DISCLOSE

Enabling our clients to make sustainable decisions

Introduction to Governance within ESG

Governance, as the "G" in ESG (Environmental, Social, and Governance), refers to the set of
practices, controls, and procedures that a company employs to make effective decisions,
comply with the law, and meet the needs of external stakeholders. Excellent corporate
governance creates a transparent set of rules and controls in which shareholders, directors, and
officers have aligned incentives. In this context, governance concerns itself primarily with ethics,
accountability, transparency, and risk management within an organization.

Key Aspects of Governance in ESG

Governance in the ESG context goes beyond traditional corporate governance to incorporate
aspects like:
e Board composition: Diversity and independence of the board.
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Executive compensation: Alighment with long-term shareholder interests and overall
company performance.

Audit committee effectiveness: Proper oversight of financial reporting and risk
management.

Shareholder rights: Respecting the rights and equitable treatment of all shareholders,
including minority and foreign shareholders.

Corruption and bribery: Mechanisms to address corruption, including adherence to local
and international laws.

Governance and ESG Regulations

Governance within ESG is increasingly under the spotlight due to new regulations and standards
aimed at fostering greater transparency and accountability. Here’s how various regulatory
frameworks and standards address governance:

Global Reporting Initiative (GRI): The GRI standards offer acomprehensive set of indicators
covering aspects of governance like board oversight, stakeholder engagement, ethics and
integrity, and remuneration policies.

Task Force on Climate-related Financial Disclosures (TCFD): TCFD emphasizes the role
of the board in overseeing climate-related risks and opportunities, advocating for enhanced
board governance to improve climate-related financial disclosures.

Sustainability Accounting Standards Board (SASB): SASB provides industry-specific
standards that help businesses disclose material information on governance-related issues
that affect financial performance, such as accounting metrics related to board governance
structures and processes.

Corporate Sustainability Reporting Directive (CSRD): CSRD, aimed at EU companies,
increases the scope of reporting, including detailed reporting on governance practices
especially concerning sustainability issues.

Corporate Sustainability Due Diligence Directive (CSDDD): Although primarily focused on
environmental and social issues, CSDDD also touches on governance by requiring due
diligence processes that include governance mechanisms to oversee and manage risks and
impacts on human rights and the environment.

Case Studies in Governance

Case Study 1: Tech Giant Overhauls Board Structure A leading global technology company
faced criticism over its board’s lack of diversity and expertise in environmental issues. In
response, the company restructured its board to include directors with experience in
renewable energy and corporate sustainability, aligning with SASB recommendations. This
move not only improved investor confidence but also enhanced strategic decision-makingin
sustainability initiatives, showing direct benefits of governance focused ESG practices.
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e Case Study 2: Automotive Company Enhances Transparency Following several scandals
related to emissions cheating, a major automotive manufacturer revamped its governance
structure to enhance transparency and accountability. This included establishing a separate
committee focused on environmental risks and compliance, as recommended by TCFD and
GRI standards. The company started regularly publishing detailed sustainability reports that
adhered to CSRD requirements, restoring stakeholder trust and stabilizing its market
position.

Using Data to Enhance Governance

Data plays a crucial role in governance by providing quantifiable metrics that can be monitored
and improved over time. For example, tracking the percentage of independent directors,
monitoring the frequency of board meetings discussing sustainability, and measuring the ratio
of CEO pay to median employee pay are all data points that can inform better governance
practices.

Conclusion

As evidenced by these regulations and case studies, robust governance is crucial for
sustainable business practices and maintaining stakeholder trust. Companies are increasingly
expected to adhere to high standards of governance, driven both by regulatory requirements and
the ethical imperatives of modern business. Enhanced transparency, accountability, and
alignment of interests between boards, management, and shareholders are essential for long-
term success and sustainability in today's global market.
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