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nvironmental, social, and

governance (ESG) reporting

is becoming more and more

mainstream for companies,
and investors expect transparent infor-
mation about ESG issues. However,
there is often a gap between what com-
panies disclose and what investors re-
ally want to know.

In today’s economy, financial met-
rics reflect only part of a company’s
true value. Intangible assets such as
talent, customer reach, and brand are
increasingly important factors to con-
sider when deciding to invest in or ac-
quire a business. More stakeholders
are starting to include ESG factors
when they assess a company’s strat-
egy, risk profile, and ultimately, its
plan for creating long-term value.

ESG factors can also help stake-
holders evaluate a company’s brand
risks, appeal to customers, and ability
to attract talent. Investors realise that
ESG factors are important but there is
currently a disconnect between what
they want to know and what compa-
nies disclose. And the reasons behind
this disconnect are quite complex.

Information divide

Through our work with diverse
clients, we have observed that in-
vestors are very interested in ESG fac-
tors and that they consider them when
making investment decisions. In-
vestors want to know about a com-
pany’s exposure to climate risks, its
efficiency and stewardship in using
natural resources, the quality and
safety of its products, and how it treats
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An ESG quality gap
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its workers. Many companies have
started to report ESG factors in re-
sponse to these increased expectations
for more transparency. However, there
is no complete alignment between
companies and investors on what,
where, and how often to report.

So what is the problem? There are,
in fact, several. First of all, companies
and investors see different value in dis-
closing ESG information: while com-
panies focus on growth, investors
focus on risks. Investors and compa-
nies also speak different languages
when it comes to ESG — a challenge
made worse by the competing frame-
works and standards designed for dif-
ferent audiences. While both investors
and companies agree that reporting
ESG information is good for the
broader stakeholder group, many com-
panies are not sure if and how in-
vestors really use this information.

Institutional investors often have
professional teams that focus on the
risks facing the companies they invest
in, yet not all investors are able to con-
nect the ESG data from the steward-
ship or governance oversight part of
the organisation with what is used on
the investing side. As a result, chief in-
vestment officers and portfolio man-
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A number of ESG standards and
frameworks available:

* GRI's Sustainability Reporting Standards

* The International Integrated Reporting
Council’s Integrated Reporting Framework
¢ SASB industry-level Sustainability
Accounting Standards

agers may not focus on the ESG data
—which can send a message to compa-
nies that ESG information is not a crit-
ical factor in the overall investment
decision-making.

There are several reasons why
chief investment officers and portfolio
managers are not using the data. For
starters, there is no consistent defini-
tion of ESG, making it mean different
things to different people. Another
issue is that ESG disclosures are vol-
untary, so companies can choose
among different frameworks for re-
porting — resulting in information that
is not necessarily comparable from
company to company.

Bridging the gap

So, how should this problem be
dealt with? A turning point in embed-
ding ESG data in corporate reporting
will happen when institutional in-
vestors demonstrate that this data plays
a key role in their investment deci-
sions. More available, consistent and
reliable information could play a big-
ger role in portfolio management.

ESG information would certainly
be more useful if commonly recog-
nised standards were used when dis-
closing ESG metrics. According to a
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study by PwC US in 2016, more than
nine out of ten investors (92 per cent)
said that S&P500 companies were not
disclosing ESG data in a way that
made it easy to compare to other com-
panies. Meanwhile, 60 per cent of cor-
porates in the survey said the data they
disclosed was comparable to that of
other companies. This gap in the way
the two groups think about ESG dis-
closure is a big divide. Corporates are
quite confident of the information they
are disclosing and its comparability to
that of their peers. Most investors, on
the other hand, do not think that the
disclosed information enables easy
comparisons.

Investors would benefit from
standard ESG disclosure within a
consistent global reporting frame-
work. Having formal and consistent
standards can help them better inter-
pret the information. Some investors
believe that ESG reporting will sup-
port operational and financial per-
formance and how companies
manage it to achieve long-term finan-
cial sustainability and offset long-
term risks. But until we get to a
common framework and set of stan-
dards, inconsistent disclosure will af-
fect the usefulness of ESG data.
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Raising quality of ESG disclosure

According to assessments by local
exchanges, the disclosure of ESG in-
formation by listed companies in Viet-
nam has improved over the years in
compliance with the provisions set out
in Circular No.155/2015/TT-BTC is-
sued by the Ministry of Finance, which
clearly stipulates the disclosure of
ESG performance of companies. The
overall quality of reporting was raised,
while the number of companies pro-
ducing reports also increased. ESG
disclosures were also bright spots in
the 2018 annual reporting season, re-
flecting the adoption of international
best practices and meeting investors’
requirements on quality of disclosure.

As part of the 2018 ESG perform-
ance assessment review done by the
Ho Chi Minh City Stock Exchange
(HSX) and the International Finance
Corporation (IFC) with technical assis-
tance from PwC, companies were
called on to be more focused and
proactive in their communications
with investors about ESG issues, as
well as listen to their concerns and re-
spond appropriately. Disclosing ESG
information in a clear, transparent
manner will help companies improve
medium and long-term growth
prospects and reduce risks. Investors
are also continually improving their
connections and integrating informa-
tion gained from functional depart-
ments into investment analysis and
decision-making. The results of the
ESG disclosures are the basis for the
Vietnam Sustainability Index (VNSI),
which was officially launched by HSX
in July 2017 and continually revised in
2018. This is a new metric in the stock
market, in line with international prac-
tices and aimed at promoting respon-
sible investment. Hopefully, with the
participation of proactive companies in
the VNSI index, there will be more op-
portunities to access green funds and
capital from international investment
funds and financial institutions. These
will certainly contribute to the sustain-
able growth of the Vietnamese stock
market in the coming time.m



