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To: Members of the Board
From: Monica R. Valentine, Executive Director and
Robin M. Gilliam, Assistant Director

Subject: Environmental, Social, Governance Education Session (ESG) (Topic A)

INTRODUCTION

ESG refers to a framework to integrate environmental, social, and governance risks
and opportunities into a firm's strategy to build long-term financial sustainability and
value creation. During the October 2021 climate session, members expressed an
interest in ESG. Therefore, staff presents this education session as an introduction
to ESG and how climate-related financial risk fits into ESG.

Prior to the Board’s December meeting, please review the materials in preparation
for the education session.

Presenter’s Biography

Corinne Dougherty is a partner in KPMG’s Washington, DC office. She
has over 18 years of experience providing financial statement audit
and related assurance services, as well as accounting and advisory
services to her clients. Corinne is part of the leadership team for
KPMG IMPACT. In this role, Corinne oversees the development and
delivery of Environmental, Social and Governance (ESG) related
training, advises clients in developing best practices for impact
measurement and reporting, and leads teams engaged to provide
ESG assurance services. Corinne serves as KPMG'’s liaison to the
American Institute of Certified Public Accountants Sustainability Assurance and Advisory
Task Force. Corinne is a frequent speaker on ESG topics and has been featured in
publications including Government Matters, Federal News Network, the Journal of
Accountancy, and Insights Magazine.

Additionally, Corinne is a partner in KPMG’s Federal practice in providing audit and advisory
services to Federal Government clients. Corinne oversees audits of large, complex Federal
government Departments and agencies.

441 G Street NW, Suite 1155, Washington, DC 20548 ¢(202) 512-7350 ¢ Fax 202 512-7366

All briefing materials are electronically available at www.fasab.gov. They are prepared by staff to facilitate
Board discussion at meetings and are not authoritative. Official positions of FASAB are determined only
after extensive due process and deliberations.


https://fasab.gov/board-activities/briefing-materials/

Corinne served as an adjunct professor for 4 years. She taught two different graduate
courses on government and not-for-profit accounting and auditing in the Masters of
Accountancy program at The George Washington University.

Corinne has been recognized by winning the Washington, DC office’s KPMG Chairman’s
Award for high performance. In addition, Corinne was selected by the Greater Washington
Society of CPAs as a Woman to Watch and by the Accounting and Financial Woman’s
Alliance as an Emerging Leader.

Corinne has a Bachelor’s degree in Accounting from the Robert H. Smith School of
Business at the University of Maryland and is a Certified Public Account, Certified
Government Financial Manager, Project Management Professional, and received an
Executive Certificate in Advancing Sustainability from NYU Stern’s Center for Sustainable
Business.
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INTRODUCTION TO ESG

With you today

Corinne Dougherty

Audit Partner
KPMG IMPACT
Contact: cdougherty@kpmag.com

‘ KPMG IMPACT: Your ESG solution
Measure, report and assure ESG data
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What is ESG?

ESG refers to a framework to integrate environmental, social and
governance risks and opportunities into a firm's strategy to build
long-term financial sustainability and value creation.

o
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Environmental Social Governance

Conservation of the natural world: Consideration of people and Standards for running an
— Climate Change and emissions relationShipS: Organization:

— Air and water pollution — Customer satisfaction — Cyber data breaches

— Biodiversity — Data protection and privacy — Bribery and corruption

— Deforestation — Gender and diversity — Executive compensation

— Energy efficiency Employee engagement — Lobbying

— Waste management Community relations Political contributions

— Water scarcity Human rights Whistleblower schemes
Labor standards
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WHAT IS ESG?

Why ESG now?

Shareholders/Investors

Lenders

Regulators

Perception is changing.

Institutional investors are
demanding increased
transparency of a company’s
ESG strategy and reporting.

Borrower discounts and
preferential loan pricing are
becoming more common
amongst lenders.

Securities and Exchange
Commission (SEC) has
discussed the need for

proposed recommendations
for disclosure standards.

Consumers

Employees

Ratings agencies

80% of consumers prefer
buying from brands whose
actions align with their beliefs
and values.'

