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RESUMEN DEL PROYECTO

Hoy en dia, el desarrollo sostenible y la rendicién de cuentas empresarial en torno a
las acciones ESG se han vuelto cada vez mas relevantes. Los inversores estan
incorporando criterios ESG en sus procesos de toma de decisiones, y los prestamistas
esperan que las empresas integren la sostenibilidad en sus estrategias centrales. Aquellas
que no lo hagan se arriesgan a enfrentar mayores costos de financiacién o incluso a perder
el acceso al capital [1]. Al mismo tiempo, los grupos de interés ejercen una presién creciente
para que las compafiias actuen de forma mas responsable. Como resultado, aplicar criterios
ESG ya no es solo un compromiso voluntario, se ha convertido en una necesidad
estratégica y en un elemento clave de una gestién de riesgos eficaz.

Reconocer la importancia de los criterios ESG en el ambito empresarial es esencial
para concientizar a los lideres corporativos sobre el valor estratégico y los beneficios
concretos de incorporar practicas sostenibles en la gestion de sus organizaciones. Este
proyecto se centra precisamente en eso: en la elaboracion de un curso de 12 sesiones
sobre los estandares ESG en empresas de diversos sectores, con el objetivo de capacitar al
senior management en esta materia. Si la direccion de la empresa no comprende la
importancia del tema o no cuenta con el conocimiento adecuado, resulta de extrema
dificultad que la organizacién pueda integrar con éxito los criterios ESG en su estrategia
empresarial. Cabe mencionar que en todas las sesiones se incorporan ejemplos practicos
que refuerzan y complementan los conceptos tedricos tratados.

ESG son un conjunto de estandares, politicas y métricas utilizados por las
organizaciones e inversores para evaluar tanto el impacto social como ambiental de sus
operaciones [2]. Dado que se trata de un tema amplio y multidimensional, la mayoria de los
cursos actuales tienden a enfocarse Unicamente en ciertos aspectos especificos. No
obstante, este curso adopta una vision mas integral, abordando ESG desde multiples
perspectivas: la gobernanza, la estrategia empresarial, las finanzas sostenibles, la
tecnologia, la infraestructura, el reporting y muchos otros enfoques clave.

A continuacién se describen las 12 sesiones que componen el curso y los principales
temas abordados en cada una de ellas:



- Sesion 1: Introduccion al concepto de ESG, explicando qué es, sus ftres
dimensiones (ambiental, social y de gobernanza) y los factores que impulsan la
necesidad de su implementacion.

- Sesion 2: Regulaciones y marcos de reporte actuales sobre sostenibilidad,
incluyendo la Taxonomia de la UE y la Directiva de Reporte de Sostenibilidad
Corporativa (CSRD).

- Sesidén 3: Fuentes principales de datos ESG, puntuaciones ESG y herramientas
como el andlisis de doble materialidad y la cuenta de pérdidas y ganancias
ambientales.

- Sesidén 4: Gobierno corporativo, la funcién del consejo de administracién en temas
ESG y como incluir estos asuntos en la agenda del consejo.

- Sesidn 5: Aspectos estratégicos y desafios que enfrentan las empresas al integrar
los estandares ESG en su estrategia corporativa.

- Sesion 6: Beneficios de incorporar criterios ESG en las organizaciones, destacando
a su vez la importancia de la gestion de riesgos y el papel fundamental que
desempefia ESG en dicho proceso.

- Sesidén 7: Opciones estratégicas que pueden adoptar las empresas en materia de
sostenibilidad y pasos para desarrollar una estrategia ESG eficaz.

- Sesidn 8: Explicacion sobre cémo gestionar eficazmente la relacion con los grupos
de interés y el papel que desempefa ESG en la creacién de valor a largo plazo para
ellos.

- Sesidn 9: Influencia de los criterios ESG en la toma de decisiones financieras, tipos
de instrumentos financieros sostenibles y los beneficios econémicos que conlleva
incorporar ESG en la estrategia empresarial.

- Sesién 10: Papel fundamental que tiene la inteligencia artificial para impulsar y
acelerar el proceso de sostenibilidad en las empresas.

- Sesion 11: Infraestructura sostenible y economia circular como elementos clave
para facilitar la transicion hacia un modelo econémico mas sostenible.

- Sesidén 12: Estudio de caso sobre Iberdrola, en el que se aplican de forma integrada
la mayoria de los conceptos vistos durante el curso para ilustrar su implementacién
en una empresa real.

Tras analizar las sesiones del curso, se identifican cinco temas clave que todo
equipo de alta direccion debe llevarse como aprendizaje. El primero es el analisis de doble
materialidad, el cual exige a las empresas evaluar, por un lado, como los asuntos
relacionados con la sostenibilidad pueden afectar su desempeno financiero, ya sea como
riesgo u oportunidad, y por otro, como sus actividades impactan en la sociedad y el medio
ambiente [3]. Esta herramienta permite a las organizaciones identificar los temas mas
relevantes para ellas y tomar decisiones mas efectivas (Un ejemplo de los slides utilizados
para explicar este tema se muestra en la Figura 1). El segundo tema clave es la
gobernanza corporativa, que constituye la base sobre la cual se construyen las
dimensiones ambiental y social. Sin un liderazgo capacitado, comprometido con la
sostenibilidad y consciente de su papel dentro del marco ESG, resulta muy dificil
implementar estos criterios de manera efectiva.



WHAT EXACTLY IS DOUBLE MATERIALITY?

Undertaking a 'double materiality’ assessment is mandatory under the Corporate
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El tercer tema clave es la gestion de riesgos, que resalta coémo los estandares ESG
permiten identificar, evaluar y mitigar riesgos no financieros que pueden afectar tanto el
valor como las operaciones de la empresa, ademas de prevenir la pérdida de inversiones y
dafios a la reputacion. En cuarto lugar, la creacidon de valor para los stakeholders se
muestra como un eje central, ya que las acciones ESG bien alineadas con las expectativas
de los grupos de interés generan beneficios compartidos, confianza y fidelidad [4].
Finalmente, la inteligencia artificial se presenta como una herramienta clave para acelerar
la sostenibilidad empresarial, optimizar procesos y mejorar el reporting ESG.

Se puede concluir que el contenido de este curso es fundamental para empresas de
cualquier tamafo y nivel de avance en la integracion de criterios ESG, ya que ofrece una
base tedrica solida, acompafiada de casos reales y herramientas practicas que pueden
aplicarse directamente en el entorno empresarial. Las sesiones destacan por abordar los
criterios ESG desde multiples perspectivas y por ofrecer materiales actualizados, relevantes
y con recursos visuales accesibles. Asimismo, el curso subraya la importancia de
comprender la regulacién vigente y de contar con una alta direccion comprometida con la
sostenibilidad. Por ello, quienes finalicen este curso salen con un entendimiento claro de
qué es ESG, como y por qué implementarlo, y sabiendo que su rol es clave para garantizar
el éxito de la estrategia empresarial sostenible.
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ABSTRACT

Nowadays, sustainable development and corporate accountability regarding ESG
actions have become increasingly relevant. Investors are incorporating ESG criteria into their
decision-making processes, and lenders expect companies to integrate sustainability into
their core strategies. Those that fail to do so risk facing higher financing costs or even losing
access to capital [1]. At the same time, stakeholders are exerting growing pressure for
companies to act more responsibly. As a result, applying ESG criteria is no longer just a
voluntary commitment, it has become a strategic necessity and a key component of effective
risk management.

Recognizing the importance of ESG criteria in the business environment is essential
to raise awareness among corporate leaders about the strategic value and tangible benefits
of incorporating sustainable practices into their organizational management. This project
focuses precisely on that: the development of a 12-session course on ESG standards in
companies from various sectors, with the aim of training senior management in this area. If a
company’s leadership does not understand the importance of the topic or lacks the
necessary knowledge, it becomes extremely difficult for the organization to successfully
integrate ESG criteria into its business strategy. It is worth noting that all sessions
incorporate practical examples that reinforce and complement the theoretical concepts
discussed.

ESG refers to a set of standards, policies, and metrics used by organizations and
investors to assess both the social and environmental impact of their operations [2]. Since
ESG is a broad and multidimensional topic, most existing courses tend to focus solely on
specific aspects. However, this course adopts a more comprehensive perspective,
addressing ESG from multiple angles: governance, business strategy, sustainable finance,
technology, infrastructure, reporting, and other key approaches.

Below is a description of the 12 sessions that make up the course and the main
topics covered in each of them:

- Session 1: Introduction to the concept of ESG, explaining what it is, its three
dimensions (environmental, social, and governance), and the factors driving the need
for its implementation.

- Session 2: Current regulations and sustainability reporting frameworks, including the
EU Taxonomy and the Corporate Sustainability Reporting Directive (CSRD).



- Session 3: Main sources of ESG data, ESG scores, and tools such as the double
materiality assessment and the environmental profit and loss account.

- Session 4: Corporate governance, the role of the board of directors in ESG matters,
and how to incorporate these topics into the board’s agenda.

- Session 5: Strategic issues and challenges companies face when integrating ESG
standards into their corporate strategy.

- Session 6: Benefits of incorporating ESG criteria into organizations, while also
highlighting the importance of risk management and the key role ESG plays in this
process.

- Session 7: Strategic options companies can adopt regarding sustainability and steps
for developing an effective ESG strategy.

- Session 8: How to manage stakeholder relationships effectively and the role ESG
plays in creating long-term value for stakeholders.

- Session 9: Influence of ESG criteria on financial decision-making, types of
sustainable financial instruments, and the economic benefits of integrating ESG into
business strategy.

- Session 10: The fundamental role of artificial intelligence in advancing and
accelerating sustainability processes within companies.

- Session 11: Sustainable infrastructure and circular economy as key elements to
facilitate the transition toward a more sustainable economic model.

- Session 12: Case study on Iberdrola, in which most of the concepts covered
throughout the course are applied in an integrated way to illustrate their
implementation in a real company.

After analyzing the course sessions, five key topics have been identified that every
senior management team should take away as essential learnings. The first is the double
materiality assessment, which requires companies to evaluate, on one hand, how
sustainability-related issues can affect their financial performance, whether as risks or
opportunities, and on the other, how their activities impact society and the environment [3].
This tool enables organizations to identify the most relevant topics and make more effective
decisions. (An example of the slides used to explain this concept is shown in Figure 1). The
second key topic is corporate governance, which forms the foundation upon which the
environmental and social dimensions are built. Without a leadership team that is well-trained,
committed to sustainability, and aware of its role within the ESG framework, it becomes very
difficult to implement these criteria effectively.
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The third key topic is risk management, which highlights how ESG standards help
identify, assess, and mitigate non-financial risks that can impact both the value and
operations of a company, as well as prevent investment losses and reputational damage.
Fourth, stakeholder value creation is presented as a central pillar, as ESG actions that are
well aligned with stakeholder expectations generate shared benefits, trust, and loyalty [4].
Finally, artificial intelligence is introduced as a key tool to accelerate business
sustainability, optimize processes, and improve ESG reporting.

It can be concluded that the content of this course is essential for companies of any
size and at any stage of ESG integration, as it offers a solid theoretical foundation,
supported by real-life cases and practical tools that can be directly applied in business
environments. The sessions stand out for approaching ESG from multiple perspectives and
for providing updated, relevant content with accessible visual resources. Likewise, the
course emphasizes the importance of understanding current regulations and having a
leadership team committed to sustainability. Therefore, participants who complete this
course will come away with a clear understanding of what ESG is, how and why to
implement it, and the crucial role they play in ensuring the success of a sustainable business
strategy.
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Introduction

In recent decades, environmental regulations and reporting requirements for
companies have increased significantly. However, nowadays, merely complying with these
rules is no longer enough to ensure a company’s long-term viability and success.
Stakeholders are placing growing pressure on businesses to adopt sustainability measures
and develop concrete plans to act more responsibly and minimize their environmental
impact. As a result, ESG (Environmental, Social, and Governance criteria) has moved to the
forefront of corporate strategy, becoming a widely recognized standard framework for
companies around the world. As investors and society place more value on sustainable and
responsible companies, integrating ESG has evolved from a voluntary action into a strategic
necessity and an essential tool for managing risk. However, true sustainability goes beyond
environmental actions, it also requires attention to social responsibility and strong corporate
governance.

Nonetheless, many company leaders struggle to prioritize sustainability because the
actions required for doing so often conflict with the short-term financial returns they typically
look for. Therefore, it is crucial to raise awareness among the senior management of
companies so that they can recognize the long-term value and advantages of adopting
sustainable practices. If a company’s leaders do not understand the importance of
integrating sustainability into their strategies and decision-making, or lack the necessary
knowledge to do so, it will be very difficult for the organization to successfully implement
ESG criteria and move toward a truly sustainable business model. This project addresses
that need by designing a 12-session training course to equip senior management with the
knowledge, tools, and strategies needed to embed ESG principles effectively into their
business models.

Following an extensive review of courses from institutions such as IESE Business
School, IMD, and the University of Pennsylvania, it became clear that most of these
resources present the ESG concept in a general and theoretical way. Even while the
theoretical content is sufficient, these courses lack useful tools that business executives can
directly use into their strategy and reporting. Also, these courses typically don't provide many
in-depth real-world examples, which limits their understanding of the real implementation
procedures or difficulties that businesses encounter. The lack of attention to international
standards and ESG-related rules, which are crucial for comprehending legal responsibilities,
controlling risk, and enhancing competitiveness, is another serious flaw that can be found in
courses available nowadays. With this in mind, this project aims to address all of these gaps
by offering a more practical, applied, and regulation-aware perspective.

This project was driven by the need to develop a training program that combines both
theoretical and practical approaches to the integration of ESG criteria in business strategy.
Additionally, while some existing courses cover ESG topics, they tend to be broad, focusing
on only a few aspects and lack detailed real-world applicability. In contrast, this course aims
to provide a comprehensive overview, covering different topics such as risks, opportunities,
tools, finance, technology and strategy, supported by real company examples to ensure
relevance.

16
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The objectives to be achieved with this project is to provide senior management with
a solid understanding of ESG principles by explaining their key concepts, relevance, and
application in corporate strategy. It also seeks to develop clear and updated educational
content for a 12-session course, including visual aids, summarized concepts, and news to
facilitate learning. Additionally, it incorporates case studies from companies in various
sectors that are already applying ESG strategies, highlighting their successes, challenges,
and methodologies to offer practical insights beyond theoretical knowledge.

Since this project is about ESG, it is connected to each and every one of the SDG
objectives. This is due to the fact that ESG criteria represent the actions that companies
adopt in order to contribute to these universal goals. This course places particular emphasis
on SDGs 9, 12, 13, and 16. Regarding SDG 9 (Industry, Innovation and Infrastructure), the
course includes sessions focused on investing in technology to improve operational
efficiency and reduce environmental impacts. It also highlights the importance of sustainable
infrastructure and the role of financing for its development. In alignment with SDG 12
(Responsible production and consumption), the course teaches corporate leaders how to
embed environmental criteria into their operations, encouraging sustainable production
models such as the circular economy model.

For SDG 13 (Climate Action), the course raises awareness about climate change and
the importance of transitioning toward low-emission models. It presents tools and strategies
for measuring impact, planning initiatives, reporting on their environmental impact and
making sustainable investments. Finally, SDG 16 (Peace, Justice and Strong Institutions) is
addressed through a strong focus on corporate governance. The course promotes ethical
and transparent decision-making and addresses issues such as greenwashing and green
hushing. It also encourages companies to establish robust governance frameworks that
support long-term sustainability goals.

The 12 sessions of this course correspond to the following chapters of this project,
where the content of each session will be described in detail. The sessions are as follows:

- Session 1: Introduction to the concept of ESG

- Session 2: Regulations and reporting frameworks

- Session 3: Data as the soul of strategy

- Session 4: Corporate governance

- Session 5: Strategic issues and ESG challenges

- Session 6: Advantages and risk management

- Session 7: Strategic options and how to develop a sustainability strategy
- Session 8: Stakeholder value creation

- Session 9: Investment and Financing

- Session 10: The role of Al in sustainability

- Session 11: Transition towards a sustainable economy
- Session 12: Case study

17
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Session 1: Introduction to the concept of ESG

The concept of ESG is a topic that is hardly unknown to companies and of critical
importance to them. This first session, which will be delivered to the company's senior
management, will mainly focus on explaining what ESG criteria are and how they have
evolved over time. The goal is to ensure that leaders truly understand what these criteria
consist of and how this important topic emerged.

First, all the topics that will be covered during the different sessions will be introduced
so that those participating in this course know in advance what will be covered in each
session. Once this is done, before getting into the subject matter and with the intention of
attracting participants' attention, the Unilever vs. Heinz case will be discussed. The ESG
trainer will explain how, in 2017, the president of Kraft Heinz offered to buy the entirety of
Unilever, its rival company. Kraft Heinz was part of the Brazilian venture capital firm 3G,
known for cutting costs to increase short-term margins and for paying little tax. In contrast,
Unilever was known for operating for the benefit of the numerous groups of people the
company affected, serving a better world instead of focusing all its actions on shareholders.
To this end, it had a strategy known as the Unilever Sustainable Living Plan (USLP) which
aimed to generate financial gains because of sustainability rather than in spite of it (Polman
& Winston, 2022) [1].

The money earned by accepting the offer was significant and would have been
beneficial for Unilever's executives, but the company did not consider it right to accept the
acquisition when there was such a large difference in strategies and values between the two
companies. There was significant pressure to sell at that time, but Unilever's leaders
believed that with their sustainable business model, they could generate more long-term
value than 3G, and decided to decline the offer. A key factor for this decision was the
support of various partners and stakeholders that Unilever had cultivated through its net
positive impact project, despite being criticized in the past for working with communities,
governments, and organizations rather than maximizing short-term profits (Polman &
Winston, 2022) [1].

In the following years, the money invested in Unilever yielded four times more than
the same amount invested in Kraft Heinz. Moreover, during the pandemic, Unilever was able
to quickly adapt to changes and successfully face challenges, demonstrating a strong
financial position and solid connections with its employees, partners, and governments. That
said, a model focused on sustainability and the well-being of all stakeholders in a company
is something that businesses should consider, as "companies that follow this model are
better positioned for the future and ultimately have more success" (Polman & Winston, 2022,

pg. 34) [1].

After illustrating this example, the concept of sustainability will be explained as "Our
society's ability to exist and develop without depleting all of the natural resources needed to
live in the future" (Courseira Staff, 2025) [2]. Likewise, the trainer will explain how
sustainability does not consist of mere care for the environment but is based on three
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fundamental pillars: environmental sustainability, economic sustainability and social
sustainability, which can help build a path towards a sustainable future.

Following the definition of sustainability, there will be a description of what ESG is
and a detailed explanation of each of the three dimensions that cover this concept. In short,
ESG are a set of standards, policies and metrics used by organisations and investors to
assess both the social and environmental impact of their operations (Krantz & Jonker, 2024)
[3]. The letters ESG stand for Environmental, Social, and Governance, which are three key
criteria that every company should manage and incorporate into their strategy. Firstly,
environmental standards refer to how a company impacts the environment. This includes
key aspects that companies are expected to consider, such as carbon footprint, use of
renewable energy sources, waste management, pollution control, freshwater consumption,
biodiversity and ecosystem protection, and resource conservation. Considering the
environmental dimension of ESG is crucial for assessing whether an organization will remain
competitive in the long term. Ignoring environmental sustainability may pose significant risks
to the company, especially as investors are increasingly concerned about these issues
(Hoos, 2024) [4].

To fully understand the environmental pillar of ESG, three key concepts will be
explained: greenwashing, greenhushing, and net positive impact. Starting with
greenwashing, this refers to situations in which companies claim to have made an
environmental commitment without actually implementing meaningful changes to their
environmental policies (Novillo, 2019) [5]. One of the main consequences of greenwashing is
the loss of trust. Once consumers feel deceived, it becomes very difficult for a company to
rebuild its image and restore its reputation. Additionally, companies may settle for positive
results without genuinely investing in sustainable practices that generate real environmental
benefits. That being said, failing to identify companies that have truly integrated sustainability
into their operations can be very costly for ESG-focused investors. In other words, there is a
high risk of financing initiatives and businesses that offer no real benefit to society or the
environment (del Rio, 2024) [6].

The second concept to be described is greenhushing, which refers to the deliberate
undercommunication of a company's sustainability efforts. Greenhushing is a concerning
concept, as staying silent about a major global issue reduces impact and limits the potential
to inspire change in other companies (Dhanani, 2023) [7]. As well as this, the lack of
transparent information can lead to mistrust among buyers who are interested in
sustainability. Finally, the third concept to be addressed is net positive impact, which can be
understood as “a new way of doing business which puts back more into society, the
environment, and the global economy than it takes out” (Forum for the Future, n.d.) [8].
When a company aims for a net positive impact, net zero is no longer the final goal but
rather a crossing point in the process.

To better understand the "G" dimension of ESG standards, the course instructor will
present two current company examples. First, the speaker will discuss Acciona, the world’s
largest 100% renewable energy company. Acciona promotes the decarbonization of the
energy model, leads in sustainable water management, ensures universal access, and
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improves transportation efficiency (Acciona, 2025) [9]. If possible, it would be interesting to
read during the course the key points from Acciona’s 2024 Sustainability Report to get an
idea of the many solutions the company has developed to regenerate the planet and
promote more prosperous societies. The second example used is IKEA, a multinational
company well known for its furniture retail business. Some of its sustainable practices
include the use of 100% renewable electricity in its factories and a predominant use of
renewable and recyclable materials, over 60% of IKEA's products are made from renewable
resources and more than 10% contains recycled materials (IKEA, n.d) [10]. Additionally, the
company has launched a second-hand platform called IKEA Preowned, where users can
buy and sell used furniture (Prakash, 2024) [11]. Through this initiative, IKEA is betting on
the circular economy and promoting responsible consumption.

Moving on to the social dimension of ESG, the instructor will explain that social
standards concern the impact businesses have on society. This includes key considerations
such as labor practices, employee relations, human rights, diversity and inclusion, customer
satisfaction and welfare, and community engagement. This dimension assesses an
organization’s relationships with stakeholders and how its activities affect the parties
involved. Usually, when talking about the "S" in ESG, the concept of Corporate Social
Responsibility is addressed and that is what will be done here. The speaker will explain that
the objective of CSR is to help companies work to limit environmental impact and contribute
to solving societal problems. The “triple bottom line” is a theory that helps companies
practice social responsibility. It means focusing on maximizing the three P’s (people, planet,
and profit) in order to grow while making a positive impact on the world (McGrath & Jonker,
2023) [12].

Corporate social responsibility initiatives are usually classified into four types:
environmental responsibility, which aims to reduce or offset the negative impact of business
operations; ethical responsibility, which focuses on social impact and respect for human
rights; philanthropic responsibility, which involves donating time, money, or resources to
support communities and social causes; and economic responsibility, which ensures that
financial decisions reflect the company’s values and are not only driven by profit (McGrath &
Jonker, 2023) [12].

The B Corp certification is a practical and verifiable tool that reflects a company’s
commitment to social responsibility. It represents a model of business that meets the highest
standards of social and environmental performance, public transparency, and corporate
accountability. In order to achieve this certification a company must: Demonstrate high social
and environmental performance (B Impact Assessment score >=80) and pass the risk
review, change their corporate governance structure to be accountable to all stakeholders,
and be transparent by making information publicly available on their B Corp profile
(Bcorporation, 2025) [13].

The last key concept to understand the social dimension of ESG standards is social
washing. Social washing consists of companies communicating about social responsibility
without real commitment or meaningful actions behind it. Some examples of social washing
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are: False diversity and inclusion claims, taking advantage of movements without internal
inclusive policy and apparent support for labor rights without decent conditions (ExpokNews,
2025) [14]. A clear example of a company committed to social objectives is Mercadona. The
course leader will explore in detail how Mercadona ranks among the top three companies in
the Merco ESG Responsibility ranking and will highlight many of its social initiatives. Some
of these initiatives include supporting the purchase of products from local suppliers (Radio
Rioja, 2025) [15], providing stable and high-quality jobs to its workers, offering support
during natural disasters such as the DANA in Spain (Williamson, 2024) [16], and
collaborating with social action programs.

The third and final pillar of ESG standards is Governance. Governance refers to a
company’s internal processes, structures, and policies that guide its overall direction and
decision-making. It involves taking into account several key factors, such as the composition
and independence of the board of directors, executive compensation, risk management
practices, and adherence to ethical business standards (Hoos, 2024) [4]. Effective
governance is important for ensuring transparency, accountability, and building trust among
investors and stakeholders. It also offers an opportunity for companies, as it lays the
groundwork for long-term sustainability.

A great example of a company that uses governance as an opportunity for long-term
sustainability is Inditex. Inditex is a global fashion retail group that publishes annual reports
detailing its corporate governance practices. The company has a Code of Conduct and
Responsible Practices in place, along with a risk management system that includes
regulatory compliance and information security (Inditex, 2022) [17]. If possible, it would be
interesting for the course instructor to ask participants to briefly review Inditex’s Annual
Corporate Governance Report, so they can see the company’s objectives, risk management
system, and governance structure.

To better understand how the concept of corporate sustainability has evolved over
the years, a timeline will be presented highlighting some of the key ESG-related events and
regulatory developments. The first key milestone to be mentioned is the creation of the
Global Reporting Initiative (GRI) in 1997. Its aim was to develop a framework for corporate
sustainability reporting, ensuring that companies adhered to principles of responsible
environmental conduct. Later, this accountability framework was expanded to include social,
economic, and governance issues. GRI helped create a common language around the world
for companies to report on their impacts (Global Reporting Initiative, n.d.) [18].

The second key moment in the timeline is the publication of the report Who Cares
Wins in 2004, where the term “ESG” was introduced for the first time. The report's subtitle,
"Connecting financial markets to a changing world," emphasizes its goal of offering financial
institutions guidance on governance, social, and environmental issues by describing how
businesses that do better in these aspects can boost shareholder value. This can be done
by managing risks appropriately, foreseeing regulatory changes, or entering new markets, all
while helping the sustainable development of the communities where the company operates
(Sustainability Economics, 2024) [19]. Following this, in 2006, the Principles for Responsible
Investment (PRI) were introduced. According to these principles, integrating ESG factors into
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investing decision-making procedures is a strategy known as responsible investment (PRI,
2019) [20]. The course instructor will read the six voluntary principles designed to guide
investors, which are included in the course slides.

In 2015, the United Nations General Assembly adopted the 2030 Agenda for
Sustainable Development. This agenda outlines 17 goals, known as the Sustainable
Development Goals (SDGs), which serve as a universal call to fight for sustainability across
all dimensions (social, environmental, and governance) through common goals shared by
governments, businesses, and citizens worldwide. With these objectives in mind, ESG
criteria represent the practices that companies implement to help achieve these goals
(Noticias ONU, 2015) [21].

That same year, the Paris Agreement, a legally binding treaty negotiated at COP21 in
Paris, was signed by 196 countries (O’Connor, B, 2022) [22]. In this agreement three key
long-term goals were established. First, to limit global warming to below 2°C compared to
pre-industrial times. Second, to improve countries’ ability to adapt to the impacts of climate
change and promote resilience. And third, to make sure investments go to projects that
support low-carbon and climate-resilient development (Durham University, 2023) [23]. The
course slides will include a map highlighting the four countries that are not parties to the
Paris Agreement: Iran, Libya, and Yemen, which have never ratified the agreement (Lo,
2020) [24], and the United States, which formally withdrew in January 2025 (Calma, 2025)
[25].

The last key event on the timeline is the European Taxonomy of Sustainable
Activities, introduced in 2020. Its main objective is to inform investors whether an economic
activity can be considered environmentally sustainable. The EU taxonomy describes six
environmental objectives, and for an activity to qualify as sustainable, it must: contribute to at
least one of these six objectives; do no significant harm to any of the others; comply with
minimum social and governance safeguards; and meet the technical screening criteria
(Roncalli, 2025) [26].

After gathering information from various books, articles, and courses, it can be said
that the key factors driving the need for ESG practices include: the climate crisis and natural
disasters, the global energy transition, sustainability regulations, resource scarcity and the
shift toward a circular economy, evolving consumer expectations, and technological
innovation. To conclude the first session, an image from the IMD course will be shown,
illustrating the nine Earth systems and each of their planetary boundaries. These boundaries
represent the limits within which human beings must operate to ensure the planet’s stability
and resilience. However, most of these boundaries have already been crossed.
Nevertheless, there is still hope, some of the damage can be reversed, and the remaining
boundaries can still be protected. How? By implementing ESG criteria in every company
across the globe.

22



COMILLAS Final Degree Project Report 2025

|||||||||||||||||||

St i Blanca Serrano Vazquez

Session 2: Regulations and reporting frameworks

The instructor will begin the session by presenting an image of a pyramid divided into
three sections: regulations, reporting frameworks, and global goals. Most of the global goals,
such as the SDGs, the Paris Agreement, and the PRI, were already covered in the first
session. Therefore, this session will focus first on regulations and then on reporting
frameworks.

First, the lecturer will discuss the International Sustainability Standards Board (ISSB).
The ISSB establishes industry standards and practices to ensure high-quality, transparent
disclosure of sustainability-related information. These standards are included in the
regulation section because various countries have adopted the ISSB standards into their
regulatory frameworks. The International Financial Reporting Standards (IFRS) Foundation
created the ISSB in response to the growing demand for increased accountability and
transparency in disclosures pertaining to sustainability from investors and other stakeholders
(Salgado, 2023) [27].

The four pillars that form the foundation of the ISSB standards are: Governance,
Strategy, Risk Management, and Metrics and Targets. Governance refers to the role of the
Board and senior management in overseeing, evaluating, and addressing sustainability and
climate-related issues. Strategy refers to how businesses must disclose their
sustainability-related strategies, including information on the implications of sustainability
opportunities and risks. Risk Management involves the identification and evaluation of
sustainability-related risks and their integration into the organization's overall risk
management framework. Finally, Metrics and Targets refers to the expectation that
companies define metrics and set goals aligned with their material topics to monitor risks
and opportunities (Oliari, n.d.) [28].

The ISSB released its first standards in 2023, which lay the foundation for
sustainability reporting. Known as the IFRS Sustainability Disclosure Standards, these
include two key standards: IFRS S1 and IFRS S2. The instructor will explain these two
standards in more detail, including their scope and the specific requirements of each (as
presented in the slides). Broadly speaking, it is important to note that IFRS S1 provides the
general requirements for disclosure of sustainability-related financial information, while IFRS
S2 focuses specifically on climate-related disclosures. In other words, the primary goal of
IFRS S1 is to "disclose all information about sustainability-related risks and opportunities that
could reasonably be expected to affect a company’s prospects" (Carroll, 2023) [29], while
IFRS S2 focuses specifically on disclosing information related to climate-related risks and
opportunities.

With this in mind, the course instructor will pose the question, “Why should
companies apply the ISSB standards?” and will answer it with four key points. First, the
standards help deliver decision-useful, consistent, and comparable information to investors.
Second, the ISSB framework unifies past initiatives such as TCFD, CDSB, SASB, and
integrated reporting by adopting key concepts and aligning with accounting standards. Third,
it improves data quality and optimizes a company’s sustainability reporting process, which is
expected to positively impact the organization, its reputation, and stakeholder engagement.
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Finally, the application of ISSB standards enables greater transparency of information (IFRS,
n.d.) [30]. Although both the SASB and TCFD frameworks have been consolidated under the
ISSB, they will still be presented separately in the reporting frameworks section of this
session. This is due to the fact that knowing their unique composition and contributions
offers important background information on the development of the ISSB standards.

The second key regulation to understand when discussing ESG is the EU Taxonomy.
The speaker will explain that the EU Taxonomy provides clear criteria to identify which
economic activities can be considered sustainable. As a classification system, it offers
companies a uniform basis for evaluating the sustainability of their operations, helping to
prevent greenwashing (Nexia, n.d.) [31]. It accomplishes this by establishing six
environmental objectives: Climate change mitigation, climate change adaptation, sustainable
use and protection of water and marine resources, transition to a circular economy, pollution
prevention and control, and the protection and restoration of biodiversity and ecosystems
(Doyle, 2021) [32]. For an economic activity to be considered sustainable, it must meet four
criteria. These requirements were already introduced in Session 1 and will also appear in the
slides for Session 2, so it is not necessary to repeat them in this part of the document.

Next, the instructor will explain who is required to comply with the EU Taxonomy. This
includes large companies already obligated to report under the Non-Financial Reporting
Directive (NFRD) and, more recently, the Corporate Sustainability Reporting Directive
(CSRD); financial market participants such as investors and asset managers offering
financial products within the EU; and, listed small and medium-sized enterprises, which will
become subject to reporting requirements under the CSRD beginning in 2026. In this slide
(Slide 9 of Session 2), an illustrative diagram will be shown to help the course participant
begin connecting and understanding the key concepts. The illustration shows that
companies are required to report under the CSRD (Corporate Sustainability Reporting
Directive), a topic that will be explained in more detail later in the session. The CSRD is
developed based on criteria provided by the EU Taxonomy, and the information disclosed
under the CSRD is used by financial market participants to meet their reporting obligations
under the SFDR (Sustainable Finance Disclosure Regulation), which will also be covered
later.

Continuing with the EU Taxonomy, the instructor will introduce the main reporting
requirements. Companies subject to this regulation are expected to report how their
economic activities align with the Taxonomy by using specific Key Performance Indicators
(KPIs). These KPIs include: Turnover, which measures the share of total revenue derived
from Taxonomy-aligned activities; Capital Expenditures (CapEx), which captures
investments in assets or projects consistent with the Taxonomy's environmental criteria,
indicating the company's commitment to sustainable transformation; and Operating
Expenditures (OpEx), referring to spending on the operation and maintenance of assets
aligned with the EU Taxonomy. Additionally, companies are required to submit
accompanying qualifying information, such as the accounting methods used and an
explanation of how Turnover, CapEx, and OpEx were calculated and allocated (Anderson,
2025) [33].
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One key aspect to mention when discussing ESG regulation is the current level of
regulatory intensity. There has been a clear transition from soft law, characterized by the
“‘comply or explain” principle, to hard law, which imposes legal obligations on companies,
with sanctions for non-compliance. The recent increase in regulatory pressure has created
significant compliance risks, leading to three main unintended consequences. First, many
companies are primarily focused on understanding and adapting to the new regulations,
which limits their capacity to address real sustainability impacts. Second, European
businesses may face a loss of competitiveness, as they are subject to stricter requirements
than many of their global counterparts. Third, in some cases, the cost of compliance
exceeds the benefits, especially when considering the substance of certain regulatory
obligations (Forética, 2025) [34].

