are addressing key environmental challenges.'?® CDP’s goal is to
harmonize climate change data from around the world and establish an international
standard for carbon reporting.*?® To set these standards, several guidelines have been
developed, with the most important being the GRI Standards and the Greenhouse
Gas Protocol.*?’

122 Ynited Nations Global Compact, Birlesmis Milletler Kiiresel ilkeler Sézlesmesi llerleme Bildirimi
(COP) Konusunda Pratik Rehber, Feb 2008, 8,
https://www.undp.org/sites/g/files/zskgke326/files/migration/tr/Practical Guide 2008 tr.pdf

123 Daniel Arenas, Josep M. Lozano and Laura Albareda, “The Role of NGOs in CSR: Mutual
Perceptions Among Stakeholders,” Journal of Business Ethics 88, no.1 (2009): 178,
https://doi.org/10.1007/s10551-009-0109-x

124 Tirkiye isveren Sendikalari Konfederasyonu, Herkes icin Kurumsal Sosyal Sorumluluk Projesi -
Tirkiye  Strddrdlebilirlik ~ Raporlamasi  Ulusal  Inceleme  Raporu, Jan 2016, 22,
https://csrforall.eu/tr/icerik/reports/CSR-Ulke-Analiz-RaporuTR-190116.pdf

125 Borsa lIstanbul, Sirketler icin  Siirdiiriilebilirlik ~ Rehberi, Aug 6, 2020, 35,
https://www.borsaistanbul.com/tr/duyuru/3037/borsa-istanbuldan-sirketler-icin-surdurulebilirlik-
rehberi

1%6Carbon  Disclosure Project, CDP Tiirkiye- En lyi Uygulamalar Kitapgigi, 2012, 2,
https://cdpTurkiye.sabanciuniv.edu/sites/cdpTurkiye.sabanciuniv.edu/files/blogs/cdp-Turkiye-best-
practices-booklet-turkish.pdf

127 pinar Okan Goékten, Beyhan Marsap and Soner Gékten, “Sera Gazi Emisyon Raporlamasi Bir Tercih
mi Yoksa Zorunluluk mu? Kuramsal Bir Degerlendirme,” Muhasebe Bilim Diinyasi Dergisi 20, Ozel Sayi
(2018):920, https://dergipark.org.tr/tr/download/article-file/635189
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Each year, company responses submitted under CDP’s information request
are reviewed and analysed. Additionally, companies are evaluated based on the
quality of their responses and their performance in activities aimed at mitigating
climate change. As a result of the evaluation, a transparency score and a performance
score are assigned. The transparency score assesses the quality and completeness of
the company's response, while the performance score measures the company's
management of risks related to climate change.!?®

2.3.1.d. Integrated Reporting

The International Integrated Reporting Council (IIRC), established in 2010,
has made significant contributions to the global adoption of integrated reporting. The
council brings together a broad range of stakeholders, including investors, business
representatives, academics, and civil society organizations, with the goal of
developing and promoting integrated reporting standards.!?®

In 2013, the IIRC released the first International Integrated Reporting
Framework, which was completed in 2021. The aim of this framework is to
established guiding principles and content elements that define the structure of
integrated reports, while also clarifying the core concepts that support these
elements.*°

Integrated reporting, in its broadest sense, is a type of reporting that
encompasses the link between business management and financial performance with
economic, environmental, and social factors. The information provided through
integrated reporting plays a crucial role in helping businesses make sustainability-
related decisions, and it also aids information users in their decision-making
processes. 3!

Integrated reporting brings together concepts like corporate governance,
financial capital, intellectual capital, social capital, and natural capital, which are not
included in traditional financial reports, into a single platform where they are
interconnected. It evaluates the different dimensions of organizational performance
and their internal and external relationships under the umbrella of organizational
vision and values. An integrated report serves as a blueprint that connects a
company's financial performance with other dimensions to help achieve the
organization’s vision. In this sense, it provides a structure that demonstrates how the
organization’s financial capital will be used to reach its strategic objectives.*?

128 Fatma Aksoy, “isletmelerde siirdiriilebilirlik raporlama cerceveleri,” Muhasebe Bilim Diinyasi
Dergisi 21, no.2 (2019): 343, https://doi.org/10.31460/mbdd.459841

129 Aras and Sarioglu, “Entegre Raporlama,” 16.

130 International Integrated Reporting Council, Uluslararasi <Er> Cercevesi, January 2021, 10,
http://www.entegreraporlamatr.org/tr/images/pdf/IIRC-TR.pdf

131 Sibel Kargin, Hakan Araci and Hiiseyin Aktat, “Entegre Raporlama: Yeni Bir Raporlama Perspektifi,”
Muhasebe ve Vergi Uygulamalari Dergisi 6, no.1 (2013): 27,
https://dergipark.org.tr/en/pub/muvu/issue/59979/866172

132 Indra Abeysekera, “A Template For Integrated Reporting,” Emerald Journal of Intellectual Capital
14, no.2 (2013): 229, https://doi.org/10.1108/14691931311323869
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Corporate sustainability reporting has evolved as a critical tool for businesses
to address not only financial performance but also their environmental and social
impacts. The traditional financial reporting system, which focuses solely on
monetary outcomes, is no longer sufficient to meet the demands of modern
stakeholders who seek transparency in non-financial areas. Sustainability reports,
guided by frameworks like GRI, UNGC, CDP, and Integrated Reporting, help
businesses communicate their social, environmental, and economic performance to
both internal and external stakeholders. These reporting frameworks promote
accountability, transparency, and responsibility, enabling companies to make
informed decisions that align with long-term sustainability goals. Ultimately,
corporate sustainability reporting plays a pivotal role in fostering a responsible,
transparent, and sustainable business environment that benefits both businesses and
society as a whole.

2.3.1.e. International Financial Reporting Standards

Companies aiming to present the most accurate, comprehensive, and effective
financial statements to the public produce financial reports based on the International
Financial Reporting Standards (IFRS). Following stakeholders' increasing demand
for non-financial data related to sustainability alongside financial data, the
International Financial Reporting Standards Foundation established the International
Sustainability Standards Board (ISSB) in November 2021 with the vision of
integrating financial reporting and sustainability reporting. In response to these
demands, the ISSB proposed two draft standards: General Requirements for
Disclosure of Sustainability-related Financial Information (IFRS S1) and Climate-
related Disclosures (IFRS S2). The process reached its conclusion when with the
ISSB publishing the first two global sustainability disclosure standards, IFRS S1 and
IFRS S2, during the IFRS Foundation Conference held in London on June 26-27,
2023.1

The IFRS S1 standard provides comprehensive guidance for businesses to
prepare and present management commentary supporting their financial statements.
It emphasizes a fair and objective evaluation of a company’s performance, prospects,
and risks, alongside background information on the business environment and
strategy. The commentary must be transparent, consistent, and include non-financial
performance indicators, forward-looking insights, and visual aids.3

IFRS S1 aims to guide entities in disclosing material sustainability-related
risks and opportunities relevant to investors, lenders, and creditors, enabling them to
assess the entity’s enterprise value and resource allocation decisions. Sustainability-

133 |IFRS Foundation, Feedback Statement - IFRS S1 General Requirements for Disclosure of
Sustainability-related Financial Information IFRS S2 Climate-related Disclosures, June, 2023,
https://www.ifrs.org/content/dam/ifrs/project/general-sustainability-related-disclosures/feedback-

statement.pdf

134 |FRS Foundation, Exposure Draft (Draft) IFRS S1 General Requirements for Disclosure of
Sustainability-related Financial Information, March, 2022, 6-8,
https://www.ifrs.org/content/dam/ifrs/project/general-sustainability-related-disclosures/exposure-

draft-ifrs-s1-general-requirements-for-disclosure-of-sustainability-related-financial-information.pdf
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related financial information extends beyond traditional financial statements,
covering governance, decision-making, future cash flows, reputation, and strategic
prospects.*®

IFRS S2 standard aims to ensure companies provide essential information on
their climate-related risks to support users of conventional financial statements in
making informed investment decisions. It broadly defines the required disclosures as
climate-related risks and opportunities that could reasonably impact an entity's future
cash flows, access to financing, or cost of capital. Accompanying the standard is an
industry guidance document that recommends various industry-specific quantitative
metrics for companies to meet the IFRS S2 disclosure requirements.**

The International Organization of Securities Commissions (I0OSCO)
announced on July 25, 2023, that it had approved the Sustainability Disclosure
Standards following a comprehensive review. IOSCO (in which Tiirkiye is also a
member), plays a significant role in shaping global financial regulations, is calling on
its 130 member countries to assess how they can integrate ISSB Standards into their
regulatory frameworks. This effort aims to promote consistency and comparability in
sustainability-related disclosures worldwide. The endorsement and call for evaluation
are expected to significantly contribute to the worldwide adoption of the
Sustainability Disclosure Standards.™’

These developments in the field of sustainability are closely monitored in
Tiirkiye as well. Notably, amendments to the Turkish Commercial Code No. 6102
and Decree Law No. 660 have authorized the Public Oversight, Accounting, and
Auditing Standards Authority to "establish and publish Tiirkiye Sustainability
Reporting Standards aligned with international standards, issue differentiated
regulations based on enterprise size and sectors when necessary, and authorize,
monitor, and oversee entities that will conduct audits in these areas.” Following this
amendment, the Public Oversight, Accounting, and Auditing Standards Authority
established a Sustainability Standards Department, which has commenced its
activities. The Authority has also completed the translation of IFRS S1 and IFRS S2,
issued by the ISSB, and has opened these drafts for public consultation.® These
regulatory changes have effectively made sustainability reporting practices a
mandatory requirement for enterprises. **°

2.4. Corporate Sustainability Reporting Directive
2.4.1. The History of the Corporate Sustainability Reporting Directive

135 |FRS Foundation, Exposure Draft (Draft) IFRS S1 General Requirements, 5.

136 IFRS Foundation, IFRS S2 Climate-Related Disclosures, June, 2023,
https://www.ifrs.org/content/dam/ifrs/publications/pdf-standards-issb/english/2023/issued/part-
a/issb-2023-a-ifrs-s2-climate-related-disclosures.pdf?bypass=on

137 Tung Kése and Omer Orbay Cetin, "Uluslararasi Siirdirilebilirlik Aciklama Standartlari IFRS S1 ve
IFRS S2’nin Yayinlanmasinin Ardindan Siirece ve Standartlara iliskin Bir Degerlendirme," Uluslararasi
Yénetim Akademisi Dergisi 6, no. 4 (2023): 1146, https://doi.org/10.33712/mana.1374381

138 Kose and Cetin, “IFRS S1 ve IFRS S2’nin Yayinlanmasi,” 1147.

139 Karatepe Kaya, “Riskin Erken Saptanmasi Komitesi,” 17.
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The European Commission is working to improve sustainability reporting,
where Dbusinesses voluntarily share data on their corporate sustainability
performance. The European legislation on “disclosure of non-financial and diversity
information the Non-financial Reporting Directive (NFRD)” was provided for by
Directive 2014/95/EU.14

Under this directive, large companies are required to report non-financial
information that could impact their development, performance, and activities. The
relevant directive has been integrated into the local legislation of EU member states
or used within generally accepted international frameworks.'** This directive
establishes that starting from 2017 large companies in the Member States are
required to provide a series of social, environmental, and governance declarations.'#?

The heterogeneous application of the NFRD across EU member states, along
with allowing companies to choose their preferred reporting framework, has raised
concerns regarding the comparability, reliability, and understandability of the
disclosed information. Calls for changes to the directive pertain not only to the
content of the reporting but also to audit or assurance obligations. Enhancing the
comparability and reliability of the information implies the need for an audit
obligation, which would increase the responsibilities and workload for both
companies and auditors. Additionally, it can be stated that the principle of materiality
has been overlooked in this directive.l*®

In April 2021, the European Commission adopted the draft Corporate
Sustainability Reporting Directive (CSRD), which strengthens the existing
sustainability reporting requirements and expands the scope to include relevant
companies.*

The aim of this draft is to focus on achieving the quality not reached by the
existing directive, to align financial and sustainability reporting to a coordinated
level, and to ensure comparable and reliable sustainability reporting practices for all
EU member states and stakeholders. With this draft directive, the European
Commission has designated the "European Financial Reporting Advisory Group"

140 Mehmet Giines and Neriman Yalgin, “Finansal olmayan raporlamanin AB direktifi kapsaminda
incelenmesi: Bist kurumsal yonetim endeksi isletmeleri Uzerine bir arastirma,” Mali ¢6ziim Dergisi
32, n0.170 (2022): 114, https://dergipark.org.tr/tr/pub/mbdd/issue/76396/1211177

141 Nyran Cémert, “Dogal Sermaye Muhasebesinin Artan Onemi” in Finansal Olmayan Bilgilerin
Raporlanmasinda Dedisiklikler ve Giincel Konular, ed. Nalan Akdogan, Deniz Umut Dogan and Ozge
Sezgin Alp (Ankara: Gazi Kitabevi, 2022), 57.

142 Andrea Venturelli, et al. “Directive 2014/95/EU: Are Italian companies already compliant?,”
Sustainability 9, no.8 (2017):1, https://doi.org/10.3390/su9081385

143 Cagri Aksoy Hazir, “Ufrs Sirdiriilebilirlik Aciklama Standartlari ile Avrupa Sirdiriilebilirlik
Raporlama Standartlar’nin Kargilastirmasi,” Marmara Universitesi iktisadi ve idari Bilimler Dergisi 46,
no.1(2024): 89, https://doi.org/10.14780/muiibd.1497490

144 Joanna Krasodomska, Ewelina Zarzycka, E., and Pawel Zieniuk, “Voluntary sustainability reporting
assurance in the European Union before the advent of the corporate sustainability reporting
directive: The country and firm-level impact of Sustainable Development Goals,” Sustainable
Development 32, no.3 (2003):1653, https://doi.org/10.1002/sd.2744
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(EFRAG) as the technical advisor responsible for developing the European
Sustainability Reporting Standards (ESRS).1#°

To develop the standards, EFRAG established the European Sustainability
Reporting Standards Project Task Force. From June 2021 to April 2022, the ESRS
drafts were prepared, and the first draft set of standards was released to the public in
April 2022. In June 2022, a political agreement was reached on the CSRD by the
European Commission.*4®

EFRAG, taking into account the comments and feedback on the draft
standards, reduced the set initially consisting of 13 standards to 12 standards and
published the new draft standard set in November 2022.247 After an agreement was
reached by EU member states, the final version of the CSRD (EU/2022/2464) was
published in the Official Journal of the EU in December 2022. The final version
came into effect in January 2023.148

2.4.2. Demands and Scope of the Corporate Sustainability Reporting
Directive

Although the NFRD has increased the amount of information, on the other
hand, problems related to the standardization and comparability of information have
arisen the limits that the CSRD aims to overcome. Some of the major demands
introduced by the CSRD:

* Broadening the scope of the obligations which will also extend to listed
SMEs,

* Explanation of the principle of double materiality,

« Establishing European reporting standards developed by EFRAG,
« Implementing digital taxonomy for information digitization,

« Obligation to sworn reports.*4

CSRD broadens the scope to encompass all large enterprises and companies
listed on regulated markets. This expansion would entail approximately 50,000

145 Mustafa Ugur Akdogan, “Surdirilebilirlik Bilgilerinin Raporlanmasinda Kullanilan Raporlama
Cercevelerine Toplu Bakis ve Tek Raporlama Cercevesine Duyulan ihtiyac- Giincel Gelismeler,”
Muhasebe ve Denetime Bakis 24, no.72 (2024): 235. https://doi.org/10.55322/mdbakis.1448567.

146 comert, “Dogal Sermaye Muhasebesinin Artan Onemi,” 57.

147 Kamu Goézetim Kurumu, Soru ve Cevaplarla Siirdiiriilebilirlik Raporlamasi, May 30,2023, 6,
https://www.kgk.gov.tr/Portalv2Uploads/files/Sustainability/Soru ve Cevaplarla Surdurulebilirlik R
aporlamasi 30 05 2023-.pdf

148 “Directive (EU) 2022/2464 of the European Parliament and of the Council of 14 December 2022
Amending Regulation (EU) No 537/2014, Directive 2004/109/EC, Directive 2006/43/EC and Directive
2013/34/EU, As Regards Corporate Sustainability Reporting” December 16, 2022,
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:3202212464, accessed 12 May
2024
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European companies adhering to comprehensive sustainability reporting guidelines,
compared to the current 11,000.1%

Companies that meet two of the following three conditions will have to
comply with the CSRD*®*:

- Generating €50 million or more in net turnover.
- A balance sheet total of more than €25 million.
- Employing 250 or more individuals. (Averaged over a year)

This includes:

- Major publicly traded corporations, banks, and insurance firms that were
already subject to the NFRD.

- Other EU-listed companies those were previously exempt from the
NFRD.

- European SMEs listed on stock exchanges (which have the option to
report using simplified standards).

- Large private European enterprises.

In addition, non-European companies that have an annual turnover of above
€150 million in the Europe will also have to comply.

2.4.3. Structure of the Corporate Sustainability Reporting Directive and
the Content of ESRS

The first set of ESRS, consisting of 12 standards published by EFRAG, has
been developed in line with the CSRD proposals and covers environmental, social,
and governance issues. Additionally, EFRAG plans to publish sector-specific
standards and standards for SMEs, which have not yet been released for public
consultation.

1%0 paolo Tenuta and Domenico Rocco Cambrea, Corporate Sustainability Measurement, Reporting
and Effects on Firm Performance, (Rome: Springer, 2022), 51.

151 Christof Falkenberg, Carina Schneeberger and Siegfried Péchtrager, “Is Sustainability Reporting
Promoting a Circular Economy? Analysis of Companies’ Sustainability Reports in the Agri-Food Sector
in the Scope of Corporate Sustainability Reporting Directive and EU Taxonomy Regulation,”
Sustainability 15, no.9 (2023): 4, https://doi.org/10.3390/su15097498

36


https://doi.org/10.3390/su15097498

General requirements (ESRS 1)

Strategy

Impact, risk and opportunity
management

Metrics and targets

(19) @2ueUwIaA0D)

(§3-13) IB3uswuoIIAUg
(FS=18) |e100s

ISen::tor-specific ESRSs (to be drafted) i

Figure 4: Structure of ESRSs
Source: KPMG, 2023

243.a. ESRS1

ESRS 1 - General Requirements, outlined in establish principles for reporting
but do not specify any disclosure obligations. It requires companies to disclose
information based on the concept of double materiality, which is determined through
a self-assessment process. For information to be reported, it must meet the criteria of
either impact materiality, financial materiality, or both of them. It emphasizes due
diligence in reporting, prioritizing the identification, mitigation, prevention, and
resolution of both actual and potential negative impacts on stakeholders.
Additionally, it requires that information be presented with clarity within the
management report and promotes comparability by integrating the use of a base year
as a reference point for tracking progress over time.!*2

ESRS 1 can be summarized under general headings as follows;

General Reporting Principles: Companies must disclose its significant
impacts, risks, and opportunities related to environmental, social, and governance
(ESG) sustainability matters in accordance with the ESRS (European Sustainability
Reporting Standards). The information disclosed under these standards should enable
users to understand the company's significant impacts on people and the
environment, as well as the material effects of sustainability issues on the company's
development, performance, and position. Sustainability information must be
presented as part of the management report. When disclosing sustainability
information, the fundamental qualitative characteristics of "materiality and faithful

152 “ESRS-1 Commission Delegated Regulation - ANNEX to the Commission Delegated Regulation
supplementing Directive 2013/34/EU of the European Parliament and of the Council as Regards
Sustainability Reporting Standards,” July 31, 2023,
https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FSiteAssets%2FES

RS%25201%2520Delegated-act-2023-5303-annex-1_en.pdf accessed 20 April 2024
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representation” must be considered, along with supporting qualitative characteristics
such as comparability, verifiability, and understandability.t*3

Due Diligence and Value Chain: Due diligence is a structured process
through which a company identifies, prevents, mitigates, and manages the actual and
potential negative impacts of its activities on the environment and society.'®* This
ongoing process adapts to changes in the company's strategy, business model,
operations, business relationships, sourcing, and sales policies. Sustainability
disclosures may include information on the significant impacts, risks, and
opportunities related to companies directly or indirectly connected through value
chain relationships.*®

Double Materiality: Companies must make sustainability disclosures
considering the principle of double materiality. According to the standard, the
company's stakeholders are divided into two categories: affected stakeholders and
users of sustainability disclosures. Affected stakeholders are those whose interests
are directly or indirectly influenced, positively or negatively, by the company's
operations and business relationships across the value chain. ¢

Double materiality consists of two dimensions, financial materiality and
impact materiality. A definition of financial materiality in the ESRS report: “A
sustainability matter is material from a financial perspective if it triggers or could
reasonably be expected to trigger material financial effects on the undertaking. This
Is the case when a sustainability matter generates risks or opportunities that have a
material influence, or could reasonably be expected to have a material influence, on
the undertaking’s development, financial position, financial performance, cash flows,
access to finance or cost of capital over the short-, medium- or long-term. Risks and
opportunities may derive from past events or future events. The financial materiality
of a sustainability matter is not constrained to matters that are within the control of
the undertaking but includes information on material risks and opportunities
attributable to business relationships beyond the scope of consolidation used in the
preparation of financial statements.” 7

Financial materiality is familiar territory for companies experienced in non-
financial reporting. The Task Force on Climate-related Financial Disclosures
(TCFD) offers a framework for companies to report on climate-related financial risks
and opportunities that are material to their business operations and financial
outcomes. It underscores the importance of sharing information relevant to investors,

153 European Comission, Questions and Answers on the Adoption of European Sustainability
Reporting Standards, July 31,2023,
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154 European Bank for Reconstruction and Development, GRI Report 2023, (London: EBRD, 2023), 2-
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155 Mats Eklund and Jonas Askevold Vaaler, “The Transition to CSRD and ESRS,” (Master's thesis,
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156“ESRS-1 Commission Delegated Regulation” 9.

