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Unpacking ethics and compliance’s
role in Environmental, Social and
Governance (ESG)

It's an ongoing challenge
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Driving ESG accountability through Ethics

& Compliance

ESG is not a new thing. Facets of what

is known as "ESG" today have existed in
different shapes and forms for years within
organizations as they work to improve
basic labor conditions and employ more
sustainable business practices. As stated
by a North American utility corporate
sustainability leader™: “There is a need to
level set between the reality of shareholder
understanding ESG to be a single ‘thing’ and
how [our company] considers it internally.”

The recent popularization of ESG

initiatives has heightened the importance
of new frameworks to understand how
organizations are operationalizing their
sustainability agendas. This spans across
measurement, reporting, verification, and
monetization of the carbon value chain and
the surrounding ecosystem.

Collaboration across targeted business
functions regarding ESG is starting
to emerge. This highlights the strides

organizations are making toward their
objectives—either in response to the
evolving dynamics of the ESG landscape
(regulatory, commercial, customer, etc.)

or as marketplace opportunities emerge.
Alongside streamlined accountability, data
integration and cultural aspects serve as the
core tenets that represent advanced stages
of ESG maturity. Together, these tenets
help integrate and embed ESG across the
organization's DNA.

Navigating the ESG data landscape is
often viewed as a demanding challenge
and requires a multi-faceted solution: an
adaptive strategy, evolving in a phased,
iterative manner. Ethics and compliance

(E&C) can help organizations drive data
accuracy and bring a risk-based lens to drive
prioritization of strategic data integrations
required to comply with ESG commitments.
End-to-end data integration streamlines
enterprise-wide reporting and enables a
“one organization” mindset which is critical
from a cultural maturity perspective. E&C
can further enhance the “one organization”
mindset through advancement of
organizational policies and initiatives,
promoting employee engagement, and
driving business outcomes.

E&C functions play a pivotal role in driving
accountability, but also help advance the
data and cultural facets within ESG.
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Deeper look into the role of E&C across the

three ESG pillars

The impact of E&C on the three pillars of ESG

Emissions reduction is a significant portion of ‘environment-focused’ activities

Establish Emissions
Baseline

Set Net Zero Targets

Set achievable net zero
goals (e.g.,
science-based targets)
based on current and
future vision.

0

Calculate baseline
Scope 1,2, and 3
emissions

Design Net Zero Develop
Strategy Implementation
Plan

Integrate abatement
initiatives into the
overall corporate
strategy.

i

Roadmap pathway
considerations with
stress testing and
financial analysis to
reach target within
the set timeframe.

Implement Net Zero
Transformation

Scale solutions across the
organization value chain
while identifying financing
options for selected
initiatives.

Monitor & Report
Progress

Recommend
management and
support tools to
track, visualize, and
report on progress
against targets.

E&C’s role in environment:

Where can E&C help? Within the
environmental pillar of ESG, E&C functions
are positioned to inform the roadmap by
establishing net zero goals, helping the
organize balance direct carbon reduction.
This enables reporting and disclosure
progress towards net-zero objectives.
Engagement from E&C functions can

help trigger a series of compliance-based
activities across the organization to help
achieve the enterprise-wide emissions
reductions targets. Similar to existing
regulatory reporting, E&C functions can
help breakdown these regulatory and/or
corporate obligations within the context
of governance, risk, and compliance.
Collectively, these internal compliance
obligations help uphold integrity and trust
to drive accuracy in disclosures. This helps
assign accountability of measurement and
reporting activities related to the respective
methodologies and data aggregation
standards across business functions.

Net Zero Governance and Change Management

Assist with the development of sustainability organizational
governance structures and processes and support change

management in service of the organization’s net zero transformation.

In the past, many organizations have been
penalized for greenwashing by publicizing
cherry-picked, favorable data that
exaggerates or inflates the degree to which
an organization is driving sustainable, ethical
or environmentally friendly initiatives.?

With a framework for governance where
oversight is layered in, business support
functions like E&C are well-positioned to
take an ethical lens in reviewing claims
before publication. Such oversight can

help mitigate organizations’ instances of
greenwashing and limit exposure to brand,
reputational, commercial, and financial risks.

