Sustainability and Reporting 
Introduction

The current concerns about climate change, over population and general re focus in recessionary times on short termism  has  brought ( yet again) the question of sustainability and  how to act.

There is an awareness issue, businesses and the broader business world has to understand the fact that there are limited resources and that the ‘common’ environment can no longer be regarded as free for all to use.

Whilst it is true to say that many western based industries have had a free ride concerning  air, water, land and other common elements, there is a growing realization that use of these resources comes at a cost. Attempts to trade Carbon credits is a case in point as Economies struggle to come to terms with a framework in which to measure and value  use of these resources. Therein lies a moral hazard, if we say we can tax Carbon, then equally Market Forces will  increase the  price to the consumer for this additional cost and so legitimize the consumption of this resource in the means of production, so it is fine to have carbon footprints and equally fine to pass on this cost to the consumer.

It is however not fine to deplete natural resources and substitute one Capital resource such as Air, with another Capital resource such as money when the former is crucial to our existence and the latter merely a means of exchange.

Dramatis Personae
NGO’s and Governments have a role to play here.

Frameworks such as the Global Reporting initiative seek to go beyond mere reporting. Educating Businesses on what are the Key Performance Indicators to arrest the negative impacts of Climate Change is crucial ,  eg concentrations of greenhouse gases  has a detrimental effect on food prices because water will become scarce and transport cost will rise.

I in some senses this educative process needs to be at the forefront of Government and NGO thinking.

The other factor to bear in mind that the Science is not always precise, CO2 is an issue, but to a Chinaman SO2 is equally important. Scientists have to give a balanced view on the available data, and this is balanced against the Eco warriors who have understandably a desire to inject a sense of urgency into  the picture, but nevertheless show a rational argument not necessarily based on poor science.
Accountants have a duty to report the depletion of natural resources and the impact of the business behavior in reducing the Capital Assets of the planet, and similarly people must understand the differences between Capital and Income. 

Secondly, the occasion of annually to reporting  a set of results in financial terms should also be used as an opportunity to tell the wider business community just how the individual business has behaved and taken care of wider Capital Assets on the planet. In short reporting the sustainability and ensuring that the business has a set of values and has also behaved in a way that these values have been consistently upheld.
Awareness

There are Educational  needs at the very heart of this issue and raising peoples knowledge levels and having an informed debate on the nature of the Environment and the Planet’s Capital Assets are crucial here. A good framework has been put forward by Jonathan Porritt in his Five Capitals model and this sets out the distinction between environmental and social capital, expanding on the ‘Triple Bottom Line’ model of sustainability. (I) Putting this model forward is a useful  start  and to differentiate between Capital and Income people need to understand the difference. (2) Initiatives like the Prince’s Accounting for Sustainability Project (A4S) is another good example of raising awareness (3)

Reporting 
The occasion of periodically to reporting  a set of results in financial terms should also be used as an opportunity to tell the wider business community just how the individual business has behaved and taken care of wider Capital Assets on the planet. In short reporting the sustainability and ensuring that the business has a set of values and has also behaved in a way that these values have been consistently upheld. Movements like the Global Reporting Initiative (4) seek to establish a set of meaningful benchmarks to report the broader concerns across different countries about how business impacts on the Environment

Whilst there may be a financial statement with a ‘consistent’ set of Accounting rules ( let’s just agree on this for now) it is fair to say that there are no detailed frameworks in place to consistently report sustainability , save for an overarching principle that there needs to be some reporting of an Organization’s  Environmental  performance and it’s Ethical behavior.

The Prince’s initiatives under A4S have also developed a Connected Reporting Framework to give a more rounded and balanced picture, it has the following main elements which is a useful  guide namely

· How sustainability has been embedded into the organizations strategy, with the setting of targets

· Environmental indicator performance

· Emissions

· Energy use

· Water use

· Waste generation

· Interactional issues with other Businesses


· Industry Benchmarking
As with all Standards, the challenge this particular Framework faces is being prescriptive enough to be comparable across Business sectors, but also flexible enough to account for the unique ways in which diverse businesses operate. 

