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Introduction @

European Bank

for Reconstruction and Development

 Welcome & Introduction to Panellists
* EBRD
 Anne Maria Cronin - Senior EBRD
e ERM
e James Stacey - Partner
 Melanie Mann - Environmental and Social Adviser

 Webinar purpose:
e Opportunity to provide policy guidance Private Equity (PE)
* Present practical elements of a policy
* Note on the Importance of Policy requirement to EBRD
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ESG issues headline the

greatest concern

macro-risks of

0

European Bank

for Reconstruction and Development
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Business risks are orowing

European Bank

for Reconstruction and Development

Supply chains disrupted.
“Thailand floods result in loss of
150,000 units of production and
18% ($200m) fall in quarterly
profits at Toyota” (FT)

Products banned. “Phased
ban on the sale of
incandescent lightbulbs is
completed following EU
directive to reduce energy use
of lighting.” (Europa)

Assets impaired. “French authorities
forced to shut down nuclear power
plants as heatwave raised river
temperature and reduced flow.”
(UNEP)

PEABODY ENERGY CORP
BTU US [{78 Years 2.07
|

2011 2012 2013 2014 2015

2
PEABODY: ALL MINES AND OFFICES
| Bloomberg | \Re CONTINUING TO OPERATE

Markets eroded. “Peabody is the
50th coal company to file for
bankruptcy since 2012 and a
startling example of the industry’s
failure to anticipate how future
markets might be limited by tighter
environmental regulations.” (Forbes)

Compliance burden is rising.
“Already 40 countries require GHG
reporting. 35 countries and more
than 20 states or cities have carbon
tax or trading schemes. (World
Bank)

Disclosure requirements
increasing. “With better
information as a foundation, we
can build a virtuous circle of better
understanding of tomorrow’s risks,
better pricing for investors ... and
a smoother transition to a lower-
carbon economy.” (Bank of
England)

v

PEnT o r
Projects delayed or refused licence to
operate. “Obama Administration
Rejects Keystone XL Pipeline, Citing
Climate Concerns” (Wall St Journal)

L3 k

Brands tarnished. “VW warned of
consumer backlash over CO2.
Some analysts say understatement
of CO2 emissions could hurt car
sales more than scandal over diesel
pollutants.” (FT)

r

13/09/2016



So too are the opportunities

European Bank

for Reconstruction and Development

Factory

b,

Customers

iu;,-'tﬂ

\M'/

Suppliers

Building resilience. “Changes to
Cisco’s supply chain management,
introduced following Hurricane
Katrina, ensured losses from the
2011 earthquake and tsunami in
Japan were minimized.” (WBCSD)

HENEWABLE FOWER GENERATION COSTS W 2014 OB RENA

£ s, 2000 10 2014

New markets, with disruptive
innovations. “Exponential growth
and fourfold reduction in unit cost
of solar, backed by government
policies and incentives” (IRENA).

Assets developed. “Southern
England...is resembling Champagne
and has had several vintages of
note.” (Wine Economics & Policy)

I Charging up 2]
Lithium carbonate spot price per tonne
s'000

I L I L ' I L
2008 09 10 11 12 13 14 15
Source: Citigroup

Demand for some commodities is
surging. “Spot price of lithium

doubles as demand for high-density

energy storage set to surge”
(Economist)

Green Bond Issuance by Year

&

Amaunt ksued (5ba]

— — -
2000 w0E 2008 2010 2011 202 2013 2018

New sources of finance. Global
investment in activities to reduce
GHG emissions and vulnerability to
climate change grew 18% to $391
billion in 2014” (Reuters)

4% CLIMATE
S RCTIONDONG

# i
']
"

Stronger stakeholder relationships.

Partnerships for climate action
build engagement and reputation
with key stakeholders, including
employees.

