
© 2022 - The Institute of Internal Auditors - Australia

Whitepaper

The Benefits of 
Addressing ESG 
Risk

January 2022

Level 5, 580 George Street, Sydney NSW 2000  |  PO Box A2311, Sydney South NSW 1235 

T +61 2 9267 9155  F +61 2 9264 9240  E enquiry@iia.org.au  www.iia.org.au

Connect Support Advance



© 2022 - The Institute of Internal Auditors - Australia 2

The Benefits of Addressing ESG 
Risk

Contents

Background 2

- Purpose 2

- Background 2

Discussion 3

- Issue 3

- History 3

- Benefits 4

- Mechanisms 4

- The role of Internal Audit 5

Conclusion 6

Bibliography and References 6

Purpose of White Papers 6

Author’s Biography 6

About the Institute of Internal Auditors–Australia 7

Copyright 7

Disclaimer 7

Background

Purpose

This White Paper has been written to provide an embryonic 

framework and roadmap blueprints for assessing 

Environmental, Social and Governance (ESG) risks 

within organisations. The White Paper outlines benefits 

of assessing ESG risk and maximising the benefits for 

organisations in terms of performance and social good. 

Background

ESG can mean different things to different people. Similar 

to the ‘faces / vase’ picture you might be familiar with – 

what you see depends on you, the way you look at it, and 

what you want to see. 

ESG refers to the three distinct, but congruent, pillars being 

Environmental, Social and Governance.

ESG Pillars

Environmental

 › Sustainability.

 › Water usage 

and water 

safety.

 › Deforestation.

 › Use of natural 

resources.

 › Waste and 

pollution.

 › Greenhouse 

gas emissions 

and climate 

change.

Social

 › Social 

responsibility.

 › Community 

support.

 › Health and 

safety.

 › Relationships 

with 

employees, 

suppliers, 

customers 

and 

communities.

 › Equal 

opportunity 

and diversity.

 › Economic 

inclusion.

 › Stakeholder 

opposition. 

 › First Nations 

people.

 › Modern 

slavery and 

workers.

 › Modern 

slavery 

in supply 

chains.

 › Heritage 

destruction.

 › Animal 

welfare.

Governance

 › Transparent 

and 

accountable 

corporate 

governance.

 › Internal 

controls and 

assurance.

 › Responsible 

corporate 

behaviour 

and ethical 

decision-

making.

 › Executive 

remuneration.

 › Shareholder 

rights and 

board 

diversity.

 › Responsible 

marketing 

and 

advertising.

 › Illegal 

business 

activities.

 › Corruption 

and bribery 

at home and 

international 

operations.

 › Wage theft.

ESG involves a number of concepts and factors which are 

interrelated, but not always clearly defined. There is no 

universally agreed view of the factors within each pillar, 

and the subject can be overwhelming, particularly for 

those driving positive change. So where do you start?
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An organisation should start by considering its 

stakeholders and what they regard as making up 

Environmental, Social and Governance factors and 

how these factors translate to an organisation. An 

organisation’s stakeholders go beyond its owners, or 

employees to its customers, its suppliers, and to the 

government and citizens of the places in which it operates.

At its heart, ESG is about responsible business. 

Businesses often have different motivations for embracing 

ESG such as managing reputational risk or seizing 

opportunities for growth, but considerations are becoming 

increasingly pervasive in business decision-making – 

whether leaders fully recognise it as ESG related or not.

Globally the world is sitting up and taking notice of ESG, 

not only from the benefits it provides to organisations, 

investors and stakeholders, but also to the positive impacts 

experienced by the community, both locally and globally. 

This White Paper describes the ESG journey and how the 

internal auditor can contribute to the bigger picture of 

Environment, Social and Governance impacts on all our 

lives. 

Discussion

Issue

There is not one, specific reason for organisations to 

engage with ESG. Different businesses interact with the 

concept in different ways, and this issue is exacerbated 

when observing the difference between markets and 

industry sectors. For instance, the issue of ‘environmental 

impact’ may vary between the ‘Real Estate’ and ‘Oil, Gas 

and Consumable Fuel’ sectors – as the latter is directly 

associated with extracting fossil fuels which are identified 

as a key contributor to global greenhouse gas emissions.