Surveys show employees
increasingly want to work for
companies that align with their
values.

Poor ESG ratings can lead to
stocks being labeled as
“‘unsustainable assets” and
increase your cost of capital.

"Source: KPMG International, Me, my life, my wallet 2020

©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.



https://home.kpmg/xx/en/home/insights/2021/02/me-my-life-my-wallet-report.html

WHAT IS ESG?

Climate is what you expect, weather is what you get

- Weather is short-term changes in the atmosphere, climate describes what the weather is like over a long period of time

- Climate is often looking at averages of precipitation, temperature, humidity, sunshine, wind and other measures of weather that occur over a
long period of time

Source: National Centers for Environmental Information
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WHAT IS ESG?

Climate disasters in the US

U.S. 2021 Billion-Dollar Weather and Climate Disasters

Western Drought Central Severe Weather Central Severe Weather
and Heatwave July 8-11 June 24-26 North Central
2021- ongoing @ Severe Weather

August 10-13

Western Wildfires
Summer-Fall 2021 N

Ohio Valley Hail Storms

California Flooding June 17-18
and Severe Weather
January 24-29 Eastern Severe Weather
Northwest, Central, March 27-28
Eastern Winter Storm @
and Coldwave @ Southeast Tonadoes
February-10-19 and Severe Weather
A March 24-25
Teas and xamone . 6 \Tropical Storm Fred
Severe Weather August 16-18
April 27-28 o o —\ g
: Tropical Storm Elsa
TH L Southern Tornadoes and July 7-9

April 12-15 / Southeast Severe Weather
Hurricane Nicholas Louisiana May 2-4

@ September 14-18 Flooding @ Hurricane Ida

May 17-18  August 29-September 1

This map denotes the approximate location for each of the 18 separate billion-dollar weather and climate disasters that impacted the United States January-September 2021.

Source: National Centers for Environmental Information
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Climate change is driving a market transformation

= The planet has warmed 1.1 degrees Celsius since the 191"
century due to human activities. Warming of 1. 5 degrees is
projected.’

= With new commitments made by India, Russia, Brazil, Saudi
Arabia, Australia and others, at least 90% of the world’s
economy is now signed up to net-zero targets — that figure
was less than 30% one year ago.? ' v

= Net Zero commitments will drive a fundamental reorlentatlon
of our economies, with mfrastructure real assets, mvestments
and patterns of consumption requiring an overhaul

= Banks, insurers and capital markets are "eXpected”'tOjdri\/'-e"ec;_t'ieh“nowf_jte-fa".far greater extent than ever before.

= Through the Glasgow Financial Alliance for Net Zero (GFANZ),"_"U'S$1-30 trillion of private capital has been committed to net zero.
Clean finance can now play a critical role in driving, or stopping, activity.

= The shift to net zero is the next great industrial revolution and businesses that seize the opportunity are expected to
thrive — those that don’t, may not.

Source:
1. IPCC Climate Change 2021 ( )
2. PM: Glasgow Climate Pact keeps critical 1.5C global warming goal alive - GOV.UK (www.gov.uk)
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Media insights

explore key pusiness topics on climate change from 93,496 articles ar ound the world
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Last7 days ¥

Main topics

Human capital and the

Climate innovation and Mobilization of capital
climate question

technology for climate action

Climate policy
4311 article

Subtopics
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technology
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neutrality

economy

Articles
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United Kingdom 5057 ) <
United States 4 25
France 23404
’ + China 19.04
X @) A < Germany 14501
. India 11551
ftaly 1143
g Brazil 112
) Russia
Spain 862
Mentions
people v Companies v <
1 Joe giden 12,59 Tesla, InC. 22 82
2 Boris)ohnson 7321 Amazon (company) 2,02
, Greta Thunberg 4,781 , World Bank 164
. ponald Trump 183 + BBC 1.4
5 XiJinping - Google 1463

Industries

Trar\sportation & logistics Real estate
Metals & mining public sector
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Aerospace & defense Ut'\\'\t'\ES
Energy e senetanmert
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Selected insights

Towards net zero

How the world's largest companies report
on climate risk and net sero transition
Companies are under pressure (o disclose
their exposure to dlmJ\Ev(elalEd r.

