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Introduction

In 2009, the United Nations-supported Principles for Responsible Investment (PRI) Initiative!
counted approximately 560 global investment institutions with more than $18 trillion in assets
under management as signatories.? This initiative seeks to integrate environmental, social, and
governance (ESG) issues into investment practices. In the last five years, the number of PRI
signatories has grown to 1,200, and these investors manage assets valued at approximately
$34 trillion.® But, as PRI has recognized with its new reporting requirements, signing on to
voluntary and aspirational goals is one thing—actually considering the issues included in

the broad concept of ESG in investment decision making is quite another.

In our survey, we asked investors about the environmental and social components of ESG.*
Our goal was to identify the types and sizes of institutional investors that are incorporating
these issues into their investment strategies or practices and to learn specifically how they are
doing so—do these issues influence asset allocation, strategy, product offerings, proxy voting,
and/or shareholder engagement? We also asked investors to project whether consideration
of these issues is likely to change in the next three years. For those who have already
incorporated environmental or social considerations into their decision making, we

asked them to explain why.

We approached this survey with no pre-disposed concept of what we would learn. We structured
the survey questions to be as neutral and non-judgmental as possible—we consciously limited
our use of words and phrases such as “sustainability” and “ESG,” as they may have different
meaning to different investors. Instead, we asked investors about “climate change” and/

or “resource scarcity” and “corporate social responsibility” and/or “good citizenship.” We
specifically defined this latter phrase as follows:

“Corporate social responsibility” and “good citizenship” refer to both a company’s
compliance with laws (e.g., product quality and labelling, Foreign Corrupt Practices
Act), as well as activities/practices that are intended to promote particular social
goals. This may include labor practices that are above applicable minimum standards;
operational policies that avoid suppliers, markets, or products based on ethical
judgments; and other corporate activities that are intended to advance health,
safety, education or other similar objectives.

We appreciate the input of those investors—representing over $7.6 trillion in assets under
management—who participated in our survey. PwC’s Investor Resource Institute will be
surveying investors about the governance component of ESG during the summer of 2014. As
the work of PwC’s Investor Resource Institute advances, we will continue to seek this input
and to share results. Please watch our progress at www.pwc.com/us/InvestorResourcelnstitute.

L

Kayla J. Gillan
Leader, PwC’s Investor Resource Institute



Table of contents

When do investors care about sustainability issues? 02
- Sustainability issues are most relevant in proxy
voting and shareholder-corporate engagement
- Sustainability issues may be more likely to be
incorporated into investment strategies with
very large investors

What’s on the horizon? 04
- Investors expect sustainability issues to be

increasingly relevant
- Direct engagement likely to dominate the playbook

What’s driving these investors?
- Reducing risk is a driving force; interest
group pressure has little effect

Corporate disclosures

- Common standards wanted!

- Investors are dissatisfied with current reporting,
both in the US and around the globe

Implications

Methodology
- Demographics of responding investors

06

07

10

12



| .
When do investors care about
sustainability issues?

Do investors care about sustainability? If so, when do they consider those issues in investment
decisions? It turns out that about 80% of responding investors said they considered these
concepts in one or more contexts in the past year.

Sustainability issues are most relevant in proxy voting, shareholder-corporate
engagement, and investment strategy

During the last 12 months, the majority of responding investors considered sustainability
issues when they were voting proxies and deciding whether to engage directly with a portfolio
company about an area of concern.® This is particularly true when investors were considering
matters involving corporate social responsibility or good citizenship. Most investors have also
incorporated sustainability issues into their investment strategy.

When are sustainability issues most relevant?

Shareholder/
corporate
engagement

Proxy voting

Investment
strategy

Product offering

Asset allocation

Index
parameters

[ Corporate social responsibility
and/or good citizenship

75% 106% [ Climate change and/or
resource scarcity

0% 25% 50%

Percentage of respondents who have considered
these issues in the last 12 months

Q: In each of the following contexts, please specify whether corporate social responsibility
and/or good citizenship issues were considered when making investment decisions in
the last 12 months.

