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What is ESG? ADEQ%

* Climate change

* Greenhouse gas (GHG) emissions

* Resource depletion, including water
* Waste and pollution

* Deforestation

* Working conditions, including slavery and child labor
* Local communities, including indigenous communities
e Conflict regions

* Health and safety

* Employee relations and diversity

ENVIRONMENTAL SOCIAL GOVERNANCE
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* Executive pay

Bribery and corruption

Political lobbying and donations
Board diversity and structure

* Tax strategy
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How, When, What and Why?

Human Capital
* Traits and skillsets
that enable us to

perform +

Capability Connectivity

= Great Leader



ESG related Standards
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Why has ESG Risen in Prominence?

ADEQ: .
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Financial Markets Have Fully Embraced ESG Data As A Growth Driver

Forecast of €600bn in
slistainable Bonros In 2024 72 ESG ETFs launched in 2020 ESG funds and AUM growth

ESG factors included in 33% of
US-domiciled $51.4 trillion AUM

The / Aum
gr_een IBt:md e .z B
rinciples o II EEE I Ii

2009 2010 2041 2002 2013 2014 2015 2016 2007 2008 2019

300% increase in financial ESG
team headcount 2017-2020

Slowly increasing pressure from
global asset managers

)
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Larry Fink's 2021
letter to CEOs

Sources: BlackRock, Credit Agricole, IMF, Opimas, Refinitiv, UNCTAD, US SIF, Intelex.



Mistakes to avoid in ESG Strategy and Reporting ~ ADEQ
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Thinking that ESG is a passing phenomenon and not
linking ESG to organizational Vision/Mission.

Quick fix by adding initiatives to the ESG buckets
without integrating in business functions.

Not knowing what standards and reporting requests
to prioritize for the business model.

Inconsistent engagement with stakeholders.

Marketing without a strategy.

Taking it too far and forgetting organization’s purpose.

Measure both financial and non-financial drivers and
evaluate them often.




ESG Investing ADEQ%
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1. Rating Agencies

2. Criteria

3. How to Align to your Organization’s Purpose
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ESG Investing — Rating Agencies ADEQ%

Well-Known Third-party ESG Rating

: . What is the most important Aspect
Agencies and Data Providers: P p

in selections?

e Rating Scale
Bloomberg ESG Data Service; « Methodology

Corporate Knights Global 100; * Company Involvement

) . * Reputation and Usage
DowlJones Sustainability Index (DJSI);

oW

Institutional Shareholder Services
(ISS);

MSCI ESG Research;

RepRisk;

Sustainalytics Company ESG Reports;

© N o WU

Thomson Reuters ESG Research Data
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ESG Investing — Data Analytics, Challenges, Solutions ADEQ
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1. ESG Adoption Levels

2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation

5. ESG Challenges

6. Role of Sustainability Officers and Asset
Managers

7. What should ESG regulations Prioritize

ESG adoption levels

m Conviction: ESG investing is central
1o our investment approach

m Acceptance: We apply ESG investing

ESG users— in our investment approach

B Comphiance: We consider ESG issues
in our investment approach

On the sidelines: We ars yet 1o
be convinced about ESG

m Non-adoption

—— B e WA
2021 2022 2021 2022 2021 2022 2021 2022

Which of the following statements best describes your organisation’s overall stance on ESG investing? (Select one answer )
Data may not equal 100% due fo rounding.

Source: https.//corpgov.law.harvard.edu/2022/06/17/esg-global-study-2022/
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ESG Investing — Data Analytics, Challenges, Solutions ADEQ

1. ESG Adoption Levels
2. Momentum Drivers

3. The Climate Change Debate and
perspectives Strong conviction in ESG

4. ESG Integration and Implementation

ESG is a passing fad that will eventually go

5. ESG Challenges out of fashion. TR 26% 61%

®  Agree @ Meitherspres nordisagree @ Disapgres

6. Role of Sustainability Officers and Asset
Managers

7. What should ESG regulations Prioritize The centrality of client needs

2021
Our approach to ESG is driven by the
expectafions of clients and reputational 3% 32% 32%
concerns rather than deeply-held beliefs.