157 European Financial Reporting Advisory Group, ESRS 1 General Requirements, November 2022,
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RS%2520 1%2520Delegated-act-2023-5303-annex-1_en.pdf
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lenders, and insurance underwriters for informed decision-making, aligning with the
principle of financial materiality.*%

A definition of impact materiality in the ESRS report: “A sustainability
matter is material from an impact perspective when it pertains to the undertaking’s
material actual or potential, positive or negative impacts on people or the
environment over the short-, medium- or long-term. Impacts include those connected
with the undertaking’s own operations and upstream and downstream value chain,
including through its products and services, as well as through its business
relationships. Business relationships include those in the undertaking’s upstream
and downstream value chain and are not limited to direct contractual relationships.
In this context, impacts on people or the environment include impacts in relation to
environmental, social and governance matters.”%

Double materiality takes into account both the inside-out (impact materiality)
and outside-in (financial materiality) view. This approach to materiality takes into
account the broader audience for disclosed information. The impact of a company's
activities is not only relevant to investors seeking to understand the environmental
and social implications of their investments, but also to civil society, consumers, and
employees. The CSRD is grounded in the principle of double materiality requiring
consideration of both the outside-in and inside-out perspectives. This means that
sustainability information deemed material from either or both perspectives must be
disclosed.'® The principle of double materiality reflects the essence of the
sustainability reporting framework, distinguishing it from previous non-financial
reporting requirements. 6%

2.4.3.b. ESRS 2

ESRS 2 - General Disclosures requires specific disclosures for all companies
falling under the CSRD scope. This standard defines key characteristics and
information, such as policies, measures, and objectives that must be reported
regardless of the materiality assessment results. Additionally, it provides the
structure and content for the topical standards within ESRS. Disclosures are
organized into four pillars: governance, strategy, management of impacts, risks, and
opportunities, along with indicators and targets for specific topics.

ESRS 2 can be summarized under general headings as follows;

158 Task Force on Climate-Related Financial Disclosures, Recommendations of the Task Force on
Climate-related Financial Disclosures (Basel: TCFD, 2017), 1-2,
https://assets.bbhub.io/company/sites/60/2021/10/FINAL-2017-TCFD-Report.pdf

159 European Financial Reporting Advisory Group, ESRS 1 General Requirements, 22.

160 Mathilde Bossut et al, “What information is relevant for sustainability reporting? The concept of
materiality and the EU Corporate Sustainability Reporting Directive,” Sustainable Finance Research
Platform Policy Brief (2021), 6, https://wpsf.de/wp-content/uploads/2021/09/WPSF PolicyBrief 7-
2021 Materiality.pdf

161 Josef Baumiiller and Amila Omazic, “Development perspectives for the materiality principle in
non-financial reporting,” Journal of International Accounting 16, no.1 (2021):42.
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Governance: This section focuses on providing a comprehensive overview of
the governance structures, processes, and controls, implemented to oversee and
manage sustainability matters effectively. Companies are required to disclose
detailed information about the composition, roles, and responsibilities, of their
administrative, management, and supervisory bodies as well as the availability of
sustainability-related expertise and skills within these entities. Furthermore,
organizations must explain how sustainability performance is incorporated into
incentive programs and describe the processes used to map and implement due
diligence across operations and value chains. This section also emphasizes the
importance of outlining the key features of risk management and internal control
systems associated with sustainability reporting. These systems should ensure
accuracy, reliability, and accountability in reporting sustainability-related risks and
opportunities, aligning them with the broader organizational strategy and objectives.
Additionally, the governance section highlights the need for transparency regarding
decision-making processes and the alignment of sustainability goals with overall
corporate governance practices.®2

Impact, Risk, and Opportunity Management: Disclosures on impact, risk,
and opportunity management are expected to provide insights into the processes used
to identify impacts, risks, and opportunities based on their materiality level, how the
company conducts its materiality assessments, and presents the resulting information.
These disclosures should cover the methodologies and assumptions used in
materiality assessment processes, identifying and assessing both actual and potential
impacts on people and the environment, and determining, evaluating, and prioritizing
risks and opportunities with financial relevance.®®

Strategy: The Strategy section aims to outline the sustainability-related
aspects of the company’s strategies, elements influencing those strategies, business
models, and value chains. Companies should explain the sustainability aspects within
its strategy, its business models, value chain, and how stakeholder interests and
perspectives are integrated within the framework of the company’s strategy and
business models.%4

Metrics and Targets: Companies should disclose the metrics used to monitor
the effectiveness of actions taken to manage significant sustainability issues, as well
as the targets set regarding these sustainability matters.6®

2.4.3.c. ESRS E, ESRS S and ESRS G

162 Katrin Hummel and Dominic Jobst, “An Overview of Corporate Sustainability Reporting Legislation
in the European Union,”  Accounting  in Europe 21, no.3 (2024): 18,
https://doi.org/10.1080/17449480.2024.2312145

163 Elzbieta Broniewicz, Ewa Jastrzebska, Agata Lulewicz-Sas, “Environmental disclosures according to
ESRS in ESG reporting of selected banks in Poland,” Economics and Environment 88, no.1 (2024): 11,
https://doi.org/10.34659/eis.2024.88.1.719

164 “CSRD Lookbook,” PWC, Jan 2024, 10, https://www.pwc.se/sv/esg/csrd-lookbook-1-1.pdf

165 Christian Nielsen, “ESG Reporting and Metrics: From Double Materiality to Key Performance
Indicators,” Sustainability 15, 24 (2023): 7, https://doi.org/10.3390/su152416844
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The ESRS E — Environmental standards are divided into sub-standards: E1-
Climate Change, E2-Pollution, E3-Water and Marine Resources, E4-Biodiversity and
Ecosystems, and E5-Resource Use and Circular Economy.6®

e E1 — Climate Change and E2 — Pollution: Focus on a company’s significant
impacts on climate and pollution, its mitigation efforts, strategies, and financial
impacts aligned with the Paris Agreement.

e E3 - Water and Marine Resources: Cover impacts on water and marine
resources, measures for water conservation, and alignment with European Green
Deal goals.

e E4 — Biodiversity and Ecosystems: Require strategies that align with the EU
Biodiversity Strategy for 2030, including impact and risk disclosures on biodiversity.

e E5 — Resource Use and Circular Economy: Address resource usage, circular
economy initiatives, and disclose financial impacts of resource-related risks and
opportunities.

The ESRS S — Social Standards consist of four sub-standards: S1 —
Workforce, S2 — Workers in the Value Chain, S3 — Affected Communities, and S4 —
Consumers/End-Users. 16’

e S1 — Workforce: Focuses on disclosing significant impacts, risks, and
opportunities related to a company’s workforce. This includes policies on workforce
management, engagement processes with employees, grievance mechanisms, social
protections, diversity, pay structures, health and well-being measures, and work-life
balance.

e S2 — Workers in the Value Chain: Aims to inform users about significant
impacts on and risks to workers within the value chain that a company’s operations,
products, or relationships may cause or contribute to.

e S3 — Affected Communities and S4 — Consumers/End-Users: Require
companies to disclose significant impacts, both financial and non-financial, on
affected communities, consumers, and end-users, including risks arising from
operations, products, services, or business relationships.

The ESRS G — Business Conduct is the sole governance standard in the ESRS
set. Its purpose is to provide disclosure requirements enabling users to understand a
company’s strategy, approach, processes, and performance related to business ethics.
Key areas include corporate culture, supplier management, animal welfare, anti-

186 European Financial Reporting Advisory Group, ESRS E4 Biodiversity and Ecosystems, November
2022,
https://www.efrag.org/Assets/Download?assetUrl=%2Fsites%2Fwebpublishing%2FSiteAssets%2FER
$%25201%2520Delegated-act-2023-5303-annex-1 _en.pdf

167Eyropean Financial Reporting Advisory Group, ESRS S1 Own Workforce, April 2022,
https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/ED _ESRS S1.pdf
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corruption and anti-bribery, political influence, and whistleblower protection.
Companies should disclose information on managing supplier relationships and the
impact on the supply chain, along with systems in place to prevent, detect,
investigate, and respond to corruption and bribery. Under metrics and targets,
companies should report confirmed cases of corruption and bribery, as well as details
on political influence, including lobbying activities. %8

2.4.4. The Audit of the Corporate Sustainability Reporting Directive

The creation of a common sustainability reporting standard alone is not
sufficient; it is also necessary to verify whether the reports comply with the
standards. The most important tool for this verification is subjecting the prepared
reports to an audit before they are made public.'®® One of the major shortcomings of
non-financial reporting is the publication of these reports without undergoing an
audit or review procedure.1 Failure to audit the reports jeopardizes their reliability.

Auditing reports before sharing them with the public increases trust in the
content, which is why, just like financial reporting, sustainability reporting must also
undergo auditing.1”* Although various steps have been taken to address this need,
concerns about the information in the reports have not been fully alleviated."

In response to the need for trust in sustainability reporting, the CSRD has
amended the EU’s Directive 2006/43 on auditing. The scope of this Directive has
been expanded to include the auditing of sustainability reporting, and no part of the
sustainability report is exempt from the audit. 13 In this respect, the CSRD is ahead
of similar regulatory proposals from other countries or organizations with
comparable timelines.

The CSRD has established a phased auditing system for sustainability reports.
In this context, the concept of auditing has been divided into reasonable assurance
and limited assurance.1’

The main distinctions between reasonable and limited assurance engagements
lie in the confidence level and the rigor of audit procedures performed by auditors. In
a reasonable assurance engagement offers a higher level of confidence, where the
auditor provides a positive conclusion, such as “In our opinion, the financial

168 European Financial Reporting Advisory Group, ESRS G1 Governance, Risk Management and
Internal Control, April 2022,
https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/ED ESRS G1.pdf

169 Reinier Kraakman et al, The Anatomy of Corporate Law, (Oxford: Oxford University Express, 2017),
39.

170 151k Ozer, Anonim Sirketlerde Kurumsal Sosyal Sorumluluk (Ankara: Adalet Yayinlari, 2022), 252.

171 Deniz Okuyucu, Anonim Sirketin Sosyal Sorumlulugu (istanbul: On iki Levha Yayinlari, 2023), 131.
172 Okuyucu, Anonim Sirketin Sosyal Sorumlulugu, 133- 134.

173 European Commission, CEAOB Guidelines on Limited Assurance on Sustainability Reporting,
September 30, 2024, 1,
https://finance.ec.europa.eu/document/download/8ac2df18-2ael-4bc7-9d87-

a4a740e48f5e en?filename=240930-ceaob-guidelines-limited-assurance-sustainability-

reporting en.pdf

174 “Directive (EU) 2022/2464, As Regards Corporate Sustainability Reporting” Article 60
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statements present fairly...” This type of engagement involves more extensive
procedures, including detailed testing of transactions, gathering substantial evidence,
and evaluating internal controls.

In contrast, a limited assurance engagement, the auditor provides a moderate
level of confidence, typically offering a negative conclusion, such as “Nothing has
come to our attention that causes us to believe...” The procedures involved in limited
assurance are less comprehensive, focusing mainly on analytical reviews and
inquiries, with a narrower scope and fewer detailed tests. Consequently, reasonable
assurance engagements have a broader scope and entail a more thorough examination
of the subject matter, providing a higher degree of confidence compared to limited
assurance engagements.

The CSRD establishes various requirements for external assurance, including
the necessity of professional training and education for assurance providers to ensure
their independence. It also specifies the application of the European enforcement
framework for published sustainability reports. Additionally, the directive includes
comprehensive provisions for imposing penalties in cases of non-compliance with
reporting obligations.'’®

CHAPTER 3 - CORPORATE SUSTAINABILITY DUE DILIGENCE
DIRECTIVE

3.1. Corporate Sustainability Due Diligence Directive History
3.1.1. United Nations Guiding Principles on Business and Human Rights

The first document prepared regarding the due diligence process for the
interests of stakeholders is the UN's 2011 "Guiding Principles on Business and
Human Rights" (UNGP), which is a non-binding framework.1"

The UNGP presents the framework commonly known as "Protect, Respect,
and Remedy,” which, among other things, requires businesses to have policies and
processes that include a commitment to respect human rights, a human rights due
diligence process to identify, prevent, mitigate, and explain how they address their
human rights impacts, and processes to remedy adverse human rights impacts they
have caused or contributed to, in accordance with their size and circumstances.!’”’

In the UNGP, due diligence is treated as a process related to the social
dimension of sustainability. However, it does not include obligations regarding
companies' environmental impacts, except for human rights related to environmental

175 John Baumiiller and Stefan Grbenic, “Moving from non-financial to sustainability reporting:
Analyzing the EU Commission’s proposal for a Corporate Sustainability Reporting Directive (CSRD),”
Facta  Universitatis, Series: ~ Economics and Organization 18, no.4 (2021): 377,
https://doi.org/10.22190/FUE0210817026B

176 United Nations Human Rights Office, Guiding Principles on Business and Human Rights, April 11,
2011, https://www.ohchr.org/Documents/Publications/GuidingPrinciplesBusinessHR EN.pdf

77 Mehmet Ali Tuncel, “is Diinyasi ve insan Haklari: Birlesmis Milletler Rehber ilkeler Isiginda Genel
Bakis,” Adalet Bakanhg insan Haklari Dairesi Baskanlig, accessed 12 May 2023, 98.
https://inhak.adalet.gov.tr/Resimler/Dokuman/1005202413542997 PDFsam inhak13.pdf
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protection. The guidance is limited to the company's products and activities and does
not impose any obligations regarding the supply or value chain. It is considered soft
law and is non-binding. Since due diligence under this guidance is not a mandatory
obligation but a recommendation, compliance with the principles outlined in the
framework is at the discretion of the companies.'’

3.1.2. OECD Due Diligence Guidance for Responsible Business Conduct

Since 2011, companies have made significant strides in implementing the
UNGPs, with support from aligned international frameworks like the OECD
Guidelines for Multinational Enterprises.'”® While leading companies have shown
initial progress, expanding these practices to more companies—including those less
engaged with responsible business conduct—remains essential.l® In 2018, the
OECD Due Diligence Guidance for Responsible Business Conduct adopted, which
aims to clarify due diligence recommendations for businesses. This Guidance seeks
to build a shared understanding of effective due diligence and serve as a key
reference for implementing responsible practices under the OECD Guidelines,
UNGPs, and International Labour Organization’s (ILO) standards. The Guidance’s
impact will depend on how widely it is adopted by businesses. To enhance its
effectiveness, efforts must be made to promote the Guidance, raise awareness, and
integrate its principles into mainstream responsible business practices. 8!

The Due Diligence Guidance stands as the first government-endorsed
standard for corporate due diligence in responsible business conduct across all
economic sectors. It outlines specific actions companies should take to address issues
covered in the OECD Guidelines, including human rights, anti-bribery and
corruption, employment and labor relations, consumer interests, environmental
impact, and disclosure. The Guidance presents a step-by-step approach to the due
diligence process and supporting measures, centering on six core expectations*e?:

e Embedding responsible business conduct into policies and management
systems;

¢ Identifying and assessing actual and potential adverse impacts associated with
the enterprise’s operations, products or services;

178 Lise Smit et al,“Study on due diligence requirements through the supply chain: Final Report,”
European Comission (2020): 160, accessed 12.05.2023,
https://www.europarl.europa.eu/meetdocs/2014 2019/plmrep/COMMITTEES/DROI/DV/2020/06-
22/Studyonduediligencerequirements EN.pdf

179 Organization for Economic Co-operation and Development, OECD Guidelines on Multinational
Enterprises 2011 Edition, September 29, 2011, https://doi.org/10.1787/9789264115415-en

180 Ynited Nations General Assembly, Report of the Working Group on the Issue of Human Rights and
Transnational  Corporations and other Business Enterprises, May 2, 2018, 18,
https://digitallibrary.un.org/record/1637428?In=en&v=pdf

181 |nds Crispim, “Demystifying the Due Diligence Process under the 2023 OECD Guidelines for
Multinational Enterprises on Responsible Business Conduct,” (2024):2, accessed 12.07.2024,
https://thinktank.plmj.com/en/corporate-sustainability/forum/demystifying-the-due-diligence-
process-under-the-2023-oecd-guidelines-for-multinational-enterprises/70/

182 Catie Shavin, “Unlocking the potential of the new OECD due diligence guidance on responsible
business conduct,” Business and Human Rights Journal 4,1 (2019): 140-141,
https://doi.org/10.1017/bhj.2018.28
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Ceasing, preventing and mitigating adverse impacts;
Tracking implementation and results;
Communicating how impacts are addressed; and
Providing for or cooperating in remediation.

3.1.3. The Emergence of the Corporate Sustainability Due Diligence
Directive

Due diligence guidelines promote sustainable supply chains, yet many
regions lack mandatory rules addressing both human rights and environmental
concerns. Frameworks like the UNGP and OECD Guidelines highlight companies'
duty to uphold these standards, but voluntary efforts often fall short, focusing
narrowly on initial supply chain links and failing to ensure accountability.'®
Scholars argue for stricter public policy to enforce corporate responsibility,
emphasizing that legally binding regulations are more effective, especially with
sanctions.!84

The idea that a duty of care should be imposed on companies has been
accepted by the qualified majority of EU member states, and work has begun on
preparing the Corporate Sustainability Due Diligence Directive, which specifies the
human rights and environmental obligations of large companies in global value
chains.1&

To speed up this progress, In April 2020, European Commissioner for Justice
announced plans for a legislative initiative from the European Commission
mandating corporate due diligence in human rights and environmental issues.'®
Following this, on 3 December 2020, the European Council called on the European
Commission to propose an EU-wide legal framework for sustainable corporate
governance, covering cross-sector due diligence and global value chains.'®
Subsequently, on 10 March 2021, the European Parliament adopted a report on
corporate due diligence and accountability. This report was prepared by the Legal
Affairs Committee, with contributions from the Human Rights Subcommittee, the

183 Almut Schilling-Vacaflor and Andrea Lenschow,” Hardening foreign corporate accountability
through mandatory due diligence in the European Union? New trends and persisting challenges,”
Regulation & Governance 17,3 (2021): 682-683, https://doi.org/10.1111/rego.12402 ; René
Wolfsteller and Yingru Li, “Business and Human Rights Regulation After the UN Guiding Principles:
Accountability, Governance, Efectiveness,” Human Rights Review 23, no.l (2022): 2,
https://doi.org/10.1007/s12142-022-00656-2

184 Christine Moser and Sina Leipold, “Toward “hardened” accountability? Analyzing the European
Union's hybrid transnational governance in timber and biofuel supply chains,” Regulation &
Governance 15, no.1 (2019): 3, https://doi.org/10.1111/rego.12268

185 Nicolas Bueno et al, "The EU Directive on Corporate Sustainability Due Diligence (CSDDD): The
Final  Political Compromise," Business and Human Rights Journal (2024): 1,
https://doi.org/10.1017/bhj.2024.10

186 Didier Reynders, “Speech by Commissioner Reynders in RBC webinar on Due Diligence,” 29 April
2020, RBC Working Group of the European Parliament.
https://responsiblebusinessconduct.eu/wp/2020/04/30/speech-by-commissioner-reynders-in-rbc-
webinar-on-due-diligence/

187 European Council, Council Conclusions on Human Rights and Decent Work in Global Supply Chains,
December 1, 2020, 6, https://www.consilium.europa.eu/media/46999/st13512-en20.pdf
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International Trade Committee, and a formal opinion from the Development
Committee. An opinion from Committee on Foreign Affairs and the Human Rights
Subcommittee also contributed to the process on 25 November 2020.188

On 23 February 2022, the European Comission released its Corporate
Sustainability Due Diligence Directive (CSDDD) proposal*®®, along with an Impact
Assessment Report and annexes providing the rationale for the proposal in the
context of EU political priorities.!®® On December 14, 2023, the Council and the
European Parliament reached a provisional agreement on the Directive aimed at
improving the protection of human rights and the environment both within the EU
and globally. On April 24, 2024, the European Parliament approved the final text of
the Directive in a plenary session. The European Council is set to grant its final
approval to the Directive on May 24, 2024. After being signed by the President of the
European Parliament and the President of the Council, the Directive will be
published in the Official Journal of the European Union and will enter into force on
the twentieth day following its publication.®!

