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Broadly speaking, companies are the engine room of our industrialised
economy and make a lot of positive contributions to modern society, but
they also have enormous negative social impacts. Companies collec-
tively employ millions of people. If a company collapses it arguably af-
fects employees a lot more directly and acutely than investors, since
employees have their undiversified human capital invested in their
company. Companies with unsafe work practices kill and injure thou-
sands of employees each year.! Companies manufacture and sell prod-
ucts. If they sell dangerous products this will directly and acutely affect
consumers. Vivid examples are companies which sold products such as
thalidomide and more recently the Dalkon Shield. Also industrial com-
panies are pulling down our forests, mining our land and pumping out
their toxic wastes into our rivers, oceans and sky.? Notable examples of
horrendous pollution are the Exxon Valdez oil spill in Alaska and in
South Australia the continuing problem of lead contamination of the air
by BHP at Port Augusta.

These issues are critical and must be, and to some extent are being,
tackled head on. The principal controlling device is substantive laws
which directly regulate these matters. In Australia there are a vast array
of laws designed to protect employees,* consumers* and the environ-
ment.* Without in any way derogating from this approach, mandatory
disclosure rules have their part to play in the arsenal of weapons to
tackle these problems.® Indeed such disclosure rules could complement
these substantive rules.

Social information defined

There is a maturing corporate social responsibility movement which
has defined corporate social responsibility as ‘the impact of a compa-
ny’s activities on the welfare of a society’.” Corporations have a range
of impacts on society which are traditionally broadly categorised ac-
cording to the constituents they affect namely:

o employees, embracing such issues as health and safety, the physical
and psychological working environment and equal opportunity.? In-
cluded in this category are issues such as sex discrimination, racial
discrimination and ‘sweat shops’ which occur both locally and in de-
veloping nations;

e consumers, where the origin, quality, composition, suitability and
safety of goods and services are important;

o the community. Corporations are part of the community and corpo-
rate activities impact on it. For example, companies often have busi-
ness premises in a local community where most of their employees
and their families live. Perhaps the most startling impact a company
can have is in a smaller community where the company is the pre-
dominant employer and decides to shift its operations. Also a com-
pany’s efforts at philanthropy and political donations (and even brib-
ery!) are usually listed under this category; and
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e the environment, where manufacturing activities in par-
ticular can have a devastating effect.

It naturally follows that corporate social reporting is
information on these topics. It is not surprising that the
purpose of corporate social reporting is ‘to establish and
communicate the social impacts of business actions on those
who are affected by them’.®

Is disclosure of social information warranted?

Whether disclosure of social information is warranted is
contested ground. However, it is possible to justify social
disclosures on the following bases:

e The basic norm of corporate law is profit maximisation in
the interests of shareholders.!® Therefore, voluntary,
seemingly altruistic expenditures, are only acceptable so
long as they can be justified according to the long-term
profitability of the company. Arguably if directors choose
to depart from a strict profit-maximising position they
should report this information to shareholders and justify
the expenditure, otherwise such expenditure is funds
taken from the bottom line profit shareholders are entitled
to. This will catch some forms of social information, nota-
bly positive acts that benefit constituencies other than
shareholders. However, disclosure under this justifica-
tion will not catch negative social impacts a company has
in the normal course of conducting its business.

¢ Despite the basic profit maximisation norm, corporations
are compelled to comply with the law even if corporate
profits are thereby reduced. Arguably therefore, disclo-
sure of a corporation’s compliance with social-oriented
laws is justified. Disclosure by companies of their com-
pliance with the vast array of social laws would go a long
way to providing adequate disclosure.

¢ Corporate social reporting provides relevant information
to shareholders as investors. It is argued that a balanced
degree of corporate social responsibility is a sign of a
flexible, sensitive and responsive management style that
results in higher profitability'! and there is a link between
social responsibility and long-term planning.'? A view to
the long term is generally viewed as a sign of good man-
agement.

e The interests of other stakeholders in corporations or as a
matter of public policy. Since a corporation’s social be-
haviour principally affects people other than shareholders
(namely employees, consumers and the public generally)
this is a particularly compelling argument.'?

