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E a What is ESG?
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Doing business in a way that considers Environmental
environmental, social & governance

* Climate change, waste, water,
elements

chemicals, emissions, biodiversity

Top of mind for boards, investors,

customers, employees, suppliers, and Social
regulators * Modern-day slavery, safety, diversity,
working conditions, environmental

Philosophy that social & environmental justice, fair access to healthcare

issues should be of equal concern as

profits Governance
e Board diversity, climate competency,
Increasing scrutiny, activism executive compensation, lobbying &

political contributions



A Crowded Disclosure Landscape
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1 Publish guidance for 2 Request data from 4 Create assessments of
voluntary disclosure, companies via companies based on public
often with company questionnaires and/or private information
feedback loops « to sell to investors
) - Nowa Part of S&P Global .ls
IWCDP < ISS ESGD>
Boa v | FTSE4Good
3 Aggregate publicly- 2T |b RepRisk
g¢§SDARps available data from MSCI { R o
companies P
Vig“l‘i ris SUSTAINALYTICS
TCH) REFINITIV
Bloomberg’ N @ TRUVALUE LABS

Source: Value Reporting Foundation



E a ESG-Related Activism On The Rise
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 Record 529 ESG shareholder

) : . 0
resolutions filed up 22% 2022 Shareholder Proposals
. . gsngsewaliue Climate Chgﬁg
* Climate issues top the agenda =

3%

at 110 proposals

 Near total focus on GHG
emissions and transition

Board

plans Dty
g::ﬂr Influigcl;
Environment
« +20 shareholder proposals filed
with 14 electric utilities v o e i

» 1/3 focus on diversity, Decent Work
eqUIty and inclusion Source: proxypreview 12%



Ea Disclosure is Challenging
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« Frameworks, standards,
ratings, rankings

* Fast-changing ESG
landscape — globally

« (Goalpost keeps moving,
bar getting higher

« Activism increasing

« SEC climate disclosure
rule sets the stage

Supply chain: S062
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| REE 2022 ESG/Sustainability Trends

Enhanced human capital
management disclosures

More pressure to link executive
comp to ESG performance

Better insights into DEI
practices at all levels

Companies will adapt
technology to bridge the
digital divide

ESG Trends to Watch

Corporate Purpose
Climate Transition Plan
Just Transition/Climate Justice
Human Capital Management
ESG Regulation
Stakeholder Capitalism
Supply Chain Resilience

Growing focus on supplier
Growing scrutiny of net-zero diversity

carbon goals — transition plan

Greater supply chain
transparency & tools to
manage risk

Corporate purpose will be
important to engaging,
retaining employees

Leverage economic influence to
demand action on social issues
employees, customers care about

Workplace flexibility, worktime will
change how companies operate

Source: SustainAbility Institute at ERM 6



Drivers of ESG in M&A and PE

» Investors are increasingly focusing on ESG
» BlackRock’s Annual CEO Letter

» Investors and potential acquirers are
evaluating a company’s ESG strategy as
part of their value

* Impactinvesting and ESG Funds

» United Nations Principles for Responsible
Investment (UN PRI)




ESG Investing by the Numbers

ESG ranked as the top asset class for increased allocations in 2021
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Benefits of ESG for PE and M&A

® Manage Risk
=3 Value Creation
|~ Market Differentiator

b  Future Proof Business



For Consideration

 Who are your stakeholders and what do
they care about? How can you deliver to
their expectations?

« What are the ESG topics that are
material to your business?

Do you have an ESG Strategy?

« What about a roadmap and
implementation plan?

« ESG Due Diligence is key to
understanding risks and effective
integration of M&A

 Make sure that you have the data to
back-up your claims!




