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Executive Summary

Sustainable development and the finance sector

The finance sector has the potential to promote the principles of sustainable
development through its lending insurance and investment activities, as well as its
internal policies and processes. Internationally, financial institutions have begun to
respond to this opportunity by actively participating in global forums, developing
and promoting socially responsible investment products and greening their internal
operations.

Purpose of the study

Recognising the growing opportunities for the finance sector to contribute to sustainable
development, the Minister for the Environment and Heritage commissioned this high
level study, which aims to:

= identify international trends (in North America and Europe) in sustainable
development ain the finance sector

= evaluate the Australian finance sector (investment, superannuation, credit and lending
and insurance) in the context of these trends; and

= identify barriers and opportunities for the Australian financial sector to contribute to
sustainable development.

This study was conducted over a three week period, with the support of an industry
advisory group and gives an overview of recent developments. It provides a basis for
further discussions between government and business on enhancing the role of the
Australian financial sector in sustainable development.

For the purposes of this study we have adopted the definition of sustainable
development used by the World Business Council for Sustainable Development:

"...the delivery of competitively-priced goods and services that satisfy human needs and
bring quality of life, while progressively reducing ecological impacts and resource
intensity throughout the lifecycle, to a level at least in line with the Earth’s estimated
carrying capacity."

Study findings

International developments

The findings of this study indicate that leading international finance sector organisations
are responding positively to sustainable development and, in the process, enhancing
stakeholder and shareholder value. Financial institutions in North America and Europe
are involved in the following activities:

= commitment and awareness — participation in international sustainable development
forums such as the UNEP Financial Initiative, the World Business Council for
Sustainable Development and United Nations Framework Convention on
Climate Change.



= Socially Responsible Investment (SRI) — rapid growth of the SRI market in the US and
UK. This has been a significant positive reaction by the finance sector to the business
opportunities associated with sustainable development

= climate change - the prospect of a carbon constrained economy and subsequent
adoption of market-based trading mechanisms as a result of the Kyoto Protocol (yet to
be ratified), has stimulated significant awareness and response from the financial
sector which suggests that it is well positioned to play a significant role in solving
environmental problems.

= products and services — a growing number of environmental products and services
have been developed in response to market demand.

= greening of own operations — in keeping with other industry sectors, an increasing
number of financial institutions are implementing company-wide environmental
management systems and have also published separate public environmental reports.

Notwithstanding the above developments, a significant barrier to the further contribution
of the finance sector to sustainable development is a prevailing view held by financial
analysts that environmental and social risks, whilst important, are not material to
company financial performance.

Australian developments

Our findings indicate that in many respects the interface between the finance sector,
industry, government and advocacy groups in Australia in relation to sustainable
development mirrors the trends in the international arena. In some areas however the
Australian finance sector is not as advanced as its international counterparts:

= commitment and awareness — until recently, at an industry level, little interest had
been shown in sustainable development. Unlike its European peers, only two
financial institutions are signatories to the UNEP Financial Initiative

= products and services — there is less demand for and supply of SRI products.
However, products and services have been developed in response to the issues of
climate change and community banking needs.

= greening of own operations — most financial institutions appear to have implemented
environmental risk assessment procedures and undertaken energy efficiency and
recycling programmes. However few have implemented company-wide
environmental management systems or published public environmental and/or triple
bottom line reports.

Barriers and Challenges

There are number of barriers and challenges unique to Australia which explain why the
finance sector may not be as advanced as its North American and European counterparts
in responding to sustainable development. These include:

= legislation — the enforcement of environmental legislation and the disclosure
requirements for companies and superannuation trustees in relation to environmental
and social issues is less onerous than North American and European systems

= market size — the supply of financial products that incorporate sustainable
development principles, such as SR, is restricted by small market size



= awareness — despite a high level of concern about environmental and social issues in
the community, this has not been translated into a significant investment in “green”
products or active campaigning to promote sustainable corporate practices

= public disclosure — the voluntary disclosure of environmental and social information
is less developed than in North America and Europe. The only mandatory disclosure
requirement, namely s299(1)(f) of the Corporations Law is under review and may be
repealed.

Opportunities for further development and recommendations

In the context of the international trends outlined in this report and given the extent of
some of Australia’s sustainable development challenges, there are a number of key areas
that could be addressed to further engage the finance sector. The most important of
these are:

Finance sector industry commitment and awareness

In addition to the initiatives currently undertaken by individual finance sector
organisations, there is scope for the finance sector as an industry to evaluate its role in
sustainable development. The objectives of this would be to:

= demonstrate to stakeholders that the finance sector is aware of and is examining its
role in contributing to sustainable development

= identify opportunities that could have good commercial and sustainable development
outcomes, which require collaboration between the finance sector, industry,
government and NGOs

= identify, evaluate and provide a finance sector industry response to sustainable
development “hot spots” such as biodiversity, climate change, salinity, land
degradation and water resources, especially with a regional context, such as the
Murray Darling Basin.

Recommendation 1 - the Commonwealth Government should encourage the financial
sector to provide continued support to the Australian UNEP Financial Initiative, thereby
demonstrating its commitment to the principles of sustainable development.

Materiality

There is a need to increase the awareness in industry and the finance sector about the
growing body of evidence that shows a positive relationship between improved
environmental and social corporate performance and financial performance. There is
also a need to develop case-study material to demonstrate this in the Australian context.

Recommendation 2 — the Commonwealth Government, in association with the finance
sector and industry, commission specific academic research into the financial value for
business of investments in sustainable development in Australia.



Environmental and social disclosure

Noting the international trend towards increased voluntary public reporting and in some
instances, mandatory disclosure, additional consultation between government, industry
and other stakeholders should be pursued to identify an optimal reporting and disclosure
regime.

Recommendation 3 - the Commonwealth Government, in consultation with key
stakeholders (the finance sector, industry, ASIC, the ASX, the accounting profession, state
EPAs and peak environmental groups) should commission a review of the existing
mandatory and voluntary environmental and social disclosure requirements, in order to
establish an optimum reporting and disclosure regime.

Performance metrics

To ensure that environmental disclosure by industry addresses the information
requirements of the financial sector, there should be closer dialogue between financial
analysts and industry.

Recommendation 4 — the Commonwealth Government, should establish a working
group to investigate ways to enhance the relevance of public environmental and social
disclosure for use by financial analysts.

Management and reporting

International financial institutions are adopting company-wide approaches to
environmental, and increasingly, social issues management, in order to demonstrate
their commitment to sustainable development and differentiate their services.

Recommendation 5 — the Commonwealth Government should work with the UNEP
Financial Initiative’s “Operational Environmental Management” advisory committee to
develop ways of promoting the adoption of environmental/social management and
reporting guidelines by financial institutions.

In outlining the above recommendations we acknowledge that the Commonwealth
Government will need to consider how it will expediate the carriage of these.
Additionally the government will no doubt wish to develop a vision of the outcomes it
would expect from the further engagement of the finance sector and ensure that it can
appropriately foster that relationship.
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Context

The concept of ’sustainable development’

The term ‘sustainable development’ has been in use for well over a decade, and has
been interpreted in different ways across the globe. The best known definition was given
in the Brundtland Commission Report in 1987, where it refers to development that
‘meets the needs of the present without compromising the needs of future generations.’

The World Business Council for Sustainable Development, which formed around the
time of the Earth Summit in 1992, stated that the business community’s contribution to
sustainable development could be achieved by:

“...the delivery of competitively-priced goods and services that satisfy human needs and
bring quality of life, while progressively reducing ecological impacts and resource
intensity throughout the lifecycle, to a level at least in line with the Earth’s estimated
carrying capacity.”

These definitions bring together the notions of resource efficiency and the need for
social and economic equity. For the purposes of this report we have used the World
Business Council for Sustainable Development’s definition, as outlined above.

Financial institutions have typically believed that their potential environmental impacts
are minimal and, as a result, appear not to have actively embraced the principles of
sustainable development. In the last decade the financial sector has however
acknowledged that through their operations, (i.e. provision of capital) they can play a
significant role in promoting the principles of sustainable development.

About this report

This report was commissioned by the Minister for the Environment and Heritage to form
part of Environment Australia’s ongoing programme to promote improved environmental
performance within Australian business and industry.

The purpose of this report is to provide an overview of the finance sector, both
internationally and in Australia, and their relationship with sustainable development.

Section 2 of this report provides a background on the current global drivers for
sustainable development, along with a summary of the existing evidence that supports
the business case for adopting the principles of sustainable development.

An overview of the international trends in the finance sector in both Europe and North
America has been provided in Section 3 and a comparable analysis for the Australian
market is presented in Section 4.

The key issues that emerge from the analysis of international and Australian trends is
provided in Section 5. In this section the report highlights the key challenges and
opportunities the Australian financial sector faces in responding to sustainable
development issues.



Our approach to the research

This project was undertaken in three main stages, over a three week period,
during the month of May, 2001. The first stage involved a desk-top review to
broadly identify the sustainability issues associated with four key financial sectors:

= investment
= superannuation
= credit and lending

= insurance and re-insurance.

The above areas are consistent with the advisory committee’s established under
the auspices of the United National Environment Programme (UNEP) Financial
Initiative in Australia. However for this study we have separated superannuation
from the investment sector. Although we recognise that this is a sub-sector, the
nature of activities undertaken to date has been sufficiently important to justify
examining this area separately.

Information was collated and reviewed for the three regions of Europe, North
America (including Canada) and Australia and included academic studies,
conference papers, industry sector reports, market literature and media reports.

The second stage involved identifying the trends for each of the regions and
sectors reviewed. A comparison of international trends with current Australian
practices was then undertaken. This stage also included identifying the key
strengths, weaknesses, opportunities and threats for each of the regions and
sectors studied.

The third stage of the project involved limited consultation with representatives
from key Australian finance businesses, non-government organisations and the
advisory group established by Environment Australia for this study. The objective
of this approach was to obtain a local perspective of the key issues affecting each
of the identified sectors. Although the consultation process was limited, the
advice and perspectives received formed an important part of finalising the report.

In keeping with the terms of reference for this study, this assignment was a high
level desk top review. Given the time constraints, it has not been possible to deal
substantively with many of the issues and themes identified in the report.

This report does not address the issue of fiscal instruments, for example,
environmental taxes and incentives, as it was beyond the scope of this study. The
potential role that government may play in this area was also not investigated
during this project, however this issue could be investigated further in subsequent
studies.



