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I.  Sustainable Development

A. 
International Activities

During 2009 social responsible investment groups and governments were quite vocal about the need for improved company disclosure and management of sustainability (i.e., social, environmental and economic) matters as well as shareholder engagement on these topics.  The claim was that such improvements were needed to prevent the next global financial meltdown and to address rising concern about climate change and other environmental and social risks to society and to business in particular.
1.  Advocacy on Sustainability Performance and Disclosure

Socially responsible investment associations for Asia, Europe, Australia, the U.S., Canada and the UK called on the G-20 Finance Ministers and Central Bank Governors to seize the economic crisis as an opportunity by investing stimulus funds in the infrastructure for carbon reduction, energy efficiency, and renewable energy and in projects supporting underserved markets and the achievement of the UN Millennium Development Goals—macro-level sustainability targets agreed to by 190 nations.  The coalition recommended mandatory disclosure by corporations of their environmental, social and governance (ESG) performance as well as inclusion of ESG considerations in the selection of investments, provision of financial advice and sale of financial products.
   During a roundtable meeting on sustainability disclosure hosted by the European Parliament, representatives of the European Sustainable Investment Forum (Eurosif) and the Federation of European Accountants raised the strategic importance of such disclosures as a way of providing an important context for financial information.  The European Commission scheduled five workshops between September 2009 and March 2010 to further examine this topic.  The Ontario Securities Commission will also be conducting consultations on corporate ESG disclosures. In a change of policy, the Global Reporting Initiative, the gold standard for voluntary public sustainability reporting, proclaimed its Amsterdam Declaration on Transparency and Reporting, calling on governments to mandate public sustainability reporting by their own bodies as well as public corporations.
2. Mandatory Sustainability/CSR Reporting


The third landmark report on corporate governance (King III) was issued by South Africa’s King Committee to address legislative changes and the latest international trends in corporate governance.  The Johannesburg Stock Exchange formerly required listed companies to explain in their annual financial reports how they complied with the earlier King II report recommendations, and this will also be the case with King III, effective in 2010. The latest report reaffirms that, as mandated by King II, companies should publicly report their sustainability (ESG) performance. But King III goes further, urging that such disclosure be done through integrated financial and ESG reports, which are overseen and evaluated by the audit committee of the board.  The committee is to assure that plans and internal controls are established to address risks, not just over financial matters, but over operational, compliance and non-financial sustainability issues too.  King III asks that private and nonprofit companies also adhere to its recommendations.
 
Starting in 2009, each of the 55 state-owned companies in Sweden is required to file an annual report based on the Global Reporting Initiative’s Sustainability Reporting Guidelines.
  Denmark has mandated that as of 2009, approximately 1100 of its largest businesses-- both listed and state-owned and including Danish subsidiaries of some foreign organizations-- must publish annual reports covering their human rights, anti-corruption, societal, climate change and other environmental issues.  The same reporting requirement was extended to institutional investors, mutual funds and other financial businesses by executive order of the Danish Financial Supervisory Authority.  This disclosure must discuss (1) whether or not the company has a policy on such matters, (2) the systems or procedures to fulfill its policy objectives, (3) achievements, and (4) future expectations. 
  The Taiwan Financial Supervisory Commission announced that exchange-listed firms will be required to publicly disclose the processes they have established and the progress they have made on corporate social responsibility.  Israel’s Minister of Environmental Protection declared that as of the second half of 2010, companies listed on the Tel Aviv Stock Exchange must notify the exchange about their environmental and social risks.  
3. Investor Engagement on Social and Environmental Issues


A report by the United Nations Environment Programme-Finance Initiative examined the legal ramifications of incorporating ESG criteria into the business of investment management and concluded that financial consultants may well have a legal duty to proactively raise ESG issues with their clients.  The report also recommended that ESG issues be inserted into legal contracts between asset owners and asset managers.
 