3.2. Concept of Value Chain and Due Diligence

Defining key concepts frequently used in the Directive, such as due diligence
and value chain, will help ensure a clearer understanding of the responsibilities of
companies and countries.

3.2.1. Concept of Value Chain

The concept of value chain is different from that of the supply chain. While
both concepts can be found in the UNGP and OECD guidelines related to due
diligence obligations, the CSDDD opts for the term "value chain™ instead of "supply
chain," and the obligations are defined based on this concept.

The concept of value chain describes the full range of activities, which are
required to bring a product or service from conception, through the different phases
of production, distribution to consumers, and final disposal after use. As the product
moves from one player in the chain to another, it is assumed to gain value.®?

188 Eyropean Parliament, Corporate Due Diligence and Corporate Accountability, March 10, 2021,
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:520211P0073

189 European Commission, Comission Staff Working Document Impact Assessment Report, Feb 23,
2022, https://eur-lex.europa.eu/resource.html?uri=cellar:c851d397-9584-11ec-b4e4-
0laa75ed71a1.0001.02/DOC 1&format=PDF

190 “proposal for a Directive of The European Parliament and of The Council on Corporate
Sustainability Due Diligence and amending Directive (EU) 2019/1937” Feb 23, 2022,
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022PC0071 accessed 13 May

2024
191

European Council, Council  Gives Its  Final  Approval, May 24, 2024,
https://www.consilium.europa.eu/en/press/press-releases/2024/05/24/corporate-sustainability-
due-diligence-council-gives-its-final-approval/

192 Jjon Hellin and Madelon Meijer “Guidelines for value chain analysis,” Food and Agriculture
Organization of the United Nations (2006):4,
http://www.spiencambodia.com/filelibrary/Value Chain Research Methodology.pdf
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Porter introduced the value chain approach to the literature in 1985. In this
framework, he emphasized the need for companies to analyze specific activities to
enhance their business value. He divided these value-adding activities into two main
categories:'®® primary activities and support activities. Primary activities include
inbound logistics (in production), operations (production of goods/services),
outbound logistics (distribution), sales and marketing, and service activities are
considered the company’s core primary activities.'® The activities that facilitate the
execution of primary activities, support them, and enhance their efficiency—such as
firm infrastructure, human resources; technology development, and procurement—
are considered the company’s support activities.'®

The concept of the value chain is defined in Article 3 (g) of the draft
Directive, titled "Definitions.” In line with the explanation above, in the draft of the
CSDDD, the value chain is defined as “activities related to the production of goods
or the provision of services by a company, including the development of the product
or the service and the use and disposal of the product as well as the related activities
of upstream and downstream established business relationships of the company.”’1%

3.2.2. Concept of Due Diligence

The first word of the term "Due Diligence” means reasonable or appropriate,
and the second word means care or precaution. As a function or activity, Due
Diligence, is considered an important element required in legal transactions to
establish responsibility, rather than just a behavioral criterion. It refers to the
necessary care that is sought in legal matters to ensure responsibility is properly
assigned.'®’

The concept of "due diligence™ originates from the legal field, where it serves
as a method to reduce commercial and financial risks. This process involves a
thorough investigation, typically conducted by one company toward another, to
uncover any potential misconduct or failure to meet expected standards.'®® The legal
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underpinnings of due diligence can be traced back to Roman law, which held
individuals accountable for not following established standards of conduct.'®® Over
time, due diligence has evolved to include a broader array of concerns, addressing
environmental and social risks such as human rights abuses and modern slavery. This
expansion reflects growing global awareness and pressure to address complex,
modern issues that extend beyond traditional financial risks, aligning with evolving
societal expectations.?%

The concept of due diligence is broad and context-dependent. In international
law, due diligence essentially establishes a standard of care used to assess fault,
emphasizing a duty of conduct rather than a duty of result. This approach focuses on
the actions taken by the responsible party, rather than the outcome of those
actions.?* The principle, which requires adherence to a specific standard of care to
prevent harm, remains widely upheld within EU legal systems.?? Accordingly, Due
Diligence holds significant roots in international law, promoting the expectation that
states follow certain behavioral standards without prescribing specific outcomes or
deadlines.?%

In Turkish legal doctrine, the term is defined both as a detailed and specific
examination of the company to be transferred before a merger,?® and as the
necessary care required in legal transactions.?%®

In a business context, Due Diligence generally refers to an investigative
process undertaken by a company to identify and manage risks. This process aims to
establish the facts surrounding a commercial transaction to evaluate its value, price,
and associated risks.2% Thus, the concept of Due Diligence in business traditionally
differs from its interpretation in international law.

The Due Diligence term mentioned in the CSDDD is similar to this concept.
It involves identifying the increased risks to stakeholders resulting from company
activities and taking appropriate measures accordingly. In this regard, Due Diligence
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refers to the care that should be taken in the company’s management to address risks
that affect the rights and interests of stakeholders impacted by the company’s
activities. The aim of this obligation is to identify the risks caused by the company
with due care and propose solutions to mitigate these risks.

3.3. The Purpose of Corporate Sustainability Due Diligence Directive

While some companies voluntarily work to identify risks within their value
chains, challenges such as the complexity of these chains, market pressures, lack of
information, and unclear legal guidelines on associated costs often prevent
widespread corporate Due Diligence. Many large companies actively implement Due
Diligence processes to maintain a competitive advantage and protect against
reputational damage with consumers and investors. However, these efforts are
largely voluntary and lack clear legal guidelines for addressing harm, leaving both
companies and affected individuals without specific recourse.?%’

In practice, some EU companies have been linked to adverse human rights
and environmental impacts in their value chains. Notable concerns include forced
labor, child labor, poor health and safety conditions, worker exploitation, as well as
environmental impacts such as greenhouse gas emissions, pollution, biodiversity
loss, and ecosystem degradation.?%®

In recent years, several EU member states have implemented corporate due
diligence laws to encourage companies to assess their value chains and uphold
human rights, children's rights, and environmental protections. However, these
regulations also risk creating legal ambiguity and uneven playing fields for
companies within the EU single market. Therefore, a unified EU directive on
corporate due diligence aims to bolster respect for human rights and environmental
protections, ensure equal operational conditions for companies both within the EU
and from third countries meeting similar revenue thresholds, and prevent
fragmentation that could arise from individual state actions.?*®

3.4. The Scope and Obligations of the Corporate Sustainability Due
Diligence Directive

3.4.1. Scope and Timeline of the Directive

Not all companies subject to European Union legislation, but companies that
meet certain criteria such as size criteria and field of activity are within the scope of
the draft CSDDD.

EU-based companies that meet the following criteria:
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e More than 500 employees average, and have a net turnover exceeding €150
million in the previous financial year.

e More than 250 employees average, and have a net turnover exceeding €40
million in the previous financial year, provided that at least 50% of this
turnover was generated in a high-impact sector. High-risk sectors include
textiles, garment, agriculture, mineral extraction, fishing, forestry, or metal
manufacturing.

Non-European companies that meet the following criteria:

e Have a net turnover exceeding €150 million generated within the EU in the
previous financial year.

e Have a net turnover exceeding €40 million but not exceeding €150 million
generated within the EU in the previous financial year, provided that at least
50% of its net worldwide turnover was generated in one high-risk sector.

In December 2023, the Council introduced further modifications, initially setting
the threshold for inclusion at companies with a global turnover above €300 million or
those with significant EU turnover. This preliminary scope was further refined to
include EU companies with over 500 employees and a global turnover above €150
million, and companies in certain high-impact sectors with over 250 employees and
€40 million in turnover. However, political divisions, especially with Germany’s
abstention, hindered the directive’s progress, leading other member states, like
Sweden, to follow suit.?*

By March 2024, under Belgium’s EU presidency, further adjustments were made
to the directive, narrowing its scope.?!* The revised proposal has significantly
reduced the number of companies legally obligated to comply. The threshold has
been raised from companies with over 500 employees to those with over 1,000, while
the turnover requirement has increased from €150 million to €300 million, and later
to €450 million. As a result, only the largest companies are now required to address
human rights and environmental risks within their value chains. Initially, the
proposal applied to approximately 1% of EU companies, but it now covers just
0.05%. The European Parliament approved this final version in April 2024, officially
enacting it but leaving many stakeholders disappointed due to its limited applicability
to large corporations only.?'? New scope of the text approved by the Council is as
follows:
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EU Companies must meet at least one of the following criteria for two
consecutive financial years??:

e Employ more than 1,000 people on average and have a global net turnover
exceeding EUR 450 million in the last financial year.

e Serve as the ultimate parent of a group that meets the above thresholds on a
consolidated basis.

e Hold franchising or licensing agreements in the EU generating royalties of
over EUR 22.5 million, with a global net turnover exceeding EUR 80 million
in the last financial year.

Non-EU Companies must meet one of the following criteria in the EU in the two
preceding financial years:

e Generate a net turnover exceeding EUR 450 million in the EU in the prior
financial year (with no employee threshold).

e Act as the ultimate parent of a group meeting the above turnover threshold on
a consolidated basis.

e Operate through franchising or licensing agreements in the EU, generating
royalties above EUR 22.5 million, with an EU net turnover of more than EUR
80 million in the preceding financial year.

In all cases, companies must meet the respective turnover, employee, and/or
franchising/licensing thresholds consistently for two consecutive years to qualify
under these requirements.

The approved CSDDD introduces a phased compliance schedule, allowing
organizations time to meet the law’s requirements based on their size and revenue.
The largest companies will be the first to comply, with deadlines beginning in 2027
and extending over the next two years for other groups.?'*

e By 2027, EU companies with over 5,000 employees and €1.5 billion in global
revenue must comply.

e By 2028, EU companies with over 3,000 employees and €900 million in
global revenue are required to comply.

e By 2029, EU companies with more than 1,000 employees and €450 million in
global revenue must meet compliance requirements.

https://corporatejustice.org/news/reaction-csdddendorsement-brings-us-0-05-closer-to-corporate-
justice/
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e Non-EU companies with more than €450 million in EU revenue are also
included in these phased deadlines.

3.4.2. Obligations in the Directive

As mentioned before, the CSDDD mandates that large corporations take
measures to mitigate both potential and actual negative impacts on the environment
and human rights across their value chains. This directive reflects the EU's growing
focus on establishing mandatory sustainability obligations, moving away from the
previously standard voluntary requirements. The transition from a voluntary
framework to a mandatory one is primarily driven by the recognition that prior legal
instruments from the Commission have not succeeded in achieving significant
improvements on a large scale.?'®

Article 2 of the CSDDD outlines that if the primary role of the ultimate parent
company is merely to hold shares in operational subsidiaries and it does not engage
in decision-making for the group, it may be eligible for an exemption from certain
obligations. However, one of its EU-based subsidiaries must be appointed to fulfill
these obligations on the parent company’s behalf, equipped with the necessary
authority and resources. To obtain this exemption, the ultimate parent company must
apply to the relevant authority (either the member state where it is incorporated or, if
not incorporated, the one where it has the highest net turnover). If the exemption is
approved, the ultimate parent company will still be jointly liable with the designated
subsidiary for any non-compliance.?'®

One of the most important obligations of Member States is the obligation to
establish an independent and impartial supervisory authority to supervise the
activities of companies within the scope of the CSDDD. Supervisory authorities have
the power to conduct inspections and investigations ex officio or upon complaint,
and to impose material sanctions such as penalties (which should be “effective,
proportionate and dissuasive” and should be commensurate with the company’s
worldwide net turnover) and non-material sanctions such as precautionary measures
and bans. The supervisory authority of companies outside the borders of the
European Union is in the Member State in which the company has an authorized
representative or, if it does not have a representative, in which it obtains the majority
of its turnover; in a group of companies, it is the supervisory authority where the
dominant company is located.?’

The CSDDD's annex omits direct mention of the Paris Agreement, which
aims to combat climate change. However, Article 22 of the CSDDD requires
companies to develop a plan that, through best efforts, aligns their business model
and strategy with a sustainable economy transition and with limiting global warming
to 1.5°C. This result in a less stringent climate change obligation compared to other
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environmental and human rights responsibilities, a notable weakening from the initial
proposal. The 2023 IPCC report emphasizes that limiting warming to 1.5°C or 2°C
necessitates immediate, significant emission reductions across all sectors this decade
and achieving net-zero CO: emissions by the early 2050s or 2070s, respectively.?*®
The report highlights that climate change has led to widespread impacts,
disproportionately affecting vulnerable communities with minimal historical
contributions to the issue. Based on scientific findings, the EU legislator might
logically have imposed stricter climate obligations to support the Paris Agreement's
goals and align with the CSDDD’s aim to protect global vulnerable populations.
However, the political and social will to enact stricter mandates is lacking.?°

Moreover, the provisions of articles 25 and 26, which are an extremely
important innovation regarding the liability of managers, have been removed by the
agreement of the Council and the Parliament. These provisions stipulated that the
obligation of company directors to act in accordance with the company's interests
while performing their duties should be expanded to include sustainability issues and
that also managers responsible for duty of care policies were obliged to report to the
board of directors on this matter.?2° The removal of these provisions, which aim to
expand the duty of care of the board of directors and the obligation of superior
oversight in case of delegation of authority to include sustainability issues, seems to
have eliminated, for now, the possibility of bringing board members and managers to
responsibility on sustainability issues based on CSDDD. However, whether this
liability is possible within the framework of different legal regulations or general
company law principles is open to debate.??

Another important obligation of Member States is civil liability. We will
examine this issue in detail in the following section.

3.4.3. Main Structure of the Civil Liability Provision

Corporate civil liability refers to the responsibility of companies for harm
caused by their own actions or those of their subsidiaries.???> Functionally, this
liability aims to counter multinational corporations' strategic use of limited liability
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to compensate for harm resulting from human and environmental degradation that is
not adequately deterred.??®

The civil liability provisions outlined in the CSDDD indicate that companies
can be held accountable for intentional or negligent failures to meet obligations to
prevent or cease adverse impacts, resulting in harm to individuals or legal entities.
Liability is not restricted even if contractual assurances were sought from business
partners. However, companies cannot be held liable if the damage is exclusively
caused by their business partners within the chain of activities. If a company is found
liable for such failures, affected individuals or legal entities are entitled to full
compensation for the damages incurred, as per national law.??*

From a legal standpoint, the CSDDD has the potential to enhance the
deterrence of social harms associated with corporate limited liability. Companies
often mitigate liability risks by establishing subsidiaries or outsourcing activities.
This can lead to the overproduction of social harms, such as environmental damage
and human rights violations, as firms face reduced accountability for harms caused
indirectly through various institutional mechanisms. By imposing Due Diligence
obligations on relationships with subsidiaries and business partners, as well as
liability for non-compliance, the CSDDD effectively extends legal accountability to a
company's group activities and its entire value chain. The effectiveness of this
approach in addressing deterrence challenges posed by corporate limited liability
largely depends on the breadth and enforcement of the Due Diligence
requirements.??

3.4.5. Parent Company Liability in the Directive

The first issue within the scope of the Due Diligence obligation is the relevant
environment of the company groups. A parent company may avoid liability for
environmental or human rights violations by operating through controlled companies
that are not subsidiaries of the CSDDD.?%

To understand the liability of the parent company, it’s crucial to understand
the rule of limited liability, which is a fundamental principle in corporate law as it
encourages investments. The liability of shareholders in a company is limited to the
capital of the company, that is, the capital they contribute or are required to
contribute. The concept applies to companies that own all the shares of another
company.??” There is an exception for limited liability, which called piercing the
corporate veil. Shareholders can be held liable either jointly or separately for
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participating in misconduct, fraud, or other wrongful actions leading to harm caused
by their corporation.??®

Apart from the concept of piercing the corporate veil and holding parent and
lead companies accountable for their duty arising from control and supervision, there
are other approaches to establish liability for group companies. These include, for
example, enterprise liability, which encompasses the entire group, or adjusted
vicarious liability for "network companies™ that considers degrees of integration and
other connections instead of rigidly defining what constitutes a group company.??°

To understand the liability of multinational companies, it is important to look
at recent developments in parent company liability, where significant changes have
occurred. The cases highlight the implications for environmental cases, international
human rights, and climate change cases, giving examples from the fields of common
law and civil law.%°

3.4.6. Cases Regarding Parent Company Liability

The decision in Chandler v Cape Plc has broadened the situations under
which a parent company can be hold liable for the actions of its subsidiaries,
establishing a duty of care from the parent company to its subsidiary's employees.

In Chandler v Cape Plc, the court highlighted that, under certain
circumstances, a parent company may be deemed to have assumed a duty of care
regarding the health and safety of its subsidiary’s employees. To establish this, the
plaintiff must first demonstrate that the parent company and the subsidiary are
similar in the relevant context. Secondly, it must be shown that the parent company
possesses superior knowledge of the health and safety standards in the relevant
industry. Thirdly, it must be proven that the parent company was aware, or should
have been aware, of the unsafe conditions in the subsidiary’s work environment.
Lastly, it must be established that the subsidiary's employees reasonably expected the
parent company to apply its superior knowledge to protect their safety.?!

This assumption of responsibility is directly related to the parent company's
active role in the subsidiary’s work environment and the degree of trust the victim
has in this behavior.2? The satisfaction of these indicators proved crucial in the
Lungowe v Vedanta case, where the victims aimed to broaden the proximity
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relationship from what is owed by the parent company to its subsidiary’s employees,
to one that acknowledges proximity concerning victims residing near the subsidiary's
operations, even if the harm occurred in a different jurisdiction.?%

In the case, the harmful wastes emitted by the Nchanga copper mine in the
Chingola region of Zambia pollute the water resources used by the poor people living
in the region for their basic needs such as irrigation and drinking water supply.?3
The owner of the Nchanga copper mine is a company named Konkola Copper Mines
Plc (KCM), registered in Zambia, and this company is a subsidiary of the UK-based
company called Vedanta Resources Plc (Vedanta).?*® Vedanta owns 80% of KCM's
shares, while most of the remaining 20% of KCM's shares are owned by another
company owned by the Zambian government.

Zambian citizens filed a lawsuit seeking tort-based compensation against both
KCM, the Zambia-based subsidiary that operates the mine, and Vedanta, the parent
company that controls KCM's mining activities, based on the environmental damage
they claim was caused by the copper mine in question. The case confirmed that tort
principles apply to parent company duty of care.?®

In Okbapi v Shell, the plaintiffs, who are Nigerian citizens, filed a lawsuit in
the English courts against the UK-based Royal Dutch Shell (RDS) Company and its
subsidiary Shell Petroleum Development Company of Nigeria Ltd (SPDC), which is
registered and operating in Nigeria. The plaintiffs requested both injunctive relief
and compensation for the damages arising from the economic damage and
environmental damage caused by the oil leaks from pipelines and related
infrastructure operated by SPDC, based on the companies' tort of negligence. The
plaintiffs claimed that parent company RDS was responsible for violating its duty of
care on the activities of its subsidiary SPDC, and that the subsidiary company SPDC,
as the executor and licensee of the pipeline, was responsible for the damage in
accordance with Nigerian laws.?’