‘Social ‘ reporting is increasing, but without a conceptual framework , and benchmarking remains subjective . Where Companies have taken it upon themselves to report how eco friendly they are, it would be perfectly natural to develop your own Eco-indicator list of what they think are the important factors, this is fine provided these factors are continuosly and consistently reported   list of the o;
Embedding Sustainability

The Initiative  also  goes on to state how these elements should be embedded into the business processes so that Sustainability becomes part of the business ’DNA’

Traditional Management Information systems therefore need to be reviewed so that there are reporting structures that not only report the traditional cost control and revenue  creating  areas ,but also the impact of the business environment on the world at large and that any sustainable Policies or Ethical pronouncements are considered  at every level of the organization and that some internal review process is going on to report adherence to these standards.

Business practices and adherence to their own Ethical standards have long been under scrutiny by Stakeholders and the Media are quick to report examples of lapses in behavior ( Child Labour and Primark as an example)

The Business case for sustainability is based on the argument that ‘you do well by doing good’  and Knox and Caplan (5) have shown that whilst businesses now acknowledge that they have social responsibilities beyond the mere economic model, the lack of any systematic framework and leadership is hampering progress.
By embedding Sustainability into the Psyche of the business processes, a Company will develop a unique set of capabilities which will give it a competitive edge. Implementation therefore also implies measurement, so we are back to the issue of prescriptive as opposed to flexible reporting .

Concentration on Shareholder value and extreme cases of corporate greed  has led to an unhealthy distrust of Business in general and Business leaders have to portray good citizenship in themselves and the people who they employ.
Treating Sustainability as’ Brand Management’, or doing it ‘because we have to’ are not good mindsets.

Quis Custodiet Ipsos Custodes?
This concept of stewardship is not new, protecting valuable assets is not new, in fact preserving the environment is hard wired into our thinking. Unfortunately so is survivability and this is where the dichotomy begins. Sustainability is about Austerity and Posterity 
What gets measured get’s done, and the debate is also about how measurements are taken and are sustainable practices properly recorded and upheld. In some respects sustainability is also about Integrity. Saying one thing and doing another breeds mistrust, so there has to be some method by which the Guardians of our inheritance are themselves audited to ensure they uphold the Values and practices they promote.
The promotions of an international standards such as AA1000 which provides frameworks for sustainability reporting  and ISO14000 are laudable, but having set the standards and having set out your stall in an Annual statement and having willingly exposed yourself to public scrutiny via Independent audit, is this enough? . There also needs to be Audit standards as to how such practices are verified, this also is a conundrum as there is not yet an internationally recognized Sustainable Auditing Board with standards and codes of conduct for it’s members, The nearest there is to this are organizations such as AccountAbility which seek to impose voluntary standards and have  regular news updates of examples of sustainable reporting.

Going back to the dramatis personae, the professional Accounting Bodies should take a lead hear and extend the range of services available to businesses, individual firms such as  KPMG are doing just that however the ‘Sustainability Audit’ is not (yet) a legal requirement and therefore is not included in the traditional services described as an audit, so a verifiable, independent review is not yet uniformly applied across national boundaries with agreed standards., The only Sanctions that are available are legal processes such as Fraud or criminal activity/corporate manslaughter, there is not yet a crime of unsustainability.

The more extreme ECO warriors would wish this to be implemented straight away..

Conclusions

There is nothing wrong with Shareholder Value, being the custodian of other people’s money is a position of great trust, and the early versions of limited Companies were based firmly on this notion of stewardship. It is therefore not a huge leap of  Faith to expand this concept of Stewardship to the Planet’s  Capital resources. Being a good ‘Steward’ therefore is a mindset that ensures that the Earth is protected and that care is taken when managing these resources. By careful behavior and care for the environment and by having high performance and sustainable business practices, then doing good and well is attainable. What is required for people to invest in your business or buy your product is an explicit knowledge of what you stand for. Reporting such knowledge in an open, honest and transparent way is only the start, behaving ethically and consistently is what true sustainability is about.

Measuring and Reporting this behavior is a natural consequence of this action, the challenge for the Accountant is to report timely and accurately, the concept of Tue and Fair perhaps needs to be revisited in the sense that  fairness must include fair treatment of the Environment..
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Jonathan Porritt’s Book 

Capitalism as if it mattered 2008

Jonathan Porritt  has developed a ‘Five Capital models, being Natural, Human, Social, Manufactured and Financial  Capital 

Appendix 2

Income and Capital 

Sustainability, preserving Capital and knowing when to recognise income

See www.lenejones.com/essays/incomeandCapital
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Moving beyond Investment towards measuring outcomes
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