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Abstract: This study contributes to the literature on sustainability reporting by examining the knowledge and experience of 
auditors in Iceland regarding sustainability accounting. Amid evolving corporate governance and auditing practices, the 
concepts of transparency and trust have become integral. While audit committees have traditionally been instrumental in 
enhancing transparency within financial information, the emergence of sustainability reporting necessitates their adaptation to 
include sustainability-related aspects. The study's findings indicate a significant gap in the knowledge and experience of 
Icelandic auditors concerning sustainability frameworks. Approximately 80% of participants acknowledge limited familiarity 
with sustainability reporting. This reality raises concerns, especially in light of impending regulatory requirements such as 
Directive (EU) 2022/2464, amending Regulation (EU) No 537/2014. Audit committees are poised to play a pivotal role in the 
transformative process, ensuring the harmonious integration of financial and sustainability information while upholding trust 
and transparency. However, delineating the exact responsibilities of audit committees in this evolving landscape remains 
crucial to prevent transparency from being diluted. To address the identified gaps, future research could employ qualitative 
interviews to delve deeper into auditors' perspectives and practices, particularly within audit teams. Furthermore, exploration 
of audit firms' roles in acquiring expertise in sustainability reporting practices could shed light on potential solutions. In 
conclusion, this study underscores the pressing need to enhance knowledge and expertise in sustainability reporting among 
Icelandic auditors. As the landscape of corporate reporting shifts, collaborative efforts among stakeholders become paramount 
in establishing enduring trust and transparency. Further research within this realm holds the key to advancing sustainability 
accounting practices and understanding. 
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1. Introduction 

Sustainability accounting stands as an imperative and 
urgent advancement aimed at enhancing financial reporting. 
The importance of robust financial reporting should center on 
driving sustainable development and enduring financial 
reliability. An external audit plays a pivotal role as a 
monitoring mechanism to ensure this reliability [16]. The 
information environment carries significant weight for 
investors, markets, and the broader community. Equitable 
access to information is crucial to establishing parity between 

internal and external entities of enterprises [27]. In a 
transparent context, stock prices should offer more insightful 
glimpses into forthcoming events, diminishing the element of 
surprise in future information [18]. The practices of audit 
committees lay the groundwork for an improved information 
environment [30]. External audits primarily emphasize 
financial aspects, catering to owners and creditors. 
Conversely, internal auditing seeks to enhance the 
transparency of financial information for stakeholders. 
Internal audit responsibilities play a pivotal role in enhancing 
the sustainability of financial reporting. In this context, 
sustainability accounting amalgamates internal and external 
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accounting practices, encompassing environmental, social, 
and economic dimensions. Sustainability and Corporate 
Social Responsibility (CSR) envelop a company's activities 
and mirror its societal and environmental influence on 
stakeholders. Transparency and engagement with 
stakeholders should align with the context of sustainability 
and CSR [45]. 

The objective of sustainability reporting is to apprise 
stakeholders about the risks and opportunities linked to 
environmental, social, and governance factors (ESG). The 
Securities and Exchange Commission (SEC) is actively 
contemplating enforcing ESG disclosures [52]. Given the 
potential for mandatory SEC sustainability reporting, these 
findings assume significance as firms gear up for these 
potential changes [7]. 

Sustainability reporting encompasses non-financial facets 
of a company's performance not encompassed in the primary 
financial report. It offers stakeholders information about the 
company's actions concerning environmental, social, and 
governance (ESG) issues that might impact their interests [54, 
55]. The credibility of accounting information holds 
particular relevance for firms not listed on the stock market, 
as stakeholders solely rely on financial statements [6]. 
Auditing assumes a pivotal role in affirming the accuracy of 
financial statements and mitigating potential information 
asymmetry between the firm and its stakeholders. 
Accountants have a substantial role in sustainability reporting, 
although questions may arise about the extent to which 
sustainability falls within their roles and responsibilities. 

