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\/2lors Research Background

"4

The SAIS Social Enterprise Accelerator (SEA) conducted this research on Stewardship and ESG Integration practices
among a group of asset managers worldwide between November 2021 and March 2022, under the direction of
Valoris Stewardship Catalysts. Data on approximately 36 asset managers and input from 8 asset owners was collected
through public sources and interviews.

A diversity of asset managers was selected based on:

Size - 33.3% are small asset managers with an AUM of less than $1bn, 52.8% are medium-size asset managers with an AUM of
$1bn - $10bn and 13.9% are larger asset managers with an AUM of more than $10bn),

. Investment strategies (private equity only — 25% of managers, 75% of managers included public equities investments),
. Public commitment to high standards on stewardship (evidenced by PRI, or similar, membership — 2/3 of participants) and
. Investment targets being in developed or emerging markets, in single or multiple countries.

While the study did not aim to be scientific, the anecdotal results are instructive and can serve as a basis for further
analysis and action by asset managers.

Individual data and opinions collected from research participants, except for publicly-available information, is kept
confidential and will not be disclosed.




\/2lo7"s High-Level Findings 1

# Some 80% of studied asset managers have an in-house or externally-engaged ESG-focused team
members, providing services that include training, policy advice, investment analyses and portfolio
support, which indicates a rather high level of organizational integration.

# Although 2/3 of interviewed asset managers (14) engaged consultants on ESG integration aspects
such as ESG integration policy and investment/portfolio support in the last 3 years, only 7
managers said they plan to engage consultants in the next 12 months, indicating a limited
appetite for external expertise on stewardship.

# Even though almost all asset managers in the study have some form of ESG/stewardship policy in
place, the PRI-signatories tend to have standalone ESG policies while non-signatories usually have
integrated policies.

# Most asset managers in the research, irrespective of size, asset class or PRI membership, use
investment analysts to conduct ESG research. While 14 out of 22 asset managers have a dedicated
ESG staff, in 4 of those firms the investment analysts are leading the ESG data collection and
analysis with no involvement of the ESG staff.




\/2lor1s High-Level Findings 2

# Investment strategy (i.e., private equity-only asset managers) and size of asset managers (i.e.,

larger firms) appear to be positively correlated with the use of dedicated ESG staff to lead portfolio
engagement activities. The top 3 most common portfolio engagement activities are board/c-suite
engagement, sharevoting and engagement with ESG specialists of investees.

PRI-signatory asset managers are more likely to report to their investors on their portfolio
engagement activities and outcomes, including on climate risks, than asset managers with no
formal public commitment to stewardship. The non-PRI signatories are typically not using any
specific reporting metrics or frameworks.

Select interviews with research participants showed that the majority of asset managers believe
that ESG integration helps with outperformance.

Demands from asset owners were cited as a common impetus for ESG integration by asset
managers.




\/2los High-Level Findings 3
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Most commonly-cited challenges reported by asset managers (18 respondents) included:
. Growing number of regulatory frameworks posing a challenge to standardizing internal processes (7 respondents),
. Limited in-house capacity to handle an increasing number of complex ESG disclosure requirements (6 respondents) and

. The lack of available ESG data on the medium and smaller companies (6 respondents).

Interviews with 8 large asset owners showed that their expectations for ESG integration of their external asset
managers are relatively similar across the board, with common features including requiring adherence to a set
of high-level principles guiding ESG investment, proxy voting, engagement and ensuring that ESG integration
takes into consideration an alignment of risk and return.

Asset owners often require or recommend their asset managers to subscribe to certain ESG principles (incl.
PRI), and/or required the adoption of ESG investment frameworks and disclosure practices (incl. TCFD).

Identifying greenwashing, the multiplicity of disclosure standards and transparency gaps in self-reported data
were mentioned as key challenges for asset managers, while cybersecurity, geopolitical risks, and diversity,
equity and inclusion were cited as top priorities for asset owners.
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\/aloris Asset Managers’' ESG Integration
< Research Initiative

# The Project was conducted by the Social Enterprise Accelerator (SEA) program participants from
Johns Hopkins University, School of Advanced International Studies, with the sponsorship,
guidance and oversight of Valoris Stewardship Catalysts.

# Objective:

*  To better understand the ESG integration policies and practices of diverse (mostly small and mid-size) asset
managers with input from selected asset owners.

# Data Modality:

« Information was collected through desk research, questionnaires and interviews with select asset managers and
asset owners.

« Individual data and opinions collected from research participants, except for publicly-available information, is
kept confidential and will not be disclosed.

# Research Period:

*  The project was conducted from November 2021 to April 2022.




\/2lo71s Project Implementation Process

# Phase 1: Asset Managers

» Research and interviews with 21 asset managers were conducted to understand
their ESG integration objectives, policies and practices and detect patterns and
possible trends.

