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How successful organisations address Environmental,
Social and Governance considerations

The context within which
business operates is

This ESG playbook is a

By taking a long-term strategic view of . .
practical and essential

ESG, organisations will:

Madlen Jannaschk

Principal Sustainability Consultant

rapidly changing.

Unprecedented environmental challenges
such as climate change, a growing
awareness of social inequalities and

a global pandemic have accelerated a
deeper understanding by stakeholders
that environmental, social, and governance
(ESG) factors affect value creation and the
long-term success of an organisation.

Investors and tenants are increasingly
demanding more efficient buildings, climate
change resilience and preparedness,

and enhanced health, safety, and social
benefits. Added to this, changing policy and
regulation will continue to drive business,
industry, and regulators to address these
issues and increase transparency.

Successful leaders must stay ahead of
these trends and be proactive about
managing the resulting risks and
opportunities.
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Meet existing and emerging legal
and regulatory requirements

Reduce cost of input materials
and operational costs

Provide the foundation for
realising a net zero carbon
roadmap

Minimise business disruption
from environmental, social, and
economic impacts

Maintain their social license to
operate and protect brand value
and reputation

Improve staff engagement and
customer advocacy

Reduce cost of capital by meeting
rising investor expectations

Drive innovation, discover new
markets and tap into unmet
demands

guide for leaders of any
organisation that invests in,
delivers or manages built
environment assets and
services. It is your blueprint
for building winning
business strategies,
mitigating reputational
risks and capturing lasting
value.
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The rules of engagement

There are four key initiatives involved in gaining
value from ESG in your organisation

Develop corporate sustainability
strategies that address all three
areas - Environmental, Social

and Governance (ESG) - in your
operations, in your supply chain and
in how you interact with your market
and stakeholders.

=

Undertake climate risk assessments
and identify mitigation strategies
aligned with a model such as that
of the Taskforce for Climate-Related
Financial Disclosures.

Develop and implement Net Zero
carbon strategies and plans that are
benchmarked and verified against a

third-party standard such as Science-

Based Targets, the Climate Active
Standard or ISO 14064.

Corporate sustainability starts with a company'’s value system
and a principles-based approach to doing business. This
means operating in ways that, at a minimum, meet fundamental
responsibilities in the areas of human rights, labour and
anti-corruption. Responsible businesses enact the same values
and principles wherever they have a presence, and know that

good practices in one area do not offset harm in another.

UN Global Compact
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Be transparent and visible with your
ESG benchmarking, strategy, targets
and implementation through public
disclosure and certifications, for
example, engaging with GRESB or
CDP reporting.
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The rules of engagement

June 2021: Switzerland's Financial Market April 2021: The European Commission issued a

PeOp|e Often Supervisory Authority amended disclosure + proposal calling for the development of
d rules for banks and insurers to include sustainability reporting standards that take into
wonaer climate-related financial risks, based on TCFD account existing frameworks including the TCFD

o

Is this just a passing trend? June 2021: The Tokyo Stock
Exchange issued a revised

