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What can we do, and how can it be used?

“E S G”

Ethical

Socially
Responsible
Investing
(“SRI”)

Environmental, Social
Governance
(“ESG”)
or

“Sustainable”

Who uses indices?

Market Intermediaries

Asset Owners

For the purpose of:

• Investment banks

• Pension plans (DB &DC)

a) Market
performance
measurement

• Investment managers

• National government
funds

b) Creation of
“passive” financial
investment
products
(e.g. index funds, ETFs)

• Wealth managers
• Public funds
• Financial advisors
• …

• Foundations &
Endowments
• …
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What is changing?

World Economic Forum: Global Risk Landscape
Major risks are climate-related

Source: World Economic Forum Global Risk Report 2018
http://www3.weforum.org/docs/GRR18_Report_web.pdf 12

Physical risks becoming apparent
•
•

In the U.S., $238-507bn worth of coastal property
could be below sea level by 2100 (Risky Business 2014)
Since the 1980s the number of weather related loss
events has tripled to $50bn

•

In India, rice, cotton and wheat
production is located in areas facing
significant water stress

Source: http://www.businessinsider.com/map-of-miami-when-sea-levels-rise-2014; Bank of England Prudential Regulation Authority: “The
impact of climate change on the UK insurance sector” Sept 2015; Natural Capital Risk Exposure of the Financial Sector in India (Trucost)
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Long-term perspectives are needed
Enterprise Value Attributable to Time Period and
Explicit Cash Flow Forecasts:

• Value is primarily based on the
growth and discount rate
assumptions used to calculate
terminal value – not on Explicit
Forecasts
• More than 50% of the value of an
oil and gas company resides in the
value of cash flows to be
generated in Year 11 onwards
(McKinsey and the Carbon Trust)

Source: http://www.tragedyofthehorizon.com/All-Swans-Are-Black-in-the-Dark.pdf 2 degree investing initiative 2017
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Stranded Assets: Unburnable Carbon?

Source: http://www.carbontracker.org/report/carbon-bubble/
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Why Does it Matter to the Finance Industry?
“The Tragedy of the Horizons”

“Shifts in our climate bring potentially
profound implications for insurers,
financial stability & the economy” (Carney 2015)

Breaking the tragedy of the horizon: climate
change & financial stability
Sept. 2015 speech to Lloyds of London
“The past is not prologue and the catastrophic
norms of the future can be seen in the tail risks of
today….Risks to financial stability will be minimised
if the transition begins early and follows a
predictable path, thereby helping the market
anticipate the transition to a 2 degree world”
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FSB: Task Force on Climate-related Financial
Disclosures

Source: Final Report: Recommendations of the Task Force on Climate-related Financial Disclosures (June 2017), https://www.fsb-tcfd.org/wpcontent/uploads/2017/06/TCFD-Recommendations-Overview-062717.pdf.
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Europe: Sustainable Finance
-

Paris Agreement; UN 2030 Agenda for Sustainable Development
- High-Level Expert Group recommendations (2017)

EU Action Plan on
Sustainable Finance (March 2018)
1.
2.
3.

4.

5.
6.

Establishing a common language for sustainable
finance i.e. EU taxonomy
Creating EU labels for green financial products on the
basis of this EU classification system
Clarifying the duty of asset managers and
institutional investors to take sustainability into
account
Requiring insurance and investment firms to advise
clients on the basis of their preferences on
sustainability
Incorporating sustainability in prudential
requirements
Enhancing transparency in corporate reporting

Commission Proposals (May 2018)

1. A unified EU classification system
('taxonomy')
2. Investors' duties and disclosures

3. Low-carbon benchmarks
4. Better advice to clients on sustainability

Source: Sustainable finance: Commission's Action Plan for a greener and cleaner economy http://europa.eu/rapid/press-release_IP-181404_en.htm ;
Sustainable finance: Making the financial sector a powerful actor in fighting climate change http://europa.eu/rapid/press-release_IP-183729_en.htm
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Evolutions in Capabilities
Ways to integrate new risks & opportunities