For this reason, it can be a complex area particularly for 

Boards and decision-makers to consider and address 

ESG exposures and rewards, and the mechanisms to 

identify risks. Consequently, developing a mechanism 

to recognise, agree upon, quantify and report ESG 

components can be a difficult process.  Nevertheless, it is 

ultimately rewarding to do so.

History

To begin the ESG journey, we should look at the significant 

evolution of awareness from the 1990s to the present day. 

The diagram below outlines key stages.

Source: Presentation to the Institute of Chartered Accountants I 

England and Wales (ICAEW) by Ken De Negri on 4 June 2021

Earth 

Summit

United Nations, Rio de Janeiro, Brazil 1992

GRI Global Reporting Initiative 1997

CDP Carbon Disclosure Project 2000

PRI Principles for Responsible Investment 2005

CDSB Climate Disclosure Standards Board 2007

SASB Sustainability Accounting Standards Board 2011

TCFD Taskforce on Climate-Related Climate 

Disclosures, Financial Stability Board (FSB)

2015

WDI World Development Indicators 2016

Evolution, vision and focus of these frameworks has 

grown to a broader spectrum, expanding from a singular 

focus on Environment to the broader ESG.  The focus 

on environmental factors, particularly climate change 

resilience and adaptation, energy and carbon intensities, 

was the spearhead for ESG.

Social factors are fast becoming front of mind for 

organisations. They started with Workplace Health Safety 

and evolved to incorporate employee wellbeing and 

diversity. The social pillar has recently been strengthened 

with the requirement to assess labour condition risks 

such as modern slavery in the supply chain. It is easy to 

overlook supply chain management as it is not completely 

within an organisation’s control – however it is crucial to 

be aware of such factors and how this plays a part in the 

global community.

Governance is pivotal for an organisation to get right, 

and indeed critical in establishing frameworks that will 

underpin both environmental and social factors being 

understood within organisations. Current focus remains 
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heavily on shareholder rights and board structures, 

however ESG accountability, oversight and perception are 

becoming standing agenda items at strategic governance 

forums. 

Although this is not a prescriptive list of factors, 

understanding these broad considerations and how they 

translate to organisations is how you will be able to define 

your ESG factors. 

Benefits

Knowing what ESG means in your organisation is about 

knowing your stakeholders. Research (Henisz, et al., 2019) 

finds ESG links to value creation in five important ways: 

1. Investment and asset optimisation – By investing 

resources into understanding your ESG factors, 

organisations will see a better return on capital 

allocation in the long-term and will be less likely to 

suffer ‘stranded assets (assets that have suffered from 

unanticipated or premature write-downs, devaluation 

or conversion to liabilities).

2. Reduce the likelihood of regulatory or legal actions 

– Managing ESG factors will support compliance 

with regulatory requirements, grow organisational 

reputation with public stakeholders, and make the 

organisation less susceptible to fines, penalties or 

lawsuits.

3. Reduce operational costs – Particularly on the E side 

where energy and water consumption awareness can 

result in cost savings for organisations. This is often 

supported by government initiatives.

4. Top line growth – Seeing ‘Business to Business’ or 

‘Business to Customer’ stakeholder preferences swing 

your way as you have managed and disclosed your 

ESG considerations. This allows for increased growth, 

but also better access to resources as communities. 

Rather than losing your stakeholders through poor 

management of your ESG factors, even governments 

will be more likely to back your organisation.

5. Productivity – It has been suggested that employee 

satisfaction correlates positively with shareholder 

returns – Fortune’s ‘100 Best Companies to Work For’ 

have a higher stock return than their peers of between 

2.3% and 3.8% per annum over 25 years. 

Mechanisms

Addressing ESG issues allows organisations to realise 

increased returns and attract greater interest, investment 

and support from private investors and shareholders. 