Corporate Governance

ESD and ESG are not some new i :
i Al “'*‘ Code, which now indicates

branding tactic. 2022 marks 30 years October 2021: The p i i
» . certain companies should
i i Canadian Securities 2020-2021: Several enhance disclosure based
que world leaders met for.the United Administrators UK regulators ’&F) on TCFD recommendations
Nations Conference on Environment Plrnposedhto make issued rules and
climate change proposals for December 2020: The Hon
and Development (also known as disclosyres mandatory for TCFD-aligned ‘\ . o e W 4 2
the ‘Earth Summit') in Rio de Janeiro, pUb“,C comparties, largely disclosure %‘: issued draft guidance
e Rk consistent with the TCFD indicating authorized
Brazil, in June 1992. The resulting recommendations institutions shauld make
. August 2021: . :
frameworks and agreements that laid S T——— TR v— TCFD-aligned disclosures
the foundation for 21st Century ESG Number of Supporters Regulation proposed a road
. . X map for mandatory TCFD-
included the Rio Declaration, Agenda Japan aligned disclosure s
21, the United Nations Framework LRSS September 2021;
. . nited Kingdom Central Bank of Brazil April 2021:
Convention on Climate Change United States m iSSUEd TCFD-aligned April 2021: Australian Prudential ’ New Zealand introduced a
(UNFCCC) and the Convention on disclosure rules for Regulatory Authority publishes TCFD- » bill that would require
. } . o Australia m regulated institutions aligned draft guidance on managing = mandatory TCFD-aligned
B|O|Oglca| DlverS|ty o climate risks disclosure for large listed
France issuers and financial
We only have to look at how rapidly INSLLINons;
capital has been moving into RN 450+ 449-350 349-250 249-150 149-100 | | 49-25 <25
responsible investment, assets and Humber.of SUpporter:
eqUitieS to see how the momentum Various jurisdictions are taking steps to encourage or mandate TCFD-aligned disclosure requirements"
has grown. Nasdaq reported thatin
2020, net inflows into ESG funds in
the USA reached USD$51.1 billion -
more than double the record-breaking A stronger external-value proposition can enable companies to
USD$21.4 billion in 2019. By the end achieve greater strategic freedom, easing regulatory pressure. In fact,
of the first quarter of 2021, inflows in case after case across sectors and geographies, we've seen that

escalated even further, reaching nearly

e strength in ESG helps reduce companies’ risk of adverse government
USD$2 TRILLION in just three months.

action. It can also engender government support.

MecKinsey”
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The rules of engagement

Deciphering the acronyms

ESG: Environment, Social and Governance

An entity's impact on the environment, people and communities,
and the integrity/ethics of its own internal management
processes.

ESD: Environmentally Sustainable Development

Considering - and where possible reducing - the impact of
activities on soil, water, atmosphere, biodiversity and ecosystem
processes. In the construction context, ESD also stands for
Environmentally Sustainable Design or Ecologically Sustainable
Design and addresses the environmental and social impacts of
building design including architecture, materials and operations.

SDGs: Sustainable Development Goals

The 17 SDGs are the core of the 2030 Agenda for Sustainable
Development, adopted by all United Nations Member States in
2015. They set the trajectory and targets for both ESD and ESG in
all nations across both the natural environment and human/urban
landscapes and enterprise.

SBTi: Science-Based Targets initiative

Sets benchmarking goals for emissions reduction to achieve the
less than 1.5 degree average global temperature rise climate
scenarios of the Paris Agreement. Goals, including pathways

to net zero carbon, are based on the most recent climate
research by the global science community, collated by the IPCC
(Intergovernmental Panel on Climate Change).

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations

SRI: Socially Responsible Investing

Financial allocations that include ESG screens in the decision
matrix.

GRESB: Global Real Estate Sustainability Benchmarking

A competitive global ranking of institutional and portfolio real
estate asset owners and funds based on their governance
practices, ESG targets, engagement activities, environmental and
carbon emissions performance reporting and improvements.

TCFD: Taskforce for Climate-Related Financial Disclosure

An international working group that published a framework of
recommendations for financial and commercial organisations to
review their climate related risks and opportunities, and develop
metrics and targets for mitigation and adaptation pathways.

CDP: (formerly the Carbon Disclosure Project)

An international not-for-profit that operates a global disclosure
and rankings system for investors, companies, cities, states and
regions to declare and manage their impacts across climate
change, forests and water security.
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Future-facing bottom lines

Visible excellence in ESG is proven to:

S

Attract investors

Morgan Stanley, for example, assesses the ESG attributes of
potential investments because its analysis has shown ESG
factors are an indicator of a company's long-term strength and
financial viability"i

Add value for clients who also have strong ESG targets and
KPIs

In a global economy, this is crucial. For example, in the EU
legislation is being drafted that will mandate any company
doing business in the EU must address climate change and
human rights matters within its own operations and within its
supply chainvi

Help recruit and retain talented staff

A recent UK survey found 38% of younger workers would
consider moving companies if they felt their existing firm was
not effectively addressing ESG factors such as climate change
action and ethical practices™

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations
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Mitigate regulatory risk

Government regulations keep changing and more stringent
requirements are becoming common, especially in relation
to climate change and climate risk, water efficiency, waste
minimisation, ethical procurement, social equity and Modern
Slavery risks.

