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2012 is the year of Rio+20, a major milestone in a 
series of conferences on Sustainable Development held 
by the United Nations.

2012 is the year of Rio+20, a major 
milestone in a series of conferences on 
Sustainable Development  held by the 
United Nations. Rio+20 is anticipated to 
be the largest of them all and will focus on 
the progress  made in tackling sustainability 
issues since the historic  Earth Summit of 
1992. It was at this summit, in the  same 
city, that the UN framework convention on  
climate change was established, among 
other things. 

From a corporate reporting perspective, 
there is an ongoing impetus to properly 
operationalise the concept of integrated 
reporting. It is through the Integrated  
Report, using the mechanism of integrated 
reporting, that stewards seek to provide 
stakeholders with connected information 
on the broad sustainability of a corporation 
in the short, medium and long term. 

The purpose of this article is to assess the 
role that corporate reporting, the accounting 
profession and accounting professionals in 
South Africa have played and can play to 
advance sustainable value creation. 

The list of challenges currently facing our 
planet is formidable and in some respects 
unprecedented and extraordinary. The 
seventh edition of Global Risks  2012 
recently published by the World Economic  
Forum1 warns that unsustainable economic 
imbalances, social inequalities and the 
possible knock-on effects of other risks 
may lead to the reversal of the gains 
of globalisation. Many of the top-most 
risks identified clearly relate to broad 

sustainability issues, and include serious 
concerns about water supply, food  
shortages, chronic fiscal imbalances, 
severe income disparities, extreme volatility 
in energy and agricultural prices, rising 
greenhouse gas emissions and a failure to 
adapt to the effects of climate change.

These challenges impact on the 
sustainability of our economic and physical 
future as well as the manner in which we 
organise ourselves.

In a paper published by Generation 
Investment Management2 in February 2012, 
the question of whether  the capitalistic 
manner of economic organisation can 
be reshaped to a more responsible and 
sustainable manner of operation, is 
examined by introducing a concept styled 
‘sustainable capitalism’. This concept is 
defined as ‘a framework that seeks to 
support long-term economic value creation 
by reforming markets to address real needs 
while considering all costs and stakeholders’. 
On a conceptual level, the paper calls for 
the integration of financial, environmental, 
social and governance considerations into 
the decision-making process and for the 
internalisation of negative externalities to 
incentivise and enable markets to properly 
reflect these matters.

1 Global Risks 2012. 7th ed. World Economic Forum. Geneva, Switzerland. 
2 Sustainable Capitalism. Generation Investment Management LLP 
(An Al Gore and David Blood Organisation). 2012



3

Sustainable capitalism, corporate reporting and the role of the accounting profession in South Africa

| || |Front PagePrevious Next

Capitalism has proved adaptable and is 
practised in many different forms in many 
different countries, from the USA to the 
People’s Republic of China. The debate 
about a choice between capitalism and 
some other form of economic organisation 
has, bar North Korea and perhaps Cuba, 
largely been settled. For this purpose it 
may be considered (akin to a well-known 
opinion on democracy) as the ‘least bad’ 
system that adopts and protects the key 
link between personal initiative, risk, 
economic reward, the rule of law and 
the sanctity of private property. Clearly, 
however, in whatever form capitalism is 
practised, a valid concern and criticism 
concerns its sustainability, especially 
considering the challenges facing 
the planet today, some of which are 
mentioned above. 

Increasing legislation, regulation and 
requirements on environmental, social 
and governance aspects are being put 
forward worldwide; ideas are beginning 
to be expressed to incentivise longer-term 
investments through loyalty-based share 
schemes; shareholders are demanding 

executive compensation to be aligned to 
long-term sustainable performance, and 
investors and analysts are increasingly 
looking at non-financial performance to 
ascertain the market value of businesses. 
One such recent example in South 
Africa is the introduction of the Code 
for Responsible Investment (CRISA), a 
voluntary standard that became operative 
on 1 February 2012 and which requires 
institutional investors and asset managers 
to ensure that environmental, social and 
governance considerations are properly 
factored into investment decisions. 

Research quoted by the International 
Integrated Reporting Council portrays 
the changing nature of the market value 
of S&P 500 Companies in the USA. 
According to the research, in 1975, 
83% of the market capitalisation was 
attributable to physical and financial assets 
as reflected in financial statements. By 
2009 that percentage had dropped to 
only 19%, leaving 81% represented by 
other intangible factors. The findings are 
presented in the graph below.

