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The nature of value creation is changing in response to global trends — whether related to

In This Issue

•
•
•
•
•
•

Investors and
Shareholders

Conclusion
Resources

needs are changing in response to these developments. Companies are increasingly taking a
wider view of risks and opportunities associated with their business, particularly those related
to the interdependent nature of business and to how companies rely on people and natural
Business Roundtable recently released a statement1 on the purpose of a corporation that
stakeholders — customers, employees, suppliers, communities, and shareholders. The

an age of transparency, there is an increasing call for companies to demonstrate a broader
purpose to build trust with all stakeholders and ultimately drive long-term value. A core
both the short and long term.

customers, and employees are driving the marketplace transformation and have called for
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Business Roundtable, “Statement on the Purpose of a Corporation.”

companies are responding by measuring, managing, and disclosing ESG performance, as
evidenced by the rise in the number of S&P 500 companies that publish some form of a
sustainability disclosure.
We are also seeing a shift in how ESG disclosures are provided. The growing trend in which
2
and obtain
important consideration in the evaluation of company performance and future growth. The
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and (2) trends in the sustainability reporting of S&P 500 companies over the past eight years: 4
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“Each of our
stakeholders
is essential.
We commit to
deliver value
to all of them,
for the future
success of our
companies, our
communities
and our
country.”
— Business
Roundtable,
“Statement on
the Purpose of
a Corporation”
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Companies that are not harnessing the power of ESG transparency may be losing favor with
investors or losing competitive advantage, and they may also be at a disadvantage when
attracting and retaining customers and employees.
This Heads Up discusses various developments in the marketplace that have resulted in
increased pressure on companies to disclose or improve the transparency of ESG topics and
appendix provides links to resources that can help companies manage their ESG information.

Investors and Shareholders

Evaluating ESG
information at the onset of a potential investment can help investors better understand
5

addressing material risks and opportunities. Once an investment takes place, investors use
According to a survey of institutional investors,6
implementing ESG information are through (1) “ESG integration,” (2) “[n]egative screens,”
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According to research
2018) on the sustainability reporting of S&P 500 companies:
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State of Sustainability and Integrated Reporting

sustainability issues.
compensation.

State of Sustainability and Integrated Reporting 2018.
research conducted in 2018 by the Governance and Accountability Institute.
“Corporate Sustainability: First Evidence on Materiality.” Harvard
Looking for the Best of Both Worlds.
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which environmental and social-related proposals accounted for the majority of shareholder
proposals, and many pushed for company action on ESG transparency, strategies, and goals.
Although investors increasingly rely on ESG information and disclosure, they remain
8

their decision-making process.
Companies may wish to consider the following in connection with providing ESG information

•
appendix of this Heads Up for more information).

•

Subjecting ESG disclosures to the same rigorous internal controls as disclosure of

•

Obtaining assurance on ESG information and disclosure.10

A recent article in the Harvard Business Review11
sustainability reports should undergo an audit.12

responding

survey

Stock Exchanges
acknowledging the importance of such disclosures. According to a sustainability survey13

having some
form of ESG
initiative.”

ESG reporting guide14
evolving disclosure standards. The guide is intended to help companies across geographies

Sustainability
Survey

Europe Accelerates Policy-Making

Advancing
Sustainable

about environmental performance, social and employee matters, human rights
performance, and anticorruption and antibribery matters. Since many EU companies
now disclose ESG performance, global entities that do not provide such information
may be at a disadvantage. Given the ease of global reach by investors and other
stakeholders, entities that do not provide ESG disclosures may be looked upon less
favorably than companies that do supply this data.

a directive15

See Westcott, Shirley, “2019 Proxy Season Preview,”
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Board-Level Insights, 2018.
See footnote 6.
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”More Than Values: The Value-Based Sustainability Reporting That Investors Want,”
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Exchanges Advancing Sustainable Finance.
ESG Reporting Guide 2.0 — A Support Resource for Companies
Non-Financial Reporting.
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sustainable and inclusive growth.”
degradation and social issues.”
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Bond Standard.

•

.
guidelines

companies wondering what the future holds for them.

