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The Road Not Yet Taken:

The typical company in the Russell 1000 Index has an identifiable,
enterpriselevel environmental policy. This policy, however, only offers
generic satements, not specifics. It also does not specifically apply to all
operations of this typical company. It makes no commitment to
stakeholder involvement, thireparty auditing, or public reporting. It does
not address greenhouse gases, energy use, oteavase. This policy also
does not identify a person or entity within the company specifically
responsible for its implementation. In addition, the typical company does
not have an identifiable environmental management system, has little in
the way of other apparent infrastructure with which to implement its policy
and manage its environmental issues, and does not publish a report based
on the framework of tke Global Reporting Initiative

Section I: Introduction and Context

The current state of corpate environmental policy and management is
surprising, perhaps even shocking. Given the growing prominence of
environmental issues and the seemingly eirereasing number of senior
executives who have made public statements touting the environmentg
programs of their companies, the summary above seems preposterous
LYRSSRY GK2aS FIYATAFNI gAGK O2 YL FOA NB Y
efforts know that there are plentiful examples of companies that
proactively manage environmental issues and are transparenttatibeir
policies, practices, and performance. Yet, as described in detail in this
report, most of the largest and most valuable companies in the U.S. have an
environmental policy in name, but little else to indicate appropriate management of
environmentalissues.

In fact, those interested in understanding the overall level of sophistication and maturity
of corporate environmental management practices in the U.S. may find little information
beyond that provided by a relatively small cregstion of larg companies or the firms
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within specific sectorS. There is currently no comprehensive, highel environmental
management profile of the largest and most valuable U.S. companies within the public
domain. This is likely because the U.S. economy anthé)er companies operating

within it are both very large and diverse in terms of fundamental business models and
processes, product/service mix, geographic reach and focus, and other characteristics.
Moreover, with certain exceptions, it is unclear whetlv@mpanies in certain industries,
particularly those operating in the servicgiented portions of the U.S. economy, have
historically viewed environmental issues as having strong relevance to their business
operations.

Accordingly, it is difficult to regdter judgments even for investment analysts having great
familiarity with environmental management activitiesregarding the degree to which
U.S. companies as a group understaatively addressand effectively manage
environmental issuesMore specificlly, we are unaware of any publicly available,
systematic exploration as to whether or not major U.S. companies have public
environmental policies, and if so, what they cover; the transparency of these firms with
respect to their behavior regarding the @rmhment; and whether and to what extent
they report environmental performance and its improvement over time. This lack of
understanding leaves both company senior managers and stakeholders in the financial
sector and other markets at a disadvantage scdssing the environmental responsibility
of the American business community.

This report provides the results of a new and comprehensive review of the disclosed
environmental policies and practices of major U.S. publicly traded corporations. It sheds
considerable light on the extent to which senior management within these companies has
systematically and rigorously identified and managed the important environmental and
related issues that affect their firms. The information and perspectives provided her
should be of interest to a wide array of audiences, including regulators, policy makers,
environmental professionals, academicians, environmenalignted notfor-profit
organizations, and members of the general public, along with our primary intended
audience, investors and investment analysts, as described below. We hope that the data,
interpretations, and recommendations provided in this report are viewed as food for
thought within both the corporate management and investment communities, that they
serve as a basis for more frequent and meaningful discussion among their respective
memberships, and that they catalyze improvements in both corporate environmental

! Companies within certain economic sectors have been responding to significant environmental issues
for many years, and within a number of these sectors, specific programs have been developed to address
these issues. Examples include the ResponsiateNCprogram developed by the chemical and related
industries, and the various sustainable forestry programs developed and/or adopted by firms in the forest
products industry.
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management and disclosure practices and in the adroit use of environmental and
sustainabilly data in investment evaluation and decision making.

Our results show that there are many positive aspects to the approach taken to managing
environmental issues by U.S. firms. There also is, however, ample room for
improvement. Based on our analygstential claims that U.S. businesses are doing all
that they can/should to effectively understand and manage their environmental impacts
are not supported by the available evidence.

This report describes the process used to develop this overall gndmwell as an
understanding of publicly available environmental policy and management information
across a major crossection of U.S. business, the companies in the Russell 1000 limdex.
the balance of this report, we first provide some backgrouridrimation on the

importance of environmental and other sustainability information to financial community
participants, then the bulk of the report presents the
results of our analysis of detailed environmental
information provided by nearly 1,000 of therdgest
publicly traded companies in the U.S. Finally, we
provide some overall conclusions, implications, and
recommendations in the last section of the report.

When developing this report, we found ourselves in arfiss :
interesting place. In 2009, there seems to be a sizablé
contingent within the business community believing =
that sound environmental performance creates financia -
value for the companies capable of achieving it. To us, h
this represents a sea change of sigaifitscale. For many years, we have, individually,

advocated the view that based upon the facts and fundamentals, environmental
NBEIdzZ F GA2yas YIyYyF3aASYSyds yR LISNF2NXYIFyYyOS OlFy S
liabilities, capital cost obligationand production methods and costs. Increasingly,

O2YLIl y& SESOdziA@Sa NBO23ayAT S GKIG | O02YLI yeQa
or negative influence on its brand, access to capital and new markets, and ability to

attract and retain employees, amomgher important assets.

In parallel with this significant change in corporate attitudes and beliefs, environmental
and other sustainability investing has been expanding in recent years beyond its
traditional base within the socially responsible invegt{®RIl) community. Increasingly,

nonr{ wL &Yl AYyaiNBlIYé AYy@Sad2NB KI @S 0S3dzy (2 Ayd

—________—————_—_____--------.-....iiiiiii
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environmental criterig have joined ongoing initiatives to promote the consideration of
environmental issue$have developed and are aetily promoting new investment
approaches and tools using environmental critéramd have made acquisitions and
other investments to enter the emerging environmental investing market space.

Despite this growing awareness and signs of behavioral chémgeayailable data

indicate that environmental issues are not being considered by the vast majority of U.S.
equity and fixed income investors. Recent investor surveys reveal that the vast majority
of U.S. investors do not currently believe that a numbkeenvironmental issues are
GOdzNNByGfe NBfSOryld FT2NJ O2Yy&aARSNIGAZ2Y AY Yl Aya
include sustainability (21.6 percent of U.S. respondents), environmental management
(8.1 percent), climate change (5.4 percent), and wate/asailability (2.7 percent)

(Mercer Investment Consulting, 2006 at £4Even within the SRI community, it is unclear
whether environmental management and/or performance are routinely considered by
investors. Indeed, a review of the most recent compregiee survey of the investing
behavior of SRI practitioners in the U.S. (Social Investment Forum, 2008) suggests that
only eleven percent of the total funds invested using environmental, social, and
governance (ESG) considerations specifically includeosmvental criteria, as opposed

to other ESG criteria. To us, these facts suggest that even among SRI investors there is
either continuing skepticism about the relevance of environmental considerations to
investing (and/or to the values of these investo@)general absence of generally

accepted or clear methods for integrating these considerations into the investment
process, and/or an absence of the necessary data with which to apply environmental
tests or analysis across a wide spectrum of prospeativestments (i.e., securities of
specific firms).

The lack of either adequate management structure or disclosure materially limits the
extent to which investors can fully evaluate the future revenues, earnings, cash flows,

2 According to a recently published report, a survey of environmental andfothee s ponsi bl e i nvesti
practices revealed that a number of major-8&1 U.S. institutional investors (e.g., Black Rock, State Street
Global Advisors, and T. Rowe Price) have each invested tens of billions of dollars according to responsible
investment gnciples (Responsible Investor, 2008 at 4).
% The most noteworthy of these is the Principles for Responsible Investment, which among other goals,
seeks to promote the mainstreaming of environmental, social, and governance information into core
investmentanalysis processes. As of June 2009, 557 organizations had joined the PRI, including major
mainstream U.S. financial institutions such as JP Morgan Chase Asset Manageminhidedg Kravis
Roberts & CAKKR).
“Gol dman Sachso6 206F7argl B6SeSostatsopmephodol ogy is a
® Examples includeBBank of New Yor k MeKl ESGnifvestmgnufirniNéwaos e o f
Investment Management anadl@manSactsdequity investment ifcuropean ESG data providaésset4
® Interestingy, the percentages of investors who believe that these issues are relevant were markedly
higher among respondents based in or investing in the U.K., continental Europe, and global markets in most
cases.
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volatility, and risk of their cuent (or potentially new) holdings in the securities of these
firms. Accordingly, we believe that it is important to 1) demonstrate that the presence or
absence of a complete or appropriate environmental management structure and/or of
performance data aréoth relevant and material to investment evaluation, and 2)
examine whether current corporate disclosure practices might limit the ability of
investors having an interest in environmental issues to formalize and apply methods for
environmental (and broaddeSG) integration into their core investment processes.

To address the first need, we present below highlights of the major findings that have
been reported in the academic and investment literature regarding the importance of
environmental managemenperformance, and disclosure from a financial perspective.
Much of this discussion is summarized from a report that we and other collaborators
prepared for the U.S. Envirarental Protection Agency (EPA).S. Environmental
Protection Agency, 2006, atX8). Additional background information on the relationship
between environment and finance is provided in Appendix A to this report and is
provided for the benefit of readers who may have had limited exposure to the workings
of the capital markets. The sewmbissue, that of the adequacy of current disclosure,
provides the impetus for the research described in this report and is discussed at length in
the major sections that follow.

Regarding both the relevance and materiality of corporate environmental gemant
practices and the results that they produce, multiple published studies, mostly in the
form of peerreviewed journal articles, have established each of the following points:

1 There appears to be a positive correlation between pollutant emissionatezhs and
profitability on a firmwide basis (Hart & Ahuja, 1996; Stanwick & Stanwick, 1998).

