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Interest in ESG themes has increased exponentially

Global google search trends of 'ESG' in a financial context over time

Search interest relative to highest point on chart
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s AR
AEERRN

) m
AN un{leVey AFIR-ERM OA
Florence \' Finance, Investment & ERM @ IS -




What are ESG factors?

Some examples of ESG issues considered by investors

Environment Social Governance

&

i

ALIR

Climate change
Environmental policy
Sustainability best
practice
Environmental
management

Water supply
Sustainable transport
Waste

Consumer rights
Supply chain
management
Health and safety
Product safety
Labour relations
Community/stake-
holder relations

Companies

Board structure
Director
independence
Chairman/CEO split
Executive pay
Shareholder rights
Accounting/audit
Business ethics
Conflicts of interest

Funds

Fund governance
Advisory Committee
powers and
composition
Valuation issues
Fee structures
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What is responsible investment?

Incorporates ‘value’ and ‘values-based’ investing

Responsible investment
Is a strategy and
practice to incorporate
environmental, social
and governance (ESG)
factors in investment
decisions and active

ownership

Florence
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Approaches to responsible investment

ESG incorporation and active ownership

ALIR
IRME

Florence

ESG Incorporation

ESG Integration

The process of integrating ESG
issues and information into
investment analysis:

Environmental — e.g. chemical
pollution, water management,
greenhouse gas emissions, renewable
energy.

Social — e.g. labour standards, freedom
of association, controversial business
practices, talent management.

Governance — e.g. corporate
governance issues, bribery, corruption,
lobbying activity.

ESG Screening

The process of excluding or seeking
exposure to securities based on
investor values or other criteria:

Exclusionary — negative

Best in class — positive
(e.g. impact investing)

Norms-based

Active Ownership

Interactions between the investor

and current or potential investees:

Voting
(e.g. AGM, EGM or special meeting)

Shareholder engagement
(e.g. Shareholder resolutions, calling an
EGM, complaint to regulator)

Other engagement
(Other engagements on ESG issues:
proactive, reactive and ongoing)
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ESG risks can be material

WORLD
ECONOMIC
Environmental risks are increasingly material in terms of impact and likelihood F@
Top global risks in terms of likelihood Top global risks in terms of impact

Weapons of mass
destruction

(8l Asset price collapse Extreme weather events (K19 Asset price collapse

2nd Slowing Chinese

Failure of climate change 2nd Retrenchment from
economy

mitigation and adaption globalisation

Failure of climate change
mitigation and adaption

kIl Slowing Chinese
economy (<6%)

KI(¢l Chronic disease Natural disasters Extreme weather events

IOl Global governance gaps Data fraud or theft OB Chronic disease Water crises

5th Retrenchment from

globalisation Cyberattacks 5th Fiscal crises

Natural disasters

2009 2019 2009 2019

i
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B Environmental Il Societal [l Economic M Geopolitical Il Technological

The World Economic Forum 2019 Global Risks Report
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Demand for responsible investment is growing

Institutional demand Retail demand
PRI asset owner signatories actively include ESG Percent who feel sustainable investing is more
criteria in their RfPs (1) important now than five years ago(2)

Millennials*
$3.9 trillion
of assets are
GenX likely to be (3)

transferred to
future generations
over 10 years

Baby Boomers

Sources: (1) PRI 2018 Reporting Framework responses, (2) “Global perspectives on sustainable investing — Global Investment study” Schroders, 2017 (3) Wealth X and
NFP Wealth Transfer Report, 2016

*Millennials are born between 1983-2000, GenX 1978-1982, Baby boomers 1949-1967
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Responsible investment policy is widespread

And the pace is increasing

450
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200

Number of policy instruments
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1968 1973 1978 1983 1988 1993 1998 2003 2008 2013 2018

PENSION FUND STEWARDSHIP CORPORATE DISCLOSURE
REGULATIONS CODES GUIDELINES
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The PRI

Investor-led, supported by the United Nations since 2006

The PRI works with its international network of

signatories to put the six Principles for Responsible
Investment into practice.

Its goals are to understand the investment
implications of environmental, social and governance
issues and to support signatories in integrating these
issues into investment and ownership decisions.

