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Background to ESG investing and

trends




Responsible Investment / ESG Investing — an opportunity for value creation
ESGix#E- MEE KNI

 909% of the studies show that

2012 Harvard & London Business School sound SUStamab”'ty standards

Study, The Impact of Corporate Sustainability
on Organisational Processes and Performance

2012 - IEEAFZREHEF ST - W o540 R /EXTH
ZRAT BRI HI 5720

90 %RV FFRAR - RV CIFFEIR A

ESG « 809% of the studies show that

investing
leads to

2015 University of Oxford & Arabesque
Partners Meta-study, How sustainability can
drive financial performance

lower cost by good
2015 4@‘%'76%& Arabesque Partners, Z//F41 of capital sustainability practices
2015 University of Hamburg & Deutsche returns X
Asset & Wealth Management Investment ESGIZE R LL
Meta-study, ESG and financial performance: B2 A A « 709%0 greater effect on stock
2015 - BENEAFSEEL A RITEEERETAL J;H = @35 price in
7E 12

= ESGEHF %

L
2015 HKUST and Robeco, The role of REM

governance relative to environmental and
social factors in equity returns. (Benz et al)

2015 - ZEREAZ& Robeco, EVEHXI T HIZF]
H=BEEERINEIIR PHITEH
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https://hbswk.hbs.edu/item/the-impact-of-corporate-sustainability-on-organizational-process-and-performance
https://yoursri.com/news/arabesque-partners-and-oxford-university-update-sustainability-meta-study
https://www.tandfonline.com/doi/full/10.1080/20430795.2015.1118917?scroll=top&needAccess=true&
https://www.morganstanley.com/sustainableinvesting/pdf/sustainable-reality.pdf

What does Responsible Investment / ESG investing entail?

ESG IR&ENRMTA

Responsible Investment S3{Ei%?
Environmental & Social ft&

 Carbon emissions fiEHElL

« Climate resilience
SYEENL ST

« Biodiversity loss
RN

. Discharges / pollution
e /755

» Resources efficiency (i.e.
energy, water etc.)
R (HIgETR ~ 7KE§)

» Waste & hazardous
materials management

RFEYRIEEYERH
« Etc. HA

« Consumer rights
HTEN R

« Corporate philanthropy
gion| ==X\ A

« Health, safety & wellbeing
(R SZ4e

« Human capital
management

ANNFEAEH
« Human rights A fY{
« Labor 757 T
 Etc. HA
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o Anti-bribery & corruption
S TS FI R T

« Board composition EZFH 2
FeI Rk

« Business ethics pg)\[l 751

« Executive remuneration
1T BGH N

« Grievance procedures H
REF

« Governance of
sustainability issues B] 5
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« Ownership structure fff75
e

« Ete. HAth

Negative
screening
piENipis

Positive
Screening

AR 2t

Norms-based
Screening

BT ASERYImIE

Integration
ESGE&

Sustainability
themed
investing
oiFarETH
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Impact
Investing

A IPAEsdo

Corporate
Engagement /
Shareholder
action
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ESG Investing Spectrum

ESGIRZEHE

Traditional investing
ks dod

Competitive returns
B2k

Seeks financial returns
regardless of
Environmental, Social
and Governance (ESG)
factors
TEERE  Tt=xMER
(ESG) A%« REKRMS
B4

Negative screening
T3 T 2k

ESG risk management
ESG X[ E3E

Investments are screened
out based on ESG risk
TRIBES G X\ 75 e 42 45 5%

Potential Screens
B TERY TR

Tobacco JAE
Alcohol J&iE
Weapons EH 2%
Gambling &8
Pornography &1%
Nuclear Energy %8t

Positive screening
R e

ESG opportunities
ESGHlE

Sustainability factors and

financial returns drive
investment selection

AR RN 55 O R T

RAGESE

Factors considered:
ZEMNAEZE :

Carbon footprintfix @3k
Resources use#= R
Waste reduction
BDIRER
Compensation Wf®
Product safetyr~=mZ®
Gender equality

HHIFE

ESG Integration

Systematic and explicit
inclusion of ESG factors
in financial analysis

Potential value areas :

