FINANCIALEDGE!

1

I:El ESG Investing

FINANCIALEDGE!

What is ESG/Sustainable Investing?
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—— Include impact of risks in investment decisions +———
[ Pollution and waste ] Data security
[ Natural resources ] [ Product safety ] [ Corporate governance ]
Climate change Human capital ] [ Business ethics ]
I I

® a8 g

ENVIRONMENTAL RISKS SOCIAL RISKS GOVERNANCE RISKS

ESG Integration

[
ESG RISKS

Qualitative Analysis

(company strategy, industry
developments)

Quantitative Analysis
(historic financials,
industry metrics)

Forecast earnings
and cashflows

Vil

Climate change VALUATION
Labour practices Higher or lower than market price?
Business ethics BUY OR SELL
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ESG Investment Styles
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TOP DOWN ISSUES DRIVEN

Thematic Investing ]
Ethical Screening/
Norms-based Screening

| ESG Integration I

Impact Investing
Best-In-Class

BOTTOM UP COMPANY DRIVEN

FINANCIAL EDGE!

© 2022 Financial Edge Training 3



FINANCIALEDGE!

Investing Strategy by Region

e . B Europe
Impact/Community investing
M United States
Sustainability investing ® Canada
m Australia/NZ
Positive/best-in-class screening

Japan

Norms-based screening

Corporate engagement and
shareholder action

ESG integration

Negative/ exclusionary screening

0 2000 4000 6000 8000 10000 12000 14000 16000 18000 20000

Asset values in $bn

Source: GSI Alliance, 2018
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Why ESG Matters
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Growth in ESG Assets Under Management
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Emerging evidence that ESG improves portfolio returns

Value of Value of
Investment (US$) Investment (US$)
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Source: Corporate Governance, ESG and Stock Returns around the World (Khan, 2018)
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Concept of ESG Materiality
D D Y
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Extractives & Renewable
a B Resources & Resource Technology & ”
Consumer Goods Px.(.:s:’l‘g Financials Food & Beverage Healthcare Infrastructure st T Services Commi oY ons  Transportation
2y

DIMENSION

GHG Emissions

Energy Management

S ----

ENVIRONMENT

Water & Waste Management

Waste & Hazardous Materials Management

Ecological Impacts

Human Rights & Community Relations

Customer Privacy

Data Security

SOCIAL
CAPITAL

Access & Affordability

Product Quality & afety

Customer Welfare

Selling Practices & Product Labelling

Labor Practices.

HUMAN
CAPITAL

Employee Health & Safety

Employee Engagement Diversity & Inclusion

Product Design & Lifestyle Management

BUSINESS Business Model Resilience
MODEL & Supply Chain Management
INNOVATION

Materials Sourcing Efficiency

Physical Impacts of Climate Change

Business Ethics

Competitive Behavior

of the Legal & Reg nment

Critical Incident Risk Management

Systematic Risk Management

Source: SASB Materiality Map
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DIMENSION

Extractives &
Consumer Goods Mineral
Processing

Financials

Alcoholic
Beverages

Food Retailers &

General Issue Category Distributors

GHG Emissions

Air Quality

ENVIRONMENT

Energy Management

Water & Waste Management

Waste & Hazardous Materials Management

Ecological Impacts

Human Rights & Community Relations
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Food & Beverage

Meat, Poultry Non-Alcoholic

Beverages fobacco

Processed Foods Restaurants

Customer Privacy

Data Security.

SOCIAL
CAPITAL

Access & Affordability

Product Quality & Safety

Customer Welfare

Selling Practices & Product Labelling

Labor Practices

HUMAN
CAPITAL

Employee Health & Safety.

BUSINESS

Employee Engagement Diversity & Incl

Business Model Resilience.

