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iv

Abstract

Since the Ok Tedi lawsuit in 1994 highlighted the environmental degradation issue,
Multinational Corporations (MNCs) operating i Papua New Guniea (PNG) have come
under scrutiny for causing environmental degradation. This scrutiny created animosity
between resource owners and the developers (MINCs), to such an extent that the bitterness
created anxiety about their future among the MINCs. Various attempts have been made in
PNG to minimise the adverse impacts caused by the MNC operations, however,
environmental degradation continues to be adverse. The PNG government will not arbitrate

1n this 1ssue because of its conflict of interests.

The problem of environmental degradation caused by MNCs needs to be exposed to
minimise the adverse impacts. Environmental disclosure to external interested parties ii a
possible source of exposure which has not been explored. This is because environmental
accounting is a ‘green’ area which many countries are just beginning to incorporate and
enforce in their legislation. In addition, there is no law to enforce environmental reporting. It
is currently provided voluntarily (Deegan, 1996). This study investigates the possibility of

engaging environmental disclosure to address the environmental issue in PNG.

The focus in this study is on Australian MNCs because their annual reports are accessible
and Australian MNCs dominate PNG economy. The study seeks to establish whether
Australian MNC in environmentally sensitive industries, currently provide adequate
environmental reports within their financial statements. The disclosure requirement is based

on the Legitimacy theory because the MNCs operate under a social contract with societies



and are therefore obliged to legitimise both their presence and their activities. To achieve this
goal, MNCs need to provide environmental reports within their financial statements. MNCs
currently lodge environmental impact plans with every proposal. Despite this lodgement,
environmental degradation persists, therefore they ought to report on the implementation of

their environmental impact plans within their financial statements (Gray, 1990).

This study is patterned after Patten (1992) who studied oil companies following the Valdez
oil spill. Patten noted a sizeable increase in environmental reporting following the incident.
Similarly, a content analysis of the annual reports of Australian MNCs found that
environmental disclosure is higher among MNCs who operate in PNG than those which
only operate in Australia. Increases are noticeable after 1994 which indicates that the Ok
Tedi lawsuit influenced disclosure. It appears that MNCs will only increase their

environmental disclosure when coming under scrutiny.

It would be interesting and informative to analyse all MNCs in PNG because Australian
MNCs are not the only ones operating in the sensitive industries in PNG. Future studies may
undertake such an analysis. In order to maintain a constant surveillance on environmental
degradation, MNCs ought to continually provide environmental information with their annual
financial statements. When MNCs fully disclose their environmental degradation, it is
expected that ethical investors will be powerful enough to exert pressure on MNCs to be

more sustainable in their operations and minimise environmental degradation.
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Chapter One

Introduction

1.0 Introduction

Papua New Guinea (PNG) has enjoyed unprecedented levels of economic benefits from
Multi-National Corporations (MNCs). On the other hand, the operations of the MNCs
have also caused widespread adverse environmental impacts. Several recent events have
highlighted the extent of this environmental degradation. The environmental crisis,
caused by mining on Bouganville, raises questions about foreign investments in PNG.
The recent $A3 billion lawsuit against Broken Hill Proprietary Limited (BHP) by the
people of the Western Province of PNG and the deportation of their Melbourne based
lawyer, has focused Australian attention on the problems involved. The extent and
pervasiveness of environmental degradation has resulted in conflicting views on foreign
investments in the country. According to Dunning (19¢ ), MNCs are the main channel
for foreign investment in PNG, and as such, are essential for PNG’s economic
development. However, objections to their presence are growing, especially after the

experience of the Bouganville crisis.

1.1 Statement of Issue

Environmental issues in PNG connected with MNC operations, became the centre of

focus with the Ok Tedi lawsuit in 1994. However, the issues began much earlier in



Bouganville before the Ok Tedi area litigation began. The crisis on Bouganville is alleged
to be caused by environmental degradation from the Paguna mine dumping wastes into
the Kawerong and Jaba rivers. Before its closure, the Paguna mine was dumping 600
million tonnes of waste into the rivers which caused extensive damage to the area
(Young, 1992). The affected villagers, as well as disgruntled landowners, confronted the
mine developer Conzinc Riotinto Australia Limited (CRA). This led to its eventual

closure.

Eaton (1986), traces environmental degradation in the Ok Tedi area as far back as 1984,
when a barge, carrying a shipment of 2700 drums of sodium cyanide up the Fly river,
capsized and sank. This sodium cyanide contaminated the Fly river and  affected the
4200 villagers who relied on the river for sustenance. The affected villagers were given
food by the provincial government at the cost of $A417,000 until their source of
sustenance was declared safe. When the Ok Tedi mine started operating, 80 000 tonnes
of tailing were dumped daily into the Fly River. Over the years the mine has been
operating, heavy metal contamination has resulted in the first 70 kms of the river being

virtually ‘dead’ (Rosenabum, 1996).

Despite the environmental issues, exposed by the Ok Tedi lawsuit, PNG continues to
experience environmental degradation. A recent report on the Pogera mine’s impact is
just as disturbing. Kennedy (1996), reports that Pogera’s mine waste is dumped into the
Strickland river. Consequently, the levels of zinc, lead and mercury at various sites down

the river are 3 to 3000 times that permitted in Australia. This is despite the project being



commissioned with an acceptable Environment Impact Plan (EP) under the PNG
Environmental Planning Act 1978. Projects are only commissioned when their EP is
approved. However, as Commonwealth Scientific and Industrial Research Organisation
(CSIRO)’s (1996) independent study into the Pogera mine reveals, MNCs are only
meeting the minimum requirements. They present an EP, but its implementation is
ineffective. This problem is highlij, ted in section 1.4 below. Effective implementation of
an EP involves ‘planning, implementing, monitoring, auditing and reporting of

environmental issues’ (Barnes, 1994,p. 8).

Environmental Degradation to spread with MNCs

It 1s anticipated that an expansion of both the number and extent of operations of MNCs
occurred because of PNG’s current mineral boom. The entrance of foreign MNCs is in
line with the World Bank’s (1978) forecast, that foreign investment will boost PNG’s
export. This potential expansion is confirmed by Shann (1995), who reports in the
Business Weekly Review' that minerals and petroleum alone made up 55 percent of
PNG’s export over the period 1991-1994. This situation creates a fundamental problem
for PNG. The MNCs that appear to be essential for PNG’s economic development, are

also responsible for the widespread and ongoing degradation of its environment.

! Monday February 1995, page 34



A fundamental problem for the PNG government and its society is to attract MNCs but,
at the same time, monitor and reduce the adverse environmental impacts caused by their
operations. Australian International Development Assistance Bureau AIDAB’s (1990)
assessment of developing countries is that low income countries like PNG can grow
without straining their environment growth or lowering their environment standards to
attract MNCs. However, the danger is that MNCs can bargain their way into low
income countries. Once inside the country, the host’s ‘lack of legal and technical
expertise as well as an inadequate political system allows MNCs to continue with

harmful environmental practices’ (Tabor and Rosenbaum , 1994, p.3).

The problem is an urgent one. MacPherson (1996) advises PNG that the environmental
degradation issue needs to be addressed soon because the country is on the threshold of
a mineral boom.  There is an urgency in this advice, especially, if what PNG is
experiencing is the fulfilment of Stanko and Zeller’s (1995) prediction. Their prediction

is that environmental degradation will spread as the MNCs expand their operations.

Although attempts to regulate MNC impacts are starting to appear, they are not very
effective at this stage (1994). The Department of Environment and Conservation (DEC)
currently attempts to enforce the EP requirement as a prerequisite for every proposal and
expects the MNCs to implement them. Since PNG still experiences environmental
degradation after the MNCs lodge their EPs, the lodgement of the EP alone is
insufficient. Furthermore, lack of resources prevents the DEC from effectively policing

it. The DEC is only allocated a budget of K4.93 million with K531, 200 for monitoring



mining activities, compared to Ok Tedi Mining Limited (OTML)’s K6.6 million for
environmental studies alone. That explains why the DEC accepts mining companies’
environmental reports without conducting its own studies to verify the information
(Australian Aid (AusAid), 1996). Consequently, environmental damage is rampant

because there is no effective monitoring to control it.

1.2 Purpose of Study

Given the widespread evidence of the escalating environmental degradation, this study
seeks ways to contribute to the monitoring and controlling of the MNC operations in
PNG. The context for the thesis is to examine the part which environmental accounting
might play as a monitoring and reporting tool. In particular, this thesis looks at the
potential to minimise the current environmental degradation through an investigation into
MNCs’ environmental reporting practices. Various authors have suggested that
reporting in the MNCs annual financial statements on environmental aspects of their
operations could, as a monitoring tool contribute to the solution of the problem but the
MNCs may not be willing to report voluntarily. Some form of regulation, requiring
minimum reporting standards, may be necessary. Against this background, this study
aims at establishing the extent to which MNCs in PNG have so far incorporated
environmental reporting as part of their overall accounting and financial reporting

policies and practices.



The specific objectives of this study are (i) to investigate and establish the current
pattern, extent and the degree of environmental disclosure of the MNCs operating in
PNG and (ii) to establish whether critical events, likely to adversely impact on the public
image of MNCs, are associated with changes in disclosure practices. This research is
built on e premise that adequate disclosure will assist to expose the MNCs’ detrimental
activities and that accounting has the potential to address it with environmental
disclosure requirements. The focus is on the environmental accounting practices of the
MNCs, as reflected by their environmental disclosure within their annual reports, and on
the potential of critical events which may adversely impact upon the companies images

to change those reporting practices (Gray et al, 1993).

In Australia, the timing for such a study is appropriate, because the Australian Institute
of Chartered Accountants (AICA, 1998) has noted an increase in public demand for
environmental information and is developing a conceptual framework wi  guidelines to
assist its members with incorporating environment issues into their accounting records.
These guidelines may further assist/require accountants in MNCs to provide

environmental information for their stockholders.

"~ 1.2.1 Theoretical Framework of this Thesis

The planned investigation in this study is supported by a framework of Legitimacy
Theory. This theory is particularly appropriate to study the role of critical events in

influencing environmental disclosure by MNCs, since it suggests that companies will



increase their environmental disclosure to legitimate both their existence and their
operations, when confronted by a threat whether perceived or real (Lindblom, 1994).

Previously, legitimacy was only considered in terms of economic performance. As long
as the company was making a profit, all was well. However, as the community’s
understanding of environmental issues increases, its questions are more penetrating,
which forces MNCs to legitimise every move. Every MNC operates under a social
contract with the local community. Whenever a discrepancy of interests emerges, a gap
is created between the two parties concerned. Unless something is done soon, the gap

will widen (Socker & Sethi, 1974) and will result in further confrontation.

With the support of Legitimacy theory, an analysis is conducted on annual reports of
MNCs operating in PNG and Australia to determine the current extent, degree and
pattern of environmental disclosure by MNCs. The analysis covers a five year period
from 1992-1996. The period (1992-1996) is selected for study because it encompasses
the critical event of the Ok Tedi lawsuit (1994). Encompassing the critical event is vital
because the analysis will establish whether the critical event, which is environmentally
related, has any impact on the environmental disclosures of MNCs which operate in
PNG. The Legitimacy theory suggests that such a critical event will pose a threat to the
MNCs and should cause them to react by changing their pattern of operations and
extent of environmental disclosure, in order to minimise the potentially adverse effects

and therefore legitimise their operations.



1.2.2 The Empirical Investigation

Much of the environmental accounting literature suggests that the MNC’s environmental

disclosure is inadequate (Gray et al, 1995a). This investigation examines the extent and

pattern of environmental disclosure by the MNCs operating in PNG and the effect of the

critical event. Two propositions are presented as hypotheses for testing  whether

environmental disclosure has increased as the result of the critical event and if it has,

whether the increase was pursued after the incident. These hypotheses are:-

Hi. There was no increase in environmental disclosure among Australian MNCs
operating in PNG as the result of the critical event.

Ha2. If environmental disclosure did increase, it was time and event specific

(Walden & Schwartz, 1997) and did not persist in the subsequent period.

The study is carried out by analysing the content of annual reports of Australian

MNCs operating in PNG for the period 1992-1996. Australian MNCs are isolated for

this analysis from other MNCs operating in PNG because:

1. they dominate in PNG industries,

2. their annual reports are easily accessible, and

3. two of their MNCs (CRA and BHP through the Ok Tedi Mining Limited (OTML)
were involved in the conflicts over environmental issues which was the initial impetus
of this study.

One hundred and twenty Australian MNCs were sampled and contacted for their annual

reports (1992-1996). The process began in Australia with a random selection of annual



reports of Australian companies. These were sent to PNG for classification and
confirmation. However, these companies could not be traced back to their Holding
companies in Australia. So, MNCs in four sensitive industries, mining, forestry,
manufacturing and oil & gas were sampled instead, using the Australian annual reports
CD file using a double sampling process. Firstly, all Australian MNCs in the four
industries were selected. Secondly, companies were chosen if they operated over the full

period of 1992-1996 to accommodate the period surrounding the lawsuit.

A Content Analysis approach is used to analyse the sample annual reports. This
analytical approach is considered appropriate because inferences can be made to other
MNCs operating in the same industries. If need be, it can be replicated (Krippendorff,
1980). This approach follows Patten’s (1992) pattern where the author investigated the
oll companies’ extent of environmental disclosure after the Exxon’s Valdez oil spill in
1989. Walden and Schwartz (1997) also used the same approach to extend Patten’s
study for subsequent years. Niskala and Pretes (1994), used the same approach when
they studied Finnish companies’ willingness to disclose environmental information.
These three studies analysed reports to determine the quality and quantity of
environmental disclosure. In the same way as Pretes and Niskala, this study analyses
reports to determine the environmental information voluntarily disclosed. It also
investigates the volume of environmental disclosure, especially after the Ok Tedi lawsuit
as did Patten (1992) in the Valdez oil spill. The result for PNG was the same, an increase
in MNCs’ environmental disclosures to legitimise their activities which persisted beyond

the critical event.
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1.3 Contribution of this study

It is expected that this study will make two basic contributions towards environmental
degradation issues in PNG. The first, is a possible solution in addressing the environment
degradation issue. Although various attempts have been made in PNG to address
environmental degradation, the potential role of accounting/environmental disclosure has
not yet been investigated. Evidence of the PNG government’s concern about
environmental degradation is illustrated by the strong steps it has taken to incorporate
long -term environmental perspective in its approach to national development. In 1991,
PNG’s National Executive Council (NEC) endorsed a sustainable development approach
to resource development, and endorsed Agenda 21 at the United Nations Conference on
Environment and Development (UNCED) conference in 1992 when PNG signed the Rio
Declaration. This was followed by the enforcement of the United Nations Framework
Convention on Climatic Change (UNFCCC) in March 1994 in PNG of the UNFCCC,
and in April 1994 by the NEC’s endorsement of a National Sustainable Development
Strategy (NSDS). A Steering Committee was created to coordinate the formulation of

the NSDS through a nationwide participatory process.

Evidence of PNG’s environmental commitments can also be found in the comprehensive
system of laws dealing with natural resources management. PNG’s resource management
laws, including its forestry and mining, are generally considered quite advanced
institutional and legislative frameworks. Effective implementation of these frameworks,

however, has proven to be a major hurdle to effective resource management, given a lack
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of central policy making, coordinating, planning, and project implementation functions
(UNFCCC, 1994). Consequently, unsustainable resource usage with adverse

environmental impacts are being experienced.

This thesis examines the potential role of an accounting approach to environmental
reporting as a tool in the monitoring and regulatory process whereby MNCs must
effectively implement their EPs which includes environmental disclosure. The only other
empirical study on the possible role of environmental accounting to the problem of
environmental degradation in PNG is Bartelmus (1994). This study emphasised the
interdependence between socioeconomic activities and environmental processes by
calling for an integrated approach for sustainable development. The use of ‘Green
Accounting’ with its limitations was only highlighted as a national policy strategy. This
thesis is among the first to address the environmental degradation issue (and sustainable

economic development) through an environmental accounting/disclosure approach.

This study is motivated by the possibility of using environmental reporting by Australian
companies on their PNG operations as a form of effectively implementing their EPs for a
sustainable economic development. There are a number of studies on environmental
disclosure for domestic operations by Australian companies, for instance, Guthrie and
Parker (1989, 1990); KMPG (1993, 1994); Coopers and Lybrand (1993); Deegan
(1996), Deegan and Gordon (1996); Deegan and Rankin (1996) and Fayers (1998), but
all these studies concentrate on disclosure by Australian companies on their Australian

operations where Environment Protection Authority legislation is enforced in every state.
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As Tabor and Rosenbaum (1994) point out, many less developed countries face similar
problems associated with MNCs. These problems include poor labour conditions,
transfer pricing, corruption, restricted techn« >gy transfer and inadequate consumer and
environment protection. Therefore, this study may have applications for other
developing countries which may consider adopting a strategy requiring all foreign

MNC:s to disclose environmental reports to their shareholders in their country of origin.

The second contribution is towards establishing the potential role of critical events to
influence environmental disclosure among Australian companies since 1991. There is
some evidence that such events may increase responsible disclosure, through their
potential to invoke legitimising reactions by the MNCs. Deegan and Gordon (1996)
analysed Australian MNC annual reports on their Australian operations to see whether
environmental disclosure increased between 1983-1991. The authors used Content
analysis approach to analyse 100 annual reports of 25 out of the 197 selected
companies. These 25 companies were from the top 500 Australian companies by
market capitalisation. The authors found a general increase in disclosure between 1983-

1991.

The present study investigates whether similar results hold for Australian MNCs
operating in PNG for the more recent period of 1992-1996. The MNC sample in this
study is also from the top 500 Australian companies by market capitalisation. The main
result is that environmental disclosure among Australian companies has also increased

over this period for their PNG operations. While the critical event appears to have at
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least influenced this result, it may not be the sole factor in this trend since increased
disclosure continued 2 years after the critical event. Environmental disclosure is
expected to improve further when the AICA implements environmental accounting

guidelines based on the conceptual framework being formulated.

1.4 Structure of the thesis

The thesis is structured as follows. The next three chapters: 2, 3 & 4, present the
literature review. Chapter two reviews relevant literature on MNC operations PNG to
establish whether MNCs in PNG degrade the environment. The review identifies the
MNCs, their operations and any adverse impact their operations have on the
environment. Unless this is established, there is no point in pursuing this line of

investigation any further.