1 Companies routinely fail to report, either in sufficient detail or at all, environmental
liabilities related to site contamination, potential new regulatory tots, and other
environmental issues. These failures are in apparent violation ofdtargling
disclosure rules established by the U.S. Securities and Exchange Commission (Barth &
McNichols, 1994; Repetto & Austin, 1999).

1 The intangible asset value fifims is directly correlated to the extent to which they
have instituted complete and fareaching environmental management standards
and/or have achieved reductions in pollutant emissions (Dowell, Hart, & Yeung, 2000;
Konar & Cohen, 2001).
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environmental screen or weighting in constructing an investment portfolio. Such
portfolios have been shown by several investigators to offer comparabladisisted
returns relative to otkerwise similar unscreened portfolios (Cohen, Fenn, & Naimon,
1995; Stone, Gueraret al.,2003).

1 Environmental issues can induce changes in stock market behavior and in individual
company valuations. Pronounced shadad mediumterm stock price/market &lue
impacts resulting from environmental events, whether positive or negative, have
been documented by a number of studies (Blacconiere & Patten, 1994; Exbsdh,
1998; Hamilton, 1995; Klassen & McLaughlin, 1996).

1 Stock price volatility and the cost equity capital can be influenced by environmental
issues and also by the management of these issues. (Feldman, Soyka, & Ameer, 1997;
Garber & Hammitt, 1998).

In addition, studies issued by a variety of investors, data providers, and stakeholder
consotia have shown that environmental and other ESG issues are related in a number of
ways to the financial success of firms. Two noteworthy examples, among many others,
follow.

1 One report summarizes many of the points made above by review of the supporting
published literature, and concludes that not only does strong environmental
performance have a positive influence on firm financial performance and that some
environmental issues can pose threats to portfolio value, but that fiduciaries (e.g.,
investment tind managers) should play a far more active role in encouraging effective
environmental management practices and improved performance. (Goodeba,

2003)

1 Another more recent study summarizes a variety of investment analyst reports, and
concludes thafl) ESG issues are material to investors, 2) the impact of these issues on
share (stock) prices can be valued and quantified, 3) they are becoming apparent, and
4) their importance can vary among sectors. This report also asserts that
mismanagement of enronmental, social and governance issues can pose a real
threat to company and investor value. (UNBEP2006).
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In the aggregate, the published literature demonstrates that environmental issues can

KFE@S + YSEFYyAYy3ITFdzZ A YLl @diwelPag thdt of ivedtsQa FA Yl Y OA I f
Therefore, investors and the individuals and institutions that they often represent should

have an abiding interest in understanding the extent to which companies in which their

capital is invested (in equity or fixed incorsecurities) have developed and implemented

comprehensive, systematic, and businesiwen approaches to identifying and managing

their environmental issues.

In addition, we note that many of the studies cited above as well as much of the broader

literature on this topic were published ten or more years ago. This means that the

positive relationships between and among advanced environmental management

practices, improved environmental performance, and enhanced financial performance

and strength of compass, both internally and in the investment markets, have been

articulated and available for consideration for some time, at least at a general level. In

GKA&a NBIFNRZ GKS ONRARST adzYYI NB LINBaSyidSR 0238
reasonable expectatiowould therefore be that investors would be actively seeking

relevant information on corporate environmental practices, and that corporate senior

YIEYylF3ISNE 62ddZ R 0S fSIFIRAYI GKSANI O2YLI yASEaQ STF
manage their particular enanmental issues and improve performance over time. It also

might be reasonable to assume that after a period of years, these practices would be

developed to a high level of sophistication and be in widespread use across corporate

America, such that in 2®, the needs, expectations, and roles of all parties would be

understood and acted upon appropriately. This line of reasoning does not, however,

comport with the current level of interest in and behaviors of U.S. investors regarding

environmental issuess described briefly above.

This gap between theory and practice suggests a need to identify potential root causes.

In our previous work, as highlighted above, we have established that many investors do
not believe that the information required to evalte companyevel environmental and

other ESG considerations is adequate to support evaluation of these factors on more than
an anecdotal basis; that is, that ESG data generally lacks consistency and often timeliness,
and is of uneven quality (U.S. Envinmental Protection Agency, 2006, at-1Q).

" The focus of this study was formal environmentahagement systems, but our research suggests that
the general conclusions apply equally to other ESG factors.

———_____——————_____-_---------.-....iiiiiiii




This report tests the assertion made by many investors that current environmental information is
not adequate to support investmentalysis by evaluating current corporate environmental
disclosures in terms of their ability to meet the needs of investaad other parties who seek

to assess the soundness of company environmental management juxtaposed to the operating
and financial resits produced by such management.

To develop an informed understanding of the adequacy, sophistication, and effectiveness of
current corporate environmental practices, we conducted a series of queries of the IW Financial
database as described in Appex@. We structured our inquiry around a conceptual model of

how environmental (and other ESG) issues can be most effectively understood, planned for, and
acted upon. This model has several interrelated components, which we evaluated in sequence as
well as in the aggregate:

1 Strategy and Policyresence, rigor, and scope of coverage of one or more specific
policies addressing the environment; presence and appropriateness of objectives and
goals; lines of responsibility and accountability; integration tdoce business processes;
and suitability for responding to stakeholder expectations.

1 Implementing Systemgpresence and features of management structures and processes
with which to implement policy goals and ensure that they are attained.

1 Performancetangible and descriptive information regarding the magnitude of important
environmental aspects (e.g., energy and water use), and the effects of environmental
YFEYlF3SYSyd LINF OGAOSa G2 AYLINRO®S GKS FTANNQA

1 Transparency and Responsivesgeto Stakeholder Concerrextent to which the company
has made clear which environmental/ESG issues it believes are most important, and
whether and how well the information disclosed satisfies these concerns.

The remainder of this report fully discusgbsse criteria in the context of the practices
employed by the Russell 1,000 companies.

In our analysis, we have not articulated hypothetical or theoretical policy or program attributes
and then scored companies against an artificial or unreasonable atdndnstead, we have

identified attributes that are well known to those in the environmental (and broader EHS)
professionand that have been employed continuously by many companies for a number of years.
We do not believe that any of the practices tlve¢ have evaluated or advocate in this report
involve anything inherently new, controversial, or beyond the capabilities of most large
organizations to understand and implement.
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Section Il: The Current State of Corporate
Environmental Management Practice s

Our review of the readily available information disclosed by the companies in our sample
has produced a number of interesting findings. We present and discuss these findings in
this section, beginning with an examination of the guiding principlesuatied by these
companies regarding their environmental responsibilities, posture, aspirations, plans, and
management structures.

There are several related elements at the core of any effective corporate environmental

program that serve to define the relationship of environmental issues to the overall

business enterprise; establish boundaries for acceptable behavior and cultural norms as

well as lines of responsibility and authority; (ideally) articulate objectives, goadsplans

for achieving them; and set the terms of engagement for interactions with company

stakeholders. As a starting point for our analysis, we have evaluated the environmental

governance, strategy, and policy posture and capabilities of

each firm byfinding and reviewing all pertinent information The Boards of Directors of the

addressing a number of key indicators. These indicators vast majority of large U.S.

are a subset of a much larger number of variables known tgompanies do not oversee or

be of interest to investors and other external stakeholders.

We have chosen the indicatodsscussed below because . o
. ) . : nor do they assign responsibility

they are particularly meaningful in evaluating the extent to P A P P .

which individual companies have made clear that they F2NJ UKSY 02 UKS

understand their relationship to the environment, have = €Xecutives.

defined how they intend to effectively manage these

interactions, and have established the strategic framework at the corporate level needed

to ensure that senior management can both direct organizational environmental strategy

and be assured that its directives have been carried out.

manage environmental issues,

A summary of the presence of tvkey environmental governance attributes within our
sample of companies is shown in Exhibit 1. These data show that less than 13 percent of
Russell 1000 firms have an executigeel committee with responsibility for corporate

social responsibility (CS&)environmental, health, and safety (EHS) issues. Moreover,
less than half this many (54 of the 988 companies in the sample) have vested
responsibility for these areas of corporate governance in an executive at the most senior
level of their organizatiofe.g., Chief Executive Officer, Chief Operating Officer). What
this means is that in the vast majority of the largest and most prominent firms in the U.S.,
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environmental and other sustainability issues are not directly overseen by the

representatives ol KS FTANX Qa 26y SNAR 0O dirkdilyNdariagetl 'S NE O =y 2 NJ
people holding positions of authority for setting overall corporate direction, establishing

objectives, and deploying resources. In short, less than one in eight of these firms is

currently in a position to provide Exhibit 1
assurance to investors that Environmental ®vernance: Presence and Features

sustainability issues (including Percent also
climate change) are being treated ip Russell with Enterprise | Percent ofAll
a fully consistent and strategic The Company | 1000 Firms Level Eirms in
manner across the corporation and| K @ X E'"I'a‘"ngt Environmental Sample
that they are viewed as of sufficient emen Policy
importance to be overseeand an executive level
managed in a similar manner to ' '

gec . committee with 125 21.2% 12.7%
that applied to other core business | responsibility for
issues. CSR/EHS issues
Regardless of formal governance |l &/ ¢ £ S
structure, a crucial component of executuv.e 54 9.9% 550
corporate responsible for
envionmental/sustainability CSR/EHS issues

programs is the overall corporate
level policy. A coherent and comprehensive sustainability policy provides the road map

that should guide all internal sustainability programs or initiatives. Without a sound

companywide policy, gal setting and improvement programs are likely to be

misdirected or, at best, not reach their full potential. Therefore, the presence or absence

2T 4dzOK LRfAOASE A& I 1S@ AYRAOFG2NI 2F Fye O2Y
manage its enviramental issues across the entire enterprise.