# Phase 2: Asset Owners and Additional Asset Managers

* Research and interviews with 8 asset owners were conducted to understand their
investment strateqgy, asset allocation, and ESG integration expectations and
requirements from their asset managers.

» Desk research was conducted on additional 15 asset managers based on their most
recent PRI Reports, expanding the asset manager sample size from 21 to 36.
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\/2lo7's Introduction to Valoris

Valoris Stewardship Catalysts is an advisory firm that provides expertise and support to institutional investors
and financial institutions to design and execute strategies for evaluating environmental, social and corporate
governance (ESG) factors in their decision-making and engage with clients and investee companies.
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. 1oric Diverse Asset Managers Included in
e the Research

# The research on Stewardship and ESG Integration reviewed practices of 36 asset managers and collected input from 8
asset owners between November 2021 and March 2022 through public sources, questionnaires and interviews.

# Adiverse group of asset managers was selected based on:

. Size - 33.3% are small asset managers with an AUM of less than $1bn, 52.8% are medium-size asset managers with an AUM of
$1bn - $10bn and 13.9% are larger asset managers with an AUM of more than $10bn),

. Investment strategies (private equity only — 25% of managers, 75% of managers included public equities investments),
. Public commitment to high standards on stewardship (evidenced by e.g., PRI membership — 2/3 of participants) and

. Investment targets being in developed or emerging markets, in single or multiple countries.

Asset Managers by Size (AUM) Asset Managers by Investment Asset Managers by Public Asset Managers by Target Market

Strategy Private Equity Commitment to Stewardship Developmenté.:\:leel!cl)pe(j Focused
Only

5.0% No public 30.6%
commitme PRI
33.3% members
hip

66.7%

Public E
& Other
75.0% Emerging
Market
Focused




Jloris Asset Managers Are Hiring ESG
e Analysts

# Some 80% of studied asset managers have an in-house or externally-engaged ESG-focused team
members, providing services that include training, policy advice, investment analyses and portfolio
support, which indicates a rather high level of organizational integration.

Dedicated ESG Team by Asset Manager Size Dedicated ESG Team by Asset Manager Investment
Strategy

M Dedicated ESG team ® No dedicated ESG team
M Dedicated ESG ™ No dedicated ESG team

100%
100%

75%
75%
50%
50%
25%

25%

0%

Larger Asset Managers Mid-size Asset Managers Small Asset Managers

with AUM of more than with 1B-10B AUM with 1B-10B AUM 0%
10B Public Equities and Others Private Equity only




\/2lo71s ESG Team Members are Fairly Senior

Sample size: 30
# 80% of asset managers have a VP or a Director-level staff overseeing ESG issues.
# Common titles of other staff include Head of ESG and Sustainable Investments, Head of Legal, and Chief of Staff.

Seniority of Dedicated ESG Team

80.00%

60.00%

40.00%

20.00% I

oot m B

VP/director manager senior expert junior advisor/s others
analvst




L0115 ESG Staff Deal with Internal/Policy
~e Issues dand Investment Analyses

# The top 2 responsibilities of ESG staff are ESG data collection/analysis and drafting the stewardship
policy. The bottom 2 are drafting conflict of interest policy and advising investment committee on
ESG matters.
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\/aloris External ESG Integration Support is
~ < Underutilized

# Although 2/3 of interviewed asset managers (14) engaged consultants on ESG integration aspects such as ESG
integration policy and investment/portfolio support in the last 3 years, only 7 managers said they plan to
engage consultants in the next 12 months, indicating a limited appetite for external expertise on stewardship.

External ESG Support

ESG SUppOTt engaged in M Last 3 years Next 12 months ESG SUppOI"t needed in the next

the last 3 years: 15 12 months:

. ESG « ESG investment/portfolio
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\/aloris Asset Managers are Adopting Some
= ESG Integration/Stewardship Policies

# Even though almost all asset

Type of ESG Policy based on Signatory Status

managers in the study have 2

some form of ESG/stewardship \

policy in place, the PRI-

signatories tend to have I .
standalone ESG policies while

. . B PRI Signatory Non-Signatory
non-signatories usually have
integrated policies.

#



\/aloris Portfolio Engagement Policy is More
e Common at Public Equities Managers

# Around 90% of the asset managers report following some form of engagement policy. Out of the
sample of 27 asset managers, only 3 report not having any formal portfolio engagement policy.

Portfolio Level ESG Policy




Llorie INnvestment Analysts Lead ESG
e Analyses for Investment Decision

Who Leads the ESG Data Collection?