Base: 38

Q: In each of the following contexts, please specify whether climate change and/or resource
scarcity issues were considered when making investment decisions in the last 12 months.

Base: 39
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Sustainability issues may be more likely to be incorporated into investment
strategy with very large investors

Our survey suggests that the largest institutions are most likely to consider sustainability issues as
part of their investment strategies—both today and tomorrow.

Which investors are using information about sustainability in their investment strategy?

40%
30%
20%
10%
0%
More than $100 billion $25 billion to $1 billion to $500 million to Less than $500 million
just under $100 billion just under $25 billion just under $1 billion
[ Climate change/scarcity today Corporate social responsibility/citizenship today
[ Climate change/scarcity tomorrow Corporate social responsibility/citizenship tomorrow -® Responding pool
Q: Please specify whether climate change and/or resource scarcity issues or corporate social responsibility and/or good

citizenship were considered in the context of investment strategy in the last 12 months or are expected to be
considered in the next three years. Please provide your organization’s current assets under management.
Base: Those that have incorporated sustainability into investment strategy: 22-23; total responding pool: 40

5 For more about corporate-shareholder engagement, see Guidelines for Engagement (Research Report 1541-14-RR), by the Conference Board
Governance Center Advisory Board on Corporate/Investor Engagement. See also Director Dialogue with Shareholders—What You Need to
Consider (PwC and Weil Gotshal & Manges), available at http://www.pwc.com/en_US/us/corporate-governance/publications/assets/pwc-
regulations-fair-disclosure-directors-communicate.pdf.
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What’s on the horizon?

Investors expect sustainability issues to become increasingly relevant

So what will sustainability issues mean to investors in the next three years? Most anticipate
considering these concepts in some aspect of investment decision making.

More consideration of sustainability in future investment decisions

Percentage of respondents

[ Have considered in last 12 months

[ Expect to consider in next 3 years

Climate change Social responsibility
and/or resource and/or good
scarcity citizenship
Q: Please specify whether climate change, resource scarcity issues, corporate social

responsibility, or good citizenship were considered in the context of any of the illustrated
types of investment decisions in the last 12 months or are expected to be so considered in
the next three years.

Base: 38-39
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Direct engagement likely to dominate the playbook

Most investors who identified sustainability issues as relevant say they’re likely to have some form of direct communications
with their portfolio companies about these issues in the next 12 months, and nearly 90% indicate that they will “very likely”
simply request information from the company. More than two-thirds of these investors are “very likely” to seek a meeting
with the companies’ boards or management. Use of the proxy—through either shareholder proposals or “vote no” campaigns
targeting company directors—is less likely.

Investors want to engage on the issues through direct communication

89%
Requesting more Seeking a meeting with Seeking a meeting with Sponsoring or Urging other shareholders
information from one one or more of my one or more of my co-sponsoring a to withhold their votes
or more of the companies portfolio company's portfolio company's shareholder proposal for one or more directors
in which | invest management board of directors

[ Very likely [ Somewhat likely Not likely at all

Q: Please describe the likelihood that the following forms of shareholder-corporate engagement will be
used in the next 12 months.
Base: 28
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What’s driving these investors?

We also asked those investors why.

Reducing risk is a driving force; interest group pressure has little effect

Investors’ primary driver for considering sustainability issues is to mitigate risk. Nearly three-quarters of responding investors
consider sustainability issues primarily because they believe doing so will reduce risk. Enhancing investment returns and
generally avoiding firms with unethical conduct are other significant drivers. Since most responding investors operate under
a fiduciary responsibility to consider the interests of their clients and beneficiaries above all other interests, it’s not surprising
that responsiveness to interest groups is not a driver for most.

Why are investors considering sustainability issues?

Risk mitigation Avoid firms with Enhance Cost savings through reduction
unethical conduct performance of environmental impact

45%
64%
Attract Impact on overall Be responsive to
new capital capacity to create value interest groups
[ Primary driver [ Somewhat of a driver Not a driver at all
Q: Please specify whether the following objectives are drivers of why climate change, resource scarcity, corporate
responsibility, and/or good citizenship are relevant to your investment program.
Base: 33
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Corporate disclosures

Common standards wanted!