Sustainability reporting corresponds to the principle of fair 
presentation, necessitating financial statements to offer all 
requisite information for users to comprehend a company's 
financial status, operational outcomes, and cash flows. 

With the integration of sustainability information into 
financial data, the stakeholder concept expands to include 
social partners, non-governmental institutions, and 
environmental organizations. Transparency must evolve to 
encompass these broader stakeholders and the sustainability 
perspective. 

The EU has embraced the European Sustainability 
Reporting Standards (ESRS). Companies and organizations 
have been assigned varying timelines, ranging from 2024 to 
2028, to incorporate ESRS into their financial statements. 
Unlike the generalized nature of International Financial 
Reporting Standards (IFRS), ESRS standards are segregated 
into topical standards focused on domains such as 
environment, society, and governance. Each topical standard 
encompasses specialized concepts like climate change, 
pollution, water, and marine resources. Integrating ESRS into 
IFRS will expedite and streamline the implementation of 
these standards, lending them immediate authority. 

The agency theory forms the common starting point for the 
governance discourse [29]. This theory posits that 
management doesn't invariably act in the best interests of the 
company's shareholders, necessitating safeguards against 
management's self-interests [24, 25, 42]. Under the agency 
theory, the Board of Directors' role is to safeguard 

shareholders' interests, supervise management, and endorse 
strategies [56, 20]. Recently, the agency theory has evolved 
into a broader viewpoint known as Stakeholder-agency 
theory. This outlook acknowledges that agency predicaments 
can arise not only between management and shareholders but 
also among diverse stakeholders and the firm, given their 
implicit and explicit contractual relationships [35]. Managers 
metamorphose into agents monitored by stakeholders, 
transcending shareholders. Sustainable management can 
augment stakeholder relations [51, 36]. Reporting on 
sustainability matters plays a pivotal role in stakeholder 
management and is expected to curtail information 
asymmetries and conflicts of interest between stakeholders 
and management [53]. 

This paper endeavors to explore the readiness of auditors, 
encompassing knowledge and experience, for a broader 
stakeholder perspective in sustainability accounting. 
Moreover, trust and transparency are deliberated as pivotal 
concepts pertaining to sustainability accounting and 
dependable financial reporting. 

2. Literature Review 

Interest in corporate governance often emerges in response 
to corporate blunders and fraud [57]. The global financial 
crisis of 2007-2009 significantly influenced the governance 
discourse, attributing the crisis to corporate governance 
failures and weaknesses. In reaction to financial scandals 
over the past decades, many regulators established 
enforcement bodies to oversee reliable financial accounting 
in collaboration with external auditors [33]. Relevant 
gatekeepers, such as external auditors, financial analysts, and 
audit committees, face pressure to ensure credible and 
transparent financial reporting, ethical conduct, and the 
establishment of trust [10, 34]. 

Trust stands as a pivotal concept in corporate governance 
and business at large, impacting both managerial efficacy and 
risk and cost reduction [28, 48, 49]. Trust is defined in 
multiple ways, but in the context of the agency theory, it 
involves specific expectations that mitigate the risk of 
opportunistic behavior by business partners [9]. Trust gains 
particular significance when behavior monitoring isn't 
feasible. Trust is further nurtured through prior relational 
interactions, where experience and data allow for evaluating 
behavior, intentions, and party credibility [5, 19, 32, 46, 50]. 

Transparency and accountability form intertwined 
concepts, mutually reinforcing each other [44]. Transparency 
denotes an environment where information, decisions, and 
activities are visible, accessible, and comprehensible to 
external parties. Financial statements should offer a lucid and 
equitable perspective of operations, balance sheets, and cash 
flows to enable informed decision-making and appropriate 
actions grounded in financial information. 

Both concepts are not mutually exclusive but rather 
symbiotic; trust is cultivated through elements like judgment 
and expertise, while transparency extends beyond mere 
information provision. According to CFA [15], disclosures 
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lack transparency due to the absence of a measurement 
framework to enable meaningful disclosures. Inadequate 
transparency leads to decreased investor trust, culminating in 
reduced investments. 

