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What is Environmental Social Governance (ESG)?
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ESG Drivers
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ESG index funds hit $250 billion as
pandemic accelerates impact
investing boom
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KEY ® Index funds investing in companies that rate highly on environmental, social and
POINTS governance (ESG) factors have received a boost during Covid-19, with increased [e———
interest in stakeholder capitalism.

® Sustainability funds were experiencing big growth before coronavirus: assets
doubled over the past three years, according to a new Morningstar report.

® Impact investing index funds have topped $250 billion, and the U.S. market is now :
20% of the total. 2021 Busi
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ESG Drivers

One of the first moves of ESG into the mainstream conversation with
shareholders was when Larry Fink, CEO of BlackRock, stated in 2018 that:
“To prosper over time, every company must not only deliver financial
performance, but also show how it makes a positive contribution to society.”
Further, in May, the Blackstone Group asked for the first time that
management in companies controlled by Blackstone’s private equity arm
regularly report on ESG matters to their boards.
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ESG Drivers

ESG oriented business strategies are very important and communicating
them well to stakeholders is critical. Now the general public is paying more

attention to statements companies issue about social responsibility.

Although SEC regulation does not currently call for public companies to
provide specific ESG information, the topic is under examination among
SEC commissioners and committees. There is momentum building for the
SEC to follow the lead of the European Union in requiring additional ESG
information in filings, beyond what may be covered in the current

obligation for disclosure of material risk.
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ESG Frameworks and Developing your Climate
Strategy
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ESG rating A scored or graded evaluation of a company

ESG Ratl n g S : E:Sée;@oir;sag::sessment of its performance
Frameworks, and

M O r e ESG index A group of stocks tracked by ESG performance,
used to research investments and create ETFs

and other investment products.

Frameworks ESG An assessment of an organisation’s ESG

GRI benchmark performance as compared to its peers and/

CDP or competitors, usually accompanied by
recommendations for improving performance.

SASB

TCFD

WDI ESG ranking A list of companies ordered or grouped

based on relative ESG performance
Climate Disclosure Standards Board (CDSB) . . _
according to specified ESG metrics.

UN Principles for Responsible Investment (PRI)

UN Sustainable Development Goals (SDG)
ESG

framework

Standards used to guide the reporting and

disclosure of ESG metrics by an organisation.

Frameworks are created and maintained by

various nonprofits, NGOs, and industry groups.

Reference: https://www.rio.ai/quide-esg-ratings; https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esqits-history--current-status/?sh=b58d3f42cdd3;
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/.



https://www.rio.ai/guide-esg-ratings
https://www.rio.ai/guide-esg-ratings
https://www.rio.ai/guide-esg-ratings
https://www.rio.ai/guide-esg-ratings
https://www.rio.ai/guide-esg-ratings
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://www.forbes.com/sites/betsyatkins/2020/06/08/demystifying-esgits-history--current-status/?sh=b58d3f42cdd3
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/
https://corpgov.law.harvard.edu/2020/06/22/the-rise-of-standardized-esg-disclosure-frameworks-in-the-united-states/

ESG Ratings - Morgan Stanley Capital
International (MSCI)

CASE STUDY:
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COm pany E‘ Climate change A Pollution & waste
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E.g. How much pay depends on compliance fines
share price increases?

This shows just a fraction of an ESG ratings process—
with MSCI ESG Research doing the heavy-lifting for investors.
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SASB Materiality Map

Extractives &
Consumer Goods Minerals Food & Beverage Health Care Infrastructure
Processing

Dimension General Issue Category © Click to expand Click to expand Click to expand Click to expand Click to expand Click to expand

Air Quality

Energy Management
Environment
Water & Wastewater Management
Waste & Hazardous Materials Management
Ecological Impacts
Human Rights & Community Relations
Customer Privacy
Data Security
Social Capital  Access & Affordability
Product Quality & Safety

Customer Welfare

Selling Practices & Product Labeling

Reference: https://materiality.sasb.orq/.

@ Issue is likely to be
material for more than
50% of industries in sector
Issue is likely to be
material for fewer than
50% of industries in sector
Issue is not likely to be
material for any of the
industries in sector
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https://materiality.sasb.org/

SASB Materiality Map
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Human
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Employee Health & Safety
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Business Model Resilience

Supply Chain Management
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Physical Impacts of Climate Change
Business Ethics

Competitive Behavior

Management of the Legal & Regulatory Environment
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Systemic Risk Management
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Health Care

Click to expand
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Reference: https://materiality.sasb.orq/.