Specific activities include:

Improved environmental performance

General improvement of environmental performance 

including an increase in operational and therefore financial 

efficiency and effectiveness, In addition to obtaining 

reportable positives, improved performance can appeal 

to stakeholders. Affirmative action plans can demonstrate 

a ‘step in the right direction’ and progress towards a 

communal goal of sustainability. It can be a powerful tool 

for reputation enhancement or getting ahead of the policy 

curve, especially when it is not a legislative requirement.

Improved employee health and wellbeing

Focus on employees and their wellbeing will not only 

likely lead to a happier and healthier workforce. In the 

words of author Simon Sinek – “Happy employees lead 

to happy customers, and happy customers lead to happy 

shareholders”. This could also improve the perceived 

culture of the organisation. Employees that buy into a 

vision, ethos and purpose have a desire to remain and 

grow their own skills in support of their organisation. 

Increased stakeholder engagement

Typically, stakeholders that feel listened to also engage 

more. This means additional views, thoughts, opinions and 

visions can be considered to drive strategic direction.

Access to alternative funding

Some new funding options could become available to an 

organisation, including from government grants and from 

investors generally. Similarly, buying into a vision will 

likely lead to further investor opportunities.

Improved transparency of supply chain risks

Transparency builds trust – and it also emphasises that 

efforts, time and resources have been expended to 

investigate the treatment of people and the environment to 

consider where supplies have been sourced. 
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Attracting the ‘ethical consumer’

The rise of the ethical consumer now means 

prospective customers and clients actively seek out 

businesses marketing products or services as ‘ethical’ 

or ‘green’. However, businesses must be careful about 

‘greenwashing’ contributing to ESG complexity. The term 

‘greenwashing’ refers to a ‘smoke and mirrors’ approach 

which can make an organisation’s activities seem socially 

ethical and ecological, when in reality it is not.  Engaging 

in ‘greenwashing’ risks an adverse response from 

stakeholders.

Reporting

A wide range of constituencies including investors, 

companies, policy makers, regulators, non-government 

organisations and civil society use corporate 

sustainability reporting to inform a wide range of decisions 

(Sustainability Knowledge Group, 2021). 

A dynamic ecosystem of organisations has evolved 

to meet these various information needs. Disclosure 

standards and frameworks, including those developed by 

the Sustainability Accounting Standards Board (https://

www.sasb.org), are the seeds of this ecosystem. They 

facilitate the disclosure of comparable, consistent, and 

reliable ESG information. Using this information, data 

providers and rating agencies can build tools, analytics, 

and resources for capital markets.

When liaising with boards and key decision makers in 

determining their ESG vision, ethos and objectives we need 

to ask probing questions (Deiso, 2020), such as:

 › Have they considered: 

 › Validity of any ESG risk assessment matrices, 

metrics and dashboards?

 › Whether there has been a comprehensive 

assessment to identify risks not previously 

considered?

 › How investors, customers and other significant 

stakeholders consider ESG ratings?

 › Is the organisation genuinely interested in progress 

on ESG risks and providing appropriate resources, or 

has this become an add-on responsibility for existing 

employees?

The Role of Internal Audit

The IIA-Australia publication Internal Audit In Australia 

(Turner & Cox, 2020) describes the role of internal audit 

as “providing risk-based review of the effectiveness of 

governance, risk management and control processes” 

(p12).  ESG risks are clearly a part of the scope of internal 

audit activity.  Particular activities include:

 › Considering the efficiency, effectiveness, economy, 

and ethics of business activities; and

 › Ensuring that assets are safeguarded.

This inclusion of ESG risks will include consideration of 

supply chains and of stakeholder engagement. Internal 

audit should “[advise] management what it needs to know, 

when it needs to know it” in relation to these risks.

Indeed, a 2021 survey of chief audit executives in the UK 

and Europe indicate that “22% of chief audit executives 

cited climate change and environmental sustainability as 

one of their organisation’s top five risks, a more than 50% 

increase on the 14% who said the same in the previous 

year’s survey” (European Confederation of Institutes of 

Internal Auditors, 2020, p. 5). 