Cost reductions. Additional annual
investments in energy efficiency of
$170 billion could generate
average internal rates of return of
17%. (McKinsey)

Is McDonald’s
secret ingredient
L ) deforestation?
ucsusa.org/McDonalds

#FastFoodDay

Build brand trust. By responding
effectively to stakeholder concerns,
“McDonald’s Deforestation Plan
Earns High Praise”
(BrandChannel.com)

13/09/2016
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G Ps are building their ESG capabilities @

European Bank
for Reconstruction and Development

= QOver 150 GPs have signed up to = GP ESG progress has focussed on*
the PRI 1. Enhanced firm level ESG
processes
2. Technical ESG programmes
SRR —— W Spares 3. Product & service sustainability
" - enhancements

60 o

= GP ESG progress enabled by*

o 1. Senior management buy-in
- 2. Inputs from ESG teams (e.g.
. - dedicated internal ESG expertise
- TPG, EQT, KKR, Blackstone,
- . . - Triton, Permira, etc.)
CoApilos  Apdl07 ¢ Apil08 © Aprl09 ¢ Aprl10  April11 ' Apil12 ' Apdl13 ' Aprlt4 ' Aprl1s 3 Operatlonal mtegra’uon

[ ] Number of Signatories N Assets under management (USS trillion)

Source: https://www.unpri.org
*Source: ERM 2016 ESG Survey for Investors
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Portfolio Companies are taking the @

challenge

European Bank

for Reconstruction and Development

70% of investors have seen ESG issues
materially impact their investments (i.e. at
the portfolio company level)*

=  60% value protection
= 40% value creation

Post-transaction, ESG management plans
are often developed soon after deal closure

Increased ESG disclosure requirements e.g.:

= LP reporting requirements require robust
escalation processes at PC level

= Legal ESG disclosure requirements (e.g.
Grenelle 2)

= Listed company requirements for IPO
candidate PCs

Value Creation derived from*

‘£1'(:)(3/E) .ngﬁgﬂ::enwent

30% *Brand & Reputation

20%

10% -Higher Exit Multiple

13/09/2016



What is a policy? @

European Bank

for Reconstruction and Development

e Articulates commitment to managing E&S risks, direct and indirect impact as well as
integrating E&S considerations throughout PE activities for both external and internal
audiences

* Unique - there is no one size fits all. A policy must be fit for purpose within each
Private Equity (PE), its ways of working, and the E&S impacts and risks to its
business

13/09/2016 10



Why do you need one ? @

European Bank

for Reconstruction and Development

A crucial part of developing an Environmental and Social Management System

Aligns public commitment with strategic E&S goals and objectives which may be set or revised alongside policy
development, review and updates

Defines the PE/GPs overall E&S commitments and ensure that those commitments are clearly communicated in a
consistent manner to all relevant stakeholders i.e. portfolio companies

Business Imperative for PE to minimise financial, legal and reputational risks and maximise opportunities through
value creation

Industry best practice: recognising the significance posed to business activities by E&S impacts and risk has become
standard throughout financial industry. Not unique requirement of EBRD or other International Financial Institutions

Transaction support Portfolio Company
® ESG commercial
consequences strategy
\ Revenue enhancement
Portfolio "% Cost & resource efficiency
Company value § Management controls/
protection & value protection
creation i Legacy resolution

Pre-acquisition due
diligence focused on the
material ESG issues

Exit support to prepare
Portfolio Company for
sale or PO

Due
diligence for
transactions

Compliance Developing firm level

I-\ . ]
programs Value driven GP ESG /|
Comp\iance framework & m ESG policies & processes
= \Value focused compliance % programs reporting “.)-:"" = Management systems

Associated ESG tools,
templates & training

= Monitoring, reporting
disclosures

- e.g. cost reduction;
reputation protection;
brand strengthening

© Copyright 2015 by ERM Worldwide Limited and/or its affiliates (ERM’). All Rights Reserved. No part of this work may be reproduced or transmitted in any
form or by any means, without prior written permission of ERM.

13/09/2016 11



E&S aspects have an impact on investee @
companies and lead to risks for PE/GPs

European Bank

for Reconstruction and Development

Risks and
opportunities for

Impact on investee

E&S aspects

companies

PE/GPs

Environment

« Climate change

 Air emissions

« Land contamination
« Water pollution

« Waste
 Biodiversity
Social

« Health and safety

« Forced/lllegal/migrant
labour

« Community displacement

- Stakeholder Engagement

 Broader commercial
implications
» Impact upon revenue

« Key stakeholder relations
including customers

« Delays or business
interruptions

« Litigation
« Clean up costs
« Opportunities:

« Cost reductions and
productivity gains

« Value protection
« New product innovation

- Strengthened customer
relations

 Financial cost (e.g.

additional capital
required)

« Return on Capital i.e.

resource efficiency

« Litigation (Delays)

