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Why Is ESG Important for
Companies and Their Boards?

Enviroment Social Governance

W Improved Access to Capital

ESG is the product of the 2004 collaborative initiative between the UN
Global Compact and CEOs of more than 20 major financial institutions with
assets under management (AUM) of over USD $é6 trillion. The initiative estab-
lishes that integrating environmental, social, and governance issues into
Investment decision-making, and thus capital markets, reduces business
risk, improves long-term corporate performance, strengthens financial
markets, and delivers more sustainable outcomes for society.

Businesses with better ESG performance tend to be more sustainable, pro-
vide better long-term returns to investors, and will have greater access to
the ever-growing pools of ESG capital. Conversely, businesses with poor
ESG performance - or those that do not embed ESG factors into corporate
performance reporting — will increasingly be se en as riskier, less sustain-
able, and will be less able to access capital.

B Improved Risk Management

As the world changes, environmental and social factors increasingly and ir-
reversibly impact our lives. The externalities of businesses (environmental
and societal impacts of a product or service not included in — or external to
— the cost associated with the production, use, or disposal of that product
or service) are increasingly being seen for what they truly are which is a risk
to the sustainability of a business.

In practice, therefore, ESG is the assessment of a company’s risk, externali-
ties, and management activities in relation to all its stakeholders: workers,
communities, customers, shareholders, and the environment. It is the new
lens by which investors, employees, and society at large view the compa-
nies they invest in, work for, and buy from.

BN Better Financial Performance

As concluded in the 2004 UN Global Compact report Who Cares Wins - ‘ina
more globalised, interconnected and competitive world’, the improved
management of environmental, social and corporate governance issues
will ‘increase shareholder value’ and ‘have a strong impact on reputation
and brands, an increasingly important part of company value’.

By incorporate ESG thinking into governance and management, a business
regularly and systematically assesses both financial and non-financial
factors that could affect their long-term sustainability. ESG-led businesses
thus have a wider, deeper and longer-term view of the risks and opportuni-
ties that could impact their operations.

They are better armed to identify risks sooner, manage them better and si-
multaneously recognize opportunities to take advantage of them. In our
rapidly changing world, ESG provides a business with the framework for
pbetter risk manage, improved social and environmental sustainability, and
better overall financial performance.

Year-to-date price change for select ESG funds (%)
S&P 500

Ariel Fund (ARGEX) 203
Ariel Appreciation Fund (CAAPK) 281
Parnassus Endeavor Fund (PARWX) 136
Pax Small Cap Fund (PXS0() 21.2
Ave Maria Rising Dividend Fund (AVEDX) 16.9
Pax Large Cap Fund (PAXLX) L
Nuveen ESG Small-Cap ETF (NUSC) 15.0
DFA U.S. Sustainability Core 1 Portfolio (DFSIX) 136
Neuberger Berman Sustainable Equity Fund (NBSLX) 12.4
Global X Consclous Companies ETF (KRMA) 122
Calvert Small-Cap Fund (CSVE) 121
Parnassus Core Equity Fund (PRELX) 12.0
Global X S&P 500 Catholic Values ETF (CATH) 120
TIAA-CREF Social Choice Equity Fund (TISCX) 1.9
iShares ESG MSCI USA Leaders ETF (SUSL) 1.4
Green Century Equity Fund (GCEQX) 1n.o
SPDR S&P 500 Fossil Fusl Reserves Free ETF (SPYX) 10.6
American Century Sustainabls Equity Fund (AFDAX) 10.4
iShares ESG Aware MSCI USA ETF (ESGU) 103
Putnam Sustainable Leaders Fund (PNOPX) 08
Ave Maria Growth Fund (AVEGX) 0.8
Calvert US Large-Cap Core Responsible Index Fund {CSXAX) 0.7
Vanguard FTSE Sockal Index Fund (VFTNX) 9.3
Vanguard ESG U.S. Stock ETF (ESGV) 0.2
Ia Candriam ESG US Equity ETF (105U) 8.9
Domini Impact Equity Fund (DSERX) 3.8
ErownAdvisory Sustainable Growth Fund (BAPWX) 26
Data compilsd May 17, 2021,
Anabysis limited to select LS. equity ESG exchange-traded funds and mutual funds with more than $250 million in assets under
management including all share classes. Excludes sector-focused ESG funds. No mone than two funds rrom 2 fund family were selected

Price changs measured from Dec, 31, 2020, toMay 17, 2021,
Source SEP Global Market Intelligence

Source: S&P Global Market Intelligence

I Increasing Risk in Not Embracing ESG

The world around us is changing fast and so to is investors’ tolerance to-
wards businesses with poor governance practices, and/or unsustainable
environmental or social impacts. Today, corporate ESG leaders are enjoy-
Ing access to, and the inclusion in, an ever-increasing pool of ESG funds.

Businesses thatignore ESG do so at their peril as there are clear indications
of significant and increasing financial risks in being an ESG laggard.



