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Confidence in Resilience

Navigating ESG: Our Comprehensive
Perspective

Navigate the complex Environmental, Social, and Governance (ESG) landscape with this
authoritative guide designed for forward-thinking business leaders and investors. As ESG
evolves from voluntary initiatives to regulatory mandates, this resource provides a
comprehensive framework for understanding reporting standards, performance metrics,
and data methodologies across all three pillars. Packed with practical insights, this guide
helps organizations transform regulatory challenges into strategic advantages, optimize
iInvestment decisions, and implement robust sustainability strategies that create lasting
value. Whether you're just beginning your ESG journey or refining existing programs, this
roadmap delivers the actionable intelligence needed to thrive in an increasingly

sustainability-focused business environment.
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Introduction to the ESG Ecosystem

The Environmental, Social, and Governance (ESG) ecosystem represents a complex network of frameworks,
standards, data providers, and stakeholders that collectively shape how companies measure, report, and improve
their sustainability performance. This ecosystem has transformed dramatically over the past two decades,
evolving from voluntary corporate initiatives to increasingly mandatory disclosure requirements across global

markets.
ESG considerations have become central to business strategy and investment decisions, driven by growing

recognition that long-term value creation depends on effectively managing environmental impacts, social
relationships, and governance structures. This shift reflects broader changes in how business performance is
evaluated, with traditional financial metrics now supplemented by non-financial indicators that capture a

company's sustainability profile and risk exposure.
For business professionals and investors, understanding the ESG ecosystem is no longer optional. As regulatory

requirements tighten, investor expectations increase, and consumers demand greater corporate accountability,
organizations must navigate this landscape effectively to remain competitive. This document provides a
comprehensive analysis of the ESG ecosystem's components, trends, and best practices to support informed

decision-making in this rapidly evolving space.
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The Evolution of ESG: From Voluntary to
Mandatory

The ESG movement has undergone a remarkable transformation since its inception, transitioning from voluntary
corporate initiatives to increasingly mandatory regulatory frameworks. This evolution reflects growing recognition

of sustainability's importance to business performance, risk management, and societal well-being.

In the early 2000s, ESG reporting emerged primarily as a voluntary practice championed by forward-thinking
companies seeking to demonstrate their commitment to sustainability. Frameworks like the Global Reporting
Initiative (GRI) and Carbon Disclosure Project (CDP) provided early guidance, but implementation remained
inconsistent and primarily driven by reputational concerns. Companies could selectively disclose favorable metrics

while omitting less flattering information.
The 2010s marked a turning point as investor interest in ESG factors intensified. Asset managers increasingly

recognized that environmental, social, and governance issues could materially impact financial performance,
driving demand for more consistent and comparable sustainability data. This period saw the development of more
sophisticated frameworks, including the Sustainability Accounting Standards Board (SASB) standards and Task

Force on Climate-related Financial Disclosures (TCFD) recommendations.
Today, we are witnessing the rapid transition to mandatory ESG disclosure regimes worldwide. The European

Union's Corporate Sustainability Reporting Directive (CSRD) represents one of the most comprehensive regulatory
frameworks, requiring detailed sustainability reporting from thousands of companies operating in the EU market.
Similarly, the SEC's proposed climate disclosure rules in the United States signal a shift toward more stringent
requirements in historically voluntary markets. Despite these advances, standardization remains a challenge, with

companies often navigating overlapping and sometimes conflicting reporting expectations.
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Global ESG Regulatory Landscape

European Union

The EU leads with the Corporate Sustainability
Reporting Directive (CSRD), effective 2023,
mandating detailed ESG disclosures from
approximately 50,000 companies. This builds on
the earlier Non-Financial Reporting Directive
(NFRD) and introduces double materiality

assessments.

United Kingdom

The UK has implemented mandatory
TCFD-aligned reporting for premium listed
companies and large private businesses. The
UK Sustainability Disclosure Requirements
(SDR) builds on this foundation with broader

ESG considerations.

&

li

United States

The SEC has proposed climate disclosure
rules requiring public companies to report
climate-related risks, greenhouse gas
emissions, and transition plans. While facing
legal challenges, these rules signal
Increasing regulatory attention to ESG

Issues.

Asia-Pacific

Countries like China (voluntary guidelines),
Japan (Prime Market requirements), and New
Zealand (mandatory climate disclosures) are
advancing ESG reporting requirements with

varying approaches and timelines.

This regulatory evolution reflects growing recognition that standardized ESG reporting is essential for effective

market functioning and risk assessment. Despite regional variations, the trend clearly points toward more

comprehensive, mandatory disclosure requirements globally. Companies operating across multiple jurisdictions

face particular challenges in meeting these diverse regulatory expectations while maintaining consistent reporting

approaches.
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Major Milestones in ESG Standard-Setting

The development of ESG standards and frameworks has been marked by significant milestones that have shaped

today's reporting landscape. Understanding this history provides context for the current state of ESG

measurement and disclosure practices.

1997-2000: Foundation Period
The Global Reporting Initiative (GRI) was
founded in 1997, establishing the first
comprehensive sustainability reporting
framework. Shortly after, in 2000, the
Carbon Disclosure Project (CDP) launched,
focusing specifically on environmental data

collection through questionnaires.

2017-2020: Integration Phase

The Task Force on Climate-related Financial
Disclosures (TCFD) released its
recommendations in 2017, specifically
addressing climate risk disclosures. The
World Economic Forum's 2020 Davos
Manifesto emphasized stakeholder
capitalism, further aligning with ESG

principles.

2011-2015: Specialization Era

The Sustainability Accounting Standards
Board (SASB) was established in 2011,
introducing industry-specific standards
focused on financially material sustainability
Issues. 2015 marked the adoption of the UN
Sustainable Development Goals (SDGs) and
the Paris Agreement, providing global

sustainability benchmarks.

2021-Present: Consolidation &
Regulation

The International Sustainability Standards
Board (ISSB) was formed in 2022 to create a
global baseline for sustainability disclosures.
The EU's Corporate Sustainability Reporting
Directive (CSRD) was adopted in 2021,
effective from 2023, representing a major

shift toward mandatory reporting.

These milestones reflect the progressive maturation of the ESG ecosystem, evolving from basic voluntary

guidelines to increasingly sophisticated, specialized, and ultimately mandatory reporting frameworks. Today's

standard-setting bodies continue to work toward greater alighnment and harmonization while addressing

emerging sustainability challenges.



2 REZILENS

Leading ESG Reporting Frameworks

Global Reporting Initiative (GRI)

Established in 1997, GRI provides comprehensive
sustainability reporting standards used by over
10,000 companies across 100+ countries. Its
approach focuses on impact materiality, assessing
a company's effects on the economy,
environment, and society. The 2021 update,
effective January 2023, includes universal

standards and sector-specific standards.

Task Force on Climate-related Financial

Disclosures (TCFD)
Created in 2015 by the Financial Stability Board,

TCFD offers recommendations specifically for
climate-related financial disclosures. Its
framework focuses on governance, strategy, risk
management, and metrics/targets related to
climate issues. Over 4,000 organizations have
adopted TCFD recommendations, making it a

leading standard for climate reporting.

Sustainability Accounting Standards

Board (SASB)
Founded in 2011 and now part of the ISSB, SASB

focuses on financially material sustainability
issues across 77 industries. Its standards help
companies disclose sustainability information
most relevant to financial performance and
investor decision-making. SASB's
industry-specific approach recognizes that

material issues vary significantly across sectors.

International Sustainability Standards
Board (ISSB)

Formed in 2022, the ISSB aims to create a
comprehensive global baseline for sustainability
disclosures. Its first standards, S1 (General
Requirements) and S2 (Climate-related
Disclosures), were launched in 2023. The ISSB
represents a significant effort to consolidate and

harmonize existing frameworks.

Each framework serves distinct purposes while collectively shaping the ESG reporting landscape. Companies
typically utilize multiple frameworks to address different stakeholder needs, though this creates challenges in
reporting efficiency and comparability. The trend toward framework consolidation and standardization,

exemplified by the ISSB, aims to reduce this complexity while maintaining comprehensive disclosure.
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Comparing Core ESG Metric Sets

Framework Primary Focus Key Features Target Audience
GRI Comprehensive Broad coverage of ESG Multiple stakeholders
sustainability topics; impact

materiality; used by
73% of world's largest

companies

SASB Financial materiality Industry-specific Investors
metrics across 77
industries; focuses on
iInvestor-relevant

information

TCFD Climate risks Governance, strategy, Financial markets
risk management,
metrics for climate
ISsues; scenario

analysis

CDP Environmental data Detailed Investors, customers
questionnaires on
climate, water, forests;
13,000+ businesses

disclose annually

SDGs Global sustainability 17 goals with 169 Society, governments
goals targets; 83% of global

companies align

reporting with SDGs
These frameworks overlap in addressing ESG aspects but differ significantly in scope, materiality approach, and
intended audience. GRI provides the most comprehensive coverage across environmental, social, and governance
topics, focusing on a company's impact on the world. SASB narrows its scope to financially material issues that
affect enterprise value, making it particularly relevant for investors. TCFD concentrates specifically on
climate-related risks and opportunities, while CDP delves deeply into environmental issues through detailed

questionnaires.

The UN Sustainable Development Goals offer a broader societal perspective, connecting corporate activities to
global sustainability challenges. Most companies use multiple frameworks to satisfy different stakeholder groups,
though this creates reporting burden and potential inconsistencies. The trend toward framework harmonization

aims to address these challenges while maintaining comprehensive coverage of material issues.

7
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Overlaps and Differences Between
Frameworks

The proliferation of ESG frameworks has created both convergence and divergence in reporting requirements.
Understanding these overlaps and differences is crucial for companies seeking to implement efficient reporting

strategies that satisfy multiple stakeholder groups.

Key Areas of Overlap

Greenhouse Gas Emissions: All major frameworks require some form of emissions reporting, though granularity

varies.

Energy Management: Energy consumption and efficiency metrics appear consistently across frameworks.
Board Oversight: Governance structures for sustainability issues are common requirements.

Employee Health & Safety: \Workplace safety metrics represent a standard social indicator across frameworks.

Significant Differences

Materiality Approach: GRI emphasizes impact materiality (company's effects on the world), while SASB focuses

on financial materiality (sustainability issues affecting financial performance).

Sector Specificity: SASB provides detailed industry-specific standards, whereas GRI offers more generalized

metrics with some sector supplements.

Reporting Format: CDP requires responses to standardized questionnaires, while other frameworks allow more

flexibility in reporting format.