A clear example of this increased regulatory intensity is the Corporate Sustainability
Reporting Directive (CSRD), which defines ESG reporting obligations for companies and
seeks to significantly broaden the scope of the Non-Financial Reporting Directive (NFRD).
This expansion applies both to the range of companies required to report and to the type of
information that must be disclosed. The CSRD mandates that companies carry out a more
thorough assessment of sustainability information, aiming to align it with financial disclosures
and enhance comparability across companies within Europe (Forética, 2024) [35].

Slide 13 of this session presents a timeline showing how the Corporate Sustainability
Reporting Directive will be progressively applied to various categories of companies. In
2024, it applies to listed companies already subject to the Non-Financial Reporting Directive
(NFRD). From 2025, it extends to large EU companies that were not previously covered. In
2026, listed small and medium-sized enterprises (SMEs), credit institutions, and captive
insurance companies will be included. Finally, starting in 2028, non-EU companies with a
branch or subsidiary operating in the EU will also be required to comply. This phased
approach ensures a structured transition towards more comprehensive and harmonized
sustainability reporting (Forética, 2024) [35].

When introducing the CSRD, four main changes are presented in the reporting
process: double materiality, assurance of information, ESRS standards, and digitalization of
reporting. The double materiality approach requires organizations to assess two aspects:
financial materiality, which takes into account how sustainability-related issues affect the
company's financial position, and impact materiality, which assesses the company's effects
on people and the environment. Establishing appropriate thresholds is another requirement
for businesses in order to decide whether opportunities, risks, and impacts qualify as
material. It is important to mention that double materiality will be explained in detail in
session 3. The second modification introduced by the CSRD is the requirement for external
assurance of reported information. This assurance must be carried out by an independent
third party, who will verify that the disclosed information complies with the standards
established by the European Union (Forética, 2024) [35].

In the same way, another innovation is the requirement for companies to report their
non-financial information in accordance with the European Sustainability Reporting
Standards (ESRS). Clear and well-organized communication of sustainability-related
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information is the goal of the ESRS's general framework. Its three main components are
strategy, which covers the business model, governance, and the materiality assessment of
sustainability-related impacts, risks, and opportunities (IROs); implementation measures,
which cover the company's policies, targets, action plans, and resource allocation; and
performance metrics, which demand that businesses accurately reflect their ESG impacts,
both positive and negative. The fourth key change is that the CSRD mandates businesses to
use a digital categorization system to “tag” the reported sustainability information and to
prepare their financial statements and management reports in XHTML format (Forética,
2024) [35].

In the third key change of the reporting process when introducing CSRD, the
instructor briefly introduced the ESRS. Now, a more detailed explanation will follow. The
European Sustainability Reporting Standards (ESRS) are the specific standards developed
to help companies comply with the CSRD. It is important to note that different sets of ESRS
apply to different types of companies within the scope of the directive. These include the full
ESRS, used by listed and large companies; a separate standard for listed SMEs; and a
dedicated standard for third-country companies operating in the EU (Global Reporting
Initiative, 2024) [36]. The full ESRS are divided into three categories: topical standards,
cross-cutting standards, and sector-specific standards. The topical standards cover 10 key
ESG topics, addressing environmental, social, and governance issues. The cross-cutting
standards, include ESRS 1, that outlines the mandatory principles for preparing and
presenting sustainability disclosures, and ESRS 2 that focuses on general disclosures that
must be reported regardless of the outcome of the materiality assessment. Finally, the
sector-specific standards, not yet published, will provide specific requirements for companies
operating in particular industries (EY denkstatt, 2023) [37].

The final regulation to be covered by the course instructor is the Sustainable Finance
Disclosure Regulation (SFDR). The SFDR provides guidelines on how financial market
participants and advisers incorporate ESG factors into their investment procedures and
overall decision-making. Under the SFDR, the level of disclosure required varies depending
on the extent to which a financial product incorporates ESG considerations. With this in
mind, products are classified into three categories (Article 6, 8 and 9). Article 6 products are
standard financial products that do not have ESG characteristics, and therefore cannot be
classified as Article 8 or 9. Article 8 products promote environmental or social
characteristics, and also require that the companies in which investments are made follow
good governance practices. However, they do not have a specific sustainable investment
objective. In contrast, Article 9 products go further, as they are designed with a clearly
defined sustainable investment objective. For both Article 8 and 9 products, the regulation
requires more detailed disclosures, including both qualitative and quantitative ESG
information (Roncalli, 2025) [26].

There are two levels of disclosure requirements under the SFDR: entity level and
product level. Tables summarizing these requirements will be shown on Slide 18. While the
product-level standards concentrate on certain investment funds or financial products, the
entity-level criteria are applicable to the entire financial organization. The kinds of funds
affected by each disclosure requirement are also shown in the tables (Casado, 2021) [38].
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To conclude the regulation section of this session, the instructor will present a comparison
table covering the four regulations discussed: ISSB, EU Taxonomy, CSRD/ESRS, and
SFDR. The table compares each regulation based on its approach, geographical scope,
topics covered, audience of disclosure, and audit requirement (voluntary or mandatory).

The second part of this session will focus on reporting frameworks. The first
framework to be addressed is the Global Reporting Initiative (GRI), an internationally
recognized set of principles and guidelines for reporting on sustainability aspects. These
principles can be followed by companies of any size, public or private entities, and
organizations from any sector or geographic location (Envoria, 2023) [39]. In 2022, the
European Commission gave its approval for the GRI standards to be interoperable.
Therefore, they will be in conformity with the guidelines of the Corporate Sustainability
Reporting Directive (Salgado, 2024) [40].

Three fundamental elements form the framework of the GRI Standards: Universal
Standards, Sector Standards, and Topic-Specific Standards. All businesses, regardless of
size or industry, are subject to the Universal Standards, which include fundamental
disclosures on topics like ethics, governance, and stakeholder engagement. This ensures
consistency and comparability among different sectors. The Sector Standards provide
industry-specific guidance, focusing on the particular sustainability issues and opportunities
that are most relevant to each sector. Finally, the Topic-Specific Standards focus on key
sustainability issues such as emissions, labor practices, and waste management, allowing
companies to report on the most important material impacts related to their activities (Crowe,
2025) [41].

In Slide 24 of this session, an illustration from a Global Reporting document titled “A
Short Introduction to the GRI Standards” will be shown. The diagram represents the
reporting process using the GRI Standards. Understanding the system and putting its
fundamental reporting principles into practice are the first steps in the reporting process. The
next step is for organizations to determine and evaluate their potential and actual impacts.
This involves analyzing the organization’s context, evaluating the significance of each
impact, and prioritizing those that are most relevant, also known as material topics. This step
is crucial for guaranteeing that the report focuses on the most significant sustainability issues
for the organization (Global Reporting, n.d.) [42].

Following the definition of the material topics, the organization must use the relevant
Sector Standards, Topic Standards, and Universal Standards to report pertinent disclosures.
In the event that a disclosure is not possible, the organization must explain why. After
reporting, a GRI content index that ties each disclosure to its place in the report and
enumerates all the standards used must be created. In the end, the organization notifies GRI
and publishes the report (Global Reporting, n.d) [42].

The FY22 Impact Report from Nike will now be used as an example, as it follows the
GRI reporting standards. The instructor will open the report and show how it has been
prepared in accordance with the Global Reporting Initiative Standards. At the end of its FY22
Impact Report, Nike provides a comprehensive GRI index that lists the GRI Standards that
were applied and gives information on where each disclosure is located in the report. The
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report also contains a declaration of conformity, confirming that it was prepared in
accordance with the GRI Standards. As well as this, it contains both universal and
topic-specific standards, addressing areas such as carbon emissions, water, waste, and
human rights. Additionally, the report provides a materiality assessment based on the
organization's most important sustainability impacts (Nike, 2023) [43].

The second reporting framework covered in this session is the Sustainability
Accounting Standards Board (SASB). SASB provides industry-specific guidelines that help
companies disclose ESG issues that are financially material to their business. The main
characteristics of this reporting framework include its global applicability, which ensures that
most indicators are meaningful and comparable across companies worldwide; its emphasis
on financial materiality, by identifying ESG matters that could notably influence a company’s
risk exposure or capital allocation; and its evidence-driven approach, which relies on
external sources to evaluate the financial relevance of sustainability matters across
industries. Furthermore, the SASB framework places a strong emphasis on industry
specificity, acknowledging that the relevance and expression of ESG issues differ across
sectors. As a result, it offers sector-specific ESG topics and is informed by the market, taking
into account input from investors, companies, and other stakeholders to determine which
sustainability issues are appropriate for a particular sector to disclose (IBM, 2023) [44].

The core objective of SASB is to facilitate more effective disclosure of material
sustainability information by issuers to investors. To achieve this, SASB follows a rigorous
due process aimed at developing standards that focus on information that is reasonably
likely to be material, useful for decision-making by both companies and their investors, and
cost-effective for corporate issuers to report. The SASB standards help companies identify
sustainability risks and opportunities through five core “sustainability dimensions”:
Environment (e.g., GHG emissions, air quality, water and waste management), Human
Capital (labor practices, employee health and safety, diversity and inclusion), Social Capital
(human rights, data security, product quality), Business Model & Innovation (product design,
supply chain management, business model resilience), and Leadership & Governance
(business ethics, competitive behavior, and critical incident risk management).

To conclude the section on the SASB reporting framework, the instructor will present
an example using the SASB indicators disclosed by Ferrovial in its 2024 Integrated Annual
Report. This example will be particularly useful for participants of the course, as it shows a
real-life case where a company applies the SASB standards by reporting financially material
ESG topics relevant to its industry.

The next reporting framework is Integrated Reporting (IR), which explains how an
organization generates, preserves, or diminishes value over time. An integrated report aims
to provide insight into three key areas. First, it considers the external environment that
influences the organization. Second, it addresses the resources and relationships used and
affected by the organization, also known as capitals. These are divided into six categories:
financial, manufactured, intellectual, human, social and relationship, and natural. Third, it
explains how the organization interacts with both the external environment and its available
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capitals to generate, preserve, or erode value over the short, medium, and long term
(Integrated Reporting, 2021) [45].

The six types of capital in the IR framework represent the resources and
relationships that an organization uses or affects to create value. Financial capital includes
the funds available to produce goods or provide services. Manufactured capital covers
physical objects such as buildings, equipment, and infrastructure. Intellectual capital refers to
knowledge-based intangibles like intellectual property as well as organizational systems and
protocols. Human capital includes people’s competencies, experience, and capabilities.
Social and relationship capital refers to the relationships, trust, and reputation with
stakeholders. Lastly, natural capital includes all renewable and non-renewable
environmental resources (Integrated Reporting, 2021) [45].

The Integrated Reporting framework is based on seven guiding principles: Strategic
focus and future orientation, connectivity of information, stakeholder relationships,
materiality, conciseness, reliability and completeness, and consistency and comparability.
The principle of strategic focus and future orientation requires companies to explain their
strategy and its link to long-term value creation and their use of the six capitals. Connectivity
of information involves a holistic view of the interconnections among key factors that affect
value creation. Stakeholder relationships explains how the organization considers and
responds to the needs of its stakeholders. Materiality emphasizes disclosing issues that
significantly affect value creation. The principle of conciseness, requires reports to be
concise, offering essential context without unnecessary details. Reliability and completeness
demand accurate, balanced information, including both positive and negative material
matters. Finally, consistency and comparability aim to maintain reporting standards over time
and allow comparison with other organizations (Integrated Reporting, 2021) [45].

Additionally, an integrated report includes eight content elements, which are
designed as questions to be answered. These elements guide the structure of the report and
ensure comprehensive coverage of key areas. The eight content elements are:
Organizational overview and external environment, governance, business model, risks and
opportunities, strategy and resource allocation, performance, outlook, and basis of
preparation and presentation (Integrated Reporting, 2021) [45]. All of these questions will be
shown and read aloud during the corresponding slide in the session, making it clear that the
integrated report must include clear answers to each of them.

The final reporting framework covered in this session is the Task Force on
Climate-related Financial Disclosures (TCFD). It consists of “a set of voluntary, consistent
disclosure recommendations for use by companies in providing information to investors,
lenders and insurance underwriters about their climate-related financial risks” (FSB, 2020)
[46]. The TCFD organizes its recommendations into four main themes that capture
fundamental aspects of an organization’s operations. The first is governance, which consists
of how an organization controls and supervises climate-related risks and opportunities. The
second is strategy, which takes into account the real and possible impacts of climate-related
risks and opportunities on the company's financial planning, strategic direction, and
operations. The third is risk management, which focuses on the procedures the company
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employs to identify, evaluate, and deal with these risks. Finally, metrics and targets cover the
specific indicators and goals the company uses for tracking and managing climate-related
issues (TCFD, 2017) [47].

In short, the TCFD’s main goal is to help companies understand how climate risks
may impact their finances, offering insight into how these factors could shape financial
strategies and decision-making. To conclude this session, the instructor will present how
BBVA's 2020 report follows the TCFD framework and its four thematic areas: governance,
strategy, risk management, and metrics and targets. Under governance, the report presents
BBVA's corporate governance, the transversal integration of sustainability at the executive
level, and the remuneration system. In the strategy section, it addresses how BBVA defines
climate-related risks and opportunities, implements its strategy, and builds resilience to
climate risks. The risk management section describes how the BBVA integrates climate
change into risk planning and decision-making, and mentions ESG sector norms and the
Equator Principles. Finally, in the metrics and targets section, the report shows indicators
such as mobilization metrics, indirect and direct impacts, and portfolio alignment (BBVA,
2020) [48]. For better clarity, the instructor may open the report and walk through each of the
four sections, highlighting concrete examples such as BBVA's climate change risks and
opportunities.
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Session 3: Data is the soul of strategy

The third session of the course on ESG applied to business strategy focuses on ESG
data. The instructor discusses the primary sources of ESG data, the role of rating agencies
and ESG scores, the double materiality assessment, the environmental profit and loss
account and concludes with an explanation of the balanced scorecard. Sustainability
information must be reliable, relevant, complete and comparable. To ensure these qualities,
it is essential to develop clear policies and procedures that identify the source of the
information, define the methodology used to prepare the indicators, document the values
obtained, and establish appropriate controls and responsibilities. Relevant and high-quality
information forms the foundation for effective strategic decision-making.

To begin the discussion on the primary sources of ESG data, it is important to
understand that these sources provide valuable insights into how companies manage
sustainability and ethical issues. One significant category of ESG data sources are company
disclosures. Among these are annual reports and filings, as publicly traded companies are
frequently required to include ESG-related information in their annual reports through
documents such as sustainability reports or integrated reports. These documents provide
information on the company's ESG practices, performance and its goals. Similar to this, a lot
of businesses voluntarily release separate sustainability reports that include details on their
ESG activities, strategy, and performance indicators (Thompson, 2023) [49]. Another type of
company disclosure is the proxy statement. A proxy statement is a document submitted by
publicly traded companies ahead of annual or special shareholder meetings, providing
shareholders with the information necessary to make informed decisions on matters related
to board business (Farnham, 2023) [50]. These documents often contain details on
executive compensation and corporate governance practices, thereby providing important
information on the governance dimension of ESG.

Another source of ESG data are ESG rating agencies and research firms.
Specialized ESG rating agencies are organizations that focus on evaluating and scoring
companies according to their environmental, social, and governance performance. These
agencies gather data, conduct research, and give businesses ESG scores, which serve as
valuable tools for investors in their decision-making processes. Some of the main agencies
include MSCI, Sustainalytics, and ISS ESG, which will be explained in greater detail later on.
Additionally, mainstream financial data providers have increasingly integrated ESG data and
analytics into their platforms. This integration enables investors to access ESG information
alongside traditional financial data. Examples of such providers include Bloomberg, Refinitiv
(formerly Thomson Reuters), and FactSet (Thompson, 2023) [49].

When discussing ESG data, it is also essential to consider mandatory reporting
requirements established by governments and national regulations. In some regions,
companies are legally required to report on specific ESG metrics. For example, the CSRD
compels companies operating in the European Union to disclose certain sustainability
criteria in accordance with standardized guidelines. Additionally, there are environmental
agencies, which are government bodies responsible for environmental oversight. These
agencies frequently gather and publish information on issues such as pollution, greenhouse
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gas emissions, and resource consumption. This publicly available data can be highly
valuable for assessing a company’s environmental impact (Thompson, 2023) [49].

Other useful sources of ESG data include crowdsourced and alternative data, like
social media and news analysis, which help understand how the public views companies.
Institutional investors may also carry out in-house research and collect specific ESG data to
match their investment strategies. Third-party providers gather information from different
sources and offer standardized ESG datasets. In addition, some investors use surveys and
questionnaires to get direct input from companies, and there are also specialized
organizations that verify whether sustainable finance instruments, such as green bonds, are
used for environmentally beneficial projects (Thompson, 2023) [49].

Many key ESG metrics and ratios are directly reported or derived from the ESG data
sources previously discussed. These indicators help transform raw ESG data into
measurable insights, which are used to assess a company’s performance across the
environmental, social, and governance dimensions. Environmental metrics help evaluate
how a company handles its environmental responsibilities and impact. Key indicators include
carbon emissions (CO2e), reported across Scope 1, 2, and 3, which reflect direct emissions,
emissions from purchased energy, and those from the supply chain. Energy consumption is
measured through total energy use, including electricity and fuel. Water usage is measured
by the total amount of water a company extracts from natural sources, providing insight into
the organization’s approach to water management. Rates of waste generation and recycling
measure the quantity of waste generated and the percentage kept out of landfills. Lastly, the
percentage of energy that comes from renewable sources is used to measure the use of
renewable energy (Thompson, 2023) [49].

Social metrics focus on how a company manages relationships with its stakeholders.
Regarding diversity and inclusion, some of the key indicators are gender diversity, ethnic and
racial diversity, and pay equity, which measure representation and fairness across groups.
Labor practices and human rights are assessed through employee turnover rates, the level
of labor union engagement, and reports of discrimination or harassment. Social metrics also
include product safety and quality, such as product recalls and compliance with safety
testing, as well as community engagement, where companies report on financial
contributions to local development, philanthropy, and social initiatives (Thompson, 2023)
[49].

Governance metrics focus on a company’s governance performance, evaluating how
it is directed and controlled. In terms of board composition, key metrics include board
diversity (measuring representation across gender, race, age, and skills) and board
independence, which reflects the proportion of independent directors. Executive
compensation is another important area, assessed through indicators such as the
CEO-to-worker pay ratio and the presence of performance-based incentives. Ethical conduct
is evaluated through reports of ethical violations and whistleblower complaints. Other
governance indicators include shareholder rights, such as proxy access and whether the
board is staggered, as well as the quality of sustainability reporting, which reflects the
transparency of ESG disclosures. Finally, anti-corruption measures include metrics like the
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number of reported incidents and the existence of formal anti-corruption policies (Thompson,
2023) [49].

Four types of ESG rating agencies will be explained in the following section. First,
MSCI ESG Ratings. These ratings evaluate how well a company can manage long-term
ESG risks that are specific to its industry, using a rules-based approach. The assessment
considers the company’s level of exposure to significant ESG-related risks, the effectiveness
of its governance and management systems in addressing those risks, and, when relevant,
its ability to meet market demand for environmentally or socially beneficial products and
services. MSCI ESG Ratings evaluate companies in comparison to others within the same
industry and are assigned based on a global seven-tier scale, ranging from AAA (the highest
ESG rating) to CCC (the lowest). Based on the degree of ESG risks that a company
confronts as a result of its industry and market environment, each company is evaluated
using a specific set of two to seven environmental and social key issues, chosen from a total
of 33. In addition, all companies undergo evaluation on the governance pillar, which includes
six key topics related to corporate governance and corporate behavior. It measures the
difference between industry best practices and the company’s actual governance practices
(MSCI, 2024) [51].

The second ESG rating agency to be discussed is Sustainalytics. It evaluates the
potential financial impact of ESG-related risks on a company’s economic value. Its ESG Risk
Ratings quantify the amount of ESG risk that the business does not manage. In order to do
this, a set of material ESG issues are assessed, taking into consideration the company's
exposure as well as the effectiveness of its risk management. The individual scores for each
issue are combined into a single figure that reflects the company’s total level of unmanaged
ESG risk. The score shows how much ESG risk a company has not managed. In other
words, lower scores indicate less unmanaged risk. Based on this score, companies are
classified into five risk levels: negligible, low, medium, high, and severe (Sustainalytics,
2024) [52].

The third ESG rating agency to be discussed is ISS ESG, which evaluates
companies using criteria that consider both their performance compared to industry peers
and their compliance with international sustainability standards (Flesher, 2025) [53]. The
ratings address multiple ESG factors, such as supply chain management, pollution
prevention, climate change, and human rights risk assessment. The use of company-specific
key performance indicators (KPIs) ensures that the assessment remains relevant and
accurately reflects the organization’s particular context (ESGVoices, 2023) [54]. Companies
are rated on a scale from D- to A+, reflecting their overall sustainability performance from
lowest to highest.

The final ESG rating model covered is FTSE Russell. Its ESG Scores and data
models are designed to help investors assess both a company’s exposure to ESG risks and
how effectively those risks are managed across the three ESG pillars and 14 underlying
themes. For each issue within the pillars, a separate score is calculated along with an
associated level of exposure. The final ESG score is calculated using an exposure-weighted
average, assigning more weight to the most material issues (FTSE Russell, 2023) [55].
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These ratings are commonly used among investors to help them identify companies that
align with their sustainability goals.

After reviewing four of the main ESG rating agencies, the instructor will explain how
ESG scores are typically assigned. The process generally follows five key steps that most
agencies use to evaluate and score companies. First, data is collected from multiple
sources, including company disclosures, regulatory filings, third-party data providers, and the
media. Second, unprocessed ESG data is standardized to ensure comparability between
companies and sectors. This step includes adjustments for variables such as company size,
industry-specific characteristics, and geographical context. Third, ESG issues are weighted
based on their materiality to the company’s sector and business model. Fourth, agencies
apply their proprietary methodologies to calculate ESG scores. Finally, ESG rating agencies
deliver scores, rankings, and analytical reports to investors, offering insights into a
company’s performance in different ESG areas (Thompson, 2023) [49].

Although ESG scores and reports from rating agencies play a key role in investor
decision-making and in supporting corporate sustainability strategies, there are several
challenges that should be addressed. One key issue is data variability, ESG scores across
agencies may vary, because of differences in methodologies, data sources, and
interpretations of ESG criteria. This highlights the importance of investors consulting multiple
sources. Another challenge is the concept of materiality, because ESG factors are evaluated
in relation to a company's business model and industry. An issue considered material for one
business may be irrelevant for another, which is why investors should take into account the
industry-specific nature of ESG assessments (Thompson, 2023) [49].

Additionally, ESG data and company performance are dynamic and may shift over
time, which means that ratings can become outdated if not reviewed regularly. Finally, ESG
scores must be interpreted taking into consideration each investor’s specific objectives.
Scores can help investors find businesses that align with their ESG priorities and investment
strategy (Thompson, 2023) [49]. Another challenge of ESG scores is the lack of
transparency in data aggregation. To fully understand the results, it is important to know
what information was used, what assumptions were made, and what limitations exist. For
example, some rating agencies assign greater weight to certain ESG topics or adjust their
scores using sentiment analysis. Therefore, it is essential that these agencies clearly explain
how their ESG scores are calculated in order to make well-informed decisions (Mehrotra,
Ahluwalia, & Khushalani, 2023) [56].

Once the primary sources of ESG data and ESG scores have been discussed, the
instructor will introduce a concept of crucial importance in the context of analyzing ESG data:
The double materiality assessment. As it was mentioned in session 2, undertaking a double
materiality assessment is mandatory under the Corporate Sustainability Reporting Directive
(CSRD). Companies reporting on sustainability must consider the relevance of a
sustainability matter from two perspectives. From one perspective, organizations influence
society and the environment through their activities; this is known as impact materiality and
reflects an inside-out view. From another perspective, environmental and social issues can,
in turn, affect the organization’s financial outcomes by creating risks and opportunities. This
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second perspective is referred to as financial materiality and represents an outside-in view
(PwC, 2024) [57].

In general, the concept of double materiality makes sure that sustainability reporting
covers the issues that are most important to the company and its stakeholders. These
material topics serve as the basis for the organization’s sustainability strategy. Building
reports and strategies around what is truly material enhances transparency, supports more
informed decision-making, and helps direct time and resources toward the issues that matter
most. According to this concept, a sustainability issue may be considered material either due
to its external impact, the financial risks and opportunities it poses to the company, or both
(PwC, 2024) [57].

So, what drives the need for double materiality analysis? Several factors contribute to
this. First, and as previously mentioned, regulatory requirements play a key role. The CSRD
mandates that companies conduct a double materiality assessment, where the results of the
analysis determine the content of the sustainability report. In other words, they define which
European Sustainability Reporting Standards (ESRS) the company must disclose
information on. Another factor is the need to respond to stakeholder demands. Today,
companies face increasing pressure from a wide range of stakeholders to address all
ESG-related factors, such as risks, impacts, and opportunities, in a transparent and effective
manner. In addition, companies seek to make well-informed decisions. The double
materiality assessment achieves this by using a methodology based on internationally
recognized measurement parameters. This approach enables companies to identify ESG
impacts, risks, and opportunities in their activities objectively, thereby supporting strategic
and evidence-based decision-making (Camara Valencia, 2024) [58].

Another factor is resource prioritization, as most companies are not able to address
all ESG issues simultaneously. Through the double materiality assessment, companies can
identify the most relevant issues, allowing them to focus their efforts and resources more
effectively. This helps maximize positive impact while minimizing potential risks. The last
main reason that drives the need for double materiality analysis is data consistency and
comparability. The methodology developed by EFRAG under the CSRD framework was
designed to meet the information needs of various stakeholders, particularly investors. As a
result, it provides a common foundation for all companies, ensuring that sustainability
information is disclosed in a consistent and comparable way across organizations (Camara
Valencia, 2024) [58].

After explaining what the double materiality assessment is and why it is required in
corporate sustainability reporting, the instructor will outline six key steps involved in
conducting a double materiality assessment. The first step is to assess the company
environment, which helps to understand the full scope of the organization and structure it
according to the double materiality process. This involves analyzing several key aspects,
such as the business plan, strategy, financial statements, core activities, products and/or
services, geographic locations, and value chain mapping. Another important element at this
stage is to define the scope and determine the level of granularity for the double materiality
assessment. This includes identifying which entities should be covered under the CSRD
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reporting requirements. This initial analysis provides critical inputs for identifying impacts,
risks, and opportunities. It also helps the company understand which stakeholders are most
affected and what the relevant concerns and priorities are for both the organization and its
stakeholders (Greenomy Academy, 2025) [59].

The second step is to identify material impacts, risks, and opportunities related to
sustainability matters. A sustainability matter is considered material from an impact
perspective when the company’s operations result in concrete effects on the environment or
society. It is considered material from a financial perspective when it leads to financial risks
or opportunities for the company. To identify such matters companies can use multiple
sources. The starting point should be the list of sustainability matters provided in the
European Sustainability Reporting Standards (ESRS). In addition, companies must also
consider matters that are specific to their activities or sector and may not appear in ESRS 1.
Other sustainability frameworks, such as those from IFRS or GRI, can support the
identification of company-specific topics. This assessment should cover the company’s own
operations as well as its upstream and downstream value chain. The outcome of this step is
a broad list of potentially material impacts, risks, and opportunities that will be further
analyzed in the following phases (Greenomy Academy, 2025) [59].

The third step is to assess the severity of the previously identified impacts, risks, and
opportunities (IROs). The company must apply criteria to evaluate both impact materiality
and financial materiality over the short, medium, and long term. To determine whether an
impact is material, it can be assessed based on its severity, using three main criteria: scale
(how serious the impact is), scope (how widespread it is), and irremediability (extent to which
it can be remediated), along with the likelihood of occurrence. For financial materiality,
companies can assess the magnitude of the potential risk or opportunity (expressed in
euros) and the likelihood of its occurrence. After this assessment, companies should rank
the IROs and apply thresholds to determine which ones meet the criteria to be considered
material for reporting purposes (Greenomy Academy, 2025) [59].

The fourth step is to identify and involve stakeholders. This means listening to the
people who may be affected by the company’s activities in order to understand their
concerns and learn about any actual or potential impact on society or the environment. By
talking to stakeholders and including their opinions in the materiality assessment, companies
can better understand which sustainability topics are most important to those who are
impacted. Stakeholders can be grouped into two categories: those directly impacted by the
company’s activities or who directly impact (affected stakeholders) and those indirectly
impacted (users of sustainability statements) (Euronext Corporate Services, 2024) [60].

After identifying and engaging with stakeholders, the next step is to draw up the
materiality overview. The CSRD requires a decision on the materiality thresholds for both
impact and financial materiality results, whether assessed separately or together. However, it
does not impose any specific format for presenting the outcomes of the materiality
assessment (Euronext Corporate Services, 2024). Finally, the last step is to report not only
the sustainability metrics and targets defined based on the materiality assessment, but also
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the related policies and action plans the company intends to implement to achieve those
objectives (PwC, 2024) [57].

After providing an in-depth explanation of the double materiality assessment, the
instructor will present practical examples. The first case will be Repsol. The instructor will
walk through the steps Repsol follows to carry out its double materiality assessment,
highlighting its main stakeholders, and presenting its double materiality matrix, which is
structured around six main topics, each containing several material aspects. If the
information provided in the session slides is sufficient, the example of Repsol can be
reviewed directly from there. However, for a more in-depth understanding, Appendix V of
Repsol's 2023 Integrated Management Report can be consulted, where the full details of the
double materiality assessment are presented.

Observing Repsol’s double materiality matrix, it is clear that the most critical issue
from both perspectives, impact materiality and financial materiality, is energy transition and
decarbonization technologies (Aspect #5), as shown in Figure 1. Similarly, there is an issue
with high impact but low financial relevance, aspect 19 (Good governance and responsible
leadership). This suggests that while it has a significant effect on society and the
environment, it does not represent a direct financial risk. Other topics include aspects 17
(Responsible tax policy) and 9 (Attacks on facilities and employees), which show high
financial materiality but relatively low impact on society and the environment.

Double materiality matrix
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Figure 1. Repsol’s Double Materiality Matrix (Repsol, 2024) [61]

Other examples of double materiality matrices that will be shown during this session
include Telefénica’s 2023 double materiality matrix and Coca-Cola’s. In Telefénica’s double
materiality matrix, several issues appear in the upper-right quadrant, indicating high
relevance from both an impact and financial perspective. Among them are: responsible
management of the customer experience, network and data security, digital inclusion, and
contribution to the decarbonisation of the economy. In contrast, issues like water, pollution of
the environment, terrestrial ecosystems, and marine ecosystems are placed in the lower-left
quadrant, suggesting they are not considered material for the company (Observe slide 28 in
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session 3) (Telefonica, 2024) [62]. Similarly, the 2023 double materiality matrix of Coca-Cola
will be presented, highlighting the topics with the highest impact and financial materiality for
the company.

To complement the double materiality assessment, the instructor will introduce the
concept of the Environmental Profit and Loss Account (EP&L), a method for assigning a
monetary value to a company’s environmental impacts. Many environmental services, like
clean air and water, are not priced in the market, so companies do not account for them in
their financial statements. The EP&L seeks to correct this by assigning a monetary value to
these hidden environmental costs. As explained in a Philips whitepaper by Michela van
Kampen (2018, p. 2) [63], referring to a statement made by a sports brand, “the monetary
value of the EP&L is the amount to be paid if the environment billed us for providing clean
water and air, restoring soils and the atmosphere, and decomposing waste”.

Having explained the concept, the instructor will present a practical example using
Puma’s 2023 Environmental Profit and Loss (EP&L) results, valued at €415 million as shown
in the table on slide 32 of session 3. The table breaks down the environmental impact by
type (such as greenhouse gas emissions, land use, or air pollution) and by supply chain
stage, from the company’s own operations (Tier 0) to raw material production (Tier 4). Key
points to highlight include that the largest impact occurs at Tier 4, accounting for 48% of the
total impact, mainly due to land use and water pollution. Similarly, greenhouse gas (GHG)
emissions represent the largest individual impact, making up 33% of the total impacts, and it
is present across several tiers. It is also worth noting that Puma’s own operations contribute
only 2% of the total impact, which illustrates that the majority of environmental harm
happens outside the company’s direct control (PUMA, 2024) [64]. Similarly, another example
will be presented using the 2020 EP&L results of the company Kering. With a total EP&L
value of €515.9 million, the largest share of environmental impact comes from raw material
production which accounts for 56% of the total. Among the different types of environmental
pressures, GHG emissions represent the most significant impact, contributing 35% (€183.7
million) of the total EP&L value (Kering, 2021) [65].