« Reputational damage

or enhancement

« Reduced or

increased access to
DFI capital

 Impact on deal

pipeline

13/09/2016
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An opportunity to improve performance of @

business

European Bank
for Reconstruction and Development

Improve business performance by reducing costs:

Environmental
* Minimise waste, re-use or recycle

 Energy efficiency/resource-
efficiency

 Process efficiency - reducing
emissions and raw material use

Social

e (Good health and safety practices
and working conditions

e Positive labour relations
minimise lost production time

Effective community engagement
minimises disruption

All can lead to lower
compliance costs,
operational savings and
productivity increases

13/09/2016
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EBRD Environmental and Social Policy @

European Bank

for Reconstruction and Development

The EBRD E&S Policy can be found at

http://www.ebrd.com/news/publications/policies/environmental-and-social-policy-esp.html

= —-— — ——— — — — — — e ———
o Y P,
[_\” :ljl '\'_=i:>)|@ http:/fwww.ebrd.com/news/publicati P~ | f,p Environmental and Social P... {
File Edit View Favorites Tools Help
X Find:| | Previous Next |[z] Options *
6) Eu ropean Bank MEWS | CORPORATE AND INVESTOR INFORMATION (® ENGLISH n
Tor Reconstruction and Development

WHAT WE DO WHO WE ARE WHERE WE ARE WORKWITH US

Home Mews Publications

Environmental and Social Policy (ESP)

Publication details

B} ) . Date: 07 May 2014
As approved by the Board of Directors at its Meeting on 7th May 2014,

Price: Fres

Emironmental and Social Policy PDF: Environmental and Social Policy

Past ESPs in various languages

2008 E5Ps n
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E&S Policy & implementation of ESMS (EBRD @

Performance Requirement 9)

European Bank

for Reconstruction and Development

Strategy : An ESMS should be founded on
an overarching strategy that outlines the
Policy PE’s overall approach to sustainability in
its business. The strategy should be

G supported by clearly articulated strategic
OVETRaNCe priorities, goals and milestones.

ES Policy : PE should develop and adopt a
policy on E&S management that reflects
the PE's commitment to managing these
factors. The policy (or policies) should

outline the PE’s approach to E&S factors in
Review its own operations as well as in its
business activities
Management Communication Technology
information and reporting infrastructure

Strategy

Procedures/processes

In-house management Business activities

13/09/2016 15



Key considerations (Z,

European Bank

for Reconstruction and Development

Key E, H&S,
S & Labour
Issues

Sectors
which are
excluded

PE E&S
strategy,
goals and
commitments

Existing
procedures
and ways of

working

National or
sector
compliance
standards or
practices

13/09/2016
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Best practice elements

European Bank

for Reconstruction and Development

Commitment
to building
capacity of PE

Communication
(staff and external
stakeholders)

Cycle for review
(continuous
improvement)

Top Management
Endorsement

Purpose

Example : name of the PE
Firms here

Environmental and Social Policy

lny Bank alms to set oot

ing & i o Envil & Social
Clear articulation of swareness of E4Srisks and potential impacts and what ey mvean for the
business

. [ P
C spe

E&S management

Outling how these are managed end addressed thrangh iities, Thiscan
include reference lo intemal :nd extemel process. This mr md.nd! hnw the company d.ou

business, its plecein the community, and how investment activides,

incorporate EAS risk. Common mﬁmﬂou\ndude to other policies such as Human Resources,
Iabour S working conditions and occpational health and safety.

As part of this section a reference to E&S framewark and applicability to subprojects and

expectation for E&S management

Standards and benchmarks

1f institution applies extemal standards or benchmarks, such as IFC perf; dards,
150 14001, 548000 or others & reference can be mede in the policy.

Internal Policy
reference

Commitments to
E&S

E&S

Management

Organisational
Responsibility

17



Review of good policy examples @

European Bank

for Reconstruction and Development

Select Examples:
Corcodia 21 - Poland
BaltCap - Baltic States
Meridiam - France
* No policy template: Good policies reflect (and are reflection of) the PEs/GPs
 Most important element is to convey what E&S means for the business

e Policy not in isolation: Document presented within company ESMS or broader
sustainability/CSR disclosures
e Style Variation:
e Structure and level of detail may vary depending on the organisation

* Policy names can vary (CSR, Sustainability, sub policies dealing with Environment and
Social separately

e Often detail is left to E&S management, process documents or other policy documents

