STANTON CHASE

The Evolving Role of
the CFO: How Finance
Leaders Are Taking the
Lead in ESG
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Discover the significance of ESG for CFOs,
identify key ESG metrics that CFOs should
prioritize, and learn more about the latest ESG
developments that CFOs should be aware of.
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A 2021 UN warning made it clear that we can no longer stop climate change; the only thing we
can do is slow it down to reduce its impact over the long term. Consequently, several countries
pledged to reduce their carbon emissions by 2050, with some pledging to be net zero by or
before then. Sweden and Germany created legally binding targets to be net zero by 2045. France,
Ireland, Fiji, Denmark, Spain, Hungary, Japan, Korea, Canada, New Zealand, and Luxemburg have
set their targets for 2050.

As the corporate world has accepted that there is no Planet B, ESG has become a mainstay. By
its very nature, ESG also covers governance and social issues, but in 2023 its primary focus is
on environmental sustainability. As the most recent World Economic Forum Global Risks Report
highlighted, climate change is a “our house is on fire” situation that demands our full attention.

Aside from being crucial to avoid a climate disaster, ESG is also becoming a badge of honor for
businesses. A major purpose of ESG reporting is to illustrate that compliant businesses strive
to make a positive impact on the world, often prioritizing the good they can do over their own
bottom line.

The truth of the matter is that full ESG compliance is not out of reach for any company in any
industry. In fact, the top-rated US company in terms of ESG score is Worthington Industries, a
global diversified metals manufacturing company. Worthington Industries has an ESG score of
75.82. Close on its heels is J.B. Hunt Transport Services, a transportation and logistics company,
with a score of 73.09.

A company’s ESG score ranges from 0-100 and allows investors to compare its performance to
its competitors. A score of less than 50 represents poor performance, and a score of more than
70 represents excellent performance.

One thing is clear: ESG is here to stay, and it is growing in importance, but ESG doesn’t happen
on its own. It needs committed executives to champion it. Enter the CFO.


https://www.reuters.com/business/environment/un-sounds-clarion-call-over-irreversible-climate-impacts-by-humans-2021-08-09/
https://www.visualcapitalist.com/sp/race-to-net-zero-carbon-neutral-goals-by-country/
https://www.weforum.org/reports/global-risks-report-2023/
https://www.weforum.org/agenda/2020/01/greta-speech-our-house-is-still-on-fire-davos-2020/
https://www.weforum.org/agenda/2020/01/greta-speech-our-house-is-still-on-fire-davos-2020/
https://www.investors.com/news/esg-companies-list-top-100-esg-stocks-2022/
https://www.investors.com/news/esg-companies-list-top-100-esg-stocks-2022/
https://www.investors.com/news/esg-companies-list-top-100-esg-stocks-2022/
https://corpgov.law.harvard.edu/2017/07/27/esg-reports-and-ratings-what-they-are-why-they-matter/
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Understanding the Importance of ESG for
CFOs

Not too long ago, the role of a CFO mainly involved overseeing cash flow, creating financial plans,
and identifying any financial strengths and weaknesses within the company. However, things have
changed in recent years. CFOs are increasingly expected to be leaders in sustainability and ESG
matters within their organizations. As organizations contend with perceptions of “greenwashing”,
or even “greenhushing”, front-line accountability often resides with the CFO. In fact, data shows
that more than two-thirds of CFOs are now responsible for their company’s ESG compliance and
reporting, and more than 200 CFOs from a selection of 8,000 companies mentioned ESG during
their quarterly earnings calls (as shown in figure 1).

CFOs talk ESG

The number of mentions of the term "ESG" by chief financial officers at global companies during quarterly
earnings calls
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Note: Data covers about 8,000 companies globally.