Sustainability and business

Globalisation and sustainability

The 1990s were characterised by a number of societal shifts that brought into focus the
changing roles of business, civil society and government in achieving sustainable
development. The most prominent of these shifts have been:

= global degradation — a growing global consensus as to the economic and social
implications associated with environmental degradation and the need for
collaboration at regional and international level

= globalisation — of trade, information and financial markets

= inter-connectedness — of community groups and businesses through the rapid
deployment of information based technologies, such as the Internet

= privatisation — the declining role of government agencies in favour of the private
sector in financing and developing infrastructure and new technologies

= markets — increasing use of market incentives and mechanisms, in association with
policy and regulation, to solve environmental problems

= non government organisations (NGOs) — a resurgence in the ability of NGOs to
scrutinise and mobilise against the perceived social costs of globalisation and the
growing power of multinationals.

As a consequence of the above, multi-nationals are beginning to examine their role in
society. There is also a growing expectation that they can play an important role in
sustainable development.

The business case for corporate sustainability

A considerable amount of evidence is now available that purports to identify a positive
relationship between corporate sustainability, financial performance and ultimately
shareholder value. As pointed out in the report, ‘Buried Treasure — Uncovering the
business case for corporate sustainability” (SustainAbility, 2001) most of this evidence is
anecdotal and lacks academic rigour. In particular, no one has managed to solve the
ongoing dilemma of whether responsible companies are more prosperous, or prosperous
companies are more responsible.

Nevertheless, a number of studies have been undertaken (Feldman et al, 1996, Gottsman
et al, 1998 and Reed, 1998) which explore this relationship. These studies provide
evidence of the growing case for businesses to adopt strategies that contribute to
sustainable development.

A significant shortcoming however in the debate is that whilst these studies establish a
correlation between superior corporate environmental and financial performance, in
most instances it has been difficult to measure the value added from sustainable
development investments.



However, the Buried Treasure Report, found the following:

positive impact — overall, corporate sustainable development performance has a
positive impact on business success

brand & reputation — brand and reputation is the measure most positively linked to
corporate sustainable development

financial results — positive links between sustainable development performance and
financial results are supported by business case research

environmental process — environmental process improvement focus is supported by
the strongest business case

multiple measures — the business case is strongest when multiple measures of
business success are considered

business strategy — the business case is strongest when companies incorporate
sustainable development performance into mainstream business strategy.

A number of large multinational corporations including DuPont, Shell, Ford, BP and
Interface have begun to examine and develop new business models aimed at integrating
the concepts of sustainable development into their core business objectives, strategies
and values. The rationale for doing this is predominately based on the belief that
aligning corporate objectives with society’s needs is likely to generate sustainable growth
in shareholder value over the long-term.

In our experience the ability to craft and implement a sustainable business strategy
which is able to deliver tangible benefits to increasingly discerning and informed
stakeholders and shareholders, is a significant challenge for today’s CEOs.



3.

International trends and issues

In recent years the international financial sector (primarily North America and Europe)
has played a significant role in developing ‘sustainable’ products and integrating the
principles of sustainable development into their own business operations. In this section
we provide an overview of the international trends and issues affecting the financial
sectors of investment, pension funds, credit and lending, and insurance.

For the sectors of investment, pension funds and insurance, the analysis undertaken has
primarily been based on the products offered. For the credit and lending sector however,
the analysis has focused on internal processes, including risk assessment tools,
management systems and public reporting. The nature of this assessment is a reflection
of the types of initiatives recently undertaken by these sectors.

Details of the recent international developments in these four sectors are provided in
Appendices A (North America) and B (Europe), and include:

= a description of the sector

= the legislative drivers

= the products and services offered

= the analytical and rating tools used

» key stakeholder groups and concerns

= how financial institutions are now incorporating sustainable practices into their
internal operations.

An overview of the analysis undertaken is presented in tables 3.1 and 3.2, which
summarises the key strengths, weaknesses, opportunities and threats for each of the
regions and sectors studied.

Analysis of the investment sector

Socially Responsible Investment (SRI) refers to an approach that explicitly integrates
personal values into investment decisions (Ethical Investment Association, 2000). This
form of investment allows investors to consider personal values, including a concern for
the environment and society in their investment decisions.

SRI has grown in both Europe and North America, with a variety of products being
offered by mainstream financial institutions to investors. In the US alone, of the
investment market estimated at a value of US$ 16.3 trillion (funds under management),
13% is deemed socially responsible (Social Investment Forum, 2000).

Approaches to socially responsible investment

The integration of personal values about society into investment decisions can be
approached in a variety of ways:

= screening: individual companies are either included or excluded from investment
portfolios or mutual funds based on social or environmental criteria. A more recent
form of screening has developed where companies are rated on their social and
environmental performance and investment is made in the best performers within



each sector of the economy. Investors who take this approach are attempting to use
intra-sectoral competition to drive improved social and environmental performance
in individual companies and across the entire sector.

= shareholder advocacy: actions which investors take in their role as owners of
companies. These actions range from discussing issues of concern with companies to
voting proxy resolutions. The concept of shareholder advocacy is based on the
principles of agency theory where management has an obligation to meet the needs
of the company owners. This approach is gaining growing attention in both the US
and the UK. There is a distinction however between the approaches adopted in these
regions. In the US it is the activist shareholders that are undertaking this activity
whilst in the UK, shareholder advocacy is primarily undertaken by the SRI fund
managers.

= community-based investments: primarily in the US, this form of investment involves
providing capital to organisations for community based projects.

Figure 3.1, illustrates the distribution of SRI funds in the US, as at 1999 in each of these
investment types.

SRI in the US (US $2.16 trillion - 1999)

Community investing

Shareholder advocacy only Both screening and

shareholder advocacy

Screening only

Figure 3.1 Distribution of SRI funds in the US in 1999
Source: Proske, Saleeba et al, 2000

Growth drivers for socially responsible investment

Internationally, SRI is being characterised by retail and pension funds. In this section we
look at retail trusts and individual investor trends (pension funds are examined
separately in the next section).

In recent years the value of funds under management has grown considerably in size,
with half the UK SRI market being made up of retail funds. These funds are open to all
investors, and range from screened alternatives including best of sector, to targeted
funds, for example, sustainable energy funds, as well as social venture capital funds
which invest in socially responsible start-up companies.



Although the UK has largely dominated Europe in developing and promoting SRI,
its uptake has been widespread across the region with most European countries
offering SRI opportunities. The increase in investor interest has also led to the
launch of a wide variety of SRI products which differ mainly on the basis of
screening techniques.

The trend has been even stronger in North America and Canada, where suppliers
provide considerable detail on their products, principles and returns with the aim
of increasing investor awareness.

The success of these overseas markets appears to be driven by a set of key factors
and influences:

= size of the overall market: with the size of both the US and European
financial markets, SRI does not have to appeal to all investors before it
becomes commercially viable. The size and diversity of the investor pool
allows for the development, support and success of alternative products. This
has potentially contributed to an investment niche rapidly becoming
mainstream

= investor maturity and understanding of the products offered in the market:
investors overseas have had exposure to SRI for several years. Discussions and
debates on the viability and transparency of these products have increased the
overall market awareness and probably, confidence in these alternatives.
Nevertheless, concerns about fund transparency and viability still exist and
would appear to be one of the largest barriers to the further development of
the sector. To reduce these risks, individual market players are attempting to
respond to these concerns by maximising transparency. For example, the Dow
Jones Sustainability Group Index (DJSGI) is independently verified by
PricewaterhouseCoopers to demonstrate to the market the consistency of the
methodology applied. In 2000, the DJSGI further opened itself to
accountability by publicly making available its methodology, as well as the list
of companies included in its investment pool

= availability of company information on social and environmental
performance: in both the US and Europe, various legislative listing
requirements, as well as voluntary programmes such as the Eco Management
and Audit Scheme (EMAS) require that companies disclose a considerable
amount of information on their environmental and, increasingly, social
performance. These requirements ensure greater disclosure and in certain
instances, greater consistency and comparability in information. Ready access
to information facilitates and potentially reduces the cost of screening
companies for SRI.



There is significant debate in the US regarding the role of the Securities Exchange
Commission (SEC) in enhancing non-financial disclosure (Chan-Fishel, 2000). This is
being lead by ‘the Corporate Sunshine Working Group” an alliance of investors and
public interest organisations, working to broaden and deepen SEC corporate and
financial disclosure rules to benefit investors, as well as the larger public interest.

Chan provides evidence of the importance of non-financial information in investment
decision making. For example a national survey of investors conducted by the
American Institute of Certified Public Accountants in 2000 found that 79% of those
polled believed that ‘corporate responsibility” information was necessary
(www.aipca.org).

Analysis of the pension fund sector

As international governments move away from providing pensions on retirement and
people are generally living longer, the need for individual retirement funds is increasing.
In the UK £25 billion (funds under management) are invested in SRI. Additionally, the
UK Pensions Act 1995 was amended in July 2000 to require all pension trustees to
report on:

= the extent to which social, environment or ethical considerations are taken into
account in their investments; and

= their policy (if any) in relation to the exercising of rights (including voting rights)
attached to investments.

Pension trustees are currently examining their investment policies and the basis for
selecting companies. This focus on socially responsible performance has been a catalyst
for the further promotion of SRI. Germany and France are currently looking at adopting
disclosure legislation similiar to that in the UK.

Prescriptive disclosure has not been a key driver in the US. However, up to 35% of
mutual fund investors with defined retirement plans indicated that their employers
offered SRI options (Calvert Group Research, 1999). It also appears that investors are
prepared to be more patient with the returns of pension funds and for their returns to
mature over a longer period. This generally suits SRI as some investments involve
capitalising on changing market conditions, for example, opportunities such as
renewable energy sources.

Although short-term returns are not a priority, pension funds in keeping with their
fiduciary obligations, tend to adopt conservative investment principles. This has
potentially been a hurdle for SRI given the limited track record for such funds.

Corporate governance and disclosure

To date, there has been concern by the UK pension fund industry that offering socially
and/or environmentally screened funds was in breach of a trustee’s ‘fiduciary
obligation’. However, while statute and common law require financial return to be the
dominant consideration, it is not the only consideration in the investment decision of
pension funds.



Issues of corporate governance are also prompting pension funds to consider the social
and environmental performance of companies. Pension funds need not only consider
which companies to invest in, but also whether they exercise their vote as shareholders
when environmental or social issues are raised at company Annual General Meetings
(Proske, Saleeba et al, 2000).

The voting of shares has the potential to be a powerful means of influencing a
company’s environmental and social behaviour (Proske, Saleeba et al, 2000). As more
pension fund trustees take a more active role in voting their shares, they may prefer to
avoid companies that have questionable performance in relation to social or
environmental issues, particularly if their members (or beneficiaries) indicate that this is
their preference.

