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The Business of a Better World

China and ESG Investment Hong Kong

Roundtable December 15t 2009




We work with business to create a just and sustaina  ble world

Cantonese Japanese

Dutch
English
French

German
Guarani
Hindi
Italian

Languages & Dialects Spoken:

Kannada
Lao
Mandarin
Portuguese
Russian
Shona

Spanish
Swedish
Tagalog
Taiwanese
Thai

Urdu
Viethamese

We have worked in more than 70
countries from six offices in Asia,
Europe, and North America

San Francisco
Beijing
Guangzhou
Hong Kong
New York
Paris




The BSR Approach

Consulting

Services ‘

Research &

‘ Innovation

Member
Network

Cross-sector
Collaboration



Member Network : More than 250 BSR member companies

Sample member companies in financial sector
Industry Focus Areas * The Alistate Corporation

Agriculture, Food, and Beverage + American Express Company
e ANZ Banking Group

* The Bank of New York Mellon
Calvert Group, Lid.
Citigroup Inc.
General Electric Company
The Redwoods Group
Risk Metrics Group, Inc.
Pharmaceuticals and Biotechnology Rockefeller & Company

Transportation and Logistics State Street Corporation
Travel and Tourism Visa USA, Inc.

Consumer Products

Energy

Financial Services

Information and Communications Technology
Media and Entertainment

Mining and Minerals

Wells Fargo & Company




Ground Rules & Housekeeping Items

 Chatham House Rule: Participants are free to
use the information received, but neither the
identity nor the affiliation of the speakers, nor
that of any other participant, may be revealed.

* Please be as honest and open as you can, and
respectful of everyone in the room.

 Mobile phones turned off or on silent and please
take calls in the hallway If necessary.
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The Business of a Better World

ESG in the Mainstream Chling and E56

Investment Roundtable -
The Role of Companies and Hong Kong

Investors in ESG Integration December 15th, 2009




e Background

e Key FIndings
 Implications for Companies & Investors
e Questions



Background




What i1s ESG Integration?

 ESG Integration refers to the incorporation of
environmental, social, and governance criteria
Into iInvestment analysis based on the belief
that ESG Issues are a driver of financial
returns.

e This differs from Socially Responsible
Investment (SRI), which is the integration of
social and environmental criteria into investment
decisions with the goal of aligning financial
activities with social and environmental
objectives, values, or beliefs.



Objectives

 Validate the increasing marketplace “talk” that
more mainstream investors are beginning to
consider ESG issues

e Understand current context and trends
regarding:

— Investors and IR perspectives on the value of
Integrating ESG factors into mainstream investment

— The processes, constraints, and opportunities for
Improving integration of ESG factors into companies’
valuations

* Explore how companies can better communicate
with all investors on key ESG issues



BSR’s Research Approach
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e Cross sector BSR workgroup of 4
companies, including CR and IR
representatives from each

e Extensive literature review

« Partnership with Responsible-
Investor.com, who contributed the RI
Landscape 2009 Survey results

 Participation in industry events and
conferences

e 27 one-on-one interviews with:
— Corporate IR professionals
— Institutional investors
— Asset managers
— Equity researchers
— Leading players and thinkers in the ESG

BS R space

BSR Work Group

Altria, Inc.
Cisco Systems

Ford Motor
Company

Johnson &
Johnson




Key Findings




Integration Is Increasing

* Integration of ESG criteria by mainstream
Investors Is steadily increasing

— While there are numerous challenges in measuring the market
size of ESG Integration, estimates range from 4% to 20% of the
total global market

-~ RI Landscape 2009 Survey respondents indicated:

60% use an ESG strategy for at least some portion of assets
under management — a 12% increase over 2008 responses

67% believed the financial crisis would not have an impact
on ESG integration

33% believed the crisis would drive an increase in assets
iInvested according to ESG criteria

— UN PRI signatories have increased from 50 to 500 in last 3
years, representing US$19 trillion in assets

25% increase in the number of UNPRI asset owners putting
responsible investment criteria into contracts with external
managers



What exactly Is the PRI?

o Atool kit for integrating ESG issues Into
mainstream investment practices and across
asset classes

 Grounded in fiduciary duty
 Voluntary and aspirational
* A global collaborative investor network

e A forum for discussion and concrete action on
long-term risk issues and value drivers

* A Secretariat providing practical guidance on
emerging ESG Issues and implementation
support for signatories



Principles for Responsible Investing

.............
5 .

--------
oot s,
.............

We aspire to

1..

.Incorporate ESG issues into investment analysis and

decision-making processes.

...be active owners and incorporate ESG issues into our

ownership policies and practices.