Maintain a ‘social license to operate’

This is the degree to which a business is trusted and its
activities endorsed by the community and stakeholders.
Research by KPMG and the Australian Institute of Company
Directors has found it has a major impact on a company’s
market position and financial viability*

Ultimately, social license is maintained by
organisations that are responsive to changing
community concerns and expectations.
Society has a powerful ability to tell companies

when they are no longer wanted.

Richard Boele National Leader,
Human Rights and Social Impact Services,
KPMG Australia
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CASE STUDY

Thinking outside
the box for an ESG
win

Data Centres can face a
particular challenge in
relation to ESG and the
social license to operate
due to the substantial
amount of energy they
require, which can strain
local supplies.

Facebook Odense Data Centre, Odense, Denmark

Singapore, for example, imposed a stance of targeting net zero emissions and
moratorium on new data centres for two 100% renewable energy supply. Part of E E E
years due to the share of national energy the design solution was an engineering
they consume and their corresponding approach that captures heat generated by '&'
share of national greenhouse gas data centre operations and then redeploys
em|ss.|olns from thg nation's gas-fired that heat into a district healtmg system Datacloud G Iobal
electricity generation. that warms 11,000 homes in the Odense

municipality. Awards
Putting ESG at the heart of Data Centres
planning can provide a solution to local The commitment to social responsibility The Facebook Odense Data Centre
or regulatory resistance. For example, resulted in a DC that not only imposes has also garnered significant kudos
in planning its hyperscale data centre in no strain on local energy supplies, since for everyone involved including the
Odense, Denmark, Meta (Facebook), took it began operations the town'’s coal Sustainable Data Centre Award in the
an ambitious and socially-responsible dependency has reduced by 25%. @ 2021 Datacloud Global Awards.
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Potentially confronting but essential questions

Do we ensure all people involved in
our business and its supply chain are
treated with fairness and dignity in
relation to wages, working conditions
and social inclusion?

Do we know where our carbon
emissions come from and what we can
do about them?

Do we ensure our business and assets
are prepared for the impacts from
climate change? Do we have a clear picture of how
communities and individuals are

Are our employees as happy, health . o
ploy PRy y affected by our business activities?

and productive as they can be?
Who pays for mitigating any negative
impacts in our supply chain such

as loss of habitat, pollution, waste,
workplace deaths or injuries, carbon
emissions?

Do we do business with any
organisations that harm the
environment or people?

Are we prepared to set clear and
ambitious ESG targets for our business

and publish them? What action is being taken to reduce

the incidence of negative impacts?
Is our leadership team held responsible

for ethical failures within our business

operations or company culture?

We need business leaders to make bold business
decisions for the future, we need businesses to
integrate the SDGs into their corporate strategies, we
need businesses to account for their externalities in

the same way they account for their business losses.

Sanda Ojiambo, CEO & Executive Director, UN Global Compact’

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations
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Can’t we just offset our
impacts and do net zero harm?

The idea of offsets seems like an easy
fix, because it enables an organisation
to balance harm caused in one area of

its operations with good done in another.

But this is potentially problematic in
two ways: firstly it presumes there is
an endless opportunity for offsets, and
secondly, it still does not truly address
the harm and negative externalities.

There are also considerations around
the quality of offsets.

If, for example, offsets are created
by flooding a valley and displacing
the Indigenous community to build a

hydroelectric plant, while the energy

is clean, the method by which it was
obtained contradicts some very
important ethical principles including
the rights of Indigenous Peoples. And

if those offsets are being procured to
balance the carbon books for an open
cut coal mine, the proposition becomes
even more questionable.

Carbon offsets should only be procured
after every attempt has been made

to reduce emissions in the first place
through energy-efficiency, sustainable
design and sustainable procurement,
including prioritising renewable energy
use. A similar principle needs to be
applied to biodiversity offsets — minimise
harm at the source, then look for high
quality offsets that deliver tangible ESG
benefits to the provider.

