
 

 

What you need to know 
• COSO issued guidance to help companies achieve effective internal control over 

reporting on environmental, social and governance topics. 

• The guidance is based on the COSO 2013 Framework that public and private companies 
use to design, implement and monitor their internal control over financial reporting. 

• The guidance is intended to help companies develop controls or increase the 
effectiveness of their controls over their voluntary reporting in preparation for 
mandatory reporting when the SEC and regulators in other countries finalize rules 
requiring climate-related disclosures. 

Overview 
The Committee of Sponsoring Organizations of the Treadway Commission (COSO) issued 
guidance1 to help companies achieve effective internal control over sustainability reporting 
and build trust in their disclosures about environmental, social and governance (ESG) topics. 

The guidance builds on the COSO 2013 Framework that public and private companies use to 
design, implement and monitor their internal control over financial reporting (ICFR).  

“This new supplemental guidance is timely given upcoming final rules on climate risk from the 
SEC, European Union and ISSB, not to mention the journey some organizations are on to build 
sustainable management principles into their core mission, purpose, governance, and 
strategies,” COSO Chair Lucia Wind said. 
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“ Sustainable business 
reporting … will 
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improvement, 
including building 
internal capacity and 
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— Lucia Wind, COSO Chair 

https://www.coso.org/Shared%20Documents/COSO-ICSR-Report.pdf
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Many companies currently make voluntary disclosures about ESG topics, but regulators want 
to standardize the disclosures and make them more useful for investors and other users of 
sustainability information. The Securities and Exchange Commission (SEC), the European 
Commission and the International Sustainability Standards Board (ISSB) are expected to 
finalize rules or standards on climate-related disclosures in the coming months. 

The COSO guidance addresses sustainability reporting, which is often called ESG reporting. 
The topics generally relate to how a company affects and is affected by the environment, how 
a company manages its relationships with its stakeholders (e.g., employees, communities in 
which it operates) and how a company is governed. 

Key considerations 
Many companies today report on ESG matters using different systems from those they use for 
financial reporting, and they often don’t have robust internal controls in place. Financial 
executives aren’t always involved, and some companies report ESG information much later 
than they report financial information. 

To provide the information the SEC and other regulators are expected to require, companies 
will need to have policies, processes and procedures in place regarding the collection, 
measurement and reporting of the information. The COSO guidance is aimed at helping 
companies apply a level of rigor to the processes and internal controls for measuring and 
reporting ESG information that is similar to what they currently do for financial reporting. 

The new COSO guidance addresses the same five components as the 2013 COSO Framework — 
control environment, risk assessment, control activities, information and communication, 
monitoring activities — and explains how each of the 17 principles in that framework and each 
of the points of focus in that framework should be applied to sustainability reporting. 

How we see it 
Having a system in place to make sure that the data a company is using is complete and 
accurate is critical. That’s complicated by the fact that the ESG information may be more 
qualitative than financial reporting data, and it often requires the use of multiple data 
sources, including sources outside of the organization. Companies should consider starting 
to apply the COSO guidance now, even though the SEC has proposed phasing in certain 
requirements. To do so, management should ask the following questions: 

• Does management have a robust understanding of the processes and controls 
currently used to develop the company’s ESG disclosures and the capabilities of the 
people and technology currently involved? 

• Is the company aware of the gaps in its climate reporting controls and process relative 
to its existing financial disclosure controls and processes? 

• Are the company’s processes and controls over collecting and reporting on ESG 
information sufficient to meet the company’s objectives? 

• Does internal audit review ESG reporting processes and/or controls? 

• Does anyone from the finance department or anyone involved in SEC reporting 
evaluate ESG disclosures? 

https://www.ey.com/en_us/assurance/accountinglink
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Endnote: 
 

1 Achieving Effective Internal Control over Sustainability Reporting (ICSR): Building Trust and Confidence through 
the COSO Internal Control — Integrated Framework. 
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