In terms of content, it is reasonable to assert that a good environmental policy contains a

number of key elements that, individually and in combination, provide assurance that the

company is motivated to devgboand maintain an understanding of how and in what

ways environmental issues may affect the enterprise; that it has established suitable

goals; that it has appropriate management structures in place to pursue policy objectives;

and that all employees ar@evolved in and are capable of contributing to improving the

FANYQa SYGANRYYSyGlf LISNF2NXIyOSo O9EKAOALUL H L
environmental policy elements as they currently exist among the firms in the Russell

1,000 Index.
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These data stw that only about 60 percent of the most valuable public U.S. firms have a

companywide environmental policy, and about 28 percent also have broader corporate
mission/vision/values statements that mention environment without providing specific

details. W6 y 23S KSNB GKFIGd GKS RSTAYAGAZ2Y 2F aLkRft A O
relatively few cases among the 590 firms with environmental policy commitments is there

I F2NXYIFEAT SR R20dzySyid SyiGAdt SR G9yDBANRYYSY(l f
Instead, many firms have established these principles and commitments in a broader or

different context, (e.g., in a CSR report, language in the company web site). Closer

examination of the content of the environmental policy statements issued by a large

number of firms shows that many are not particularly substantive. Reflecting the

generally limited corporate governance patterns noted above, only 48 companies, or

Fo2dzi SAIKG LISNOSyid 2F GK2AaS 6AGK SYBANRBYYSY(l
responsbility for the policy. Far more commonly, it is unclear from the text of the policy

who is ultimately responsible for ensuring that it is implemented, followed, and over

time, reviewed and improved. Similarly, most policies leave unstated who is ultimate

responsible for ensuring that policy goals are attained.




Exhibit 2

Corporate Environmental Policies: Presence and Features
Number of Russell | Percent of Firms with

. - . : . Per f All
Policy Provision 1000 Firms Having Enterprise Level . © C?m ©
. . Firms in Sample
Element Environmental Policy

Th mpany h n enterprise |

€ company has an enterprise leve 590 100.0% 59.7%
environmental policy
The company has a
mission/vision/values statement that
. . 276 46.8% 27.9%
includes reference to environment
without providing specific detail
The Board of Dectors is specifically
mentioned as having responsibility fc 48 8.1% 4.9%
the policy
Th li ificall li Il

e policy specifically applies to a 308 67.5% 40.3%

company operations
The policy applies globally (effect
extends beyond commitment to 296 50.2% 30.0%
comply with local laws)
The same policy standards apply to

: 132 22.4% 13.4%
suppliers/vendors
The poI|.C:y offers specifics, as oppos 144 24.4% 14.6%
to generic statements
The policy |n.cludes a commitment tg 87 14.7% 8.8%
stakeholder involvement
The policy mclg_dea commitment to 26 4.4% 2 6%
third-party auditing
The.pollcy |n.cludes a commitment tg 87 14.7% 8.8%
public reporting
The p_o_llcy includes a commitment tg 54 9.2% 5504
guantifiable targets or goals
¢tKS LI2fAO& I RRNB
Greenhouse gase 83 14.1% 8.4%
Other emissiong 70 11.9% 7.1%
Energy use/conservatio 201 34.1% 20.3%
Water use/conservatior 126 21.4% 12.8%
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Tworthirds of the environmental policies found in our sample make clear that their terms

apply to all company employees. This is certaankgy attribute that delineates the

scope of influence that the policy has within the company. The purpose of any policy,

from the perspective of thoseho develop and issue it, is to enable (and in some cases,

enforce) the types of behavioral changestthasult in meaningful improvement over

time. Ensuring that policy provisions apply to all members of the organization is

important not only to distribute any associated burdens fairly, but also, in the current

context, to promote collaboration and thegs of multidisciplinary cooperation needed

to address environmental and sustainability issues across the organization. Interestingly,

about half of the firms with written policies apply their internal standards globally, i.e.,

they comply with one setfecenvironmental (and often, health

and safety) standards wordide, regardless of whether they Even where they are present,

are r?quired, tq meet them in all coyntriesAin which thfay _ fewer than one in four corporate _
2 LIS le- u So ¢ K.7\ .a ueLlS 2F¥ aoSe ?el){vﬁon%an\fét%oﬁéie% %&ﬁdeo S K
another indicator of a sophisticated approach to .

environmental management that properly focuses on the lor gany key commitments to
term health of the organization. In the view of many EHS = Stakeholder involvement.
professionals, going beyond the minimum in this fashion

reduces EHS risks (e.g., accidents, spills, injuries, and associated liadnidiesjhe long

term reduces management costs through standardization. In a similar vein, a smaller

though still significant fraction (132 companies, or about 22 percent of firms with

environmental policies) apply the same policy standards to suppliendimes. This

indicates a commitment to actively managing the life cycle environmental aspects of the
FANYQ& LINPRdzOGA YR aSNBAOSa® CKSNE Aa NBIlIazy
understanding and managing adverse environmental impacts willdreasingly

important in the foreseeable future, due to the emergence of international bans on use

of a number of commonly used chemicals in certain products and of produchiatie

requirements and programs in a number of U.S. and international juriedgti

Moreover, in a recent work we have demonstrated that a substantial number of

European investors apply a hégclebased approach to their evaluations of the ESG

posture and capability of companies being considered for investment (Soyka, Bateman,
andFeldman, 2009 Despite these promising signs by some companies, there is

considerable room for improvement in the environmental policy statements of most

companies. For example, only about 24 percent of companies with policies

(approximately 15 perceraverall) have statements that offer specifics, as opposed to

generic verbiage regarding the importance of environmental quality to the firm. Less

than 15 percent of corporate policies include a commitment to stakeholder involvement

or to public reportingof results. These findings suggest that the emergence of a

//\
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stakeholderdriven approach to environmental governance and management, which is

advocated by many observers (including ESG investors), is in a very early stage of

development in U.S. businessindlly, less than five percent of companies with policies

commit themselves to independent, thiplarty auditing of results. To put this last result

into context, it is likely that many firms secure such quality assurance for their

performance data, managnent systems, and other facets of their programs but do not

have an explicit policy commitment to do so. It also is possible that such a commitment

could become a future best practice, as the provisions of a number of voluntary industry

specific sustainaility programs now include specific requirements for independent third

party auditing of important program components and/or performance restlidore

generally, these results may help identify the true leadership companies that take a more
sophisticatel approach to managing ESG issues than other firms. Stakeholders who are
evaluating reporting, stakeholder involvement, and auditing

practices within or across industry sectors may favor particular

approaches, practices, and performance levels by congsani The vast majority of firms
though it seems reasonable to conclude that companies makinglefine their environmental
policy commitments to these provisions take a more improvement goalseither on a
compreh(_-:‘nswe and sophlstlcateq approach toward_ them, and limited basis or have not
hence, will be more able to effectively manage environmental
issues than those nahaking such commitments. Finally, these
findings may be of particular concern to investors interested ir performance.

ESG management and performance because they suggest that

1) regular reporting of ESG results is likely to remain quite

limited across most sectors dramong U.S. firms in general, and 2) whatever data are
reported may not reflect a comparable degree of care and quality from firm to firm.

defined any goals for improved

Most policies do not make a commitment to environmental performance improvement.
Only 54 (about nine percent) ince a commitment to setting quantifiable goals.
Somewhat larger numbers make reference, in at least a general way, to a number of
widely recognized areas for potential improvement. These include more effective
use/conservation of energy and water (appimately 34 and 21 percent of policies,
respectively); reducing greenhouse gas (GHG) emissions (14 percent); and reducing
emissions of other pollutants (12 percent). Accordingly, it appears that for most large
firms, environmental performance improvemegoals at the corporate level do not exist
or are stated rather generically. This implies that, to the extent that firms are actually
seeking to improve their environmental/ sustainability performance, they are doing so
tactically (i.e., at a lower orgamittonal level and/or at only some locations). In other

S Exampl es i nclude t he i nternati oaaprogramhaadnihe a | i ndust
Sustainable Forestry Initiatideof the North Americandrest products industry.
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cases, while there is an environmental policy of some form, it does not include the
aspiration that the company actually improve its environmental performance over time.

While the data presented alve are not particularly encouraging, the picture becomes
markedly worse if multiple criteria are considered when evaluating the environmental
policy provisions of Russell 1000 companies. Exhibit 3 presents a compilation of the
number of firms having oner more of six important elements of a complete corporate
environmental policy. While a majority of firms (590) have one or more statements that
might be considered an environmental policy, the numbers decline rapidly if one applies
progressively more gtngent criteria. Only twathirds of firms in our sample with a policy
have even one of these important elements, and less than half that many have any two of
these six elements. Less than ten percent of firms with a policy (and only 5.3 percent of
firmsin our sample) have three or more elements, and aightfirms among nearly

1,000 of the largest and most successful companies in the U.S. have all six policy
elements.

