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Empowering Investors to Effect Climate-Change Action 

By Mary Schapiro and Arlene McCarthy 

October 12, 2015 

Source: http://www.ft.com/intl/cms/s/0/e105f80c-63b5-11e5-a28b-50226830d644.html (Retrieved October 

15, 2015) 

Sir, The debate in the Financial Times about climate change, triggered by Bank of England governor 

Mark Carney’s speech on the risks of climate change for financial stability, merits a broader perspective 

than just those investing in fossil fuels. The debate has indeed been going for years, but what is new and 

deserves a closer look in the run-up to the UN COP 21 climate conference in Paris is the potential for the 

global investor community to influence climate-change action goals. Providing the investor with 

information on the magnitude and probability of different types of economic or financial impacts of climate 

change on a company’s performance through sustainability reporting standards enables the investor to 

make better and more informed decisions on capital allocation. 

Mr. Carney’s speech as chair of the Financial Stability Board should not be perceived as a call for rafts of 

new regulation as the answer to financial risks from climate change but as an opportunity to enhance 

transparency and disclosure. His proposal for a climate disclosure task force under the auspices of the 

G20 provides a real opportunity to capitalise on transparency initiatives and disclosure rules already in 

place to assist the investor in making smart climate action-oriented investment decisions. 

In 2010 the US Securities and Exchange Commission issued interpretative guidance on climate change 

disclosure for public companies. This was not a decision based on moral or philosophical needs. It was 

based on the reality that climate change was increasingly affecting corporate operations and in many 

cases these challenges were material to investors. It was time to acknowledge that climate change 

effects need to be understood and taken into account in a wide range of corporate decisions. Company 

insight and foresight on sustainability issues are increasingly an important driver of financial performance. 

We see the damaging effects of poor sustainability performance on a company’s reputation shaking 

investor confidence and threatening a company’s long-term value in cases such as the recent 

Volkswagen scandal. For businesses, as for nations connected by markets and sharing a changing 

climate responsibility, leaders need strategies for understanding and addressing climate change issues. 

This will enhance their ability to deal with shocks of various sorts and make more systematic and 

informed investments. 

SASB, the Sustainability Accounting Standards Board, is providing investors with such information and 

data on climate change while enabling companies to meet their reporting obligations not only under US 

law. The EU’s new disclosure rules for ESG reporting and transparency should focus its guidelines on 

giving investors industry-specific, comparable and consistent sustainability information, such as that 

generated by SASB reporting metrics. Investors will be in a better position to use their power to influence 

climate change action and transform how companies manage climate change challenges. A G20 climate 

http://www.ft.com/intl/cms/s/0/e105f80c-63b5-11e5-a28b-50226830d644.html
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disclosure task force can bring together these reporting and transparency regimes’ tools and expertise 

under one umbrella and really give global investors the choice and information to make better-informed 

capital allocation investment decisions that can help the transition not only to a low-carbon economy but 

assist in generating profitable investments for a sustainable economic future. 

Mr. Carney’s speech and the exposure and debate it has received in the Financial Times may yet turn out 

to be a major turning point in giving global investors the power to effect climate change action by 

harnessing sustainability information and data to investment and capital decisions. 
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Investors Follow Alpha Toward Sustainability 

The University of California is among investors discovering that sustainable investing can be healthy for 

planet and wallet alike 

By Ashby Monk 

September 25, 2015 

 

Source: http://www.institutionalinvestor.com/Article.aspx?ArticleID=3492005#.ViAokH6rQdU (Retrieved 

October 15, 2015) 

 

Earlier this month the University of California announced that it had sold $200 million worth of fossil fuels, 

specifically coal and oil sands assets, from its endowment, pension and working capital pools. On the 

surface the UC appears to have joined the dozens of other long-term investors that have decided to 

divest in response to stakeholder pressure. (There was much rejoicing.) 

 

But this, friends, is different from and, dare I say, better than those other instances. Why? Because this is 

not a blanket divestment. This had nothing to do with politics or students. The Office of the CIO 

specifically cited the rising financial risks associated with these industries and framed the entire decision 

to sell in terms of the expected financial and commercial performance of these assets over the long run.  

 

So while the UC decision may have been hailed as a divestment win by the media, the real victory here is 

for financial investors, as the UC move conforms entirely to commercial logics and, as such, fiduciary 

duties. Accordingly, the UC strategy is something that each and every institutional investor in the world 

can copy. (And I can tell you that many CIOs of peer organizations around the world have been reaching 

out to CIO Jagdeep Bachher to better understand how these decisions were made.) 

 

Ninety-nine percent of institutional investors cannot (and would not) consider moving away from coal or 

oil or sands due to political or moral imperatives (though that’s what Stanford did); they require financial 

and commercial metrics to do this without breaking fiduciary obligations. So, in my humble opinion, the 

victory here is that because this move was justified by risk and investment return, it is, in theory, a 

strategy that can be replicated by the masses. And that’s good for long-term investors and, I’ll say it, 

planet Earth. 

 

As an adviser to the UC, I’ve been blown away by the work that the staff has done over the past 18 

months to design, develop and build an investment-decision-making framework that incorporates these 

long-term risks in the context of a purely financial and commercial investment operation. The truth is that 

most investors have not yet figured out how to embed sustainability into their process. Most recognize 

that, in the long run, sustainability issues can and do affect asset prices. (With what’s happened this week 

to Volkswagen, it seems obvious that sustainability issues can have serious consequences for corporate 

valuations.) But the financial tools and rationales for taking these factors seriously have been 

missing…until just recently. 

 

Apropos: New research from Harvard’s Mozaffar Khan, George Serafeim and Aaron Yoon shows that an 

investment portfolio made up of companies that perform well on sustainability factors that are material to 

their business—materiality is the key here—generates 6 percent of alpha. The paper is entitled 

“Corporate Sustainability First Evidence on Materiality,” and It. Is. Awesome. Here’s a blurb from the 

authors: 

http://www.institutionalinvestor.com/Article.aspx?ArticleID=3492005#.ViAokH6rQdU
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“We use recent guidance by an accounting standard setter, namely the Sustainability Accounting 

Standards Board (SASB) to classify sustainability topics to material or immaterial according to industry 

membership. We find that firms with superior performance on material sustainability issues outperform 

firms with inferior performance on material sustainability issues in the future…[N]o prior paper has 

distinguished between sustainability issues that are material for a company versus all other less material 

sustainability issues…” 

 

The punch line from the research is this: Companies that focus on material sustainability issues 

dramatically outperform those that don’t. Boom.  

 

This finding is so elegant and obvious that you probably thought we all already knew and did this. Not 

true. There exist many standard setters and financial product providers that claim to include hundreds 

and even thousands of sustainability data points for each and every security, most of which are 

completely immaterial and unnecessary for understanding corporate behavior. It’s no wonder that nobody 

has found these factors to outperform, because most of the data doesn’t correlate with outperformance! 

We now know—thanks to this research and the good work of SASB—that it’s not the quantity of 

sustainability factors you tag assets with; it’s their relevance and materiality to any given industry.  