Before the appeal, the English courts made the claimants to show control,
which proven hard without access to corporate documents internally, RDS argued
that they had minimal involvement in the subsidiary's actions while refusing to
disclose relevant documentation. Fortunately, the Court of Appeal overturned this
decision, emphasizing the significance of internal documents and rejecting the
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narrow liability criteria, which now includes not only control but also supervision
and other forms of intervention.?®

While the British Court of Appeal ruled that there was no real legal issue
between the Nigerian citizen plaintiffs and the UK-based parent company RDS,
examined the duty of care in terms of whether RDS could be held responsible for the
damage caused by the activities of its subsidiary in Nigeria. British Court of Appeal
made a rather narrow and restrictive interpretation compared to the Lungowe v
Vedanta case.?%

In the decision, the Court of Appeals stated that RDS's company policies on
mandatory health and occupational safety; RDS's supervision and control of the
implementation of the standards envisaged in these policies and the system it
envisages regarding engineering operations; although it took into consideration the
elements of RDS's financial control over SPDC's activities and the central execution
of security-related matters, it decided that these elements would not give rise to
RDS's duty of care. Because the elements in question have been interpreted as
standard policies established for all subsidiaries in the Shell group of companies; It
was stated that the documents cited by the plaintiffs regarding the responsibility of
RDS were short statements quoted from documents containing the central policies of
the Shell Group Company, and in this respect, it was concluded that sufficient
evidence regarding the duty of care of the dominant company could not be
presented.?”® The Supreme Court also considered that RDS does not have a direct
share in the SPDC company, does not have any transactions or activities in Nigeria,
nor does it operate in Nigeria as a party to a joint venture agreement.?**

As a result, when the decision of the Court of Appeal is examined, it is
concluded that in order for the parent company to have a duty of care over the
activities of the subsidiary company, the parent company must have active and
effective control over the activities and decisions of the subsidiary company.?42

This decision of the Court of Appeal has been criticized in doctrine.?*® It has
been stated that such a restrictive interpretation of the parent company's duty of care
towards the subsidiary company, while still at the stage of establishing authority, and
leaving the plaintiff under the burden of proving the active control of the parent
company, blurs the difference between substantive examination and procedural rules.
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Because at this stage, the means of proof that plaintiffs can use to prove the effective

control of the parent company over the subsidiary company are much more limited.
244

The Supreme Court erred in the Court of Appeal's decision that there was no
real dispute between the plaintiffs and the parent company.?*® The Supreme Court
took into consideration the Court of Appeal's assessment of the burden of proof on
the plaintiff in terms of showing that there was a real dispute between the plaintiffs
and the parent company, at a stage when an evaluation on the merits had not yet been
made. Accordingly, The Supreme Court pointed out that the Court of Appeal
virtually conducted a "mini-trial" on the merits.?*® In this context, the Supreme Court
pointed out that the disclosure phase had not yet been initiated in the trial and
emphasized that the plaintiff did not have access to documents regarding the
activities and management of Shell group companies, which are important regarding
the parent company's duty of care, before the disclosure phase.?*” On the other hand,
the Supreme Court also found the criteria sought by the Court of Appeal to be
incorrect in terms of arising the parent company's duty of care.?*® In this context, the
Court of Appeal concluded that the policies of group companies alone would not
create a duty of care?®; parent company's interpretation that it should have active and
effective control over the activities and decisions of the subsidiary company?*° was
in conflict with the reasoning followed in Vedanta v Lungowe.

3.4.7. Comparing the European Commission, Council, and Parliament
Positions on Civil Liability

The CSDDD has undergone substantial debate and modification within the
European Union legislative process, particularly regarding the scope and conditions
of liability. One critical aspect pertains to the treatment of business partners, which
can trigger due diligence obligations and potentially entail value chain liability. The
inclusion of indirect partners presents challenges due to limited monitoring
capabilities and the potential for strategic outsourcing of hazardous activities.?®!

The European Commission initially included indirect partners in the CSDDD
scope, but limited liability exclusion through contractual cascading. However, the
Council's political compromise scrapped this approach and narrowed liability in
significant ways, excluding downstream indirect partners and imposing strict
conditions for liability imposition. Despite these limitations, the Council left the
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burden of proof to member states, potentially hindering effective liability
enforcement.?5?

In contrast, the European Parliament's version of the CSDDD significantly
differs, expanding the scope of due diligence to encompass the entire value chain,
including indirect partners. Moreover, it adopts a risk-based approach, expecting
companies to prevent or mitigate likely and severe adverse impacts on human rights
and the environment. This approach, while reflecting input from the Council, may
still enable companies to escape liability due to vague criteria until courts establish
proper standards.??

Furthermore, the Parliament's version strengthens liability conditions by
disallowing the defense of exclusive causation by business partners and addressing
the burden of proof. It encourages member states to reverse the burden of proof and
enables courts to order the disclosure of additional evidence, aiming to enhance
accountability and facilitate victims' access to justice.?*

In summary, the Parliament's version of the CSDDD aims to hold companies
accountable for their actions and provide mechanisms for victims to seek redress.
However, challenges remain in defining liability criteria, ensuring effective
enforcement, and achieving international coordination in addressing multinational
corporations' environmental and human rights violations.

3.5. Enforcement in the Directive

Enforcement of the CSDDD will be carried out by national authorities, which
are required to have sufficient resources and investigative powers, as well as the
authority to impose penalties for non-compliance. To support effective public
enforcement, the CSDDD includes a provision allowing individuals and entities to
report substantiated concerns regarding CSDDD violations to national authorities
through accessible channels. These authorities must investigate such concerns within
a “reasonable time frame,” and inform the reporting parties of their findings.
Additionally, individuals with a “legitimate interest” as defined by national law are
entitled to more detailed information, including references to judicial review
options.?®

The CSDDD includes provisions for both public and private enforcement,
with civil liability introduced for breaches of its obligations. However, this civil
liability does not extend to the “best efforts” obligation regarding climate change
mitigation under Article 29, reflecting the political sensitivity of this issue. This
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approach is consistent with similar legislation in Norway and Germany, which also
exclude civil liability for climate-related obligations. The CSDDD distinguishes
between the duty to take climate action and liability for climate-related damages but
leaves space for liability claims based on national laws.?®

Article 29(6) clarifies that the CSDDD’s civil liability provisions do not limit
additional liability under EU or national laws, especially where stricter liability rules
are in place. Although the language is somewhat ambiguous, this article may be
interpreted in two ways: first, as allowing Member States to introduce civil liability
for obligations beyond the CSDDD’s scope, or second, as permitting liability for
obligations already covered, including Article 22’s climate-related duty.?’

The Council appears to have weakened the concept of civil liability from the
Commission’s original proposal. The Commission’s version initially held companies
civilly liable if they failed to take necessary actions to prevent or halt negative
impacts on human rights and the environment, with an exemption for liability
regarding indirect business partners if the company took reasonable steps to prevent
or mitigate harm. However, in the final version, it was decided that companies
cannot be held liable in civil court if damages were solely caused by their business
partners in the activity chain. The degree to which this change weakens civil liability
remains debatable and may hinge on how causation is interpreted. Some argue that
this clause is unnecessary, as the causation test for damages would naturally require a
judge to establish whether a company's lack of action caused the damage. In such
cases, it 1s logically inconsistent to claim the partner’s conduct "alone" caused the
harm if the company’s inaction was also a contributing factor.?®

3.6. Burden of Proof

Article 22 of the CSDDD does not include a provision that would ease the
claimant's burden of proof, nor does it specify who is responsible for demonstrating
that the company's actions were reasonably adequate given the circumstances of the
case.

The CSDDD leaves the question of burden of proof to national law. As
emphasized by the EU Fundamental Rights Agency®®, the burden of proof in
Member States' regulations poses a significant obstacle in such instances. Moreover,
disclosure requirements are either absent or restricted in most European legal
frameworks. The directive should specify that the onus is on the defendant company
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to establish its link to the violation and the resulting harm, and to demonstrate that it
implemented all necessary measures.?®

When damage is caused by a business partner in the value chain, proving a
violation of due diligence obligations becomes challenging if there's no established
relationship with the partner involved. This raises questions about the effectiveness
of due diligence duties, especially when risks arise from lower-tier partners.?®

Proving that a company failed to take appropriate measures presents another
challenge for claimants. The CSDDD outlines "obligations of means,” meaning
companies are expected to implement measures reasonably appropriate for their
specific circumstances. However, obtaining evidence to support this can be difficult
for claimants, particularly when it comes to demonstrating the company's influence
over its value chain partners and its ability to implement necessary measures.?®?

If a company invokes the defense outlined in Article 22(2) of the CSDDD,
the burden of proving the inadequacy of contractual assurances and compliance
verification may fall on the claimant, depending on national law. This burden could
be overwhelming for the claimant, prompting Member States to consider easing it in
their implementation of Article 22. However, inconsistencies in national laws may
arise, leading to regulatory arbitrage as companies relocate to states with less
stringent burden of proof requirements.?® This failure to address the burden of proof
is seen as a critical flaw in the Commission Proposal.?®*

The European legislature should carefully consider the potential
consequences of shifting the burden of proof from claimants to defendant companies,
as it could impose a significant burden on the latter.?®® Two critical factors warrant
attention in this regard. Firstly, the Annex to the CSDDD encompasses a wide range
of adverse human rights and environmental impacts, including both clearly defined
standards and those intended for state implementation, leading to uncertainty for
private actors.?®® Secondly, existing practices for implementing CSDDD through
contractual arrangements and compliance verification have been criticized for their
lack of effectiveness, creating uncertainty about what constitutes appropriate
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measures for fulfilling CSDDD obligations across value chains.?®’ Given these
complexities, it is essential to clarify the scope of mandatory due diligence risks and
establish best practices for ensuring compliance by business partners before
considering a shift in the burden of proof to companies.?®

CHAPTER 4 - THE TURKISH LEGAL FRAMEWORK FOR
SUSTAINABILITY

4.1. The Journey of Sustainability in Tiirkiye

In the process of integration with the EU, Tirkiye has undertaken the
responsibility of aligning its legislation with EU environmental policies. Within this
framework, greater importance has been placed on international environmental
commitments in Tirkiye. Furthermore, considering the theoretical and practical
changes in global approaches and sensitivity towards sustainability and their
reflections on Turkish policies, it can be said that sustainability activities have
increased in recent years. The global quest for sustainability has influenced Tiirkiye's
development plans and legal regulations. This section examines the development of
sustainability in Tiirkiye and its place in Turkish legislation.

4.1.1. Reflections of Sustainability in Development Plans

Yikmaz, defines Development Plans as the fundamental policy documents that
outline measures for industrialization, economic, and social development, forming
the primary framework for guiding Tiirkiye's economy. Although the development of
sustainability policies in Tiirkiye, as a concept, emerged in the late 1980s, it can be
examined in different phases since the start of the planned period within the
framework of economy-environment-society interactions in the Development
Plans.?® All Development Plans are prepared by the State Planning Organization
(DPT).

In the First and Second Five-Year Development Plans, strategies emphasizing
social justice and equality of opportunity to ensure balanced regional development,
rather than merely increasing physical welfare measured by societal consumption
levels, were highlighted. These strategies were considered critical for rapidly
advancing Tiirkiye's economy and enhancing the welfare of future generations.?"

The first Five-Year Development Plan to address environmental issues
comprehensively was the Third Five-Year Development Plan, covering 1973-
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1977.2" The environment was addressed as a separate section for the first time,
stating that environmental policies that could harm development would not be
implemented.

The Fourth Five-Year Development Plan, covering 1979-1983, outlined
several principles regarding the environment: it should be considered a key element
in industrialization, agricultural modernization, and urbanization; priority should be
given to preventing environmental problems before they arise; projects targeting
areas with high pollution levels should be prioritized; and decisions in this process
should involve local administrations and emphasize civil society organizations.
Preventive policies were emphasized in this plan. During the same period, the Prime
Ministry Environmental Undersecretariat was established in 1978, and the
Environmental Law (Law No. 2872) was enacted. Additionally, in 1984, the
Environmental Undersecretariat was transformed into the General Directorate of
Environment.?’?

In the Fifth Five-Year Development Plan, covering 1985-1989, assessments
were made to develop new policies for the active utilization and transfer of natural
resources to future generations.?”® In this plan, environmental concepts and pollution
prevention were addressed in more detail, and environmental practices were shaped
by related regulations.?’

In the Sixth Five-Year Development Plan, covering 1990-1994,
environmental issues were considered within other sectoral policies, adopting a more
sustainable development-oriented approach. Environmental matters were included
under a subheading called "environment and settlement.” One of the notable features
of this plan was the introduction of incentives for investors focusing on preventing
environmental pollution.?”

Finally, the concept of sustainability was included in the 7th Five-Year
Development Plan. 2’® During this plan period, the National Environmental Strategy
and Action Plan (UCEP), centered on the concept of sustainable development, was
prepared. UCEP is a document that defines international responsibilities regarding
environmental issues. It was prepared with the participation of numerous
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representatives from all relevant institutions and organizations, as well as civil
society organizations, private sector representatives, and scientific institutions. UCEP
aims to achieve sustainable economic, social, and cultural development. It is stated
that UCEP serves as a document that determines the priorities to operationalize
policies on sustainable development and enables Tiirkiye to fulfill its global and
regional responsibilities regarding sustainable development. However, the lack of
legal status for UCEP is interpreted as an indication that the principle of sustainable
development is not among the priority objectives of Tiirkiye's official policies.?’’

In the Ninth Five-Year Development Plan, covering 2007-2013, a
contradictory and indecisive attitude was adopted toward sustainable development,
with the term appearing only once throughout the Plan. However, the concept of
sustainability is frequently used in the sense of "continuity or uninterruptedness.”
Unlike previous plans, it was prepared to cover a seven-year period. The Plan took
into account that Tiirkiye's development strategy and policies align with the legal,
institutional, and financial frameworks accepted by the European Union.?”® During
this period, before the general elections on June 12, 2011, the government used its
legislative decree authority obtained from Parliament to change the ministerial
system. Before the elections, a legislative decree was issued to establish the Ministry
of Environment, Forests, and Urbanization to oversee urban and environmental
policies. However, following the elections, a new decree established two separate
ministries in this area: the Ministry of Environment and Urbanization and the
Ministry of Forestry and Water Affairs.?"®

In the Tenth Five-Year Development Plan, covering 2014-2018, prepared by
the State Planning Organization (DPT), the concept of sustainability was emphasized
with the following statement:28°
"The goal of development is to enhance human welfare, improve living standards,
establish a fair, secure, and peaceful living environment by strengthening
fundamental rights and freedoms, and make this permanent. Within this framework,
the Tenth Development Plan has been prepared with an approach centered on the
sustainability of development".

The SDGs were extensively addressed for the first time in the Eleventh Five-
Year Development Plan. In the section dedicated to the SDGs, emphasis was placed
on aligning the goals with political and strategic plans and determining targets
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accordingly.?®! In addition to this, the Turkish Government aims to implement
awareness-raising initiatives and incentive measures to promote women's
participation in higher management and decision-making roles within the private
sector as part of its targets in the Eleventh Five-Year Development Plan.?%

Tiirkiye's Development Plans have shown significant progress in integrating
sustainability into economic, environmental, and social policies. While early plans
focused on social justice and balanced development, later plans progressively
addressed environmental issues, culminating in the inclusion of sustainability as a
key concept in the Seventh Plan. The Eleventh Plan notably aligns with the SDGs,
emphasizing their integration into national policies and promoting gender equality in
leadership roles within the private sector. These efforts reflect Tiirkiye's evolving
commitment to sustainability.

4.1.2. Regulations Regarding Sustainability in Tiirkiye

With the 1982 Constitution, the concept of "environmental protection” was
introduced into constitutional law. Article 56 of the 1982 Constitution states:
"Everyone has the right to live in a healthy and balanced environment. It is the duty
of the state and citizens to improve the environment, protect environmental health,
and prevent environmental pollution.” This provision, which indirectly addresses the
environment, reflects a shift in the perspective toward environmental issues.
However, the regulation of the environment in the 1982 Constitution is not limited to
this provision; there are many regulations related to the environment within the
Constitution. Despite this, the emphasis is placed only on environmental health and
balance, without explicitly addressing the concept of sustainability.?®

Article 56 of the 1982 Constitution does not explicitly refer to environmental
rights. However, it incorporates the environment as a "derivative" regulation by
linking it with other fundamental rights, particularly the right to life.?®* The primary
law directly related to the environment in Tirkiye is Law No. 2872 on the
Environment, which came into force on August 11, 1983. In 2006, this law was
amended, and its purpose was redefined in alignment with sustainable development.
According to Article 1 of the Law Amending the Environment Law No. 5491, "the
purpose of the law is to ensure the protection of the environment, which is the
common asset of all living beings, in accordance with the principles of sustainable
environment and sustainable development.” In addition to the Environment Law,
various other laws contain environmental regulations. However, a notable feature of
all environmental regulations in force in Tiirkiye is that they predominantly focus on
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penal sanctions for non-compliance with the laws, rather than emphasizing economic
tools, such as incentives, to ensure environmental sustainability.?®

The amendments made to the Turkish Commercial Code and the Capital
Markets Law will be examined in detail in the next section.

Beyond development plans and legal regulations, Tiirkiye has also signed
many international and regional legal agreements. Some of the international
conventions include:

e The Convention Concerning the Protection of the World Cultural and Natural
Heritage,

e The Montreal Protocol on Substances that Deplete the Ozone Layer,

e The Basel Convention on the Control of Transboundary Movements of
Hazardous Wastes and Their Disposal,

« The Convention on International Trade in Endangered Species of Wild Fauna
and Flora (CITES),

e The United Nations Convention to Combat Desertification.

Some regional legal agreements include:

e The Barcelona Convention for the Protection of the Mediterranean Sea
Against Pollution,

e The Bern Convention on the Conservation of European Wildlife and Natural
Habitats.

4.1.3. Tiirkiye’s Process of Acceding to International Agreements
Related to Sustainability

Tiirkiye has undertaken efforts to develop sustainability policies, particularly
within the scope of its harmonization process with the European Union. It is
observed that in the five-year development plans created during this period, policies
were organized within the framework of sustainability. Tirkiye signed the United
Nations Convention on Biological Diversity in 1996 and the UN Framework
Convention on Climate Change (UNFCCC) in 2004. Furthermore, the National
Sustainable Development Commission was established in 2004.28

The National Report presented by Tiirkiye at the Johannesburg Summit in
2002 makes an assessment of our country's efforts towards sustainability in the
decade from the 1992 Rio Conference to 2002. This report has been prepared within
the framework of a participatory process involving relevant ministries and public
institutions, non-governmental organizations and various sectors. It evaluates
Tiirkiye's social, economic and environmental situation as of 2002 within the
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framework of climate change, protection of biological diversity, governance, poverty
alleviation, industry/sectors and information/communication.?®

4.1.3.a Tiirkiye's Engagement with the Kyoto Protocol

Tiirkiye objected to being classified among the group of developed countries
as stipulated in the UNFCCC and the Kyoto Protocol held in Rio. The primary
objection was Tiirkiye’s demand to be removed from the developed countries group
in Kyoto. However, this objection was not accepted by the United States and the
European Union. Countries such as Canada, Australia, and some OECD member
states expressed understanding of Tiirkiye's request to withdraw from the annexes of
the convention but emphasized that Tiirkiye should take voluntary commitments.?3®
Tirkiye was listed in both Annex I, which includes OECD and former Eastern Bloc
countries, and Annex Il, which comprises only OECD and EU countries.
Consequently, it was required to undertake emission reductions similar to countries
such as the United States, Japan, and EU nations. Moreover, as Tiirkiye appeared in
both lists, it could not benefit from the privileges granted to former Eastern Bloc
countries transitioning to a market economy. Additionally, it was obliged to
contribute financially and technologically to assist developing countries in meeting
their commitments under the Convention.?® Tiirkiye reiterated its demands during
the 1998 Conference of the Parties and subsidiary body meetings, but these were
opposed by the United States, the EU, and other developed countries. Tiirkiye’s
request also went unanswered at the 2000 Hague and 2001 Bonn Conferences.?*

As part of its EU candidacy process, Tiirkiye was required to prepare a
National Program to align with the Copenhagen criteria. Subsequently, after
approving the Accession Partnership Document and Environmental Regulation in
early 2001, Tiirkiye submitted its National Program to the Commission on March 26,
2001. The introduction of the National Program emphasized ongoing efforts to
participate in the UNFCCC process and stated plans to compile greenhouse gas
emission inventories.?%?