2 2350+

Florence

UN PARTNERS: ¢/~ &

=N SIGNATORIES:
UNEP FINANCE INITIATIVE Y| )| Y ASSET OWNERS
UN GLOBAL COMPACT N o/ INVESTMENT MANAGERS
_— SERVICE PROVIDERS

86+

USS$ trn

ASSETS UNDER III
MANAGEMENT i
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The PRI

One Mission and Six Principles

"We believe that an economically efficient, sustainable global financial system is a necessity for long-
term value creation. Such a system will reward long-term, responsible investment and benefit the
environment and society as a whole.

The PRI will work to achieve this sustainable global financial system by encouraging adoption of the
Principles and collaboration on their implementation; by fostering good governance, integrity and
accountability; and by addressing obstacles to a sustainable financial system that lie within market
practices, structures and regulation."”

Reporting Framework

We v_vnII incorporate ES_G issues )Ne will prom.ote accepta|_1ce_ and objectives:
into investment analysis and implementation of the Principles

decision-making processes. within the investment industry.

Accountability

incorporate ESG issues into our enhance our effectiveness in

2 We will be active owners and 5 We will work together to
ownership policies and practices. implementing the Principles.

Florence

disclosure on ESG issues by activities and progress towards transparency

3 We will seek appropriate 6 We will each report on our
the entities in which we invest. implementing the Principles.
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PRI’s growing signatory base

Assets under management (US$ trillion)
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2016 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

mmm Assets under management (USS$ trillion) AO AUM ($ US trillion)  ==@=Number of AOs

N° Signatories

2017 2018

*Total AUM include reported AUM and AUM of new signatories provided in sign-up sheet that signed up by end of March of that year.

2750
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s AR
AEERRN

fam
.
\ |

AN

IAA
AAl

AFIR-ERM

Finance, Investment & ERM

@ ISOA NN



PRI’s signatory growth by region

Annual growth over 12-month period through March 31, 2019

Benelux: Nordic:

UK & Ireland: +23% +19%

0,
Canada: *+29%

+16% l
; l CEE & CIS
rance:
Southern +14%

Germany, Austria & China:
Europe:
UsS: +370/:) f;\{llszerland +175% .
+28% - Japan:
“ Middle +14%
- East Rest '
Latin America ' of Asia:
(ex. Brazil): . +21%
+82% Brazil: Africa:
+29%, +7% Australia & NZ:

+9%
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Guidance and case studies for ESG integration

Support investors incorporating ESG issues

PRI has partnered with CFA Institute to create a best-practice report and three regional reports on ESG

integration into equity, corporate bond and sovereign debt portfolios.

F

TUDIES
ANCEAND C“SEN": o
Eﬁ?gﬁ;‘fnﬁﬁﬁ%‘"ﬂ Guidance and case

L studies for ESG
: integration: equities

X n",_ d and fixed income
&;1 (2018)
Qv

1,100 financial

professionals surveyed

23 workshops in
17 major markets

i
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Guidance and
case studies for
ESG integration:
The Americas
(2019)

30 case studies written
by equity and fixed-
income practitioners

[HEANe

Report Ul
in03 2019

Guidance and
case studies for
ESG integration:
APAC (Q2 2019)
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Guidance and case studies for ESG integration

Summary of findings from PRI-CFA Institute regional reports (2018-19)

EUROPE, MIDDLE
IIIIIIIIIIIIIIIIIIIIIIIIIIIIII I\hnEEFu(:Aus l\s“l\ FUA(:IFI(: [El\syr l\hlE,I\FFQH:I\

ESG Drivers Risk management = Risk management = Risk management

= Client demand = Client demand = Client demand

* Fiduciary duty = Regulation = Alpha generation

* Fiduciary duty
ESG Barriers = Lack of insight (on = Lack of insight = Lack of insight
ESG issues) = Data quality = Data quality

= Data quality = Performance fears = Performance fears

= Performance fears * Low client demand = Too much non-

= Lack of ESG culture = Limited ESG research material information

Preferred ESG Approach = Screening = Screening = Screening
= Risk management = Risk management = Risk management
= Alpha generation = Alpha generation
= Impact and SDGs
Level of ESG integration = Product-level = Product-level = Product-level
= Some firm-level = Firm-level
% of firms integrating = 44% PMs/analysts = 31% PMs/analysts = 45% PMs/analysts
ESG = 22% ESG specialist = 44% ESG specialist = 45% ESG specialist
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What does the data reveal about the myths and realities of ESG?