 

Anyway, back to the UC’s decision to sell coal and oil sands. You can imagine (though you really don’t 

have to) that when UC analysts looked at coal and oil sands, they found some material sustainability 

issues that led them to sell. And so, based on the logic of the Harvard paper, the UC would seem to have 

just eliminated a 2.9 percent drag on its portfolio. Bam! But it doesn’t stop there. If the fund in turn 

reinvests that cash in industries less prone to climate change risk factors and in companies that perform 

well on SASB’s material factors, alpha on this strategy could be 6 percent. That’s literally un-ignorable! 

 

In a world that many expect will not deliver beta returns sufficient to meet anticipated return targets, even 

the most commercially oriented capitalists—those with ice pumping though their veins—have to pay 

attention to that kind of financial outperformance. And that, dear readers, is precisely what’s so exciting 

about all this.  
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Harvard’s Eccles on Why the SASB Reporting Initiative Will Make a Splash 
Leading figure says sustainability accounting standard is “uncomplicated and intuitive” 
By Jan Wagner  

September 23rd, 2015 

 

Source: http://www.arabesque.com/news/RI-News-Interview-Eccles.pdf (Retrieved October 15, 2015) 

 

Next year promises to be a big year for the Sustainability Accounting Standards Board (SASB), the non-
profit organisation that has developed new standards for ESG (environmental, social and governance) 
reporting by listed US companies. At the end of next year’s first quarter, SASB will complete the process 
of developing the standards and can truly begin its mission. 
 
Working together with companies and investment firms, San Francisco-based SASB has developed ESG 
reporting standards for 80 industries in 10 sectors. While the Global Reporting Initiative (GRI) pioneered 
ESG reporting standards back in 1998, what sets SASB apart from the GRI and other initiatives like 
Integrated Reporting is, as Harvard Business School Professor Robert Eccles tells it, its industry-focused 
approach. SASB’s standards identify the most pressing issues for each industry. 
 
Materiality also plays a big role in SASB. An elusive concept, materiality basically refers to information 
that companies believe investors (and the public) need to know. Of course this means financial 
information – and indeed this is required of US companies by the Securities and Exchange Commission 
(SEC). But it also can mean other material matters like ESG issues. 
 
“In exercising its fiduciary duty to the corporation, the board needs to determine the company’s significant 
audiences and this is the basis for determining what is material for reporting purposes,” says Eccles, who 
was interviewed recently by Responsible Investor. 
 
“If, for example, a board deems the only significant audience to be short-term investors, then only 
shortterm financial performance information will be material. If, on the other hand, the company has or 
wants to attract long-term oriented investors, it can elect to disclose ESG information it believes is 
material given its sector and its strategy.” Eccles was Chairman of SASB between 2012 and 2014. He 
was succeeded by Mike Bloomberg, the former New York Mayor and media chief. 
 
According to Eccles, the genius of SASB is that it is uncomplicated and makes intuitive sense. “If a 
company feels certain ESG information is material, it can just put it in the 10-K (the annual financial report 
required by the SEC). 
 
For an oil company, the issue may be safety and operations, for a bank systemic risk and for a 
pharmaceutical firm access to medicine,” he says. 
 
Yet as SASB’s standards are voluntary, how big will their impact really be on US financial markets? 
Wouldn’t the success of SASB be ensured if it lobbied the SEC to mandate its standards? Eccles replies 
that SASB is already a force to contend with due to the involvement of the companies and investors in its 
development. (SASB says the 2,110 participants who helped develop the standards ranged from listed 
companies with a market capitalisation of $9.8trn (€8.7bn) as well as investment firms with $21.7trn in 
assets). 
 
As for the SEC, Eccles doesn’t see the regulator embracing SASB on its own – or even being mandated 

http://www.arabesque.com/news/RI-News-Interview-Eccles.pdf
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to do so by the US Congress – in the short term. But he says: “I think the path to adoption of SASB looks 
like this: Once you get a critical mass of companies disclosing their material issues in their 10- K as per 
SASB and investors finding this information useful, it changes the dynamics. The legal risk shifts from the 
common US perception that disclosure is risky to one of non-disclosure being risky. The mission of the 
SEC is to protect investors through, among other things, greater transparency. SASB provides a 
foundation for ESG disclosure that investors will want.” 
 
In the interview, Eccles also talked about Arabesque Asset Management, where he recently was named 
as Chairman. Launched in 2013, Arabesque is the brainchild of Omar Selim and Andreas Feiner, who 
both worked together at Barclays’ investment bank. Says Eccles: “Arabesque originally started out as a 
quant (quantitative investment strategy) project at Barclays, but after the financial crisis the bank didn’t 
want to do it anymore. There was a management buyout and Omar and the team had the ingenious idea 
of being the first to combine ESG integration with smart quant investing.” 
 
Based in London and Frankfurt, Arabesque has grown to a total of 25 employees and Eccles says: “We 
are already contributing to the creation of a new investment style. We are showing that values around 
sustainability can contribute to superior financial performance. The more money that flows into this 
investment style, the better for companies, investors, and society at large.” 
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Why Investors Can’t Avoid Climate Risk by Divesting  
By Jean Rogers 
September 14, 2015 
 
Source: http://blogs.wsj.com/experts/2015/09/14/why-investors-cant-avoid-climate-risk-by-divesting/ 
(Retrieved October 15, 2015)  
 
The topic of divestment often comes up in conversations about how to mitigate climate change. But these 
discussions often miss an important point: Climate risk is real and embedded across a portfolio, and as 
such, investors cannot diversify away from climate risk by divesting. 
 
Take climate as an example. My organization–The Sustainability Accounting Standards Board (SASB), 
an independent 501(c)3 nonprofit organization–provides sustainability accounting standards for use by 
publicly listed corporations in the U.S. We have found that climate change affects 51 out of the 57 
industries for which it has issued standards. However, climate change manifests differently in every 
industry. For software and IT companies, it is the energy intensity of data centers. For apparel 
companies, it is the ability to source cotton, a crop that is vulnerable to shifting weather patterns. In health 
care, extreme weather events can affect both business continuity and demand for health care services. 

Given that climate change impacts most industries, investors can’t divest away from climate risk. Instead, 
to reduce risk investors must first understand the type of risk, where it manifests in their portfolio, and 
their level of exposure. With this understanding, investors can create a responsive investment strategy, 
including strategies such as tilting, weighting, screening, and/or engaging with companies. 

To make these decisions, investors need good data. Investors realize this need and increasingly seek 
sustainability information. In 2014, there was a 74% annual increase in analysts using environmental, 
social and governance data in the Bloomberg terminal. However, the sustainability information currently 
available doesn’t meet investor needs; 79% of investors are dissatisfied with comparability of 
sustainability reporting between companies in the same industry. 

Even the Securities and Exchange Commission—via interpretive guidance issued in 2010—has 
acknowledged that climate change may present material risks to companies, and thus, that disclosure is 
warranted. However, much of the disclosure that resulted from the guidance is boilerplate—i.e., generic 
language that doesn’t help investors make decisions. 

What’s needed, in order for investors to evaluate climate risk, is an understanding of climate’s industry-
specific impacts, and appropriate metrics to evaluate this risk. Industry-specific metrics are important 
because even the same aspect of climate change can vary between industries. 