S&P DJI: Main ESG Index Families
Addressing investors with differing familiarity with ESG and purposes

Core ESG

•
•
•
•

ESG: S&P Environmental & Socially Responsible Indices
Low carbon: S&P Carbon Efficient Indices
Low carbon: S&P Fossil Fuel Free Indices
Low carbon: S&P Carbon Price Risk Adjusted Index

Smart Beta ESG

•
•
•

S&P Long-Term Value Creation Index
JPX/S&P CAPEX & Human Capital Index
S&P Europe 350 Carbon Efficient Select Low Volatility Index

Thematics & SDGs

•
•
•

S&P Global Clean Energy
S&P Global Water
DJB Water Infrastructure, S&P Muni Bond Water & Sewer

Green Finance

•
•

S&P Green Bond Index
S&P Green Bond Select Index

•

Dow Jones Sustainability Indices (“DJSI”):
o Very top scorers
o Launched in 1999, very well-know industry benchmark

ESG Innovations

Other related indices include the S&P 500 Catholic Values Index
20

ESG Index Inputs: RobecoSAM’s Full ESG Review
Corporate Sustainability Assessment
Mining Industry – Social Score example categories

Social Reporting

Occupational Health & Safety

Labor Practice Indicators
& Human Rights

Stakeholder Engagement

Asset Closure Management
Human Capital Development
Social Impacts on Communities
Talent Attraction & Retention

Source: RobecoSAM
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Stating Carbon Metrics as standard

Scorecard source: SPDJI, Trucost. Data as of Dec 31 2017. Table is provided for illustrative purposes.
Characteristics source: https://us.spindices.com/indices/equity/sp-500, S&P Dow Jones Indices. Chart provided for illustrative purposes.
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S&P 500 low carbon indices have outperformed S&P 500
240

220

S&P 500 (TR)
S&P 500 Carbon Efficient Index( TR)
S&P 500 Carbon Efficient Select Index (TR)
S&P 500 Fossil Fuel Free Carbon Efficient Index (TR)
S&P 500 Fossil Fuel Free Carbon Efficient Select Index (TR)
S&P 500 Fossil Fuel Free Index( TR)

Return (USD Millions)
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Source: S&P Dow Jones Indices LLC. Data as of December 29, 2017. Past performance is no guarantee of future results. Chart is provided for illustrative purposes and reflect hypothetical historical
performance. Please the Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with backtested performance.
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Economic Revolutions require capital
A $93trn Opportunity
Over the next 15 years, approximately $93 trillion will be needed for investment in low carbon
infrastructure across the world – and linked to the UN Sustainable Development Goals

Clean Energy

Low Carbon
Transport Infrastructure

Sustainable
Agriculture

Smart
Technology

Water Efficiency

Waste Reduction/
Recycling

Source: http://www.cisl.cam.ac.uk/publications/publication-pdfs/financing-the-global-low-carbon-transition.pdf
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S&P Global Clean Energy Index: Overview
S&P Global Clean Energy Index

Clean Energy, Technology &
Equipment Providers

Clean Energy Producers
Biofuel
& Biomass
Energy
Water
Treatment
& Chemicals
Production

Biomass & Biofuel Technology
Equipment

Ethanol & Fuel Alcohol
Production

Fuel Cells & Technology
Equipment

Geothermal Energy Production

Hydro-Electric Turbines & Other
Equipment

Hydro Electricity Production

Photo Voltaic Cells & Equipment

Solar Energy Production

Wind Turbines & Other Wind
Energy Equipment

Wind Energy Production

Exposure Score Scale
0

0.5

1

Eliminated, no exposure

Multi-industry with significant
clean energy exposure

Primary business is
clean energy

Source: S&P Dow Jones Indices LLC. Charts and tables are provided for illustrative purposes.

