ESG / Sustainability Overview — Workshop b sk
el x| 525
Internal Session for Capital Market Authority (‘)u‘@‘)ﬁ@

Capital Markets Authority
May 2023 O g s




Contents

IFRS sustainability disclosure standards
01 The ESG concept

History of ESG / Sustainability

Decoding ESG: What does ESG mean for an 04
Organization?

Disclosures and key metrics for listed companies

ESG benchmarking and positioning

02 Why is ESG important? ESG metrices and indices

ESG target setting
The ESG drivers
Scoring methodology of ESG raters

Benefits of integrating ESG into businesses

03 Standards, frameworks and regulations 05 ESG performance and regulatory requirement

ESG reporting frameworks and enablers

N N —
THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING RSBA



Contents (contd..)

06 Governance over ESG issues

Robust governance and risk management
ESG / Sustainability policies
Climate-related risks & opportunities

Sustainable finance

07 Closing

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING

RSM



1. The ESG concept

History of ESG / Sustainability
Decoding ESG: What does ESG mean for an Organization?
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History of Sustainability

Conference of
Parties (COP):
The first COP to
implement various
climate initiatives.

Brundtland Commission:
Established by the UN to
rally countries to pursue
sustainable development.

UN Global Compact:
Initiative to encourage
businesses worldwide to adopt
sustainable & socially
responsible policies, and report
implementation.

UN Sustainable
Development Goals
(UNSDGs):

Released by the UN to set out
17 sustainability goals and
169 targets.

International Integrated
Reporting (IIR):
Released to offer guidance
and principles concerning
financial & non-financial
reporting.

Principles of Responsible
Investment (PRI):
UN-supported initiative to
implement sustainability
principles in investing.

Exposure Draft S1 and S2:
The General Requirements
Exposure Draft sets out the
core content for a complete
set of sustainability-related
financial disclosures

f

SUSTAINABLE
DEVELOPMENT

4 R>

T

...PRI

T

EEIFRS

Sustainability

B
—

1997

m 2014 2015 2016 2017 2019 ﬂ}

UN Framework Convention

on Climate Change (UNFCCC):

Set out a framework
concerning greenhouse gas
(GHG) emissions.

@

Global Reporting Initiative (GRI):

An international independent
standards organization, which is
the main framework for
sustainability reporting,
headquarter in Amsterdam.

Kyoto Protocol:
Agreement between countries
around the world to recognize

the need to reduce GHG and
address climate change.

European
Commission

European Commission —
Directive for Mandatory
Reporting:

Required all large companies in
Europe to disclose sustainability
issues.
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The Paris Agreement:

a legally binding international
treaty on climate change. It
was adopted by 196 countries
at COP 21 in Paris,

Its goal is to limit global
warming to well below 2°C.

SIGNING CEREMONY.
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PRINCIPLES FOR
ONEP RESPONSIBLE

INITIATIVE | BANKING

Principles of Responsible
Banking (PRB):

a framework for a sustainable
banking system, and help the
embed sustainability at the
strategic, portfolio and
transactional level. It has over
~190 members.
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. - Examples of ESG topics

Source:

&

ENVIRONMENTAL

= climate change

= resource depletion
] waste

= pollution

= deforestation

Environmental

How a company performs as
a steward of natural capital

UNPRI

it 3

SOCIAL GOVERNANMNCE
= human rights s bribery and corruption
= modern slavery = executive pay
= child labour =  board diversity and structure
= working conditions = political lebbying and
= employee relations donations

» taxstrategy

Social Governance
How a company manages
relationships with employees,

suppliers, customers,
Community H I
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. - What ESG means for an organization?

Commitment to

Fulfil social
responsibilities

Reduce
environmental
e footprint
—
000

® Accountability
at the highest
level

Strong
business
growth

Enhance
reputation

Meet the
expectations of
stakeholders
and investors

Create long-
term value

Comply with
regulations
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2. Why Is ESG important?

The ESG drivers
Benefits of integrating ESG Into businesses
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Key ESG drivers
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ESG priorities

Importance of ESG Motivations

Please rate how important the following ESG motivations are for you

Very important Meeting regulations and complying with

" disclosure rules
@ Somewhatl impartant

@ Mot &t all important

Achieving emvironmental goals (e.g., reducing
carban emissions, waste, pollution, ete)

Impraving brand or reputation

Being a good corparate citizen

Responding to staksholder pressure for
transparency and accountability

Enhancing financial performance

Allocating capital to strategic priarities

0%

20%

ESG Priorities for the Coming Year

What ESG issue(s) does your company intend to prioritize over the coming yes:

Carbon emissions from your own operations
Emissions, effluents, and waste

Carbon emissions from your products and services
QOccupational health and safety

Environmental and social impact of products and services
Human capital

Business ethics

Human rights

Community relations

Human rights in your supply chain

Data privacy and security

Bribery and corruption

Resource use

Land use and biodiversity

ESG in financial lending and investment decision-making
Resource use in your supply chain

Product governance

Resilience (financial institutions)

Access 10 basic services

Land use and biodiversity in your supply chain
None of the above

Other (please specify)

59%
58%
55%
51%
48%

)
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45%
42%
40%
34%
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Adoption of ESG Reporting Standards or Frameworks

Have you adopted any of the following ESG reporting standards or frameworks? Select all that apply.

Global Reporting Initiative (GRI) 66%
Task Force on Climate-elated Financial Disclosures (TCFD) 51%
Sustainability Accounting Standards Board (SASB) A4%

Climate Disclosure Project (CDP) 44%
Science-Based Targets Initiative (SBTI) 30%

Integrated Reporting Framework (IRF) 13%

Corporate Sustainability Reporting Directive (CSRD) 10%

International Sustainability Standards Board (ISSB) 10%

Greenhouse Gas Management (IS0 14080:2018) 10%

None of the above 12%

Other (please specify) 13%

o
&
=]
&

30% 45% 60% 75%

60% 80% 100%

From June to August 2022, Morningstar Sustainalytics conducted a global survey of 556 participants who

identified as corporate social responsibility or sustainability professionals.
Source: Morningstar-Sustainalytics-Corporate-ESG-Survey-Report-2022
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. - Outlook on ESG drivers for listed companies

. Risk Evolving Concept -
1 Accountability 2 Management 3 of Value 4 Attract Capital

Enterprise Risk Management

Applying enterprise risk management to
environmental, social and governance-related risks

sy | Ewbesd

Corporate

Regulations
governance

1A

ESG
Disclosures

11
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Benefits of integrating ESG into businesses
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. - Why investors integrate ESG?

Investors are increasingly getting conscious about the climate-related risks and their potential impact on their investment portfolio. On
several occasions, an investor may decline to invest in a company, only because of un-sustainable business practices.

Lowering investment
risk
Lowering
reputational risk

gzt Client and beneficiary

demands

engagement and
stewardship

Regulations

As with 2022, more than a quarter of global investors say ESG
is central to their investment approach

ESG adoption levels

Glabal Ewrope Azia-Pacific

m Conwiction: ESG investing is ceniral
t0 OUF Investmant approach

m Acceplance We apply ESG Invesiing

ESG usens— in BUr vesimant appraach

B Comgianee: We consider ESG Fsuss
h

N Sur IBvesImanl approac

On the sidefines: We are yet o
ba conwincad about ESG

m Mon-adoption

Hon-users
— T =t

A 202 20 2022 2021 2022 2021 2022

ESG Global Study 2022 (harvard.edu)



https://corpgov.law.harvard.edu/2022/06/17/esg-global-study-2022/#:~:text=Meanwhile%2C%20ESG%20integration%20remains%20the%20top%20implementation%20strategy,Nearly%20two-thirds%20prefer%20active%20funds%20to%20integrate%20ESG.

Value of ESG integration in business (1/2)

Identification of climate risks Efficiently managing ESG
and their impact on traditional aspects in organizations have
risk management metrics can shown to reduce costs for the
add resilience to organizations. same level of output.