Figure 1. Source: Sentieo.


https://www.accenture.com/_acnmedia/PDF-145/Accenture-CFO-Now-Research-2021-FullReport.pdf
https://www.wsj.com/articles/esg-metrics-help-cfos-attract-new-investors-reduce-costs-11612780321
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This is not surprising, as finance teams already possess many of the skills necessary to drive
ESG outcomes, such as monitoring and reporting, cost optimization, and risk management. The
numbers show that when a CFO takes on the responsibility of developing ESG programs, it leads
to a stronger alignment with the company’s objectives, as much as 26-29% more (as shown in
figure 2).

When CFOs help develop ESG programs, the result suggest
greater alignment with critical company objectives.

Alignment between company practices and strategic and financial objectives, by CFOs involvement |
% of respondents

Il Completely or very aligned [l Somewhat aligned M Slightly or not aligned at all
Environmental practices Social practices Governance practices
65 25 10 69 31 83 161

CFO personally
involved

-26 percentagepoints (pp)
44 L7, 40

-20 pp

63 28 9
CFO not personally
involved

We define involvement as a CFO being personally involved in developing environmental, social, and governance (ESG)
programs or practices.

Figure 2. Source: McKinsey & Company.

Of course, taking on extra responsibilities related to ESG can be challenging for CFOs. They must
find a way to balance long-term sustainability goals with the need to meet short-term financial
targets. It is a delicate balance. A CFO is also required to foster even more cooperation with other
functional areas across the organization when overseeing ESG in order to obtain the appropriate
data for measuring and reporting, identify areas where ESG performance can be improved, and
drive change throughout the entire company.

In addition to managing conflicting interests, a CFO’s role in ESG management requires them
to be knowledgeable of a variety of ESG topics. For CFOs to stay ahead of ESG trends and
developments, they must constantly upskill and update their knowledge. Faced with an ever-
evolving ESG landscape, continuous professional development and education are a must.


https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/mastering-change-the-new-cfo-mandate
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“Faced with an ever-
evolving ESG landscape,
continuous professional
development and education
are a must.”

Most commonly, the CFO’s role in an organization’s ESG initiatives involves ensuring compliance
with relevant regulatory and policy frameworks, as well as setting and achieving the organization’s
ESG objectives. Countries, industry regulators, and stock exchanges are increasingly
incorporating stricter ESG compliance and reporting requirements into their regulations and laws
as investors, consumers, and voters push for more effective safeguards to be put in place to
protect the environment, communities, and economies (as shown in figure 3).

The Number of Global ESG Regulations is Increasing
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Figure 3. Source: UN Principles for Responsible Investment, ESG Regulation
Database.
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The role of the CFO in an organization’s ESG initiatives has expanded beyond traditional internal
responsibilities. Historically, CFOs were primarily responsible for communicating financial
performance to external stakeholders such as investors, consumers, and the broader market.
However, with increasing focus on ESG, beyond their accountability to the Board and Audit
Committee, CFOs must now also report on the company’s progress on ESG issues and initiatives
to external stakeholders, and quite often activist investors, who are increasingly considering

ESG factors in their investment and resource allocation decisions. The failure to demonstrate

a commitment to ESG can result in reputational risks, financial consequences, not the least of
which is eroded access to capital, and loss of business and market share as more and more
consumers demand sustainable practices.

Failing to meet ESG standards not only puts companies at risk of losing investors and consumers,
but also of losing future talent. A recent study by WeSpire found that Generation Z prioritizes
purpose over compensation, meaning that younger employees are more likely to seek out
companies that align with their values and contribute positively to the world, as shown in figure

4. This trend is expected to continue, with future generations placing even greater importance

on environmental and social responsibility in the workplace. As a result, not complying with ESG
standards could lead to challenges in attracting and retaining top talent for companies in the long
term, regardless of the salary or benefits offered.


https://www.forbes.com/sites/afdhelaziz/2020/03/07/the-power-of-purpose-the-business-case-for-purpose-all-the-data-you-were-looking-for-pt-2/?sh=50fd3f483cf7
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Two in three (68%) feel anxious
due to the high mental health
burden of climate change

i

One in three (31%) would turn
down roles in companies with
poor ESG credentials

=7

Over half (54%) would take a pay
cut to work for a business that
reflects their ethics

Six in ten (59%) said they would
stay longer with a company that
had ESG commitments

Half of people (47%) said they
would be more productive
working in an organisation with
strong ESG commitments

Figure 4. Source: Bupa.