Verification Requirements: Frameworks vary in their requirements for third-party verification of reported data.

The trend toward framework harmonization, exemplified by the ISSB's efforts to create a global baseline, aims to
reduce reporting burden while maintaining comprehensive disclosure. However, companies must still navigate

differences in regional regulations and stakeholder expectations when designing their ESG reporting strategies.
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ESG Data Collection Methodologies

Self-Reported Data

Companies disclose information
through sustainability reports,
annual reports, regulatory filings,
and framework-specific
questionnaires. This represents
the primary data source but
raises concerns about

consistency and verification.

Quality Assurance
\Verification processes range
from internal consistency checks
to third-party assurance. Leading
providers implement data
verification protocols to ensure

accuracy and reliability.

|

@

Alternative Data Sources
Providers gather information
from news sources, NGO reports,
government databases, and
social media to supplement and
verify company disclosures,
particularly for controversies and

incidents.

Analytical Processing

Raw data undergoes
normalization, weighting, and
scoring according to provider
methodologies. This may include
industry-specific materiality
assessments and comparison

against benchmarks.

Data collection methodologies vary significantly across providers, contributing to inconsistent ESG ratings. While

CDP relies primarily on voluntary questionnaires completed by companies, other providers like MSCl and

Sustainalytics combine self-reported information with alternative data sources and proprietary analytical

methods. The quality and comprehensiveness of ESG data continue to improve, but gaps remain, particularly for

smaller companies and private markets.

The trend toward standardized reporting frameworks and more rigorous verification requirements aims to

enhance data quality and comparability. However, companies and investors must understand methodological

differences when interpreting ESG performance metrics and ratings.



2 REZILENS

Data Quality Challenges in ESG Reporting

Reporting Inconsistency

Companies often report similar metrics using
different methodologies, boundaries, or
timeframes. For example, one company might
report Scope 3 emissions using the GHG Protocol
while another uses a proprietary methodology,
making direct comparisons difficult. These
iInconsistencies limit the comparability essential
for investment decision-making and performance

benchmarking.

Selective Disclosure

Companies may practice "cherry-picking" by
reporting only favorable metrics while omitting
less flattering information. This selection bias
creates an incomplete picture of sustainability
performance and potentially misleads

stakeholders about a company's true ESG profile.

Verification Gaps

Unlike financial reporting, which requires
independent auditing, many ESG disclosures lack
rigorous third-party verification. Studies indicate
that less than 40% of sustainability reports
undergo external assurance, and the scope of
verification often covers only selected metrics
rather than comprehensive disclosure. This raises

questions about data reliability.

Data Timeliness

ESG data often lags financial reporting
significantly, with sustainability reports
sometimes published 6-12 months after the
reporting period. This delay reduces the relevance
of information for decision-making and creates
challenges for investors seeking current

performance assessments.

Addressing these data quality challenges requires coordinated efforts across the ESG ecosystem. Regulatory
moves toward mandatory, standardized reporting frameworks represent an important step forward, as does the
iIncreasing emphasis on third-party verification. Technology solutions, including blockchain for data verification
and Al for data processing, also offer promising pathways to improve ESG data quality. For companies and

iInvestors, understanding these limitations is essential for making informed decisions based on ESG information.

10
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Major ESG Data Providers Overview

The ESG data market has expanded significantly, with several major providers developing sophisticated platforms

to evaluate corporate sustainability performance. These providers serve as intermediaries between companies

and investors, translating complex sustainability information into comparable ratings and scores. Understanding

their methodologies and focus areas is crucial for both companies seeking to manage their ESG profiles and

investors using these ratings for decision-making.

oll0

(0,

MSCI ESG Research

Focuses on financially relevant ESG risks using a 0-10 rating scale (10 being best). Covers 35 key
ESG issues across 80+ geographic/business metrics and 100+ governance metrics. Particularly

strong in climate risk analysis and widely used by institutional investors for portfolio screening.

Sustainalytics (Morningstar)

Emphasizes ESG risk exposure and management effectiveness using a 100-0 scale (O being
lowest risk). Evaluates companies based on their exposure to industry-specific ESG risks and their
management of those risks. Covers approximately 13,000 companies and is frequently used for

exclusionary screening.

Refinitiv ESG (LSEG)

Provides comprehensive ESG datasets across 630+ metrics using a 0-100 scale (100 being best).
Includes controversy scores based on negative media coverage. Covers companies representing

80% of global market value and is valued for its data transparency and historical coverage.

S&P Global Trucost

Specializes in environmental data with particular focus on carbon, water, and waste metrics.
Provides detailed environmental footprinting and natural capital valuation. Includes analysis of

green bonds and climate risk exposure across multiple scenarios.

Bloomberg ESG

Integrates ESG data directly into financial terminals using a 0-100 scoring system. Covers 11,800
public companies and over 100,000 private firms. VValued for its integration with financial data and

widespread accessibility among financial professionals.

These providers differ significantly in methodology, coverage, and focus areas, leading to sometimes divergent

ratings for the same company. This variation highlights the importance of understanding provider methodologies

when interpreting ESG ratings and the value of consulting multiple sources when making significant decisions

based on sustainability performance.

11
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Comparing ESG Rating Methodologies

Provider Rating Scale Primary Methodology Distinctive Features
MSCI AAA to CCC (best to Industry-relative Focuses on financially
worst) assessment of ESG risk material issues; uses
exposure and 35 key issues that vary
management by industry
Sustainalytics 0-100 (lower is better) Absolute risk Emphasizes
assessment combining unmanaged ESG risk;
exposure and provides detailed risk
management decomposition
Refinitiv 0-100 (higher is better) Relative performance Separates ESG score
scoring against peers from controversy

score; high data

granularity
S&P Global 0-100 (higher is better) Corporate Detailed industry-specific
Sustainability questionnaires; emphasis
Assessment (CSA) on governance
questionnaire
Bloomberg 0-100 (higher is better) Data-driven scoring Integration with
based on disclosure financial terminals;
quantity and quality emphasis on data
availability

These methodological differences explain why a company might receive divergent ratings from different providers.
For example, a technology company with strong governance practices but significant carbon emissions might
score well with providers emphasizing the tech sector's material issues (typically social and governance) but

poorly with providers giving more weight to environmental factors across all industries.

The lack of correlation between ratings from different providers—sometimes as low as 0.3—creates challenges
for companies managing their ESG profiles and investors using ratings for decision-making. Understanding these
differences is crucial for interpreting ratings in context and identifying which methodology best aligns with specific
objectives. For comprehensive assessment, many investors consult multiple rating sources or develop proprietary

evaluation frameworks that incorporate data from various providers.

12



E2 REZILENS

The Rating Divergence Problem

One of the most significant challenges in the ESG ecosystem is the frequent divergence in ratings issued by
different providers for the same company. MIT Sloan research has found correlations between major ESG ratings
as low as 0.3, compared to 0.99 for credit ratings. This discrepancy creates confusion for investors and frustration

for companies seeking to improve their sustainability profiles.

Key Causes of Rating Divergence

Measurement Differences: Providers measure similar concepts using different indicators. For example, one might

assess carbon intensity per revenue while another uses absolute emissions.

Scope Variations: The ESG issues included and their relative weights vary significantly across providers. Some

emphasize environmental factors, while others give more weight to governance.

Materiality Judgments: Providers disagree on which issues are material for specific industries, leading to different

evaluations of the same performance data.

Timing Discrepancies: Rating updates occur at different intervals, creating temporal misalignment in

assessments.

Methodology Opacity: Limited transparency in some methodologies makes it difficult to reconcile differences.

These divergences have real-world implications. Companies may receive contradictory feedback about their
sustainability performance, complicating improvement efforts. Investors face uncertainty when using ratings to
inform decisions, potentially undermining confidence in ESG as an investment factor. Some organizations have
responded by developing in-house evaluation frameworks that combine data from multiple providers while

applying consistent materiality judgments aligned with their specific objectives.
Progress toward greater standardization in reporting frameworks may eventually improve rating consistency, but

methodological differences will likely persist as providers differentiate their offerings in a competitive market. For

now, understanding these variations is essential for effectiv

ely navigating the ESG rating landscape.

13
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Selection Criteria for ESG Data Partners

&) Coverage Breadth and Depth Q Methodology Transparency
Evaluate the provider's coverage across Assess how clearly the provider documents its
geographies, industries, and company sizes. data collection process, scoring methodologies,
Consider whether the provider covers the and materiality assessments. Transparent
specific markets and peer companies relevant methodologies allow for better interpretation
to your investment universe or competitive of ratings and more effective engagement with
landscape. Look for data granularity at the the data. Consider whether the approach aligns
metric level rather than just aggregate scores. with your organization's sustainability

philosophy.

|~4 Data Quality and Verification § Integration Capabilities
Investigate the provider's quality assurance Consider how easily the provider's data can
processes, including data verification methods integrate with your existing systems and
and error correction protocols. Determine workflows. Evaluate available delivery methods
whether the provider relies primarily on (API, data feeds, web platform) and
self-reported information or incorporates compatibility with your technology
alternative data sources. Check if the provider infrastructure. Assess whether the data format
offers controversy monitoring to flag emerging facilitates the specific analyses your
Issues. organization needs to perform.

Additional considerations include cost structure (subscription-based vs. usage-based), update frequency,
historical data availability, and customer support quality. Many organizations find value in using multiple providers

for different purposes—perhaps one for deep research and another for preliminary screening.

The selection process should involve stakeholders from sustainability, investment, risk management, and
technology teams to ensure the chosen provider addresses diverse organizational needs. Conducting trials with
sample data sets can help evaluate real-world utility before making significant commitments. Ultimately, the right
provider depends on your specific objectives, whether that's investment screening, competitive benchmarking, or

regulatory compliance.

14
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Environmental Pillar: Key Domains and
Metrics

Energy Management

» Total tion (MWh
Climate Change & GHG otal energy consumption ( )

Emissions

. = Renewable energy percentage
= Scope 1, 2, 3 emissions (tCO2e)

= Energy intensity (MWh/revenue)

= (Carbon intensity (tCO2e/revenue)
= Energy efficiency initiatives

= Science-based targets

Water Stewardship
= (Climate risk scenario analysis 4
O = \Water withdrawal volume
—
L (m’)
g » Water recycling rate (%)
ffl} « Water intensity (m*/revenue)
Z’N
&
BiOdi\IerSit\[ & Land USE s \\Nater stress exposure
= Land use change (hectares)
» Protected areas (hectares) Waste & Circularity
» Biodiversity impact assessments = Total waste generated (tons)
« Deforestation exposure = Waste diversion rate (%)

» Hazardous waste (tons)

= (ircular economy initiatives

The environmental pillar focuses on a company's impact on the natural world and its management of related risks
and opportunities. Climate change metrics currently receive the most attention, with greenhouse gas emissions
reporting becoming increasingly standardized and mandatory in many jurisdictions. Energy management closely
connects to climate issues but focuses specifically on consumption patterns and efficiency measures.