...seek appropriate disclosure on ESG issues by the

entities in which we invest.

...promote acceptance and implementation of the

Principles within the investment industry.

...work together to enhance our effectiveness in

Implementing the Principles.

...each report on our activities and progress towards

Implementing the Principles.



What's Driving Integration?

Increasing
Demand from
Asset
Oowners

Investor Improving ESG
Integration Communications

Shifting External

Environments of ESG from Companies

Growing
Perceptions of
Value Among

Asset
Managers




Yet, Integration Is Limited to Certain Areas

e Institutional investors are leading the way

Expanded view of fiduciary duty

At greater risk of being sued for negligence if not proactive in
incorporating ESG criteria

Longer-term focus makes ESG integration more feasible / appealing

Represent investors who may be predisposed to ESG issues (e.g.
government employees, teachers, unions, etc.)

Especially true in Europe, where institutional investors are a larger
percentage of overall investments and ESG may be filling an unmet
market need resulting from lack of SRI firms

 [ntegration Is strongest in listed equity investments

70% of investment strategies incorporating ESG were in listed equities
(Mercer)

94% of UN PRI investment managers claimed integration of
responsible investment criteria for at least some listed equity in
developed markets (UN PRI Annual Survey)



...And Is Characterized by Niche Products

 Number of niche ESG products is
Increasing, especially from mainstream
Institutions

— Deutsche Bank: distinct funds that use ESG as a
first screen

— Goldman Sachs: GS Sustain global equity
strategy

— State Street Global Advisors: integration into
some enhanced equity models to control for risk

— S&P: U.S. Carbon Efficient Index, ESG India
Index

* Very few large, mainstream investors have
Integrated ESG criteria across portfolio

— Notable exceptions of Robeco and APG

— ESG integration still viewed as one type of
strategy, and not a fundamental component of
every strategy

% BSR

“We haven’t been able to
demonstrate an overall
positive correlation
between ESG issues as a
whole and financial
performance, but we still

have enough client
demand to continue to
develop ESG investment
strategies.”

— Chris McKnett,
State Street Global Advisors




Investors Are Focusing on Material Issues
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* Not all issues are considered equal

— Mainstream investors focus on just the extra-
financial issues most likely to influence
companies’ products, clients, and market
share

— ESG is being used as a proxy for
management quality or risk

— Investors look to companies (IR) to signal
which issues are material

e Climate change and Governance
Issues predominate

— Policy impacts of climate change are likely to
Impact most companies

— Good governance has risen in investor
analysis as critical to a company’s ability to
manage risks

“Understanding the
industry context in which
companies operate is
critical to understanding
the potential materiality of
environmental, social, and

governance issues, and
the appropriate
assessment of company
response.”

—"Introducing GS Sustain”,
Goldman Sachs




Barriers to Integration Remain

e Business value of sustainabillity is not
being integrated into corporate IR
strategies

» Value of ESG Integration is still not
fully understood by investors

e Short-term emphasis on investment
performance hampers demonstration
of long-term value

« High quality ESG data is still lacking,
or not easily accessible to investors

 Investor capacity to analyze and
iIntegrate ESG criteria into decision-
making remains low



Implications for Companies &

Investors




Key Recommendations for Companies

e Ensure that both IR and senior management can
speak to the company’s key ESG risks and
opportunities

* |[dentify strategic ESG Issues using materiality
analyses / revise materiality analyses to take account
for mainstream investors

e Determine how ESG issues can affect company’s
financial performance

—  Measure ROI of ESG investments where possible to further
the business case for CR from an investor perspective

e Don’'t wait for investors to ask—proactively
communicate on ESG

— Reference ESG issues in annual reporting, at least in terms
of risk



Develop Capacity in ESG Integration

 Integrate ESG into company culture to build capacity
across staff

Secure senior level buy-in to motivate integration

Incorporate ESG issues into staff trainings to raise
awareness

ldentify material ESG issues for sectors to evaluate
companies’ priorities and ask the right questions

Make ESG data available for all analysts



Engage Externally
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With companies:

* Raise ESG issues with companies
proactively to increase company
awareness and communication on
ESG

» Send requests directly to investor
relations to raise Internal awareness
of ESG materiality

» Consider shareholder engagement
to raise the profile of ESG

And in policy discussions:

» Monitor legislation and consider
engaging in policy discussions on
mandatory disclosures and key ESG
Issues like climate change

UN PRI Engagement
Clearinghouse

The PRI Engagement
Clearinghouse provides
signatories with a forum to
share information about
engagement activities they
are conducting, or would like
to conduct, to transform one
voice into the voice of many.




Questions?

Download the report at
http://www.bsr.org/reports/BSR ESG Integration Report Sept 2009 final.pdf




Thank you!