The (blue) wealth of nations Net Zero Readiness Index
s the world prepares for the COP26 UN
Climate Change Conference in G1asgoW !
green’ economy that is low in carbon: November, KPMG has published its first
cociallv inclusive and resource efficient Net Zero Readiness IndeX (NZR). The NZ.

Around the world, countries and
rerritories are looking t© transition 10 3
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https://climateinsights.kpmg/

More companies acknowledge the financial risks of »
climate change

tn4

US Fortune 100
companies reports
climate riskin line
with TCFD

64% of US Fortune

100 companies now
acknowledge. the financial
risks of climate change in
their reporting

Source: The KPMG Survey of Sustainability Reporting 2020

71 O/O of US Fortune

100 companies now have
targets in place:to reduce
their carbon emissions

AMaonty

of US Fortune 100
companies (71%) that report
carbon reduction targets
now link those targets to

global climate goals
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ESG REPORTING AND FRAMEWORKS

Leading ESG guidance and reporting frameworks

A set of core first and second generation initiatives, frameworks, and guidance examples are outlined below

Value Reporting Foundation (VRF) TCFD

Task Force on Climate-

Global Reporting
Initiative

Early, broadly accepted
methodology to
homogenize sustainability
reporting - periodically
updated to improve
disclosure quality & meet
sector specific needs

Reporters identify their
material focus areas and
tailor reporting to cover
those topics

GRI provides E, S and G
topic level disclosures for
material focus areas, which
include both qualitative and
quantitative disclosures

Sustainability
Accounting Standards
Board

Modeled on the Financial
Accounting Standard Board
(FASB) - aims to create a
focused, standardized
reporting framework
tailored to corporate needs

The global economy is
divided in 77 sub-sectors -
For each sub-sector
material topics were
identified and topic specific
metrics were developed
Rapidly growing support
among investors and
corporations alike

<IR>

Integrated Reporting
Framework

<IR> framework includes
an organization’s strategy,
governance, performance
and prospects, in the
context of its external
environment, lead to the
creation, preservation or
erosion of value over the
short, medium and long
term.

|

related Financial
Disclosures

TCFD requires entities to
consider and assess risk &
opportunities poised by
Climate Change to the
business and its operations

Analysis is forward looking,
covering strategic and
tactical considerations, as
well as the quality of
Governance and
Management

Institutional asset
managers are beginning to
expect (but not yet require)
TCFD analysis

ESG metrics incorporating
leading practices from
current reporting
frameworks

Core and expanded metrics
to report on ESG
performance and track
their contributions towards
the SDGs

Developed in coordination
with the Big Four
accounting firms

CDP

Carbon Disclosure
Project

Non-profit organization for
companies and other
organization to submit and
disclose details of their
environmental impacts —
typically GHG emissions
and water

Companies are asked to
populate surveys, which
capture details of
emissions scope and scale,
and ambitions to modify
and manage emissions

Submissions are scored for
completeness,
transparency, and planned
mitigations. Scored survey
materials are shared via a
searchable, public-facing
database

As ESG-related flows continue to increase, companies must integrate ESG into their policies and procedures. The noted initiatives, frameworks, and guidance offer a

starting point for building and evidencing integration.

©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. 13



ESG REPORTING AND FRAMEWORKS

International Sustainability Standards Board

Task Force on The Financial Stability Board’s TCFD
Climate-related contributes ‘a framework to help
Financial organisations disclose climate-related
Disclosures risks and opportunities’
World
rorum ' Sustainability SASB contributes * lete |
— Sustainability contributes ‘a complete .
WEF: ‘a | \ézlugrtin Accounting set of globally applicable | Inte"!atlo_n_al
core set of ' FoSn dati%n _J standards”  industry standards ' IFRS Sustainability
common | Board “IR> aim is 0 " : Foundation Standards Board
iri d aim is to ‘improve the
(TiSeC?OCSSU?QS I Formed by Integrated  quality of information available (ISSB)
on non- 1S (7 e Reporting  to providers of financial capital !
financial | e sl — Framework to enable a more efficientand |
factors’ 0 and <IR> productive allocation of capital’ I
0 . . CDSB contributes ‘climate change I
Climate Disclosure o504 information of value to investors
| SIEEERe D BT in mainstream financial reports’ |
b -— -— -— -— -— -— -— -— -— -— -— -— -— -— -— -— -— b

e e» Resources consolidated into the IFRS Foundation
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ESG REPORTING AND FRAMEWORKS