25

S&P Green Bond Index: Country Map
Supranational bonds compose of 14% of the index

Source: S&P Dow Jones Indices LLC, Mapchart.net. Data as of Dec 29, 2017. Charts are provided for illustrative purposes only.
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PERFORMANCE DISCLOSURE
The S&P 500 Fossil Fuel Free Index was launched August 28, 2015. The S&P 500 Fossil Fuel Free Carbon Efficient Index was launched on
November 16, 2015. The S&P 500 Fossil Fuel Free Carbon Efficient Select Index was launched on January 11, 2016. All information presented prior
to an index’s Launch Date is hypothetical (back-tested), not actual performance. The back-test calculations are based on the same methodology that
was in effect on the index Launch Date. However, when creating back-tested history for periods of market anomalies or other periods that do not
reflect the general current market environment, index methodology rules may be relaxed to capture a large enough universe of securities to simulate
the target market the index is designed to measure or strategy the index is designed to capture. For example, market capitalization and liquidity
thresholds may be reduced. Complete index methodology details are available at www.spdji.com. Past performance of the Index is not an indication
of future results. Prospective application of the methodology used to construct the Index may not result in performance commensurate with the backtest returns shown.
S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which there is a
calculated value (either live or back-tested) for a given index. The Base Date is the date at which the Index is set at a fixed value for calculation
purposes. The Launch Date designates the date upon which the values of an index are first considered live: index values provided for any date or time
period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as the date by which the values
of an index are known to have been released to the public, for example via the company’s public website or its datafeed to external parties. For Dow
Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, was termed “Date of introduction”) is set at a
date upon which no further changes were permitted to be made to the index methodology, but that may have been prior to the Index’s public release
date.
The back-test period does not necessarily correspond to the entire available history of the Index. Please refer to the methodology paper for the Index,
available at www.spdji.com for more details about the index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria for
additions and deletions, as well as all index calculations.

Another limitation of using back-tested information is that the back-tested calculation is generally prepared with the benefit of hindsight. Back-tested
information reflects the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can completely
account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities, fixed income, or commodities
markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth, all of which can affect actual
performance.
The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices LLC maintains the Index
and calculates the Index levels and performance shown or discussed, but does not manage actual assets. Index returns do not reflect payment of any
sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to track the
performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the securities/fund to be lower
than the Index performance shown.
As a simple example, if an index returned 10% on a US $100,000 investment for a 12-month period (or US $10,000) and an actual asset-based fee of
1.5% was imposed at the end of the period on the investment plus accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for
the year. Over a three year period, an annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross
return of 33.10%, a total fee of US $5,375, and a cumulative net return of 27.2% (or US $27,200).
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Private & Confidential