ESG analysis helps better manage risks, meet market demand and fulfil investor duty

Materiality Market demand Regulation
Increasing recognition within Growing demands from Higher levels of regulatory
the financial community that beneficiaries and investors for guidance that incorporating

ESG factors often play a greater transparency about ESG factors is part of an
material role in determining how and where their money is investor’s fiduciary duty to
risk and return. being invested. their clients and beneficiaries.

[T

Growing academic evidence supports that
ESG incorporation does not come at a cost
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Similar ideas are being adopted globally

Investment
managers

Investee
companies

Florence

(1) Pension fund regulations

(2) Stewardship codes

(3) Corporate disclosure
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Policy effectiveness is hampered by weak implementation and weak signals ...

leading to ... an implementation gap

“A piece of regulation in isolation is a matter of compliance. We need to look at the ecosystem and how
regulations coordinate. In a well-functioning market, there should be positive reinforcement that enables
responsible investment.”

Policy design
= Unclear objectives, weak drafting
= Positions ESG as voluntary

= Not aligned with wider policy frameworks

Policy monitoring

= Very little monitoring of responsible investment policy

Florence
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Pathways for ‘Well Below’ 2°C

The longer the delay in climate policy action, the more forceful, urgent and disruptive the policy will inevitably need to be.

160Gt CO e
140Gt COe
120Gt COe L E*«‘I‘o1 c: Qf{}’ policies
100Gt COe
80Gt CO,e
m Current policies
60Gt CO.e (3137°C)
mPledges
406t COe (2652C)
Historic
20GtCOe
oGt COe m 2°C pathways
m 15°C pathways

2000 2020 2040 2060 2080 2100
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Next steps

Incorporating sustainability preferences and responsible investment practices

Fiduciary Investment Strategy

obligations principles formulation

Understand regulatory State investment Define financial risk/return
frameworks beliefs/views preference

Determine beneficiary Articulate sustainability Determine appropriate time
obligations and preferences preferences horizon

Define organisational Explain how organisation Set out responsible
mission/purpose adds value investment approach

Conduct scenario analysis
(e.g. climate risk)

Florence

Codify investment strategy
with respect to:

Investment decision-
making

Asset/market allocation
ESG incorporation
Active ownership
Manager selection,
appointment and
monitoring

Ensure adequate
resourcing and oversight

1) Set up an internal working group, 2) Review peer/leader practices, 3) Utilise investment consultant expertise

fm
i
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Asset allocation decision-making

A simplified illustrative framework for incorporating ESG across asset classes

Responsible investment approaches Strategic Risk Active or
asset . .
. allocation Passive?
allocation
Value Values
Equities 25-45% 25-45% Both
- - Fixed income 25-55% 25-55% Active
Real estate 0-5% 0-5% Active
ESG
screening thematic Private equity 0-5% 0-5% Active
ESG . +
integration . ;
g Combined Combined Hedge funds 0-5% 0-5% Active
approaches approaches
Infrastructure 0-5% 0-5% Active
Other 0-15% 0%

L B

o
m
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Market evolution and framework for getting started

Asset owner framework for assessing sustainable investment options across asset classes

Determine Reflect asset
organisation’s allocation
sustainability decisions

goals and codify incorporating
in investment preferred ESG
policies approach(es)

Assess external

Monitor manager

managers performance

rigorously to carefully and

ensure genuine reassess fit
alignment where necessary
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PRI: Climate Action — scenario analysis tools

PACTA is a free-to-use, online tool — developed by the 2° Investing
Initiative — for assessing climate transition risk in investor portfolios,
allowing investors to see the gap between their existing portfolio and 2°
benchmarks.

Sector level The Transition Pathway Initiative, for which PRI provides the secretariat,
offers in-depth sector-level analysis of industrial sectors. Tools, research
and reports are available here.

Company,

—— The 2 Degrees of Separation study, produced with Carbon Tracker, gives an in-depth
eve

sector and company-level analysis of oil and gas companies’ upstream exposure
to climate transition risks. Access an online toolkit with further company-specific
analysis here.

PRI encourages signatories to undertake climate scenario analysis to better understand climate risk.