Analysis of the credit and lending sector

In the 1990s the international banking industry started to play a more active role in
sustainable development. The main trigger for this increased focus was concern over
potential environmental liability and damage to their reputation. In 1990, a major bank
was held liable by a US court for the environmental degradation that occurred as a
result of its lending practices. This case highlighted to banks that they were, in part,
responsible for the environmental impacts associated with projects for which they
provided funding. American banks were therefore the first to consider the
implementation of environmental polices in relation to lender liability, including
implementing some form of assessment of environmental factors before approving
commercial loans (Delphi, 1997).

Multilateral funding agencies such as the International Bank for Reconstruction and
Development and the International Finance Corporation have also played a significant
role in the development of social lending and investment guidelines. Events such as the
Three Gorges Hydroelectric Power Scheme (refer to Box 3.1) were also instrumental in
demonstrating to European banks the importance of balancing economic and
commercial interests with the social and environmental responsibilities of their lending
decisions (Kearins and O’Malley, 2001).

Box 3.1: Three Gorges Hydroelectric Power Scheme

The significant social and environmental impacts of the Three Gorges Hydroelectric
Power Scheme Project received much attention from Non-Government
Organisations, community groups and media the world wide. In April 1999, due to
the demands of shareholders concerned with the project, the management of
Morgan Stanley Dean Witter agreed to develop social and environmental guidelines
for their lending, investment and underwriting practices. The World Bank also
withdrew funding for the project.

Credit Suisse Group also suffered reputational damage through their involvement in
this project and as a result enhanced existing environmental risk lending assessment
procedures.

Source: Kearins and O’Malley, 2001



European banks have not been exposed to these environmental liabilities as significantly
as the North American sector, and hence have only recently begun to develop policies
towards incorporating environmental assessments into credit and lending decisions
(Jeucken, 2001).

Banks and the community

In the US, community banks and credit unions have been developed for the purpose of
investing in and serving the traditionally under-serviced markets. They make
conventional credit available to people who would otherwise have difficulty obtaining
market-rate finance. This trend can in part be attributed to the US Community Re-
Investment Act (CRA), 1997 which has been an important tool in improving access to
credit and promoting development in lower-income communities.

Although similar legislation does not exist in Europe, many EU lending institutions have
recognised the importance of investing in community projects. Such projects have
previously been addressed by the smaller banks in the non-listed sector, such as the
pioneering Tridos Bank, which has offices in Belgium, the Netherlands and the UK. This
bank has effectively integrated environmental concerns into its core business and is well
known for its innovative and transparent approach to banking. A profit of £1.24 million
in 1998 has shown that the combination of social, environmental and financial lending
criteria can be successful (Louche, 2001).

Social inclusion has also become a focus of attention for the major Europeon banks who
are, to varying degrees, involved in philanthropy and providing funds for community
projects. Examples include the Polish environmental bank recently implementing
community lending programmes and the Grameen Bank introducing micro-credit in
Bangladesh. In general the concept of micro-finance is gaining much wider currency as
a means of alleviating poverty, as it gives the poorest in the world access to credit while
at the same time providing the opportunity for them to take the initiative to help
themselves.

Other community initiatives undertaken by the credit and lending sector in the UK have
included Lloyds TSB donating £30 million in 1998 (over 1% of its pre-tax profits),
NatWest £14.3 million and Barclays £13.5 million. These companies were amongst the
top ten corporate donors in the UK. Their contributions primarily focused on education,
arts, sport, and community support (Giuseppi, 2001).

International banks and internal environmental performance

Although banks are not obvious environmental polluters, they are large consumers of
energy and resources. This issue is increasingly being recognised by financial
institutions, including those in the credit and lending sector. Many large international
banks have introduced internal environmental management systems and improvement
programmes into their operations. As a result of these initiatives these organisations are
now seeing the financial benefits of such practices. Proactive companies such as the
Union Bank of Switzerland have reduced their energy usage by 25% between 1990 and
1993 and between 1991 and 1995 NatWest saved approximately US$50 million in
energy costs. Some banks, such as Rabobank Group, are also turning to solar energy
(Jeucken et al, 2001).
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Numerous industry associations have also played a role in promoting environmental
performance improvements within the credit and lending sector. The British Bankers
Association has continued to play an active role in promoting the issue of sustainable
development, as well as the Swiss Bankers Association, which recently developed a
web-site that outlines the experience of Swiss banks when setting up their environmental
management systems (www.unep.ch).

The most recent development in the UK has been the development of environmental
management and reporting guidelines, specifically for the financial sector. These
guidelines were developed by the ‘Forge Group’ consisting of the Abbey National
Group, Barclays, CGNU, Lloyds TSB, Prudential, The Royal Bank of Scotland and The
Royal Sunalliance.

In general the success and implementation of overseas initiatives appears to be
driven by:

= development and integration of credit risk assessment tools: due to the potential
liability issues associated with environmental risks, many large international banks
have adopted lending practices which involve screening credit applications based on
environmental criteria. Approximately 88% of all commercial banks responded to the
Comprehensive Environmental Response Compensation and Liability Act (also known
as CERCLA or the ‘Superfund’ legislation) by changing their lending policies and
46% stopped granting loans to companies in areas that were particularly
environmentally sensitive (Hansen, 1996)

= environmental reporting and management guidelines: many initiatives regarding
environmental information and reporting requirements have been widely supported
by this sector including the UNEP Financial Initiative, the Global Reporting Initiative
(GRI) and more recently, the environmental management and reporting guidelines by
the ‘Forge Group’ in the UK.

As a result, numerous banks in both Europe and North America, including Co-
operative Bank, ING Group, and NatWest have implemented environmental
management systems and publish public environmental reports.

Despite the strong drivers and growing number of initiatives, banks in Europe and
North America have still not fully incorporated the principles of sustainability into all
of their business operations. To date, initiatives implemented have largely been
limited to the areas of credit risk and lending. Transparency and accountability with
regard to lending policies currently remains an issue to be addressed (Giuseppi,
2001).
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The issue of climate change

Another driver that has influenced how the credit and lending sector responded to the
issue of sustainable development has been that of climate change. Banks initial interest
in climate change was prompted by a need to better understand the implications for
credit risk in their own lending activities, that is, the extent to which companies'
profitability and asset valuations would be negatively impacted and therefore impair
their credit risks. However, there is limited evidence to show that lending terms have
been tightened for companies exposed to carbon liabilities.

Beyond lending activities, banks will likely play a key role in deploying their traditional
expertise in project finance, credit enhancement, financial risk management services
and trading in the climate change arena. These would provide a range of market
facilitation services that contribute to the development of emissions trading markets.

For example, a major European bank is developing a credit enhancement product for
emission reduction units. The bank would effectively purchase emission reduction units
from diverse projects and issue these in its own name, thereby providing the end-
investor with bank guaranteed emission reduction units.

Banks have also been significant participants in the emerging carbon markets. The
regulatory uncertainties and lack of liquidity have meant that finance sector participation
has been basically limited to broking. However, it is widely anticipated that the scale of
carbon markets in the future will dwarf all other commodity markets and many
traditional financial markets. Hence, requiring the involvement of the finance sector in
the future.

Analysis of the insurance and re-insurance sector

The insurance sector has undergone significant changes in recent years as a result of the
impact of environmental risks. In response to numerous claims for pollution liability
being made under general liability policies the insurance sector has reacted by:

= writing policies on a ‘claims made’ basis to avoid indefinite on-going potential
exposure; and

= drawing a distinction between ‘gradual’ pollution/seepage and ‘sudden and
accidental’ pollution. However the courts in the US have blurred this distinction,
which to some degree has shifted the market towards total pollution exclusions from
general liability policies and the introduction of specific environmental pollution
liability policies (Macinante J., 2001).

In the US these changes have largely been in response to the implementation of CERCLA
legislation and liability claims associated with asbestos use and disposal.

Numerous environmental insurance products have been developed and are offered in
both North America and Europe. Asbestos containment and owner’s spill liability cover
are just some of the insurance products currently offered in the US market (refer to
Appendix A for further details) and by 2000, approximately US $ 1.2 billion of
environmental liability insurance (premium value) had been purchased in the US
(www.irmi.com).
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The insurance sector has also recently acknowledged its role in guiding companies to
implement environmentally sound practices. For example, an insurance company in
Germany offers reduced car insurance premiums if a season public transport ticket is
held by the customer. This approach is based on the belief that minimising the use of
cars will reduce the potential for accidents as well as reduce air pollution levels
(www.unep.ch).

In addition, the insurance industry’s views on sustainable development have been
influenced by their commitments undertaken as signatories to the voluntary UNEP
Statement of Environmental Commitment by the Insurance Industry. This requires
insurers to incorporate environmental considerations into their internal and external
business activities. To date, 59 insurance companies from the EU and North America are
signatories to this statement.

The potential impact of climate change

The climate change debate remains one of the most important issues for the insurance
industry, particularly for the re-insurance sector, which is responsible for covering losses
associated with natural disasters. A dramatic increase in weather-related insured losses
has been witnessed in the last few years, including Hurricane Andrew which occurred in
the US in 1992 and resulted in over US $15 billion in claims, and more recently
Hurricane Fran in 1996 which cost over US $10 billion (Ganzi et al, 1997). Companies
like Munich Re monitor these trends and are concerned about the potential impact on
the insurance sector (refer to Box 3.2). In response to this concern, many European
insurance companies have worked in partnership with national governments, to assist in
developing possible solutions, including General Accident in the UK and Swiss Re. The
European insurance sector has also been pro-active in its approach to global warming.
The North American insurance sector however appears less convinced about the risks of
climate change, stating recently that the science of climate change is far from settled and
the risks to the industry are overstated (AIA, 2000 cited Monash, 2000).

Box 3.2: Insurance and Climate Change

One of the leading re-insurance companies, Munich Re, has recently warned of an
increase in natural disasters due to the changing climate. The company announced
850 natural disasters for 2000 and insured and economic losses amounted to $8.3
billion and $30 billion respectively. Munich Re indicated that global warming
combined with rapidly increasing population in high-risk areas would result in more
disasters in the future.