Ahead of the World Summit on Sustainable Development in Johannesburg in
2002, the EU urged its member states to complete the ratification process for the
Kyoto Protocol. Following the agreements in Bonn (July 2001) and Marrakesh
(November 2001), which clarified the implementation rules of the Kyoto Protocol
mechanisms; EU member states began their ratification processes. The EU
announced in May 2002 that it had ratified the Kyoto Protocol after all 15 member
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states completed their procedures. Within this framework, Tiirkiye ratified the
UNFCCC with Law No. 4990 passed by the Turkish Grand National Assembly on
September 16, 2003, officially becoming a party to the convention on May 24, 2004.
To enhance national efforts, coordination, strategy formulation, and decision-making
based on consensus, Tirkiye restructured the Climate Change Coordination Board
(CCCB) in 2004 under a new Prime Ministerial Circular, building on the 2001
Circular. The restructured board established eight working groups to address the
content of the National Communication that Tiirkiye was obligated to submit to the
UNFCCC Secretariat. Tiirkiye’s unique circumstances led to a critical decision at the
7th Conference of the Parties in Marrakesh (2001), where it was decided to remove
Tiirkiye's name from Annex II and place it in Annex | under distinct conditions. This
decision, summarized in Decision 26/CP.7, marked a significant development in
Tiirkiye’s accession process to the Convention.?%

On February 5, 2009, the Turkish Grand National Assembly adopted Law No.
5386, approving Tiirkiye's accession to the Kyoto Protocol. Following the Cabinet
Decision dated May 13, 2009 Tiirkiye submitted the instrument of accession to the
United Nations and officially became a party to the Kyoto Protocol on August 26,
2009. Notably, as Tiirkiye was not an UNFCCC party when the Protocol was
adopted, it was not included in Annex B, which defines quantified emission
limitation or reduction commitments for Annex I parties. Therefore, Tiirkiye had no
quantified emission limitation or reduction obligations during the first commitment
period (2008-2012).2%

At COP 17 and CMP 7, held in Durban, an agreement was reached on a
roadmap for a post-2012 climate regime. Tirkiye welcomed this development.
Moreover, it was decided to continue discussions on providing support to Tiirkiye in
areas such as emission reduction, climate adaptation, technology development and
transfer, capacity building, and financing, as recognized in the Marrakesh (2001) and
Cancun (2010) decisions. Tiirkiye has consistently advocated for an international
agreement on climate change that is fair, comprehensive, rule-based, and legally
binding, grounded in the principles of "common but differentiated responsibilities™
and "evaluation based on each country’s own capacities and capabilities”.?%

At the Durban Conference of the Parties, it was also recalled that Tiirkiye’s
unique position, distinct from other countries listed in Annex | of the Convention,
had been recognized in Decisions 26/CP.7 and 1/CP.16. It was decided that "the
Conference of the Parties agrees to continue discussions on modalities for providing
support to Parties with special circumstances, to assist in the implementation of the

23 Mahmut Giiler and Baran Dural, “Climate Change Protection and Its Effect,” Journal of
Environmental Protection and Ecology 8, no. 2 (2007): 412.
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Convention in areas such as mitigation, adaptation, technology development and
transfer, capacity building, and financing.”?%

While the Kyoto Protocol has been accepted as a “green start” in reducing
greenhouse gas emissions, the Paris Climate Agreement has become a 'new hope' for
the future of Tiirkiye.?%

4.1.3.b. Tiirkiye's Engagement with the Paris Agreement

The validity of the Kyoto Protocol was extended until 2020 with the
consensus reached in Doha in 2012, two years before the Paris Agreement was
opened for signature. In 2013, COP19 was held in Warsaw, where green climate
funds were established to support adaptation and financing efforts for less-developed
countries. Before the Paris negotiations, which were long planned for sustainable
collective consensus, the last significant meeting was held in Lima, Peru, as part of
the COP20 negotiations. The Paris negotiations were also conducted under the
framework of COP21. These initiatives helped shape the foundation for the
discussions. The agreement to be signed in Paris was intended to compile and update
the consensus and negotiations conducted up to the end of 2015, including the Kyoto
Protocol, provided a consensus was reached.?%

Before the Paris Summit, global public opinion was not overly optimistic
about achieving a general consensus, considering past hesitations. This was mainly
because the United States, responsible for approximately Y4 of the world’s
greenhouse gas emissions, had not been a party to any agreement requiring emission
reductions until the Paris consensus.?*®

Although the agreement opened for signature was not as binding as desired,
contrary to expectations before the negotiations, almost all participating states,
including the U.S., adopted the most broadly supported common stance in history
against global warming and climate change at the Paris Summit. Following two
weeks of preliminary negotiations, the Paris Agreement, linked to the UNFCCC, was
signed on December 12, 2015, with 195+2 UN member states participating as
signatories. The +2 signatories, the Vatican and Palestine, participated as observers.
The preamble of the Agreement highlighted that global warming and climate change
are common challenges for humanity, calling on parties yet to sign to promptly ratify

2% T C. Cevre ve Sehircilik Bakanhg, Birlesmis Milletler iklim Dedisikligi Cerceve Sézlesmesi, accessed
23 June 2024, https://iklim.gov.tr/bm-iklim-degisikligi-cerceve-sozlesmesi-i-33
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the Kyoto Protocol, its amendments through the Doha document, and the Cancun
Agreements, 3%

The negotiations nearly stalled due to the U.S. legal team objecting to the
term “shall,” which would legally obligate developed countries to reduce
emissions. 3%

The Paris Agreement’s depositary is the UN Secretary-General. The
Agreement was opened for signature by the UN in New York from April 22, 2016, to
April 21, 2017. On March 17, the then-UN Secretary-General, as the depositary, sent
the copies to be signed to all UN member states and organizations party to the
Agreement. By submitting their nationally determined contributions (NDCSs) in Paris,
states entered into voluntary commitments. Even if these commitments are fully
realized, limiting the temperature increase to the 1.5 — 2°C range may not be
possible, as calculations predict a 3°C rise. Nevertheless, this collective consensus,
which achieved such broad participation for the first time, represents an important
step forward. Until the Agreement comes into force, the COP will oversee its
implementation. The COP has established a roadmap, including a review in 2018 to
assess collective progress and discuss future plans. A similar mechanism was
established post-Kyoto but failed to achieve the desired outcomes.3%?

The Agreement officially entered into force on November 4, 2016, after being
ratified by at least 55 parties responsible for 55% of global greenhouse gas emissions
as of October 5, 2016. Tirkiye signed the Paris Agreement on April 22, 2016,
actively participating in its preparation and negotiations. However, the ratification
process in the Turkish Grand National Assembly (TBMM) had not been completed.
While Tiirkiye's ratification process was ongoing, the U.S. withdrawal from the
Agreement in early June 2017 led Tirkiye to suspend its process. By the end of
2017, the Paris Agreement had not yet been ratified by Tiirkiye. As the Agreement
was not legally ratified in Tiirkiye, the reduction commitments and obligations it
entailed were not implemented in connection with it.3%

The Paris Agreement, unlike the UNFCCC, removed the classifications of
Annex I, Annex Il, and Non-Annex | countries, introducing instead a distinction
between “developed” and “developing” countries. However, no list was created to
specify which countries belong to these categories. It is worth recalling that Tiirkiye
had not become a party to the UNFCCC until 2003 due to being listed in both Annex
I and Annex II. A similar issue applies to the Paris Agreement. Tiirkiye, categorized
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as an Annex | country, is regarded as a developed country under this classification.
This prevents Tirkiye from benefiting from technical and capacity-building support
for developing countries and the $100 billion aid fund to be provided annually from
2020 onwards. Considering Tiirkiye’s unique circumstances, it is essential to classify
it among developing countries. This would relieve Tiirkiye of the absolute obligation
imposed on developed countries to reduce greenhouse gas emissions. The
reservations explained above significantly contributed to the delay of over a year in
Tiirkiye’s ratification process. The U.S. withdrawal decision provided Tiirkiye with
the time and opportunity to negotiate changes to its classification.3%

Tiirkiye ratified the Paris Agreement with a Presidential Decision on October
7, 2021, completing the domestic legal process. The ratification document, along
with Tirkiye’s national declaration, was submitted to the UN Secretariat on October
11, 2021. Through this declaration, Tiirkiye committed to reducing its greenhouse
gas emissions to 929 million tons of CO2 equivalent by 2030, a 21% reduction from
the projected 1.175 billion tons under the business-as-usual scenario.>® However,
this commitment has faced criticism.

One critique notes that between 1990 and 2013, Tirkiye’s greenhouse gas
emissions increased by an average of 3.9% annually. Tiirkiye projected an annual
increase of 5.7% until 2030, setting a high baseline and effectively committing to an
annual increase of 4.2%, which represents faster growth in emissions rather than a
reduction in fossil fuel consumption and CO2 emissions. 3¢

Giindogan & Mazlum Cerit (2015) also expressed that the target falls short of
expectations, highlighting that Tiirkiye is among the countries that did not specify
how or by which measures they would achieve their targets in their contributions.3%

Sayman (2015) argued that Tiirkiye’s declared contribution would result in it
becoming the 11th largest emitter globally by 2030, with 10.5 tons of CO2e
emissions per capita for a population of 88.5 million. This indicates that the
calculation was overestimated; suggesting Tiirkiye did not set an ambitious target.
However, he also emphasized that the lack of ambition in Tiirkiye’s contribution
does not negate the historical responsibility of developed countries to provide
financial resources for reducing greenhouse gas emissions.>%
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4.1.3.c. Concrete Policy Actions Undertaken by Tiirkiye in the Post-Paris
Agreement Era

Following the ratification of the Paris Agreement, the name of the Ministry of
Environment and Urbanization, established in 2011, was amended to include the
term “Climate Change” through Presidential Decree No. 85 on October 29, 2021.
This decree introduced four significant changes to the Ministry’s structure to
strengthen its capacity in combating climate change. Firstly, the “General Directorate
for Combating Desertification and Erosion” was incorporated into the Ministry’s
organization. Secondly, the “General Directorate of Meteorology” was brought under
the Ministry’s jurisdiction. Thirdly, the “Climate Change Directorate” was
established within the Ministry. Lastly, the “Climate Change Adaptation and
Coordination Board” was formed to develop plans, policies, and strategies
addressing climate change.3%®

The Climate Change Directorate, the Climate Change Adaptation and
Coordination Board, and the Tiirkiye Environment Agency (established under private
law) have become key entities in coordinating Tiirkiye’s international environmental
and climate policy processes. As part of this framework, the coordination of the
United Nations Convention to Combat Desertification (UNCCD), accepted alongside
the UNFCCC, was also assigned to the Ministry, aiming to ensure effective
management of both climate change and desertification issues.3!°

4.1.3.c.1. Climate Change Directorate

Tiirkiye's decision to become a party to the Paris Agreement marked the
beginning of a comprehensive green transformation process, bringing significant
change across all sectors. To manage this transition collaboratively with all relevant
institutions, the Climate Change Directorate was established on October 29, 2021, as
an affiliated body of the Ministry of Environment, Urbanization, and Climate
Change. The Directorate is responsible for developing national and international
policies, strategies, and actions related to climate change mitigation and adaptation,
managing negotiation processes, and ensuring coordination among institutions and
organizations.3!!

On June 21, 2022, regulations defining the organizational structure of the
Directorate, including its deputy directors and departmental responsibilities, were
published. This bureaucratic structuring underscores Tiirkiye's commitment to
climate diplomacy and combating climate change. The establishment of the
Directorate reflects Tiirkiye’s recognition of its international responsibilities and
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commitments regarding climate change, as seen in similar institutional
arrangements.'?

The founding decree of the Directorate provides definitions of key concepts
such as climate change, greenhouse gases, emissions, and adaptation within the
framework of global climate change arguments. Moreover, it incorporates a forward-
looking perspective by introducing the concept of “green development,” defined as
development and progress focused on environmental and climate sustainability,
aligning with sustainable development principles and aiming for low carbon
emissions through efficient use of natural resources.The Directorate’s conceptual
framework also integrates approaches and alignment efforts that consider scientific
foundations and future-oriented policies, highlighting Tiirkiye’s awareness of its
international obligations. Additionally, the founding decree and regulations reference
the European Green Deal, reflecting Tiirkiye’s alignment with the European Union’s
environmental perspective. Key concepts such as mitigation, economic instruments,
emissions trading systems (ETS), climate finance, greenhouse gases, emissions,
nationally determined contributions (NDCs), adaptation, and green development are
addressed, with specific references to Tiirkiye’s commitments under the Paris
Agreement 313

4.1.3.c.2. Climate Change Adaptation and Coordination Board

The Climate Change Adaptation and Coordination Board (CCACB) is an
integral element of Tiirkiye’s efforts to address environmental challenges. While the
institutional framework is not entirely new, it builds on prior initiatives. The Climate
Change Coordination Board (CCCB), established in 2001, was one of the tangible
outcomes of the Eighth Development Plan, which emphasized Tiirkiye’s preparation
for participation in the UNFCCC process. In 2013, the CCCB was restructured as the
Climate Change and Air Management Coordination Board (CCAMCB).3

Under Presidential Decree No. 85, the CCAMCB was further reorganized
into the CCACB. Tasked with developing, monitoring, and evaluating plans,
policies, strategies, and actions related to climate change, the CCACB operates under
a multi-stakeholder approach. Its 20-member structure includes representatives from
ministries, public institutions, private sector representatives (such as TOBB and
TUSIAD), and the President of the Union of Municipalities of Tiirkiye. The
secretariat of the CCACB is managed by the Climate Change Directorate, with the
Board mandated to convene biannually.31

4.1.3.c.3. Tiirkiye Environment Agency

32T C. Cevre, Sehircillik ve iklim Degisikligi Bakanhg, iklim DegisikliGi Baskanligi, accessed 6 Nov
2024, https://iklim.gov.tr/hakkimizda-i-4

313 Bner, ““iklim Degisikligi Sorununun Yansimasi,” 34-35.

314 T C. Cevre, Sehircillik ve iklim Degisikligi Bakanligi, iklim Dedisikligi Koordinasyon Kurulu, accessed
6 Nov 2024, https://iklim.gov.tr/idukk-i-13

315 “Bazi Cumhurbaskanligi Kararnamelerinde Degisiklik Yapilmasi Hakkinda Cumhurbaskanlig
Kararnamesi No.85,” Oct 29, 2021, 11, https://www.resmigazete.gov.tr/eskiler/2021/10/20211029-
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The Tirkiye Environment Agency, a legal entity subject to private law
(except for matters specified in the law), was established in 2020 under Law No.
7261, published in the Official Gazette No. 31350. The Agency’s purpose, as defined
in the law, includes preventing environmental pollution, contributing to the
protection, improvement, and development of green spaces, enhancing resource
efficiency in line with the circular economy and zero-waste approaches, and
managing, operating, monitoring, and supervising a national deposit return system.
The Agency’s organizational structure was formalized in 2021 through the
Regulation on the Organization and Working Procedures and Principles of the
Tiirkiye Environment Agency.!®

The Agency’s mission is defined as “carrying out activities to protect and
improve the environment and green areas, and to support the national economy by
increasing resource efficiency in line with the zero-waste approach, with low carbon
intensity.” The phrase “with low carbon intensity” highlights Tiirkiye’s commitment
to combating climate change. The Agency’s vision emphasizes contributing to the
development of green spaces, climate change mitigation efforts, and the transition to
a circular economy in alignment with national environmental strategies and
policies.3*” Within this context, reiterating Tiirkiye’s dedication to environmental
protection and climate change policies and explicitly including the concept of
"climate change" in the vision statement is critical to demonstrating this
commitment.

4.1.3.c.4. Nationally Determined Contribution and Plans

Tiirkiye has committed to reducing its greenhouse gas emissions by 41% by
2030 compared to its original target, reflecting a stronger focus on emission
reductions in its Updated First Nationally Determined Contribution (UFNDC). The
UFNDC outlines Turkey's plan to reach peak emissions by 2038 at the latest and
achieve net-zero emissions by 2053. Importantly, the NDC also addresses climate
change adaptation for the first time, incorporating sectoral assessments in areas such
as agriculture, urban and rural development, forestry, disaster risk management,
water resources, and public health.3®

The Directorate of Climate Change prepared the Climate Change Adaptation
Strategy and Action Plan alongside the Climate Change Mitigation Strategy and
Action Plan for the 2024-2030 period. The development process spanned
approximately two years and included the active involvement of thousands of
participants. Representatives and experts from public institutions, the private sector,

316 Ahmet Yazar, Duygu Yildiz Karakog, and Funda Kemahli Garipoglu. "Devlet ve Cevresel Politikalar
Baglaminda Tiirkiye Cevre Ajans’'na Yénelik Elestirilerin Analizi," Pamukkale Universitesi Sosyal
Bilimler Enstitiisii Dergisi 57 (2023): 47, https://doi.org/10.30794/pausbed.1246982

317 Tirkiye Cevre Ajansi, Misyonumuz & Vizyonumuz, accessed 6 Nov 2024,
https://tuca.csb.gov.tr/misyonumuz-vizyonumuz-i-111740

318 Ministry of Environment, Urbanization and Climate Change, Republic of Tiirkiye Updated First
Nationally Determined Contribution, April 13, 2023, https://unfccc.int/sites/default/files/NDC/2023-
04/T%C3%9CRK%CA4%BOYE UPDATED%201st%20NDC EN.pdf
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and civil society organizations contributed through hundreds of meetings to finalize
the plans.3!®

As part of the 2024-2030 Climate Change Adaptation Strategy and Action
Plan, sector-specific vulnerability and risk assessments were conducted at the
national level based on climate change projections. The plan outlines 40 strategies
and 129 actions across a range of sectors, including agriculture and food security,
biodiversity and ecosystem services, water resource management, tourism and
cultural heritage, industry, urban development, social progress, public health,
transportation and communication, energy, disaster risk reduction, and cross-cutting
horizontal issues.3%°

2024-2030 Climate Change Mitigation Strategy and Action Plan included a
comprehensive needs analysis of climate change policies, strategies, plans, and
measures aimed at reducing greenhouse gas emissions. This analysis led to the
development of 49 strategies and 260 actions, addressing key areas such as industry,
energy, buildings, transportation, agriculture, waste management, land use, land-use
change and forestry, along with just transition and carbon pricing initiatives.>?!

4.1.3.c.5. Renewable Energy

Due to its geographical location, Tiirkiye has significant potential for
renewable energy resources. Following the Paris Agreement, Tirkiye shifted its
focus toward renewable energy, driven by its obligations under the agreement and
efforts to reduce energy dependence. Investments in domestic and renewable
resources have increased, with particular emphasis on solar energy, given its high
potential. The development of solar energy infrastructure, supported by advancing
technology and reduced installation costs, highlights its growing role in Tiirkiye’s
long-term energy strategy. Various government initiatives encourage the
participation of businesses of all sizes in renewable energy projects, aiming to
promote sustainable energy use and economic growth.3??

Strategic plans by ministries, such as the Ministry of Environment,
Urbanization, and Climate Change and the Ministry of Energy and Natural
Resources, emphasize renewable energy's role in Tirkiye's future. Regulations like
the "Energy Efficiency Law" and the "Energy Performance Regulation for
Buildings" aim to enhance energy efficiency and renewable energy integration in

319 Ministry of Environment, Urbanization and Climate Change, The 2024-2030 Climate Change
Mitigation and Adaptation Strategy and Action Plans are published, accessed 9 Nov 2024,
https://iklim.gov.tr/en/the-2024-2030-climate-change-mitigation-and-adaptation-strategy-and-
action-plans-are-published-news-4245

320 Ministry of Environment, Urbanization and Climate Change, Climate Change Adaptation Strategy
and Action Plan, March 21, 2024, https://iklim.gov.tr/db/english/icerikler/files/Uyum.pdf

321Ministry of Environment, Urbanization and Climate Change, Climate Change Mitigation Strategy
and Action Plan, Jan 1, 2024,
https://iklim.gov.tr/db/english/icerikler/files/climate%20change%20mitigation%20strategy%20and%
20action%20plan%20 EN.pdf

322 Yunus Deniz, “Tirkiye’nin Paris Anlasmasi Sonrasi Enerji Politikasinda Giines Enerjisinin Roll ve
Onemi,” (Master Thesis, Dokuz Eyliil University, 2020), 74 - 75.
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construction. Initiatives such as issuing Energy ldentity Certificates for buildings and
developing green city projects aim to reduce energy consumption and environmental
impact. The strategic plan for 2019-2023 outlines goals to increase renewable
energy's share in total energy production and improve energy efficiency across
various sectors.3?

In conclusion, following the ratification of the Paris Agreement, Tiirkiye has
taken significant strides in redefining its institutional and policy framework to
address climate change and align with global commitments. The establishment of the
Climate Change Directorate, the incorporation of climate-focused strategies, and the
integration of the European Green Deal principles underscore Tiirkiye's commitment
to a green transformation across all sectors. These efforts are complemented by
ambitious targets, including reducing greenhouse gas emissions by 41% by 2030 and
achieving net-zero emissions by 2053. The development of the Climate Change
Mitigation and Adaptation Strategies for 2024-2030, with extensive stakeholder
engagement, highlights Tiirkiye's determination to address its unique challenges
while contributing to global climate goals. This period marks a turning point for
Tiirkiye, positioning it as an active participant in international climate action and
emphasizing its resolve to achieve sustainable and inclusive development in the post-
Paris Agreement era.