Florence
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https://www.transitionmonitor.com/en/home/
https://2degreeseparation.carbontracker.org/
http://www.lse.ac.uk/GranthamInstitute/tpi/the-toolkit/

Supported by ‘Expert Panels’ and Financial Centre
Sustainability Groups

Europe: High Level Expert Group

UK: Green Finance Taskforce

France: Finance for Tomorrow

‘i."‘* Germany: Hub for inable Finance

Canada: Expert Panel

on Sustainable Finance ; _ .
na: Green Finance Committee

"Hong Kong: Green
Finance Association

Multilaterals: IOPS, IOSCO and G20 v

N Brazil: Innovation Lab

A for Climate Finance
(o oo @]

Australia: Sustainable Finance Initiative
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Around the World

A summary update of global RI policy from selected countries

G20

= |In November 2018, the G20, under the Argentinian presidency, convened an ‘investor
forum’ facilitated by the World Bank, publishing a statement seeking to clarify that
fiduciary duties require ESG integration.

IOPS

= The OECD-backed International Organisation of Pension Supervisors consulted on
recommendations for regulating ESG integration and disclosure requirements.

I0SCO

= The International Organisation of Securities Commissioners has published guidance on
ESG disclosure. The emerging markets committee has consulted on recommendations
for regulating ESG disclosure. IOSCO recently established a Sustainable Finance
Network for its members.
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EU Sustainable Finance

EU Sustainability Policies

Climate and : Investment and Sustainable
Environment !
Energy Growth Finance

2030 Climate and . Investment Plan for
Energy Framework ElrculagEcenemy Europe (Fund for

Package (Action Plan) Strategic Investment

Energy Union Package . . (EFSI); InvestEU; EU
¥ J Clean Air Policy cohesion policy funds)

2 SlERer e 7th Environmental i
Adaptation to Climate _ External investment plan
Action Programme

Change Horizon 2020

Long-term strategy to reach carbon neutrality by 2050

Sustainable Finance is one of the EU Sustainability Policy Pillars.
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EU Timeline

“The role of finance in contributing to sustainability has been overlooked for too long.
Only three years ago, sustainable finance was a small niche. Today it is becoming a
transformational force. It is time for sustainable finance to go global.”

Vice President Valdis Dombrovskis, Financial Services and Markets

Published
Action plan on

Established
Technical
Expert Group

Agreement on

sustainable
finance

Benchmark file and
on the Disclosure file

o

M
AFIR
RM
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O

03/2018

©

05/2018 04/2019

07/2018

Published

legislative
proposals

Publication of
draft

amendments to
MiFID Il and IDD
on ESG
considerations
and preferences

European
Parliament

Report on the
taxonomy file
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Update on the Action Plan on Financing Sustainable Growth

Latest developments per action area

Establish EU Sustainable
Taxonomy

Create Standards and
Labels

Foster Investment in
Sustainable Projects

Incorporate Sustainability in
Investment Advice

Develop Sustainability

i

AFIR
IRM
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Benchmarks

= On the legislative front, the European Parliament adopted its Report on the taxonomy in April 2019.
= On the technical front, technical details (screening criteria) are being developed by the TEG and should

be delivered by Q2 2019.

= For Green Bond Standard, the TEG has released an interim report on an EU Green Bond Standard. A final

version, building on current best practices, will be released by Q2 2019.
= For the EU Eco-Label, the Joint Research Center has released the preliminary report on EU Ecolabel
criteria for Financial Products in March 2019. The JRC closed the consultation in April 2019.

A mapping on investment gaps and financing took place in Q3 2018, best practices for sustainable
investments were exchanged on (inter-)national and EU level in Q4 2018.

The final version of the delegated acts to MiFID Il and IDD to ensure that advisors will take into account the
sustainable preference of clients were published in January 2019

= On the legislative front, the co-legislators have agreed on a new generation of low-carbon benchmarks
= On the technical front, the TEG will share its recommendations for minimum standards for low-carbon
benchmarks and minimum disclosure requirements for ESG benchmarks with the Commission by Q2

2019.
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Update on the Action Plan on Financing Sustainable Growth

Latest developments per action area

Integrate ESG in Ratings ESMA launched a formal consultation on disclosure requirements for Credit Rating Agencies on the
and Market Research integration of sustainability factors. A final report will be submitted to the Commission by July 2019.

Clarify institutional ESMA and EIOPA submitted their technical advice on the integration of sustainability risks in May 2019. The
investors and asset Commission, in collaboration with ESMA and EIOPA, will develop the delegated acts to MiFID II, AIFMD,

managers duties UCITS Directive, IDD, and Solvency 1.