Water metrics are particularly material for industries like agriculture, beverages, and semiconductors, while waste
management and circularity are gaining importance as regulatory pressures increase around packaging and
disposal. Biodiversity represents an emerging focus area, though standardized metrics remain less developed
than in other environmental domains.

Material environmental issues vary significantly by industry. For example, technology companies typically focus on
energy efficiency and electronic waste, while agricultural businesses prioritize water use, biodiversity impacts, and
land management. Understanding these sector-specific materiality patterns is essential for effective

environmental performance assessment.

15
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Climate Change: The Most Developed
Environmental Domain

Climate change has emerged as the most developed domain within the environmental pillar, with increasingly
standardized metrics and reporting expectations. This advanced state reflects both the global urgency of
addressing climate change and the relatively straightforward quantification of greenhouse gas emissions

compared to other environmental impacts.

Core Climate Metrics and Methodologies

Scope 1 Emissions: Direct emissions from owned or controlled sources, typically measured using the GHG

Protocol methodology. These include on-site fuel combustion and company vehicle emissions.

Scope 2 Emissions: Indirect emissions from purchased electricity, steam, heating, and cooling. Companies can
report these using either location-based methods (grid average emissions factors) or market-based methods

(reflecting specific energy purchases).
Scope 3 Emissions: All other indirect emissions in a company's value chain, including purchased goods and

services, business travel, employee commuting, and use of sold products. These typically represent the largest

portion of a company's carbon footprint but are also the most challenging to measure accurately.
Carbon Intensity: Emissions normalized by revenue, production volume, or another business metric to enable

performance comparison over time and against peers.

Beyond basic emissions reporting, climate change disclosure increasingly includes forward-looking elements.
Science-based targets demonstrate alignment with global temperature goals, typically aiming for emissions
reductions consistent with limiting warming to 1.5°C above pre-industrial levels. Climate scenario analysis, as

recommended by the TCFD, examines business resilience under different warming scenarios.

Regulatory requirements for climate disclosure are advancing rapidly. The EU's CSRD mandates detailed climate
reporting, while the SEC's proposed rules would require similar disclosures from public companies in the US. This
regulatory momentum, combined with growing investor focus on climate risks, has made climate metrics a central

component of ESG reporting for companies across sectors.

16
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Emerging Environmental Metrics:
Biodiversity

While climate metrics have reached relative maturity, biodiversity measurement represents an emerging frontier
in environmental reporting. Biodiversity loss poses systemic risks to the global economy, with an estimated $44
trillion of economic value generation—more than half of global GDP—moderately or highly dependent on nature
and its services. Despite this significance, standardized approaches to measuring corporate impacts on

biodiversity remain in early development.

Current Approaches to Biodiversity Measurement

Pressure-Based Metrics: Measure factors that drive biodiversity loss, such as land use change, pollution, resource

exploitation, and climate change. These indirect measures serve as proxies for biodiversity impact.

State-Based Metrics: Assess the actual condition of ecosystems and species populations in areas affected by

corporate activities. These direct measures are more accurate but more resource-intensive to collect.

Response-Based Metrics: Evaluate corporate actions to mitigate biodiversity impacts, such as protected area

management or restoration projects.

Dependencies Assessment: Analyze how business operations depend on ecosystem services, identifying

vulnerability to biodiversity loss.

Several initiatives are working to standardize biodiversity metrics. The Task Force on Nature-related Financial
Disclosures (TNFD) is developing a framework for reporting nature-related risks and impacts, modeled after the
successful TCFD for climate. The Science Based Targets Network (SBTN) is creating methodologies for setting
measurable, time-bound targets for reducing biodiversity impacts. The Taskforce on Nature Markets is exploring

how to incorporate biodiversity values into financial markets and business decisions.
Despite these advances, biodiversity measurement faces significant challenges, including data limitations,

complexity of ecosystems, geographic specificity of impacts, and difficulty establishing causal relationships
between corporate activities and ecosystem changes. As frameworks mature and data availability improves,
biodiversity metrics are likely to become a more standardized component of environmental reporting, particularly

for high-impact sectors like agriculture, extractives, and construction.

17



2 REZILENS
Social Pillar: Key Domains and Metrics

Labor Practices & Human Capital

Employee turnover rate (%)

O

Training hours per employee

Employee engagement score

Fair wage policies

Diversity, Equity & Inclusion
= Gender/racial diversity (%)

0D = Pay equity ratios
= Board diversity (%)

= Inclusion policies and programs

Health & Safety
= Total recordable incident rate
(M » Lost time injury frequency
= Fatalities
= Safety management systems
Community Engagement & Human Rights
« Community investment ($)
ggiz = Human rights assessments
= Community consultation processes
= Indigenous relations policies
Supply Chain Social Risk
= Supplier code compliance rate (%)
émg] = Supplier audits conducted

» Child/forced labor incidents

= Ethical sourcing policies

The social pillar addresses a company's relationships with people and communities, including employees, customers, suppliers, and
society at large. This pillar has historically been challenging to quantify compared to environmental or governance factors, though

metrics are increasingly standardized in areas like workforce demographics and safety performance.

Labor practices and human capital management receive significant investor attention as research demonstrates links between employee
engagement and financial performance. Diversity and inclusion metrics have gained particular prominence in recent years, with

mandatory gender pay gap reporting in countries like the UK and investor pressure for workforce diversity disclosure in the US.

Supply chain social risk assessment has become more critical as regulations like the German Supply Chain Due Diligence Act and the
forthcoming EU Corporate Sustainability Due Diligence Directive impose legal obligations for monitoring and addressing human rights
issues throughout global supply chains. This regulatory trend is driving more sophisticated approaches to supplier assessment and

engagement.
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Diversity and Inclusion: A Social Pillar
Priority

Diversity, equity, and inclusion (DEI) has emerged as one of the most prominent domains within the social pillar,
reflecting growing recognition of its importance to business performance, innovation, and social license to
operate. Research consistently demonstrates that diverse organizations outperform their less diverse peers, with
McKinsey finding that companies in the top quartile for gender diversity are 25% more likely to achieve

above-average profitability.

Key DEI Metrics and Disclosure Practices

Workforce Demographic Composition: Reporting on gender, racial/ethnic, age, and other diversity characteristics
across the organization, with particular attention to representation at leadership levels. Leading companies

provide intersectional analysis examining multiple dimensions simultaneously.
Pay Equity Analysis: Assessment of compensation differences across demographic groups, typically reported as

pay ratios or percentage gaps. Methodologies range from unadjusted comparisons to regression analyses

controlling for factors like role, tenure, and geography.
Hiring and Promotion Dynamics: Metrics tracking diversity in recruitment, advancement, and retention to identify

potential bias in talent processes. These include applicant pool diversity, promotion rates by demographic group,

and disaggregated turnover statistics.
Inclusion Indicators: Measures of belonging and inclusion derived from employee surveys, such as engagement

scores by demographic group or responses to inclusion-specific questions.

Regulatory requirements for DEI disclosure are expanding globally. The EU's CSRD requires reporting on gender
equality and equal treatment in employment, while the UK mandates gender pay gap reporting for companies
with 250+ employees. In the US, the SEC's human capital disclosure rule has prompted increased, though still

inconsistent, workforce demographic reporting.

Beyond compliance, investors increasingly demand comprehensive DEI data as part of ESG assessment. Leading
companies are responding with enhanced voluntary disclosure, including releasing EEO-1 data (previously
confidential regulatory filings in the US) and providing detailed metrics on recruitment, promotion, and retention
by demographic group. This transparency trend is likely to continue as DEI performance becomes more central to

corporate reputation and investor evaluation.
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Supply Chain Social Risk: Growing Iin

Importance

Regulatory Drivers

EU Corporate Sustainability Due Diligence Directive

(CSDDD)
German Supply Chain Due Diligence Act

UK Modern Slavery Act
US Uyghur Forced Labor Prevention Act

French Corporate Duty of Vigilance Law

Key Metrics and Practices

Percentage of suppliers covered by code of

conduct

Number of supplier assessments conducted
High-risk suppliers identified (%)
Remediation plans implemented

Grievance mechanisms accessibility

S . . : = Traceability of materials to source
These regulations increasingly require companies to

identify, prevent, and address adverse human rights Leading companies implement comprehensive
impacts throughout their value chains, with potential supplier due diligence programs that go beyond audits
legal liability for non-compliance. to include capacity building, incentives for compliance,

and collaboration on systemic issues.

Supply chain social risk management has evolved from a primarily reputational concern to a core compliance issue
with significant financial implications. Companies face increasing expectations to demonstrate that their products
are not linked to human rights violations, forced labor, or unsafe working conditions, regardless of where these

issues occur in their supply chain.

The most advanced approaches combine traditional compliance methods (audits, certifications) with more
collaborative engagement strategies that address root causes of social issues. These include supplier
development programs, worker voice mechanisms, and industry collaborations on systemic challenges.
Technology solutions like blockchain for traceability and mobile applications for worker feedback are increasingly

integrated into supply chain monitoring systems.
As regulatory requirements tighten and stakeholder expectations increase, comprehensive supply chain social risk

management will become a standard component of ESG practice rather than a differentiating feature of leading
companies. Organizations that proactively develop robust supply chain due diligence processes will be better

positioned to navigate this evolving landscape.
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Governance Pillar: Key Domains and Metrics

NE

Business Ethics & Compliance
Code of conduct coverage, ethics training, whistleblower mechanisms,

corruption incidents

Board Structure & Effectiveness
Board independence, diversity, expertise, meeting attendance,

performance evaluation

Executive Compensation
CEO-to-median pay ratio, ESG-linked incentives, clawback

provisions, shareholder approval

Shareholder Rights

Voting structure, proxy access, anti-takeover provisions,

disclosure quality, engagement practices

Risk Oversight

ESG risk integration, scenario planning, board ESG

oversight, crisis management preparedness

The governance pillar examines how a company is controlled and directed, focusing on leadership structures, policies,

and processes that ensure accountability, transparency, and responsible decision-making. As the most established

ESG pillar, governance metrics tend to be more standardized and quantifiable than environmental or social indicators.