4.1.3.d. Tiirkiye's Engagement with the European Green Deal

The European Green Deal’s transition framework significantly impacts not
only EU member states but also non-member countries, particularly those with
strong trade relations with the EU. The European Climate Law underscores the
global dimension of the EU's climate policy, emphasizing the necessity for
neighboring and third countries to adopt requisite measures for alignment with the
Green Deal. As the world's largest single market, the EU is poised to influence global
emission trends indirectly and establish new ecological standards. The EU also
expects candidate countries to comply with its climate policies, reflecting its
commitment to integrating sustainability into broader trade and diplomatic relations.
Tiirkiye, as a key trading partner with nearly half of its trade volume linked to the EU
and a customs union partner, is among the countries most affected. The Green Deal
has accelerated Tiirkiye's ratification of the Paris Agreement and efforts to establish
carbon markets. However, achieving the necessary green transformation requires
Tiirkiye to reduce greenhouse gas emissions, increase reliance on renewable energy,
and implement green transition policies across all sectors. To this end, the Ministry
of Trade has introduced a Green Deal Action Plan, aiming to develop a short-term
and medium-term legal framework to guide Tiirkiye's sustainability policies.3?*

323 T.C. Cevre ve Sehircilik Bakanhg, Stratejik Plan 2019-2023, Aug 2018,
https://webdosya.csb.gov.tr/db/strateji/icerikler/csb 2019-2023-stratej-kplan-11-
20191108155418.pdf

324 Kamile Tirkoglu Ustiin, "Yeni Bir Dénemin Baslangici: Avrupa Yesil Mutabakati ve Tiirk Cevre
Hukuku ve Politikalarina Etkileri," Memleket Siyaset Yoénetim 16, no. 36 (2021): 349-350,
https://dergipark.org.tr/en/download/article-file/2214677
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On July 16, 2021, a Presidential Circular established the European Green
Deal Working Group, coordinated by the Ministry of Trade with the participation of
relevant ministries. In line with this initiative, the Ministry of Trade developed and
published an Action Plan, serving as a roadmap to support green transformation
across all relevant policy areas.3® This Action Plan aims to facilitate Tiirkiye's
alignment with the changes and transformations initiated by the European Green
Deal, enabling a more efficient use of resources and easing the transition to a
sustainable economy.32¢

In this context, the need for revising the Customs Union, which plays a
critical role in Tirkiye's trade relations with the EU, is emphasized. Given that the
EU is Tirkiye's largest trading partner, while Tiirkiye ranks as the EU's sixth largest
trading partner, such a transformation is deemed essential. Under the leadership of
the Ministry of Trade, the Action Plan consists of nine main themes, 32 targets, and
81 actions. The nine main themes outlined in the Action Plan are as follows®?":

« Border carbon adjustments,

« Green and circular economy,

» Green finance,

« Clean, affordable, and secure energy supply,

« Sustainable agriculture,

« Sustainable and smart transportation,

« Climate change mitigation,

* Diplomacy,

» Awareness and dissemination activities related to the European Green Deal.

The economic transformation envisioned under the European Green Deal
places a significant burden on governments; however, achieving the desired
outcomes requires active participation from producers, consumers, and civil society
organizations. While implementing policies aligned with the transformation,
leveraging "nudge” strategies to engage stakeholders and integrating digitalization
and automation will enhance success rates. This transformation is not solely about
complying with EU standards but also about strengthening global competitiveness.
The Green Deal’s focus on combating climate change, optimizing resource use, and
fostering a circular economy holds particular promise for Tiirkiye. Transforming key
sectors like textiles and construction could boost productivity, expand production,
increase employment, and drive economic growth. Projects adhering to energy
efficiency and sustainability criteria are likely to accelerate EU-Tiirkiye trade
relations. To maintain its vital trade relationship with the EU, Tiirkiye must align its

325 Tiirkiye Cumbhuriyeti Ticaret Bakanhg, Yesil Mutabakat Eylem Plani Yayimlandi, accessed 3 Dec
2024, https://ticaret.gov.tr/haberler/yesil-mutabakat-eylem-plani-
yayvimlandi#:~:text=Ye%C5%9Fil%20yat%C4%B1r%C4%B1mlar%C4%B1n%20%C3%BClkemize%20%C3
%A7ekilmesi%20ve,tarihli%20Resmi%20Gazete'de%20yay%C4%B1lmland%C4%B1.

326 Yimaz, “Enerji Ydnetimi ve Turkiye,” 21.

3277 C. Ticaret Bakanlig), Yesil Mutabakat Eylem Plani 2021, Mar 12, 2021, 10,
https://ticaret.gov.tr/data/60f1200013b876€b28421b23/MUTABAKAT%20YE%C5%9E%CA4%BOL. pdf
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policies and practices with the EU Circular Economy Action Plan and implement
parallel regulations to avoid negative economic impacts.3%8

4.2. Turkish Commercial Code and Sustainability

In Turkish legal system, Turkish Commercial Code (TCC) is the main law
regulating commercial activities between real and legal persons. Therefore, all
companies within the field of private law are obliged to comply with this law.

The liability of directors, which is a subject within the scope of corporate
social responsibility of companies, is regulated in Article 553 of the TCC No. 6012,
and the liability of founders, board members, directors and liquidators. The subject of
this liability regulated by the law is the persons listed in the article causing damage to
the joint stock company.®?°

When evaluating the legal nature of the liability of board members and
executives, it’s generally accepted in doctrine that the relationship between board
members and the company is based on agency agreement; however, it’s also noted
that if the elements of this relationship are realized, it could be in the nature of a
service agreement.>*° In addition, if the unlawful actions of the board members are in
the nature of a tort other than contractual unlawfulness, this will result in tort liability
and can be stated that if the same act carries the elements of both breach of contract
and is considered a tort, the two types of liability will compete in accordance with
article 60 of the Turkish Code of Obligations.®*!

In determining the fault, which plays an important role in establishing
liability Article 369 of the TCC should be taken into consideration. Article 369 of the
TCC regulates the duty of care for board members. “Members of the board of
directors and third parties in charge of management are under the obligation to
fulfill their duties with the care of a prudent manager and to protect the interests of
the company by following the rules of honesty.” In this context, board members are
not only responsible for any fault, but also are required to fulfill their duties with the
care of a prudent manager.

The TCC mostly made provisions regarding the internal functioning of the
company and did not include special regulations other than some rules regarding
corporate governance, which has an important place in sustainability. Even regarding
corporate governance, the mandatory rules that all companies had to comply with
were quite limited. For example, in the TCC, the rules regarding the formation of

328 Kiibra Ecer, Oguz Giiner and Murat Cetin, “Avrupa Yesil Mutabakati ve Tirkiye Ekonomisinin
Uyum Politikalar,” isletme ve iktisat Calismalari Dergisi 9, no.2 (2021): 136-137,
https://dergipark.org.tr/en/download/article-file/1923045

32 (nal Tekinalp, Sermaye Ortakliklarinin Yeni Hukuku: Anonim ve Limited Ortakliklar, Tek Kisi
Ortakhgi, Ortakhklar Toplulugu, Birlesme, Béliinme ve Tiir Degistirme (istanbul: Vedat Kitapgilik,
2015) 430.

330 Ali Eskiocak, “Yonetim Kurulu Uyelerinin Sahsi Sorumlulu§una iliskin Davalarda Maddi Hukukun
Usal Hukukuyla Etkilesimi,” (PhD Thesis, Galatasaray University, 2022), 41.

331 Eskiocak, “Yénetim Kurulu Uyelerinin Sahsi Sorumluluguna iliskin Davalarda Maddi Hukukun Usil
Hukukuyla Etkilesimi,” 42.
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company management were regulated flexibly to cover all companies, regardless of
size and shareholding structures.3?

However, apart from the above, the TCC counted the preparation of the
annual activity report and its submission to the general assembly among the non-
transferable duties of the Board of Directors (BoD)%*2. Accordingly, the board of
directors may include information about the company's activities on environmental
and social issues, as well as financial information, in its annual reports. Among the
non-assignable and inalienable duties and powers of the board of directors; “High-
level supervision of whether the persons in charge of management act in accordance
with the law, articles of association, internal regulations and written instructions of
the BoD” (TCC, Article 375/1-e). This article is expressed as the compliance
responsibility of the board of directors.?**

We will examine these provisions in the TCC under the headings below
detailly.

4.2.1. Key Provisions in The Turkish Commercial Code Related to
Sustainability

4.2.1.a. The Concept of Duty of Care in TCC

Care is the attention or special level of diligence required or desired in the
performance of a task or duty.3®

In corporate law, the duty of care ensures the identification of the board of
directors' responsibilities that are not explicitly defined by law.3% In other words, in
a joint-stock company, the board of directors, which is authorized to make decisions
on all kinds of business and transactions to achieve the company's business
objectives, has a duty of care. This duty helps to concretize the tasks explicitly stated
in the law.®*" Additionally, the concept allows for the determination of whether board
members are at fault in business and transactions that are subject to liability lawsuits
filed against them.3® The duty of care, in addition to being a standard for
determining fault, is an independent and concrete obligation imposed on board
members alongside the various duties prescribed by law. If a board member has

332 Melsa Ararat and Muzaffer Eroglu, “Hukuk ve Piyasalar Acisindan Sirdirilebilirlik” Sabanci

Universitesi Kurumsal Y6netim Forumu no:1 (2020): 5,
http://dx.doi.org/10.5900/SU_SOM WP.2020.39630

333 Kandemir, “Surdirulebilir Sirketler ve Hukuki Cercevesi,”862.

334 Hasan Pulash, “Kurumsal Sosyal Sorumluluk Baglaminda Uluslararasi insan Haklari ve Cevre
Standartlarinin Cok Uluslu Sirketlerin Merkez Yonetim Organinin Hukuki Sorumluluguna Etkisi” Banka
ve Ticaret Hukuku Dergisi 36, no. 4, (2020): 22.

335 Hasan Pulasli, Sirkeler Hukuku Serhi C.II (Ankara: Adalet Yayinevi, 2022), 1446.

336 Sevgi Yasar Bozkurt, “Anonim Sirketlerde isadami Karari ilkesinin Uygulanmasi,” (PhD Thesis,
istanbul Universitesi, 2005) s. 139.

337 jsmail Kirca, Feyzan Hayal Sehirali Celik, and Caglar Manavgat, Anonim Sirketler Hukuku C: |
(Ankara: Banka ve Ticaret Hukuku Arastirma Enstitls( Yayinlari, 2013), 656.

338 Yasar Bozkurt, “Anonim Sirketlerde isadami Karari ilkesinin Uygulanmasi,” 140.

79


http://dx.doi.org/10.5900/SU_SOM_WP.2020.39630

exercised the expected level of care while performing their duties, they have not only
proven their lack of fault but also fulfilled their statutory duty of care.*°

Companies, as legal entities, are managed through the actions and
transactions of their individual managers. The activities of managers acting on behalf
of the company are binding for the company. If these actions or transactions are of a
nature that involves abuse or misconduct, they can also result in liability for the
company they represent.>*° Article 553 of the TCC stipulates that managers will be
held liable if they breach their obligations arising from the law or the articles of
association through their own fault.

“If the founders, members of the board of directors, managers and
liquidators violate their obligations arising from the law and the articles of
association, they are liable for the damage they cause to both company, the
shareholders and the creditors of the company.”

The duty of care serves as a standard for determining fault within the liability
regime outlined in Article 553 of the TCC. Additionally, it aids in the concretization
of the duties and authorities of board members and managers.3** Thus, the extent to
which an action or omission aligns with the behaviour of a diligent manager, whether
the necessary degree of care has been exercised, and whether there is fault, will be
assessed to determine the liability of the board or other managers. This does not
mean that the expected framework and intensity of care will not vary according to
the company, its field of activity, and business objectives. On the contrary, due to
factors such as economic elements affecting the company, changes in management,
and collaborations, any breach of the duty of care should be evaluated based on the
specific circumstances of each case.3%?

Article 369/1 of the TCC imposes a duty on the "board of directors" and
"persons tasked with management" to “perform their duties with the care of a prudent
manager and to safeguard the interests of the company in accordance with the
principle of good faith." The rationale for this article specifies that "for board
members to fulfill their duties with care, they must be competent and possess the
necessary skills and education to monitor and evaluate relevant information and
events." 343

The duty of care of board members serves both as a standard to determine
whether there is fault in their transactions and actions, and as an independent

339 Reha Poroy, Unal Tekinalp, and Ersin Camoglu, Ortakliklar Hukuku | (istanbul: Vedat Kitapgilik,
2021), 579.

340 Meltem Karatepe Kaya and Ekrem Solak, “ihbarcilik Kavraminin Karsilastirmali Hukuk Isiginda Tiirk
Sirketler Hukuku Kapsaminda Degerlendirilmesi,” istanbul Hukuk Mecmuasi 81, no. 3 (2024): 709,
https://doi.org/10.26650/mecmua.2023.81.3.0001

341 camoglu, Poroy and Tekinalp, Ortakliklar Hukuku I, 579; Kirca, Sehirali Celik ve Manavgat, Anonim
Sirketler Hukuku I, 656-657.

342 Sibel Hacimahmutoglu, “Anonim Ortakhigin Yonetim Kurulu Uyelerinin Ozen Yukiumlulugi:
Fonksiyonel Bir Yaklasim,” BATIDER 31, no. 3 (2015): 29-30.

343 TCC Rationale of The Article 369,
https://www.muglabarosu.org.tr/Upload/files/pdf/TTK%20Madde%20Gerek%C3%A7eleri.pdf
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obligation alongside the duties prescribed by law. 34 In other words, the duty of care
not only denotes the diligence and care board members should exercise when
fulfilling the duties assigned to them by law or the articles of association, but also
signifies a concrete obligation arising from the law itself. **> Board members who
demonstrate the expected level of care when fulfilling their duties are considered to
have fulfilled not only their duty to prove their lack of fault but also the duty of care
imposed by law. 34

The TCC Article 369, titled "Duty of Care and Loyalty," introduces the
standard of "the care of a prudent manager" for members of the board of directors of
a joint-stock company.®’ In Article 553/3 of the TCC, it’s stipulated that "No one
shall be held liable for breaches beyond their control as per law or the articles of
association; this exemption from liability cannot be invalidated by citing the burden
of supervision and care.” This provision sets the limit for the duty of care and loyalty
as outlined in Article 369 of the TCC. With these provisions in the TCC, the duty of
care for board members has been regulated in accordance with universal principles of
liability law, aiming to prevent an expansive interpretation of the duty of care that
exceeds the boundaries set by liability law in both application and doctrine. 34

According to the rationale provided in Article 369 of the TCC regarding the
duty of care for board members, it’s emphasized that the obligation to act like a
prudent manager should be understood as making decisions akin to those of a
businessperson in a specific situation.3*® The rule introduced by Article 369 of the
TCC, requiring decisions to be made like a prudent manager, means that managers
should not exceed the limits of authority and duties assigned to them by law and the
company's articles of association. It also entails making decisions in accordance with
the principles of honesty and choosing options that are beneficial to the company
while fulfilling their obligations.3*°

The doctrine of care that board members must exhibit in fulfilling their duties
is also explained by the business judgment rule.®%*

4.2.1.b. Business Judgment Rule

The business judgment rule, developed in American common law, is a
general principle that prevents courts from reviewing the merits of board decisions. It
limits the liability of board members and officers in cases alleging breaches of their

344 Camoglu, Poroy and Tekinalp, Ortakliklar Hukuku 1, 378.

345 Camoglu, Poroy and Tekinalp, Ortakliklar Hukuku 1, 378.

346 Camoglu, Poroy and Tekinalp, Ortakliklar Hukuku I, 379.

347 Cafer Eminoglu, Tiirk Ticaret Kanunu’nda Kurumsal Yénetim (Corporate Governance), (istanbul:
On iki Levha Yayincilik, 2014): 80.

348 Camoglu, Poroy and Tekinalp, Ortakliklar Hukuku 1, 378.

349 TCC Rationale of The Article 369.

350 Eminoglu, Tiirk Ticaret Kanunu’nda Kurumsal Yénetim (Corporate Governance), 226.

351 Hasan Pulasli, Sirketler Hukuku Genel Esaslar (istanbul: Adalet Yayinlari, 2024) 483.
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duty of care by ensuring that their decisions are not second-guessed as long as they
are made in good faith, with due care, and within their authority.>*2

The principle is based on the understanding that decisions made within the
scope of company management are inherently risky and that the outcomes of these
decisions cannot be fully determined at the time they are made. 32 Indeed, the
growth of a company requires its managers to take business risks within the scope of
their discretionary authority as necessitated by the demands of the business world.>%*
Within the framework of the business judgment rule, the emergence of risk does not
result in the relevant member being held liable.3®

The business judgment rule acts as the standard framework for evaluating
corporate decisions, operating under the assumption that the board is unbiased, well-
informed, and acting in the company's best interests. Unless proven otherwise, this
rule shields the board's decision-making authority, providing a broad foundation for
corporate governance.®®

As the uncertain and risky conditions present at the time of the decision
become clearer over time, the court responsible for the liability case will be able to
review the entire situation when examining the case file.>*" The concept referred to
as "hindsight bias" highlights the difficulty for a court evaluating a decision to
cognitively set aside the outcomes and focus solely on the moment the decision was
made, especially when a risky decision results in a loss. To avoid hindsight bias,
courts should refrain from subjecting business judgments made by board members to
judicial review >

The business judgment rule is not explicitly regulated in Turkish law.
However, in the rationale of Article 369 of the TCC, which governs the duty of care
for managers, the principle is mentioned. It states that "the standard of a prudent
manager allows a board member to make a business judgment (business judgment
rule) in accordance with corporate governance principles, and in cases where risk
arises from this, the member should not be held liable. According to the generally
accepted rule, if appropriate investigations are conducted, information is gathered
from relevant parties, and a decision is made by the board, then even if developments
take a completely opposite direction and the company suffers a loss, it cannot be

352 Yasar Bozkurt, “Anonim Sirketlerde isadami Karari ilkesinin Uygulanmasi,” 6.

353 Hacimahmutoglu, “Anonim Ortakhgin Yénetim Kurulu Uyelerinin Ozen YiikiimlGlagi: Fonksiyonel
Bir Yaklasim,” 113.

354 Yasar Bozkurt, “Anonim Sirketlerde isadami Karari ilkesinin Uygulanmasi,” 8-9.

355 Necla Akdag Gliney, Anonim Sirket Yénetim Kurulu Uyelerinin Hukuki Sorumlulugu (istanbul: Vedat
Yayincilik, 2010), 84; Necla Akdag Giiney, Anonim Sirket Yénetim Kurulu (istanbul: Vedat Yayincilik,
2016), 189.

356 Ekrem Solak, Shareholder Activism And The Law: The Future Of Us Corporate Governance (Oxon:
Routledge, 2020), 92.

357S1tki Anlam Altay, Anonim Ortaklikta Yénetim Yetkilerinin Devrinin Sorumluluga Etkisi (istanbul:
Vedat Kitapcihk, 2011), 376.
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deemed a lack of care."®® Accordingly, the business judgment rule is essentially
connected to the standard of a prudent manager. As explained above, the standard for
the duty of care in Turkish law is that of a "prudent manager.” Therefore, it can be
said that the business judgment rule narrows the application scope of the prudent
manager standard.® In other words, when a risk arises from a decision made using
commercial discretion, it would be erroneous to conclude that the manager did not
act as a prudent manager if a loss occurs. Thus, in such cases, the manager cannot be
held liable for violating the duty of care.

Camoglu, the principle of making decisions like a businessperson should be
understood from the obligation to act like a prudent manager, as stated in the
rationale. According to the author, the business judgment rule means that managers,
while performing their management functions, must act within the limits of the duties
and authority granted to them, and fulfill their obligations in good faith in a manner
they believe to be in the best interest of the company. In this context, if managers act
within these boundaries, they will be deemed to have properly fulfilled their duty of
care and will not be held liable.*®* Tekinalp argues that since the business judgment
rule is only mentioned in the rationale without being concretely regulated through
any positive legal provisions, it should not be applied in determining the duty of
care.6?

The assumption that every decision of the board of directors is of the nature
of the business judgment rule has not been accepted; rather, the application of this
principle has been made conditional.®®® A board member seeking to benefit from the
business judgment rule must prove that the decision that led to harm meets the
criteria of a business judgment.®* For a decision taken by a board member to qualify
as a business judgment, it must be a commercial decision®® that aligns with the
purposes and interests of the company. Additionally, for a decision by a board
member to qualify under the business judgment rule, the member must be impartial
and independent, and the decision should be based on sufficient information about
the matter at hand.®®® The existence of the mentioned criteria in a specific case will
be evaluated by the court responsible for reviewing the liability case. If the court
concludes that these criteria are present, it may apply the business judgment rule.36’
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Article 553/1 of the TCC stipulates that founders, board members, managers,
and liquidators are liable to compensate the company, shareholders, and creditors for
damages caused by their negligent violation of legal or articles of association
obligations. Therefore, the application of the business judgment rule is not applicable
in cases where there is a negligent violation of obligations arising from the law or
articles of association.368

4.2.1.c. Early Detection of Risk and Risk Management Committee

Many businesses in industrially developing countries such as Tiirkiye are at
serious risk due to reasons such as interest rate fluctuations, financing of investments
only with loans, and speculation in foreign exchange prices. Such situations, which
are very rare in industrialized and stable countries, may bring the risk of bankruptcy
for Turkish businesses. These situations, which are relatively uncommon in
industrialized and stable countries, can pose a risk of bankruptcy for Turkish
businesses.®®® In this sense, identifying and managing risks become significantly
important for ensuring the continuity of businesses. Therefore, joint-stock companies
have the opportunity to add an early risk detection committee to their oversight
systems in order to detect future risks.>"

The concept and management of risk are relatively new topics introduced into
Turkish legislation through the TCC. In today’s market conditions, the early
detection of risks that threaten the continuity of companies has become an inevitable
necessity to minimize these threats to the lowest possible level 3" In accordance with
Article 378/1 of the TCC, it’s mandatory to establish an Early Detection of Risk and
Risk Management Committee in publicly traded companies. In other joint stock
companies, this committee can be established if the auditor deems it necessary, by
notifying the board of directors in writing. 3’2 However, the scope and applicability
of this regulation may contain uncertainties for other types of joint stock
companies.®”

The provision regarding the early detection and management of risk, which is
regulated by Article 378 of the TCC No. 6102 and is among the duties and powers of
the board of directors, is as follows:
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369A. Bumin Dogrusdz, Oznur Onat, and Funda Téralp Tuncel, Gerek¢ce, Karsilastirmali Maddeler,
Komisyon Raporlari, Onergeler ve Karsilastirmali Tablolari ile Tiirk Ticaret Kanunu (Ticari sletme,
Ticaret Sirketleri Kiymetli Evrak Hiikiimleri) (Ankara: TOBB Yayinlari, 2011), 138.
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“In companies whose shares are traded on the stock exchange, the board of
directors is obliged to establish an expert committee, run and develop the system in
order to detect the causes that endanger the existence, development and continuation
of the company, to implement the necessary measures and remedies, and to manage
the risk. In other companies, this committee is established immediately if the auditor
deems it necessary and notifies the board of directors in writing, and submits its first
report at the end of one month following its establishment.”