Thus, itis critical for E&C functions to drive
transparency and end-to-end accountability
in emissions reduction, measurement and
reporting processes through governance
and oversight (e.g., an enterprise-wide

RACI [responsible, accountable, consulted
and informed] or GOES [governance,
oversight, execution and support] models)
as misrepresentations may culminate in
greenwashing if left unchecked.

How can E&C functions get started?

* In conjunction with corporate
sustainability, develop an “ESG
compliance management strategy”
anchored on the organization’s
sustainability targets and aimed
to streamline accountability
and integration of underlying
efforts with a compliance and risk
management lens

* Align on compliance operating
priorities and cadence, and
develop an ESG reporting and
disclosure policy

» Collaborate with Legal & Corporate
Affairs to establish standards and
approval processes to assess
messaging and communications
to drive confidence in reporting
activities across the organization,
both internal and external
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E&C’s role in social (equity):

The Equity Activation Model is a systems-based
view for how businesses can activate equity
within and outside of their own organizations,
structured around three primary spheres

of influence: workforce, marketplace, and
society. Each sphere, in turn, includes

multiple activators—specific areas of activity
and everyday choices—through which
organizations can exert their influence to
activate equity.

Where can E&C help? Focusing on equity,
ESG is anchored firmly in the ethical

and compliance practices businesses
adopt, transcending traditional metrics
and touching upon human rights, labor
standards, community engagement,
philanthropy, environmental justice, and
racial equity. By integrating these elements
into the organization’s corporate culture,
employee and customer engagement could
help drive better ESG outcomes.

The Chief Compliance Officer (CCO) or Chief
Ethics and Compliance Officer (CECO) serves
as the moral compass of an organization
and is accountable for maintaining a strong
moral posture. E&C continues to play a
pivotal role in helping the organization
architect broad investigation processes
with just outcomes and protocols that
prioritize employee safety and promote
diversity, equity, and inclusion (DEI)
principles among many stakeholders in

the workplace and the community. In its
messaging, policies, and training, E&C's

role is to instill a ‘'speak up’ culture of
transparency and accountability to voice
concerns and help build an ethical work
environment. In this vein, E&C organically
plays a large role in promoting various social
and equitable objectives in the organization.
E&C functions, especially under the
guidance of the CECO, are pivotal in the

The Equity Activation Model

Spheres of influence

Society

- Marketplace

- Workforce
©  Activators

fffff Interactions

Enablers and
organizational culture

operationalization and accomplishments

of such social considerations within ESG.
For example, in support of a supply chain/
procurement function, E&C can analyze
supplier diversity data. Additionally, E&C can
drive DEl messaging amongst stakeholders
and provide confirmation around ethical
community engagement.

By actively monitoring, assessing, and
revising corporate policies, the CECO

and the associated functions can help
drive consistent behavior throughout

the organization, thereby solidifying the
company's standing as a responsible and
trustworthy entity in the eyes of investors,
consumers, and the broader community.

How can E&C functions get started?

* Develop procurement frameworks in
collaboration with supply chains that
feature sustainable, equitable, and
local community consideration

* Expand compliance education
and messaging to suppliers
and customers

* Incorporate accountability of
performance evaluations and
fostering open dialogues about
equitable succession planning

* Administer compliance goals within
the community and share more
ethics-oriented policies publicly



E&C's role in (corporate)
governance:

Where can E&C help? Governance, with
respect to ESG, refers to the governance
factors of decision-making—from
policymaking to the distribution of rights
and responsibilities among different
participants within organizations,
including leadership, managers, and other
stakeholders. Good governance is core to
the prosperity of an organization. It sets
the tone at the top, provides directional
leadership for stakeholders to follow, and
ultimately provides the backbone of an
organization's fundamental activities.