Fig. 1 The percentage of market value represented by physical and financial assets versus intangible factors, some of which are explained 
within financial statements, but many of which are not. 
Source: Toward Integrated Reporting – Communicating Value in the 21st Century. IIRC Report, p 4
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This trend is also directionally true for 
certain European countries, China and 
South Africa, among others. Furthermore, 
the research suggests that only some of 
the other intangible factors are explained 
in financial statements, but many are not. 
These findings clearly indicate that corporate 
reporting as it has historically developed, 
of which conventionally prepared financial 
statements form an important part, is 
missing important components of the 
factors which create and sustain value. 

In 2011 the Carbon Tracker Initiative 
released a report entitled ‘Unburnable 
Carbon – Are the world’s financial markets 
carrying a carbon bubble?’3 The report 
argues that the strategies of global energy 
companies are incompatible with the 
direction of global climate change policy 
and therefore their assets are potentially 
overvalued. It states that if the world is to 
hold out any hope of limiting the average 
temperature rise to 2°C, only 20% of the 
disclosed assets of the top 100 listed coal-
mining companies and the top 100 listed 
oil and gas companies can actually be used. 
The Generation Investment Management 
publication quoted earlier, supports this 
contention in expressing concern about 
the value being placed on a whole class 
of assets, described as ‘stranded assets’. 
Stranded assets are understood to be those 
with a value that would change dramatically, 
either positively or negatively, under certain 
scenarios such as placing a reasonable price 
on carbon or water, or when improved 
regulation of labour standards in emerging 
economies comes to pass.  

So, it is no surprise that financial and 
corporate reporting in the current form is 
subject to criticism every time a business, 
or even a systemic, failure occurs. After 
the Global Financial Crisis of 2008, many 
could not understand why businesses that 
had produced financial statements under 
generally accepted accounting principles 
could suddenly fail. Had there been 
accurate disclosure of risk? Were all assets 
appropriately valued? If so, how could this 
have happened?

Financial and management accounting 
disciplines and practices are still works-
in-progress when it comes to adequate 
capturing of the complexities involved in 
economic activity. It extends across the 
entire spectrum, from those matters we do 
not report on at all and those we report on 
only partially, to those we incorrectly report 
on. Examples of these include the pricing (or 
rather mis-pricing) of so-called free goods 
such as carbon emissions and the pollution 
of our atmosphere, land and water. The 
inadequacies also extend to the value we 
place on the balance sheet of a company to 
reflect a skilled, experienced and motivated 
group of people working within a common 
value system to achieve a joint purpose. 

There are many more such shortcomings in 
the current accounting model. These include 
aspects such as how the expectations 
of significant stakeholder groups, which 
effectively grant business a licence to 
operate, are reflected in business strategy, 
operational arrangements, risk management 
and, finally, reporting.

In 2011 the Carbon Tracker Initiative released a report 
entitled ‘Unburnable Carbon – Are the world’s 
financial markets carrying a carbon bubble?’

3 Unburnable Carbon – Are the world’s financial markets carrying a carbon bubble? Carbon Tracker 
Initiative. (http://www.carbontracker. org/carbonbubble)
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The accounting profession’s role  
The important question professional 
accountants and business leaders 
(where in South Africa many accounting 
professionals will spend the majority of 
their careers) therefore need to ask is: 
what role can they play in helping to 
address the sustainability challenges facing 
our country and our planet? 

Many would believe that accounting 
professionals are merely detached 
scorekeepers keeping score from the pavilion 
while watching and refereeing the game 
of economic interaction. Deloitte South 
Africa does not believe this to be correct. 
Professional accountants are far more than 
mere referees or umpires. Their work is part 
and parcel of the serious process through 
which accountability to various stakeholders 
is effected and economic and other rewards 
are distributed. 

The preparation of financial records, 
financial statements and Corporate 
Reports to stakeholders and the objective 
and independent assurance provided by 
professional accountants on those records 
and financial statements have far-reaching 
practical consequences for each and every 
one of us. 

The practical consequences of the way 
we account for, and report on economic 
transactions and performance include the 
determination of the amount of tax we 
pay, the rates we pay for our electricity 
consumption, and even the toll fees we 
are going to pay on the Gauteng freeway 
system. There is indeed some truth to the 
adage ‘accounting policies make the world 
go round’. 