In the Corporate Governance Communiqué (II-17.1) of the Capital Markets
Board (CMB) and the “Capital Markets Board Corporate Governance Principles” in
Annex-1, it’s stated in 4.5.1 that the “Risk Early Detection Committee” should be
established for public companies, excluding banks. Again, in Article 4.5.12, the
“Risk Early Detection Committee” is defined as “responsible for the early detection
of risks that may endanger the existence, development and continuity of the company,
taking the necessary precautions regarding the identified risks and carrying out
studies for the management of the risk, and reviews the risk management systems at
least once a year.”

Both regulations include parallel expressions; however, it’s essential to
determine the steps the committee should take to identify risks that threaten the
company's existence, growth, and continuity. The committee must first identify
potential risks based on the type of industry in which the company operates and
assess their possible impacts on the company. Establishing early warning systems,
supported by regular monitoring and reporting processes, can facilitate timely and
efficient risk detection. Prioritizing more severe risks, preparing preventive action
plans, and defining the timing and methods of their implementation are crucial for
minimizing damage if such risks materialize. While it may not always be possible to
detect risks beforehand, the committee’s ability to act quickly and flexibly in
unforeseen circumstances enhances the company’s resilience in an era of rapidly
changing risks. Sharing identified risks with other stakeholders, seeking external
support if necessary, and organizing training sessions to raise awareness are also
among the committee's responsibilities. By taking these steps, the early risk detection
committee fulfills its duties and contributes to the company’s sustainability,
resilience, and competitiveness.®’*

The concept of "early detection™ is a relative concept and will vary depending
on the specific types of risks and the structure of the company. According to the
justification of TCC, early detection of risks necessitates the establishment of a
system that keeps the board of directors and the general assembly constantly vigilant,
enabling the immediate implementation of effective measures by the bodies when
necessary.3"

The committee may consist of non-executive members of the board of
directors or entirely of third-party experts in the field. It will identify factors

374 Karatepe Kaya, “Riskin Erken Saptanmasi Komitesi,” 7.
375Tekin Memis and Savas Bozbel, Karsilastirmali, Gerekgeli, ictihatli ve Kavram indeksli 6102 Sayili
Tiirk Ticaret Kanunu C.I (Ankara: Turkiye Adalet Akademisi Yayinlari, 2013),553.
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endangering the company's existence or development and report preventive measures
to the board of directors. Additionally, the committee must submit its initial report by
the end of the first month following its establishment, and subsequent reports every
two months thereafter, to the board of directors.3”® The board of directors ensures
that the committee has access to all necessary resources and support to fulfill its
duties. Committees may invite and consult with individuals they deem necessary for
their meetings and may also seek independent expert opinions on matters related to
their activities.®”’

Although the task of establishing this committee is listed in Article 378 of the
TCC, it falls within the scope of determining the management organization of the
company within the scope of Article 375/1-b of the TCC. Therefore, it is necessary
to accept this duty as one of the non-transferable and indispensable duties of the
board of directors.>”® Moreover, in limited companies, this duty is considered among
the non-transferable powers of the managers.

The report prepared by the committee, although not binding for the board of
directors, carries legal implications. In fact, in the justification of Article 378, it’s
clearly stated that the responsibility system of the Early Detection of Risk and Risk
Management Committee is at the center, highlighting its significance. In other words,
the extent to which board members and executive officers consider these risk reports
when making and implementing decisions is crucial in determining the degree of
care they exercise in their decisions and actions. Thus, the early detection of risk
through these reports becomes a process that affects the liability specific to the board
members and executive officers.®"

The purpose of the Early Detection of Risk and Risk Management Committee
Is to identify potential risks that could jeopardize the company financially at an early
stage, thereby informing the board of directors promptly to take necessary
precautions. The committee's objective is not auditing; it operates solely as a part of
the internal control mechanism.¥° Especially when the provisions of TCC article
378, article 398/4 and article 402/6 are evaluated together, it's evident that the
legislator attaches particular importance to the early detection of risks that could
impact the company's existence.®! Therefore, the role of the independent auditor is
significant in determining whether the committee has been established and whether
its functions are being fulfilled adequately.

When the purpose of the early detection of risk committee is examined, it’s
relationship with sustainability can be easily seen. The economic dimension of
sustainability is related to issues such as economic growth, efficiency and
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investment. The committee will identify early the risks that will affect the company
financially and ensure that the company achieves economic growth without being
affected by these risks, maintains its efficiency and makes the right investments.
Therefore, this committee plays a critical role, especially for economic sustainability.
Determining what environmental risks are and establishing precautionary
mechanisms against them will support the company's sustainability policies. Because
companies with environmental awareness attract the attention of their stakeholders
and gain a positive reputation in the public. This positive reputation directly affects
the brand value and competitiveness of the company and even supports the formation
of sustainability indexes in capital markets.38?

4.2.1.d. The Public Oversight, Accounting and Auditing Standards
Authority

After the establishment of public oversight authorities worldwide, the Public
Oversight Accounting and Auditing Standards Authority (POA) was founded in
2011, in alignment with Tiirkiye's accession process to the EU and the consolidation
of various authorities in independent auditing. Serving as the oversight body for
independent auditing, POA initiated inspection activities in 2014, with annual
inspection reports made public since 2016. These reports indicate that compliance
with independent auditing standards and the quality of audits in Tiirkiye have been
improving annually. Along this journey of independent auditing, the effectiveness of
POA in oversight, its disciplined approach, the adherence of independent auditors to
regulations, and the positive impacts of mandatory education programs have all been
noteworthy.3&

The legislator brought an additional regulation to Article 88 of the TCC on
02.06.2022 and authorized POA the power to determine and publish “Turkish
Sustainability Reporting Standards” (TSRS). This is the first regulation in the field of
sustainability in the TCC.3%

The added 6th clause is as follows; “The Public Oversight, Accounting and
Auditing Standards Authority is authorized to determine and publish the Turkish
Sustainability Reporting Standards in accordance with international standards to
ensure the international validity of reporting practices for the enterprises and
organizations it specifies. Institutions and boards established by law to regulate and
oversee specific areas may make detailed regulations regarding the standards that
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will be applicable to their own areas, provided that they comply with the Turkish
Sustainability Reporting Standards.”

With the addition of this provision to the TCC, the POA has been granted the
authority to determine the TSRS and the businesses and organizations that will be
included under these reporting standards. Consequently, the POA will establish
sustainability reporting standards for the companies and enterprises it designates,
aligning them with European Union regulations. According to the rationale of the
provision, the aim is to create these standards in Tiirkiye following the establishment
of the International Sustainability Standards Board by the International Financial
Reporting Standards Foundation during the 2021 United Nations Climate Change
Conference (COP26). **°This development intends to define global sustainability
standards through the Sustainability Disclosure Standards framework, thereby
implementing corresponding standards in Tiirkiye.

POA published two texts titled “General Requirements for Disclosure of
Sustainability-related Financial Information” and “Climate-related Disclosures”. The
common purpose of both drafts is to require companies to disclose their information
regarding risks and opportunities regarding sustainability.>&

- Scope of TSRS

The TSRS, which came into effect on January 1, 2024, have made sustainability
reporting mandatory for companies within its scope. These standards are designed to
encourage businesses to report their ESG performance with greater transparency and
accountability. As a result, investors, consumers, and business partners will have
access to comprehensive information about a company’s sustainability performance,
allowing them to incorporate this data into their decision-making processes.

According to the Decision, the following financial institutions and capital
markets institutions will be obliged to report on sustainability:

1. The entities listed below that exceed at least two of the following criteria in
two consecutive reporting periods are obliged to report under TSRS.

- Total assets of bigger than 500 Million TRY,
- Annual net sales revenue of higher than 1 Billion TRY,
- Number of employees at least 250 people.

a. The following entities among the companies subject to the regulation and
supervision of the CMB Pursuant to Law dated 06.12.2012 numbered 6362:

385TCC Rationale of The Article 88,
https://www.muglabarosu.org.tr/Upload/files/pdf/TTK%20Madde%20Gerek%C3%A7eleri.pdf
38Kamu Gozetimi Kurumu, Tiirkiye Siirdiiriilebilirlik Raporlama Standartlari (TSRS) ve TSRS’lerin
Uygulama  Kapsami  Resmi  Gazetede Yayimlanmistir, accessed 7 Dec 2024,
https://www.kgk.gov.tr/Portalv2Uploads/files/Duyurular/v2/Surdurulebilirlik/Duyuru/Turkiye Surdu
rulebilirlik Raporlama Standartlari ve TSRSlerin Uygulama Kapsami Resmi Gazetede Yayimlanmi
stir.pdf
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Investment institutions,

Collective investment institutions,

Portfolio management companies,

Mortgage finance companies,

Central clearing organizations,

Central securities depositories,

Data storage organizations,

Joint stock companies whose capital market instruments are traded on a stock
exchange or other organized markets, or which have a prospectus
(=“izahname™) or issue certificate (=“ihra¢ belgesi”’) with a validity period
approved by the CMB for their trading,

Joint stock companies issuing capital market instruments other than shares
without being publicly offered, although not traded on a stock exchange or
other organized markets (until the end of the accounting period in which the
capital market instruments issued by them are redeemed) or joint stock
companies holding an issue certificate with a validity period approved by the
CMB for this purpose,

b. The following entities among the companies subject to the regulation and
supervision of the Banking Regulation and Supervision Agency pursuant to the
Banking Law dated 19.10.2005 and numbered 5411

Rating agencies,

Financial holding companies,

Financial leasing companies,

Factoring companies,

Financing companies,

Asset management companies,

Companies holding qualified shares in financial holding companies and banks
as defined in Banking Law,

Savings finance companies.

c. Insurance, reinsurance and pension companies operating under the Insurance
Law No. 5684 dated 03.06.2007 and the Individual Pension Savings and Investment
System Law dated 28.03.2001 numbered 4632.

d. Authorized institutions, precious metals brokerage houses, companies engaged
in the production or trade of precious metals that are permitted to operate in the
Markets of Istanbul Stock Exchange

2. The banks subject to the regulation and supervision of the Banking Regulation
and Supervision Agency pursuant to the Banking Law, except those under the
Savings Deposit Insurance Fund, are within the scope of mandatory reporting
without being subject to any threshold.
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3. The entities outside the scope will also be able to report in accordance with the
Turkish Sustainability Reporting Standards on a voluntary basis.3’

4.3. Capital Market Law and Sustainability

The Capital Market Law No. 6362 is designed to establish the rules governing
capital markets and the operations of institutions within these markets. It aims to
ensure that companies using market funds do so in accordance with established
regulations, maximizing their benefits. Additionally, the law seeks to protect the
rights and interests of investors in the capital markets, ensuring that the markets
operate fairly and efficiently.3®

Capital market legislation contains intense regulations on corporate
governance, and these are generally in the form of mandatory provisions. The
Corporate Governance Communiqué¢ and Corporate Governance Principles issued
pursuant to the corporate governance legislation include rules that are both
mandatory and voluntary (subject to the "comply or explain™ approach).3®

4.3.1. Corporate Governance Principles in Public Joint-Stock Companies

According to Article 16, paragraph 1 of the Capital Markets Law No. 6362, the
status of a company being a public joint-stock company is as follows:

“Except for companies whose shares are traded on the stock exchange and those
that raise funds from the public through crowdfunding, joint-stock companies with
more than 500 shareholders are considered as having publicly offered their shares.
These companies are also subject to the provisions applicable to publicly held
companies.”

As stated in Article 1 of Law No. 6362, publicly held joint-stock companies are
subject to more detailed and different legal obligations compared to other joint-stock
companies and commercial companies. This is done to protect the interests of
investors and ensure the functioning of capital markets in a transparent, reliable, and
stable manner. In accordance with the principle of public disclosure in the capital
markets, shareholders and creditors of the company must be informed about the
company’s activities at certain intervals so that their rights are effectively exercised,
and investors are fully and accurately informed.3%
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Dec 29, 2023,
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38  Sermaye Piyasasi Kurulu, Gérev ve Sorumluluklar, accessed 8 Dec 2024,
https://spk.gov.tr/hakkimizda/gorev-yetki-ve-sorumluluklar

389 Ararat and Eroglu, “Hukuk ve Piyasalar Agisindan Siirdiiriilebilirlik” 6.

3% veliye Yanl, Sermaye Piyasasi Hukuku Cercevesinde Halka Acik Anonim Sirketler ve Kamunun
Aydinlatilmasi (Beta Yayinlari, istanbul, 2005) 96-97.

90


https://www.kgk.gov.tr/Portalv2Uploads/files/Duyurular/v2/Kurul%20Kararlar%C4%B1/TMS%20Kurul%20Kararlar%C4%B1/T%C3%BCrkiye%20S%C3%BCrd%C3%BCr%C3%BClebilirlik%20Raporlama%20Standartlar%C4%B1n%C4%B1n%20Uygulama%20Kapsam%C4%B1na%20ili%C5%9Fkin%20Kurul%20Karar%C4%B1.pdf
https://www.kgk.gov.tr/Portalv2Uploads/files/Duyurular/v2/Kurul%20Kararlar%C4%B1/TMS%20Kurul%20Kararlar%C4%B1/T%C3%BCrkiye%20S%C3%BCrd%C3%BCr%C3%BClebilirlik%20Raporlama%20Standartlar%C4%B1n%C4%B1n%20Uygulama%20Kapsam%C4%B1na%20ili%C5%9Fkin%20Kurul%20Karar%C4%B1.pdf
https://www.kgk.gov.tr/Portalv2Uploads/files/Duyurular/v2/Kurul%20Kararlar%C4%B1/TMS%20Kurul%20Kararlar%C4%B1/T%C3%BCrkiye%20S%C3%BCrd%C3%BCr%C3%BClebilirlik%20Raporlama%20Standartlar%C4%B1n%C4%B1n%20Uygulama%20Kapsam%C4%B1na%20ili%C5%9Fkin%20Kurul%20Karar%C4%B1.pdf
https://www.kgk.gov.tr/Portalv2Uploads/files/Duyurular/v2/Kurul%20Kararlar%C4%B1/TMS%20Kurul%20Kararlar%C4%B1/T%C3%BCrkiye%20S%C3%BCrd%C3%BCr%C3%BClebilirlik%20Raporlama%20Standartlar%C4%B1n%C4%B1n%20Uygulama%20Kapsam%C4%B1na%20ili%C5%9Fkin%20Kurul%20Karar%C4%B1.pdf
https://spk.gov.tr/hakkimizda/gorev-yetki-ve-sorumluluklar

Corporate governance, as defined by Solak, “is a system by which companies are
directed and controlled. It contains a combination of legal rules and principles
which have been developed over time and are based on the distinctive features of
each nation’s legal and financial tradition. If one needed to categorize corporate
governance systems, it could be done under two major types: the ‘outsider’ (Anglo-
American) and the ‘insider’ (continental European) models.>*” Generally, corporate
governance includes principles that ensure both the transparent and reliable
dissemination of financial information to the public and interest groups, thereby
ensuring the financial audit of companies, and ensuring the legal compliance and risk
management of companies, thus balancing the power dynamics of stakeholder
groups.3%

Since the 1990s, corporate governance principles have been addressed globally
and incorporated into regulations, and in our legislation, Article 17 of the Capital
Markets Law No. 6362 includes provisions for public joint-stock companies
regarding corporate governance principles. This legal provision empowers the CMB
to determine the content of corporate governance principles, to assess companies for
their compliance, to identify which publicly held joint-stock companies must comply
with these principles, and to take necessary measures and actions for those that do
not comply. In parallel with this regulation, Article 1529 3% of the Turkish
Commercial Code No. 6102 also grants the CMB the authority to regulate corporate
governance principles in publicly held joint-stock companies.

Based on the authority granted by Article 17 of the Capital Markets Law No.
6362, the CMB has published the "Corporate Governance Communiqué (I1I-17.1)".
According to Article 1 of the communiqué, companies that are subject to the
corporate governance principles are outlined, and those that are exempted from these
provisions are specified as follows:*%

“a) Public companies whose shares are not traded on the stock exchange.

b) Companies whose shares are traded in markets, exchanges, or platforms other
than the National Market, Second National Market, or the Corporate Products
Market.

¢) Companies that have applied to the Board for the first-time public offering of
their shares and/or for trading on the stock exchange, and whose shares will be
traded in markets, exchanges, or platforms other than the National Market, Second
National Market, or Corporate Products Market.

391 Solak, Shareholder Activism And The Law: The Future Of Us Corporate Governance, 1.

392 Hasan Pulash, Corporate Governance — Anonim Sirket Yénetiminde Yeni Model (Ankara: Banka ve
Ticaret Hukuku Arastirma Enstitiisi Yayinlari, 2003), 5.

393 TCC Article 1529: “The corporate governance principles in publicly held joint-stock companies, the
principles of the board of directors' statement regarding these principles, and the rules and outcomes
of the companies' ratings in this regard are determined by the Capital Markets Board.”

394 “Kurumsal Yonetim Tebligi (11-17.1) No.28871” Jan 3, 2014,
https://www.resmigazete.gov.tr/eskiler/2014/01/20140103-3.htm
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d) Companies considered as foreign entities based on the Decree No. 89/14391,
dated 7/8/1989, enacted under the Law on the Protection of the Value of Turkish

Currency”.

As can be understood from the article, among publicly held joint-stock
companies, those that are not subject to corporate governance principles are mainly
those whose shares are not traded on the stock exchange and are therefore not
directly relevant to the public. In this regard, it is understood that corporate
governance principles are widely applied by the CMB to publicly held joint-stock
companies in order to ensure transparency and reliability for investors. 3%

In Article 5 of the Corporate Governance Communiqué (II-17.1), the CMB
categorized companies subject to corporate governance principles into three groups,
based on their systemic importance, average market value, and the market value of
the freely circulating shares. The second and third groups, with lower average market
values, are exempted from certain obligations:

“a) First group: Companies with an average market value exceeding 3 billion
TRY and an average market value of freely circulating shares exceeding 750 million
TRY.

b) Second group: Companies, other than those in the first group, with an average
market value exceeding 1 billion TRY and an average market value of freely
circulating shares exceeding 250 million TRY.

¢) Third group: Companies other than those in the first and second groups whose
shares are traded on the National Market, Second National Market, or Corporate
Products Market.”

The corporate governance principles are outlined in Appendix-1 of the
Corporate Governance Communiqué (II-17.1). In the Corporate Governance
Principles published additionally by the CMB, principles regarding shareholders’
rights, such as the facilitation of the exercise of ownership rights, the right to obtain
information and examine company records, the procedures for the general assembly,
the use of voting rights, minority rights, the right to dividends, and the transfer of
shares, are provided. Furthermore, the communiqué outlines principles for public
disclosure and transparency, including the form and content of the corporate website
and annual report. Regarding stakeholders, the principles include policies on
stakeholders, encouraging their participation in corporate governance, human
resources policies, relationships with customers and suppliers, ethics rules, and social
responsibility. Regarding the board of directors, the communiqué includes detailed
provisions on the board’s function, operating principles, structure, meetings,

3% pinar Yagcl, “Sirdiiriilebilirlik Perspektifinde Sirketlerin Sosyal Sorumlulugu ve Fransiz Danistayi’nin
Yetkisi,” (PhD Thesis, Dokuz Eyliil Universitesi, 2023), 174.
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committees, and the financial rights of board members and managers with
administrative responsibilities.>%

Companies subject to the Corporate Governance Communiqué (I1-17.1),
meaning public joint-stock companies whose shares are traded on the Borsa Istanbul,
are not required to comply with all 97 principles of corporate governance published
by the CMB. According to Article 5 of the communiqué, these companies are only
obliged to comply with 24 principles. For other principles, the "comply or explain”
rule is applied, and companies are required to report their compliance status with
these principles in the "Compliance Report Format,” with voluntary compliance
based on the company's discretion. For existing corporate governance practices,
companies must provide disclosures through the Corporate Governance Information
Form, thereby completing their corporate governance reporting. The CMB, in its
Corporate Governance Reporting Guide, states that the board of directors is
responsible for corporate governance reporting and ensuring that corporate
governance practices are implemented within the company. Corporate governance
reports must be published annually on the Public Disclosure Platform (KAP) along
with the annual activity reports.3’

The CMB, in its Corporate Governance Reporting Guide, has detailed how
reporting should be carried out under the "Comply or Explain® principle. According
to this, if companies do not comply with the principles that are based on voluntary
compliance, their mandatory disclosures must meet the following criteria;%

“i. Clearly indicating the principle to which the explanation relates;

ii. Providing a brief background on the company's specific situation and the
reasons behind its decision to deviate from the principle;

iii. Offering a reasonable and understandable justification for the company’s
choice;

iv. ldentifying alternative actions that would reduce the risk and achieve the
same objective by a different method;

v. Indicating whether the non-compliance is limited in time and whether the
company intends to comply with the principle in the future.”

