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Abstract

In the United States, the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) provides guidance on internal controls for corporations. COSO is a
private-sector initiative jointly sponsored and funded by five organizations:

* American Accounting Association (AAA)

* American Institute of CPAs (AICPA)

* Financial Executives International (FEI)

* The Institute of Management Accountants (IMA)

e The Institute of Internal Auditors (IIA)

The Recent COSO white paper contemplates the connection between sustainability and
accounting. This paper will examine the current COSO work and the evolution of
accounting and sustainability, including the place of the social audit. Audited Financial
Statements in the form of corporate annual reports are the public record of the financial
performance of a company. In addition to presenting the past year financial history for
the corporation, the annual reports allow corporations to present information that is

relevant to shareholders and other stakeholders.

Corporate Social Responsibility and sustainability are issues often discussed by the
Fortune 500 companies, and corporate policymaking should therefore reflect the organic
integration of CSR and operational functions of a corporation. For example, there is an
argument for a triple bottom line factoring the long-term effects of decisonmaking and

achievement of CSR objectives.

The question is are CSR policies really entrenched in corporate procedures and culture,

and is this dedication to CSR and sustainability reflected in the Annual Report?
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What do the Annual Reports in their disclosures and supplemental information reveal
about the way that a corporation is embracing CSR and sustainability? Do the
disclosures merely represent regulatory compliance, or a true commitment to
organizational dedication to CSR and sustainability through specific and measurable

objectives?
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DRAFT

United States Accounting, Social Audits and Sustainability: Will
COSO Help Corporations Make the Connection?

By Katherine Kinkela, Iona College, New York

Financial reporting and managerial accounting practices in the United States
reflect the Generally Accepted Accounting Principles (GAAP), but United States
GAAP does not have specific requirements regarding implementation of
sustainability or social goals within a corporation. While typical disclosures within
the financial statements indicate legally required compliance with environmental
and other concerns, social and sustainability plans and audits are typically not
disclosed. A recent paper by the Committee of Sponsoring Organizations (COSO),
an American organization comprised of Accounting industry associations, advocates
integrating sustainability goals and social audit practices as a part of corporate
strategy. In addition, COSO encourages corporations to assess sustainability risk as
an ongoing process in business planning, and monitor sustainability programs
through social audit.

In this chapter, we will examine the white paper on sustainability risk
written by COSO in 2013. The white paper seeks to advise corporations of practical
ways that corporations may include sustainability goals as a part of the risk
assessment process that is ongoing within a corporation. In addition, the white
paper addresses benefits to the corporation, and seeks to demonstrate how moving
sustainability goals into the overall strategy planning and risk assessment functions
of a corporation can also achieve other synergistic efficiencies within the

corporation.
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a. Background on COSO and Enterprise Risk Management

The Committee of Sponsoring Organizations of the Treadway Commission
(COSO0) is dedicated to providing thought leadership through the development of
comprehensive frameworks and guidance on enterprise risk management, internal
control, and fraud deterrence, designed to improve organizational performance and
governance and to reduce the extent of fraud in organizations. COSO is a private-
sector initiative jointly sponsored and funded by five organizations: American
Accounting Association (AAA), American Institute of CPAs (AICPA), Financial
Executives International (FEI), The Institute of Management Accountants (IMA) and
The Institute of Internal Auditors (I1A).

COSO was expanded as a result of the Sarbanes Oxley Act of 2002 (SOX).
With so many American corporations looking for guidance on SOX compliance,
COSO prepared a series of studies on how to implement better internal control
systems. COSO advocates the use of Enterprise Risk Management (ERM), a
systematic and global approach to setting strategies and assessing risks within the
corporate environment. The ERM process includes an eight step process; assessing
internal environment, objective setting, risk identification, risk assessment, risk
response, objective setting, information and communication, and monitoring.

