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COMPANIES are being massively overvalued by investors that fail to take environmental impacts into 
account, according to a sustainability consultant.

Speaking at the Melbourne Financial Services Symposium last week, ImperativePlus chief executive Geoff 
Wells said many types of companies would be affected dramatically if sustainable accounting measures 
were accepted, with some currently trading at twice what he terms their "sustainable valuation".

"The impacts of sustainability factors are not giving rise to errors or adjustments of a few percentage 
points," Dr Wells said. "In many cases, we are dealing with market and analyst pricing of stocks that could 
be as much as 100 per cent overvalued across all sectors.

"Recent developments in the science and economics of climate change make it clear that the future of 
companies in the financial services industry is critically dependent on handling the strategic, the market, the 
operational and the human impact of sustainability in our valuation strategies."

Dr Wells used a process called Value Based Sustainability Management, which he said accounts for external 
costs not recognised by traditional valuation measures.

"Under normal management practice, these externalities have been largely unrecognised, unmeasured and 
unmanaged," Dr Wells said.

"The firm's resource base includes environmental and social resources that the firm doesn't recognise — or 
pay for — such as the common goods of air and water and ecosystem services, natural capital and so on, and 
the social capital of the local communities linked to the firm's operations.

"The firm's ability to maintain profitability and grow economic return is critically dependent on factors that 
lie outside its borders. This introduces high levels of uncontrolled, firm-specific risk. When this is 
recognised and measured, those factors radically change the valuations of companies and projects and 
financial assets that we work with."

Fat Prophets resources analysts Greg Canavan said analysts were limited to using prices in the market. The 
still-unresolved debate over pricing carbon emissions highlighted the difficulties of expanding valuation 
methods, he said.

"Unless you put a monetary value on those issues, there is no way they can be put into a valuation model," 
Mr Canavan said.

Dr Wells also criticised current measures of sustainability — such as the Dow Jones Sustainability Index — 
and companies that adorn themselves with sustainability credentials in the hopes of improving their 
reputation. Westpac, for example, has made its strong performance on the DJSI a cornerstone of its 
branding, and many companies have made a point of issuing corporate sustainability reports separately from 
annual reports to placate concerned investors.

Dr Wells said sustainability indexes accounted for social and economic factors as well as environmental, 
making them poor indicators of purely environmental impacts.

"Sustainability reports, where they are done, almost always stand separate from the main annual report," Dr 
Wells said.
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