S&P DOW JONES INDICES DISCLAIMER
© Copyright © 2018 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are registered trademarks
of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow
Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC. Redistribution, reproduction and/or photocopying in whole or in part are prohibited without
written permission. This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not tailored
to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties. Past
performance of an index is not a guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments based on that index. S&P
Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered by third parties and that seeks to
provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that investment products based on the index will
accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices
makes no representation regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment fund
or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make an investment
in any such fund or other vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or other vehicle. Inclusion of a security within an index is not a recommendation by S&P
Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed to be reliable.
No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model, software or other application or
output therefrom) or any part thereof (Content) may be modified, reverse-engineered, reproduced or distributed in any form or by any means, or stored in a database or
retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow
Jones Indices and its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use
of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE,
FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT
WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct,
indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost
income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available to other business units. S&P Dow Jones Indices has
established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment advisers, brokerdealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits from those
organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
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TRUCOST DISCLAIMER
Copyright © 2018 Trucost plc (“Trucost”), a subsidiary of S&P Dow Jones Indices LLC. All rights reserved. Trucost and EBboard are
trademarks of Trucost plc.
This document does not constitute an offer of services in jurisdictions where Trucost and its affiliates do not have the necessary licenses.
Trucost is not an investment advisor, and Trucost makes no representation regarding the advisability of investing in any company, security,
investment fund or other investment vehicle. A decision to invest in any company, security, investment fund or other investment vehicle should
not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make an investment in any
company, security, fund or other vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an
offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or other investment product or
vehicle.
The materials have been prepared solely for informational purposes only based upon information generally available to the public from
sources believed to be reliable. No content contained in these materials (including credit-related analyses and data, research, valuation,
models, software or other application or output therefrom) or any part thereof (“Content”) may be modified reverse-engineered, reproduced or
distributed in any form or by any means, or stored in a database or retrieval system, without the prior written permission of Trucost. The
Content shall not be used for any unlawful or unauthorized purposes. Trucost, its parent S&P Dow Jones Indices LLC and its third-party data
providers and licensors (collectively the “Trucost Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. Trucost Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the
Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. TRUCOST PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE
UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event
shall any of the Trucost Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in
connection with any use of the Content even if advised of the possibility of such damages.
The Content does not constitute or form part of any offer, invitation to sell, offer to subscribe for or to purchase any shares or other securities
and must not be relied upon in connection with any contract relating to any such matter. ‘Trucost’ is the trading name of Trucost plc a company
registered in England company number 3929223 whose registered office is at 20 Canada Square, London E14 5LH, UK.
CONFIDENTIALITY & COPYRIGHT
The information contained in this report is confidential and is submitted by Trucost on the understanding that it will be used only by your
employees and consultants. Where consultants are self-employed, the use of this information is restricted to use in relation to your business. In
particular, the contents of this report may not be disclosed in whole or in part to any other party without the prior written consent of Trucost.
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Ajit Dange, CFA
Head – PMS & Fund Manager,
SBI Funds Management Private Ltd.

Who we are
• SBI Funds Management: Asset Manager to India’s First Bank Sponsored
FundwithINR 204,924 Crores* AUM in mutual funds
• Asset management across mutual funds, segregated
managed accounts, domestic advisory & offshore advisory
business
• Multiple asset classes ranging from equities and debt,
money market to ETFs and structured funds
• Investment team of 47 professionals with strong track
record
• Broad customer base with ~ 5.10 million folios related to
individual, corporate and institutional investors
Our conviction
•

Investing in companies with Positive ESG Standards

• Leads to long term value creation for investors
• Helps in managing regulatory, reputational risks better
•

AAUM=
Rs. 2,04,924 crs

Wide
Distribution
Network

Experienced
Investment
=Team

Fiduciary responsibility is at our core, being trustee of other
people’s money

•

Broad
Investor
Base

We are ‘Catalysts of Change’ in making companies to be ESG
responsible
* March 2018

Extensive
Product
Range

Why bother about Sustainable Investing
•

The world will be home to an additional 2 billion1 people by 2050. Add those 2 billion to the
current population, and we have close to 10 billion humans looking to sustain themselves with
the same finite resources, and do so amidst increasing demand

•

In as little as 15 years, global demand for food will increase by 35%, with the rise in demand for
water at 40% and energy at 50%.1

•

The Costs of Ignoring ESG factors can be very high. History is replete with examples of companies
being punished for ignoring Environmental, Social and Governance factors.

•

The recent Coal mines deallocations, sand mining bans and penalties levied on iron ore miners for
over mining are the pertinent examples. The companies concerned lost huge value due to these
environmental & governance actions.

We surely do not look forward to

According to United Nations’ studies1

Responsible Investing is Sustainable Investing

Environment (E)
• Climate Change
• Carbon Emission
• Natural Capital
• Water Stress
• Energy Sources
and Intensity

Social (S)
• Human Capital
• Labour Standard
• Product Liability
• Privacy and Data
Security

Governance (G)
• Quality of Board
• Community
relations
• Accounting &
Disclosure
• Business Ethics
• Minority
Shareholder
Protection