COSO’s work on sustainability includes a recent white paper, entitled
“Demystifying Sustainability Risk: Integrating the Triple Bottom Line into an

”n

Enterprise Risk Management System.” The concept is that corporations should
include sustainability as a part of the ERM planning process and goals on

sustainability should be included as part of the goal setting and audit process.
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the Triple bottom line, ERM and Sustainability

The White Paper starts with a discussion of how sustainability goals add
value to the organization, by adding intangible value that is perceived by
stakeholders and stockholders. This intangible value has been referred to as a

“triple bottom line"“.

Intangibles identify an organization’s true value

The confluence of risks and opportunities associated with environmental,
social and economic performance has made sustainability a strategic
priority for companies as part of their overall business strategy. Measuring
an organization’s environmental, social and economic performance is often
referred to as the “triple bottom line.”’

Integrating sustainability goals within the ERM process

The white paper takes the eight steps of the ERM process and describes

how to incorporate sustainability and social goals into the ongoing ERM process.

ERM Step One: Internal Environment

The first step in the ERM process is an examination of the internal
environment of the corporation, understanding the resources strengths and
weaknesses of the current corporation. When an understanding of the internal
environment is achieved, the corporation can identify risk tolorances and risk
appetite, and specifically look at opportunities and risks associated with social and
sustainability goals. Risk tolorances and risk appetite are set by the board of

directors of the corporation; management must understand the risk appetites that

1 COSO White Paper
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are set by the board of directors and must adhere to these risk appetites when

engaging in the everyday operations of the corporation.

The internal environment reflects the tone of an organization and how it
considers and manages risk. It sets the stage[ Ifor what is defined in the
corporate risk appetite, as well[as related activities and decisions. Internal
environment considerations should not simply be a summary of the status
quo. Rather, it is an opportunity to proactively align and drive the
organization. The internal environment should be the actualization of
leadership vision and strategic aspirations.”

The white paper notes that formalizing the risk appetite process allows the
board of directors and management a unique framework to discuss issues
regarding operational and strategic risk in greater detail than simply stating vague
guidelines. This stage of formalizing risk appetites is an ideal time for the board
of directors and management to discuss the integration of social and sustainability
goals within the organization, to discuss feasibility, risk and benefit, and to
consider alternative solutions for achieving social and sustainability goals.
Formalizing risk appetites can identify and solidify the corporation’s commitment
to achieving social and sustainability goals, by finding workable solutions to
strategic challenges and identifying potential future issues in the overall processes

of the corporation.

The vision and mission statements of a corporation may provide insight
into the recommended decision making process, however, taking time to create a

clear understanding of the risk appetites of the board of directors can provide

2 COSO White Paper
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substantial benefits in the operation and management decision making processes.

Although many organizations have an internalized set of assumptions that
reflect the values and guidelines they use for their decision making, few
have taken the step of defining their risk appetite. Formalizing the
fundamental assumptions and preferences in the form of a risk appetite
drives better alignment of risk and establishes a clear foundation for
formulating practical risk tolerances.

For social and sustainability goals, a well-developed set of risk appetite
guidelines can convey to management, the board of directors intent to prioritize
strategies and processes that support and advance social and sustainability goals.
The board of directors can also use the opportunity of the process of setting and
explaining risk appetites to management, to fully explore stakeholder desires in
terms of social and sustainability goals. A discussion of expectations and
priorities in strategy for the board of directors, the management and stakeholders
can help to clear up the direction necessary in the future decision making

processes on all levels.

When formulating or reviewing the enterprise-wide [ Irisk appetite,
organizations should also establish their sustainability risk boundaries. For
example, a basic scenario analysis which tests the acceptability of various
sustainability impacts to the organization can help set the tone for what
sustainability risks the organization should or should not accept. Other
approaches, such as comparing stakeholder expectations to current
sustainability strategies and exposures, can help set the management tone
by indicating the weighting applied to various considerations and potential
impacts.