In the UK, each publicly traded company is required to report on its environmental, employee, social, and community issues to the extent needed for an understanding of the business’ development and performance, including information about the effectiveness of the organization’s policies.
  A periodic review of the effectiveness of that and other provisions of the UK governance standard (formerly called the Combined Code and now the UK Corporate Governance Code) was undertaken by the Financial Reporting Council. FRC concluded that the reporting standard should remain in tact but that measures should be taken to encourage corporate engagement with shareholders.  One outcome of the review was the establishment of a code of responsibilities for institutional investors, which says that such investors may want to intervene via meetings, public statements, corporate resolutions or board changes “when they have concerns about the company’s strategy and performance, its governance, or its approach to the risks arising from social and environmental matters.
   The Committee on Economic Affairs for the Dutch Parliament announced it will enact changes to the nation’s Tabaksblat (governance) Code requiring non-executive directors to oversee corporate social responsibility issues and pressing corporations to respond within 180 days on shareholder engagements on ESG or other matters.

Both the Norwegian Ministry of Foreign Affairs as well as the UK Department for Business, Enterprise and Regulatory Reform have issued reports on how their respective governments may raise awareness among corporations and governmental bodies about their responsibilities on various sustainability topics.  

4. Voluntary Initiatives 

Eleven of the world’s leading banks serving customers in 20 countries established the Global Alliance for Banking on Values to help build organizations better suited for long-term sustainable thinking.  The China Banking Association issued its Corporate Social Responsibility Guidelines advocating the independent audit of environmental impacts of financial projects, the adoption of “people oriented” policies for employees, and the promotion of social development of impacted communities. The Society of Investment Professionals in Germany (DVFA), with the support of the European Federation of Financial Analysts Societies (EFFAS), published a guideline on how corporations should report on ESG issues, including specific key performance indicators, and how investment professionals should integrate ESG into financial analysis.
 The International Federation of Accountants authored the IFAC Sustainability Framework, providing guidelines to accountants on how to integrate environmental, social and economic performance concerns into business strategy, internal management and investor concerns. French President Sarkozy’s Commission on the Measurement of Economic Performance and Social Progress, which included experts from Harvard and Columbia Universities, issued its report recommending a number of economic, social and environmental metrics that could be used in lieu of the Gross Domestic Product to better gauge the well-being of nations and their residents. 
The developers of the ISO 26000 Social Responsibility (SR) Guideline Standard voted to move the document to the Draft International Standard (DIS) stage and distributed it to the participating national standards bodies for their vote in February 2010. If the draft is approved, it will be polished for another ballot and most likely finalized by the end of 2010.  If it is not approved in February, then more extensive changes would be required and finalization may be extended to the end of 2011.
  The draft identifies a wide range of social responsibility principles and issues (governance, human rights, labor, environmental, fair operating practices, consumer, and community), and offers guidance on how SR can be integrated into organizations of all types. It is not intended for third-party certification, although some auditing groups have already tried to promote it as such.  

5. Social Stock Exchanges 
The Social Stock Exchange Asia (SSXA) to be launched in Singapore will be Asia’s first exchange providing a trading platform for stocks and bonds from both for-profit and not-for-profit entities with a social mission.  This would include organizations focusing on matters such as clean technology, fair trade coffee, education, health care, microcredit, or the development of impoverished communities.  The Rockefeller Foundation is funding a feasibility study for a similar exchange in London. 
B. 
National Activities

1. SEC Actions
More than 50 major investment firms and professionals joined the 400-member Social Investment Forum (SIF) asking the U.S. Securities and Exchange Commission (SEC) to require companies to publicly report their sustainability performance using the Global Reporting Initiative’s Sustainability Reporting Guidelines.  In response to a petition by SIF, CERES, the Investor Network on Climate Risk and others, in October 2009, the SEC reversed its policy adopted during the Bush Administration that allowed companies to automatically exclude resolution proposals as “no-action requests” if they sought information on risks related to climate change, human rights, toxic chemicals, medical costs, and other environmental and social issues.
  As a result, more resolution proposals on these topics will be expected in 2010. 
2. Private Equity Council Guidelines
The Private Equity Council, which includes Kohlberg Kravis Roberts, Bain Capital, the Carlyle Group and other major private equity companies, adopted responsible investment guidelines that these firms will apply prior to investing in companies.
  The guidelines, which cover ESG issues, were adopted as a result of dialogue between PEC members and major institutional investors under the umbrella of the UN’s Principles for Responsible Investment.  Among other things, the guidelines require PEC members to “seek to grow and improve the companies in which they invest for long-term sustainability and to benefit multiple stakeholders.” 
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