Source: Major, 2001
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Key international trends

A number of developments in the international arena have shaped how the finance
sector, industry, government and society interact in the context of the emerging
sustainable development agenda. These are discussed in more detail in the SWOT tables
3.1 and 3.2 and in Appendices A and B. The main themes defining the state of play in
the international arena are:

= disclosure and environment protection legislation: it would appear that
environmental legislation, such as CERCLA and the Securities Exchange Commission
(SEQ) listing and disclosure requirements in the US, as well as increased trustee
disclosure obligations required under recent changes made to the UK Pensions Act,
have had an influence on how various financial organisations have responded to
sustainable development drivers. The implementation and enforcement of such
legislation has primarily affected the credit and lending sector and the
investment/superannuation sector

= role of government: the government sector (including multilateral development
agencies) has had an important role in raising awareness and defining the financial
sector’s obligations with regard to sustainable development. This has included the
development of environmental and social lending and investing guidelines and the
establishment of the UNEP Financial Initiative

National governments and their agencies have also played a role in promoting
research, developing policies and promulgating appropriate legislation that creates a
basis for increased financial sector participation in solving environmental and social
problems. As previously mentioned it was beyond the scope of this report to
investigate the role that government may play in designing fiscal instruments that
promote the involvement of the financial sector in sustainable development

= voluntary performance reporting: Europe, followed by North America, leads the
world in voluntary public environmental and social reporting. The increasing level
(quality and quantity) of voluntary public disclosure by industry and the finance
sector has resulted in:

environmental and social performance becoming a competitive business issue

increased analysis of environmental and social business risks by financial
sector institutions.

= greening of financial institutions: in keeping with the global trend of large listed
companies publicly reporting on their sustainability commitments (policies, impacts,
targets and systems) financial institutions are increasingly following this path. This is
particularly the case in the UK and Europe where large financial institutions are
implementing environmental management systems based on standards such as ISO
14001 and EMAS

= products and services: as a result of increasing awareness and market competition,
financial institutions are now developing a range of environmental finance products
and services to meet market demand.
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The rapid growth of the SRI market in the US and more recently in the UK has had a
significant impact on how industry and the finance sector have responded to the
business risks and opportunities associated with sustainable development. A
significant feature of the SRI market in the US and UK is its large size and demand.
The SRI market has also generated considerable interest in the finance sector with
regard to the apparent positive correlation between corporate sustainability and
financial performance. A range of associated services and products such as research
and rating agencies, indices, asset consultants and information services have also
been developed.

climate change: the dramatic increase in weather-related claims received by the
global re-insurance industry in the late 1990s has raised considerable concerns about
the potential threat to this sector.

Secondly, the adoption of flexible market instruments in the Kyoto Protocol has
stimulated the finance sector to develop a range of financial instruments to facilitate
the trade of emission credits

commitment and awareness: the European financial sector, and to an increasing
extent, North America, has been quick to respond to global and national initiatives to
promote its role in sustainable development. In particular, the UNEP financial
initiative, Global Reporting Initiative and the environmental management and
reporting guidelines by the ‘Forge Group’ in the UK have been widely supported.

Industry associations such as the British Bankers Association have also been proactive
in promoting dialogue on sustainable development

materiality: perhaps one of the most problematic areas in sustainable development in
relation to the finance sector is the challenge of determining whether or not
corporate environmental performance is a significant business driver. The overall
perception of financial analysts is that whilst environmental and social issues are
important they are not material to financial performance. This perception may be
attributable to a combination of factors, including the high cost of obtaining
appropriate environmental information and the lack of analytical tools

civil society and shareholder activism: the role played by civil society, non
government organisations and shareholder activists in raising concerns about
sustainability and globalisation has been a significant feature in North America and
Europe. The finance sector, with the exception of multilateral organisations such as
the International Monetary Fund, have not been a regular target. There have however
been some high profile events such as the Three Gorges Electric Power Scheme in
China which have raised the importance of incorporating sustainable development
issues into future lending and investment decisions.

In addition to the above, the role of SRI fund managers in engaging companies on
environmental and social performance issues is emerging as a considerable driver for
corporate change
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= analytical tools and capacity: an important development in recent years has been the
increasing rigour and quantification of corporate environmental and social
performance. This has been facilitated by stakeholder demands for greater public
disclosure and the ability of the non-government and business sector to respond to
the emerging market opportunity of offering services in this area. Despite some
concerns about the lack of rigour and inconsistent application of assessment criteria,
Europe and North America have a well developed capability to deliver these services.
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Table 3.1: SWOT analysis - North America

Criteria Investment Insurance

and re-insurance

Superannuation

Credit and Lending

Strengths = a significant number = a significant number m introduction of n well established

of new ‘green’
investment products
are being developed
(SIF, 2000)

relatively high level of

of new ‘green’
investment products
are being developed
(SIF, 2000)

environmental risk
assessment criteria
into credit approval
processes

environmental ‘clean
up’ regulatory regime
(www.irmi.com )

non-financial
disclosure

Weaknesses investors are still m analysts have difficulty | m reluctance to be only a small number
determining the most obtaining transparent about of insurance
appropriate environmental lending policies companies are
techniques for information (Giuseppi, 2001) reporting on their
integrating = information provided environmental
enwronmentql is different between performance
performance k(o companies and the impact of climate
financial analyses industrial sectors change is not well
(EPA, 2000) acknowledged within
analysts believe the the industry (AIA,
environment is not an cited Monash, 2000)
issue that materially
affects stock
performance (Taylor,
1998)
the complexity of
investing in socially
and environmentally
responsible funds is
increasing

Opportunities moderate positive m consumer demand for | m demand for products liability legislation has
relationships are being ‘green investments’ is ie community loans, acted as a driver for
seen between increasing (SIF, 2000) accounts etc is rising companies to manage
corporate (SIF, 2000) their exposure to
environmental a liability legislation environmental risks
performance and acts as a driver for
financial measures banks to manage their
(2, 200 exposure to
consumer demand for environmental risks
‘green investments’ is
increasing (SIF, 2000)

Threats investors remain m legislation has not m banks are sceptical number of claims may

sceptical about the
value of
understanding
corporate
environmental
performance (EPA,
2000)

a lack of information
exchange on
environmental
strategies between
corporations and
analysts (EPA, 2000)

been implemented
which requires
disclosure on
environment and
social performance

about the importance
of environmental
issues (Taylor, 1998)

increase due to
climate change and its
impact on windstorm
frequency and severity
(Ganzi, 1996)
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Table 3.2: SWOT analysis - Europe

Criteria Insurance

and re-insurance

Investment Superannuation

Credit and Lending

Strengths m the SRI sector is = a diverse range of = environmental risk m insurance companies

growing in both size
and impact

investors view sound
management of social
and environmental
concerns as a good
proxy for overall
management and
quality (SustainAbility,
2000)

ABI and NAPF, who
represent the UK
industry, are adopting
guidelines which
recognise that social,
ethical and
environmental risks
should be managed

products are being
offered

evaluation procedures
for lending
assessments have been
developed by banks

EU banks have total
assets over ECU
11,000bn and hence
have an enormous
influence on the
economy of EU and
its environmental
impact (Delphi, 1997)

specific environmental
management and
reporting guidelines
have been developed
in the UK and
Germany

the UNEP Finance
Initiative and steering
committee for
Financial Institutions
has been operational
since the mid 1990’s.

are applying
environmental
procedures in risk
assessments

the UNEP Finance
Initiative and steering
committee on
Insurance has been
operational since the
mid 1990s. Over 35
Insurance companies
are signatories to the
UNEP Financial
Institutions Insurance
Initiative

Weaknesses

screening of social
and environmental
issues adds another
layer of complexity to
stock selection and
additional costs

investors are worried
about poor
performance

managers are worried
about financial
performance of ‘green’
funds

m some investment

managers are worried
about financial
performance of ‘green’
pension funds

lack of accountability
with regard to lending
policies (AMP
Henderson, 2000)

banks are conservative
in their attitude
towards transparency
about their operations
(AMP Henderson,
2000)

banks typically
believe that their
responsibility ends at
the point of sale of the
retail product (AMP
Henderson, 2000)

banks are still trying to
assess whether the
issues of sustainability
are material

subsidiaries are not
being requested to
follow parent
requirements

only a small number
of insurance
companies are
reporting on their
environmental
performance
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Table 3.2: SWOT analysis - Europe continued

Criteria

Investment

Superannuation

Credit and Lending

Insurance
and re-insurance

Opportunities| = EMAS is resulting in m there is a high level of | m the potential to = environmental
more formalised public concern implement impairment liability
disclosure by = the UK Pension funds mechanisms to regulations are
companies Act requires disclosure measure their expanding (Swiss Re,
of environmental, cust.omers’ 2000,)
ethical and social environmental m European insurers are
policies (ERM, 2000) pe_rfprmance, thus being pre-emptive in
fjrlvmg performance their approach to
improvement (AMP global warming
Henderson, 2000) (Monash, 2000)

m significant funds are
being spent on the
issue of climate
change and its
potential impact on
weather patterns

Threats » the language and m some companies are = no legislation to = most European

terminology used by
the SRI community is
not easily understood
by financial
professionals
(SustainAbility, 2000)

m some companies are
unwilling to disclose
information
voluntarily and
assessments are based
on best available
information (the
development of better
and stricter assessment
criteria has confused
companies providing
information)

= no standard reporting
format has been
adopted by companies
making the analysis of
information difficult

unwilling to disclose
information
voluntarily

enforce re-investment
in community projects

legislation does not
enforce ‘joint and
several” or
‘retrospective’ liability
and as a result
concern over
environmental liability
is limited (Delphi,
1997)

m the potential for an
increase in claims
related to
environmental natural
disasters
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Australian trends and issues

In this section we describe the sustainability trends and issues affecting the Australian
financial industry (for the sectors of investment, superannuation, credit and lending and
insurance). In comparing these trends to those overseas, it is important to recognise that
the Australian market is smaller and has relatively fewer players.

For the sectors of investment, superannuation, and insurance the analysis undertaken has
primarily been based on the products offered. For the credit and lending sector however,
the analysis has focussed on internal processes including risk assessment tools,
management systems and public reporting. This approach is a reflection of the recent
initiatives undertaken by these sectors.

A summary of the recent developments in the four key Australian financial sectors is
provided in Appendix C and includes:

= the sector description

= the legislative drivers

= a description of the products and services offered

» the analytical and rating tools used

= an identification of key stakeholder groups and concerns

= how financial institutions are now incorporating sustainable practices into their
internal operations.

A summary of the key comparisons between the Australian and international financial
industry is provided in table 4.1. An analysis of the key strengths, weaknesses,
opportunities and threats (SWQOT) associated with each of the sectors addressing the
principles of sustainable development has also been summarised in table 4.2.

Analysis of the investment sector

Socially responsible investment in Australia has a recent history. A number of church
groups have screened their investment portfolios for sometime, however the first product
was introduced into the market by Friends Provident in 1986. This was followed with
products being launched by Australian Ethical Investments, Tower and others in the early
1990s. More recently new generation SRI products have been launched by Westpac
(1999), Rothschild and AMP (2001).