In a strategic plan, social and sustainability goals must be designed to incorporate

3 COSO White Paper
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many levels of an organization, and to integrate social and sustainability goals at each

level and function of the organization as a part of the primary strategy development of the

individual parts of the organization.
Organizations should also evaluate whether business sustainability should
have its own strategy or be a part[ Jof the larger picture. We advocate that
sustainability[ /should be an embedded consideration in all organizational
strategies and tactics rather than a stand-alone initiative. However, each
company’s decision on this aspect will weigh heavily on the internal tone of
its ERM efforts as it pertains to sustainability. Ideally, this should occur
when an organization creates or updates the organizational strategy and
related tactical initiatives. This aligns initiatives and work steps which, in
turn, helps mitigate risk and reduce costs. For those organizations that only
update their overall strategy on a periodic basis (e.g., every five years), it
may be prudent to develop a sustainability strategy with the intent of

integrating it into the overall organizational strategy during the next period
of strategy update and renewal.’

The overall goal of introducing the concepts of social and sustainability
goals, at this early stage in the strategy and risk assessment process, is to create a
holistic vision of social and sustainability goals as a part of the overall corporate
strategy. At this early stage, the corporation emphasizes its commitment to social
and sustainability goals, and it encourages all participants in the strategy making
and risk assessment processes to take responsibility for these social and
sustainability goals from the outset of the planning process. This ownership
makes it easier to follow through with the same objectives throughout the whole

operational process.

This requires considerable coordination to ensure that the sustainability
strategy is not developed in isolation and then simply “tacked on” to the

5 COSO White Paper
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overall strategy.’

The authors of the white paper also noted the importance of an examination of the
external factors, the opportunities and threats in the external environment when
formulating strategy and risk appetite. External environmental factors are important to

success of operational strategies.

In addition to thinking about sustainability in the context of the internal
environment, organizations may also wish to consider the external environment.
Although not explicitly called out in this area of the COSO ERM Framework,
external scanning is essential to truly connect a company’s internal environment
to the world in which it operates. This is especially important relative to
sustainability to accommodate a full range of business models and more fully
account for the interaction and interdependencies of internal and external forces.”

2. Objective Setting

The Second ERM step is objective setting; objective setting is critical to the
measurement of desired outcomes, including social and sustainability audit outcomes.
Objective setting must be informed by the considerations set out in the first step, internal
environment. The white paper does not address the objective setting section of the ERM

in great detail.

All ERM programs need to start with the basis of organizational objectives
as the backdrop for risk considerations and management activities. This
doesn’t change when considering sustainability objectives. Incorporating
sustainability considerations broadens the range of possible risks that can
impact organizational objectives. It can also serve to align potential
exposures with the risk appetite and highlight risks associated with chosen
strategies and pursuits.®

3. Event (Risk) Identification

6 COSO White Paper
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Risk Identification is the third aspect of the enterprise risk management
cycle. Risk Identification is the process of choosing the risks with the highest
impact to the operational system so that the corporation can be studied. The white
paper suggests that all risks that have been analyzed by the corporation in the past
should be reconsidered with a specific view towards the impact of implementing
additional social and sustainability goals. It is important to analyze whether the
additional steps required in the overall process to achieve social and sustainability
goals create additional risk. At this stage, alternatives of different processes and
methods to achieve social and sustainability goals can be explored. This
additional risk presented by adding social and sustainability initiatives should be
analyzed and compared to the risk appetites in the first part of analysis. The
analysis and identification of risk based events is also significant for different

levels and functions of the corporation and this impact should also be discussed.

Sustainability should be top-of-mind when considering risk identification as
a whole, but particularly when comparing sustainability risks and
opportunities against the full spectrum of a company’s risk universe and
specific profile. At this level, sustainability can pose a higher-level impact,
which subsequently defines how the organization evaluates the risks and
opportunities.’

Social and Sustainability issues can also provide an important reason to
reprioritize examination of objectives and resource deployment. Re-examining
original designations can be beneficial to overall success of newly created

objectives.

9 COSO White Paper
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Organizations need to evaluate all risk exposures relativel!to potential
sustainability issues, as well as how those sustainability issues may impact
other risks present within the organization. Organizations can then
prioritize the issues within traditional considerations of impact and
probability. "’

Risk identification should be a systematic process to determine materiality and
priority, and sustainability should be incorporated in the levels of measurement of risk
and impact. The idea is to make the measurement process as useful as possible by

putting as much information about social and sustainability goals as possible.