Exhibit 3

Corporate Environmental Policies:
Completeness and Adequacy

Percentage of
: : Percentage
Number of Element; . Firms Having af .
Key Elemsts . . Number of Firms . of All Firms
Present in Policy Environmental | .
. in Sample
Policy
9 Board of Directors has ) 6 .
responsibility for the All six 8 14% 0.8%
environmental policy
T Policy specifically applles Five or more 15 2.5% 15%
to all company oprations
1 Policy includes
commitment(s) to Four or more 28 4.7% 2.8%
guantifiable targets or
goals
T Policy includesa Three or more 52 8.8% 5.3%
commitment to public
reporting
1 Policy addresses pollutarl ~ Two or more 161 27.3% 16.3%
emissions
1 Policy addresses
conservation of energy One or more 398 67.5% 40.3%
and/or water
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The reasons for this apparent widespread lack of depth in the creation of important
corporate policy documents are unclear. Certaititye criteria we have listed as
important elements are not in any way novel, nor are they difficult to understand or, in
theory at least, to implement. A more likely explanation is that many firms believe that
other policy elements are more importanthi§ is particularly true of companies adopting
formal environmental management systems (EMSs) patterned after the ISO 14001
standard. This topic is discussed in depth in the following pages. In the current context,
however, it is important to note that30 14001 requires a number of specific policy
commitments that apply at all locations that are to be certified to the standard. These
include commitments to prevention of pollution, continual environmental improvement,
and compliance with all legal reqaments and voluntary commitments, among other
provisions. One possibility is that the responsible senior managers within many firms
have adopted these (and the other) policy criteria in defining their corporate
environmental policies and assumed that theng sufficient in themselves. Limited visual
inspection of a number of environmental policies not meeting all (or many) of our six
important elements as well as the policies of {&®tified companies suggests that this
explanation may be plausible.

Firally, while some executives may be concerned that their policies would become too

lengthy and cumbersome if they attempted to include all criteria of interest to

stakeholders, the evidence suggests that they need not be. Many very solid

environmental polty statements are concise and clear, and state only what is needed to
SadlofAakK (GKS O2YLI yeQa LISNELISOGABSEAT O2YYAUYS
environmental performance. An example of such a policy is provided in the box below.




Example of a Complete Corporate Environmental/EHStSumsability Policy

GLO Aa GKS LRftAOe 2F ww 52yySttsSe (2 LINRGISOI
public, and to conduct all activities in an environmentally responsible manner. We commit to this po
worldwide as an integral pe of being the world's premier fulservice printing and communications
services company. Senior Corporate management shall ensure alignment of RR Donnelley's worl
business strategy and operations with this Environmental, Health and Safety (EHS)ypatid confirm the
commitment of RR Donnelley to:

1 Conduct global operations in accordance with all applicable laws, regulations, and o
requirements, anticipate EHS issues and promote appropriate voluntary initiatives that supg
this policy;

1 Strivefor an injury free workplace through high employee involvement and a strong health a
safety program;

1 Minimize the EHS impact to our employees, facilities, and communities in which we
business.

i Strive to continuously improve global EHS performance bylizing practices that protect
employees and the environment, including reducing the quantity of emissions, develop
opportunities for recycling and pollution prevention and using paper, energy, and ott
resources more efficiently;

1 Train and motivae employees to conduct their activities in a safe and environmenta
responsible manner; and

1 Review and report to the Executive Operations Management on a periodic basis the
performance of the global operations which may include the setting and revief EHS
objectives and targets used to promote continuous improvement.

Furthermore, RR Donnelley will undertake to earn the public trust by communicating about our polic
programs and performance, and by advocating sound laws and regulations. TheoGagResponsibility
and Governance Committee of the Board of Directors has overall responsibility for endorsing the po
adopted with regard to EHS. The Corporate EHS Organization shall review this policy with this Comr:
2y I LISNA2RAO o0l &Aa&odé

Souce: http://www.rrdonnelley.com/wwwRRD1/AboutUs/EHS/EHSPolicy.as

;\
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http://www.rrdonnelley.com/wwwRRD1/AboutUs/EHS/EHSPolicy.asp

The history ®U.S. business over the past century has shown that improvements in
organizational performance, of whatever type, do not typically happen on their own.
They instead result from, at leaist part, effective leadership,

aclear sense of purpose, explicitajs, and a set of rules. Ou" Gjyen the evidence, it is
review of the.disclosed environmental policies. of most Iarg_e.reasonable for investors and
U.S. compan!es suggets.ts that, Wher.e they ex!st, these po““‘%%her company stakeholders to
may not provide a sufficient foundation on which to base a ) - )
meaningful and effective environmental question the ability of thesenior
improvement/sustainability program. As demonstrated management of most firms to
previously, a very small number of companies have a clear manage the risks of
sophistication to their policies that is lacking in the policy = environmental issues and the
stateme.nts of the vast majority of large, publicly traded U.S. consequences of potential new
companies. lItis reasable for investors and other . . .
stakeholders to question whether or not companies with legislation and/or regulation.
demonstrably limited sophistication to their environmental
policies and governance practices will be up to the task of managing the risks associated
with environmental isges and the likely prospect of new regulations and other public
policy interventions related to these issues, most prominently climate change.

Environmental and other sustainability issues in any organization of moderateger lar

size (e.g., Russell 1000 corporations) are too numerous and complex to be managed in
isolation. What is required instead is a formalized, systematic approach: a management
system. Formal environmental management systems (EMSs) have come into widesprea
use during the past 15 years or so, and many organizations have experienced greater
efficiencies, improved regulatory compliance and environmental performance, and
reduced costs and liabilities as a result. The presence and sophistication of a formal
environmental management system, whether crafted in conformance with relevant
international consensus standards (1ISO 1400ajlustry codes of conduct (e.g.,
Responsible Ca#e),*° or otherwise, may be a key indicator of the extent to which the

° The ISO 14001 Environmental Management Systems specification is one of a series of voluntary,
consensudased environmental management standards and guidelines developed under the auspices of the
International Organization for &tdardization (ISO), based in Geneva. Othé001 series documents
address environmental auditing, life cycle analysis, GHG emissions accounting, environmental labeling and
claims, and a variety of other issues.

19 Responsible Cage is a comprehensive emenmental, health, and safety program developed by the
Chemical Manufacturers Association (now the American Chemistry Council) and several sister
organizations. This program was amended several years ago to include a formal management systems
component.
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senior managemnt of a company is truly in a position to understand and actively manage
its environmental issues. Some firms within our sample have demonstrated a
commitment to these management systems and the sophistication required to adhere to
them. Can those firmsot having an EMS adequately anticipate rapidly evolving
stakeholder environmental concerns (e.g., climate change), develop and deploy effective
strategies and tactics, and manage ongoing environmental protection/improvement
activities effectively, condisntly, and efficiently across a large (generally global)
enterprise? We are inclined to think that they cannot. Indeed, arguably, an appropriately
designed and deployed EMS can not only tie these elements together but also serve as
0 KS &Sy 3 AvgsSantindakehvironiReNtal and business improvement throughout
the organization. Although the widely recognized international standard (ISO 14001)
defining the components of most EMSs emphasizes their use as a budiness

flexible, consensubased slution, on the ground most EMSs in the U.S. have been
RSaA3IYSR YR RSLI 22 Rz2dza 2WRASY 16 O2AZVMIEABKSEBAY
provisions simply impose a new layer of requirements. This does not, however, diminish
the potential of the manageent system approach embodied in the ISO 14001 standard

to create tangible and durable organizational and financial value over and above any
direct benefits obtained related to regulatory compliance posttire.

Exhibit 4 shows the extent to which Russell@@idms can be shown to have and operate
formal environmental management systems. These data show that fewer than 30
percent of these firms assert that they have management systems of some form to
address environmental issues. Roughlywinds of thesefirms have either had their

EMS certified to the ISO 14001 standard at one or more locations or assert that their EMS
conforms to its provision¥: Eleven other firms state that they have patterned their
management systems on a different set of standgften unspecified), while a

substantial number (more than 70) claim to have an EMS but do not describe its design in
detail.

" Working to identify througlspecificat t ri but es the extent to which an EMS
pluso manner rather than as a fAbusiness drivend solutio
21t is important to understand that the ISO 14001=kndard is typically applied at a specific
| ocation, that is, a fAcertifiedd | SO 14001 company typi
party audited and certified, rather than a compaite certification. This distinction is very iportant to
investors and other parties interested in overall corporate management posture and performance. Absent a
demonstration of how EMS certification at specific locations implies effective environmental risk
management across the firm, investors @anachy other stakeholders often heavily discount the significance of
EMS.
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Exhibit 4

Environmental Management Systems: Presence and Features
Number of Russell 1000 | Percent of All

Environmental Management Structural Elemen i . . .
g Firms Having Element | Firms in Sample

The company discloses the presence of an

Environmental Management System 293 29.7%
This Environmental Management System is certifig)

and/or attested to ISO 14001 198 20.0%
ThisEnvironmental Management System is based ¢

a set of standards other than 1ISO 14001 11 1.1%
The company as a whole is ISO 14001 certified 17 1.7%
Companies reporting the total count of their ISO

14001 certified facilities 104 10.5%

In addition, 17 firms (less than two percent of the total) have obtained compadg ISO
14001 certification, suggesting théhey have adopted uniform and consistent
environmental management practices across the entire company. The paucity of
companies with a certified firmwide EMS, even among the largest, most sophisticated
companies in the U.S., is telling, and suggesigmficant gap in the extent to which
advocates of EMS as an organizing principle have convinced U.S. corporate senior
management of the value of this concept. A similar gap exists in the degree to which
financial community stakeholders can be expectedalue and use information on
corporate EMSE® Finally, 104 companies in our sample (10.5 percent of the total) report
the number of facilities certified to ISO 14001 (1,855 facilities in total). Reflecting the
diversity of firms in the Russell 1000ethumber of certified facilities ranges from 1 to
150, with a median number of 9.5. Seventeen of the 104 companies have only one
certified location.