Take the issue of stranded assets, for example. In oil and gas, analysts need to understand the capital 
expenditures that are planned to “prove” potentially unproductive assets. For banking industries, investors 
need to know the credit risk to the loan portfolio presented by climate change and the deal size of 
advisory and underwriting transactions for carbon-intensive industries. SASB issues sustainability 
accounting standards that identify the sustainability factors that are mostly likely to present financial risks, 
and metrics to manage and disclose performance. 

The stark truth is that climate risk is ubiquitous throughout a portfolio, and every investor must understand 
how climate change manifests in different industries. Rather than viewing divestment as the sole solution, 

http://blogs.wsj.com/experts/2015/09/14/why-investors-cant-avoid-climate-risk-by-divesting/
http://www.sasb.org/
http://www.bloomberg.com/bcause/customers-using-esg-data-increased-76-in-2014
https://www.sec.gov/rules/interp/2010/33-9106.pdf
http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=yL7AF9s6PT3vrM&tbnid=NXO3pbXTyCX-IM:&ved=0CAUQjRw&url=http://msfhq.com/specialized-masters-article-on-the-wall-street-journal/&ei=PPUxUtbjD5GwiQer-YCoDQ&bvm=bv.52109249,d.aGc&psig=AFQjCNHCT7W2EudNU22Hg9eTo7bjUE2KSw&ust=1379092151400769
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investors must seek data—on factors that can affect the risk and return profile of a company, industry, or 
in the case of a diversified investor, an entire portfolio. 

Our markets are founded on the premise that investors need good information to make decisions. While 
divesting from some companies may be an appropriate way to mitigate climate risk, without data, 
investors may be overlooking other solutions. 
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Why Investors Should Look Beyond a Company’s Financials 
How social and environmental issues impact a company’s bottom line is crucial for investors, but too often 
that information is not disclosed.  
By Jean Rogers 
August 11, 2015 
 
Source: http://fortune.com/2015/08/11/why-investors-should-look-beyond-a-companys-financials/ 
(Retrieved October 15, 2015) 
 
Sustainability reporting — the disclosure of non-financial information into financial reports — is becoming 
routine in Europe. Last year, the E.U. adopted an amendment to its general accounting directives, 
requiring that certain large companies include reporting of “sustainability” factors—such as environmental 
aspects, social and employee-related matters, respect for human rights, anti-corruption and bribery 
issues, and diversity on boards of directors—in their management reports. 
 
News outlets are calling the move “historic,” but many people don’t know that the U.S. passed a similar 
regulation — more than eight decades ago. You wouldn’t know it, though, because it’s not always 
enforced. According to an annual publication covering the social and environmental shareholder 
resolutions filed each proxy season, 63% of all shareholder proposals filed relate to social and 
environmental issues, suggesting that companies are not disclosing sustainability information that 
investors deem to be material. If the U.S. were to enforce its own regulation, the country could 
dramatically improve corporate performance. 
 
A growing number of companies realize the financial impact associated with environmental, social and 
governance (ESG) factors. There’s risk —consider the 2013 Target  TGT -1.40%  data breach, which cost 
the company an estimated $146 million and a 16% drop in earnings. But there’s also opportunity — 
according to Nestlé Inc.’s 2013 Corporate Sustainability Report, the company saved more than $170 
million by reducing the amount of packaging it used, a significant impact to the bottom-line. 
 
Investors are following suit. CalPERS, the California-based company administering health and retirement 
benefits, announced in May that it will now require its investment managers to integrate ESG 
factors when making investment decisions. 
 
Investors are increasingly demanding information about corporate sustainability performance. Luckily, the 
legal framework to provide investors with this information has long been established. 
 
When the SEC was formed in the 1930s, Congress empowered it to require the disclosure of material 
information. Regulation S-K says that information is material if it impacts the financial condition or 
operating performance of a company. When considering material information and whether to disclose it, 
the corporate community has typically emphasized financial information. But in today’s world, where 
intangible value accounts for 80% of market valuation, material factors can be financial or non-financial. 
 
Now, more than ever, sustainability issues are impacting the bottom line. Investors want to know how 
apparel manufacturers are dealing with rising commodity prices; how software companies are recruiting 
skilled labor; how insurance companies are addressing rising sea levels and intensifying storms; and how 
pharma companies are managing counterfeit drugs in the distribution chain. Simply put, they demand 
better insight into risk factors. 
 
Sustainability reports are a good starting point, but they typically don’t provide investors with the 
information they need to make decisions to hold, buy, or sell stocks. Reporting varies widely between 
companies, and performance can’t be compared or benchmarked. 
 

http://fortune.com/2015/08/11/why-investors-should-look-beyond-a-companys-financials/
http://www.theguardian.com/sustainable-business/eu-non-financial-reporting-how-richard-howitt
http://www.proxypreview.org/
http://fortune.com/company/tgt/
http://fortune.com/company/tgt/
http://www.top1000funds.com/news/2015/05/22/calpers-gives-its-managers-esg-ultimatum/
http://www.top1000funds.com/news/2015/05/22/calpers-gives-its-managers-esg-ultimatum/
http://en.wikipedia.org/wiki/Regulation_S-K
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Consider the 2010 Deepwater Horizon oil spill, which cost BP $5 billion in liabilities and millions more in 
tarnished public trust. Prior to the spill, if investors had data on BP’s  BP 1.02%  safety culture, 
emergency preparedness and safety risks — and could compare BP’s performance on these factors to 
those of its peers — would they have remained invested? Investors could have seen warning signs if 
better sustainability information had been available. 
 
Just like our already established financial accounting and reporting standards, we need accounting 
standards for sustainability factors. The Sustainability Accounting Standards Board is an independent, 
non-profit organization that arose to fill this need. Using its standards as a framework, professors 
at Harvard Business School found that companies with strong performance on “material sustainability 
issues significantly outperform firms with poor ratings on these issues.” 
 
The world is evolving. Megatrends like population growth, resource constraints, and climate change mean 
that certain sustainability factors can make or break business success. Under existing securities law, that 
means they are material to an investor. Companies can and should be disclosing these issues. 
This is not about creating new regulation — this is about refining an existing one with relevant, decision-
useful accounting standards. 
 

 

 

 

  

http://fortune.com/company/bp/
http://fortune.com/company/bp/
http://www.hbs.edu/faculty/Publication%20Files/15-073_8a7e13e5-68c5-4cc3-a9a0-a132bbef3bc7.pdf
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The Business Case for Sustainability 
By Laura Tyson 
June 1, 2015 
 
Source: http://www.project-syndicate.org/commentary/business-case-for-sustainability-by-laura-tyson-
2015-06#pe6OeF16WYL71Fo8.99 (Retrieved October 15, 2015) 

Investors worldwide are increasingly seeking investment opportunities that promise to bring 
environmental and social benefits, in addition to market rates of return. If this trend continues, with the 
advancement of environmental or social objectives enhancing an investment’s value, it will strengthen the 
commitment to sustainability that is already gaining momentum among businesses around the world.  

Last year, one out of every six dollars of assets under professional management in the United States – a 
total of $6.6 trillion – was allocated toward some form of sustainable investment, especially public 
equities.  

