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ABSTRACT

Due to sector importance, size and strong growth rates, Aerospace and Defense (A & D) companies need 1o engage
appropriately with stakeholders and communicate effectively their corporate policles, strategies and actions. As a
result, in recent years, they have faced greater scruting and calls to produce sustainabllity ieporfs. They rely on
internationally recognized frameworks fo create such reports. The Global Reporting Initiative (GRI) is one of the most

trusted guidelines, being the nearest thing that exists to a standard for responsible mondgemem‘ reporting. However, itis

unclear whether it effectively fulfills its mission. The present paper explores the disclosure and information content of the
top revenue-generating companies in the A&D industry. Results show that, there is a need for further development of the

GRI guidelines in a sector-specific fashion, fogether with higher detail and specification in firms' disclosure of

information, to achieve overall greater fransparency.

Keywords: Sustainability Reporting, Stakeholder Management, Transparency.

INTRODUCTION

The Aerospace and Defense (A&D) industry is one of the
fastest growing and most important industries in terms of
revenue and Research and Development (R&D)
advancements, in both developed countiies and
developing countries. On average, global production
levels are around 1,000 new aircrafts per year (World
Economic Forum, 2014), with the unit cost of production
of around $110 million and sales price of around $194
million.

Due to the high impact of. this industry on the global
economy, companies operating in this sector are highly
scrutinized in their day-to-day activities, and this
necessitates the reporting of their sustainability activity. In
general, the nature and extent of sustainability reporting
has changed over time. Until now, reporting in most cases

has been a voluntary activity, and today representsanew . -

phase, when regulating bodies such as governments will
begin to require such reporting as is the case with financial
disclosures. For example, Strouhal et al. (2015) notes that,
the European Union plans to begin mandating the
publishing of CSR reports from 2018. '

Organizations tend to emphasize the positive aspects of

their activities in order to create a positive image and to
maintain or improve their future financial performance.
However, sustainability reporting that is geared towards
various stakeholders needs to provide a balanced view so
as to facilitate the informed decision making by external
stakeholders, especially institutional investors.

Inrecenttimes, GRIhas emphasized this aspectin the way
companies are supposed to report their activities. Hahn
and Lulfs (2014) observe -that, while GRI's process for
balanced reporting is good, it is inadequate. Toppinen
and Korhonen-Kurki (2013) use a multiple case study
approach to assess the sustainability reporting for
multinational companies in the forest industry. Among
other things, their study showed that, while there has been
an improvement of sustainability reporting for these firms
over time, there was a lack of uniform in’rerbrefoﬁon of
some GRlitems.

Depending on the industry, stakeholders may consider
the sustainability topics more or less relevant; therefore it is
important for companies to evaluate the aspects upon
which they must disclose information to comply with
interest groups' demands. GRI has conducted research
on the industry-specific interests of stakeholders, where
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they outline the é_lements, the stakeholders considered as

most important for companies in the industry, to report on
(GRI, 2013aq]). ' e

Based on this background, it is of interest to evaluate
whether the topics considered by stakeholders are

effectively and -comprehensibly - reported_ by. the.

companies in a specific sector, especially in a high-
impactindustry such asA&D. The present study focuses on
the highest revenue-generating companies in the A&D
sector and evaluates the quality of their sustainability
reporting. Firstly, the industry is described and assessed,
complemenfed by a review of sustainability standards
and the characteristics of GRI guidelines. Secondly,
stakeholders' concerns of the A&D industry are described.
Thirdly, A&D top-tevenue generating companies are
evaluated based on analysis of the data. Finally,
conclusions and suggestions for practical implementation
are described and the future areas of research are
identified.

1. Industry Outlook: Aerospace and Defense
1.1 Overview

The commercial aerospace sector is growing at a fast
rate, as seen in Figure 1 (Deloitte, 2015), with new aitlines
taking over a previously oligopolistic market, while some of
the less-traditional airlines are significantly investing in their

“global

customer experience, thus taking over as a prime choice

forconsumers, as is the case with Emirates or Qatar Airlines
(PWC, 2015). In the case of the global defense industry,
there are a few large defense programs, and some
developing countries are fostering their own defense

_industry instead of following large global contractors such

as, Boeing.

