
 

Sustainability reporting falling short
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Once on the fringe of institutional investors' considerations, reporting on
environmental, social and governance related issues is now common
practice among major listed companies.

But the quality and consistency of sustainability reporting remains a
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problem, with some companies distorting their reporting to highlight
positive news.

Despite the sector being driven by the needs of socially responsible
investors, sustainability reporting practices are diverse, reflecting the
differing motivations behind these disclosures. There is still a need for
many companies to demonstrate greater transparency and genuine
evidence of good corporate citizenship as their primary motivators in
this area.

According to KPMG, sustainability reporting has evolved into
mainstream business practice over the last two decades. Now 95% of the
largest 250 companies worldwide provide sustainability disclosures. This
is further supported by the Australian Council of Superannuation
Investors (ACSI) which claims 85% of the ASX200 now provide some
level of sustainability disclosure.

The socially responsible investment community relies on sustainability
reporting data to derive market value of companies.

Yet despite the formation of the United Nations Principles of
Responsible Investment, consisting of more than 1200 signatories, the
quality of sustainability reporting still remains questionable.

The indicators used by publicly listed Australian companies, even within
industry sectors, are often inconsistent.

I recently compared sustainability reports between 2007 and 2011 for 10
companies within the construction industry. I found significant
differences in common indicators such as carbon emissions and health
and safety. These differences were not only in terms of the units adopted
for the indicators, but also the reporting time frame and the nature of
information disclosed.
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https://phys.org/tags/disclosures/
http://www.kpmg.com/global/en/issuesandinsights/articlespublications/press-releases/lists/expired/corporate-responsibility-reporting.aspx
http://acsi.org.au/images/stories/ACSIDocuments/generalresearchpublic/Sustainability%20Reporting%20Journey%202014.Jul%2014.pdf
http://acsi.org.au/images/stories/ACSIDocuments/generalresearchpublic/Sustainability%20Reporting%20Journey%202014.Jul%2014.pdf


 

For example, some companies separated scope 1 and 2 carbon emissions,
some made no distinction, and some divided emissions into whether they
derived from diesel, electricity, petrol or gas. Individual companies also
changed their assessment of health and safety indicators from year to
year, making it difficult to assess any progress in the area.

Companies were also more likely to graph indicators with favourable
trends. Of the graph indicators that I analysed (covering a range of issues
across economic, environmental and social dimensions), 68% distorted
results to highlight positive news more prominently.

These findings are worrying as investors are increasingly interested in
environmental, social and governance data as a way of assessing
companies' risks. These investors need to be able to compare data over
time and between companies to be able to distinguish real leaders from
laggards. However, the inconsistency of indicators and evidence of graph
obfuscation is making it difficult to benchmark companies'
performance.

The G4 Sustainability Reporting Guidelines (G4) provide an opportunity
for companies to respond better to the demands of stakeholders. They
are divided into two parts: reporting principles and standard disclosures;
and the implementation manual. Early adopters of G4 in Australia have
already reported on its many benefits.

"We're on a journey towards more meaningful reporting and disclosure
and G4 has a key role to play in that. It worked well with integrated
reporting and helped us share the non-financial risk and value story with
our stakeholders." - Stockland Australia

"G4 helped us show people what we're doing and why. It's a good tool in
terms of internal communication. It also has a role to play externally,
helping us demonstrate that we as a business are embedding sustainability
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http://www.cleanenergyregulator.gov.au/Carbon-Pricing-Mechanism/About-the-Mechanism/What-emission-types-are-in-and-out/Pages/default.aspx
https://www.globalreporting.org/reporting/g4/Pages/default.aspx
http://banarra.com/images/uploads/pdf/G4_In_Practice_-_Australias_Early_Adopters.pdf


 

and it is key to our success - and you might want to do it too." - ERM
Australia

Companies certainly need to keep in mind two important G4 principles.
First, they need to ensure there is comparability between their own
reports over time and those of their competitors. Second, they need to
represent both positive and negative performance in a balanced manner.

Until companies can fully adopt these principles, sustainability reporting
will not have significant meaning for investors.

This story is published courtesy of The Conversation (under Creative
Commons-Attribution/No derivatives).
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