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What iIs ESG?



First Sentier
What is ESG? Investors

Source: Global Sustainable Investment Alliance 2018 Global Sustainable Investment Review, June 2019, http://www.gsi-alliance.or: -content/uploads/2019/06/GSIR_Review2018F.pdf


http://www.gsi-alliance.org/wp-content/uploads/2019/06/GSIR_Review2018F.pdf
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Global Sustainable Investing by Strategy - 2018

Negative/exclusionary screening

ESG integration

AN

Corporate engagement and shareholder action | £SG Integration
strategies now total
_ $17.5t in assets, a 69%
Norms based screening [ increase over the past
two years
Positive/best-in-class screening -
Sustainability themed investing -
Impact/community investing I
$0.00 $5,000.00 $10,000.00 $15,000.00 $20,000.00 $25,000.00

USD trillion

Source: Global Sustainable Investment Alliance 2018 Global Sustainable Investment Review, June 2019, http://www.gsi-alliance.org/wp-content/uploads/2019/06/GSIR_Review2018F.pdf



http://www.gsi-alliance.org/wp-content/uploads/2019/06/GSIR_Review2018F.pdf

Quality Assessment - Developing an ESG quality score
- Explicit section in company notes

- Standing agenda item in team meetings

- Sustainability factor in multi-factor assessments

- Earnings quality

Valuation - CAPM adjustments (e.g. beta)
- Discount rate
- Expected growth rate
- Margins
- WACC
- Removal of assets from valuation

Engagement - Increase confidence in company
- Engage for value adding change
- Proxy voting
- Collaborative engagements
Industry Collaboration/ policy - Policy and regulatory certainty
advocacy/ societal engagement - Improved disclosure practices

- NGOs as information source
- New investment structures/approaches

First Sentier
Investors

Our Global Listed Infrastructure team integrates ESG
analysis through a quality assessment and ranking
model.

Our Global Property Securities team rates all stocks in
the universe on ESG factors, which are used to
determine the beta in the pricing model.

Our Australian Equities Growth team has an active
dialogue with chairpersons and company management
on material ESG issues, which flows into proxy voting
and investment decisions.

Our organisation actively participates in a number of
industry initiatives including in Australia, the
Responsible Investment Association of Australasia and
the Australian Sustainable Finance Initiative.
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Drivers for the growth of ESG
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9 in 10 Australians expect their S0 OATBIETEN SIIEas ]

: Half of Australians (49%) expect advisers to incorporate their values
in?/ueg?rrnaenr?tg%gol?ec?:\\%g?er d their advisers to invest in funds or consider the societal or
which align with their values. environmental implications of

responsibly and ethically particular investments.

Millennials are the most likely
generation to consider changing
super providers if their current fund
engaged in behavior not consistent
with their values.

56% of Australians feel there is not enough independent information

available regarding switching to a responsible or ethical super fund.

7 in 10 (69%) Australians would rather invest in a responsible super fund that considers the environmental, social and
governance issues of the companies it invests in and maximises financial returns, rather than a super fund which
considers only maximising financial returns (31%). This attitude has increased by 27% since 2013.

From Values to Riches, Charting consumer attitudes and demand for responsible investing in Australia, November 2017,


https://responsibleinvestment.org/wp-content/uploads/2017/11/From-values-to-riches-Charting-consumer-attitudes-and-demand-for-responsible-investing-in-Australia-2017.pdf

« Sustainable
Finance Action
Plan includes
sustainability
as a central
pillar of EU
regulatory
agenda

Sustainable
Finance
Disclosure
Regulation
Introducing
mandatory
sustainability
disclosure

* Taskforce on Climate Related Financial Disclosures

« Has

announced
mandatory
TCFD*
reporting from
2023-2025

* Is likely to

adopt at least
parts of the EU
action plan
post-Brexit

« Australian
Sustainable
Finance
Initiative
recommends
mandatory
TCFD
reporting and
mandatory
sustainability
disclosure

* Has

announced
mandatory
TCFD
reporting from
2023

Sustainable
Finance
Forum’s
Roadmap for
Action
recommends
all products
labelled as
sustainable be
certified

First Sentier

Investors

» Securities and

Futures
Commission
currently
consulting on
climate-related
risk disclosure
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There are a number of
challenges involved in
measuring and
reporting on ESG
iIssues and
integration.

Regulators globally
are trying to address
these issues but there
remains no one
standard for
reporting.

No one
standard for
reporting

This has led
to

widespread
‘green
washing’™

As the market
grows, reputational
risks increase

* Where products are marketed in a way which creates a false impression that they have environmental and/or social benefits.
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Internal audit’s role



Test compliance with
policy statements and
disclosure on a regular

basis. Is the
team/product doing
what it says it is doing?

Assess effectiveness of
governance of ESG
across the business.

Are there effective ESG

controls in place?

First Sentier
Investors

Over time as regulation
comes into force, test
compliance with those

regulations.
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This material has been prepared and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194
311, AFSL 289017) (Author). The Author forms part of First Sentier Investors, a global asset management
business. First Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a
global financial group.

This material is directed at persons who are professional, sophisticated or ‘wholesale clients’ (as defined
under the Corporations Act 2001 (Cth) (Corporations Act)) and has not been prepared for and is not
intended for persons who are ‘retail clients’ (as defined under the Corporations Act). This material contains
general information only. It is not intended to provide you with financial product advice and does not take
into account your objectives, financial situation or needs. Before making an investment decision you should
consider, with a financial advisor, whether this information is appropriate in light of your investment needs,
objectives and financial situation. Any opinions expressed in this material are the opinions of the Author only
and are subject to change without notice. Such opinions are not a recommendation to hold, purchase or sell
a particular financial product and may not include all of the information needed to make an investment
decision in relation to such a financial product.

To the extent permitted by law, no liability is accepted by MUFG, the Author nor their affiliates for any loss
or damage as a result of any reliance on this material. This material contains, or is based upon, information
that the Author believes to be accurate and reliable, however neither the Author, MUFG, nor their respective
affiliates offer any warranty that it contains no factual errors. No part of this material may be reproduced or
transmitted in any form or by any means without the prior written consent of the Author.

In Australia, ‘Colonial’, ‘CFS’ and ‘Colonial First State’ are trade marks of Colonial Holding Company Limited
and ‘Colonial First State Investments’ is a trade mark of the Bank and all of these trade marks are used by
First Sentier Investors under licence.

Copyright © First Sentier Investors (Australia) Services Pty Limited 2020

All rights reserved.
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