Chapter three outlines a suggested accounting approach as a tool for addressing
environmental degradation established in the previous chapter. This chapter briefly traces
the development of environmental accounting globally through developed countries
whose MNCs operate in PNG. The discussion centres on the relevant application of
" current development to this study’s context. While environmental accounting is still in
its infancy, its current development is that the demand for environment reporting is
exceeding supply. Therefore this study’s proposal for MNCs to disclose environmental

information is timely.
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Chapter four presents the literature review on the theoretical framework which supports
the propositions in this thesis. While there are several possible theories, legitimacy theory
1s considered the most appropriate since this theory emphasises the notion that
companies operate under a societal contract. Whenever there is a threat, whether
genuine or perceived it creates a legitimacy gap between the society and the corporate
entities which the concerned threatened party has to rectify. The literature survey by
Gray et al (1995a) reveals that companies‘ are under immense pressure to be responsible
for their actions. Legitimacy theory argues that companies legitimise their actions with

greater environmental disclosure when threatened.

Chapter five describes the empirical study used to investigate environmental disclosure
and the method used to obtain the data. A sample is drawn from Australian MNCs which
have operated continuously between 1992-1996 in PNG. It outlines the sample selection
process, the pilot study, and the methods used to extract data on environmental
disclosure from the sampled annual reports. It also describes how the data is analysed to
obtain the results on the extent and pattern of disclosure and the influence of the critical

event on disclosure over time.

Chapter six contains the main analysis of the data. The method of analysis is based on
the format in Patten’s (1992); Niskala and Pretes (1994); and Deegan and Gordon’s
(1996) studies, in analysing annual reports. Their employment of Content Analysis is
also adopted to analyse the data. Attribute analysis is used to identify the different

aspects of environmental issues which are disclosed. The location of these disclosed
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features within the annual reports is also treated as significant. Semantic analysis is then

used to determine the quantity and quality of disclosure.

Chapter seven presents a summary and the final conclusion of the study. It briefly
presents an overview of the study reiterating the study’s objectives, the theoretical
support, the analysis and the results. It then discusses their implications for the potential
role of environmental accounting as a tool for monitoring and controlling the
environmental impacts of MNCs operating in PNG. The chapter ends by highlighting the

study’s implications for future research.
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Chapter Two

The Role of Multinational Corporations in Papua New Guinea
2.1 Introduction

The basic purpose of this chapter is to examine whether MNCs cause any adverse
environmental impact in PNG. Adverse environmental impacts occur despite the
present requirement of an EP for every proposal to minimise impacts. The chapter will
identify and examine issues connected with adverse environmental impact in order to lay
the groundwork or context for this thesis. This study focuses on environmental
disclosure as a potential tool to address environmental impacts caused by MNC
activities. This chapter identifyies the seriousness of the problem of adverse
environmental impact by MNCs and indicates that these adverse effects may more than
offset any economic benefits that PNG receives from allowing the MNCs to operate in
the country. If the situation is as serious as the literature on environmental degradation
and empirical studies show, then the disclosure of environmental impacts in the annual

reports of MNCs becomes a very significant issue.

The objective of this study is to address adverse environmental impacts by MNCs
operating in PNG. These MNCs are invited, in the name of economic development, to
exploit PNG’s natural resources. MNCs create employment, transfer technology,

produce goods for export, build infrastructure and provide the state with much needed
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tax revenue. Natural resources however, are being extracted at an unsustainable rate. ‘In
the process of extracting and processing of resources, pollution is created and emitted

into the air, water and on land’ (Warner, 1996, p.1233).

The roles of the MNCs in PNG are examined in this chapter. Young (1992) alleged that
environmental degradation existed in the Paguna mine before the Ok Tedi incident and is
a contributing factor to the current Bouganville crisis. Environmental destruction is also
prevalent in other industries. Eaton in 1986, reported that reports forests and their
fauna were being destroyed. ‘Soil is eroding along the river banks from illegal logging,
from forest clearings and from access roads built in the area. Wildlife is driven away by
noise and air pollution from emissions. Drinking water is contaminated from sawdust,
oil, fuel and toxic preservatives such as arsenic, chromium, boron and dieldrin used for

dipping logs’ (Eaton, 1986, p.165).

If these claims can still be substantiated in 1998 and the environmental damage is
significant, then government action is necessary to control them. Environmental
degradation should not be the price for economic development. However, government
actions needs to be cautious because the MNCs were originally invited to develop the
natural resources. They are ‘engines of development’ and contribute to PNG’s economic
growth. Sham (1995) reported that foreign investments through the MNCs boosted
exports. Petroleum and minerals make up 55 percent of the country’s export. Table 2-2
reveals that export earnings from logs and minerals have more than doubled since 1990.

These export earnings reduce the country’s debt. Further, MNCs create employment
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opportunities (Table 2-3) and ultimately contribute to economic growth (Bank of PNG,

1996).

Hence, Wescott (1992) warns against developing countries launching into complex
actions to control environmental degradation. He cites Thailand’s experience that earned
its label, ‘Paper Tiger’. Thailand initiated a complex environmental program it could not
enforce and lack of enforcement led to the Bangkok Chemical Explosion in 1991. It is
suggested that an enforceable action such as the environmental disclosure requirement
may be more appropriate. This study will show ,PNG’s need to capitalise on a current
development while enjoying the MNCs’ benefits, and at the same time minimise the
adverse environmental impact. A current Environment Accounting Task Force (EATF,
1996) survey reveals that the Australian public is demanding greater environmental
information. Therefore, this study investigates the Australian companies’ current
extent, pattern and degree of environmental disclosure to establish whether the current
demand is being met. Where it is deficient, this study suggests that MNCs incorporate
environmental disclosure into their accounting practices. This will add force to the

current demand to address the environmental degradation issue.

Veslinds and Peirce (1983, p.358) draw attention to a more pressing concern that
‘ecology and economy are on a collision course.” In an attempt to increase productivity
to satisfy basic needs, the ecology is being destroyed. At the current rate of productivity,
the environment with its ecology, will be totally ruined unless something is done soon.

Man cannot continue to exhaust nature without giving it time to recuperate and
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refurbish, or it will lead to eventual self destruction (Goldsmith et al, 1972). That is why
Daly (1992), expressed concern that the current economists (including those in PNG)
operate under the assumption that unlimited economic growth is forever possible.
Economists ignore the biophysical limits and the imbalance in nature caused by the

unsustainable rate of resource usage.

At the current rate of economic development, ecology is traded off for economic
development. Although this study is not assessing either economic development or the
ecology, both terms will be defined to clarify their usage here. The Macquarie Dictionary
(1997) defines ecology as, ‘a branch of biology that deals with balanced interrelationship
between organisms and their environment. It can include distribution of people and
institutions and their interdependence’. Economic development is a new, exciting and
challenging branch of broad economics and political economy. It refers to the
minimisation or erasure of unemployment, inequality and poverty through the
development of resources. In this study both economic development and the ecology are

considered because the impact changes both people and wildlife in their respective

environments.

To minimise and control this unsustainable rate of activity, this study focuses on the
MNCs’ environmental disclosure. Environmental disclosure ought to reveal the MNCs’
policies to mitigate environmental impact because each MNC is required, under the
Environment Planning Act 1978, to lodge an environmental impact plan for each major

project. Tabor and Rosenbaum (1996), report that MNCs’ large financial standing gives
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them an easy excess into developing countries like PNG. Once inside, the host country’s
inadequate political, legal and technical expertise leave much of MNCs’ work
unscrutinised. The problem is, their operations are inadequately monitored after the
projects are commissioned. This ‘leads to severe consequences such as the destruction to
the environment, poor labour conditions, corruption, transfer pricing, restricted
technology transfer, and inadequate consumer protection’ (Tabor and Rosenbaum, 1994,
p.3). Therefore, an analysis of MNCs’ environmental disclosure should reveal the

extent of their compliance.

The analysis of adverse effects from MNC operations will proceed in the following
manner:

Section 2 discusses the concept of MNCs. This is necessary since there are several
definitions of MNCs. A firm or corporate body which is an MNCs under one definition
may not be considered so under another definition. The analysis then looks at the
categorisation of the MNCs. While the operations of MNCs in a developing country such
as PNG can have economic benefits, the extent to which these benefits are offset by the
adverse environmental impact of such operations may be determined by the industry
category of individual MNCs.  The potential effects vary from industry to industry.
- Consequently, the éategorisation of MNCs can increase our understanding of the types
and extent of environmental damage they cause. Most studies into environmental
impacts of MNCs stress the importance or significance of this categorisation (Meyer,
1996). In this section the types and significance of the categorisation which shape the

MNCs objectives and define their roles, as advanced by the literature, are examined.
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Section 3 highlights the benefits of MNCs. It would be biased if this study only
highlighted the adverse impacts (although that is the focus of this chapter) without
presenting the benefits, even if they are offset by the adverse impacts. MNCs, as
engines of development, earns PNG foreign currency, creates employment, brings about
economic growth, services PNG’s debts and transfers technology. Each of these benefits

will be discussed and ranked according to their order of importance.

Section 4 identifies issues connected with adverse environmental impacts and serves
three purposes. Firstly, the benefits identified in section 3 will be reassessed against the
costs of the MNCs’ operations. The second purpose is to assess the significance of
environmental degradation caused by MNCs in PNG. If the cost is significant, then costs
will offset the benefits of the MINCs. Thirdly, those MNC characteristics which are
associated with the severity of environmental degradation will be identified. Previously,
the MNCs have being defined and certain characteristics highlighted. This section will
correlate the MNC  aracteristics with their environmental degradation and their

severity to search for any relationships that might exist.

2.2 The Multinational Corporations (MNCs)

This section is devoted to focusing on the MNCs because it is alleged that foreign
companies cause adverse environmental impacts. These impacts are the results of the
MNCs’ large operations. As ‘Engines of Development’, MNCs are invited into the

country with large amounts of capital to develop multi million dollar projects. This
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raises several issues which this chapter will address. Issues such as, the identity of the
MNCs, their major identifying features, their origins, the types of operations in which
they are involved which it is alleged, are causing adverse impacts, and the benefits for

the country from their operations.

The section begins with the definitions and characteristics of MNCs which will assist
this study to identify a sample of MNCs for the main analysis. The MNCs’ country of
origin and their categories are useful for sample selection because this study will
concentrate on Australian MNCs which are involved in four sensitive industries: mining,
petroleum & gas’, and manufacturing. Although only the mining and the forestry
industries are currently under scrutiny over environmental issues, the other two
industries have the potential to degrade. In the concluding section, MNC benefits are

contrasted against the impact their operations have on the country.

Definition of an MNC

There is no single or agreed definition on what an MNC is (Rockbok and Simmons,
1989). Thus various MNC definitions, along with their characteristics are discussed and
contrasted below. This leads to deriving a definition for this thesis with discussions

supporting the derived definition and its use.

An MNC is broadly defined as ‘any corporation that controls economic resources in

production or service facilities in two or more countries’ (Grub et al, 1986, p.255). This

? Since Oil and Gas industries are small, they are grouped together as oil & gas in this thesis
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is a traditional definition presented within the context of the International Accounting
and Control Board (IACB), which is appropriate for this accounting based study. This
definition has political connotations with an emphasis on control. Several contributing
features enable an MNC to achieve power (control). These includes its size, relative
significance in the countries of operations’, the number of geographical locations, and

the extent of foreign, compared to domestic, operations.

However, a better description of an MNC power is that derived by the Harvard
University Multinational Enterprise Project. This definition is: ‘that the MNC’s control
is linked with their ‘invariable size, their operations in a substantial number of countries,
their access to a common pool of human and financial resources, and their widespread
activities, rather than serving as mere exporters or licences of technology’ (UN
ST/ECA/190, 1973). Size and control appear to be the dominant features of an MNC in

both these definitions.

An MNCs’ importance is further emphasised in Dunning’s (1993) definition where he
defines an MNC as ‘an enterprise that engages in foreign direct investments (FDI) and
owns or controls value adding activities in more than one country’ (Dunning, 1993, p.3).
The definition is expanded to include certain MNCs’ characteristics. An MNC:

1. owns a number of sizeable subsidiaries or associate companies,

2. informationalises degrees of management or stock ownership,
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3. gains advantages from governance and influences over economic activities in various
countries,

4. has a fair share of global assets, revenue and income,

5. operates businesses in a number of countries, and

6. has higher value of its activities internationally.

MNC’s ownership and access to resources contributes to its expansion. This 1s where

the developing countries see MNCs as ‘Engines of Development’. This term 1s defined

below, under benefits from MNCs.

According to the bureau of economic analysis (BEA), an MNC is 10 percent or more
owned by foreigners although MNCs originate as private companies from developed
countries (Grub et al, 1986). A company becomes an MNC when its ownership changes
by 10 percent or more. Although BEA sees ownership as the determining factor, it has
not diverged from the previous definitions because accumulation of resources (assets)
builds up the size of the MNC. Unlike the 10 percent change cited here, this study

considers foreign ownership to have substantial control and external decision making.

In contrast to the definitions given above, a more neutral and generalised definition is
provided by Renwick (1983, p.56) who defines an MNC as:

‘a cluster of corporations of different nationalities that are joined together

by a parent company through bonds of common strategy and draws on a

common pool of financial and human resources. MNC expansion is motivated

by a belief to plan, organise and manage on a global level. Their merger or

acquisition 1s to maintain stability.’
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While an MNC’s motive for expansion may vary, the instrument is the same. The
expansion is through a common pool of resource and finance where resources are
acquired and accumulated prior to the actual expansion. Renwick (1983) identifies
four common features of MNCs which include two recurrent features (size and
control). MNCs:
1. are large in size, activities and turnovers,
2. diversify internationally their investments, production, sales and

bargaining power,
3. increase their sizes through oligopoly, and
4. their global structure strengthens their bargaining power.
These are by no means an exhaustive list of definitions for an MNC. Although MNCs are
well recognised for their global reach patterns of changing international business, there is
no agreement on a definition of what an MNC is (Rocbok and Simmons, 1989). Various
existing definitions emphasise different features of an MNC. For example, a structural
criteria emphasises transnational operations. Some others emphasise size, including
earnings, while others focus on global moves. Each definition reflects the various nature
of the MNCs and the definition chosen depends on the context of the study. The UN
(1973, p.4) prefers to label an MNC as a ‘transnational corporation (TNC)’, stressing
the importance of identifying the MNCs’ origins. This is because MNCs come from
developed countries where some operate as private companies, others are government

owned, some are public while the rest are of mixed ownership.
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Since there is no one agreed definition for an MNC, a combination of four features or
common characteristics will be adopted by this study to identify an MNC. They are size,
structure, resource seeking-accumulation, and foreign ownership, ie an MNC comes
from a developed country. Size is a prominent feature included in nearly all the
definitions above. It is measured by the ownership of resources (assets) or financial size
and magnitude of activities or operational size. It is also measured by annual turnovers
and earnings (sales and profitability) which are also operational size and the number of
its employees. Financial size is vital for this study because MNCs are invited to develop
large projects (such as the mines in PNG) for which the host country does not have
adequate funds. Size will also be a paramount feature as this study will concentrate only

on the top 500 Australian companies.

The second feature is a structural criteria which considers MNCs as transnationals with
a majority of external ownership with establishments in various countries. Through
globalisation, MNCs expand their operations to different countries, including PNG,
seeking for resources to maximise their wealth. (Some of these foreign companies are
invited to invest in large projects because PNG cannot afford to develop them with its
low savings (Bank of PNG, 1996). Strengthened by their global structure, the MNCs
gain excess into different countries (Dunning, 1993) and maintain their presence through
their bargaining powers (Renwick, 1983). An Australian Aid (AusAid, 1994) report,
claims that some of these companies exercise their bargaining powers to the maximum in

the host countries.
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Thus for the purpose of this study, an MNC will be any large corporation with foreign
ownership (and control), that is involved in large scale operations and whose impact is
intense and potentially adverse. =~ While this may appear too general, four major
(common) features from various definitions are combined. Various studies such as
Trotman and Bradley (1981); Pang (1982); Ferrer and Parker (1987); and Deegan and
Gordon (1996) have noted a correlation between size and disclosure. MNCs have the
means to disclose and as public companies are required to issue annual reports. This

study relies heavily on annual reports for the main analysis which comes from the MNCs.

MNCs’ transnational structure enables them to control their operations from their
country of origin. Their international operations are a form of diversification for wealth
maximisation. However, MNCs become the focus of the local community and are
expected to meet social demands. The last two features appear vague because they are
interwoven into the first two. Thus, this thesis will rely more on the first two for the
reasons given above. The other two features will be the focus in the next section. For
example, the accessing of the MNCs into developing countries will be discussed along
with their underlying reasons for their venture. Resource seekers, it alleged venture
abroad to maximise wealth through acquiring resources (Shapiro, 1996). Finally, foreign

- ownership needs no explanation for all MNCs enter from developed countries.
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2.3 Benefits of Multinational Corporations

Much of the attention in the literature from economists, political policy makers, political
scientists and academics is devoted to the MNC’s size and span of operations as
reflected in the definitions above but little attention is given to their significant role. The
significance of MNCs depends largely on their functions (Jones, 1996) which will be
discussed in this section. The discussion on the function of MNCs will be in three parts:
accessing of MNCs into PNG, the benefits they derive and the ranking of these benefits.
Access into a country may be through any of the following: An MNC may acquire an
existing company in the host country, form a partnership with an existing PNG company,
establish a subsidiary, win a government tender, or use some other arrangement. The
benefits they derive from this is determined largely by their access and their goals. For
example, an MNC entering on a tender will complete a project such as an
infrastructure, and retreat leaving the host with long term benefits. Another, acquiring
an existing company, may become a monopoly and earn excessive profits with adverse
impacts. Discussions around information such as access will be provided to set the stage

before the benefits for the period 1992-1996 are discussed and ranked.

2.3.1 Accessing of MNCs into PNG

The pattern of MNCs access into developing countries has become more varied and
complex. Shapiro (1996) categories and discusses three broad categories as: raw

material seekers, market seekers and cost minimisers. Raw material seekers were the
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earliest form of rogue MNCs. They were firms which operated under the mantle of the
UK, Dutch, French and Belgian colonial empires. Their aim was to exploit the raw
materials which could be found overseas. Modern - day counterparts are the mining and

oil companies which are often the first to invest overseas.