13 We have previously explored this topic in depth in a report prepared for the U.S. Environmental
Protecti on ARnantial inceetives fortEhvieodmentdl Management Systend r el eased i n
December 2006. Among the findings of this report was that investors require assurance that advanced
environmental management practices are in place across the entire firm, not just at locations certified to an
EMS standard. Absent thissasance, investors are inclined to assume that sound environmental governance
may be in place at the certified facilities, but not necessarily elsewhere in the firm.
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Another key aspect of effective corporate environmental mamaget is measurement

and reporting. Regular reporting of management actions and performance results over
GAYS LINPOARSA ail {1 SK2ft RSNB O0AYOUSNYylf FyR SEGSN
environmental policies are being carried out, goals are beingregtth and the

management system, if one exists, is functioning as intended. Information on some key
elements of environmental disclosure evidenced by firms in the Russell 1000 are shown in
Exhibit 5. The data in this table show that only 126 firms (lems 13 percent of the

total) issue environmental or sustainability reports. Of those that do, the overwhelming
majority use the sustainability guidelines developed under the auspices of the Global
Reporting Initiative (GRI), which has becomedkdactoglobal standard for preparing

such reports. This very low level of sustainability reporting is an ongoing concern among
investors and other parties having an interest in corporate environmental behavior
because it severely constrains the ability of thmalyst to conduct comparative analyses

of different industry sectors and of companies within particular sectors. Even with this

low overall level of environmental performance reporting and disclosure, inclusion of
certain types of information of interesb some audiences occurs even more rarely.

Exhibit 5 shows, for example, that only two of three reporting companies provide
information on employee training, just over half provide any information on regulatory
fines or violations, and only oAeurth disclose how many fines and/or violations

occurred during the current reporting period.

Exhibit 5

GeneralEnvironmental Disclosure:
Presence and Features

Number of Russell . :
. . . : Percent of All Firms in
Environmental Reporting Element 1000 Firms Having
Sample
Element

Companies having a GllRdsed CSR/EHS report 122 12.3%
Companies reporting a neBRI standard used prepare
the CSR report 4 0.4%
Companies reporting the count of their disclosed
environmental fines and/or violations 68 6.9%
Companies reporting the count of their disclosed
health/safety fines and/or violations 31 3.1%
Companies including informath concerning employee
training in their EHS report 88 8.9%
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We have observed over time that companies having the most advanced environmental
management practices tend to have many or most of their principal bases covered, and
their policies, practices, and systems tend to include many of the indicators reviewed
above. Exhibit 6 presents a summary of the firms having both a formal EMS and one or
more additional indicators of a comprehensive and effective approach to corporate
environmental management. The vast majority of companies shown in the sample having
deployed EMSs also have issued policies regarding employee safety and/or safety training
as well. A more modest majority of these also disclose information on their safety

training programs. Interestingly, more than 40 percent of firms with an EMS also operate
an OSHA ompliant/equivalent safety and health program. These findings illustrate the
interconnections between environmental and health and safety management. In

practice, many issues (e.g., chemical management, polluti
control) have both environmental and health and safety w
aspects, and accordingly, many companies have long take X

an integrated approach to managing these isstfe$his
topic is discussed in greater dépbelow.

of an EMS and environmental disclosure, as well as
indicators of effective environmental governance. Almost
94 percent of firms with an EMS also have an environme
policy, more tharB85 percent also have an employee safet
and/or training policy, and more than 71 percent have an i )
environmental policy applicable to all company operations. Aboutthlrel of firms Wlth

an EMS also have issued one or more-l&ziRed reports, and about oAeurth have

disclosed some information on their employee training efforts in their reports. Less than
five percent of the companies among the Russell 1000 have both an EMS and a "C" level
executive responsible for CSR/EHS issues. It should be notedydrotimat the 44

companies who do have both elements represent 81 percent of the 54 firms with a senior
executive overseeing the management of environmental and other sustainability issues.
Looking at the issue more broadly by adding additional indicatmever, yields the

finding that only 17 firms, less than six percent of companies with an EMS, also have a "C"
level executive responsible for CSR/EHS issues;laa&éd EHS report, and disclose
information about employee training in their EHS reports.

|ndeed, the modern practice of environmental management grew out of preexisting ooalipafety
and industrial hygiene programs in many companies. These programs had, in some cases, existed for
decades prior to the enactment of our major environmental statutes in the 1970s and 1980s.

//1
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Interestingly, a majority of firms having many of these

indicators of advanced environmental practices also have ar

EMS. Thus, more than 70 percent of the firms in the sample

having a policy committing to quantifiable goals, an OSHA c“E_C\(\_‘_ST
compliant or equralent safety and health program, a GRI
based CSR/EHS report, or information concerning their
employee training activities in their GBased report also have /
an EMS. Moreover, a substantial percentage with policies @
addressing the environment (46.6 per¢gand employee
safety and/or training (40.9 percent) also have an EMS. Th
findings support the notion, expressed above, that a properl
constructed EMS can serve as the organizing element arour
which a complete and thoughtful environmental managemen
program is constructed. Another factor worthy of discussion
though, is that deployment of an EMS may have induced ma
companies to also develop these additional environmental
management components. Some of these (e.g., presence o
environmental pacy, employee training, clear lines of
authority) are requirements of the ISO 14001 EMS, while
others flow logically from the process of applying this type of

logical, quality managemesitased approach to environmental \
issues and, in many cases, preexgimograms.




Exhibit 6
Correlation Between Presence of EMS and

Other Indicators of Advanced

Environmental Management Practices
Percentage of
Number of Russell | Percent of All Percent of All Those with EMS

¢tKS O2YLN}l ye 1000 Firms Having Firms in Firmswith Also Having
Element Combination Sample Element Additional
Element(s)

Environmental policy and EMS 275 27.8% 46.6% 93.9%
Policy .appllcable to all company 209 21.29% 52 504 71.3%
operations and EMS
Poli — bl
gg;lcsy;:r?(;nénl\:tsmg to quantifiable 40 4.0% 74.1% 13.7%
A clearly stated policy regarding
employee safety and/or training and 251 25.4% 40.9% 85.7%
an EMS
An EMS anc! @scloses information g 165 16.7% 61.1% 56.3%
its safety training programs
An EMS and an OSidémpliant or 121 1220 72.0% 41.3%
equivalent Safetyand Health Progran
An EM R/EH
re':)ort S and a GBased CSRIEHS 94 9.5% 77.0% 32.1%
An EMS and .dI.SC|O.S€-d information ¢ 70 7 1% 79 5% 23.9%
employee training in its EHS report
An EMS and a "C" level executive

. . 44 4.5% 1.5% 15.0%
responsible for CSR/EHS issue 5% 81.5% °-0%
An EMS, a "C" level executive
responsible for CSR/EHS issues, an 18 1.8% N 6.1%

disclosed information about
employee training in its EHS report
An EMS, a "C" level executive
responsible for CSR/EHS issues, a
based EHS repornd disclosed 17 1.7% - 5.8%
information about employee training
in its EHS report

An EMS 293 29.7% 100.0% 100.0%

/\
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Unigue among environmental issues, climate change and the related, pressing need to

address energy use and GHG emissions has emerged as a corporate boardroom concern.
LYRSSRZ (KS AadaadzsS KlFa Y20AQ1F 4GSR | YlI22NArie 27
jointly demand information on corporate climate change risks and strategies froerae

thousand of the largest publicly traded companies around the wirld/e present

information on the extent to which companies in the Russell 1000 have disclosed

information on their climate change and related policies in Exhibit 7.

Exhibit 7
Corpaate Climate Change Policies and Policy Components
Number of Firms Percentage of All
Element . . . .
Reporting Information Firms in Sample

Th h ise level cli h

gcompany as an enterprise level climate cha 122 15.5%
policy
Th li ificall li Il

e pq icy specifically applies to all company 79 9.1%
operations
The_: C(_)mpany has disclosed its total direct GHG 212 26.9%
emissions
There i f th li '

erg is a component of the policy addressing 20 25%
suppliers/vendors
Th licy standard ly t

e s.ame policy standards apply to 26 3.3%
suppliers/vendors
The policy incl i ol

e pp icy includes a commitment to pid 31 3.9%
reporting
Th licy incl [ h

e. po icy includes a commitment to thipadirty 10 1.3%
auditing
The policy includes a commitment to quantifiable 33 4.2%
targets or goals
The Board of Directors is specifically mentioned & 6 0.8%
having responsibility for the policy '

15 |n particular, the Investor Network on Climate Riskd the Carbon Disclosure Project have achieved
noteworthy success during the past several years in raising the visibility of the issue and in inducing greater
and more meaningful corporate disclosure.
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This exhibit shows that, while attention to climate change issues is becoming increasingly
visible within major U.S. companies, overall levels of activity are very low. Nearly 27
percent of these companies report their direct GHG emissions, bubyesthalf that

number (15.5 percent) have a policy in place that addresses this topic. Moreover, only
two-thirds of these firms have a policy that applies to all company operations, and much
lower percentages have additional elements that demonstratecaensophisticated and
meaningful policy statement (e.g., Bodelel responsibility, commitment to quantifiable
goals, public reporting, and thixplarty auditing). In short, the patterns we observe here
parallel those of the broader environmental polic@®filed above, except that adoption
rates across the board appear to lag by factors of from three to eight, depending on the
element in question.

If, as many expect, the U.S. embarks upon a new regulatory regimen€ vast majority of large

in which carbon emissions are restridtaithin the next few years, = U.S. firms have not

it appears that most large, publicly traded U.S. companies will neegrovided evidence that they
to move quickly and decisively to confront the environmental, are prepared to address the
operational, and financial challenges that these constraints will

bring. The vast majority ohese firms have not provided sufficient challenges that would be
evidence that they are currently prepared to address these presented by legal
challenges. constraints on carbon

emissions.