Most risk identification scales include three to five impact dimensions,
which are graduated from low (minimal) impact to high (catastrophic)
impact. Organizations can integrate sustainability impacts into this scale to
expand awareness and prioritize risks. For example, sustainability can be a
component of identifying operational risk objectives by considering the
type and level of effects sustainability events could present.''

Operational evaluation and integration with social and sustainability goals

should be examined and refined over time.

To gain a comprehensive view of the potential, possible Jand likely
sustainability threats and challenges to an organization’s objectives,
organizations should bring together both sustainability subject matter
experts as well as the operational and strategic business content experts.
Sustainability knowledge experts can identify and articulate
interdependencies, unintended consequences and nonintuitive impacts
stemming from social, environmental and economic considerations that
often do not come to light in a traditional approach.'

4. Risk Assessment

Once Risk Identification is complete the corporation should seek to assess

the probability and impact of the risk on the overall process; this is Risk

10 COSO White Paper
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Assessment. Risk Assessment requires examining the risks identified in the prior
examination and determining what the likelihood of occurrence of the risk is and

what the impact of the risk will be if it occurs.

Most organizations include a risk root cause and sensitivity analysis to
understand the drivers and pathways of organizational risks. Because of the
changing nature of company value perceptions, sustainability also provides
an increased ability to further analyze risk by enabling a range of potential
value impairment estimates tied to the changing perceptions of an
organization. For example, by tracking reputational impacts linked to
sustainability missteps (yours or another company’s), an organization can
build a database that enables correlations and scenario modeling relative to
stock impacts, top line revenue impairments and even market dynamics.
This is an area that is rapidly developing and provides a valuable dimension
to risk assessments. "’

Connecting social and sustainability goals with associated risks is critical so
that materiality of risks can be determined. Connecting risks to other operational

objectives and risks can be beneficial to the overall process.

However, it is important to note that sustainability discussions related to
materiality can become complex very quickly. Often, there are a number of
engaged stakeholders who want to influence which risks the organization
should prioritize. In addition, it can be hard for organizations[Ito accurately
measure the impact a risk has on its sustainability initiatives. For example,
an organization that treats the community in which it operates, or its
employees, poorly, could expose itself to operations, financial and
reputation risks.'

A complete risk assessment also considers the extended effects of the identified

risks, as an additional indication of materiality.

Because sustainability concerns extend beyond financial impacts,

13 COSO White Paper
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organizations would do well to also evaluate directional impacts. These
may include the eventual impact actions or activities that do not present
themselves as a discrete event, such as ignoring an emerging stakeholder
group — the risk that those stakeholders gain influence over consumer
sentiment and ultimately brand value."

5. Risk Response

Once the risk is identified and risk assessment is completed by
understanding the probability of occurrence and the potential for damage as
evaluated, Risk Response strategy must be formulated by the management. Risk
response is an analysis of potential solutions to the problems that might be
generated by the risk. Risk response must consider social and sustainability

issues.

As noted earlier, risk responses should be tied to the drivers of risk and
anchored in what is an acceptable range of solutions. Sustainability factors
that form the core of an organization’s values can help frame what will or
won’t serve as an acceptable risk response, and why.'°

Considering the impact of social and sustainability goals can be important
to deciding on the nature and importance of risk responses; the more socially
responsible solutions may have the greatest long term benefit even where the
initial cost may be greater to the corporation. Choosing appropriate risk responses
can also be important to the public perception of the corporation. Crisis

management is important to the stakeholders of the corporation.

For example, if a key sustainability precept is protecting cultural history,
artifacts or sites where it operates, then risk responses likely include

15 COSO White Paper
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production capacity issues, limitations on facility footprint or building
height. Such self- imposed risk responses can significantly impact facility
design, but can also provide positive impacts on how the market views the
organization.'’

Proper communication with management is critical at this step. As decision

makers, management must take a global and holistic view of the issues.

