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Corporate governance and the triple bottom line
Paper presented to the Inaugural Australian Women Lawyers Conference Celebrating Excellence, Sydney, 29-30 September 2006

by Rayne de Gruchy, Chief Executive Officer, Australian Government Solicitor

	Snapshot

	Sustainability as a concept is gaining momentum - it is increasingly getting into the hearts and minds of people in developed nations.

Values based organisations are on the rise - changes in management style since the 80s; generation change.

Business is about building long term shareholder value - this covers the broad range of value criteria from return to shareholders, growth of long term value, customer satisfaction, capability of employees, strategy, leadership, business systems and a whole lot more.

People build value - they are the way in which a business produces, sells, acquires, delivers products and services.

The more people feel they have the authority and support to build business value, the stronger their commitment and the more evident are other people’s attraction to the business as customers, future employees, suppliers and investors.

If the hearts and minds of the people who make up the business including its leaders believe the business has broad responsibilities to all the people who have or could have a connection to the business
· to build its strategy,

· govern itself,

· take opportunities and manage risks,

it is more likely to undertake action and set targets and measures that will help it deliver its long term sustainability.

Good governance is a precursor to action on sustainability.

Action on sustainability will help leaders and employees to project the value of the business to its broad constituency.

Getting active on sustainability is a precursor to going public on that action.

Sustainability reporting can be a useful tool to keep the people within the business alive to what value the business has more broadly beyond delivering on its profit targets and where it can improve that value.

Sustainability reporting is not for every business - without good governance and employee and leaders’ commitment to sustainability, sustainability reporting could only be superficial.


Corporate disclosure
Company reporting has come a long way since the early days of the formation of companies in the 17th century to limit individual liability. For eons the ‘indoor management rule’ reigned supreme and the ‘corporate veil’ was hard to penetrate.

We have moved into a world of continuous disclosure for public listed corporations and where for all corporations, the modern law of negligence makes directors and managers and others ‘concerned in management’ personally liable for the actions of the company.

Increasingly, corporations are being required by legislation to disclose more and more ‘internal’ management information.

Reporting requirements traditionally have related to annual reporting of a corporation’s financial performance. These have become more extensive with the Corporations Law and other laws requiring disclosure of some environmental and social impacts and compliance with regulatory requirements.
A growing trend is for large corporations worldwide to take up a broader approach to reporting to cover both financial and non-financial performance.

Hence our discussion today of triple bottom line reporting.

What is TBL reporting?

Triple bottom line (TBL) accounting is the process of identifying, assessing and reporting the business activities of a corporation (or organisation or business) in terms of their impact on:

· the environment

· society, and

· the economy.

A more catchy phrase that is sometimes used about TBL is that it is about reporting outcomes in terms of ‘People, Planet and Profit’.

‘Triple bottom line’ was a term coined by author and management consultant, John Elkington in 1980:

At its narrowest, the term ‘triple bottom line’ is used as a framework for measuring and reporting corporate performance against economic, social and environmental parameters.

As stated in a publication by the Allen Consulting Group about TBL, the contribution of the term was that it conveyed

a strategic idea in a simple way: a company enhances short and long term value through successfully managing its economic, environmental and social performance and impact so as to create greater opportunities and reduce risks.

…

Triple bottom line is therefore best seen as a metaphor that encapsulates the task of managing, measuring and publicly reporting multi-dimensional corporate performance.

TBL reporting is thus the measurement of the enablers of future business success.

Other concepts to which TBL is linked
Any discussion of TBL reporting inevitably brings in a range of related concepts and ideas all needing to be considered and filtered by organisations looking at the whole gamut of financial and non-financial performance. They include:

· corporate governance and ethics

· corporate responsibility or corporate social responsibility or corporate citizenship

· sustainable development and sustainability reporting.

A word about terminology: like many others, I prefer the term ‘sustainability reporting’ to TBL reporting or corporate responsibility reporting - they are all in the same territory (economic, social and environmental impacts and performance in relation to an organisation’s operations, products and services) but sustainability reporting seems more understandable and direct, encompasses a forward-looking and holistic approach and avoids the use of acronyms. Also, the reporting guidelines that will continue to be the leading approach to reporting of this kind will be the guidelines issued by the Global Reporting Initiative (GRI) and GRI focuses on a common, worldwide framework for sustainability reporting. Indeed, the 2006 revision of its 2002 Guidelines, known as ‘G3’, is being launched next week in Amsterdam.

