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Environmental, Social & Governance

“The thing about ESG Is that It can be
subjective, it’s forward-looking,
Involves considerable judgment...

and It Impacts everything.”
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Defining ESG and
how to think
about It




ESG: What's In a nhame?

— Variety of definitions

— Range of ESG “IQ’s”

— Regulation uncertainty in the U.S., but growing consensus globally
— Deep stakeholder interests and “private ordering”

— Reporting “requirements” and demands are vast and expansive

— Some fatigue over the “Alphabet Soup” of reporting frameworks

© 2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with
KPMG International Limited, a private English company limited by guarantee. All rights reserved. NDP164396-1A



CPE knowledge check-in #1

1) “ESG” stands for what?
a) Energy, Science, Governance
b) Environment, Social, Governance

c) Environment, Science, Government



Focus on ESG has been accelerated
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Intense focus on ESG
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The “Alphabet Soup” of reporting standards/frameworks
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— Global Reporting
Initiative; first global
standard for
sustainability reporting.

— International Integrated
Reporting Council, a
global coalition of
regulators, investors,
companies, standard
setters, the accounting
profession, and NGOs.

— Its mission is to establish
integrated reporting and
thinking within
mainstream business
practices.

— Climate Disclosure

Standards Board; seeks to
standardize environmental
information reporting
through collaboration and
by coalescing around the
most widely shared and
tested reporting
approaches that are
emerging around the
world. The framework
adopts relevant principles
from existing standards
and practices with

which the business is
already familiar.

— Sustainability Accounting

— Task Force on Climate-
related Financial
Disclosures; TCFD
framework focuses on
governance, strategy, risk
management, metrics,
and targets.

Standards Board;
standards cover 77
different industries.

Independent standards
board that has developed
a set of globally
applicable sustainability
accounting standards .

— Financial Stability Board’s
recommendations for
voluntary and consistent
climate-related financial
risk disclosures
to investors
and stakeholders.

— A leading practice for
reporting on a range of
economic, environmental,
and social impact.



ESG: Three considerations to thrive as a going concern
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Breadth of ESG

5 Environmental

"3“ Social

Governance

Climate change risks

Energy efficiency strategy and
carbon management

Emission to air, land, and water
Energy consumption

Water use

Use of raw materials

Use of scarce resources

Sourcing practices such as the use of
responsibly sourced materials

Management of waste and recycling
Impacts on ecosystems and biodiversity
Exposure to extreme weather

Readiness to respond to
changing regulations on
environmental performance

— Diversity, equity and inclusion

— Employee demographics

— Employee attraction/retention records
— Human rights risks

— Supply chain risks

— Product safety records

— Labor relationships

— Worker safety

— Mental health

— Artificial intelligence ethics

— Protection of customers’ data and

compliance with privacy laws

Shareholder rights and voting structure

Capital structure issues (share
repurchases, dividends)

Political contributions, lobby
efforts, expenditures

Board succession planning

Executive remuneration
and demographics

Board demographics
Pay equity issues
Anti-competitive behavior

Bribery, corruption, and responsible
tax record

KPMG
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ESG Is increasing in priority for institutional investors

As we recover from COVID-19:

Of U.S. investors expect their firm to increase
prioritization of ESG as an investment criteria

91% of 6-Market Global Average

. &

Of U.S. investors expect the companies they invest in
to increase their prioritization of ESG initiatives

88% of 6-Market Global Average

Source: Edelman Trust Barometer Special Report: Institutional Investors
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Many institutional investors have already embraced ESG

of EMEA respondents have stated that sustainable investing is already—or will become—central to their
investment strategies

Respondents plan to double their sustainable assets under management in the next five years

cited the poor quality or availability of ESG data and analytics as the biggest barrier to deeper or broader
implementation of sustainable investing

ranked environment as the highest priority

are currently or considering integrating ESG into their investment decisions

Sustainable fixed income and alternative asset classes set to grow

Source: BlackRock 2020 Global Client Sustainable Investing Survey
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Investors expect board engagement on ESG issues

Percentage of U.S. investors surveyed

Which leaders are being engaged on ESG by investors

directors to oversee at least one ESG topic

soudorcrecrs [N 5 | R 0o s e e boud o

Investor relations officer _ 42
ESG Topic % Selected
Head of ESG/sustainability [ ENREGEGGE 41 e —————— 52

Social issues in their local

community 50
C-suite/company management _ 37 Human capital management 46
Data privacy and cybersecurity 45
General counsel/corporate secretary _ 36 The impact of climate risk on the 39
company
Legal officer/counsel _ 33 Corporate cuiture 38
Eco-efficiency of the company's 36
operations
Communications officer _ 32 Diversity and inclusion 35
Supply chain environmental and 30
| do not engage with companies on ESG issues l 3 social risk
Resource scarcity 30