The U.S. Landscape

the Senate on climate change disclosure have spurred interest. While it is unlikely that
ESG disclosure will be regulated in the United States in the near term, a threshold for

should consider the appropriate disclosure.18

disclosure rules.”
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Commission Action Plan on Financing Sustainable Growth
Guidelines on Non-Financial Reporting: Supplement on Reporting Climate-Related Information
The SEC has consistently held the view that information “is material if there is a substantial likelihood that a reasonable investor
would consider it important in deciding how to vote or make an investment decision.”
Directors & Boards, “SEC Chief Takes on Short-Termism and ESG.”
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proposed rule20
101(c)21 to include as a disclosure topic human capital resources22 as well as “any
human capital measures or objectives that management focuses on in managing the
workforce,” human capital measures or objectives that may be material include those
“that address the attraction, development, and retention of personnel.”

Customers
Customer stakeholders have motivated companies to provide more transparent and
and “generation Z” enter into and mature within the workforce and develop more disposable
Millennial Survey,23 these end-consumers

products or services to have a positive impact on society or the environment. Companies
survey24
past year to generate positive societal impact.” These companies are also passing their
sustainability-related demands on to their supply chain.

increased for private companies as well as for other public small-cap companies that are
suppliers to these larger entities.

According to a
ESG risks and opportunities can create a competitive advantage, strengthen relationships with
recent study,
critical stakeholders, and promote business resilience.
64 percent of
people would
Employees
not take a job
Like customers, employees often consider ESG disclosure and transparency to be a key aspect
with a company
that does not
and loyalty.
have strong
corporate social
responsibility
believe business leaders make a positive impact on the world.” Companies and senior
values.
management teams that are the most closely aligned with millennials with respect to purpose,
culture, and professional development are likely to attract and retain the best talent and, in

20

SEC Proposed Rule Release 33-10668, Modernization of Regulation S-K Items 101, 103, and 105.
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Human capital issues are considered part of the “S” in ESG disclosures.
Societal Discord and Technological Transformation Create a “Generation Disrupted.”
Deloitte Insights
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According to recent data,25
would accept less pay to work for a company that is environmentally responsible, and 64
percent of people would not take a job with a company that does not have strong corporate
social responsibility values. The message is clear: many employees want to be associated
with companies that are making a positive impact on society and the environment. This view
observation that “human capital and intellectual
property often represent an essential resource and driver of performance for many
companies. This is a shift from human capital being viewed, at least from an income statement
perspective, as a cost.”

Conclusion
As companies navigate a changing global marketplace and macro disruptive trends,

“As a company,
if you ignore
sustainability

enabled through ESG performance, is increasingly critical to demonstrating long-term value
in response to growing demands for ESG performance information from multiple sources,
most notably investors, customers, policy makers and regulators, and employees.
To maintain and strengthen their license to operate, companies are more intentionally

be worth less.”
— Tim
Goldman Sachs

greater preparedness for environmental and societal disruptions. According to a report
26
“[t]he latest data shows more than 30 trillion US dollars are now
invested using sustainability criteria — a staggering number that is greater than the entire
recent study concluded

show deeper loyalty to employers who boldly tackle the issues that resonate with them most,
such as protecting the environment and unemployment. And as consumers, they are inclined
to spend their income on products and services from brands that speak to these issues.”
The good news for companies is that increased focus on ESG and broader measurement and

the market, and respond to stakeholder concerns.
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See “Most Millennials Would Take a Pay Cut to Work at [an] Environmentally Responsible Company,” Fast Company
.
The Business Value of Sustainability Reporting
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Appendix — Resources
The following resources can help companies manage their ESG information:
Organization

Resource

Description

ESG Guide 2.0

Helps global companies adopt best-in-class practices to navigate

EU

EU NFRD

EU and EC

Sustainable Finance
GRI Standards
the impact of business on critical sustainability issues such as climate
change, human rights, corruption and many others.”

SASB

SASB Standards
TCFD Recommendations
to investors, lenders, and insurance underwriters in understanding
material risks.”

Greenhouse Gas (GHG)
Protocol

GHG Protocol Standards

gas accounting standards,” including
Reporting Standard.
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