Transparency's significance for investors in the present day 
is considerably higher than it was two decades ago. The 
Enron scandal marked a pivotal moment that catalyzed a 
demand for transparency. Subsequently, the Sarbanes-Oxley 
Act was enacted in 2002 [39]. Recognizing the paramount 
importance of transparency, the OECD published regulations 
and guidelines on good governance, encompassing the 
concept of transparency. Chapter IV of these guidelines 
specifically addresses the facets of explanations and 
transparency. This initiative aims to bolster transparency, 
integrity, and the rule of law [47]. 

Transparency can be classified into two categories: 
transparency related to governance and transparency related 
to financial information, as elucidated by [13]. Transparency 
concerning financial information is predominantly influenced 
by local political circumstances, while governance-related 
transparency is more contingent on the legal and judicial 
environment. The transparency of corporate disclosures is 
linked to how information is disseminated [13]. Transparency 
in sustainability entails decisions regarding a company's 
involvement or abstention from business initiatives grounded 
in sustainability considerations. 

Corporate governance and audit committees assume a 
pivotal role in enhancing transparency in financial statements, 
with the added dimension of addressing sustainability issues. 
Official financial reporting has encountered criticism for 
lacking transparency [37]. Transparency and trust hold 
paramount significance for public finances, forming the 
bedrock for well-informed deliberations on the utilization of 
public funds and democratic accountability [37]. Evaluating 
transparency should transcend the mere quantity of 
information provided and consider factors such as timeliness, 
relevance, completeness, and reliability [21]. Employing the 
"Core & More" (C&M) approach to structure information 
and categorizing disclosures into core and explanatory 
sections can enhance clarity and transparency [2]. The 
Disclosure Initiative and Communication in Financial 
Reporting projects initiated by the [38] aim to reduce 
unnecessary details in financial statements and amplify 
transparency, which can equally benefit sustainability 
reporting in the future. In an Icelandic study examining audit 
committee processes and transparency, nearly 40% of 
participating auditors asserted that neither transparency nor 
trust was significantly enhanced by the efforts of audit 
committees [31]. 

Diverse entities, including the Global Reporting Initiative 
(GRI), Sustainability Accounting Standards Board (SASB), 
the International Integrated Reporting Council (IIRC), the 
European Commission, including the European Financial 
Reporting Advisory Group (EFRAG), and the International 
Financial Reporting Standards (IFRS), have surfaced as 
providers of sustainability reporting guidelines. However, 
notwithstanding the voluntary nature of these guidelines, they 

encounter challenges in terms of legitimacy and influence, 
contributing to a contested landscape of sustainability 
reporting regulation. Achieving harmonization in 
sustainability reporting regulations remains a challenge due 
to the array of actors involved [4]. 

The European Financial Reporting Advisory Group 
(EFRAG) unveiled the initial drafts of the European 
Sustainability Reporting Standards (ESRS) in November 
2022. These standards are slated to become obligatory within 
EU member states in the coming years, necessitating their 
integration into the financial statements of public interest 
entities (PIEs). While external financial accounting 
conventionally centered on owners and creditors, 
sustainability accounting has broadened its scope to 
encompass a wider array of stakeholders, including 
customers, employees, governmental agencies, and the EU. 
The objective of sustainability accounting is to document and 
assess risks and opportunities associated with well-defined 
sustainable domains [17]. Research in sustainability 
accounting has paid limited attention to appraising the 
sustainability benefits linked to a company's social and 
environmental endeavors [1]. 

The challenge within the audit profession, as highlighted 
by Bakarich et al. [7], suggests that it is not yet equipped to 
handle sustainability reporting, whether in terms of 
knowledge or experience. However, there is limited 
empirical evidence regarding knowledge and experience with 
sustainability reporting, particularly outside the US [7]. 
Further empirical investigations on a broader scale are 
imperative to delve deeper into this realm. 