One example is India, which is currently developing a fiﬁh'
generation fighter aircraft through a local contractor and
a state-owned company. This shows that, the competition
for global defense programs will become fiercer in years
to come, as developing countries participate inthe bid for
a r_norket share In this industry (Pandit, 2015). Because of
the fierce competition, in the commercial and global
defense sectors of this industry, there is strong pressure to
consolidate key market segme'm‘s and to grow mérke’r
share. ’ \

1.2 The Stockholm International Peqce Research
Institute Database

in 1989, the Stockholm International- Peace .iRéseorch
Institute (SIPRI), focusing on the A&D industiy, created. a
database on arms-producing companies
worldwide, which includes not only financial information,
but also other elements that are crucial for the industry's’
stakeholders, including‘k,employmen’r (SIPRI, 2015). Since
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Figure 1. Five-year History of A&D Sector Revenue and Growth Performance
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the creation of this database, SIPRI produces annual
publications on the 100 largest companies in the sector,
rgr,[ke:d by sales volume of industry-related products and
percentage of these products represent over total sales.

The. SIPRI categorizes aerospace and defense firms
(whether public, private or state-owned), as well as military
goods and services to military customers (both domestic
and sales for export) as arms-producing companies. It
compares company's results over different years, but
does not conduct analysis, among companies during
different years. In 2014, it was recorded that, defense-
related sales-aerospace and other military services by
the top 100 companies totaled $401 billion (SIPRI, 2015).
This industry, apart from being one of the Icrgésf
employers and revenue-generators worldwide, has a
significant impact on society due 1o the nature of the use
of advanced technology and specific production
requirements, the inherent pollution and environmental
impacts, and the social impacts due to the nature of the
business. Because of this, it is of interest to evaluate the
degree to which these firms comply with international
standards and how they communicate with their
stakeholders (Perlo-Freeman & Wezeman, 201 3).

Because of the above mentioned concerns, A&D
industry, just like other sectors, has increased the
implementation of transparency standards, usage of
corporate reporting as a way to communicate with its

stakeholders, to transmit their values and actions

regarding the Tobics herein discussed.
2. Sustainability Reporting Standards
2.1Global Reporting Initiative

As previously mentioned, organizations increasingly use
Non-financial Reporting (NFR) as a key vehicle for
stakeholder dialogue, through which they explain their
responsible management philosophy and provide
information on the impacts of their operations. The most
widely used tool for this is the Global Reporting Initiotive,
which aims to promote corporate sustainability reporting
and emphasize the standardization of such reporting
(White, 1999).

Reporting organizations should disclose information on

their organizational . profiles, their management

approaches to different sustainability issues, as well as
their responses 1o specific indicators on organizational
performance. Indicators are divided into 6 categories
(economic, environmental, human rights, labor practices
and decent work, society, and product responsibility). The
GRI framework is undoubtedly the nearest thing that exists
to a standard for responsible management reporting
(Etzion& Ferraro, 2010). It enjoys widespread popularity
and has a number of important strengths, as follows:

¢ Due to its widespread adoption and institutional
consolidation, there is little doubt that the framework has
succeeded in formalizing to some extent, the shape and
scope - of . non-financial:.reporting'.  Additionally,  the
framework was designed with the intention of beihg
generically applicable, to be usable by organizations of
any size, sector, orlocation.

« The initiative (as indicated by the ‘use of the
descriptive adjective framework) has managed to create
a common language and a level of standardization in
non-financial reporting, which enables benchmarking
and comparative analyses among different
organizations. A conscious effort was made to relate the
framework to the United States Federal Accounting
Standards Board Interpretation (FASBI) framework and the
developing International Financial Reporting Standards.

+ Amongst the successes of the framework, was the
incorporation of a number of accountancy concepts
such as Relevance, Comparability, and Materiality (Etzion
& Fernrero, 2010). This materiality principle covers
information that “may reasonably be considered
important for reflecting the organization's economic,
environmental, and social impacts, or influencing the
decisions of stakeholders, and, therefore, potentially merit
inclusioninthe report” (GRI, 2013b).