Some 1,260 companies, managing $45 trillion worth of assets, are signatories of the United Nations’ 
“principles for responsible investment,” which recognize environmental, social, and governance (ESG) 
factors – and thus the long-term health and stability of companies and markets – as critical to investors. 
One signatory, CalPERS, one of the world’s largest institutional investors, has gone a step further: it will 
require all of its investment managers to identify and integrate ESG factors into their decisions – a bold 
move that could transform capital markets.  

The number of companies issuing sustainability reports has grown from fewer than 30 in the early 1990s 
to more than 7,000 in 2014. And, in a recent Morgan Stanley survey, 71% of respondents stated that they 
are interested in sustainable investing.  

To be sure, a major barrier to incorporating ESG criteria into investment decisions remains: many 
investors – including 54% of the respondents in the Morgan Stanley survey – believe that doing so could 
lower the financial rate of return. But there is mounting evidence that this is not the case, with several 
recent studies indicating that sustainable investments do as well as – or even outperform – traditional 
investments.  

A seminal 2012 study that analyzed two groups of companies – similar in terms of industry, size, financial 
performance, and growth prospects – found that those in the “high sustainability group” had superior 
share-price performance. And a new study by Morgan Stanley’s Institute for Sustainable Investing, which 
analyzed the performance of 10,228 open-ended mutual funds and 2,874 separately managed accounts 
in the US, found that sustainable investments usually met – and often exceeded – the median returns of 
comparable traditional investments for the periods examined.  

Many ESG factors come into play when evaluating sustainable investment options. For example, the 
Generation Foundation – the think tank of Generation Investment Management (on whose advisory board 
I serve) – identifies 17 environmental factors, 16 social factors, and 12 governance factors relevant to 
sustainability.  

The challenge is to distinguish between the ESG factors that have a material influence on company 
performance and those that do not. But the data that companies currently report are inadequate to enable 
investors to make this distinction.  

http://www.project-syndicate.org/commentary/business-case-for-sustainability-by-laura-tyson-2015-06#pe6OeF16WYL71Fo8.99
http://www.project-syndicate.org/commentary/business-case-for-sustainability-by-laura-tyson-2015-06#pe6OeF16WYL71Fo8.99
http://www.ussif.org/Files/Publications/SIF_Trends_14.F.ES.pdf
http://www.unpri.org/
http://www.top1000funds.com/news/2015/05/22/calpers-gives-its-managers-esg-ultimatum/
http://www.top1000funds.com/news/2015/05/22/calpers-gives-its-managers-esg-ultimatum/
https://www.morganstanley.com/about-us-articles/06490ef0-a8b2-4a68-8864-64261a4decd0.html
http://www.nber.org/papers/w17950.pdf
http://www.morganstanley.com/sustainableinvesting/pdf/sustainable-reality.pdf
http://www.morganstanley.com/ideas/sustainable-investing-performance-potential/
http://genfound.org/media/pdf-genfound-wp2015-final.pdf
http://genfound.org/media/pdf-genfound-wp2015-final.pdf
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The non-profit Sustainability Accounting Standards Board (SASB) is attempting to change that by 
developing material sustainability accounting standards for 80 industries, consistent with the US Security 
and Exchange Commission’s compliance regulations. More than 2,800 participants – including 
companies with market capitalization totaling $11 trillion and investors with $23.4 trillion in assets under 
management – have been involved in the SASB process. Using the SASB’s proposed standards for 45 
industries, as well as other metrics, a new study – the most definitive so far – has found that companies 
that perform well on material sustainability factors have better operational performance, are less risky, 
and earn significantly higher shareholder returns than companies that perform poorly.  

Similarly, a new framework recently proposed by Morgan Stanley for valuations of companies in 29 
industries includes ESG factors that pose material risks or opportunities. Whereas a company is 
traditionally valued based exclusively on how it deploys financial capital to generate returns, the new 
framework incorporates how it deploys natural, human, and social capital, as well as the transparency of 
its governance practices. This new approach to company valuation reflects the view that the most 
successful companies will be those that deploy all four kinds of capital responsibly.  

Material ESG factors can affect a company’s financial performance and shareholder returns through 
several channels. For example, more efficient energy and resource use can lower costs; better 
management of human talent can boost productivity; stricter safety, health, and environmental rules can 
reduce the risk of serious accidents; and new green or fair-trade products that appeal to consumers can 
increase revenues.  

Consider investments that improve the energy efficiency of data centers, which use 10-20 times more 
energy than average commercial buildings, and thus are responsible for considerable greenhouse-gas 
emissions. Decisions about data-center specifications are important for managing costs, obtaining a 
reliable supply of energy and water, and lowering reputational risks, particularly given the increasing 
global regulatory focus on climate change. Google’s construction of data centers that use 50% of the 
energy of an average data center has brought it considerable savings.  

Similar success stories have played out across sectors. Since 2011, the US chemical company DuPont 
has invested $879 million in research and development of products with quantifiable environmental 
benefits; it has recorded $2 billion in annual revenue from products that reduce greenhouse-gas 
emissions, and an additional $11.8 billion in revenue from renewable resources like wind and solar 
power.  

Likewise, the multinational consumer goods company Procter and Gamble reported $52 billion in sales of 
“sustainable innovation products” from 2007 to 2012. That is roughly 11% of the company’s total sales 
over that period.  

There are good reasons to believe that, by investing in improving material sustainability, companies can 
increase shareholder value. In fact, if a company is to fulfill its fiduciary responsibility to its investors, it 
has little choice but to go beyond financial returns to incorporate ESG factors that are likely to have a 
material impact on its performance over time. This is precisely the kind of incentive that could propel the 
world toward a more sustainable future.  

 

 

  

http://www.sasb.org/
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2508281
http://www.sasb.org/growing-investor-support-embedding-sustainability-valuation/
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Can Sustainability Standards Build Stronger Businesses And Better Informed 
Investors? 
By Jeff Thomson 

May 6, 2015 

 

Source: http://www.forbes.com/sites/jeffthomson/2015/05/06/can-sustainability-standards-build-stronger-

businesses-and-better-informed-investors/print/ (Retrieved October 15, 2015) 

Late last year, I spoke with Andrew Winston about building more sustainable organizations to better serve 
investors, customers and the public interest. One of the organizations leading the charge in the U.S. is 
the Sustainability Accounting Standards Board (SASB), founded in 2011 to develop guidance to better 
inform investors on the value creation capacity and sustainability of the organization, based on 
disclosures that are clear, relevant, forward-looking, balanced and actionable. I recently spoke with Jean 
Rogers, co-founder and CEO of SASB about her vision and the influence sustainability standards could 
have in enabling stronger organizations and a better society. 

This interview has been edited and condensed. 

Jeff Thomson: What was your overarching mission and vision in founding SASB? 

Jean Rogers: Nearly 10 years ago, I was working at Harvard’s Initiative for Responsible Investment (IRI) 
with Steve Lydenberg and Dave Wood. In our research, we noticed there was a proliferation of corporate 
social responsibility (CSR) and sustainability reporting, but we didn’t see an impact on investment. So, we 
looked at what it would take to close the gap between what companies were reporting and how investors 
could consume that information and eventually allocate capital accordingly. 

