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Sustainability Reporting: 
An enabler of Responsible 
Finance for Sustainable 

Development
The financial services sector plays a catalytic 

role in the promotion of sustainable 
development through deploying finance 
responsibly. As intermediaries in allocating 
capital, investors and lenders have the power to 
influence social and environmental practices and 
performance of companies dependent on its 
finance, rewarding those who effectively 
manage their risks and penalize those who fail 
to account for their environmental and social 

1,2,3impacts . This  is recognized as not only in the 
interests of the greater good but for the 1071 
UN backed Principles for Responsible Investment 
signatories,  with  assets of over US$ 30 trillion,  
it represents a public commitment to 
incorporate ESG criteria into their decision-
making and ownership practices.  But why do 
so-called responsible investors and banks call for 
disclosure by entities they invest in or lend to 
and call for sustainability reporting? Moreover, 
what role does sustainability reporting play to 
facilitate the process of responsible finance?

Responsible Finance is a broad umbrella term 
for strategies employed by financial institutions 
involving the integration of environmental, 
social and governance (ESG) criteria and metrics 
into financial lending and investment decision 
making. Banks and investors apply ESG criteria 
both from a risk and opportunity perspective in 
recognition that these non-financial factors also 
contribute to long term financial returns and 
sustainable economic development.
This recognition of the relationship between 
financial and non-financial performance is 
illustrated by the increasing number of 
signatories to a plethora of international 

commitments and declarations related to 
responsible finance by both investors and banks. 

As of today 73 banks have signed up to the 
Equator Principles (Eps), a credit risk 
management framework for determining, 
assessing and managing environmental and 
social risk in project finance transactions. 
Similarly, more than 655 institutional investors 
representing in excess of US$78 trillion in assets 
have signed up to the Carbon Disclosure Project 
(CDP) endorsing a questionnaire that requests 
information on greenhouse gas emissions, 
energy use and the risks and opportunities from 
climate change from thousands of companies 
worldwide.  In doing so, these financial 
institutions are highlighting their recognition 
that water and carbon present risks to 
companies’ financial performance. 

Beyond these commitments, financial 
institutions increasingly translate these 
commitments into practice by developing policies 
and screening criteria for their clients or investees. 
In turn against these policies they apply positive 
screening strategies, wherein they lend to or 
invest in companies with good practices; and 
negative screening strategies, where they seek to 
screen out companies based on their unethical 

4practices or poor sustainability track records . 

To be able to assess a company’s performance 
using responsible finance strategies, the 
financial sector is dependent on data from 
companies on their sustainability practices.
As such investors and banks routinely call on 
companies to disclose their sustainability 
performance through sustainability reporting.

PE RSPE CT I VE S 

A recent Ernst and Young study on the 
international and Indian trends in responsible 
finance, commissioned by Deutsche Gesellschaft 
für Internationale Zusammenarbeit (GIZ), shows 
sustainability reporting is a key trend in the 
promotion of responsible finance. 

This demand for transparency in the 
sustainability practices of companies is driven 

5not only by financial institutions   but also by 
other stakeholders such as governments and 
NGOs demanding greater transparency and 
accountability by companies through disclosure 
on their contributions towards sustainable 
development. Furthermore, it is driven by 
companies themselves who are internally 

6recognizing the benefits it brings . Improved 
brand reputation and reduced costs are cited
as the greatest benefits in addressing 
sustainability, according to a 2011 survey with 
862 respondents undertaken by MIT Sloan 
Management Review, and the Boston Consulting 

7Group .  As a result of these drivers, in 2010 
alone, approximately 3,500 sustainability reports 

8were produced globally . 

Nevertheless, corporate disclosure is not 
enough for banks and investors to make 
informed lending and investment decisions.
This information needs to be standardized to 
facilitate comparability. It is for this reason 
financial institutions call for reporting in line 
with the Global Reporting Initiative (GRI),
a standardized global framework for 
sustainability reporting. This framework has 
been developed using a multi-stakeholder 
consensus seeking approach including investors. 
In 2010, a total of 1866 companies published 
GRI sustainability reports, out of which 24 were 

9Indian . 

To further promote sustainability disclosure 
and obtain corporate sustainability performance 
data financial institutions are encouraging stock 
exchanges to include sustainability reporting as 
criteria in their listing requirements. In January 
2011, investor signatories to the UNPRI sent a 
letter to the top 30 stock exchanges calling on 
them to encourage firms to adopt integrated 

10reporting, including sustainability information .  
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Sustainability, Ernst 
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“

”

Despite the various 
efforts to promote 
responsible finance 
by a mixture of 
regulatory and 
voluntary initiatives 
taken to expand 
sustainability 
reporting, there are
a number of 
operational 
challenges, 
especially in the 
Indian context, 
which stand in the 
way of responsible 
finance
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More recently a 2012 survey of 30 stock 
exchanges globally found that more than half of 
the respondents indicated that their exchange 
had already provided guidance on global 
sustainability reporting initiatives or materiality 
of sustainability issues to encourage improved 
ESG disclosure. Furthermore, 57 percent of 
respondents agreed that strong sustainability 
requirements for listed companies made

11good business sense for the exchange .
The Johannesburg Stock Exchange in South 
Africa is touted as a leading example, when it 
became the first exchange in the world in 2010 
to require listed companies to produce an 

12integrated report . 

