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About the Essay
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Millstein Center’s 10-year anniversary. Each of the
essays explores a topic or issue that the Center has
addressed over its past decade of work. The essays’
authors have all been on the front lines of the
changes addressed and were often directly engaged

in the Center’s activities.

This publication provides general information and
should not be used or taken as legal advice for spe-
cific situations that depend on the evaluation of pre-
cise factual circumstances. The views expressed in
this report reflect those of the authors and not nec-
essarily the views of the Millstein Center, Columbia
Law School, Columbia University, or the Center’s

partners and supporters.

The Millstein Center would like to thank the arti-
cle’s author, Jon Lukomnik, for his time and con-
tribution. The Millstein Center would also like to
thank Robert Kueppers for serving as editor for this
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Environmental and Social Sustainability in the Boardroom

By Jon Lukomnik

The last 10 years has seen a remarkable shift in the attention and importance of social and environmental issues for public

corporations. This has meant an increased focus by boards on these important matters.

Climate change, human rights, corporate political influence, and inequality are just some of the issues that are being raised

by shareholders and other stakeholders. As calls for corporate transparency grow, how boards incorporate these issues into

their decision making processes, disclose them, and address them from a risk perspective will continue to garner attention.

Let’s take advantage of the tenth anniversary of the
Millstein Center to step back from the day-to-day
noise to understand how fundamental expectations
on companies have changed in the last decade. And
to take a chance and predict how they will change

again a decade from now.

Perhaps no other subject has moved from the fringe
to the mainstream of American business as much
as environmental and social sustainability. Accord-
ing to the Sustainable Investments Institute (SI2),
some 195 environmental and social proposals came
to votes at public companies in the US in 2007.
Barely ten of those proposals received as much as
20% of the vote. This past year, 239 such resolutions
came to a vote, and a majority of them received
more than 20%.'

Yes, proxy proposals are just one indicator, but there
are other data points that, when taken together, sug-
gest that sustainability has moved into the main-

stream of American business. Here are just a few:

* The CFA institute notes that nearly three quar-
ters of investment professionals consider envi-
ronmental, social and governance factors in
making fundamental investment decisions, such
as whether to buy or sell a company’s shares or
buy their bonds.’

* A Conference Board study reported that for
S&P 100 companies that break out revenues

by product line, sustainable product and service

revenues are growing six times as rapidly as tra-

ditional products and services.’

* Board level oversight of sustainability issues is
becoming commonplace. By 2014, more than
half’ the Boards of S&P 500 companies had
acknowledged specific accountability for envi-
ronmental and/or social issues, according to an

SI2/IRRC Institute report.

Indeed, the fact that companies even have sustain-
ability policies is so commonplace that we forget
what a sea change this represents. Just a few gen-
erations ago, such issues were clearly the purview
of government, not business. Economist Milton
Friedman was lauded for explicitly opposing such
social

corporate sustainability initiatives. “The

responsibility of business is to maximize its profits,”
he wrote. Today that seems almost quaint. Business
leaders understand that sustainability is a way to
maximize profits over the long term. At this Sep-
tember’s leadership summit of the National Asso-
ciation of Corporate Directors, the plenary sessions
had titles like “Conscious Capitalism™ and “Higher

Purpose Corporations”.

So we have come a huge distance in ten years. The
question 1s why? Why have issues such as climate
change, human rights in the supply chain, corporate
political influence and income inequality become
board issues? The very fact that these types of issues
were traditionally thought to be the province of gov-

ernment, not business suggests one potential expla-



nation: Governments everywhere seem less powerful
than they once did.Yet the demands for sustainabil-
ity norms of conduct remains constant. Here in the
US, the polarization and resultant gridlock in Wash-
ington has civil society looking for levers of policy
elsewhere. The devolution of social policy to State
Houses has been widely remarked upon, but the
millions of shareowners and customers and citizens
who feel business affects their lives more than gov-
ernment is huge, and the pressure for businesses to be
involved in the sustainability debate is at least equal

in scope to the state government phenomenon.

Other explanations include the hangover from the
great global financial crisis of 2008 and the realiza-
tion by large asset owners—as well as companies—
that significant social and environmental issues have
material impact bottom-line impact. Contrary to
Milton Friedman’s statement, companies can not
directly manage profits. Rather, they need to use the
tools and levers at their disposal to run their busi-
nesses effectively, and profits are the result of that.
There is an increasing recognition that sustainability
issues represents risk and opportunity, so the tools and

levels are calibrated to deal with sustainability issues.

That said, it would be foolish to assume the next
ten years will be more of the same. Straight line
predictions based on the past is the one path the
future never takes. If anything, we can expect an
acceleration of the factors which have made sustain-
ability a mainstream business and boardroom issue:
continued central government relative weakness
and accepted bottom-line materiality. Moreover,
the explosion of social media will turbocharge those
factors, particularly as gen X, gen'Y and millennials
become dominant in society. And technology will

change everything.
What, then, should we expect, ten years from now?