Climate change
SIETME
Resource efficiency
Food systems
BmAS

Impact investing
A AL

Maximum-impact solutions
BRAFINERS =

Social and environmental
considerations take
precedence over financial
returns
L ESMIEERLEV S EH)R
15

Support for:
=FF
Innovation & risk taking
B3 A0 XU Bl 18
Proof of concept / plots
=0 IE
Enabling environments
KIFHIE
Commercial [~&

Based on: Impact investing, A sustainable strategy for hedge funds, Deloitte Centre for Financial Services
2% IARE - NWPEESHORHEMEE - EEERES PO

Philanthropy
ZE=SW

Financial returns
disregarded in favor of
social and environmental
solutions
MHERHVRBABR TS
MR RRR T




Growth of Responsible Investment / ESG Investing Assets

ESG / IATTEIR AR B TRYE R

Global sustainable investment
increased by 25% from 2014-
2016 to $22.8 trillion USD
EIKOIFERFEN20145F - 20164
I L 25% - £%122.8 510%=7T
Highest growth in Japan and
Australia / New Zealand
HZAFRARND / S =1E KR

=]

Global ESG assets by region # XX 3R EIKESGH =

Global Sustainable Investment Alliance 2016 report
2016 F[FHroJ /46772

Growth
over

Region 2014 2016 period
Europe B $10,775 $ 12,040 11.7%
United States =E $ 6,572 $ 8,723 32.7%
Canada MEX $ 729 $ 1,086 49 0%
Australia/New Zealand 2AMI/FHE= $ 148 $ 516 C247.5%)
Asia ex Japan 1M ( BARERSM ) $ 45 $ 52 15.7%
Japan HA& $ 7 $ 474
Total $ 18,276 $ 22,890 25.2%

Assess. Design. Transform.
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B Europe 52.6% XM

B United States 38.1% = [F

M Canada 4.7% MIEX

W Australia/NZ 2 39B AR/ Frfa =

B Asia ex Japan 0.2% MM ( HZARBR SN )
B Japan 2.1% H A

Growth of ESG assets by

region 2014-2016, in USD
billions 2014 - 2016F %1
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Overview of sustainable investing strategies in Europe
From: European SRI Study 2018, Eurosif

B aos B o

493375 | CAGR

Best-in-Class 585 734 +99%,

145 249
148 840

CAGR
+1%

Sustainability Themed

5087774 , CAGR
3147 981 -21%

2646346 [ CAGR _
4239932 @

4 270 045 | CAGR)

Iy 857 550

Norms-based Screening

ESG Integration

Engagement and Voting

10150595 ; CAGR
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Hong Kong Green Finance Association (HKGFA) launched in September 2018
- —, -
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Financial Services Development Council (FSDC) publication

ESG Strategy for Hong Kong

FSDC Paper No.36

I Embargoed until 2:30pm on November 28, 2018

Environmental, Social and
Governance (ESG) Strategy for Hong Kong

Key Recommendations:

Government leadership on ESG
integration

Hong Kong Monetary Authority -
ESG requirements for external
managers

Mandatory Provident Fund
Schemes Authority to incorporate
ESG standards

Securities and Futures Commission
to strengthen emphasis on ESG

Hong Kong Stock Exchange to
strengthen emphasis for both
listing applicants and listed
companies
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Climate Change Risk




CLIMATE CHANGE — THE GREATEST RISK FACING THE WORLD?

The Global Risks Landscape 2019
What is the impact and likelihood of global risks?

40

‘uuum of mass Failure of
Sep— climste-change
mitigation and ’
adaptation Extrame waather
events
Water crises ‘ '
‘ ‘ Matursl disasters
’ Biodiversity loss .
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infrastructure collapse
breskdown
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Extreme weather
events

Failure of climate-
change mitigation and
adaptation

Natural disasters
Data fraud or theft
Cyberattacks
Man-made
environmental
disasters
Large-scale involuntary
migration
Biodiversity loss and
ecosystem collapse
Water crises

Asset bubbles in a
major economy

1.

oo kW

N

9.

10.