Market seekers are an archetype of modern companies that are established
internationally, produce and sell in foreign markets. IBM is an example of an early
market seeker. Other examples such as Coca Cola, Nestle and MacDonalds have been
operating for some time. Their unique feature is that it was a one way investments
spreading out of the US, up until the 1960s when a reverse occurred when others such as
Japan started investing in the US. Japan began seeking markets in the US to counter

restriction on its goods in the US.

Cost minimisers are a recent addition to MNCs. These are MNCs who seek out low
cost countries to establish and produce their goods in order to remain cost competitive in
their own countries and abroad. These countries have capitalised on low cost countries

such as Hong Kong, Taiwan and the Philippines (Shapiro, 1996).

MNCs seek markets in both developed and less developed countries if there is an actual
or perceived restriction on their exports. They enter the country, produce locally and
thus evade any import restrictions. Market seekers enter through an acquisition of
existing enterprises or through establishing subsidiaries. Sytyk (1982) concluded,

following an interview of 58 Australian company representatives in the Pacific, that
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MNCs’ investment overseas is an economic tool for the investor. The interviewees’ main
reason for investing in the Pacific region is to exploit the cheap labour and establish
markets for their products. Dunnings (1993) confirms that it is production and marketing

costs that drive MNCs close to their customers.

By the 1960s cost minimisers were establishing where there was cheap labour. Ferreria et
al (1993) cite the example of the MNCs in the Philippines. They established
manufacturing and assembling enterprises to exploit labour which was considered
‘reasonably priced’, efficient and comparable with other countries. Renwick (1983)

noted MNCs also use their bargaining powers to gain entrance to exploit opportunities.

Behrman’s (1972) taxonomy as adopted by Dunning (1993), classifies MNCs into:
resource seekers, market seekers, efficiency seekers, strategy asset seekers and seekers
of countries with lax legislation. The first three of Behrman’s taxonomy is identical to
Shapiro’s categorisation. Strategy asset seekers are those who acquire assets of foreign
companies to promote their objectives to exploit specific markets or cost advantages. It
appears that MNCs in that category are seeking international localities to minimise cost.
Hence, efficiency seekers and strategy asset seekers can be grouped together as market
seekers or cost savers. That leaves those who evade legislation as the only difference in

the two authors’ categorisations.

Unfortunately there are some MNCs who seek countries with lax legislation which

Ferreria et al (1993), label as ‘colonial masters’. The post war era introduced these
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MNCs as the direct successors of the colonial masters because these MNCs come from
countries which had earlier colonised the developing countries such as the Australian
MNCs in PNG, and American MNCs in the Philippines. Both are cited in this study.
These MNCs move to exploit resources and relocate to a lax environment if they are
threatened. Japanese firms enter South East Asia where legislation is lax and avoid
their own stringent regulations. Ferreria et al also noted US and Japanese manufacturing
and assembling industries moving in to utilise the cheap labour besides evading

legislation as cited above.

In PNG some MNCs enter through government arranged contracts. The PNG
government recently awarded a contract to an Italian company to install radar systems at
various airports in the country (Yombon, 1998). Previous examples include the
controversial Sandline contract which led to the overthrow of the last government in
1997. MNCs are also invited on a joint venture basis under PNG’s Investment
Promotion Authority (IPA) guidelines (1994). Under this arrangement, Papua New
Guineans plan out a business venture (which requires a large outlay of capital) and seeks

a MNC through IPA. IPA searches, selects and organises the partnership venture.

Whichever way MNCs enter a country, Jones (1996) lists their access for one of these
reasons:
1. overall macro-economic conditions - Fast developing countries will attract more

MNCs while stagnant economies are staved off. There is also a trade off where fast
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economic growth in turn, simulates MNC growth while a recession depresses
MNCs growth.

2. attitudes of recipients - receptivity among different countnies depends on government
regulations which can promote or inhibit the MNC’s presence. Peffermann (1992),
observed a changed attitude and lax standards amongst developing countries
towards MNCs. Previously, developing countries identified MNCs as reaping
unearned profits and resorting to bank loans to develop their resources. However,
loans are found to be expensive and thus standards, therefore are being lowered to
attract MNCs ( Peffermann, 1992).

3. liberation of capital - MNCs flourish when restrictions such as exchange controls are
relaxed and shrink during periods of tighter control. Shapiro’s (1996, p.2)
observation is that capital moves ‘at the pace of light’ as MNCs raise capital in
several markets simultaneously.

4. trade protectionism - especially where there is a choice between export and foreign
direct investment (FDI). Trade barriers discourage export but encourage FDI.

5. development of communication and transport technology - reduced cost in transport
and the improvements in communication boosts the transnational business activities.

Both developments make control over their international operations easier.

MNCs enter developing countries through these various avenues. Once inside, they
generate benefits but also exploit and create impacts which are at times severe. The next
two sections discuss the benefits which are more than offset by the adverse impacts. The

remainder of the chapter is devoted to the discussion on the impacts of MNCs.
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2.3.2 Benefits derived from MNCs

Developing countries lower their standards to attract investors (MNCs) in anticipation of
benefits (Ferreria et al, 1993). Often these benefits are pursued with little or no regard
for the impacts which are at times,-severe. Benefits include export earnings, creation of

employment, economic growth, foreign debt reduction and transfer of technology.

Jenkins (1987, p.1) referred to MNCs as ‘engines of development or growth’. This
reference was made in the context of MNCs’ having the potential to control excessive
capital in the form of assets. This stock of assets when transferred, is capable of
eliminating poverty and misery in developing countries. Capital availability is important
because countries that export capital are also the homes of MNCs (Jones, 1996). Large
projects are capital intensive and MNCs move capital around the world quickly with the
use of the electronic media (Shapiro, 1996). Capital thus imported is invested in large
projects to earn export revenue, reduce the host country’s debts, create employment
which in turn reduces unemployment, transfers technology and skills, and ultimately

contributes to economic growth. Each of these benefits is discussed below.

2.3.2.1 Export Revenue

This section discusses revenue from exports. A World bank report (1978), painted a

bright picture for export earnings through MNCs in PNG. The report emphasised that
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MNCs are contributing to PNG’s export earnings. This is predicted to continue into the

foreseeable future given the abundant natural resources of the country.

Sham (1995) reported in the Business Weekly’ that foreign investments by MNCs has
boosted exports for PNG. Table 2-2 shows the value of export earnings and their export
share. This table depicts investments in minerals, petroleum, agriculture, marine and
forests. Of these, petroleum and minerals earn more than 55 percent of the country’s
total exports. Ok Tedi alone provided over 45 percent of the export earnings before
other mines were commissioned. This is one of the contributing factors to the state’s
alleged conspiracy to minimise disruptions to Ok Tedi’s operations. In a biased move,
the state deported the Fly River landowners’ Melbourne lawyer and through negotiation,
settled the case out of court for a reduced sum of $11million from the original $3billion.
This solution is understandable when it is considered that major export benefits come
from minerals and log exports, the earnings of which have more than doubled since 1990

(Rosenbaum, 1995).

The state’s action in the Ok Tedi case maybe commendable. The mine’s closure would
have minimised some of the benefits discussed in this section. Export earning would
certainly be minimised and debt servicing reduced. An immediate effect from closing the
- mine would make thousands of employees, with dependents, unemployed and

compound the underemployment problem.

3 Monday, February Issue page 34
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2.3.2.2 Employment

During the 1983 Tokyo Round Table Conference, foreign investments (MNCs)* were
credited with the creation of employment. In a recent IPA (1996) report, it was noted
that 858 companies registered with investments valued at K4,384,120,000 in PNG
between July 1992 and 31* December 1995 (Table 2-4). This investment, created during
the 3.5 years, provided employment for 17,757 Papua New Guineans. Agriculture
employed the highest number followed by forestry and business activities, respectively.
Although mining and petroleum have the highest investment value, they do not employ

as many, because they are both capital intensive industries.

Consequently, there is a serious underemployment of 44 p000 of the work force
added annually to the PNG labour force. This amount of labour is not fully utilised due
to the high cost of wages. Australian International Development Assistance Bureau
(AIDAB, 1989) reported that wages in PNG is rated 2 to 10 times higher than other
developing countries such as Malaysia, Philippines, Indonesia, Western Samoa and Sri
Lanka. Even Ilabour intensive activities such as tourism, are too costly. Hence,
expensive labour costs, arising out of the high wage rate, 1s hindering ecponomic

development (AIDAB, 1990).

Jarret and Anderson (1989), alleged that the high rate of the minimum wage was

inherited from Australia. Urban wages doubled between 1972-1976 to Australian

* This thesis equates foreign investments with MNCs because foreign investments medium are MNCs
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contract officers’ advantage. Therefore Australians found working in PNG attractive,
because the scale of salaries and wages was higher and allowed them to build up savings
to remit home. Inevitably, PNG wage and salary costs grew out of Australian
consumption standards, instead of local economy and culture (World Bank Report,
1978). While the report is 20 years old, it still highlights the central problem of
unemployment, ie wages are too high and the MNCs cannot employ more labour which
creates the serious underemployment referred to earlier. Those employed by MNCs

from the able work force constitutes only a fraction of the population.

Goodman et al (1987), recommended that PNG should reduce its wage structure
substantially if it is to reduce unemployment and increase productivity. This would mean
that more people will earn money to buy goods and services and improve their standard
of living. The authors argued that PNG’s high wages structure is discouraging
investments. Even its rural wage in 1980 was US$62.07 per week compared to the

Philippine’s US$10.50. This argument still holds 11 years later (1998).

Despite the high wages some MNCs do establish themselves in PNG. By December 31*
1996, US investments exceeded other developed countries with a large portion of
investment in manufacturing and petroleum. These investments boosted employment
significantly from 251 during the second quarter to 1322 in the third quarter (refer to
Table 2-3 in the appendix p.337). This increase in employment was mostly in the

unskilled and semi-skilled labour force. Some MNCs which are set up in the country
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seek labour substituting techniques to minimise costs (Goodman, 1987). Occasionally,
MNC:s provide some training. However, its significance is minimal because the training is

specific to a particular company’s need with little chance of transferring the skill to other

industries (Jenkins, 1987).

The overall impact of investment on employment in PNG has been disappointing despite
the mineral booms experienced in the period. During 1995 OCED meeting in Paris on
foreign investment, trade and employment, it was reported that although foreign
investment surged, employment levels remained constant. Thus PNG is not deriving
maximum benefits, in the area of employment, as it should. Even the high economic
growth did not generate many job opportunities. Millet (1993), paints a gloomy picture
when he claims that by the year 2000, 50 percent of the labour force will be unemployed.
However, for the period concerned (1992-1996) some growth in employment was
experienced in the third quarter of 1996. The main investment which created this growth

was transportation for the Lihir gold mine and the Poreporena freeway.

Despite this disappointing experience of under-employment, employment contributes to
economic development because it reduces unemployment, inequality and poverty.
Employees use their earnings to acquire goods and services and reduce poverty.
Increased employment contributes to increased production for consumption and exports

that lead to economic growth.
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2.3.2.3 Economic Growth

Economic growth in PNG continues to fluctuate. Economic growth in the 1960s was
rather rapid but stagnated in the 1970s. Growth measured in Gross Domestic Products
(GDP) for this period (1960s) was 6.5 percent while other middle income economies
were experiencing only 5.9 percent growth. PNG’s high GDP growth was attributed to
slow growth in the country’s population in the 1960s which eventually caught up in the
1970s. As PNG’s population increased, economic growth stagnated causing it eventually
to decline in the 1980s. The Terms of trade deteriorated even though the volume of
exports increased. This deterioration was caused by two factors: First, high wages and
the skilled expatriates mentioned earlier departed with their savings. Second,
consumption continued to increase despite a decline in production, with food import
making up 20 percent of total imports (Jarret and Anderson, 1989). Increased imports

also increased the foreign debt which will be discussed below.

Since independence, economic growth has been fairly modest until the 1980s. The
experience during the 1980s was a mixed one, with a slow start at the beginning of the
decade, moderate in the middle before it deteriorated towards the end of the decade. The
decline was caused by the Bouganville crisis. However, it picked up early in the 1990s

with a prospect of a mineral boom for the decade (AusAid, 1992).

Actual economic growth gradually picked up from a trough in 1985, until it reached an

enormous growth in GDP averaging 12.6 percent for the period. Combined with the
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expansionary fiscal policy of the period this produced a rapid increase in the real GDP,
per capita of approximately 30 percent between 1990-1993. Over the 3 years (1992-
1994), PNG’s economy grew by 33 percent from export earnings (Sham 1995). Much
of this growth is attributed to the mineral boom and this is where the MNCs play a
crucial role in the country’s economic development (AusAid, 1995). There was a rapid,
even if short lived expansion in mining and petroleum output, which quickly restored
economic growth that had slumped with the closure of the Paguna mine. Despite this
growth from the mineral boom, there was no economic development in the sense that it
did not alleviate poverty, because of uneven distribution of benefits. Benefits were
mainly diverted towards urban areas and to the resources’ owners (BPNG Economic

Bulletin, 1996).

Following the recession caused by Bouganville crisis and the fall in commodity prices,
the resource sector recovered. Initially, it was the development of the Ok Tedi copper
mine, the Pogera gold mine and the Kutubu oil field, followed later by the improved
agricultural commodity prices, including forestry products. Growth peaked at 16 percent
in 1993 but slumped drastically to 3.1 percent in 1994 with the introduction of stronger
monetary policies which eventually led to the floating of PNG Kina® (Aus Aid Report,

1996).

Economic development for PNG would be faster if it were not for a number of

constraints besides high wages. AusAid (1992) identifies three constraints which are

5 PNG currency
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outlined below. The first constraint is the adoption of western laws, institutions and
standards in a country with several hundreds of languages and distinct tribal cultures.
The AusAid Report (1992) claims that it is difficult to apply western beliefs and practices
in PNG because they only result in social tension, unrest, and law and order problems.
Experiences elsewhere has shown that it is difficult to achieve economic success without
public security. The second constraint observed is the inappropriate government policies
which over regulates foreign investments. This is further complicated by difficulties in
acquiring land which is highlighted as a serious obstacle to private investment. The third
constraint, which is related to the second is the mentality or the focus on distribution of
wealth rather than the creation of it. This wealth comes from generous foreign
assistance or donations including Australian annual aid. The suggestion is that the PNG
government expenditure needs to be restructured towards  supporting growth,
emphasising basic education for all, and promoting efficiency in the public sector to

increase productivity.

It is difficult to conclude that AusAid (1992) identified the constraints that beset
economic growth for PNG. There are a number of factors which affected PNG’s
economic growth which fluctuated throughout the period. Factors include high wages,
dependence on imports, crises and changes in prices of export goods. Some are
contingencies such as the Paguna crisis (Bouganville) and changes in export commodity
prices. Others such as high wages and heavy dependence on imports, are controllable to

minimise foreign debt.
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2.3.2.4 Debt Servicing

The most significant benefits from the MNCs is the repaying of debts from earnings
generated by MNC operations. Domestic debt doubled while external debt tripled
between 1980-1989 with concessional interest rates jumping from 33 to 42 percent.
Public debt was the result of government borrowing to cover shortfalls and to acquire
equities in mineral projects, while the private sector debt, was due to the development of
the Ok Tedi mine. The debt serviced in the same period rose from 19 percent to 40
percent. It was estimated then, that it would require $US1.5 billion to cover private
debts to develop Misima, Pogera, Hidden Valley and Lihir gold mines. Towards the later
half of 1980s external debts were repaid, while the government switched to domestic
debt sources. The switch placed pressure on the central bank because it had to reduce

its foreign reserves (AIDAB, 1990).

Fortunately, the mining and oil boom in the early 1980s turned the current account
deficient into a substantial surplus. PNG relies entirely on exports to earn foreign
exchange and the improved prices in agricultural and forestry products also contributed
to the above surplus. However, this surplus was short lived and was quickly depleted
“by imports for Pogera and Kutubu as well as consumer goods from increased
government expenditure. Other mining and oil project debts were also met out of this
surplus. Much of the government’s tax earnings and royalties were largely recycled back

into imports (AusAid Report, 1996).
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Thus the surplus scene drastically changed in the next decade. Wages and salaries
increased by $100 million and the falling agricultural incomes were subsidised by $174
million. Domestic demand increased without any change in real output or export
earnings and had to be met by imports throwing the balance of payment into a deficit of
$271 mi on over 1993-1994. Even the delay in the development of the L ir gold mine

only exacerbated the deficit problem (AusAid Report, 1996).

It could have been worse, if it was not for improved commodity prices and tightened
fiscal policies. Levies collected from agricultural commodities were used to offset some
of the foreign debts. Thus PNG’s debts were reduced significantly from 1994 onwards.
In the following year, its performance bettered that of the African economies. Foreign
debt decreased from 31 percent down to 21.9 percent. This was the result of the decline
in debt servicing by MNCs in the mining and petroleum sectors and an increase in
exports. Since 1992, the ratio of PNG’s debt outstanding to current account receipts
improved significantly in comparison to other developing economies. PNG’s debt began
at 140 percent in 1991 and dropped to 70 percent (50 percent reduction) in 1995, while
developing countries began at 130 percent but only experienced a minor decline of 10
percent®. Again, PNG’s rapid decline was due to the significant growth in exports from
mining, petroleum and the non-mining sector combined with the decline in the stock of

debt outstanding (BPNG Economic Bulletin March, 1996).

§ Since original data is not available, these percentages are approximations only from a graph
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However, the balance of payment is expected to remain fragile due to the floating of
the Kina (PNG currency). The floating has other ramifications for the country’s balance
of payments. With a fixed exchange rate the Central bank can determine in advance and
retain enough foreign reserve. That is not possible with a flexible exchange rate which
will fluctuate with demand. The government will need prudent fiscal and monetary
policies to maintain a stable balance of payment position. The main area of concern is
borrowing for consumption’ (AusAid Report, 1996). Reduction or control over heavy

reliance on imports will assist in lowering foreign debt.