® Agree @  Meither saree nordisanree @ Disagree

Dats may not equal 100% due o rounding.
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ESG Investing — Data Analytics, Challenges, Solutions ADEQ

1. ESG Adoption Levels

Europe
2. Momentum Drivers S AT
3. The Climate Change Debate and Oy e
perspectives Social - 2%5% @
4. ESG Integration and Implementation s me
5. ESG Challenges s R s S =
6. Role of Sustainability Officers and Asset O e e R et b T W i

Data may not equal 100% due fo rounding.
Managers

7. What should ESG regulations Prioritize
Views on climate change

Social issues are being overlooked in the
debate on climate change.

Climate change is being pushed by groups
or indrviduals with an agenda.

Biodiversity is a more pressing issue than
climate change.

® Ajes @ Meither agree nor disagree @ Disagree



ESG Investing — Data Analytics, Challenges, Solutions ADE
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1. ESG Adoption Levels
2. Momentum Drivers Integrating ESG

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation

5. ESG Challenges
6. Role of Sustainability Officers and Asset

@ Active funds

® Passive funds

@ Hybrid mstruments
(&g acive exchanoe-traded funds, eic

Managers

7. What should ESG regulations Prioritize

What is your preferred approach fo integrating ESG?
Dats may not equsl 100% due to rounding.
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ESG Investing — Data Analytics, Challenges, Solutions ADEQ%

Implementing ESG
1. ESG Adoption Levels

Global Investor type
2. Momentum Drivers ] =0 . - 83%
. | i 569
3. The Climate Change Debate and [ Thematic investing - 42%
perspectives “ode
47% P o 47%
- . - S
4. ESG Integration and Implementation — S
i _ Bestin class/Posifive screening ‘ :’u:
5. ESG Challenges a2
— e
6. Role of Sustainability Officers and Asset 5% R — 30%
Managers 27 ‘
] Net zero strategies - 32%
7. What should ESG regulations Prioritize G —
24% e UN SDGs portfolio benchmarking - E
2021 data not available
2021 ® 2022 Multiple answers allowed. @ [Institutional investors

@ Wholesale investors

Whst ESG implementalion sirstegies do you use?



ESG Investing — Data Analytics, Challenges, Solutions ADEQ%
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1. ESG Adoption Levels

2. Momentum Drivers Biggest ESG adoption hurdles

3. The Climate Change Debate and Global Region Investor type
perspectives !
ﬁ ! Lack off mobvesd ESG dala 41-“‘; ﬁ
4. ESG Integration and Implementation . 7%
35% ! 33% 42%
5. ESG Challenges 49% Concem sbout pertamanceisacrikcing returns 3;9;= 28%
6. Role of Sustainability Officers and Asset 0% B - 28% N
Concems over greenwashing 3%
2% 8%, 30%
Managers
2T . Complex/confusing regulatory landscape I ﬂ: -
7. What should ESG regulations Prioritize 2% 26% 2%
26% = _ - —— 24%
279 Lack of suitable products/sirateqies ';'14: 8%
24% . F 26% 25%
The industry’s focus on shori-term investment horizons 15%
25% 255 B 22%
2021 & 2 % Rank 14243 ® Europe L] Insteutional investor
ﬂ. ®  Morth America L Wholezale myesiar

Azia-Pacte

What are the biggest bamers lo your crganésadion’s sdoption, or greater sdoplion, of ESG? (Rank ftop three |



ESG Investing — Data Analytics, Challenges, Solutions ADE %
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1. ESG Adoption Levels
2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation
5. ESG Challenges
6. Role of Sustainability Officers and Asset