Unsurprisingly, we found the information was not in a form that was easily consumable, it wasn’t able to 
be benchmarked and there were no complete data sets. As a result, investors had a hard time 
understanding what was and wasn’t relevant. 

Based on that discovery, we set out to develop a method that could provide the information investors and 
analysts needed in a form they were used to consuming. The result was the paper, From Transparency to 
Performance, which set the foundation for how we approach our research and standard setting at SASB. 

As we received feedback and interest in our research, we started looking for different methods to develop 
this market infrastructure across industries. That’s how SASB was born. 

Thomson: Who are the primary stakeholders intended to benefit from sustainability standards in 
reporting? 
 
Rogers: Since the beginning, we have envisioned our stakeholders and primary beneficiaries to be both 
corporations and investors. We’re providing corporations a cost-effective way to communicate their 
sustainable activities to investors, who are the primary consumers of the information. It’s now delivered in 
a useful format, which allows them to make decisions accordingly. 

Thomson: Over the next year, SASB intends to develop sustainability accounting standards for more 
than 80 vertical industries in 10 sectors. How will these standards contribute to better businesses? 

Rogers: As we did our early research at Harvard, we were shocked to discover the proliferation of 
reporting without a focus on performance, which made us question what it would take for businesses to 

http://www.forbes.com/sites/jeffthomson/2015/05/06/can-sustainability-standards-build-stronger-businesses-and-better-informed-investors/print/
http://www.forbes.com/sites/jeffthomson/2015/05/06/can-sustainability-standards-build-stronger-businesses-and-better-informed-investors/print/
http://www.forbes.com/sites/jeffthomson/2014/11/18/cfos-and-the-clean-economy/
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CB8QFjAA&url=http%3A%2F%2Fwww.sasb.org%2Fwp-content%2Fuploads%2F2012%2F03%2FIRI_Transparency-to-Performance.pdf&ei=vpk6Vfq5DviCsQTq-YGYBA&usg=AFQjCNG73S1_EXUmIev0jIqMAdxyXr
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0CB8QFjAA&url=http%3A%2F%2Fwww.sasb.org%2Fwp-content%2Fuploads%2F2012%2F03%2FIRI_Transparency-to-Performance.pdf&ei=vpk6Vfq5DviCsQTq-YGYBA&usg=AFQjCNG73S1_EXUmIev0jIqMAdxyXr
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make the connection between the two. Unsurprisingly, it comes down to key performance indicators and 
identifying what’s material, in the financial sense of the word. If you can manage performance on those 
material factors, you’ll drive value. In that way, these standards contribute to stronger businesses. 

Focusing on industry verticals is at the heart of our approach because we want to preserve the concept of 
materiality. We’re not about disclosure for the sake of disclosure; we’re about disclosure on key 
performance indicators that will drive business value. We’ve already issued provisional standards for 45 
industries in six sectors, so we’re well on our way. 

Thomson: What is SASB’s view on mandating sustainability reporting for external disclosures? 

Rogers: We’ve found companies are struggling with how to disclose their sustainable activities. In fact, 
approximately 70% of the topics that we’ve set standards for so far are already disclosed in the SEC’s 
Form 10-K, which is a mandatory filing. Thirty-seven percent of that, however, is boilerplate information. 
That tells us companies realize they need to report this information, but they don’t have a way of 
disclosing it in a form that is helpful to investors. That’s where standards help. 

SASB’s standards are designed for the ManagementDiscussion & Analysis (MD&A). We enable 
companies to provide a window into known trends and uncertainties that are likely to affect the financial 
condition of their companies. In the absence of a standard, these topics can be controversial and 
challenging to express. If you disclose too much, you put yourself at a competitive disadvantage. If you 
disclose too little, you risk omitting important facts. 

Of course, the MD&A is a voluntary section within a mandatory filing. The intention of that section is not to 
merely have a checklist or a table of KPIs. Rather, it’s designed to be a combination of narrative and 
analysis. The narrative is management’s view on these known trends and uncertainties, and how well the 
company is positioned and performing. The analysis is the metrics that support the narrative. I don’t 
believe you should standardize management’s view in the MD&A, because you want it to unfold naturally. 
On the other hand, you do want to have reliable and comparable data that substantiates management’s 
view. 
 
Thomson: What role does technology play in the disclosure process? 

Rogers: Technology enablement is critically important in the preparer “ROI” associated with the end-to-
end disclosures process for investors. For example, an Extensible Markup Language (XML) version of 
our provisional standards is available today. XBRL standards are not yet ready for the provisional 
standards, but will be available for the final standards by industry. And finally, SASB is working with 
PricewaterhouseCoopers (PWC) on integrating our standards into publicly-available frameworks, such as 
COSO’s Enterprise Risk Management (ERM) Framework. 

Thomson: Let’s suppose it is 2020, nearly one decade after you founded the SASB. What outcomes 
would you envision for organizations and the public interest as it relates to sustainability reporting and 
standards? 

Rogers: By 2020, our goal is that any investor or analyst can type in a ticker and pull up a company’s 
sustainability fundamentals right alongside its financial fundamentals. Of course, it’s not just about having 
the information, but also about understanding it. We hope this information affects investment decisions so 
capital is allocated to more sustainable outcomes and companies. Finally, we hope we will have created 
new language and new parameters so companies can benchmark themselves against their peers and 
against their own performance. 

That’s our vision. By 2020, I hope that we’ll have the impact we intend to have. 

http://www.forbes.com/management/
http://www.forbes.com/risk/
http://www.forbes.com/enterprise/
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Focusing Corporate Sustainability Ratings on What Matters 
By Jean Rogers and Allen White 
April 28, 2015 
 
Source: http://www.huffingtonpost.com/jean-rogers/focusing-corporate-sustai_b_7156148.html (Retrieved 
October 15, 2015) 

In the mid-1990s, corporate sustainability ratings, ranking and indexes began to appear with the goal of 
helping investors "do well while doing good." The trend has accelerated over the past 15 years, and today 
there are more than 100 organizations offering more than 400 corporate sustainability ratings products 
that assess some 50,000 companies on more than 8,000 metrics of environmental, social and 
governance (ESG) performance. 

Corporate ESG rating is a growing field, rife with innovation, competition, and promise. These ratings 
have the potential to help guide markets toward sustainable outcomes in which high ESG performing 
companies receive recognition and reward. However, with the large and growing number of ratings 
products currently available and a deluge of sustainability disclosure from corporations, investors face 
substantial challenges in discerning which ratings and factors are most relevant to their needs. 
 
Investors need strong signals on sustainability performance--signals that cut through the noise. Toward 
this end, corporate sustainability ratings must focus on what really matters, not just quantity of corporate 
ESG disclosure, but quality and materiality. 

Within ESG investing, the volume of corporate disclosure through sustainability reports and 
questionnaires has sometimes been used a proxy for performance. This assumption is not entirely 
without merit. Companies that are serious about transparency, it could be argued, are those most likely to 
effectively manage risks of both acute events like a major airborne chemical release or pipeline rupture, 
or chronic conditions such as human rights violations or supply chain mismanagement. 