The lack of common standards to assess the materiality of environmental or social issues may be affecting investors’ ability
to consider these issues as they want. Two-thirds of investors responding to our survey say that they would be more likely to
consider this type of information when making investment decisions if common standards were used.

Most investors are dissatisfied with current reporting, both in the US and around the globe

Consistent with prior PwC surveys,® investors expressed a high level of dissatisfaction with the sustainability-related information
being provided by companies. Europe represents the only region where investors are more satisfied than dissatisfied with the
current level of disclosure.

Dissatisfied with disclosure

oD e ®

39% ‘ 38% Asia-Pacific
us
Europe
87%
13%
38% ‘ : ® .
Middle East & North Africa
North America (excluding US)
I satisfied [ Dissatisfied
Q: How satisfied are you with the current level of corporate disclosure regarding matters relevant to climate change,

resource scarcity, social corporate responsibility, and good citizenship in each of the following regions?

Base: 15-37

Note: Sample sizes for Asia-Pacific and Middle East and North Africa regions are smaller than other regions, as many
investors within our survey do not invest in those regions.

6 See Through the investor lens: perspectives on risk and governance, available at http://www.pwc.com/us/en/pwc-investor-resource-institute/
publications/assets/pwc-investor-survey.pdf.
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Focusing specifically on information being provided by US-listed companies, investors are significantly more dissatisfied than
satisfied with every topic included in our survey. This disparity is most pronounced in the context of risk and comparability.

Investors want better information from companies

How risks and  Comparability of  Relevance and How the company Key performance  Sustainability Internal Process used

opportunities sustainability implications of  identifies social indicators related  strategy that governance to identify

are identified  reporting between  sustainability and environmental to each identified is linked to of sustainability material

and quantified companies in the risks impacts in its material issue  business strategy issues sustainability issues
in financial terms  same industry supply chain

[ satisfied [ Dissatisfied

Q: Focusing specifically on US-listed companies, how satisfied are you with the information currently being provided by these
companies on the following topics?
Base: 27-29
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Investors strongly believe that companies should periodically assess multiple types of risks for materiality.

For each type of risk, we provided examples:

* (Climate change: regulatory risk—Risk of stranded assets due to carbon regulations

* Climate change: market risk—Risk of disruptions from lower greenhouse gas (GHG) emitting technologies

* Climate change: physical risk—Risks from heat waves, storm intensity, water shortages, other physical impacts of climate change
* Resource scarcity: water quality—Impacts of deteriorating source water on production costs

* Resource scarcity: water quantity—Impacts of water scarcity on production costs

* Human health—Demand for fewer toxic chemicals, reduced costs of pharmaceuticals

* Labor rights—Use of child labor, “sweat shops”

* Other social issues—Increasing income inequality, human rights practices

Yes to periodic assessments for materiality

@ Climate change: regulatory risk :
95
@ Labor rights
%
@ Human health
92!
: Climate change: market risk
Resource 89
scarcity O i
Resource scarcity: water quantity
: : 89
Resource scarcity: water quality
87
Climate ? :
N/ ; . ; ; :
change Climate change: physical risk o W Yes
' 7 No
Other social issues -
74 No opinion
0% 20% 40% 60% 80% 100%
Q: In your view, which of the following issues should be periodically assessed by companies for materiality?

Base: 38
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The purpose of this survey was to gain a deeper understanding of whether sustainability issues
are affecting the decisions being made by investors—primarily large institutions that provide the
bulk of capital used by companies to finance growth. We found that such an effect is occurring
today—and that it is likely to increase in coming years.

As companies consider how resource scarcity, extreme weather events, rising sea
levels, and evolving societal expectations regarding corporate responsibility will
affect their long-term business strategies, operations, and reporting, the perspectives
of their owners and providers of future capital are critical. It’s equally important
for securities regulators to understand how, when, and with what weight investors
consider these issues as they determine what disclosure requirements best serve the
public markets. And as institutional investors strive to understand the impact of
these issues on corporate strategy, investment returns, and portfolio risk, they

can better exercise their responsibilities to those whose assets they manage.