In August 2012, the Securities and Exchange 
Board of India (SEBI) in India issued a circular to 
all companies listed on the BSE stating that the 
top 100 listed companies must submit business 
responsibility reports integrated within their 
annual reports, in line with the National 
Voluntary Guidelines on Social, Environmental 
and Economic Responsibilities of Business, 
formulated by the Ministry of Corporate 

13Affairs . Furthermore, the circular provided a 
reporting template for companies to facilitate 
this requirement. 

Katherine Miles is a Senior Manager, Climate Change and Sustainability at 
Ernst and Young Pvt Ltd and a sustainability reporting and responsible 
finance expert. Before joining EY she led the development of global 
sustainability reporting guidance for a variety of sectors using a multi 
stakeholder consensus based process at the Global Reporting Initiative (GRI).

Trina Datta is a Climate Change & Sustainability Analyst, at Ernst and Young 
Pvt Ltd who conducted research and analysis for the EY conducted GIZ 
commissioned study on Responsible Finance. She is a B.Sc (hons) Economics 
graduate from Presidency College, Calcutta University.

I N  C ON VE RSAT I ON

Shaping investment
in small-scale

decentralized renewable
energy projects 

What has been Armstrong Asset 

Management's role in the Cleantech space? 

Could you elaborate on your new fund?

The Armstrong South East Asia Clean Energy 
Fund is a US$150 million private equity fund 
with a dedicated focus on small-scale renewable 
energy, typically less than 10MW each, and 
resource efficiency projects in Southeast Asia’s 
emerging markets, principally Indonesia, 
Malaysia and Thailand. 

Members of the Armstrong team have 
aggregately been involved over the last
ten years in investing and developing
more than 50 clean-technology and clean 
energy infrastructure companies or projects.
The Armstrong South East Asia Clean Energy 
Fund is the first fund by Armstrong Asset 
Management. It’s also the first operational
clean energy fund dedicated to Southeast Asia, 
and it’s completely focused on infrastructure 
development where any technology risk
is minimal.

The Armstrong fund seeks to provide a gross 
investor return of 20% along with significant 
development impacts. The strategy is driven by 
the region’s high energy demand and
strong market fundamentals and further 
differentiated by its mandate to support early 
stage projects and take development and 
construction risks.

With the recent first closing of US$65m, the 
fund is aiming to complete 1-2 deals this year. 
Discussions are underway with developers of 
solar projects, which is a priority sub-sector 
along with wind and hydro. Up to US$12 million 
in equity from the fund can be invested in
each deal. 

Small scale renewable energy is considered

to be a challenging sector with

unpredictable returns; where do you

see the value being created by the new 

Armstrong fund? 

In the last few years, our target markets have 

implemented policy initiatives that are 

supportive of the growth of small-scale 

renewable energy project development. By 

example, these include fiscal measures such as 

feed-in tariffs (FIT) that lead to predictable cash-

flows, and the standardization of PPAs that 

facilitate reduced legal costs. Currently, we see 

the key opportunities for Southeast Asia being in 

small-scale solar and mini hydro where 

individual project returns are in the high teens if 

executed properly.

The Armstrong fund is in a position to invest 

equity in the construction of the projects or 

installation costs, effectively taking on pre-

revenue risk which banks are either unwilling or 

unable to do in early stage within the  emerging 

renewable space, much less for small-scale 

developments. 

One reason often cited for the lower investor 

enthusiasm for Southeast Asia, particularly when 

compared with markets like China and India, is 

the non-uniform nature of the energy market, 

lack of available operational assets, and 

generally smaller scale of projects. However, 

Armstrong’s differentiated model addresses 

these issues precisely by building out and 

aggregating small scale projects, working with 

highly capable local teams and strong 

operational partners, and to create an attractive 

portfolio of operational assets that meet 

international standards.

“

”

The lack of 
disclosure of 
sustainability data 
remains a key 
challenge

“

”

Small-scale 
projects have 
certain inherent 
advantages that 
appeal to investors,
such as relatively
lower capital
intensity, reduced
footprint and
shorter construction 
times

Sustainability
Outlook
spoke to
Andrew Affleck, 
Managing Partner
of Armstrong Asset 
Management 

Despite the various efforts to promote 
responsible finance by a mixture of
regulatory and voluntary initiatives taken
to expand sustainability reporting, there
are a number of operational challenges, 
especially in the Indian context, which stand in 
the way of responsible finance. The lack of 
disclosure of sustainability data remains a key 
challenge, as does the fact that most financial 
institutions are unable to apply stringent 
screening criteria, in fear of losing clientele
to competition. 

It is hoped that if these challenges are 
overcome, sustainability reporting can further 
act as an enabler for responsible finance and 
facilitate the promotion of sustainable 
development. The economic downturn was an 
eye-opener to the risks rash lending and 
investing poses, leading to an increasing 
number of responsible investors and banks 
calling for disclosure on sustainability practices, 
to mitigate these risks. This call for disclosure 
can only be responded to effectively through 
sustainability reporting, hence making
it indispensable in the promotion of
responsible finance.
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