Board composition receives particular attention, with metrics tracking independence (percentage of directors without

significant ties to management), diversity (gender, racial, and professional background representation), and relevant

expertise (particularly in emerging areas like cybersecurity and climate risk). Executive compensation practices are

scrutinized for alignment with long-term value creation and increasingly for integration of ESG performance metrics

into incentive structures.

Business ethics and compliance metrics assess the robustness of anti-corruption programs, code of conduct

implementation, and incident response mechanisms. These indicators have gained importance as regulatory

enforcement of anti-bribery laws has intensified globally and corporate scandals have demonstrated the financial

materiality of ethical lapses.

Strong governance is widely recognized as foundational to effective management of environmental and social issues.

Companies with sound governance structures are better positioned to identify, monitor, and address sustainability

challenges, creating a enabling environment for strong ESG performance across all pillars.
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Board ESG Oversight: A Governance
Imperative

Board oversight of ESG issues has rapidly evolved from a progressive practice to a governance expectation, with
investors, regulators, and other stakeholders increasingly holding directors accountable for sustainability
governance. Effective board engagement with ESG matters ensures that environmental and social risks receive

appropriate attention at the highest level of corporate decision-making.

Key Elements of Effective Board ESG Oversight

Formal Responsibility Structure: Clear allocation of ESG oversight responsibilities, either to the full board, a
dedicated sustainability committee, or existing committees (e.g., audit committee for ESG disclosure,
compensation committee for ESG-linked incentives). The specific structure matters less than ensuring
comprehensive coverage without fragmentation.

Board Composition and Expertise: Directors with relevant sustainability knowledge and experience appropriate to
the company's material ESG issues. This may involve adding specialized expertise through recruitment or

developing existing directors' capabilities through education programs.

Information Flow and Reporting: Regular, structured ESG reporting to the board, including both backward-looking
performance metrics and forward-looking risk assessments. Leading practices include quarterly sustainability

updates and annual in-depth reviews of ESG strategy.

Integration with Strategy and Risk: ESG considerations embedded in core business strategy discussions and

enterprise risk management processes rather than treated as a separate, peripheral concern.

Disclosure of board ESG oversight practices has become a standard component of sustainability reporting, with
companies detailing committee structures, board skills matrices highlighting sustainability expertise, and
engagement processes. The TCFD framework specifically recommends disclosure of board oversight of

climate-related risks and opportunities, a practice that is extending to other material ESG issues.

As sustainability issues become more central to business strategy and risk management, boards must develop
more sophisticated approaches to ESG oversight. This evolution includes more granular allocation of topic-specific
responsibilities, deeper integration of sustainability metrics into board materials, and more robust evaluation of

the board's effectiveness in addressing ESG challenges.
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Regulatory Landscape for ESG Disclosure

The regulatory environment for ESG disclosure has evolved rapidly from voluntary frameworks to mandatory
requirements across major markets. This shift reflects growing recognition among policymakers that consistent,
comparable sustainability information is essential for market efficiency, investor protection, and achievement of

broader policy objectives like climate change mitigation.

Key Regulatory Developments by Region

European Union

Corporate Sustainability Reporting Directive (CSRD): Effective 2023, requires detailed sustainability reporting
from approximately 50,000 companies, including non-EU firms with significant EU operations. Mandates
disclosure against European Sustainability Reporting Standards (ESRS) and introduces double materiality

assessment.
Sustainable Finance Disclosure Regulation (SFDR): Requires financial market participants to disclose ESG

integration in investment processes and provide entity and product-level sustainability information.

EU Taxonomy: Classification system defining environmentally sustainable economic activities, with mandatory

reporting on taxonomy alignment.

United States

SEC Climate Disclosure Rule: Proposed regulation requiring public companies to report climate-related risks,
greenhouse gas emissions, and climate targets/transition plans. Final rule expected in 2023, though legal

challenges anticipated.
Human Capital Disclosure: 2020 rule requiring principles-based disclosure of human capital resources, with

potential expansion to more specific metrics under consideration.

State-Level Regulations: California Climate Corporate Data Accountability Act and other state initiatives creating

regional disclosure obligations.
Asia-Pacific

China: Mandatory environmental information disclosure for heavy polluters and listed companies, with voluntary

ESG reporting guidelines from stock exchanges.

Japan: TCFD-aligned climate disclosure required for Prime Market listed companies, with broader sustainability

reporting encouraged through exchange guidelines.

Hong Kong: Mandatory ESG reporting for listed companies with "comply or explain" provisions for specific metrics.

The global regulatory landscape continues to evolve rapidly, creating challenges for companies operating across
multiple jurisdictions. While harmonization efforts are underway, significant regional variations persist in scope,
timing, and specific requirements. Companies must develop flexible ESG reporting systems capable of adapting to

this dynamic regulatory environment.
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The EU's Corporate Sustainability Reporting

Directive

Phase 1: 2024 (reporting on FY2023)
Applies to companies already subject to the
Non-Financial Reporting Directive (NFRD): large
public-interest entities with 500+ employees,
including listed companies, banks, and insurers.

Approximately 11,700 companies affected.

Phase 3: 2026 (reporting on FY2025)
Extends to listed SMEs (except

Phase 2: 2025 (reporting on FY2024)

Extends to all large companies meeting two of
three criteria: 250+ employees, €40M+
turnover, €20M+ assets. Includes non-EU
companies with €150M+ EU turnover and at

least one EU subsidiary or branch.

micro-enterprises), with simplified standards Approximately 49,000 companies affected.

and additional two-year opt-out option.

L Phase 4: 2028 (reporting on FY2027)
Non-EU companies with €150M+ EU turnover

Approximately 10,000+ additional companies

affected.
but without EU subsidiaries must provide

sustainability report for their EU branches.

The Corporate Sustainability Reporting Directive (CSRD) represents the world's most comprehensive mandatory ESG
disclosure regime, significantly expanding both the scope of companies required to report and the depth of information
disclosed. Unlike many other regulations focused solely on climate, the CSRD covers the full spectrum of environmental,

social, and governance issues.

The CSRD introduces several innovative elements that may influence global reporting practice. Most notably, it requires
double materiality assessment, considering both how sustainability issues affect the company (financial materiality)
and how the company impacts society and the environment (impact materiality). It also mandates limited assurance of
sustainability information, with potential future expansion to reasonable assurance equivalent to financial audit

standards.
Reporting under the CSRD must follow European Sustainability Reporting Standards (ESRS), developed by EFRAG.

These detailed standards include sector-agnostic requirements applicable to all companies and sector-specific
standards that address industry-particular impacts. The CSRD also requires digital tagging of sustainability information

to enable automated data processing and analysis.

The CSRD's global impact extends beyond EU-based companies, affecting non-EU firms with significant European
operations and influencing reporting expectations in other markets. Its comprehensive approach may serve as a

template for other regions developing mandatory sustainability disclosure frameworks.
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The SEC's Climate Disclosure Rule

The Securities and Exchange Commission's proposed climate disclosure rule represents a significant shift in the
US regulatory approach to sustainability reporting. Historically, the SEC has relied on principles-based guidance
regarding material climate risks rather than prescriptive disclosure requirements. The new rule, initially proposed
in March 2022 with finalization expected in 2023-2024, would create mandatory climate reporting obligations for

publicly traded companies.

Key Components of the Proposed Rule

Governance and Strategy Disclosure: Information on board and management oversight of climate-related risks

and their integration into business strategy,.

Risk Management: Description of processes for identifying, assessing, and managing climate-related risks and

their integration into overall risk management.

Emissions Reporting: Disclosure of Scope 1 and 2 greenhouse gas emissions, with Scope 3 reporting required if

material or if the company has set reduction targets including Scope 3.

Financial Impact Assessment: Disclosure of climate-related impacts on financial statements when they exceed

specified materiality thresholds.

Targets and Transition Plans: Information on any climate-related targets or goals, including transition plans,

scenario analyses, and carbon offsets usage.

The proposed rule draws significantly from the TCFD framework, aligning US requirements with an internationally
recognized approach to climate disclosure. This alignment would facilitate compliance for companies already

reporting under TCFD guidelines and improve comparability for investors operating globally.

The rule has generated substantial public comment and controversy. Supporters argue it provides essential
information for investor decision-making and creates a level playing field for climate disclosure. Critics contend it
exceeds the SEC's authority by addressing policy issues beyond its investor protection mandate, particularly

regarding Scope 3 emissions reporting. Legal challenges are anticipated regardless of the final rule's content.

Companies should prepare for implementation while monitoring developments. This includes assessing current
climate reporting capabilities, identifying gaps relative to the proposed requirements, and developing systems to

collect and validate required information, particularly greenhouse gas emissions data.
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Active Ownership and Shareholder
Engagement

Active ownership represents one of the most powerful mechanisms for investors to influence corporate ESG
performance. Rather than simply divesting from companies with sustainability challenges, active owners use their
shareholder rights to drive positive change through constructive engagement and thoughtful proxy voting. This
approach recognizes that investors can shape corporate behavior while potentially benefiting from performance

improvements resulting from better ESG practices.

Core Components of Effective ESG Engagement

Research and Prioritization: |dentifying material ESG issues specific to each company and industry, focusing

engagement efforts where impact will be greatest.

Clear Objectives: Establishing specific, measurable goals for engagement rather than general discussions of
sustainability. For example, seeking adoption of science-based emissions targets rather than broadly discussing

climate change.
Escalation Pathways: Developing a structured approach that progressively increases pressure when initial

engagement is unsuccessful, from private dialogue to public statements, voting against directors, and ultimately

shareholder resolutions.
Collaborative Engagement: Joining forces with other investors through initiatives like Climate Action 100+ to

amplify influence, particularly with larger companies resistant to individual shareholder concerns.

Progress Monitoring: Tracking company responses and actions following engagement, with clear timelines for

expected progress and consequences for inaction.