To conclude this session on ESG data, the concept of the balanced scorecard will be
introduced. This is a strategic management tool that helps organizations measure and
manage their performance across several key areas, including financial, customer, internal
processes, and learning and growth (Dayal, 2023) [66]. When integrating ESG
considerations into the balanced scorecard, each perspective is adapted to reflect
sustainability goals. In the financial dimension, companies can evaluate the financial impact
of sustainability initiatives, such as cost reduction, eco-efficiency, or risk mitigation. The
customer perspective focuses on assessing customer satisfaction and loyalty related to
sustainability, as well as the development of sustainable products or services. The internal
processes dimension involves identifying and enhancing operations that support
sustainability, such as responsible supply chains, eco-design, or cleaner production. Finally,
the learning and growth perspective addresses the development of competencies and a
sustainability-driven culture, including ESG training, employee engagement, and strategic
partnerships (Haygert, 2024) [67].
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Session 4: Corporate Governance

To begin Session 4 on Corporate Governance, the course instructor will open with
the question: “Have you ever asked yourself how companies get caught up in big scandals?”
He will then confidently state that the answer is often the “G”, the governance dimension of
ESG. To support this point, he will briefly reference several high-profile cases, such as the
Wells Fargo scandal, the Volkswagen diesel scandal, and the BP oil spill disaster. The 2016
Wells Fargo fake accounts scandal broke out when it was discovered that bank employees
had opened millions of fake customer accounts. This case highlights serious governance
failures, including a sales culture that pressured staff to meet unrealistic targets and
rewarded unethical behavior. Additionally, weak oversight by the board and senior leadership
allowed these practices to persist due to a lack of transparency, accountability, and effective
internal controls (Eradiri et al.,, 2025) [68]. A similar pattern can be observed in the
Volkswagen diesel scandal, where the company deliberately installed software to cheat
emissions tests. Additionally, the 2010 BP oil spill disaster revealed serious deficiencies in
risk management and safety culture, along with weak oversight at the board level.

To begin the discussion on corporate governance, the instructor will explain how this
concept has evolved over time. Between the 17th and 19th centuries, governance focused
on controlling large and powerful trading companies that operated across the world. One of
the earliest known cases of corporate conflict happened in 1609 with the Dutch East India
Company, being one of the first recorded disputes between company managers and
shareholders. At the same time, companies like the British East India Company became so
powerful that the UK Parliament had to create laws to limit their influence, especially as
Britain moved toward a more open and less monopolistic economic model. In the late 19th
and 20th centuries, corporate governance began to focus more on limiting the power of
dominant companies within national markets. In the U.S., laws like the Sherman Antitrust Act
(1890) and the Clayton Act (1914) were introduced to prevent monopolies and protect
consumer interests. Similar efforts took place in Europe with the creation of the European
Community in 1957, where competition laws aimed to support the development of an
integrated common market (Muller & Kusen, 2020) [69].

Since the 1970s, corporate governance began focusing on financial reporting and
preventing misconduct, with the U.S. SEC emphasizing its importance and promoting
structures like audit and compensation committees. Up until the 1990s, governance was
mainly about control, focusing on limiting monopolies, enforcing rules, and protecting
shareholders. But from the 1990s, a shift toward guidance emerged. Europe strengthened its
approach, led by the UK’s 1992 Cadbury Report, which introduced key recommendations on
board structure and financial oversight, laying the foundation for the UK Corporate
Governance Code. Since the 2000s, organizations like the OECD and the EU have shaped
governance through principles and directives focused on transparency and disclosure. In
2015, the UN Sustainable Development Goals (SDGs) marked a turning point, linking
governance to long-term environmental and social responsibility, and redefining it as a tool
not just for control, but as guidance toward global responsibility (Muller & Kusen, 2020) [69].
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Before diving into corporate governance and its role in ESG, it is important to
understand that there are six critical differences between the fundamental logic of business
and that of activists and legislators. These differences make it hard for managers to fully
understand sustainability challenges and to take strong action. The first difference is the
starting point. Most business leaders believe that companies are a force for good and have
shaped modern society, improving our quality of life. In contrast, critics start from the view
that business harms people and the environment, prioritizing profits over responsibility. The
second difference is time. While business managers usually think in short-term cycles, those
focused on environmental issues tend to consider long-term trends over decades or
centuries. This gap in time perspectives makes it hard to align business strategy with
sustainability goals. The third difference is focus. Senior management mainly concentrates
on the company’s financial performance and its financial reporting obligations. In contrast,
environmental issues often involve social, scientific, and moral concerns that are not easy to
measure in financial terms (Rosenberg, 2015) [70].

The fourth difference is risk. In business logic, risk is unavoidable but is something to
manage and reduce. On the other hand, environmental thinking considers that certain risks,
especially catastrophic ones, should not be taken at all. The fifth difference is the role of
government. Business sees the government as a fair rule-setter and views its duty as simply
complying with the law. However, environmentalists often see the political process as heavily
influenced by business and believe companies should act beyond legal requirements. The
last main difference between the fundamental logic of business and that of environmental
activists is purpose. From a business perspective, the main goal is to provide goods and
services and earn revenue. In contrast, many environmental activists believe the human
purpose is to care for the planet and for one another (Rosenberg, 2015) [70]. It is important
for a company’s leadership to understand these differences so they can be better prepared
to find common ground, align priorities, and make more informed decisions. Instead of being
stuck only in a business-focused mindset, they need to start thinking more about
sustainability and how it connects to long-term success.

Corporate governance, as defined by Alex Thompson in the book Sustainable and
ESG Investing (2023, p. 81) [49], refers to “the system of rules, practices, and processes by
which companies are directed and controlled". Good governance is not just a static structure
or a compliance-focused exercise. It should be seen as active, value-adding, and more than
just staying out of trouble. True governance is lean, ethical, and transparent, helping
organizations manage operational challenges while creating long-term value. It's about
continuously looking for the best outcomes for all stakeholders (Corbett-Nolan, 2022) [71].
When discussing corporate governance, it is important to mention the Principles of
Corporate Governance, which are designed to help policy makers strengthen corporate
governance frameworks to promote economic efficiency, sustainable growth, and financial
stability (OECD, 2023) [72]. The OECD Principles of Corporate Governance are organized
into six main categories, which will be explained by the course instructor.

The first category is Ensuring the basis for an effective corporate governance
framework. This means that the governance system should promote transparency, fairness,
and efficient resource allocation. It must also follow the rule of law and enable effective
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oversight and enforcement. The second category is: The rights and equitable treatment of
shareholders and key ownership functions. This category focuses on protecting
shareholders’ rights and ensuring fair treatment for all, including minority and foreign
shareholders. It also emphasizes the importance of giving all shareholders access to
effective redress for violation of their rights, without excessive cost or delay. The third
category is: Institutional investors, stock markets, and other intermediaries. This category
highlights the need for proper incentives within the corporate governance framework across
the investment chain, and encourages stock markets to operate in ways that support strong
corporate governance practices (OECD, 2023) [72].

The fourth category is: Disclosure and transparency. It focuses on the importance of
the corporate governance framework ensuring timely and accurate disclosure of all material
information about the company, such as its financial position, performance, sustainability,
ownership, and governance. The fifth category is: The responsibilities of the board. It
emphasizes that the corporate governance framework should guarantee strategic guidance,
effective oversight of management by the board, and the board’s accountability to both the
company and its shareholders. The last category is: Sustainability and resilience. It
highlights the need for the corporate governance framework to encourage companies and
investors to make decisions and manage risks in ways that support the long-term
sustainability and resilience of the business (OECD, 2023) [72].

After explaining the principles of corporate governance, the instructor will discuss the
main roles and responsibilities within a corporate governance structure. Typically, in a
Western company there is a board of directors, a chief executive officer (CEO), and various
vice presidents or directors managing departments responsible for specific functional areas.
The board’s main role is to ensure the company’s long-term viability, which involves making
key strategic decisions about the size and scope of the company such as whether to pursue
major acquisitions or expand into new business areas. To do this effectively, the board must
represent the interests of shareholders, with its composition varying according to the
company’s ownership structure. However, the board’s responsibility goes beyond
shareholders, as it must also take into account the expectations of broader stakeholders,
including employees, customers, and society at large. As well as this, as part of its
responsibilities, the board is ultimately accountable for ensuring that the company complies
with legal requirements in areas like financial reporting, labor practices, and environmental
regulations (Rosenberg, 2023) [73].

The CEO has more focused responsibilities. Their main functions include developing
the company’s strategy, leading the management team, and delivering the results promised
to the board. The CEO is also responsible for appointing key executives, overseeing daily
operations, and regularly reporting progress and performance to the board. Lastly, the vice
presidents are responsible for specific areas within the company depending on their role.
Some may lead core functions like human resources or finance, others may oversee entire
regions, and in international companies, some are in charge of specific business units
worldwide. Their work supports the overall strategy and daily management set by the CEO
and board. Ultimately, it is important to understand that corporate governance structures can
vary across the world depending on company ownership, which influences board
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composition and decision-making. However, even if structures may vary, every company has
senior leaders responsible for daily operations, and others responsible for long-term strategy
(Rosenberg, 2023) [73].

The instructor will then discuss some of the main governance failures observed in
companies. In first place, one of the most common causes of corporate governance failures
is an ineffective board of directors. Frequently, this is due to board members lacking the
necessary skills, having limited experience in key business areas, and statutory directors
being unable to report early warning signs or strategic misdirections that could lead to the
company’s collapse. Secondly, another common governance failure is the board and
executive leadership’s inability to effectively manage risk, which causes problems to
continue instead of being fixed. For example, a company may grow quickly by making bold
mergers or acquisitions, but ignoring the risks involved can lead to its downfall later on.
Another cause of governance failure is having overly complicated processes. These can
lead to poor communication, making it hard for the board, audit, compliance, or supervisory
bodies to be properly informed. Bad communication can be disastrous, especially when
critical information is unclear or missing, which can damage the organization. The last major
cause is the focus on maximizing profits for shareholders and top executives, which can
create a culture that encourages questionable behavior and weakens the company’s
commitment to integrity (Ribeiro, 2024) [74].

A clear example of corporate governance failure is Rio Tinto’s Juukan Gorge crisis. In
May 2020, the company destroyed two ancient rock shelters in Western Australia that held
sacred significance for the local Aboriginal community. This incident revealed serious flaws
in Rio Tinto’s governance practices, including poor engagement with indigenous
communities, insufficient oversight, and a failure to follow internal policies (Cameron Hume,
2020) [75]. The event reflected a failure in corporate governance and in appropriately
acknowledging the sensitivity of the project. It would be highly valuable for the instructor to
present “Corporate Governance at Rio Tinto — an ESG Case Study” to provide a deeper
explanation of the company’s governance failures in this case.

After explaining the concept of corporate governance, its roles, principles, and
common failures, the instructor will pose the question: Why does governance matter in
ESG? The answer will be that the “G” is fundamental to making both the “E” and the “S”
possible. Without effective corporate governance, it is almost impossible for companies to
meet their environmental and social commitments. Governance provides the foundation that
enables both environmental and social initiatives to be implemented effectively, ethically, and
transparently within organizations. In fact, most environmental or social failures can be
traced back to ineffective corporate governance. Additionally, the integrity of ESG
disclosures is impacted by company governance, which determines whether or not ESG
indicators are disclosed and pursued ethically. A strong and efficient governance is also
essential in ensuring that ESG enthusiasm is translated into tangible action and systemic
change (World Economic Forum, 2022) [76].

Now, narrowing the focus, the discussion will turn to the board’s role in ESG. As
previously mentioned in this session, the board of directors is responsible for overseeing the
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company's governance, setting strategic direction, and ensuring that strategies are aligned
with long-term value creation. Among the board’s key responsibilities related to ESG are:
overseeing the development and implementation of the ESG strategy, monitoring the
achievement of ESG targets, and ensuring that executive compensation and incentives are
aligned with long-term ESG objectives. Additionally, the board must uphold high ethical
standards across the organization and play a critical role in identifying and managing
ESG-related risks (Hoos, 2024) [4].

To better understand how good governance translates into effective board practices,
several key elements can be highlighted. A diverse board helps improve decision-making
and performance, especially in complex environments. Properly aligned ownership
structures ensure that strategic decisions support long-term value creation. Increasing the
number of independent board members enhances objectivity and competence. In addition,
determining remuneration with non-financial ESG criteria strengthens regulatory alignment.
Strong monitoring contributes to better performance outcomes, and separating the roles of
CEO and Chairman helps reduce governance risks by avoiding the concentration of power
(Deutsche Bank, 2020) [77]. All of these actions combined support the board's mission to
promote sustainable business leadership and successful ESG integration.

Next, the course instructor will explain the five steps required to drive ESG issues on
the board, based on a document developed by PwC (2021) [78] titled “Guide for the
Integration of ESG Criteria into Boards of Directors”. The first step is to manage the board of
directors itself. The success of a board starts with how it is structured and self-managed.
Companies should prioritize building a professionalized board with knowledge of social and
environmental matters. Diversity within the board is also of great importance as it enhances
the quality of discussions and decision-making, and improves innovation and resilience.
Additionally, proper planning and management of board meetings is essential to ensure that
ESG topics are regularly discussed, supervised, and approved. To support this, the
governance structure should allow the board to effectively assume ESG responsibilities,
either by strengthening existing committees or creating a sustainability committee. Finally,
director remuneration should be aligned with long-term ESG goals, as required by the
Spanish Companies Act, which draws attention to the promotion of long-term profitability and
sustainability.

The second step is to define the corporate strategy. Boards must identify who their
key stakeholders are, know their expectations, and ensure that their demands are integrated
into the company’s strategic planning. It is also advisable to set clear and measurable
objectives, both qualitative and quantitative, that provide a shared direction for the entire
organization over the short, medium, and long term. Additionally, the concept of corporate
purpose should be clear and compelling, as it must serve as the company’s aspirational
goal. It is also essential to align internal codes, policies, and budgets with ESG goals by
adopting guiding principles across social, environmental, and governance areas. As well as
this, boards should identify which non-financial ESG issues are strategic and ensure that
these are brought to the highest level of governance. When identifying strategic ESG issues,
it will be of great importance to monitor regulatory developments so the company can
anticipate and prepare for new legal requirements (PwC, 2021) [78].
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Responding to shareholders and other stakeholders is the third step. This involves
informing stakeholders about developments that affect the performance and future course of
the business in order to ensure accountability and transparency. A fundamental component
of good corporate governance is keeping an open line of communication with stakeholders in
addition to the required periodic reporting. Ensuring that the board stays “connected” to key
stakeholders promotes shared value creation, trust, and better decision-making. Additionally,
boards must pay close attention to the expectations of proxy advisors and institutional
investors, as their evaluations can directly impact critical matters such as access to financing
or participation in investment rounds (PwC, 2021) [78].

The fourth step is to supervise the company’s management. The board must oversee
the company’s performance while integrating ESG considerations into its monitoring
systems. This includes using key sustainability metrics aligned with strategic goals and
identifying ESG-related risks. The board should also approve a comprehensive risk
management policy covering both financial and non-financial risks, and ensure effective
oversight of internal control functions. Being able to recognize ESG megatrends like digital
inequality or climate change, as well as keeping up with new ESG regulations, is crucial. By
taking early measures to address these developments, the business can reduce risks and
capture new growth opportunities. The fifth and final step is to appoint and oversee senior
executives. The board must ensure that the top management team is well-prepared to take
on responsibilities related to ESG integration. These leaders should have the skills and
strategic mindset needed to implement ESG measures, execute board-approved decisions,
and address evolving sustainability challenges. Additionally, it is important to link executive
remuneration to ESG objectives and make sure that performance is routinely assessed in
order to apply corrective measures when necessary (PwC, 2021) [78].

In summary, and building on everything discussed in this session, it can be affirmed
that strong governance plays a critical role in enhancing shareholder value through several
key factors. Board accountability ensures that directors stay focused on long-term value
creation. Transparency builds trust by promoting clear and accurate communication with
stakeholders. A solid ESG risk management framework helps protect the company from
emerging threats, while high-quality financial reporting supports informed decision-making.
Board diversity brings varied perspectives that improve performance, and a strong
compliance system upholds ethical standards and strengthens stakeholder confidence.
Together, these elements boost the company’s resilience and long-term performance,
increasing shareholder value. Similarly, by observing the graph on slide 22 of this session
(showing the relative performance of the top 20% of companies in each ESG pillar within the
MSCI World Index compared to the bottom 20%) it can be concluded that good governance
leads to better long-term investment performance, even when compared individually to the
environmental or social pillars. Moreover, these gains may be further amplified when strong
governance is combined with good environmental and social practices (Muller & Kusen,
2020) [69].

In the final part of this session, two examples of companies with strong corporate
governance will be presented. First, PepsiCo demonstrates a solid governance structure by
adopting and annually reviewing its Corporate Governance Guidelines and maintaining a
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Global Code of Conduct, with close oversight of compliance. The Audit Committee meets
regularly with the Chief Compliance & Ethics Officer, and employees are encouraged to
report concerns directly to the board. In addition, the company has a comprehensive risk
management framework and ensures ESG transparency through external reporting aligned
with frameworks such as CDP, TCFD, and SASB (PepsiCo, n.d.) [79].

The second practical example is Allianz Africa. To illustrate this case, the instructor
may show an interview with Delphine Traoré, CEO of Allianz Africa, featured in Module 2 of
the IMD course Sustainability for Business. In the interview, she highlights the company’s
commitment to long-term organizational stability and inclusive governance. Allianz Africa
focuses on succession planning and leadership development, aiming to build a strong
pipeline of African leaders. The company also works to educate communities, governments,
and customers about the importance of insurance and risk management, and strives to
simplify policy language for better accessibility. In addition, it engages in partnerships with
governments and promotes transparent communication with stakeholders (Hoos, 2024) [4].
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Session 5: Strategic issues and ESG challenges

The fifth session is about strategic issues and challenges regarding ESG. To start,
the instructor will describe strategic issues as factors that significantly influence a company’s
medium and long-term sustainability or its overall structure, including its market segments
and the regions where it operates (Rosenberg, 2015) [70]. These are five strategic issues
that every CEO, board member, and senior executive should consider and pay attention to
when leading a business toward environmental sustainability. One of these key issues is the
license to operate, which broadly refers to the acceptance of a business or project by civil
society. There are two types of license to operate: the regulatory license, which involves a
company fulfilling its obligations to governments and obtaining all the necessary permits; and
the social license, which refers to approval from civil society beyond legal requirements,
crucial for avoiding protests and harm to the business.

Although the regulatory license to operate and the social license to operate are
closely related, they are not the same. They differ mainly in three ways: time, corruption, and
representativity. First, there is often a time lag between public concern and formal regulation
as in most cases society starts worrying about an issue before any law is made and then
those concerns turn into rules. The second difference is corruption. In some countries, the
law may reflect what people care about, but it's not properly enforced, either because the
government lacks resources or because corruption allows some to break the rules. The third
difference is representativity which refers to the cases where governments don’t truly
represent society, laws may serve private interests rather than the public good (Rosenberg,
2023) [73]. The license to operate must be treated as a strategic issue, not only to ensure
legal compliance, but especially to manage the social license to operate. While media
relations can be handled by specific departments, only senior management can build the
trust required to prevent serious risks. Losing the social license can harm the company’s
reputation, raise operational costs, and even threaten its long-term survival.

The second strategic issue, and one of the most important for senior management, is
catastrophic risk management. These are risks with the potential to destroy an entire
company, and businesses often struggle to properly assess or address them. This is
because when calculating the net present value of a low-probability event that may occur far
in the future, the result is often a very small number, which can lead to businesses
deprioritizing them. To avoid this, it is recommended that senior management periodically
come together to deeply explore “what if” scenarios and identify potential catastrophic risks
that, if they occur, could have devastating effects on the company (Rosenberg, 2023) [73].
The “what if” approach is essential for anticipating unpredictable events that could seriously
impact the business. For example, companies affected by major crises might have been
better prepared if they had asked the right questions in time. For example, firms involved in
the Beirut explosion in 2020 could have asked: what if a toxic substance is released? Those
behind the electric scooter battery incidents in 2021 might have asked: what if there’s a
chain reaction of failures? And businesses facing backlash from the rise of climate change
activism may have missed the chance to ask: what if societal values change drastically?
Anticipating these kinds of risks can be critical to a company’s long-term survival.
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The instructor then examines a specific case: the Deepwater Horizon explosion in
2010. In the oil industry, one of the most common risks in offshore drilling is a blowout,
where high-pressure gases from deep underground surge up through the drill, potentially
causing a surface explosion. To prevent this, companies use a device called a blowout
preventer, designed to seal the well in such emergencies. However, in this case, the
preventer failed. The tragedy not only resulted in terrible consequences but revealed a major
flaw: the industry had no contingency plan if this key safety system failed. With this said,
what began as an accident quickly escalated into a full-blown crisis (Rosenberg, 2023) [73].
Several factors in the Deepwater Horizon case reveal an inefficient risk management
approach that ignored widely accepted industry practices. Risk indicators, such as
dangerously high pressure levels, were clearly visible but underestimated. Cost-driven
decisions led to using fewer centralizers and choosing a riskier cementing method. The
absence of an updated risk matrix and the lack of analytical tools like Monte Carlo
simulations or fault analysis aggravated the circumstances. Outdated contingency plans
failed to account for the complexity of the operation. Moreover, there was no escalation
policy to ensure critical alerts reached senior decision-makers, and communication between
operational teams and corporate leadership was weak (Guilherme, 2025) [80]. Ultimately, BP
lacked a proactive "What-if" approach to assess and prepare for critical failure scenarios.

Consumer behavior is another key strategic issue, particularly when it comes to
understanding willingness to pay (WTP), the amount of money a consumer is willing to
spend on a product or service. WTP must be considered alongside the company’s
production cost, since the difference between the two is the value added to the business. In
other words, a company creates value when it offers products or services that consumers or
other businesses are willing to pay a price that exceeds the cost of production. This concept
is particularly relevant in environmental markets, where customers have shown to be
unwilling to pay extra for greener options, with the exception of the food sector (Rosenberg,
2023) [73]. For example, Whole Foods Market has thrived by focusing on a niche of
consumers who are willing to pay superior prices for products they perceive as fresher,
organic, and less processed. While this segment doesn’t represent all consumers, it is large
and influential. Whole Foods became the world’s leading retailer of natural and organic
foods, generating $15.4 billion in sales and reaching a market capitalization of $9 billion, with
over 530 stores across the United States, Canada, and the United Kingdom (Whole Foods
Market, 2023) [81].

An important topic when analyzing consumer behavior is customer satisfaction, and
professor Noriaki Kano’s model offers a valuable perspective, especially in the context of
environmental sustainability. Kano identifies three types of product quality that influence
satisfaction differently. First, performance quality refers to features that have a direct and
measurable impact on customer satisfaction and willingness to pay, for example, a
consumer will pay more money for a larger diamond. The better the performance, the
greater the satisfaction and the higher the price a customer is often willing to pay. Second,
"must be" quality includes basic expectations, things where if it doesn't have it, the customer
is not going to buy it. For example, people are not going to buy phones that blow up, safety
is a “must be” quality. Lastly, "excitement" quality refers to attributes that customers may not
expect, but when present, can greatly increase their satisfaction by addressing hidden or
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unspoken needs. It is important to mention that nowadays sustainability has become a “must
be” aspect in most categories, except food, if a product isn't perceived as sustainable,
people won't buy it. Put differently, sustainability doesn’t generate extra satisfaction or justify
paying more, but its absence leads to people choosing not to buy the product (Rosenberg,
2023) [73].

A key issue in consumer behavior is green marketing, where companies promote
eco-friendly claims. An important challenge in green marketing is the gap between perceived
and real sustainability. Consumers often rely on simple labels or marketing claims, which
may not reflect the full environmental impact of a product. This disconnect is worsened by
complex sustainability metrics where the true impact of a product may depend on different
factors. For example, the environmental impact of an electric car depends on how it's used
and where the electricity comes from. In France, with mostly nuclear power, its carbon
footprint is low. However, in Australia, it might be worse than a modern gasoline car
(Rosenberg, 2023) [73]. As well as this, many products still cause environmental harm,
even if they are less damaging than the alternatives. Another challenge arises when a
company emphasizes the sustainability of a specific part of its product line. For example,
promoting a refillable packaging option may unintentionally suggest that its traditional
packaging has been unsustainable all along. A final aspect to consider is that environmental
concerns don’t always come from a company’s direct clients, but rather from end consumers
further down the value chain (Rosenberg, 2015) [70].

Another key strategic issue is technological innovation, which plays a crucial role in
shaping both business competitiveness and sustainability. In terms of environmental impact,
emerging technologies offer significantly lower emissions and resource use compared to
traditional solutions but at the expense of performance attributes. A clear example of
disruptive innovation is the rapid shift from incandescent light bulbs to compact fluorescent
lamps (CFLs). Although CFL technology existed since the 1980s, growing concern about
climate change and lower production costs triggered its adoption in the market. Despite
being more expensive, slower to light up, and offering a colder tone, their superior energy
efficiency and longer lifespan redefined the industry. This example shows the importance of
tracking sustainable technologies and monitoring their evolution, as they may become critical
to future business and environmental strategies (Rosenberg, 2015) [70].

The second consideration regarding technological innovation is that senior
management should stay alert to the potential of new technologies shifting how consumers
and regulators perceive products and services. As technology evolves, it provides more
insight into the impacts of various activities on society and the environment. For instance,
Tide, a well-known laundry detergent brand, contained phosphates for many years and these
ingredients were later found to harm aquatic ecosystems by causing excessive algae
growth. Once the environmental risks were identified, alternative options were developed,
and the use of phosphates in detergents was eventually banned in various regions
(Rosenberg, 2015) [70].

The final strategic issue addressed in this course is globalization. One of its main
challenges is the variation in regulatory frameworks across countries, although there are
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ongoing efforts to harmonize legal standards globally. Additionally, the social license to
operate takes on different forms depending on the ability of civil society to influence
business in each country. Adding to the complexity, civil society is now more connected than
ever before, which means that a company’s actions in one region can rapidly gain visibility
elsewhere. As a result, strategies that lead to success in one country may put the company’s
social license to operate at risk in another (Rosenberg, 2015) [70].

In the second part of this session, the instructor will address ESG challenges.
Although ESG is a powerful tool for promoting sustainability and improving risk management
(as will be explored in Session 6), it is important for senior management to understand the
challenges and limitations that come with its implementation. The first challenge that will be
discussed is the lack of a universal standard for ESG reporting. Regulatory requirements
vary across countries and governing bodies, creating a complex landscape that makes
compliance both difficult and resource-intensive. Additionally, companies often use different
methodologies to collect and report ESG data, resulting in inconsistencies that make it
difficult to make reliable performance comparisons. This fragmentation also leads to
stakeholder confusion, as investors, consumers, and regulators struggle to interpret and
compare ESG information across companies. As well as this, the absence of a single
framework also increases the risk of greenwashing, where firms may overstate or
misrepresent their sustainability efforts (EcoActive, 2025) [82].

An additional challenge for businesses engaging in ESG practices is the limited data
coverage in emerging markets. These regions often lack the resources and capital needed
to prioritize ESG initiatives, making them seem less urgent. Small and medium-sized
enterprises (SMEs), in particular, may not have the expertise or infrastructure required to
collect and report accurate ESG data. Monitoring systems and data collection technologies
are frequently underdeveloped or inconsistent, resulting in ESG information that is both
scarce and unreliable. This lack of clarity makes it difficult for projects to demonstrate their
impact and attract ESG-focused investors. Furthermore, the absence of a universal ESG
metric system complicates compliance efforts, and in some cases, leads to perceptions of
non-compliance, ultimately reducing the attractiveness of these markets to
sustainability-driven investors (Lui, 2024) [83].

Missing data is also an important challenge in ESG reporting and evaluation. When
addressing this issue, it is crucial to distinguish between data gaps and data holes. Data
gaps refer to missing or incomplete information within existing frameworks. In contrast, data
holes go a step further, they represent areas where there is a lack of robust frameworks,
clear guidance, or established best practices. In such cases, there may even be uncertainty
about what kind of data is needed in the first place (Future of Sustainable Data Alliance,
2021) [84]. While there have been ongoing improvements in ESG data reporting and
availability, critical data points are still missing. In the environmental dimension, there are
data gaps in areas like energy consumption and GHG emissions, while biodiversity and
nature-related metrics suffer from deeper data holes due to the lack of robust frameworks.
For the social dimension, information on workplace injuries, employee health, and income
inequality is often incomplete or inconsistently reported. In the governance dimension,
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significant data holes persist in areas such as political stability, corruption, rule of law, and
civic freedoms (Future of Sustainable Data Alliance, 2022) [85].

When companies report on ESG, they may face several behavioral challenges that
influence the quality and transparency of their disclosures. One common issue is a
short-term focus, where economic pressures can lead firms to prioritize immediate financial
gains over long-term sustainability goals (Chopra et al., 2024) [86]. Companies may also
base their decisions more on protecting their reputation than on achieving genuine
sustainability improvements. For example, they may replace previously used indicators with
new ones that portray the company more positively, rather than reflecting actual progress
(Waniak-Michalak et al., 2018) [87]. Additionally, powerful stakeholders, such as large
institutional investors or key clients, can heavily influence ESG reporting practices, pushing
firms to highlight certain issues while downplaying others, depending on what those
stakeholders care about. Finally, there is often a fear of revealing excessive information due
to the risk that increased public attention could lead to criticism or greenwashing claims,
even when their sustainability efforts are real (Sustainable Brands, 2024) [88].

One common challenge companies face is supply chain monitoring in the context of
ESG reporting. Few firms have a comprehensive ESG tracking system in place, 84% do not
monitor their full supply chain, and 70% are unsure about what data to track. A study by risk
management provider Alcumus, based on businesses in the UK, US, and Canada, found
that 38% of companies consider accessing and collecting supply chain data to be one of the
most significant challenges in ESG reporting. One of the main obstacles is that many
suppliers lack the ability to report performance data and do not have the systems needed to
automate data collection. In fact, 78% of suppliers simply do not collect such data, making
transparency across the supply chain very difficult (Green Business Journal, 2022) [89].

When assessing ESG criteria, one of the main challenges is subjectivity. It's often
hard to combine different ESG metrics into a single, quantitative assessment. For example,
the environmental impact of certain energy sources is often open to debate. In the case of
electric vehicles, the total impact depends on how one balances the environmental costs of
inputs, such as energy use and rare earth mineral extraction, against the benefit of zero
emissions. While some aspects, like carbon emissions, can be measured objectively, many
ESG factors rely on value judgments. This complexity is further reflected in the variability of
ESG ratings, which differ on how each factor is weighted in the overall ESG score (Matos,
2020) [90].

Another challenge when assigning ESG scores is the presence of certain biases that
can affect their accuracy and fairness. One common issue is size bias, where larger
companies tend to receive higher ESG ratings because they have more resources to publish
ESG disclosures and protect their reputation. There is also geographic bias, as companies
located in regions with stricter disclosure requirements often score better. Finally, industry
bias can occur when ratings are adjusted based on the company’s sector. This can
sometimes oversimplify or mislead the evaluation, failing to capture important differences in
sustainability performance across companies in the same sector (Matos, 2020) [90]. A
further challenge in ESG assessment is the lack of consistency across rating providers. A
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study by Gibson, Krueger, Riand, and Schmidt (2019) [91] analyzed ESG scores from six
major providers (Thomson Reuters, MSCI, Sustainalytics, KLD, Bloomberg, and Inrate)
using normalized data for S&P 500 firms. The findings showed an average correlation of less
than 50% between the ratings, revealing a high degree of inconsistency. This variation
makes it difficult for investors to accurately compare ESG performance.

Focusing on the CSRD, the instructor will highlight two major challenges. The first is
the interpretative conflict. There is a lot of uncertainty among stakeholders about how to
implement the reporting standards, which causes businesses to be unsure about the format
and content of their upcoming sustainability reports. The second challenge is the lack of
national transposition of the Directive. As of January 21, 2025, Spain remained one of 14
countries in the European Economic Area that had yet to complete the transposition
process. This delay has created legal uncertainty in several areas. The accreditation of
auditors under the new ESRS standards cannot move forward without enabling legislation,
meaning there are currently no officially qualified professionals for verification. Plus,
medium-sized companies already subject to reporting obligations under Spain’s Law 11/2018
are left in a legal limbo until their status under the CSRD is clarified. As well as this,
subsidiaries of multinational companies that were previously required to report under
Spanish law now also face legal uncertainty (Forética, 2025) [34].

After addressing the challenges related to the CSRD in Spain, the instructor will shift
focus to the United States, where the ESG landscape remains uncertain due to shifting
political priorities and a growing wave of anti-ESG sentiment. A key recent development was
the SEC’s choice to suspend its new climate disclosure rule, which had been introduced in
response to investor calls for more standardized and transparent climate-related reporting.
The rule was put on hold voluntarily after it faced legal challenges in multiple jurisdictions. At
the same time, more and more states in the US have passed legislation restricting the use of
ESG factors in business and investment decisions. More than 40 anti-ESG bills have been
passed in 21 states as of 2025. These bills fall into four main categories: laws prohibiting
ESG criteria in public investing, contracting restrictions requiring businesses to affirm they do
not “boycott” certain industries, anti-boycott laws preventing the state from working with
financial institutions that exclude sectors such as fossil fuels or mining, and
anti-discrimination laws that ban the use of ESG scores in lending or business practices
(Tonello, 2025) [92]. At the same time, there has also been a significant increase in anti-DEI
shareholder proposals, aimed at reducing or eliminating corporate diversity, equity, and
inclusion initiatives. From 6% of all DEl-related suggestions in 2022 to 23% in 2024, the
number of anti-DEI ideas has increased dramatically, and this trend is expected to continue
in 2025 (Tonello, 2025) [93].

To conclude the session, ESG implementation challenges in Latin America will be
addressed. According to a survey by RSM LATAM (2024) [94], only 46% of companies in the
region have a formal sustainability policy or strategy in place, and just half have appointed a
dedicated Head of Sustainability. One of the main difficulties reported, cited by 30% of
businesses, is the generation and monitoring of key performance indicators. It could be
valuable to present the full document containing all results and data tables, which is listed in
the references section of this paper.
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Session 6: Advantages and risk management

This session will provide an in-depth explanation of the advantages of implementing
ESG standards in companies and the key role ESG plays in risk management. To begin, the
instructor will discuss how paying attention to environmental, social, and governance factors
creates value. One of the first benefits is cost reduction and cost avoidance. On one hand,
there is a strong correlation between resource efficiency and financial performance.
Effectively implementing ESG principles can help reduce operational costs such as the cost
of raw materials. Research by McKinsey (2019) [95] indicates that these factors can impact
operating profits by up to 60%, highlighting the importance of sustainability practices in
strategic value. On the other hand, adopting ESG practices can help companies avoid costs
related to non-compliance. As regulations in both the U.S. and the EU become more strict,
businesses are required not only to set ESG targets but also to monitor and report their
progress. Without proper ESG metrics and a clear understanding of the supply chain,
organizations face elevated risks of legal expenses, fines and sanctions (Merchant, 2023)
[96].