Reduced costs by
eliminating
inefficiencies and
optimizing
resource use

Risk management
and resilience

" Access to
Competitive international

advantage funding, markets
& listings

Incorporating ESG aspects into the Adopting ESG practices can

business administration process open new possibilities and

has been shown to positively business opportunities from

impact organizations. It provides a international markets and

competitive advantage over investors. I BN

organizations that don’t adopt ESG. Rs hﬂ
14



Value of ESG integration in business (2/2)

ESG integration leads to Adopting ESG practices is
improved relationships and essential to help meet national
engagement with stakeholders and international targets around
thus reducing possibility of social sustainable development and
cohesion and conflicts. low carbon transition.

Enhanced
stakeholder
engagement and Contribution to

trust, and reduce DSUSti'slinc':lbIet
possibilities of evelopmen

Better positioning to conflict

respond to local & Retain and attract

global re_gulatory employees
compliances

Integrating ESG practices Following ESG best practices

In business operations help can motivate employees and

organizations adapt to help in retention. Also it places

changing legal and the organization favourably to

regulatory requirements. attract new talents. H N E——
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3. Standards, frameworks and regulations

ESG reporting frameworks and enablers
IFRS sustainability disclosure standards
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ESG reporting frameworks and enablers
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. - Methodologies that help practitioners incorporate ESG

Reporting Standards

. Global Reporting Initiative (GRI)
« SASB

. IFRS Sustainability Disclosure

Rating Indices

«  S&P Global

. FTSE 4 Good

. Morningstar Sustainalytics
. MSCI ESG Rating

. Refinitiv

Assurance standards
. AA 1000
. ISAE 3402

ESG Methodologies

Guidelines, Governance Principles & Codes of

Practice

. UN Global Compact

. SO 26000

. Equator principles

. PRI Principles

. UNEP Finance Initiative

 Task Force on Climate-Related Financial
Disclosures (TCFD)

. SDGs

Law and Regulations and International
Mandates

. Capital Market Authority

. Central Bank of Kuwait

«  Sustainable Finance Disclosure Regulations

RSM
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Reporting framework — Global Reporting Initiative (GRI)

The Global Reporting Initiative (GRI) is a non-profit organization that promotes economic sustainability. They do this by producing one
of the most comprehensive standards for sustainability reporting. Companies can communicate their ESG performance through a

report by referring to a comprehensive, global framework such as the GRI: 2

[

GRI Standards

~N

J

' N

Universal Standards

Sector Standards

Topic Standards

~

Requirements and
principles for using the
GRI Standards

Disclosures about the
reporting organization

Disclosures and
guidance about the
organization's material
topics

Apply all three Universal
Standards to your reporting

Use the Sector Standards that
apply to your sectors

Select Topic Standards to report
specific information on your
material topics

021.

The global leader for
impact reporting

KEY TAKEAWAYS

Since inception in 1997, GRI Standard is adopted by
90%+ of the world’s largest 250 organizations.

GRI has partnered with the United Nations Global
Compact (UNGC) to provide organizations with

a prioritized metrics/disclosures that organizations
can use to show their progress regarding the SDGs.

In March 2022, GRI and the IFRS Foundation signed
a Memorandum of Understanding (MoU) to
coordinate their work programs and standard-setting
activities as well as join each other’s consultative
bodies related to sustainability reporting.

As on 2022, 10,000+ organizations use the GRI
Standards for reporting and 30,000+ GRI-aligned
reports have been published.

RSM


https://www.ifrs.org/
https://www.globalreporting.org/about-gri/news-center/ifrs-foundation-and-gri-to-align-capital-market-and-multi-stakeholder-standards/

. - Sustainability Accounting Standards Board (SASB)

The SASB Foundation was founded in 2011 as a not-for-profit, independent
standards-setting organization. Its mission is to establish and maintain
industry-specific standards that assist companies in disclosing financially
material, decision-useful sustainability information to investors

SASB standards are designed to meet the needs of providers of
capital, such as shareholders and creditors. SASB standards are

complementary to and may be used in conjunction with other
frameworks focused on multiple audiences.

The SASB’s due process is designed to produce standards for
information that is:

* reasonably likely to be material

» decision-useful for companies and their investors
» cost-effective for corporate issuers

https.//www.sasb.org

1 RSM
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. - SASB universe of topics

Environment

* GHG Emissions

» Air Quality

» Energy Management

» Water & Wastewater
Management

» Waste & Hazardous
Materials Management

* Ecological Impacts

Leadership &
Governance

* Business Ethics

» Competitive Behavior

» Management of the Legal &
Regulatory Environment

* Critical Incident Risk
Management

» Systemic Risk Management

Environment Social
Capital

UNIVERSE OF

SUSTAINABILITY

Leadership ISSUES Human

&
Governance Capital

Business Model
& Innovation

Business Model & Innovation

* Product Design & Lifecycle Management

Business Model Resilience

Supply Chain Management
Materials Sourcing & Efficiency
Physical Impacts of Climate Change

Social Capital

* Human Rights &
Community Relations

+ Customer Privacy

« Data Security

+ Access & Affordability

* Product Quality & Safety
+ Customer Welfare

+ Selling Practices &
Product Labeling

Human Capital

* Labor Practices

* Employee Health &
Safety

+ Employee Engagement,
Diversity & Inclusion

SASB’s sustainability
topics are organized
under five broad
sustainability
dimensions

RSM
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How does the standard fit in with existing frameworks?

TCFD

Task Force on Climate-
Related Financial Disclosures

Est. 2016 by the Financial Stability Board at
request of G20 Finance Ministers and
Central Bank Governors.

Influences

ISSB

International Sustainability
Standards Board

Est. 2021 by IFRS Foundation, formally
consolidating CDSE and VRF.

B IFRS

Consclidates

Complements

Global Reporting Initiative

Est. 1997 in Boston, MA, following public
outcry after Exxon Valdez oil spill.

Climate Disclosure
Standards Board

Est. 2007 at World Economic Forum.

Value Reporting
Foundation

Est. 2021 by SASB and
lIRC to merge efforts

VALUE
REPORTING
FOUNDATION

with existing frameworks and regulations

The IFRS Standards and th

Establishes

SN CDP

Carbon Disclosure Project

Est. 2000 at 10 Downing Street as “first
platform to leverage investor pressure to
influence corporate disclosure on
environmental impact.”

internationally.

Sustainability Accounting
Standards Board

Est. 2011 by Jean Rogers “to help
businesses and investors develop a
commeon language about the financial
impacts of sustainability.”

Consolidates

INTEGRATED
REPORTING <| R>

International Integrated
Reporting Council

Est. 2010 in response to the global
financial crisis by GRI, the International
Federation of Accountants, and The
Prince of Wales’ Accounting for
Sustainability Project.

RSM



4. Disclosures and key metrics for listed companies

ESG benchmarking and positioning
ESG metrices and indices

ESG target setting

Scoring methodology of ESG raters
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ESG benchmarking and positioning

N N —
THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING RSBA



. - Types of ESG benchmarking

Some popular benchmarking methods companies can use to inform their decisions and gauge their success to include the following

1. Peer benchmarking on ESG 4. Collaborative benchmarking

Peer benchmarking allows companies to view others in their Some companies make their relevant metrics and data publicly

industry and evaluate how sustainable their own products and available through ESG communication. By doing this and

services are compared to similar ones in the marketplace. encouraging others in their industry to do the same, businesses
can share effective strategies that elevate their field and help

2. ESG SWOT analysis everyone perform their best. This is crucial for carbon-intensive

SWOT stands for strengths, weaknesses, opportunities, and sectors such as power, oil and gas, transport, real estate, etc.

threats, and it can provide companies with a valuable framework
for self-evaluation. Like peer benchmarking, SWOT offers
companies an opportunity to look at the market and understand 5. Process benchmarking

how their ESG performance relate to their competition. Process benchmarking is a strategy larger businesses can use to
compare the ESG performance of their internal branches.

3. ESG Performance benchmarking

Performance benchmarking is a technique companies use to
evaluate a single ESG aspect (e.g., energy consumption, GHG
emissions, etc.) of their business.