2.3.2.5 Transfer of Technology

The last of the major benefits is the transfer of technology. ‘Within one generation,
technology has moved from stone age to steel, and in recent years, to the computer age
in many parts of PNG’ (AusAid, 1995, p.49). This unprecedented transfer of technology
is through the MNCs in the private sector and is especially evident in the mining and
petroleum industries where computer based technology is operating in remote parts of
the country. The transfer of technology, in some industries, is more advanced than
others. In agriculture, forestry and fishery, technology transfer has an impact on the lives
of the people. Machinery and tools contribute to increased productivity and provides
users with opportunities to develop skills. Jones (1996) disagrees with those authors
who rate the transfer of capital as a priority for developing countries. He rates the
transfer of technology and organisation, entreprenuership and culture, higher than

capital. Jone’s reasoning is that those who rate capital as a priority classify all transfers

" PNG’s current outstanding debt is $US2.349 billion (World Bank Debt Table 1998)
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of resources as finance. However, the MNCs control a package of resources such as
technology, managerial skills, machinery, skills to operate the machinery and manage
finance. Jones argues that capital is more than just money and without the combination
of technology, management and organisational skills, little will change for developing

countries.

The MNCs provide workers with on the job training, in-house training, and scholarships
to tertiary institutions to master the latest technical skills. The mining industry has
committed a lot of resources into setting up the mining school at the University of
Technology in Lae. However, this has little effect on the top end of e labour market
because MNCs like Chervon, are still flying experts from outside including the US, on a

rotation basis (AusAid, 1995).

Benefits, both temporal and permanent for a developing country, depends largely on its
priorities. If foreign investments are sought for quick fix/solutions to a problem, then its
benefit will be temporary, alternating with stagnant growth. On the contrary, seeking
MNCs with thorough planning, with sound development strategies, will earn lasting
results. MacPherson (1996), identifies sound development strategies, as lacking in PNG
which deprives the country of maximum benefits. Even those derived trickle down as

ranked below, being hampered by the distribution processes.
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2.3.3 Ranking of Benefits

The type and the amount of benefits discussed above vary for PNG over the period
observed. Some benefits such as employment is a contentious issue. However, PNG is
deprived of the maximum benefit by its wage policy. Other benefits such as the transfer
of technology, are difficult to assess. © erefore the ranking may not be accurate. Overall
there is little evidence of these benefits because they trickle into the economy in varying
degrees in different parts of the country which also makes ranking problematic. For the
majority of the country, there is little economic development. Since the quality and
quantity of benefits vary, and given these shortcomings, this section ranks the above

benefits based on the discussion in the last section.

Ranking of the above mentioned benefits is artificial because there is no yardstick in
PNG to measure them against. The benefits are not discrete but continuous and overlap
each other. They trickle down in varying degrees into the country. Therefore, the ranking
is arbitrary and generally based on different reports such as AusAid and the United

Nations (UN).

The benefits are compared against the UN Human Development Index (HDI) because
economic development is intended to reduce unemployment, inequality and poverty
through foreign investment. Individual benefits from MNCs’ operations, discussed in the

last section, are discussed below in a descending order:
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2.3.3.1 PNG’s Poor Rating

Although the period under discussion shows increases in export earnings and a reduction
in PNG debt, its performance against the UN Human Development Index (HDI) is below
that (126 out of 174) of other countries in the same category. This is due to the
deterioration in social conditions, caused by high population, rural-urban migration
combined with inappropriate government policies. While PNG is endowed with rich
natural resources and is experiencing a mineral boom, the exploitation of these natural

resources only leads to a dualistic economy (AusAid Report, 1996).

Experience from other developing countries show that financial resources are not the
most significant determinants of development. Even the reserves will be quickly
depleted, sending the country back into debt. Hence, the country’s overall economic
performance has been disappointing. MacPherson (1996) predicts that although PNG is
rich with natural resources, its people will remain poor. This will lead to widespread
social and political unrest for which the only remédy is an implementation of sound

development strategy, free of corruption (MacPherson, 1996).
2.3.3.2 Servicing Accumulated Debt

Given PNG’s poor rating against the HDI, debt servicing is a top priority. Aka (1998)°
warned of further growth to PNG’s outstanding debt, if the country continues to borrow

for consumption, because the main contributing factor is the country’s high import

8post Courier, Friday August 7, 1998 - internet
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consumption bill. Aka reveals that PNG’s debt has been in place since independence and
continues to accumulate. The total cumulative debt, to e end of 1997, stands at
$US2.349 billion (World Bank Debt Table, 1998). The current practice of borrowing for
consumption will only widen the deficit gap. : can be argued here that borrowing for
consumption brings much needed goods and services to the people. However, much of
the imported items, including foodstuffs, are non essential and could be substituted

with local produce.

Given this gloomy picture of PNG’s debt, repaying it is the best option. Money has to
come from somewhere to repay because PNG’s annual tax revenue is less than K2
billion. Borrowing money to repay creates further debt. One option would be to use
export earnings to repay debts, as seen in 1994, without creating further debt (BPNG
Economic Bulletin, 1996). An extreme alternative would be to take the action which

Romania took in 1980 to ban all imports (Aka, 1998).

2.3.3.3 Export Earnings

However, a total ban will affect industries such as minerals and oil & gas which are
generating revenue from export earnings that eliminate some debt. These industries
import necessary materials. Nonetheless, provisions could be incorporated in a ban to
allow material imports for mineral industries because minerals earn revenue for PNG.

Export earning is ranked as the second most important benefit after debt servicing
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because debt is serviced out of export earnings. MNCs also pay taxes to the state and
wages to workers to acquire goods and services. The country is resource rich and will

generate more wealth (MacPherson, 1996) but it needs proper management.
2.3.3.4 Transfer of Technology and Training

There are mixed results on the transfer of technology. While there is a rapid transfer of
technology (AusAid, 1995), it is limited. Yet is essential for some of the industries eg
mining, where the latest equipment is used. On the down side, is the question of

transferring the skills gained in one industry into another.

The root of PNG’s development problem lies in the lack of training and employment for
its people (MacPherson, 1996). According to the Australian Conservation Foundation
(ACF, 1996) human resource development is a key area, however, its lack of
development is disappointing and creates social problems. Local participation
(employment) is necessary to promote sustainable development and will come only after
its citizens gain further education and training. Employment plays a dual role of

contributing to the country’s output and is also a medium for distributing goods and

© services.

Under the dualistic economy, wages are the only personal earnings which can pay for
goods and services and raise the standard of living. Although wages earned is the only

personal wealth gained from the MNCs, collectively wages reduces unemployment,
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poverty and increases goods and services. However, only a few in the country are
employed despite the mineral booms and consequently, PNG’s HDI performance is poor.
Even those employed are in the unskilled or semi skilled area. Those employed by the
mines provide cheap labour. Lihir gold mine became the world’s cheapest gold producer
@ $US 245 per ounce, compared‘to the general average of $US 250 (Davis, 1993).
BHP is also reaping benefits from cheap labour at OTML where the cost of producing
copper is just 40 US cents per Ib compared to 70 cents per Ib in other mines (Malik,
1988). There is transfer of technology but it is limited to the privileged few with some
education. PNG has only a 52 percent literacy rate (AusAid Report, 1996). Hence,
em] >yment would be the fourth ranked benefit of the MNCs discussed ove

(MacPherson, 1996).
2.3.3.5 Employment

Whether the MNCs provide much employment is a contentious issue. Although the FDI,
through the MNCs, are credited with creating employment, the OCED (1995), meeting
in Paris, revealed that although the FDI increased, employment remained constant.
PNG’s rate of job creation in the same period was disappointing, despite experiencing a
mineral boom. PNG experienced a sharp increase of open unemployment from 2.0

percent to 7.3 percent (Marsden, 1993).

Both oil & gas are capital intensive and the opportunities for employment are minimal.

Employment in the manufacturing industry 1is restrained by the high wages problem
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which is inhibiting its growth. That leaves the country with employment opportunities in
areas outside those named. Those opportunities need to be explored, but that is outside
the realm of this study. Employment will raise the standard of living and promote social
development. However, as discussed in the last section, increase in employment will
reduce unemployment, poverty and earn more goods and services if wage rates are
lowered. They are currently too high and costly. The AusAid report (1992), suggests
that the lowering of wages will increase employment and lower the unemployment rate.
Increased employment will increase production and employees can acquire more goods

and services. Such acquisition reduces inequality and minimises poverty.

If the MNCs involvement in PNG only results in benefits, as discussed above, then
PNG’s indiscriminate acceptance of MNCs is commendable. Unfortunately, this is not
the case. MNC activities leave impacts on the coun y which are at times adverse and
more than offset the benefits discussed above. This aspect is taken up in the section

below.

2.4 Adverse Environmental Impacts=Inevitable Self Destruction

Although MNCs have created opportunities for employment, produced goods for
export, and earned PNG foreign reserves to offset its debts, their impacts have been
considerable. This is because ill-managed economics and ecology are incompatible and
the unsustainable rate of resource usage will eventually lead to self destruction (Veslinds

and Peirce, 1988).
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This section compares the costs of environmental degradation with indiscriminate
allowances for MNCs operating in PNG with the benefits derived for the host. The
section begins with a definition of environmental degradation. This is followed by two
examples of MNCs causing environmental degradation in Nicaragua and the Philippines
before considering PNG’s situation.  Significance and severity of environmental
degradation are identified in each case to determine whether there is any link between the

MNCs’ characteristics and environmental degradation.

2.4.1 Environmental Degradation

A definition of ‘environment’ is needed before identifying environmental degradation.
Environment is ‘the aggregate of the physical factors of the surroundings of human
beings, including the land, waters, atmosphere, climate, sound, odour, taste, the
biological factors of animal and plants and the social factor of anaesthetics’ (CCH
Macquarie Dictionary of Business 1993, p.203). Environment covers physical, social and
biological factors. Therefore, damages to any of these constitutes environmental

degradation.

These two examples are noted here briefly to illustrate that adverse environmental impact
in developing countries is commonly caused by MNCs. Only two examples involving
MNCs in environmental sensitive industries, which are considered in this thesis, are cited

below. Forestry, mining and manufacturing are the industries concerned.
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2.4.1.1 Nicaraguan Forest case

The two examples of MNCs causing environmental degradation are from Nicaragua and
the Philippines. Nicaragua had a large portion of the world’s remaining tropical forests
on the ancestral land of indigenous people. A trilateral agreement was formed between
the landowners, their government and foreign owned timber companies to develop the
timber commercially. This agreement was to minimise the environmental problem
because previously there ‘was unrestrained commercial harvesting of valuable timber and
stripping of forest lands at an alarming rate’. Experience among the indigenous Sumo
people of Nicaragua shows that large scale commercial logging degrades environment,
destroys the ecosystem and dispossess the indigenous people of their lands (Anaya and

Crider, 1996, p.347).

This occurred despite the Nicaraguan government entrusting the job of environment
protection, administration, regulating and development of the country’s resources to the
Ministry of Environment and Natural Resources. However, like PNG, their Ministry of
Forest Services lacked resources (finance and manpower) to monitor commercial
operations compounded by an unstable government which led to the environmental
degradation reported above (Anaya and Cridder, 1996). Thus the Nicaraguan forest
experience parallels that of PNG as discussed below. The common contributing factor is

the lack of resources to effectively enforce local legislation.
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2.4.1.2 Philippine’s Case

Philippine’s problems, caused by manufacturing, mining and forestry were more serious.
The country’s lax legislation and the indiscriminate allowing entry of MNCs’
contributed to the severe consequences, including death. The Philippine government
created a favourable investment climate with lax restrictions and consequently
experienced severe environmental degradation. Its reasonably priced labour was
exploited fully by manufacturing and assembling industries from the US, Japan and Hong
Kong. These manufacturing industries caused so much air pollution that the Philippines
had the highest negative impacts with 20 percent of morbidity and a wide spread of lung

related diseases and deaths (Ferreria et al, 1993).

The manufacturing industry was followed by mining and logging companies. Commercial
logging and mining degraded the landscape while toxic industri  wastes polluted the
rivers and seas. So much so, it was reported at the Earth Summit in Rio de Janeiro
(1992), that the cost of reafforestation and rehabilitating their rivers to support life again

would cost US$500 million (Ferreria et al, 1993).

The above examples from the Philippines and Nicaragua suggests, inter alia, that
indiscriminate allowances given to MNCs under a lax atmosphere is a recipe for
environmental degradation. Both examples above show sources/causes and types of
environmental degradation similar to PNG’s which this study is assessing. PNG also

promotes commercial logging and mining giving favourable terms to MNCs. These
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MNCs come from Canada and Malaysia besides Australia, and unless action is taken
soon, PNG will experience a similar environmental impact to Nicaragua and the
Philippines. A Japanese Federation of Bar Association’s recent study entitled, Export of
Japanese Pollution and Environment Destruction, blames the environmental
deterioration on the result of despoliation and improvishment caused by foreign
exploitation (Ferreria et al, 1993). Therefore, to mitigate further destruction, this
research analyses four industries to substantiate the claim that MNCs degrade the

environment and investigates ways of controlling them.

2.4.2 Environmental Degradation caused by MNCs in PNG and its

Significance

Environmental degradation is a common feature of MNCs, especially among raw
material seekers, as revealed by the Nicaraguan (Anaya and Cridder, 1996) or the
Philippines (Ferreria et al, 1993) experiences. This analysis would be able to produce
significant results if the assessment was conducted on an industry by industry basis for
every industry. However, the available literature on environmental damages in PNG is
limited to the environmentally sensitive industries. Thus this research focuses only on

mining, forestry, oil & gas and manufacturing industries.

Although AIDAB (1990) advises that developing countries can experience economic
growth without straining their environment, PNG is currently experiencing adverse

impacts caused by the MNCs. The MNCs in mining, forestry and oil & gas are raw
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material seekers which also exploit cheap labour as pointed out among the benefits
above. The manufacturing industry is establishing itself in PNG to avoid trade barriers.
For instance, an Australian canned meat supplier, is canning the same brands of canned

meat in PNG which the company previously supplied from its cannery in Australia.

This section discusses the adverse environmental impacts on an industry by industry basis
of the four industries selected. The adverse impact and the magnitude vary among

industries. What is discussed here is compiled from available information.

2.4.2.1 Forestry

Impact from logging is severe, however the report is brief because MNCs in the logging
industries are mainly Malaysian for which there is insufficient information, to make any
comments except of a general and brief nature. This thesis concentrates on Australian

MNCs, for which there is adequate information.

Globally, rainforests are reported to be ‘disappearing at the rate of 45,000 square feet
per second and an estimated 100 species of wildlife disappear daily. This loss
“supersedes all previous losses’ (Beder 1993, p.187). Sensing the danger of forest
extinction, both the Indonesian and Philippine governments placed restrictions on
logging. Consequently, log prices leaped by 200 percent on the Japanese and South
Korean markets. It was to exploit this price increase that attracted Malaysian logging

companies into PNG.
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These logging companies have been known to log indiscriminately throughout PNG’s
forests. Although ‘there is a severe loss of aquatic life, the destruction of the tropical
rainforest habitat is equally disastrous because it contains some of the world’s rarest
species of flora and fauna’ (Solnes, 1995, p.54). Reid (1995, p.4) reports a UN
environment protection ‘estimate of as many as 30 million species in the biosphere. Of
these 1.5 million have never being described and up to 2.5 percent may face extinction’.
‘PNG is among those who have the world’s last pristine tropical forests with a rich bio-
diversity of flora and fauna. It has the fifth largest remaining tract of rain forest with
unique and diverse plants, wildlife and its ecosystem is being destroyed’ (Greenpeace
International Pacific Campaign, 1996, p.21). This exploitation leaves its impact on the

forests and wildlife, the environment and the people.

Environmental degradation from logging has the worse effects of all MNC activities.
Besides destroying the forests and its rich wildlife, illegal logging, the clearing of areas of
forest for access and road construction have destroyed the area by causing soil erosion
even along the river banks.  Wildlife is driven away by noise and air is polluted from
emissions. Such logging affects the people who rely on the forests for their livelihood as
well as destroying the landscape. Indigenous people have been displaced because their
hunting grounds have being disturbed and the wildlife driven away by the logging
activities. Fertile land for gardening is destroyed by new roads being built for logging
access and erosion occurs along the roads. In some places, the source of domestic fuel is
being reduced by logging companies which do not practice reafforestation. This is partly

due to the deficiency of the forestry legislation which does not have any reafforestation
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requirement for logging companies. ‘Drinking water is contaminated from the sawdust,
oil, fuel and toxic preservatives such as arsenic, chromium, boron and dieldrin used for

dipping logs’ (Eaton,1986, p.166).

From this brief discussion, it is noted that logging impacts on both people as well as
fauna and flora. Logging operations drive out species even to extinction and displaces
people whose livelihood is affected. Therefore, there can be no better contribution to
preserve the resources of PNG than to draft a policy to monitor (Greenpeace
International, 1996) and control degradation. This study suggests environmental

disclosure is one way to enforce the compliance of such a policy.

2.4.2.2 Mining Industry

Environmental degradation caused by mining is one of the adverse effects of the MNCs.
The environmental issue first surfaced from the mining operations on Bouganiville. The
flow-on effect affected the Ok Tedi and even the Pogera mines. This section discusses
the general impacts and makes specific references to the Ok Tedi and Pogera mines. It
also points out that this thesis considers the Australian MNCs failure to implement

ICME principles as a loophole that the MNCs exploit.

Like the mining industry, raw material seekers also exploit and degrade the
environment. A ‘typical mine development in PNG results in forests logged, roads,

tunnels/pits built and tonnes of mined rocks/dirt dumped into rivers used for drinking and
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washing, as well as obstructing boats/canoe transports. Poison from heavy metal released
from mining activities such as cyanide, poses risks to people, animals and plants’
(Rosenbaum, 1995, p.37). Consequently, notable disasters have occurred in PNG from
MNC operations. For instance, the Paguna mine on Bouganville (PNG) was dumping
600 million tonnes of tailings into the Kaverong and Jaba Rivers before the mine closed.
This dumping destroyed aquatic life and affected villagers along both rivers and is

believed to be a contributing factor to the current Bouganville crisis (Young, 1992).

Similar environmental degradation has been experienced at other mines such as the Ok
Tedi. Eaton (1986), traces the pollution in the Fly River area back to the period before
the mine began dumping its tailings. Pollution began when a barge carrying a
consignment of 2700 sodium cyanide capsized at the mouth of the Fly River in 1984.
The sodium cyanide spill affected both marine life and those who rely on it. The killing of
1500 fish was reported around the site and there was an unsubstantiated report of some
villagers dying from eating poisoned fish. This incident affected 4,200 people who
relied on the river for sustenance. Their source of fish and other protein was polluted.
Therefore, the villagers were fed by the provincial government at the cost of $A417,000
until the area was declared safe. Three weeks after the barge capsized, there was another
cyanide spill near the mine. Dead turtles were seen floating around the site of the spill

(Eaton, 1986).

