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Related to this last point, one additional element that adds to the challenge of participation is the
perceived lack of a good, clear benchmark for non-financial reporting. Interviewees noted that
the Global Reporting Initiative (GRI) was supposed to help establish such a benchmark for
reporting, but that the research firms are going above and beyond that, such as by seeking
greater quantification. This makes it more difficult for companies to prepare for compiling and
submitting requested information.

3.3 Costs of Non-Participation

Most research firms do not require participation in
order to score, rate and rank companies. When
companies choose not to participate, they are
evaluated solely on the publicly available information in
company documents, government sources, and the
like. If a company has excellent public disclosure,
there is often little or no effect on the scoring.
However, a company’s failure to adequately disclose
and to respond to information requests, will likely
adversely affect its score. Not only can this ultimately
affect the company’s potential inclusion in indexes, but
it can also have ripple effects as company evaluations
are used in other products that research firms
distribute to the media, NGOs, and others in the
financial community.

Therefore, financial institutions must understand the
client bases of information requesters, who uses the
information and how relevant those users are to the
companies’ markets. This can be difficult to assess,
however, as there are a wide range of potential users
with a variety of interests and perspectives. Currently,
index and research products generated from company
responses are used for mainstream mutual funds,
exchange-traded funds, structured products, unit
investment trusts, and research databases. Within the financial sector, research firm clients
include Morgan Stanley, JP Morgan Chase, TIAA-Cref, State Street Global Advisors, and
Barclays Global Investors. The information from company responses is also sold to
governments, charities, other non-governmental organizations, and the media. The information
also supports other ratings and rankings for Corporate Knights, Corporate Responsibility Office
magazine (CRO), and the Carbon Disclosure Leadership Index (CDP/CDLI). Clearly, then,
failure to respond to an information request could prevent a company from having its corporate
sustainability work communicated to users and incorporated into markets it otherwise might be
unable to reach. The more important stakeholders use the data, the more useful and worthwhile
it is for the financial institution to participate.’

" That being said, several interviewees praised SAM for keeping the requested information confidential, even though
that limits the number of other stakeholders and products that can use the information and amplify companies’
corporate sustainability achievements.

30




IFYOU ASK US ... UNDERSTANDING CORPORATE SUSTAINABILITY DISCLOSURE-REQUESTS

4 CONCLUSIONS & RECOMMENDATIONS

4.1 Summary and Conclusions

There are several significant non-financial and financial benefits of participating in information
requesters’ corporate sustainability research efforts. Many of the non-financial benefits
enhance the financial benefits since they draw new clients and customers, attract higher-quality

“In selecting which requests to
respond to we compare the
requesting firms in terms of their
validity in the marketplace, their

reputation, public relations
impact, and which ones provide
the opportunity to compare
ourselves to our peers and those
outside of our industry.” —
Interviewee

employees, and support innovation — all of which
contribute to increased operational efficiency, reduced
risk, improved market position and competitiveness,
and ultimately increased access to capital and
improved shareholder value. Responding to relevant
requests for information delivers benefits that may be
difficult to replicate through other avenues.

Financial institutions considering participating in
information  requesters’ corporate  sustainability
research efforts should consider a variety of factors,
including internal company issues and the requesters’
characteristics (Table 5).

TABLE 5: Criteria to Consider in Prioritizing Information Requests

CRITERIA TO CONSIDER IN PRIORITIZING INFORMATION REQUESTS

Internal company considerations:

Available resources:

Time, money, personnel, etc.
Timing of request

Availability of information/data
Preparation time needed

Company needs and objectives

Information requester
characteristics:

Reputation

Feedback provided

Client base

Relationship with analyst
Confidentiality

Products as a result of research
Ease of participation

Each financial institution faces different circumstances that can affect its decision to participate.
Institutions should first be aware of the available resources required to respond to information
requests, the availability of the data requested, etc. It is also vitally important that Fls also
consider what the company needs and objectives are (e.g., public relations, access to new
markets or investors), as this could bear on which information requests to respond to. Indeed,
the information requesters’ characteristics matter a great deal, and interviewees’ identified the
‘pros’ of each of the information requesters, as detailed in Table 6.
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TABLE 6: Interviewees’ Views of the Pros of Each Requester

