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Graphic 5: Evolution of Sustainability Reporting
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Several international standards have evolved which serve as useful guides for
stakeholder engagement, reporting and assurance to enhance credibility and
responsiveness of company communications to stakeholder needs. These include
the following:

AAT1000

Published by The Institute of Social and Ethical Accountability (or AccountAbility),
the AA1000 Series is a set of principles-based standards designed to guide
companies in implementing systems to improve their sustainability performance
and engagement with stakeholders. The Series has evolved from the AA1000
Framework, first launched in 1999, which became the leading global standard

for building and measuring credible stakeholder engagement by companies. The
new Series was released in 2008 following extensive stakeholder consultation and
comprises an Assurance Standard and Accountability Principles Standards.

The AA1000 Series is built on a key foundation principle of inclusivity, which
is defined as “the participation of stakeholders in developing and achieving
an accountable and strategic response to sustainability.” To meet the AA1000
Standard, companies must demonstrate:



* An explicit commitment to be accountable to stakeholders

e A process of ongoing stakeholder participation that is integrated and applied
across the organization, both at group and local level

e Access to the necessary competencies and resources to operate the process of
stakeholder participation

www.accountability.org.uk

GRI Guidelines

The Global Reporting Initiative Sustainability Reporting Framework is the most
widely used and globally recognized framework for sustainability reporting. It
comprises a set of core principles to guide companies in selecting and compiling
material information and to develop the underlying systems for ongoing, effective
management of environmental, social and economic aspects of their operations.
It also includes a set of standard corporate disclosures and specific performance
indicators tailored to various industries that have been developed and are
continuously improved through a rigorous and ongoing multi-stakeholder process.

www.globalreporting.org

Organization for Economic Cooperation and Development
(OECD) Guidelines for Multinational Enterprises

Promotes consultation and cooperation between employers and employees;
disclosure of information on material issues regarding employees and other
stakeholders; and adequate and timely communication and consultation with the
communities directly affected by the environmental, health, and safety policies of
the enterprise and by their implementation.

www.oecd.org

SustainAbility

A benchmarking tool to assess sustainability reports was introduced by
international think-tank, SustainAbility, in its 2000 report The Global Reporters.?
The tool assesses how well a company’s disclosure enables readers to draw
conclusions about its:

2 http://www.sustainability.com/insight/globalreporters.asp?id= 458
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e Commitment to address economic, social, and environmental issues strategically

e | ikely future performance

e Operational performance over the reporting period

® Integrity of the reporting process itself, including stakeholder engagement

www.sustainability.com

“Accepting accountability to
those it has an impact on (its
stakeholders) does not mean
that an organization has to do
everything that a stakeholder
requests, nor that it loses the
responsibility to make its own
decisions. Inclusivity requires a
defined process of engagement
and participation that provides
comprehensive and balanced
involvement and results in
strategies, plans, actions and
outcomes that address and
respond to issues and impacts in

an accountable way.”

AccountAbility, 2008, AA1000 Accountability
Principles Standard 2008

UN Global Compact

The UN Global Compact is the largest
corporate citizenship and sustainability
initiative in the world. More than 5,000
corporations and 1,500 civil society
organizations from 130-plus countries
have committed to support and respect
10 universally accepted principles in
the areas of human rights, labor, the
environment, and anti-corruption.
Signatories are also required to report
on their performance against the 10
principles.

www.unglobalcompact.org

Best Practices for Boards of
Directors

Because stakeholder engagement

is a part of responsible, ethical
management, board members

should be briefed about engagement
practices and outcomes. Just as the
board should be involved in financial
reporting, at least a portion of the board
should oversee nonfinancial reporting,

including reporting to stakeholders that provides information about the steps taken

by a company arising from mutual discussions held through formal and informal

engagement processes.



In some companies, nonfinancial or sustainability reporting is overseen by the
audit committee. There are also boards with committees dedicated to corporate
responsibility or sustainability that monitor or oversee stakeholder engagement and
sustainability reporting.

For stakeholder engagement to lead to a meaningful extension of corporate
accountability, there needs to be some mechanism by which stakeholder views can
feed directly into corporate decision-making and by which stakeholders can hold
management to account. In most instances, stakeholders are not represented on
company boards. An advisory body can provide representation for stakeholders
through a second tier within the governance structure (Owen et al, 2001).

As part of the nonfinancial reporting process, more and more companies are
having stakeholder groups review and comment on the company’s approach to
assessing and reporting on social and

environmental performance related Particularly for companies without

to corporate activities. This can take

the form of an independent advisory stakeholder representation in the

committee or stakeholder panel to boardroom, some mechanism

serve as proxy for stakeholder groups.