When the Ok Tedi Mining Limited (OTML) began its operations, it impacted on the

environment adversely. ACF’s (1996) report reveals that OTML’s impact was severe
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on the Fly River system. So severe was it that the first 70 kilometres of the river is
considered virtually ‘dead’ from the dumping. OTML drew severe criticism from the
International Water Tribunal (1993) for dumping its tailings into the Fly River. OTML
was also warmned to cease operation unless it builds a dam and treats its waste.
Rosenbaum (1993) reports OTML did not comply even though its own research
confirmed the reduction in fish biomass. Its impact on both the aquatic and terrestrial
ecosystem is indisputable. However, the company denies that its mining operations have

adversely affected the Fly River estuary.

2.4.2.2.1 Ok Tedi River-Toxic for Human and Aquatic Life

OTML’s claim that its activities were not degrading the environment was refuted by
Kreye and Castell (1991) after conducting a series of ecological tests. Lutz Castell, a
scientist from the Stanberg Institute (Germany) compared samples from fourteen
different sites along the river before the mine was opened and again after the mine
opened in 1990. He found concentration of iron, manganese, zinc, and lead content to be
200 times greater than that of arsenic and the turbidity is about 100 times greater.

Copper content alone was 1000 times higher than before the mine was opened.

Castell then compared the Ok Tedi river to the Rhine River (Germany) at the height of
the Rhine’s pollution period. The following is a comparison of the degradation of Ok
Tedi with the Rhine river:

1. Zinc level was 20 times higher,
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2. Cadmium was 10 times higher,

3. Copper was 170 times higher and

4. Lead was 50 times higher.

He concluded that the arsenic content alone constituted the entire Ok Tedi river too
toxic for human and aquatic life. Concentrations exceed the maximum for drinking and
Jor aquatic life from three to thirteen times. Castell also noted that limits for copper in
the rivers were four times higher than limits permitted by the European Community
Directive. As one senior mining officer confided to Castell and Kreye, mining in this
Jorm would not be allowed in either Australia, US or any of the western world
(Castelland Kreyer, 1991). This is a serious revelation but the mine continues to operate

and degrade.

To deflect the negative reactions from Castell’s report, OTML management claimed that
the height of Ok Tedi and Fly rivers will return to pre-mining levels within 20 years of
the mine’s closure and nature will recuperate. With a mine life of 30 years, this
represents 50 years of disruption (Rosenbaum and Krokerberger, 1993). Recovery of
fish stock will depend on continuous reproduction in the flooded wetlands to recuperate.
Nevertheless, these wetlands are in danger of being contaminated by the copper so e
fish face a grave danger of extinction (Rosenbaum, 1995) and may not recuperate and

return to pre-mining levels.
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The destruction caused by the dumping into the Fly river system raises the question of
how seriously Australian Ecological Sustainable Development (ESD) Recommendation
63, is actually applied by Australian MNCs. This ESD recommendation requires:
‘that Australian Mining Companies with operations Overseas endeavour to
operate to at least Australian practices and standards of environmental
management, in a manner which respects local environmental values and

cultures and provide appropriate returns to the economy in which they operate ’.

ICME Principles

The ACF believes that BHP which is a member of ICME, should apply the charter’s
environmental principles. ICME principles require mining companies to:

1. meet all applicable environmental laws to protect and minimise environmental risks

2. review the effects of each activity to reduce adverse effects

3. employ risk management strategies in handling and disposing of wastes

4. conduct regular reviews and act on results (ICME Charter).

If these requirements were conscientiously implemented, then the above problems

would be minimal.

2.4.2.2.2 Pogera Mine

Environmental destruction is not confined to the Fly River alone. The Maiapam-
Strictland rivers are also affected. While OTML is causing environmental destruction

along Fly River, similar problems are being encountered in Enga. Simultaneous Ok
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Tedi is pumping 80 000 tonnes daily into Fly river while the Pogera Joint Venture (PJV)
which involves two Australian companies (Mount Isa Mines Ltd and Rennson
Goldfields) releases 11 000 tonnes of tailings daily into the Pogera river which
eventually comes out to the Papuan Gulf into the Torres Strait Islands. Along with rock
waste are heavy metals, ferro-cyanide complexes, arsenic and jarosite.

‘The company’s monitoring system is infrequent so that it is not impossible to detect
accidental discharges of cyanide, heavy metals or alkaline. At various sites downstream,
the zinc, lead and mercury presence is 3-3000 times the Australian or even PNG
standards’ (Rosenbaum, 1996, p.18). Under the ‘Responsible Care’ principle of the
Australian Chemical Industry Council (ACIC), waste should be monitored at the point of
discharge. It should be done frequently enough to detect and rectify the problem within

hours of any poisonous discharge (Rosenbaum et al, 1995).

Present reports of the Pogera mine highlight its adverse impact with fatal consequences.
For instance, the Sydney based Mineral Policy Institute has recently detailed up to 133
unusual deaths reported by local administrators around the Pogera mine zone between
1991-1993. Locals believe these deaths were caused by the contamination of water and
riverside gardens, despite claims by PJV of establishing an ‘exc ent environment:

" protection’. ‘Dr. John Konga confirmed a death at Sopas Adventist Hospital which he
believes could have been caused by arsenic poisoning (Kennedy, 1996, p.22). The
question is whether PJV’s excellent environmental protection’ and arsenic poisoning
from contamination are compatible. A recent Commonwealth Scientific and Industries

Research Organisation (CSIRO, 1996) study, on the environmental impact by the Pogera
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mine noted that PTV was merely complying with regulations. There was no extra effort

to exceed the minimum requirement.

Following these reports, the ACF and several other Australian Non Government
Organisations (NGOs) are reported to have called for an inquiry into PJV’s operation.
This was to review the tailing management, independent oversight of the mine’s
pollution monitoring, mitigation of environmental impacts and fair compensation to the
affected communities. The PNG government was silent because of a conflict of interest.
The state cannot be an independent arbiter when it holds equity in large projects which
leaves the country open for exploitation (Rosenbaum and Krokerberger, 1993). Like Ok

Tedi, this call by the NGOs had a minimal effect, if any.

Despite the above cited problems at Paguna, Pogera and the Fly river from mine
dumping, only two mines (Pogera and Tolukuma) are currently practicing a limited
amount of backfill while the rest continue to dump tailings either in the sea or river
systems (Table 2-4). Current mine disposal causes adverse impacts and affects many
communities. Damage from riverine disposal spreads beyond the mine sites (AusAid
Report, 1996). Ignoring the impacts to correct later will be both disastrous and
expensive as the Philippine’s experienced shows (Ferreria et al, 1993). Worse still are the
fatal consequences which are irreversible. This is where highlighting the adverse impacts,

shown in this study, is vital to support a call for immediate action.



64

Australian MNCs Pledge Environmental Care in Asia

Although the Saulwick Poll conducted in March 1994, indicated that the majority (2:1
or 57 percent to 33 percent) of Australians believe that environmental protection has a
higher priority than economic growth (Rosenbaum, 1995), Australian MNCs engaged in
large projects in PNG do not have the clean records they claim elsewhere. A survey
sponsored by the Prince of Wales Business Leaders Forum (1994) studied activities of
Australian MNCs in Asia. Eighty percent indicated that they would be as careful as, or
more careful, about environment in Asia than in Australia. If Australians rate
environment protection as a high priority and MNCs are extra careful in Asia, then the
Australian MNCs need to demonstrate that claim in PNG. Alternatively, if they disclose
their overseas operations truthfully in their annual reports, their shareholders might

influence them to act honourably which is the intention underlying this study.

2.4.2.3 Manufacturing

There have been recommendations that PNG should become involved in downstream
processing in order to diversify its sources of revenue, as well as minimise the foreign
exploitations, such as transfer pricing. Presently, PNG relies heavily on the export of
primary products which are subject to world price fluctuations. These have been
countered by the establishment of several major projects such as the veneer factory
because the allegation of price transfer is forest related. The impacts are yet to surface

and, what follows below does not contain any environmental degradation reports.
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In contrast to the MNCs in the other three industries which are raw material seekers,
MNCs in manufacturing industries are out to minimise the cost of transport and evade
trade restrictions. This is evidenced by the same overseas suppliers establishing

manufacturing plants in PNG, as cited earlier in the meat cannery example.

While the focus is on the current controversial industries-logging and mining, oil & gas,
manufacturing industries can also pollute the environment as shown in the Philippine’s
experience above. Manufacturing industry degrades the environment, especially the
marine life from factory waste disposals. Fortunately the manufacturing industry in PNG
is very small, mostly to meet local market needs with minimal environmental effects but
there is no empirical work available to support or refute this. Areas of manufacturing
industry include food processing, beverages, tobacco and timber. It has not shown much
growth since independence and the high wage structure is blamed for its dismal

performance (AusAid Report, 1995).

This is likely to change with the establishment of major projects such as fish canneries in
Lae, Wewak and Madang;, a meat cannery Port Moresby, Lae and Madang; a cement
factory in Lae and the Jant Chips Mill in Madang. Work has begun on oil and LPG
refineries planned for the Central Province. Between 1992-1995, 107 applications were
received for manufacturing. This is the third largest applications received by an industry
in the period (Table 2-5). As these and other projects in other industries are established,
environmental impact will be inevitable. Rather than take a reactive approach, the

government should take a cautionary approach to ensure environmental plans are
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incorporated in the proposals to prevent environmental impacts. Both manufacturing and
oil & gas are included here because they have the potential to degrade. It is a proactive
approach to mitigate an envisaged environmental degradation as reviewed in other

developing countries.

2.4.2.4 Oil & Gas

The current focus on environment issues is focussed on the mining and forest industries
but oil extraction can be just as destructive because land is cleared for drilling and the
laying of pipes to transport crude oil down to the Papuan Gulf Clearing activities
destroy flora and fauna. In recent years, more gas and oil wells have been commissioned.
Although some oil fields are already producing crude oil and gas, there are a few minor
complaints on environmental damage. This does not mean that the MNCs involved are
innocent, because there are possibilities of oil spills and gas fires, but their nature of
extracting is such that it does not require much excavating, therefore, there is little waste
for dumping. However, it is too early to draw any conclusion on environmental impact of
this industry because the limited studies referred to above were done when concerns

were raised on environmental damage in the forestry and mining industries.

Such adverse impacts caused by MNCs should provoke public outcry or protest but they
have not. A lot has to do with lax regulations by the government for the MNCs entry and
operations because MNCs are embraced as engines of development. The state has a

conflict of interest and cannot arbitrate in issues affecting large projects where its
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interests are at risk. Further, these projects not only have state investments but earn the
state much needed revenue, reduce unemployment and give a host of other benefits. Only
a few concerns were raised by those directly affected at different times and in different
locations. Those who protest are parties who are concerned about guarding their
resources more than their environment. This study is a subtle approach which the state
can implement to ensure MNCs practise sustainable usage or resources and minimise

impacts.

2.5 Summary

This chapter discussed the concept of what MNCs are and their main features of identity.
Their categories of entry were also observed. MNC oper‘ations were also covered in an
attempt to identify the adverse impacts which MNCs are causing and contrasted these
against the benefits derived. It is established from the literature that environmental
degradation is severe in the forests and mining industries. The mining industry is causing
fatal impacts. Although there are some benefits from MNCs, they are offset by their
adverse impact. Having established that MNCs cause adverse impacts, the next step is to
ascertain whether these impacts should be disclosed in their annual reports to expose

. them. This is considered next in chapter 3.
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Chapter Three

Environmental Disclosure

3.1 Introduction

The literature, reviewed in chapter 2, established that MNCs in PNG have an adverse
environmental impact. Although MNCs bring benefits to PNG, the adverse impacts they
have more than offset these benefits. Since the general context of this study is to seek
ways to monitor and control the adverse impacts of MNCs, in this chapter it is proposed
that MNCs incorporate environmental disclosure in their annual reports. The
environmental reporting will act as the medium of exposure to interested parties such as
shareholders, ethical investors, environmentalists, employees, customers and others who
read annual reports, the adverse impacts that the MNCs have. Such exposure may exert
pressure on the MNCs to reduce unethical practices and thus minimise the adverse
impacts. This chapter reviews the literature on environmental disclosure in annual
reports and suggests two approaches to promote environmental disclosure among the

Australian MNCs in PNG.

Purpose of Chapter

After a review of the adverse impacts caused by MNC operations in PNG, the next step
is to seek for possible solutions. If the current rate of resource usage continous and the
environmental degradation is unchecked, no sustainable development will be possible in
the future. PNG is currently facing an impending disaster. The trend needs to change

before PNG reaches the point of self destruction as Goldsmith et al (1972) predicted.
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This is the main argument behind the accounting proposal to control any adverse
impact. Other forms of control cannot be effectively policed, as was pointed out in the

previous chapter.

Structure of the Chapter

The chapter commences with a definition of environmental accounting. While there
are various definitions of accounting, for the purpose of this thesis, Gray et al’s (1993)
definition will be adopted. This is because there are no guid nes from the state or the
accounting profession on what should be included under social reporting (including
environmental accounting). What is currently reported in annual reports is voluntary and
largely depends on the discretion of the management. Gray et al’s definition is wide and

embraces all expected features of environmental disclosure in this thesis.

The rest of the section is organised as follows: Section 2 establishes the groundrules for
environmental management and reporting. Environmental management is defined to set
the boundaries of the topic discussed. Environment policies, adoption, implementing and

monitoring against possible conflicts/hindrance and legislation.

~Sections 3 discusses global development of environmental disclosure because it is a
global issue. This study observes global developments to learn how different countries
approach the issue. Some countries are advanced in their handling of the issue v ile
others are still discussing possible approaches to implement its, including green

accounting. There are differences in what constitutes green accounting due to
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disagreements on what to report because as pointed out above, there are no accepted

guidelines. Therefore various countries have approached the issue differently.

An extended observation is carried out on developed countries such as the US, UK and
Canada in section 4. These countries are chosen because their MNCs operate in PNG
and they (especially the US) are advanced in developing various strategies and legislation
to address the environmental issue. The main benefit of studying these is to establish
how they handle environmental issues. Such knowledge will assist this study to formulate
practicable solution(s). Companies from Europe including the UK are reacting to
environmental issues pro-actively (Kestigan, 1991). The section also covers the
challenges of motivating MNCs to disclose fully. There will be better cooperation
provided, it is thought, if the MNCs are informed about the benefits of environmental

disclosure.

Discussion on developments in the US, UK and Canada will represent those of the
developed countries. This 1s necessary because these countries have developed
environment management and reporting systems which will become models for this
study. Environmental disclosure in these countries should be reflected by their MNCs in
PNG. Thréughout the analysis of the developments, constant reference will be made to
its application among the Australian MNCs in PNG to address its environmental

problems.
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Australia is considered separately from the other developed countries in section 5
because the focus of this study centres around Australian MNCs in PNG. Already
pressure is mounting on Australian MNCs to incorporate and report on environmental
issues. Currently environmental reporting is voluntary in Australia, but that is likely to
change. The Australian commonwealth government has introduced green accounting and
a professional body is preparing a conceptual framework along with guidelines to assist
their members meet the demand. Developments in Australia ought to influence their
MNC’s disclosures. Such developments will assist this thesis in assessing the viability of
the proposed environment reporting to remedy adverse environmental impacts

experienced in PNG.

In the final section (6), the need for environment reporting in PNG is emphasised as the
basis for recommending an accounting solution. Although it is a timely study, this section
warns of dangers of overreacting or taking drastic actions because it will compound
rather than alleviate the current problems. Eco-audit and an Award system are
recommended to promote environmental reporting among MNCs. In this chapter, two
hypotheses will be incorporated which this study will test in the main analysis (chapter
6). The hypotheses test the current disclosure trend among Australian MNCs to
substantiate the suggestion of environmental disclosure as a strategy to address the

environmental issues in PNG.
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3.2 Environmental Management and Reporting

This section commences with definitions of environmental management and accounting
in order to establish a groundwork. To report on environmental impacts, the
environment must be first managed because adverse impacts are the results of unchecked
economic activities. Problems like ozone layer depletion, soil erosion, water and air
pollution, loss of wildlife and deforestation are evidences of an imbalance among the
economic sub-systems. This section then discusses conflicts over social disclosure,
environmental policy development, adoption/implementation and monitoring, and

concludes by noting perceived hindrances that prevent environmental disclosure.

3.2.1 Environmental Management & Accounting

In order to rectify the problems listed above and restore the balance among the economic
sub-systems, corporate managers have to fully incorporate concerns for the natural
environment into the decisions they make. This is possible if they work within a
framework of decision making which is both economically successful and
environmentally sustainable. Sustainable strategies generate more revenue while
minimising costs which are crucial to restoring a balance between ecosystems and

economic systems (Warner, 1996).

Gray et al (1993, pp.6-7) define environmental management to include ‘a range of

responses by companies to environmental issues in reviewing their environmental
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position, developing and implementing policies and strategies to improve that position
and in changing management systems to ensure ongoing improvement and effective
management’. The functions covered under the environmental management are
environmental reviews, policy and objective development, life cycle assessment,
standards-BS7750, eco-audit, ISO, regulations compliance, environmental assessment,
waste minimisation and research & development in cleaner technologies. Environmental
reporting is possible when environment management is sound and where the above areas
are accounted for because environmental accounting is a product of environmental
management. Hence, management can thoroughly report to interested parties if it

manages its environment.

The early literature like Mobley (1970), and Estes (1972), emphasised the need to
account for all costs of a corporation’s activities. They argued that reporting only
activities with monetary value is narrow and is an inadequate measure of an entity's
impact on the society since it ignores the social factors. This is based on the grounds
that each firm is under a social contract with the community and that its activities are
constrained by concern for the welfare of the community (Ramanathan, 1976). A
corporation is accountable not only to its owners but to many other interested groups as
well (Bedford, 1973; Medawar, 1976). Despite this sound rationale for reporting, it is
only within the last five years that accounting for the environment has become
prominent. It is now taking a centre stage in the world-wide accounting profession
where environmental accounting is now seen as an essential element in an organisation's

environmental response (Gray, 1993).
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3.2.2 Conflict over Social Disclosure Legislature

There is one setback to progress where accounting is taking a centre stage. This setback
results from conflicting views on legislature for social disclosure. While there is high
public demand for environmental information, there is some reluctance on the part of
accountants to disclose (AICA, 1998). There is some degree of uncertainty among
accountants over their roles and duties in reporting environment performance. This
uncertainty is due partly to the lack of logically derived concepts to use in reporting
(AICA, 1998). This prompts some to favour government legislating a standard set of
minimum disclosure requirements (Gray et al 1987, 1988 and Gray 1991), but others
like Parker (1986, 1991) claim that accounting standards contain enough requirements

and further legislation is unnecessary.