Source: Edelman Trust Barometer Special Report: Institutional Investors
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Boards are expected to oversee climate risk

Percentage of U.S. investors surveyed

Expectations of ESG oversight from the board of directors

The impact of climate risk on the company

Eco-efficiency of the company's operations

Supply chain environmental and social risk

Resource scarcity

L I

30

30

6

e
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Investors expect the board to oversee
at least one environmental issue (72%)

Source: Edelman Trust Barometer Special Report: Institutional Investors
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The challenge: Directors are perceived as having weak
ESG credentials.

% With %% With % With
S Categories Relevant | E Categories Relevant G Categories Relevant
Cradantials Cradentials credentials
Workplace Diversity 5.0% (60) | Energy 1.2% (14) | Accounting 2.6% (31)
ovarsightiexparts
Health Care 3.5% (41) | Conservation/ 1.29% (14) | Regulatory body  1.0% (12)
(physicians, hospital, MNature (SEC, FCC)
clinic boards, etc.)
Health 1.8% (22} | Susiainable B% (100 Cyberielecom E% (8)
challenges/advacacy Business security
CSRIESG 1.5% (18) | Sustainable 8% (10) Risk A% (5)
Developmant
Chvillhurman rights 1.5% (18) | Environmental 59 (&) Ethicslcorruption/ 3% (4)
law corporate
responsibility

Youth education, 1.2% (14) | Environmental 5% (6) Fiduciary/director 3% (4)
haaith, safaty protection responsibility
Economicicommunity  1.1% (13) | ESG investing 3% (4) Governance A% (2)
development
Human Resources 8% (10) Climate 2% (3)
Adult education T (9) Waler A% (2)
Monprofit CEO 7% (9)
Phillanthrapy 7% (9)
Sustainable 5% (B)
development
Medialarts 3% (4)
Public policy 3% (4)
Affordable housing 2% (3)
Workplace benefits 1% (2)
Mutrition A% (2)
Workplace safety D8% (1)
ESG Investing 0B% (1)

Source: NYU Stern Center for Sustainable Business, survey of credentials of 1,188 board members of Fortune 100 companies
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CPE knowledge check-in #2

2) Which one is a private sector ESG standard setter/governance
standard setting body?

a) SEC
b) PCAOB
c) SASB

d) ESPN
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Framework for board oversight of ESG

Level setting

Agree on definition of ESG and its importance to the company.

CD‘ Determine which ESG risks and opportunities are of strategic significance to the company.

Board oversight

,k Ensure that the board has the right composition, structure, and processes to oversee ESG in the context
of strategy and long-term value creation

Stakeholder communications

Shape the company’s key ESG messages to investors and other stakeholders in the context of strategy and
‘:‘ long-term value creation.

Integration

@ @ Encourage integration of strategically significant ESG issues into the business.

Framework developed by the KPMG Board Leadership Center in collaboration with Professor George Serafeim of Harvard Business School.
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3 areas involving ESG impact on your operations
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ESG: Three considerations to thrive as a going concern

ESG

Lens on
operations

Considerations

Parallel Paths




Additional insights

ESG, strateqy

and the long view
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The ESG journey: Lessons from the

boardroom and C-suite
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CPE knowledge check-in #3

3) True or false: ESG is being pushed only by regulators?
a) True

b) False

c) Don’t Know
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Board Leadership Center

The KPMG Board Leadership Center (BLC) champions outstanding governance to help drive long-term corporate value and enhance investor confidence. Through an

array of programs and perspectives—including the KPMG Audit Committee Institute, the WomenCorporateDirectors Foundation, and more—the BLC engages with directors
and business leaders to help articulate their challenges and promote continuous improvement of public- and private-company governance. Drawing on insights from KPMG
professionals and governance experts worldwide, the BLC delivers practical thought leadership—on risk and strategy, talent and technology, globalization and compliance,
financial reporting and audit quality, and more—all through a board lens. Learn more at kpmg.com/us/blc

As part of the KPMG Board Leadership Center, the Audit Committee Institute (ACI) provides audit committee and board members with practical insights, resources, and
peer-exchange opportunities focused on strengthening oversight of financial reporting and audit quality, and the array of challenges facing boards and businesses today—
from risk management and emerging technologies to strategy, talent, and global compliance. Learn more about ACI at kpmg.com/us/aci.

Some or all of the services described herein may not be permissible for
KPMG audit clients and their affiliates or related entities.
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kpmg.com/socialmedia
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