MODEL &

Supply Chain Management

INNOVATION

Materials Sourcing Efficiency

Physical Impacts of Climate Change

Business Ethics

Competitive Behavior

Management of the Legal & Regulatory Environment

Critical Incident Risk Management

Systematic Risk Management

Source: SASB Materiality Map
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Benchmarking An
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Using a range of ESG metrics to
lb compare a company to its peers. l’
BENEFITS [ \ CHALLENGES
Simple to understand Depends on data
availability
Easy to ‘refresh’ analysis
- s i Analyzing qualitative
Helps identify specific data
weakness areas .
/ - Often backward looking
— Linking output to
K j valuation
. J

Benchmarking often underpins the methodologies used by ESG rating agencies

INCDP %f} SUSTAINALYTICS REFINITIV [

MSC

Environmental Metrics
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’ CARBON (GHG) EMISSIONS SCOPE 1 = Direct emissions from operations
m . Scope 1 and 2 emissions (Mtons) . SCOPE 2 = Indirect emissions from electricity used by operations
» Emissions intensity (tons CO2 per unit or m$ revenue) SCOPE 3 = Indirect emissions from related operations in the supply chain
)
ENERGY EFFICIENCY
« Energy used (mj) Widespread use of intensity metrics
» Energy intensity (per unit or m$ revenue
\ ) 3% y (p $ )
)

WASTE
E » Waste generated (Mtons)
« Waste intensity (per unit or m$ revenue)

PRODUCT LIFE CYCLE

S
‘\.1) * % product from recycled materials

+ % product recyclable or compostable (inc packaging)

Environmental

EXAMPLES OF ESG METRICS

Social Metrics
U U Uy
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* % revenues/ suppliers covered by « Fines/ litigation related to product safety

SUPPLY CHAIN @ PRODUCT SAFETY
supplier codes of conduct or principles « # of product recalls

DATA SECURITY

» # of data breaches p.a.
* Fines related to data security

Widespread use of ‘event counts'

) (&) ()

00 LABOR PRACTICES

+ Employee turnover
+ Fines/ litigation related to employee matters

EMPLOYEE HEALTH & SAFETY

+ Losttime incident rates (LTI per 100 employees)
+ Fatality rates p.a

) (3

Social & Human Capital

EXAMPLES OF ESG METRICS

Governance Metrics
U U Uy
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BUSINESS ETHICS

* % revenues in countries with high corruption risk
« Fines/ litigation related to business ethics

» Executive pay / EBIT
* % executive pay performance based Difficult to quantify corporate
governance, though some

I
———/
A=)
@ MANAGEMENT REMUNERATION
(]
===
—
T binary metrics are used

BOARD/ OWNERSHIP STRUCTURE

m + Age / gender / expertise diversity on board
LU * % equity owned by board
)

ACCOUNTING / DISCLOSURE TRANSPARENCY

‘/ + Earnings quality (e.g # of exceptional items)

+ Absence of key disclosures

Governance

EXAMPLES OF ESG METRICS

Benchmarking Overview
D G Y
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Benchmarking Methodology

Consider Impact
on Investment
Strategy

O

Identify Risk Identify Relevant Collect Data
Category Metrics

0e®
Fah

Focys-on-material CONSIDER CONSIDER
issues for sector
+ Data availability + Penalties for non-

/comparability disclosure
Mix of + Relative weighting
performance and of metrics

strategic metrics
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Scenario Analysis
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Adjusting baseline company forecasts/

I valuation for hypothetical ESG scenarios l’
( FCF \
BENEFITS F°’f‘f'“s CHALLENGES

Output is linked to Inherent uncertainties
valuation I in assumptions
and scenarios

Forward looking analysis

— Can be very complex
Can include both risks and
opportunities = Company disclosure
beyond climate change
- J - is limited
\. J

Equity value = $120m J
===

[ Best Case/Worst Case Valuation ] [ Probability Weighted Valuation ]
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Scenario Building Overview
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Scenario Building Methodology

Identify risk
category and

Map scenario

impacts to value
relevant scenario drivers in forecasts

EXAMPLE
SCENARIOS INCLUDE

Impact of new
regulations or taxes

Impact of innovation

Reputational
damage/ litigation
\_

CONSIDER

Impact on revenues
and margins in specific
regions/divisions

Impact on investment
requirements

Impact on cost
of capital

Adjust forecasts for
expected quantum
of impacts

Calculate scenario
valuation

Projects/operations
which become
cashflow negative
may be discontinued

. _J
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