Benchmarking is important because they:
*Help companies gain a competitive edge in the marketplace
*Encourage employees to work together toward a common goal
*Relate goals to measurable metrics and performance indicators
*Help companies discover innovative strategies to help their products and services stand out in the marketplace
*Make it easier to evaluate the strengths and weaknesses of a product or service N I
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. - Sample: ESG SWOT analysis

Strength, Weakness, Opportunities, Threat (SWOT) analysis using ESG aspects can help companies improve on their
sustainability journey. Following is a sample SWOT analysis for an automotive retail company.

ESG - SWOT Analysis

Strength (S)

Skilled Labour Availability

Market Demand for ESG Financial
Products

ESG Risk Management
Corporate Governance

Opportunities (O)

Expanding Markets (e.g., BRICS,
Asian)

Digitization

Partnerships

Relationship Marketing
E-commerce

Green Bonds

Weakness (W)

GHG Regulations

Customer’s Bargaining Power
Low-lying Assets

Chronic Physical Climate Risks

Threats (T)

Economic Recession
Liquidity Shocks
Increasing Competition
Climate Risks
Stranded Assets

Outcome |

Understand where the company stands w.r.t ESG, forming a
baseline and clear understanding of areas of improvement

Provide the ability for future target setting and improvement

Allow for comparability with peers (Nationally, Regionally,
Globally)

Emphasize alignment to local, regional, and international
framewaorks and drivers related to Sustainability and ESG

Opportunity of driving excellence through ESG lens

RSM



Sample: ESG positioning in industry

To understand the position of any organization in the respective industry and sector of operation, organizations can rely on ESG
Raters such as MSCI, S&P, and others. Such raters provide a comprehensive report to each participating organization exactly
highlighting the positives and negatives to position themselves on ESG in their industry.

o >

Total E5G Score

Economic Dimension

Business Ethics

Corporate Governance

Information Securityl Cybersecurity & System
Availabiity

Innowation Management

NMaterialty

Policy Influence

Product Cuality & Recall Menagement
Risk & Crisis Management

Supply Chain Management

Tax Sirategy

Envirenmental Dimens ion

Biodiv ersity

Climate Strategy

Enwironmental Policy & Management Systems
Erwironmental Fepaorting

Operational Eco-Bficiency

Product Stew andship

Social Dimension

Corporate Cilizenship & Phianthropy
Customer Relationship Managament
Hurman Capital Dewelopment

Human Rights

Labor Practice indicators

Privacy Protection

Socizl Reporting

Talent Attraction & Retention

RSM
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https://www.spglobal.com/esg/documents/sample-cbr-2022.pdf

ESG metrices and indices
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Selection of ESG Key Performance Indicators (KPIs)

With increasing number of KPIs across ESG pillars to choose from, companies need to decide which KPIs are most relevant to their business and that stakeholders
are most interested in. The selection of KPIs takes several things into consideration such as the company industry, the benchmarks, ESG Raters such as SASB,
MSCI and GRI, stakeholders' engagement and the corporate ESG strategy.

What matters to management and what
matters to their stakeholders will inevitably
overlap, but the match is unlikely to be
perfect. There will often be a need to
provide information simply because
stakeholders demand it.

Which metrics
matter most to the
business?

Which metrics
matter most to the
stakeholders?

Systems and
processes needed

to report on the
chosen metric?

What is measured, monitored and reported should start with a company’s
specific strategy and purpose. There needs to be a clear link to strategy.
The ultimate decision about which metrics to disclose should be taken by
the entire top team, working in collaboration.

Companies will need to disclose the information that investors and
other stakeholders want, or they will suffer the consequences.
However, it will often be a journey to get from what is disclosable
today to what is needed tomorrow. Non-financial disclosures will only
be credible to markets if the data that is collected and analyzed is as
robust as the data used in financial disclosures. Companies therefore
need to bring the same focus on relevance and reliability as they bring
to financial reporting. One untrustworthy disclosure - or material
omission - can undermine confidence in everything else.
N I
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ESG Key Performance Indicators (KPls)

ESG key performance indicators, or KPIs, are trackable figures meant to help firms understand the environmental, social and governance impact of their operations.
For venture capital and private equity managers, ESG KPIs are integral in understanding the ESG impact of the companies they invest in or are thinking about
investing in, and thus the impact of their funds. ESG KPIs also provide managers and investors with an idea of what risks their investments and funds face. Investors
are increasingly expecting these ESG metrics to be reported on. The following shows some ESG KPIs disclosed by a leading bank in Saudi Arabia.

I Absenteeism Unit Scope 2018 2019 2020 2021 Emiratisation Unit Scope 2018 2019 2020 2021
e S e e Emplayee absentee rate” %  UAE 790 1340 1116 0966  Nationalisation of senior % UAE 8 17 % 243
t
*The year 2018 was the year of integration and employees could nat. utilise their entire leave entitlements due to work :atr.\agell.'netr.l total " UAE 3 = = IE
requirements. The leave canny forward polioy was relaxed 2 an exception and 2018 leaves were camed forward and utilised in ationalization among tota .
I FAB Group Carbon Dioxide Emissions (tC0,e) I Total Water Consumption (kL) 2019, thus causing n increase in absentea:". workforce
60000 400000 Total number of national MNumber UAE 1,370 1,298 1,339 1,505
350000 Code of Conduct Unit Scope 2018 2019 2020 2021 employees
S0 - Breaches of code of conduct  Number UAE 165 126 151 144~ Mumberof femalenational - Number  UAE 1038 999w s
300000 mploy
wn
o 250000 Grievances Unit  Scope 2018 2019 2020 2021 _ _
" - - Workforce Overview Unit Scope 2018 2019 2020 2021
S 30000 I = 00000 Number of grievances filedin  Mumber LIAE 2% 63 X 15
the reporting period Total workforce (excluding Mumber Group 5,433 5,451 5,054 5,078°
20000 150000 - - trai , students and
% of these grievance kA UAE 100% 100% 100% 100% outsourced staff)
100000 addressed or resolved
10000 Number of an e P UAE p 5 5 P Full-time employees Mumber Group 4,520 5,438 5,032 5,064
50000 umber of grievances file umber Partti Fr— - = 5 > m
- - prior to the reporting period art-time employ urmnber roup
0 I 0 that were resolved during the * This figure exccludes full-time employees of Bank Audi Eqypt. Dur total workforce induding 1522 employees in Bank Audi post
- - acquisition in Dec 2021 is 8600 For further detaiks, please refer to our 2021 Annual Repart
2018 2019 2020 2021 reporting period
M Total WatercC i e by L type:
Scope 1 Scope2 Scope3 ‘ater Consumption
I scope ope2 Ml Scope - e — Unit  Scope 2018 2019 ST s Employees onanindefinitear  Number  Group 5429 5446 5036 5058
With the gradual return of our employees to office, we saw a The water consumption in 2021 increased by 18% in Number of female employees  Mumber UAE 98 146 117 113 permanent contract
9% increase in total carbon dioxide emissions in comparison to comparison to 2020. This is mainly due to the increase that took parental leave Employees on a fixed termor - Nurmber Croup 4 7 18 20
2020. However, total carbon dioxide emissions levels have been branch merger in Eqypt that took place during 2021 and P tem: parary contract
reduced by 21% from 2019 to 2021. due to gradual return of our employees to offices in all our % of female employees % UAE 100% 100% 100% 100% -
international locations. who returned to work after Workforce by job category:
maternity leave Senior management MNurnber Group 40 45 41 38
Mumber of female employees  Mumber UAE 97 135 117 113 mpRoy
Middle management Murmber Grouj 3,853 4135 3,934 4075
I Carbon Dioxide Emissions 2021 I Materials Consumption and Waste 2021 retumed fro'_-n parental eave " 9 P
who were still employed employees
— — — — — — twelve months after return to Non-management employees  Number Croup 1,540 1,271 1,079 965
/ \\ f/ \\ / \\ 54 e/eg 9;5\\ ./2353\\ ,-/1:'2 \‘\ work (retention) by
(2405 | (25457 ) [ 3.8 ) 568 kg | kg ) | a36kg) | sezki) 0 e
S N/ \\__-/ \‘__// \\__'/ N Return to work rate (%) % UAE 100 100 100% 100% Employees age 18-30 Nurnber Group 766 813 578 788
scope 1 Soope 2 Scope 3 pe 1 pe 2 C.l:;laL:FI?;E?n 'u‘:._::ntderto t.:lzilkaunhslle::n I wast Total wat Retention rate (%) k] UAE 63 92 100% 100% Employees age 31-50 Nurmber Group 4187 4170 3,839 3,785
TCO,E (GROUP) TCO,E (UAE) o cRoup o Employees age +51 Mumber  Group 480 468 537 505

FAB CORPORATE ESC REPORT 2021
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ESG target setting
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. - How to set and announce ESG targets?