13/09/2016 18


http://www.finansbank.com.tr/en/about-finansbank/environmental-policy/Default.aspx

Review of good policy examples: @

COI’ICOI'dia 2 1 European Bank

for Reconstruction and Development

[
ABOUT UST OUR PEOPLE :‘ CREATING VALUE }‘.OUR INVESTMENTS 'f/ SUSTAINABILITY

An integral part of our day to day work

Na ara dadiratad tn anciirina enlid anvarnanca and hinh etandarde Af eacial and anvirnnmantal racnnancihility in all acnact

solid governance and high standards of social and environmental responsibility in all aspects of our day to day work
OUT PTaTTS TOT TATIET TMPTOVETTTENTS
INTEGRATED INTO OUR INTEGRATED INTO OUR RISK
ORGANIZATIONAL MODEL MANAGEMENT
=  (Clear corporate Jovernance " To prevent excess exposure
s Clear roles and responsibilities = To prevent conflicts of interest
= Clear operations and policies = To prevent reputational issues
INTEGRATED INTO ALL PHASES OF OUR BEST PRACTICES DRAWN UP AT GROUP
,r INVESTMENT PROCESS LEVEL AND IMPLEMENTED LOCALLY
CONTACTS ": = Analysis of potential issues in the deal * Dedicated, in-house responsible
selection and due diligence phase Investment team
= Supporting sustainable growth * Dynamic diffused by managing partners
= Periodic monitoring
SEARCH ;.

http://www.21concordia.com/

19
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Review of good policy examples: @

COI’ICOI'dia 2 1 European Bank

for Reconstruction and Development

ABOUT US—’\ OUR PEOPLE “-'/CREATING VALUE }"OUR INVESTMENTS / SUSTAINABILITY

Our process to drive responsibility across our portfolios

During its holding period, 21 works alongside management teams in order to improve performance in high priority areas,
including Environmental, Social and Governance issues.

ievements across
r limited partners,

Annual : = _
the porf Annual monltorlng is carried out in order to keep check of reIevant ESG performance
the UNF - pECT Ao o ATTOE ST T :

‘ .

Strategy » Implementation
Identify areas of relevance in need of improvement Focus on important actions which can make a
and fix clear objectives and action plan difference

.
Monitorin g » Assessment and feedback
Periodical assessment of refevant KPls and Give feedback to drive changes and create a
) responsible investment culture
5 ‘., f o achievements
CONTACTS |, ‘9"

http://www.21concordia.com/

13/09/2016 20


http://www.21concordia.com/

Review of good policy examples:

B alt C ap European Bank

for Reconstruction and Development

BALTCAP BALTCAP

Responsible Investment Policy Ethics and Governance
BaltCap is conducting its operations in accordance with the highest legal and ethical standards and we
As a signatory of the United Nations Principles for Responsible Investment (UNFRI), an investor initiative in promote the use of best corporate governance practises in our portfolio companies.
parmership with UNEP Finance and the UN Global Compact, BaltCap follows the policies and practices of
responsible investment and believes that environmental, social and orate mance (“ESG") issues We are ¢ jtted to:

play an increag ) ) i i ) ) ) .
We have incorporated ESG issues in investment process and in our daily operations. We are convinced that

We have incor|
owr engagemd  OUT engagement in ESG issues is a prerequisite for a sustainable long-term operation improving the
performance ay

performance and attractiveness of our portfolio companies and reducing our overall exposure to risk.

Long Term ¥V

The commercial Ay e FASTE S s St Y ey b L We make an effort to educate the local business community by sharing our experiences and knowledge.
when combined can provide additional value increase. The improved the economic performance of the 7

portfolio companies also contributes positively to swrrounding sodety.

Environment
BaltCap strives to increase value in portfolio companies though improved efficiency and enhanced We take our responsibility to the environment seriously and seek to adopt and implement
m t placing hasis on non-fi ial issues such as: environmentally sound polides in our portfolic companies, and in our own internal operations. All our
= B portfolio ¢ ies need to lv_with licable envi; requlations and standards and

We do not invest in companies engaged in arms manufacturing, manufacture of tobacco, hard spirits,
our portfolio companies

gambling, human cloning and genetically modified organisms. Also we do not get involved in hostile bids.