A second advantage of implementing ESG criteria is the potential to boost company
revenues. According to an analysis conducted by the NYU Stern Center for Sustainable
Business, which reviewed over 1,000 studies, effective corporate management of ESG
factors is often associated with stronger operational performance. Specifically, 58% of the
corporate-focused studies identified a positive correlation between ESG practices and
financial indicators such as return on equity (ROE), return on assets (ROA), or stock price.
These findings highlight how a strong ESG proposition is closely linked to higher equity
returns (Whelan et al., 2021) [97]. A clear example of this is Unilever, which saved $1.27
billion in operational costs by embedding sustainability at the core of its business over the
course of 10 to 20 years. In addition, its operating margins increased by $700 million due to
rising revenues. This growth was largely driven by the launch of its Sustainable Living
Brands (SLBs), a portfolio of products built around strong social and environmental values.
By 2020, half of Unilever’s total sales came from SLBs, which were growing nearly 70%
faster than the rest of the business (Arora, 2023) [98].

Another important advantage of implementing ESG principles is the reduction in
regulatory and legal interventions. Companies with strong ESG practices are less exposed
to government interventions and are more likely to receive their support. This translates into
greater strategic freedom and lower regulatory pressure. This is critical as McKinsey
Quarterly researchers (2019) [95] estimate that around one-third of corporate profits are
exposed to state intervention, although this varies by industry. In sectors such as
pharmaceuticals and healthcare, approximately 25—-30% of profits may be at risk. In banking,
this figure rises to 50-60%, due to the importance of capital requirements, “too big to fail”
policies, and consumer protection regulations, which make financial institutions more
exposed to government oversight.

Employee productivity uplift is another key advantage of implementing ESG
practices. When companies generate a positive social impact, it often translates into greater
employee satisfaction. A sense of purpose can lead to improved performance and higher
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productivity. Supporting this, research by Alex Edmans of the London Business School
revealed that firms included in Fortune’s “100 Best Companies to Work For” consistently
outperformed others, achieving annual stock returns 2.3% to 3.8% higher over a span of
more than 25 years. Additionally, it is crucial to consider that productivity issues can also
emerge beyond the company itself, particularly throughout the supply chain. It's common for
main suppliers to delegate sections of large orders to subcontractors often having minimal
control over labor conditions. This lack of oversight can introduce both ESG risks and
productivity constraints (Henisz, Koller, & Nuttall, 2019) [95].

Next, the instructor will show a video from the company Patagonia, which highlights
how the workers who produce the clothing enjoy good working conditions and are
consistently taken into account. Patagonia pays a premium for every garment made in a Fair
Trade Certified factory, and this additional money goes directly to the employees through a
Community Development Fund that they manage themselves. The Fair Trade model is
based on active participation and worker empowerment, allowing them to make decisions
that truly address their needs. As a result, employees feel heard and motivated, which leads
to better performance within the company.

The implementation of ESG criteria also contributes to better investment and asset
optimization. A solid ESG strategy can improve investment returns by directing capital
towards more sustainable and promising areas (e.g. renewable energy). At the same time, it
helps companies avoid stranded investments that may lose value or become obsolete due to
long-term environmental issues, such as the devaluation of oil tankers. It is essential to
recognize that accurately assessing investment returns depends on beginning with the
appropriate baseline. In the context of ESG, maintaining the status quo is rarely neutral; it
often leads to a gradual decline, reducing future cash flow (Henisz, Koller, & Nuttall, 2019)
[95].

One of the most visible ways ESG creates value is by enhancing a company’s
reputation and brand equity. Brands that commit to ESG principles are often seen as
trustworthy, responsible, and forward-looking, which increases consumer support
(Bosschaart, 2024) [99]. Ethical and sustainable practices not only strengthens the brand’s
image but also help build customer loyalty and distinguish the company in competitive
markets. A company can stand out from competitors, draw in like-minded customers, and
connect with more conscientious market segments by cultivating a positive brand image
based on sustainability. According to studies, consumers are more likely to favor and
promote firms that they believe to be socially and environmentally responsible (Agu, lyelolu,
Idemudia, & ljomah, 2024) [100].

The final advantage the instructor will address, before moving on to the importance of
ESG in risk management, is attracting and retaining talent. Companies with a strong ESG
purpose are more successful in appealing to top talent, as candidates increasingly seek
organizations that are purpose-driven. It is no longer just about salary. According to the 2022
Argyle-Leger Confidence Report, 58% of U.S. workers identified respect, health benefits,
and work-life balance as their main motivators, while only 42% prioritized salary (Morel,
2024) [101].
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Once several advantages of ESG have been described, the instructor will move on to
explain why ESG plays a crucial role in risk management. To introduce the topic, a practical
example will be used: the case of Kodak. In 1975, an engineer at Kodak developed the first
digital camera. However, the company chose not to release it, fearing that this innovation
would destroy its core business, traditional photographic film. Kodak believed that digital
photography would take a long time to become accessible and of acceptable quality for the
market. What the company failed to do was properly assess the risk, as they did not
understand the speed of technological advancement or its potential for exponential growth.
Kodak’s leadership was unable to recognize that digital photography would not be just
another product, it would represent a deep transformation of the entire photography market.
As well as this, the company was too slow in its attempts to regain market share and lacked
the agility to adapt to the changes in the industry. The company never planned for significant
disruptions, believing themselves untouchable due to their dominant position. With this being
said, Kodak’s case is a great illustration of how failing to identify certain risks can be fatal for
organizations (Ribeiro, 2024) [74].

Following this example, in order to understand what risk management entails, it is
first necessary to define what is meant by risk. According to COSO (2017, p. 5) [102], risk is
defined as “the possibility that events may occur and affect the achievement of the strategy
and business objectives”. Some common ESG risks include climate change, pollution, poor
working conditions, inequality, lack of board diversity, and corruption. Risks can be classified
into four main categories, depending on the nature of the expected outcome or, in other
words, the type of consequence that may arise. Compliance risks arise when an
organization fails to adhere to laws, regulations, or internal policies, and are usually
managed through risk minimization. Hazard risks involve events that lead to negative
consequences, such as cybercrime, and are addressed through risk mitigation. Control risks
are linked to uncertainties in outcomes, like actual sales volume, and require active risk
management. Finally, opportunity risks refer to potential losses from failing to seize financial
opportunities, and are best handled by identifying and embracing strategic opportunities.
Depending on the nature of risks, they can result in favorable, unfavorable, or uncertain
outcomes (Dathe et al., 2024) [103].

Once the concept of risk has been explained, it is important to understand what
corporate risk management means. It is a process aimed at identifying potential events that
could impact the organization and addressing them to ensure the achievement of strategic
objectives. Effective risk management strengthens performance by aligning business goals
and strategy with potential risks, allowing companies to anticipate potential issues and make
more informed, well-prepared decisions (Grimm, Farias, & Santos, 2023) [104]. The main
objective of risk management is to support the achievement of an organization’s strategic
goals by reducing potential threats and maximizing opportunities (Dathe et al., 2024) [103].

The process of risk management involves several key stages. First, risk identification,
which consists of recognizing all possible risks and their sources, such as operational
failures or regulatory shifts. Second, risk assessment, which focuses on analyzing the
likelihood and potential impact of each risk. Good understanding of risk magnitude and
probability is essential for making well informed decisions. As a general rule, risks with both

54



COMILLAS Final Degree Project Report 2025

|||||||||||||||||||

St i Blanca Serrano Vazquez

high impact and high probability require more attention. On slide 16 of this session, an
illustration of a risk matrix is presented, where the risks that should be prioritized are located
in the upper-right quadrant (Dathe et al., 2024) [103].

Following this, the third step is risk prioritization, which consists of prioritizing risks
according to the severity of their impact and the urgency of response, allowing for a more
efficient allocation of resources and efforts toward the most critical issues. Next comes risk
mitigation, which involves designing and applying strategies to either reduce the likelihood of
a risk occurring or minimize its impact if it does. Examples of mitigation actions include
redundancy planning, diversification, or the implementation of safety protocols. The fifth step
is risk monitoring, which refers to the constant review and updating of risk profiles, as well as
the identification of new risks and corresponding mitigation measures. Finally, risk
communication entails ensuring that all relevant stakeholders receive clear, transparent
information about identified risks and the strategies to manage them effectively (Dathe et al.,
2024) [103].

The COSO (Committee of Sponsoring Organizations of the Treadway Commission)
framework for managing ESG-related risks is structured around five key components. It
begins with governance and culture, which involves raising awareness among boards and
executive management about ESG risks and promoting a collaborative culture for risk
management. The second component is strategy and objective-setting, which links ESG
risks to the business context, serving as the foundation for all ERM (Enterprise Risk
Management) activities. Understanding the impacts and dependencies on nature and society
is essential to create value in the short, medium, and long term (Grimm, Farias, & Santos,
2023) [104].

In the performance phase, organizations identify, assess, and prioritize risks, taking
into account their limited resources and the need to focus efforts strategically. This is
followed by implementing risk responses through innovative and collaborative solutions that
consider the source, cost, and benefits of each risk. The next step is reviewing these
activities to evaluate their effectiveness and adapt strategies as needed, with findings
communicated to internal and external stakeholders. Finally, the process concludes with
information, communication, and reporting, ensuring that appropriate risk-related information
is shared to support informed decision-making (Grimm, Farias, & Santos, 2023) [104].

The COSO model is a very comprehensive framework for integrating ESG risks into
a company's risk management. However, there are also other models that are a little more
practical. One of them is PwC’s Four-Step Framework for ESG Risk Management, which
aims to effectively guide ESG risk management in complex business environments. The first
step and starting point for a company’s ESG journey is Business Overview. This step
includes several key activities like gathering relevant information about the company’s
operations, reviewing financial statements, reading existing reports, and engaging with
internal stakeholders. Based on this, an As-Is analysis is prepared to outline the current
state of the company’s environmental impact, social initiatives, and governance structure.
Business overview also involves researching the ESG practices of external partners, since
they can significantly affect the company’s ESG performance and reputation. Additionally,
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the countries where the company operates are analyzed in terms of ESG regulations, moral
norms, and societal expectations. Finally, ESG clusters, groups of related ESG issues, are
identified to help focus attention on the most critical areas (Dathe et al., 2024) [103].

The second step, Setting Goals, focuses on aligning the company’s ESG objectives
with its broader business strategy. With the information from the Business Overview, this
phase begins by identifying the core ESG topics within each ESG cluster. For each of these
topics, relevant ESG KPIs are selected to monitor and evaluate performance over time. To
prioritize these topics effectively, weighting factors are applied based on their strategic
relevance, considering their potential impact on financial performance, brand reputation,
stakeholder expectations, and regulatory compliance. After this, the ESG roadmap is
developed, with a shortlist of the chosen high-priority ESG topics. The roadmap serves as a
guide for decision-making on resource allocation by setting clear performance targets
measured through the selected KPIs (Dathe et al., 2024) [103].

Comparing the company's ESG performance to that of its peers and industry
competitors is crucial, as the third step, benchmarking, highlights. This process involves a
detailed analysis of direct competitors as well as the broader market environment. The goal
is to gain insights about the company's position in respect to others and identify areas where
ESG performance can be improved. The last and final step is called the Red Flag
Assessment. In this phase the company will identify potential warnings that might point to
areas of concern that require urgent action, assess associated risks and opportunities
exposure of the chosen most important ESG topics, and develop an action plan to close the
gap between current and target performance (Dathe et al., 2024) [103].

Next, the instructor will explain the 1ISO 31000 framework, which is designed to
provide principles and guidelines for risk management applicable to all types of companies.
The standard underlines that risk management should be fully incorporated into how the
organization is managed and into how decisions are made. The application of ISO 31000
brings various benefits to organizations. It supports better decision-making by encouraging
proactive identification and management of risks. This framework also helps enhance
internal control systems, enabling more effective risk oversight. Additionally, it promotes the
efficient allocation of resources to address potential risks, improves organizational resilience
in the face of uncertainty and change, and ultimately contributes to building greater
confidence and trust among stakeholders (Dathe et al., 2024) [103].

The ISO 31000 risk management process follows a step-by-step approach. It starts
by establishing the context, which involves defining the organization’s objectives,
stakeholders, and internal and external influential factors that can impact the company's
outcome. The next step, risk identification, entails recognizing potential sources of risk or
hazards that may impact the achievement of the organization's objectives. Next, a detailed
risk analysis assesses the nature, likelihood, consequences, significance and
interdependencies of identified risks, followed by risk evaluation to determine which risks
require immediate attention based on the organization’s tolerance levels. In the final step,
called risk treatment, the business selects and carries out risk management measures to
address the risks that had been previously recognized. To ensure the effectiveness and
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relevance of the entire process, monitoring and review, as well as communication and
consultation, are continuous activities that support every step by promoting transparency,
stakeholder engagement, and alignment with organizational goals (Dathe et al., 2024) [103].

As an example of how ESG is applied in managing risks, the instructor will explore
the case of Nestlé, which has actively worked to align its strategy and risk management with
environmental, social, and governance considerations. Nestlé has identified several key
ESG-related risks. Among them are ethical concerns within the global cocoa supply chain,
especially regarding child labor; environmental impacts due to the large volume of waste
generated by single-use coffee capsules; and the mismanagement of water resources. To
address the root causes of child labor in Africa, Nestlé launched the Sustainable Livelihood
Initiative, which focuses on improving farmers’ living conditions through better agricultural
practices, increased access to education for women and children, and investments in cocoa
quality. As part of this effort, Nestlé also incentivizes school enrollment by offering financial
support to families. In response to environmental concerns, the company continuously seeks
ways to recycle and reuse materials, as well as to replace end-of-life materials, in order to
reduce its environmental footprint. For water management, depending on the type of water
usage (drinking, agricultural, or manufacturing), Nestlé created a number of control plans for
responsible water use. These strategies focus on conserving water, reusing it when possible,
and ensuring that all procedures follow environmental regulations. Additionally, Nestlé
collaborates with other organizations to enhance water efficiency and safeguard water
supplies for future generations (Dathe et al., 2024) [103].

To conclude this session, the course instructor will discuss the benefits of adopting a
solid ESG approach in risk management. Research has shown that companies with higher
ESG scores tend to have lower default risk and greater financial resilience. For example, a
study of companies listed on the Shanghai Stock Exchange found that those with strong
ESG ratings were less likely to default on their financial obligations, highlighting the role of
sustainability in promoting financial stability. Additionally, other studies have identified a
U-shaped relationship between corporate sustainability efforts and risk exposure. This
indicates that investing in environmentally responsible initiatives can reduce long-term risks,
however, it is important to maintain a balance to avoid overinvestment, which could lead to
idiosyncratic risks. Moreover, strong ESG practices enhance transparency in communication
with stakeholders and reduce the risk of misinformation (Dathe et al., 2024) [103]. Some
additional benefits of ESG in business include more efficient resource allocation and cost
savings, stronger compliance and resilience to uncertainty, and a competitive edge through
better opportunity recognition. ESG practices can also lead to higher profitability and make
companies more attractive to investors (more information can be found in session 9).
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Session 7: Strategic options and how to develop a sustainability strategy

To begin this session, the instructor will introduce two key concepts essential for
evaluating and identifying the most suitable strategic option for a company: environmental
sensibility and compliance. The first concept, environmental sensibility, according to
Rosenberg (2015) [70] refers to the relationship that individuals within the organization have
with the natural environment. Environmental sensibility can vary depending on several
influencing factors, such as: The nature of the business itself and its regulatory burden.
While every company has some impact on the environment, the degree of that impact
depends largely on the nature of its operations. For example, a power plant or a mining site
will inevitably have a much greater environmental impact than a movie theater. Another
important factor is the level of commitment from shareholders on issues connected with the
environment as well as the outside pressure from interest groups, customers, consumers,
and other stakeholders. External pressure can increase environmental sensibility within the
company, either in a positive or negative way, even if managers and employees do not fully
agree with the criticism. Finally, internal interest from key employee and management
groups also plays a role in shaping how seriously the organization takes its environmental
responsibilities (Rosenberg, 2015) [70].

The second concept is compliance, which in the ESG context refers to the company’s
adherence to recognized reporting standards and regulations. Companies can approach
compliance at different levels. On one end, some may adopt a minimalist strategy, aiming
only to meet the basic legal requirements in each country where they operate. On the other
end, companies may choose to take a leadership position, going beyond compliance by
doing much more than what the law requires. This approach is often linked to competitive
advantages, such as enhancing differentiation, reducing costs, redefining market positioning,
or preparing for future changes in regulations or market expectations. Non-compliance, by
contrast, is generally not seen as a viable option, as it involves breaking the law (Rosenberg,
2015) [70].

Once these two concepts have been explained, Figure 2 illustrates the different
strategic options available to companies in regards to sustainability. The horizontal axis
represents the level of compliance, while the vertical axis shows the degree of environmental
sensibility. By combining both axes, it is possible to visualize how companies position
themselves and choose strategies based on their legal adherence and their environmental
awareness. It is important to recognize that the most suitable strategic option will differ from
one company to another, depending on its unique circumstances. None of the five strategies
can be seen as inherently right or wrong, with the exception of “breaking the law,” which is
never a valid choice.
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Figure 2. Strategic Options (Rosenberg, 2015) [70]

Since breaking the law is not a valid option and will not be considered in this course,
the first strategic option to be discussed is known as "taking the low road". As shown in
Figure 2, this strategy is characterized by low environmental sensibility and a focus on
minimizing compliance costs, as environmental issues are not seen as strategically
important. A typical example might be small or regional fast-food chains, where neither
management, employees, nor customers show strong environmental concern. These
businesses often limit their actions to meeting basic legal requirements, such as health and
safety regulations or responsible waste disposal. In industries with low environmental impact
and minimal regulation, this strategy can be reasonable as long as the company's legal and
social license to operate is not at risk and there are no serious environmental threats.
Nonetheless, it is crucial to have monitoring and control systems in place to ensure full
compliance with the law, along with external communication that reinforces this commitment
(Rosenberg, 2015) [70].

Moving up the diagonal, the next strategic option is known as "wait and see". This
approach involves going slightly beyond minimum legal compliance while remaining ready to
adjust practices if environmental action becomes profitable or necessary. Rather than acting
immediately, companies adopting this strategy focus on building internal capabilities and
staying informed knowing that environmental issues will become more important over time.
There are four key functions that support this approach. First, maintaining a regulations
inventory allows firms to identify and track legal requirements across all operational units
using concrete data. Second, monitoring the environmental footprint of products and
services to understand the company's current impact. Third, trend tracking is essential for
observing shifts in legislation, consumer behavior, and the actions of environmental groups
and social media. Finally, developing managerial sensibility ensures that different levels of
management are prepared to respond when the time comes (Rosenberg, 2015) [70].

The next strategic option is called "show and tell", which means that the company
includes its environmental performance as part of its communication, both inside the
company and to the public, making sustainability part of its culture and brand. Companies
usually choose this approach when they believe that stakeholders care about the company’s
commitment to environmental sustainability. However, there’s a risk: if environmental
problems come to light, or even if false accusations are made, people may see the
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company’s efforts as greenwashing, which can hurt its reputation. That’s why it’s crucial for a
company following this strategy to have strong internal systems to track environmental data
in real time and to make sure everything is correctly done. Companies taking this approach
also need a skilled communication team that understands how to explain complex
environmental data clearly and accurately. In addition, the company must have solid financial
models to understand the costs of compliance and of going beyond what the law requires, so
management can take it into consideration in decision making. Finally, senior management
must have a solid understanding of sustainability, not only to prioritize it within the
organization, but also to communicate it effectively to the press, shareholders, and more
(Rosenberg, 2015) [70].

Another strategic option is known as “pay for principle,” where the push for
sustainability comes directly from the shareholders, who believe it is important and demand
it. In this case, the company makes environmental responsibility a core component of its
values and culture. In this approach, the company builds its operations around clearly stated
principles, which are reviewed regularly at the board level to ensure continued alignment.
There is also a realistic understanding of the financial implications, accepting that
environmental initiatives come with costs. At the same time, the company invests in research
and development to create innovative products and services that are sustainable.
Additionally, sustainability is integrated into marketing and communication strategies as well
as into the articulation of the firm’s values and culture (Rosenberg, 2023) [73].

The last strategic option is known as “think ahead,” and it is based on the idea that if
a company believes the future will be different, it should start taking action today. The “think
ahead” strategy requires several key functions. First, scenario planning is very important, not
by predicting the future, but by exploring different possible futures and asking "what if"
questions to prepare for various outcomes. This process involves active participation from
senior management and even the board. Second, change management is essential,
including 10 to 20 year programs for developing new infrastructure and technology, as well
as medium-term initiatives to shift corporate culture and increase employees’ environmental
awareness. Finally, strategic flexibility is crucial. Companies need to be able to check if the
ideas and plans they made still make sense as time passes and changes occur. They should
be ready to adjust their strategies depending on how the world actually develops. This
requires being comfortable with some uncertainty and knowing that not everything will go
exactly as planned but that the company is perfectly able to adapt when faced with a tipping
point. This is truly what "think ahead" is all about (Rosenberg, 2023) [73].

An example of the “think ahead” strategy is Virgin Atlantic. The airline decided to
replace its older Airbus A340 aircraft with new Boeing 787-9 Dreamliners, which are more
fuel-efficient and environmentally friendly. This move reflects a belief that, in the near future,
customers will value airlines with better environmental performance, especially regarding
carbon emissions per passenger kilometer. Virgin aims to lead the industry in this metric,
targeting a 30% CO: reduction by 2020 compared to 2007. So the company decided to
invest now in order to face future expectations, making it a clear case of “think ahead”
(Rosenberg, 2023) [73].
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After explaining the different strategic options, the instructor will pose the key
question: “So, how can companies choose the right path?” The answer lies in six essential
steps. The first step is to develop an honest assessment of how the company has responded
to environmental challenges in the past. A firm’s current options are strongly shaped by its
history. This involves reviewing how ESG issues have evolved in four key areas: the industry
as a whole, the regions where the company operates, environmental groups, and the
company itself. The second step shifts focus to the present, requiring an analysis of the
company’s current position across those same four dimensions. This includes understanding
how the firm compares to competitors, how it meets regulatory demands, and how it
manages relationships with stakeholders. The third step is to look toward the future. Once
the past and present are clearly understood, the company can begin exploring what might
come next by developing and analyzing different potential scenarios for the regions and
markets in which it operates (Rosenberg, 2015) [70].

The fourth step is to bring together the past, present, and future into one unified
framework. For companies active in multiple industries or regions, this means analyzing
each part individually and then merging the results into a complete picture. The next step is
to bring the board on board, which means involving the Board of Directors in choosing the
overall strategic approach. This is essential, as environmental sustainability and the strategic
issues it influences can significantly impact a firm’s long-term success or failure. Finally,
develop a clear and easy-to-communicate strategic vision, and ensure that managers,
employees, and other key stakeholders are properly trained to follow and support it
(Rosenberg, 2015) [70].

The instructor will then explain that forward-looking companies define ESG targets
that align with their core values, business model, and long-term goals. These companies
decide how far they want to go beyond regulatory requirements, which is what is referred to
as "high jumps” and which ESG areas they aim to lead in, known as “long jumps”. They also
evaluate trade-offs, carefully weighing the costs and benefits of each ESG initiative. In
addition, forward-looking companies focus on measuring and assessing performance,
aligning short-term indicators with long-term strategic goals to ensure consistent progress. In
summary, forward-looking companies succeed in ESG by identifying the most relevant areas
of impact, considering trade-offs, and using meaningful metrics to monitor what truly drives
sustainable success (Pérez, Hunt, Samandari, Nuttall, & Bellone, 2022) [105].

To understand a company’s current strategic position, it is essential to conduct a
thorough strategy analysis, as both internal and external factors play a crucial role in
determining business success. Internal factors are those within the company's control and
directly influenced by management. These include the organizational culture and structure,
management capabilities, human resources, operational excellence, and technology and
infrastructure. In contrast, external factors originate from the broader environment and are
outside the company’s direct control. These include the economic context, legal and
regulatory environment, market conditions, and political factors (Dathe et al., 2024) [103].

Strategy analysis involves carefully examining the internal and external factors that
can greatly influence a company’s chances of achieving success. To support the
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development of a solid strategy, organizations often rely on several analysis methods. The
PESTEL analysis examines macro-environmental influences (political, economic, social,
technological, environmental, and legal) that help identify major opportunities and threats in
the business environment. Porter’s Five Forces framework assesses industry attractiveness
and profitability by analyzing elements such as supplier and customer strength, the threat of
new entrants and substitutes, and the level of rivalry. SWOT analysis offers a holistic view of
the organization’s strengths, weaknesses, opportunities, and threats, serving as a foundation
for strategic planning and to understand the organization’s competitive position. Additionally,
core competencies analysis focuses on identifying the company’s unique capabilities and
resources that provide a competitive edge in the market (Dathe et al., 2024) [103].

In addition to the previously mentioned tools, other useful methods for strategy
analysis include benchmarking, which compares a company’s performance and practices
with those of leading competitors using measurable performance indicators. This approach
is cost-effective and can reveal areas where the company can improve or innovate.
Stakeholder analysis is another valuable tool, focusing on identifying the interests,
expectations, and potential impact of key stakeholders. Understanding this can help
companies align their strategies with stakeholder needs. Finally, cultural analysis examines
the values, beliefs, behaviours, and communication styles that define an organization’s
culture. This analysis can identify cultural strengths and weaknesses, and is particularly
useful when evaluating the cultural compatibility between organizations in the case of
mergers or acquisitions (Dathe et al., 2024) [103].

Strategy choice refers to the process of selecting the most appropriate course of
action from a set of alternatives identified during the strategy analysis phase. To guide this
decision, organizations commonly assess each strategic option using three main criteria.
Suitability considers how well a strategy aligns with the company’s current position and
circumstances. Acceptability evaluates the possible impacts of a strategy’s risks and
benefits, and how well it aligns with stakeholders’ expectations. Finally, feasibility examines
whether the organization has the necessary resources to implement the chosen strategy
(Dathe et al., 2024) [103].

Once the strategic path has been chosen, the options analysed, and the strategies
selected, the next step is implementation. To carry out this phase effectively, companies
follow a structured process of five key steps, which the course instructor will explain. The
first step in strategy implementation is to define clear goals and objectives that reflect what
the organization intends to achieve. Once these are established, action plans must be
developed to translate strategic goals into concrete tasks, specifying activities, timelines,
responsibilities, and key milestones. To execute these plans, proper resource allocation is
essential, ensuring that financial, human, technological, and physical resources are in place
through effective budgeting and distribution. As implementation often brings change, change
management becomes critical to adapt structures, processes, and behaviours. This includes
achieving organizational alignment, where every department and employee understands the
strategic goals and their role in achieving them, as well as behavioural alignment, which
involves reducing resistance and encouraging employee engagement through
communication, training, and participation in the transition process. Finally, monitoring and
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evaluation play a key role in tracking performance, identifying deviations and making needed
adjustments (Dathe et al., 2024) [103].

When companies align their ESG policies with their main business activities, they can
successfully apply ESG across the entire organization. Embedding ESG into everyday
operations and company culture is a process that can be broken down into three key steps.
First, initial integration involves making ESG an essential part of the company’s regular
business activities. This includes incorporating ESG into core strategic plans, covering areas
such as the products and services offered, the markets in which the company operates,
talent management practices, operational processes, relevant performance metrics, and the
company’s approach to aligning its external engagements with ESG priorities. Next come the
follow-up initiatives, where companies turn their ESG commitments into concrete actions.
These may include offering incentives to promote ESG impact, supporting stakeholders in
improving their ESG performance, and implementing transparent reporting systems. As a
final step, companies carry out continuous analysis to track and improve their ESG
performance over time. This includes refining ESG metrics, selecting qualified external ESG
agencies, adapting to changing regulations, and preparing for impact-weighted accounting
(Dathe et al., 2024) [103].

When discussing strategy, it is essential to consider a strategic management
framework known as the Balanced Scorecard. The core idea behind the BSC is to translate
a company’s strategy into a set of measurable objectives using both financial and
non-financial key performance indicators, organized across four key perspectives. The
customer perspective focuses on understanding and meeting customer needs, using metrics
like satisfaction, loyalty, retention, and market share to assess value delivery and
relationship strength. The internal process perspective evaluates the performance of internal
operations, with indicators such as efficiency, quality, innovation, and process performance.
The learning and growth perspective focuses on the organization's capacity to adapt to
change through learning and development. Performance within this perspective can be
evaluated using indicators such as the level of employee training, satisfaction, retention, and
the adoption of new technologies. The fourth perspective is the financial perspective which
reflects the strategy’s financial impact, using indicators like revenue growth, profitability, ROI,
ROE, and cost efficiency (Dathe et al., 2024) [103].

In the Balanced Scorecard framework, the vision and strategy form the foundation for
setting objectives and performance measures across the four perspectives. The vision
defines the overall direction of the organization, while strategy is the approach for achieving
the vision and reaching long-term objectives. The vision and strategy help shape how
performance is managed in each part of the Balanced Scorecard. This is done through four
main elements: Objectives, measures, targets and Initiatives. Objectives are the goals the
companies want to achieve which are aligned with organizations’ vision and strategy.
Measures, also called KPlIs, are used to track progress toward those objectives. Targets set
the specific results the company wants to reach within a certain period of time for each
measure and initiatives are the specific actions carried out to help achieve the targets. By
joining the perspectives to the vision and strategy, companies can guarantee that measures
and targets are completely aligned with the strategic priorities (Dathe et al., 2024) [103].
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It is important to recognize that implementing strategy often involves change, which
can lead to employee resistance. For this reason, when applying ESG strategies within a
company, effective change management is essential. A well-managed change process helps
engage employees, builds their commitment, reduces resistance, and ultimately increases
the chances of successful implementation. Effective change management relies on several
key components. First, a clear and compelling vision is essential to motivate employees by
explaining the benefits of the change. A detailed change plan should outline the objectives,
timeline, resource distribution, and methods for communication and education. Transparent
communication keeps employees informed and training equips them with the skills needed
to adapt. Identifying and engaging key stakeholders is also crucial, as involving them in the
process creates a sense of ownership and builds support across the organization. A
dedicated change management team or change agents should guide and coordinate the
initiative, offering support and addressing any challenges that arise. Finally, a monitoring
system is necessary to track progress, collect feedback, and identify areas of improvement
or potential risks (Dathe et al., 2024) [103].

A widely used framework to guide organizational change is Lewin’s Change
Management Model, which consists of three stages: unfreezing, moving, and refreezing. In
the first stage, unfreezing, the goal is to prepare the organization for change by challenging
the current status quo and raising awareness about why the change is necessary. This
involves identifying and reducing resistance while reinforcing driving forces that support the
transition. Engaging employees early and addressing their concerns is key to gaining their
support. The second stage, moving, begins once the organization is ready to implement new
processes, structures, or technologies. This is a phase where continuous support, clear
communication, and training are critical to help employees adapt and feel secure throughout
the transition. Finally, in the refreezing phase, the focus is on reinforcing and sustaining the
changes by embedding them into the company’s daily operations through updated policies,
procedures, and support systems (PsicoNetwork, n.d.) [106].

Another model is the Kotter's Eight-Step Change Model which consists of eight
sequential steps that guide organizations through the change process. The first step is to
establish a sense of urgency and that involves helping employees and stakeholders
understand why change is necessary and what risks exist if the organization stays as it is.
Once urgency is established, the second step is to create a guiding coalition by assembling
a capable group of change agents with diverse skills and knowledge from different
departments and levels of the organization to help lead the change effort. The third step is to
develop a vision and strategy, in other words, a clear and inspiring direction for the future
along with a practical roadmap to achieve it. In the fourth step, this vision must be
communicated effectively, ensuring that the message resonates with employees and helps
align them with the desired change (Freeman-Gray, n.d.) [107].

The fifth step is to empower others to act on the vision by removing barriers, offering
necessary training, and providing resources in order for employees to feel capable of
contributing. Then, organizations should focus on generating short-term wins, which involves
achieving and celebrating early successes to maintain motivation and build momentum. In
the seventh step, built gains, leaders must use the credibility gained from short-term wins to
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keep driving the transformation forward, providing additional resources and support when
necessary. Finally, the last step is to anchor the changes in corporate culture by ensuring
changes become part of how the company operates long term (Freeman-Gray, n.d.) [107].

This session has addressed several key aspects of the ESG process cycle within
companies, including the analysis of the current position, the definition of ESG targets, and
the integration of ESG into business strategy. The final topic to be discussed is the
engagement of ESG stakeholders in order to maintain the company’s social license to
operate. Engaging ESG stakeholders to maintain a social license involves several key
aspects. First, a company’s overall strategy must address the evolving needs of its main
stakeholders, such as investors, employees, and partners. This requires ongoing
improvements and responsiveness. Second, forming strong investment propositions is
essential, as investors increasingly expect ESG efforts to align with long-term business
goals. Companies should clearly show how sustainability enhances efficiency, reduces risks,
and drives long-term value through transparent reporting with well-chosen KPIs. Lastly, the
pace of communication is important. Nowadays, ESG reporting is a required component of
conducting business. Regular, timely updates show alignment between ESG initiatives and
overall strategy and contribute to the development of trust (Dathe et al., 2024) [103].

