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‘It took me a surprisingly long time to embrace the idea that accountants hold the key
to saving civilization’

Rebecca Henderson, Reimagining Capitalism in a World on Fire (2020)*
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The explosion of environmental, social and governance
(ESG)-related data sometimes leaves us sitting with our
heads in our hands. For example, we have seen
company annual reports swell from close to 100 pages
in 2010 to nearly 500 last year. Not all this growth is
because of ESG content but the growing interest in
ESG has contributed to the swelling of a large number
of annual reports with information that isn’t always
terribly useful. Alongside this, all the major data
providers are now selling proprietary ESG data sets
and providing sustainability rankings that are wildly
inconsistent.

It's not that we think ESG information is irrelevant or
valueless. Quite the contrary; it can be very useful. But
it is difficult to make it user-friendly. However, reading
Rebecca Henderson’s excellent book Reimagining
Capitalism reminded us that accounting standards also
used to be a mess. Their story gives us hope for the
future of sustainability data. We understand that it takes
a special kind of person to love standards but, if you
bear with us, we’ll try and explain why the right kind of
sustainability reporting really matters.

THE HISTORY OF STANDARDS

Accounting standards emerged out of the crisis that
was the Great Depression.2 Before that companies
could report however they wished, which explains the
200-word P&G report of 1919 and Unilever's 15-page
annual report of 1929 that does even not include total
sales.

The US Securities and Exchange Commission (SEC)
and the United States Generally Accepted Accounting
Principles (US GAAP) came from that and have led
ultimately to the thoughtful and comprehensive
disclosure we see in financial statements today.*

This was achieved through the rise of standards
bodies, and although there are several different
versions today (GAAP, Indian GAAP — a topic for
another day, and IFRS) there is broad agreement on
what should be disclosed and how, as well as
consequences for non-compliance. This gives us the
ability to look across a broad spectrum of businesses
operating in different jurisdictions and compare their
financial performance. IFRS (International Financial
Reporting Standards), for example, has been accepted
across more than 140 countries.*

Where the world is moving to, however, is a
realisation that accounting standards don’t seem to
account for a planet that is becoming hotter, growing
inequality, declining biodiversity or simply the fact that
our current path of progress does not look sustainable.
Capitalism of the future needs to understand the real
cost of doing business and the consequences of the
sale of products or services. Nature may abhor a
vacuum, but data providers might beg to differ. This has
resulted in a proliferation of proprietary standards and
data sets as a scramble begins to try and own ESG
data. But a world where the data many stakeholders
need to make informed decisions is hidden behind
paywalls doesn’t seem to us to be the solution.

One concern we have with some sustainability
reporting is it enables companies to deflect from
material issues. For example, many businesses now
report on progress towards the United Nation’s
Sustainable Development Goals, which comprise a set
of aspirational outcomes that even the hardest-hearted
capitalist would struggle to deny. The challenge with
these is that companies can choose what to report, so
the informational content in what is disclosed is very
low and the materiality suspect.

A company we looked at recently even claimed to
contribute to reducing world poverty by paying

salaries... This may be true, but it is not helpful in
distinguishing between good and bad companies.

WHAT MAKES A GOOD SET OF
STANDARDS?

Good standards need to be decision-useful, material,
comparable and cost-effective to report on. Having a
good set of standards will allow us to distinguish
between sustainable leaders and laggards, measure
progress over time and hold management and owners
to account.
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At this point we would like to introduce Jean Rogers, an
engineer by training and a champion of standards. In
2011, she founded SASB (saz-BEE; the Sustainable
Accounting Standards Board), which she led for seven
years. The thinking behind this was the very definition
of a good standard and was driven by a focus on
materiality, or measuring what matters. To do this well
requires an industry-based approach. The carbon
emitted by a cement company or an airline matters.
The carbon emitted by a chain of pharmacies is not so
material, but its patient outcomes are.

SASB has created a detailed set of disclosures by
industry (77 currently) that focus on the things that
make a material difference to the long-term value of a
business, tempered by a focus on the pragmatic — i.e.
cost-effectiveness. In many instances the data is
already being recorded by companies — it just isn’t
being published in a standardised format.