An important purpose and objective of corporate environmental programs is to ensure

that the firm is makingptimal use of its energy and raw material resources. A focus on

conservation efforts ensures that limited natural resources (e.g., water, energy, arable

land) are used only for productive, valgenerating purposes, while helping reduce

variable produdbn costs and preventing waste and pollution at the source. Accordingly,
RSOSt2LIAYy3 (GKS YSGK2RaxX RFEGFZ FYyR 2NBIFYATFGAZ2Y
2F yIFGdz2NF f NBaz2dz2NOSa Aa 02NJ aKz2dzZ R 60S0 + O2NB
EHS, psustainability program.

Exhibit 8 provides information on the publicly disclosed activities conducted by Russell 1000
companies to manage and conserve energy and the results of those activities. Exhibit 9
provides this information for water and land rgervation activities. The data in Exhibit 8
showsthat 110 companies, or slightly more than eleven percent of those in our sample,
disclose the costs of the energy that they consume and that nearly that many (101) express
these costs as a percentage betr operating costs. This focus on cost is appropriate for any
company, and particularly so for those in eneigiensive industries (e.g., primary metals,

pulp and paper) in which energy can account for a significant portion of both variable and total
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production costs. Somewhat smaller numbers and percentages of firms in our sample disclose
their total and/or normalized energy use (77 and 47 firms, respectively), and very few firms (12
or fewer) disclose use of renewable energy sources or distinguisteba their use of

renewable and notenewable sources. Similarly, only modest numbers of companies report
the numbers of their buildings that have achieved eneefficient certifications (to Leadership

in Energy and Environmental Design [LEED] or Estag), and fewer still (23 or fewer)

provide any information on the incentives they use to induce employees to conserve energy or
the results that any such efforts have produced. For example, only 23 firms (less than three
percent of the total) have disased the total savings (or profits) they have generated by
conserving energy, 14 disclose how much energy has been saved, and only 12 describe their
employee incentives. It also is of some interest to consider that, as shown in Exhibit 2 above,
201 compaies in our sample have a corporate environmental policy that specifically

addresses energy use/conservation. This means that slightly more than half of the firms that
espouse responsible energy use and/or conservation have any

visible program infrastriare that demonstrates that they are Only about falf of the firms

living up to their policy aspirations or commitments. that espouse responsible

When taken as a whole, these findings suggest that proactive = €Nergy use have any
approaches to energy management at the corporate level are ir discernible energy

the formative stages in most major U.8rgorations. This is management programs or
somewhat surprising for several reasons. First, in contrast to provide other evidence that
many other environmental quality and human health indicators,
energy use is readily measured, quantified, and expressed in
monetary terms. Accordingly, some of the diffities that exist for
other environmental endpoints regarding appropriate metrics and
measurement methods do not apply to energy management. Second, energy management is
a mature discipline with wellleveloped methods, analytical tools, normative datag a large
cadre of knowledgeable professionals, both within corporations and also in other readily
accessible organizations (e.g., consulting firms, utility and energy companieprofdn
organizations, and federal and state government agencies). ,Tdsrsuggested above, energy
use(and associated costs) are ntnvial in many manufacturing sector companies as well as
many servicesector companiesin other words, the financial benefits from reducing energy

use very often justify the investment dfi¢ management time and corporate resources

required to institute conservation programs and initiatives. Finally, given that energy use is
the principal source of GHG emissions, saving energy, particularly fossil fuels and electricity
generated by fossilkels, will produce proportionate reductions in corporate GHG emissions.
Identifying and capturing such emission reduction opportunities will become increasingly
important if the U.S. economy becomes carbmonstrained during the next few years, as
appearsncreasingly likely.

they are actively pursuing
their goals.
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Exhibit 8

Energy Conservation Activities and Results

Firms Also ,
Number| Percentage| Having an Firms Also
/| 2YLI yASa . . g . g Percent Having an Percent
of Firms| of All Firms| Environmental
. EMS
Policy
Cost of energy 110 11.1% 101 918% 75 68.2%
consumption
The percentage of
operaling costs 101 10.2% 94 93.1% 68 67.3%
represented by energy
costs
total energy use 77 7.8% 76 98.7% 65 84.4%
How many of their 0 0 0
buildings are LEED certifig o1 0.2% 49 80.3% 31 °0.8%
N li I
u:erma ized total energy 47 4.8% 45 95.7% 41 87.2%
Total savings or profits
associated with energy 23 2.3% 19 82.6% 4 17.4%
conservation efforts
How many of their
buildings are Energy Star 18 1.8% 13 72.2% 8 44.4%
qualified
Total amount of energy 14 1.4% 14 100.0% 13 92.9%
they have conserved
The types of incentives
h i I
they provide to employees 12 1.2% 11 91.7% 11 91.7%
to meet company energy
conservation goals
Renewable energy use 12 1.2% 12 100.0% 9 75.0%
Nonrenewable energy use 6 0.6% 6 100.0% 5 83.3%
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Two other findings emerge from a review of the data in Exhibit 8. Depending on the

element in question, between 80 and 100 percent of the firms having a particular energy

management element also have an enterpriseel environmatal policy, suggesting

that, as with many other aspects of corporate performance, relatively few firms and,

importantly, the people within them, are likely to aggressively pursue efficiencies and

other organizational improvements in the absence of leadgrs&nd support from their

senior management. The corollary is that for more companies to mount an effective

overall approach to energy management, they will first need to approach the issue as part

of an overall policy regarding the environment (and idiga

sustainability). The other finding is that for the majority of elemer|t$)n|y one in eight large

profiled here, those companies having a particular elementalso = | g companies address

have an EMS, glernonstratm_g again that it is far easier to c_)vercomeWater in some way in their

the challenges in implementing a corporate eggiconservation ) .

program (or even developing a compendium of global facility energ?mmonmental policies,

use) with a comprehensive management system than without one.and only one in 14
discloses how much water

Exhibit 9 provides analogous information regarding corporate Wa1‘e||rt uses

use and conservation programs, asupportof external land

conservation programs. Once again, relatively few companies

report their water use on either a total or normalized basis, and far fewer disclose
companywide information on wastewater discharges, or the extent of and results
obtained thraugh water conservation and recycling efforts. Data on funds invested in and
savings obtained from water conservation are particularly lacking. Once again, the gap
between policylevel aspirations and supporting organizational infrastructure appears to
be significant. Of the 126 companies having environmental policies that address water
use in some way, only 70 (56 percent) disclose how much they use, and a small fraction of
those disclose their wastewater discharges or conservation efforts (in terms of
investments, use reductions, or savings).

Given that many areas of the U.S. are experiencing chronic water shortages and potable

water is already in critically short supply in many developing countries, this lack of

attention to a fundamental human needssirprising. In several industries (e.g., power

production, many types of heavy manufacturing, food and beverage production) water is

a critical, highvolume production input. Therefore, the shortage of evidence that water

O2yaSNBI GA2y | K VYKEI BEREWH aOaABSy ¢ asSSya LI NIA
SOFdzaS 61 GSNJ A&dadzSa I NBE AYyONBlaAy3ate GASsSR |
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industry generally, as shown in a number of studfesne might reasonably assume that
in the foreseeable future, wre corporate senior management attention will be required
to evaluate and address water issues than is demonstrated by the data from our sample.

Finally, Exhibit 9 also documents the finding that about 12 percent of the companies in

our sample provide qport to or actively partner with one or more land conservation

organizations. These organizations vary from national/internationafoeprofits such

as The Nature Conservancy to regional and local groups focused on a particular habitat or

site. In m@t cases, it appears that these programs are philanthropic in nature and have

no particular significance to either the core business of the firms involved or to other

environmental management activities. There is also the possibility that many companies

VASG &dzOK NBfF A2y aKALA Fa 020K Fy FLILINRBLNARLFGS
and as a lowisk means of generating a favorable public image. We also note that there

is a very high correlation between supporting one or more land conservatiayrgms

and the presence of an enterpriseide environmental policy, and substantial correlation

with the firm having an EMS. This suggests that support for land conservation is one of

0KS daljdzA O]l FYyR Slaeé¢ aiaSLa GKI gstemdtiddlyd a2YSGAYS
evaluate and reduce their environmental footprint.

% See, for example, recent studies sponsored by thé\Basiness Council for Sustainable
Development devoted to this topic, at
http://www.wbcsd.org/plugins/DocSearch/details.asp?type=DocDet&Objectld=MTYyNDk
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ater and Land Conservation A es and
Number of Firms Also Firms
Firms Percentage Having an Also
Activity/Disclosure . of All Firms . Percent : Percent
Reporting in Sample Environmental Having
Information Policy an EMS

Water Use and Conservation
Companies disclosing tdtavater use 70 7 1% 68 97 1% 61| 87.1%
Companies disclosing normalized
total water use 48 4.9% 44| 91.79 40| 83.3%
Companies disclosing their
wastewater discharge totals 14 1.4% 14| 100.09 13| 92.9%
Companies disclosing the total
amount of water they have
conserved 13 1.3% 13| 100.09 10| 76.9%
Companies disclosing their
normalized total wastewater
discharges 10 1.0% 9 90.09 9| 90.0%
Companies disclosing the percentay
of their total water use that is
recycled 8 0.8% 8| 100.09 7| 87.5%
Companies disclosing totshvings or
profits from water conservation
efforts 3 0.3% 3| 100.0¢9 2| 66.7%
Companies disclosing their amount
of total investment in water
conservation 2 0.2% 2| 100.09 1| 50.0%
Land Conservation
Companies partnering with third
party organizations in land
conservation programs 117 11.8% 105 89.7% 78| 66.7%




Section Ill; Conclusions and Recommendations

One important lesson from the recent severe turmoil in global financial markets is the
need for more transparency by corporations and pubéctor entities. Even before the
events of the recent past, momentum was steadily building for greater disclosure of the
material environmental, social, and governance posture of companies (and industries),
such that many major corporations and trade asations now publicly espouse periodic
public disclosure of their programs and performance in this regard. In our opinion, this is
a healthy development for all concerned.