The limited knowledge and experience of auditors in 
sustainability reporting revealed in this study underscores the 
challenges in achieving transparent reporting practices. This, 
in turn, highlights the pivotal role of auditors and audit 
committees in both bolstering knowledge-sharing efforts and 
fostering trust in the coordinated realms of financial and 
sustainability information. 

3. Participants and Procedure 

This study employs a quantitative research approach, 
utilizing a questionnaire-based survey as its primary data 
collection method. Surveys serve as valuable instruments for 
both information gathering and measurement. The choice of 
this method is grounded in its cost-effectiveness and safety. 
By accessing and compiling information, this method 
facilitates knowledge generation through transparent and 
logical analysis of the subject matter. Participants were 
provided with identical questionnaires via their workplace 
email addresses, streamlining the process and encouraging 
survey participation. The quantitative methodology chosen is 
particularly suitable when examining subjects that can be 
quantified, measured, or weighed, as it offers a standardized 
approach and can uncover patterns within the data. This 
approach captures information in a numerical format, 
enabling its presentation and interpretation using numerical 
techniques. The advantages of this approach include its 
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simplicity, elimination of the need to coordinate timing with 
respondents, reduction of errors stemming from interaction 
effects, and enhanced respondent privacy [14]. 

During the selection process, a decision was made to 
employ descriptive studies. Descriptive research involves 
analyzing variables within a sample and presenting statistical 
outcomes. The strengths of descriptive research lie in its 
capacity to gather extensive information, facilitating more 
comprehensive future research. However, it is important to 
acknowledge that descriptive research may lack deeper 
insights into individual responses and participants' 
experiences [12]. 

At the outset of each research endeavor, it is crucial to 
determine the sample size and whether it should mirror the 
entire population. Additionally, the type of survey to be 
employed needs to be defined. In this case, questions were 
distributed to the entire population, and response rates were 
used to infer overall trends. To facilitate the possibility of 
replicating the study later in a consistent manner, the decision 
was made to employ quantitative research methods, 
employing standardized questionnaires, and distributing them 
to the entire population [11]. 

The survey was conducted in collaboration with the 
Association of Certified Public Accountants (ACPA) in 
Iceland. To ensure comprehensive participation, a request 
was extended to all auditors who were members of ACPA, 
and the questionnaire was distributed to all ACPA members. 
The survey's objective was to gather insights on audit 
committees in relation to the work of external auditors. The 
questionnaire was designed to gather information on 
perspectives regarding various concepts, including 
sustainability, transparency, and trust. It included inquiries 
about participants' experience with working on or reviewing 
annual accounts for entities classified as units related to the 
public interest, as defined by the Act on Auditors. These 
entities encompass limited liability companies, municipalities, 
institutions, and pension funds, all of which have stocks or 
bonds listed on the securities market. 

This study represents the first comparative exploration of 
transparency and trust concepts concerning financial 
information within the context of audit committee work. By 
comparing the survey results with those of a previous study 
conducted in 2018 that explored the concepts of transparency 
and trust, it is possible to gain a definitive understanding of 
whether participants' attitudes have remained consistent or 
evolved. 

Subsequent questions in the 2022 survey centered around 
sustainability, addressing the level of knowledge concerning 
sustainability reporting within financial statements and the 
extent of experience in dealing with sustainability reporting. 

The survey garnered a response rate of approximately 20% 
from the target population, with a higher response rate of 
over 30% among auditors working in audit offices. Notably, 
around 60% of the respondents possessed over 16 years of 
experience as accountants, underscoring their significant 
expertise in the field. 

To reinforce the analysis and evaluate hypotheses, the 

five-point Likert scale employed in the survey was converted 
into numerical values. The scale's "Greatly increased" option 
was assigned a value of 1, signifying the most positive 
response, while "Greatly decreased" received a value of 5, 
representing the most negative response. The data analysis 
encompassed the calculation of weighted means, standard 
deviations, and a 95% confidence interval using the 
numerical values derived from the Likert scale [58]. 