Mandatory disclosure laws

The Corporations Law and the regulations made thereunder
do not explicitly require disclosure of any social informa-
tion. Disclosure of some social information may occur in the
financial statements or the notes to them. Some socially ori-
ented behaviour of corporations has a financial impact and,
therefore, disclosure of this will appear in the financial state-
ments. It is in the more detailed regulation of the accounts,
particularly the Accounting Standards, that disclosure of
three types of social information arises. These accounting
rules require disclosure of employee entitlements, restora-
tion costs in the extractive industries and contingent liabili-
ties. Liabilities of a social nature, such as environmental
litigation or warranty claims for faulty products, will often
be contingent liabilities and, therefore, would have to be dis-
closed in this way.
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As all of these three potential disclosures occur in the
financial statements, they are subject to the usual require-
ment that the amounts involved be material. Therefore, in
public companies with very large market capitalisations, it is
likely that only very significant social events will have to be
disclosed in the accounts. It is strongly arguable that these
matters are so important that they should not be bounded by
the materiality requirement. This certainly is the approach
adopted in the US concerning disclosure of environmental
litigation involving 4 government authority.!4

Besides disclosure in the financial statements there are
two other ways disclosure of social information may arise.
First the director’s report must describe the corporation’s
business and any significant changes to the company’s
operations during the financial year, after balance date (up
until the time of the report) and in the future (although this is
optional). These are very general requirements that do not
specifically require the disclosure of any social information.
However, if a particularly significant social development
arose it may have to be disclosed under these requirements.
Only particularly noteworthy developments would need to
be reported since the threshold is ‘significant change’ or
‘significant affect’. Second, particularly pertinent social
information may need to be disclosed under the continuous
disclosure regime.'s However, disclosure is only required of
material events so the same argument of materiality of finan-
cial information (as above) is relevant.

As is self-evident from this description, the current
mandatory disclosure requirements are very piecemeal and
limited. In contrast both the UK'¢ and the USA' require
some corporate social reporting to shareholders.

Voluntary disclosures — empirical studies

Despite only very limited corporate social reporting obliga-
tions in Australia some companies are sensitive to and vol-
untarily disclose some social information. There have beena
myriad of empirical studies undertaken of social reporting
by companies. It is not feasible to summarise all of these
studies in this article.'® I recently undertook a study of social
disclosures by corporations in 1995. I reviewed the reports
mentioned below for fiscal year 1995 of the top ten listed
companies in Australia and the US. In Australia the corpo-
rate fiscal year is commonly from 1 July to 30 June, whereas
in the US it is commonly the calendar year. My study was for
Australian companies of the 199495 fiscal year, although
one company had a calendar financial year and another’s fis-
cal year was from 1 October to 30 September. Those reports
were:

e for Australian corporations, the annual report to share-
holders and notice of the AGM; and

e for US corporations, the annual report to shareholders,
the Form 10-K and the proxy statement for the AGM.

Restricting the study to the top ten corporations results in
a limited sample. However the hope is that these corpora-
tions would and could afford to implement the best social
disclosure practice available. This hope is supported by the
findings of previous studies.!’

The results of my study are summarised in Table 1 below.

All companies in the sample made some disclosure about
their employees. Thereafter, disclosures of the environment
and community involvement were roughly the same. This is
explained by the increased importance the environment has
as a social issue.
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The most common methods of disclosure were by narra-
tive disclosure and monetary statistics. Most corporations
adopted a combination of both methods. Noticeable also is
the high number of disclosures by US corporations of their
compliance with legal requirements (and the complete
absence of this method in Australia). In the US the most
common such disclosures were compliance with environ-
mental laws followed by a small number of disclosures about
compliance with product standards, labelling laws and equal
opportunity legislation. These types of disclosures occurred
in the Form 10-K under the heading Description of Business,
Management, Discussion and Analysis, and Legal Proceed-
ings or in the proxy statement pursuant to shareholder requi-
sitioned resolutions. So such disclosure is almost always
only made by the authors of these documents when required
by mandatory disclosure rules.

Australia USA

Type of social data
disclosed Companies making
disclosure?’
Employees 10 10
Consumers 3 6
Energy 1 4
Environment 6 9
Community 8 8
Other 5 5

Method of information disclosed = Number of disclosing

companies
Narrative 10 10
Statistical (monetary) 9 10
Statistical (non-monetary) 3 6
Comparison with social indicators 0 0
Legal compliance 0 6
Social balance sheet 0

Extent of disclosure (pages) Number of disclosing

companies
1-2.5 4 0
2.5-5 4 1
5-7.5 2 2
7.5-10 0 2
Greater than 10 0 5

Bad news Number of disclosing
companies
Employees 2 5
Consumers 1 4
Energy 0 1
Environment 2 7
Community 0 1
Other 2 0

The amount of disclosure made by corporations in my
study is significantly higher than in previous studies. This is
consistent with the recognised trend to increased disclosures
over time.?! However, this is where my sample from the top
10 companies may not be particularly representative. Also,
the US statistics, which are particularly high, are inflated to
the extent that not all companies fully utilised the integrated
disclosure regime. So some companies made the same or
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very similar disclosures in both the 10-K and the annual
report to shareholders and both were counted in my study. In
addition, all of the US corporations referred in their annual
reports to special documents dedicated to aspects of their
social policies and performance. These documents were
often quite lengthy but were selective and painted a picture
very favourable to the corporation. Only one Australian
corporation referred to such a report (which was incomplete
at the time the annual report was published).