Setting ESG goals is an essential part of defining an organization’s ESG strategy. Intentionally choosing a path on ESG strategy is more likely to lead to improved
performance. The following highlights some of the considerations for organizations to set up ESG targets.

Understand the value

of ESG goal setting

2

Assess ESG baseline

before setting goals

Familiarize with and
set SMART goals

4

Measure ESG goals
and set timelines by
creating KPIs

5

Share and announce
ESG goals

Managing stakeholder
expectations require
companies to understand
the importance of ESG
targets and the value it
adds.

Prioritizing areas of ESG
impact is an important
early step in every
company’s ESG journey
and should come before
goal setting. Materiality
and baseline assessments
are two important and
distinct evaluative steps in
this regard.

Creating Specific,
Measurable, Achievable,
Relevant and Time
(SMART) ESG goals helps
establish attainable
objectives within a
predetermined timeframe.
By taking this approach,
companies can eliminate
generalizations and
guesswork while setting
goals and targets over
clear timeframes, and
intentional ways to track
progress.

For each ESG goal decided
it is important enough to
track, one should have a
key performance indicator
(KPI), a quantifiable
measure of

performance. By adding
guantifiable metrics, a
company can track
progress from their
baseline overtime and
adjust as needed as they
drive towards their ultimate
ESG goal.

Having identified the
company’s stakeholders,
determined the key ESG
issues, and established
governance and operational
practices, now is the time to
be transparent and publicly
disclose the ESG goals and
progress. Being transparent
can increase accountability
and credibility.

RSM



. - Sample- Corporate ESG strategy survey by Morningstar Sustainalytics

Morningstar Sustainalytics conducted a survey to understand the ESG strategy uptake amongst organizations. Some interesting results were
revealed. The majority of survey respondents reported that their firms have a documented ESG strategy. The results also reveal how these
strategies develop, from identifying material ESG issues, to goal-setting, establishing KPIs, and finally, putting it all together in a formal strategy

document.

Adoption of Formal Documented ESG Strategies

Does your organization have a formal documented ESG strategy?

8%
Fat

® Ves

@ In progress
Mat sure 26%
Mo

6%

* Nine in ten survey respondents (90%) said their firms have or
are developing a formal ESG strategy. It appears that companies
that employ CSR and sustainability professionals are highly
likely to have a formal ESG strategy or have one in progress.

» A small proportion of respondents (2%) aren’t sure about their
firms’ ESG plans, which raises questions about how companies
integrate and communicate their efforts across the organization.

Identification of Strategic ESG Issues

Has your organization identified the ESG issues that are most important to your corporate strategy?

2% 4%

® Yes

@ In progress
Mot sure
Mo

T8%

Identification and Adoption of ESG Goals With Specific KPls

Has your organization identified and adopted ESG goals with specific KPIs?

8%
1%

® Yes
@ Inprogress
Mat sure 30%

Mo
61%

RSM
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MSCI assess thousands of data points across 37 ESG Key
Issues that focus on the intersection between a company’s
core business and the industry-specific issues that may
create significant risks and opportunities for the
company.

The Key Issues are weighted according to:

» Impact of the risk / opportunity
» Time horizon of the risk / opportunity

All companies are assessed for Corporate Governance and
Corporate Behavior.

- Morgan Stanley Capital International (MSCI)

203

i DATA

1000+ data points on ESG policies, programs, and performance;
Data on 65,000 individual directors; 13 years of shareholder meeting results

EXPOSURE METRICS

How exposed is the company

to industry material issues?
Based on over 80 business
and geographic segment
metrics

SOURCES “—‘_‘:J

100+ specialized datasets
(government, NGO, models)
Company disclosure (10-K,
sustainability report, proxy report);
1600+ media sources monitored
daily (global and local news
sources, government, NGO).

-

MONITORING & ()

QUALITY REVIEW

Systematic ongoing daily monitoring of
controversies and governance events;
Systematic communication with issuers to
verify data accuracy

In-depth quality review processes at all
stages of rating, including formal
committee review.

ESG RATING (AAA-CCC)

Issue scores and weights
combine to overall ESG
rating relative to industry

pEers.
E, S, G scores
also available

MANAGEMENT
METRICS

How is the company managing
each key issue?

600 policy/program metrics,
240 performance metrics:

D
INSIGHT

Specialized ESG research
team provides additional
insight through:

Company reports
Industry reports
Thematic reports
Analyst calls & webinars

DATA OUTPUTS “;,]

Access to selected underlying
data

Ratings, scores, and weights on
350,000 securities

17 years of history

RSM



3 Pillars

10 Themes

37 ESG Key Issues

- Morgan Stanley Capital International (MSCI)

Environment | Climate Change Carbon Emissions Financing Environmental
Product Carbon Footprint Impact
Climate Change Vulnerability
Natural Resources Water Stress Raw Material Sourcing
Biodiversity & Land Use
Pollution & Waste Toxic Emissions & Waste Electronic Waste
Packaging Material &
Waste
Environmental Opportunities in Clean Tech ~ Opp’s in Renewable Energy
Opportunities Opportunities in Green
Building
Social Human Capital Labor Management Human Capital Development
Health & Safety Supply Chain Labor
Standards
Product Liability Product Safety & Quality Privacy & Data Security
Chemical Safety Responsible Investment
Financial Product Safety Health & Demographic Risk
Stakeholder Opposition Controversial Sourcing
Social Opportunities Access to Communications  Access 1o Health Care
Access to Finance Opp’'s in Nutrition & Health
Governance Corporate Governance* Board* Ownership*
Pay* Accounting*

Corporate Behavior

Business Ethics
Anti-Competitive Practices
Tax Transparency

Corruption & Instability
Financial System Instability

* Corporate Governance Theme carries weight in the ESG Rating model for all companies. In 2018, we introduce sub-

scores for each of the four underlying issues: Board, Pay, Ownership, and Accounting.

Figure2 Framework for Setting Key Issue Weights

Level of

Expected Time frame for
Risk/Opportunity to Materialize

Short-Term Long-Term
<2 years) (5+ years)

Industry is major
-Vl € contributor to impact
Contribution to

Environmental or
Social Impact

Industry is minor
contributor to impact

Figure3 Combining Exposure and Management — ‘Risk’ Key Issues

10

Management Score
w

Exposure Score




Figure 5 Assessment of Controversial Cases

Scale of Impact

Extremely Widespread

Extensive

Limited

Low

Egregious
Very Severe

Very Severe

Nature of Impact

Serious Medium

Very Severe Severe

- Morgan Stanley Capital International (MSCI)

Minimal
Moderate

Severe Moderate

Moderate

Severe

Moderate

Moderate Minor

Minor

Moderate Minor

Minor

Figure 6

Corporate Governance Component Structure

MSCI ESG

Governance Metrics

MSCI ESG

Governance Metrics

Board : Ownership & Accounting
Percentile A Fée;ff"‘"e Control Percentile
Rank Percentile Rank
39x Board 23x Pay 2ﬁi%mieglhip 8x Accounting
KeyMetrics KeyMetrics KeyMetrics KeyMetrics

Raw Data

Figure 7  Hierarchy of ESG Scores

ESG Letter Rating

(AAA-CCC)
Pre-set score-to-letter-rating matrix

Final Industry
Adjusted Score (0-10)

Adjusted relative to Industry Peers, Exceptional truncations

Weighted Average Key
Issue Score (0-10)

Weighted average of underlying Pillar scores

Environment Pillar Social Pillar Score (0- Governance Pillar
Score (0-10) 10) Score (0-10)
Each pillar is organized into underlying themes;
Fillar and Theme Scores derive from the weighted average of underlying Issue scores

Environmental Key Social Key Issue Governance Key Issue
Issue Scores (0-10) Scores (0-10) Scores Score (0-10)

Indicators: Indicators: Indicators: Indicators: Indicator Indicators:
Business Strategy Business Strategy s Strategy
Segments; Programs & Segments; Programs & Business Programs &

Geographic Initiatives Geographic Initiatives Segments; Initiatives
Segments; Performance Segments; Performance Geographié Performance
Co-spec Controversie Co-spec Contr ies its; Controversies
indicators s indicators Co-spec
indicators
Raw Data:

Company financial and sustainability disclosure, specialized government & academic data sets, media searches, etc.