The call for legislation is further supported by Tilt’s (1994), evidence. Ninety-two
percent of respondents, the majority of whom are environmental groups, felt further
legislation is necessary. They maintain that current disclosure is deficient. Their argument
is that more legislation will increase environmental disclosure. These groups are key
users of environmental reports and argue that standards are needed to ensure companies
disclose relevant information. To give an environmental report credibility, the report

ought to be audited. (Eco-audit is one approach recommended in the final section.)

Although political solutions are not always the best, in the absence of legislation

polluting firms will continue to pollute and destroy the environment (Chapman and
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Barker, 1991). Given the environmental impact in chapter 2, environmental disclosure
legislation is necessary to encourage sustainable development. The proposals of the
Eco-audit and the Award system are to promote the overall objective of minimising
environmental impact through disclosure. Eco-audit ensures compliance and full
disclosure while the award system both challenges all to make an effort and rewards
those who exert extra effort because current accounting requirements caters only for
extractive industries only under AAS 7 and AASB 1022. Since there are different types
of industries, each should be guided by specific disclosure codes. Better still, the
requirements should be standardised to avoid creating loopholes. Especially, when there
is significant resistance to developing legal requirement for financial accounting and

reporting (Gray et al,1993).

It is anticipated that the above conflict over environmental reporting will be solved
with the guidelines or standards which the AICA (1998) is developing to fac tate the
measurement, reporting and auditing of an environmental performance report. Unlike the
other accounting standards, which were derived from a piecemeal approach,
environmental reporting guidelines are being developed more systematically. A
conceptual framework is being developed which will provide guidance on the roles and
duties of accountants of environmental reports (AICA, 1998). With such provision of

guidelines, more and better environmental reports are anticipated.
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3.2.3 Environmental policies, adoption, implementation and monitoring

The counter argument to legislation is that fewer probing questions will be raised if more
information is disclosed as RTZ experienced in their 1996 annual meeting cited below.
Such full disclosure is possible if MNCs conduct regular environmental impact
assessment, (EIA). However, before an EIA can be carried out, an EP must be
implemented. The assumption here is that the MNCs in PNG are not implementing their

EPs because if they do, then the adverse impacts would be minimal. There are various

stages of implementing EPs.

Elkington (1989) has an expanded set of steps known as the ‘ten steps to environmental

excellence’. The ten steps are:

1. Develop and publish an environmental policy

2. Prepare an action programme

3. Arrange organisation and staffing including board representation

4. Allocate adequate resources to implement policies

5. Invest in environmental science and technology to overcome obsolescence and/or
inefficiency

6. Educate and train personnel

7. Monitor, audit and report to shareholders

8. Monitor the evolution of the green agenda

9. Contribute to environmental programmes and
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10. Help build bridges between the various interests’ to maintain good

relationship

Gray et al’s (1993) summarised implementation and management of EP into six stages.

These are:

MNC:s first need to assess the impact of their activities. This, MNCs would have done

before they lodged their development proposals.

1.

Their assessment should contain policy statements and guidelines of how the impacts
will be monitored.

Then develop behavioural objectives to implement their respective plans of action. It
will only succeed if environmental plans are approved by the entity’s board and
everyone is actively involved. Key personnel who must be active participants are the
Chief Finance Officer and an environmental board member who will lead out.
Implement the plans by delegating responsibilities to different officers

Regularly carry out an environmental impact assessment

Disclose reports of assessments carried out in 5. to the public. To give such report

credibility engage auditors to certify them.

Both approaches of implementing EPs outlined above begin with policies emerging from

likely impact of corporate activities. That is what an EP should be, a proactive strategy

to contain the impact. Most MNCs develop basic policies and add to it depending on the

demand of the society they are in. Their level of commitment varies with the local

? Source: The Green Capitalists as adapted by Gray et al 1993, 44
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environment which creates inconsistencies. Very few accept world standards for fear of
committing themselves too much. As one company official admitted, ‘they do not know

what environmental standards are applied by their subsidiaries’ (Gray et al, 1993).

Three separate surveys' reveal that 1  to the end of the last decade, less then 40 percent
of companies disclosed environmental policies. The UNCTC survey of 222 world wide
companies revealed only 39 percent had environment policies. Roberts (1991) surveyed
110 European companies and found only 30 percent had environmental policies. Of the
670 UK company reports analysed, only 5 percent had environment policies. Therefore
there is a need to promote environmental policies as a proactive approach to minimise
environmental impacts because policies have to be in place for implementation to take

place.

Adopting and implementing policies are only a beginning. These policies ought to be
regularly monitored to ensure their effectiveness. This is because ‘all aspects of a
company’s operations, from accounting and purchasing, to product design,
manufacturing, sales and marketing and distribution, will have an impact on the
environment’ (Business-in-the-environment, 1991a). Therefore each company should
embark on environmental policies that permeate all its operations. This promotes good

public relation (PR) from the outset.

10 All from Roberts (1991) Company reporting and UNCTC papers
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Of those who implement policies, there are certain constrains which cause deficiencies in
reporting. The main ones are environmental costs and concern. These become the major
ingredients in the enterprises' investment decisions. It was revealed in an earlier,
(environmental accounting), survey by Nikolai, Bazley and Brummett (1976) that
accounting systems identify and emphasise costs more than the benefits, thus
discouraging the adoption of environment accounting. Since then a iot of investment is
going into improving environmental accounting. The current message is that benefits are
exceeding costs, so much that those who invest in environmental accounting are

excelling over their opponents (EcoTec, 1991).

Cost is a minor issue if environmental aspects in an investment proposal are considered.
Environmental costs include regulations for clean up with allowances for waste disposal,
and controls. Many of these cannot be ignored because they can add up to crippling a
business even when only a PR is affected. Even banks consider environmental issues as
part of their collateral (Houldin, 1993). This can be contrasted with benefits such as
savings on litigation charges if environmental impact is accurately assessed. Equally
important are non-financial benefits such as the protection of habitat, the ecosystem and

the MNC’s good reputation.

Disclosure requirements of environmental information began with information on the
potential hazardous chemicals under Seveso Directive (1974). The focus has since widen
to include fauna and flora (Woods, 1994). This is due to demand from a wide range of

interested groups. The focus of reporting widens to include such issues as movement of
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waste, vehicle emissions, protecting the ozone layer, hazardous waste incinerators, trade
in endangered species and climate change (Gamble, Hsu, Jackson and Tollerson, 1996).
Catering for such a wide range of interested parties compounds the enterprises’ dilemma,

but it does not mean they are insurmountable.

The Intergovernmental Working Group of Experts on International Standards of
Accounting and Reporting (ISAR) have all addressed the wide range of environmental
issues and conclude that environmental disclosures are important to both internal and
external users (Gamble et al, 1996). This confirms Anderson and Frankle’s (1980)
discovery that firms which disclose social information out perform those which do not.
That is why 1t will be in the MNCs best interest to produce environmental reports,

unfortunately not everyone perceives these internal benefits.

Gilkson (1995) classifies benefits into four main areas. Environmental reporting :
1. will improve an entity’s PR and enable it to gain market advantage;
2. will get a corporation into the practice of disclosing & makes it easier for it to adapt
because some countries require compulsory disclosure;
3. changes attitudes to use/misuse of natural resources to promote sustainable
development which eventually leads to;
4. environmental excellence where businesses become efficient because pollution

equates to wastefulness.
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Other industrial benefits are discussed below from the experience of developed
countries which implement environmental disclosure. Prior to this, a brief mentions of

factors that hinder current environmental disclosure.

3.2.4 Hindrance to Environmental Disclosure

Environmental reports up to this point (1995), has been the corporation’s privileged
document (Gilkinson, 1995). This present study is suggesting they should face public
exposure. Once corporations start disclosing, ‘increasingly sophisticated and better
informed customers will start asking probing questions’, says New Zealand’s
environment minister-Simon Upton (1995). This is illustrated by RTZ’s Annual General
Meeting in London May 1996. Shareholders walked out when the Chairman, Derek
Birkin barred further questions from the floor about environmental activists attempting
to storm the podium over ‘RTZ’s crime against the planet’. The Chairman then used the
proxy votes of 354 million shares out of 355 million to quash campaigns for extended

. 1
questlonsl .

Until recently, very few companies made environmental disclosures. el ington and
Walter (1993) highlight two main reasons for this. First, only certain aspects of social
disclosure are demanded by legislation. That is why, although social disclosure laws urge
corporations to disclose, not everyone complies (Epstain and Freeman, 1994). Secondly,
since social disclosure is voluntary, only a few shareholders demand it. The percentage of

shareholders demanding environmental reports have since increased as Tilt’s (1994)

! Land Rights News Vol. 2, No. 39, July 1996, p. 8
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survey shows. The Environment Accounting Task Force (EATF) found that only 25
percent of Australian MNCs currently disclose environmental information although two
thirds of users seek it (AICA, 1998). The difference 1is a surplus demand for

environmental information against a shortage of reporting.

It now appears that the social disclosure requirement will expand to encompass
environmental disclosure whereby environmental information will no longer remain the
company’s privileged document. The environmental reporting requirement covers a wide
area with compensating benefits. Since it is a global issue, the next sections will discuss

approaches in other countries in order to adopt appropriate strategies in PNG.

3.3 Global Developments of Environmental Reporting

Environmental disclosure guidelines are being developed (AICA, 1998) as a result of the
increasing demand for environment reports (EATF, 1996). Those industries who respond
to the demand are benefiting. The cotton industry (mentioned below) illustrates that
responding to social issues (including environmental) earns the entrepreneur financial
rewards. This section briefly traces the development of environmental reporting on a
global scale which will eventually encourage, if not challenged Australian MNCs to
overcome their reluctance to report environmental issues. General environmental
reporting developments on a global scale will be discussed in an attempt to learn from
their experiences. This study is attempting an inductive approach. It is useful to

compare developments of environmental issues reporting in developed countries such as
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the US, UK and Canada, before concentrating on developments in Australia highlights

the need for an environmental disclosure requirement.

3.3.1 Challenges of Environment Reporting

According to the ICAE (1992), environmental issues pose three major challenges to the
development of environmental accounting. There is, first of all, a need to integrate
scientific and technical environmental information with financial information in matters of
expenditure, liabilities, asset valuation and future profitability. Next, is the question of
where to place environmental information in the annual report. A third related issue is
whether the current accounting policies are sufficiently distinctive to require separate

disclosure.

Integration of Environment and Finance Information

Vinten (1993) argues that traditional accountancy will only make substantial
contributions to green accounting when its assumptions and boundaries are defined. As
an example, the author cites the Going Concern concept which implies continuity for the
organisation over an indefinite period. Therefore threats of environmental impacts
caused by pollution against an organisation which is meant to continue indeﬁnitély 1s not
traditionally catered for. Vinten (1993) presents two alternatives solutions. The first

alternative is to incorporate environmental information in the traditional accounting
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framework. Such incorporation does not require much change. Therefore this approach
is likely to be adopted. The alternative approach is to consider the environmental issue
important enough to disclose it separately. The Asia-Pacific leading gold miner, Placer
Pacific (1997) claims to be the first mining company to provide such a separate
environmental report. Extra cost is required to integrate scientific and technical
environment information with financial information. Vintem (1993), prefers the later
approach although it is costly because key environmental information gets reported in
the accounts which are scrutinised by most readers in annual reports. The author adds
that it is unfortunate that most companies treat key environmental information as
common news and place it in the least sought places of annual reports. Worst still,

material information is omitted and the public is deprived of essential information.

These three problems the ICAE (1992) highlighted are being addressed by AICA. AICA
(1998) is developing a conceptual framework, to provide guidelines for disclosing
environmental disclosure. These guidelines will enable correct classification and
reporting. AICA is beginning with a conceptual framework because previous standards
were developed in a piecemeal manner (AICA). When these guidelines are in place, then
it will be easier to report environmental information. The next concern is what to report

as accountants will have guidance and direction on where to report it.
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3.3.2 Where to report

Although Corporate Social Disclosure (CSD) has been the subject of research to
address various issues, there is little coherence in the results. While the guidelines are
being developed, there is no agreement on what to report. Gray et al (1995) blame the
inconsistency on the fact that the subject is not enshrined like the Companies Act.
There is no legislature requiring environmental disclosure. That is why CSD is either
voluntarily reported in the annual reports or reported elsewhere by a third party. Even
the provision of guidelines by the accounting profession, such as the AICA, does not

guarantee complete environmental disclosure because CSD is voluntary.

In the meantime two approaches are being used in Europe to report environmental
impacts. The first is the eco balance sheet approach developed in Austria and Germany
(Jasch, 1993; Jorgensen, 1993). This approach traces all inputs and outputs including
emissions and wastes. It is proving very useful for internal management as well as
external accountability and transparency (Gray et al, 1993). The second approach is
based on the value added system which deducts an estimated environmental value lost
(Gray and Symon, 1992b). This was developed by a Dutch company which attempted to
integrate financial and environmental reporting. The concern here though, is the accuracy
and validity of the measurement of value lost. These two approaches might work for

manufacturing entities in PNG but would be difficult for other industries such as mining.
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Irrespective of approaches employed for treating environment information, annual
reports are the principal source of financial information for interested parties (Neimark,
1992; Hines, 1988). Therefore it should contain all relevant information for the
interested parties so they do not have to seek other sources. After all, an annual report
ought to disclose all information as the General Purpose Financial Report (GPFR)
should. This is because all forms of data reaching the public can be considered as part of

accountability- discharge activity (Zeghal and Ahmed, 1990).

3.3.3 Separate Reporting

Roberts (1991), points out from the two European approaches that most sensitive
sectors needs honest disclosure. While annual reports are 'One stop shop' for all
integrated information, environmental issues are best reported on a site by site basis
(Owen, 1994). Although it is costly, it will prc :ct the genuine position of the
organisation. This practice also satisfies individuals who may be interested in single
projects or sites. There is also a potential clean up cost by the owner or occupier of the
contaminated site in reporting on a site by site basis. (The clean up cost applies in the
US.)) This is irrespective of whether the occupant caused it or not (Resource
Management Act 1991, ss. 322(b)(iii)). Clean up cost is best illustrated by the Love
cove case of New York. When Incidental Oil acquired the Hooker Corporation, it
became liable for a $250 million clean up bill from Hooker’s operation. The cleanup cost

only surfaced after the take over.
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Where a corporation like Incidental Oil is required to meet the clean up cost, investors
see potential liabilities. This constitutes uncertainty because their investment faces a risk.
Investors will naturally be interested in anything that increases their return while
minimising potential risks. An item that causes investors to revise their investment is said
to be of information content (Gonededs, Dopuch and Penman, 1976). Although
environmental information is information content as Incidental Qil experienced,

companies either omit it or report it in the least sought places in the annual reports.

Part of the reason for such company action is that practical accounting has a narrow
view. It consists of compliance and control with a focus on prescribed rules about
organisational activities (Williams, 1987). Thus reports reflect only compliance and
controls. The underlying reason in reporting should be to provide information for
decision making that also satisfies accountability to all parties. That is why Rawls (1971)
argues that voluntary self-interest reporting will not achieve optimal outcomes. His

argument is that accounting is a moral discourse based on social justice.

The social justice concept is further developed by Chen (1975) who includes the
concept of stewardship. He contends that a firm’s management is not only the steward
for its owners but also of employees, customers and society as a whole. Therefore any
information that impacts on other entities or society ought to be reported. Bean and
Fetig (‘1971) who were among the first to suggest that accounting should measure and

report the impact as well as the cost of pollution.
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How to get every MNCs Ticking

To entice those MNCs who are not complying with environmental reporting
requirements, the European Union (EU) has introduced an Eco-Management and
Auditing Scheme Logo. This logo will be awarded only to those who exceed the
established standards and excel in their economic management. The logo is a prestigious
symbol of environmental excellence and those who attain these awards will display them

on their premises (Willits and Mitl, 1996).

A major component of the European Union’s (EU) Environmental Management and
Audit Scheme (EMAS) adopted in 1993, requires companies to make information about
their environmental performance available to the public. This information is to bein a
concise and comprehensible form. Furthermore, it must be externally verified (Barnes,
1994). EMAS began as a voluntary action to progressively improve environmental
performance and provide information to the public. Unfortunately, corporations could
not see the benefits of complying and were sceptical over its use. Since then EMAS has
become an enforced regulation. The companies are now required to prepare and
present externally audited reports (Barnes, 1994). The Eco-Management and Audit
Scheme Logo is still being awarded to those who excel in their reporting. It is one of the

contributing factors to the recent surge in social accounting.
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3.3.4.Factors contributing to the Surge in Social Accounting

While various attempts are made to encourage reporting, four factors contributed to the

surge of the social accounting in the 1990s. Gray et al (1993) attribute the surge to:

1. The concern about greed of entrepreneurs. It was reasoned that accounting should
not be a tool for assisting greedy entrepreneurs but rather hold them accountable.

2. A rnse in public interest and awareness among academics to develop social
accounting. For instance, there should be research to seek solutions for problems
such as those raised by Vintem (1993).

3. Asurge of alternative/unsustainable economic activities. The previous chapter (2)
covered unsustainable rates of resource usage.

4. The launching of environmental accounting has seen a corresponding increase in

regulations on disclosure of environmental issues.

EATF (1996) ‘and Trevor and Frost (1998) have confirmed that there is surplus demand
for environmental reporting. However, the urge to supply environmental information is
minimal or lacking (AICA, 1998). This creates a problem on how to get all MNCs to
disclose environmental information without legislation. The Financial Sector Working
Group of the Advisory committee on Business and the Environment's report (February,
1993) shows that the public is not satisfied with the lack of development. Public
pressure is gaining momentum to force corporate bodies to report environmental
information. There is a desire among the public to make all companies publish

environmental reports. Such a development would mean standards and legislation may
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also be necessary (Owen, 1994). The Business Advisory Committee Report (BAC,
1993) recommends that accountancy and insolvency professionals should provide
guidance and input into developing legislation/regulation on environmental issues

affecting accounting matters.