In addition to specific action planning, organizations should consider these
factors when designing business cases or making investment decisions. For
example, as an extension of the ERM process, all business cases may
incorporate a section, or suite of questions that probe the potential
sustainability impacts of the investment. Accordingly, a well-designed set
of leading questions can enable management to identify and address
potentially overlooked linkages and unintended consequences.'®

6. Control Activities

The sixth element of the enterprise risk management process is the creation
of control activities. Creating effective internal controls is a collaborative effort
between the board and management. Controls should be created as a timely
indicator of the success of processes and in addition the study of the results of the
controls can indicate the emergence of additional risk factors, that might

potentially be material threats to operations.

Sustainability resources, the controller’s office, operations and other
relevant stakeholders can work closely together to develop policies and
procedures that effectively execute risk responses. It is also important that
the sustainability function collaborate with a wide range of stakeholders
who thoroughly understand the risks and opportunities being addressed.
Control activities should not be defined in a vacuum. Once internal controls
are identified and implemented, they require continuous measurement,

17.COSO White Paper
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. . . . 1
monitoring and evaluation to ensure effectiveness.'’

The Internal Audit process in existence prior to setting social and
sustainability goals should be reviewed and revised to add reviews and controls
relevant to the social and sustainability process. This reevaluation should make

the overall control process stronger.

Internal audit and other control monitoring functions within an organization
(e.g., legal, compliance or safety) can also perform audits to evaluate the
effectiveness of sustainability practices, communication protocols and
reporting initiatives. These audits enable the organization to obtain an
independent analysis of the design and operating effectiveness of
sustainability initiatives. They can also provide valuable recommendations
to improve initiatives or activities based on emerging trends within and
outside the industry.20

7. Information and Communication

Once the results of the evaluation process are over, the results must be
communicated to the proper decision makers within the organization.
Communication is necessary so that timely implementation of changes may be
completed. Reputation management goals are closely connected with the

communication of the information gained through the value process.

Information and communication are critical factors for managing risks and
opportunities, particularly those associated with sustainability. We have
already discussed the importance of communicating clearly and truthfully
to avoid reputation risks. This same rule applies when communicating
sustainability performance to investors and analysts through sustainability
reporting.21

19 COSO White Paper
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The triple bottom line is connected with reputation management for a
corporation. Accountability of corporate board and management on sustainability
issues, through the triple bottom line or similar measurement formats is expected
and important to corporate stakeholders. Stakeholders form a community and feel
personally about the importance of corporate social and sustainability goals and
objectives. Accountability about incorporation of sustainability practices is

important to stakeholders.

Stakeholders within the sustainability[] ecosystem expect organizations to
not only[ Ishare their successes, but also their failures [ Jor areas of
improvement. This expectation[ | creates an element of reputational risk
in[Ithe short term. However, in the long term, Jthis risk is often
outweighed by the[Ibenefits. These benefits include: better ] measurement
of the organization’s triple[ /bottom line performance, greater
stakeholder [ Itrust, improved risk management and![ lincreased operational
efficiency.”

COSO has advised corporations about the benefits of identifying Key
Performance Indicators (KPI), as a part of the overall risk assessment process.
KPI are the optimal factors to measure to determine if performance goals have
been successfully met. KPI make sure that the relevant items are being measured
so that consistent and continuous improvements can be made. COSO has

provided guidance on using these KPI as the basis for evaluating risk and strategic

claims, the Federal Trade Commission (FTC) has adopted revised Guides
for the Use of Environmental Marketing Claims (known as the Green
Guides) under Section 5 of the FTC Act. In particular, the revision
considers how terms such as compostable, degradable, ozone-safe or ozone-
friendly, recyclable, recycled content and free- of should be used.

22 COSO White Paper
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goals. KPI are the critical factors in evaluating operational performance.

Many of [these benefits are derived from the internal (] processes and
controls organizations put in[Jplace to help them collect, store and
analyzel] financial and non-financial key performance( lindicators (KPI).
Obtaining real-time, quality[Idata on such issues as GHG emissions,
"Iwater use and supply chain activities can help organizations enhance
decision making, while reducing risks and enhancing opportunities.”