The views on the GRI mentioned in the previous section
are not shared by all. Described by Milne et al. (2008), as
an “uncrifical” reporting model, a number of weaknesses
have been identified both at the design and

' Apart from the number of ‘official users, anecdotal evidence suggests many
organizations, while not directly adopting the framework, follow its
rationale/structure when reporting (Fonseco, 2010).

T — —
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mplemenfo'ﬂon Ievels asfollows:

« While the design of each generchon of the GRlis a.

broad-based consultative process, much of the focus has
been on the development and promotion of the

guidelines themselves, and some have argued that, not-

—enoughwork has been done systematically analyzing the

information presented (Rowley & Berman, 2000; Snider et-

al., 2003; Brownet al., 2009). There exists asituation, where
many orgon'iz‘otions seem fo confuse reporting on their
performance Wifh octqgl performance (Gray & Milne,
2002). )

« Recent’ versions of the framework focus on .the
importance of including information that is relevant ond
material, yet there are no explicit guidelines on how to
interpret this (Milne et al., 2008). Partly as a result of this, it
has been argued that, the actual reading of reports by

NGO's, iabor organizations, and financial analysts is quite

Igyy(Le‘vyeToI., 2010).

« Given that, incentives exist for firms to highlight the
p'osi'r'iile and downplay the negative aspects of their
oberoﬁons, guestions have been raised regarding the

viability of the data presented (Campbell, 2007). While

reports can be extemnally verified, there are concerns that
the process is weak, costly, and limited attention is paid
either 1o the meaning behind the data presented, or to
the overall level of organizational eerformonce
(Bebbington & Groy,'2001 :Fonseca, 2010).

2.2 Stakeholder Concerns in Aerospace Industry

it has become common for companies in today's
business world to have strategic intentions to create and
sustain valige for their current shareholders. In addition, it is
goed ’pfoc.ﬂce for a company to extend the scope of its
strategy fo include stakeholders. Those are usually defined
os‘firmé; ergqnizq’rions, and.individuals that are directly or
iﬁd‘ireetly influenced by the actions of the company.
Differént stakeholder groups may have a wide variety of
susfdinobility concems that are not shared by others.
Those topics cover environmental and social impacts in
dddiﬁoh‘ fo the economic and governance aspects. In
p"r'odudhg 'repOrts, companies receive help mainly from
. five sfdkeﬁdlder groups, namely, business associations,

)
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Iqbo'r_represeHTofives, ci\)il society organizations,
information users. and experts (GRI, 2013b).

The A & D industry is represented by manufacturers of
military or civil aerospace, dircrafts and defense
eqmpmen’r fools and parts, including defense
electronics and space equipment. In oddmon:%jo,
traditional issues shared with many other industries, such
as emissions, 'energy consumption, quality control in, ’_fhe‘
supply chain andiabor conditions, there are sevefel d{egs
that need special aftention due to the nature of fhe
mdusfry under consideration. These mclude for excmple
nucleor materidls -ahd weapons, Confldentlolny and
depenqence on govemnments, and political issues.
Mereover, major topic specifications are outlined
considering special features of the A&D industry, and
taking into account the explanations provided in the GRI,
stake holder expectations study (GRI, 2013q).

Commercial airlines are under increasing pressure to
reduce operating and maintenance costs. As a result,
they have strong demand for products and technologies
that favor lower energy consumption and higher overall
efficiency. Aircraft manufacturers are trying to drive down
fuel consumption by reducing the vehicle weight, for
example by using modermn composite materials. -
Searching for altemative, fuel produces not only cost
reductions, but aiso lower emissions and blends of
biofuels and traditional je'r kerosene are dlready used
today. Moreover, it has become a regulatory practice to
require airlines to pay for their carbon emissions, like under
the EU Emission Trading Scheme. Further development of
low-carbon fuels in aviation is expected through special
programs such as Transport 2050.