Managers

7. What should ESG regulations Prioritize

50%
53%

45%
45%

40%

38%
36%

3%
28%

PLk
e

Challenges with incorporating ESG data

Global Investor type
- Overcoming lack of consistency in ESG scores 47%
54%
] The need to interpret and analyse third-party ESG data - 46%
49%
- Differences in what information is disclosed by asset class, region or provider - 43%
2021 dsta not available
36%
- Constantly changing methodologies ! 39%
2021 data not avallable
40%
- Addressing the limitations of rafings which focus on outdated/istoric data ! W%
3%
- Reconciliation with my organisation's definitions, standards and principles r -
28%
2021 2022 Multiple answers sllowsd. » Institutional investor

& ‘Whaolesale nvestor

What are your greatest challenges when i comes fo incorporating ESG data. rafings and research into your organisation’s investment decision-
mskmg process? (Select up fo three answers |



ESG Investing — Data Analytics, Challenges, Solutions
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1. ESG Adoption Levels
2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation
5. ESG Challenges
6. Role of Sustainability Officers and Asset

Managers

7. What should ESG regulations Prioritize

astency batween
S5 rating proveder

20% in 2021

Europe
Morth America
Asia-Pacific

Highest implementation hurdles

Difficulties accessing ESG Difficulties monitaring and
information and data measuring the performance
of ESG investmants

21%

21% in 2021

24%

27 % in 2021
Europe
Morth Amenica
Asia-Pacific

FPoor ransparency of ESG
benchmark and indices

9%
Europe 8%
0 Morth Amenca 9%
Maorth Amenca 11% in 2021  Asia-Pacific 12%
Asia-Pacific

Europe

13%

15% in 2021

Difficulties enpaging with
investes companies on ESG

79/0 3% in 2021

Europe
Morth America
Asia-Pacific

What is your number one challengs when implementing ESG investments? (Select one snswer only.)
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Challenges with incorporating ESG data
1. ESG Adoption Levels

2. Momentum Drivers Global Investor type
3. The Climate Change Debate and 0% - Overcoming lack of consistency in ESG scores ! ars
perspectives 53% 54%
4. ESG Integration and Implementation 48% - The need to interpret and analyse third-party ESG data - 46%
45% 49%
5. ESG Challenges -
. - . 40% Differences in what information is disclosed et region or provid 43%
6. Role of Sustainability Officers and Asset ! gzmnnm.mfghiﬂ che, ol - —
Managers -
30% Constantly ¢ 9%
. .. gf'ﬂdaﬂnmaﬂlhhu !
7. What should ESG regulations Prioritize 0%
0% - Addressing the limitafions of rafings which focus on outdated/historic data 0%
36% %
e - Reconciliation with my organisafion's definifions, standards and principles e
20% 20%
7% 2021 2022 Multiple answers allowed. # Institutional investor .
7% ® Whaesile ivestr

Whst are your greatest challenges when it comes fo incorporsfing ESG data. ratings and resesrch info your organisstion’s invesiment decision-
making process? (Select up to three answers |



ESG Investing — Data Analytics, Challenges, Solutions ADEQ%

What investors need to better analyse and implement ESG

1. ESG Adoption Levels

Global Region

2. Momentum Drivers - = Standardisation of tools and data from = 56%
different providers *2021: In-house reconciliation and T0%
3. The Climate Change Debate and 26% L standardisation of ools and data from ciferent providers —
48%

o . ——
perspectives . Consisient data from asset managers gﬁ:
. . i 42%
4. ESG Integration and Implementation 39% = More automated analysis tools for ESG data = 30%
4% 40%
5. ESG Challenges — [ Grestrporto cros-ocustry = —

nbegration and 1= 1
6. Role of Sustainability Officers and Asset s — — %
34%
36% 5

Better and larger intemnal ESG-dedicated team 24%
Managers 1% e 45%
. . . 35% - Maore reporiing from asset managers - 33%
7. What should ESG regulations Prioritize 2021 data not available 32%
39%
- - N — -
30% 39%
- . Crpamdngciin ke o -
20% 36%
lm 2021 & gp Multiple answers allowed *  Europe 20%
L Nn_rﬂ' A.'rn_erir_i 20%
1% Asia-Pacific 20%

Whiat would halp your crganisation better analyze and implement ESG factors? (Select up fo five answers.)