Transparency in operations is a major consideration for corporations. As
sustainability goals and reporting become the norm, stakeholders will demand
more accountability from corporations on social and sustainability goals and
related timelines. Stakeholders will want to understand the social and
sustainability goals, and the level of achievement reached, in order to determine
the overall commitment of the corporation and its board and management to

achieve social and sustainability goals.

Choosing not to report on sustainability, by contrast, [Ican increase
reputation risks or limit opportunities. Organizations that do not release
sustainability information may appear less transparent than competitors that
do, and come across as laggards even if they are not. Furthermore, those
that report incompletely, or with insufficient rigor, may find that if
reporting becomes mandatory and standards are tightened, glaring
discrepancies might appear between past reports and newer ones.”

Overall, a constant and consistent sustainability analysis, with its
examination of long-term benefits and challenges to the corporation, is an integral
part of the risk management analysis. Timely analysis of sustainability goals can

provide significant insight into improvement of business practices.

23 COSO White Paper
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Internally, sustainability reporting is critical to decision making. It validates
risk response effectiveness and overall sustainability performance. It can
also identify changes to the risk environment, upon which business units
can takgsaction, and it can reflect changes to the organization’s overall risk
profile.

8. Monitoring

The true essence of the social audit is contained within the monitoring
component of the ERM process. In this monitoring segment of the ERM process,
we see whether social and sustainability goals have been added correctly within
the process, whether social and sustainability goals have been prioritized and the
overall success of achieving social and sustainability goals within the overall
operational process. Social audit objectives are confirmed in the monitoring

process as the fulfillment of objectives are measured and evaluated.

To ensure that an organization is achieving[] its objectives, staying within
its risk tolerance threshold and satisfying stakeholders, it[]should
constantly monitor and evaluate the sustainability activities it undertakes.
Questions organizations should be asking as part of their measurement,
monitoring and evaluation activities include:

* Are activities or processes aligned to the corporate strategy?

* Are they being executed in such a way![ Ito enable the business to better
achieve its strategic objectives?

* Are activities adding value in terms of risk awareness and understanding?

* Are they agile enough to respond to changes in the risk environment as
issues arise?”®

The format of monitoring and the social audit implemented within the

corporation will vary, and the process of social audit will be tailored and

25 COSO White Paper
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streamlined to fit the individual corporation’s needs. Several useful formats used
in the evaluation process are the balanced scorecard, and a dashboard approach.
The balanced scorecard provides financial and nonfinancial measures of success,

analyzing financial, customer, operational and employee goals.

One approach organizations use to keep track of how [Iwell they are doing
in their sustainability objective is thel luse of balanced scorecards. Using
key risk indicators, organizations can plan, measure and monitor their
sustainability risk management at each level of the organization.
Management can then communicate this information using executive
dashboards to senior executives and the board.”’

The usefulness of information provided in Social Audits depends on the
timeliness of Social Audit information. Information must be provided to coincide
with the times that processes are reviewed and strategic changes will be made.
Management must also have confidence in the usefulness of Social Audit
information and have a commitment to use of Social Audit report in critical

decision-making processes.

In the end, the effectiveness of monitoring approaches(! lies in the
timeliness, integrity and transparency of the results, as well as what is done
with the results to manage sustainability initiatives and mitigate the
corresponding risks. Having a scorecard alone doesn’t alleviate
management’s responsibilities for monitoring sustainability performance.
Rather, the scorecard should enable management to make decisions on how
to improve performance and achieve a competitive advantage in the
marketplace.28

White Paper Conclusions: Social Audit Practices and Competitive Advantage

27 COSO White Paper
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The white paper closes with a reiteration of the practical benefits of using
the triple bottom line and social auditing practices as a part of corporate strategy.

“Organizations that choose to embed sustainability into a COSO-based risk

management program can achieve the following competitive advantag.ges:”29

First, the white paper shows a holistic view of the corporation reveals a

strong connection between sustainability and strategy.