The landscape of ESG-focused shareholder resolutions has evolved significantly, with climate change, diversity,
and political spending emerging as dominant themes. The 2022 proxy season saw record support for
environmental and social proposals, with average votes in favor exceeding 30% for climate-related resolutions at
US companies. These proposals increasingly focus on specific, measurable actions rather than general disclosure

requests, reflecting greater sophistication in shareholder engagement strategies.
Asset managers face growing pressure to demonstrate effective stewardship through transparent reporting on

engagement activities and voting records. Regulations like the EU's Shareholder Rights Directive |l mandate
disclosure of engagement policies and implementation, while investor initiatives like the UK Stewardship Code

establish best practices for active ownership.
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Navigating Greenwashing Concerns

As ESG has become more commercially significant, concerns about "greenwashing"—exaggerated or misleading
sustainability claims—have intensified. Greenwashing poses risks to all ESG ecosystem participants: companies
face reputational damage and regulatory penalties; investors make decisions based on unreliable information; and

the overall credibility of sustainability efforts suffers when exaggerated claims are exposed.

Common Forms of Greenwashing

Hidden Trade-offs: Emphasizing one positive environmental attribute while ignoring significant negative impacts

iIn other areas.

Lack of Evidence: Making sustainability claims without verifiable supporting data or third-party verification.
Vagueness: Using imprecise terms like "eco-friendly" or "sustainable" without specific definitions or context.
Irrelevance: Promoting insignificant environmental attributes that create a misleading impression of meaningful

sustainability.

Lesser of Two Evils: Highlighting relatively better environmental performance within an inherently high-impact

category.

Aspirational Greenwashing: Publicizing ambitious commitments without credible implementation plans or

accountability mechanisms.

Regulators are increasingly targeting greenwashing practices. The EU's Green Claims Directive will require
companies to substantiate environmental claims with scientific evidence and verification. The UK's Competition
and Markets Authority has published detailed guidance on environmental claims, with enforcement actions
against misleading statements. In financial markets, regulations like the EU's SFDR aim to standardize

sustainability disclosures and prevent exaggerated product claims.
To mitigate greenwashing risks, companies should ensure sustainability claims are specific, substantiated,

contextualized, and proportionate. Material claims should be verified through third-party assurance or
certification. Transparency about both progress and challenges helps build credibility, as does alignment between
public messaging and internal practices. Ultimately, addressing greenwashing requires moving beyond
communication tactics to embedding genuine sustainability commitment throughout organizational strategy and

operations.
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The Future of ESG Reporting

Consolidation of Standards
o Movement toward a unified global baseline through ISSB, with jurisdictional "building blocks"

adding requirements

Assured Sustainability Information
@ Transition from voluntary to mandatory third-party verification of ESG

disclosures

Digitalization of ESG Data

9 Machine-readable formats enabling automated processing and

analysis

Real-time ESG Reporting

Movement toward more frequent updates beyond

annual disclosure cycles

The future of ESG reporting is likely to be characterized by greater standardization, digitalization, and integration
with financial reporting. The International Sustainability Standards Board (ISSB) represents a significant step
toward global baseline standards, while jurisdictional requirements like the EU's CSRD add region-specific
elements. This "building blocks" approach aims to balance global comparability with local regulatory priorities.
Assurance requirements are expanding rapidly, with the CSRD mandating limited assurance and potential future
progression to reasonable assurance equivalent to financial audit standards. This trend reflects the growing
importance of ESG information to investors and other stakeholders, who increasingly expect sustainability data to
meet similar quality standards as financial reporting.

Digital transformation will profoundly impact ESG reporting through machine-readable formats (like XBRL tagging
under the CSRD), automated data collection, and advanced analytics. These technologies promise to reduce
reporting burden while improving data accessibility and comparability. Blockchain applications may enhance data
verification and traceability, particularly for supply chain information.

The frequency of ESG reporting is likely to increase, with companies moving beyond annual disclosure cycles to
provide more timely sustainability updates. This shift will be enabled by improved data systems and motivated by
stakeholder demand for current information, particularly regarding rapidly evolving issues like climate transition
progress or social controversies. The ultimate trajectory points toward integration of sustainability and financial
reporting into a comprehensive corporate reporting model that provides a holistic view of performance and value

creation.
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The Double Materiality Concept

Financial Materiality

The traditional understanding of materiality in
corporate reporting focuses on information that
would influence the decisions of investors and other
financial stakeholders. This financial materiality lens
asks: "How do sustainability issues affect the

company's financial performance and enterprise

value?"

Impact Materiality

The traditional understanding of materiality in

_ _ _ The second dimension considers the company's
corporate reporting focuses on information that

_ . _ significant impacts on the economy, environment, and
would influence the decisions of investors and other

, , o , o people, regardless of financial consequences. This
financial stakeholders. This financial materiality lens

Ll impact materiality lens asks: "How does the company
asks: "How do sustainability issues affect the

e _ _ affect society and the environment through its
company's financial performance and enterprise

Jalue?” operations and value chain?"
Double materiality represents a fundamental evolution in sustainability reporting, expanding the scope of
disclosure beyond financially relevant information to include broader societal impacts. This concept, introduced in
the EU's Non-Financial Reporting Directive guidelines and formalized in the Corporate Sustainability Reporting
Directive, is gaining traction globally as a comprehensive approach to ESG disclosure.

The double materiality assessment process typically begins with identifying potentially material topics across
both dimensions. Companies then evaluate financial materiality by assessing each issue's potential impact on
enterprise value, considering factors like revenue implications, cost effects, asset valuation, and risk exposure.

Impact materiality is evaluated based on the significance, scale, and likelihood of effects on the environment and

society, often using frameworks like the UN Sustainable Development Goals as reference points.
Implementing double materiality represents a significant shift for many companies accustomed to

investor-focused reporting. It requires broader stakeholder engagement, more comprehensive impact
assessment, and disclosure of issues that may not have traditional financial relevance. However, this approach
also creates a more complete picture of corporate sustainability performance and aligns reporting with the full
range of stakeholder expectations. As regulatory frameworks increasingly adopt double materiality principles,
companies should prepare by developing robust assessment processes that address both financial and impact

dimensions.
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ESG Data Technology Solutions

Data Collection & Management
Platforms

Specialized software solutions that automate the

collection, validation, and organization of ESG data

across organizations. These platforms typically
feature customizable data input forms, workflow
automation, audit trails, and integration with
existing enterprise systems. Leading solutions
include Sphera, Enablon, and Benchmark ESG,
which can reduce manual data gathering by up to
70% while improving data quality through

automated validation.

Reporting & Disclosure Solutions
Software that streamlines ESG reporting across
multiple frameworks and standards, ensuring
compliance with regulatory requirements. These
tools typically include template libraries,

collaboration features, and output formats

Analytics & Visualization Tools
Applications that transform raw sustainability
data into actionable insights through advanced
analytics and intuitive visualizations. These tools
enable benchmarking against peers, scenario
analysis for climate transition planning, and
identification of performance improvement
opportunities. Platforms like Salesforce
Sustainability Cloud and IBM Environmental
Intelligence Suite incorporate Al capabilities to

identify patterns and predict future trends.

Supply Chain Monitoring Systems
Platforms that extend ESG data collection and
verification throughout the value chain,
addressing increasing expectations for scope 3
emissions reporting and supply chain due

diligence. These solutions facilitate supplier

tailored to different reporting standards. Solutions sustainability assessments, traceability of

like Workiva and Novisto support XBRL tagging for materials, and verification of ethical practices.
machine-readable disclosures as required by Technologies like blockchain are increasingly
emerging regulations like the CSRD. incorporated to ensure data integrity and chain of

custody.

The technology ecosystem supporting ESG data management continues to evolve rapidly, with solutions
becoming more sophisticated and specialized. Many companies are moving from fragmented, spreadsheet-based
approaches to integrated platforms that connect sustainability data with core business systems. This integration
enables more efficient reporting, better decision support, and clearer connections between sustainability and

financial performance.
When selecting ESG technology solutions, organizations should consider several key factors: alignment with

specific reporting requirements, scalability to accommodate growing data needs, integration capabilities with
existing systems, configurability to address unique organizational structures, and security features to protect
sensitive information. The most successful implementations typically involve cross-functional teams representing
sustainability, IT, finance, and operations to ensure the solution meets diverse stakeholder needs.
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Al Applications in ESG Analysis

Artificial intelligence is transforming how ESG data is collected, processed, and analyzed, offering solutions to
longstanding challenges in the sustainability ecosystem. Al technologies enable more comprehensive data
gathering, more sophisticated analysis, and more efficient reporting processes. These applications are particularly

valuable given the volume, variety, and complexity of information relevant to ESG assessment.

Key Applications of Al in ESG

Natural Language Processing (NLP): Al systems analyze unstructured text from corporate reports, news articles,
social media, and regulatory filings to extract sustainability-relevant information. NLP algorithms can identify
ESG-related topics, sentiment, and controversies across thousands of documents, enabling more comprehensive

coverage than manual analysis.
Satellite Imagery Analysis: Machine learning algorithms process satellite imagery to monitor environmental

impacts not captured in corporate disclosures. Applications include detecting deforestation, monitoring

biodiversity loss, assessing agricultural practices, and verifying carbon offset projects.
Supply Chain Mapping: Al tools construct detailed supply chain models by analyzing diverse data sources, helping

companies understand environmental and social risks beyond their direct operations. These systems can identify

potential hotspots for human rights concerns or environmental violations.
Predictive ESG Analytics: Machine learning models forecast future sustainability performance based on historical

patterns and leading indicators. These predictions help investors anticipate ESG risks and opportunities before

they materialize in financial results.

While Al offers powerful capabilities for ESG analysis, it also presents challenges. Data quality issues can lead to
misleading outputs if training data contains biases or gaps. The "black box" nature of some algorithms creates
transparency concerns, particularly for decision-making with significant consequences. Ethical considerations

around privacy and surveillance arise when monitoring systems extend to tracking individuals or communities.

Despite these challenges, Al applications in ESG continue to advance rapidly. Leading asset managers are
developing proprietary Al systems to complement third-party ratings, while technology providers offer
Increasingly sophisticated solutions to corporate sustainability teams. As these tools mature, they promise to

improve the accuracy, comprehensiveness, and efficiency of ESG analysis across the sustainability ecosystem.
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ESG Implementation for Companies

Strategy Development
Conducting materiality assessment to identify priority ESG issues. Integrating sustainability into corporate
strategy with clear goals and metrics. Setting science-based targets for environmental impacts.

Establishing governance structures for ESG oversight.

Data Systems & Processes

Implementing ESG data collection systems across operations. Establishing data validation and quality

it

control protocols. Developing calculation methodologies aligned with reporting frameworks. Creating clear

data ownership and accountability.

Reporting & Disclosure
o Selecting appropriate reporting frameworks based on stakeholder needs. Developing comprehensive,
balanced sustainability reports. Preparing for mandatory disclosure requirements. Considering third-party

assurance of sustainability information.