ESG Investing — Data Analytics, Challenges, Solutions ADEQ%

1. ESG Adoption Levels

2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation

5. ESG Challenges

6. Role of Sustainability Officers and Asset
Managers

7. What should ESG regulations Prioritize

How asset managers can help with net zero

Portfolio carbon
emissions data, analysis,
reporting

Manitoring carbon reduction
and engagement activity

@ Gicbal
@ Europe

® North Americs
® Asiz-Facdic

Mukiple answers aliowed,

How are you looking for your 8558f manager fo help you mplemant net zer investing?



ESG Investing — Data Analytics, Challenges, Solutions

1. ESG Adoption Levels

2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation

5. ESG Challenges

6. Role of Sustainability Officers and Asset
Managers

7. What should ESG regulations Prioritize

Asset manager ESG attributes

Proven track record/history in ESG space

Asset manager with solid sustainable
credentials that can “walk the ESG walk™

Assel manager thal integrates ESG
considerations into all investments

Well-known brand/reputation

Asset manager with separate ESG team

Asset manager takes a strong
public stance on ESG issues

Large global asset manager

Praxy voting record
2021 data not availshle

Smallboutique ESG manager
*2021: Smallboutigue manager

2021 @ 2022

Multipls answers allowsd.

ADEQ

Arizona Department
of Environmental Qualit

Which of the following assef manager chareclenslics most mspire frusi and confidence when invesiing in ESG? (Select up fo three answers.)

+

48%
52%

40%
39%

36%
39%

29%
21%

29%
27%

28%
27%

20%
14%

20%

18%

27%
27%
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ESG Investing — Data Analytics, Challenges, Solutions ADEQ%

The SDGs also play a pivatal role in the fund selection process. Half (50%) of global investaors say the
ability to offer the full spectrum of SDG themes is an important consideration when selecting funds.
Among European investors, this increases to six in 10 (60%).

1. ESG Adoption Levels

2. Momentum Drivers SDGs and fund selection

3. The Climate Change Debate and
Natural capital Climate change
perspectives 78% 5oy,

4. ESG Integration and Implementation

3%
5. ESG Challenges e
6. Role of Sustainability Officers and Asset h 54%
57%
Ma nage rs Empowerment Governance
. . el 68%
7. What should ESG regulations Prioritize
) 50%
5300 479 6% 47% 60%
@ Global
®E
Basic needs The full spectrum [ ] Nmnﬁim
of SDG themes Asia-Pacific

% Important (7—10)

When thinking about the LIN SDGs, how important do you consiger the following when selecting funds? (Rate on a scale of 0-10.)



ESG Investing — Data Analytics, Challenges, Solutions ADEQ%
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1. ESG Adoption Levels

2. Momentum Drivers

3. The Climate Change Debate and
perspectives

4. ESG Integration and Implementation

5. ESG Challenges

6. Role of Sustainability Officers and Asset
Managers

7. What should ESG regulations Prioritize

E

14%
17%

16%

2%
2T%

What should ESG regulations prioritise?

Global Region
= —
Hammonising global standards, taxonomies, metrics %
36%
Developing gquidelines for matenal. comparable 53%

ESG reporting for investors

44%
! Providing guidelines for consistent, obieciive, guantified = 39%
disclosure of ESG-related risk factors e
42%
. Encouraging the integration of corporate financial - 29%
MSCIDSUNE nd SUSIEMNADITY repormng E¥
3%
! Enforcement, tackling areenwashing = 28%
2021 data not available s
29%
. Improving local ESG labels - 0%
2021 data not avail abie 1%
25%
R - -
Avoiding freguent regulatory changes 18%
26%
! X 24%
Moving the regulatory focus from local io global/supranational %
20%
= - -
Ensuring a convergence between policymakers e
23%
. Issuing further guidance on recent regulatory changes - 15%
CATRT R s BTV jeaERa G0 R T L5
new requirsments for ESG disclosures 21%
2021 & 2022 % Rank 1+2+3 @ Europa @ Morth America Asia-Pacitel%
20%

