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The Case for Sustainable Business Has Come of Age
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&€ Within the next 5 years
all investors will
measure a company's
impact on society,
government, and the
environment to

determine its worth”
- Larry Fink, BlackRock CEO



What is ESG?

ESG addresses many topics and stakeholders.

ESG represents the company’s efforts to
systematically assess, manage, and monitor risks
of material potential impact to the strategic and
financial decisions of the company.

The term ESG is often used as a synonym for
sustainability, CSR, public relations, social
investment, or environmental compliance.
While some of these elements may factor into
an ESG program, at the center of ESG is the
management of risk and the preservation of
shareholder value.
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ESG is a global issue

“acting in pursuit of SFDR is being “enacted to
the public interest and address the twin objectives of
acting to maximize the increasing transparency of
bottom line are sustainability-related
complementary” disclosures and to increase

comparability of disclosures
SEC Chair for end investors.”

Allison Herren Lee
ESMA

Issuers are required to
state whether they
have made disclosures
consistent with the
recommendations

of TCFD or explain if they
have not done so.

“While the world

moves towards a single
standard, BlackRock

continues to endorse TCFD- and
SASB-aligned reporting.”

BLACKROCK Larry Fink
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As outlined, there is pressure on companies to enhance their ESG management and disclosure from every region of the world.



Changing Attitudes of Investors Towards ESG

Drivers for Change:

* Transition of the debate on E&S
issues from values-based
argument to long-term value
creation and risk assessment.
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e Pressure on financial institutions ™

to demonstrate sustainable

business practices in the

aftermath of the 2008 Financial

Crisis and major industrial

disasters. 20
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* Increased momentum of ESG
stewardship initiatives and 1 ’
proliferation of codes of best =
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Key Components of ESG

Corporate governance issues
apply universally across all
industries.

Good governance of corporate,
environmental, and social issues
creates sustainable companies

Material environmental and
social issues vary significantly by
industry and may even be
company-specific, depending on
the level of materiality of each
factor.

Corporate

Governance

(Board Quality

eIndependence
oSkills and Qualifications

eDiversity
eRefreshment
\-Board Leadership

Environmental

(CIimate Change

eCarbon Emissions
¢2-Degree Alignment

eFossil Fuel Reserves
eEnergy Efficiency

ePay-for-Performance Alignment
eOwnership Requirements

*Metrics and Goals
eSeverance / CIC Payouts
\-Claw-back Provisions

(- . A
Management Incentives

\-Renewable Energy

p
Resource Management

eWater Management
*Raw Materials

(Shareholder Rights

eBoard Accountability to
Shareholders

eShareholders’ ability to act
eVoting Rights

-

e*Energy Sources

\

(e
Environmental Impact

*Air Quality
eEcological impacts

e Critical Incidents (accidents)
e\Waste Management

ePlastics
\_
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Social

Workforce & Human
Capital

eInclusion and Diversity
eSupply Chain Labor
eWorkplace Health and Safety
eGender Pay Gap

Value Chain (Suppliers
and Customers)

*Product Health and Safety
eData Privacy

eData Security

*Predatory Sales / Pricing

Society and Communities

eCommunity Relations
eEconomic Impacts
eHuman Rights
eCorruption

ePolitical Activities



ESG as Part of a Company’s Core Strategy B Coslond

An ESG strategy cannot be separate from the broader organizational strategy. The further development of an ESG strategy effectively means
the integration of sustainability elements to a company’s core strategy.

* Emphasis on Material Issues: Priority is given to the most material issues from a
financial, environmental, and social standpoint.

» Strategic Alignment: The emphasis on materiality allows for the development of an
ESG strategy that is fully integrated with the broader strategy.

» Board Leadership and Oversight: The Board and top management will own the
strategy and oversee its implementation.

METRICS ESG PROGRAM
AND GOALS DEVELOPMENT
CONTINUQUS STRATEGIC
IMPROVEMENT ALIGNMENT

* Innovative Programs and Policies: Introduction of new policies, procedures, and
technologies to achieve the company’s long-term strategic objectives.

* Metrics and Goals: The implementation program includes quantitative and SOLICIES AND
qualitative objectives which can be monitored to measure the company’s progress INITIATIVES BOARD
towards its goals. OVERSIGHT

* Monitoring: The implementation should allow for regular assessment of the
effectiveness of the various programs, so that the company can make adjustments
for improvement.



The 7 Sins of ESG Management B Coslond

The following are a few of the most common misconceptions and problematic practices among companies when dealing
with the management of ESG issues:

Excessive Focus on Ratings: A company approach that focuses exclusively on improving the company’s rating is at
risk of allocating more resources to “checking boxes” instead of developing a strategy that is tailored to the
company’s unique outlook and exposure to risk.

Treating ESG Solely as a Communications Effort: Communications can help the company amplify its messaging, but
they cannot substitute for a robust management system that addresses material risks.

Lack of Board and Management Oversight: The company’s ESG management strategy should be positioned as a core
part of the company’s vision and values. The involvement of the board and senior management is key.

Disconnect from Business Strategy: An ESG strategy that does not consider the company’s strategic objectives and
does not inform the main corporate strategy fails to serve its purpose.

Compliance-Oriented Approach: An approach to ESG management focused on compliance with rules and regulations
may appear as reactive and indicate a reluctance to go above and beyond minimum requirements.

Inconsistencies across the Firm: Lack of a company-wide strategy and coordination leaves significant gaps in the
company’s ESG management programs, with potential exposures to risk.

Lack of Assessment and Monitoring: Lack of effective monitoring of ESG performance impedes the company’s ability
to make progress and receive full credit for its ongoing initiatives through reporting.
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Experts with Impact”
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