Stakeholder Engagement

2,2 Mapping key stakeholder groups and their ESG expectations. Developing engagement strategies for

o
investors, customers, employees, and communities. Incorporating stakeholder feedback into materiality
assessment and strategy development.
Organizational Integration

Y Building ESG capabilities across functions and business units. Incorporating sustainability metrics into

performance management systems. Developing executive sponsorship and board oversight. Creating

culture of sustainability throughout organization.

Effective ESG implementation requires a strategic, integrated approach rather than a compliance-focused reporting
exercise. Companies should begin with a robust materiality assessment that identifies the most significant sustainability
Issues for their specific industry, business model, and stakeholder landscape. This assessment provides a foundation for
strategic goal-setting, ensuring resources are focused on areas with greatest impact potential.

Data management represents a critical success factor, as high-quality information is essential for both internal
decision-making and external reporting. Companies often underestimate the complexity of collecting consistent
sustainability data across diverse operations, particularly for metrics like Scope 3 emissions that extend beyond
organizational boundaries. Investment in specialized data systems and clear process definition can significantly improve

information quality while reducing manual effort.

Long-term success depends on integrating ESG considerations throughout the organization rather than isolating them in a
sustainability function. This integration includes incorporating sustainability criteria into capital allocation processes,
product development methodologies, procurement practices, and performance management systems. The most advanced
companies view ESG not as a separate initiative but as an integral aspect of how they create long-term value for all

stakeholders.
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Conducting an Effective Materiality
Assessment

A materiality assessment serves as the foundation of effective ESG strategy, helping companies identify and
prioritize sustainability issues most relevant to their business and stakeholders. This structured process ensures
that limited resources focus on areas with greatest impact potential and stakeholder concern, creating a more

strategic approach to sustainability management and disclosure.

Issue Identification Stakeholder Engagement
Create comprehensive list of Consult diverse stakeholders
potential ESG topics from including investors, customers,
frameworks like GRI, SASB, and employees, communities, and
SDGs. Add industry-specific regulators. Use surveys,
issues from peer reports and interviews, focus groups, and
r\
specialized research. Consider !@' o existing engagement channels to
- . A . .
emerging issues that may gain gather perspectives on issue
Importance over time. importance.
T N Im A men
Prioritization & Validation pact Assessment
Q Evaluate each issue's

Rank issues based on

_ significance from both financial
assessment results, typically

. . . materiality perspective (impact
using materiality matrix

L . on enterprise value) and impact
visualization. VValidate results

_ _ materiality perspective (effects
with senior management and

, on environment and society).
relevant experts. Consider

o Consider short, medium, and
thresholds for materiality

o long-term horizons.
determination.

The double materiality approach, which considers both financial and impact dimensions, has become increasingly
standard in materiality assessment. This approach addresses both the business case for sustainability (financial
materiality) and the broader societal responsibilities of the organization (impact materiality). The EU's Corporate
Sustainability Reporting Directive explicitly requires double materiality assessment, and many companies are

adopting this model regardless of regulatory requirements.
Materiality assessment should not be a one-time exercise but rather a regular process that captures evolving

business contexts, stakeholder expectations, and sustainability challenges. Leading companies conduct
comprehensive reassessments every 2-3 years, with lighter reviews annually to capture emerging issues. This

dynamic approach ensures that sustainability strategy remains relevant and responsive to changing conditions.
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Setting Science-Based Environmental
Targets

Science-based targets represent a critical evolution in corporate sustainability goal-setting, moving from arbitrary
or convenience-based objectives to targets aligned with scientific understanding of environmental thresholds.
These targets provide a clear connection between company-level actions and global environmental imperatives,
particularly regarding climate change mitigation. The approach has gained widespread adoption, with over 4,000

companies committing to science-based climate targets through the Science Based Targets initiative (SBTi).

Key Elements of Science-Based Target Setting

Climate Targets: Emissions reduction goals aligned with limiting warming to 1.5°C above pre-industrial levels, as
outlined in the Paris Agreement. The SBTi provides methodologies for calculating company-specific targets based

on carbon budgets and allocation approaches (e.g., absolute contraction, sector-specific pathways).

Net-Zero Commitments: Long-term goals to reduce emissions by at least 90% and neutralize residual emissions
through permanent carbon removal. The SBTi Net-Zero Standard requires companies to set both near-term (5-10

year) and long-term (2050 or sooner) targets covering the entire value chain.
Water Stewardship Targets: Goals for water use reduction aligned with local context and basin-specific stress

levels. The Science Based Targets Network (SBTN) is developing methodologies for water targets considering both

quantity and quality dimensions.
Land and Biodiversity Targets: Emerging frameworks for setting targets related to ecosystem protection,

restoration, and sustainable management. The SBTN's initial guidance includes approaches for land-based

targets, with more comprehensive methodologies under development.

Effective implementation of science-based targets requires comprehensive emissions inventory development,
detailed transition planning, and regular progress monitoring. Companies must address both direct operations and
supply chain impacts, often requiring significant engagement with suppliers and customers. Financial planning

must align with sustainability goals, with capital allocation supporting low-carbon technologies and practices.

The business case for science-based targets extends beyond environmental benefits to include risk management,
innovation stimulation, and stakeholder expectations alignment. Companies with credible climate commitments
may gain advantages in customer preference, employee attraction/retention, and investor relations. As
mandatory climate disclosure requirements expand, having well-established science-based targets provides a

solid foundation for compliance and performance demonstration.
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ESG Data Collection and Management Best
Practices

@j Establish Clear Data Governance © Implement Appropriate Technology
Define ownership and accountability for each Select specialized ESG data management
ESG metric across the organization. Create a platforms rather than relying on spreadsheets
cross-functional ESG data team with for complex metrics. Establish automated data
representatives from sustainability, finance, feeds from existing systems where possible
operations, HR, and IT. Develop formal data (e.g., ERP, HR, facility management). Implement
collection procedures with clearly documented validation rules and quality checks within
methodologies, boundaries, and calculation systems to identify anomalies and errors.
approaches.

\, Optimize Collection Frequency @’ Establish Robust Verification
Align data collection timing with both reporting Processes

requirements. Consider more frequent ESG data, including source-level verification.

collection for high-priority metrics used in Consider internal audit involvement for material

operational management. Balance metrics before external disclosure. Develop

comprehensive annual data gathering with clear audit trails that document data sources,

quarterly or monthly updates for key calculation methods, and review steps.

performance indicators.

Data collection represents one of the most significant challenges in ESG implementation, particularly for large,
complex organizations with diverse operations and systems. Many companies begin their ESG journey with
manual, spreadsheet-based processes that become increasingly unwieldy as reporting requirements expand.
Investing in structured data management approaches early can prevent significant pain points as ESG programs

mature.
Documentation is particularly critical for ESG data given the frequent absence of standardized methodologies.

Companies should maintain detailed documentation of boundary decisions (which entities and activities are
included), data sources, estimation approaches for missing data, and calculation methodologies. This
documentation supports consistency over time, enables smooth transitions during staff changes, and provides

necessary context for assurance providers.
The most advanced organizations are moving toward integrated data systems that connect financial and

non-financial information, recognizing that ESG metrics increasingly influence financial performance and risk
exposure. This integration supports more holistic management decisions while improving data quality through
consistent processes and controls across all corporate information.
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ESG Governance Structures

Board Oversight

¥, Ultimate responsibility for ESG strategy and risk management

Executive Leadership

C-suite accountability for ESG performance and implementation

Cross-Functional Management

= Operational integration across business functions and units
Specialized Expertise
i} Dedicated sustainability professionals providing

guidance and coordination

Effective ESG governance establishes clear accountability for sustainability performance throughout the
organization, from board-level oversight to operational implementation. The specific structure varies based on

company size, industry, and ESG maturity, but certain elements are consistent across successful approaches.

At the board level, ESG oversight may be assigned to the full board, a dedicated sustainability committee, or
existing committees with related responsibilities (e.g., audit committee for ESG disclosure, risk committee for
climate risk management). Regardless of structure, boards should regularly review ESG strategy, performance,
and risk exposure, with sustainability appearing on the agenda at least quarterly. Board composition should

include directors with relevant ESG expertise, particularly for issues most material to the company,.
Executive leadership typically includes clear ESG accountability for the CEO and other senior leaders. Many

organizations establish an executive sustainability committee comprising leaders from key functions like
operations, finance, HR, legal, and marketing. This committee ensures strategic alignment, resolves
cross-functional challenges, and drives organizational commitment. Some companies create dedicated C-suite

roles (Chief Sustainability Officer) reporting directly to the CEQ, signaling the strategic importance of ESG issues.
Operational implementation requires clear ESG responsibility within business units and functions. This may

include designated sustainability champions, formal performance objectives, and regular progress reviews. The
most mature organizations fully integrate ESG considerations into standard business processes rather than
treating sustainability as a separate initiative. This integration is supported by specialized sustainability

professionals who provide expertise, coordinate reporting, and facilitate continuous improvement.
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ESG Reporting Framework Selection

Framework Best For Consideration Factors
GRI Comprehensive sustainability Most widely used globally; covers all
reporting for diverse stakeholders ESG aspects; impact-focused;

detailed disclosure requirements

SASB Investor-focused reporting on Industry-specific standards; concise
financially material issues metrics; financial materiality lens;

increasingly adopted by investors

TCFD Climate-specific disclosure for Focused on climate governance,
financial stakeholders strategy, risk, and metrics; becoming

mandatory in many markets

ISSB Global baseline sustainability Consolidates SASB and TCFD;
reporting for capital markets focuses on enterprise value; likely to

become widely adopted globally

CSRD/ESRS Mandatory reporting for companies Comprehensive requirements;
operating in EU double materiality approach; detailed

sector standards; requires assurance

Selecting appropriate reporting frameworks represents a strategic decision that should align with company objectives,
stakeholder expectations, and resource constraints. Most organizations use multiple frameworks to address different
stakeholder needs, though this creates reporting complexity and potential inconsistencies. Framework selection should

consider several key factors:

Framework Selection Considerations

Stakeholder Needs: Identify primary audience (investors, customers, employees, regulators) and their information priorities.

Different stakeholders typically prefer different frameworks.

Regulatory Requirements: Determine which disclosure obligations apply based on operating locations, size, and industry.

Mandatory frameworks must take priority in the reporting strategy.

Industry Alignment: Consider which frameworks are most commonly used by industry peers, as this facilitates comparability

and benchmarking.

Resource Implications: Assess internal capabilities and available resources, as frameworks vary significantly in complexity

and data requirements.