The climate is changing in the role of internal audit – 

towards being a trusted advisor, influencing and supporting 

strategic decision-makers. This can be achieved by 

internal audit:

 › Raising ESG risk awareness with audit committees and 

boards.

 › Being aware of opportunities to improve efficiency 

and effectiveness.

 › Assisting the organisation to achieve its strategic 

direction and deliver purpose.

 › Assisting delivery of risk management solutions, risk 

registers and risk assessments.

 › Promoting awareness of transition risk to assist the 

organisation to beat the curve as policy implications 

and the need to change becomes more apparent.

 › Ensuring climate-related risks receive consideration as 

potential internal audit topics.

 › Focusing more on climate risk to ensure organisations 

are adequately prepared.

 › Upskilling and becoming ‘climate competent’ to assist 

the organisation achieve its strategic objectives.
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Conclusion

This White Paper has outlined ESG benefits, but why is 

that important to internal auditors? There are three key 

reasons:

 › As trusted advisors, it is within our field of influence to 

support our organisation to promote improvements in 

efficiency and business practices. Internal auditors are 

well placed to advise on ESG risk and how addressing 

ESG can support achievement of strategic objectives.

 › Internal auditors are exposed to a wide sphere of 

organisational activities, so have a wide reach of 

internal stakeholders to elicit their vision, ethos and 

purpose. Understanding this can assist organisational 

continuity and provide common ground to promote 

improvement.

 › Knowing what to do is part of the puzzle – knowing 

how to do it can be far more of a challenge. Poor 

execution can derail the good intentions of projects. 

With the skills, knowledge and experience of internal 

audit, there is an opportunity to support delivery of 

initiatives through ESG assessments and promoting 

improvement opportunities. 

It is clear we have come a long way since the Earth 

Summit of 179 countries in Rio de Janeiro in 1992. 

Organisations are moving to improve their contribution. 

Forbes stated that a report by UN Global Compact makes 

the case that “that embedding environmental, social 

and governance factors in capital markets makes good 

business sense and leads to more sustainable markets 

and better outcomes for societies” (Georg Kell, Forbes, 

2018).

From an environmental perspective and the alarming 

conclusions drawn from the recent Intergovernmental 

Panel on Climate Change (IPCC) report (https://www.

ipcc.ch/), it is clear the world is demanding action. This 

is something we can all play a part in across each of the 

pillars: the E, the S and the G.
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About the Institute of Internal Auditors–
Australia

The Institute of Internal Auditors (IIA) is the global 
professional association for Internal Auditors, with global 
headquarters in the USA and affiliated Institutes and 
Chapters throughout the world including Australia.

As the chief advocate of the Internal Audit profession, 
the IIA serves as the profession’s international standard-
setter, sole provider of globally accepted internal auditing 
certifications, and principal researcher and educator. 

The IIA sets the bar for Internal Audit integrity and 
professionalism around the world with its ‘International 
Professional Practices Framework’ (IPPF), a collection of 
guidance that includes the ‘International Standards for the 
Professional Practice of Internal Auditing’ and the ‘Code of 
Ethics’.

The IIA-Australia ensures its members and the profession 
as a whole are well-represented with decision-makers and 
influencers, and is extensively represented on a number 
of global committees and prominent working groups in 
Australia and internationally.

The IIA was established in 1941 and now has more than 
200,000 members from 190 countries with hundreds of 
local area Chapters. Generally, members work in internal 
auditing, risk management, governance, internal control, 
information technology audit, education, and security.
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Some of this is the intellectual property of the author, some 
is owned by the Institute of Internal Auditors–Global or the 
Institute of Internal Auditors–Australia. Some material is 
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Disclaimer

Whilst the Institute of Internal Auditors–Australia has 
attempted to ensure the information in this White Paper is 
as accurate as possible, the information is for personal and 
educational use only, and is provided in good faith without 
any express or implied warranty. There is no guarantee 
given to the accuracy or currency of information contained 
in this White Paper. The Institute of Internal Auditors–
Australia does not accept responsibility for any loss or 
damage occasioned by use of the information contained in 
this White Paper. 