Greenhouse Gas Emissions Scope

Figure [1.1] Overview of GHG Protocol scopes and emissions across the value chain

Scope 2
INDIRECT

Scope 3
= P

II INDIRECT

purchased

leased assets

employee
w commulting

goods and
services
d purchased electricity, steam,
E. heating & cooling For own use

capital
goods

fuel and
energy related
activities -ﬂ. =  Lusiness
—_—— - travel
transpertation
and distribution waske
generated in
operations

Upstream activities

Source: Greenhouse Gas Protocol
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INDIRECT

Eransportation -

and distribution
investments

franchises
processing of

sold products ’
" - |
use of sold E leased assets

products
end-oflife
treatment of
sold produdts

Downstream activities

Scope 1, direct GHG emissions
(Owned/Leased)

Emissions from sources that are
owned or controlled by the entity.

Scope 2, electricity indirect GHG
emissions (Energy)

Emissions from the generation of
purchased electricity consumed by
the entity.

Scope 3, other indirect GHG
emissions (Business Travel)

Emissions that are a consequence
of the activities of the entity, but that
occur from sources not owned or
controlled by the entity.
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ESG REPORTING AND FRAMEWORKS

GHG Protocol Standards

Policy and Action Standard Mitigation Goal Standard Project Protocol

The Greenhouse Gas Protocol
GREENHOUSE
GAS PROTOCOL

Policy and
Action Standard

An accounting and reporting standard An accounting and reporting standard
for estimating the greenhouse gas effects for national and subnational
of policies and actions greenhouse gas reduction goals

& SR

The GHG Protocol Mitigation Goal The GHG Protocol for Project

The GHG Protocol Policy and Action Standard provides guidance for Accounting is the most

Standard provides a standardized designing national and subnational comprehensive, policy-neutral
approach for estimating the mitigation goals and a standardized accounting tool for quantifying the
JIEEnlels G EEE oF pohses approach for assessing and reporting greenhouse gas benefits of climate
and actions progress toward goal achievement chanae mitiaation proiects

Source: Greenhouse Gas Protocol
©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. 16




ESG REPORTING AND FRAMEWORKS

What are green, social, sustainability (GSS) and sustainability-linked bonds (SLB)?
Standard bonds with a bonus “green’ and/or “social” benefits feature

Sustainability Bond

Sustainability-Linked Bond

y T,
" susananiy aons

A green bond, like any other bond, is
a fixed-income financial instrument for
raising capital through the debt capital
market. The key difference between a
‘green’ bond and a regular bond is
that the issuer publicly states it is
raising capital to fund ‘green’ projects,
assets or business activities with an
environmental benefit, such as
renewable energy, and which are
aligned with the four core components
of the Green Bond Principles (GBP) .

Any type of bond instrument where
the proceeds, or an equivalent
amount, will be exclusively applied to
finance or re-finance in part or in full
new and/or existing eligible social
projects and which are aligned with
the four core components of the
Social Bond Principles (SBP) 2.

Any type of bond instrument where
the proceeds, or an equivalent
amount, will be exclusively applied to
finance or re-finance a combination of
both green and social projects.
Sustainability Bonds are aligned with
the four core components of both the
GBP and SBP with the former being
especially relevant to underlying
green projects and the latter to
underlying social projects 3.

Any type of bond instrument for which
the financial and/or structural
characteristics can vary depending on
whether the issuer achieves
predefined sustainability/ ESG
objectives. In that sense, issuers are
thereby committing explicitly
(including in the bond documentation)
to future improvements in
sustainability outcome(s) within a
predefined timeline. SLBs are
forward-looking performance-based
instruments 4.