Engage with Companies
Proxy Voting, Dialogue

Invest Efficiently

ESG Compliant

Global Sustainable Investment Assets
Growth of SRI Assets by region 2014-2016

Proportion of SRI Assets by Region 2016

2.3%

0.2%

2.1%

Region

2014

2016

Growth
over
period

Europe

10,775

12,040

11.7%

5.7%

United States

6,572

8,723

32.7%

15.2%

Canada

729

1,096

49.0%

22.0%

Australia/New Zealand

148

516

247.5%

86.4%

Asia Ex Japan

48

52

15.7%

7.6%

Japan

7

474

6689.6%

724.0%

Europe

United States

Canada

Total

18,276

22,890

25.2%

11.9%

Australia/NZ

Asia ex Japan

Japan

4.7%

CAGR

Note: Asset values are expressed in $ billions. Asia Ex Japan 2014 assets are represented in US
dollars based on the exchange rate at the year end 2013. All other 2014 assets as well as all
2016 assets, are converted to US dollars based on the exchange rate at the year end 2015.

Source : Global Sustainable Investment Review 2016

52.6%

38.1%

Growth drivers of ESG investing
World is Changing
Flood risk and sea level rise, privacy and data security, demographic shifts, and regulatory pressures - new risk
factors for investors. Modern investor may re-valuate traditional investment approaches.

Investors are Changing
Over the next two to three decades, the millennial generation would look forward for investing in ESG assets
across the globe

Data & Analytics are evolving
Better data, policy nudge combined with better ESG research and analytics capabilities, facilitates systematic,
quantitative, objective and financially relevant approaches to ESG key issues.

Source : MSCI Report on ESG Investing

ESG Index performance in India

S&P BSE 100 vs S&P BSE 100 ESG Index

190
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S&P BSE 100 ESG Index (INR) TR

S&P BSE 100 ESG Index outperformed S&P BSE
100 Index by 338 bps (Apr’14-Mar’18)
Source: http://www.asiaindex.co.in/indices/equity/sp-bse-100

S&P BSE 100 (TR)

Apr-18

Oct-17

Apr-17

Oct-16

Apr-16

Oct-15

Apr-15

Oct-14

Apr-14

90

ESG is evolving in India
•

In India more companies are sharing ESG initiatives through Sustainability Reporting
• NVG SEE being made applicable to Top 100 companies by the stock exchanges a few years
ago has ensured improvement in quality of sustainability data forthcoming from these
companies. This universe is now extended to Top 500 companies now which will make it
easier to assess these companies on their ESG footprints.
• Clause 49 of listing agreement made reporting on the corporate governance practices
mandatory for all listed entities

•

Investors are integrating Quality of Earnings (QoE) into investment criteria

•

Corporate Governance is qualitative in nature and backbone for balancing stakeholder
interests

•

Supreme Court ban on sale of BS-III vehicles from April 1, 2017

•

Supreme Court ban on liquor shops on highway

•

Supreme Court asks industrial units to set up effluent treatment plants within 3 months

•

Coal Mine de-allocation and auction

ESG factors which we follow – Few Examples

Environmental
Factors

Sensitivity to ESG

Social Factors

•
•

•

Adequacy of Data on
ESG footprint

•

Sensitivity towards
environmental and
social impact

•

•

Progressive reduction
in energy consumption
Progressive reduction
in water consumption
CO2 and other toxic gas
emissions
Renewable Energy

•
•

Governance Factors
•

Transparency to
Wide
Government,Distribution
local
bodies and affected
Network
communities regarding
consent, R&R during
land acquisition &
clearance
Cordial Industrial
Relations
Training & skill
development

Total -> % Final Score -> Category
Category

Score

A

B

C

D

E

F

>75-100

>65-75

>50-65

>35-50

>20-35

0-20

Competence & diversity
of Board ofExperienced
Directors
Investment
• Independence of the
Team
board and rotation of
independent directors
Extensive
•Product
Independence of Audit &
Remuneration
Range
Committee
• Evidence of tax evasion
• Transparency in the
related party
transactions
• Minority Shareholder
protection