Sustainable development

 ‘Sustainable development’ has been defined as

Development seeking to meet the needs of the present generation without compromising the ability of future generations to meet their own needs.
The World Commission on Environment and Development Our Common Future (1987)

Sustainability is a topic covered from pre-school with a new generation of sustainability-aware employees already commencing employment. It is a topic that is reported on daily in the media. In the developed world, as we witness daily the disruption and hardship that those less fortunate citizens of the world are experiencing, we are more conscious than ever of the need for governments, businesses, not-for-profit organisations and individuals to be willing to accept responsibility for improving sustainability outcomes.

Sustainability is a very broad subject going beyond the topic we are discussing today. I have focused this paper on sustainability in the context of business organisations.

Corporate social responsibility and sustainability reporting?

Sustainability reporting is a manifestation of corporate social responsibility (CSR). Broadly speaking, the concept of CSR requires corporations not only to abide by the law, to be good corporate citizens and to abide by government and professional compliance codes and requirements, but to do more. It requires an organisational commitment to ensure that corporations not only conform with the law and regulatory obligations, but perform to a higher standard than that which is required by the law.

Sustainability reporting is a way that a corporation can:

· develop a framework for its CSR commitment
· demonstrate to its stakeholders that it is guided by principles of CSR, and

· accept accountability for not measuring up to its CSR responsibilities.

The ‘ripple’ effect

I have included as an attachment to this paper a useful diagram included in an article by Chris Marsden OBE and Jorg Andriof
.
Why has corporate responsibility/TBL/sustainability reporting become popular?

The emergence of sustainability reporting is a relatively recent phenomenon. It mirrors the increasing awareness in society over the past 10 years of, and concern about, social and environmental issues – their elevation to ‘mainstream’ status.

The move toward sustainability reporting has steadily gathered pace as a result of:

· intensive lobbying and consumer boycotts of products that were perceived to have been produced unethically – for example, a number of multi-national enterprises spent the 1990s confronting a group of active and high profile activists who launched an all-out campaign against them because of working conditions in their supply chains
· the spectacular corporate collapses of the past 5 years – Enron, OneTel and HIH, where greed and a gross failure of transparency were key contributors

· the escalating discussions around global warming

· the achievements of non-government organisations such as Amnesty International and Greenpeace in raising the public profile of and addressing issues around human rights and the environment
· corporate reputation increasingly becoming a factor influencing investor and consumer decisions – witness the proliferation of “ethical investment funds” (in fact, business compliance firm SAI Global this month launched Australia's first Ethical Investment training course for Australian financial planners)
· more rigorous environmental legislation around the world
· the success of civil actions arising from environmental and workplace harm which support the proposition that corporations must take responsibility for their actions – take, for example, the outcomes on tobacco and asbestos personal injury claims.

How widespread is sustainability reporting?

Corporate responsibility has become closely associated with public reporting. The push for greater corporate accountability incorporates a demand for increased corporate transparency and is being met by some corporations by their publishing reports that take into account the environmental and social impact of their activities.
KPMG’s 2005 International Survey of Corporate Responsibility Reporting indicated that corporate responsibility reporting has been steadily increasing since 1993 and had increased substantially in the 3 years prior to its survey.

· It found that 64% of the top 250 corporations of the Fortune 500 are now reporting on corporate responsibility in some way. 
· 80% of Japanese corporations and 71% of UK corporations issue corporate responsibility reports. 
· Leading the way are corporations in the utilities, mining, automotive and oil and gas sectors, which typically have high environmental impact, but interestingly the financial sector is rapidly increasing its adherence to corporate responsibility reporting.

Australian corporations have been slower to adopt CSR reporting than their international counterparts. According to KPMG, in 2005 only 23% of Australian corporations published reports containing corporate responsibility information and these are predominantly the large corporations like Westpac, BP Australia, Rio Tinto and BHP Billiton.

Corporate responsibility reporting, at least internationally, appears to be moving from the fringe to mainstream. So what does this mean?

· Not only do we know how much money Westpac made in 2005, we know now from its 2005 Stakeholder Impact Report that it met ahead of time its target to recruit 900 new mature aged workers in the 3 years to September 2005, and since 1996 it has reduced its greenhouse gas emissions by over 30%.

· For BHP Billiton, aside from revealing the number and value of new projects in 2004-05, we know from its 2005 Sustainability report that it suffered 3 employee fatalities at work and paid over US$20,000 in fines for legal breaches in 2004-05, and that it spent or engaged in work to the value of US$57.4 million, or 1% of pre-tax profits, contributing to community programs around the world.