A next consideration to take into account in 
this regard is South Africa’s position in the 
world of Auditing and Reporting Standards. 
In the latest World Competitiveness Report 
of the World Economic Forum for 2011–
20124 (the report is published annually), 
South Africa is again rated first in the world 
in the category of Auditing and Reporting 
Standards. Clearly, we are a world-class 
player in this respect. 

Completing the favourable environmental 
framework conditions for the South 
African accounting profession and, as the 
reader is probably fully aware of, a very 
relevant, important and topical initiative 
to attempt to make Corporate Reports 
more appropriate and relevant, is that of 
integrated reporting and the rendering of 
Integrated Reports. South Africa is at the 
very forefront of this development, with the 
JSE Limited requiring listed companies with 
year-ends commencing on or after 1 March 
2010 to submit Integrated Reports as part 
of their annual public reporting process, or 
to explain why they choose not to do so. 

So, on a conceptual level, given the clear 
need, the prevailing favourable framework 
conditions and the clear and consistent 
high international regard for South Africa’s 
professional accountants, the profession is 
certainly well placed to make a fundamental 
and positive contribution to improving 
corporate reporting.

Integrated reporting, and the rendering of an 
Integrated Report, should accrue benefits to the 
company and its stakeholders alike.

4 World Competitiveness Report 2011–2012. World Economic Forum. Geneva, Switzerland.
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Integrated Reports and the practical 
progress made 
An Integrated Report is the output of the 
extensive underlying effort and processes 
that precede it. Integrated reporting 
encompasses the processes that enable 
the organisation to properly understand 
the economic, environmental, social 
and governance context within which 
it operates. It also allows a company 
to formulate and operationalise an 
appropriate strategy – which embeds 
material sustainability issues – to 
comprehensively identify the risks it is 
facing, to determine how best these may 
be mitigated, and to institute the required 
management and reporting arrangements 
in this regard. 

Integrated reporting, and the rendering 
of an Integrated Report, should accrue 
benefits to the company and its 
stakeholders alike. For the company, the 
predominant value lies in the strategic and 
operational effect of having scrutinised and 
analysed a full suite of business impacts 
and risks, the resultant deeper insights, 
and the subsequent required adjustment 
to strategy and operations. Additionally, 
reporting on a properly designed set of 
holistic performance measures as part 
of regular strategic and operational 
processes provides the incentive and 
ability to improve performance. For 
the stakeholder, the Integrated Report 
increases understanding of the company, 
its management, strategy, operation, perils 
and prospects. 

In the final analysis, integrated reporting 
and the rendering of an Integrated Report, 
when executed with the requisite rigour, 
allows the company and its stakeholders 
to make better-informed decisions about a 
company’s ability to sustain value creation.  
At the end of the first quarter of 2012, 
Deloitte South Africa had completed two 
rounds of substantial research into the 
quality and extent of integrated reports. 
These reports were part of the result of the 
transitional journey from the traditional 
annual financial report (in some cases 
supported by a sustainability report), to the 
inclusive Integrated Report as required by 
the JSE. 

In formulating the evaluation criteria for the 
research, Deloitte considered a combination 
of codes, standards and regulations, and 
also incorporated international good 
practice on the more subjective areas of 
integrated reporting, such as the strength 
of the link between strategy, risk and key 
performance indicators; the manner in 
which the sustainable development agenda 
is addressed, and the extent to which 
the report covers matters relevant to the 
organisation. Companies are still reluctant 
to set measurable non-financial targets.
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The research conducted reveals the 
following top 10findings on the practical 
state of integrated reporting in South 
Africa: 
1. Companies that have not properly 

embraced the concept of integrated 
reporting are becoming increasingly 
isolated. The foundations of Integrated 
Reports are strengthening in terms of 
the average level of adoption. According 
to Deloitte’s interpretation, the quality 
of Integrated Reports have increased 
substantially between the two research 
periods.

2. Although companies are increasingly 
starting to engage with broader 
sustainability issues because these issues 
affect their business, they have not yet 
adequately embedded sustainability into 
their business strategy and processes. Of 
all the subjects examined, addressing the 
sustainability agenda still remains the 
lowest-scoring area.

3. Contrary to popular belief, the response 
to King III is still not as strong as many 
boards believe. Deloitte’s research 
showed an average disclosure score of 
51% for listed companies with year-ends 
commencing on or after 1 March 2010. 
Responsible boards should pay attention 
to this in anticipation of institutional 
investors adopting the recently released 
Code for Responsible Investing in South 
Africa (CRISA) from February 2012 
onwards. A most common weakness 
is companies’ response to IT risk 
management and the effectiveness 
of risk management and practical 
compliance programmes.