ESG Analysis Process

Evaluate each investee companies on ESG
factors

Evaluate

Engage

Integrate

Voting Practices
Communicating with investee companies
before and after the AGM

Integrate ESG philosophy into entire
investment decision making process

INVESTMENT PROCESS
External:
Ratings from global
reputed ESG ratings
firm/s

Investment Universe
Internal coverage

Exclusions
Sector + Controversy
Internal research:
Coverage of 340+
companies

Leverage Amundi
expertise

ESG Ratings / Scorings
External + Internal
Sectors:
Tobacco
Controversial weapons
Alcohol
Gambling
Adult entertainment

Controversies:
High/Severe impact on
society, environment
and risk to company

Source: SBIFM PL

Internal:
Build SBIFM
capabilities

Fundamentals:
Return on capital
Earnings growth
Competitive advantage
Longevity / scale of
opportunity
Valuations

Portfolio construction
Fundamentals

Challenges in Integrating ESG in Investment Decision-making
•

The data availability is still very poor. The ESG data is being shared by only top 100 companies
since 2012 after implementation of NVG SEE and a handful of others on voluntary basis.

•

Top 500 companies will report from this years onwards but one will have to wait for few years
before a trend in various ESG parameters would be available for meaningful assessment of their
ESG footprints

•

The quality of data is still not very high as the companies themselves are possibly on a learning
path and also perhaps not every company management is convinced of the utility and
desirability of paying attention to ESG factors and sustainability.

•

The investor pull is lacking. There is a need to up the ante for investor education on
sustainability or ESG integration.

•

The securities market lacks depth. For a relative return investor like us, Exclusion may not be a
feasible strategy across the Board. Hence, we are forced to follow the Engagement route.

Disclaimer

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL
SCHEME RELATED DOCUMENTS CAREFULLY.
This presentation is for information purposes only and is not an offer to sell or a solicitation to buy any mutual fund units/securities.
The views expressed herein are based on the basis of internal data, publicly available information & other sources believed to be
reliable. Any calculations made are approximations meant as guidelines only, which need to be confirmed before relying on them.
These views alone are not sufficient and should not be used for the development or implementation of an investment strategy. It
should not be construed as investment advice to any party. All opinions and estimates included here constitute our view as of this
date and are subject to change without notice. Neither SBI Funds Management Private Limited, SBI Mutual Fund nor any person
connected with it, accepts any liability arising from the use of this information. The recipient of this material should rely on their
investigations and take their own professional advice

Bridging the Gap
between ESG &
Investment fundamentals
The Indian Perspective

Neena Singh,
Partner and Lead – Sustainable Finance,
ERM in India

27 June 2018

The business of sustainability

ERM in India
 Leading Provider of
Environmental, Social, Safety,
Risk and Sustainability
Solutions

- 5 offices – Ahmedabad;
Bengaluru, Gurgaon, Kolkata;
Mumbai

- 170+ best in class technical
experts
- Been in operations since

1995
 Successfully completed over

5000 projects in India
https://www.erm.com/en/locations/india/
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ERM partners with clients to
help them –
Enter New Markets:
By geography, company and assets

Deliver Capital Projects:
Efficiently, safely, compliantly, on time and
budget

Sustain HSE Performance
Excellence:
Seeking sustainable, safe and compliant
operational performance

Develop Asset Retirement
Strategies:
Closure, decommissioning and divestment

www.erm.com

What are the
BUSINESSCRITICAL IMPACTS
of ESG risks?
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Non-technical/ESG Risks
have often derailed
projects

www.erm.com

Environmental and social issues can materially affect
NPV
Concept

Prefeasibility

Feasibility

Execution

Operation

Closure

Theoretical
NPV

NPV

Option 1

Option 2

NPV
including
risks

Option 3
Option 4

www.erm.com

2

Delayed extractive projects with CAPEX greater than
$500m

Length of
delay
(months)