To conclude, the case of Lufthansa illustrates how airlines face increasing pressure
from a wide range of stakeholders (passengers, employees, investors and others) on ESG
concerns. On the environmental front, key concerns involve the airline's impact on climate
change through greenhouse gas emissions, as well as local issues like air quality and noise
pollution. Social expectations include high-quality customer service, passenger safety,
accessibility for individuals with diverse needs, and fair labor practices that ensure employee
well-being. From a governance perspective, stakeholders demand ethical business conduct,
transparency, and strong corporate governance. This includes increased board diversity,
independent oversight, and executive compensation aligned with long-term sustainability
performance (Dathe et al., 2024) [103].

In response to these pressures, Lufthansa has made sustainability a core component
of its business strategy. The company has implemented a wide range of ESG initiatives and
continuously develops innovative solutions that help strengthen its competitive position. As
noted in the book Implementing Environmental, Social and Governance (ESG) Principles for
Sustainable Businesses (2024) [103], Lufthansa has defined clear objectives and measures
to address stakeholder expectations and improve performance across all ESG dimensions.
After reviewing this case, the instructor may invite participants to reflect and discuss which
ESG strategic option Lufthansa adopted, what its main ESG targets are, and which strategy
analysis methods were used in shaping its sustainability approach in order to recap some of
the concepts explained in this session.

Lufthansa employs a Show and Tell strategy because it has openly and proactively
incorporated environmental, social, and governance values into its business model, going
beyond legal compliance. The company publishes regular ESG reports, reveals external
agency ratings, and openly exposes its sustainability aims and progress, such as SAF use
and SBTi validation of emission targets. Lufthansa is clearly not Taking the Low Road, since
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it goes far beyond minimum legal compliance. It is also not a Wait and See strategy, as the
organization is not just observing or preparing for potential future changes, it is already
taking important action. As well as this, it is not a Think Ahead strategy because Lufthansa is
not changing primarily in anticipation of future developments, even though it does have
long-term initiatives, its actions are mainly focused on addressing the current needs of
stakeholders and the present demands of sustainability. Finally, its strategy could not be
classified as Pay for Principal, as its ESG efforts are driven by strategic business goals
rather than purely ideological convictions.
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Session 8: Stakeholder Value Creation

Companies that are leading the way towards sustainability all share a common
characteristic: they actively engage with diverse stakeholders in order to drive progress. In
this session, the instructor will focus on the importance of stakeholders in ESG and how
stakeholder engagement creates value and delivers tangible benefits. Stakeholder theory
argues that companies have a duty to take into account the interests of all individuals
affected by their operations, whether directly or indirectly. These stakeholders are essential
for the company’s long-term success. Typical stakeholders in a business organization
include: financiers, such as investors and lenders who fund the company; customers who
buy its products or services; suppliers who deliver essential inputs for its operations;
employees who contribute their skills and labor to its success; and society at large, which
may be affected by the company’s activities, products or services (Dathe et al., 2024) [103].

Freeman’s Stakeholder Model expanded the traditional stakeholder theory by
introducing other influential actors. These additional stakeholders include government bodies
and agencies that influence operations through regulations and policies; competitors that
impact market positioning and dynamics; consumer advocates that affect product demand;
and the media which can shape public perception and impact a company's reputation.
Freeman also emphasizes that managers and other employees within the same firm may
have different interests according to their roles in the company, and for this reason should be
recognized as a separate stakeholder group. Additionally, this model categorizes
stakeholders into two types: primary stakeholders, who have direct interactions with the
company and are directly interested in its operations (such as traditional groups and
managers), and secondary stakeholders, who do not engage directly but are affected by the
company's activities in a more indirect way (Freeman, Harrison, & Wicks, 2007) [108].

Milton Friedman's shareholder value approach contradicts Edward Freeman's
stakeholder model. According to Friedman, the sole responsibility of managers is to act in
the best interest of shareholders by maximizing their wealth. This viewpoint has been widely
criticized, with one main criticism being that many shareholders seek short-term profits
rather than long-term value, prioritizing quick financial gains above the company's long-term
sustainable development. In contrast, Freeman's stakeholder theory argues that a company
creates value via meaningful interactions and collaboration with all of its stakeholders. This
involves not only shareholders, but also employees, consumers, suppliers, and society in
general. According to this model, businesses have a broader social responsibility, and
long-term success is dependent on serving the interests of all stakeholders, not only those
with equity (Dathe et al., 2024) [103].

Next, the instructor will introduce Stakeholder Relationship Management (SRM),
which involves the structured process of identifying, engaging, and maintaining relationships
with individuals, groups, or organizations that have a legitimate interest in the company’s
actions and outcomes. Building strong connections with a diverse range of stakeholders can
support both sustainable business growth and positive societal outcomes. Effective SRM
typically follows five main steps: Stakeholder Identification, Stakeholder Prioritisation,
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Visualising Stakeholder Community, Stakeholder Engagement, and Monitoring Stakeholder
Engagement (Dathe et al., 2024) [103].

Stakeholder Identification begins with creating a list of individuals, groups, or
organizations that have a legitimate interest in or could be affected by the company’s
activities. After that, the company needs to identify mutual expectations, which involves
understanding both how each stakeholder contributes to the project and what they hope
from the project's success or failure. Once this is established, stakeholders can be classified
along two key dimensions. The first distinguishes between strategic stakeholders, who
influence high-level decision-making (such as senior management or major investors), and
operational stakeholders, who affect day-to-day activities (like employees or contractors).
The second categorization separates internal stakeholders, who are part of the organization,
from external stakeholders, who interact with the company outside of it (Dathe et al., 2024)
[103].

Once stakeholders have been identified, the next crucial step is to prioritize them
based on their relevance and influence on the company’s operations. This prioritization can
be assessed across three main dimensions. The first is proximity, which reflects how closely
and frequently a stakeholder interacts with the organization, indicating their level of
involvement. The second is power, referring to a stakeholder’s capacity to significantly
influence or even disrupt business success. Lastly, urgency captures the immediacy and
importance of stakeholder concerns. This is shaped by factors like time sensitivity, such as
strict deadlines in operational processes, and criticality, which reflects the perceived intensity
by stakeholders for specific issues (Dathe et al., 2024) [103].

A Power/Interest Grid is a commonly used tool to prioritize stakeholders by mapping
them according to their level of authority (power) and their concern for the project (interest).
It helps project managers to develop tailored communication strategies. Stakeholders with
high power and high interest, such as project sponsors and team leaders, should be closely
managed and actively involved. Those with high power but low interest, like regulators, must
be kept satisfied to avoid potential risks. Stakeholders with low power but high interest, such
as customers or end-users, should be kept well-informed and consulted regularly. Finally,
low power and low interest stakeholders require minimal communication but should still be
monitored in case their influence or concern increases over time (Oguz, 2022) [109].

After prioritizing stakeholders, the next step is called "Visualizing the stakeholder
community." It consists of developing a clear overview of stakeholders and their key
characteristics to support the design of effective engagement strategies. This step serves
several important purposes in stakeholder relationship management, including: providing a
practical list of current stakeholders, evaluating their main attributes, enhancing objectivity
and transparency in the assessment process, simplifying stakeholder data for easier
interpretation, and supporting the planning of stakeholder engagement activities (Dathe et
al., 2024) [103].

A practical tool for stakeholder visualization is the Stakeholder Circle methodology,

which graphically represents three key dimensions: proximity, power, and urgency. The
concentric circles reflect how close each stakeholder is to the business activity, those directly

68



COMILLAS Final Degree Project Report 2025

|||||||||||||||||||

St i Blanca Serrano Vazquez

involved appear near the center, while those with indirect relationships are placed further
out. The radial depth of each segment illustrates the stakeholder’s degree of power and the
size of each segment along the circumference represents urgency, with larger blocks
reflecting higher urgency. For instance, in the example shown in slide 11, stakeholders 1 and
3 are directly involved in the activity of the business, while stakeholder 2 is more distant.
Stakeholder 1 holds significant power (level 4), playing a key role in the project’s success,
whereas stakeholder 3 has lower influence (level 2), and stakeholder 2, despite being less
involved, presents a moderate degree of power (level 3) (Dathe et al., 2024) [103].

The next phase in stakeholder relationship management is stakeholder engagement,
which involves two components: the stakeholder engagement profile and the communication
strategy. The engagement profile requires a clear understanding of each stakeholder’s
attitude and receptiveness. Stakeholders are evaluated along two dimensions: their level of
support for the business and their receptiveness to information. Comparing the real and
target stakeholder engagement profiles helps visualize the gap between the current state
and the desired situation. In the example from slide 12, Stakeholder 1 is supportive but
shows low interest in receiving information. The company’s target profile for this stakeholder
aims for moderate receptiveness, indicating only a small gap to address in order to increase
receptiveness. Stakeholder 2 is less supportive but open to communication, requiring
significant effort from the organization to shift attitudes and increase its support. Stakeholder
3 is neutral in support but highly receptive, exceeding the expected stakeholder engagement
target of 3, which may call for a revised communication approach to maintain support and
avoid disengagement (Dathe et al., 2024) [103].

The engagement profiles are helpful for the determination of communication strategy.
ESG communication should be designed to the specific needs and expectations of the
stakeholders that have been identified and prioritized. An effective ESG communication
strategy is built around several key elements. It starts with defining the audience, which are
the stakeholders directly or indirectly interested in the company’s ESG activities. The
purpose should align communication efforts with corporate goals while reflecting stakeholder
needs. The message must highlight ESG actions, achievements, and challenges across
environmental, social, and governance dimensions, supported by solid data. Communication
channels should be selected based on stakeholder preferences. Maintaining a consistent
frequency of updates ensures sustained engagement. Finally, assigning a dedicated owner,
such as an ESG committee, is essential for ensuring accountability and consistency in all
communications (Dathe et al., 2024) [103].

When engaging with stakeholders, companies must pay attention not only to market
stakeholders but also to those in the nonmarket environment, such as governments, NGOs,
the media, regulators, activists, and communities. These groups play a crucial role in
shaping regulatory frameworks, safeguarding company value, and enabling new value
creation opportunities. A strong example is Maersk, which anticipated the EU's move to
include container shipping in the carbon trading system. In response, the company protected
its position by investing early in green methanol-powered ships, engaging with governments,
and collaborating with various stakeholders to scale zero-carbon fuel solutions. This
illustrates how by working with a broader network of stakeholders (market and non-market
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stakeholders) companies can speed up innovation, unlock competitive advantages, and
generate shared value. As well as this, if Maersk had not considered and engaged with the
nonmarket environment, it would not have been able to anticipate regulatory changes or take
early action to adapt (Hoos, 2024) [4].

The skills required for success in the market environment differ significantly from
those needed in the nonmarket environment. In market settings, managers must act quickly,
prioritize efficiency, respond to changing market conditions, and always put the customer
first. It is about being agile and outperforming competitors. In contrast, the nonmarket
environment demands collaboration, empathy, and the ability to build alliances, even with
competitors. Companies must be able to listen and understand the interests and needs of
others, as well as to compromise and find common ground. It's also important to be open
and honest about what they don't know. Two major challenges in the non-market
environment are the diversity of stakeholders, since some hold significant formal power while
others have only informal influence or no power at all, and the variation in non-market
contexts across countries, where political systems, legal frameworks, and media freedoms
can differ widely. Yet, actions taken by companies in one country can have global
repercussions (Hoos, 2024) [4].

The final step in stakeholder relationship management is monitoring stakeholder
relationships. This phase focuses on two key areas: maintaining the stakeholder community
and reviewing the stakeholder engagement profile. Maintaining the stakeholder community
requires proactive engagement, including regular communication, trust-building efforts, and
open dialogue. Since the stakeholder network is dynamic, companies must remain vigilant to
changes in stakeholder attitudes and influence. On the other hand, reviewing the
engagement profile involves the continuous assessment and adjustment of how
stakeholders are engaged. This ongoing process is essential for achieving ESG goals and
upholding responsible, transparent business practices (Dathe et al., 2024) [103].

As the session progresses, the instructor will explain the concept of stakeholder
capitalism, a model in which companies aim to create long-term value by addressing the
interests of all stakeholders and contributing to broader social well-being. Companies need
to strengthen their relationships with all stakeholders, including competitors, who can
sometimes become strategic allies. This idea is captured in the concept of coopetition, a
strategic approach where companies both compete and collaborate to achieve shared goals.
A practical example involves moving company A, which receives an order of 3,000 packages
from an importer but can only ship 1,500. Instead of rejecting the order or delaying delivery,
the company collaborates with competitors B, C, and D to move the remaining 1,500 units,
500, 700, and 300 units respectively. This cooperative solution not only meets the client’s
expectations but also illustrates how engaging with competitors can lead to shared value and
improved business outcomes (Ribeiro, 2024) [74].

A real-life example of collaboration between competitors is the relationship between
Apple and Samsung. While the two companies compete directly in the smartphone market,
they have also partnered in the development of new technologies. Samsung, known for its
expertise in advanced display technologies such as OLED and LCD, has supplied critical
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components for Apple devices, one of the most well known is the Retina display used in
iPhones. This case illustrates how competition does not necessarily imply a distant or
conflicting relationship; in fact, in many occasions collaboration between competitors can
generate mutual benefits (Ribeiro, 2024) [74].

It is also important to consider how conflicts with stakeholders can negatively impact
the ESG agenda and how failing to embed sustainability in the company’s strategy can
ultimately undermine long-term value creation. The case of Cubatdo in Brazil clearly
illustrates this. In the 1980s, uncontrolled industrial pollution had serious consequences for
many stakeholders. However, companies were unwilling to give up profits, even if it meant
sacrificing the interests of those stakeholders. The population suffered from various health
problems, the healthcare system collapsed due to excessive demand, companies faced high
absenteeism, social security dealt with requests for temporary leave and early retirement,
and local government faced higher public spending to meet the growing demand for medical
services. As a result, the stakeholders rose up against the companies and demanded action.
The situation became so serious that the government also had to intervene. This situation
demonstrates that overlooking stakeholder concerns and environmental sustainability can
escalate into conflict, threaten a company’s license to operate, and destroy value instead of
creating it. Sustainable business practices and stakeholder engagement are not just ethical
practices, they are also strategic tools for long-term resilience and competitiveness (Ribeiro,
2024) [74].

So, how does the value creation process begin within a company? The instructor will
explain that it starts with senior management, which is responsible for initiating the
generation of sustainable value across the organization. The model also distinguishes
between support activities and core activities. Support activities are those that contribute to
sustainable value creation but are not directly connected to the consumer market. These
include, for example, the Environmental Management System (EMS), which involves
structured actions not only to comply with environmental regulations or prevent risks, but
also to add value to the company’s products and services. Another activity is people and
environmental management, which refers to human resources practices focused on training
and motivating employees and contractors in social and environmental responsibility.
Finance and sustainability is also a key activity, involving the allocation of financial resources
to support greener processes, equipment upgrades, environmental consulting, employee
development, and green marketing. Other relevant support areas include cleaner production,
which optimizes resource use and reduces waste at the factory level; reverse logistics, which
enables the reuse and recycling of materials and water; and information systems, which
integrate data across departments, enabling better decision-making (Ribeiro, 2024) [74].

The core activities are those directly linked to the market that generate sustainable
value for the company. These include the development of green strategies, which require
analyzing the company’s macroenvironment (such as government policies, competitors, and
supplier dynamics) and microenvironment (internal strengths and weaknesses) to align with
socio-environmental goals. Other key activities are promoting responsible consumption by
understanding and shaping consumer demand for sustainable products, implementing
environmental marketing through the design, pricing, and promotion of eco-friendly products,
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and building a green competitive advantage by differentiating products through cost
leadership or unique value (Ribeiro, 2024) [74]. This process shows that creating sustainable
value is not something a company can do alone. It needs the active involvement of
stakeholders at every step. By analyzing the macro and micro environment, the company is
interpreting and responding to the interests of stakeholders. For example, responsible
consumption and green marketing are only effective when there is dialogue with consumers
and society to understand their values, concerns, and needs. Likewise, green differentiation
is only meaningful if stakeholders recognize that value and support it.

The instructor will then explain the “Stakeholder Value Creation Chain” model, which
shows how ESG strategy and stakeholder relationships support a company’s success. It
starts with ESG actions that bring benefits to different groups: more engaged employees,
stronger community partnerships, greater trust with suppliers, more loyal customers, and
increased investor interest. These benefits often reinforce one another. For example, many
employees prefer to work for environmentally responsible companies, which increases
engagement. That engagement can lead to higher productivity, customer satisfaction and
much more. These reinforcing effects contribute to greater stakeholder value, which in turn
leads to enhanced shareholder value. The model clearly demonstrates that when ESG
efforts align with stakeholder expectations, they create a cycle of mutual benefit (Kay,
Brindisi & Martin, 2020) [110].

Stakeholder engagement is not an easy process, it comes with several challenges.
One key difficulty is measuring impact, as it's hard to assess how engagement truly
influences decisions and outcomes beyond counting meetings or survey responses. Cultural
differences also pose challenges, since communication styles and expectations vary across
cultures. Additionally, power imbalances can complicate the process, because sometimes
companies give more weight to powerful actors and ignore less influential groups. Another
issue is ensuring long-term commitment, as maintaining consistent engagement over time
can be difficult when faced with competing priorities. Finally, short-term profit pressure often
leads companies to deprioritize stakeholder engagement, treating it as a cost rather than a
long-term investment (Sustainability Directory, 2025) [111].

After explaining the challenges, the instructor will highlight the key benefits of
stakeholder engagement. First is “education”, engaging with stakeholders organizations can
gain valuable insights and different perspectives that can lead to competitive advantage.
Second, it supports effective decision-making, as opinions from stakeholders help modify or
confirm strategic choices. Third, stakeholder engagement builds trust, showing stakeholders
that their perspectives matter. Fourth, stakeholder engagement can increase the chances of
finishing a project on time by reducing unexpected events. Fifth, it strengthens risk
management, helping identify and address threats early. Finally, it promotes accountability,
both internally and externally, by encouraging transparency and keeping stakeholders
informed (Frick, 2019) [112].

A strong example of stakeholder engagement creating both value and sustainability
is Lipton’s sustainable tea initiative under Unilever. In 2007, Lipton partnered with the
Rainforest Alliance to certify its tea supply chain through a holistic approach that treats
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environmental, social, and economic aspects equally. To meet the certification standards,
farmers are required to continuously improve in areas such as worker welfare, farm
management, and environmental protection. This includes reducing pesticide use,
eliminating waste, and applying better farming techniques to boost productivity and cut
costs. Workers benefit from fair wages and access to quality housing, education, and
healthcare, while the environment is preserved. One of the program’s key goals is to help
farmers earn higher prices for their tea, improving their income and long-term quality of life.
This example shows how partnering with the Rainforest Alliance to obtain sustainable
production certification not only protects ecosystems, but also improves livelihoods across
the entire value chain (Rainforest Alliance, 2007) [113].

To close the session, the instructor will present the case of Nestlé, a company that for
nearly 20 years has focused on creating shared value by generating shareholder returns
while improving the well-being of stakeholders. Nestlé’s initiatives include fighting
malnutrition in emerging markets through fortified products, supporting smallholder farmers
with training, better crops, and financial aid, creating career opportunities for youth,
collaborating on sustainable packaging, and developing plant-based food innovations to
address health, affordability, and climate concerns. This long-term commitment has driven
innovation and provided a competitive advantage for Nestlé across all operations. With over
277,000 employees, the company uses its resources and knowledge to develop products
that promote nutrition, health, and well-being. Nestlé’s strategy focuses on a regenerative
food system that supports people, families, pets, and communities. This commitment to
creating shared value is what makes Nestlé stand out from its competitors and keeps the
company successful over time (Nestlé, 2024) [114].
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Session 9: Investment and Financing

In this session, the instructor will discuss key aspects of sustainable investment and
finance. The session will cover topics such as sustainable investing, ESG investment
strategies, sustainable finance instruments, the importance of ESG investing, and the
challenges it presents. The instructor will begin by explaining what sustainable investing is.
Sustainable investing involves incorporating ethical and sustainability criteria (ESG factors)
into the evaluation of potential investments. It means allocating capital to companies that are
committed to sustainability and responsible business practices. Moreover, it requires
recognizing that investment decisions have broad implications and can help address global
challenges such as climate change and social inequality. Investors use ESG criteria to
assess how effectively companies manage sustainability-related risks and opportunities and
take these considerations into their investment decision making (Thompson, 2023) [49].

The instructor will then explore the historical evolution of sustainable investing. It
began in the 1960s with the rise of Socially Responsible Investing (SRI), driven by civil rights
movements, environmental concerns, and opposition to the Vietham War. In the 1970s and
1980s, the anti-apartheid divestment movement proved the power of investors to drive
change through their investment decisions. The 1990s saw the integration of environmental,
social, and governance factors into investment analysis, recognizing their impact on
long-term financial performance. A key milestone came in 2006 with the launch of the UN
Principles for Responsible Investment (PRI), which offered a global framework to help
investors incorporate ESG considerations into their strategies and practices. In the 2010s,
ESG investing became mainstream due to rising awareness of global challenges, supportive
regulation, and growing evidence of ESG companies outperforming their peers in the future.
Today, ESG investing is a main part of the financial system, with investors routinely applying
ESG criteria and relying on ESG ratings agencies to evaluate companies’ sustainability
practices (Thompson, 2023) [49].

The incorporation of ESG factors into portfolio management has experienced
exponential growth over the past two decades. Portfolio management is the process of
selecting and monitoring investments. As shown in the graph in slide 4 of this session, total
assets managed with ESG criteria in the U.S. rose from just $178 billion in 2005 to over
$16,564 billion by 2020. This rapid increase reflects the growing recognition among investors
of the importance of environmental, social, and governance considerations in selecting
investments. Beyond the overall growth in ESG investing, the industry has also experienced
a significant shift in the types of issues investors prioritize. Back in 2007, the leading ESG
concerns focused on tobacco, oppression in Sudan, and human rights issues. In contrast, by
2020, climate change and carbon-related concerns had become the top priority, with over $4
trillion in assets linked to this issue alone. This re-ranking was driven by both a growing
investor interest in environmental challenges and major advances in the ability to measure
carbon exposure (Geczy, 2025) [115].

The ESG financial ecosystem is a network of interconnected actors that enable the
integration of ESG factors into investment decisions. It includes issuers, either public or
private, that disclose ESG-related information in response to growing demand from investors
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and other stakeholders. This information is used by financial intermediaries: rating providers
that assess ESG performance, index providers that construct ESG benchmarks, asset
managers that develop and market ESG investment products, and institutional investors like
pension funds and insurers that incorporate ESG data into their fiduciary strategies. At the
end of the chain are the end investors who ultimately bear the risks and rewards of these
investments. Supporting this entire ecosystem are disclosure organisations, such as GRI,
SASB and TCFD; regulators and supervisors; and ethical standard setters like the UN and
the OECD which provide guidelines for responsible investing and sustainability goals. This
structure facilitates the flow of non-financial information, promoting better-informed
decisions, long-term value creation, and responsible business practices and investments
(Boffo & Patalano, 2020) [116].

In the context of the ESG financial ecosystem, the concept of ESG indices was
introduced when discussing index providers. However, it is important for the instructor to
explain what ESG indices actually are and provide examples of those currently in use. When
investors want to understand how a market is performing, they often refer to a market index.
An index is a tool used to measure the performance of a specific group of assets, typically by
calculating a weighted average that represents a sample of the broader market. An ESG
index, is a collection of stocks from companies that demonstrate strong ESG performance.
Like other indices, an ESG index is designed to serve as a benchmark, specifically for
companies that prioritize environmental, social, and governance practices in their operations.
These ESG indices help investors track the performance of high-scoring ESG companies,
compare them to the broader market, and guide investment decisions aligned with
sustainability goals (Fennel, 2023) [117]. Some examples of ESG index providers are MSCI,
S&P Dow Jones, FTSE Russell, and Calvert.

After explaining that ESG data is now used by investors to inform decision-making,
the instructor will ask a key question: What are the main reasons why institutional investors
consider ESG factors? According to recent survey data from the US Social Investment
Forum, the top reason cited by institutional investors is risk, mentioned by 84% of
respondents. Client demand comes in at number two, mentioned by 81%. ESG integration is
increasingly seen as a tool for identifying, understanding, and managing both systematic and
idiosyncratic risks, particularly those related to climate change. ESG data helps investors
better assess potential risks and shape the risk profile of their portfolios accordingly. Other
reasons include achieving positive environmental or social impact, and to obtain financial
returns (Geczy, 2025) [115].

An important concept to understand when discussing investing is that of risk and
risk-adjusted return, as it provides the foundation for the topics that will be discussed
throughout the session. Every investment carries a certain level of risk, often measured by
volatility, which reflects how much an asset’s price fluctuates around its expected value. A
risk-adjusted return evaluates how much return an investor receives relative to the amount of
risk assumed. An optimal risk-adjusted return means either achieving the highest possible
return for a given level of risk or minimizing risk while maintaining a desired return (Geczy,
2025) [115]. This becomes especially relevant in ESG investing, as some wonder if pursuing
ESG objectives leads to lower returns and others explore whether ESG integration can
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actually enhance returns by reducing exposure to long-term risks. A strong ESG company
may not offer the highest short-term returns, but its risk-adjusted return may be superior in
the long term.

The instructor will then introduce several ESG investment strategies, each offering a
different way to integrate ESG considerations into the investment process. One of the most
widely used is ESG integration, which involves systematically incorporating ESG risks and
opportunities into traditional financial analysis. Another common strategy is screening, which
can be either negative or positive. Negative screening involves excluding companies that do
not align with certain ESG standards which may be particularly important to the investor,
such as those involved in tobacco, weapons manufacturing, or fossil fuel extraction. Positive
screening, by contrast, focuses on including companies that demonstrate strong ESG
performance and support investors' sustainability goals (Thompson, 2023) [49]. Another
strategy with a more targeted approach is thematic ESG investing, which allocates capital to
specific themes such as climate change, clean technology, or gender equality. Finally, impact
investing is a strategy which aims to generate financial returns while also having positive
social or environmental impacts (Investing.io, 2025) [118].

In addition to the strategies used to implement ESG in investment selection, there is
also an important strategy related to the overall investment process: investment
diversification. Diversification consists of purchasing a variety of investments across different
sectors or regions in order to reduce the risk of market volatility (Lam-Balfour, Royal &
Ayoola, 2024) [119]. In other words, it is important for investors not to put all their eggs in
one basket, or in this case, not to place all their capital in a single company. In fact, large
institutional investors are often legally required to maintain diversified portfolios.
Diversification is a key principle in both traditional and ESG investing as it can help boost
investment returns while reducing risk.

After discussing ESG investment strategies, the instructor will turn to sustainable
finance instruments, beginning with ESG Exchange Traded Funds (ETFs). ESG ETFs
combine two key strategies: responsible investing and ETF investing. On one hand, ESG
responsible investment refers to various methods that integrate environmental, social, and
governance factors into the investment process, with the goal of promoting progress and
long-term value creation (RBC Global Asset Management, n.d.) [120]. On the other hand,
ETFs are investment funds that trade on stock exchanges like individual stocks. They
typically hold a diversified basket of assets such as stocks and bonds, and often track a
specific index (Iris Carbon, 2024) [121]. Therefore, ESG ETFs allow investors to diversify
their investments and fund many companies at once.

ESG ETFs offer several benefits for investors seeking to align their portfolios with
sustainable values. First, they make it easy to incorporate responsible investing by offering a
wide range of investment options such as focusing on companies with high ESG ratings,
excluding controversial industries like tobacco or weapons, or following specific themes like
fossil-fuel-free or gender diversity. Second, sustainable investing can contribute to portfolio
resilience by helping identify hidden risks, such as climate change or data security, that may
not be captured through traditional financial analysis but can significantly affect a company's
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success in the long-term. Third, ESG ETFs provide broad diversification across asset
classes, sectors, and regions, allowing investors to add different levels of diversification into
their portfolios. Finally, many ESG ETFs are cost-effective, making them an affordable and
practical option for long-term investment strategies (RBC Global Asset Management, n.d.)
[120].

The second sustainable finance instrument introduced is green bonds. When entities
seek funding, they typically choose between issuing stocks or bonds. Bonds are a form of
debt where investors become creditors of the issuing entity. Green bonds are a specific type
of bond used to raise capital for environmental or climate-related projects. The European
Investment Bank (EIB) issued one of the earliest examples in 2007, a €600 million Climate
Awareness Bond focused on renewable energy and energy efficiency. The World Bank
followed in 2008 by launching the first labeled green bond of about US$440 million,
responding to demand from Scandinavian pension funds seeking to support climate-focused
projects. This initiative supported the World Bank's strategy to innovate in climate finance
and raised awareness on how developing countries can both contribute to and be affected
by climate change. Similarly, the African Development Bank (AfDB) issued a $500 million
green bond in 2013 to finance climate change solutions in Africa supporting inclusive and
sustainable growth in the continent (The World Bank, 2025) [122].

According to the guide Green Bonds for Climate Resilience (2021) [123], there are
seven key steps involved in issuing a green bond. The process begins with adopting a
recognized guidance framework that outlines how green projects will be selected, how
proceeds will be managed, and what reporting requirements will apply. Next, the issuer must
identify appropriate green projects and assets that align with the selected criteria. Once
projects are selected, the issuer develops a Green Bond Framework that articulates the
governance policies and procedures to ensure compliance. To verify that the Green Bond
Framework has been properly followed, independent verification is necessary, often through
a Second Party Opinion or certification under the Climate Bonds Standard. The next step is
to set up robust tracking and reporting systems to ensure that the proceeds are allocated as
planned and to provide transparency to investors. After that, the bond is issued following
standard procedures, such as structuring, marketing, and pricing the bond, with clear
communication on green project selection criteria used. Finally, issuers are expected to
report annually on the allocation of funds and on the environmental impact of the green bond
(Qadir & Creed, 2021) [123].

Green bonds offer several benefits for issuers who are looking to develop sustainable
projects. While the funds raised through green bonds could technically also be raised
through conventional bonds, green bonds allow issuers to reach a broader and more diverse
base of investors, especially those focused on sustainable and responsible investing or who
integrate ESG criteria into their decision-making. This diversification makes issuers less
dependent on specific markets and helps expand funding sources. In addition, green bonds
enhance visibility and raise awareness around an issuer’s environmental initiatives, serving
as a tool to strengthen closer engagement with investors. Additionally, it is important to
mention that public funding alone cannot meet the scale of investment needed for the global
transition to a low-carbon and climate-resilient development and growth. With private
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financing already contributing around 60% of climate-related capital flows, green bonds play
a crucial role in mobilizing further private capital for green projects (The World Bank, 2025)
[122].

After explaining what green bonds are and outlining their benefits, the instructor will
present a screenshot from the document What Are Green Bonds? (2025) [122], which
showcases various examples of green bond issuers. Among them is Toyota Financial
Services, which issued a US$1.75 billion green bond in March 2014 to finance consumer
loans and leases for electric, hybrid, and low-emission vehicles, with bond returns being tied
to the performance of those loans and leases. Another example is the District of Columbia
Water and Sewer Authority (DC Water), which issued US$350 million in green bonds in July
2014, with a 100-year maturity, to fund part of its Clean Rivers Project. These are just two
examples, but the full list illustrates how green bond issuers can range a lot, from cities and
states to bilateral development agencies, utilities, corporations, banks, and other types of
entities.

The next sustainable finance instrument is sustainability-linked loans (SLLs). SLLs
offer improved loan terms, like interest margin reduction, if the borrower meets pre-agreed
sustainability performance targets (SPTs), which are measured through ESG key
performance indicators (KPIs). The objectives of SLLs fall into two main areas: first, defining
core sustainability targets that are aligned with the borrower’s overall sustainability
objectives; and second, ensuring transparency in the evaluation of whether those SPTs have
been met (Ezcutari, 2022) [124]. In contrast to green loans, SLLs concentrate on the
borrower's sustainability performance rather than requiring the loan to finance a green
project.

SLLs are structured around five core components: the selection of KPls, calibration
of SPTs, loan characteristics, reporting, and verification. First, the KPls must be clearly
defined, measurable, and relevant to the borrower’s core business, ideally benchmarked
against industry standards. Second, the SPTs should align with the borrower’s broader
sustainability strategy and be ambitious, meaningful, and consistent throughout the loan
term. Third, SLLs can be applied to bilateral or syndicated loan structures, with financial
incentives activated if the borrower meets the agreed SPTs. These targets can include
reducing greenhouse gas emissions, improving energy efficiency or increasing recycling
rates. A variety of benchmarking techniques, including the borrower's performance over
time, position in relation to industry peers, and evaluation of scientific advancements or
pertinent national, regional, or global goals, should be used to assess the borrower's
performance. Fourth, borrowers must report regularly, maintaining updated information on
SPTs and the assumptions and methodology used. Lastly, external and independent
verification of progress toward each SPT is required annually. Even when data is publicly
available, third-party validation is strongly recommended. Once verified, if targets are met,
the interest margin reduction is applied for the following period (Ezcutari, 2022) [124].

Since the topic of loans has been introduced, the instructor will also reference recent
research by leading business and financial adviser Grant Thornton UK LLP, which highlights
that mid-market companies can no longer afford to ignore the growing importance of ESG in
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lending decisions. The study, based on a survey of nearly 50 UK-based lenders, reveals that
73% now have an ESG lending strategy in place (In 2022 it was only 57%). Moreover, 81%
of respondents stated that a company’s ESG profile or its ability to transition to net zero will
increasingly influence lending decisions over the next five years. A significant 93% believe
regulators may soon require banks to incorporate sustainability considerations into their
capital allocation models, affecting both the availability and cost of borrowing. There is
increasing pressure on lenders to meet sustainability goals by aligning their portfolios with
net zero commitments. For this reason, lenders now expect companies to embed ESG into
their core business strategy and those that fail to meet these expectations risk facing higher
borrowing costs or losing access to capital altogether (Accountancy Age, 2024) [125].