In spite of these challenges (or rather, as a result of them), the CFO’s leadership in ESG matters
is more important than ever before. Through full ESG engagement, CFOs can not only mitigate
risks and enhance the public’s perception of their company, but also contribute to the creation of

a more sustainable future.
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The Role of CFOs in ESG

It is important to understand that incorporating ESG into the CFO role touches on several key
areas that can have a significant impact on your organization.

e Stakeholder relations: We briefly mentioned this responsibility in the previous section of

this white paper; however, it bears repeating. As ESG leaders, CFOs are not only responsible

for communicating their organization’s ESG performance to its stakeholders, but they are also
responsible for trying to understand their ESG concerns and priorities so that ESG initiatives can
be shaped around them.

¢ Risk management: As the financial stewards of their organization, CFOs are expected to be
adept at managing financial risks, however, something that may not be top of mind is that not
adhering to ESG standards can also pose a financial risk in and of itself. There must also be

a deep appreciation of the risks associated with engaging in practices that are harmful to the
environment or lack social responsibility, given the potential negative impacts on stock price and
customer loyalty. More broadly, CFOs must be cognizant of the legal repercussions, including
fines or lawsuits, if their organization is found to be in violation of laws intended to protect the
environment or promote diversity.

¢ Long-term financial performance: ESG is not a fad; it is a long-term business imperative.
Often when we talk about sustainability in business, we mean the business’s continued ability

to be a profit-bearing entity. However, when it comes to ESG, sustainability of the environmental
kind can also contribute to improved financial outcomes. The reason for this is quite logical: more
than three quarters of consumers have indicated a company’s ESG performance impacts their
buying habits. Companies that are good global citizens, who care about their employees, their
communities, and their environments, are likely to pick the financial fruits of their labors.

¢ Financial advisory: ESG initiatives and investments do not come without a cost attached.
However, CFOs are perfectly positioned to be able to assess whether the cost of any particular
ESG initiative is worth it for the company involved in terms of return on investment. As an ESG
leader, one of the CFOs main tasks is identifying financially viable ESG initiatives.

e Efficiency and cost savings: Implementing ESG initiatives usually comes with initial financial
investment, but it is important to note that many of these initiatives can ultimately lead to cost
savings. For example, a CFO who develops a plan to reduce a company’s energy consumption or
water usage will not only be contributing to the company’s sustainability goals but drive tangible
cost savings. Similarly, fleet costs can be reduced by setting fuel reduction targets, production
processes can be made more efficient to decrease raw material wastage, and companies can
decrease their carbon footprint by investing in renewable energy production, which can also lead
to long-term cost savings.


https://www.stantonchase.com/developing-a-culture-of-esg-and-the-emergence-of-chief-esg-officers-3/
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All'in all, CFOs can help their organizations be more financially successful and socially and
environmentally responsible by viewing their role through an ESG lens and keeping sustainability,
diversity, equity, and good corporate governance top of mind.

Metrics in CFO-Led ESG

A CFQO’s ESG strategy should consider several metrics. The most pertinent ones include:

e Carbon emissions: When it comes to fighting the battle against climate change, no metric

is more important than measuring a company’s greenhouse gas (GHG) emissions. This

metric is derived by measuring the greenhouse gases (GHGs) emitted during the course of an
organization’s operations. It should include considerations regarding GHGs produced during
manufacturing, logistics and transportation, the GHG emissions produced by suppliers, and as a
result of any office spaces being utilized by the company.

e Water usage: If your organization operates in a water scarce country like Cyprus or Qatar,

you are likely already familiar with the importance of keeping a finger on the pulse of your
organization’s water consumption. However, in an age where ESG is being integrated with the
CFO role, it is crucial that all CFOs, regardless of their location, take note that water usage

and water wastage will impact their ESG outlook and the public’s perception of their business,
especially as climate change continues to drive water scarcity. Where possible and feasible, CFOs
should consider how they can engage across the organization to implement measures to reuse
water or reduce unnecessary water usage.