1. ICMA Group, Green Bond Principles June 2021

2. ICMA Group, Social Bond Principles June 2021

3. ICMA Group, Sustainability Bond Guidelines June 2021

4.  ICMA Group, Sustainability-Lined Bond Principles June 2020

©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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ESG REPORTING AND FRAMEWORKS

Principles published by International Capital Markets Association (ICMA)

The Principles

e

( Green Bond N\ iema

Green Bond Principles
Voluntary Process Guidelines for Issuing Green Bonds
June 2021

Sacial Bond W\ iema
Social Bond Principles
Voluntary Process Guidelines for Issuing Social Bonds

June 2021

Social Bond ( Sustainability Bond

Green Bond ..'lﬁ gustainability-Linhed
I oles == on

Use of Proceeds® General Purposes®

=

Green, Socia y Sustainability-Linked Bonds
("GS5" or “UaP") ("SLBs"

Core Components: Core Components:

Financial
Instrument
Guidance

AU Sitainabitity Bond W iema W, Sustainabillty-Linked R\
Bond

Sustainability Bond Guidelines Sustainability-Linked Bond Principles
June 2021 Voluntary Procass Guidelines
June 2020

argets (3

Transition
Finance

o )

W Glimate  climate Transition Finance Handbook (CTFH) ~, Thematic

Guidance

PaUidanse ray Der apipead [0 a00 U0E BOnds o SL5s)
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Global ESG regulation points to 2024

IFRS Foundation
consults on
establishing an
International
Sustainability
Standards Board
(ISSB) parallel to
IASB

In EU
Sustainable
Reporting
Standards
recommendation
of EU project task
force

In U.S.

New SEC
enforcement
taskforce to focus
on climate and
ESG issues
created and public
consultation on
climate disclosures
issued

In EU

Corporate
Sustainability
Reporting Directive
(CSRD) Proposal
adopted

In U.S.

Executive Order
directs regulators
to consider climate
risk quantification,
disclosure and
mitigation

SEC public
consultation closed

COP26
launch of the IFRS
Foundation’s ISSB

In U.K.

PRI requires
companies to
consider how
climate change
risk impacts
portfolio

IFRS

opens comment
period on
establishment of
ISSB

SEC issues
comment letter
highlights staff's
extensive
questioning of the
quality of public
companies’ climate
disclosures

Q1: SEC
disclosure
proposals
expected

Climate change,
human capital, and
cybersecurity risk
governance

U.K. registered
companies

and wider scope of
listed companies
required reporting
under TCFD

Initial disclosure
under SFDR and
the EU Taxonomy
is required

2022

H1 22

European
Parliament and
Council negotiate
final CSRD
legislative text

Oct 22

First set of EU
sustainability
reporting
standards to be
adopted by
delegated act
(effective 2023)

Dec 22
National CSRD
enacted into law

2023/2024

2023

CSRD and likely
SEC reporting
requirements
would apply; first
reports with
assurance issued
in 2024

2024

Second set of EU
sustainability
reporting
standards to be
adopted by
delegated act
(effective 2023)

20



REGULATORY LANDSCAPE

SEC developments happening at pace

Latest news: SEC staff questions quality of climate disclosures

Q1

Q2

Q3

Likely early 2022

— Statement issued: Division of
Corp. Fin. to enhance focus on
climate-related disclosures in
public company filings (based on
2010 guidance)

— Climate-related disclosures
added to enforcement priorities

— New enforcement taskforce to
focus on climate and ESG
issues

— Public consultation on climate
change disclosures announced

Select developments in 2021 shown.

— Division of Examination review
of ESG investing observes
deficiencies and internal control
weaknesses

— Gary Gensler confirmed as
SEC Chair

— Executive Order directs
regulators to climate risk
quantification, disclosure and
mitigation

— Speech: Living in a Material
World: Myths and
Misconceptions about
“Materiality” (Commissioner
Allison Herren Lee)

— Regulatory agenda announced

— Public consultation closed

— Sample comment letter
highlights staff’s extensive
questioning of the quality of
public companies’ climate
disclosures (09/22)

.....................................