Oil
and
Gas

Mining

2-6

7- 12
13 – 24
24+
4

www.erm.com

Source: ERM Analysis

Environmental concerns
Stakeholder concerns over potential environmental
impacts

Difficulty in securing required permits (mainly
environmental)

Land Access
Difficulties securing rights to land and physical
access to site

Lack of social acceptance
Protests by communities, NGOs or other
organisations

Health and Safety
Health and safety concerns or incidents

Extreme weather
Extreme weather conditions preventing
activities

Revenue sharing

Other Causes

Causes of delays

Non-technical Causes

Permitting issues

Commercial negotiations with governments

Technical challenges
Engineering challenges or unavailability of
equipment

Commercial issues
Changes in the commercial viability (commodity /
input prices)

Less than a third of the projects were delivered
on schedule
Mining project delays (2008 – 2012)
Causes of delay*
Delayed

46%

Lack of social acceptance

42%

Environmental concerns

35%

Permitting issues

No delay
reported,
project in
progress

24%

Land Access

6%

Health & Safety

6%

Extreme weather
Adverse

3%

Commercial issues
Revenue sharing

Delivered on
schedule

30%

Technical challenges
No details available

0%

6

50%

Non
technical
causes

23%

35%
6%
3%

Other
causes

6%

*Does not sum to 100% due to multiple causes of delays

81% of delayed projects had one or more non-technical cause
www.erm.com

Source: ERM Analysis

Projects with non-technical issues had longer
delays
Length of delays where causes were
identified
9
8

7
6
5

Non-technical causes identified

4

Only technical and commercial
causes

3
2
1
0
2-6

7-12

13-24

7

www.erm.com

Source: ERM Analysis

24+

Greenfield projects suffered greater delays than
expansions

Number of projects

Greenfield vs. Brownfield Project Delays
40
35
30
25

No delay

20

Non-technical causes

15

Only technical and commercial
causes

10
5
0
Greenfield

Brownfield

64% of greenfield projects were delayed compared to 29% of
brownfield expansions
8

www.erm.com

Source: ERM Analysis

ESG Data sometimes
shows half truths

The Cumulative Impacts of Mining
The Goa Story

Several small mines operated in clusters.
Individual mines showed compliance to laws in their
reports. Some also demonstrated good practice on
water management, CSR, dump restoration etc
A few large miners reported their sustainability
performance
The major impact of mining in Goa came from truck
transportation Thousands of trucks plied through
village and towns, jamming roads and creating major
pollution.
PILS were filed and the Supreme Court closed the
mines till the miners gave an alternate plan .

The cumulative impacts of
mining and enhanced risk
does not get captured in
data reported by the
companies
www.erm.com
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Supply Chain Risks
The Tea Story
An international beverage company procures tea
from a reputed supplier with large tea gardens in
the north east of India
Most of the work contracted out in zones, each
handled by a different contractor.

A number of migrant workers being used, many of
them from Bangladesh, many of them working
without permits.
Worker disputes settled by the Contractor
supervisors. No Trade Unions, however no major
strikes reported.
A due diligence showed major issues around labour
wages, working hours, conditions of labour
accommodation and lack of appropriate grievance
redressal mechanisms.

Data does cover supply
chain risks
www.erm.com
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Does data show all that we need to see?

It does not report on the water
source vulnerability
A thermal power company reports that it has
reduced15% of its overall water use

A tea company shows good labour
management practices in its own plantations

The data shows compliance to laws and
meeting necessary standards. It focuses on the
present.
www.erm.com

Some thermal power plants have to seasonally
shut down as their source dries up.

But what about contract workers
and to what extent is the company
taking responsibility for their working
conditions? Is there a business
continuity risk here?
What about resilience to future
legal changes? Is the business
ready for that? How does it track
what’s in the horizon? Is it equipped
to meet those requirements?
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So what is the Challenge?

