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Value Relevance of Non-Financial Information
Expanding domain of accounting
• GPFR (including notes)

- Increased narrative/textual disclosures
- Management Discussion & Analysis (MD&A)
- Risk disclosures 

- climate risk
• Sustainability (or CSR) reporting
• Now, integrated reporting <IR>

- Six capitals: financial, manufactured, intellectual, human, social & relationship, natural
- Encompasses last four of the above - in modern businesses the value is so much more than 

financial and manufactured 
• Australian Stock Exchange (ASX)

- To be listed, must comply with the Corporate Governance Code Principles & 
Recommendations or explain why not complying

- Principle 3: a listed entity should act ethically and responsible 
- Principle 7: recognise and manage risk

- Recommendation 7.4: should disclose whether it has any material exposure to economic, 
environmental and social sustainability risk and how it manages these risks

- More disclosure = more reputable firm
• Objective of providing increased disclosures = improve decision usefulness of information 

- Help current and future investors understand financial statements
- Discuss information not fully reflected in the financial statements
- Discuss important trends and risk, including those affecting future performance
- Provide information about the quality (and potential variability) of earnings and cash flows

Dimensions of sustainability
- Environmental (natural resource footprint):

- GHG emissions
- Water

- Social: 
- Human Rights
- Product Safety
- Anti-corruption
- Taxation payments

• Financial, environmental and social = Triple bottom line

Value Relevance of Non-Financial Information
• Much empirical research evidence of the decision-usefulness of non-financial information 

contained in annual reports
- Tone - positive, negative, neutral 
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Reporting Frameworks
• Much activity and many frameworks for sustainability reporting 
• Major frameworks: 

- United Nations Global Compact (UNGC)
- Global Reporting Initiative (GRI)

• Various environmental frameworks and initiatives:
- GHG Protocol
- ISO Guidelines
- SIGMA Guidlines etc.

• Web-based resources and initiatives and greater data capture
• Greater transparency in reporting - rewarded by the market

Carbon Accounting
• International 

- ETS Emissions Trading schemes
- Carbon units are financial assets & liabilities
- Stranded assets

• Australia
- “Direct Action”

- NGER National Greenhouse & Energy Reporting Act
- Mandatory reporting and assurance for large emitters
- Voluntary carbon footprint reporting 

• Reporting is only as good as the underlying information system and modelling that is 
capturing, measuring, recording the information 

• Research focus on how to improve representational faithfulness 

Sustainability information in managerial decision making
• Use of a ‘shadow’ carbon price in capital budgeting (carbon cost associated with a budgeted 

project)
• Product and process design
• Purchasing and operational decisions
• Cost control, cost allocation and pricing 
• Product retention and mix (environmentally friendly products) 
• Risk management (more than just financial risk)
• Compliance 

• Some tools/techniques used in managerial accounting:
- Value chain analysis 

- Understand sustainability impact through whole chain  

�8



- Life cycle costing
- Understanding of costs that occur from activities undertaken through the value chain

- Balanced scorecard
- A strategic planning and management system used extensively in business and industry, 

government and NFP organisations worldwide. More “balanced” view of performance 
- Align business activities to visions and strategy
- Improve internal/external communications
- Monitor organisation performance against strategic goals 

Sustainability reporting 
• Private sector sustainability reporting is voluntary

- Choice of inclusions (and exclusions)
- Problem of “greenwashing” or bias

• How can we improve the reliability of the sustainability information?
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Assurance Engagement

• An engagement in which an assurance practitioner expresses a conclusion designed to 
enhance the degree of confidence of the intended users, other than the responsible party, 
about the outcome of the evaluation or measurement of a subject matter against criteria.

• Information asymmetry issue due to possible:
- Human error
- Fraud
- Bias

• Assurance increases credibility and reliability of information
- Better decision-making by users
- Efficient allocation of scarce resources

• Audit & assurance is a product (service) supplied by professionals

Demand for audit/assurance
• Legislated demand (and voluntary)
• Agency theory (management vs owner interests)

- Agency costs reduced due to marginal benefit existing by entering into contracts for 
monitoring and bonding
- Monitory costs - cost of external audit/assurance to verify assertions of management. 
- Must be independent third party

• Investors demand quality information in assessing risks and return of their investments
• Audits improve quality  of information by lowering the associated uncertainty (estimation risk
• All other things being equal, firm providing audited information will have a lower cost of capital
• Recent research evidence that providing sustainability information improves the informativeness 

of accounting information
• Information hypothesis

- Share price is present value of expected future cash flows
- Current earnings impact future value 
- Environmental and social actions also impact future value 
- Quality information and audits = better valuation from investors

• Signalling 
- Voluntary sustainability report = signal of differential from quality
- Signals must be costly, hard to fake

�10



- Voluntarily incurs extra assurance cost
- Better assurance provider = stronger signal 

Audit & Assurance services 
• The financial statement audit is the original assurance engagement
• Sustainability is in the broader assurance engagement 

• Overview of financial statement audit:
• The purpose of an audit is to enhance the degree of confidence of intended users in the 

financial report. 
• This is achieved by the expression of an opinion by the auditor on whether the financial report is 

prepared, in all material aspects, in accordance with financial reporting framework 

Elements of an assurance engagement:
• A three party relationship: assurance practitioner, responsible party, intended users

- Intended users: who the assurance practitioner prepares the report for
- fulfil duty of care to them by a competent member of profession
- users of sustainability information broader than users of financial information 
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• The subject matter of an audit
- Wider than financial reports (CSR, GHG emissions, water, OHS, etc)
- Use of multi-disciplinary teams to audit non-financial information
- Choice of assurance provider (brand name, size, knowledge spillovers) 

• Suitable criteria 
- The benchmarks (reporting frameworks) against which the sustainability is evaluated for 

compliance
- Voluntary (e.g. GRI)
- Mandatory (e.g. NGER, AWAS 1)
- If no established criteria exist, ensure report is not misleading
- Suitable criteria exhibit the following characteristics:

A. Relevance
B. Completeness 
C. Reliability
D. Neutrality 
E. Understandability 

Materiality
• Makes a difference to decision-making

- Quantitative and qualitative aspects
- Nature, extent and cause of misstatements
- Ultimately a matter of subjective professional judgement 
- Relationship of materiality to subject matter
- Accounting professionals’ conception of materiality vs. others 

Level of assurance
- The level of audit/assurance engagement risk and the level of assurance provided are inversely 

related
• Engagement risk is the risk of giving the wrong opinion
• Can never be eliminated, but can be be reduced by:

- Use of subjective judgement 
- Cost-benefit considerations
- Persuasive rather than conclusive evidence
- Inherent uncertainly in subject matter

• Reasonable assurance: reduce risk to acceptably low levels as the basis for a positive form of 
opinion. 
- High but not absolute level.
- Called an audit

• Limited assurance: reduce risk to acceptably low levels (but greater than reasonable) as the 
basis for a negative form of opinion. 
• Moderate but not absolute level. 
• Called a review 

Challenges in sustainability assurance
• Measurement difficulties in subject matter
• Comparability
• Materiality
• Content change in the regulatory environment
• No monopoly for accountants in a competitive market for sustainability assurance services 
• Varied stakeholders, different information needs
• An expectations gap
• Looking forward, challenges in providing assurance on <IR>
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