


ESG evolution '

New Realities

ESG Regulatory Landscape? Where did it start, where are we now?
History

ESG Value Proposition
What's the value of ESG reporting amidst rebalancing priorities?

New
Realities

The Alphabet Soup
Stakeholders, Standards, Frameworks, Ratings & Indices

Advisory vs Assurance Role
How, when & why?

Interr
Audit's Role

Collaboration
Leveraging the 3LM for ESG



New Realities

Pandemic

Public, private
partnerships and

Business model rethink

the role of
government against technology
disruption (D2C5)
Blended
value Changing global
proposition economic and political
conditions
Inv.es.tor Cyber threats
activism
Corporate Increased regulatory
scandals | burden
Consumer Competition for
spending and talent and workforce demographics

behavior



1

What is ESG?
B SOCIAL

Includes respect for
Human Rights, diversity,
equality, contribution to
society, human capital
management, safety,
health and wellbeing of
employees and training.

B GOVERNANCE

Role of governing bodies,
expectations of stakeholders,
strategies, risk management,
remuneration philosophy, regulatory
framework, technology &
information governance,
transparency, supervision and
reporting, ethics and integrity, ethics
and tax affairs.

ENVIRONMENT

Considers aspects such as
emissions, contamination,
energy & water efficiency,
biodiversity, carbon
emissions, circular
economy and waste
management, and climate
change.




Evolution of ESG Regulations/Guidance

1997

1989

Montreal
Protocol Standards



ESG Value Proposition

Better Risk
Management

Increase in Reve
Growth
Tangible Operational

Efficiencies

Improved Regulatory
Adherence

Uplift in Productivity

Capital & Asset
Optimization

Efficient use of resources in risk identification and mitigation

Attract customers with more sustainable products.
Achieve better access to resources through stronger
relations

Lower energy consumption
Reduce water intake
Human Resource efficiencies

Achieve greater strategic freedom by easing of regulatory pressure
Earn subsidies and government support

Human Capital attraction and retention of quality individuals. Sense of
purpose results in increased staff morale. Job Satisfaction.

Enhances investment returns by targeted capital allocation to more
promising and sustainable opportunities.
Attractiveness to funders.



Alphabet Soup Categories

1. STANDARDS

ESG Standards dictate what organisations
must report. Examples include Global
Reporting Initiative (GRI) and Sustainability
Accounting Standards Board (SASB).
Introduced in 1997, GRI is the most widely
used standard to determine how an
organisation impacts the world.

3. RATINGS

These refer to agencies that collate information
through various methodologies to gather ESG
data. Sustainalytics, is one, that aims to
“provide the insights required for investors and
companies to make more informed decisions
that lead to a more just and sustainable global
economy”.

3.
Ratings

2. FRAMEWORKS

Serves as guidelines that provide principles and
guidance for how information should be
disclosed. Carbon Disclosure Standards Board
(CDSB), International Integrated Reporting
Council (IIRC), Carbon Disclosure Project (CDP)
and Task Force on Climate-related Financial
Disclosures (TCFD) comprise some of the most
popular frameworks.

4. INDICES

Indices allow investors to track the performance of a
company through their ESG reports. Dow Jones
Sustainability Indices (DJSJ), FTSE4AGOOD and
Bloomberg all provide opportunities to be listed for
organisations that demonstrate continuous
improvements in a variety of economic,
environmental and social criteria.



ESG Frameworks versus Standards

Before deciding what
ESG framework and
standards to use, it’s
important you
understand the
difference between
these two terms:

<

/"

1. ESG framework:

1.Broad in its scope, giving a set of principles to guide and shape
understanding of ESG.

2. Will guide the direction of ESG reporting

3. Will not provide a methodology for the collection of information,
data, or the reporting itself.

4.Frameworks are useful to use alongside ESG standards, or when
a well-defined standard does not exist.

2.ESG standard:

1.Standards are specific in their focus.
2.They contain detailed criteria explaining what needs to be
reported

3. Dictate how information and data are collected, and how a
report needs to be produced (what topics and business areas to
include).

4.Standards make frameworks more actionable by ensuring
comparable, consistent, and reliable disclosure.




Alphabet Soup - Examples

Source: Archer Paper on ESG



Shift in the Sustainability Reporting Ecosystem

Sustainability
Accounting
Standards Board
(SASB) and the
Global Reporting
Initiative (GRI)
announced a
collaborative
workplan.

Five global
organisations, CDP,
CDSB, GRI, IIRC and
SASB — announced a

shared vision and
intent to collaborate

on comprehensive
corporate reporting.

lIRC and SASB
officially
announces their
merger to form
the Value
Reporting
Foundation (VRF)

IFRS announces the
International

Sustainability Standards

Board (ISSB) which is
expected to develop a
global standard of
sustainability
disclosures for
Consolidate VRF and
CDSB by June 2022.