Unfortunately, the leadership shown by some senior corporate Eyen though many investors
executives has nogs yet, been reflected in widespread
disclosure of important information on corporate ESG policies,
structures, or performance. As documented in this report, _
despite many examples of highly developed and sophisticated practices but have not
responses to the ESG challenges apgortunities facing major = disclosed them, they are
corporations, evidence of any type of broad spectrum adoption unable to determine which

of sustainable business practices is not to be found in the readifjrms have such practices and
obtainable information dlsclosgd by most large US companies, hioh do not. Tis information
We offer here several conclusionscarecommendations for
improving this situation.

know that companies have
sophisticated ESG managemer

gap increases investment risk.

First, we strongly suspect that the disclosed policies and practices in the ESG arena by
many Russell 1000 companies do not fully reflect actual conditions within these firms.
Our experience from workingf many years in the environmental/sustainability field

with major corporations and trade associations has allowed us to develop at least
anecdotal knowledge of the ways in which many of these companies manage their ESG
affairs. In short, w&nowthat sonme companies are substantially further along on the
sustainability path than their publicly disclosed information suggests. We are also aware
that there may be many reasons why the senior management of a company may want to
maintain tight control of offi@l corporate disclosures and release information only for
specific, defined purposes. Nonetheless, there are many important public company
stakeholders, not least thewnersof the firm (shareholders), having a deep and abiding
interest in ensuring thatlte company is managed in a way that is ethical, responsible,
attentive to risk, and positioned to create loigrm value. Moreover, at a general level,
investors do not know which companies have sophisticated ESG management practices
and have not disclogethem. The fact that some have them and others do not introduces
additional uncertainty, and hence, investment risk that must be borne by the investor. As
illustrated by the recent severe decline in the market value of publicly traded equities and
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many orporate debt instruments and the growing importance of global environmental
issues such as climate change and the availability of potable water, these investment
risks can be substantial. Fortunately, there is a simple remedy for this problem.

We believe that more extensive, consistent, and regular ESG disclosure can materially
improve the ability of all stakeholders to understand and evaluate the behavior and
future prospects of all companies, and therefore help to distinguish those deserving of
ongoirg support from those thaarenot. Accordingly, we encourage corporate senior
management in all publicly traded companies to determine how best to meet the
increasing needs of the many stakeholders desiring ESG information, and to make such
information a\ailable in a suitable format and depth at regular intervals.

Second, recognizing that current ESG disclosure practices by many congrames

what they should be, based upon the information that has been disclosed, we believe
that many major corporatins have significant work to do if they wish to demonstrate

that they truly understand and are effectively managing the ESG issues that pertain to
their business(es). As shown in detail previously, there are many major gaps between
current corporate practie and what we consider the behaviors needed to provide
adequate assurance that the typical large U.S. company is appropriately and adequately
controlling ESG risks and taking advantage of ESG opportunities. Highlights (assuming
that this is an appropria term) are as follows:

1 Only about 60 percent of the largest U.S. publicly traded companies have any
readily available documentation that could be considered an environmental, EHS,
or sustainability policy.

1 Onlyeight percent of these firms appareity vests oversight responsibility for ESG
issues and/or for its environmental policy in its Board of Directors, and only 1 in 18
has unambiguously delegated this responsibility to a senior corporate officer (e.g.,
Chief Executive Officer, Chief Operatirf§c@r). The obvious implication is that in
most large U.S. companies, ESG issues are not viewed as being of strategic
importance and worthy of senior executive involvement. We question whether
this is an appropriate position, particularly in industribat are resource
intensive, have or may have significant legacy environmental liabilities, and/or
face exposure to climate change impacts.

1 Of the 590 firms in the Russell 1000 with tangible environmental (or EHS or
sustainability) policies, about twihirds make clear that policy requirements
apply to all employees and operations, and just over half apply uniform standards
world-wide. Beyond these two relatively positive findings, most corporate policies
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are notably lacking in several key respects. @hblyut onefourth of all policies
include specifics, as opposed to general principles and/or aspirations. The vast
majority of policy statements lack commitments to setting quantifiable goals,
stakeholder engagement, thirgarty auditing of results, andublic reporting. In

fact, most policies do not even address specific environmental/sustainability
concerns such as energy use or GHG and other pollutant emissions. If multiple
screening criteria are applied, the results are even more sobering. Onlgmeaity
percentages of these companies have policies with multiple key elements, and
less than one percent of Russell 1000 companies have each of six policy elements
that are arguably both appropriate and obvious. We assume that the leaders
within the handul of companies that have implemented all six policy elements
have done so because they believe it would add value to their enterprises. More
generally, we would point out that there have been many examples of
meaningful, workable, and effective enviroemtal policies published and made
widely available for at least 15 years. Accordingly, the very limited adoption of
strong environmental policies across our sample of companies is surprising.

1 Use of management systems to address environmental and atigtainability
issues is similarly limited among the largest publicly traded U.S. companies. About
30 percent of these companies claim to have a formal environmental
management system (EMS), and about tihods of these are patterned after the
ISO 1400%tandard. That said, very few companies (17 in all) have achieved firm
wide certification, and at many other companies only one or a handful of locations
have been ISO 14001 certified. It is therefore unclear whether and to what extent
a management systs approach has been taken concerning the management of
environmental/sustainability issues across the enterprise at most companies.
Based on our previous work, we are inclined to believe that most companies
manage these issues tactically, with someliées (and/or lines of business) using
the EMS approach and others, including most corporate functions, not using this
method. Interpreting these results as an indication of the tactical application of
EMS raises the question, Why is EMS not viewedsas#gic opportunity in most
companies? If there are strategic risks associated with environmental issues, what
are the strategic planning process(es) and response(s) taken to managing these
risks? How is aad hocapproach to environmental managementrass a
company a better strategic approach than a coordinated activity at the corporate
level that leverages the investments already made in EMS systems? In some form,
a companywide environmental management system seems an appropriate
strategic respons#o these challenges.

1 As mentioned at the beginning of this section, we have strong reason to believe
that, in many companies, corporate environmental/sustainability disclosure has
not kept pace with internal developments in managing these issuesavidkable
data concerning transparency and disclosure appear to support this belief. Only
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about 13 percent of Russell 1000 companies have published a corporate
environmental, CSR, or sustainability report, and fewer still have reported key
management actiities such as extent of employee training or significant
performance end points like regulatory violations or fines and penalties. The
paucity of data across this population of companies, even with the emergence of a
widely accepted reporting frameworkhe GRI reporting guidelines), severely

limits the ability of external stakeholders to put the environmental/sustainability
activities and performance of any specific company or sector into appropriate
context. We suggest that firms that do not reguladyport their environmental/
sustainability activities and results should consider doing so, if for no other reason
than to receive due credit for efforts and accomplishments to date.

1 Ideally and logically, reporting should follow policy and managemgsiems
development, deployment of improved practices, and both goal setting and
measurement of performance against these goals. In other words, there should
be some proportionality between the effort and expense invested to report and
the depth and qualit of the information being reported. In particular, we do not
believe that firms should put forth significant efforts to create glossy but content
poor CSR reports in an attempt to claim credit or create a more favorable public
image. Suchreports spegk2 f dzYSa | 62dzi &aSyA2NJ YIFylF3SYSyic¢
environmental and other corporate social responsibility issues. Indeed, some
stakeholders, including investors, take note of these reports and the approaches
that they embody, and make negative inferences attbe company and its
leadership that they would not in the absence of any such report. A reasonable
and productive middle ground is for firms to define a maturity path for ESG
management and disclosure over time. Early disclosure should focus on ESG
vison and goals, and provide whatever performance data are available, while
subsequent disclosures would include additional elements, issues, and results as
they are developed and addressed. Once the policy, infrastructure, and
performance elements reach ficient size and coherence, the firm can then
prepare and issue an initial sustainability report, and ideally, continue to issue
improved updates at regular interval$.In addition to the enhanced credibility
and trust that firms can enjoy among invessand other external stakeholders by
taking this approach, another major benefit is that it helps to satisfy the needs and
aspirations of company employees. Employees are particularly interested in
seeing results, from both their own efforts and of broadeganizatioawide
activities. Regular performance measurement and disclosure also adds positive
momentum to any ongoing organizational and/or cultural change initiatives
related to improving environmental or broader ESG performance.

n fact, his type of incremental approach is advocated byxiRel . The GRI &sofiapplicati on
provide a maturity path from development of an initial report through full conformance with GRI reporting
guidelines. Sebttp://www.globalreporting.org/GRIEports/ApplicationLevels/ApplicationLevels.hffior
details.
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91 Climate change hammerged in recent years as a potential gaaianger. Yet,
surprisingly few firms have established a climate change or GHG emissions policy,
and fewer still have set a policy with the types of policy provisions highlighted
previously as an integrated amdore sophisticated approach. While 27 percent of
Russell 1000 firms have disclosed their direct GHG emissions, only about 16
percent have a definitive policy, and only 60 percent of these firms make clear
that it applies to all company operations and ewyges. Fewer than 25 percent of
the relatively few firms with a climate change/GHG emissions policy have included
any of the other key elements of a sound policy. While we recognize that the
climate change issue, its business implications, and effectyanizational
responses are highly dynamic, we wonder why so few major companies appear to
have thoroughly examined the issues and decided on a general course of action.
Given the significance of this issue, particularly with the real4tean prospect 6
new legislation capping carbon emissions, we know that investors are looking to
the senior management of all publicly traded companies to demonstrate
leadership and action on this issue. They expect, and in some cases demand, that
corporate senior exedives develop and issue policy statements on climate
change and state their plans to position their firms to both limit business and
financial risk and capture new opportunities with respect to climate change.