Example Portfolio Company ESG Activities

PRE-CLOSE

ESG Due Diligence & Integration
Planning:

Inputs: Utilize SASB, GRI & other evaluation
standards depending on PEG philosophy and
investment thesis

Outputs: Buildout of an ESG Profile with
emerging risks and opportunities identified

HOLD PERIOD

ESG Roadmap:

Inputs: DD findings, observations from
business leaders & Gap Framework
assessment

Qutputs: Prioritized recommendations
and implementation guidance based on
benefit and maturity

ESG Strategy Execution (many
elements):

Inputs: ESG Roadmap project plan

Outputs: Service execution across 3
major dimensions: Environmental, Social
& Governance

Crowe

EXIT

Sell-side CIM,
roadmap strategy
and DD prep support
can provide
enhanced value at

exit

©2022 Crowe LLP [1h1



SEC Proposed Rule on Climate-Related Disclosures

uTOday InVGStOI’S b Released MarCh 21, 2022
representing literally tens « Comment period open though May 20, 2022

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 informed investment
decisions.”

SEC Chair Gary Gensler

March 21, 2022



Proposed Disclosures

Impact on financial statement line items related to severe weather events and other natural conditions and transition
activities if more than 1% of the related line item.

Expenditures related to mitigating the risk of severe weather events and other natural conditions and transition activities
if more than 1% of the total amount expensed or capitalized.

How severe weather events and other natural conditions and transition activities affected estimates and assumptions are
reflected in the financial statements.

=  GHG emission disclosures:

Scope 1 and Scope 2 GHG emissions separately disclosed on a disaggregated (by each GHG) and aggregated basis.

Scope 3 GHG emissions in gross terms, if the company has set a GHG emissions target or goal that includes Scope 3
emissions or if Scope 3 emissions are material.

» Qualitative disclosures.

Prospective risks and material impacts on company’s “strategy, business model, and outlook” caused by climate change over
the short-, medium- and long-term.

The processes for detecting, evaluating, and managing climate-related risks and whether those processes are integrated
into the company’s broader risk management program.

Any internal carbon price, the registrant’s internal carbon price and how such price is determined.

Any scenario analysis to assess its business in the context of climate-related risks, a description of the scenarios,
assumptions, and projected financial impacts.

Any climate transition plans, a description of such plan as well as relevant targets and metrics.

© 2022 Crowe LLP
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Goals, Oversight and Timing

Publicly Disclosed Goals

Scope, timing and interim targets.

Plans for how goals will be
achieved.

Annual update of progress toward
the targets or goals and how such
progress has been achieved.

Information about carbon offsets
or renewable energy certificates
(RECSs), including how much of the
progress made is attributable to
offsets or RECs, if they are part of
the company’s climate-related
targets or goals plan.

Board Oversight

Provide detailed governance
disclosures

Detail Board and management
oversight of climate-related
risks, the risk management
process, and the company’s
response.

Detail the climate related
experience of Board,
management or ESG
committee

How & When

Include the disclosures in company’s
registration statements as well as
annual reports.

The disclosures outlined in

the financial statement footnote
disclosures would be required in
the financial statements.

Form 10-K would include other
disclosures, including GHG
emissions, immediately before
MD&A.

Timing: The disclosures would be
due at the same time as the
company’s annual report.

© 2022 Crowe LLP 14


https://dart.deloitte.com/USDART/home/publications/deloitte/heads-up/2022/sec-proposed-rule-climate-disclosure#SL794111382-620338

Emissions Disclosures

Scope 1 &2

Scope 1: direct GHG

emissions from sources that are
controlled or owned by the
company

Scope 2: indirect GHG emissions
from upstream and downstream
activities

Required on a gross basis (before
consideration of any offsets) and
relative to intensity, if company set
a GHG emissions target or goal that
includes Scope 3 emissions or if
Scope 3 emissions are material.

Note:

Required FY 2024 (filed in
2025)

Independent audit not
required

Provides safe harbor for for
liability from Scope 3
emissions disclosure

Scope 3

GHG emissions not within company’s
Scope 1 or 2, but result from
activities and assets not owned or
controlled by the company, but that
the company indirectly impacts in
its value chain

Separately disclosed on a
disaggregated (by each GHG) and
aggregated basis.

Required on a gross basis (before
consideration of any offsets) and
relative to intensity (e.g., tons of
carbon dioxide per dollar of
revenue).

Note.

