


“It's not just 5 per cent of your
Money you give away that matters.
What you do with the other 95 per
cent Is almost more important.”

Darren Walker
President of the Ford Foundation




ES G a framework
on the rise

The practice of ESG investing began in the 1960s. ESG invest-
ing evolved from socially responsible investing (SRI), which
excluded stocks or entire industries from investments related
to business operations such as tobacco, guns, or products
from conflicted regions.

Now, ESG is rapidly growing and evolving, as many inves-
torslook toincorporate ESG factors into the investment pro-
cess. Also, international regulations ask investors to comply
with new legislation on integrating ESG portfolios and man-
datory reporting.

The ESG framework is shaping investment is is fast becom-
Ing an integrated norm. To help investors, financial institutions,
and companies understand better the underlying criteria and

Implementing them, we designed a data-based document on
ESG factors.

' Harvard Business Review (2018) 25 years ago, | coined the
phrase triple bottom line, John Elkington

/ Environmental ¢ Social * Governance /

ESG is the umbrella term for the components of sustainable and responsible
finance. It is a framework considering Environmental, Social and Governance
factors, alongside financial factors in the investment decision-making process..
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https://hbr.org/2018/06/25-years-ago-i-coined-the-phrase-triple-bottom-line-heres-why-im-giving-up-on-it


The regulations

ESG are on the rise, pushed by new
regulations and legislations in the EU.

The European Union SFDR

(Sustainable Finance Disclosure Regu-
lation) entered into force on March 11th,
2021. It imposes mandatory ESG disclo-
sure obligations for asset managers and
other financial markets participants with
substantive provisions.

Stress testing rules for banks

The EU commission is developing tools
and mechanisms to integrate ESG fac-
tors into banking system, investments
policies and risk management process-

The EU Sustainable Finance
Action Plan

A major policy objective by the Europe-
an Union which focuses on promoting
sustainable investment across the con-
tinent. Parts of it will become effective
from March 2021. The aim is to reorient
capital flows towards sustainable invest-
ment and away from sectors contributing
to climate change such as fossil fuels.
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Taskforce on Climate-
Related Disclosures (TCFD)

Guidelines for voluntary climate-centred

financial disclosures across industries, in
the UK.




What are the benefits?

Companies performing Companies with poor ESG
on ESG practices were associated with

* inintial growth and optimization * higher cost of capital

 lower volatility « Higher volatility due to

. employee productivity controversies and other

incidences such as labor strikes,

* reduced regulatory and legal frauds and other governance

interventions (fines and irregularities.?

sanctions)
 top-line growth

e cost reduction?.

2 Mc Kinsey Quaterly (2019) 5 ways that ESG create value
3MSCI (2020), Deconstructing ESG Ratings Performance: Risk and Return for E, S And G
by Time Horizon, Sector and Weighting

Kofi Anna, former UN Secretary-General, United Nations,

New York, delivers a speech during the session ‘The Future
of Global Interdependence’ at the Annual Meeting 2004 of
the World Economic Forum in Davos, Switzerland, January
23, 2004. Photo by Remy Steinegger
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ESG was coined in 2004, by former

UN Secretary-General Kofi Annan, and
resulting in 2005 with the first study
“Who cares Wins” developed jointly with
the world's largest institutional investors.



https://www.mckinsey.com/~/media/McKinsey/Business%20Functions/Strategy%20and%20Corporate%20Finance/Our%20Insights/Five%20ways%20that%20ESG%20creates%20value/Five-ways-that-ESG-creates-value.pdf
https://www.msci.com/www/research-paper/deconstructing-esg-ratings/01921647796
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Why i1s ESG important?

€75Th €25Th 63%

€100Bn

Investment is needed by 2030 to Global sustainable investment assets in  Of sustainable funds performed in the Poured into sustainable investment
meet the goal of limiting the global 2018, representing an increase of 34% in  top half of their respective categories in  options by European investors across
temperature increase to 1.5°C*. two years®. 2018°. 2019’

Annual growth of integration of ESG Proportion of sustainable investing in Forecast growth of the UK socially The ESG investment market is set to
factors into financial analysis®. Europe relative to total managed assets®. responsible investing market by 2027°°  double in 2021".

4 KPMG report (2019), The numbers that are changing the world. 8 OECD (2020), OECD Business and Finance Outlook 2020 : Sustainable and Resilient Finance

5 Bloomberg (2019), Global sustainable investments rise 34% to $30.7 trillion, Emily Chasan. ° Global Sustainable Investment Alliance (2018), Global Sustainable Investment Review 2018.