Fund managers however have raised a number of concerns about SRI in Australia,
including:
= equities market: the overall size and structure of the local market i.e. limited number

of listed companies, and the significant bias towards the resource sector

= short-term performance focus: the media rates the performance of local funds on a
monthly basis, which drives fund managers to seek short term returns

= cost burden: SRI analysis is high due to limited public information. This additional
cost is not readily passed onto investors

= quality of information: there is generally a low confidence in information currently
available on the social and environmental performance of companies, with the
possible exception of the mining industry. The introduction of s299(1)(f) of the
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Corporations Act was intended to improve environmental disclosure. However the
wording of s299(1)(f) and the nature of reporting guidelines has resulted in the
provision of variable information. In addition, the future status of s299(1)(f) is unclear.

Notwithstanding this, there is evidence of increased awareness by investors about the
concept of sustainable business and how to integrate this into investment decisions. The
media has also published a significant number of articles on the merits and
developments of SRI in Australia.

Analysis of the superannuation sector

Unlike the US and the UK, the Australian superannuation scheme requires the majority
of employees to make compulsory contributions to their pension funds. It covers 97% of
full time Australian employees and 81% of all employees (Westpac, 2000). This has
resulted in Australia managing AUD $454.7 billion in assets which are currently growing
at around 15% per year.

This large pool of assets is held by around 7 million Australians. At present investors
have limited choice in the way their contributions are invested. In 1998 however, the
Commonwealth government tabled the superannuation legislation amendment (Choice
of Superannuation Funds Bill, 1998), although the Bill is yet to be passed. If introduced,
this amendment will enable employees to chose where their superannuation
contributions are invested.

The proposed introduction of this member choice amendment has resulted in trustees
undertaking activities to better understand and satisfy the needs of their members. For
example in late 1999, HESTA, a local superannuation fund, introduced the EcoPool, an
environmentally screened fund, managed by Westpac. The success of the EcoPool
resulted in other trustees offering SRI options to their members. In some cases trustees
are offering SRI funds as an investment alternative, while others apply a blanket screen
to all their investments.

The growth in SRI has continued in this sector, with both trustees and fund managers
showing interest and further investigating the needs of superannuation members. A
survey undertaken in 2000 (Proske, Saleeba et al) found that although not all members
were interested in SRI, a significant proportion were extremely interested. The interested
members felt that it was important to pursue social as well as financial returns,
particularly when considering long term investment decisions for their retirement. The
Australian Institute of Superannuation Trustees’ most recent annual survey also showed
that 75% of trustees now recognise SRI as a separate asset class (Ryan, cited Manning,
2001).

The Australian superannuation industry also appears to acknowledge that offering
socially and/or environmentally screened funds is not a breach of a superannuation
trustee’s ‘fiduciary obligation’. This opinion is based on the legal precedent developed in
the UK (The Allen Consulting Group, 2000).

The further growth of SRI will also be influenced by the extent to which trustees and
superannuation fund managers can overcome the following:
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= Lack of awareness: members typically have limited knowledge and understanding of
SRI, the screening methodologies and financial track records of those products. In a
choice environment, members may opt for more traditional investments

= Investment policies: there have been concerns expressed about the regulatory and
prudential oversight of superannuation funds. Increased focus by the regulators on
issues such as liquidity, capital adequacy and investment decision criteria could see
trustees adopting conservative investment policies, which may exclude SRI.

Analysis of the credit and lending sector

This section aims to examine the extent to which the Australian banking sector
contributes to sustainable development. It is beyond the scope of this analysis however
to give a detailed account of the entire credit and lending sector (for example credit
unions, building societies, and investment banks).

The Australian banking sector holds a high profile in the Australian community and has
a significant role as an employer, financial service provider and wealth creator. This
profile places the major players in the credit and lending sector in a position of
significant power and influence. At the same time, this position renders the banks
vulnerable to scrutiny and criticism by the community and special interest groups. Over
the last decade the banking sector has endured ongoing community concern about
branch closures and fees and there is a widespread belief in the broader community that
banks are failing to address these concerns.

This has led the banks to re-examine their social responsibilities at an industry level and
as a result this sector has introduced community based initiatives, including the
development and implementation of customer service charters and sponsoring
community based programs and charities.

One of the most important sustainable development related issues for the banking sector
over the last decade has been lender liability. The sector became concerned in the mid
1990s over the legal precedent being established in the US. As a result the Australian
Bankers Association became actively involved in protecting the interests of passive
lenders in relation to lender liability concerns. The prospect of incurring environmental
liabilities has stimulated banks to introduce environmental risk assessment procedures as
part of their lending operations.

The manner in which the Australian credit and lending sector is currently addressing
sustainable development issues is indicated below:

= Products and services: in the credit and lending sector the main emphasis has been
to protect the institutions from environmental risks. Some institutions are however
developing niche products, for example energy efficiency mortgages

= Environmental management and reporting: all the large banks have implemented a
number of internal environmental policies and programmes including efficient energy
and water management, recycling and sponsoring community based environmental
initiatives. However many of these are adhoc and do not form part of an overall
business strategy. The recent PricewaterhouseCoopers UNEP (2000) Financial
Initiatives survey also found that it was difficult to establish managerial accountability
for these programs, their objectives, targets and performance
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To date public environmental reporting has typically been limited to the annual
financial report and compliance with s299(1)(f). Only one bank (Westpac) is a
signatory to the UNEP Financial Initiative and to our knowledge, only one credit
union has published a triple bottom line report

Addressing stakeholder concerns: a number of environmental groups have

campaigned against banks to curtail their lending on projects in ecologically sensitive

areas, such as uranium mining. Given the increasing sensitivity in the community
about these projects it is likely that financial institutions will further scrutinise their
lending activities.

Another area of concern in the community is the current land use practices in the
agricultural sector. Whilst the financial industry is not responsible for these land use
practices, these community concerns provide the Australian financial sector with a
unique opportunity to promote sustainable lending practices. Also at a portfolio level
the problems of unsustainable agricultural practices may impact the banks

risk profile

climate change: the banking sector has responded proactively in developing a range

of climate change related services (refer to Box 4.2). To date however, based on the

publicly available information only the Westpac Banking Corporation is a member of
the Greenhouse Challenge programme.

Box 4.1: The issue of climate change

Similar to their overseas peers, Australian banks' initial interest in climate change
has also been prompted by a need to understand the implications for credit risk.
This is particularly relevant given the large capital requirements of Australian energy
and resource companies and their relative exposure to climate change economic
impacts. However, in common with the overseas experience, there is no evidence
to date that lending terms have been tightened for companies exposed to potential
carbon liabilities.

The Australian credit and lending sector is well positioned to provide climate-
change related services on a number of criteria:

= high levels of expertise in the energy and resources sectors

= levels of expertise in project finance, credit enhancement, securitisation
financial risk management services and commodity and financial trading

= a track record of innovation in financial products and services

= proximity to Asia where climate change-related project activity is expected be
significant, particularly in China and India.

During 1999 and 2000, the Sydney Futures Exchange was developing an exchange-
traded market for carbon sequestration credits. This did not proceed to an
operational stage but is an example of the market leading facilitation services that
Australian institutions can provide.
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Analysis of the insurance and re-insurance sector

A limited number of environmental liability products are currently offered by the
Australian insurance sector, with specialist cover for environmental conditions typically
offered in the two main forms of:

= pollution legal liability for third party claims

= clean up costs for responding to clean up orders.

As with the international insurance sector, the potential impact of climate change is a
significant issue to the Australian insurance industry. The re-insurance sector recorded
AUD $3 billion in losses between 1999 and 2000 as a direct result of unforeseen natural
disasters (Monash, 2000). However, it is important to note that Australia does not have a
large re-insurance industry.

Despite these recent concerns, the insurance industry in Australia appears not to have
implemented as many sustainable development initiatives as its international
counterparts. This may, in part be attributed to:

= the Australian insurance sector believes its operations have a limited impact on the
environment: limited environmental reporting and management initiatives have been
implemented by the Australian insurance sector. A further indicator of this is that only
one Australian insurance company (QBE Insurance) has signed the UNEP Statement
of Environmental Commitment by the Insurance Industry.

= limited supply for environmental liability insurance: to date, there have been a
limited number of environmental insurance products offered within the Australian
marketplace. This in part, can be attributed to the cautious approach adopted by the
sector as well as the difficulty in pricing environmental risks.

Some positive initiatives however have recently been implemented by this sector, for
example, the Insurance Council of Australia has recently committed itself to aiding the
reduction of greenhouse emissions as part of the Greenhouse Challenge (refer to Box 4.2.)

Box 4.2: The Insurance Council of Australia — Reaffirmation to the Programme

The Insurance Council of Australia (ICA) is committed to aiding the reduction of
greenhouse emissions as part of the voluntary Greenhouse Challenge programme.
ICA continues to recognise that its members have a major role to play in achieving
national goals to mitigate Australian greenhouse gas emissions. Therefore ICA will
continue to have an active role in encouraging members to develop voluntary
emission reduction strategies, not only in their own activities, but also in areas of
involvement throughout the Australian General Insurance Industry.

Source: The Insurance Council of Australia, 2000
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In response to external pressures exerted by stakeholders, primarily non government
organisations, the Export Finance and Insurance Corporation (EFIC) has recently
implemented an environmental policy and internal risk assessment procedures to
identify and mitigate its exposure to environmental risk. According to our information,
these policies and procedures have been acknowledged as best practice by an OECD
working group on export credit agencies.

A comparison between key Australian and international trends

The above discussion and the detail contained in tables 4.1, 4.2 and Appendix C,
highlight some of the key challenges that the Australian financial industry is currently
facing in dealing with the concept of sustainable development. An analysis of these
trends and issues and their comparison with the international financial sector is provided
below. The key issues identified include:

= Environmental legislation, lender liability and disclosure: in general, the
environmental legislation in Australia is similar to that in the UK and North America.
A considerable difference however is that Australian legislation is primarily state
based and its enforcement is typically less stringent, when compared to the US. The
strictest environmental regime is found in NSW, however according to the recent
Performance Audit Report of the NSW Environment Protection Agency, there are
significant shortcomings in its enforcement (Audit Office NSW, 2001).