* Alignment of sustainability risk appetite to the organization’s
corporate strategy and the new world view of company value. Having a
holistic view of sustainability risk that looks across the entire enterprise
enables organizations to do a better job of anticipating and responding to
issues as they arise.”

Sustainability and Social Audits allow corporations a better understanding
of the global environment in which they operate. This added level of review that a
social audit provides improves operational performance because it allows familiar

issues to be viewed in a new way.

* Expanded visibility and insights relative to theIcomplexity of today’s
business environment. Embedding sustainability into an organization’s
ERM framework enables the sustainability function to gain valuable
insights regarding the sustainability risks the organization faces and the
materiality of those risks. These are insights the sustainability function can
then share with management and the board so that they have a clear
understanding of the sustainability risks relative to the complexity of the
business environment.”'

When corporations embrace sustainability, the corporation demonstrates

29 COSO White Paper
30 COSO White Paper
31 COSO White Paper



HC14033

that they find value in intangible and nonfinancial goals; and that the decision
makers within the corporation understand the connection between sustainability

goals and strategic success.

* Stronger linkage of company values and non-financial impacts to the
organization’s risk management program. Identifying sustainability
risks and opportunities can be challenging. However, organizations that
understand how to link them to their value drivers are better able to
understand the impacts on the business in non-financial ways.>>

Using a “sustainability lens” is an additional level of review, and this
additional level of review can provide definite benefits. The additional level of
review that a sustainability lens provides helps make strategy and operations more
effective, comprehensive and innovative. Management must also incorporate a
long-term approach for sustainability goals, and this long-term consideration can

benefit other comprehensive program goals.

The implementation of this “sustainability lens” can also be a benefit as an
aspect of reputation management, as stakeholders perceive a more aware and
effective management team, a management that is in tune with social and

sustainability needs.

* Better ability to manage strategic and operational performance.
Organizations can create competitive advantage by managing sustainability
risk to improve business performance, spur innovation and boost bottom-
line results. Companies that conceive their products or services through a
sustainability lens will attract funding from external investors and boost
stakeholder confidence. Sustainability as part of the value proposition is

32 COSO White Paper
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also becoming as relevant to market capitalization as innovation or R&D.”

Finally, the Social Audit practices connected with sustainability help corporations
to deploy capital in the most efficient way to achieve sustainability and systematic goals.
The corporation can examine the benefits and multiple efficiencies achieved with
effective capital deployment.

* Improved deployment of capital. Organizations that have used the

COSO ERM Framework to embed sustainability risk management practices

have better opportunities to allocate capital more effectively — in ways that

maximize capital efficiency or that send the right messages to stakeholders
based on the organization’s corporate values and strategy, but in all ways

enable the organization to reach its sustainability and, more importantly, its
corporate objectives.’

Conclusions and considerations

Corporations should strive for transparency in reporting and full disclosure
should include social audit and sustainability goals. Demand for transparency in
social and sustainability programs by stakeholder groups makes sustainability
increasingly important for attention. Social and sustainability goals can be aligned
with existing corporate policies. Incorporating the social goals with corporate
policies is an important step to complete integration of the social and sustainability
goals within the business process.

Overall, the white paper provides a good starting point for analysis and
discussion of incorporating social and sustainability goals into the fabric of the
organizational strategy of the corporation. In the future, COSO could address the

process of objective setting in greater detail. Objectives should be tailored to

33 COSO White Paper
34 COSO White Paper



HC14033

include both the operational and related social and sustainability goals, and

additional COSO guidance in this area would be beneficial.

American corporations have an opportunity to embrace sustainability fully
by incorporating social audit into their Enterprise Risk Management systems.
Although the current norm for strategic planning and financial reporting for
American Corporations is to report on sustainability issues (other than required
legal environmental compliance) separately from the annual financial reports of a
corporation, integration of social audit practices and results into the financial
reporting process will be a more holistic view of the operational and strategic
success of a corporation. In addition, the process of examining and crafting
sustainability goals will benefit the corporation by reviewing and refining existing
processes. COSO’s work in the white paper provides an excellent starting point for

corporate management to integrate these principles.