Combination

# Most asset managers in the study, irrespective of 22%

size, asset class or PRI membership, use investment

External

analysts to conduct ESG research. About a quarter e
N Investment

Analyst
55.6%

of managers use specialized ESG analysts.
ESG Staff
16.7%

# \While 14 out of 22 asset managers have a
dedicated ESG staff, in 4 of those firms the Dedicated ESG staff Involvment o ESG saffn dta
(nvestment analysts are leading the ESG data
collection and analysis with no involvement of the

ESG staff. B




\[alpcﬁi_ﬂs Smaller Managers Use Specialized
- ESG Staff for Portfolio Engagement

# Investment strategy (i.e., private equity-only asset managers) and size of asset managers (i.e., larger firms) appear to
be positively correlated with the use of dedicated ESG staff to lead portfolio engagement activities.

# Asset managers with public equities strategies tend to rely on their internal analysts and portfolio managers, while
private equity firms often use external consultants.

. Asset Manager Strategy
Asset Manager Size
M Private Equities W Public Equities + Other
= <18 $1E8-3108 = $10B<

60%
BO%
40%
20%
” ﬂ
N 1 1 .11 . i B
Portfolio  Investment CG Analyst E&S Analyst  External Other Portfoio  Investment CG Analyst E&S Analyst  External Other

Manager Analyst Consultant Manager Analyst Consultant




o< Sharevoting and Board/C-Suite are
= Most Common Engagements

# The top 3 most common portfolio engagement activities are:
*  Board-C-suite engagement;
Sharevoting; and

*  Engagement with ESG specialists of investees.

Asset Manager Size Asset Manager Strategy
m<$1B m$1B-$10B m $10B< M Private Equities Public Equities + Other
250.00% 20.00%
80.00%
200.00%
70.00%
60.00%
150.00%
50.00%
40.00%
100.00%
30.00%
50.00% 20.00%
I I 10.00% I
0.00% ” 00%
sharevating board Cauite / boxd ESG written standard pubiic collective cther
naminason Specislist autreach :Mw:ls c mpagns sharewihg board Caulie IRowdiBG ipaciatat; Wi e

nomination




/aloris Public Commitment to Stewardship
Correlated with Better ESG Reporting

# Asset managers that have a public commitment to a recognized stewardship
benchmark/framework, such as PRI, are more likely to report to their investors overall on their
portfolio engagement activities and outcomes, including on climate risks, as well as more
frequently than asset managers with no formal public commitment to stewardship, whereas the

non-PRI signatories are not using any reporting metrics. A quarter of non-PRI signatories do not
report at all.

PRI Signatories Non-PRI Signatories

annually
5 8%

other
25.0%




Loric Outperformance Due to ESG is

-« Recognized

# Interviews with study participants showed that
the majority of asset managers (12 out of 20
interviewed) believe that:

. ESG integration helps with outperformance and

. Is commonly driven by demand from institutional
investors.

14

12

10

Motivations for ESG Integration

Shareholder Marketability No interest in
of ESG ESG
integration

ESG-integrated Increasing
companies number of ESG

outperformin  disclosure

the long-term requirements

demands




\/aloris Regulatory Complexity, Lack of ESG
< Resources/Data Are Key Challenges

C

# Key challenges to better ESG Challenges to Further ESG Integration

Integration cited by asset managers
(18 respondents) include:

Growing number of ESG/Stewardship
regulatory frameworks (7), .

Limited in-house capacity to handle an
increasing number of complex ESG
disclosure requirements (6) and

[\

«  The lack of available ESG data on the °

. R Limited in-house Growing number Inability to Lack of available Trade-offs Flaws in the ESG
medium and smaller companies (6) capacity to handle  of regulatory ~ quantify value to ESG data between ESG and  existing rating
disclosure frameworks investors’ profitability systems

requirements




\/alom Asset Owners Push for Greater ESG
~wwIntegration of Their Asset Managers

# Interviews with 8 large asset owners showed that their expectations for ESG integration
of their external asset managers are relatively similar across the board, with common
features including:

* Requiring adherence to a set of high-level principles guiding ESG investment,
Proxy voting,
 Engagement and
« Ensuring that ESG integration takes into consideration an alignment of risk and return.
# In some cases, asset managers are required to be signatories to certain ESG standards

(incl. PRI), and/or required the adoption of ESG investment frameworks and disclosure
practices (incl. TCFD).




\/aloris Challenges & Priorities for ESG
e Integration — Asset Owner Views

Challenges: Top Priorities:

# |dentifying Greenwashing # Cybersecurity

# Multiplicity of Disclosure Principles # Geopolitical Risk

# Transparency Gaps in Self-Reported # Diversity, Equity and Inclusion
Data _ _ # Executive Compensation

# Lack of Data in Emerging Markets 7 Infrastructure

# Developing Universal ESG Standards

# Competing Priorities & Risk

Mitigation

#
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faloris Why is ESG Integration [ Investor
~ Stewardship* Important?