Major Research Pros of Participation

Providers
e Investor driven
e Ability to tailor responses according to industry/business activity
¢ Highly visible and strong reputation
e Lengthy but in-depth, material questions
CDP
e Transparent process
e Focused (on climate disclosure)
o Participation assists managers with operational efficiency evaluation and
management
EIRIS Survey e Association with FTSE’s reputation
Research e Tells source of information in profile
o High credibility
Innovest e Wide distribution
o Objective
¢ Financially material questions
Jantzi e Canadian-focused
KLD Research & e« Highly visible
Analytics o Widely distributed
e Strong reputation due to association with DJSI
e Support and feedback for participants
SAM Research e Highly transparent process
Group e Online
e Comprehensive
e External assurance by Deloitte
Vigeo e European-focused
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The ESG disclosure process poses challenges that need to be addressed. Currently, some
firms reduce their challenges by using online services and software, which consolidate
questions from different requesters so that similar questions require only one response. This

4.2 Recommendations

report recommends financial institutions and information requesters take further steps together

to improve the information request process to increase the likelihood of financial institution

participation. Such steps could include:

Actions for information requesters:

o

Spreading out the timing of requests;
current requests tend to overlap from
early spring to summer.

Ensuring adequate time to prepare the
response, which often takes longer than
the one-month average response time
provided.

Expanding online information collection
to make the process easier.

Shortening the information requests and
standardizing quantitative metrics as
much as possible.

Improving the level of disclosure and
transparency about methodology and
criteria used in the ESG research firm
evaluation process.

Ensuring that company participants
receive feedback from the evaluation
process.

Sharing company best-practices in key
areas under evaluation, so that other
companies have the opportunity to learn
about leading practices that could be
used to improve their own performance.
Demonstrating the materiality of certain
criteria to long-term shareholder value.
A focus on materiality would make the
research products and associated
indexes more likely to be used by
mainstream investors.

Action for respondents:

o

Identifying a central contact point at
each financial institution to collect
external requests and coordinate
responses from internal departments.
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APPENDIX A: DESCRIPTIONS OF INFORMATION
REQUESTERS

Carbon Disclosure Project

The Carbon Disclosure Project (CDP) works with institutional investors (with combined assets of
over $57 trillion under management) to seek from the world’s largest companies’ greenhouse
gas emissions data and information on the business risks and opportunities presented by
climate change. In 2008, 385 investors signed the CDP’s letter requesting information from
3,000 companies (in 2007, 2,400 companies received the letter, with over 1,300 responding).
Signatory investors included financial institutions such as Canadian Imperial Bank of Commerce
(CIBC), Merrill Lynch, JPMorgan Asset Management, Goldman Sachs, Morgan Stanley, Royal
Bank of Canada, Scotiabank, State Street, TD Asset Management, UBS, West LB, Vancity, and
HSBC.

CDP questions cover: analysis of risk and opportunities; response strategy; GHG emissions
accounting, management, reduction, and cost implications; and climate change governance.
CDP attempts to maintain some consistency in its questionnaires from year to year, but the
format of questions is gradually changing from more open-ended questions to more specific
ones that allow comparability of answers by investors. The majority of the responses to these
questionnaires are publicly available; however some firms request that their responses remain
private.

Investors use CDP information as an indicator to determine whether to engage or invest with a
company. CDP data is also used to conduct a cross-sector analysis when evaluating portfolios.
Other users integrate the data into their analysis

Ethical Investment Research Services (EIRIS)

Established 25 years ago, EIRIS is a global provider of independent research, primarily
concerned with the ESG and ethical performance of companies. The firm’s research universe
encompasses about 3,000 companies in Europe, North America and the Asia Pacific region.
This number includes over 730 companies from the U.S. and 100 from Canada. Financial
institutions represent approximately 10% of North American companies under review. Over100
institutional clients, including pension funds and retail fund managers, banks, private client
brokers, charities, and religious affiliates, and the FTSE4Good Index Series.

Environmental evaluations are based on the analysis of policy, management systems,
environmental reporting (i.e. efficiency, emissions, etc.), performance improvements, and
industry specific issues (i.e. chemical waste, deforestation, etc.) Social issues are categorized
into human rights policies, supply chain and sourcing, and treatment of employees as well as
other stakeholders. Evaluations of governance are drawn from the company's risk management
skills, ethics code, gender diversity, and leadership.
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When assessing companies, EIRIS initially uses publicly available information. In addition,
companies are provided the opportunity to contribute additional information, verify information,
and clarify inaccuracies through a company profile review and survey.