e Waste reduction: After considering water usage and greenhouse gas emissions, the next
logical ESG consideration is waste. CFOs who have been tasked with becoming ESG leaders
need to consider ways that their organization’s waste can be reduced, reused, or recycled. In
cases where waste can be reused or recycled, being mindful of waste reduction may also lead to
a positive financial outcome. This is also true of general waste reduction which would lead to a
decrease in disposal costs.

* Employee diversity and inclusion: As we mentioned earlier, all ESG role-players need

to continuously remind themselves that ESG is about more than just environmentalism.
Consequently, CFOs filling this function need to task themselves with fulfilling the ‘S’ part of ESG
too: social responsibility. This can be achieved by setting and tracking employee diversity and
inclusion goals. To further enhance the accountability for these initiatives, it is also advisable to
make these goals available to your organization’s stakeholders. CFOs can track metrics such as
the percentage of women and minorities in leadership positions, as well as employee retention
and satisfaction rates.
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e Supply chain sustainability: Recently, supply chain shortages have been one of the common
concerns across many industries. This is understandable considering the urgency that a dwindling
supply chain can create. However, ease of supply is not the only thing companies should
consider when thinking about their supply chains; they also need to consider their supply chains’
sustainability and their suppliers’ ESG impact. CFOs taking the lead as ESG professionals should
consider tracking metrics like the number of materials being sourced from sustainable resources
and whether or not suppliers are meeting the organization’s predetermined ESG expectations and
standards.

As a CFO, being an ESG leader begins with measuring key ESG metrics, setting improvement
goals, and ensuring company-wide buy-in that supports each. It is important to note, however,
that there are still additional considerations that need to be taken into account.

The first of these considerations is the fact that CFOs will be expected to report on their ESG
performance. Fortunately, there are a variety of platforms and tools CFOs can access to make
this reporting easier, namely internal systems like sustainability reporting software and external
platforms like the Dow Jones Sustainability Index. What gets measured gets managed.

Choosing an ESG framework to use as a measure of progress is crucial before starting the
reporting process. There are currently two primary frameworks - the Global Reporting Initiative
(GRI) and the Sustainability Accounting Standards Board (SASB). Despite being the most
common, the GRI and SASB are by no means the only ESG frameworks out there. There are also
the Carbon Disclosure Project (CDP) and the Climate Disclosure Standards Board (CDSB). The
best framework (or frameworks) for your organization will depend on its unique needs and goals.

“What gets measured
gets managed.”

10



https://www.globalreporting.org/
https://www.globalreporting.org/
https://www.sasb.org/
https://www.cdp.net/en
https://www.cdsb.net/
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Recent ESG Developments CFOs Need
to Be Aware Of

It would be an understatement to say that the realm of ESG is developing at lightspeed. That also
means that CFOs who act as ESG leaders need to make a concerted effort to stay up to date with
the latest ESG news. At the start of 2023, the most pertinent ESG developments are:

e The EU Taxonomy for Sustainable Activities: The EU Taxonomy for Sustainable Activities
came into effect at the beginning of 2023. This system aims to clarify and classify which

business can be considered “green” in the context of the European Green Deal to further avoid
greenwashing. Under this system, listed companies with 500 employees or more will need to
disclose what they are doing to meet the EU’s sustainability criteria. This measure was introduced
to curb the recent instances of greenwashing that saw companies like the DWS Group being
investigated for overstating their ESG credentials.

e The EU CSRD: In November 2022, the European Parliament and the European Council finalized
the corporate sustainability reporting directive (CSRD) that aims to address shortcomings in the
existing rules on the disclosure of non-financial information relating to sustainability. The directive
amends the 2014 non-financial reporting directive and introduces more detailed reporting
requirements for large companies to report on sustainability issues such as environmental rights,
social rights, human rights, and governance factors. The CSRD also requires certification for
sustainability reporting and improves accessibility of information by requiring its publication in a
dedicated section of company management reports. The directive will be implemented in three
stages starting in January 2024.