There are the naysayers about sustainability reporting as well as those who are uncomfortable about the concepts and their relevance to mainstream business activity. There are also the skeptics and the doubters - will multinational corporations really change their approach to acquisitions of new markets in third world countries because they are imbued with the corporate responsibility spirit? There are those who say sustainability reports are not for the hard-working SME sector but are all about the big public corporations getting some ‘feel good’ from the reports without it really changing what they would have done anyway. And some will dismiss the approach as a mere marketing exercise directed to customers and employees without it affecting the views of the financial markets which aren’t interested in the ‘soft stuff’, only the hard facts of financial performance.

There is, though, an increasing uptake of sustainability reporting in other developed countries and more recently in Australia with numerous large and medium sized organisations adopting this form of reporting. They see it as a commonsense framework in which they can express their commitment to a broader group of stakeholders in the business in a more tangible form. This groundswell has led to increased interest and attention from the business sector and from government.
Current enquiries

Australia has some existing legal requirements for some CSR-type disclosure. Directors are required in their annual reports to explain corporate environmental compliance with the law (Corporations Act s. 299(1)(f)), and investment product disclosure statements must reveal the extent to which socio-ethical factors, such as ethical, labour and human rights concerns, affect investment decisions concerning investment products (Corporations Act s. 1013D(1)). Environmental laws have to be complied with.
Sustainability reporting, however, is about going beyond a compliance culture to actively explore and address issues relating to sustainability.

The take-up of sustainability reporting has been recently on the Australian political agenda.

· In March 2005, the Parliamentary Secretary to the Treasurer, the Hon Chris Pearce MP, wrote to the Convenor of the Australian Government’s Corporations and Markets Advisory Committee (CAMAC) to ask it to investigate whether and how corporate social responsibility should be regulated, in terms of the duties and reporting of company directors. A discussion paper was circulated in November 2005
, and a final report has not yet been released.

· On 23 June 2005, the Parliamentary Joint Committee on Corporations and Financial Services (PJC) resolved to inquire into Corporate Responsibility and Triple-Bottom-Line reporting for incorporated entities in Australia. The committee delivered its report in June 2006.

It is becoming clear that adopting sustainability reporting helps to build a ‘social responsibility’ ethic into a corporation’s culture, and that it can prevent financial irresponsibility. One of the questions for the two inquiries has been whether, for these reasons, sustainability reporting should be made mandatory in Australia.

The PJC concluded that reporting should remain voluntary, due to a concern that mandatory reporting would lead to a ‘tick-the-box’ culture of compliance, particularly given the relatively immature state of evolution of sustainability reporting in Australia, compared to other countries such as the UK and Japan. The committee made numerous recommendations including:

· that it is too premature to recommend the GRI reporting guidelines as a voluntary Australian framework (although it recommended that the use of the GRI framework be monitored and guidance developed for the Australian business community on how to use it)
· the Government should provide further guidance to help corporations adopt relevant benchmarks for energy use and to help corporations to inform investors of material non-financial performance
· supporting the continuation of voluntary assurance and verification of sustainability reports.
On 21 August 2006, Parliamentary Secretary Pearce made an address to the NSW Supreme Court and Law Society Conference. He said that while the Government has not yet formally responded to the PJC’s report and will wait to do so until its considers that report together with the report coming from CAMAC:

Our regulatory framework provides an environment that is conducive to companies that wish to practice corporate social responsibility initiatives.

…

Australia’s regulatory framework generally allows for the officers of a corporation to exercise their powers and discharge their duties in the interests of community stakeholders - provided that this is also in the best interests of the corporation.

Within these broad parameters, it’s up to the directors of individual corporations to make this assessment.

CAMAC’s report is expected to be released shortly.

What are the pros and cons of sustainability reporting?
Barring any markedly different conclusions being reached by CAMAC, it seems that, for the foreseeable future in Australia, sustainability reporting will continue to be voluntary. There is likely to be choice of frameworks for reporting but the use of GRI will be likely to be an important reference tool or reporting framework for most organisations.
So how do you decide whether or not to take up the sustainability challenge?
The cons

Building a broad understanding of sustainability reporting within the organisation is an involved and time-consuming activity and not all organisations will be ready to invest that energy and time.

Setting up and maintaining a reporting approach and regime will incur costs that many organisations will be wary to incur without a real appreciation of the benefits that would ensue to it from this commitment of funds and the time of its employees.
· While there are guidelines available, there is no ‘one-size-fits-all’ reporting format – the drivers and impacts of sustainability vary greatly with each organisation.