CUNDALL



CASE STUDY
Aboriginal carbon credits

First Nations Peoples in Australia have suffered
systemic social and economic disadvantage.
Aboriginal Carbon Credits are one option for a
business to contribute to redressing this situation.
These credits are created through projects based
on Aboriginal-Owned and managed lands and are
implemented by Aboriginal Peoples.

They generate an income stream and Because these are Australian Carbon
employment opportunities for the Credit Units (ACCUs) issued by the Clean
communities and are based on Traditional Energy Regulator - a national statutory
ecological and environmental management authority — Aboriginal Carbon Credits
practices such as Savannah burning are also very credible and low-risk for
using the firestick cool burning method. purchasers.

This results in a measurable reduction in
carbon emissions compared to European-
style hazard reduction burns and allows
Traditional Owners to restore degraded
vegetation communities and enhance
habitat for fauna.

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations

While there are international standards for

how carbon should be counted, there is no
accounting for the moral hazard of carbon
offsets: the false assurance that persuades us
we need not change the way we live. There is
no accounting for the way companies use these

projects to justify business as usual.

George Monbiot, Economic & Society Thought leader*
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Mitigation vs adaptation vs elimination

There can be some confusion about the difference

between adaptation and mitigation.

In climate change policy, adaptatlon refers
to measures that aSSISt com
to adjustto-a
impacts of global he
destabilisation. Mitigation is the
process of reducing or sequesterin
the greenhouse gas emissions that are
causing climate change.

L . . —
However, in other areas of risk A
management, such as disaster ris y
reduction, mitigation involves measures
such as engineering techniques to lessen
disaster impacts, alerting systems, public
awareness and safety campaigns. It also
extends to post-disaster clean-up, repair
and social support?i,

In human rights terms, mitigation can
also mean measures that soften the
impact of human rights violations, rather

terms mitigation involves activities such
as reputation rehabilitation and crisis
communications following a governance

- failure such as fraudutent deallngs

There is a third option, ellmlnatlon This =

canireferto greenhouse gﬁemm
human rights abus s, Or poor governan

practices.
o
Ve k)
‘ ) 5 AN .
3kt 2t 5"7{’
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Al AR
i )
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eventing them, and in governance
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Mitigation vs adaptation vs elimination

There is no ‘away’ on our one planet

Chances are you have used the phrase
“throw it away" in relation to a piece

of unwanted packaging at some point

in your life. As a concept, the phrase

is indicative of our capacity to dismiss
negative impacts as a problem that can
be somehow solved by removing it from
our own field of operations. Scientifically,
this is nonsensical. The world is an
interconnected ecosystem, and everything
has an effect on everything else.

Economists often term impacts such as
pollution, soil loss, species extinction,
water contamination and displacement of
Indigenous communities as ‘externalities’.
The cost is borne by others and is not
factored into the business case or
accounting of an enterprise or project.

There are emerging economic frameworks
that challenge this process of cost-shifting.

National Accounts as represented by
metrics such as Gross Domestic Product
are also based on ignoring the cost of many
negative externalities, and there is work
being done at the United Nations level to
formalise a new method for calculating
GDP within a Natural Capital Accounting
Framework. The System of Environmental-
Economic Accounting—Ecosystem
Accounting (SEEA EA) — was adopted by
the UN Statistical Commission in March
2021 and its methodology is now being
trialled by more than 30 UN member
states.

Natural Capital Accounting, for example, puts a price
on ecosystem services and common pool resources
such as water, air quality, topsoil, biodiversity and
social wellbeing and includes them in the financial

analysis of an activity.

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations

Building trust in one another and developing
institutional rules that are well matched to the
ecological systems being used are of central

importance for solving social dilemmas.

Dr Elinor Ostrom, Nobel Prize Lecture, 2009
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CASE STUDY

ESG underpinning
new finance
opportunities

Attracting finance is essential for most
organisations as they grow. In addition

to the ESG lens becoming standard for
conventional lending arrangements and
investment decisions, there is also a share
of global capital now specifically aligned
to ESG and sustainability outcomes and
credentials.