@ Issue is likely to be
material for more than
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https://materiality.sasb.org/

U Example Materiality Assessment

1. Environmental —

. GHG emissions and hazardous/toxic air pollutant emissions
from various sources

. GHG emissions from large vehicle fleet (> 250 vehicles)

. GHG emissions from large walk-in coolers and other refrigerant-
’ containing appliances with high GWP refrigerants

! \ . Energy management
. Groundwater/land use impacts

;
."..‘l/f
o

il “m

. Biodiversity impacts
2. Social -

. Local community relations
. Location of plants/sites relating to disadvantaged communities
. Health and safety
. Diversity and inclusion
3. Governance —

Executive pay tied to ESG targets
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Net Zero Transformation
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GHG Protocol Scopes & Emissions Across the Value
Chain

Scope 2 Scope 1
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Scope 3 Scope 3
- INDIRECT INDIRECT

J S—
o LT

purchased
goods and transportation
services . and distributson
purchased eleclsicky, Waam
( Il heating & cooling Tar own use imvestments
leased assets 6
company
facilities m
franchises

processing of

goods
employes
fuel and commuting - sold prodocts 9
energy related 1-‘9 g R
trates
S business it ot
e travel vehicles use of sold
transportation prodicts
a4 thstnbation waste end-of-ife
gererated in treatment of
operations <old products
Upstream activities Reporting company Downstream activities

Trinit {//_‘

Consultant

Reference: https://ghgprotocol.org/sites/default/files/standards/Corporate-Value-Chain-Accounting-Reporing-Standard_041613_2.pdf.
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Defining Inventory Objectives — Business Goals

» Managing GHG Risks

» Ildentifying GHG Reduction Opportunities

» Informing Public ESG Reporting

» Developing Voluntary GHG Disclosure Data
» Supporting Mandatory GHG Reporting

» Participating in GHG Markets

» Seeking Recognition for Voluntary Measures

Often want to serve multiple goals, so design the process to provide as much value to

as many business objectives (current and future) as possible.
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Why Set GHG Reduction Targets?

» Assess and manage relevant climate-related risks &
opportunities

» Stimulate innovation and navigate costs associated
with transition to low-carbon economy

» Prepare for future regulations and policy shifts
» Demonstrate leadership and corporate responsibility
» Participate in voluntary reporting programs

The number of companies making climate-neutral or net zero pledges
has doubled during the COVID-19 pandemic.

Governance

Risk

Management

Metrics &
Targets
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Global GHG Reduction Targets

» Paris Agreement Temperature Goal:
* Limit warming to below 2°C, ideally below 1.5°C
* Timeline to achieve:

Global timeline to reach net-zero emissions

NET
LIMITING GLOBAL Zggo
WARMING TO 1.5°C ENTAILS lz
2020 2030 2040 2060 2070 2080 2090
LIMITING GLOBAL ' I :
WARMING T0 2.0°C ENTAILS
NET
ZERO
co,
Source: IPCC Special Report on Global Warming of 1.5°C WORLD RESOURCES INSTITUTE
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Technical Approach to ESG/GHG Support Tasks

_ _ Step 4: GHG
Step 1: Establish a Baseline Target Setting

and Planning

D SR N otep 2: Assess Impacts of Low Carbon
GHG Inventory Economy Informed by Step

) 1, Step 2, & Step 3
Obtain Step 3: Assess 9

Determine what sources s : -
and GHG are material I\/Ianagement/lnternal Mltlgatlon Strategles @ """ ’
Stakeholder Input

Determine technical

Use to inform target feasibility, % reduction
boundaries Benchmark Peers
N _ f Elstimat_e costs & rank 5. ESG Reporting
ssess impacts o alternative strategies o e

evolving climate policies |based on $/MT CO,e
= and regulations

Informed by Steps

TN
111

Assess Timeframe for 1-4
Research avenues to implementation — available )
decarbonization (O<|now vs. emerging N

technologies @
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GHG Target Setting

» Calculate intermediate targets based on mitigation strategy review
+ What emission sources are material to your carbon footprint?
+ What % reduction can be achieved with abatement measures identified for these sources?
+ Should any abatement measures be eliminated based on cost?

+ What are the limits of existing technology? (i.e., new emissions levels once existing abatement
measures implemented)

+ How can the remaining emissions be compensated/offset or neutralized/eliminated?

» Set long-term goal
+ Requires forecasting of emerging technology advancement
+ Requires insight from management and internal stakeholders on market projections/business
model in low carbon economy

» Set up tools to track progress towards goals and periodically revisit/revise mitigation
strategies as technology, policy, business priorities evolve
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ESG and Net Zero Transformation — Key Points

» Maintain relevant, complete, consistent, transparent, and accurate
disclosure and reporting

» Engage continuously with stakeholders including investors,
customers, and supply chain

» Align ESG disclosures and environmental reporting obligations
» Reassess materiality on given frequency
» Benchmark versus competitors

» Track GHG federal and state regulation and determine risks and
Impacts

» Revisit GHG mitigation strategy on given frequency — abatement,
neutralization, and compensation

» Stay abreast of latest technologies in your sector
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Questions

mliebert@trinityconsultants.com