Strategic Value: Evaluate how each framework supports broader sustainability strategy and performance improvement,

beyond compliance and disclosure.

The trend toward framework convergence, exemplified by the ISSB's efforts to create a global baseline, may eventually reduce
the need for multiple reporting approaches. However, companies should expect to navigate a complex reporting landscape for
the foreseeable future, with both global baseline requirements and jurisdiction-specific obligations. A thoughtful framework

strategy can minimize duplication while ensuring all stakeholder needs are addressed.
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ESG in Supply Chain Management

Supply chain sustainability has become a critical focus area as companies recognize that their most significant
environmental and social impacts often occur beyond their direct operations. Stakeholders increasingly hold
organizations accountable for impacts throughout their value chain, and regulations are expanding to require due
diligence for supply chain practices. Effective ESG supply chain management requires systematic approaches to

assessment, engagement, and improvement.

Core Components of Supply Chain ESG Management

Supplier Code of Conduct: Establishing clear sustainability expectations for suppliers, typically covering labor
practices, environmental management, ethics, and health/safety. These codes should align with international

standards like the UN Guiding Principles on Business and Human Rights.
Risk Assessment and Segmentation: Evaluating suppliers based on ESG risk factors including country of

operation, industry sector, spend volume, and criticality to the business. This segmentation enables prioritization

of limited resources toward highest-risk relationships.
Supplier Engagement and Development: \Working collaboratively with suppliers to improve sustainability

performance through training, capacity building, and shared improvement objectives. Leading companies move

beyond compliance assessment to partnership models.
Monitoring and Verification: Implementing systems to track supplier performance through self-assessment

questionnaires, third-party audits, and continuous monitoring technologies. \Verification approaches should be

risk-calibrated with more intensive oversight for high-risk suppliers.
Performance Integration: Incorporating sustainability criteria into supplier selection, evaluation, and development

processes alongside traditional factors like cost, quality, and delivery.

Technology enables more sophisticated approaches to supply chain ESG management. Blockchain applications
provide secure, transparent records of product origins and manufacturing conditions. Al-powered risk assessment
tools identify potential hotspots for environmental or social issues. Remote monitoring systems, including
satellite imagery and loT sensors, verify environmental compliance without on-site presence.

Industry collaboration represents a key success factor, as individual companies often lack leverage to drive change
with shared suppliers. Initiatives like the Responsible Business Alliance (electronics), Pharmaceutical Supply Chain
Initiative, and Sustainable Apparel Coalition establish common standards and assessment approaches, reducing

duplication and increasing influence.

38



E2 REZILENS

ESG Communication Strategies

Investor Communication

= Focus on financial materiality and links to business

strategy

= Emphasize quantitative metrics and performance

trends

= Address governance structure for ESG oversight
» (Connect sustainability initiatives to risk

management

= Highlight alignment with recognized frameworks

Key channels include annual reports, proxy
statements, investor presentations, ESG-specific
investor days, and direct engagement with major

shareholders and ESG analysts.

Employee Communication

= (Connect sustainability to corporate purpose
= Highlight opportunities for individual participation
» Share both successes and challenges

transparently

= Demonstrate leadership commitment through

consistent messaging

= Recognize and celebrate employee contributions

Key channels include town halls, intranet platforms,
team meetings, training programs, and employee

resource groups focused on sustainability.

Consumer/Customer Communication

» Emphasize product-level sustainability attributes
= Use accessible language and visual storytelling
= Highlight tangible environmental and social

benefits

» Address issues most relevant to consumer values

= Provide verification through certifications

Key channels include product labeling, packaging,
advertising, social media, corporate websites, and

retail point-of-sale information.

Community/NGO Communication

Focus on impact materiality and local relevance

= Provide comprehensive performance data
= Address both positive and negative impacts
= Demonstrate long-term commitment to

improvement

» Engage in dialogue rather than one-way

communication

Key channels include sustainability reports,
community forums, direct engagement with local
leaders, partnerships with NGOs, and participation in

multi-stakeholder initiatives.

Effective ESG communication requires tailoring messages and approaches to different stakeholder groups while
maintaining consistency in core content. The most successful strategies balance transparency about challenges
with clarity about progress and commitments. Companies should avoid selective disclosure that highlights only

positive performance, as this undermines credibility and may constitute greenwashing.

Communications should be supported by robust data verification processes to ensure accuracy and reliability.
While third-party assurance of comprehensive sustainability reports is increasingly common, all public ESG claims
should undergo internal validation regardless of formal assurance status. This rigorous approach builds trust while

reducing reputational and regulatory risks associated with misleading statements.
39



E2 REZILENS

ESG Performance Incentives

Linking compensation to sustainability performance represents a powerful mechanism for driving ESG progress,
signaling organizational priorities, and aligning leadership incentives with long-term value creation. This practice
has expanded significantly, with over 50% of large public companies now incorporating some form of ESG criteria
into executive compensation structures. Effective design of these incentive systems requires careful consideration

of metrics, weightings, and performance assessment approaches.

Key Design Considerations for ESG Incentives

Metric Selection: Choose ESG metrics that are material to the business, aligned with strategic priorities,
objectively measurable, and significantly influenced by the actions of incentive recipients. Avoid metrics that are

easily manipulated or disconnected from enterprise value.
Performance Horizon: Balance short-term improvements (typically in annual incentive plans) with long-term

transformational goals (in multi-year incentive structures). Climate targets, in particular, often require longer

performance periods to capture meaningful progress.
Weighting and Structure: Determine appropriate weighting of ESG metrics relative to financial performance,

typically ranging from 10-30% of total incentive opportunity. Consider whether ESG metrics should be included in

scorecards, as separate modifiers, or as conditions for award vesting.
Target Setting: Establish performance targets that are ambitious yet achievable, ideally informed by external

benchmarks like science-based targets or industry best practices. Document the target-setting methodology to

demonstrate rigor to stakeholders.
Performance Assessment: Develop clear processes for measuring achievement, potentially including third-party

verification for material metrics. Document the assessment methodology to support compensation committee

decisions.

ESG incentives should extend beyond the executive team to influence behavior throughout the organization.
Middle management incentives often focus on operational ESG metrics directly relevant to specific functions or
business units. Broader employee recognition programs can reward sustainability contributions through

non-monetary means, fostering a culture where ESG performance is valued at all levels.

Transparency about ESG compensation linkages has become an expectation in corporate disclosure. Companies
should clearly communicate which sustainability metrics are included in incentive plans, how performance is
assessed, and the rationale for these design choices. This transparency demonstrates accountability while

highlighting the organization's commitment to embedding sustainability in core business practices.
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ESG Risk Management Integration

Risk Identification

Incorporating ESG factors into enterprise risk assessment processes. Using specialized tools like

Joi

climate scenario analysis, human rights impact assessments, and materiality evaluations to
identify sustainability risks. Considering both direct operational risks and indirect value chain

exposures.

Risk Assessment
Evaluating ESG risks using consistent criteria addressing likelihood, potential impact, velocity, and
interconnections. Developing specialized assessment methodologies for unique sustainability risks

like climate transition scenarios or biodiversity impacts.

Risk Mitigation
* Implementing controls and action plans to address material ESG risks. Integrating sustainability
considerations into business continuity planning. Developing specialized approaches for transition

risks that require business model evolution rather than traditional risk controls.

Risk Monitoring
@ Establishing key risk indicators (KRIs) for material ESG issues. Implementing regular reporting on
sustainability risk exposure and mitigation effectiveness. Conducting periodic reassessment to

capture emerging risks and changing impact evaluations.

Effective ESG risk management requires integration of sustainability considerations into established enterprise
risk management (ERM) processes rather than creating parallel systems. This integration ensures consistent
treatment of ESG risks alongside traditional business risks while leveraging existing governance structures and
methodologies. However, certain sustainability risks require specialized approaches given their unique

characteristics, including long time horizons, complex systemic interactions, and high uncertainty.
Climate risk management exemplifies these specialized requirements. Physical climate risks (extreme weather,

sea level rise, etc.) require assessment across multiple time horizons using forward-looking climate scenarios

rather than historical data. Transition risks (policy changes, technology shifts, market preferences) necessitate
strategic responses beyond traditional risk controls, potentially involving business model transformation. Both
types of climate risk benefit from scenario analysis, a structured approach to exploring potential futures under

different climate trajectories and societal responses.
Board oversight of ESG risk management has become a governance expectation, with directors increasingly held

accountable for sustainability risk governance. This oversight typically includes regular review of material ESG risk
exposures, evaluation of management response strategies, and consideration of sustainability risks in strategic
planning discussions. Leading boards explicitly include ESG expertise in director selection criteria and provide

ongoing education on emerging sustainability issues.
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TCFD Implementation: Climate Risk
Management

The Task Force on Climate-related Financial Disclosures (TCFD) has emerged as the leading framework for
assessing and reporting climate risks and opportunities. Created by the Financial Stability Board in 2015, TCFD
recommendations provide a structured approach to evaluating how climate change affects business models,
strategies, and financial planning. Implementation has accelerated as regulatory requirements increasingly

reference TCFD, with the framework now incorporated in disclosure rules across multiple jurisdictions.

Core Components of TCFD Implementation

Governance: Establishing board and management oversight of climate issues, including committee structures,
reporting processes, and expertise development. Leading companies assign explicit climate responsibility to

specific board committees and ensure regular climate updates to directors.
Strategy: Assessing climate impacts on business strategy across different time horizons, considering both

transition risks (policy changes, technology shifts, market preferences) and physical risks (extreme weather,

resource scarcity, sea level rise). This assessment includes analyzing climate scenarios to test strategic resilience.

Risk Management: Integrating climate considerations into enterprise risk management processes, with
specialized methodologies for identifying, assessing, and addressing climate-specific challenges. This integration

ensures consistent treatment of climate alongside other business risks.
Metrics and Targets: Developing comprehensive measurement approaches for climate-related risks and

opportunities, including greenhouse gas emissions (Scopes 1, 2, and 3), energy use, water consumption in

water-stressed areas, and financial exposure to carbon-intensive assets.

Scenario analysis represents perhaps the most challenging aspect of TCFD implementation. This forward-looking
approach explores how different climate futures might affect the organization, testing business resilience against
various warming pathways (typically 1.5°C, 2°C, and 3°C+ scenarios). Effective scenario analysis considers both
transition elements (how society responds to climate change) and physical impacts (how the climate itself

changes), examining implications for operations, supply chains, markets, and financing.