· The smaller an organisation is, the less able it may be to absorb the extra costs of reporting. 

Barriers to the adoption of sustainability reporting include the lack of standard methodologies; the lack of appropriate skills, knowledge and experience within an organisation to set up a monitoring and reporting system; the difficulties of identifying social and environmental impact and costs; and the valuation of liabilities.

Also, unless an organisation and, importantly, its leaders are truly committed to a long term process of surveying stakeholders, reporting, obtaining feedback and improving performance, there is a risk of loss of stakeholder support.

Legal difficulties arise where an organisation finds itself in breach of the law, so a balance must be struck between the transparency of the reporting and the directors’ obligations to avoid making admissions of guilt to protect the organisation from legal liability. Directors must also ensure that the report is not misleading or deceptive.

The pros
TBL accounting does not end with the first report. It is a continual process of monitoring, assessment, evaluation and amendment of organisational procedures. It is intended to be integrated into the philosophies, values and business planning of the organisation providing a means for the organisation to judge itself and be judged on its contribution to society.

Cost benefits can be derived from:

· management developing a more detailed understanding of the organisation’s activities and ensuring the purpose and values of the organisation are understood by all employees
· the development of increased trust between employees and the organisation and of pride in the organisation, resulting in overall higher levels of employee satisfaction and a more positive and effective working environment
· a think-tank approach that can lead a business to innovate – developing new products and services and improving business processes

· enhanced attractiveness to potential shareholders and ethical investment funds

· creating the ability to benchmark the organisation’s performance against social and environmental indicators

· enhancement of corporate reputation and the positive impacts on the branding of the organisation’s products or services

· improved risk management, particularly in the areas of occupational health and safety and social impact, because of the due diligence associated with regular systems evaluation and improvement.

Sustainability reporting can be an effective risk management tool and inspire innovation and employee engagement, but only if it is an output of effective management of sustainability issues. For many organisations, the act of defining and reporting on the organisation’s impact on society and the environment is a truly reflective experience which results in fundamental changes to the way the organisation does business. It can also make people aware of what contribution the organisation already makes without having realised it.
AGS and sustainability

AGS has considered but not matured its views on its corporate responsibility strategy and it does not presently publish a stand-alone sustainability report. Our primary focus since we were created a government business enterprise in 1999 has been on building and strengthening our business. However, in AGS ‘doing the right thing’ is an integral part of our business model – at the core of how we manage AGS. We have a values and principles-driven approach.

AGS has:

· a clear, forward-looking vision which looks at our place in the world supporting our mandate from the Australian Government
· ethics which are central to our culture

· our core values are integrity, professionalism, collegiality and commitment to the public good, which inspires us in what we do

· we abide by our general and professional codes of conduct

· we maintain a network of ethics advisers available to all employees

· a corporate governance structure which requires all aspects of our business performance to be analysed and reviewed – includes an ethics committee, risk management committee, employee council and strategy review committee

· we actively engage in a range of activities and training for our people to ensure we are able to support the Attorney-General as First Law Officer of the Commonwealth

· we provide quarterly reports to our shareholder Ministers
· we publish an annual report which includes in addition to our financial statements, details about what we do for our clients and our employment framework and employee profile, and a brief overview of our contribution as a corporate citizen
· strategic thinking which focuses not only on our market but on the broader trends and events that take place in the world, including global environmental trends, regional stability and developments in Australian society

· an employment framework which focuses on every employee’s training and development

· employment policies which recognise the value of employees to AGS’s business

· AGS values diversity and we have in place fair, equitable, and non-discriminatory employment and recruitment practices. We encourage flexible working arrangements to support work–life balance.

· an environmental policy, which recognises that AGS has a responsibility to government and the wider Australian community to limit the negative impact our operations may have on the environment and to implement practical improvements.
Our Ethics Committee last considered CSR for AGS in December 2004. At that time, with our energies directed towards a range of cultural and business development activity, we felt the time was not right to invest in a new level of public reporting given that our annual report covers a wide range of our work contributing to better outcomes for our clients, people and our shareholder, the Commonwealth.

All of this makes me confident that when AGS does undertake sustainability reporting, as I expect we will in the future, the groundwork and frameworks and the commitment to responsible corporate behaviour are in place so that the task will be a welcome extension to what we are already doing.
Getting started

For directors or executive management who want to think about whether to move to sustainability reporting, sustainability reporting guidelines are a good starting point for a review of corporate social responsibility in the organisation.