Brand

Imovante » Reducing the energy consumption, waste and emissions

Environment » Fostering the adoption of environmental management system

F patt People
People are the most valuable asset to us and our portfolio companies. The motivation and well-being of
Responsible Ownership and Investment Selection the employees is of utmost importance to us.
BaltCap invests in companies with exceptional growth potential and provides them necessary tools in We remain committed to:
achieving the set targets. We carry out a rigorous eva.luaticfn of target companies, mdud_mg also the ESG . TRes ing human rights
aspects, before making any mvestment and consider the findings carefully in investment decisions. o Sup ing the p of fair and competitive wi
I xIr I or I I

We do not o

qumnimg ] achieving the set targets. We carry out a rigorous evaluation of target companies, including also the ESG

o aspects, before making any investment and consider the findings carefully in investment decisions.

tCap alway

B O T O Oy S
investors, other shareholders of portfolio companies, employees, customers and community) is of utmost

impertance to BaltCap. When selecting co-operation partners we prefer organisations that follew CSR The Responsible Investment Policy has been adopted by the management and supervisory board of
principles and share similar values with us. BaltCap in June 2011 and is reviewed on annual basis.

Source: http://www.baltcap.com/uploads/files/Responsible%20Investment%20Policy%20BaltCap%20June%202011.pdf
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Review of good policy examples:

Meridiam

European Bank

for Reconstruction and Development

Meridiam Sustainable Development Charter

The objective of the Charter

e Define our commitments with regard to environmental,
social and governance (ESG) responsibilities, taking into

account:

- Fundamental social rights: the Universal Declaration
of Human Rights, ILO Conventions, OECD Recom-
mendations, Global Compact, etc.

- International principles that we endorse: the Equator
Principles and the principles for Responsible Investment
(PRI

- The investment principles of our partners: EIB, EBRD, CDC

- Develop stainable partners t

{public authoriti liers, etc.)
Meridiam values - Implement cortrol measures and audits aiming at managing
# Passion and commitment towards Meridiam's mission the main ESG risks and to integrate these in their
» Teamn spirit Risk Managsment
# Entrepreneurial perspective
* Integrity Protect the environment
» Light-hearted During the Investment process
» Hard-working + Ensure that the main envirpams
» Flesdbility into account at project leve

* Muticultural awarsness - ot Report on performance with the Charter
- Use sustainable materiz

reporting specifically addressing our ESG

ESG principles - Contribute to the meas
# Sustainable and long term investment strategy in PPP - Teke into account the
infrastructure projects, ensuring stable revenues to our contractors and their
shareholders and investors + Favour projects with a
# Involvernent in projects of general interest whose economic for example waste mana
and social purpose has been proven, and that is respect-
ful of the environment in order to contribute to sustainable

During the Asset management process During the Asset management process

* As a shareholder, address environmental issues and » As a shareholder, ensure that the contractor is pursuing a
encourage our partners to implement environmental constructive dislogue with public authorities and stakeholders.
management systems in order to: conceming:

* |ntegrate
performances for our investors
e Take into account these issues in our risk management

Ensure compliance of Meridiam internal procedures

e ESG performance criteria are integrated in our project
selection processes

* ESG performance criteria are integrated in our Investment
and Asset management activities

* Formalisation of our ESG demands towards our partners

is a requirement of our procedures: commitments associated
to environmental and social reporting

of equal opportunities consortiums, and ensure  that their commitments are
- No use of child labour or of any type of illegal labour aligned with this Charter
- Acceptable working conditions: remuneration, social » Create awareness among Meridiam tsam members
security, prevention of viclence at work, termination
proveirsfoca workioe
- The promotion of health and safety in the workplace
including the prevention of occupational accidents and * ESG performance criteria are integrated in our project
diseases selection processes

s ESG performance criteria are integrated in our Investment
ad Aeget management activities
sation of our ESG demands towards our partners
Ement of cur procedures: commitments associated
tal and social reporting

performance with the Charter
meporting specifically addressing our ESG
ges for our investors

count these issues in our risk management

Source: http://www.meridiam.com/sites/default/files/pages/meridiam_rse_charte.pdf

13/09/2016

22



Session Conclusion & Questions @

European Bank

for Reconstruction and Development

Strategy

Policy

Governance

Procedures/processes

In-house management Business activities

Review
Management Communication Technology
information and reporting infrastructure

Each Fl must create a policy
that is unique to its ways of
working

Key part of developing and
communicating ESMS

The policy should be
supported by senior
management

13/09/2016
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