The ISSB published an
exposure draft
'Methodology for
Enhancing the International
Applicability of the SASB
Standards and SASB
Standards Taxonomy
Updates’. Deadline for
comments - 9 August 2023.

ISSB publishes two exposure

drafts for consultation:

IFRS S1: General Requirements

IFRS S2: Climate-related

Disclosures MAY
IFRS and GRI announced a 2023
collaboration agreement to build

a comprehensive global baseline

for sustainability-related

disclosures.



Catalyst for Internal Auditors
Assurance requirements over ESG reporting

Emergence of the “Blended

Value Proposition”

Heightened Public Interest UN Global compact —

in environmental, social and Eaed Sustainable Development
(SDG) Goals 2030 Agenda

governance matters

UNCTAD Toolkit for
Governments to measure
adoption by investors,
companies and foundations
to support the SDGs

Regulatory frameworks
demanding mandatory
assurance over non
financial performance
indicators

Investors incorporating
sustainability matters into  Gmmmrd
asset allocation decisions

Impending rationalisation of
Sustainability Standards

Internal Audit Assurance solution

Need for assurance
practices to provide
meaningful confidence on
ESG disclosures




Assurance vs Advisory

Offer advice on Collation of Materiality Attributes - framework used to define material topics to create a comprehensive
universe of material ESG indicators and processes involved in prioritising metrics for disclosure

Advisory

Testing the integration and alignment of SDGs into the organisation’s reporting processes to help fulfil

Assurance |, oanisational goals and the UN global goals of sustainability

Proposes mediums to be used for aggregation of sustainability performance data and activities from activities

Advisory dispersed by department and geographically

Advéi;ory Design of Performance Management frameworks to cater for ESG — testing the accuracy, transparency, and
performance monitoring system to generate reliable data for sustainability

Assurance  \eracity of Stakeholder engagement & needs - Assessing the completeness & balanced reporting

A Compliance with standards and the impact on enhancing the credibility of sustainability reports -
ssurance
diversity in standards and methodology of assurance providers.

Advisory
& Competency and knowledge base of assurance stakeholders in the ESG value chain

Assurance



Key ESG Assurance Components

Risk Assessment
Adequacy of materiality
assessment for ESG
information reported,
considering intended
users
Adequacy of process, risk
assessments and controls
on ESG matters

Control Environment
Tone at the top on ESG
matters
Control activities in place
for developing, preparing
key information for
reporting
Consistency in measuring
methodology and data
comparability

ESG Metrics
Adequacy of process to
select core indicators
(relevancy) and data
gathering & monitoring
mechanisms
(completeness, accuracy,
reliability of data)
Creation and adoption of
common taxonomy on
ESG indicators

Governance
Management oversight
mechanism, adequacy of
role and responsibility
assignment with regards
to ESG information
Performance metrics on
scorecards of
accountable employees

LA INAnYaY ~

YYYYY

Reporting
Consistency in non- financial
& financial data reporting
(No conflicting information)
Adherence to ESG reporting
standards (GRI, SASB, TCFD,
SDGs, IIRC)

Assess integrity of source
systems used to collate ESG
data and data aggregation



Generic Assurance Framework Considerations

Environment

=S

Social
(N
0—0

Governance

Effluents Emissions Water Land use Biodiversity Energy Materials
and waste
® & @ S O
Safe disposaland  Emissions Water efficiency  Sustainable land Protection of Energy efficiency, Responsibly
focus on recycling, reduction and sustainable  management biodiversity and use of renewables sourced
reuse or recovery  and carbon use in farming and protection ecosystems within and coproduction  materials
as energy offsetting and production of ecosystem operational range  (biogas)
Labor Occupational Human Diversity Health and Product Corruption
practices health and rights and equal wellness safety
safety opportunity
@ A @ @ @
Zero tolerance Safe working  Respect for Equal rights and Promoting and Ensuring all Strong code of
for child-labor environments  rights like freedom opportunities for  enabling healthy products and ethics supported
or slave-labor of speech and all employees lifestyles services are safe by employee
equivalents assembly for consumers training
Competitive Responsible Indirect Procurement Fair trade Governance and Tax
behavior employment economic practices transparency
impacts
€ = @ @ & ©
Nonpredatory Local hiring at Supplier Local suppliers Fair pricing Responsible Compliance with
pricing reasonable financing; and sourcing for local engagement in all legal tax
wages infrastructure suppliers public policy obligations
investment

Source: GRI, G4 Sustainability Reporting Guidelines



Collaboration — 3LM

Source: World Business Council for Sustainable Development and The IIA paper on Embedding ESG and sustainability considerations into the Three Lines Model



ILLUSTRATIVE EXAMPLE: ASSURANCE PROVIDERS BUILDING TO COMBINED ASSURANCE
VALUE FOR COVPANY




Alphabet Soup Cheat Sheet

CDSB - Climate Disclosure Standards Board: The World
Economic Forum’ reporting standards-setting body, since
absorbed by the ISSB.

