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Standard  &  Poor’s is putting corporate boards and managers on notice that its analysts take 
corporate safety measures into account when rating creditworthiness.  

The rating agency recently released a four-part special report emphasizing the role that safety 
risks  play  in  how  S&P  assesses  an  issuer’s  ability  to  pay  back  bondholders  and  lenders.   

“We’re  trying  to  identify  differences  between  companies,”  says Steve Dreyer, the managing 
director  who  heads  S&P’s  global  evaluations  of  companies’  enterprise  risk  management.  While  
analysts  can’t  predict  calamities  at  any  particular  company,  he  adds,  they  can  assess  how  well  
each company addresses safety risks compared with its peers. 

Even though the total number of workplace deaths and injuries fell from 2004 to 2009 (see 
chart), the impact from catastrophic safety failures appears to be growing. 

For example, BP’s  Deepwater  well  blowout  last  year,  which  resulted  in 11 deaths, was also the 
oil  industry’s  largest-ever accidental marine oil spill, according to S&P.  

The financial fallout from such disasters may be why S&P is responding more directly to safety 
issues with credit downgrades. In 2005, after a fire that resulted  in  15  deaths,  BP’s  AA+  rating  
stood  untouched.  Yet  the  2010  explosion  at  BP’s  well  caused  “unprecedented  environmental  
pollution”  and  required  a  “monumental  cleanup,”  S&P  analysts  wrote.  They  dropped  BP’s  rating  
to A from AA.  

S&P analysts take a top-down  approach  to  risk  assessments.  They’ll  start  by  evaluating  country  
risk, industry risk, operating and efficiency risk and governance. 

On  the  operational  level,  S&P  looks  at  a  company’s  cost  structure,  measuring  it  against  the  
agency’s  estimate  of  what it would take to maintain safe operations in an asset base of that size. 
Then S&P tries to assess the quality and age of facilities and equipment. 

Analysts also consider whether a company is overly dependent upon just one or few facilities, 
which raises the overall risk to operations.  



The  agency’s  attention  to  safety  isn’t  new.  But  Dreyer  and  other  S&P  executives  say  that  the  
cascade of natural and man-made catastrophes in the past 18 months has prompted agency 
analysts to highlight the connection between safety and creditworthiness, which largely 
determines  a  company’s  cost  of  capital.   

Donna Boehme, former chief compliance officer at BP Plc and BOC,  says  that  safety  failures’  
impact on reputation and profitability mean they fall squarely under directors’  risk  management  
responsibilities.  

“A  critical  part  of  this  is  the  degree  to  which  the  board  exercises  oversight  of  the  safety  
mitigation  program,”  says  Boehme,  who  now  heads  the  consulting  firm  Compliance  Strategists.   

One step directors can recommend: Boehme says the chief compliance officer should report 
directly  to  the  CEO,  not  to  the  general  counsel.  Otherwise,  she  says,  the  chief  watchdog  won’t  be  
truly independent. 

Safety  measures  and  risk  are  not  corporate  board  directors’  favorite  topics.  No  fewer than six 
declined to be interviewed for this article. 

One former director who did have an opinion on the relationships between safety, 
creditworthiness and shareholder value was Jon Lukomnik, who served on the board of Sears 
Canada from 2006 to 2010 and is now managing partner of strategic consulting firm Sinclair 
Capital.  “Investors  are  aware  that  major  crises  are  often  caused  by  non-financial  issues,”  he  
says.  

Lukomnik says that few enterprise risks — be they safety problems, environmental issues or 
political spending — are  captured  by  traditional  metrics.  That’s  all  the  more  reason  boards  have  
to be serious about overseeing how such risks are managed.  

Meanwhile,  mitigating  safety  risks  is  becoming  more  important  to  companies  because  it’s  one  of  
the building blocks of so-called environmental, social and governance (ESG) factors to which 
shareholder groups are becoming more sensitive.  

 



Safety is easy to see as an environmental factor, says Andre Bertolotti, the chief investment 
officer of Quotient Investors. With $270 million in assets under management, Quotient uses 
ESG criteria when making investment decisions.  

For instance, an oil spill would be a safety issue clearly related to the environment, Bertolotti 
says. Workforce or product safety issues speak to the social component of ESG.  

Even governance can have a safety angle. For instance, if a bribe is paid to gain quick approval 
for an operation, regulators may fail to check the integrity of a plant or to test product quality. 

Tim Smith, director of socially responsible investing at Walden Asset Management, says that 
Wall Street and institutional investors are now demanding accountability from companies on 
safety and ESG issues. Nearly 800 pension funds and investment management firms have 
pledged to uphold the six United Nations Principles for Responsible Investing. Among those is 
a promise to request ESG information from potential portfolio companies. Investment managers 
that are signatories to the principles hold nearly $30 trillion in assets and include Pimco and 
BlackRock.  

“This  is  a  perfect  storm.  Investors,  competitors  and  the  supply  chain  all  are  asking  you  to  embed  
ESG  principles  in  your  business,”  Smith  says. 

Yet other governance  observers  say  that  while  S&P’s  clarifications  on  safety  are  a  welcome  step,  
they’re  not  a  watershed  in  corporate  safety  or  board  awareness. 

“Boards  should  pay  attention  to  all  material  risk,”  says  Holly Gregory, a partner in the corporate 
governance practice at Weil, Gotshal & Manges.  “But  [S&P’s  action]  is  further  pressure  on  the  
board  to  make  sure  they  are  focused.”   

For more articles like this one, go to agendaweek.com . Agenda is an information service of 
Money-Media, a Financial Times company.  
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