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Decoding Sustainability Reporting Frameworks

The prevalence of corporate reporting on environmental, social, and governance (ESG) topics has grown
substantially over the past nine years. In 2019, 90% of companies in the S&P 500 published some form
of sustainability report, up from a mere 20% in 2011.! This increase in reporting has largely been driven
by expanded focus from the financial community (e.g., equity investors, debt holders/creditors, insurance
companies, etc.) on ESG performance data to better understand the risks and opportunities of specific
companies/industries that could impact financial performance. Other stakeholders, such as employees,
vendors, and government entities, are also seeking ESG data to evaluate company performance on the
topics they view of greatest importance (e.g., diversity of workforce, impact of operations on the local
community, etc.).

ESG Disclosure is Essential

ENVIRONMENTAL SOCIAL GOVERNANCE

Given this changing landscape, the question has become less about whether companies should report
on ESG topics but rather how they should go about reporting. Investors of all kinds, from large pension
and sovereign wealth funds to day traders, are using ESG data when making critical investment
decisions. Beyond the interest from the investment community, there are early indications the Biden
Administration may develop regulations that require companies listed on U.S. exchanges to disclose ESG
metrics, specifically on climate risk and board diversity.? Most believe it is a matter of when, not if, publicly
traded companies in the United States will be required to report on ESG topics. Furthermore, companies
need to balance the increasing demand for ESG data with the costs associated with collecting and
reporting this information.

1 Annual 2020 Flash Report, Governance & Accountability Institute, Inc., July 2020. See also, 2019 Flash Report.
2 The Biden Administration Is About to Put Its Stamp on Financial Regulation. What Investors Can Expect, Barron’s,

February 4, 2021.
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https://www.globenewswire.com/news-release/2020/07/16/2063434/0/en/90-of-S-P-500-Index-Companies-Publish-Sustainability-Reports-in-2019-G-A-Announces-in-its-Latest-Annual-2020-Flash-Report.html
https://www.ga-institute.com/press-releases/article/flash-report-86-of-sp-500-indexR-companies-publish-sustainability-responsibility-reports-in-20.html#:~:text=%E2%80%9CSustainability%20reporting%E2%80%9D%20rose%20dramatically%20from,of%20companies%20reporting%20in%202018.
https://www.barrons.com/articles/changes-are-coming-to-financial-regulation-what-it-means-for-investors-51612441800

“The bottom line is that businesses now actively compete for capital based on
ESG performance and that competition needs to be open, fair, and transparent.

That starts with public company disclosure and financial firm reporting and
extends into our oversight of various fiduciaries and others. Investors also
need this information so they can protect their investments and drive capital
toward meeting their goals of a sustainable economy.”

—Allison Herren Lee
Acting Chair of the Securities and Exchange Commission (SEC)

WHAT CHANGES ARE OCCURRING IN ESG REPORTING?

Though the universe of reporting frameworks continues to evolve, the most common frameworks in the
United States are Sustainability Accounting Standards Board (SASB), International Integrated Reporting
Framework (IIRC), Task Force on Climate-Related Finance Disclosures (TCFD), CDP, and Global
Reporting Initiative (GRI). It is important to remember that not all reporting frameworks are the same. As
illustrated in Figure 1 below, each framework has its own unique structure, scope, and target audience.

Figure 1. ESG Reporting Frameworks

Framework Description Audience and Scope

. o Helps businesses identify wide range of e For investors
SUStamab_'l'ty ESG topics and report those measures in « Sector-specific guidance
Accounting SEC filings

Standards Board e Used in corporate filings to the U.S.
Securities and Exchange Commission
(SASB) o)
International e Promotes guiding principles related to e For investors
Integrated “integrated reports” to provide greater * No sector-specific
I R Reportina Council context for performance data guidance
p g e Used to combine traditional and annual
(”RC) financial reports with ESG data

*Details on the proposed merger of these two frameworks are provided below
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Framework

Task Force on
Nature-Related
Financial
Disclosures (TNFD)