The BAC recommendation is timely because the increase in environmental awareness is
pressuring organisations to account publicly for their activities and their impact on the
environment. To promote environmental disclosure, eco audit and the award system as
used in Europe seem effective in responding to current public demand. An
environmental audit is a monitoring technique used to ensure corporations comply with
environmental protection legislation. It also ensures that what is reported is objective.
Goodfellow and Willis (1991, p.44) define environmental audit as ‘a management tool
comprising a systematic, documented, periodic and objective evaluation of how

environmental organisations, management and equipment are performing.’

Goodfellow & Willis’ definition of environmental audit is adopted by the International

Chamber of Commerce (ICC) working party (ICC, 1989). The objectives of

environmental audit is to help safeguard the environment by :

- (1) facilitating management control of environmental Policies and

(2) assessing compliance against company policies, which would include meeting
regulatory requirements. The reports can also be attested to verify its contents. Both

eco-audit and the award system will be adopted in PNG from this section and are
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discussed in the last section of this chapter. This will be preceded by a discussion on

developments in other developed countries besides Australia.

It can be deduced from the global development that there is a public outcry is for greater
environmental information. Various attempts to response to this public demand is beset
by three vital questions: what to report (Content), where to report (venue of disclosure),
and how to report (standards and guidelines) ICAE (1992). These issues are being
addressed by different countries using different approaches. This thesis proceeds next to
analysis developments in the US,UK and Canada with the intention of adapting some of

their strategies to contain their MNCs.

3.4 Development in the US, UK and Canada

Developments of environmental disclosure in the US, UK and Canada are important
because there are MNCs from these countries among those causing adverse impacts in
PNG. For example, Placer Pacific is a Canadian company operating in a joint venture
with 2 Australian companies in the Pogera mine. While two approaches (eco-audit and
award system) are selected from those used in Europe, environmental disclosure concept
must be sold to the MNCs in PNG to get quality environmental reports from them. The
emphasis here is on the benefits of environmental reporting to draw both quality and
quantity of reporting from the MNCs in PNG. This section discusses factors which

increase environmental reporting in the developed countries in order to adopt them in
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PNG. The conclusion is that PNG cannot adopt all of the developed countries strategies

because it cannot afford to do so.

3.4.1 Survey of Current Reporting

The large surveys were carried out by Roberts (1990, 1991); UN (1992, 1993); and Gray
(1993) to keep abreast of global developments, reveal diverse results. These surveys
found that voluntary reporting is predominantly the practice of large MNCs.
Approximately 50 percent of large corporations disclose voluntarily but the percentage
decreases with size of MNCs. Currently environmental disclosure is by large companies
only (size effect),mainly for PR reasons with low quality reportage. For example,
Robert’s (1991) survey disclosed that the majority of large companies’ environmental

disclosures were mainly descriptive. Only 40 percent produced quantified reports.

There will be closer probing under ‘Public has the Right to Know’ if information is not
voluntarily disclosed. A company official reported that the political climate is changing
and unless they begin now, it will be a more painful exercise later (Gray et al, 1993).
Therefore, it will be to the corporation’s advantage to voluntarily disclose environmental

information because legislation is being drafted.

The Tenth UN session (1992), survey of the World’s largest companies reveals a strong
reluctance among large corporations to reveal environmental issues. The survey found

86 percent disclosing environmental data only, 40 percent provided environment related
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financial data, 19 percent provided quantitative information on emissions and only 3
percent disclosed information on contingent liability. This survey contradicts earlier
discussions that environmental disclosure has size effect because even the world’s largest
conglomerates are reluctance to reveal environment information which might jeopardise

their own operation and survival.

In another survey, KPMG Peat Marwick (1992) specifically surveyed environmental
reporting practices of the top 100 companies in the US, UK and Canada. They found US
companies provide considerable more financial data then those of UK or Canada. This
is due to US companies being subjected to SEC regulations S-K relating to disclosure of
cost and expenditure figures. No country beside US uses its SEC to enforce standardised
requirements. The other two countries were not subjected to such regulations, therefore

their companies’ voluntary disclosure was deficient.

Evidence from the UK’s reveals that the continuance to rely on voluntary disclosure may
prove inadequate. First evidence comes from surveys conducted by Tonking (1991) and
Kirkman and Hope (1992). These surveys found reports of medium listed and large
unlisted companies to be patchy. Only large listed companies fully disclosed
environmental issues. This confirms KPMG Peat Marwick (1992)’s survey result. A
further study by Tonking (1993) noted that although the number of organisations
addressing environmental issues is slowly increasing, the quality of disclosure in

providing specific details shows little improvement. Most UK disclosures were narrative
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with only few producing systematic performance reports (Owen et al, 1992, and Gray

and Owen, 1993).

3.4.2 Quality of Environment Reporting

The UN survey (UN 1992a) of 222 transnational corporations, found MNCs to be aware
of environmental issues but their disclosures were mainly qualitative, and partial. This
made it difficult to make comparisons. While the report format was familiar, its quality
was poor and inconsistent. The KPMG (1992) survey, found US companies had more
quantitative data on environmental issues and considerable more financial data than
Canadian or UK companies. Only a quarter of MNCs set targets to improve their
performance. There is little evidence in all three countries (US, UK and Canada) of
environmental auditing. This raises questions about the quality of information content. A
general conclusion, with some exceptions is that environmental reporting is still in its

infancy, even among leading nations such as US, UK and Canada (KPMG, 1992).

Such findings of deficient environmental disclosure provide further evidence for studies
such Roberts (1990, 1991); UN (1992, 1993); and Gray (1993), all of which noted that
the disclosure was mainly patchy and descriptive. These findings also complement
Tonking (1991); and Kirkman and Hope (1992). Most UK company reports were
narrative with only a few producing systematic performance reports (Gray and Owen

1993, Owen et al, 1992).
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Although increasing number of MNCs are disclosing environmental impact reports, they
are unsystematic and are reported on an ad hoc basis (Fayers, 1998). Most lack
independent attestation (ICAE, 1994). They are largely narrative and lack integration
with the main accounts. The quality of disclosure mainly concerns the accountant.
Environmental information ought to be disclosed under the principle of user pay, where

environmental legislation impacts on organisations with financial consequences.

Poor quality of environmental information may be attributed to the cost factor. It was
pointed out, in an earlier section (3.2.3) that extra effort of incorporating environment
reporting incurs costs. Therefore unless there is a monetary reward to offset the cost
incurred, there will not be any extra effort. After all, there is no legislation to enforce
disclosure. To induce environmental accounting will require some tangible incentives.
Section 3.4.3 suggests that there is benefit in  implementing/complying with
environmental reporting. The inducement here is that an environmental management
system has its advantages. So far the emphasis has been on the disadvantages. Therefore

the next section discusses the advantages.

3.4.3. Benefits of Environmental Disclosure

Environmental disclosure does not only beget a good PR but also increases financial
returns. Relationship between social disclosure, performance and economic performance
is best described by Alexander and Buchholz (1978, p.479) as ‘being socially aware and

concerned, enabling management to run a superior company making it an attractive
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investment.” That is, those who disclose ought to outperform those who do not. This
contradicts the commonly held view that extra expenditure of improving working
conditions and/or of collecting data on environmental issues, recording and reporting

them incurs costs, which reduce profits.

One industry that gained from complying with environmental disclosure is the cotton
industry. The cotton industry was labour intensive with a very low return and was a less
attractive investment. It was argued that a cleanup and new equipment costs would be
unafordable. This was maintained until a US Supreme Court Decision (AMTI v
Donavan, 1981) allowed the Occupational Safety and Health Administration (OSHA) to
enforce a stricter standard for reducing dust emissions from cotton in the workplace.
Schmidt (1985), maintained, that decision was a turning point in the cotton industry
because it had a major economic impact on it. Since the verdict, the industry has been
modernised into a capital intensive industry and has since become efficient. The cotton
industry experience reveals that firms with new equipment and the latest technology
appear to be stronger financially. This experience may never have eventuated if there had
been no strict enforcement on dust reduction. There is therefore a relationship between

environmental requirements compliance and economic benefits.

There are also other benefits besides efficient operations for complying with
environmental record keeping and reporting requirements. Compliance can improve the
company's ability to manage environmental issues effectively. There is also the security

and assurance of less litigation with civil and criminal liabilities. This results from
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complying with requirements to promote a sustainable economic growth and a safer
community (Coopers & Lybrand 1993). Ok Tedi’s $3 billion lawsuit, would have been
avoided had OTML complied with environmental requirements. UNCTC’s Ninth
Session (1992), found German and Swiss companies had a high level of environmental
disclosure. They were able to keep track of the hij level of expenditure as well as

avoid the tight scrutiny in their annual general meeting from concerned shareholders.

3.4.4 Quality of Disclosure

Where the costs are material, they need to be disclosed separately (ICAE, 1994)"* . The
later argument is expressed in the UK Accounting Standards Board's (UKSB) 1991
exposure draft that requires an item to be presented separately if it is significant
(material) enough, to influence stewardship decision. SEC release 6835, requires
management to disclose any environmental problem of known potential significance that
is likely to have a material effect. Both UKASB (1991), and SEC release 6835, deal
with the question of disclosing what is ‘material’. Current accounting standards AASB
1031 and AAS 5 define materiality as ‘a piece of information, if omitted or misstated, has
the potential of adversely affecting decision about the allocation of scarce resources
made by users of financial report or the discharge of accountability by the management
or governing body of entity.” The attempt here is not to deprive any decision maker by
the lack of, or misstatement of information. This will ensure that all interested parties

receive ample information to make well informed decisions.

2 JCAE Environmental Research Group 1994, p.73.
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The Canadian Institute of Chartered accountants (CICA, 1993) recommends that new
recognition, measurement and disclosure standards for environment costs should be
included in a separate section of the CICA handbook. This will ensure that there are
clear guidelines to follow in preparing reports. There will be guidelines on measurement
to determine materiality of items for disclosure. Their Australian counterpart (AICA) has
already embarked on the preparation of guidelines for measurement, recording and
reporting of environmental information. However, the question still remains, whether the
guidelines will improve environmental disclosure, because the whole process is a vicious

circle of regulation, litigation and community reaction which leads to further regulation.

While the accounting profession is developing its guidelines to improve reporting,
investors are becoming wary of bad environmental practises because it increases
liabilities and risks that soak up profits (Coopers & Lybrand, 1993). Oth 3, such as
employees, suppliers and even consumers are also interested in how environmental issues
are being handled. Bad environmental practices have in some instances prompted action
from groups such as environmentalists who work to minimise environmental

degradation.

Tilt (1994) presents the first empirical evidence about the community lobby or pressure
groups' influence on corporate social disclosure. The literature he surveyed of US and
UK origin, shows that most of the pressure groups are environmentalists who are very

effective. Of their effectiveness, an executive was quoted as saying, ‘environmentalists
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are becoming more penetrating in their analysis and more skilled to change conditions
they think should be improved. So much so that ‘when the environmental lobbyist

speaks, the company bosses tremble' (The Economist 1990, p. 90).

Tilt (1994), distinguishes pressure groups in the US as lobbyists aiming to create
legislation while those in Europe as publicisers of issues. Pressure groups are rare in
Papua New Guinea. Any form of lobbying is done by Australian NGOs like Aid/Watch
or the ACF. There is therefore a need to establish local pressure groups. The partnership
between ACF and MEF (chapter 2) bridges the gap to enforce environmental disclosure

requirements in member countries.

Pressure groups are vital in the US because concerns and actions by various groups has
led to the establishment of the US Environment Protection Authority (USEPA). Under
the USEPA, record keeping, reporting and disclosure requirements have become a
fundamental part of environment management. For this reason, the USEPA has
increased its regulatory activities for developing rules for recording and reporting. In
some industries, the issuing of certificates is used to promote effective and continuous
checks. Coopers & Lybrand (1993) report that the USEPA’s attitude is changing. It is

now committing all its resources into enforcing record keeping and reporting violations.

Some form of enforcement is essential as the US surveys show. Since the USEPA
authorities use the S-K rules, their reporting has quality disclosure and is better than that

in the UK which relies on voluntary reporting. US disclosure has both qualitative and
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quantitative information. It would be excellent to legislate for environmental disclosure
in PNG but there is the risk of driving away the MNCs and they are important to
developing the resources in the country. Therefore, it would be better to work along
with developments in Australia whose MNCs are studied here. Their current

developments are analysed next.

Size affects environmental disclosure. Large corporations disclose more. These MNCs
come from developed countries, as referred to earlier, it is appropriate therefore that any
developments among them be observed. These developments are more advanced in
some countries than others, however the common sentiment is that the need for greater
disclosure of environmental information is becoming evident. The process will be faster if
every stockholder is provided with environmental information of the adverse impacts

from MNCs’ operations.

3.5 Development in Australia

Australia is currently responding to public demand to incorporate environmental
disclosure in company annual reports (AICA, 1998). It is a flow on effect. Kahill and
Kane (1994) claim that environmental management initiatives are exploding worldwide
as a response to demand for disclosure. However, Australian current environmental
reporting is deficient (Deegan and Gordon, 1996) despite every state having
environmental laws enforced by the Environment Protection Authority (EPA). This

section discusses recent developments like the AICA’s conceptual framework and
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guidelines, and the public demand for environmental information which the Australian

MNCs should address in PNG to minimise the current adverse impacts there.

3.5.1 Current Australian Reporting

While quality of environmental disclosure is improving in the above countries (section
3.4), it is not the same for Australia. Current environmental reporting by Australian
accountants is deficient. However, if there is any increase, then it is not related to
industry, nature of operation or size - measured by total sales or assets. Evidence from
Deegan and Gordon (1996) suggests that environmental disclosure is self-laudatory.
These reports appear in the chairman's or the managing director’s reports and are mainly

qualitative.

This is due to lack of support for the provision of environment information in financial
statements. A survey conducted by (Deegan, Geddes and Staunton, 1996) shows that
there is only marginal support for environmental disclosure. It appears that accountants
consider environmental issues to be irrelevant to investors. This attitude may stem from
lack of guidelines on how to treat environment issues but this is soon to change, when
the AICA (1998) develops the conceptual framework and guidelines for environment

management systems and reporting, which will be imposed on the accountant.

The AICA’s (1998) effort in developing guidelines complements the Australian

government’s adoption of green accounting. While some are debating the introduction of
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green accounting, Australia is one of those countries busy implementing it to achieve
sustainable development (Atkinson, 1995). It was unveiled when the environment
minister announced the incorporation of green accounting with an injection of $3.5
million into the project. Green accounts are to be developed according to UN

specifications over a period of four years in Australia (Wallis, 1995).

3.5.2 Environment Management System and Reporting

Green accounting will begin with the national government and permeate into the private
sector of the economy. Therefore Wilmshurt and Frost (1998), urge accountants to play
a leading role in successfully implementing environment management system into the
traditional accounting function. So far, various accounting practices have already been
adopted. These include: accounting for energy usage; rehabilitation or restoration;
production costs, cost of legal requirements, contingent liabilities, and waste
management. Despite the adoption of these practices, the information is not distinctly
categorised and reported externally. The authors claim that important environment

information is lost within the total information reported.

Unless the environmental considerations mentioned above are incorporated into both the
accounting and financial systems, they will prevent environmental advancement (Gray et
al, 1993). Essential prerequisites of ‘greener’ management and accounting systems are

not in place. This delay is caused by the lack of what Elkington, Knight and Hailes
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(1991) term, the language of finance. The language of finance has not developed fast

enough to keep pace with the environmental pressures.

Despite the lack of a finance language, some improvements in reporting have been
observed among Australian firms. A survey by Coopers and Lybrand (1992), found 21
percent of the companies in Australia disclose environmental issues compared to 52
percent in US and only 14 percent in UK. While Australian environment reporting may
be 7 precent higher than UK, Australia has lagged behind its many overseas counterparts
(Kestigan 1991). These studies are obviously out dated. Since then various experimental
approaches have been carried out to incorporate environmental factors within the
financial framework (Gray et al, 1993). EATF (1996) reported that almost 25 percent of
Australian MNCs now disclose environment information (AICA, 1998). Thus Australian
MNCs have improved by 4 percent over the 4 years as compared to Coopers & Lybrand

(1992) survey.

However, evidence from Deegan and Gordon (1996) suggests that little has improved.
Environmental reports appear in the Chairman’s or Managing Director’s report. They
are mostly qualitative and self-laudatory. Current environmental reporting by Australian
accountants is still deficient. This deficiency in environment reporting may explain why
we have environmental problem in PNG: the majority of the MNCs come from Australia
and they are not currently providing environment information about their operations in
PNG. It appears that voluntary accounting disclosure will not solve environmental

problems because not everyone discloses, as shown by the studies above. The industries
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may need to be informed about the advantages of environment reporting or regulated

because environment disclosure will be less objective in an unregulated environment.

Deficiency is partly due to the accounting profession treating environmental issues
lightly. This was evidenced in Deegan, Geddes and Stauton’s (1996) survey which
suggests that accountants give only a marginal support for environmental disclosure.
Based on these studies, this study proposes its two hypotheses: that Environmental
Reporting for Australian MNCs has not increased since 1991 (H1) and if there was any
increase it was time and event specific (Walden and Schwartz, 1997), therefore it will

not persist, hypothesis 2 (Hz).

For Corrigan (1998), the current environment accounting is centred on environmental
reporting and scarcely touches performance and measurement. The author is reflecting
on a recent International Federation of Accountants (IFAC)’s study-Environment
Management in Organisation: The Role of Management Accountant. The contention is
the notion that management accountants should take a leading role to promote
sustainable development. The outcome was that four major elements were adopted from
the Society of Canadian Management Accountants. They are: cost accounting, financial
management, risk assessment, and information systems. The adoption posses a challenge
for management accountants to incorporate these four elements to be eco-efficient,
incorporate environment considerations into financial decisions, identify environment
related risks and financial liabilities and develop an information system which will enable

greater quality of reporting.
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3.5.3 Timely Developments

Experience from the developed countries reveals that the policing of environmental
requirements follows a vicious circle (Coopers & Lybrand, 1993). While it may appear
hopeless for developing countries with limited resources to act on any requirement, each
litigation and community reaction leads to enacting new regulations to strengthen weak
areas. It is considered here that MNCs should be made to disclose environmental
information. This relates to two developments. Firstly, the public/shareholders’ demand
for environmental reports from their companies (Placer Dome, 1997). Some
shareholders of Australian MNCs live outside PNG. Therefore requiring environment
reporting is in line with company owners (shareholders) calls. It seems timely to
incorporate the environmental disclosure requirement with the recent upsurge in e

publics’ demands for environmental disclosure.