Now, returning to the topic of sustainable investing: When is an investment
considered sustainable? According to Article 2(17) of the SFDR regulation, an investment is
considered sustainable only if it contributes to an environmental or social objective, does not
significantly harm any of these objectives, and the investee companies follow good
governance practices. Environmental objectives may include improvements in resource
efficiency, renewable energy use, reduction of greenhouse gas emissions, biodiversity
protection, and circular economy efforts. Social objectives include fighting inequality,
promoting social cohesion and integration, improving labor relations, and supporting human
capital or disadvantaged communities. These investments must not negatively impact other
sustainability goals and must be carried out by companies who follow good governance
practices, particularly regarding management structures, relationship with employees, fair
remuneration, and compliance with tax obligations (Union Europea, 2019) [126].

Sustainable investing offers a wide range of benefits for investors, companies, and
society at large. One key advantage is risk mitigation. By considering ESG factors, investors
can better evaluate long-term risks, including environmental risks such as climate change
and resource scarcity, as well as social and governance risks. Companies with poor ESG
practices often face legal, reputational, or operational consequences, which are risks that
can be mitigated by investing in firms with strong ESG integration. Another important benefit
is values alignment. Sustainable investing allows individuals and institutions to support
causes they care about while still pursuing financial returns. Additionally, strong ESG
performance is increasingly linked to long-term financial outperformance. Companies that
effectively incorporate ESG criteria tend to be better positioned than their peers in the long
run. Finally, sustainable investing creates positive impact by directing capital toward
businesses and projects that address urgent global challenges, from environmental issues
like climate change to social issues such as injustice and inequality (Thompson, 2023) [49].

Another advantage of sustainable investing is what could be called Returns with
Responsibility. According to the Morgan Stanley Institute for Sustainable Investing, a
simulated investment of $100 in a sustainable fund in December 2018 would be worth $136
in December of 2024, outperforming a traditional fund that would have reached $131 over
the same timeframe (Morgan Stanley Institute for Sustainable Investing, 2025) [127]. This
evidence suggests that investors do not necessarily have to sacrifice financial performance
when investing sustainably. In fact, research on European equity funds shows that the 10
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funds with the highest ESG ratings are, on average, more profitable in the long term than
those with the lowest ESG ratings (Rodriguez, 2025) [128].

The last advantage discussed in this session is the strong performance of ESG funds
in times of crisis. While they may not always deliver higher risk-adjusted returns, ESG funds
have shown greater resilience during market downturns. For instance, in the 2008 financial
crisis, German green funds and indices like FTSE4Good declined less and recovered more
quickly. Similarly, during the COVID-19 crisis, European investors moved away from
traditional funds and invested in more sustainable options. In the first quarter of 2020 alone,
ESG funds saw $46 billion in net inflows, while traditional funds faced $385 billion in outflows
(Rodriguez, 2025) [128].

Once the advantages of sustainable investing have been described and explained,
the instructor will then address some of the key challenges that may arise in its
implementation. One significant challenge is the inconsistency and limited reliability of ESG
data. Companies often report ESG information in varying ways and data can be incomplete
in some reports, making accurate comparisons and evaluations difficult. The absence of
standardized metrics and reporting guidelines further complicates consistent assessments
across sectors and regions. Another difficulty is the complexity of sustainable investing,
which requires navigating an environment of evolving ESG considerations, regulations, and
standards. Evaluating both ESG and financial indicators together also demands
considerable time and can be quite complex. Additionally, investors frequently face trade-offs
between aligning with ethical values and maximizing financial returns, especially when
excluding entire industries from their portfolios. Lastly, greenwashing is another challenge,
as some firms overstate their ESG efforts, making it hard to distinguish genuine
sustainability from mere marketing strategies (Thompson, 2023) [49].

To conclude the session, it is worth briefly explaining what ClimateCoins are and how
they work. ClimateCoin is a cryptocurrency designed to fight climate change, with the
mission of supporting the goals of the Paris Agreement and helping limit global warming to
1.5°C. Each ClimateCoin represents one metric ton of CO2 that has been either captured or
avoided. The process begins when a green project removes or prevents the emission of
CO2. This project is awarded a carbon credit, equivalent to 1 ton of CO2. That credit is then
tokenized and becomes a ClimateCoin. Individuals or companies can purchase these coins
to offset their carbon footprint or support environmental efforts. Finally, they can burn the
coin to claim the credit and make the offset official (ClimateCoin, 2025) [129].
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Session 10: The role of Al in sustainability

In this session, the importance of Al in sustainability will be explained, as well as how
it can both positively and negatively impact the integration of ESG in companies, ESG
investment selection, and reporting. The session will begin by introducing the concepts of Al
and Generative Al. On one hand, when people talk about artificial intelligence, they usually
refer to machine learning algorithms that use structured datasets to make predictions.
Generative Al, on the other hand, are models trained to generate new data that is similar to
the data they were trained on, rather than only making predictions (Zewe, 2023) [130]. While
traditional Al is well-suited for processing structured data such as spreadsheets or
databases, it often has trouble understanding context and is usually limited to doing just one
thing. This is a problem in sustainability, where the information often comes in more complex
formats like texts, images, or graphs. Generative Al is more flexible and can manage many
different tasks. It can create full reports, plan social media content, or automate processes in
different areas. Generative Al includes models capable of producing text, images, music,
speech, artwork, human faces, and even code, making it a powerful asset for advancing
ESG integration and sustainability efforts (PwC, 2024) [131].

Slide 3 of this session shows a diagram that illustrates how Al systems might affect
different ESG criteria over the course of their lifecycle. From an environmental perspective, it
is essential to assess the sustainability of Al by considering its impact across the supply
chain. Additionally, it is important to investigate how Al might be applied to solve significant
global sustainability issues and help meet the UN SDGs like developing climate actions,
sustainable infrastructure, or reducing social inequality. On the social perspective, Al must
protect data privacy and resilience, even in situations of unexpected errors or disruptions. To
guarantee responsible and reliable Al systems, governance principles such as explainability,
transparency, legal compliance, and ethical design are essential. Ultimately, how ethically
and sustainably the technology is developed and used will determine if Al has a good or
negative impact on ESG criteria (EY, 2023) [132]. Although some of the concepts mentioned
are not limited to a single ESG dimension (In the diagram each element is linked to one or
more ESG factors), for simplicity, this text presented them under one main category. For
example, data privacy is closely related to governance as well, but it was discussed here
mainly from a social perspective to keep the explanation concise. In the presentation, the
instructor will take the time to explain each point in detail, highlighting how every aspect is
connected to the different ESG dimensions.

For the next few slides, the instructor will focus specifically on the environmental
dimension of ESG and explore the question: How can Al contribute to a more sustainable
environment?. In relation to biodiversity, Al combined with satellite imagery helps detect
changes in land use, vegetation, forest cover, and damage from natural disasters. By
optimizing sorting processes throughout the entire waste lifecycle, Al also enhances waste
management. In the energy sector, Al models like neural networks and fuzzy logic are
applied in the energy sector to lower the consumption of natural resources and energy
demands. In water management, Al can predict stream flow, monitor water quality, and
forecast droughts as well as soil water conditions. In transportation, computer vision
facilitates improved decision-making for public mobility and traffic control. In relation to air
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quality, Al can collect data from sensors and satellites to improve climate models and adjust
air purifier performance based on real-time air quality data. It also improves the detection of
localized emissions using remote sensing. Finally, in agriculture, Al tools like drones and
satellite imagery allow farmers to monitor soil quality and crop productivity, improving
efficiency. Al also plays a role in monitoring illegal fishing (EY, 2023) [132].

The instructor will then present a practical example of using Al for climate risk
prevention. Mitiga Solutions, a spanish startup, has developed a global climate risk platform
called Climate Risk Score. This innovative tool, built on Microsoft Azure, uses scientific
models to assess the impact of climate change on businesses, including their assets,
operations, and supply chains. For all kinds of clients, it offers an integrated solution that lets
them measure and report their climate risk, make informed decisions about resource
allocation, and evaluate the financial cost of their actions. Additionally, Mitiga solution’s
platform provides an unbiased and trustworthy evaluation on climate risks to assist
businesses in meeting European and global regulatory requirements as they come under
growing pressure to be open and honest about their exposure to climate risks (Microsoft
Press, 2023) [133].

Another example is the case of Grupo Nueva Pescanova, which partnered with
Microsoft to advance the digitalization of aquaculture through the use of Artificial Intelligence,
the Internet of Things, and Big Data technologies. This collaboration led to the development
of the world’s first intelligent aquaculture farm for vannamei shrimp. The smart farm offers
100% real-time, fully automated control of all processes and can anticipate environmental
and consumption patterns. Feeding stations automatically adjust the amount of food based
on real-time shrimp behavior, helping to optimize feeding, improve animal welfare, and
reduce waste. Thanks to this project, Grupo Nueva Pescanova improved its shrimp
production in Ecuador, enhanced the precision of its farming predictions by 90-95%, and cut
response times to issues by up to 80% (Microsoft Press, 2023) [134].

The final example the instructor will present before discussing the environmental
impacts of Al models is Amazon’s development of the Package Decision Engine, an Al
model designed to automatically select the most efficient packaging for each product. This
innovation has significantly improved shipping efficiency while also reducing the
environmental impact of Amazon’s packaging. By minimizing the use of materials such as
cardboard, plastic bags, air pillows, and tape, Amazon has avoided using over 2 million tons
of packaging materials since 2015. As well as this, previously, packaging decisions were
made manually through physical testing and the process was time-consuming and not
scalable. Now, the Al-driven system has automated much of this work, contributing to
Amazon’s broader environmental goals and allowing employees to focus on other
sustainability-related challenges (Amazon Staff, 2024) [135].

The next topic to be discussed by the instructor is the environmental impact of Al
models. Generative Al models require high amounts of electricity to train, putting pressure
on the electric grid. Even after deployment, these models continue to consume large
amounts of energy as they are used by millions of people and further refined through
fine-tuning. In addition to energy use, maintaining the necessary hardware demands
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considerable volumes of water for cooling it during training, deployment, and updates. This
can put stress on municipal water systems and affect local ecosystems (Zewe, 2025) [136].
Al systems also contribute to carbon emissions in two main ways: embodied emissions,
produced during early stages like data processing and model experimentation, and
operational emissions, generated during training and inference. This last stage is where the
deployed model makes predictions at a massive scale to serve users globally (EY, 2023)
[132].

To address the growing environmental impact of Al, especially its high electricity
consumption and carbon emissions, initiatives like the strategic partnership between Google,
Intersect Power, and TPG offer a promising solution. This collaboration aims to build
renewable energy infrastructure to power Google’s new data centers with clean energy. As
Al adoption accelerates, data centers are seeing a sharp increase in electricity demand. In
fact, despite Google's goal of achieving net-zero emissions by 2030, its emissions rose by
13% in 2023 and 48% since 2019, largely due to Al-related electricity use. Therefore, it is
crucial to invest in renewable energy sources in order to lower carbon emissions while
meeting the enormous energy demands of Al models. As part of the new partnership,
Intersect Power will develop new clean energy projects, including both renewable generation
and storage, while Google will act as a main energy buyer in shared industrial parks. This
will allow new data centers to operate alongside newly added clean power capacity (Segal,
2024) [137].

Having addressed the importance and environmental impact of Al, the instructor will
now move on to explain how Al can contribute to support social sustainability, as well as the
social impacts of Al models. When used for social good, Al can offer many benefits, such as
promoting fairness and improving access to essential services like healthcare. However, if
not designed or implemented responsibly, it may also create new inequalities, biases, or
exclusions. To begin with the advantages, Al can play a crucial role in making services and
job opportunities more accessible to everyone. One key area is human augmentation.
Al-powered exoskeletons can help individuals with physical disabilities perform tasks that
were previously impossible for them. In addition, Al algorithms used alongside sign language
gloves can translate sign patterns into electrical signals and spoken words, improving
communication by verbalizing their signs. Another benefit of using Al can be seen in the
health department. Al can detect physical or mental well-being by analyzing a person’s voice
tone, pitch, and vocabulary. It can also assist in medical diagnostics such as analyzing data
sets to detect melanomas with the same accuracy as dermatologists. Lastly, geographic
tracking is another important benefit because by combining Al with tools like Google Street
View urban landscapes can be analysed to identify inequality and deprivation patterns. Also,
Al can be used to track and control the spread of infectious diseases (EY, 2023) [132].

An example of Al used for social good is Walmart. It offers voice and text shopping
assistants that allow customers to add or eliminate items from their cart, schedule deliveries,
and quickly reorder products. The system also uses past purchases to recognize each
customer’s preferred brands. Walmart has also tested Al chatbots for supplier negotiations,
achieving 1.5% cost savings and longer payment terms, with most suppliers reporting a
positive experience. Additionally, for employees, the “Ask Sam” voice assistant helps in-store
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workers quickly find product locations, prices or check schedules. Moreover, Walmart uses
generative Al to automate certain customer support requests, enabling chatbots to
understand and respond in a more human-like and intelligent manner (Marr, 2024) [138]. On
top of that, in order to guarantee that company clients have access to the products they
require at the appropriate time, Al-powered systems optimize Walmart’'s inventory
forecasting, planning, and logistics (Marr, 2024 ) [139].

However, as mentioned before, while Al has the potential to significantly benefit the
social dimension of ESG, it also presents several challenges. There are three key areas of
concern: Al fairness and bias, data privacy and security, and workforce impact. First, Al
systems trained on public datasets may reflect societal biases, unintentionally leading to
discriminatory outcomes. Bias in algorithm design can further reinforce these inequalities.
Second, Al's ability to process massive amounts of information raises concerns around the
misuse of sensitive data and threats to privacy. Regarding security, Al systems have the risk
of data breaches as they are vulnerable to cyberattacks. Lastly, Al integration is transforming
the workforce by automating repetitive tasks, such as in manufacturing, customer service,
and data entry, shifting jobs toward more higher-value roles (EY, 2023) [132].

Moving on to the final ESG dimension, the instructor will begin by explaining how Al
can support governance. One key area is fraud detection, where Al helps financial
institutions create more accurate customer profiles, detect suspicious activity, and assess
risk across multiple domains. Al techniques such as unsupervised learning and outlier
detection can reduce false positives and enhance the efficiency of investigations. In
monitoring and compliance, Al streamlines regulatory processes by scanning large volumes
of legal documents and generating summaries or initial drafts of policies, allowing
compliance officers to focus on more strategic tasks. Another important application is in data
governance, where Al ensures that customer data is used correctly and remains protected at
all times by identifying cyber threats, detecting anomalies, and monitoring data traffic
through encryption and pattern recognition techniques. The fourth advantage is board
reporting and governance analytics: Al can automate the generation of accurate, real-time
reports and customize dashboards for each board member’s priorities, improving the
effectiveness and responsiveness of governance processes (EY, 2023) [132].

After discussing the benefits of using Al in governance, the instructor will move on to
explain the potential governance-related issues of Al models. These can be grouped into
four categories: transparency, explainability, bias issues, and performance issues. First,
transparency is a major concern. Al algorithms are often extremely complex, making it
difficult to understand how outcomes are obtained and what data is being used. End users
typically lack visibility into these processes. Second, explainability, which is closely related to
transparency, is another challenge. Unlike traditional mathematical or statistical models, Al
systems are very complex and for that reason they lack inherent explainability. Third, bias
issues arise from the composition of the development team, the training data, and the
techniques used. These biases can be hard to detect due to the black-box nature of Al, and
they affect user trust when the influence of those biases isn’t clear. Lastly, without a robust
model performance monitoring plan, the Al system's performance may not meet user
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expectations as they are more complex, consume more data and are harder to explain than
traditional models (EY, 2023) [132].

After reviewing each ESG dimension separately, the instructor will now present the
overall advantages of using Al to support ESG efforts. The focus will begin with how Al is
helping businesses accelerate their sustainability journey today. In asset management, Al
collects performance data to predict asset health and potential failures, enabling preventive
maintenance, which helps prolong the life of the asset and reduce waste. In inventory
management, Al uses demand forecasting to balance stock levels with customer demand
while minimizing the environmental impact of transportation through routing optimization.
The third advantage is schedule optimization. Al improves asset maintenance by prioritizing
tasks on assets that pose higher costs or greater risk of failure. Anomaly detection is another
benefit, particularly in manufacturing, where Al-powered image and video recognition can
detect defects early on. Lastly, Al can be used to save energy by aligning computing and
cooling resources with compute demand patterns (Compute optimization) (Thomas, 2023)
[140].

Continuing with the session, it will be valuable for the instructor to explain how Al can
support ESG investment selection. First, Al makes it possible to analyze large volumes of
data in great detail, tasks that would be extremely time-consuming and resource heavy
without Al. Second, by using techniques like sentiment analysis and natural language
processing, Al can discover key data and eliminate irrelevant information. Third, Al allows
companies to assess their current ESG position and make strategic decisions to improve in
needed areas. Lastly, both consumers and portfolio managers have greater access to ESG
investment data from different companies, helping them make more informed investment
choices (EY, 2023) [132].

Similarly, Al is extremely beneficial to ESG reporting. One of the main challenges in
this area is collecting and integrating data from multiple sources. Al, through natural
language processing and machine learning, simplifies this process by extracting information
from unstructured documents, normalizing diverse data types, and enabling real-time
tracking of ESG metrics. In terms of accuracy and consistency, Al algorithms are effective at
detecting anomalies and errors, cross-referencing data with historical and industry
benchmarks, and minimizing bias. Al also improves insight generation and reporting
automation by uncovering hidden patterns, providing predictive analysis to forecast trends,
applying sentiment analysis to assess public perception, and turning complex ESG data into
clear and easy to understand visuals. Finally, Al helps reduce time and costs by automating
repetitive tasks, optimizing resource allocation, and offering scalability to meet growing
reporting demands without requiring a proportional increase in resources (Rose-Collins,
2024) [141].

Microsoft is a great example of how Al can facilitate and improve ESG reporting.
Through Microsoft Fabric, the company offers Al-powered sustainability data solutions that
centralizes scattered ESG data into a unified platform. This enables analysis of metrics
aligned with regulations like the CSRD and generates customized insights on carbon, water,
and waste management. Additionally, Copilot in Power Bl allows users to create and edit
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ESG reports using natural language, accelerating the reporting process. Microsoft also
provides pre-built ESG reporting templates that comply with standards such as CSRD, GRl,
and IFRS, and allow for custom additions via .CSV files to meet specific organizational
needs. Furthermore, Microsoft’s Al agents provide real-time sustainability data analysis and
help estimate EU carbon tariffs on imports (Noticias ASG, 2024) [142].

An example of a company already applying Al in its ESG reporting is Unilever. The
company has developed a centralized, cloud-based platform that gathers sustainability data
from across its various business units into a single, unified system. This allows for real-time
monitoring and more effective analysis of ESG performance. To ensure consistency in its
disclosures, Unilever aligns its reporting with globally reporting frameworks and the
Science-Based Targets initiative (SBTi). Additionally, the company uses Al-powered tools to
automate the processes of collecting, validating, and reporting ESG data. These tools along
with machine learning algorithms, help detect anomalies and improve data quality before it is
submitted to regulatory bodies (Bl Group, 2025) [143].

While implementing Al in ESG reporting brings numerous advantages, it also
presents several challenges. Four key issues stand out. First, data privacy and ethics.
Sensitive data, like employee demographics or supplier practices, is frequently included in
ESG reports. Businesses need to make sure their Al systems comply with regulations like
the GDPR and handle data in an ethical manner, to ensure no individual's privacy is violated.
Second, addressing bias in Al models. ESG metrics may be distorted by biases that Al may
inherit from training data, for this reason it is important to carry out regular audits of Al
models to detect and eliminate these biases. These first two first challenges were also
discussed earlier in relation to the social and governance impacts of Al models, but it is
important to highlight them again in this slide. Third, resource investment is a challenge as
implementing Al for ESG reporting requires upfront investment in technology, training, and
infrastructure. For smaller organizations, a recommendation is to use cloud-based Al tools
that can offer a more cost-effective option. Fourth, keeping up with regulatory changes is
crucial and it is an issue because ESG standards are continuously evolving and Al models
must be up to date and adapt to ensure ongoing compliance and data integrity
(Rose-Collins, 2024) [141].

After that, the instructor will go over four strategies to maximize Al's contribution to
ESG. First, Al should be viewed as a governance tool rather than only using it for reporting
or operational tasks. It should be incorporated into the design of ESG policies, action
frameworks, and evaluation criteria. Al is quickly evolving from a supporting role to a key
force behind governance and sustainability leadership. Second, companies should adopt
predictive and prescriptive approaches, shifting from historical reporting to scenario-based
planning. Al models are able to predict logistical disruptions, climate effects, and regulatory
risks. Third, companies should unify ESG and business data into one system that connects
areas like sustainability, technology, operations, and finance. Having all this information in
one place helps the company make faster and more effective decisions while supporting
climate goals. Lastly, it's important for businesses to track the energy impact of using Al in
their company, looking at metrics like how efficient the algorithms are, how much energy
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each task uses, and the emissions caused by cloud computing (MIL Madrid Innovation Lab,
n.d.) [144].

To build on the previous recommendations, it would be valuable for the instructor to
explain the four ways companies can get started on their ESG—Responsible Al journey, as
outlined by PwC (2022) [145]. First, organizations should identify and connect with teams
inside the company already working on ESG topics (such as workers in sustainability offices,
operations leaders, human capital and others) and with tech teams. Second, companies
should find common ground between ESG and Responsible Al teams to align efforts and
strengthen both areas. Third, it's essential to collaborate with development teams to align on
governance practices. Governance should manage risks without hindering innovation, and
involving developers in the process helps improve adoption. Lastly, companies should
uncover opportunities to align procurement practices. Since new technology often enters
through procurement, these teams should be supported to better evaluate complex Al
models, identify ethically elaborated technology and ensure alignment with ESG standards.

According to PwC (2024) [131], the Roadmap for Integrating Generative Al into
Sustainability Initiatives consists of seven key steps. First, companies must set clear goals
and identify specific sustainability challenges that GenAl could address. Second,
organizations should gather and prepare high-quality data, ensuring it is free of bias and
private information, with an emphasis on large datasets to increase model performance.
Third, it may be necessary to fine-tune the Generative Al model when the task differs
significantly from the data it was originally trained on. This process involves modifying a
Large Language Model's parameters to function for specific tasks. However, reusing
pre-trained models is recommended whenever possible to reduce resource use. Fourth,
model evaluation should be conducted using appropriate metrics to assess Large Language
Models according to their specific applications. As well as this, testing and validation are
essential to reduce operational, security, and ethical risks, and to avoid potential adversarial
attacks. Fifth, once validated, the model can be deployed, with proper attention to scalability,
performance, and access control. Finally, ongoing monitoring and maintenance are essential
to detect issues such as data drift or bias, ensuring the long-term reliability, safety, and
effectiveness of the GenAl.

To end this session, it is worth highlighting that the Environmental, Social and
Governance Association of Malaysia (ESGAM) has launched ESGAMConnect, an
Al-powered ESG platform designed to support businesses across the entire ESG value
chain. It includes digital tools for evaluating and identifying gaps in ESG processes, as well
as ESG-focused learning and talent development. It also offers an industry-focused
marketplace that connects companies with trusted ESG professionals, including consultants,
trainers, auditors, and solution providers. Additionally, businesses can get government
assistance and green financing solutions through its grants and financing hub.
ESGAMConnect transforms ESG compliance into a strategic, data-driven opportunity, and
supports companies with ESG reporting, audit readiness, and access to accreditation bodies
and carbon credit markets (Azuar, 2025) [146].
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Session 11: Transition towards a sustainable economy

In this session, the instructor will focus on explaining the importance of sustainable
infrastructure in the transition toward a sustainable economy, as well as the impact
infrastructure has on advancing the circular economy. To start this session, it is important to
explain what sustainable infrastructures are. Systems and structures that offer necessary
services while being planned, constructed, and run in accordance with sustainability
principles across all dimensions are known as sustainable infrastructures. This means they
are environmentally responsible throughout their entire life cycle, while also being
sustainable from economic, financial, social, and institutional perspectives. In order to
promote balanced and long-lasting growth, sustainable infrastructure aims to meet current
needs without sacrificing the ability of future generations to meet their own (Ineria, n.d.)
[147].

Once the definition of sustainable infrastructure is understood, it becomes clear that
developing it requires a shared vision among all stakeholders involved. This common
understanding brings several key benefits. For instance, imagine an investment group, an
engineering firm, and a city mayor aiming to promote a sustainable infrastructure project. If
each has a different idea of what sustainability/sustainable infrastructure means,
coordination will be difficult, and the project is unlikely to succeed. A shared understanding
improves coordination among stakeholders and offers a strong conceptual basis for change.
It also leads to better project outcomes, as aligned objectives help all actors work toward the
same goals and attract higher-quality investments. By including sustainability early in project
design, creating roadmaps, enhancing capacities, and bolstering public policy, it also
promotes institutional strengthening and makes systemic and long-term change possible.
Additionally, it offers greater incentives for private sector participation, as a unified definition
of sustainability reduces confusion in capital markets and helps to have a well defined set of
criteria. Finally, a shared understanding promotes the standardization of tools and
performance indicators. This helps reduce costs, allows comparison between different
projects, and makes it easier to apply sustainable solutions in all stages of a project (De
Vecchi et al., 2025) [148].

Sustainable infrastructure integrates four essential dimensions of sustainability. From
an economic standpoint, it aims for long-term financial viability and supports sustainable
economic growth. This includes maximizing investment returns over the infrastructure’s life
cycle, encouraging innovation, creating jobs, and using financial resources efficiently.
Environmentally, it aims to reduce negative impacts and promote the conservation of natural
resources by minimizing emissions, preserving biodiversity, and managing energy, water,
and waste responsibly. On the social side, sustainable infrastructure promotes inclusion and
equity by improving access to basic services, ensuring accessibility for all, supporting local
employment, and involving communities in decision-making. Finally, the institutional
dimension refers to the need for strong governance, transparency, and coordination among
stakeholders, ensuring that sustainability is embedded in policies and regulations (Ineria,
n.d.) [147].
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The G20 established six voluntary principles in 2019 to guide infrastructure
investment, highlighting the essential role infrastructure plays in advancing sustainable
development and economic growth. These principles go beyond economic efficiency to also
prioritize social, environmental, and governance considerations. While this writing does not
delve into each of the six principles in detail due to length, the instructor may refer to the
document published by the World Bank Group (2020) [149], G20 Principles for Quality
Infrastructure Investment, which provides a comprehensive explanation of each.

The instructor will then explain the different phases of an infrastructure project and
the opportunities to integrate sustainability throughout its entire life cycle. Infrastructure
projects generally follow a sequence of phases: planning and strategy, prioritization, project
planning, design, bidding, financing, construction, operation and maintenance, and finally,
decommissioning or reuse. These phases are typically grouped into two stages: upstream,
which refers to the early stages of a project when it is still being planned and key decisions
are being made (processes carried out prior to project bidding); and downstream, which
refers to the later stages when the project is already being executed. First, in the planning
and strategy phase, high-level decisions are made to determine what types of investments
are needed to address the population’s needs. This leads to the development of specific
project portfolios aligned with those needs. In the prioritization phase, priority projects are
defined, and sustainability variables can be integrated into budget allocation rather than
focusing only on minimizing costs. Here, climate or social impact studies and cost-benefit
analyses are essential to ensure proper prioritization (De Vecchi et al., 2025) [148].

The project planning phase involves defining the specific characteristics of the
prioritized project. During the design phase, technical experts specify materials, equipment,
and measures to mitigate potential climate risks. This is a key opportunity to incorporate
sustainability through the use of local or recycled materials and energy or water-efficient
equipment. In the bidding phase, competitive processes are used to select suppliers based
on price, feasibility, sustainability, and quality. The financing phase involves formalizing how
the construction and operation will be funded, typically through a combination of public,
private, and international sources. This is also when detailed risk analyses are conducted,
covering financial, environmental, and social aspects. During the construction phase, all prior
decisions are executed. It is critical to minimize environmental and social impacts, ensure
worker safety, and monitor the project closely to meet contractual requirements. In the
operation and maintenance phase, the infrastructure is put into use. Regular monitoring and
maintenance are essential to prevent asset deterioration and ensure service quality in the
long-term. Finally, the decommissioning or reuse phase outlines how to restore affected
areas, reuse materials, and manage waste sustainably (De Vecchi et al., 2025) [148].

Sustainable infrastructure not only brings enormous benefits for society and the
environment, as the instructor will explain later on, but also generates significant economic
advantages. It supports job creation, enhances productivity, and reduces losses caused by
inefficiencies such as power outages or fraffic congestion. For example, improving
infrastructure in regions like Sub-Saharan Africa could significantly boost GDP per capita,
while in countries like the United States, millions of jobs across key sectors depend on
reliable transport systems. Additionally, increasing global infrastructure investment by just
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1% of GDP could generate major employment opportunities around the world (the number of
additional jobs that could be created is illustrated in the graph shown on slide 8 of this
session). Additionally, improving infrastructure efficiency could reduce related costs by up to
40%, according to estimates from the McKinsey Global Institute (Economist Intelligence Unit,
2019) [150].

Sustainable infrastructure offers numerous environmental benefits that are key to
addressing today’s global challenges. These infrastructures help combat climate change and
natural disasters, reduce greenhouse gas emissions and pollution, manage natural capital
more responsibly, and improve resource efficiency. As Ms. Marchal (Senior Policy Analyst at
the Environment Directorate, OECD) highlights, the infrastructure built over the next five
years will be decisive in achieving the goals of the Paris Agreement, representing a brilliant
opportunity for countries to choose more climate-resilient infrastructure (Economist
Intelligence Unit, 2019) [150]. According to The New Climate Economy, sustainable planning
could avoid up to 3.7 gigatonnes of CO2 emissions annually over the next 15 years.
Furthermore, sustainable infrastructure can increase access to electricity for the one billion
people who do not currently have it by prioritizing renewable energy and creating a
decentralized digital grid (Iberdrola, 2025) [151]. Green infrastructure, such as mangroves,
urban forests, and vegetation, can improve air quality, absorb carbon, and prevent soil
erosion and flooding. Green roofs are one solution that reduces urban heat, prevents water
contamination, and controls flooding. For example, a simulation study found that installing
green roofs on half of downtown Toronto might cut local temperatures by as much as 2°C
(Economist Intelligence Unit, 2019) [150].

Sustainable infrastructure also plays a crucial role in the social dimension of ESG,
particularly by ensuring access to essential services such as healthcare, education, housing,
water, and sanitation. Infrastructure can also contribute to promoting gender equality and
ensuring women's protection. For instance, adequate sanitation facilities are vital to ensure
equal participation in economic and educational opportunities. Without access to safe toilets
or private sanitary facilities in schools or workplaces, many girls and women are forced to
stay at home or drop out during menstruation. The World Bank estimates that at least 500
million women and girls worldwide do not have access to adequate facilities for managing
their menstrual hygiene. Furthermore, the absence of infrastructure affects maternal health
due to poor water quality and sanitation. Infrastructure can also accelerate social mobility.
For instance, the installation of solar energy in schools in Tanzania and Sudan raised
primary and secondary school pass rates from below 50% to nearly 100% (Economist
Intelligence Unit, 2019) [150].

Infrastructure that is designed to withstand disruptions and stresses throughout its life
cycle promotes resilience and supports development, positively impacting all three pillars of
sustainability. Economically, it helps reduce disruptions caused by extreme weather events,
such as heavy storms, by ensuring the continuity of essential services like electricity and
water during crises, while also lowering the frequency and costs of repairs. Environmentally,
it supports the conservation of natural resources, promotes nature-based solutions, and
enhances communities’ ability to adapt to climate change, for example by using green
infrastructure to manage floods and storms. Socially, it protects human well-being by
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maintaining access to vital services in emergencies and protecting communities during
crises (Economist Intelligence Unit, 2019) [150].

The Calgary Airport-Banff Rail (CABR) Project is a prime example of sustainable
infrastructure. It is a rail link with the aim of connecting Calgary International Airport with
Banff train station by 2025. This initiative is expected to improve labor mobility, boost
tourism, and support Alberta’s economic diversification while reducing carbon emissions
(Milne & Turnbull, 2022) [152]. The project aligns with the Banff National Park Net Zero 2035
target and includes hydrogen-powered trains to promote environmental sustainability. This
sustainable infrastructure will enhance access for Indigenous communities and alleviate
traffic congestion. Additionally, from an economic perspective, it is projected to create over
22,500 jobs and generate $6.4 billion in gross value, offering a significant advantage to the
region (Railway News, 2023) [153].

Sustainable infrastructure brings excellent benefits, but it also faces major
challenges, one of the most significant being the enormous financial investment required.
According to estimates, between USD 3.2 and 3.7 trillion will be needed by 2030 to meet
infrastructure needs. However, many emerging and developing economies are already
struggling with an investment gap. The infrastructure spending from 2014 to 2020 was about
USD 259 billion per year, which is significantly less compared to the predicted USD 711
billion needed annually. This investment gap, illustrated in the graph on slide 13 of this
session, shows significant underinvestment across regions such as South Asia and Latin
America (Economist Intelligence Unit, 2019) [150].

Another major challenge linked to the high investment needs of sustainable
infrastructure is the lack of funding and resources. These projects are often complex and
span long time horizons, which discourages investments due to political, institutional, and
financial uncertainty. Moreover, many countries do not even have the financial capacity or
strategic foresight to convert sustainability goals into viable, impactful infrastructure. To close
this gap, stronger collaboration with the private sector is essential, as public-private
partnerships can help mobilize the necessary institutional capital. Additionally, the concept of
sustainable infrastructure is still not widely understood by many initiatives, despite the last
ten years seeing the emergence of assessment tools. Lastly and what is really concerning is
that despite managing more than $120 ftrillion in global assets, institutional investors only
devote about 5% of their portfolio to infrastructure at the moment, indicating a significant
funding shortfall (De Vecchi et al., 2025) [148].