In general, the collected information is not confidential. Information collected is summarized; key
points are extracted, and then used in compile a research database that is distributed to clients.
Clients can also receive company assessment results. EIRIS sends FTSE data twice a year in
order to compile the FTSE4GOOD indexes. EIRIS’ Portfolio Manager Software also makes
research available for clients to manage their portfolios. Other EIRIS products and services
include convention watch, country sustainability ratings, and investor toolkits on Climate Change
and the UN PRI. Research is often used by clients for research publications, reports to
investors, constructing ethical indexes, ranking/comparing companies and for charity donor-
screening.

Innovest

Innovest Strategic Value Advisors began operations in 1995 with the goal of combining
sustainability and finance by “identifying non-traditional sources of risk and value potential for
investors.” Today, clients represent more than $7 trillion in assets in over 20 countries and the
firm assists over 30 institutional investors and pension funds in portfolio management, research,
and analysis. Clients include UBS, Henderson Global Advisors, HSBC, BNP Paribas, Schroders
Investment Management, and Rockefeller & Co., as well as leading pension funds in the U.S.,
the U.K., continental Europe and Scandinavia. While Innovest does not manage money directly,
it now has over $1.3 billion under “structured sub-advisory mandates with asset management
partners” such as ABN-AMRO, State Street Global Advisors, and T. Rowe Price. Other
services include competitor benchmark studies, investment products such as investment
screens and index models.

When conducting company studies, Innovest analysts track over 120 factors of sustainability in
company performance to help clients create and manage portfolios. Innovest provides research
and ratings, screening services, private consulting, and asset management sub-advisory.
Innovest rates more than 2,000 companies in four strategic areas: environment, strategic
governance, stakeholder capital, and human capital. Much of this data is available via “I-
Ratings,” a database that includes up-to-date Innovest ratings, screening services, and other
research. Innovest emphasizes the importance of “extra-financial” risk analysis, such as
company policy on political, environmental, labour, and human rights risks, as an indicator of the
larger company management ability.

The general methodology for Innovest’s research and ratings is divided into two areas:
environmental assessment and social assessment. The environmental assessment is done
based on the’EcoCValue’21 Rating Model,” a model based on company performance in six
more specific categories: strategic management capacity, sustainable profit opportunities,
financial risk management, sustainability risk, operating risk exposure, and historical contingent
liabilities. The social assessment is made based on the Intangible Value Assessment (IVA)
Rating Model. This model is broken down into smaller performance indicators as well: emerging
markets, products and services, human capital, shareholder capital, and sustainable
governance. In order to obtain this data, Innovest engages in a five-step rating and research
process. The analysts begin with a sector overview and the macro trends associated with the
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companies industry, followed by raw data collection of annual company reports and similar
documents. Next, Innovest interviews company executives and using the collected data,
completes the models outlined above. Finally, the researchers assign a rating (AAA - CCC) to
the company.

Jantzi

Formed in 1992, Jantzi Research is a Toronto-based investment research group providing
services to mutual funds, money managers, investment advisors, foundations, religious orders,
and government. In January 2000 the firm launched the Jantzi Social Index (JSI) a broad
market index, based on the TSX Composite and TSE 60, of companies that meet a broad range
of ESG criteria. The index underlies two products in Canada: the flagship fund of Meritas
Financial Inc., a mutual fund company, and an iShares ETF. Some socially responsible
investment firms use JSI as a benchmark to track performance. In addition to the JSI, Jantzis’
core products include the Canadian Social Investment Database, investment universe
customization, the PortfolioEdge audit, and the development of ESG investment guidelines.

Jantzi Research’s methodology begins with a review of publicly available information from
company documents, government, industry associations, media, other research organizations,
Jantzi engages companies after the review of public documents in order to gather information
that was not already available. Analysts develop a list of targeted questions which is sent to the
companies along with a company profile for the company’s review. Jantzi analysts often engage
stakeholders directly as well. Jantzi uses about 200 indicators to assess companies in the areas
of community and society, customer relations, corporate governance, employee relations,
environment, human rights, and controversial business practices (i.e. alcohol, gambling,
weapons production, nuclear power, and tobacco). Following the assessment, companies are
provided a copy of the final company profile.

KLD Research and Analytics, Inc.

Since 1988, this U.S. research firm has been conducting ESG research, creating branded
indexes, and providing consulting services for investors. KLD established the first index that
screened constituents based on ESG performance, the Domini 400 Social Index.