Outperformance and value-add: Empirical studies demonstrate that companies with better ESG practices
tend to outperform their peers with poor ESG performance. Therefore, investments in better run
companies from an ESG perspective can generate better returns for fund managers and fund investors.

Structured and consistent approach to analyzing ESG risks and opportunities: ESG risks and
opportunities need to be considered at each stage of the investment cycle. Ensuring that this is done
consistently, coherently and systematically is key to efficiency and effectiveness.

Compliance: Current or proposed regulations may require investors to take ESG and sustainability factors
into account in their investment decisions. Stewardship includes thoughtful engagement around material

ESG matters. Additionally, asset owners increasingly seek reporting and data on the ESG footprint of their
fund managers.

Leadership and reputation: Integrating ESG considerations throughout the investment and portfolio

processes sets fund managers apart from their peers and helps attract ESG-conscious asset owners and
retail investors.

*Stewardship is commonly defined as the responsible management of something entrusted to one’s care.




\/2lors Valoris’s Stewardship Solutions

# “Investor Stewardship Assessments” against ICGN GSPs, other
standards, and asset owner expectations (incl. benchmarking against practices
of other asset managers)

# "Tailored Stewardship Methodologies and Toolkits”, including policies,
scorecards, questionnaires, voting guidelines, reporting frameworks, etc.

# "“Plug and Play Solutions” for collecting, analyzing, aggregating and reporting
ESG information on prospects and portfolio companies

# "Stewardship Capacity-Building”, including staff training on ESG, Stewardship
and the asset manager’s own methodology and tools

# Outsourced ESG due diligence and engagement

a



\/2loris Value-Add for Throughout the
< Investment Cycle

f

+Key questions and indicators for decision-making

*ESG/Sustainability Policies and Procedures, ‘
-Tailored tool for data collection, analysis and output

integrated into operational policies and

procedures

+Definition of internal and external ESG expertise

needed — ESG skills assessment Strategy and Prospect
*Enhancing ESG capacity of the relevant team Organizational |dentification
members Structure

+Training materials

1 )
*Internal and external reporting on ESG +Key questions and indicators for decision-
and engagement activities - templates Investment making
J Decision +Tailored tool for data collection, analysis and
output
» -Material ESG indicators to track in portfolio
-Material ESG indicators/data to track in portfolio *ESG improvement/engagement plan sample
*ESG improvement/engagement tracker — sample y

*Reporting and Disclosure:




\/a oris Stewardship/ESG Integration into Investment

« Life-Cycle

|
THE

INVESTMENT
PROCESS

Prospect identification

T—

Investment decision

Portfolio engagement

Reporting



.1or1. Designing an Effective =)

~ < Methodology

Incorporating ESG data into
investment decision-making must
be tailored to each investor’s
particular asset class, investment

beliefs, return objective, risk
appetite, investment style and time
horizon

~— —

Talents, expertise and experience of
staff also need to be considered in
designing an ESG integration and

stewardship methodology

Prospect identification

Investment decision

Portfolio engagement

Reporting

Models exist and are useful, but
each investor needs to tailor the
inputs, analytical tools and outputs
to its own needs




-loris Making Sense of ESG Dataq,
e Standards and Ratings T R

~

Portfolio engagement

Reporting

Standards have
proliferated

\‘ = } o
Investors need to be

Companies and selective in the sources
investors can be . they draw from and how
overwhelmed o they use ESG data in

their investment process




.11« Monitoring, Engaging,
I Voting and RepOrting

Post-investment stewardship should build on pre-investment ESG
analysis

Institutional investors should have a systematic approach to
monitoring individual and aggregate ESG risk in the portfolio

Engagement on sustainability issues is a natural extension of a
comprehensive ESG methodology

Stewardship reporting is still nascent but advancing. Institutional
investors must prepare for what's around the corner

Prospect identification

Investment decision

Portfolio engagement

Reporting
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\/2loris Conclusions

# Key Takeaways:

 Asset managers and asset owners face growing number of
ESG frameworks, guiding principles and best practices,
posing a key challenge to developing a standardized
practice for ESG integration.

# While the study was not intended
to generate statistically robust
results, the research provides
useful anecdotal information on
ESG integration.

# We identified observable
differences in ESG integration
policies and practices when
comparing asset managers of
different sizes, investment
strategies, shareholders and
public commitment to
stewardship.

» Asset managers and asset owners have signaled that
access to accurate, reporting-quality ESG data poses a
significant hurdle for integration, especially for those firms
investing in emerging and frontier markets.

* Expected regulatory changes will bring more pressure on
asset managers to implement better ESG integration but
also help guide them throughout the journey on a more
consistent basis.
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