RSM



Morgan Stanley Capital International (MSCI)

Figure 8 The Final Industry Adjusted Company Score is mapped to a Letter
Rating as follow.

Letter Rating Final Industry-Adjusted Company Score

AAM 8.6%-10.0
AL 71-8.6
ful 2.7-T71
BBE 43-5.7
BB 2.9-43
B 14-2.9
CCC 0.0-14
LAGGARD LEADER
A company lagging its industry based on its A company with @ mixed or unexceptional track A company leading its industry in managing
high exposure and failure to record of managing the most significant ESG risks the most significant ESG risks and
manage significant ESG risks and cppertunities relative to industry peers opportunities

RSM



. - FTSE Russell ESG Ratings

* FTSE Russell’s ESG Ratings and data model allows investors to
understand a company’s exposure to and management of ESG
issues in multiple dimensions

* The ESG Ratings are comprised of an overall Rating that breaks
down into underlying Pillar and Theme Exposures and Scores

e The Pillars and Themes are built on over 300 individual indicator
assessments that are applied to each company’s unique ko

O Q
circumstances Resources

* The FTSE ESG Ratings can be accessed through the online data

model and includes 7,200 securities in 47 Developed and Emerging Anti- 0
markets
Customer
Responsibility
ESG Ratings Data Process A——
& Community

Calculate
ESG

Score

S o\
Upp,y Chain: So¢\®

Information Cross Communication Highlight

Gathering Referencing Assessment and Contact Feedback

RSM
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Environmental

Social

Governance

@ Resource use

@ Emissions

() Innovation

@ Workforce
@ Human rights
() Community

Product responsibility

@ Management
@ Shareholders
@ CSR strategy

Pillars

Catagories

Themes

Environmental

Emmission

Emissions

Waste

Biodiversity*

Environmental management systems™

Innovation

Product innovation

Green revenues, research and
development (R&D) and capital
expenditures (CapEx)

Resource use

Water

Energy

Sustainable packaging”®

Envircnmental supply chain*

Community

Equally important to all industry
groups, hence a median weight
of five is assigned to all

Human rights Human rights
Responsible marketing
Social rp;:ss:;lblllty Product quality
Data privacy
Diversity and inclusion
Career development and training
Workforce
Working conditions
Health and safety
CSR strategy
CSR strategy ESG reporting and transparency
Structure (independence, diversity,
Governance Management committees)

Compensation

Shareholders

Shareholder rights

Takeover defenses

“No data points available that may be used as a proxy for ESG magnitude/materiality

RSM



Morningstar Sustainalytics

Figure 2.20: Risk decomposition and calculation of the Unmanaged Risk score at the issue level — example of a
fictitious auto manufacturer and the risk it is facing regarding the Carbon — Products and Services issue

Manageable Risk
u bl X . . .
RSk Figure 2.27: Overview of the six Corporate Governance pillars
Board and management Do the board's experience, track record and behaviour demonstrate its ability to provide
quality and integrity strategic leadership and oversight?
Do the organization and structure of the board provide sufficient oversight, representation
M‘“g‘:"'“‘ Board structure and accountability to shareholders?

Ownership and shareholder Do the constitution of the company and its ownership structures respect the right of outside
rights shareholders relative to the board, management and major shareholders?

Unmanaged Risk

Do the company’s remuneration policies and practices provide appropriate incentives for
management to build value?

Remuneration

Financial reporting Are the company'’s financial reports reliable and subject to appropriate oversight?

Does the company have appropriate structures in place to manage ESG issues generally and

Stakeholder governance is the company transparent about these?

Source: Sustainalytics
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TASK FORCE on
CLIMATE-RELATED
FINANCIAL
DISCLOSURES

TCFD

Risk Management

Strategy

Governance and
Organization

20 ldsg)
35 KUWSA?I vusnou

ENVIRONMENTAL SOCIAL GOVERNANCE Products and Services

i ealees

Capltal Markets Authomy

ueat Cuag S Aty

B3 FRS

Sustainability

H I
Transmission of Regulations to Companies RShA




The challenges to regulatory compliance

Fragmented ESG Approach,

Limited Perspective

Leaders have managed ESG
issues across departments
using different protocols and
controls. As a result, little
coherence has formed around
the ways to direct initiatives
and create comprehensive
standards and guidelines.

Governance

Companies’ siloed ESG efforts
that have been limited in scope
have not developed the
governance structures needed
to support risk management
across ESG areas and business
units. The result is weak
corporate ESG governance.
Strong, comprehensive
governance will become more
important as regulations begin
to emphasize cross-functional
compliance.

Navigating ESG Compliance With Tighter Requlations | BCG

Weak ESG Corporate

ESG Regulatory
Inexperience

Many companies are not used
to the high degree of
regulatory scrutiny that the
proliferation of ESG regulation
brings. Unlike those in heavily
regulated industries, such as
financial services and health
care, companies in less
regulated industries have not
learned what to expect when
facing sophisticated
regulations or how to
implement changes. They are
inexperienced and poorly
equipped to deal with the
mass of ESG regulations that is
emerging—and that grows
more intricate every year.

ESG Data
Shortfalls

To improve transparency,
regulators are pushing
companies to provide more
granular ESG-related data.
Companies then meet two
problems: data availability and
data quality.

For example, scope 3
emissions data from ecosystem
partners is difficult for
companies to access. In terms
of quality, companies’ data
collection systems are built on
methodological foundations
that are always evolving in
reaction to—rather thanin
anticipation of —changing
regulatory standards.

ESG Technology
Limitations

In the past, sustainability
officers could choose how to
measure ESG outcomes and
provide reports, and they
often settled on spreadsheets.
However, regulators are
increasingly demanding
reports that are similar to
traditional financial reports.
Such reporting mandates may
very well be so exact and
extensive that regulators are
unlikely to accept spreadsheets
for reasonable assurance,
setting up the need for more
sophisticated reporting
capabilities.



https://www.bcg.com/publications/2022/navigating-esg-compliance-in-an-era-of-tighter-regulation

. - The IFRS exposure drafts (S1 and S2)

The General Requirements Exposure Draft, published by the ISSB on 31

EE3IFRS S1: General requirements for

March 2022, was developed in response to calls from primary users of e disclosure of sustainability-
general-purpose financial reporting for more consistent, complete, o iy o s related financial information
comparable and verifiable sustainability-related financial information to [oraf) PR 1 GenerstRecuirement for Disclosure

enable them to assess an entity’s enterprise value*.

IFRS

Sustainability

March 2022
Exposure Draft
IFRS™ Sustainability Disclosure Standard

U The proposed IFRS $1 General Requirements for Disclosure of Sustainability-
related Financial Information (General Requirements Exposure Draft) would
require companies to disclose information about all of their significant
sustainability-related risks and opportunities.