Disclosure proposals expected:
: — Climate change

. — Human capital, including
diversity

: — Cybersecurity risk governance

Read more and stay up to date:

= KPMG IMPACT
= KPMG ESG Assurance
= KPMG Financial Reporting View (ESG

= SEC resource page

©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. 21


https://www.kpmg.us/services/kpmg-impact.html
https://audit.kpmg.us/esg.html
https://frv.kpmg.us/all-topics/esg.html
https://www.sec.gov/sec-response-climate-and-esg-risks-and-opportunities

REGULATORY LANDSCAPE

SEC climate proposals likely early 2022

SEC Chair Gary (_-?-ensler has as_ked the staff Gl s s E h e e
to consider the following

— Should disclosures be in the 10-K? — Management responsibility: Will certification be

— What qualitative disclosures should be required? required?
E.g. how does company leadership manage climate- — Reporting period: Regardless of placement, same
related reporting period as financial statements or with a lag?
risks and opportunities? — Safe harbor: Depending on the nature of the

— What quantitative disclosures should be required? disclosures, will there be any liability protection?
g'g' In gddltlon to Scope 1 and 2 emissions, should — Assurance: Will limited or reasonable assurance be

cope

ired?
be required? required:

_ e o — Transition: How much time will there be to prepare for
— Should there be metrics for specific industries” rigorous and timely reporting?

— Should scenario analyses be required? — Scaling: Will ‘small’ registrants have a longer transition

— Specific to emissions reduction goals, what metrics period and/or the ability to scale any of the disclosures?
should be required?

— Particularly for funds that market themselves as ‘green’,
what disclosures should be required?

Task Force on Climate-related Financial Disclosures emerging as the way forward

©2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.



REGULATORY LANDSCAPE

EU proposal: Corporate Sustainability Reporting Directive (CRSD)

To which companies will it apply?

= Large companies that meet two of the following three
criteria:

> 250 employees;
> €40M turnover (revenue);
> €20M total assets.

= Listed companies other than micro-companies. Small and
medium-sized listed companies would have an additional
three years to comply.

How many companies are in scope?

= Approximately 49,000, covering > 75% of total EU
companies’ turnover (revenue).

What ESG reporting is required?

= In relation to the areas already reported on, additional
disclosures about:
— Strategy, governance and resilience;

— Information that is material to ‘other stakeholders’
as well as investors (so-called ‘double materiality’);

— Process of selecting material topics for stakeholders;

— Forward-looking information, including targets and
progress thereon;

— Intangibles (social, human and intellectual capital);

— Reporting in line with sustainable finance disclosure
regulation (SFDR) and the EU taxonomy regulation.

When will it apply?

= Standards would be developed by a new
European standard setter (under delegated
authority from the Commission).

= October 2022: first set of standards adopted by the
Commission (draft standards available mid-2022).

= By December 1, 2022: adoption of EU Directive in
member states legislation.

= 2023: First period for which companies would
need to report under the standards.

Is third-party assurance mandatory?

= Mandatory (limited level of assurance).

= Limited assurance is usually a negative
form of expression stating that no matter
has been identified by the practitioner to
conclude that the subject matter is
materially misstated.

Where will information be reported?

= In the management report, which would include
separate sustainability statements.

= The management report would need to be
published together with the financial statements in
a single document (paper or electronic).
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REGULATORY LANDSCAPE

Federal ESG developments happening at pace

Biden Administration has identified climate and racial equity as ‘immediate priorities’.

January

October

November

— Executive Order
(14008) directing
agencies to set
whole
government
approach to
address Risks
from climate
change

— Key agencies,
including DOD,
are to report on
ways security
implications of
climate change
(Climate Risk
Analysis)

— Executive Order
(14030) directing
agencies to
develop, and
execute on, a
strategy to quantify,
disclose, and
mitigate financial
risk of climate
change on assets
held by the Federal
government.

— Within 120 days:
Identify, measure,
mitigate, and
disclose climate-
related financial
risks to federal
government
programs, assets,
and liabilities.