Today the firm maintains 20 indexes in both global and domestic markets. The firm has over
400 clients. Most clients are based in the U.S. but KLD also provides research for investment
firms in Europe and Asia. Clients include 31 of the world’s 50 largest money management firms
and over $10 billion are invested in vehicles based on KLD indexes. KLD analyzes companies
from both foreign and domestic investable universes. Domestic indexes are based on KLD
research of the 3000 largest U.S. equities. The financial sector makes up approximately 15% of
the market cap of the KLD domestic research universe.

KLD evaluates companies according to over 280 data points, including measures of corporate
environmental policies; community relations; corporate governance; diversity; employee
relations; human rights; and product quality and safety. KLD researches company performance
by continuously monitoring government data and media sources, company financial and
sustainability reports, and data generated by third party oversight organizations. The research
database is updated every two weeks.
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In addition to its review of publicly available resources, KLD annually engages with researched
companies and requests that companies review their KLD profiles for inaccuracies. KLD also
asks for company input regarding issues of particular importance to the firm or its sector. While
KLD does not use a survey per se, KLD participates in One Report, which includes a list of
questions that KLD would ask a company. Companies have the option of responding to KLD
using One Report.

KLD uses its research database to rate and rank companies according to their ESG
performance. The standard research product developed by KLD supports all of its indexes,
except the Global Climate 100 which is considered a strategy index because it's based on a
value chain of climate solutions.

In addition to its indexes, KLD products include tools for investment management professionals
including the SOCRATES research database, KLD Compliance (pre-trade compliance service),
KLD PASS (Portfolio Advisor's Screening Service), and KLD STATS (summary of research
database). Investment products based on KLD research include mutual funds, exchange traded
funds, variable annuities, unit investment trusts, and structured products. Index products
include index licenses, holdings, analytics, and performance data.

Sustainable Asset Management (SAM) Group

Founded in Switzerland in 1995, the SAM Group is a specialized investment group for
sustainability investments. SAM has $11.9 billion under management, and $6 billion under
licenses. SAM is best known for its research and index development of the Dow Jones
Sustainability Indexes (DJSI). There is approximately $5 billion in DJSI investment vehicles.

Each year, SAM refines its corporate sustainability assessment methodology. The three core
stages in the evaluation process are: 1) Analysis of Macro Problems and Industry Trends, 2)
SAM Corporate Sustainability Analysis, and 3) Determination of Sustainable Fair Value. SAM
assesses the data to create SAM’s index products, including DJSI. In the first stage, analysis of
macro problems and industry trends, relevant macro trends and the challenges they present to
each industry are identified. Companies are then analyzed within the framework of industry,
challenges identified in the analysis of macro problems and industry trends.

The Corporate Sustainability Analysis stage consists of the corporate sustainability screening,
i.e. primary research in form of proprietary sustainability methodology developed by SAM.
Screening of 2,500 companies involves the online questionnaire and media and stakeholder
analysis. SAM works with Evaluserve to conduct the data gathering for companies not
responding to the questionnaire and media analysis. Evaluserve is also responsible for the data
gathering that supports the Corporate Sustainability Assessment.

The online questionnaire is developed by sector analysts and tested with business and
academics. In order to allow for stability in the methodology, credibility, and a comparison
across years a majority of the questions are multiple choice and only 20-30% of the questions
change from year to year. The first year a company responds requires the most time and effort.
In following years, previously submitted data is automatically uploaded and can be updated if
necessary. Two-thirds of the questions request additional evidence to support company
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responses. The online format of the survey allows for multiple users to enter information from
various company departments. Individual company responses are kept confidential and the
information is used only for developing and distributing index products. Company information in
aggregated form (i.e. company scores) can be used for SAM research, advisory or investment
activities, or publication.

If companies choose not to respond to the questionnaire, the company assessment is based
solely on a review of public documents and the media and stakeholder analysis. In 2008,
approximately 1,100 companies were analyzed, of which half completed the questionnaire and
half were analyzed exclusively on public information. Based on the screening of the initial 2,500
companies, a more refined “Best-in-Class universe” is developed to be SAM’s investment
universe.

An external assurance report by Deloitte ensures that the corporate sustainability assessments
are completed in accordance to defined rules. At the end of the assessment and evaluation,
companies receive an online one page feedback report. The report provides company results
across the various criteria, as well as the sector average for company comparison. Companies
selected for the indexes receive the member label for external marketing and communications.