Also unlike the SEC listing requirements in the US, the provisions in the
environmental disclosure provisions in Corporations Act are less onerous. In addition
the Australian Parliamentary Standing Committee has recommended has that
s299(1)(f) be withdrawn

= Materiality: to date, there is limited local information to support the correlation
between improved corporate environmental/social performance and financial returns.
There is also limited academic research in this area in Australia. However, similar to
the European and US experience the positive correlation associated with SRI indices
is generating interest in this relationship, with the Australian Institute of
Superannuation Trustees finding from a recent survey that most trustees view SRI as a
new asset class (Ryan, cited Manning, 2001)

= Performance reporting: unlike overseas trends many Australian companies do not
publicly report on their environmental performance. Typically, information reported is
inconsistent between companies and industry sectors. The Australian financial sector
is therefore currently finding it difficult to incorporate environmental considerations
into its decision making processes

= Environmental management and reporting: whilst many of Australia’s large financial
institutions have developed environmental policies and undertaken internal
environmental initiatives, few financial organisations have implemented
environmental management systems or published public environment and/or
triple bottom line reports. In part this trend can be attributed to the belief that
the implementation of such systems will add an additional cost and provide
limited benefit
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= Products and services: in comparison to the international sector, the Australian

market has developed a limited number of environmental products and services, with
the exception of the recent introduction of SRI investment products and greenhouse
gas emission trading services. A significant factor contributing to this is the
uncertainty of the demand for these products and the significantly smaller market

Climate change: the impact of climate change is seen as a concern by the Australian
insurance industry, with industry bodies recently committing to contribute to the
reduction of greenhouse emissions. However, due to the Australian insurance sector
having a limited re-insurance market, the direct impact on the insurance sectors’
financial performance is limited.

In keeping with international trends, local banks have developed a number of
products and services in response to emerging climate change market opportunities

Commitment and awareness: as an industry, the Australian financial sector does not
appear to be as active as its European counterparts

Role of government: in keeping with international trends, government organisations
are playing an increasingly active role in promoting the issue of sustainability within
the financial sector. For example, the Victorian EPA recently hosted the first UNEP
Financial Services conference in Australia and has been appointed as the
representative of this UNEP Financial Initiative. As part of this commitment, the
Victorian EPA is also currently supporting four working groups relating to the
development of best practice in environmental credit risk assessment, SRI, insurance
and operational environmental management.

The Commonwealth government has also shown leadership in the area of public
environmental reporting and leads the world in establishing the Australian
Greenhouse Office which deals with policies and programmes relating to climate
change.
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Table 4.1: A comparison of international sustainability drivers and their
status in the Australian finance sector

Sustainability  International  Relevance Current Status in Australia Market
Driver Trend to Finance
Industry in Challenges Opportunities
Australia
Legislation Tightening Significant | Weaker than North Efficacy of Policies and
& governance America, reluctance to increased incentives for
tighten, some pressure to mandatory increased
increase mandatory — disclosure voluntary
disclosure from advocacy disclosure
groups
Performance | Increasing Significant | Environmental disclosure Integrity Dialogue with
reporting lags international trend, T standards industry on
exception being the costs financial sector
mining sector (leaders) requirements
Materiality Low Low Low value placed on Perceptions Develop case
environmental information | -€—3 | Evidence studies
although increasing
Commitment | Advanced Significant | Increasing awareness in Business case | Differentiate
& awareness banks and fund managers unclear services
Operational Mainstream Significant | Less developed than Business costs | Implement
management international counterparts, T Framework ‘Forge
and reporting especially in reporting Guidelines’
Products & Niche Niche Increasing SRI and Small market Product
services emissions trading products T Uncertain differentiation
and services demand development
SRI market Mainstream Significant | Growing supply from big Small market | Growing
players demand
Climate Significant Significant | Advanced capabilities Policy Develop
change <«—> | uncertainty services to meet
client needs
Analytical Advanced Significant Good capabilities, Demand & International JVs
tools & undeveloped tools and ~—> | profitability R&D
capability modelling techniques
Civil society Active Important Growing pressure and Lack of trust Engage to
scrutiny of large financial Ideological understand
institutions’ lending and differences concerns and
investing activities. Cost of partner on new
Increasing pressure for engagement — | product
increased disclosure of "deep pockets" | development
non-financial corporate opportunities
performance indicators
Role of Constant Low State Agencies eg Vic EPA, Resources Catalyst role
Government EFIC proactive —~— Legislation
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Table 4.2: SWOT analysis - Australia

Criteria Investment Insurance

and re-insurance

Superannuation

Credit and Lending

Strengths m a significant number m a significant number m banks have developed | m the sector is currently
of new SRI products of new ‘green’ environmental risk developing a
are being developed investment products assessment criteria as comprehensive
some investment are being developed part of their lending understanding of
I S — 759 of trustees are evaluation processes. environmental risks
on international supportive of SRI (Monash, 2000).
methodologies which alternatives (Ryan,
have been tried and cited Manning 2000).
tested.

Weaknesses no generic the ethical option in a low level of m sustainability issues

environmental risk
rating system, that can
be used by investors
has been developed
(Mitchell, 2000)

limited and
inconsistent
information is
provided by
companies to analysts

Australian investors
have been relatively
slow to take up SRI

the market is relatively
immature (The Allens
Consulting Group
2000)

conservative views are
held by investment
managers about their
fiduciary responsibility
(Mitchell, 2000)
environmental
disclosure by
corporates appears to
be driven by
regulatory needs
rather than analysts’
requirements.

superannuation funds
has historically not
proved popular
(Mace, 2000)

argument over
performance and
whether SRIs are in
the members’ best
interests (Mace, 2000)

conservative views of
superannuation
trustees about whether
SRIs compromise their
fiduciary responsibility
(Mitchell, 2000)

funds are not verified
or sufficiently
transparent such that
investors clearly
understand the
principles of selection.

awareness and action
in terms of sustainable
development has been
demonstrated by
banks (Monash, 2000)

no banks appear to
have developed
differentiated loan
pricing based on a
borrower’s
environmental risk
profile.

have not featured
highly in the
insurance sector
(Monash, 2000)

m current tools used are

inadequate to assess
risk for underwriting
purposes (Monash
2000)

m responses to the issue

of environmental
impairment are
reactive (Monash,
2000)

= environmental issues

(apart from climate
change) and how they
relate to the insurance
sector do not appear
to be well researched
or documented
(Monash, 2000).
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Table 4.2: SWOT analysis - Australia continued

Insurance
and re-insurance

Criteria Investment

Superannuation

Credit and Lending

Opportunities] m increasing demand for | = new legislation m lenders are a major m the sector is well

the use of
environmental
screening as part of
the investment process
(Mitchell, 2000)

anecdotal evidence of
a link between
positive financial and
environmental
performance (Mitchell,
2000)

biodiversity and
salinity credits are
being considered

speculators and
brokers could play a
critical role in
emission trading,
renewable energy
certificates and market
developments

The UNEP/Victorian
EPA advisory
committee on Socially
Responsible
Investment will
provide a forum for
those participating in
the growth of this
market to share ideas
and incorporate best
practice developments
from overseas

Westpac Eco Index
has achieved 26.8%
return compared to
the all ordinaries
21.7%.

providing for greater
member choice has
been promulgated

over 75% of
superannuation
members would like
to know what their
super is invested in
(Resnik-KPMG, 2000)

anecdotal evidence of
a link between
positive financial and
environmental
performance (Mitchell,
2000)

source of capital for
companies and hence
can play an extremely
important role in
promoting sustainable
development (Brkic,
1999)

banks can provide
support for
environmentally or
socially responsible
projects, innovative
technologies and
sustainable enterprises
(Brkic, 1999)

Commonwealth
government is
showing specific
leadership in the area
of climate change,
salinity and
biodiversity trading

there is a potential for
banks to differentiate
products and services
based on superior
environmental
performance

The UNEP/Victorian
EPA advisory
committee on
Environmental Credit
Risk due to be
operational by mid
2001 will foster a
better understanding
and incorporation of
environmental issues
into bank lending
policies.

placed to promote
more responsible
environmental
practices (Monash,
2000)

a better understanding
of environmental risk
issues will improve
the insurer’s bottom
line (loss prevention is
better than paying out
claims) (UNEP, 1999)

The UNEP/Victorian
EPA advisory
committee on
Insurance due to be
operational by mid
2001 will drive
awareness and a
broader understanding
of environmental
issues faced by
insurance companies
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Table 4.2: SWOT analysis - Australia continued

Credit and Lending

Criteria

Threats

Investment

legislation currently
does not enforce
disclosure on
environmental, social
or ethical
considerations in the
selection, retention
and realisation of
investments (Monash,
2000)

reluctance by
investors to use ethical
or socially responsible
investments
(Rothschild, 2001)

the Sydney Futures
Exchange has
withdrawn from the
development of an
Emissions Trading
Platform

companies are
becoming increasingly
annoyed at the
number of multiple
surveys they are being
asked to complete by
all of the screening
agencies

stakeholders are
concerned over the
level of transparency
and verification of
funds

Superannuation

= no legislation to act as
driver to promote
disclosure on extent of
social or ethical
considerations

m limited reliable
evidence that SRI can
result in acceptable
economic or financial
benefits to fund
members (Charaneka,
2000).

limited and
inconsistent
information is
currently available on
a company’s
environmental and
social performance. It
is therefore difficult to
incorporate these
factors into lending
decisions

Insurance
and re-insurance

m the sector is subject to
limited legislation
(Monash 2000)

m potential exposure to
significant financial
loss due to
environment related
risk exposures
(Monash 2000)

m insurers may withdraw
from providing
weather related claims
in certain areas.
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Conclusion: key challenges for the future

Looking ahead

Barriers and Challenges

There are number of barriers and challenges unique to Australia which help explain why
the finance sector may not be as advanced as North America and Europe in responding
to sustainable development. These include:

= Legislation — the enforcement of environmental legislation and the disclosure
requirements for companies and superannuation trustees in relation to environmental
and social issues is less onerous than North America and Europe

= Market size — the supply of financial products that incorporate sustainable
development principles, such as SR, is restricted by size

= Awareness — despite a high level of concern about environmental and social issues in
the community, this has not translated into a significant investment in “green”
products or active campaigning to promote sustainable corporate practices

= Public disclosure — the voluntary disclosure of environmental and social information
is less developed than in North America and Europe.

The only mandatory disclosure requirement, namely s299(1)(f) of the Corporations
Act is under review and may be repealed.

Opportunities for further development and recommendations

In the context of the international trends outlined in this report and given the extent of
some of Australia’s sustainable development challenges, there are a number of key areas
that could be addressed to further engage the finance sector. The most important of
these are:

Finance sector industry commitment and awareness

In addition to the initiatives currently undertaken by individual finance sector
organisations, there is scope for the finance sector, as an industry, to evaluate its role in
sustainable development. The objectives of this would be to:

= demonstrate to stakeholders that the finance sector is aware of and is examining its
role in contributing to sustainable development

= identify opportunities that could have good commercial and sustainable development
outcomes, but which require expediting through collaboration between the finance
sector, industry, government and NGOs

= identify, evaluate and provide a finance sector industry response to sustainable
development “hot spots” such as biodiversity, climate change, salinity, land
degradation and water resources, especially in the context to regions such as the
Murray Darling Basin.