Having a non-executive director is needed to ensure stakeholder

involved in or as chair of the group can views feed directly into corporate
further ensure that recommendations

are shared with the board, allowing decision-making.

the board to take a direct interest in

these issues and the way they might inform key decisions. Importantly, the advisory
committee should be given direct access to the board to ensure that the board gets

a broad sense of outside perspectives of the company.

Best Practices for Stakeholders

While there are still plenty of instances of antagonistic relationships between
stakeholders and businesses — including industrial espionage and product
boycotts or other aggressive campaigns — there is growing recognition of the
usefulness of cooperation. Much of the development in broader stakeholder
collaboration has grown out of efforts to tackle complex environmental problems.
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Various partnerships have emerged across the globe during the past 15 years to
address problems such as packaging, deforestation, and mining.

Stakeholder collaboration has also been impacted by the rise of globalization. In
response to new issues directly related to globalization, civil society organizations
and non-governmental organizations now conduct their activities on a global level.
As a result, companies are being confronted with new sets of local organizations
and groups that they may not have had relationships with previously (Crane &
Matten, 2007).

Stakeholders can be most effective if they focus on areas that produce gains
simultaneously for a variety of stakeholder groups including the company being
addressed. The interests of shareowners who may want to cut costs may differ
most sharply with employees, who may represent significant costs to a business.
In some cases this may require looking at long-term versus short-term effects. In
the short-term, improving conditions for workers may increase costs, which can
be negative for consumers and shareowners. In the longer-term, providing better
working conditions may create a more committed, productive work force, which is
in the interest of shareowners and other stakeholders.

Looking Forward: Emerging Trends in Stakeholder
Engagement

Understanding stakeholder needs, interests and concerns is a fundamental part of
managing indirect or nonfinancial risks. In fact, nonfinancial risks often have their
own associated costs — whether social, environmental, or economic — and will
likely in time affect the company’s financial bottom line. Engaging with stakeholders,
and using information from stakeholder engagements in decision-making, is
fundamental to understanding nonfinanical risks and managing an enterprise
responsibly. For this reason, social investment indices, such as the Dow Jones
Sustainability Index, give more weight to stakeholder engagement than to any other
social impact measure.

The measurement of stakeholder engagement used in standards, guidelines
and performance assessments such as the Dow Jones Sustainability Index,
AccountAbility’s AA1000 standard, and the Global Reporting Initiative’s G3
guidelines, rely on the existence of processes and policies for engagement. In



other words, companies are judged on whether they do or do not engage. More
sophisticated measures of engagement are being developed to measure the
degree of “embeddedness” of stakeholder engagement, and it is likely that scrutiny
of engagement capabilities will increase.

At the same time, as society’s expectations about private enterprise change,
companies may need to engage on a broader number of issues. Increasingly,
issues that are important to society—water scarcity, HIV treatment, and climate
change — are becoming important issues for companies to address. Boards and
executives will always need to do what is in the best interest of the company and its
shareowners, but in the future, prioritizing issues based on a company’s needs may
be less effective if these fail to also reflect society’s needs.

Finally, in a move toward corporate governance systems that are truly responsive
and accountable to stakeholder interests, more and more companies are going
beyond engagement to develop collaborative partnerships with stakeholder groups
or enlisting stakeholders to propose solutions or monitor outcomes. To be effective
and fair, these governance systems should also have the capacity to respond to
differences in power and access to resources between and within stakeholder
groups.

In “Plan B 3.0 — Mobilizing to Save Civilization”, Lester Brown of the Earth Policy
Institute makes the case that indirect costs associated with production of goods
and provision of services by the private sector have until now been left off the books
or omitted by the market when setting prices. For example, what is the real cost of
oil if one considers the cost of ensuring oil security and not just production? Or use
of water versus the need to maintain and replenish water resources, or the cost of
energy when linked to climate change?

In the past, these costs have been borne by stakeholders outside the business,
such as government, communities, and the environment. As governments adjust
their economic policies to take these costs into account, a similar adjustment will
be needed by businesses to fully account for the costs — as well as impacts on
various stakeholders — of their products and services. Conversely, businesses
sometimes inevitably bear costs associated with challenges that governments
and society are not able to solve alone, but which might benefit from the tools and
resources that companies possess.
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It is thus possible to envision a business world not characterized by the ongoing
shareowner/stakeholder debate, but one where shared values are negotiated
between the company and various stakeholders (including shareowners). By
collaborating with stakeholders to solve complex and demanding social, health,
safety and environmental problems, companies should be able to create even more
value for shareowners and benefit society at the same time.
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