The instructor will highlight the importance of involving the private sector to address
the funding gap in sustainable infrastructure, dedicating a slide to public-private
partnerships. These partnerships bring key advantages: they mobilize capital, transfer
technology and expertise, and provide clear regulatory frameworks. A key example is the
rapid expansion of renewable energy in Latin America. Wind power generation grew from
just 3,400 GWh in 2010 to over 96,000 GWh in 2019, thanks to private sector engagement.
In countries like Chile, Brazil, and Mexico, solar and wind projects were made possible not
only through investment, but also through the contribution of know-how to face challenges
involved in the operational management of wind or solar farms. These regions initially
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lacked experience in building and operating such infrastructure, making the involvement of
private actors crucial (De Vecchi et al., 2025) [148].

An essential concept in the shift toward a sustainable economy is the circular
economy. In order to reduce the pressure on limited natural resources, this model aims to
arrange the production, supply, and consumption of materials in closed loops. One example
of a hierarchy of action to attain circularity is the 6R principles, which are shown in slide 16's
figure. The circular economy's primary goal, as demonstrated by the 6R principles, is to
reject or drastically cut down on the quantity of raw materials that enter the system. This is
accomplished by “closing the loop” and maximizing the quantity of materials recovered,
which are then recycled, repaired, refurbished, and utilized to create another new product
(Global Infrastructure Hub, 2021) [154].

The instructor will then pose the question: Why is transitioning to a circular economy
important? He will explain that there are two key reasons: addressing climate change and
reducing the risk of resource scarcity. First, by supporting energy efficiency and renewable
energy initiatives, the circular economy helps achieve climate goals. About 55% of global
greenhouse gas emissions can be reduced by renewables, but lowering emissions
associated with material use is also necessary to meet the 1.5°C target set by the Paris
Agreement. This is where circular strategies can be extremely helpful. By minimizing waste
and reusing materials, circularity reduces the carbon footprint of production and
consumption. Secondly, embracing circular principles can ease the pressure on finite
resources. It helps reduce supply chain vulnerabilities and raw material dependency by
promoting the use of local, secondary materials. Designing products with circularity in mind
not only decreases the demand for raw materials but also builds resilience against future
shortages (Global Infrastructure Hub, 2021) [154].

Infrastructure has a significant impact on advancing the circular economy due to its
heavy use of natural resources and contribution to global greenhouse gas emissions. An
estimated 50% of all greenhouse gas emissions are thought to originate from infrastructure,
of which 40% are operating emissions (emissions produced during infrastructure use) and
10% are embodied emissions (emissions from the use of construction materials). Circular
economy practices can directly reduce embodied emissions by minimizing the use of raw
materials, and indirectly lower operating emissions through smarter design and material
efficiency. Additionally, infrastructure consumes more than half of the world's materials. As
material demand is expected to rise until at least 2060, adopting circular principles in
infrastructure is crucial to mitigate risk of resource scarcity (Global Infrastructure Hub, 2021)
[154].

The circular economy offers a powerful solution to global challenges like climate
change and resource scarcity, and infrastructure plays a key role in unlocking this potential.
The roadmap to enable circular infrastructure focuses on four main pathways: strengthening
data-based evidence, developing innovative policies, supporting technological innovation,
and fostering international collaboration. Improving the infrastructure sector’s capacity to
collect and share data is essential, as it creates a foundation for change and helps
stakeholders make informed decisions. With data-based evidence it is possible to then
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develop sectoral and national strategies that are specific to local contexts, establishing a
clear vision and priorities for circular practices. Additionally, technology is essential since it
speeds up the shift and makes circular business models viable. Finally, international
cooperation is essential to exchange experiences, strengthen policies, and align efforts
globally. By combining these actions a more sustainable and circular infrastructure system
can be achieved. Each of these areas includes short, medium, and long-term voluntary
actions. A practical example for each of these actions is illustrated in the 2021 document
Roadmap for Enabling Circular Economy Potential in Infrastructure [154]. It would be helpful
if the instructor used these examples during the session, as each flag shown on the slide
corresponds to a specific country case that demonstrates how one of these actions has been
implemented.

Given that 38% of global energy-related carbon emissions come from building
construction and operations, green buildings have emerged as a key solution (Gomstyn &
Jonker, 2024) [155]. These are structures designed and equipped to minimize environmental
impact and promote community well-being (Iberdrola, n.d.) [156]. They typically feature high
energy and water efficiency through insulation, smart systems, and renewable energy
integration. Technologies like loT sensors, smart lighting, and automated climate control
optimize resource use in real time. Additionally, green buildings aim to reduce emissions and
waste, often using sustainable or recycled materials during construction. Site selection is
also important as choosing locations near public transit or existing infrastructure (such as
water and utility lines) helps cut emissions from transportation and reduce the need for new
utility development (Gomstyn & Jonker, 2024) [155].

One example of a green building is the Iberdrola Tower in Bilbao, which has earned
the prestigious LEED CS 2.0 Certification from the US Green Building Council, which
recognizes environmentally responsible, healthy, and cost-efficient structures. This building
was built with at least 20% recycled materials and an additional 20% locally sourced
materials to reduce transportation-related emissions, and it is powered entirely by certified
100% renewable energy. It contains advanced technologies that allow for water reuse and a
40% reduction in standard consumption (lberdrola, n.d) [157]. Rooftop solar panels, LED
lighting systems, and extremely efficient HYAC systems all contribute to its excellent energy
efficiency. Fan coil units that allow for independent temperature management by zone and
demand-controlled ventilation, which modifies airflow according to occupancy and air quality,
are also included in the building. As well as this, the glass facade facilitates natural light
entry, which improves energy savings (Inarquia, n.d.) [158].

The final topic addressed in this session will be the importance of building clean Al
infrastructure. Data centers' energy needs are increasing more quickly than the capacity of
the current energy infrastructure due to the rapid expansion of Al technology. According to
the International Energy Agency, global electricity consumption from data centres could
surpass 945 terawatt-hours by 2030, which is more than doubling current levels and equal to
Japan's total electricity use. The majority of data centers nowadays use conventional energy
sources including natural gas, diesel generators, grid electricity, and lithium-ion batteries, all
of which have limited scalability and a high carbon footprint. More reliable and sustainable
solutions are required to meet the energy demands of Al in the future. Long-term
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zero-emissions solutions are offered by technologies like advanced nuclear and geothermal
power, but they frequently encounter lengthy development times, infrastructure constraints,
and regulatory delays. In the short-term, dispatchable solar energy, which is solar power
combined with thermal storage, emerges as a viable and scalable alternative.This system
stores solar heat to generate electricity when needed, allowing for consistent 24 hours clean
energy delivery. Integrating solutions like advanced nuclear, geothermal, and dispatchable
solar energy can enable the development of robust, low-carbon infrastructure capable of
sustaining the upcoming phase of digital growth (Happi, 2025) [159].

Two examples of green investments in Al infrastructure are the YTL Green Data
Center Park in Malaysia and Equinix in the United States. The YTL Green Data Center Park
is the first integrated data center park in Malaysia powered by renewable solar energy, with a
capacity of 500 MW (YTL, 2022) [160]. The second example is Equinix, a global data center
and digital infrastructure company, announced in 2024 the issuance of €1.15 billion
(USD $1.21 billion) in green bonds to finance renewable energy projects and
decarbonization initiatives across its data center network (Segal, 2024) [161].
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Session 12: Case Study

This session will focus on a case study of Iberdrola. The instructor will analyze the
company and its 2024 Sustainability Report, addressing various topics covered in previous
sessions, such as corporate governance, materiality assessment, regulatory compliance,
among others. To begin, it is essential to understand what Iberdrola is: a multinational
company in the energy sector, recognized as the world’s leading producer of wind power and
one of the largest electricity companies by market capitalization. Iberdrola is committed to
the energy transition through a sustainable business model built on renewable energy, smart
grids, large-scale energy storage, and digital innovation (Iberdrola, 2025) [162].

The Iberdrola Group has integrated the United Nations Sustainable Development
Goals (SDGs), into its corporate strategy and Governance and Sustainability System. Its
main focus lies on SDG 7 (Affordable and Clean Energy) and SDG 13 (Climate Action).
Iberdrola is a global leader in renewable energy, with €120 billion in investments over the
past two decades. The company is strongly committed to SDG 13, aiming for carbon
neutrality in Scope 1 and 2 emissions by 2030, and net-zero emissions, including Scope 3,
by 2040. Iberdrola also directly contributes to SDGs 6, 9, 15, and 17: it achieves high water
productivity (SDG 6), promotes sustainable industrialization through clean energy and
digitalization (SDG 9), works to protect biodiversity and reach zero net loss of nature by
2030 (SDG 15), and actively engages in global and local sustainability initiatives and
partnerships (SDG 17). Additionally, indirectly the company supports the achievement of all
remaining SDGs (lberdrola, n.d) [163]. The Iberdrola Group acts as a key promoter of
sustainable development and focuses on meeting both current and future needs in order to
tackle major economic, social, and environmental challenges. Slides 4 and 5 will present the
company’s environmental and social goals, along with the level of progress achieved toward
each of them.

Iberdrola's Sustainability Report and Non-Financial Information Statement (NFIS) of
2024, were reviewed by KPMG. They confirmed that Iberdrola's environmental section
satisfies the standards of the European Taxonomy (Regulation EU 2020/852), that the report
applies the European Sustainability Reporting Standards (ESRS), and complies with
Directive (EU) 2022/2464 (CSRD). KPMG’s limited assurance review found no evidence that
the Sustainability Report failed to adhere to Iberdrola’s adopted sustainability framework,
including the materiality assessment process, compliance with the ESRS, and Article 8 of
the EU Taxonomy Regulation, or that the NFIS was not properly prepared in accordance with
applicable commercial legislation and ESRS criteria (Iberdrola, 2025) [164].

In 2024 Iberdrola was included in leading sustainability indices and received multiple
high-level ESG ratings. Among them are that the company earned the highest AAA rating
from MSCI and was ranked in the top 1% globally in the S&P Global ESG Score. It was also
listed among the top-rated utilities by Sustainalytics and received a spot on the CDP Climate
Change A List. Iberdrola was included as well in the leading ECPI indices, recognized for its
strong sustainability performance. Additionally, the company was named a leader in the
electric utilities industry by the Dow Jones Best-in-Class Indices and included in Equileap's
Global Top 100 for Gender Equality (Iberdrola, 2025) [165].
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Moving on to the double materiality assessment, the instructor will explain that in
2024 Iberdrola implemented its double materiality assessment through four phases. The first
phase focused on understanding the company's business model, sector, geographic
presence, and key stakeholders, as well as relevant regulations and sustainability
frameworks. In phase two, the company identified actual or potential environmental and
social impacts (impact materiality), as well as sustainability-related risks and opportunities
(financial materiality) across short, medium, and long-term periods. |berdrola used both
internal and external sources to determine impacts, including international frameworks and
reports from institutions like the UN, WEF, and IEA, as well as internal sources like its
enterprise risk management system, stakeholder engagement model results, and human
rights report. For risks and opportunities, the company used its risk map, IFRS guidelines,
and platforms like PRI and ENCORE. Notably, because of methodological differences
between the two perspectives, phases two, three, and four were conducted independently
for impact and financial materiality (Iberdrola, 2025) [164].

Iberdrola assessed the significance of each impact in Phase 3 of the double
materiality assessment by taking into account feedback from impacted stakeholders as well
as internal business units. Impacts were evaluated as either positive or negative, and as
current or potential. The assessment methodology, outlined in slide 9 of this session, used
variables such as scale, scope, probability, and the degree to which a negative impact is
irreversible. These variables helped determine the severity of each impact, with severity
taking precedence over probability in human rights-related cases. Based on the overall
score, impacts were categorized as material if they were considered critical, significant or
important. Regarding financial materiality, the process involved filtering out risks unlikely to
have a financial effect or those with very low probability. It also excluded risks and
opportunities associated with regulated activities that were not expected to have
sustainability-related financial implications. The resulting list of inherent risks was reviewed
by Chief Risk Officers across Iberdrola’s country subsidiaries. Phase 4 concluded with a final
inventory of risks considered financially material and a list of the most important impacts
(Iberdrola, 2025) [164]. Slide 10 of this session presents the materiality topics and subtopics,
based on the highest scores in both impact and financial materiality.

The instructor will then explain the structure and composition of Iberdrola’s Board of
Directors. The board consists of 14 members, of whom only two are executive directors, the
chairman and the chief executive officer, meaning that 86% of the board are external
directors. Among these, 91% meet the criteria to be classified as independent under the
Spanish Companies Act. The board also includes two vice-chairs and one lead independent
director, all of whom are fully independent, as well as an Executive Committee. In addition,
the board is supported by four consultative committees: the Audit and Risk Supervision
Committee, the Sustainable Development Committee, and the Appointments Committee (all
of which are 100% independent) and the Remuneration Committee, where two out of three
members, including the chair, are independent (Iberdrola, 2025) [166].

Since 2015, Iberdrola has implemented a “Board of Directors Composition and
Member Selection Policy” aimed at ensuring diversity and inclusiveness within the senior
management of the company. While specifically prohibiting any kind of bias or discrimination,
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especially those that could impede the inclusion of women, this policy promotes the
appointment of directors with a balanced mix of backgrounds, nationalities, ages, genders,
skills, and experience. The most recent composition shows a strong gender balance, with
43% of board members being women and 57% being men. Additionally, there are
representatives from Spain, the United States, the United Kingdom, Brazil, and Italy on the
board. In terms of tenure, 57% of directors have served for less than five years, 29% for six
to ten years, and only 14% have been in the role for more than a decade, supporting a mix
of fresh perspectives and institutional knowledge (Iberdrola, 2025) [166].

Iberdrola has been recognized (once again) this year by World Finance as the
top-performing company in corporate governance in Spain. Companies with the strongest
governance structures are highlighted by this award, which emphasizes their commitment to
accountability, transparency, and their participation in tackling important global issues.
Iberdrola’s deep understanding of stakeholder expectations allows it to exceed legal and
regulatory standards, which can be demonstrated by initiatives such as publishing its
Sustainability Report 15 years ahead of legal requirements. In order to maintain legal and
ethical integrity, Iberdrola has also put in place a strong Compliance System, which is guided
by ethical principles and transparency. Moreover, |berdrola was the first business in the IBEX
35 to publish a Compliance System Transparency Report (Iberdrola, 2025) [167].

After addressing Iberdrola’s corporate governance, the instructor will discuss the
company’s approach to risk management. Operating across diverse countries, industries,
and markets, Iberdrola faces various inherent risks that may challenge the achievement of
its objectives. Recognizing the importance of effective risk oversight, the company’s Board of
Directors has established measures to ensure that key risks are properly identified,
assessed, and managed. These mechanisms aim to maintain an optimal risk-opportunity
balance that enables Iberdrola to achieve its strategic goals with controlled volatility, provide
strong assurance to shareholders, protect the interests of investors, customers, and other
stakeholders, safeguard the Group’s results and reputation, maintain long-term financial
stability, and promote a strong risk-aware culture among employees through communication
and training (Iberdrola, 2025) [168].

Furthermore, Iberdrola has developed a responsible and resilient business model
that places Stakeholders at the heart of its strategy, organizing them into six main
categories: employees, shareholders and the financial community, customers, communities,
supply chain, and the environment. To better target engagement efforts to their unique needs
and expectations, these groups are further divided into subgroups. To address stakeholder
needs and expectations, Iberdrola has implemented and actively promoted its Global
Stakeholder Engagement Model as a key instrument to ensure compliance with its
Stakeholder Engagement Policy. The model is implemented across the six stakeholder
categories in the five main countries and at most Generation and Sustainable Energy
facilities. In addition to encouraging a culture of communication, this model helps each
business unit to understand its stakeholders, communicate effectively, evaluate
expectations, and implement targeted actions to mitigate risks and maximize benefits. It
considers impacts from multiple perspectives, such as reputational risk, the effects of
corporate actions, and stakeholder exposure to significant events. Iberdrola continuously
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updates its communication channels and monitors evolving stakeholder concerns (Iberdrola,
2025) [164].

A key example of stakeholder value creation at Iberdrola is the ‘Electricity for AIl
program. Around 600 million people globally still lack access to essential electricity services,
limiting their quality of life and development opportunities. In response, Iberdrola launched
this initiative in 2014, aiming to provide electricity access to over 16 million people by 2030.
As of the end of 2024, the programme has already reached 13.8 million people across Latin
America and Africa, promoting universal access to modern energy through solutions that are
both sustainable and inclusive (Iberdrola, n.d) [169].

Once the company’s relationship with stakeholders has been discussed, the
instructor will briefly address Iberdrola’s sustainable finance. Thanks to strong financial
discipline, Iberdrola continues to lead in corporate sustainable financing. By the end of 2024,
nearly 90% of its investment plan was aligned with the EU taxonomy, reinforcing its global
leadership in green bonds and attracting high demand from sustainability-focused investors.
In 2024, the Group signed €9,643 million in sustainable financing, bringing its total
sustainable finance portfolio to €60,053 million. The graph in slide 19 of this session
illustrates how of the €9,643 million in new sustainable financing €7,796 million corresponds
to green financing, mainly through bonds. Additionally, €1,847 million corresponds to
KPI-linked sustainable financing, mostly via commercial paper programmes and bank loans
(Iberdrola, 2025) [165].

To fund sustainable energy projects, Iberdrola issued a hybrid green bond worth
€800 million on the Euromarket in 2024. Despite challenging market conditions marked by
geopolitical instability, the bond was 3.75 times oversubscribed, attracting more than €3
billion in demand from over 200 international investors. With a competitive 4.25% coupon
rate and a near-zero premium, it became Iberdrola’s most attractive hybrid issuance in the
past three years. This favorable market response not only highlights Iberdrola’s leadership in
sustainable finance but also shows that investors have confidence in the company's financial
strength, potential for long-term growth, and dedication to the energy transition (ESG News,
2024) [170].

Next, the instructor will explain how Iberdrola integrates artificial intelligence into its
sustainable operations. For over a decade, |berdrola has used Al to make energy
predictions, improve efficiency, and identify patterns that support daily operations. Al plays a
key role in the process of developing clean energy, helping to optimize wind and solar power
generation by predicting ideal turbine locations and using advanced data analysis to predict
and prevent issues before they occur. As well as this, by identifying birds close to wind farms
and momentarily stopping turbines, Al supports biodiversity protection. In the area of
electricity grids, Al enhances customer service by estimating blackouts durations in the case
of incidents and allows the company to anticipate future grid maintenance needs through
predictive models built on historical data and over 100 operational variables (Iberdrola, 2025)
[171].

Last year, Iberdrola became the first European energy utility to join the EU Al Pact, a
framework that promotes the ethical and responsible application of Al. Through this
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commitment, Iberdrola pledged to strengthen internal Al governance, identify systems that
could be considered high-risk under the new legislation, and improve Al knowledge across
its workforce (Magyar, 2025) [171]. The company has an Al policy that complies with the
new regulation, which includes registering Al models along with their risk evaluations and
aligning its operations with a global standard. Additionally, Iberdrola established a Global Al
Centre two years ago, which plays an important role in ensuring secure platforms, advancing
responsible Al practices, and driving innovation across the business (lberdrola, 2025) [171].

After discussing Iberdrola’s use of Al and its commitment to responsible innovation,
the instructor will now present a concrete example of sustainable infrastructure through
Iberdrola’s Smart Solutions for households. These offerings promote energy efficiency, help
manage and reduce energy consumption, and contribute to lowering carbon footprint. By
providing charging infrastructure and sustainable energy supply contracts that are up to 10
times less expensive than fuel, the Smart Mobility solution promotes the use of electric
vehicles. With customized solar panel installation and maintenance, Smart Solar enables
users to produce their own energy. Smart Home enhances energy savings through detailed
consumption insights, while Smart Services offer electrical support for emergencies and
repairs. Finally, Smart Clima offers eco-friendly heating and cooling solutions which help
create a more intelligent and sustainable home energy model (Iberdrola, 2025) [165].

The final topic the instructor will address regarding Iberdrola is its approach to
circular economy. The company uses three main pillars to address this challenge: promoting
resource efficiency, using secondary materials, and applying the waste hierarchy principle to
reduce waste generation. Iberdrola’s strategy includes actions across several areas. First,
its business model focuses on the efficient generation, storage, transmission, and
distribution of energy, which leads to reduced fossil fuel consumption, lower water usage,
and less waste. Second, Iberdrola collaborates closely with its suppliers to obtain products
and services that incorporate more recycled materials, require less energy, and offer greater
potential for reuse and recycling. Third, it applies circular principles throughout the life cycle
of its infrastructure, leveraging advanced technologies to extend asset longevity and
optimize water use (Iberdrola, 2025) [165].

To conclude, the instructor will highlight two circular practices implemented by
Iberdrola in 2024. The first focuses on wind turbine blade recycling. In collaboration with
external partners, Iberdrola established the company EnergyLoop in 2022 to develop
recycling technologies in anticipation of the large number of blades expected to be
dismantled or upgraded from wind farms across Spain. These efforts not only support
Iberdrola’s operations but also aim to integrate the recovered materials into other sectors
such as construction, chemicals, and ceramics. In 2024, the construction of a recycling plant
in Cortes (Navarre) was completed, with operations expected to begin in early 2025. The
second example involves the management of radioactive waste at the Cofrentes nuclear
power plant. Spent fuel is currently stored safely in pools and in an Individualised Temporary
Storage (ITS) facility. While current technology limits reuse of this waste, the company is
keeping an eye on future reactor advancements that may enable fuel recycling (Iberdrola,
2025) [164].
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Result Analysis

By observing and analyzing the 12 sessions conducted to train a company's senior
management in ESG, it can be stated that the course developed addresses the application
of ESG criteria in business strategy in both a conceptual and practical manner. For all topics,
a strong theoretical foundation was provided to ensure that participants gained the
necessary knowledge, alongside various real-world company examples, including Unilever,
Nestlé, Patagonia, Allianz, and many others. The use of real examples was so crucial that
Session 12 was entirely dedicated to analyzing Iberdrola through the lens of the different
themes covered throughout the course.

By examining successful cases, companies attending this course can clearly
understand the real value of implementing ESG, not merely as a compliance exercise, but as
a strategic tool to avoid risks, drive long-term growth, and create lasting value for
stakeholders. Likewise, the course did not only include success stories but also examined
failure cases, such as Kodak, which failed to properly assess risks and implement measures,
allowing competitors to take over, and the Deepwater Horizon disaster, where no adequate
preparation for critical failure scenarios was in place. These examples highlight the
importance of applying ESG from a different perspective, not just through success when
ESG is implemented, but through the serious consequences that can occur when it is not.

After analyzing the sessions, five key topics emerge as essential takeaways for any
senior management team attending this course. The first is the double materiality
assessment, one of the core requirements under the CSRD for corporate sustainability
reporting. It is crucial that companies report on the issues most relevant to them. As
explained primarily in Session 3, double materiality requires companies to evaluate two
dimensions: financial materiality, which considers how sustainability-related issues affect the
company’s financial performance either as a risk or as an opportunity, and impact materiality,
which assesses the company’s effects on society and the environment. The outcome of this
process is a list of material topics that form the foundation of the company’s sustainability
strategy, helping direct time and resources to the matters that truly count.

When companies properly assess the seriousness of their impacts, as well as the
risks and opportunities they face, they can make well-informed decisions that maximize their
positive impacts while minimizing potential threats. The course also emphasized how double
materiality brings multiple benefits to ESG reporting. It provides a unified foundation for all
companies, ensuring that sustainability disclosures are consistent and comparable across
organizations. At the same time, it enables companies to effectively respond to stakeholder
pressure by addressing all ESG-related factors such as risks, impacts, and opportunities, in
a transparent and meaningful way.

The second key topic is corporate governance. Sometimes, when discussing ESG,
people may fall into the mistake of prioritizing the environmental and social dimensions while
overlooking or neglecting the governance pillar. This is a serious error, as any company
aiming to implement ESG effectively must understand that governance serves as the
foundation upon which the other dimensions are built. If senior management is not well

100



COMILLAS Final Degree Project Report 2025

|||||||||||||||||||

St i Blanca Serrano Vazquez

trained in ESG matters, does not value sustainability, or is inefficient, it becomes very difficult
for a company to embark on the path toward sustainability.

Strong corporate governance is crucial to ensure that ESG goals are actively
pursued, that progress is effectively monitored, and that the company’s commitment to
making a positive impact is translated into concrete actions and accurately reported. The
board of directors plays a key role in setting strategies aligned with long-term value creation,
upholding ethical standards across operations, and establishing a robust risk management
framework to support sustainable decision-making. That said, ESG performance largely
depends on having good corporate governance practices and on the board of directors
understanding the importance of advancing the company’s sustainable development goals
and how to do so effectively.

The third key topic that participants should take away from the course is the concept
of risk management and the crucial role ESG plays as a tool for managing risk. As
mentioned earlier in Session 6, investing in environmentally responsible initiatives can
significantly reduce long-term risks. Investors are increasingly incorporating ESG criteria into
their decision-making, and taking action on ESG now can help companies avoid divestment
or loss of funding in the future. ESG frameworks also assist businesses in identifying,
assessing, and mitigating non-financial risks, such as environmental disasters, regulatory
shifts, or reputational damage, that could severely impact operations and value creation.
Additionally, companies with strong ESG practices are better prepared to adapt their
strategies in the face of evolving regulatory or market conditions. They are also less exposed
to government intervention and more likely to receive institutional support.

The fourth key topic covered in this course is stakeholder value creation. ESG
initiatives can deliver meaningful benefits to various groups, such as stronger ties with local
communities and improved customer loyalty. These advantages often reinforce one another,
increasing overall stakeholder satisfaction and ultimately enhancing shareholder value. It is
crucial for the people who will be attending this course to understand that when ESG efforts
are aligned with stakeholders’ expectations and needs, they can generate mutual value.
Companies that integrate ESG into their strategy also focus on identifying and engaging with
stakeholders to better understand how their operations affect them. By doing so, the
company can make more informed decisions that enable the organization to reduce negative
impacts, build trust, and manage potential risks.

The final topic that leaders attending this course must not overlook is the crucial role
artificial intelligence plays in accelerating and advancing sustainability within companies. As
demonstrated in the examples from Session 10, Al offers multiple environmental benefits
and can also have a significant positive impact on both social issues and corporate
governance. Furthermore, Al helps optimize various business processes, facilitate ESG
investment selection and the collection and reporting of sustainability data. It is remarkable
how Al can efficiently gather information, enable real-time tracking, detect anomalies, and
reduce both time and operational costs.
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Future Work and Conclusions

This work concludes that the course content is essential for companies of all sizes
and at any stage of integrating ESG standards into their operations. It can support
businesses that are just starting their sustainability journey and seeking to meet regulatory
requirements by helping them understand reporting obligations and potential challenges. At
the same time, it can benefit more advanced companies by allowing them to identify
potential gaps or missteps in their ESG strategies and explore areas for improvement, such
as implementing sustainable infrastructure or strengthening risk management practices.

It can be affirmed that all sessions of the course are highly valuable and that the
initial objectives set at the beginning of this work have been fully achieved. The course
delved deeper into ESG principles, explaining to a company's senior management the most
important concepts, as well as their relevance and applicability within business strategy.
Likewise, updated and easy-to-understand educational materials were developed, including
graphic resources, visual aids, summarized concepts, news, and videos, which are elements
that facilitate information processing and help internalize key ideas. Furthermore, the course
incorporated practical examples of companies from various sectors that are currently
implementing ESG strategies in their organizational structures and decision-making,
analyzing their successes, challenges, risk mitigation efforts, and the methodologies they
used. In this way, the course fulfilled its goal of offering a practical approach rather than
being purely theoretical, while also providing in-depth insights into the strategies and
obstacles faced by companies, avoiding superficial examples.

Another important aspect is that the course successfully achieved its goal of
providing practical tools for participants to apply within their companies, such as how to
conduct a double materiality assessment, the steps involved in risk management, or how to
choose the ESG pathway the company wants to pursue and develop a strategic plan
accordingly. Additionally, a particularly valuable feature of the course is its focus on existing
regulations, which is something many other ESG courses often lack. While most tend to
focus on specific ESG topics like strategy, investment, or the breakdown of each ESG
dimension, they often overlook regulation. Report requirements and regulations are crucial
information that senior management need to understand, not only to ensure compliance with
the law but also to avoid transparency failures, greenwashing, and other reputational risks. It
is also important to note that if a company does not apply certain universal criteria, its ESG
performance cannot be easily compared with that of other companies. Moreover, lacking
knowledge of regulatory requirements may result in implementing ESG in an inefficient way,
starting with misjudging risks, impacts, or opportunities. This could lead to poor
decision-making and missed opportunities for improvement.

Something worth highlighting about this work is that it addresses ESG from multiple
perspectives, an approach not commonly found during the prior research conducted for the
development of this course. The course explores not only each ESG dimension individually,
but also broader topics such as strategy, potential challenges, ESG investment,
infrastructure, stakeholder value creation, and much more; even including discussions on the
use of Al to advance sustainability. It is also important to mention that the course provides a
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strong theoretical foundation on the subject, drawing on a wide range of resources including
books, Coursera courses, corporate documents, news articles, academic studies,
conferences, and more.

For future work, the content of this course will need to be updated, as it is based
solely on information available up to early 2025. Regulatory changes, particularly in the area
of reporting and sustainable business requirements are continuously evolving. Additionally,
there will be more examples of CSRD-aligned reporting in the future, as companies only
began to be affected by these new reporting requirements last year; prior to that, the NFDR
was in place. While this course already includes several real-world examples of companies
that place ESG at the core of their business strategy, future courses will be able to
incorporate even more examples. Sustainable investment is on the rise, and Al is
increasingly being used to advance sustainability efforts. Therefore, it is expected that there
will be more practical case studies, both of companies that have successfully implemented
ESG and of those that have faced negative consequences for failing to do so.

It will be advisable for future works not only to include practical examples of each
topic throughout the course, but also to conclude with more comprehensive case studies that
evaluate all the ESG aspects discussed in relation to a single company. In this course, such
an analysis was conducted using Iberdrola as the main example, but it would be valuable to
apply the same approach to additional companies. This would involve assessing each
company's ESG criteria, reporting practices, risk management approach, use of Al, the type
of ESG strategy adopted, and evaluating its double materiality assessment to identify the
most relevant material issues, along with other aspects such as sustainable finance,
stakeholder value creation, or circular economy practices, just as was done in Session 12 of
this project.
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ANNEX A: Slides of the course

Screenshots from the course developed on the Canvas platform can be seen below.

1. Session1

WHAT WE'LL COVER

ESG S i § ntroduction to the concept of ESG
o T g E o ; Regulations and reporting frameworks

THE MAIN BUSINESS
STRATEGY AND THE KEY
TO RISK MANAGEMENT

| Advantages + risk management

) Strategic Options + How to develop a Pl
sustainability strategy

WHAT WE'LL COVER

SESSION 1: INTRODUCTION TO THE CONCEPT
OF ESG

Figure 3. Session 1 (Slides 1-4)

WHY DID MAYONNAISE BEAT KETCHUP? WHAT IS SUSTAINABILITY?

Our society’s ability to exist and develop without depleting all of the natural resources

needed to live in the future
13 4 -, 3
= Net positive impact \- 7 (

* Achieving economic benefits

thanks to sustainability, not
despite it g * Reduce costs ‘ (S
« Taking into account all » Limited liability for external \ '
groups of people that the repercussions
company affects * Increase margins in the short e
® Prosper in the long term term

s

WHAT IS ESG? ENVIRONMENTAL

Set of standards, policies and metrics used by organisations and investors to assess
both the social and environmental impact of their operations

ENVIRONMENTAL

ENVIRONMENTAL STANDARDS CONCERN
COMPANY'S IMPACT ON THE ENVIRONMENT

\—. It includes considerations such as:

1.Carbon Footprint

2.Renewable Energy Sources

3.Waste Management

4.Pollution

5.Freshwater Consumption

6. Biodiversity and Ecosystem Protection
7.Resource Conservation

SOCIAL GOVERNANCE

Figure 4. Session 1 (Slides 5-8)
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High cost for ESG
Companies claim to have

investors =
made an environmental > Less impact and
commitment, WITHOUT : Financing companies that inspiration
having introduced . do not provide any benefit

significant changes to their to the environment or
environmental policies. 3 4 people.