Recommendation 1 - the Commonwealth Government should encourage the financial
sector to provide continued support to the Australian UNEP Financial Initiative, thereby
demonstrating its commitment to the principles of sustainable development.
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Materiality

There is a need to increase the awareness in industry and the finance sector about the
growing body of evidence that shows a positive relationship between improved
environmental and social corporate performance and financial performance. There is
also a need to develop case-study material to demonstrate this in the Australian context.

Recommendation 2 — the Commonwealth Government, in association with the finance
sector and industry, commission specific academic research into the financial value for
business associated with investments in sustainable development in Australia.

Environmental and social disclosure

Noting the international trend towards increased voluntary public reporting and, in some
instances, mandatory disclosure, additional consultation between government, industry
and other stakeholders should be pursued to identify an optimal reporting and disclosure
regime.

Recommendation 3 - the Commonwealth Government, in consultation with key
stakeholders (the finance sector, industry, ASIC, the ASX, the accounting profession, state
EPAs and peak environmental groups), should commission a review of the existing
mandatory and voluntary environmental and social disclosure requirements, in order to
establish an optimum reporting and disclosure regime.

Performance metrics

To ensure that environmental disclosure by industry addresses the information
requirements of the financial sector, there should be closer dialogue between financial
analysts and industry.

Recommendation 4 — the Commonwealth Government develop a working group that
will investigate ways to enhance the relevance of public environmental and social
disclosure for use by financial analysts.

Management and reporting

International financial institutions are adopting company-wide approaches to
environmental, and increasingly social issues management, in order to demonstrate their
commitment to sustainable development and to differentiate their services.

Recommendation 5 — the Commonwealth Government should work with the UNEP
Financial Initiative’s “Operational Environmental Management” advisory committee to
develop ways of promoting the adoption of environmental/social management and
reporting guidelines by financial institutions.

In outlining the above recommendations we acknowledge that the Commonwealth
Government will need to consider how it will expediate the carriage of these.
Additionally the government will no doubt wish to develop a vision of the outcomes it
would expect from the further engagement of the finance sector and ensure that it can
appropriately foster that relationship.

32



References

Allison K, 2000, Plans and the Internet; Craine’s Chicago Business, 21 February 2000

AMP Henderson Global Investors, 2000, "Banks — assessing the triple-bottom line" A
Survey of Social and Environmental practices in the pan-European Banking Sector.
London: Henderson Investors

ASFA, "A new Class or a Process ?", An article written for Investor Weekly

Audit Office NSW, 2001, Performance Audit Report, Controlling and Reducing Pollution
from Industry, Environment Protection Authority, NSW

Australian Environment Review. Vol 15, No 7, July 2000 p6
Brkic, T. 1999, Trends, Key Drivers and the Role of Banks. Banking and Sustainability

Brundtland Commission Report, 1997, Our Common Future, World Commission on
Environment and Development, Oxford University Press, New York 1987

Burbury R, 2001, Westpac Aims for Social Responsibility; p49, Australian Financial
Review, 17 April 2001

Business and Environment 2001, European Financial Institutions Fashion Environmental
Guidelines. January 2001:2

Chan - Fishel, M. 2000, New Economy, Old Accounting: Expanding SEC Disclosure
Rules for Investor Protection and Corporate Responsibility, Friends of the Earth

Chaplin D, 1999, Investing Education — Financial Planning; Super Review, May 1999

Charaneka, S. 2001, Don't believe the Hype — Socially Responsible Investments
Considerations for Super, Fund Trustees, ASFA NSW legislation discussion group, April,
Ebsworth and Ebsworth Lawyers

Citigroup, 2000, Global Corporate Citizenship Report; Citigroup Inc.

Delphi 1997, The Role of the Financial Institutions in Achieving Sustainable
Development (Report to the European Commission; London: Delphi International; Berlin
GmBH, November.)

Dunstan, B, 2000; Super choice: We Should Follow the US, Australian Financial Review,
23 October 2000

Fayers C, 1998, Corporate Environmental Reporting, Investing Decisions, and ESD in
Australia: A Discussion, Department of Geography and Environmental Science, Monash
University

Fayers C, C. Cocklin and D. Holmes, 2000, Environmental Considerations in the
Decisions of Australian Investment Professionals, Journal of Environmental Assessment
Policy Management, Vol. 2 No 2; Australia

Feldman, S., P. Soyka., and P., Ameer, 1996, Does Improving a Firm’s Environmental
Management System and Environmental Performance Result in a Higher Stock Price.
Fairfax, Virginia, ICF Kaiser

33



Fenech, A, 1999, Pension reform in the Land of Hope and Glory, Super Review; April
1999

Flatz, A, 1998, Sustainable Asset Management, Market Transparency and Consumer
Information, (Session 4); 7 October 1998

Ganzi J and Tanner J, 1997, Global Survey on Environmental Policies and Practices of
Financial Services Industry: The Private Sector. Environment and Finance Enterprise

Ganzi, J. and Neubert, B. T. 1996, Research on the financial impact of environmental
events and issues on the property and casualty insurance industry; US: Management
Institute for Environment, US: Business and Environment and Finance Enterprise

Giuseppi, ], 2001, Assessing the Triple Bottom Line: Social and Environmental Practices
in the European Banking Sector; Paper 7 Sustainable Banking, Greensleaf Publishing ;UK

Gottsman, L. and J. Kessler, 1998. “Smart Screened Investments Environmentally
Screened Equity Funds that Perform like Conventional Funds”, The Journal of Investing
7(3), 15-24

GRI (Global Reporting Initiative), 1999, Sustainability Reporting Guidelines: Exposure
Draft for Public Comment and Pilot Testing. Boston, MA

Hansen, S. 1996, Sustainable Banking: A Swiss Banker’s Perspective, Corporate
Environmental Strategy Vol. 3 No. 3:67-72

Hinterberger F., D. Bannasch, K. Schlegelmilch, H. Stiller, T. Orbach and A. MundI 1998,
Greening the Financial Sector; Berlin: Carl Duisberg

Hugenschimdt, H. 1997, Environmental Issues in Asset Management and Private
Banking and the impact on Environmental Reporting, UNEP Third International
Roundtable Meeting on Finance and the Environment 22-23 May; Zurich: Union Bank of
Switzerland

Jeucken, M and Bouma J. 2001, The Changing Environment of Banks; Paper 1
Sustainable Banking, Greensleaf Publishing, UK

Kearins, K and O’Malley G, 2001, International Financial Institutions and the Three
Gorges hydro electric power scheme; Paper 25 Sustainable Banking, Greensleaf
Publishing, UK

Louche, C, 2001, The Corporate Environmental Performance- Financial Performance
link: Implications for Ethical Investments; Paper 14 Sustainable Banking, Greensleaf
Publishing, UK

Mace, J. 2000, Using Ethics to win funds, Superfunds, edn. 233, February; Sydney:
Association of Superannuation Funds of Australia Ltd

Macinate, J., 2001, Personal discussions with, 28 May, 2001

Major, T, 2001, Munich Re Warns of More Natural Disasters Following Climate Changes,
p14 Financial Times, 13 March 2001

34



Manning P, 2001, Investor Weekly April 30 — May 6 p.21

Mathieu, E. 2000, Response of UK Pension Funds to the SRI Disclosure Regulation. UK
Social Investment Forum report; United Kingdom

Mclachlan M, 2001, Community Bank Scheme Expanded, p28 Australian Financial
Review, 20 February 2001

McLaclan M, 2001, Older Customers Benefit as ANZ Steals March With Service Charter;
p4 Australian Financial Review, 21 April 2001

Mitchell, P. and Mather, E. 2000 Environmentally Responsible Investment, in
Environmental Resource Management, August, Issue 13; Australia: ERM

Monash Sustainability Enterprises, 2000, Towards Sustainable Finance: A Roadmap to
the Financial Services Industry; Melbourne: Monash University

Morley Fund Management, 2001, Morley Fund Management introduces environmental
reporting requirement to voting policy, press release; London, Morley Fund Management

O'Rourke C, 2000, Support for Arts and Culture but Human Rights Neglected; The
Sydney Morning Herald, 30 October 2000

PFID, 2000, Guidelines for reporting on social, environmental and ethical matters. Draft.
(Not published)

PricewaterhouseCoopers, 2000, Report on Financial Institutions Initiative Survey —
Australia; United Nations Environmental Programme

PricewaterhouseCoopers, 2001, Draft FT Article, 2001, New UK Guidelines Turn the
Spotlight on Socially Responsible Investment; 23 March 2001

Proske, Saleeba, Spruzen, Petrocelli 2000 Superannuation Members Perspective on
Environmentally Screened Funds; Monash University, Australia

Reed, D. J., 1998, Green Shareholder Value, Hype or Hit? World Resources Institute
September

Resnik-KPMG, 2000, Socially Responsible Investment Research, August 2000
Rothschild, 2001, Rothchild’s Ethical/Socially Responsible Investment Survey. Australia.

SAM Sustainability Group, 2000, Corporate Sustainability Assessment Questionnaire;
Zurich: SAM Sustainability Group

Schanzenbacher, B. 1998, Environmental Policies and Practices in the Financial Services
Sector. United Nations Environment Programme, Environment and Trade Unit

Schmidheiny, S. and F. J. L. Zorraquin with World Business Council for Sustainable
Development , 1996, Financing Change; Cambridge, MA: MIT Press

Shaw, J. A. Middlebur and F. Sgaragli., 2000, Money Does Grow on Trees!, A Review of
social, environmental and economic responsibility and the relevance to PwC. London:
PricewaterhouseCoopers.