[Draft] IFRS S2 Climate-related Disclosures
Comm

vents 1o be received by 29 July 2022

Enve0zzsst

U The proposed IFRS S2 Climate-related Disclosures (Climate Exposure Draft)
focuses on climate-related risks and opportunities. It incorporates the
recommendations of the Task Force on Climate-related Financial Disclosures
(TCFD) and includes metrics tailored to industry classifications derived from the
industry-based SASB Standards. S2: Climate-related

Disclosures

Exposure Draft IFRS S2 Climate-related Disclosures

RSM



https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/issb-exposure-draft-2022-2-climate-related-disclosures.pdf

. - How is enterprise value measured?

*Enterprise value is the total value of an entity’s equity and net debt and reflects expectations of the amount, timing and uncertainty of future
cash flows over the short, medium and long term and the value attributed to those cash flows (reflecting the cost of capital).

To comply with the proposed requirements, a company would disclose material information about all significant sustainability-related
risks and opportunities to which it is exposed—the materiality judgement is made in the context of the sustainability-related information
necessary for users of general-purpose financial reporting (investors) to assess enterprise value.

Entity’s future cash flows over the short,
medium and long term in terms of:
* amount,

o AN D — ’H’H‘ﬁ‘

Enterprise Value Stakeholder Value

Entity’s significant sustainability-related risks
and opportunities including:

* Their effect on cash flows

« Extent of climate risk mitigation or increase
* Management response

sustainability-related financial information

consistent comparable

complete verifiable

RSM



. - Compliance with the standards

What is expected of companies? How can companies prepare themselves?

* The concept is potentially
relevant for all companies
regardless of the

Identify the differences between the proposals and the existing
reporting content and create an action plan to fill the gaps.

framework applied in Applicable
ing the financial CORREELEE for all

preparing with the

statements financial

Consider whether a change in reporting structure is required such
as integrating sustainability reporting into general purpose
financial reporting.

* The information regarding
compliance with the
Drafts need to be reported
at the same time as
financial statements.

Understand the processes and resources required to provide
Compliance with the Exposure Drafts detailed information reliability and on time

RSM



. - The principle of double materiality

Financial Materiality Environmental & Social Materiality

To the extent necessary for an
understanding of the company’s

development, performance, and position... ...and impact of its activities
Cl'mate Snoe A Company impact on climate company A
Impact £i all -l Impact
can be financially materia on climate

on company

company h Climate — Company é Climate

Primary audience: Investors Primary audience: Consumers, Civil Society,
Employees, Investors

—— RECOMMENDATIONS OF THE TCFD —
NON-FINANCIAL REPORTING DIRECTIVE

* Financial materiality is used here in the broad sense of affecting the value of the company, not just in the sense of affecting financial measures recognized in the financial statements.

49 Source: European Commission on Reporting Climate-Related Information RS hﬂ




6. Governance over ESG issues

Robust governance and risk management
ESG / Sustainability policies
Climate-related risks & opportunities
Sustainable finance
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. - Key elements related to ESG to be considered for robust governance

Board and Management
Diversity

Sustainability Oversight

Management Industry

Board Committees Experience

Board Performance

Independent Audit
Average Board Tenure

Share Ownership and Control

Remuneration and
Compensation

RSM



. - ESG Governance: board oversight

I Board Oversight of ESG Issues

A. Board Oversight Structure
The key for companies is to develop an oversight structure and associated accountability (e.g., via committee charters and/or
corporate governance guidelines), as well as internal processes and procedures, that are appropriate for the company. Companies
should then develop corresponding disclosure to inform investors and other stakeholders as to how the board is overseeing these
iIssues and that the oversight is supported by appropriate documentation and processes.

B. Reporting up to the Board
I.  Assessing the Board's ESG competencies
ii. ESG Topics and Metrics to Share with the Board
lii.  Frequency of Management Reporting to the Board on ESG Issues

RSM



. - ESG governance: management organization

Il. Management Organization Relating to ESG Governance

A. Composition of Management-Level ESG Committees

As with other matters, day-to-day implementation of the ESG strategy usually rests with senior management, and companies employ
different approaches in creating and staffing their ESG teams, delineating internal reporting lines, and determining whether any formal
procedures are used for such management-level ESG governance.

B. Formal Procedures for Management-Level ESG Committees
As to the level of formalities followed by management-level ESG committees (such as adoption of a charter and taking of minutes),
company practices vary widely.

C. ESG Staffing and Reporting Lines

ESG staffing and annual spend vary significantly from company to company, from less than one full-time professional (leveraging multiple
internal areas and/or external resources) to larger teams handling ESG reporting, in-house modeling of future climate scenarios, investor
engagement, employee engagement, and/or supply chain auditing.

RSM



ESG governance: disclosure

Ill. Disclosure Regarding ESG Governance

A. Considerations for Disclosing ESG Governance Structure
Investors and other stakeholders increasingly seek information, in an
easily understandable manner, explaining how board composition,
expertise, and oversight tie into the company’s ESG and business
strategy. They often seek to ensure that companies have corporate
governance processes in place that are effective for overseeing the
company’s management of significant ESG risks and whether and
how it capitalizes on relevant ESG opportunities.

B. Approaches to Disclosure of ESG Governance

Whether on company websites, in sustainability reports, or in proxy
statements or other reports or filings, ESG disclosures are usually
drafted with investors (as well as employees and other constituents)
in mind and take into account the input that companies receive
through their shareholder engagement processes.

LOSTRAS
Corporate Governance Highlights
Board Members and Leadership Board Governance Best Practices

= Appaintment of two new direciors, Ime Archibong = Frequent executive sessions of Independent
and Craig Anthorny Willams, in 2021 Direclors  that regularly include separate

. " meelings with our Chief Financial Officar

- i';':::m;‘;nf_‘"l;f'"éhi‘:;“geﬂi"\f;”“gmx ("CFO"), General Counssl, Chisf Risk Officer,
(“CEQ") an\:i founder is the only member of Chief Audit Officer, Chief Cradit Review Officer,

management who sarves as a directar Chief Compliance Officer, andior Chief

) Information Security Officer
- gﬂagnra;dm::mz;ﬁ DI;B?SG Ii:;':::m::: = Annual assessments of the Board and each of
members of our Board ("independent Diraclors’) its commiltees, the Independent Directors and
the Lead Independent Direclor
= Active and empowered committee chairs, all of ’ .
whom are independant w Active engagement and oversight of Coempany
sirategy, risk management and the Comparny's
= Directors have a mix of lenures, including bong- pnuu.:gra:[imieg angemnmbumns pany
standing members, relatively new members,

and others at different points along the tenure
continuurm

w Direct access by the Board Io key members of
management at the discretion of Independent
Directors

Directors reflect a variaty of experences and |
skills that malch the c" pan;: complexity ™ Annual CED evaluation process led by the Lead

and strategic direction and give the Board the Independent Director

collective capability necessary to overses the = Regular talent and suecession  planning
Company's activities discussions regarding the CEO andlor other key
Regular  discussions  regarding  Board
recruiting, suceession  and  refreshment, = Regular meelings between the Board and
including director skills and qualifications, that federal banking regulators

support the Company's long-lerm  sirategic

ohjectives

Stockholder Engagement and Stockholder Role in Governance

= Ragular oulreach and engagement thraughout the year by aur CEO, CFO and Investar Ralations learm
with sinckholders regarding Company strategqy and performance

» Formal cutreach and engagement with govemance represantatives of our largest stockholdars at least
two times per year

w Feedback from investors regularly shared with our Board and its committees to ensure that our Board
has ingight on investor views

w Board and Governance and Mominating Committee review extensive briefings and benchmarking
reports on corparate govemance praclices and emerging corporate govemance issues

= Majority voting for directors with resignation policy in uncontested elections:
= Stockholders holding at least 25% of outstanding commaon stock may request a special meating

= Stockholders are able to act by written consant, subject to certain procadural and other safeguards
thal the Board believes are in the best interesis of Capital One and our stockholders

w Proxy access by stockholders holding 3% of outstanding common stock for three years can nominate
direclor candidates

execulives

w No supermajority vote provisions for amendments lo Bylaws and Certificate of Incorporation or
ramaving a director fram office

» Nao stockholder rights plan (commenly referred to as a “peison pill")

—_

—

70712 BMKLPDF LAN_19Mar202115291929_ 021.PDF (capitalone.com)

Key focus areas:

Shareholder right
Voting rights
Stock ownership
Board gender
diversity

Board
remuneration
Board
performance
evaluation
Board
independence

RSM
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ESG / Sustainability policies
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. - Developing and implementing ESG policies

ESG policies are documented business approaches to environmental, social, and governance issues. These are criteria used by
investors to evaluate companies' sustainability and risks. ESG policies can cover a broad range of topics and show a company's commitment
to responsible practices. However, some activists may use ESG policies to advance their political causes and punish certain industries

Review and re-
assess policies
Document regularly
policies

Bring diverse
views to the
policy-making
table

Set clear
policies

1. A systematic and inclusive approach is the key here: involve the people responsible for managing the process in question and work through the stages involved to identify
pain points and essential steps to capture.