— Executive Order
to advance
diversity, equity,
inclusion and
accessibility
(DEIA) in the
Federal
workforce

— Response to
Executive Order
14008: 20 agencies
issued Climate
Adaptation and
Resilience Plans.

= Focused on
steps agencies
will take to adapt
to and be
resilient to
climate change
impacts

— Financial Stability
oversight council
(FSOC) released
report and
recommendations
on climate-related
financial risk

— Infrastructure
Investment and
Jobs Act passed.
Will include:

= Tackle the climate
crisis
= Advance

environmental
justice

= Expand access to
clean drinking
water

= Modernize
infrastructure,
including energy
grid and network
of EV chargers

Expected response
: to Climate-related
i financial risk

Executive Order (EO

Read more and stay up to date:

= KPMG IMPACT

= KPMG Financial Reporting View (ESG
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https://www.kpmg.us/services/kpmg-impact.html
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O 4 The ESG Journey
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Assure

External assurance over
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THE ESG JOURNEY

Common challenges and pain points

Confusion about different
frameworks and standards

Disconnect between ESG goals
and business strategies

Frustration with disparate
ratings & rankings
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No process and controls in place on data
gathering and validation, and reporting

Getting buy-in from
management and employees

Establishing
materiality

Too much time and resources spent on
data collection and verification

Specificity of information
disclosed within the report
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THE ROLE OF FINANCE

What role can finance play in driving sustainability?

There are three key areas where finance can drive the organization’s sustainability agenda:

Investments

7
a8

Driving sustainability for both external
institutional investments and internal
capital appropriations

Corporate strategy

”
A

Delivering an overall corporate strategy
that includes current and future
sustainability commitments

Reporting

Owning both the data required
and ultimate completion of
sustainability reporting
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THE ROLE OF FINANCE

Finance can leverage existing skills and frameworks to drive the organization’s sustainability agenda

o B
)

Internal and external

reporting

Finance is uniquely

positioned to leverage

the quantitative and

qualitative data required

to report sustainable
efforts internally and
externally
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Financial
management

Finance professionals
possess the skills
required to collect,

interpret, and react to

the impacts of
sustainability efforts on
the bottom line

Process efficiency

Finance can use
existing proven and
streamlined policies and
procedures to quickly
define and implement
the frameworks
required to deliver the
organization’s
sustainability initiatives

Cross-functional
integration

Finance can use
existing relationships
(e.g. with sourcing,
supply chain and
strategy) to drive and
monitor sustainable
practices throughout the
organization

Governance and risk
management

Finance can employ
leading governance and
risk management
practices to create the
controlled environment
required to ensure
sustainability practices
are accurately
implemented, tracked
and reported

Investor
relationships

Finance can leverage
relationships with
investors to bring them
along in the
sustainability journey
and implement the
practices deemed most
important by customers,
shareholders and
institutional investors
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THE ROLE OF FINANCE

ESG stakeholders

Leading organizations are creating new executive positions dedicated to overseeing ESG initiatives

Traditional leaders:

= Chief Financial Officer

=  Chief Accounting Officer

= Chief Risk Officer

=  Chief Compliance Officer

=  Chief Technology Officer

= Chief Audit Executive

= Chief Controller

= Chief Executive Officer

= Head of Asset Management
= Board of Directors

= Corporate Development

Partnering with key
stakeholders to
determine the areas
where the organization
can deliver impactful
ESG initiatives

Building impact into
organizational strategy
and optimizing
alignment of activities
with values

Developing and
ESG implementing
responsible
investment strategy
and policies

Assessing and
managing ESG risk

within investment responsibilities:
portfolios

Instilling project
management, tracking
and monitoring
systems, and
reporting KPIs and
milestones

Measuring the return
on investment of
initiatives and
conduct cost/benefit
analyses

Emerging leaders:

Chief Sustainability Officer

Chief Value Officer

Chief Diversity Officer

®
e
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KPMG

KPMG IMPACT:
Your ESG solution

Create a more sustainable future while driving
measurable growth today. KPMG is a holistic
ESG solution that paves a clear path to purpose-
led, sustainable business to build resilience and
drive profitable and measurable growth.