P e
LT L

Air pollution concerns are supplemented by even. more.
harmful contaminants like nuclear materials. Nuclear
decommissioning, defined as safe handling of nuclear
facilities and power reactors at the end of life, create
costs, technical challenges, and risks to the environment
and living organisms. The A&D sector.deals, for example,
with nuclear power submarines, aircraft cariers and
special ships like ice bredkers. Radioactive waste disposal- -
after decommissioning requires special planning for
many years in advance. Nuclear materials together with
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includes safety levels, training rates, and levels  of

employee diversity, and anti-corruption items such as
codes of conduct. These answers reflect the globalized
diverse nature of these companies, with high-skiled
employees, and hence the need for advanced training
and continuous improvement (the business case for CSR).
The value chain is also well reported on, in terms of
agreements on both outsourcing and sales. This possibly
reflects the ongoing concerns about corruption in the
sector, - or dedlings with despotfic and authoritarian
regimes.

In the worst scoring variables, what stands out is the lack of
information on these companies’ stance or commitment
to infernational agreements and treaties relevant to the
sector, such as the Anti-coruption index developed by
Transparency Interndtional, or other' common standards
used for non-financial reporting such as, Accountability's
AA1000 standard for stakeholder engagement. This lack
Qﬁrinformo;ion draws into doubt, the level of commitment
wifhin the sector towards international norms and
agreements on creating a more sustainable world. There
is widespread understanding that many of the problems
being faced cannot be dealt wirh individually, rather

‘requiring enhanced cooperation and new ways of

engagement.

3.3.2 Scores of Variables where no corresponding GRI
Indicator-exists B '

Table 4 shows the scores for the .vdriobles, where no

: corresponding GRI indicator existed. As can be seen, the

overall scores are extremely low, with only one variable

scoring above the overall variable average (6.9). This

sugges‘rs aneed forthe GRI to re-assess what it requires for
'rhe compcnres in. Thrs sectorininformation ’rerms, ond how

A

EI anking of best scoring variables
Less workplace injuries (LA7)
Agreements/Sales
Outsourcing agreements {LA1)
Code of Conduct - Anticorruption (SO3)
Training (LA10 + LA11)

‘Worldorce diversity (LA1)

_ Business Ethics
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Table 4. Scores of Variables'where'no
corresponding GRI indicator exists

it is asked for. Broadly, it seems the GRI.needs to'doimicre;:
so that, stakeholders receive the information. they want:
-abouttheissuesthey rden‘rrfy as |mporfcrn'r

3.3.3Scores byCofegory

Looking at The scores by cofegory (Frgure 3] 'rhe resulfs;
seemtoindicate that brood concepts of sus’rornobrlr'ry ore'
well embedded in the mdus’rry (busrness “model
sustainability and eThlccl vcrlues) but: ocfuol impacts: are.
not yet being fully assessed- ond reporred on The rndus’rry:
is known for ifs substantial enviropmental |mpoc’rs yef fhrs;
is the category where less mformo’non is. provrded This

suggests a lack of mn‘rcn‘rves to provide ener y-effrcrenT or:
renewable energy, or reduce overall energy use wrthrn the:
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“Figure 3. Average Séorés by Cafegory Percentage ‘of Totol ‘Results

Ranking of worst scoring variables
1. Enviro. aereo (ENG) .
Favoritism + sexual harassment

o

2.

3. Global Principles of Busiriess Ethics for Aerospace’ and Detense Industry

4. T Defense CompanlesAnﬂ-Cormpuon index 2015

- +Biofuels + worker intimidation by management
Controtling profiferation of nuclear weapons

+ Use of AAT000 standards (any)

«o

6. Arms Trade Treaty
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Most common type of response fo all variables across a sample %

No data or reference 320 418

" Some reference to variable, but no specific information 183 23.9
' Some relevant information 95 124
Probable full disclosure (including specific figures) 167 21.8

Source: Own elaboration
Table 5. Responses to Variables

-sector, and may be a next important area in which the
sector can improve its overall level of responsible
management.

3.3.4 Response Level across Sample

Table 5 shows how companies responded in general
across the ihdicators which asked some level of
quantitative response (45 out of the 56 variables). The
réqson for focusing on quantitative data here is two-fold:
firstly, it is easier to identify and less open to subjective

interpretation, and, secondly, it is difficult for companies:

(particularly ones of this magnitude) to explain the
omission of such clearly defined data. What stands out Is
the almost 42% of company responses that provide no
data or reference to the information required by
stakeholders. Probable full disclosure is identified in slightly
over 20% of allresponses. This is in line with other analysis of
non-financial reporting in general, where companies
fehd to cherry-pick the information they wish to provide,
and seek to avoid including data which may pohroy them
in abad light (Brown et al., 2009).