2. If your policy-makers are at risk of groupthink due to limited diversity, consider drawing on insights from individuals outside the group.

3. This can be neglected, especially in start-ups or smaller enterprises, where the need for rigor in process and policy management can be under-estimated. Similarly, with
newer concepts like ESG, organizations can be slow to capture policies in a formal document.

4. ESG is a rapidly evolving construct; as your approaches, priorities and success measures advance, your stated policies should change in tandem. External regulatory and
legislative imperatives are likely to develop at pace; your policies need regular reviews to keep track. I BN

RSM
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Social and Community

Policy on Social Development and
Community Involvement

Corporate Social Responsibility Policy
Human Rights Policy

Indigenous Peoples and Resettlement
Policy

Cultural heritage Policy

Grievance Redressal Mechanism

Ethics

Policy on Business Conduct

Policy on Stakeholder Engagement
Board Diversity Policy

Fair Disclosure Policy
Whistle-blower Policy

Policy on dealing with related party
transactions

2

List of Sustainability/ESG policies

V&l
AR

N =

CoNOrWNRE

Employee Health and Well Being

Health and Safety Policy
Remuneration Policy
People Policy

Climate Change

Climate Change Policy

Energy Policy

Resource Conservation Policy
Quality Policy

Research & Development Policy
Water Resource management policy
Wastewater management Policy

Air Emissions Management Policy
Biodiversity Policy

RSM



Climate-related risks & opportunities
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. - Net zero commitments

92 countries responsible for 78% of global emissions now have a sincere net-zero commitment  Countries with a net zero

commitment’ since...

® 2017 | 3%
® 2018 | 3%
® 2019 | 10%

2020 | 45% cumulative
emissions

® 2021 | 78% covered

O No sincere net zero
commitment to date

China (24%)

Kuwait announced

its commitment to
EU (7%) Russia (4%) Brazil (3%) Canada (2%) Japan (2%) Rest of the World (39%) Net Zero by 2060

Note: Country sizes scaled according to their share of global greenhouse gas emissions; countries on RoW map kept their usual scale
1. National commitments independent of target date that are considered sincere (either in law, in policy document, officially declared or achieved).

Source: Net Zero Tracker; Climate Watch; BCG analysis 5
The world is not on track to reach the Paris In 2019, only 10% of global Today, 127 countries
Accord targets. COP26 did not deliver an emissions were covered by representing 78% of global
updated set of national commitments to national pledges (29 emissions have made sincere
limit global warming to well below 2°C - let countries) to achieve net zero net zero commitments on a

alone 1.5°C. Yet things are changing. emissions. national level



Environmental risk premium

The Environmental Risk Score (“E-Score”) — which measures MODEL STRUCTURE
how a company is managing climate policy risk and GHG
intensity by industry by leveraging reputable data sources.
Using such a methodology, a company can calculate risk
premiums across an investment portfolio.

Shadow carbon Carbon generated
price by scenario by indusiry

|
: }

Industry revenue Industry OPEX Industry CAPEX

I

1

1

1

:
The e-score can leverage Industry sources provide a | S p| Totsl carbon cost Baseline industry
Total Return on Investment robust understanding of how : by industry o ncustny neneeme
model to understand and significant climate policies ! | |
guantify the extent of a may impact a company’s ! l
company’s risk management operations and financials | —

. . i S n
practlces as it relates to 1| Indirect carbon income by shadow Industry debt
R B ~A R cost by industry carbon price senice costs
climate policies/regulations .
¥ L
Totsl " ndustry inh_z:'es,t
bﬁ:’;ﬁ:::r:m coverage ratio by
SCenanc
Risk
Premium Various Nationa
third-party statistical Mods! input
cources agencies or output
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. - TCFD recommendations

The Task Force developed four widely-
adoptable recommendations on climate-
related financial disclosures that are
applicable to organizations across sectors and

jurisdictions.

61

Governance

Metrics
and
Targets

The recommendations are structured around four
thematic areas that represent core elements of how
organizations operate:

Governance
The organization’s governance around climate-related risks
and opportunities

Strategy

The actual and potential impacts of climate-related risks and
opportunities on the organization’s businesses, strategy, and
financial planning

Risk Management
The processes used by the organization to identify, assess, and
manage climate-related risks

Metrics and Targets
The metrics and targets used to assess and manage relevant
climate-related risks and opportunities



Climate-related risks/opportunities and their financial impact

Transition

RISKS

Policy and Legal

— (Carbon pricing and reporting obligations

— Mandates on and regulation of existing
products and services

— Exposure to litigation

Technology

— Substitution of existing products and
services with lower emissions options

- Unsuccessful investment in new
technologies

Market

— Changing customer behavior

- Uncertainty in market signals
— Increased cost of raw materials

Reputation

— Shift in consumer preferences

— Increased stakeholder concern/negative
feedback

- Stigmatization of sector

Strategic Planning
Risk Management

- Acute: Extreme weather events
— Chronic: Changing weather patterns and
rising mean temperature and sea levels

Revenues Income

Expenditures

Climate-related Financial Disclosures Implementing the Recommendations of the Task Force on Climate-related Financial Disclosures - 2021

Statement

Financial Impact

Cash Flow
Statement

Resource
Efficiency

Products &
Services

Markets

Resilience

Balance
Sheet

OPPORTUNITIES

Use of more efficient modes of transport and
production and distribution processes

Use of recycling

Move to more efficient buildings

Reduced water usage and consumption

Use of lower-emission sources of energy
Use of supportive policy incentives

Use of new technologies

Participation in carbon market

Development and/or expansion of low
emission goods and services
Development of climate adaptation and
insurance risk solutions

Development of new products or services
through R&D and innovation

Access to new markets

Use of public-sector incentives

Access to new assets and locations needing
insurance coverage

Participation in renewable energy programs
and adoption of energy-efficiency measures
Resource substitutes/diversification

Assets & Liabilities

Capital & Financing
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Sample: Nestle net zero roadmap

NESTLE’S NET F{Z:5] ROADMAP

Our path to
regeneration
for future
generations

Solving the problem means
identifying the problem. We found
Nestié emitted 92 million tonnes of
greenhouse gas emissions in 2018*
Now we know the extent, we know
the road ahead

1.5°C pledge

Companies and their emissions
grow over time. That's why we're
promising to be net zero based on
our 2018 baseline, no matter how
much our company grows.