TCFD disclosure has evolved from qualitative descriptions toward more quantitative assessment of financial
impacts. Leading companies now provide detailed analysis of how climate risks affect capital expenditures,
operating costs, revenue projections, and asset valuations. This financial quantification helps integrate climate

considerations into core business decisions rather than treating them as separate sustainability concerns.
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ESG Due Diligence In Transactions

Pre-Transaction

Screening
Conducting initial ESG

risk assessment of target
company or asset based
on industry, location, and
available public
information. This
screening identifies
potential red flags and
determines the scope of
detailed due diligence
required. Key
considerations include
historical environmental
liabilities, social
controversies, and

governance structure.
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Comprehensive Due
Diligence

Performing detailed
investigation of material
ESG risks and
opportunities through
document review, site
visits, management
interviews, and
third-party verification.
This assessment typically
covers regulatory
compliance, climate
transition readiness,
human capital
management, supply
chain practices, and

governance controls.

Valuation

Integration
Incorporating ESG

findings into transaction
valuation through
adjustments to cash flow
projections, discount
rates, or valuation
multiples. This
integration reflects how
sustainability factors may
affect future financial
performance, capital
requirements, and risk
exposure of the

combined entity.

Post-Transaction
Integration

Developing action plans
to address identified ESG
risks and capture
sustainability
opportunities after
transaction completion.
This integration includes
alignment of policies,
management systems,
reporting practices, and
performance targets
between acquiring and

acquired organizations.

ESG due diligence has evolved from a narrow focus on environmental compliance to comprehensive assessment

of sustainability risks and opportunities across transactions. This evolution reflects growing recognition that ESG

factors can significantly impact transaction value through multiple channels, including regulatory compliance

costs, customer and employee relationships, operating efficiency, and reputational dynamics.

Climate transition readiness has become particularly critical in transaction assessment, as carbon-intensive

assets face increasing regulatory pressures, market constraints, and potential stranding risks. Thorough climate

due diligence examines physical climate vulnerabilities, carbon intensity relative to industry benchmarks, exposure

to transition policies like carbon pricing, and alignment with net-zero pathways. These assessments inform both

transaction decisions and post-acquisition climate strategy,.

Effective ESG due diligence requires specialized expertise beyond traditional financial and legal review.

Interdisciplinary teams typically include sustainability professionals, environmental engineers, social impact

specialists, and governance experts working alongside transaction advisors. This integrated approach ensures

that material sustainability factors receive appropriate consideration throughout the deal process, from initial

screening through post-transaction integration planning.
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Stakeholder Capitalism and ESG

Stakeholder capitalism represents a business philosophy that considers the interests of all
stakeholders—employees, customers, suppliers, communities, and shareholders—in corporate decision-making.
This approach contrasts with shareholder primacy, which prioritizes maximizing shareholder returns above other
considerations. The stakeholder model has gained significant traction in recent years, exemplified by the Business
Roundtable's 2019 statement redefining corporate purpose to include commitments to all stakeholders, signed by
181 CEOs of major US companies.

Core Principles of Stakeholder Capitalism

Value Creation for All: Generating benefits for diverse stakeholders rather than extracting value from some
groups to benefit others. This approach recognizes interdependencies between stakeholder interests—employee

well-being affects customer service, community support enables operational continuity, etc.
Long-Term Orientation: Prioritizing sustainable success over short-term profit maximization. This time horizon

allows investments in stakeholder relationships that may reduce near-term earnings but create enduring

competitive advantages.
Purpose Beyond Profit: Articulating a corporate purpose that addresses societal needs and creates meaning for

stakeholders beyond financial returns. This purpose provides strategic direction and motivates stakeholder

engagement.
Systems Thinking: Recognizing the company's role within broader social and environmental systems, with

responsibilities extending beyond direct operations to include indirect impacts throughout value chains and

communities.

ESG provides a framework for implementing stakeholder capitalism by identifying, measuring, and managing a
company's impacts on various stakeholder groups. Environmental metrics address planetary stakeholders and
community interests; social indicators reflect employee, customer, and supplier considerations; and governance
measures ensure accountability to all stakeholders. ESG data enables assessment of stakeholder capitalism in

practice rather than merely in principle.
Critics argue that stakeholder capitalism lacks clear prioritization mechanisms for inevitable trade-offs between

competing interests. However, proponents contend that transparent ESG measurement allows for informed
balancing of stakeholder concerns based on impact materiality and stakeholder feedback. This ongoing dialogue
between companies and their stakeholders creates a dynamic approach to value creation that evolves with

changing societal expectations and business contexts.
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The Future of the ESG Ecosystem
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Technology Transformation
Advanced technologies will
revolutionize ESG data collection,
analysis, and verification. Al
systems will extract sustainability
information from diverse sources,
including satellite imagery, loT
sensors, and unstructured text.
Blockchain applications will
enhance supply chain traceability
and impact verification. These
technologies will improve data
quality while reducing reporting

burden through automation.

Standards Convergence

The fragmented reporting
landscape will evolve toward
greater harmonization through the
ISSB's global baseline and
jurisdictional "building blocks."
Double materiality will become the
dominant assessment approach,
addressing both financial and
impact dimensions. Mandatory
assurance of sustainability
information will become standard
practice, elevating ESG data to
similar quality standards as

financial reporting.

Integration &
Mainstreaming

ESG considerations will become
fully embedded in core business
processes rather than treated as
separate sustainability initiatives.
Financial and sustainability
reporting will converge into
integrated corporate disclosure.
Investment analysis will
incorporate ESG factors as
fundamental inputs rather than
supplementary overlays. This
mainstreaming will mark the
evolution from "ESG" as a distinct
category to sustainability as an
integral aspect of business and

finance.

The ESG ecosystem will continue to evolve from its current adolescent state toward greater maturity,

characterized by standardization, sophistication, and integration. This evolution will address many current

challenges, including reporting burden, data quality issues, and comparability limitations. However, new

challenges will emerge as sustainability expectations expand to address emerging issues like biodiversity, digital

ethics, and just transition considerations.

Regulatory developments will significantly shape this future landscape, with mandatory sustainability disclosure

expanding globally while becoming more standardized and comprehensive. Financial regulators will increasingly

incorporate ESG factors into prudential frameworks, recognizing sustainability issues as fundamental to financial

stability rather than peripheral considerations. These regulatory drivers will accelerate ESG integration throughout
the financial system and real economy,.
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Navigating Common ESG Implementation
Challenges

Data Quality and Availability 553

ESG data often suffers from inconsistency, gaps,
and comparability limitations. Address these
challenges by implementing robust data
governance, developing clear methodologies for
estimation when data gaps exist, and investing in
specialized systems rather than relying on
spreadsheets. Consider phased implementation
that begins with high-quality metrics while

building capacity for more complex indicators.
Stakeholder Expectations

Management

Different stakeholders often have conflicting
expectations regarding ESG priorities and
approaches. Navigate these tensions by

conducting comprehensive materiality

Organizational Integration

Sustainability initiatives frequently remain siloed
within specialized functions rather than
embedded throughout the organization.
Overcome this challenge by establishing clear
accountability for ESG performance within
business units, incorporating sustainability criteria
into existing decision processes, and developing
incentive structures that reward ESG contributions

at all levels.
Reporting Framework Complexity

The proliferation of frameworks and standards
creates reporting burden and potential
inconsistency. Manage this complexity by
developing a clear reporting strategy aligned with

stakeholder needs, creating efficient data

assessments, maintaining transparent collection systems that support multiple

communication about trade-offs and challenges, frameworks, and focusing on high-quality

and developing stakeholder-specific engagement disclosure of material issues rather than

strategies that address their particular concerns. comprehensive coverage of all possible metrics.

Successful ESG implementation requires navigating several common pitfalls that organizations encounter during their
sustainability journey. Perhaps the most significant is the "reporting trap"—focusing on disclosure requirements rather
than performance improvement. Companies should view reporting as a means to communicate progress rather than an

end in itself, prioritizing strategy development and operational integration before expanding external disclosure.

Another critical challenge involves balancing immediate priorities with long-term transformation. Meaningful
sustainability progress often requires fundamental business model evolution that may create short-term disruption.
Effective approaches combine "quick wins" that build momentum with strategic initiatives addressing systemic
challenges. This balanced portfolio demonstrates progress while enabling the deeper changes necessary for long-term

sustainability leadership.
Organizations should also resist the temptation to pursue sustainability initiatives primarily for marketing purposes.

Authentic ESG implementation focuses on material issues where the company has significant impact potential, even if
these areas receive less public attention than more visible but less material topics. This substantive approach builds

credibility with stakeholders while creating meaningful environmental and social benefits.
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Conclusion: Building a Sustainable Future

The ESG ecosystem represents a fundamental shift in how business performance is measured, managed, and
valued. This evolution reflects growing recognition that long-term prosperity depends on addressing
environmental challenges, strengthening social fabric, and ensuring accountable governance. While the ecosystem
remains imperfect—with inconsistent standards, methodological variations, and implementation challenges—its

trajectory clearly points toward greater sophistication, integration, and impact.
For companies navigating this landscape, success requires moving beyond compliance-focused reporting to

strategic sustainability integration. This transition involves identifying material ESG issues, setting ambitious
targets aligned with scientific understanding, implementing robust data management systems, and embedding
sustainability considerations throughout organizational decision-making. Companies that approach ESG as a
strategic imperative rather than a disclosure exercise position themselves for leadership in an economy

increasingly shaped by sustainability factors.

Investors play a crucial role in advancing ESG practice through capital allocation decisions, active ownership, and
demanding high-quality sustainability information. By incorporating material ESG considerations into investment
processes, engaging constructively with portfolio companies, and supporting standardization efforts, investors
can drive positive change while potentially enhancing their own risk-adjusted returns.

Looking forward, the ESG ecosystem will continue to evolve toward greater maturity, addressing current
limitations while expanding to encompass emerging sustainability challenges. This evolution will be characterized
by convergence of reporting standards, technology-enabled data improvements, deeper integration of financial
and sustainability considerations, and more sophisticated impact measurement. These developments will
strengthen the ecosystem's ability to direct capital and corporate behavior toward a more sustainable and
equitable future—the ultimate purpose that gives meaning to these complex frameworks, metrics, and

processes.
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Partner With Us To Navigate
Your ESG Journey

Our expert team provides comprehensive ESG guidance tailored to your organization's unique needs and

challenges.

Let's build a sustainable future together.

Learn more: www.rezilens.com | Contact us: sales(@rezilens.com
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