We were encouraged in a recent conversation with a
South African pharmacy we own on behalf of a client
regarding SASB. Although the company doesn’t
currently report according to the standard, they were
excited by the prospect of something that focused on
materiality. They already measure patients’ health
outcomes, one of the material facts required by SASB,
and believe they have a genuine advantage in this
area. This example highlights that the best companies
are likely to gain an advantage as material data
becomes more widely available thanks to their
sustainable positioning. The best companies should
attract capital at a lower cost and ultimately, we believe,
be preferred by customers. Greater transparency
should help the kinds of companies we like to own.

THE CHALLENGE NOW IS ADOPTION

Although the good companies will embrace this
standard, weaker ones will not. Some progress has
been made, with around half of the S&P 1200 now
disclosing according to SASB’s standards and around
one quarter of the companies we hold.® There is still a
considerable way to go.

It was in this context that we were, if we may use the
word, excited by the announcement that a number of
sustainability reporting organisations are coming
together to form the ISSB (International Sustainability
Standards Board), including SASB.® This organisation
will sit alongside the IASB (International Accounting
Standards Board), which is responsible for IFRS, the
near-global accounting standard referred to earlier. This
development puts the work behind SASB into a position
where it is likely to evolve into globally accepted
sustainability disclosure standards.

The path may not be an easy one: There are a lot of
vested interests that will not want to publicise their poor
performance and data providers that would rather keep
information proprietary.

It’s not just about the figures: Even if the standard
becomes global it may suffer from some of the same
issues that accounting standards do. The Coke
System, which comprises a number of family-owned
bottling companies around the world, is a good
example. They already report data according to SASB
but the energy per litre sold consumed by Coke
Hellenic is not directly comparable to that used by its
peer Coca-Cola Euro pacific Partners because of the
different countries that they operate in.”# As with
accounting data, it will remain important to understand
the why and the how, rather than simply the what.
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CONCLUSIONS

Hopefully, if you’'ve made it this far, you'll be feeling,
like us, a little more optimistic about the future of
disclosure of the kind of data that will allow us to make
more informed decisions based on long-term
sustainability considerations. We have always believed
that the long-term financial outcome of a business
relies on it behaving sustainably and that the best
businesses will create advantage for themselves by
positioning themselves ahead of expectations and

exploiting the benefits of the positive reputation this
creates. Itis likely, we believe, that increased
transparency will help the type of companies we own
because this kind of advantage translates into the way
companies are valued. Finally, for companies that are
not behaving sustainably there will be a strong
incentive to improve, which can only be good for all of
us in the long-term.
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Disclaimer

For investors residing in the United Kingdom

Skerryvore Asset Management LLP (“Skerryvore”) is an appointed
representative of BennBridge Ltd (“BennBridge”), based at 45
Charlotte Square, Edinburgh, EH2 4HQ. BennBridge is a limited
company registered in England with registered number 10480050.
The registered office is Windsor House, Station Court, Station
Road, Great Shelford, Cambridge CB22 5NE. BennBridge is
authorised and regulated by the Financial Conduct Authority (FRN:
769109) and acts as the investment manager to the strategy.

Any projections, market outlooks or estimates contained in this
presentation constitute forward looking statements and are based
on certain assumptions and subject to certain known and unknown
risks. Accordingly, such forward looking statements should not be
relied upon as being indicative of future performance or events.
Past performance is not indicative of future results. The value of
investments and the income from them may go down as well as up
and investors may not get back the amounts originally invested.

Broad-based securities indices are unmanaged and are not
subject to fees and expenses typically associated with managed
accounts or investment funds. The performance of the index
represents unmanaged, passive buy-and-hold strategies,
investment characteristics and risk/return profiles that differ
materially from managed accounts or investment funds, and in
investment in a managed account or investment fund is not
comparable to an investment in any index or in the securities that
comprise the indices. The volatility of the index may be materially
different from the individual performance attained by a specific
investor. In addition, the Strategy’s holdings may differ significantly
from the securities that comprise the index. The index has not
been selected to represent an appropriate benchmark to compare
an investor’s performance, but rather is disclosed to allow for
comparison of the investor’'s performance to that of certain well-
known and widely recognized indices. You cannot invest directly in
an index. Information is current as at the date of this document
and may change without prior notice. This document may not be
reproduced or distributed by the recipient, in whole or part, except
that this document may be provided to the recipient’s advisers in
connection with an evaluation of a potential investment.

