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Flash Commentary: ESG Investing

Department of Labor:
ESG Compatible with Fiduciary Duty
The Department of Labor (DOL) has affirmed that incorporating environmental,
social and governance (ESG) factors into investments is compatible with the
fiduciary duty of plan sponsors covered under the Employee Retirement Income
Securities Act (ERISA).

©Gary He/US DOL

According to DOL Interpretive Bulletin 2015-01, ERISA does not preclude plan
sponsors from incorporating Environmental, Social and Governance (ESG)
considerations into investment decisions, as long as those decisions do not
hamper portfolio returns or impose additional risk on the plan. Plan sponsors are
bound by a fiduciary duty to act prudently and in the best economic interests of
plan participants, particularly with respect to portfolio risk and return.
Cornerstone Capital Group has explored the range of ESG strategies available to
fiduciaries in our ESG Essentials – A Guide for Investors report. Although many
large institutions have used these strategies successfully for many years, some
investors have continued to believe that ERISA guidelines preclude ESG
incorporation. The Department of Labor found that previous guidance “unduly
discouraged” plan sponsors from considering “Economically Targeted
Investments,” (ETIs), those that are selected at least in part for benefits other
than investment returns. The new document explains how ESG is consistent with
the responsibilities of investors:
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An important purpose of this Interpretive Bulletin is to clarify that plan
fiduciaries should appropriately consider factors that potentially
influence risk and return. Environmental, social, and governance issues
may have a direct relationship to the economic value of the plan’s
investment. In these instances, such issues are… proper components of
the fiduciary’s primary analysis of the economic merits of competing
investment choices….

In addition, this Interpretive Bulletin also clarifies that plan fiduciaries
may invest in ETIs based, in part, on their collateral benefits so long as
the investment is economically equivalent, with respect to return and
risk to beneficiaries in the appropriate time horizon, to investments
without such collateral benefits. 1

These “collateral benefits” include environmental protection, social equity and
financial stability, which Cornerstone considers necessary outcomes for the
mitigation of long-term macroeconomic investment risk.
The DOL’s observations are consistent with Cornerstone’s publication
Sustainable Investing: Addressing the Myth of Underperformance, which
identifies several studies that demonstrate that consideration of ESG factors
may strengthen investment analysis, and in any case need not detract from risk
or return expectations.
The bulletin also indicates that plan sponsors may develop policies concerning
ESG issues, or to consider how external investment managers take these
factors into account, as long as the managers’ investment practices are
consistent with ERISA rules and guidance.
The new guidance provides comfort to investors who are interested in ESG but
have been concerned about the implications for fiduciary duty. Investors may
consider how, executed prudently, integration of corporate governance and
sustainability considerations can both enhance investment strategies and offer
desirable “collateral benefits.”
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John K.S. Wilson is the Head of Corporate Governance, Engagement & Research at
Cornerstone Capital Group. John has over 16 years of experience in socially responsible
investing and corporate governance. Previously, he was Director of Corporate
Governance for TIAA-CREF, where he oversaw the voting of proxies at CREF’s 8,000
portfolio companies and engaged in dialogue with corporate boards and management to
promote sustainability and good corporate governance. An Adjunct Assistant Professor
at Columbia Business School, John is also a member of the Advisory Council to the
Sustainability Accounting Standards Board. He writes and presents widely about the
relevance of social responsibility to investment performance.
john.wilson@cornerstonecapinc.com
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Cornerstone Capital Inc. doing business as Cornerstone Capital Group (“Cornerstone”) is a Delaware corporation with headquarters in New York,
NY. The Cornerstone Flagship Report (“Report”) is a service mark of Cornerstone Capital Inc. All other marks referenced are the property of their
respective owners. The Report is licensed for use by named individual Authorized Users, and may not be reproduced, distributed, forwarded,
posted, published, transmitted, uploaded or otherwise made available to others for commercial purposes, including to individuals within an
Institutional Subscriber without written authorization from Cornerstone.
The views expressed herein are the views of the individual authors and may not reflect the views of Cornerstone or any institution with which an
author is affiliated. Such authors do not have any actual, implied or apparent authority to act on behalf of any issuer mentioned in this
publication. This publication does not take into account the investment objectives, financial situation, restrictions, particular needs or financial,
legal or tax situation of any particular person and should not be viewed as addressing the recipients’ particular investment needs. Recipients
should consider the information contained in this publication as only a single factor in making an investment decision and should not rely solely
on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and risks of
investments. This is not an offer or solicitation for the purchase or sale of any security, investment, or other product and should not be construed
as such. References to specific securities and issuers are for illustrative purposes only and are not intended to be, and should not be interpreted
as recommendations to purchase or sell such securities. Investing in securities and other financial products entails certain risks, including the
possible loss of the entire principal amount invested. You should obtain advice from your tax, financial, legal, and other advisors and only make
investment decisions on the basis of your own objectives, experience, and resources. Information contained herein is current as of the date
appearing herein and has been obtained from sources believed to be reliable, but accuracy and completeness are not guaranteed and should
not be relied upon as such. Cornerstone has no duty to update the information contained herein, and the opinions, estimates, projections,
assessments and other views expressed in this publication (collectively “Statements”) may change without notice due to many factors including
but not limited to fluctuating market conditions and economic factors. The Statements contained herein are based on a number of assumptions.
Cornerstone makes no representations as to the reasonableness of such assumptions or the likelihood that such assumptions will coincide with
actual events and this information should not be relied upon for that purpose. Changes in such assumptions could produce materially different
results. Past performance is not a guarantee or indication of future results, and no representation or warranty, express or implied, is made
regarding future performance of any security mentioned in this publication. Cornerstone accepts no liability for any loss (whether direct, indirect
or consequential) occasioned to any person acting or refraining from action
as a result of any material contained in or derived from this
publication, except to the extent (but only to the extent) that such liability may not be waived, modified or limited under applicable law. This
publication may provide addresses of, or contain hyperlinks to, Internet websites. Cornerstone has not reviewed the linked Internet website of any
third party and takes no responsibility for the contents thereof. Each such address or hyperlink is provided for your convenience and information,
and the content of linked third party websites is not in any way incorporated herein. Recipients who choose to access such third-party websites or
follow such hyperlinks do so at their own risk.
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