Sustainability reporting frameworks and
ratings agencies incorporate various
governance-related areas by which different

Task Force on
Climate-Related
Disclosures (TCFD)

Est. 2015 by the Financial
Stability Board at request
of G20 Finance Ministers
and Central Bank
Governors

VRF

Climate Disclosure
Standards Board (CDSB)

Est. 2007 at World
Economic Forum

(IFRS)

A

International
Sustainability Standards
Board (ISSB)

Est. 2021 by IFRS
Foundation, formally
consolidating CDSB and

International Financial
Reporting Standards
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aspects of an organization's performance
can be assessed. Examples of these include
corporate governance, risk and crisis
management, business ethics, and policy
influence — four areas that are defined
areas of consideration for E&C officers:

Corporate governance: E&C leaders are
responsible for instilling clear and actionable
governance frameworks and practices that
transcend enterprise compliance issues.
E&C officers often hold specific positions

in risk-related committees, giving the
organization a certain lens of supportin
reviewing the materiality and prioritization
of various ESG risks.

Risk and crisis management: E&C
practitioners are pivotal in the proactive
business continuity measures in preparation

Global Reporting
Initiative (GRI)

Est. 1997 in Boston, MA,
with roots in the non-profit
organizations CERES and
the Tellus Institute

Value Reporting
+——— Foundation

Est. 2021 by SASB and IIRC

to merge efforts

internationally

T

|

Carbon Disclosure
Project (CDP)

Est. 2000m at 10 Downing
Street as "first platform to
leverage investor pressure
to influence corporate
disclosure on
environmental impact”

Compliments

Sustainability Accounting
Standards Board (SASB)

Est. 2000m at 10 Downing
Street as "first platform to
leverage investor pressure
to influence corporate
disclosure on
environmental impact"

Establishes

Consolidates

International Integrated
Reporting Council

Est. 2010 in response to the
global financial crisis by
GRI, the International
Federation of Accountants,
and The Price of Wales'
Accounting for
Sustainability Project

—————— Influences

of significant events and equally involved
in root cause analysis in the aftermath
of a crisis.

Business ethics: E&C sets the tone for
the organization with targeted training,
communication, and cornerstone policies
including codes of conduct.

Policy influence: E&C provides specific
governance and oversight in the creation
and maintenance of corporate policies

touching many areas of the organization.

Specific to ESG and sustainability-related
activities, E&C often collaborates closely
with other functions like the Corporate
Secretary and Legal in providing governance
and oversight in the execution of
sustainability reporting.
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- .
How can E&C functions get started? / : /

* Establish and bring E&C into
involvement of a disclosure
committee

* Conduct benchmarking relevant
to governance

* Develop policies and frameworks
for standardizing intake of
regulatory information to
avoid eventual misalignment of
obligations and ownership

In this increasingly complex regulatory
and public environment for meeting
sustainability standards, corporate
compliance programs are well-
positioned to provide structure

and accountability in several ESG
facets. Corporate governance, crisis
management, and policy influence

are just the tip of the iceberg for
compliance professionals.

Compliance officers can help play

a pivotal role in risk detection and
management, ethically identifying and
mitigating misconduct related to ESG,
and promoting employee engagement
and driving business outcomes. Adding
a seat at the ESG table for compliance
is a strategic choice that can drive
integration and collaboration across
business functions. This can enable
organizations to progress toward

ESG obligations and ambitions with a
risk-based approach.




Let's talk

Howard Friedman

Managing Director | Regulatory & Operations Risk
Deloitte Risk & Financial Advisory

Deloitte & Touche LLP

hfriedman@deloitte.com

Raghav Mathur

Manager | Regulatory & Operations Risk
Deloitte Risk & Financial Advisory
Deloitte & Touche LLP
rmathur@deloitte.com

Connor Murphy

Senior Consultant | Regulatory & Operations Risk
Deloitte Risk & Financial Advisory

Deloitte & Touche LLP
connmurphy@deloitte.com

Endnotes

1. Deloitte Utility CCO June 2023 Roundtable

2. Greenwashing: Promising the earth.

Unpacking ethics and compliance’s role in Environmental, Social and Governance (ESG)



Deloitte.

This document contains general information only and Deloitte is not, by means of this
document, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This document is not a substitute for such professional
advice or services, nor should it be used as a basis for any decision or action that may
affect your business. Before making any decision or taking any action that may affect
your business, you should consult a qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on
this document.

As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of
Deloitte LLP. Please see www.deloitte.com/us/about for a detailed description of our
legal structure. Certain services may not be available to attest clients under the rules
and regulations of public accounting.

Copyright © 2024 Deloitte Development LLC. All rights reserved.