In case the companies subject to the corporate governance principles fail to fulfill
their disclosure obligations, certain measures are provided under the second
paragraph of Article 17 of the Capital Markets Law No. 6362. According to this

3% “Kyrumsal Yonetim ilkelerinin Belirlenmesine Ve Uygulanmasina iliskin Teblig No.56” Dec 30,

2011,https://spk.gov.tr/data/61e87f0b1b41c611a4c53a90/2fb4947cb75a159d431a0ed205cdbc7c.p
df

397 Sermaye Piyasasi Kurulu and European Bank for Reconstruction and Development, Kurumsal
Yénetim Raporlama Rehberi, Mar 2019, 5-6,
https://spk.gov.tr/data/61e87fe81b41c611a4c53a9f/1297.pdf

3% Sermaye Piyasasi Kurulu ve European Bank for Reconstruction and Development, Kurumsal
Yénetim Raporlama Rehberi, 8.
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article, if the compliance obligation is not fulfilled, the CMB is authorized to “take
decisions to ensure compliance, carry out the necessary actions ex officio, request
precautionary measures to determine or cancel unlawful actions contrary to
compliance obligations without any guarantee, file a lawsuit, and request a ruling in
the ongoing case that would ensure the fulfillment of the compliance obligation.” In
Article 7 of the Corporate Governance Communiqué (I1-17.1), the CMB is granted
additional powers regarding the measures to be taken if the compliance obligation is
not fulfilled. According to this provision, if the Board files a lawsuit, “a compliance
proposal, including the actions required to comply with the corporate governance
principles, will be attached to the request submitted to the court.” Furthermore, in
paragraph 3 of Article 7 of the Communiqué, it is stipulated that in companies with
sufficient numbers of board members to apply mandatory principles, if the board of
directors or the general assembly fails to carry out the necessary actions, the Board
will give the company a 30-day period. If the relevant actions are not taken within
this period, the Board will appoint the necessary number of independent members to
the board ex officio, and this newly formed board of directors will ensure compliance
with the mandatory corporate governance principles in the articles of association and
register and announce it.3%

4.3.2. The Capital Markets Board's Sustainability Principles Compliance
Framework

In 2020, an amendment was added to Article 1, titled "Purpose and Scope," of the
Corporate Governance Communiqué (II-17.1) that incorporated sustainability into
corporate governance principles. The added paragraph is as follows: “(5) (Added:
Official Gazette-2/10/2020-31262) Companies, other than those specified in the
second paragraph, are subject to sustainability principles. In their compliance
reports on corporate governance principles, these companies shall include
disclosures related to the sustainability principles compliance framework” Thus, for
publicly held joint-stock companies within the scope of the communiqué, the
obligation was introduced to include disclosures related to the sustainability
principles compliance framework, in addition to the Corporate Governance
Principles published as an annex to the communiqué, in their annual corporate
governance compliance reporting. Under this provision, the CMB prepared the
"Sustainability Principles Compliance Framework" and published it on its official
website on October 2, 2020.4%°

The CMB stated that the "Sustainability Principles Compliance Framework"
consists of the key principles that publicly held joint-stock companies are expected to
disclose while carrying out their Environmental, Social, and Governance (ESG)
activities. The Board clarified that these principles are subject to the "comply or
explain” rule, meaning their application is not mandatory, and companies are allowed
to voluntarily comply with them. However, it is mandatory for publicly traded

399 vagcl, “Siirdiriilebilirlik Perspektifinde Sirketlerin Sosyal Sorumlulu§u ve Fransiz Danistayr’nin
Yetkisi,” 177.

400 “kurumsal Yénetim Tebligi (11-17.1)’Nde Degisiklik Yapilmasina Dair Teblig (11-17.1.a),” Oct 2, 2020,
https://www.resmigazete.gov.tr/eskiler/2020/10/20201002-4.htm
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companies to report whether or not they have implemented these principles.*°* In this
regard, for the principles included in the "Sustainability Principles Compliance
Framework", if companies do not comply, their mandatory disclosures must meet the
criteria mentioned above, and companies that fail to make such disclosures will be
subject to the measures specified in Law No. 6362 by the CMB.

The sustainability principles determined by the CMB are based on four main
areas:

A. General Principles,
Al. Strategy, Policy, and Targets,
A2. Implementation/Monitoring,
A3. Reporting,
AA4. Verification,
B. Environmental Principles,
C. Social Principles,
C1. Human Rights and Employee Rights,
C2. Stakeholders, International Standards, and Initiatives,
D. Corporate Governance Principles.

The General Principles include activities related to the internalization of ESG
activities by the companies and reporting the current status and implementation
results of these activities. It aims to ensure that the public is correctly informed by
indicating how performance results, verified by independent sustainability providers,
are linked to specific sustainable development goals and how they will be presented
to the public.402

The Environmental Principles section focus on promoting transparency,
accountability, and sustainability in managing a company's environmental impacts.
Aim to establish and implement robust policies, action plans, and management
systems, such as 1SO 14001, to address environmental challenges effectively. These
principles emphasize compliance with environmental laws and regulations while
encouraging the integration of environmental considerations into business strategies
and decision-making processes. Key objectives include setting measurable short- and
long-term goals to reduce emissions, improve energy efficiency, conserve water
resources, manage waste effectively, and promote biodiversity. Companies are
encouraged to report environmental performance metrics, such as greenhouse gas
emissions, energy consumption, and water usage, using standardized methodologies
for comparability over time and alignment with global benchmarks. The principles
also advocate for innovation to minimize the environmental impact of products and
services, the adoption of renewable energy, and participation in carbon pricing
mechanisms. Additionally, they support collaboration with stakeholders, including
suppliers, customers, and industry groups, and alignment with international
frameworks such as the UN Sustainable Development Goals (SDGs) and science-

401 Sermaye Piyasasi Kurulu, Siirdiiriilebilirlik ilkeleri Uyum Cercevesi, Oct 2, 2020, 1,
https://spk.gov.tr/data/61e225¢c71b41c61238836071/3587351d4b39cfd597e43c914602e556.pdf
402 Sermaye Piyasasi Kurulu, Siirdiiriilebilirlik ilkeleri Uyum Cergevesi, 1-2.
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based targets. Overall, the goal is to drive sustainable practices across operations and
the value chain while contributing to global efforts to address climate change and
environmental sustainability.*%

The Social Principles section emphasizes respect for human and employee
rights, aligning with international frameworks like the Universal Declaration of
Human Rights and ILO Conventions, as well as national regulations. These
principles advocate for non-discrimination, diversity, and inclusivity, ensuring fair
labor standards, preventing forced and child labor, and addressing human rights
violations. Organizations are encouraged to invest in employees through training,
professional development, fair compensation, and work-life balance, while
implementing mechanisms for grievance resolution and employee satisfaction.
Workplace health, safety, ethical conduct, data protection, and transparency are also
key priorities. Beyond internal operations, the principles require businesses to
integrate social responsibility across their value chains, maintain open
communication with stakeholders, and address customer concerns effectively.
Companies are encouraged to adopt international sustainability frameworks,
participate in global initiatives such as the UN Global Compact, and pursue
recognition in indices like the Dow Jones Sustainability Index. These efforts aim to
ensure social equity, stakeholder collaboration, and alignment with global ethical and
sustainability goals.*%

Finally, the Corporate Governance Principles section covers compliance with
the Corporate Governance Principles Communiqué, and explanations related to
social responsibility and sustainability regarding international initiatives and
standards. Companies may publish their reports as part of their annual activity
reports, sustainability reports, or integrated reports, or they may be issued as separate
reports. If the compliance report is not included within the activity reports, it must be
published simultaneously with the activity reports, and there should be references to
the report within the activity reports. However, there is no specific format for how
this report should be prepared or detailed information about the scope of the
information that should be included in the report.4%

In the context of monitoring companies' activities in the field of sustainability,
the Borsa Istanbul Sustainability (BIST) Index is also has significant importance. We
will examine this index detailly in the next chapter.

4.3.3. Borsa Istanbul Sustainability Index
The BIST Sustainability Index was established to raise awareness of

sustainability in Tiirkiye and to create an index comprising companies listed on
Borsa Istanbul with superior corporate sustainability performance. 4°® Companies

403 Sermaye Piyasasi Kurulu, Siirdiiriilebilirlik ilkeleri Uyum Cercevesi, 2-3-4.

404 Sermaye Piyasasi Kurulu, Siirdiirtilebilirlik ilkeleri Uyum Cercevesi, 4-5.

405 Sermaye Piyasasi Kurulu, Siirdiiriilebilirlik ilkeleri Uyum Cercevesi, 5.

406 Arzu Ozsdzgiin Caliskan and Hiiseyin Giiler, “Seffaflik ve Kamuyu Aydinlatma Ekseninde internette
Finansal Raporlama,” Mali C6ziim 23, no.134 (2013):58.

96



listed on this index benefit from easier access to global markets, increased appeal to
foreign investors, and more affordable and accessible capital resources.*"’

The index serves as a performance evaluation tool, enabling businesses to
measure and compare their corporate sustainability performance both locally and
globally. Through the index, companies can enhance corporate transparency,
accountability, and risk management skills related to sustainability issues.*®® It also
supports the development of sustainable reporting and accounting practices,*®
helping to increase the visibility of corporate sustainability efforts, share best
practices, and promote sustainable investments in Tiirkiye.*!°

Corporate sustainability efforts at BIST began with the idea of creating the BIST
Sustainability Index, which would list the shares of companies with high levels of
corporate sustainability performance. In 2013, a collaboration agreement was signed
between Borsa Istanbul and Ethical Investment Research Services Limited
(EIRIS).41

EIRIS has categorized the index selection criteria into three main areas:
Environment, Corporate Governance, and Social Standards. Environmental standards
include compliance with systems like International Chamber of Commerce (ICC) or
Coalition of Environmentally Responsible Economies (CERES) environmental
management standards, 1SO14001 certification, or Eco-Management and Audit
Scheme (EMAS) registration. For social criteria, adherence to principles such as the
OECD Guidelines for Multinational Enterprises, signing the UN Global Compact,
obtaining the SA8000 certification, or explicitly supporting two ILO labor standards
or a corporate statement on fundamental human rights is required.

Starting from November 4, 2014, the BIST Sustainability Index has been
calculated under the stock code XUSRD. Initially, the index was calculated by
evaluating the companies listed in the BIST 30. However, as of 2021, companies
listed on the Yildiz Market or those that voluntarily participate in the BIST
Sustainability Index have been included in the evaluation. From the 2021 evaluation
year onwards, Refinitiv Information Limited (Refinitiv) has taken over the
sustainability evaluation process from BIST under a new agreement with BIST.#!2

407 Merve Acar and Hiseyin Temiz, “Siirdiiriilebilirlik Endeksinde islem Géren Firmalarin Finansal
Performansi: Olay Calismasi Ornegi,” Hitit Universitesi Sosyal Bilimler Enstitiisii Dergisi 11, no.3
(2018): 1974, https://doi.org/10.17218/hititsosbil.441200

408 Borsa Istanbul, BIST Sirdiiriilebilirlik Endeksi Temel Kurallar, Dec 31, 2014,
https://www.borsaistanbul.com/files/bist-surdurulebilirlik-endeksi-temel-kurallari-31122014.pdf

409 7ehra Ozdemir and Fatma Pamukcu, “Kurumsal Sirdiriilebilir Raporlama Sisteminin Borsa
istanbul Siirdirilebilirlik Endeksi Kapsamindaki isletmelerde Analizi,” Mali ¢éziim 26, no. 134
(2016):15.

410 Aras and Sarioglu, “Entegre Raporlama,” 92.

411 Hakan Araci and Filiz Yiiksel, “Seffaflik ve Hesap Verilebilirligin Saglanmasinda Sirdirilebilirlik
Raporlari: BIST Siirdirilebilirlik Endeksindeki Sirketlerin Siirdiiriilebilirlik Raporlarinin incelenmesi,”
Muhasebe Bilim Diinyasi Dergisi 18, no.1 (2016): 113.

412 Borsa istanbul, A New Era Begins in the BIST Sustainability Index, accessed 10 Dec 2024,
https://www.borsaistanbul.com/en/duyuru/3792/a-new-era-begins-in-the-bist-sustainability-index
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As of October 1, 2021, the BIST Sustainability Index has started using over
450 data points categorized under 10 categories and 25 themes related to
environmental, social, and corporate governance. According to Refinitiv's evaluation
criteria, companies must meet the following three conditions to be listed on the BIST
Sustainability Index:*1

e Combined ESG Score should be 50 or more.
e Each Pillar score (Environment, Social, Governance) 40 or more.
e At least 8 category scores should be 26 or more.

The primary goal of the BIST Sustainability Index is to create an index of
companies listed on BIST that exhibit high sustainability trends. In this context, the
number of companies evaluated each year has increased. While companies in the
BIST 30 index were evaluated in 2014, companies in the BIST 50 index were subject
to evaluation in 2015. Starting from 2016, it was decided to include voluntary
companies from the BIST 100 index in the evaluation. The list of companies to be
evaluated is updated and announced to the public every December.*4

The sectoral distribution of companies included in the BIST Sustainability Index
is illustrated in Chart 1: BIST Sustainability Index (XURD) Sectoral Breakdown.
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Chart 1: BIST Sustainability Index (XURD) Sectoral Breakdown
Source: Borsa Istanbul, 2024

On November 21, 2022, the BIST Sustainability 25 Index was introduced,
targeting high-performing companies in sustainability that are also large and liquid.

413 Borsa istanbul, A New Era Begins in the BIST Sustainability Index.

414 pAysegiil Berrak Koten, “Statistical Evaluation of Exchange Performance of Banks Traded in The
Sustainability Index,” Research Studies Anatollia Journal 5, no. 1, (2022): 153,
https://doi.org/10.33723/rs.1051449
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According to Refinitiv's evaluation criteria, companies must meet the following three
conditions to be listed on the BIST Sustainability 25 Index:*%°

e Combined ESG Score should be 70 or more.
e Each Pillar score (Environment, Social, Governance) 60 or more.
e At least 8 category scores should be 50 or more.

The sectoral distribution of companies included in the BIST Sustainability 25
Index is illustrated in Chart 2: BIST Sustainability-25 Index Sectoral Breakdown.
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The launch of the BIST Sustainability-25 Index provides investors with a new
tool to identify companies adhering to sustainability and corporate social
responsibility principles. This development creates opportunities for the emergence
of various financial products, such as funds and structured products, promoting
responsible investments. Presently, most responsible investments are developed by
institutional investors. The index facilitates the establishment of funds in this domain
and ensures easier access for listed companies to these funds.*5

In conclusion, the BIST Sustainability Index and the recently launched BIST
Sustainability-25 Index represent significant milestones in promoting corporate
sustainability and responsible investment practices in Tiirkiye. These indices not only
enhance the visibility of companies with strong ESG performance but also provide
investors with effective tools to identify and invest in such companies. By fostering

415 Borsa istanbul, Siirdiiriilebilirlik Endeksi, accessed 10 Dec 2024,

https://borsaistanbul.com/tr/sayfa/165/bist-surdurulebilirlik-endeksi
416 Borsa istanbul, Siirdiirtilebilirlik Endeksi.

99


https://borsaistanbul.com/tr/sayfa/165/bist-surdurulebilirlik-endeksi

greater transparency, accountability, and adherence to sustainability principles, these
indices contribute to the growth of sustainable finance and investment ecosystems.
As they continue to evolve, these platforms are expected to play a pivotal role in
encouraging broader adoption of sustainability practices and aligning Tiirkiye's
financial markets with global ESG standards.

CONCLUSION

This thesis has explored the interplay between sustainability, law, and
governance, with a particular focus on Tiirkiye’s regulatory and institutional
frameworks. In a world increasingly driven by the imperatives of ESG standards,
Tiirkiye’s journey toward integrating these principles into its legal and economic
structures reflects both commendable progress and pressing challenges. The study’s
findings reveal the necessity of a comprehensive and collaborative approach to
embedding sustainability within the nation’s legal system, corporate practices, and
international commitments.

The adoption of the Paris Agreement and alignment with the European Green
Deal signify Tiirkiye’s commitment to addressing global environmental challenges
and meeting international sustainability benchmarks. These commitments underscore
the growing recognition of the interdependence between environmental protection,
economic development, and social well-being. The TCC and the CML are notable
examples of Tiirkiye’s efforts to integrate sustainability into corporate governance.
These frameworks aim to promote corporate transparency, accountability, and ESG
compliance. However, the effectiveness of these legal instruments depends
significantly on their enforcement and the capacity of institutions to monitor and
regulate compliance.

Institutional reforms, such as the establishment of the Climate Change
Directorate and the publication of the Green Deal Action Plan, are promising steps in
Tiirkiye’s sustainability journey. These initiatives reflect an awareness of the
importance of aligning national policies with global environmental goals. Yet,
achieving meaningful change requires broader systemic transformations. This
includes the harmonization of domestic laws with international standards, the
standardization of ESG reporting, and the creation of mechanisms to ensure the
accountability of all actors, from businesses to public institutions.

Tiirkiye’s strategic location and economic ties, particularly with the European
Union, amplify the importance of aligning with global sustainability frameworks.
The European Green Deal, which emphasizes green and circular economies, green
financing, and low-carbon development, serves as both an opportunity and a
challenge for Tiirkiye. As one of the EU’s largest trading partners, Tiirkiye must
adapt its industries, particularly in high-emission sectors such as energy,
transportation, and agriculture, to meet EU sustainability criteria. Failure to do so
could jeopardize its trade relationships and economic stability. Conversely,
compliance offers significant economic benefits, including access to green financing
and increased competitiveness in global markets.
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The study also highlights the centrality of a just transition in Tirkiye’s
sustainability agenda. Green transformation must address not only environmental
objectives but also social equity, ensuring that vulnerable populations, including
refugees and low-income groups, are not left behind. Initiatives such as vocational
training for green jobs and promoting labor market participation in green sectors are
essential for fostering inclusive growth.

One of the critical findings of this research is the need for enhanced corporate
governance practices in Tiirkiye. As businesses play a pivotal role in driving
sustainability, corporate leaders must embrace ESG principles not as regulatory
burdens but as strategic opportunities. Investment in renewable energy, resource
efficiency, and innovation can position businesses as leaders in the green economy,
contributing to both economic growth and environmental sustainability.

The thesis also underscores the importance of a robust legal and policy
framework to support green financing and the circular economy. Policies that
encourage investment in renewable energy, reduce carbon emissions, and promote
waste minimization are vital for building a resilient and sustainable economy. The
Green Deal Action Plan’s focus on these areas reflects a forward-looking approach,
yet its success depends on effective implementation and active participation from all
stakeholders, including the private sector, civil society, and international partners.

Tiirkiye’s commitment to sustainability represents a recognition of the
interconnectedness of global challenges and national priorities. However, the path to
sustainability is fraught with challenges, including resource limitations, institutional
inertia, and competing policy priorities. Addressing these challenges requires not
only technical and financial resources but also a cultural shift toward valuing
sustainability as a core principle of governance and development.

In conclusion, Tiirkiye stands at a critical juncture in its sustainability
journey. The country’s legal and institutional reforms, coupled with its international
commitments, provide a strong foundation for progress. However, achieving the
ambitious goals outlined in its Green Deal Action Plan and other frameworks will
require sustained effort, strategic planning, and cross-sector collaboration. By
embracing sustainability as a guiding principle, Tiirkiye can position itself as a
regional leader in sustainable development, setting an example for other nations
facing similar challenges.

This thesis contributes to the broader discourse on sustainability and
governance by highlighting the critical role of law in shaping sustainable practices. It
offers insights for policymakers, businesses, and researchers, emphasizing the need
for a multi-stakeholder approach to addressing global challenges. Ultimately, the
integration of sustainability into Tiirkiye’s policies and practices is not only a
response to international obligations but a strategic necessity for building a resilient,
inclusive, and prosperous future.
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