What showld the E5G regulatory framework in your couniry prioritise ? (Rank up (o five answers.)
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SEC Proposes Rules to Enhance and Related Materials
Standardize Climate-Related » Proposed Rule

. » Fact Sheet
Disclosures for Investors

FOR IMMEDIATE RELEASE
202246

Washington D.C., March 21, 2022 — The Securities and Exchange Commission teday proposed
rule changes that would require registrants to include certain climate-related disclosures in their
registration statements and periodic reports, including information about climate-related risks that
are reasonably likely to have a matarial impact on thair business, results of operations, or financial
condition, and certain climate-related financial statement metrics in a note to their audited financial
statements. The required information about climate-related risks also would include disclosure of a
registrant’'s greenhouse gas emissions, which have become a commonly used metric to assess a
registrant's exposure to such risks.

“l am pleased to support today’s proposal because, if adopted, it would provide investors with
consistent, comparable, and decision-useful information for making their investment decisions, and
it would provide consistent and clear reporting obligations for issuers,” said SEC Chair Gary
Genslar. "Our core bargain from the 1930s is that investors get to decide which risks to take, as
long as public companies provide full and fair disclosure and are truthful in those disclosures.
Today, investars representing literally tens of trillions of dollars support climate-related disclosures
because they recognize that climate risks can pose significant financial risks to companies, and
investors need reliable information about climate risks to make informad investment decisions.
Today's proposal would help issuers more efficiently and effectively disclose these risks and meet
investor demand, as many issuers already seek to do. Companies and investors alike would benefit
fram the clear rules of the road proposed in this release. | believe the SEC has a role to play when



Key Takeaways from SEC Proposal

New rules for Sustainability Funds Aimed at
Standardizing ESG Disclosures

1. SEC has categorized the 3 funds and proposed
a disclosure criteria - ESG Integration Fund,
ESG Focused Fund, and an Impact Fund.

2. Every Fund has different goals and disclosure
requirements. Evaluate what is right for your
organization and execute the processes to
achieve the mission outcomes.

3. SECinvolvement is a plus. Identify the
opportunities, strategize, engage
stakeholders early and often, communicate
the value using data and process drivers.



Presenter
Presentation Notes
U.S. Securities and Exchange Commission (SEC) Role – They inform and protect investors, facilitate capital formation, enforce federal security laws, regulate security markets, and provide data. SEC proposals should help investors find ESG funds that match their preferences. 


Top ESG Tips for success!

1. Establish an ESG Strategy - Leading to policies,
goals and impactful metrics in every business
function.

2. Evaluate and decide on your reporting
framework(s) — Such as Global Reporting Initiative
(GRI), International Standards Organization (ISO),
United Nation’s Sustainability Development Goals
(SDG), Task Force for Climate-Related Financial
Disclosures (TCFD), Sustainability = Accounting
Standards Board (SASB), Carbon Disclosure Standard
Board (CDSB — an initiative of CDP) now part of
International Financial Reporting Standard (IFRS),
etc.



Top ESG Tips for success! ADEQ;:/
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3. Ensure Data Governance — Always take the
holistic approach of entire organizational risks,
impacts in this process and focus on actionable data.

4. Evaluate performance metrics - Measure the ESG
impact. What get’s measured gets managed!

5. Provide transparency in reporting and disclosures

for increased shareholder value and stakeholder
support through ESG initiatives.

6. Stakeholders including customers and employees
are becoming increasingly vocal and conscious
about companies’ ESG activities. Focus on
Inclusiveness is critical.




Questions?

Chintalapati.Sowjanya@azdeq.gov
602-771-6622

azdeqg.gov
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