In one example, Sydney Airport Corporation
secured a AU$1.4 billion Sustainability
Linked Loan (SSL) in 2019. The first of its
kind in the Asia-Pacific region, the loan

is linked to the organisation achieving
ambitious ESG benchmarks including
substantial operational carbon emissions
reductions.

Funds from the loan can be utilised for any
corporate purpose, however the price of
the finance is tied to agreed sustainability
improvements. This ensures the SSL

lives up to the SSL premise of delivering
measurable benefits not just for the parties
involved in the deal but also for the wider
community.

.‘-ﬁ'
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Sydney Airport, T1 International Terminal, Pier B and C © Tyrone Branigan

We were particularly attracted to the funding flexibility an SLL offers in
incentivising improvement across the entire environmental, social and
governance (ESG) spectrum, especially when compared to related products that

focus on sustainability-linked investment and lack a direct link to funding costs.

Sydney Airport Group Treasurer Michael Momdjian

&
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Triage an ESG risk

Six steps for applying ESG first aid

Identify the risk — can it
be eliminated?

Tracking and reporting

Yes/No?
If No — see step 2

Implementation

Can the risk be
mitigated and the impact

reduced, prevented or 4 Develop KPlIs, clear targets, timelines and actions

compensated?

Yes/No?

INo -~ s|ee step 3 Choose two or three key areas that have the highest priority

Decide what to focus on first

Can the risk be adapted o
to? If 0, how? Materiality review /o o\
Find out what is important to your organisation but also to your stakeholders. Q %Q(o\ >
That can be employees, tenants, clients, local community etc °o-°
Review
Look at what you have/what you are doing already.
For climate change, understand your footprint and your climate risks m
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CASE STUDY

Putting ESG at the heart

Climate Positive

of our own business

Reducing whole carbon
e e Zero Carbon Energy

Making buildings and
infrastructure energy efficient
and supplying all energy from

renewables.

In 2012, Cundall became the world’s first
consultancy to be formally endorsed as a One e
Planet Company and we set out our sustainability S hh g
roadmap for the business.

consumption and using
products from sustainable
sources with transparent and " .
: i Health and Wellbeing
Encouraging active, social,
meaningful lives and
providing the buildings,

ethical supply chains.

The roadmap focused on what we do as an
organisation, but we wanted to go further.
In 2017 we undertook a detailed materiality
review to understand our impacts and
areas of influence.

We used Bioregional’s One Planet Living
Principles and the UN Sustainable
Development Goals as a guide. This
informed our new sustainability roadmap,
which as published in November 2018 and

sets targets across our projects, our offices,

our homes, and communities, and through
industry leadership.

As part of our One Planet, One Chance

The commitment was then reached
globally with a PAS2060 certification with
Cundall being one of the first engineering
consultancies in the world to be certified
carbon neutral by the Carbon Trust across
Scope 1, 2 and business travel Scope

3 emissions. For a meaningful pathway

in reducing our emissions, we had our
reductions strategy endorsed by the
Science Based Targets initiative.

Climate Change
Adaptation
Designing buildings and
infrastructure to be resilient

and responsive to climate
change.

infrastructure and spaces
to support goed health and
wellbeing.

Ethics and Equity

Creating ethical and equitable
places to live and work.

As a consultancy, we understand our biggest impact for

influence, is on our projects. We work closely with clients
S . to achieve their net zero and carbon neutral aspirations

to achieve this being certified in 2019 . . . o .

under the Climate Active Carbon Neutral throughout their organisations, buildings, portfolio and

Standard. even events.

sustainability roadmap, Cundall targeted
zero carbon for their global business by
2020, with the Australian offices the first

The ESG Playbook (and why you need one) - How successful organisations address Environmental, Social and Governance considerations
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About

As multi-disciplinary engi

integrated mnovatlon

i~

Smart building approaches are part of ;

our core business: we enhancerhow

buildings function and optimise the

experience of those who live, work, play

and stay in them. Our teams collaborate

across the globe to find ways new

and existing buildings, precincts and o
portfolios can perform better, use less
energy, and reduce the impact of our built
environment. We were the first global
engineering consultancy to achieve
carbon neutral certification — our aim is to
bring every client along on the journey

to a net zero world.
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