=== Path to zero emissions by 2050
Business as usual

Emissions by operation
(million tonnes of COye, 2018)

65.6 Sourcing our ingredients

70 Manufacturing our products

1.0 Packaging our products

75 Managing logistics

0.8 Travel and employee commuting

Moving faster

We're excited to hit the soil running. We're accelerating our work in manufacturing,
packaging and carbon-neutral brands. We're also investing CHF 1.2 billion to help
spark regenerative agriculture across our supply chain, as part of a total investment

of CHF 3.2 billion by 2025

Our milestones

100% Switch our
deforestation global car

free for primary fleet to lower
supply chains™* emission options
by 2022 by 2022

100% certified
sustainable
cocoa and
coffee by 2025

100% of our
packaging
recyclable or
reusable by
2025

Piant 20 million
trees a year

100% certified
sustainable
palm oil by end
of 2023

100% sourced
renewable
electncity in
all our sites
by 2025
Source

20% of key o Cut virgin
ingredients piastic in our
through packaging by
regenarative a third by 2025
agricultural

methods

by 2025

By 2025, we
will reduce our
emissions by 20%

**Scope: Direct supplies of palm ol, pulp and paper, soya, meat and sugar

2021

Scaling up

Further down the greener path, we will
invest in new technologies and fundamental
changes to our products and businesses

around the globe,

Use more
renewable
thermal
energy in our
manufacturing

Plant 200
milkon trees
by 2030

Source 50% of
key ingredients
through
regenerative
agricultural
methods

by 2030

By 2030, we

will reduce our
emissions by 50%

Delivering our promise

Advanced agricultural techniques will deliver

a regenerative food system at scale, supported by
zero emission logistics and company operations
We will balance any remaining emissions through
high-gquality natural climate solutions that benefit
people and the planet.

en.pdf

nestle-net-zero-roadma



https://www.nestle.com/sites/default/files/2020-12/nestle-net-zero-roadmap-en.pdf
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. - Green finance and climate finance

Climate Finance

Green
Finance

Sustainable
Finance

“Climate finance” is a subset of green finance, and in a narrower
sense of the term, refers primarily to public finance that promotes
multilateral efforts to combat climate change through the UN
Framework Convention on Climate Change (UNFCCC).

The G20 uses the term “Green Finance” as a broad umbrella term
that refers to the major shift in financial flows required to support
projects that benefit the environment and society by reducing
pollution or tackling climate change.

Sustainable Finance is the process of taking due account of
environmental, social and governance (ESG)
considerations when making investment decisions in the
financial sector, leading to increased longer-term
investments into sustainable economic activities and
projects (European Commission). It has become a powerful
movement led by regulators, institutional investors and
asset managers globally.
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. - Sustainable and green financial products and instruments

In general terms, sustainable financial products come in three broad varieties. For some, the use of proceeds is earmarked and ring-fenced
for sustainable use (e.g., green bonds). For sustainability-linked instruments, the financial instrument itself is linked to sustainability targets,
such as through an interest rate penalty or reward on achievement of a specified target. For still other products, sustainability acts as
selection criteria for inclusion (e.g., in a sustainable equity fund) or for targeted engagement with the management of a company.

Characteristics of the ESG Product

ESG Product

Green Bond/Loan

Social Bond/Loan

Sustainability-linked
Bond/Loan

Sustainable Development Goal
(SDG) Bond

Sustainable and Green Fund

Other Products

Earmarked for environmental projects. Separately labelled, and the use of proceeds is reported to current and
prospective bondholders.

Earmarked proceeds for projects that will bring social benefits.

Address both environmental and social projects through sustainability-linked targets.

Linked to achievement of sustainable development goals and came in to prominence post covid-19 pandemic.

Consist of only sustainably managed funds such as mutual funds, exchange-traded funds, or such funds.

Aimed at specific E and S issues such as green car loans, green mortgages, sustainable credit cards, etc.
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. - Sustainable finance framework

The Green Bond Principles (GBP) are voluntary process guidelines that recommend
transparency and disclosure and promote integrity in the development of the Green
Bond market by clarifying the approach for issuance of a Green Bond.

The GBP are intended for broad use by the market: they provide issuers with guidance
on the key components involved in launching a credible Green Bond; they aid
investors by promoting availability of information necessary to evaluate the
environmental impact of their Green Bond investments; and they assist underwriters by
moving the market towards expected disclosures that will facilitate transactions.

Process for Project
Use of Proceeds Evaluation and
Selection

Management of

Proceeds Reporting

External Review

B The
| Green Bond \\ ICMA
%" Principles \

Green Bond Principles
Voluntary Process Guidelines for Issuing Green Bonds
June 2018

Green+Bond+Principles+-+June+2018+140618+WEB.pdf (ifc.orq)
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https://www.ifc.org/wps/wcm/connect/cef061f1-6406-4a11-8dd3-2d4a6c47e66c/Green+Bond+Principles+-+June+2018+140618+WEB.pdf?MOD=AJPERES&CVID=n4SKWF8
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. - Responsible investing including ESG aspects

There are many ways to invest responsibly. Approaches are typically a combination of two overarching areas:

CONSIDERING ESG ISSUES WHEN BUILDING A PORTFOLIO IMPROVING INVESTEES’ ESG PERFORMANCE
(known as: ESG incorporation) (known as: active ownership or stewardship)

ESG issues can be incorporated into existing investment practices Investors can encourage the companies they are already
using a combination of three approaches: integration, screening and invested in to improve their ESG risk management or
thematic. develop more sustainable business practices

Integration Screening Thematic Engagement Proxy voting

Applying filters to lists Seeking to combine

Explicitly and of potential attractive risk return Discussing ESG issues with :
. ) : ) . : . Formally expressing

systematically investments to rule profiles with an companies to improve their :
) . : . ; : : o : approval or disapproval
including ESG issues companies in or out of intention to contribute handling, including : :
o ) ) " : . through voting on resolutions
in investment analysis contention for to a specific disclosure, of such issues. :

. . : o and proposing shareholder
and decisions, to investment, based on environmental or Can be done individually, or : o

) : , : . : : resolutions on specific ESG
better manage risks  an investor’s social outcome. in collaboration with other iSsues
and improve returns.  preferences, values or Includes impact investors. '
ethics investing.

RSM



Case Study: SDG alignment in investment process

Nuveen, a large American asset manager,
explicitly promotes “SDG alignment” in its
fixed-income impact investing portfolio.

Its impact investments are targeted at four
thematic areas, which the firm has mapped
to SDGs:
U Affordable housing
* SDG 1, No poverty;
*SDG 11, Sustainable cities
U Renewable energy and climate change
* SDG 13, Climate action;
*SDG 7, Affordable and clean
energy
U Community and economic development
*SDG 3, Good health;
*SDG 4, Quality education;
*SDG 8, Decent work and growth;
*SDG 9, Industry and innovation;
*SDG 11, Sustainable cities
U Natural resources
*SDG 6, Clean water and sanitation;
*SDG 11, Sustainable cities;
*SDG 12, Responsible consumption;
*SDG 14, Life in water;
*SDG 15, Life on land

Alignment with the United Nations
Sustainable Development Goals (SDGs)

as of 31 Dec 2019

Affordable & clean energy

Sustainable cities & communities
Climate action

Responsible production & consumption
Clean water & sanitation

No poverty

Decent work & economic growth

Life on land

Peace, justice & strong institutions
Industry, innovation & infrastructure

Zero hunger

Gender equality

A

/Number of impact holdings aligned with the SDGs

Assets under
management

Number of impact
holdings

/

d

Assets under management by primary SDG a!ignment\

7 Affordable & clean energy 56%
6 Clean water & sanitation 10%
n Sustainable cities & communities 8%
1 No poverty 4%
16 Peace, justice & strong institutions 4%
15 Life on land 4%
13 Climate action 3%
12 Responsible production & consumption 3%
B Quality education 2%
3 Good health and well being 2%
8 Decent work & economic growth 1%
9 Industry, innovation & infrastructure 1%
2 Zero hunger <1%
14 Life below water <1%
5 Gender equality <1% )
N I
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Q&A on today’'s session
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Thank you
for your time
and attention

Disclaimer

RSM Albazie is a member of the RSM network and trades as RSM. RSM is the trading name used by the members of the RSM network.
Each member of the RSM network is an independent accounting and consulting firm, each of which practices in its own right. The RSM network is not itself a separate legal entity of any description in any jurisdiction.
The RSM network is administered by RSM International Limited, a company registered in England and Wales (company number 4040598) whose registered office is at 11 Old Jewry, London EC2R 8DU. . - _

The brand and trademark RSM and other intellectual property rights used by members of the network are owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of Switzerland whose seat is
RSM
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