1 Only eleven percent of firms in the Russ€l0Q@ have disclosed their annual
energy costs, and about seven percent have disclosed their total water use and/or
cost. Lower percentages of companies report other related data in this regard,
notably funds invested and savings generated from conservatitamts.
Regrettably, data on the latter are especially sparse. Such information would be
of particular interest to investors evaluating the ability of firms to reduce portions
of their fixed and variable costs and improve operating margins and cashlo
Moreover, the data released by the relatively few companies reporting this type of
information suggest that such savings can be significant (tens and even hundreds
of millions of dollars). The obvious implication is that detailed information on the
costs and benefits of ESG programs and activities should be provided as a
component of ongoing sustainability reporting activities.

1 In addition to satisfying the information needs of investors and other external
stakeholders, more consistent and widesadereporting of program costs and
benefits would present several organizational benefits. One benefit of measuring
inputs and outputs in monetary terms is that it reinforces or renews an
appropriate focus on generating businestevant results with

8 1t is important to recognize thah contrast to many other cost reduction activitiesergy cost
reductions typically reduce costs and improve margsnanentlyi.e., cash flows for all fture periods
improve by the magnitude of the costs saved (assuming constant unit energy prices).
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environmental/sustainability programs and activities that may be weak or absent
in some organizations. This focus should then be applied to, at a minimum, goal
setting, resource allocation, and performance measurement, so as to achieve the
maximum environmenteperformance improvement at minimal cost.Without

this type of orientation}essenvironmental improvement will result fromny

program than could be attained otherwise. Another benefit is that feedback on
the costs and, particularly, financial bensfaf ESG improvements can be an
important input for future business, product, and capital planning. As suggested
above, environmental issues such as climate change will require effective, ongoing
management, and integrating periodic information on theeetiveness, costs,

and benefits of company ESG activities will be essential to this process. Finally,
ongoing organizational development activities can be guided and reinforced
through the timely and regular introduction of ongoing performance data, and
few types of information command as much attention as costs and savings. This
information can be used in a variety of ways, from incentive compensation and
recognition of individuals and teams, to tactical planning and priority setting.

In closing, wevould like to reverse the basic presentation of facts in this report to the

opposite perspective. We want to accentuate the positive. At the beginning of this

reportg S LINPFAESR | Gd@LIAOLFfé¢ O2YLIyeQa SYdANRBYYS
based m the available data. It was not a flattering portrait. As shown previously,

however, some major U.S. firms have developed sophisticated approaches to

environmental policy, management systems, supporting infrastructure, performance

measurement, and disesure. These firms have demonstrated that it is possible to build

and deploy a sophisticated approach to managing environmental and broader

sustadnability issues, and that thegpproach presumably generates value for the company.

We commend their efforts

We also want to recognize the talents and diligence of the thousands of professionals
working within and on behalf of U.S. public corporations on environmental, social, and
governance issues. They are an important resource that, in many organizatait e
tapped more extensively to bolster existing sustainability efforts and implement new

ones. Indeed, it is largely the ongoing work and accomplishments of these individuals and
corporate teams that have produced the best practices and examplé$idhi¢ed (if only

very briefly) in this report. This body of work gives us confidence that many more
companies could successfully pursue corporate sustainability should their respective
senior managers choose to do so.

9 As shown in other recent work, there are material differences in both the environmental impact and
cost per unit of environmental improvement among diffecgganizational strategies and actions. In some
cases, particularly those involving energy use, substantial performance improvements can be obtained at
negative cost, i.e., iaway that saves money (Buc and Soyka, 2009).
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We believe that companies do notayv to the size or market capitalization needed to be
included in the Russell 1000 Index without possessing abundant talent across many
professional disciplines, a durable business model, and a clear understanding of business
management fundamentals, trelsgdand priorities. For this reason, they are or should be
fully capable of developing sophisticated, responsive, and vgdunerating

environmental and sustainability programs. What will be required, however, based on
the experience of those who have teled this path, is senior management vision,
commitment, and visible ongoing support, and the resources needed to design, deploy,
and maintain appropriate policies, systems, work practices, and measurement and
reporting mechanisms. We recognize that tresa@ciated costs of such an effort may be
nontrivial, at least initially. But as with any other investment in organizational capability,
funds devoted to an adroit and disciplined approach will pay big dividends. Indeed, given
the relative risks and costf the status qug welltargeted investments in ESG capability

will be time and money welpent.

Finally, our apologies to Robert Fro€ur loose adaptation of the title of his poem was

intended to underscore an aspirational point that many more congsinand

ultimately, all companies could and should be proactive in their approaches to

environmental managementWe are aware that this suggestion of greater conformity

NHzya O2dzy GSNJ (2 GKS GKSYS 2F CNRAalGQeve LI2SY> GKI
however, that the end of the final stanza of the poem both yields its true meaning and

serves as an appropriate affirmation for those companies that already have adopted a

proactive approach to environmental management:

G¢o2 NBIRa RMBENAESR AY
T |took the one less traveled by,

AYR GKI GO KFa YIRS Ffft 0
(Frost, 1920)
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Appendix 1. Environment and Investing: A Few Basic
Concepts

In this Appendix, we briefly review in both , o A L , p
theoretical and practicakrms why sound >KEG /T 2YLINRaSa axl fdzs
management of environmental issues is
relevant to the investor. These topics are
discussed in turR’ This material is provided
primarily for the benefit of those readers
not involved in the capital markets.

Investors, including socially responsible
investors, commit funds to make money.
They will only make money if the
securities they buy are worth more in the
[ 2YLI yASa& (KI publiciNB  future, andor pay a cash dividend

iGNy RSRé Ay UKS | of & stream, and are honored by the issuer
geographies) have issued either debt (i.e., default does not occur). Accordingly,
(bonds) or shares of equity (shares of stocl gnly the following three measures are

for purchase by investors. Investors span « fyndamentally of interest to investors:
wide range, from individuals to other firms, 1 Revenue (must grow)

mutual fund companies, trusts, amqeénsion

and hedge funds. In all cases, however, th T Earnings (also must grow)

basic relationship takes the following form: 1 Risk (must decline or rean

individual companies compete with one steady)

another, offering their bonds or stock as

one investment option available among C2NJ Fy& & Gl f dz& ONBI G A

thousands. To become and remain ived inaful and dible b
succeshll in this competitive marketplace, perceived as meaningiul and credible by

companies must be able to demonstrate a INVeStors, it must address at least one of these
a2dzy R 6dzaAySaa Y2RS criteria.

warranting the trust of the investing

public?* As indicated in the adjacent box,

both types of investors are looking for value. Debt, xediincome, investors

obtain value by receiving a paetermined income stream (typically a fixed

percentage of the stated value of the debt security) in exchange for a given and

% The discussion that immediatefpllows draws heavily from a detailed examination of investor
behavior relative to formal environmental management systems (EMS), which will be published later in 2009
(Soyka, 2009).

% The recent subprime mortgage debacle illustrates the perils of depémim this longstanding
investment principle.
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generally welcharacterized level of risk. Equity investors receive no asance

of a positive return on investment but also face no limit on the upside potential
of their investment. Importantly, under either investment scenario, it is
incumbent upon the company to demonstrate the efficacy and worth of its
environmental (or oher) programs to its investors. Viewed in this context,
SYGANRYYSYyi(lf AYLNROGSYSydaz tA1S Fyeé 20KSNJ Ay
must contribute, if even in an indirect way, to revenue growth, improved
profitability, and/or risk reduction. Otherwiseyen wellintentioned

environmental improvement activities result in suboptimal use of capital, causing
reduced earnings or outright destruction of wealth. Moreover, because firms
(and countries) do not have unlimited capital, if such activities

occur frequently, they may result ilessenvironmental

performance improvement than would be possible if sound

economic criteria were used instedd.

While all rational investors share the fundamental interest of

earning a positive return on their invested cagjtthere may be

additional criteria that are also of interest. During the past

ASOSNIf RSOIFIRSaz GKS O2yOSLIJi 2F aaz2o0Aartte N
has emerged, and now accounts for a very significant share of

all investment funds in U.S. capital marketsdded, the latest

available data show that SRI now accounts for about one in

nine dollars invested (Social Investment Forum, 2008 at ii).

That said, a much smaller, though not insignificant, proportion

of this total is invested using environmental criteri

&
x
—

The SRI investor interested in environmental management and

performance often places significant weight on the financial

and environmental performance of the company, because of

the belief that they are interrelated. Also, many SRI funds represenntheests of

clients who do not wish to invest their capital in poor environmental performers. In

O2y NI Az GKS AaYIFAYAaluNBlIYé Ay@Sad2NI Aa 2yteée Ay
provides a greater understanding of the likely financial perforogaof a given

investment. Thus, in this much more common investing scenario, the investor must be

* Risk levels are often quantified through bond ratings, which indicate the credit worthiness of a
companyb6s debt securities, as a function of many
freuently determined by one or more of the three maj
Moodyds, and Fitch).

% During our careers, we have observed much confusion and occasional consternation within the
environmental community due to a kaof understanding (or, perhaps, acceptance) of this basic precept.
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