{ > Learn more } n



https://www.kpmg.us/services/kpmg-impact.html
https://www.kpmg.us/services/kpmg-impact.html

KPMG

Handbook: Climate
risk in the finan 2

statements

-

[ > Download Here }



https://frv.kpmg.us/reference-library/2021/handbook-climate-risk-financial-statements.html

APPENDIX B

Select ESG-focused thought leadership

The Role of Finance in ESG

kPG KPMG Em . | . . :‘ Kmh [J[lU [] ”

A Fb e aolien 0
You Cant o lenke Adopting I R ‘ . :
(0 Creen P U|El[%( Sustananie ‘
06 s L
Winot ¢ C’%EHQBVS Fnance: ieha o0 . 7 ey r— gains steam
- of 2021 Responsiie 0. : in Washington.
e B Banking and =

Investment

ESG for CFOs:
What you need to know

e =)
Jecarnonizal
Journey

e board's role in culture and
ployee engagement

el s M
Jthe cure 1
4 The board'

s role in culture
and employee engagement

Click on each thumbnail to view our recent thought leadership.
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https://advisory.kpmg.us/events/webcast-homepage/2021/esg-for-cfos.html
https://www.kpmg.us/insights/2021/climate-action-washington-prepare.html
https://www.kpmg.us/insights/2021/role-of-finance-in-esg-reporting.html
https://boardleadership.kpmg.us/events/podcasts/board-role-in-culture-and-employee-engagement.html
https://boardleadership.kpmg.us/relevant-topics/articles/2019/the-esg-journey-lessons-from-the-boardroom-and-c-suite.html
https://home.kpmg/cn/en/home/insights/2021/02/ten-key-regulatory-challenges-of-2021.html#:%7E:text=Ten%20Key%20Regulatory%20Challenges%20for%202021%3A%201%20Change,Consumer%2Finvestor%20protections%209%20Payments%2010%20Expanded%20regulatory%20authority
https://home.kpmg/xx/en/home/insights/2021/05/you-cant-go-green-without-blue.html
https://advisory.kpmg.us/articles/2021/decarbonization-journey.html
https://advisory.kpmg.us/articles/2020/inclusion-diversity-strategy.html
https://advisory.kpmg.us/articles/2020/balancing-act.html
https://boardleadership.kpmg.us/relevant-topics/articles/2021/boardroom-climate-competence-getting-ahead-curve.html
https://advisory.kpmg.us/articles/2020/adopting-sustainable-finance.html
https://institutes.kpmg.us/government/articles/2021/power-to-shape-future.html

KPMG resources: ESG and financial reporting

ESG Assurance

Insights specific to measuring, ESG guidance and articles Resource center on the financial
reporting and assuring ESG data as specifically for financial reporting impacts of climate change
part of KPMG’s IMPACT framework. reporting professionals. - under International standards.
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https://frv.kpmg.us/all-topics/esg.html
https://home.kpmg/xx/en/home/insights/2021/06/climatechange-financial-reporting-resource-centre.html
https://audit.kpmg.us/esg.html

KPMG

Sanupfor RV %

KPMG Financial Reporting View \ R X

Looking for financial reporting guidance?
Subscribe to our newsletter to receive timely updates on financial reporting topics,

including revenue, leases, CECL, SEC matters and more.

We're social — follow us on KPMG Financial Reporting View or #kpmgfrv on LinkedIn.

Subscribe now w Follow us m Learn more >

frv.kpmg.us


https://frv.kpmg.us/
https://frv.kpmg.us/about-frv/newsletter-sign-up.html?utm_source=frvsubscriptionclientemail&utm_medium=email&mid=m-00006241&utm_campaign=c-00088887&cid=c-00088887
https://www.linkedin.com/showcase/11092126/

Thank you
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kpmg.com/socialmedia

Some or all of the services described herein may not be permissible for KPMG audit clients and their affiliates or related entities.

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual
or entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information
without appropriate professional advice after a thorough examination of the particular situation.
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