Required FY 2023 (filed in 2024)

Audited with “limited assurance”
for FY 2024

Audited “reasonable assurance” for
FY 2026

ISS CORPORATE » 1 Source: GHG Protocol
SOLUTIONS

2 Source: ISS QualityScore Data as of April 13, 2022

GHG Protocol: List of scope 3 categories!

Upstream or Downstream

Upstream
Scope 3 Emissions

Downstream
Scope 3 Emissions

Scope 3 Category
1

Purchased goods and services

Capital Goods

Fuel- and energy-related activities

(not included in scope 1 or scope 2)
Upstream Transportation and distribution
Waste generated in operations

Business travel

Employee commuting

Upstream leased assets

Downstream transportation and distribution

. Processing of sold products

. Use of sold products

. End-of-life treatment of sold products
. Downstream leased assets

. Franchises

. Investments

Carbon Emissions Reporting at U.S. Companies by

US S&P 500

Index?

10%

Russell 3000

% Companies reporting quantitative metrics about GHG emissions

B % Companies disclosing total Scope 3 emissions




Assuming the proposed
rules are adopted with an
effective date of Dec 2022,
and the filer has a fiscal
year ending Dec 31:

Registrant Type

metric, but excluding Scope 3

All proposed disclosures, including GHG emissions
metrics: Scope 1, Scope 2, and associated intensity

SEC's Proposed Mandatory
Reporting Timeline

Disclosure Compliance Date

GHG emissions metrics: Scope
3 and associated intensity
metric

Large Accelerated Filer

Fiscal year 2023 (filed in 2024)

Fiscal year 2024 (filed in 2025)

Accelerated Filer and
Non-Accelerated Filer

Fiscal year 2024 (filed in 2025)

Fiscal year 2025
(filed in 2026)

Fiscal year 2025 (filed in 2026)

Exempted

Filer Type

Scopes 1 and 2 GHG Disclosure
Compliance Date

Limited Assurance

Reasonable Assurance

Large Accelerated Fiscal year 2023 (filed in 2024) Fiscal year 2024 Fiscal year 2026 (filed in
(filed in 2025) 2027)

Accelerated Filer Fiscal year 2024 (filed in 2025) Fiscal year 2025 Fiscal year 2027 (filed in
(filed in 2026) 2028)

See https://www.sec.gov/files/33-11042-fact-sheet.pdf

© 2022 Crowe LLP 16




Breakdown
of Retall
Emissions

Breakdown of Scope 1,
2, and 3 Emissions

@8 Scope 1 @ Scope 2 @8 Scope 3
2% 3% 95%

RETAIL INDUSTRY
LEADERS ASSOCIATION

® 2021 Schneider Electric, All Rights Reserved |



Breakdown
of Retall

Emissions

Breakdown of
Scope 3 Categories

B C1 - Purchased Goods & Services

u C4 - Upstream transport
B C7 - Employee commuting
B C10 - Processing of sold products

B C13 - Downstream leased assets

EC2 - Capital Goods

C5 - Waste generated in operations
BC8 - Upstream leased assets
BC11 - Use of sold products

C14 - Franchises

%

4

C3 - Fuel & Energy-Related Activities
mC6 - Business travel
B C9 - Downstream transport
BC12 - EolL of sold products

C15 - Investments

**Calculated from scope 3 reporting to 2020 CDP Climate Change Questionnaires from retailers with an approved Science-Based Target
(except Home Improvement/DIY, which used 2020 CDP Climate Change Questionnaire reporting from The Home Depot & Loewe's

Companies.)



Contact Us

MONICA WELT
Deputy General Counsel, VP Compliance
Pronouns: she, her, hers

mwelt@biglots.com
0: 614.278.6798
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4900 E. Dublin Granville Rd.
Columbus, OH 43081-7651

Rebecca Miller, MPA
Senior Manager

Crowe LLP

0: 614-365-2239
rebecca.miller@crowe.com
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Sandy Nessing

VP & Chief Sustainability Officer
American Electric Power

0: 614-716-2570
smnessing@aep.com
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