4. Results and Discussion 

This chapter addresses the research question focused on 
the readiness of auditors for sustainability accounting in 
Iceland, with two hypotheses examining their knowledge (H1) 
and experience (H2) in this context. 

Hypothesis H1: This hypothesis delves into the knowledge 
of auditors regarding sustainability accounting: H1. Do 
auditors possess adequate knowledge to effectively engage in 
sustainability accounting in Iceland? 

Hypothesis H2: This hypothesis concentrates on the 
experience of auditors in sustainability accounting: H2. Do 
auditors possess sufficient experience to effectively engage 
in sustainability accounting in Iceland? 

Results concerning knowledge (H1) reveal that only 10% 
of participants reported possessing extensive knowledge, 
while 37% acknowledged having limited or very limited 
understanding of sustainability reporting within financial 
statements. 

In relation to experience (H2), merely 3% of participants 
claimed to have extensive experience, whereas 45% 
expressed limited or very limited familiarity with working on 
sustainability reporting within financial statements. 

The outcomes suggest that Hypothesis H1, indicating the 
presence of a minority with significant knowledge in 
sustainability accounting, is not supported. A mere 9.8% of 
auditors demonstrated sound knowledge, while 19.7% 
reported having limited knowledge, and 16.4% admitted 
having very little knowledge. This indicates that an 
overwhelming 90.2% of Icelandic auditors perceive their 
knowledge of sustainability accounting as insufficient. 

Similarly, Hypothesis H2, suggesting that few auditors 
have substantial experience in handling or preparing 
sustainability accounting in Iceland, is also not upheld. 
Results indicate that only 3.2% of auditors possess extensive 
experience, while 25.8% have limited experience, and 19.4% 
have very little experience. Consequently, a significant 96.8% 
of Icelandic auditors view themselves as lacking the 
necessary experience for sustainability accounting. 

However, it is worth considering that the issue of low 
familiarity with sustainability accounting could be mitigated 
through collaborative audit efforts, where not all team 
members need to possess identical levels of knowledge or 
experience. 

Furthermore, the tight timeframe for implementing 
sustainability accounting, as compared to IFRS standards, 
might contribute to the limited knowledge and experience 
exhibited. Collaborative audit efforts play a vital role in 
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sharing knowledge and experience, benefiting both 
theoretical understanding and practical application. The 
exchange of insights and experiences holds substantial 
importance in bolstering audit quality and facilitating 
accurate portrayals of financial statements. 

Participants' responses concerning familiarity with 
sustainability reporting frameworks further underscore the 
limited knowledge and experience in this realm. The majority 

(approximately 75-80%) indicated possessing minimal 
familiarity with various sustainability reporting frameworks. 

A summary of participant responses to questions about 
familiarity with sustainability reporting frameworks and 
experience in sustainability reporting is presented using a 5-
point Likert scale (1 = very little, 2 = little, 3 = some, 4 = 
good, 5 = extensive, where L = 1+2, S = 3, E = 4+5). 

Table 1. Sustainability frameworks. 

 
L S E Total 

Carbon Disclosure Project (CDP)  80 16 4 100 
Climate Disclosure Standards Board (CDSB) 78 21 1 100 
Global Reporting Initiative (GRI) 70 24 6 100 
International Integrated Reporting Council (IIRC) 83 16 1 100 
Sustainability Accounting Standards Board (SASB) 75 25 0 100 
Task Force on Climate-related Financial Disclosure (TCFD) 80 16 4 100 
European Substainability Reporting Standards (ESRS) 74 23 3 100 
United Nations Sustainable Development Goals (UNSDG) 75 21 4 100 

 

Given these findings, the audit profession in Iceland faces 
the challenge of achieving audit quality. One avenue is 
enhancing knowledge and experience transfer within audit 
teams concerning sustainability accounting. Another 
approach involves increasing third-party assurance within the 
sustainability realm, particularly addressing the Double 
Materiality concept. 