e The SEC’s Proposed ESG Rules: In March of 2022, the US Securities and Exchange
Commission (SEC) proposed a batch of new rules that would require registered companies to
make thorough and accurate climate-related disclosures in their SEC filings. These disclosures
would need to contain information about the companies’ greenhouse gas emissions, the progress
made on any publicly announced climate or sustainability goals, and the management protocols
being put in place to ensure sustainability.

It is likely that other regulatory bodies and countries will soon follow suit in implementing rules
and policies that mandate the honest reporting of ESG metrics in order to safeguard not only the
environment, but also the interests of consumers and investors.

11


https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-taxonomy-sustainable-activities_en
https://www.consilium.europa.eu/en/press/press-releases/2022/11/28/council-gives-final-green-light-to-corporate-sustainability-reporting-directive/
https://www.sec.gov/news/press-release/2022-92
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CFOs Are at The Intersection of Sustainability
and Finance

As the world awakens to the importance of sustainability, CFOs find themselves in the driver’s
seat of evaluating the financial impact of their company’s green initiatives. They have the tools
and the expertise to dig into the numbers and understand both the financial and non-financial
outcomes of their sustainability efforts.

However, it is not just about crunching numbers; CFOs have the power to help reimagine their
company’s approach to sustainability and chart a course toward a more sustainable future. They
can also build efficient data infrastructure and rally cross-functional teams to tackle sustainability
challenges head-on.

When it comes to communicating a company’s sustainability performance to stakeholders, CFOs’
unique insights into the convergence of sustainability and financial performance make them the
ultimate ESG ambassadors.

“CFOs have got the tools and
the expertise to dig into the
numbers and understand
both the financial and non-
financial outcomes of their

sustainability efforts.”
12
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https://www.stantonchase.com/consultant/christian-ehl/
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About Stanton Chase

Stanton Chase ranks among the world’s top 10 executive search firms. It has been a
market leader for executive search and leadership consulting since 1990.

Stanton Chase operates through focused industry practice groups, each led by a global practice
leader who is an industry expert. As an international firm with operations in over 45 countries,
Stanton Chase provides both a global perspective and local insight.

Stanton Chase’s experienced global consultants can help you every step of the way, whether you
are looking for the best talent or making sure your leadership team is as effective as possible. Our
core services include executive search, executive assessment, succession planning, and board
services.

For more information, visit www.stantonchase.com or follow us on Linkedin, Twitter, or Facebook.

14


http://www.stantonchase.com/
https://www.linkedin.com/company/stanton-chase-international/
https://twitter.com/StantonChase
https://www.facebook.com/stantonchaseinternational/

STANTON CHASE

Asia/Pacific
Auckland - Bangalore - Beijing - Chennai
Hong Kong - Kuala Lumpur - Mumbai - New Delhi
Perth - Seoul - Shanghai - Singapore - Sydney - Tokyo

Europe, Middle East, Africa
Amsterdam - Athens - Belgrade - Brussels - Bucharest
Budapest - Copenhagen - Dubai - Diisseldorf - Frankfurt
Helsinki - Istanbul - Johannesburg - Lagos - Lisbon
London - Lyon - Madrid - Milan - Oslo
Paris - Porto - Prague - San Sebastian - Sofia

° Stockholm - Stuttgart - Vienna - Warsaw - Zurich
L1) e o L1)
Ll

° ° Latin America
° Bogota - Buenos Aires - Lima - Mexico City
Montevideo - Panama City - Santiago - S&o Paulo

North America
° Atlanta - Austin - Baltimore - Birmingham
o oo Boston - Calgary - Chicago - Dallas - Detroit - Houston
. Los Angeles - Miami - Nashville - New York
Philadelphia - Raleigh - San Francisco
Toronto - Washington, D.C.

Your Leadership Partner