However, investors, raters, and companies alike have come to recognize the serious flaw in equating 
volume of disclosures with quality of performance. When disclosures fail to focus on data that is germane 
to long-term company performance, the signal to investors is blurred and misleading, regardless of the 
volume of disclosures. 

To achieve improved risk-adjusted returns, ESG ratings, rankings, and indexes must rate companies on 
material factors, and be transparent about what those factors are. Factors likely to be material differ at the 
industry level. What matters to a forest products firm may have little relevance to an IT hardware 
enterprise. The determination of whether a particular issue is material requires discretion on the part of 
the both the rater and the investor, and it should not preclude the universal indicators, such as fair wages, 
carbon emissions, or occupational health and safety. Rater discretion is indispensable to avoiding 
indiscriminate use of all possible issues and indicators while controlling the tendency toward data 
overload. 

Research shows that materiality matters. In a recently issued Harvard Business School working paper, 
"Corporate Sustainability: First Evidence on Materiality", authors Mozaffar Khan, George Serafeim and 
Aaron Yoon analyzed a dataset that illuminated the value implications of sustainability investments using 
the materiality framework developed by the Sustainability Accounting Standards Board (SASB). Based on 
a time-series analysis of 2,300 companies, the authors found that companies with good performance on 
material sustainability issues significantly outperform firms with poor performance on these issues." 

http://www.huffingtonpost.com/jean-rogers/focusing-corporate-sustai_b_7156148.html
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Since the Harvard research shows that only 20 percent of what companies currently disclose is material 
to investors, a clear opportunity exists to refine investor-focused reporting to focus on what truly matters. 
This should significantly reduce the costs of corporate data reporting, data collection, and index 
construction and maintenance, as well as enhancing the signal to noise ratio in sustainability reporting. 

Our respective organizations, the Sustainability Accounting Standards Board (SASB) and the Global 
Initiative for Sustainability Ratings (GISR), are working to position materiality at the core of ratings, 
rankings and indexes, thereby creating the conditions for directing capital to both individual firms and 
indexes that are likely to outperform, respectively, their peers and the overall market. With the increased 
rigor and transparency that GISR brings to ratings, coupled with the comparable, decision-relevant data 
from SASB standards, companies and investors alike can reap the rewards of materiality-driven analytics. 

As independent, non-profit organizations, SASB and GISR are in the business of advancing responsible 
business and responsible investing worldwide. Neither organization grades raters. Instead, our business 
is to facilitate the exchange of decision-useful, material information to the capital markets. Transparent 
comparable and material factors will drive continuous improvement across the three critical players in the 
ESG landscape: rated companies, rating agencies, and ratings users. 

Enriching this tripartite relationship promises to vastly expand the global ESG-based assets under 
management, as well as the market for ESG products that truly enhance the quality of ESG investments. 
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A Good Corporate Accounting of Social Costs is Needed 
By Jean Rogers 
April 16, 2015 
 
Source: http://www.nytimes.com/roomfordebate/2015/04/16/what-are-corporations-obligations-to-
shareholders/a-good-corporate-accounting-of-social-costs-is-needed (Retrieved 5/19/15) 

 

Corporate concern about issues like climate change, population growth or inequality is not just a matter of 
altruism, but of the company’s growth and prosperity. 

Insurance companies’ insured assets are highly vulnerable to rising sea levels and intensifying storms. 
Credit card companies must walk a line between high returns and crippling debt for their customers. 
Coca-Cola, for example, can focus on social and environmental issues such as water quality, 
biodegradable packaging and obesity, not just because they are popular but because they can affect the 
company’s financial future. 

Sustainability factors can improve financial performance. The trick is identifying which factors affect the 
bottom line. 

Research shows that stock prices of companies with an eye to more than just the bottom line did better 
than other companies if they focused on a subset of sustainability factors that actually improve financial 
performance. The trick is identifying which sustainability factors will make an impact to the bottom line. 

And here’s the hard part: These subsets of sustainability factors that influence financial performance differ 
by industry. Data security is critical to the success of IT companies. Greenhouse gas emissions affect oil 
and gas companies. Food safety matters to restaurants. The list continues. The Sustainability Accounting 
Standards Board is identifying which sustainability issues affect a company’s bottom line in more than 80 
industries.  

Right now, investors who want to assess corporate performance on environmental, social and 
governance issues, are navigating with no map or compass. While a global survey found that 90 percent 
of institutional investors said that performance on these issues ‘‘had played a pivotal role in their 
investment decision-making process,’’ they don’t have the information they need to evaluate their 
financial effects. 

Just as the accounting industry set standards in 1972 for reporting financial information, we need 
accounting standards for sustainability factors such as energy consumption, fair labor practices, data 
security and supply chain management. Sustainability accounting involves defining metrics that fairly 
represent a company’s performance. These are the standards that our board is providing. 

Companies can’t create long-term shareholder value without managing the sustainability factors that 
matter the most. Thus, the question isn’t whether companies have to choose between profit and purpose. 
Companies can use sustainability to maximize profits as long as the sustainability factors have a financial 
impact.  

 

http://www.nytimes.com/roomfordebate/2015/04/16/what-are-corporations-obligations-to-shareholders/a-good-corporate-accounting-of-social-costs-is-needed
http://www.nytimes.com/roomfordebate/2015/04/16/what-are-corporations-obligations-to-shareholders/a-good-corporate-accounting-of-social-costs-is-needed
http://assets.coca-colacompany.com/d0/c1/7afc6e6949c8adf1168a3328b2ad/2013-annual-report-on-form-10-k.pdf
http://www.hbs.edu/faculty/Publication%20Files/15-073_8a7e13e5-68c5-4cc3-a9a0-a132bbef3bc7.pdf
http://www.ey.com/Publication/vwLUAssets/EY-Institutional-Investor-Survey/$File/EY-Institutional-Investor-Survey.pdf
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The Type of Socially Responsible Investments That Make Firms More Profitable 
By George Serafeim 
April 14, 2015 

Source: https://hbr.org/2015/04/the-type-of-socially-responsible-investments-that-make-firms-more-
profitable (Retrieved May 19, 2015) 

One of the most contentious issues in business revolves around the role of for-profit companies in 
addressing social and environmental problems. Should a business be driving a “conversation” about 
race or pressuring U.S. states to reform discriminatory laws? And as investors inevitably ask, does 
engagement on such issues detract from generating profits? 

The answer to that last question is no, according to a study we recently completed. We find that firms 
making investments and improving their performance on environmental, social, and governance (ESG) 
issues exhibit better stock market performance and profitability in the future. For companies, this suggests 
that their efforts to do good are rewarded. For investors, this suggests that there is substantial value from 
analyzing non-financial data and incorporating it into their decisions. 

However, not all such initiatives are equally beneficial. My research, with Mozaffar Khan and Aaron Yoon, 
suggests companies should stick to social and environmental issues that are strategically important for 
their business if they want such efforts to contribute to the valuation. The results of this paper provide 
support to an earlier article (“The Performance Frontier: Innovating for a Sustainable Strategy”) where we 
described a framework that companies could use to create value by doing good. 