The Commission requested EIOPA to analyze the impact of solvency Il on sustainable investments in
. . September. EIOPA closed its call for evidence in March 2019 and will submit its opinion to the Commission in
prudential requirements Q3 2019.

Incorporate sustainability in

. o The Commission, building on the recommendations made by the TEG, is working to update the non-binding
Strengthen Sustainability guidelines on non-financial reporting by Q2 2019. The Commission ran a targeted consultation on its

Disclosure & Accounting proposed revision until March 2019.

Foster Sustainable The Commission asked the ESAs to collect and share evidence on short term market pressure arising from

Corporate Governance capital markets

i
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Presentation summary

Four key takeaways

1. ESG analysis helps better manage risks, meet market demand and fulfil investor duty

2. Policy makers are responding with ESG integration requirements in pension fund regulation, stewardship codes and
corporate disclosure.

3. Expect further investor action on climate change to align portfolios with the Paris Climate Agreement. Expect further
policy action as investors and policy makers form ‘expert groups’ to advise and implement policy reform

4. ... and the longer the delay in policy action, the more forceful, urgent and disruptive the policy will inevitably need to
be.
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Thank you

For comments and questions: policy@unpri.org

Florence
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Further reading

CFA & PRI - ESG Integration in Europe, the Middle East, and Africa: Markets, Practices, and Data

CFA & PRI - ESG Integration in the Americas: Markets, Practices, and Data

Clark, Feiner & Viehs - From the Stockholder to the Stakeholder: How Sustainability Can Drive Financial
Qutperformance

Cremers & Ferrell - Thirty Years of Corporate Governance: Firm Valuation & Stock Returns

Dimson, Karakas & Li - Active Ownership

Eccles, loannou & Serafeim - The Impact of Corporate Sustainability on Organizational Processes and
Performance

Edmans - The Link Between Job Satisfaction and Firm Value, With Implications for Corporate Social
Responsibility

Friede, Lewis, Bassen & Busch — Digging Deeper Into the ESG — Corporate Financial Performance
Relationship

Friede, Lewis, Bassen & Busch - ESG & Corporate Financial Performance: Mapping the global landscape

Kleimeier & Viehs - Carbon Disclosure, Emission Levels, and the Cost of Debt

World Economic Forum - The Global Risks Report 2019
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https://www.cfainstitute.org/-/media/documents/survey/esg-integration-in-emea.ashx
https://www.cfainstitute.org/-/media/documents/survey/esg-integration-in-the-americas.ashx
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2508281
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2508281
https://www.researchgate.net/publication/239811322_Thirty_Years_of_Corporate_Governance_Firm_Valuation_Stock_Returns
https://www.researchgate.net/publication/253236822_Active_Ownership
https://www.hbs.edu/faculty/Publication%20Files/SSRN-id1964011_6791edac-7daa-4603-a220-4a0c6c7a3f7a.pdf
https://www.hbs.edu/faculty/Publication%20Files/SSRN-id1964011_6791edac-7daa-4603-a220-4a0c6c7a3f7a.pdf
http://faculty.london.edu/aedmans/RoweAMP.pdf
http://faculty.london.edu/aedmans/RoweAMP.pdf
https://fi.intms.nl/fi_43a1c02c/files/downloads/dws---esg_study2018_digging-deeper-sSRJPX.pdf
https://fi.intms.nl/fi_43a1c02c/files/downloads/dws---esg_study2018_digging-deeper-sSRJPX.pdf
https://fi.intms.nl/fi_43a1c02c/files/downloads/dws---esg_study2018_digging-deeper-sSRJPX.pdf
https://fi.intms.nl/fi_43a1c02c/files/downloads/dws---esg_study2018_digging-deeper-sSRJPX.pdf
https://institutional.dws.com/content/_media/K15090_Academic_Insights_UK_EMEA_RZ_Online_151201_Final_(2).pdf
https://institutional.dws.com/content/_media/K15090_Academic_Insights_UK_EMEA_RZ_Online_151201_Final_(2).pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2719665
http://www3.weforum.org/docs/WEF_Global_Risks_Report_2019.pdf

PRI reading

Florence

About the PRI

Academic research

Asset owner quide: enhancing manager selection with ESG insight

Asset owner strategy quide: how to craft an investment strateqgy

Investment policy: process and practice
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https://www.unpri.org/pri/about-the-pri
https://www.unpri.org/pri/about-the-pri
https://www.unpri.org/asset-owners/academic-research
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