4. Companies are still reluctant to set 
measurable non-financial targets. Only 
a third of the companies analysed 
were willing to disclose tangible 
non-financial targets linked to strategy 
and stakeholder concerns.

5. The definition of materiality as it relates 
to non-financial information is not well 
explained and continues to be a matter 
requiring further attention.

6. The assurance regime applied in 
Integrated Reports requires substantial 
attention. Independent and objective 
assurance obtained on nonfinancial 
information remains at a relatively low 
level. However, many companies did 
comment on the fact that they have 
embarked on the journey to establish a 
sound assurance regime.

7. Reporting on stakeholder engagement 
has improved, but the alignment of 
identified and moderated material 
concerns with strategy, key performance 
indicators and remuneration still requires 
improvement.

8. The ethics performance of companies, as 
required by King III, is not well reported 
on or adequately assured. This is a 
point of fundamental concern, as it may 
indicate the level to which the professed 
value system of a company is actually 
applied in practice.

9. It is easy to spot the window-dressers. 
Producing an Integrated Report in the 
absence of a proper process allows the 
reader to easily identify companies that 
produce a report merely to apply the 
guidance rather than embedding and 
integrating environmental, social and 
governance (ESG) aspects into their 
business model and strategy. 

Companies are still reluctant to set measurable 
non-financial targets.
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10. Slowly but surely, supply chain 
management will be impacted. The 
majority of companies commented on 
the importance of linking the wider 
sustainability agenda to innovative 
activities and supply chain management. 
The wider impact of this should 
be considered by entities featuring 
elsewhere in the supply chain, whether 
they are subject to integrated reporting 
requirements or not. 

Conclusion 
The research quoted above demonstrates 
that companies are beginning to respond 
positively to the requirements and the 
benefits of integrated reporting. However, 
in order to truly drive and effect integration, 
the conclusion is obvious that we need a new 
paradigm, underpinning new mindsets and 
tools to survive and thrive in the 21st century. 
Whatever supporting role governments will 
play in addressing these challenges, including 
those of improved and smart regulation, it 
will be the private sector, with its superior 
ability to innovate and optimally direct 
resources, that will have to lead the charge 
and effect the pivotal changes required if we 
want to be successful in this endeavour of 
ensuring that we enable a sustainable future.

The accounting profession already plays a 
vital role in ensuring that business properly 
executes its accountability to various 
stakeholders and distributes economic and 
other rewards appropriately. The preparation 
of financial statements and Corporate 
Reports to stakeholders on the one hand, 
and independent assurance provided by 
professional accountants on those reports 
on the other, have far-reaching practical 
consequences. Furthermore, the profession 

now has a pivotal role to play in working 
and contributing to further develop and 
operationalise concepts such as integrated 
reporting and Integrated Reports. In so doing, 
they will create competitive advantage for the 
organisations with which they are associated, 
and also contribute to the goal of achieving a 
more sustainable form of capitalism. 

Moving beyond the more traditional reporting 
and assurance roles of the accounting 
profession, accounting firms are also starting 
to engage on how sustainable capitalism can 
be advanced through new and innovative 
ways of thinking and organising. One 
example of this in the business advisory area 
is where Deloitte’s Innovation Services (in 
collaboration with Volans, a London-based 
sustainability consultancy) has undertaken 
to establish an innovation platform for 
organisations across industries to collaborate 
in defining a future of ‘zero impact growth’, 
ie a vision of growth which has zero negative 
impact on the environment. This Zero Hub 
programme seeks to explore how and why 
a joint movement across industries towards 
zero impact growth could help break the 
sustainability barrier and serve as tomorrow’s 
new growth paradigm. Exploring various 
growth scenarios, within the constraints of 
global challenges such as population growth, 
pandemics, poverty, proliferation, pollution 
and the societal pressures of sustainability 
and globalisation, the Zero Hub aims to 
co-create cross-industry adaptation plans to 
move from business as usual towards a model 
of zero impact growth. This initiative is but 
one example of the innovative thinking, and 
doing, which will be required to effect the 
paradigm shift to achieve a more sustainable 
form of capitalism.

The accounting profession already plays a vital role in 
ensuring that business properly executes its 
accountability to various stakeholders and distributes 
economic and other rewards appropriately.
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