¢ John Hale (2020) ESG funds outperformed conventional funds in 2019, Morningstar. '0 UK Investor Magazine (2018), Socially Responsible Investing market worth £48 billion by 2027, Dina Caruso. IanA
’Morningstar (2020), Record-Shattering Year for Sustainable Investments. "Institutional Asset Manager (2021), ESG Investment market set to double in 2021.



https://assets.kpmg/content/dam/kpmg/ie/pdf/2019/10/ie-numbers-that-are-changing-the-world.pdf
https://ukinvestormagazine.co.uk/socially-responsible-investing-market-worth-48-billion-by-2027/
https://www.morningstar.com/articles/973590/us-esg-funds-outperformed-conventional-funds-in-2019
https://www.oecd-ilibrary.org/sites/b854a453-en/index.html?itemId=/content/component/b854a453-en
http://www.gsi-alliance.org/wp-content/uploads/2019/03/GSIR_Review2018.3.28.pdf
https://ukinvestormagazine.co.uk/socially-responsible-investing-market-worth-48-billion-by-2027/
https://www.institutionalassetmanager.co.uk/2021/03/09/296889/esg-investment-market-set-double-2021
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How a company performs as a steward of nature. It analyses
. e . . Focus on
how its activities impact the environment and manage envi-

ronmental risks. It includes both direct operations and across Al e sevedl 2.2 Blem sires the 6rs Eumeh of i

supply chain. “pollution prevention pays” (3Ps) program, which involves

Environmental factors include: reformulating products, improving manufacturing pro-
cesses, redesigning equipment, and recycling and reusing
waste from production. 3M scores AAA on the MSCI ESG

- Waste and pollution Rating Index."”

 Climate change

- Resource scarcity and management (including water)

* Natural resources preservation “I think it is the kind of question that deserves
* Animal treatment lots of attention ... we do have one planet and we
* GHG emissions ought to pay a lot of attention to what's going on.”

Warren Buffet

2 MSCI (2021), ESG Rating Tool



https://www.msci.com/our-solutions/esg-investing/esg-ratings/esg-ratings-corporate-search-tool/issuer/3m-company/IID000000002155335
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Key Statistics Key Objectives
« Set up common objectives, KPIs and strategy
n * Disclosing your company’s values/ethics to your
stakeholders (investors and shareholders)
Climate change and Potential cut by climate change to « Streamline investments with minimal regulatory and
environmental risks® World Economy in 2050" climate-related risks

 Calculate your carbon emissions, reduce your carbon
footprint and aim to reach net-zero emissions

o o « Optimization of processes and supply chain management
o 8 / « Any activities or operations shall not do harm to the
o environment

potential improvement in operating of studies found that companies that * No animal testing, mistreatment of animals
profits through reducing resource costs® adhered to social or environmental

« Natural resources preservation
standards showed better operational

performance’.

B KPMG (2019) CEOs name climate change as number one risk to organizational growth
“ New York Times (2021), Climate change could cost to the economy $23 trillion
'®*McKinsey (2020), How the E in ESG creates business value

'®Morgan Stanley (2017) Why sustainable companies outperform.


https://home.kpmg/xx/en/home/media/press-releases/2019/09/ceos-name-climate-change-as-number-one-risk-to-organizational-growth.html
https://www.nytimes.com/2021/04/22/climate/climate-change-economy.html
https://www.mckinsey.com/business-functions/sustainability/our-insights/sustainability-blog/how-the-e-in-esg-creates-business-value#
https://www.morganstanley.com/access/why-sustainable-companies-can-outperform
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Social

Social criteria examines the strengths and weaknesses of how

a company manages relationships with employees, suppliers,
customers, and the communities where it operates.

Social factors include:

« Working conditions, including slavery and child labour

e Local communities, including indigenous communities

« Operating and conducting business in conflicted regions.

- Health and safety

« Employee relations and diversity

« Data Security

« Geopolitical events

7 Patagonia (2021), Our carbon footprint.
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Patagonia, the outdoor clothing brand, works closely with
factories to mitigate human harm and increase their liv-
Ing wages: 35% of their factories pay their workers a living
wage, on average. Also, 82% of their line is certified Fair-
Trade sewed, and more than 72,000 workers are support-
ed by the Patagonia Fair Trade ProgramV.

“A company is more than an economic unit generating wealth. It
fulfills human and societal aspirations as part of a broader social
system. Performance must be measured not only on the return to
shareholders but also on how it achieves its environmental, social

and good governance objectives.”