This document is being provided by BennBridge for informational
purposes only and should not be construed as investment advice.
It is not a recommendation of, or an offer to sell or solicitation of an
offer to buy, any particular security, strategy or investment product.
BennBridge’s research for this presentation is based on current
public information that BennBridge considers reliable, but
BennBridge does not represent that the research or the
presentation is accurate or complete and it should not be relied on
as such. The views and opinions contained herein are those are
those of Glen Finegan and his team. They do not necessarily
represent views expressed or reflected in other BennBridge
investment communications or strategies and are subject to
change.

In the United Kingdom, this document is only available to persons
who are (i) investment professionals within the meaning of Article
19 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (“FP Order”), (ii) high net worth companies
and certain other entities falling within Article 49 of the FP Order;
or (iii) to any other persons to whom such communications may
lawfully be made. It must not be acted, or relied, upon by any other
persons.

RISK FACTORS

The counterparty to a derivative or other contractual agreement or
synthetic financial product could become unable to honour its
commitments to the fund, potentially creating a partial or total loss
for the fund. The fund can be exposed to different currencies.
Changes in foreign exchange rates could create losses. A
derivative may not perform as expected and may create losses
greater than the cost of the derivative. If a fund uses derivatives for
leverage, it makes it more sensitive to certain market or interest
rate movements and may cause above-average volatility and risk
of loss.

Equity prices fluctuate daily, based on many factors including
general, economic, industry or company news. In difficult market
conditions, the fund may not be able to sell a security for full value
or at all. This could affect performance and could cause the fund to
defer or suspend redemptions of its shares. The fund may take
positions that seek to profit if the price of a security falls. A large
rise in price of the security may cause large losses.

For investors residing in Australia or New Zealand

This information is issued by Bennelong Funds Management Ltd
(ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the
Skerryvore Global Emerging Markets All-Cap Equity Fund. BFML
has appointed BennBridge Ltd (‘BennBridge’) as the Fund’s
Investment Manager, which is authorised and regulated by the UK
Financial Conduct Authority. BennBridge is a Corporate
Authorised Representative of BFML (AFSL Representative No.
1281639). All regulated activity relating to portfolio management,
including execution of trades, takes place within BennBridge as
the regulated entity.

Skerryvore Asset Management LLP (‘Skerryvore’) is a boutique
asset management team. The company is majority owned by team
members, and minority owned by BennBridge. Skerryvore’s
personnel are assigned to BennBridge in order to provide portfolio
management and trading activities. Skerryvore and BennBridge
are collectively referred to as 'the Skerryvore team’.

This is general information only, and does not constitute financial,
tax or legal advice or an offer or solicitation to subscribe for units in
any fund of which BFML is the Trustee or Responsible Entity
(Bennelong Fund). This information has been prepared without
taking account of your objectives, financial situation or needs.
Before acting on the information or deciding whether to acquire or
hold a product, you should consider the appropriateness of the
information based on your own objectives, financial situation or
needs or consult a professional adviser. You should also consider
the relevant Information Memorandum (IM) and or Product
Disclosure Statement (PDS) which is available on the BFML
website, bennelongfunds.com, or by phoning 1800 895 388 (AU)
or 0800 442 304 (NZ). Information about the Target Market
Determinations (TMDs) for the Bennelong Funds is available on
the BFML website. BFML may receive management and or
performance fees from the Bennelong Funds, details of which are
also set out in the current IM and or PDS. BFML and the
Bennelong Funds, their affiliates and associates accept no liability
for any inaccurate, incomplete or omitted information of any kind or
any losses caused by using this information. All investments carry
risks. There can be no assurance that any Bennelong Fund will
achieve its targeted rate of return and no guarantee against loss
resulting from an investment in any Bennelong Fund. Past fund
performance is not indicative of future performance. Information is
current as at the date of this document.
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