Conclusions and Future Areas of Research

The A&D sector is one of the most important sectors of the
global economy. The highly technological products and
services which it develops, togetherwith its impact on the
public sector (defense) and the private sector
(cbm‘merciol aviation), makes this industry a highly
scrutinized one. Through the above analysis, there is
evidence that A&D firms, whether private or public, have a
strong focus on their social responsibility and moke' a
conscious effort to inform their stakeholders of their
ongoing actions and strategic plans through
comprehensive sustainability reports. ’

However, the current mechanisms that are in place are
not sufficient for A&D companies to communicate
effectively with their stakeholders.. The companies

evaluated provided little or no information regarding their
adherence to industry-relevant intfernational agreements
and ftfredties.. As a conseguence, Their commitment
towards:creating a more sttoinoble'world, taking into '
account their important énvironmenfol and social
impacts, is not as solid as it could be if they adhered to
such standards.

Regarding the use and implementation of the GR!
guidelinés, the firms do not foIIo,W_ one spécific report format
when providing information. In addition, gaps exist, fo}
example where some reports included web links in their
table of contents/index, yet there was no information when
the page listed was consulted. At the same time, o'rher
companies, such as Finnmeccanica, did include all the
variables and detailed whether they were reported on or
not, andinthe event they were not, the company explained
why (e.g., analyzing datq, carrying out surveys to obtain
information, etc.). Conseguently, a minimum content rule
should also be included as part of the GRI requirements in
order forany report to be part of the GRI database.

Currently, due to the fact that firms can create reports
according fo their own designs and systems, and by using
different outlines, with varying details of disclosed
information, the resulting information is uneven. Thus,
stakeholders have difficulty understanding these reports.
Furthermore, the evaluation has shown that, some of the
variables that stakeholders consider important in A&D,
were not included in the GRI guidelines. This could imply
that GRIhas not sufficiently updated their requirements, as
stakeholders vary significantly from one industry to
another and they should receive information regarding
the elements that matter most in each context.

Additionally, it has been shown that, due to the nature of
the products and services, as well as the production
processes and operations, this industry generates
substantial environmental impacts, which were not fully
disclosed. Because of this, GRI should set minimum
requirements of disclosure in those areas that are the rhos'r
important for each industry, as it would enable a greater
in-dept_h understanding of each firm's strategies, initiatives
and results in socio-environmental terms and permit
stakeholders to assess companies more accurately, For
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dnstance, in the case of the A&D sector, environmental
impacts as well as anti-corruption issues should be
rconsidered crucial.

In spite of the fact that, broad concepts of sustainability are
‘well embedded in the industry, as they pertain to ethical
vdlues specifically and a business model that is based on
sustainable growth, the actual impacts have not been
'?ébbﬁéd and experienced asthey should. Thus, companies
"’fﬁ;‘thej A & D sector should provide greater detail in their
Yéports, and this should include a full assessment of the
':imple'menfo'rion of eachinitiative inpractice.

fitds fherefore suggested that, firms in the A&D sector foster
1sp5tecmc cgreemen’rs among themselves in order to
improve the quality of their reports and their stakeholder
engogem‘ém. Considering the high socio-environmental
impact of their operations, collaborative projects in
research and strategic implementation of new initiatives
can significantly contribute to minimizing their
environmental footprint and. negative social impact of
their operations.

In this paper, by means of a qualitative-descriptive
methodology, new insights into stakeholders perspectives
on A&D sustainability reporting have been provided in
addition to comparison with the actual sustainability reports
of companies. Further studies should focus on expanding
these insights through a quantitative approach by exploring
the links between each of the variables herein evaluated,
and how the companies' perform (e.g., increase in sales,
annualrevenues, andreturn on assets, etc.).

Additiondlly, evaluations should be made regarding
‘Whether these firms are making adequate efforts to reduce
the negative socio-environmental impacts of their actions,
and whether their transparency and disclosures are
appropriate, considering stakeholder expectations.
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