COMING
2021

Task Force on
Climate-Related
Financial
Disclosures (TCFD)

CDP (CDP)

SNCDP

DISCLOSURE INSIGHT ACTION

Global Reporting
Initiative (GRI)

Description

e Coming 2021

e Launched as initiative to report on nature-
related disclosures

e Used when looking to address topics related
to climate

Audience and Scope

e For investors
e Some sector-specific
guidance

e Encourages companies to disclose climate-
related risks and opportunities

e Used when looking to address climate-
related topics

e For investors
e Some sector-specific
guidance

o Captures environmental-related data,
including water, forests, and climate change
measures

e Used when looking to address greenhouse
gas (GHG) emissions and energy use

e For stakeholders
e Sector-specific guidance

e Broad reports on large numbers of issues
related to economic, environmental, and
social impacts of business

e Used when looking to inform stakeholders
of current efforts underway

e For stakeholders
e Some sector-specific
guidance

The reporting ecosystem continues to evolve. Recent developments include:

® Merger of SASB and IIRC: Last November, SASB and IIRC announced their intention to
merge into a single entity by mid-2021. This new entity, the Value Reporting Foundation, is
intended to “provide investors and corporations with a comprehensive corporate reporting
framework across the full range of enterprise value drivers and standards to drive global

sustainability performance.”

® Launch of Stakeholder Capitalism Metrics: At the 2020 World Economic Forum in Davos-
Klosters, Switzerland, 120 of the world’s largest companies voiced support for “develop[ing] a
core set of common metrics and disclosures on non-financial factors for their investors and

other stakeholders.”

® Launch of Taskforce on Nature (TNFD): A partnership between Global Canopy, the United
Nations Development Programme (UNDP), the United Nations Environment Programme
Finance Initiative (UNEP FI), and the World Wildlife Fund (WWF) was established to develop
a framework to report on nature-related disclosures.® The framework is expected to be

published in 2021.

3 IRC and SASB announce intent to merge in major step toward simplifying the corporate reporting system, SASB,

November 2020.

4 Measuring Stakeholder Capitalism, World Economic Forum, September 2020.
5 Who We Are, Taskforce on Nature-related Financial Disclosures, December 2020 (last updated).
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https://www.sasb.org/wp-content/uploads/2020/12/IIRC-SASB-Press-Release-Web-Final.pdf
https://www.weforum.org/reports/measuring-stakeholder-capitalism-towards-common-metrics-and-consistent-reporting-of-sustainable-value-creation
https://tnfd.info/who-we-are/

As expected, the lack of a single reporting framework can be frustrating (not to mention expensive) for
companies trying to navigate how best to report ESG performance. There is growing recognition among
the various organizations that design and manage these frameworks that increased collaboration on
reporting requirements and metrics will make ESG performance data more comparable and relevant
(which benefits the financial community and other stakeholders) and easier to collect (which benefits
companies).

WHICH SUSTAINABILITY FRAMEWORK SHOULD MY COMPANY USE?

For companies interested in reporting on ESG issues, the above frameworks serve as great launching
points. When deciding which framework(s) to use, it is important to ask the following key questions:

B  What is the focus of our ESG efforts?

=  Who is our target audience?

Keep in mind that sustainability frameworks are not mutually exclusive. Companies often report against
multiple frameworks or pick and choose components of one framework for inclusion in another. For
example, a company that historically used the GRI framework and is interested in reporting more
information on ESG topics that may materially impact financial performance, may incorporate elements
of newer frameworks, like SASB or TCFD, into their existing reports. While this approach may save time
and resources, there is a push in the industry for organizations to ask themselves how they are ensuring
the right information makes it to the right audience.

&
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One-size reporting does not fit all. More and more companies are exploring capabilities that allow
stakeholders that use company ESG data to build their own customized reports based on information
they are interested in (e.g., financial investors may be more interested in evaluating metrics than reading
through example case studies). When embarking on the reporting journey, it is vital to keep in mind the
target audience(s) and the ESG information they want to see reported.