For instance, managing environmental impact is a very important element of business strategy for firms in 
the fossil fuel or transportation industries. Less so for financial institutions or healthcare companies. In 
contrast, fair marketing and advertising of products are very important for companies in these sectors. 
With this intuition we could hypothesize about the ESG investments that would be financially important for 
different industries, but until recently we had no objective and systematic way of making those judgments. 

Our study was made possible because of data infrastructure that was created only recently by the 
Sustainability Accounting Standards Board (SASB). SASB develops industry-by-industry accounting 
standards that identify the material ESG issues that could have financial implications. SASB uses the 
U.S. Supreme Court’s definition of material information as information presenting “a substantial likelihood 
that the disclosure of the omitted fact would have been viewed by the reasonable investor as having 
significantly altered the ‘total mix’ of information made available.” Going industry by industry, we hand-
mapped the standards to data items that codify the investments that hundreds of companies in the US 
make each year over the last twenty years. (Interestingly, across industries, on average, only about 20% 
of the ESG issues were classified as material.) This allowed us to construct an index ranking companies 
based on investments on material issues and another index ranking companies based on investments in 
immaterial issues. Using models that control for other systematic risk factors (market, size, value vs. 
growth, momentum, and liquidity) we constructed portfolios of companies that score high in ESG 
investments versus those that score low. 

The results are very consistent: firms making investments on material ESG issues outperform their peers 
in the future in terms of risk-adjusted stock price performance, sales growth, and profitability margin 
growth. In contrast, firms making investments on immaterial ESG issues have very similar performance to 
their peers suggesting that such investments are not value relevant on average. 

https://hbr.org/2015/04/the-type-of-socially-responsible-investments-that-make-firms-more-profitable
https://hbr.org/2015/04/the-type-of-socially-responsible-investments-that-make-firms-more-profitable
https://hbr.org/2015/03/starbucks-race-together-campaign-and-the-upside-of-ceo-activism
https://hbr.org/2015/03/starbucks-race-together-campaign-and-the-upside-of-ceo-activism
http://www.washingtonpost.com/opinions/pro-discrimination-religious-freedom-laws-are-dangerous-to-america/2015/03/29/bdb4ce9e-d66d-11e4-ba28-f2a685dc7f89_story.html?hpid=z6
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2575912
https://hbr.org/2013/05/the-performance-frontier-innovating-for-a-sustainable-strategy


20 
 

Importantly, our study ruled out reverse causality – it is not the case that more profitable firms simply 
choose to invest more in ESG. We accounted for this by controlling for the correlation between the level 
of investments with current firm profitability, valuation, size, and financial leverage, and by examining 
stock price performance and implementing a trading strategy that any investor could implement in real 
time. 

The results of our study suggest that companies need to analyze which ESG issues are strategically 
important to their business. Improving performance on those will likely lead to better financial 
performance in the future. At the same time, they need to be able to inform their investors how they are 
performing on those issues by communicating credible key performance indicators. In turn, investors 
need themselves to analyze what are the important ESG issues for the companies in their portfolio and 
manage hidden risks. Not all social and environmental initiatives are created equal. But if companies stick 
to the ones most related to their businesses, they can drive social and financial performance 
simultaneously. 
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Sustainability Accounting for Investors: Q&A with Robert H. Herz 
By Gregory Millman 
February 19, 2015 
 
Source: http://blogs.wsj.com/riskandcompliance/2015/02/19/sustainability-accounting-for-investors-qa-
with-robert-h-herz/ (Retrieved: May 19, 2015)  

Robert H. Herz served as chairman of the Financial Accounting Standards Board from 2002 through 
2010. In January of this year, he joined the board of the Sustainability Accounting Standards Board, an 
organization working to develop industry-specific environmental, social and governance accounting 
standards for investment analysis. Mr. Herz has spent much of his career studying non-financial metrics 
relevant to value creation, and in 2001 co-authored a book on the subject, entitled The ValueReporting 
Revolution: Moving Beyond the Earnings Game. In a conversation with Risk & Compliance Journal, Mr. 
Herz explained why and how he expects to see adoption of such standards. 

What is sustainability accounting? 

Mr. Herz: The SASB aims at producing metrics on key sustainability issues that impact company 
performance over time. This reporting is for investors, not aimed at the broader group of people interested 
in corporations from an ESG point of view, but rather at providing a set of information on ESG issues that 
matter from an investment point of view. 

How do you develop such standards? 

Mr. Herz: You’ve got to do it industry by industry, because in a particular industry or sector, some issues 
matter more than others. For example, in service and some types of manufacturing industries, labor 
policies matter an awful lot. With services it’s being able to attract and retain the best people. In 
manufacturing, you get to the issues of child labor overseas and things like that. In some industries, the 
key issues are environmental, for example related to carbon emissions. What the SASB does is research 
which issues in the array of all ESG issues seem to matter most to a particular industry and its value 
proposition. Then comes a thorough due diligence process to develop metrics that capture those key 
issues. 

How would the metrics be used? 

Mr. Herz: The idea is to develop standardized metrics across an industry so companies can benchmark 
themselves and investors can benchmark them.  They are non-financial metrics but they are metrics that 
drive financial performance and answer the question, “If I were going to make a big investment or buy a 
company, what would I look at besides the financial statement?” 

For example, in the pharmaceutical industry, it might be the proportion of your business from new 
products aimed at improving health and welfare. Unilever has had a whole initiative the last five years to 
grow their line of products in that area and it now constitutes a significant and fast-growing part of their 
revenue. The counter example would be pharmaceutical products that cause lots of adverse side effects 
beyond the benefits, have been taken off the market, and similar matters. 

What have investors had to say to you about such metrics? 

Mr. Herz: What I hear from investors is that they are very interested in these issues but they have to sift 
through so much data that is unstandardized, not comparable, aimed at a broader social responsibility 

http://blogs.wsj.com/riskandcompliance/2015/02/19/sustainability-accounting-for-investors-qa-with-robert-h-herz/
http://blogs.wsj.com/riskandcompliance/2015/02/19/sustainability-accounting-for-investors-qa-with-robert-h-herz/
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community. They’ve been saying that if they could have a set of more standardized metrics, targeted at 
the issues that really matter to a particular industry, that’s what they want. They don’t care very much 
about the carbon emissions of an investment bank for example; it is not key to their investment thesis, but 
for a utility it probably is. 

Do you expect a regulatory push for this disclosure? 

Mr. Herz: My view is that it has to be market-driven to begin with, driven by investor pull, and 
by companies seeing the advantage of doing it. 

What stage of development are the standards now and what is the timeframe for adoption? 

Mr. Herz: The SASB is well into issuing provisional standards, and once they finish that there’s going to 
additional due process, including talking to people industry by industry, then finalizing. There’s been a lot 
of interest. A number of these metrics are already reported by companies in their sustainability reports 
and other venues, but not in as targeted a way. I would hope to get to a broad expectation of such 
disclosure by the market within five years.  A lot of companies are intrigued but cautious; there are always 
questions of whether it exposes me to more legal risk, do I really want to be first, those kinds of 
questions. 