Davos 2020 Manifesto



https://www.patagonia.com/our-footprint/
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Key Statistics Key Objectives
o o « Consider company’s values: shared values and applied
across stakeholders
o o « Create a positive and empowering work environment
Of millennial millionaires make their Companies with more than 30 percent < Build a diverse workforce (e.g gender, ethnicities)
investments based on social factors®™. women executives were more likely to

* Implement a code of conduct and supply chain labour

outperform companies'®.
P P standards

« Empowering local communities where the company

o operates
o » Product Liability (e.g chemical safety, health and

demographic risk)

19%

Companies with higher than average

diversity have 19% higher innovation Ot millennials expect the companies * Avoid controversial sourcing

they work for to be purpose-driven and

revenues°. « Social opportunities: access to communications, finance.

their jobs to have societal impact?.

'8 KPMG report (2019), The numbers that are changing the world.
9 McKinsey & Company (2020), Diversity wins: how inclusion matters

20 Harvard Business Review (2018), How and where diversity drives financial performance
2BCG (2020), The future of ESG opportunities



https://assets.kpmg/content/dam/kpmg/ie/pdf/2019/10/ie-numbers-that-are-changing-the-world.pdf
https://www.mckinsey.com/featured-insights/diversity-and-inclusion/diversity-wins-how-inclusion-matters
https://www.mckinsey.com/featured-insights/diversity-and-inclusion/diversity-wins-how-inclusion-matters
https://www.bcg.com/publications/2020/future-esg-environmental-social-governance-opportunities
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Governance deals with a company’s leadership, executive pay,
audits, internal controls, and shareholder rights. Investors want Focus on

to know if they can trust the company and what kind of deci-

sions is going on behind closed doors. Atos, the global leader in the IT & Software industry clas-
sifies AAA on the MSCI Index?? for its leading corporate
Governance factors include: governance and human capital development. Its board

of directors is composed of 46% females and has 80% of
iIndependent directors. The group has a zero-tolerance
- Gender equity / Equal Pay policy for corruption and bribery. The group is issuing
yearly a transparent report on its corporate governance,
accessible publicly?.

« Executive pay

 Bribery and corruption

* Political lobbying and donations
* Board diversity and structure “If people are good only because they fear
* Tax strategy punishment, and hope for reward, then we are a

sorry lot indeed.”

Albert Einstein

22 MSCI (2021), ESG Coporate Research Tool
23 Atos (2021), Corporate Governance G.2



https://www.msci.com/our-solutions/esg-investing/esg-ratings/esg-ratings-corporate-search-tool/issuer/atos-se/IID000000002158274
https://atos.net/content/investors-documents/agm-2020/atos-registration-document-2019-corporate-governance.pdf
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Key Statistics Key Objectives

o « Ensure the board comprises directors with relevant ESG
expertise and experience (e.g. “climate competent” and
o future-looking board members) to minimise/avoid the

potential ESG-related risks.
“firms with more diverse boards of the investors surveyed by KPMG said

(gender, race, age, tenure, and expertise)  they plan to ask investment teams to * Ensure the board has a good understanding of the

mandatory or voluntary ESG-related requirements of

are more risk-averse ... exhibiting lower report their diversity efforts (up from o
volatilities of stock returns than those 60% last year).?® organisations.
with less diverse boards.”* * Include ESG as one of the criteria for selecting future
o candidates for the board
o « Engage a third-party consultant to help enhance the
board’s capabilities in ESG
Norway, Spain, France, and Iceland « Tax transparent and zero-tolerance for corruption and
all have laws requiring that women bribery

comprise at least 40% of boards at

Firms with more women on their boards ST L
publicly listed companies.

of directors and in C-suite positions
had greater financial performance than
less diverse companies.?®

24 Jason Gold (2017), Standard ESG framework is key, S&P Global. 27 Harvard Business Review (2019), When and why diversity improves your board
25 KPMG Report (2019), The call to act. performance.

26 John Welling (2021), Global Islamic Indices Advanced in Q1 2021, But Lagged

Conventional, S&P Global.



https://www.spglobal.com/en/research-insights/articles/standard-esg-framework-is-key
https://info.kpmg.us/the-call-to-act.html

https://www.spglobal.com/en/research-insights/articles/global-islamic-indices-advanced-in-q1-2021-but-lagged-conventional-counterparts
https://hbr.org/2019/03/when-and-why-diversity-improves-your-boards-performance
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Climate change is
everyone's business

Discover how you can make a difference today,
using Plan A to take control of your emissions.

Learn more Stay informed on business
and sustainability



http://plana.earth
http://
http://
http://
https://www.linkedin.com/company/planaearth/
https://twitter.com/planaearth
https://www.instagram.com/planaearth/
https://www.facebook.com/planaearth