35



Social Investment Forum, 2000, Increasing Investment in Communities: A Community
Investment Guide for Investment Professionals and Institutions; SIF Industry Research
Programme, 15 September 2000

Social Investment Organisation, 2000, Canadian Social Investment Review 2000, A
comprehensive survey of socially responsible investment in Canada, SIO, Canada

SustainAbility, 2001, Buried Treasure, Uncovering the business case for corporate
sustainability, Sustainability, UK

SustainAbility and UNEP, 2000, A Responsible Investment, An overview of the Socially
Responsible Investment Community for the Institute of Chartered Accountants of England
and Wales (ICAEW), British Airways, Dow Chemical, Ford Motor Company and the
Natwest Group, SustainAbility, UK

Swiss Re, 2000, Environmental Report; Zurich: Swiss Re

Taylor J. G. and P.J. Scharlin, 1998, Finance and Environmental
Management/Assessment: Summary report of the United Nations meeting for the
international investment community, April, 1998; New York

The Allen Consulting Group, 2000, Socially Responsible Investment in Australia, Ethical
Investment Working Group

The Insurance Council of Australia, 2000; Progress Report to the Greenhouse Challenge
— January 1 to December 31 2000

UNEP (United Nations Environment Programme) 1995, Report of UNEP Advisory group
meeting on commercial banks and the environment. Geneva: UNEP

UNEP (United Nations Environment Programme) and SustainAbility Ltd., 2000, Global
Reporters, international benchmark survey of corporate sustainability reporting; London:
SustainAbility Ltd

UNEP (United Nations Environment Programme), 1997, Statement by Financial
Institutions of the Environment and Sustainable Development

UNEP (United Nations Environment Programme), 1999, Financial Institutions Initiative
1998 Survey; Paris

UNEP (United Nations Environment Programme), 2000, Statement of Environmental
Commitment by the Insurance Industry

US EPA (Environmental Protection Agency), 2000, Green Dividends, The Relationship
Between Firms’ Environment Performance and Financial Performance; Washington DC:
EPA

Westpac Investment Management (WIM), 2000, Linking Screened Investments to
Shareholder Value: An Overview of Screened Investments and the Potential for Impact
on Shareholder Value, Investor Relations Forum 2000, paper prepared by Erik Mather;
Australia: WIM

36



Additional Documents

Additional documents that were reviewed but have not been referenced in the report are
outlined below:

Advisory Committee on Business and the Environment (ACBE), 2000, Value, Growth,
Success — How Sustainable is Your Business? A Briefing Note for Directors; London:
Department of the Environment, Transport and the Regions

All Party Parliamentary Group On Socially Responsible Investment, 1999, Annual
Review of Activities 1999/2000; London

AMP Henderson Global Investors, 2001, Corporate Social Responsibility Questionnaire.
London, UK

ASFA (Association of Superannuation Funds of Australia), 2000, Development of ASFA
policy on "Ethical Investment", paper prepared by Michaela Anderson; Sydney: ASFA

Belsom, T., 1998, Information required by fund managers, in final report of the workshop
"Sustainable Development: Challenge for the Financial Sector", organised by the
European Commission, DGXI, Brusselss 30th October. Luxembourg: European
Commission

Bennett, J., D. Chaplin, and K. Kachor, 2000, Ethical Investment Association

Bennett, M. and P. James, 1999, Views of Financial Stakeholders on Environmental
Accounting and Performance — Measurement in Business: report on a consultation
project, in Proceedings of Continuity, Credibility and Comparability: Key Challenges for
Corporate Environmental Performance Measurement and Communication, Invitational
Expert Seminar, Eze France 13-16 June 1998, International Institute for Industrial
Environmental Economics, Lund University, Sweden

Boyer, M. and J.-)., Laffont 1994, Environmental Risks and Bank Liability. Scientific
Series N94s-22; Montreal: CIRANO

Burnup, C. 2000, Environmental Performance and Public Reporting. Business Council of
Australia Papers Vol 2 No 1 April

Business Higher Education Round Table, 2000, The Triple Bottom Line: Shareholders,
Society, Sustainability. Achieving the Triple Bottom Line. Issue 9, November; Australia

Centre for Corporate Public Affairs, 2000, Corporate Community Involvement.
Establishing a Business Case, Australia

Citigroup, 2000, Global Corporate Citizenship Report; Citigroup Inc

Collie, B. M. Clark and J. llkiw, 1999, Does your SRI policy pass five tests ? Monograph
10 August 1999 Frank Russell Company

Coulson, A. B. 1999, Capital Market Risk, workshop report of the Economic and Social
Research Council Financial Sector Forum No3; Glasgow: University of Strathclyde

37



Credit Suisse Group, 1999, Environmental Report; Zurich: Credit Suisse Group

Davis, 1. 2000, Choice unlikely before 2000, Superfunds, edn. 233, February; Sydney:
Association of Superannuation Funds of Australia Ltd

Davis, 1. 2000, Investment rules modified for DIY funds, Superfunds, edn. 233, February;
Sydney: Association of Superannuation Funds of Australia Ltd

DJSGI (Dow Jones Sustainability Group Index), 2000, First Anniversary, Index
Composition for 2000/2001. 6 September. Zurich: DJSCI

DJSGI (Dow Jones Sustainability Group Index), 1999, Guide to the DJSG Indexes version
2; DJSGI: Zurich

Dlugolecki, A. and M. Mansley, Climate Change and UK Pension Funds. First draft report

Elkington, J. 1996 Cannibals with Forks: The triple bottom line of 21st century business;
Oxford: Capstone publishing

Environment Australia 2000, A Framework for Public Environmental Reporting: An
Australian approach, March; Canberra: Environment Australia

European Federation of Financial Analysts’ Societies 1994 Environmental Reporting and
Disclosures, The Financial Analyst’s view, September

Hawken, P., A. Lovins and L. H. Lovins, 1999, Natural Capitalism: Creating New
Industrial Revolution and Culture; Boston, MA: Little, Brown and Co.

Henry, A. 1997, A lender’s Perspective on Environmental Performance Indicators for
Financial Transactions, Delange Woodlands Conference: Sustainable Development:
Managing the Transition

Income Data Services and PwC, 1999, "Learning from Doing" Review: A report on
company progress in implementing ethical sourcing policies and practices. Ethical
Trading Initiative; London

Innovest Research, 2001, The Stuart Oil Shale Project, Implications of Carbon Emissions
Constraints for Suncor Shareholders; Greenpeace, Australia

Institutional Analysis Pty Ltd and Centre for Corporate Law and Securities Regulation,
2000 Corporate Governance: The Role of Superannuation Trustees. Melbourne

International Herald Tribune 1999, "Business discover that going green is financially
friendly", International Herald Tribune, 22 September1999:24.

Kachor, K. 2001, Rothschild enters ethical market, Money Management; Sydney

Kahlenborn, W. 1998, "International Workshop "Green Investment: Market Transparency
and Consumer Information": Introductory Paper". in Green Investment: Market
Transparency and Consumer Information. Workshop Summary; Proceedings of the
International Workshop; Berlin: Ecologic

38



Kerr, M. 2000, Corporate Environmental Performance: A different look at the
performance of Australia’s Top 100 Companies. Melbourne Australian Conservation
Foundation

Kerr, M. 2000, Submission On The "Draft Financial Services Reform" Bill; Melbourne,
Australian Conservation Foundation

Knight, D. 1998, "Environment-Finance: NGOs seek global environmental standards",
World News Inter Press Service, 24 September 1998; Washington DC, US

Kolk, A. 2001, Environmental Reporting by the Fortune Global 250: Exploring the
influence of nationality and sector. Business Strategy and the Environment 10: 15-28

KPMG International Environment Network and Institute for Environment Management
(University of Amsterdam), 1999, KPMG International Survey of Environmental
Reporting 1999; Netherlands: KPMG Environmental Consulting

Krockenberger, M., Kinrade, M. and Thorman, R., 2000, Natural Advantage. A Blueprint
for a Sustainable Australia; Australia: ACF (Australian Conservation Foundation)

Lloyds TSB Group, 1999, Environmental Report; Birmingham: Lloyds TSB

Lyster M., 1999 Sustainability and Shareholder Value, ASX Perspective 2nd Qtr. 1999;
Sydney: Australian Stock Exchange

Lyster M., Birkensleigh S., 2000, Money Does Grow on Trees: Exploring Corporate social
responsibility, sustainable development and sustainability in the new economy, paper
presented to the Social, Ethical and Environmental Responsibilities Conference, Sydney

Mills, J., C. Cocklin, C. Fayers and D. Holmes, 2001, Sustainability, Socially Responsible
Investment and the Outlook of Investment Professionals in Australia, Australia;
Melbourne: Monash University

MORI, 2000, Socially Responsible Investment — Company Pension Funds, research study
conducted for SustainAbility, United Kingdom

Muller, K., J. de Frutos, K.-U. Schussler, H. Haarbosch, and M. Randel, 1996, Eco-
Efficiency and Financial Analysis - The Financial Analyst’s view; European Federation of
Financial Analysts’ Societies

NCC (National Consumer Council) 1997, In the Bank’s Bad books: How the Banking
Code of Practice Works for Customers in Hardship; London: NCC

Peter, V. 2001, Talking the First Steps: An overview corporate social responsibility in
Australia. Sydney: The State Chamber of Commerce (NSW)

Rankin, M. 1996, Corporate Reporting — the Green gap. Report prepared for the
environmental accounting task force of the ICAA; Institute of Chartered Accountants of
Australia

Schaltegger, S. and F. Figge 2000, Environmental Shareholder Value, Study 54 12th edn.,
1999; Basel: WWZ/Bank Sarasin

39



Snowy Mountains Engineering Corporation (Jeyeretnam T.) 1999 Public Environmental
Reporting: Where does Australia Stand? Victoria: SMEC

Social Investment Forum (UK), 2000, Increasing Investment in Communities: A
Community Investment Guide for Investment Professionals and Institutions; UK

Social Investment Forum (USA), 1999, 1999 Report on the Socially Responsible
Investing Trend in the United States. USA

Social Investment Forum 2000 Guidelines for reporting on social, environmental and
ethical matters. Draft

Taskforce on the Churches and Corporate Responsibility, 2000, Corporate Social and
Environmental Responsibility — Commitment, Conduct and Transparency, Report;
Canada

UNEP (United Nations Environment Programme) Finance Initiatives, 2000, Globalisation
and Sustainable Development: Opportunities and Challenges for the Financials Services
Sector, report from the International Round Table Meeting on Finance and the
Environment, 16-17 November, DeutscheBank; FrankfurtamMain, Germany

WBCSD (World Business Council for Sustainable Development), 2000, Corporate Social
Responsibility: Making good business sense, Geneva: WBCSD

Westpac Investment Management Reconciling Profitability and Responsibility — An
Australian Perspective on a Global Phenomenon

Westpac Investment Management (WIM), 2000, Linking Screened Investments to
Shareholder Value: Occupational Health and Safety Screening, paper prepared by Erik
Mather; Australia: WIM

WRI (World Resources Institute), 1998, Green Shareholder Value: Hype or Hit?,
Washington DC: WRI

WRI (World Resources Institute), 2000, Pure Profit: The financial implications of
environmental performance; Washington DC: WRI

40