These outcomes and the ensuing discussion guide us 
toward the audit process itself, necessitating adjustments to 
maintain audit quality as sustainability factors integrate into a 
company's operational landscape and, ultimately, its financial 
statements. 

These findings gain heightened significance considering the 
imminent implementation of mandatory sustainability 
reporting requirements. These results empirically demonstrate 
that Icelandic auditors possess limited knowledge and 
experience in sustainability reporting, highlighting their 
current unpreparedness. Audit firms, including industry leaders 
like the Big 4, could facilitate knowledge and experience 
exchange across countries, streamlining the implementation 
process and shortening the learning curve. 

In conclusion, the study's results underscore the 
constrained knowledge and experience of Icelandic auditors 
in sustainability reporting. These findings underscore the 
need for auditors to deepen their understanding and expertise 
in this domain to meet the forthcoming demands of 
sustainability accounting. These findings resonate with 
similar surveys conducted with auditors in the US [7]. 

Considering the impending requirement for mandatory 
sustainability reporting, these findings assume paramount 
importance. They establish empirical evidence that 
knowledge and experience with sustainability reporting are 
exceedingly limited among Icelandic auditors, necessitating 
prompt actions to address this gap. 

5. Conclusions and Further Research 

This study contributes substantively to the existing body of 

literature on sustainability reporting. The empirical findings 
bring to light the stark reality of limited knowledge and 
experience with sustainability reporting in Iceland and 
Europe, reflecting the current situation in this domain. 

Transparency and trust form the bedrock of corporate 
governance, financial management, and auditing practices. 
The conventional role of audit committees in bolstering trust 
and transparency within financial information is well-
established. However, the emergence of sustainability 
reporting in recent years introduces a new dimension, 
necessitating a delicate balancing act between sustainability 
and financial information. This juncture underscores a pivotal 
period in establishing trust and transparency within corporate 
reports, placing significant responsibility on audit 
committees. 

The study's outcomes raise compelling concerns regarding 
the scarce knowledge and experience in sustainability 
frameworks exhibited by Icelandic auditors, especially given 
the imminent timeline for implementation. With 
approximately 80% of participants admitting to having 
minimal knowledge or experience in sustainability reporting, 
a substantial gap emerges that demands swift action to ensure 
effective stakeholder management and the successful 
implementation of upcoming regulatory requirements, such 
as Directive (EU) 2022/2464 amending Regulation (EU) No 
537/2014. 

Auditors will undoubtedly assume a central role in the 
transformative process, becoming guardians of trust and 
transparency within financial and sustainability reports. 
However, the roles and responsibilities of audit committees 
within this evolving landscape require clarification. To 
prevent the dilution of transparency into mere semblance, all 
key stakeholders must be thoroughly apprised of the audit 
committee’s integral role in this overhaul. 

While this study relied on a survey-based approach, future 
research could significantly enrich the discourse through 
qualitative interviews. Exploring the perspectives and 
practices of auditors, particularly within audit teams, could 
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yield deeper insights into their roles and experiences. 
Likewise, audit firms, as pivotal actors in acquiring expertise 
in sustainability reporting practices, could be the focus of 
further exploration. 

Subsequent research endeavors should delve into the 
intricate facets of trust and transparency during the overhaul 
process, particularly in the context of harmonizing financial 
and sustainability information. Conducting interviews with 
auditors, key audit partners, audit committee members, and 
analysts would offer invaluable insights into their perceptions 
and real-world encounters. 

In conclusion, this study emphasizes the urgent need to 
augment knowledge and expertise in sustainability reporting 
among Icelandic auditors. Navigating the convergence of 
sustainability and financial information requires collaborative 
efforts from all stakeholders involved in this transformative 
journey. Trust and transparency remain the cornerstones of 
business and governance, making further research in this 
realm imperative for advancing our understanding and 
practices within sustainability accounting. 
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