ESG Data for external stakeholders and not
for operational improvement

Third party data assurance not always done,
and sometimes questionable

Promoters or management lack appreciation
of ESG issues, unwilling to invest in more
strategic data gathering/studies
Gaps between regulatory requirements and
international standards sometimes difficult to
fill and hence not reported
Business horizon is now and immediate – not
long term. Some key sustainability issues are
longer term
www.erm.com

What are Financial
Institutions and PE firms
increasingly looking for?

Promoter/Board buy–in and accountability

Mature
management
systems for
construction
and
operations
Robust
assessment
and
managemen
t of ESG
Risks
Evidence of
Stakeholder
Engagement and
Grievance response

Agreed action plans to close any gaps

Monitoring and Reporting on the action plan
implementation + Disclosure
www.erm.com

Fair Treatment of
Labour

Resource
Efficiency and
Pollution
Management

Proper
management of
resettlement and
livelihood impacts

Assessment of
Biodiversity
Impacts

Processes of
dealing with I{ and
Cultural Heritage
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Opportunities going
ahead: Closing the Gap

90 Banks in 37 countries have joined the Equator
Principles covering about 70% of the total project finance and
debt in the world.
The number has grown significantly in the last decade.

Indian banks and Equity Funds accessing international
finance are now adopting policies aligned with international
standards.
Many of these are infrastructure focused.

There is growing appreciation of identifying these issues
early and taking informed decisions.

Appreciation that the maximum influence is before the
financial closure of any deal. FIs try to get in the necessary
obligations in the loan/financing covenants.
Project Proponents have now been exposed to the benefits
of being benchmarked against high standards.
It helps significantly to show that their ESG performance is robust in a market
place of merger and acquisitions.

For Equity Investments, good performance in ESG
increasingly has resulted in higher exit valuation.

Policies gaps are getting addressed and this is creating a
much larger interest among global investors.

ERM enjoys the

highest brand
preference in the
EHS&S
consulting sector.
According to Global
Survey by Verdantix, an
independent research
firm
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www.erm.com

Click here for details

Our Service Offerings
We are shaping a sustainable future with the world’s leading organizations.
Transaction
Services

Minimising risks assessing impacts of
the sustainability agenda on the
business during transactions.
Creating value during the investment
cycle.

Impact Assessment
and Planning

Obtaining licenses to operate by
managing environmental, social and
health impacts.

Contaminated Site
Management

Cost effective and exit-focused
management of the life cycle of
contaminated sites.

Air Quality and
Climate Change

Helping clients to understand and
manage the full cycle of effects their
operations can have on the
atmospheric environment including
regulatory support to ensure long
term, successful compliance.

Risk
Management

Quantifying and mitigating process
and technical risk.

Performance and
Assurance

Creating value and reputation
through ensuring EHS compliance,
driving sustainability performance
and culture and controlling business
risks.

Certification and
Verification Services

Providing a comprehensive range of
high quality, independent certification
and verification services, with a
global reputation for excellence.

Information Solutions

Providing intelligent and sustainable
information solutions that support
strategic Environmental, Health and
Safety (EH&S) and overall business
objectives.

www.erm.com
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Thank you

Neena Singh
Partner and Lead –
Sustainable Finance,
ERM in India
Neena.singh@erm.com

THANK YOU FOR JOINING US…
Contact Us
Ajit Dange, CFA
SBI Funds Management Private Ltd.
Ajit.Dange@sbimf.com

Neena Singh
ERM India
Neena.Singh@erm.com

Want More?

Please click on the widget at the bottom of your screen to complete
the survey.
Please click on the widget at the bottom of your
screen to ask live questions.
Alternatively you can click on this widget and email us your questions
for speakers.

Hannah Skeates
S&P Dow Jones Indices
hannah.skeates@spglobal.com

Please click on the resources widget for more content, to visit
our site for financial advisors.

VISIT WWW.ASIAINDEX.CO.IN FOR INDEX-RELATED RESEARCH, COMMENTARY AND EDUCATIONAL PUBLICATIONS.

For Financial Professionals Only