CSR - Corporate Social Responsibility: Self regulation adopted by
businesses that seeks to align their actions with societal good

CSRD - Corporate Sustainability Reporting Directive: The
European Union’ principal set of rules governing non-financial
companies’ESG disclosures.

CDP - formerly the Carbon Disclosure Project: Charity created to
provide carbon reporting framework. Now works in partnership
with ISSB.

CRD - The Corporate Reporting Dialogue:Aset ofeight providers
of standards for corporate reporting, including traditional financial
reporting bodies and those that address non-financial disclosure,
such as those listed above.

GFANZ - Glasgow Finance Alliance for Net Zero: Coalition of
major FIs committed to accelerating a carbon-free economy.
Created in the run-up to the 2021 COP26 climate summit in
Glasgow, Scotland.

GHG - Greenhouse Gases:Carbon dioxide, methane and other
nasties whose accumulation in the atmosphere from human
activities makes all of this necessary.

GRI - Global Reporting Initiative: United Nations-supported
reporting standards body created by Ceres (formerly the
Coalition for Environmentally Responsible Economies)

and Tellus Institute.

ICGN - International Corporate Governance Network (ICGN): A
platform to promote effective standards of corporate
governance and investor stewardship to advance efficient
markets and sustainable economies worldwide.

IIRC - International Integrated Reporting Committee: A
coalition of regulators, investors,companies, accountants,
academia,and NGOs aiming to evolve corporate reporting,
aligned with the goals of financial stability and sustainable
development.

IPCC - International Panel on Climate Change:United Nations
body that provides research and suggestions on tackling
climate change.

IRSG - International Regulatory Strategy Group: UK-based
advisory organisation that examines and recommends
financial- and professional-sectorregulations.

ISSB - International Sustainability Standards Board: The IFRS
Foundation standards-setting body, which is seeking to bring
globalharmony to the patchwork of reporting standards.




Alphabet Soup Cheat Sheet

NDCs — Nationally Determined Contributions: National plans to
reduce carbon emissions, lodged in according to the Paris
Agreement.

NFRD - Non-Financial Reporting Directive: The European Union’s law
that enshrines the principles of sustainability reporting by large
companies. The CSRD is an extension of this.

PAIls — Principal Adverse Impact indicators:Set of indicators against
which Fls can gauge the sustainability of their investments as set out
by the EU Taxonomy.

PACTA - Paris Agreement Capital Transition Assessment: An online
tool that enables companies to assess their alignment with the goals
of the Paris Agreement.

PRI/ UNPRI - Principles for Responsible Investment: United Nations-
supported guidelines for sustainable capital allocation.

RTS — Regulatory Technical Standards: The nuts-and-bolts
framework on what is required to comply with European Union laws
and regulations.

SASB - Sustainability Accounting Standards Board: Areporting
framework and standards-setting organisation.

SBTi- Science-Based Targets initiative: Body created by the

CDP, World Resources Institute, the World Wide Fund for Nature and
the United Nations Global Compact to chart decarbonisation
pathways for companies.

SDG - Sustainable Development Goals: The United Nations’17
bedrock targets that are a ‘blueprint to achieve a better and
more sustainable future for all”.

SFDR - Sustainable Finance Disclosure Regulation: The
European Union’ principal set of rules governing financial
institutions’ESG disclosures.

SRI- Socially responsible investing: The act of allocating
capitalto companies,assets and projects that contribute to
sustainability targets.

TCFD - Taskforce on Climate-Related Financial Disclosures:
The Financial Stability Board’s initiative created to improve and
increase reporting of climate-related financial information.

TNFD - Taskforce on Nature-related Financial Disclosures:Risk
managementand disclosure framework forreporting on
nature-related risks.

UNFCCC - United Nations Framework Convention on Climate
Change:The UN treaty on tacking climate change. The
underpinning of the world’ sustainability actions and targets.

VRF - Value Reporting Foundation: Non-profit organisation that
created suite of financial value determination resources,
including SASB. Now incorporated into ISSB.

ESG — Really!! Do you really want to know?




Mapping of UN SDG Goals to ESG

Environment <

/’

N

Governance <

N

e Climate change opportunities and risk
e Green House Gas Emissions

e Environmental Policy

e Energy consumption

Natural Capital use (Land & Water)
Environmental Management Systems

Financial Viability and Inclusion
Stakeholder Engagement

Health and Safety

Workforce Training & Development
Diversity, Equity & Inclusion
Enterprise Development

e Supply Chain Practices

e Wealth Creation

e Remuneration policy
Gender Equality

ESG Reporting Standards
Board Level Oversight - ESG
e Governance Policy

e Governance Risk Assessment



THANKYOU

johnjenitha@gmail.com
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