Though there are multiple reporting frameworks available, SASB (which, after merging with 1IRC, will
soon become Value Reporting Foundation) and TCFD have responded to recent needs within the
investor community to report on ESG issues that have the potential to be materially impactful from a
financial and/or risk perspective. This focus on financial impacts has resulted in the financial community
requesting companies report their ESG performance using these frameworks.

Developing a comprehensive sustainability report can be daunting. For companies new to sustainability
reporting, there a few simple steps that, if done correctly, will establish a solid foundation.

KEY STEPS FOR SUSTAINABILITY REPORTING FIRST-TIMERS

For those new to sustainability reporting, it is important to first get organized and engage the appropriate
stakeholders at the beginning of the process. Starting with the steps below will help pave the way for
effective and efficient ESG reporting.

Set Goals and Expectations

Linking ESG targets to corporate strategy and business planning is a leading practice that enables
organizations to align resources with current efforts and improves chances of achieving ESG goals.
Sustainability teams should not set goals and expectations in isolation from company leadership. Support
from company leadership provides legitimacy to a company’s sustainability efforts and increases the
likelihood that sustainability will be incorporated into overall business strategy. Once goals and
expectations are established, metrics should be identified to track progress against those stated goals.
Be sure to engage with leaders from groups across the company (typically finance, HR, operations, legal,
and risk) in the early stages of target and metric development, as these groups will often be responsible
for collecting data required to calculate metrics and reviewing performance. These groups will also
support further integration of ESG efforts with everyday operations and hopefully into broader corporate
strategy.

For additional information on how to integrate sustainability into corporate strategy, we invite you to read
our recent article, “Integrating ESG Issues into Corporate Strateqy.”
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https://www.scottmadden.com/insight/integrating-esg-issues-into-corporate-strategy/

Benchmark Against Industry Peers

ESG issues come in many shapes and sizes. As ESG issues are often nuanced and vary by industry or
region, benchmarking is a powerful tool that should be utilized to understand how your reporting
compares to industry peers (or if not currently reporting, what is being reported by peer companies).
Better understanding the areas where your company underperforms can help your organization identify
gap-closing measures. Understanding the areas where your company performs better against peers can
help identify initiatives to highlight and market.

Leverage Internal Resources

Companies often have much of the information needed to populate significant sections of an ESG report,
but they may not realize it because the information is not currently being used for this purpose. For
example, HR systems typically contain information on employee and leadership diversity that are helpful
to ESG efforts and reporting. Understanding what information your organization already has makes it
easier to transition to data analysis. Additionally, your organization may have knowledge management
systems in place to track ESG data, which may lead to more efficient reporting across departments.

CONCLUSION

Reporting ESG performance is of ever-increasing importance and may soon become a requirement for
publicly traded companies in the United States. However, simply reporting for reporting’s sake is a waste
of time, effort, and money. Because there are several reporting frameworks available, companies need
to ask critical questions about the purpose of reporting and the intended audience before settling on a
specific framework(s). Companies that are thoughtful about their approaches to reporting will not only
better engage their internal and external stakeholders but will also set themselves up well for monitoring
and managing ESG initiatives.

HOW SCOTTMADDEN CAN HELP

ScottMadden has experience performing stakeholder assessments, risk analyses, and corporate
sustainability projects for a variety of clients, including utilities, public entities, media and entertainment
companies, renewable energy developers, and industrial companies. Contact us today to support your
ESG strategy and reporting needs.

ABOUT SCOTTMADDEN, INC.

ScottMadden is the management consulting firm that does what it takes to get it done right. We consult
in two main areas—Energy and Corporate & Shared Services. We deliver a broad array of consulting
services ranging from strategic planning through implementation across many industries, business units,
and functions. To learn more, visit www.scottmadden.com | Twitter | Facebook | Linkedin.
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https://www.scottmadden.com/contact-us/
http://www.scottmadden.com/
https://twitter.com/SM_Energy
https://www.facebook.com/#!/ScottMaddenInc
https://www.linkedin.com/company/37992
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