Disclosure of bad news was almost exclusively only
reported because the disclosure laws mandated such disclosure.
In Australia this was principally under disclosure of contingent
liabilities. However, one case seems to have been voluntary,
but may have been reasonably notorious in any event (report-
ing the deaths of several miners). There is some empirical
evidence which supports this contention, at least when the
media give widespread coverage to the issue.?? In the US
disclosure of bad news appeared under several categories
because laws required such disclosure. This practice strongly
points to the need for mandatory disclosure rules if social
disclosures are considered to be important and serious.

The protean concern arising from my and other studies is
the tendency of corporations to only report good news. For
example, existing practices indicate a difference between a
company’s actual environmental performance and its disclo-
sure on this topic.? This is most telling even when it has been
established that there is bad news to report (successful prose-
cution for breach of environmental laws) but there is no
disclosure of this in the annual report (although positive
disclosures increase).?* There is even evidence of significant
disparity of the type of disclosures made by companies in the
same industry which were under the same compulsory
disclosure rules and would be likely to be subject to the same
types of liabilities under environmental laws.®> Many
companies do not make any disclosures, in clear contraven-
tion of the law. Those companies which did make a disclo-
sure often provided inadequate information to enable readers
of the information to make rational decisions.?® The general
consensus is that corporate social reporting degenerates into
a public relations exercise that reveals very little of compa-
nies’ true social performance.?”’” Another risk is that reporting
will be spasmodic (in particular there is evidence that the
‘luxury’ of corporate social reporting decreases during an
economic recession).?® Also industry type and the role of
environmental lobby groups can ‘pressure’ particular
companies into voluntary disclosures in an attempt to legiti-
mise themselves. The conclusion is that current disclosure
practices are woefully inadequate. The disclosures made
certainly cannot be regarded as high quality when measured
against criteria of accuracy, credibility, completeness, etc.

This conclusion itself points to the need for mandatory
and comprehensive corporate social reporting. Corporations
are using the lack of mandatory regulation to attempt to
manipulate information about their true social performance
which deflects potential criticism and activism. There are
many models for how corporate social reporting can and
should be done.? None of these are necessarily easily imple-
mented or entirely satisfactory on their own. However, if
some form of mandatory corporate social reporting is imple-
mented then, over time, it will mature and become increas-
ingly sophisticated. Hopefully, corporate social reporting
will become more comprehensive, comparable and thus less
prone to manipulation. Over time it is possible to observe the
same happening with financial accounting which is continu-
ing to mature, particularly with the evolving body of rules set
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out in the accounting standards. My hope, based on this
observation, is that corporate social reporting will similarly
mature and evolve. However, the necessary next step is to
make corporate social reporting mandatory. As a voluntary
exercise it will simply languish as a public relations tool,
rather than being a serious obligation for which corporations
and managers should be accountable.

The first, tentative step down this path has now been
taken. The Company Law Review Act 1997 (Cth) was
amended in the Senate at the instance of the Labor party and
the Democrats. The amendment alters the Corporations Law
by obliging directors to provide in their annual report:

ifthe entity’s operations are subject to any particular and signifi-
cant environmental regulation under a law of the Common-
wealth or of a State or Territory — details of the entity’s
performance in relation to environmental regulation. [s.299(f)]

This amendment does not apply to financial years ending
on or before 1 July 1998. The first disclosures will occur for
the 1998-99 financial year with annual reports usually appear-
ing in October and November. This delay is frustrating but is
appropriate as many companies will have to implement envi-
ronmental compliance programs in order to be able to comply
with this legislation. It will be interesting to see which envi-
ronmental regulations will be regarded as ‘significant’ and
which as insignificant! (Is there such a thing as an insignifi-
cant environmental regulation?) Compared with the range of
topics corporate social reporting can cover, this amendment
must be regarded as a very piecemeal approach to corporate
social reporting. It is welcomed as a first step but hopefully
one step down a long path that will be fully trod. However,
this topic remains a political football. Despite agreeing to the
amendments to ensure the Act was passed and passed on
time, the Government has since announced that it opposed
this amendment (and some others). It has referred these
matters to the Parliamentary Joint Committee on Corpora-
tions and Securities. The very real prospect is that this new
provision may be repealed prior to it being operative!*°
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