1. Materiality Reporting. The growing accep-
tance of sustainability as a risk/opportunity fac-

tor that can drive profits and losses will mean

convergence around sustainability reporting
centered on financial materiality, such as the
key performance indicators proposed by the
Sustainability Accounting Standards Board.You
won’t have to wait ten years to see the first real
results: Bank of England Governor Mark Car-
ney chairs the Financial Stability Board. He
has tasked a number of financial heavyweights,
including Bloomberg LP founder Michael
Bloomberg and former SEC Chair Mary Scha-
piro, to look at standardizing climate-related
financial disclosures. Bloomberg and Schap-
iro have repeatedly said they expect to have
draft standards by 2017 and expect a number
of national regulators around the world, pri-
marily national stock exchanges, to adopt them

shortly thereafter.

. Assurance, integrated reporting and informa-

tional packets. Reporting on financially mate-
rial sustainability KPIs will be the table stakes.
But it’s possible that three additional develop-
ments will change the reliability, relevance and
format of sustainability information. First, there
will be increasing calls for assurance of those fac-
tors. Indeed, the AICPA is already hard at work
at a practice guide for attestation engagements
on sustainability information. Second, once a
company agrees to report financially-material
KPIs it will move toward integrated reporting
which reveals how sustainability and finances
work together, since the hard work of doing
so—determining which sustainability measures
are key to its specific business—will already
be done. Third, the limited KPIs that may be
reported under materiality for financials will
not satisty civil society organizations. Sustain-
ability reports currently produced by companies
will morph into informational packets able to
be instantaneously organized into customized
reports, videos, charts, etc. designed both for

deep-research NGOs and for customers, sup-



pliers, employees and others who will consume
that information in totally new ways. Suppliers
interested in your supply chain management,
or an environmental NGO interested in your
water use policy, will have deeper information
available, without having to wade through a

dense report on all your sustainability initiatives.

. New technology. New technology will affect
sustainability in ways that would have seemed
like science fiction just a few years ago. Which
company will be the first to promote the clean-
liness of its facility with an augmented reality
device showing—literally—what the local envi-
ronment would be like without its environ-
mental remediation efforts? Perhaps it will use
real-time drones to fly over various facilities,
reporting an array of environmental statistics.
Perhaps the internet of things will monitor the
supply chain. Drones, virtual reality, augmented
reality, the internet of things; these will all have
sustainability applications, and companies will
be expected to use them. Or will it be corporate

critics who adopt new technology?

. The world is flat and getting flatter. When the
Rana Plaza collapse in Bangladesh killed more
than 1000 people in 2013, a number of people
took pictures of the clothing labels found in the
manufacturing plant’s rubble, so that consum-
ers and advocates in the US and elsewhere in
the developed world could pressure manufac-
turers and retailers to improve safety around the
globe. Today, when you walk into a store, you
can use a phone app that scans a product’s UPC
and tells you the product’s history and if there
is an organized boycott against it or the manu-
facturer. Not surprisingly, it includes a boycott
of American companies which have refused to
join “The Accord on Fire and Building Safety
in Bangladesh”. That’s just one small example
of how technology will bring social and envi-

ronmental issues from around the world to

your customers, suppliers and employees. Smart
companies will become expert at both curating
(rather than controlling) content around their
sustainability issues and at monitoring that con-
tent as an early warning system of real-world

threats and opportunities.

5. Technology will change the expectations of
your shareholder base. So-called “robo-advi-
sors” are taking market share from traditional
brokers and financial advisors. These computer
programs suggest specific stocks, funds, ETFs
and other securities. Increasingly they are add-
ing ESG functionality to their programming.
One start-up robo-advisor is going so far as to
add a number of functions to create commu-
nities around corporate sustainability issues, for
example, by making it easy to tell friends why
you bought or sold a stock based on an environ-
mental issue, or voted a certain way on the proxy
resolution. The goal is to create a community of
like-minded investors. It doesn’t take a great leap
of logic to understand that such a community
will discover how to agitate for its viewpoint
with the company at the center of its discus-
sion. By the way, the robo-advisor isn’t doing
this only because it believes in sustainability as
an investing issue, it also believes that this type
of affinity community can decrease its cost of
customer acquisition. On the institutional side,
a number of technology start-ups have begun
using big data and machine learning to monitor
a company’s ESG reputation in real time. Some
are already being used by major institutions to
inform buy/sell/engage decisions.” Looking at
the CFA data about how many analysts now
look at ESG data, you can expect such analyses

to become commonplace in the future.

Of course, the slightly jokey truism that “he who
predicts the future is doomed to eat ground glass”
should be a warning that not all—and perhaps

none—of these predictions will actually come true,



at least not in the specific form described. But the
twin drivers of 1) increased focus on sustainability
as a core component of corporate business strategy
and 2) a world with more sustainability data and
more analysis, and with the ability for it to be deliv-
ered in ways that would have been science fiction a

decade ago, seem inevitable.
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