Steve Schueth, who is the president of Calvert Distributors Inc, Bethesda MD., a mutual
fund that only invests in responsible companies commented that MNCs are beginning to
realise that the more they tell the public, the greater respect they earn from it. When
environmental information reaches the investors through the accounting disclosure, they
will redirect their investments. This will eventually impact on businesses and force them
to become ‘green’. After all, adopting best environment practices is cost effective and

increases profitability (McCafferty, 1996).
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Already businesses are improving their accounting disclosures. They are doing better at
accounting for environmental liability by both recording and disclosing them. A survey
by Price Waterhouse (1994) reveals a remarkable change over two years. Seventy
percent of the respondents with significant environmental involvement reported
disclosing it in their financial statements compared to a survey completed two years
earlier where 62 percent with known environmental involvement did not disclose them
(McCafferty, 1996).

Secondly, the Australian accounting profession is developing guidelines to meet public
demand for environment reporting.  AICA is developing guidelines to guide the
preparation and the presentation of environment reports (AICA, 1998). This is where
environmental accounting will become a reality. However, coercion does not work
because environmental problems are social problems (Ludwig et al’s, 1993). This is a
rational argument because many of these problems are caused by human greed to deplete
resources for wealth maximisation. Meyer (1979) warned about problems that cause

irreversible damages. No amount of expost analysis will solve the problem.

Vogel (1993) directs a warning at the accounting profession that environmental
legislation will soon affect the profession. The ramifications may be severe, especially
for those ignoring environmental legislation. It will affect the reliability of their financial
reports. Information like product improvement, waste reduction and other innovative
environmental disclosure can be a showcase to attract investors (Krueze et al, 1996).

Besides, disclosing environmental policies, practices and obligations are required to
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satisfy its full disclosure requirement. The main issue is how to incorporate the above

developments into MNC operations in PNG. This is addressed next.

Studies on the development of environmental disclosure in Australia reveal a mixed
result. Even though Deegan and Gordon (1996) observed some improvements between
1983-1991, Fayers’ (1998) assessment is that environmental disclosure is still self
laudatory. So much so that, Fayers concludes that environmental disclosure currently is a
‘greenwash’. Nonetheless this thesis envisages an improvement in line with the current
global development. The AICA is already preparing a conceptual framework and
guidelines for its members’ use to meet the current demand for environmental disclosure

in Australia.

3.6 Application in PNG

This section draws the relevant materials together from the discussion of various
environmental disclosure developments. It considers the advantages and disadvantages of
applying the concepts or approaches of environmental disclosure to address the
environmental issues in PNG. The chapter then concludes with the application of the
two approaches from the European developments: the eco-audit and the award system,

to promote environmental disclosure among Australian MNCs in PNG.
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3.6.1 Problems Associated with Environmental Disclosure Legislation

Environmental consciousness has been rising since 1972 with greater pressure from
developed countries (Cairncross, 1992). This may be because developed countries have
better technology to employ in environmental management. They also have legislation
which regulates and minimises environmental impact. In complete contrast, ‘a developing
country cannot legislate because legislation is too cumbersome to manage, time
consuming and costly to enforce. Government intervention therefore, is necessary
because the voluntary action by MNCs is neither realistic, nor fair’ (Cairness, 1992,

p.17).

However, Wescott (1992) advises against government invention even though it may be
necessary. The author further discourages authorities, in particular those from
developing countries from launching complex programs to protect the environment.
Such complex legislation impairs more than solves the problems. Wescott specifies
three pitfalls devising complex legislature in developing countries to address’
environmental issues:

1. Since the programs are complex, there is no flexibility and hence there is no
uniformity in enforcement in the related industry, country or even in the region. PNG
faces this problem in the mining industry where each mine operates under separate
agreement. This was discussed in chapter 2.

2. There is no rigorous enforcement. Since arrangements vary, major acts cannot be

enforced. Some requirements may even be inappropriate. For instance, Thailand’s
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extensive environmental program was not enforceable. Accordingly it was labelled,
‘Paper Tiger’. Lack of enforcement eventually led to the Bangkok Chemical
Explosion in 1991.

3. If there is no uniformity and enforcement on companies, then there is also no
consensus among regulators, agencies and enforcers of regulations. Eventually the
legislation loses it effectiveness and those who enforce it become powerless. The
forestry industry in PNG faced this problem where forest legislation was ineffective

and even the leaders were involved in corrupt deals (Barnett Commission, 1987).

When local legislation becomes ineffective, there is the danger of borrowing ‘ready
made kit’ programs to solve local problems. KPMG (1992) warns developing countries
to be wary less they fall into a trap like Taiwan. Taiwan borrowed USEPA programs to
combat hazardous waste sites. Unfortunately USEPA programs were not only

ineffective but were costly to administer.

3.6.2 Ethical Investors

It is not within the scope of this study to propose legislation but rather encourage the
provision of environmental disclosure through the accounting profession. Therefore the
above discussion is focussed only on developments of environmental reporting. This
study capitalises on EATF a (1996) study which found a mounting demand for
environmental information by interested parties in Australia. Disclosure of

environmental information is intended to expose MNC activities and direct pressure
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from ethical investors to MNCs to minimise the adverse impacts currently experienced

in PNG.

However, Perkes et al (1992), who studied UK ethical investors argues that annual
reports do not provide ethically related information. Ethical investors claim that the
contents of annual reports are too general. This is because ethical investors voice their
concern over degradation based on information they receive from annual reports (Perkes
et al, 1992). Those who seek funds while upholding environmental codes, will have
access to ethical funds. Social or ethical funds were first launched in 1970s in US around
the time environmental issues emerged. Within the last ten years it has reached $50
billion (Chastain, 1983). This boosted an upsurge in environmental issues in the 1980s

and greatly influences investment decisions up to $US 400 billion (Bromige and Partners,

1989).

Perkes et al (1992) are supported by Hatte et al (1991) that 10 out of 12 ethical
investors base their decisions on annual reports. Unless these ethical investors are
adequately informed, they can make wrong decisions. Perkes et al (1992) expressed
concern over annual reports containing very little information for ethical investors. As a
remedy, the authors suggest legislation to improve this deficiency. Their argument was
that ethical investors when combined will be a powerful force to correct environment

degradation.
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A counter argument based on a EIRIS (1989) study, calls ethical investors, hypocrites.
EIRIS claims that ethical investors live a double life. They profess to be ethical in some
areas, while investing in others. This must be why Hatte et al (1991) claim only 10 out
of 12 base their decisions on annual reports (Perkes et al, 1992). On the surface it is
difficult to judge unless the claims are empirically tested. = Wiseman (1982) and
Rockness (1985) advise caution is needed this area. Their study found that those who

make the most noise are the poorest environment performers.

Hollingworth (1998) presents a more balanced view on ethical investors. The researcher
observed that environmentally conscious investment is moving into the financial stream.
They have two objectives: ‘To invest their money in a manner which will contribute to a
sustainable environment and society as well as earn a good return. Ethical investors
stress that their funds are not charity funds. Hence they will not lose money in ethical
investments’ (Hollingworth, 1998, pp.28-29). Their earning will be reinvested into other
ethical investments of lower returns so they should earn appropriate returns.

For PNG, ethical investors may be the country’s hope for a while yet, to raise concerns
about MNCs unethical practices and reduce their impacts. To this end Australian MNCs
will be required to implement EP including environmental disclosure within their annual
reports through the use of the two approaches used in Europe: Eco-Audit and the

Award System. Each one is discussed below.
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3.6.3 APPROACH 1: Eco- Audit

This section discusses Eco-Audit which is the first approach this study proposes to
address the environment issue in PNG. It coincides with environmental auditing which is
becoming a ‘buzz’ word of the 1990s (Welford, 1994). MNCs need to keep records for
regular monitoring after they implement an EP to see how effectively they are achieving
their objectives. (This study will not deal with setting up environmental accounting. It is
confined to disclosure). Results of regular monitoring and assessment will be reported in
the annual reports. It shows corporations commitments and will be the tool to improve

the environment.

Environmental audit is defined by the Conference of the British Industry (1990) as

‘the systematic examination of the interactions between any business operations and its
surroundings. This includes all emissions to air, land and water; legal constrains; the
effects on the neighbouring community; landscape énd ecology; and the public’s
perception of the operating company in the local area. Environmental audit does not
stop at compliance with legislation but a total strategic approach to the organisation’s
activities’ (Gray et al, p.96). Eco audit encompasses an effective implementation of an
EP. It begins with an environment policy with targets under an environment management
system. This system is monitored, and its reports verified independently before it is

presented.
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Environmental audit is a major component of environmental management. While the
terminology is borrowed from traditional accounting, different knowledge, experiences,
laws and approaches are needed for an environmental audit. Major components are
environment impact assessment (EIA), environmental survey, environmental review,
monitoring and surveillance, environmental investigation, the eco-audit and BS7750 as
well as the independent attestation. Other forms of audits are compliance, site, waste,

activity, process, safety, quality, takeover/merger audit and energy (Gray et al, 1993).

Of these, EIA is the major process. Fuller (1991, p.12) defines EIA as ‘an essential
process that seeks to identify and predict the impacts of a new development on the
environment in order to mitigate them where possible and to monitor the actual impacts’.
Fuller adds a reminder that the environment is not a one off issue with a single solution
for all problems. Therefore it needs a continuous assessment (audit) and monitoring of all

aspects of the organisation in order to achieve its goals.

To be effective, a company initially undertakes a SWOT (Strength, Weakness,
Opportunities and Threats) audit which will reveal strengths, weaknesses, opportunities
and threats highlighting the areas to concentrate on (Gray et al, 1993). For those who
do not wish to loose trade secrets, new legislation is being passed in US which gives
privileged cover for the audited environment management information. Australia may
wish to adopt it for their companies. Cover is also provided for the auditor, but such
cover can only be retained if the status is maintained. If there is any weakness or

problem, it must be fixed to claim privilege cover (Rosemarin and Ballesteros, 1995).
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Any organisation that ignores its environmental audit does so at its own risk because a
good audit will help a company become efficient (Gray et al, 1993). A thorough
environmental audit begins with a simple survey of the organisation. Such a preliminary
survey will also reveal the organisation’s strengths, weaknesses, opportunities and
threats. Often this will require external expert assistance although many prefer to do it
in-house while others use both. Drawing a flow diagram of the organisation with its
activities will highlight inputs, operations and outputs. This survey will reveal leakages,
refuses, emissions and repeat sites. These results will assist corporations to develop a
monitoring and surveillance service to minimise impacts and meet the requirements of

both existing and potential legislation.

While the recommendation of this study is for MNCs to incorporate environment:

impact plans into their accounting system, it would not be complete without an eco-
audit. To ensure that such reports have credibility, they ought to be audited by
independent auditors and if possible published separately. Excellent examples of separate
verified reports from developed countries are, the Caird Group and British Airways.
Both British companies published audited environmental reports, British Airways

provided its report

as a supplementary booklet with the annual report. The airline even admitted that it was
lagging behind best practice and pledged to continuously monitor their operations to

improve (British Airways Environmental Review, 1991).
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Most striking is Norway’s largest Industrial Group Novsk Hydro, which began
publishing comprehensive environmental reports to correct its image following some
adverse publicity. The corporation published a comprehensive report of all its activities
in Norway and worldwide. It was the first company to do so and it was more than a PR
exercise. These reports were thorough with emissions targets and their framework of

operations. The disclosure contained both good and bad reports (Thomas, 1990)".

Both Brtish Airways and Norsk Hydro were rewarded with Environmental Reporting
Awards in March 1992 for their innovative reporting. This was to encourage the self
reporting these companies demonstrated. Four criteria were used in the selection of an
awardee:

1. The corporation has reliable information well communicated in the report,

2. The information is easily accessible by the public,

3. The aims are achievable because they are practical, and

4. The process of the company activities promote sustainability

Various methods are being developed to accommodate environmental accounting into
annual reports. These annual reports are independently attested through environmental
audit.

Environment legislation varies between countries and corporations respond accordingly.
A survey for the Ninth UN (1991) session, examined 20 German and Swiss companies
which were mainly chemical, pharmaceutical, metal and mining industries. It revealed a

high level of quantified environmental disclosure. Their reasons were:

B Financial Times October 20
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1. Their environmental expenditure was high and will continue to be so. Therefore they
need to keep a record of them and disclose them.
2. Publishing environmental information reduces the number of environmental questions

raised by stockholders.

Interestingly, their subsidiaries from Brazil had less in their environmental reports and
these were of a lower quality. This is expected from a developing country where there
are lax environmental laws as indicated earlier. MNCs in PNG may behave in the same
way. However, this will be discussed in chapter 6. Much depends on environmental

disclosure requirement and its enforcement.

Environmental reporting may be compulsory regulated, industry prompted, voluntary or
even self generated. The Body shop took a lead in UK, voluntarily disclosing by
publishing ‘Another year in our lives’ with their annual report detailing actions, activities
and steps taken in environment management in 1990. Two years later (1992) Body shop
published a comprehensive report of environmental performance with independent
attestation. Progressive information of targets were included. It provided a better
perspective of actions towards sustainable environmental management without
legislation. However, the Body shop is unique, because voluntary or self reporting is

usually deficient, causing adverse impacts as repeated on several occasions chapter 2.

Within the Australian context, few like the State Electricity Commission of Victoria

(Annual Report 1990/1) have excellent targets and performance reports on Dust
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emission, water intake, salt discharge and carbon dioxide emissions (Table 3-1). Table 3-
1 below shows the Victorian State Electricity Commission’s target for each of the above
and the organisation’s aims to improve in each area. Annual performance is compared
against the targets and necessary adjustments are made. This example should be

adopted by the mines in PNG to control their disposals of wastes including hazardous

chemicals. They can set targets and work to improve on their past and reduce the

impacts.

Table 3-1. Extract from SEC’s aims & Performance

]Environment: Target Actual Target Actual
1990/1 1990/1 1991/2 1994/5

[Dust (g/cuM) <0.11 0.10 0.10 0.09

Water intake

from Latrobe

catchment 3.8 2.9 3.0 3.0

(MI/GWh)

Salt discharge

Jin Latrobe river 0.950 0.092 0.920 0.850

(/Gwh)

CO2 emissions 42.0 43.3 42.0 42.0

(Mt/annum)

Source: State Electricity Commission of Victoria Annual Report 1990/91
as adapted by Gray et al 1993, p.245.

Although the benefits of efficiency, avoidance of litigation, community safety, healthy
financial position are ample reasons to encourage anyone to try, there will always be
some who will only comply with the basic minimum. The example of PJV was cited in
the last chapter, as revealed by CSIRO (1996), show that MNCs stay within the
minimum legal requirement. The Dutch experience reveals that the passing of laws and

issuing of operating licences are not enough to protect the environment (Huzing and
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Dekker, 1992). Corporations need to be persuaded to incorporate environmental issues
as part of their objectives and activities. MNCs act after they evaluate moves, in the light
of cost versus benefit analysis. So environmental management has to be presented as a
means of accruing benefits to the organisation. Awards can be used for attempts in
environmental management schemes. This will prompt further actions by the organisation
in managing environment better. The next approach, which is the award system

discussed below, entices those who will not be persuaded by the general benefits.

3.6.4 APPROACH 2: Award System

This section discusses the award system because the above advantages will not mean
much those MNCs who are only ‘transiting’ in developing countries. Other incentives
are necessary to encourage them to disclose environmental issues. One effective system
used by British Airways and Norsk Hydro is the award system. New Zealand is also
using the award system effectively. An award is issued to a corporation if it:
1. has a comprehensive environmental policies in place,
2. expresses commitment to comply with legal and statutory requirements,
3. presents performance measures and trends and importantly,

4. discloses audited reports of actual consistent implementation of their policies from

(1) like British Airways and Norsk Hydro.

A survey of UK corporations revealed that although regulations are a concern, damage

to public perception was the most feared threat, registering 93.6 percent of responses



119

(Ghobadian et al, 1987). Good reputation can be ruined overnight but, it will cost more
to rebuild. Corporations comply with regulations mainly out of fear for PR damage and
not because the legislation is strict. The majority of businesses in UK, for example, find
existing legislation ‘toothless’. Since the EP requirement in PNG is ineffective, some
incentives for self regulation like an award system may be effective. It may even be
better therefore to expose the MNCs’ environmental degradation to make them work to
guard their PR. Better accounting and disclosure are just part of the solution. It is
difficult to determine what to disclose (Mulcahy, 1995). Determining the problem, the

extent of damage and preventing it from recurrence, will contribute to better disclosure.

In the absence of environmental legislation, disclosure is voluntary. Unfortunately,
voluntary disclosure is not effective, as pointed out earlier. Since studies like Deegan and
Gordon (1996) reveal that voluntary environmental reporting is brief, mainly qualitative
and self-laudatory;, an award system may encourage more constructive reporting. This
study does not specify any particular type of award. However, each industry can issue an
award for excellence. A prestigious logo was used in Europe (Willitis and Mitl, 1996)
while a simple award was issued to British Airways and Norsk Hydro. Companies in
each industry can compete for a prestigious award which will build them a good PR.
PNG needs MNCs to develop the resources and stimulate economic growth but their

operations need to be controlled to minimise their impacts.
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3.7 Summary

Since only a few countries have legislation on environmental accounting, this does not
mean that PNG does not require environmental disclosure. However, this study notes
Westcott’s (1992) advice against launching into complex environmental protection from
scratch which proves ineffective. Already PNG is enforcing the requirement for an EP
to be lodged with proposals, an addendum can include a clause which requires a
disclosure of their EP in their annual reports. All they are required to do here is to
implement their EP, audit and report it. This audited report is to be incorporated in their
annual report. This can be further enforced by the PNG stock exchange where public
companies are required to include environmental disclosures in their annual reports to be

listed.

Already MNCs are producing annual reports, and it should not be a problem to add
environmental disclosure to them. Just leaving <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>