Company assessments are used to develop the Dow Jones Sustainability Indexes (DJSI). The
DJSI World is based on the 2,500 largest companies of the Dow Jones Global Wilshire index.
The DJSI North America universe covers the 600 largest North American companies of the Dow
Jones Wilshire Global index. The DJSI World selects the top 10% in each industry group and
the DJSI North America selects the top 20% in each industry group. The indexes seek to
minimize turnover by requiring DJSI World companies to only qualify amongst the best 13%,
whereas a new component needs to be ranked amongst the best 7% in its industry group.

The organization’s clients vary in size and sector, from banks to insurance companies, from
pension funds to foundations. Unlike other research firms, SAM does not sell the data in
associated research databases. SAM’s DJSI indexes are licensed to 66 financial institutions.

A partial list of clients with SAM licenses:
Credit Union Central Alberta

Credit Union Central of Ontario

Deutsche Bank

State Street Global Advisors

TD Asset Management

UBS Deutschland AG

UBS Global Asset Management (Japan) Ltd
Fortis Investment Management

ING

WestLB

Vigeo/Ethibel

Founded in 2002, Vigeo is a European-based ESG research firm. The firm has grown to be one
of the largest corporate social responsibility rating agencies in Europe after the acquisition of the
Belgian Stock at Stake in 2005 and the Italian Avanzi SRI Research in 2006. The former was

owned by Forum Ethibel, a network of several NGOs and non-profit organizations. As part of the
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transaction, Vigeo and Forum Ethibel established a partnership for the development and
maintenance of the Ethibel Sustainability Indexes.

While Vigeo researches the individual companies for the indexes, Forum Ethibel remains in
charge of establishing and controlling the ethical criteria/composition of the indexes; which is
based on the investment universe of the Ethibel Registers. Ethibel and Vigeo maintain a tight
connection to one another, yet clearly divide business roles in order to avoid a conflict of
interest. Those indexes that are relevant to North American financial institutions are the ESI
Pioneer Global and the ESI Excellence Global.

Vigeo undertakes the initial company research in support or ESI indexes based on criteria
developed by Ethibel. Vigeo has a 14-step research process. Steps 1-3 involve determining
relevant criteria for the sector under study. Criteria are weighted based on importance for the
sector. A multi-source data collection and analysis is conducted during Steps 4-6. Relevant
data is uploaded into the research database. Following a review of public information, Vigeo
initializes the company dialogue in Step 7 when there is insufficient, imprecise or conflicting data
collected. The analyst develops an additional set of targeted questions. Step 8 involves scoring
the company. A company is scored based on its commitment to leadership, implementation, and
results associated with the evaluation criteria. Companies are assigned a rating on each of the
six Vigeo domains (human rights, human resources, environment, business behaviour,
corporate governance, community involvement). During steps 9 — 12, Vigeo completes a
feedback report which is shared with the company. The company has the opportunity to review
the report and provide any additional information or observations. The final steps, 13-15 involve
sector rating. Scores for each company are converted into ratings. Each rating is descriptive of
a company’s performances in comparison to other companies in the same sector.

The detailed company profiles and ratings are transferred to Ethibel, where reviewed companies
are reclassified according to the four Ethibel fields of corporate social responsibility. Companies
are not ranked. Companies are not included or excluded from selection for having a score
above or below a reference value. Scores simply provide a basis of comparison. Ethibel
automatically excludes companies involved with nuclear, weapons, gambling, and tobacco. The
Ethibel Register Committee, external and independent experts provides input regarding the
selection of companies. The Ethibel board of directors makes the final decision on whether to
add or remove the company from the index.
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APPENDIX B: INTERVIEW LIST
| RESEARCH FIRMS AND INDEX DEVELOPERS: |

Calvert

Carbon Disclosure Project (CDP)

Dow Jones Sustainability Indexes (DJSI)
Ethical Investment Research Services (EIRIS)
KLD

FTSE

Innovest

Jantzi

Sustainable Asset Management (SAM)

Vigeo

|FINANCIAL INSTITUTIONS:
Bank of Montreal
CiBC

Citigroup

JP Morgan Chase

Legg Mason
Merrill Lynch

Morgan Stanley
RBC
ScotiaBank
State Street

Wachovia
'UseRs:
ClearBridge Advisors
Corporate Knights
Innovest

Mercer

Morgan Stanley

RiskMetrics Group
State Street Global Advisors

SustainAbility
World Wildlife Fund
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conventions and agreements.
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