Top 10 risks in terms of Top 10 risks in terms of
Likelihood Impact

Weapons of mass
destruction

Failure of climate-
change mitigation and
adaptation

Extreme weather events
Water crises

Natural disasters
Biodiversity loss and
ecosystem collapse
Cyberattacks

Critical information
infrastructure
breakdown

Man-made
environmental disasters

Spread of infectious
disease

Source: World Economic Forum Global Risks
Perception Survey 2018-2019




TASK FORCE FOR CLIMATE-RELATED FINANCIAL DISCLOSURE - BACKGROUND

G20 Finance Ministers and Central Bank Industry Led and Geographically Diverse
Governors asked the Financial Stability Task Force

Board (FSB) to review how the financial

sector can take account Of C”mate_ The Task Force’s 31 international members, led by

Michael Bloomberg, include providers of capital,
insurers, large non-financial companies, accounting

The FSB established the Task Force on and consulting firms, and credit rating agencies.
Climate-related Financial Disclosures e -
(TCFD) to develop recommendations
that:

— could “promote more informed
investment, credit, and insurance
underwriting decisions” and,

related issues.

- in turn, “would enable stakeholders to
understand better the concentrations of 13 f9 )
carbon-related assets in the financial R o AR
sector and the financial system’s e

exposures to climate-related risks.”

Assess. Design. Transform.



TCFD — Focus ON FINANCIAL IMPACTS

Task Force for Climate-related Financial Disclosure (TCFD) - Taxonomy

Policy and Legal

Resource Efficiency

Technology

b

Energy Source

Market
Products/Services

L s [l orporuniic |

| |

| | =

I I Resilience
v v

Reputation
Markets

Acute

Transition

Physical

Chronic

________________ Financial Impact

L L Assets
Revenues T i St
- Statement Sheet Liabilities
Expenditures
Capital

Assess. Design. Transform.
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FINANCIAL IMPACT BY INDUSTRY

To assist organizations in understanding
how climate-related risks may impact them
financially, the Task Force prepared a high-
level overview of the types of financial
impact of climate-related risks that have
been identified for specific industries and
groups.

The financial impacts from climate-related
risks are grouped into the following general
categories:

-Revenues
-Expenditures

-Assets and Liabilities
-Capital and Financing

© 2019 Deloitte Conseil

*Largely, but not solely, based on select content from the
Sustainability Accounting Standards Board (SASB) “Financial
Impacts of Climate Risk” table in its Climate Risk Technical Bulletin

Assess. Design. Transform.

Evidence of Financial Impact

Groups and Industries

Financial

Banks
Insurers
Asset Owners

Asset Managers

Expenditures

Assets and

Liabilities

Capital and
Financing

Energy

Oil and Gas
Coal

Electric Utilities

Transportation

Air Freight

Passenger Air Transportation
Maritime Transportation

Rail Transportation

Trucking Services

Automobiles and Components

Materials and

Buildings

Metals and Mining
Chemicals
Construction Materials

Capital Goods

Real Estate Management and
Development

Ag, Food, and

Forest

Beverages
Agriculture
Packaged Foods and Meats

Paper and Forest Products
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STRUCTURE OF TCFD RECOMMENDATIONS

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

The recommendations are structured around four thematic areas that represent core elements of

how organizations operate:

Governance

Strategy

Risk
Management

Metrics
and
Targets

Assess. Design. Transform.

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

16



TCFD - LATEST

TCFD By
THE NUMBERS

-

Supporters as
of March
2019

With a market
capitalisation of
over 8.7 trillion
USD.

Including 326
financial firms,
responsible for
assets of over 107

2018 STATUS REPORT

The majority disclose some
climate-related information.

Information on strategy resilience under
climate-related scenarios is limited.

Disclosures are often made
in multiple reports.

Financial implications are often not disclosed.

Qrillion UsD. /

Assess. Design. Transform.

Disclosures vary across industries and regions.
For example a higher percentage of non-financial
companies reported information on their climate related
metrics and targets compared to financial companies, but a
higher percentage of financial companies indicated their
enterprise risk management process included climate-
related risk.

17



Closing remarks




Closing remarks
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“Attracting and retaining the best talent increasingly
requires a clear expression of purpose... In a recent survey
by Deloitte, millennial workers were asked what the
primary purpose of businesses should be - 63 percent
more of them said ‘improving society’ than said ‘generating
profit.”” — Blackrock Chairman and CEO, Larry Fink, 2019
Letter to CEOs
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