Blythe Chorn




Sustainable Investment in China 2009



Definition: Sustainable Investment (Sl)

 Sustainability factors are environmental, social or governance (ESG
or extra-financial) issues that are likely to have long-term impact on
financial performance.

* They can include (but are not limited to) corporate governance
structure, human capital, executive pay, occupational health &
safety, research & development investment, customer satisfaction,

climate change, pollution, resource usage and stakeholder relations.

* In traditional investment methodology, these factors are rarely
analyzed and systematically integrated into investment decisions
and research reports.

« Sustainable investment (Sl, RI) is the practice of incorporating
environmental, social or governance (ESG) factors into investment
decision.

28



Background

Overview of Sustainable Investment

* Global professionally managed assets: US$48.6 trillion

« Estimated global professionally managed assets with explicit
sustainability mandate: US$7 trillion

« Sustainable investment in emerging markets: US$2.7 billion* (
<0.1% of emerging market stock market capitalization )

TOTAL = US$7 trillion

U.S.
(39%)
Europe
(53%) \\—’
Other
(8%)

'_.-.-_-_'.:.-" B S R Source: EuroSIF. “SRI Study 2008.”

29



Introduction to the Report

« Commissioned by IFC and conducted by BSR

* Objectives

— Investigate current state of sustainable investment market in
China

— Develop recommendations to stimulate this market

e Scope
— Investment in public equity & private equity in mainland China
— A share market + ADRs

« Research methodology
— Desktop research

— Around 100 interviews with government agencies, institutional
investors, asset managers, equity research, academic and civil
society.

30



Investment Supply Chain

Voluntary principles
& learning network

Pension
funds

Insurance company
reserve funds

Endowments &
foundations

Mutual
funds

High Net Worth
Individuals

’—1

Stock ownership

services e.g.
proxy voting

Asset Managers

Buy-side research

- ... -
RiskMetrics Group

Independent e  Sellanalysts || toundagencies
& sustainable
research (broker/dealers) )
indexes
EE 1

Alternatives (Private equity,
real estate, etc.)

Financial market regulators

Securities exchanges

Listed equities

:

COMPANIES

¥
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Investment Supply Chain Mapping SEETE
China Reinsurance X [ Indup[':ri al Eund
Civil Society NSSF \ ! 7
Pension Insurance company
funds reserve funds MUIEN e Qs
! | STB
Stock ownership
services e.g. Asse_t Managers .
proxy voting Buy-side research Nggzg%ﬁn
Fund

Independent Sell-analysts
research (broker/dealers)

Rating agencies

Tsing Capital

1 1

market regulators

SSE-

‘ Financial

Securities exchanges

Alternatives (PE)

Listed equities

SRI

2 Green IPO
Policy & CSR

: =

COMPANIES

¥

Reporing

i BSR
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Key FIndings

e Sustainable Investment (Sl) Is a hascent market
iIn China.

— Sl is still a niche play rather than mainstream
strategy

— Sl supply chain has not formed yet, and the market
currently remain undeveloped

* Chinese Sl approach primarily focuses on
governance and compliance.

* The current S| development is early signs of a
growing market in China.
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Obstacle Remains
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» Confusion over terminoloqy

“Without a clear definition, people would tend to
ask what Sl is and why it is important; and the
government would be skeptical to promote it in
China” — a government official

* Short-termism

“With less than three month holding period, why
asset managers spend time to investigate ESG
risks?” — an asset owner
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Obstacle Remains

* Questionable business case

Many of domestic investors emphasized but also
suspected the business value of SI. Whether there is a
positive correlation between Chinese companies’ ESG
performance and their financial performance is a
guestion on top of many investors’ minds.

* Limited ESG research

International ESG research agencies overseas do not
currently provide extensive research coverage of A
share stocks, and there is limited domestic research
agencies focusing on ESG and SlI.

D AhLack of Experienced Practitioners
e PDQD)
Do M
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Obstacle Remains: Limited ESG information

Asset Owner Opinions



Thank you!

For the report:

You can download both the summary version
and the full report from the IFC Sustainable
Investing website or the BSR website:

Welcome any comments and please direct

~ them to ZHUO Xin at xzhuo@bsr.org
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Possible Next Steps

We are exploring how BSR should continue to engage
on this topic—possible plan for next year includes:

 ESG research
* An ongoing working group—of CR / IR / investors
« A set of trainings for investors on ESG analysis

* A series of forums on the implications of ESG—reporting,
materiality, ROI, etc.

» A series of newsletters on ESG for financial community in China
« Advisory services for financial institutions

We welcome your participation
and comments.

BSR 39