We will continue to monitor evolving views and practices and share what we learn.

To learn more about PwC’s Investor Resource Institute, please visit
www.pwc.com/us/InvestorResourcelnstitute.

To learn more about our Sustainable Business Solutions, please visit
http://www.pwc.com/us/sustainability.
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Methodology

Demographics of responding investors

A diverse mix of institutional investors responded to the The size of responding investors was more evenly dispersed.
survey: About 45% are asset managers, one-third are pension In total, responding investors represent assets under
funds, and the remaining represents a variety of other types management (AUM) of more than $7.6 trillion.®

of organizations. Compared to the general population of US
institutional investors, asset managers are over-represented in
our survey, while pension fund representation is comparable.”

33%

B Asset manager I Over $100 billion

M Hedge fund 11 $25 billion-$100 billion
Mutual fund $1 billion-$25 billion
Pension fund $500 million-$1 billion

1 Other 1 Under $500 million

7 See The 2010 Institutional Investment Report (Conference Board), Chart 3 at p.10: as of the end of 2009, pension funds managed 39.9% of
the total institutional assets, with the remaining managed by investment companies (28.4%), insurance companies (24.4%), savings institutions
(4.9%), and foundations (2.3%).

8 To calculate AUM, we used the low number within the range provided in survey results (i.e., for those responding that they manage assets
valued at “between $25 billion and just under $100 billion,” we used $25 billion in our AUM calculation). For those who reported that they
manage assets under $500 million, we used the number $1 million. For those who responded that they manage assets valued at over $100
billion, we used the actual AUM as reported in each institution’s public website. All of these values were retrieved on March 20, 2014, and
if reported in other than US dollars were converted based on currency rates as of that same date.
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AUM v. type of organization

>$100 B
10% | 250

$25B-100 B ' .

7.5% [RELZ
$1B-25B

5% 12.5% | 2510
$500 MM - $1 B
< $500 MM
25% 2.5% | Z50

[ Asset managers

|| Hedge funds

Most of our survey respondents have primary operations in the US and invest in markets across the globe. Conservatively
estimated, our respondents’ AUM represents more than 50% of total US institutional assets.

Size of respondents’ AUM v. US institutional assets

US intitutional assets

[ Survey respondents' AUM (conservative estimate)

: [ Total assets (as of end of 2012)
12 16 20

8

Trillions of $US

Source: Institutional investors’ assets http://stats.oecd.org/Index.aspx?DataSetCode=71A from OECD.StatExtracts http://stats.oecd.org,
accessed May 7, 2014.

Unless otherwise indicated, 40 institutions completed the survey. When broken down by demographic information, some
numbers are very small (e.g., number of hedge funds, number of mutual funds), and thus the margin of potential error can
be quite significant. All demographic information should be considered when evaluating these results.
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Contact us

To have a deeper conversation about any of these subjects, please contact:

Kayla Gillan

Leader, Investor Resource Institute, PwC
(202) 3127525
kayla.j.gillan@us.pwc.com

Joanne O’Rourke

Managing Director, Investor Resource Institute, PwC
(703) 918 6017

joanne.m.orourke@us.pwc.com

Kathy Nieland

Leader, US Sustainable Business Solutions, PwC
(504) 558 8228

kathy.nieland @us.pwc.com

Don Reed

Managing Director, US Sustainable Business Solutions, PwC
(617) 530 4403

donald.j.reed@us.pwc.com

About PwC’s Investor Resource Institute

Our Investor Resource Institute seeks to add value to investors’ decision-making processes
by sharing PwC’s insights and educational materials regarding markets, industries, and
corporate governance.

© 2014 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity. Please see www.pwc.
com/structure for further details. This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors.
PwC helps organisations and individuals create the value they’re looking for. We’re a network of firms in 157 countries with more than 184,000 people who are committed
to delivering quality in assurance, tax and advisory services. Tell us what matters to you and find out more by visiting us at www.pwc.com. MW-14-0462


http://www.pwc.com/us/en/pwc-investor-resource-institute/index.jhtml