Why is such disclosure important? 

Mr. Herz: I’m not a tree hugger or an environmental activist. I’ve devoted a lot of my career to provide 
better information to help the capital markets work. I believe that what you measure matters and how you 
report it matters and that this is important to the investment analysis. 
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Why Boilerplate Battles Continue to Rage 
By Joe Mont 
February 10, 2015 

Source: https://www.complianceweek.com/news/news-article/why-boilerplate-battles-continue-to-
rage#.VPTfhS4kWH8 (Retrieved May 19, 2015) 

Time and time again, with both guidance and comment letters, the Securities and Exchange Commission 

has urged companies to avoid using “boilerplate” language in their disclosures. 

One might even call the SEC’s pronouncements boilerplate warnings, since they agency makes them all 

the time—and companies never seem to embrace the message. 

“It’s an interesting tension,” says Bree Archambault of the law firm Reed Smith. “When you are working 

on disclosure documents, there are specific disclosures you are required to make and some of it does not 

change a lot from year to year. If it has passed muster in past years, the situation is still the same, and 

the business is generally the same—run in the same way with the same segments—the company has an 

incentive not to change that language.” 

Jean Rogers, founder and CEO of the Sustainability Accounting Standards Board, goes even further: 

“There is an extraordinary amount of boilerplate disclosure across topics and across industries,” she says. 

SASB recently reviewed companies’ sustainability-related disclosures, and flagged nearly half as 

boilerplate. 

“There is a problem with going too far in your disclosure, but there is also a problem with not going far 

enough,” Rogers says. “We see people erring on the side of not going far enough and relying on 

boilerplate.” 

While the SEC admonishes boilerplate language, companies are challenged by a lack of uniform 

definition for what exactly boilerplate is. Determinations of materiality, especially about what an investor 

would want, are typically left to the issuer. Nearly any choice could be debated and challenged.  

The prevalence of boilerplate language is “a manifestation of companies recognizing their risk factors, but 

not having standards or guidance on how to actually disclose them better,” Rogers says. “You have U.S. 

Generally Accepted Accounting Principles for financials; the Financial Accounting Standards Board does 

a really good job with how to disclose financial performance, but there really is very little more than ad 

hoc guidance from the SEC on how to look at non-financial or special topics that are material. How do 

you address them?” 

Cyber-security disclosures are the latest target for the boilerplate debate. How bad must a breach be to 

warrant disclosure in a Form 8-K? Should that determination be based on the number of consumers 

affected, the financial toll, or degree of media attention? 

In 2011 the SEC’s Division of Corporation Finance did outline items that companies must consider when 

identifying specific business risks caused by cyber-security incidents. Among them: how those costs 

might affect the balance sheet; the correlation of those risks to the company’s business model; possible 

https://www.complianceweek.com/news/news-article/why-boilerplate-battles-continue-to-rage#.VPTfhS4kWH8
https://www.complianceweek.com/news/news-article/why-boilerplate-battles-continue-to-rage#.VPTfhS4kWH8
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legal proceedings; and how to make appropriate financial statement disclosure to reflect the effect of a 

cyber-attack.   

Regulation S-K, which governs disclosure in Form 10-K filings, requires companies to disclose material 

information that is a risk factor or likely to affect financial condition or operating performance. “Even when 

[the SEC] issued guidance on a particular topic like cyber-security, conflict minerals, or climate change, 

what they are really doing is interpreting S-K,” Rogers says. “The SEC tends to not get specific or raise 

questions about how far companies should go to determine what material is.” 

The latitude given companies is problematic, critics say. “The traditional approach is to let companies 

assess their own cyber-risk factors, which is the equivalent of letting the chickens decide how tasty they 

are, or aren’t, to the fox,” says Jeffrey Carr, a cyber-security analyst and CEO of Taia Global. 

Vague vs. Material 

Carr cites Sony’s response to breaches over the years as an example of overly broad 10-K disclosures. 

After Sony’s high-profile hacker attack last November, Carr looked at the company’s cyber-risk 

disclosures since 2011. The language “remains pretty much the same” over the years, he says. “This is 

pretty generic stuff that doesn’t contain anything specific to Sony that wouldn’t apply to every other public 

company.” 

The current crop of cyber-security disclosures “are effectively worthless from an investor’s point of view,” 

Carr says. “There is a false argument that you can’t expect them to inform the bad guys about 

weaknesses in the network. That’s not what is being asked for. The SEC doesn’t want the company to 

say it is vulnerable to a SQL injection, or spear fishing, or whatever. They simply want an assessment of 

risk.” 

The unwillingness to advance beyond boilerplate cyber-security disclosures ties to “whether or not they 

are disclosing something that would put them at a competitive disadvantage,” Rogers says. “Companies 

don’t want to be at the risk of omitting material information, so they put in a boilerplate statement.” 

SASB is currently working with a cross-section of industries to develop voluntary standards for cyber-

security and environmental disclosures that companies can use. “Companies appreciate having a 

standard that helps them know exactly how far they should go when talking about this issue, and a 

standard can help level the playing field,” Rogers says. “They need to provide decision-useful information 

to investors, and boilerplate doesn’t cut it. 

A similar push is underway by Ceres, a coalition of investors and public interest groups. Its beef is with a 

2010 SEC requirement that companies disclose the material effects of climate and environmental change, 

and the effects of related pending legislation and regulation, on their business operations. The SEC, 

Ceres says, “is not adequately enforcing” compliance, and companies, in turn, are ignoring the 

requirement. 

Roughly 40 percent of companies in the S&P 500 do not make any climate-related disclosure in their 10-

K filings, a recent study by Ceres found. Among those that do, “the majority of financial reporting on 

climate change is too brief and largely superficial.” Ceres is demanding that the SEC do a much better job 

enforcing those requirements. 

How the SEC will react to such pressures remains to be seen. While environmental issues may not 

inspire much attention beyond activist shareholders, cyber-risk certainly does.  
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Since its 2011 cyber-risk guidance, CorpFin has issued comments to fewer than 100 companies about 

their related disclosures. When it does intervene, SEC staff often demand specific information. 

In 2012, when the Amazon subsidiary Zappos was breached, Amazon referred in its next periodic filing 

only to the potential of a cyber-attack that “could expose us or our customers to a risk of loss or misuse of 

information, adversely affect our operating results, result in litigation or potential liability for us, and 

otherwise harm our business.” The SEC protested and demanded specific detail rather than vagaries. 

Amazon protested, but eventually acquiesced. 

ConocoPhillips, in its 2012 annual report, mentioned only the phase “cyber-attacks” in its listing of 

potential risks. The SEC and the company tangoed for several weeks over how much additional detail 

CorpFin wanted included. Conoco eventually added language to indicate that several “non-material 

breaches” had occurred. 

The SEC may soon consider more prescriptive disclosure requirements. Chairman Mary Jo White has 

hinted as much in public comments. Various members of Congress have called for the same, and that 

push gets stronger with each new high-profile breach. 

The SEC’s current budget appropriation may be the tipping point. The 2015 Omnibus Appropriations bill 

passed by Congress in January included a rider demanding that the SEC review and “modernize” cyber-

security disclosures. 
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