· The Global Reporting Initiative (GRI) Sustainability Reporting Guidelines 2002 are increasingly being recognised as the global benchmark for voluntary reporting with new guidelines to be launched on 5 October 2006
· GRI’s High 5! for SMEs

· The AA1000 Assurance Standard, published by AccountAbility, provides guidance for assessing, attesting to, and strengthening the credibility and quality of organisations' sustainability reporting, and their underlying processes, systems and competencies.

· Australia’s Department of Environment and Heritage has produced a Guide to reporting against Environmental Indicators (2003)
Top 5 references are:

Global Reporting Initiative: http://www.globalreporting.org/
AccountAbility: http://www.accountability21.net/

Department of Environment and Heritage: http://www.deh.gov.au/settlements/industry/corporate/reporting/producing.html

Corporate Social Responsibility Discussion Paper, November 2005 released by the Australian Government Corporations and Markets Advisory Committee (http://www.camac.gov.au)

Corporate responsibility: Managing risk and creating value, 21 June 2006, A report of the Parliamentary Joint Committee on Corporations and Financial Services (http://www.aph.gov.au/Senate/committee/corporations_ctte/corporate_responsibility/index.htm)

An approach

An approach a newcomer might take to sustainability reporting is to:
· Clarify the organisation’s range of stakeholders and the impact the organisation has on each 

· Assess the organisation’s vision, strategy and culture
· Assess the organisation’s risks in relation to each stakeholder group and what risk management strategies currently exist 

· Use the information and guidelines prompted by the literature review above to prompt thinking

· Be collaborative - the people of the organisation, championed by its leaders, need to be interested and willing to participate in the development of sustainability ideas and goals
· Consider whether the time is right to move forward.
Conclusion

It is desirable in today’s business environment, and indeed necessary for adequate risk management, for organisations to consider their social and environmental performance in addition to their financial performance. Triple bottom line or sustainability reporting makes them socially and environmentally aware, transparent and accountable to their stakeholders.

Sustainability reporting should not be a short term marketing ploy but a strategy that is used to enhance long term competitiveness and thus encourage effective risk management.

There can be significant costs in developing tools, processes and frameworks for sustainability reporting as well as the people resources. 
Business success and long-term sustainability depends on a great deal - principally on effective corporate governance, leadership and management across all dimensions of ‘Profit, People and Planet’. 
Good corporate governance is dependent on leaders who have a demonstrated commitment to sustainability and are ‘leading by example’. Sustainability reporting should be integrated with corporate governance, not a substitute. If the organisations’s leaders’ hearts are not in it, then the attempt will be futile. Leaders must champion the cause.
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A company’s “ripple” effect
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Chris Marsden and Jorg Andriof, ‘Towards an Understanding of Corporate Citizenship and How to Influence It’, Citizenship Studies, vol. 2, no. 2, 1998, pp. 329-352 at p332
� 	The views expressed in this paper are the presenter’s personal views, not necessarily the views of AGS.


� 	John Elkington The Ecology of Tomorrow’s World (1980)


� 	The Allen Consulting Group Triple Bottom Line Measurement and Reporting in Australia: Making it Tangible p 3 (2002)


� 	Chris Marsden and Jorg Andriof, ‘Towards an understanding of corporate citizenship and how to influence it’, Citizenship Studies, vol. 2, no. 2, 1998, pp. 329-352 - see also Research Paper No 4 2003-04 by Dr Gianni Zappala, Department of the Parliamentary Library Corporate Citizenship and the Role of Government: the Public Policy Case 1 December 2003


� 	The KPMG International Survey of Corporate Responsibility Reporting 2005 is attached to KPMG’s submission to the Parliamentary Joint Committee on Corporations and Financial services, available at http://www.aph.gov.au/Senate/committee/corporations_ctte/corporate_responsibility/submissions/sublist.htm


� 	See also The State of Sustainability Reporting in Australia 2005, commissioned by the Australian Department of Environment and Heritage, March 2006, available at http://www.deh.gov.au/settlements/industry/corporate/reporting/survey.html.


�	See http://www.westpac.com.au/internet/publish.nsf/Content/WICROR+2005+Stakeholder+Impact+Report.


� 	See http://sustainability.bhpbilliton.com/2005/index.asp.


� 	Available at http://www.camac.gov.au/CAMAC/camac.nsf/0/F4C062CCEA5CF3F8CA256B6C007FB7DB?opendocument.


� 	The report is at http://www.aph.gov.au/Senate/committee/corporations_ctte/corporate_responsibility/report/index.htm.
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