E Deliberately under-communicates a company’s sustainable practices

Can lead to mistrust
from buyers interested
in sustainability

Improves transportation efficiency Promotes the
decarbonization of the
A way of doing business which puts back more into society, the energy model

environment and the global economy than it takes out
C i
k.p Leader in water

management: Takes care of
it to guarantee universal and
sustainable access

Let zero not become a
culminating point but a
crossing point

It is the world's largest 100%
renewable energy company

Figure 5. Session 1 (Slides 9-12)

Uses renewable and SOCIAL

recyclable materials ‘
G" SOCIAL STANDARDS CONCERN THE IMPACT

' BUSINESSES HAVE ON SOCIETY

It includes considerations such as:

1.Labor Practices This dimension assesses an
2.Employee Relations organization's relationships
3.Human Rights with stakeholders

100% renewable electricity
in IKEA factaries Second-hand platform, IKEA
Preowned-> Betting on the circular
economy and responsible
consumption 43 "

4.Diversity and Inclusion
5.Customer Satisfaction And Welfare
6.Community Engagement

CORPORATE SOCIAL RESPONSIBILITY B CORPS

CSR helps companies work to limit environmental impact and contribute to Model of companies that meet the highest standards of social and
solving societal problems environmental performance, public transparency and corporate responsibility
TRIPLE BOTTOM LINE TYPES A company must:
. . L + Demonstrate high social and environmental
SRHeE R s @ Environmental responsibility performance (B Impact Assessment score ‘Gwomcnu 158
: o >=80) and pass the risk review. @ worers 215 \
@ Ethical responsibility * Make a legal commitment by changing their T 8 D 3
Planet i » o corporate governance structure to be oc“'“""“"”"’ K N
@ Philanthropic responsibility accountable to all stakeholders. @ Emdconment 180 —
) A » Exhibit transparency by allowing information e /
@ Economic responsibility to be publicly available on their B Corp profile. © o

Profit 1 15

Figure 6. Session 1 (Slides 13-16)
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SOCIAL WASHING

Using messages about social responsibility or support for social causes without
authentic commitment or meaningful actions behind them

Taking advantage of
movermnents without
internal inclusive policy

Apparent support for
labor rights without
decent conditions

Supports the purchase of products

from local suppliers
Top 3 in the Merco ESG

Responsibility ranking ’\ )

/ MERCADONA

SUPERMERCADOS DE CONFIANZA Stable and quality

Collaborates with social jobs

action initiatives

Support in natural disasters
-> Ex: DANA

GOVERNANCE

It includes considerations such as:

1.Composition & Independence of the board of
directors

2.Executive compensation

3.Risk management practices

4.Adherence to ethical business practices

Risk Management:
Regulatory Compliance and

Code of conduct and information security

responsible practices & ™~
“~—y Annual Reports detailing

its corporate governance

K

7o

OYSHO

Figure 7. Session 1 (Slides 17-20)

TIMELINE

1997 2004 2006 2015 2020
Global Reporting  Report: “Who Principles for UN General  European taxonomy
Initiative Cares Wins" Responsible Assembly + Paris  of sustainable
Investment Agreement activities 21

GLOBAL REPORTING INITIATIVE

START POINT

Framework for sustainability reporting
among companies

"WHO CARES WINS"

666

CONNECTING FINANCIAL MARKETS TO A CHANGING WORLD

PRINCIPLES FOR RESPONSIBLE INVESTMENT

Six voluntary principles designed to guide investors:

1.We will incorporate ESG issues into investment analysis
and decision-making processes

2.We will be active owners and incorporate ESG issues into
our ownership policies and practices

3.We will seek appropriate disclosure on ESG issues by the
entities in which we invest

4.We will promote acceptance and implementation of the
Principles within the investment industry

5.We will work together to enhance our effectiveness in
implementing the Principles

6.We will each report on our activities and progress towards /
implementing the Principles 2

Figure 8. Session 1 (Slides 21-24)
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UN GENERAL ASSEMBLY

- GENDER

@)
SUSTAINAELE U
DEVELOPMENT

(e

O BB
CO | &
AGENDA 2030

PARIS AGREEMENT

PARIS AGREEMENT

L 27
Updated as of january 2025

EUROPEAN TAXONOMY

Technical selection criteria

Objective: To inform investors whether an economic activity is environmentally

sustainable

il

Figure 9. Session 1 (Slides 25-28)

GLOBAL FACTORS DRIVING THE NEED FOR
ESG PRACTICES

@ Climate Crisis and Natural Disasters ((D/E

@ Global Energy Transition
*
@ Sustainability Regulations

@ Resource Scarcity and Circular Economy "

@ Consumer Expectations ‘ ’

@ Technological Innovation

te; ('!;

29

PLANETARY BOUNDARIES

EL

Figure 10. Session 1 (Slides 29-30)
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SESSION 2: REGULATIONS AND REPORTING
FRAMEWORKS

Regulations

Reporting
Frameworks

‘ VALUE
REPORTING (e 2o)
FOUNDATION

@ PRI

[mm—n\ L[
SUSTAINABLE i S Global Goals
DEVELOPMENT y | M (@)
e GREENHOUSE TS
o GAS PROTOCOL a

2

REGULATIONS

INTERNATIONAL SUSTAINABILITY STANDARDS
BOARD (ISSB)

The ISSB sets industry standards and practices to ensure high-quality and

transparent information disclosure
< Governance )é\

Strategy

Risk Management

‘\H

Faic and impartalinformation and comparison with Industry and regional
poers

S1

requirements

Q) Simuliancous disclosure of financial and sustainability information, and
=S4l identification of financial information related to sustainability issues

IFRS 51 provides the general requirements for disclosure of sustainability-related
financial information, while IFRS S2 focuses specifically on climate-related disclosures

ianagement of climate-related risks and
of respansible department and

Risk management process of climate:related risks and refated risk
assessment tools

WHY SHOULD COMPANIES APPLY THE
ISSB STANDARDS?

1.Deliver decision-useful, consistent and
comparable information to investors

2.The ISSB Standards unify past initiatives
like TCFD, CDSB, SASB, and integrated
reporting, adopting key concepts and
connecting to accounting standards

3.Improved data quality and optimization of
a companies sustainability reporting process

4.Enable greater transparency of
information it

EU TAXONOMY

Provide clarity on which economic
activities are sustainable
For an economic activity to be
considered sustainable, it must
meet four criteria:

‘ﬁ Address
greenwashing

Protection and
restoration of
biodiversity and

ecosystems

Climate Change
Mitigation

1. Contribute to at least one of six
environmental objectives listed
in the Taxonomy.

Transition to
acircular

SIX

Climate
economy
2. Do no significant harm to any of ENVIRONMENTAL M“m:il‘on
the other objectives OBJECTIVES
3. Comply with minimum social
and governance safeguards
4. Comply with technical screening
B Sustainable use and Poliution
criteria protection of water prevention
and marine resources and control

Figure 12. Session 2 (Slides 5-8)
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WHO NEEDS TO COMPLY?

END USER

|-
-

CSRD \

* Large Companies: Companies already
required to disclose under the Non-
Financial Reporting Directive (NERD) and,
more recently, the Corporate Sustainability
Reporting Directive (CSRD)

* Financial Market Participants: Investors
and asset managers marketing financial
products in the EU

® Listed SMEs (Phased Approach): Listed
small and medium-sized enterprises will be
phased into reporting obligations under the
CSRD starting in 2026

TDR

EU TAXONOMY|
9

REPORTING REQUIREMENTS

¥

i)
o
Capital Expenditures
(CapEx)
Investment in assets
or projects aligned
with the Taxonomy's
criteria

Operating A

(OpEx) qualifying information

Costs related to the Companies must explain
maintenance and their accounting policies,
operation of Taxenomy- detailing how turnover,
aligned assets or projects capital, and operational

expenditures were
calculated and allocated
0

Turnover
The proportian of
revenue generated
from EU Taxonomy-
aligned activities

REGULATORY INTENSITY

Hard Law
g '\\A" Comply orll‘ae
P, S penalized'
S,
*}" Main unintended effects in 2025:
-
~ Prioritisation of regulatory
Soft Law compliance over impact
"Comply or
Explain"

Inadequate calibration of cost-
benefit 2

Impact on the competitiveness
of European companies

CORPORATE SUSTAINABILITY REPORTING
DIRECTIVE (CSRD)

It sets out environmental, social and governance (ESG)
reporting requirements for companies and aims to
significantly expand the scope of the NFRD

Figure 13. Session 2 (Slides 9-12)

It requires organizations to conduct a more robust analysis of sustainability
information, aiming to align it with financial information and promote
comparability among companies in Europe

AFFECTED COMPANIES

SMEs*, credit  Non-EU companies
institutions and  with a branch or
captive insurance  subsidiary in the

companies EU

Major EU
companies

Listed companies
already subject to
the NFRD

MOST IMPORTANT CHANGES

O Double Materiality 0

European Sustainability
Reporting Standards

dDigitalization of the report
<=

O Verification of information

Q
=
-

EUROPEAN SUSTAINABILITY REPORTING
STANDARDS (ESRS)

These are the specific standards created so that
companies can comply with the CSRD

The Full ESRS (used by listed and large
companies)

Different sets of ESRS to be used by the
different companies in the CSRD's scope jlhetandate foghs et MES
The standard for third-country
companies

THE FULL ESRS

@ Topical Standards

Cross-cutting standards

Sector-Specific Standards
(ESRS 1 and ESRS 2) @ ?

Cross-cutting standards

Topical Standards

Figure 14. Session 2 (Slides 13-16)
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SUSTAINABLE FINANCE DISCLOSURE
REGULATION (SFDR)

Establishes a framewaork for how financial market participants and financial advisers
integrate ESG considerations into their investment processes and decision-making

5 ) Products with sustainable investment
Classification of financial products as their main objective
Products that promote
environmental or social

characteristics.
Products that do not

integrate ESG factors.

Article 9 17

DISCLOSURE REQUIREMENTS

e e,
ol
-~ iracio T amar et
i e e i

Al-Comply  Pue-Contractusi
ol Peioic Repores
Al Comy A8 Macketing
it et Arcie oy
Funs that
Promots | mCenoicusl g

Fungs st
EOSTM pvecomcus  iino
JmESTm | v o ovovzz

Source: Greenomy
—_—

COMPARISON OF SUSTAINABILITY REGULATIONS

Aspect 1SSB. EU Taxonomy CSRD/ESRS SFDR
g ey Ol e
opportunities (ESG)
Geographical Scape Glabal B ZE.\’J :‘:: \::&:M B ZEL ::;::E":l;"'" U
Topical Coverage e T::;T“' ESG G S“"; ::;:5:';‘:"“

Broad: Investors,
customers, suppliers,
employees, regulators

Broad: Investors,
customers, suppliers,
employees, regulators

Targeted: Investors,
asset managers,
finaneial advisers

Audience of Targeted: investors,
Disclosure creditors and lenders

weluntary (urless
mandated by local Voluntary
regulation)

Audit Requirement Mandatary Mandatory 19

REPORTING
FRAMEWORKS

Figure 15. Session 2 (Slides 17-20)

GLOBAL REPORTING INITIATIVE (GRI)

Internationally recognized set of principles and guidelines
for reporting sustainability aspects

The following may have access to this tool: B

_ o Global
* Companies, regardless of their size Reporting
= Public or private entities and Initiative

corporations
* Organizations from any sector or —_— — m—

location In 2022, the European Commission

approved the interoperability of the GRI

standards -> They are homologated with
the Corporate Sustainability Reporting
Directive (CSRD) guidelines. 2

GRI STANDARDS

l l l

Universal Standards Sector Standards Topic Standards.

1.Applicable to all organizations, 1.0Offer tailored guidance for
regardless of size or sector specific industries

2.Provide foundational 2.Address unique sustainability
disclosures on topics such as challenges and opportunities
governance, ethics, and within your sector
stakeholder engagement

3.Ensure consistency and
comparability across industries

1.Focus on key sustainability
topics like emissions, labor
practices, and waste
management

2.Allow organizations to report
on the most significant
impacts and concerns relevant|
to their operations

GRI Standards

Requirements and
principles for using the
GRI Standards

Disclosures about the
reporting organization

Oisclosures and
guidance about the
organization's material
topics

Apply all three Universal
Standards to your reporting

Use the Sector Standards that
apply 1o your sectors.

Select Topic Standards to report
specific information on your
material topics

Source: GRI Standards

THE REPORTING PROCESS USING THE GRI
STANDARDS

eport infrmasian Brepars 08 corteet index

M"@

R T r—

Bublnh informaton and
O contant idex.

[ Y ————

[ ——

L ——

24

Source: Giobal Reporting

Figure 16. Session 2 (Slides 21-24)
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NIKE

hitps://about.nike.com/en/impact-resources/fy22-nike-inc-impact-report

SUSTAINABILITY ACCOUNTING STANDARDS
BOARD (SASB)

Provides guidelines for companies to report on ESG issues that are financially
material to their specific industry

a Industry-Specific Focus
CQ" Market-Informed

Key Features

& Global Applicability
@ Financial Materiality

Evidence-Based Approach

CORE OBJECTIVES OF THE SASB

SASB is committed to facilitating more effective disclosure of material sustainability
information by issuers to investors

The SASB's due process is designed to produce standards for
information that is:

s Reasonably likely to be material

» Decision-useful for companies and
their investors

= Cost-effective for corporate issuers

Environment Human Capital Lidership & Governance

@
v

Business Model & Innovation

INTEGRATED REPORTING (IR)

An integrated report explains how an organization
generates, preserves or diminishes value over time

THE INTERNATIONAL
<IR> FRAMEWORK

An integrated report aims to provide insight about:
« The external environment that influence the
organization

+ The resources and the relationships used and I R
affected by the organization (capitals)

* How the organization engages with both the
external environment and its available capitals to
generate, maintain, or reduce value over the short,
medium, and long-term

20

CAPITALS

Financial
Capital

o2

ft@ Natural
A Capital
Manufactured

Capital

GUIDING PRINCIPLES

1. Strategic focus and future orientation

2. Connectivity of information

3. Stakeholder relationships
4. Materiality

5. Conciseness
6. Reliability and completeness

2
7..Consistency and comparability

Figure 18. Session 2 (Slides 29-32)
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CONTENT ELEMENTS

.Organizational overview and external
environment: What does the organization
do and what are the circumstances under
which it operates?

2.Governance: How does the organization's

governance structure support its ability to

5.Strategy and resource allocation: Where
does the organization want to go and how does
it intend to get there?

6. Performance: To what extent has the
organization achieved its strategic objectives for
the period and what are its outcomes in terms

TASK FORCE ON CLIMATE-RELATED FINANCIAL
DISCLOSURES (TCFD)

Governance

Strategy

Set of voluntary and consistent disclosure

recommendations that companies Risk
Mahagement

create value in the short, medium and long  f effects on the capitals?
term? 7. Outlook: What challenges and uncertainties

. . . can use to inform investors, lenders and
is the organization likely to encounter in G

3.Business model: What is the organization’s

insurance underwriters about their

business model?

pursuing its strategy, and what are the potential

4,Risks and opportunities: What are the implications for its business model and future climate-related financial risks

specific risks and opportunities that affect  Performance?

the organization’s ability to create value over 8. Basis of preparation and presentation:

the short, medium and long term, and how How does the organization determine what

is the organization dealing with them? matters to include in the integrated report agd
how are such matters quantified or evaluated?

kisa O bremmaiions

IG“"’"""' Bourdd Dt Secsone
gt
usn—m»gy e

Unlike other climate fr ks, the TCFD fr
risk reporting, and not just a carbon emission reporting

Prems

Some examples of recommended metrics are:

=y

Risk
Management

* GHG emissions

« Transition risks

» Physical risks

« Climate-related opportunities
+ Capital deployment

BBVA Report on TC

TCFD - | I

« Internal carbon prices Metrics.

L Targots

* Remuneration

Figure 19. Session 2 (Slides 33-36)
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SESION 3: DATA IS THE SOUL OF STRATEGY

SUSTAINABILITY INFORMATION

Must be: Reliable, relevant, complete, neutral, understandable,
and comparable

\’ To achieve this, we need to develop policies and procedures that identify the
source of the information, the methodology for preparing the indicators,
document the value of the indicators, and establish controls and
responsibilities

Relevant information is the foundation for strategic
decision-making

These data sources provide
valuable insights into how
companies manage sustainability
and ethical issues

PRIMARY SOURCES OF
ESG DATA

COMPANY DISCLOSURES

« Annual Reports and Filings: Publicly
traded companies are often required to
disclose ESG-related information in their
annual reports

Sustainability Reports: Many
companies voluntarily publish separate
sustainability reports that provide
detailed information on their ESG
strategies, initiatives, and performance

Company's ESG practices,
goals, and performance

metrics
* Proxy Statements: Often include ’ Governance-related ESG
information on executive compensation factors

and governance practices

Figure 20. Session 3 (Slides 1-4)

ESG RATING AGENCIES AND RESEARCH FIRMS

» Specialized ESG Rating Agencies: Mscl
Several independent organizations
specialize in assessing and rating ———  Sustainalytics
companies based on their ESG
performance \' 1S5 ESG
* Mainstream Financial Data Providers:
Established financial data providers
have integrated ESG data and analytics
into their platforms. This allows
investors to access ESG information
alongside traditional financial data.

Ex: Bloomberg, Thomson Reuters (now
Refinitiv), and FactSet

GOVERNMENT AND REGULATORY DATA

ATA — Mandatory Reporting: In some OTHER SOURCES
regions, governments require
— companies to report on specific 1.Crowdsourced and
B ESG metrics Alternative Data
2.In-House Research and
Analysis

3.Third-Party ESG Data

Envirenmental Agencies: Providers

Government agencies responsible for
environmental oversight often collect
and publish data related to pollution,
emissions, and resource use

4.Surveys and
Questionnaires

5.Data Providers for
Sustainable Finance
Instruments

KEY ESG METRICS AND RATIOS

\ ENVIRONMENTAL
METRICS
1.Carbon Emissions (CO2e):

Scope 1, 2, and 3 Emissions
2.Energy Consumption:
Total Energy Use
3.Water Usage: Total Water

m

<2
SOCIAL METRICS™® GOVERNANCE METRICS
1.Board Composition: Board

1.Diversity and Inclusion: diversity & independence
Gender diversity, ethnic and 2.Executive Compensation:
R Y CEO-to-Worker pay ratio &

= Laborpiactices aniHiman performance-based incentives
LSRR Sy 3.Ethical Conduct: Ethical

labor union engagement & o .
Withdrawal G 8 g R violations & whistleblower
incidents of discrimination and
reports

4.Waste Generation and
Recycling Rates: Waste 3A|;arassme:1ty & 3-Stakeholder Rights: Proxy
Somted BlRacrelnx Community investment = :cciss' o ;t;igge;ed b:t?rd‘
Rt 4.Product Safety and Quality: ATus ainanility xeporting.

B Ranedste Eheis e Product recalls & Product e :
L o e R

Energy
corruption policies A

RATING AGENCIES
AND ESG SCORES

Figure 21. Session 3 (Slides 5-8)
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1.MSCI ESG 2.SUSTAINALYTICS 3.1SS ESG 4.FTSE RUSSELL

Measures a company's resilience to long- Itevaluates ﬂf'e potential financial impact of ISS ESG's ratings are based on detailed Uses its FTSE4Good Index Series to help
term, industry-specific ESG risks using a ESG-related risks on a company’s economic criteria, including a company’s performance | investors gain exposure to companies
value relative to industry peers and adherence to that meet defined ESG criteria

rules-based methodology
international standards

Its ESG Risk Ratings quantify the amount of
ESG risk that the business does not manage Companies are rated, from D- to A+, on their
sustainability performance:

Considers a company's level of ESG risk
exposure, along with the effectiveness of its
governance and management systems e s

e [ == |-

[rerey

HOW ESG SCORES ARE ASSIGNED CHALLENGES AND CONSIDERATIONS

& 1.Data Variability: ESG scores may vary among
rating agencies due to differences in
methodologies, data sources, and interpretations of g
ESG factors
& 2.Materiality and Industry Relevance: ESG factors —matis mater! 0

o company ™
are assessed in the context of a company's industry :Mf:.\‘,\«mfﬂ'
anather!

v and business model
& 3.Dynamic Nature of ESG: ESG factors and a
company's performance can change over time
| & 4.Integration with Investment Strategies: ESG
scores should align with an investor's specific
investment goals and strategies

/’_\ m & 5.Lack of transparency in data aggregation:
ats coflection eperting it are A e uaAbE e

limitations are essential to understanding results
Figure 22. Session 3 (Slides 9-12)

1

ANALYZING ESG DATA... WHAT EXACTLY IS DOUBLE MATERIALITY?

Undertaking a 'double materiality’ assessment is mandatory under the Corporate
Sustainability Reporting Directive (CSRD) ==
//OUBLE

Companies reporting on sustainability must
[ MATERIALITY |

DOUBLE MATERIALITY %g )
ASS ESS M E NT Impact materiality 4L Financial materiality -

Organizations have an impact Risks and opportunities for

on people and the environment organizations
wnE Inside-out view Freey | Outside-in view
IETnER INELER
STEEN TosEEE

13 CLEEEE ILANEN 14

CENEEE “EEEEE {
] R
Pt LN Pt U a
—_— —

WHAT DRIVES THE NEED FOR DOUBLE

MAKING INFORMED DECISIONS ON
MATERIALITY ANALYSIS?

MATERIALITY

The concept of double materiality ensures that sustainability

Data
consistency and
comparability

Regulatory
Obligation

Informed

reporting focuses on the topics that are most relevant for the decisions
organization and its stakeholders vty
B
e

Resource
prioritization

Respond to
stakeholder
demands

A sustainability matter can be material from an impact point of view
and/or from a risk and opportunity perspective

Figure 23. Session 3 (Slides 13-16)

130



COMILLAS

UNIVERSIDAD PONTIFICIA

Final Degree Project Report 2025
Blanca Serrano Vazquez

SIX STEPS: DOUBLE MATERIALITY ASSESSMENT

Draw up the materiality
overview .
e Strategic implications

Assessing the company
environment

a
Identify and engage
stakeholders f 4

Aa Identidy impacts, risks .

and opportunities (IROs)

Assessing the severity of
IROs
()

1.ASSESSING THE COMPANY ENVIRONMENT

Allows to understand the entire scope of the company and
structure it according to the double materiality process

INPUTS:

-Business Plan - OUTPUTS:

-Strategy LLL] -Understanding the

-Financial statements EECEEE context

-Activities ! | | | -Support for

-Products and/or services rANEN identifying impacts,

-Geographic locations TANNER risks and

-Value chain mapping AEDEER opportunities
-Targeting key

ESTABLISHING SCOPE: m affected stakeholders

Understand which entities should
be taken into account in the CSRD

report
2.IDENTIDY IMPACTS, RISKS AND OPPORTUNITIES 3.ASSESSING THE SEVERITY OF IRO s
IMPACT MATERIALITY: IMPACTS RISKS AND OPPORTUNITIES
The company’s material [ Assessed on the basis of: Assessed on the basis of:
* Magnitude * Magnitude

actual or potential,
positive or negative
Impacts on people or the
environment
IMPACT
MATERIALITY
FINANCIAL MATERIALITY:
Triggers or may trigger
material financial effects on

the company, generating

risks or opportunities. e FANCIAL e
MATERIALITY
1. ESRS 1-List of sustainability matters Source: Greenamy Azademy 19

2. Entity-specific sustainability matters

* Likelihood of
risk/opportunity

® Scope

* Irremediability

® Likelihood of impacts
(Only in the case of
potential impacts)

Gk

Figure 24. Session 3 (Slides 17-20)

4.IDENTIFY AND ENGAGE STAKEHOLDERS

-Affected stakeholders are primary
stakeholders who are directly impacted by
or have an impact on the company’s
activities 0

-Users of sustainability statements are
secondary stakeholders who are indirectly
impacted by or have an impact on the
company's activities

Engagement purpose:
= Seeking input and feeback
* Understanding their interests and views
* Insights into actual or potential impacts

COMMUNITY

SOCIETY

EMPLOYEES
2

STAKEHOLDERS

SHAREHOLDERS

5. DRAW UP THE MATERIALITY OVERVIEW

The CSRD does not impose any particular way of presenting the materiality assessment
results but requires the decision on the "materiality thresholds” on both Impact and Financial
materiality results either separately or in combination

Topics with scores of over a predefined
materiality threshold in both impact and
financial materiality assessment

Most important scores in impact and
financial materiality

Impact materiality
Impact materiality

2

Financiol materioiity

Finonciat matariolity

Source: Euranext Corporate Services
s ——

6.STRATEGIC IMPLICATIONS

Companies have to disclose not only the metrics and targets they have set for each
sustainability measure, but also the policies and action plans they will execute to achieve
their goals

What do they want to achieve?

How do they expect to do this?

LET'S DIVE INTO SOME
EXAMPLES...

24

Figure 25. Session 3 (Slides 21-24)
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i ANALYSIS AND RELATIONSHIP WITH

— Pl STAKEHOLDERS

REPJOL :
t ] .
e pracess of materiality, step by step e

Ethics and transparency _—

° etttk Gommitment to saciety

- . seneeee vee
Natural capital Managing the value chain

P " .

o

2 ° 6

-]
-0 .
; o, © o %
e ® s
3
e ®0, .

] 7] w “w [ 8
Financial matariality 8

e0e000

5 Source: T, Consoiduied Managerent Faper X T

Figure 26. Session 3 (Slides 25-28)

coca_cola ‘CCHBC materiality matrix 2023
‘. HBC

= o= ENVIRONMENTAL
_ =6 ‘5# = PROFIT AND LOSS

e

coree o,
s

hitp: www coca-colahellenic o | }

fy ateriality o '

28 30

WHAT'S AN EP&L ACCOUNT ?

Method for placing a monetary valuation on a company's environmental impacts N

EP&L RESULTS 2023

Tier o Tier 1 Tier2 Tier3 Tert
own Product | Companert | Raw material | Raw materisl
sperations | manutacturing | manulacturing | processiog | preduction
It quantifies the environmental costs (such as carbon emissions, water usage, and waste = T - | =% o
generation) and compares them with financial profits
Air pottution 0% . ® ] [ ] .

GHG emission | 3%

I : e [ - @]

& m

.

3 Total 100% EP&L Value 2023: € 415 million

Figure 27. Session 3 (Slides 29-32)
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2, EffEerecig BALANCED
: SCORECARD

Strategic management tool that helps organizations measure and manage their
performance across several key areas, including financial results, customer relations,
internal processes, and learning and growth

E.g., cost reduction,
Integrating ESG into the BSC eco-efficiency or risk

mitigation

+ Financial: Evaluate the financial impact of sustainability initiatives

* Customer: Measure customer satisfaction and loyalty based on sustainability,
and develop sustainable products/services

* Internal processes: Identify and improve key processes for sustainability (e.g.,
responsible supply chain, eco-design, cleaner production)

¢ Learning and growth perspective: Develop competencies and culture for
sustainability (e.g., ESG training, employee engagement, partnerships)

Figure 28. Session 3 (Slides 33-35)
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SESSION 4: CORPORATE GOVERNANCE

HAVE YOU EVER ASKED
YOURSELF HOW

COMPANIES GET CAUGHT
UP IN BIG SCANDALS?

The answer is often the G,
the governance dimension of ESG.

THE

s TIME

P A
S

s 3.5 million impacted by sales

WELLS
FARGO <%
S

FAKE ACCOUNT

CENTURIES

Controlling
glabal trading
companies

THE EVOLUTION OF GOVERNANCE

i us. " b Governance +
"""”(“SL i Financial “;I“”E ke sustainable
the fore \  Reporting ecatches up step in doasiipiant
.
17THTO 19TH  LATE 19 TO 20TH 1970S 19905 2005 2015
CENTURIES ONWARDS ONWARDS ONWARDS ONWARDS
DESIRE TO CONTROL DESIRE TO GUIDE %

Figure 29. Session 4 (Slides 1-4)

BUSINESS LOGIC VS ENVIRONMENTAL LOGIC

1. Starting Point  Business has built the modern The negative impacts of some
and we owe our wellbeing  businesses are una
1o its increcible acvances regardless of their importance

WHAT IS CORPORATE GOVERNANCE?

The system of rules, practices, and processes by which companies are
directed and controlled

I. Ensuring the basis for an effective

IV. Disclosure and transparency
corporate governance framework

II. The rights and equitable treatment of e s

shareholders and key ownership functions

Ill. Institutional investors, stock markets,
and other intermediaries

V1. Sustainability and resilience

2. Time With some exceptions, 3-5 years  Pollution, and climate change will
i nt planning horizon and i
(o or nger
3. Focus A major focus of Senior Environmental issues can not be
Management is the financial measured in economic terms as @ Adds long-term value
health of the firm and its financial the issues are social, scientific and
reporting obligations moral rather than economic
4R Rochmmnaniemd o || CUSIEEIE ik inspats @ Itis lean, transparent and ethical
g
probability
AL anmtiﬂmwm [paial prcssis ey @ Focused on tackling operational challenges
wl of the o
people and sets the rules for government and can not
LI plinglie ] e i @ Always seeks the best outcomes for stakeholders
process. environment
6. Purpose The purpose of business is to. ‘The purpose of human activity is )
ok ok i e it @ Never content with merely staying out of trouble ®
enviranment
Seurce: IESE
=
Designed to help policy makers strengthen corporate governance frameworks cEO
to promote economic efficiency, sustainable growth, and financial stability Board of Directors « Strategy
* Make sure that the company * Management team
is viable over the long term « Results

Size & Scope
Representative of the
shareholders
Compliance with law

Vice presidents
® Functional heads
* Regional heads
* Global Business units

Figure 30. Session 4 (Slides 5-8)
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COMMON GOVERNANCE FAILURES

1.Inefficient board of directors
2.Inability to deal with risk

3.Unnecessarily intricate and complex
processes + lapses in communication

4.Corporate culture focused solely on
profit maximization

mages elahocsted wih ChatGPT

RIO TINTO'S JUUKAN GORGE CRISIS

Two rock shelters in Western Australia that had sacred importance for
the Aboriginal community were demolished by Rio Tinto in May 2020

Flaws in the company’s

Al policies and practices:

* Poor relations with local
Aboriginal communities
on heritage issues

* Inadequate oversight of
practices

» Lack of adherence to
internal policies

Reflected a failure in
corporate governance
and a lack of
consideration in properly
recognising the project's
sensitivity

WHY DOES GOVERNANCE MATTER IN ESG?

The G is essential to the realization of both the E and S

¢ Behind each breach of a company’s
environmental or social commitments lies
ineffective corporate governance
Corporate governance plays a crucial role
in ensuring the integrity of ESG
disclosures, determining whether ESG
indicators are ethically pursued and
reported

Strong corporate governance is key to
translating ESG enthusiasm into real
action and achieving systemic change

Source: Lobson Ribeiro Alves (2023}

BOARD’S ROLE IN ESG

The board of directors is responsible for the company's governance

Setting strategies and ensuring they are aligned with long-term value creation

* Oversight of ESG Strategy

¢ Monitor the achievement of ESG targets

+ Ensure that executive pay and incentives are
aligned with long-term ESG goals

s Uphold high ethical standards in
operations

¢ |dentifying and managing ESG-related risks

their

Figure 31. Session 4 (Slides 9-12)

“GOOD GOVERNANCE"” MATTERS

A can enhance performance in complex
environments

influence strategic decisions and
should be properly aligned

More
objectivity and ability

improve the boards’
can be based on non-financial criteria to
meet regulatory requirements
Better

can lead to higher performance

Merging the positions of and can resultin
higher-risk outcomes 13

COMPLIANCE

Set of technigues used to ensure adherence to legal and regulatory requirements +
internal policies and company guidelines

Prevent, detect, and address deviations or non-conformities

Good governance requires that everyone within the organization understands the ,
concept and responsibility of being in compliance

HOW TO DRIVE ESG ISSUES ON THE BOARD?

1.Manage the

board of
directors
2.Define the 3.Respond to
corporate shareholders company's
strategy and third parties management

Professionalized board with expertise

in ESG matters
ﬁ Diversity

THE BOARD OF DIRECTORS

Compensation aligned with the
achievement of objectives

1.MANAG

Governance structure for the

Planning and management of board integration of ESG aspects

meetings

Figure 32. Session 4 (Slides 13-16)
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Identification of stakeholders DefinidamoeTe s M- RE A

specific objectives

Align codes, policies,
and budgets with ESG
objectives

2.DEFINE THE CQRPORATE STRATEGY

Corporate purpose Identify strategic ESG matters

f Transparency and accountability

3.RESPOND TO SHAREHOLDERS AND THIRD
PARTIES

Proxy Advisors and
Maintain an active dialogue with institutional investors

stakeholders

/% Reporting

Key metrics in sustainability Identification and integration of ESG

risks
Approval of a risk management and
control policy

1
4. SUPERVISE THE COMPANY'S MANAGEMENT
N

Supervision of the internal control and s i RsRmEratrends,

risk management function

Increase in regulation associated with
ESG risks

Strategic profiles with the capacity to
articulate ESG

5. APPOINT AND SUPERVISE EXECUTIVES

Compensation linked to ESG
objectives

Figure 33. Session 4 (Slides 17-20)

IMPACT OF STRONG GOVERNANCE ON
SHAREHOLDER VALUE

@ Board Accountability: Directors incentivized to
focus on long-term value benefit shareholders
Transparency: Builds trust by ensuring clear and
accurate communication
Effective Risk Management: A robust framework
to manage ESG risks protects value

@ Financial Reporting Quality: Accurate financial
reports ensure informed decision-making

@ Board Diversity: Diverse perspectives improve
strategic decisions and performance

@ Compliance: A strong compliance framework
upholds ethical standards and trust

[}

|

— 21

GOVERNANCE AND EQUITY PERFORMANCE

2007 2008 2009 2010

® ESGscore

E z-score

® Szscore ® Gzscore
Relative performance of the top 20% of companies in each ESG pillar
(Environmental, Sacial, and Governance) within the MSCl World Index,
compared to the bottom 20%

ETHICAL CORPORATE GOVERNANCE

Refers to the integration of ethical values and principles into a company's
governance structure, decision-making processes, and business conduct.

+ D &De

Board of Directors Decision-Making

Y
Transparency JANS

Corporate Culture Financial Reporting

e Ethical  Ethical Culture * Ethical * Accurate Financial
Leadership Frameworks Reporting
* Whistleblower
® Ethical Protection * ESG integration * Fair Compensation
Oversight

EXAMPLE: PEPSICO

Strong corporate governance is a priority at PepsiCo

* Adopting and annually reviewing Corporate Governance Guidelines

* Adopting a Global Code of Conduct and overseeing compliance

* Frequent meetings between the Audit Committee and the Chief Compliance & Ethics
Officer

* Enabling employees to report concerns to the Board

* Risk management framework

* ESG transparency: External reporting (CDP, TCFD, SASB)

2 PEPSICO

Figure 34. Session 4 (Slides 21-24)
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ANOTHER EXAMPLE: ALLIANZ AFRICA

Commitment to long-term
organizational stability
and inclusive governance

“ Aims to simplify
policy language
Partnerships with

. ) overnments
Succession Planning and g

Leadership Development
(Goal: Build a pipeline of
African leaders) Open and henest
2 - communication with
Allianz focuses on educating communities, stakeholders
governments, and customers to understand
the importance of insurance and risk 2
management

Figure 35. Session 4 (Slide 25)
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SESSION 5: STRATEGIC ISSUES + ESG
CHALLENGES

r

STRATEGIC ISSUES

Those that have a material impact on either the medium and long-term viability of the
firm and/or its basic size and scope in terms of geographies and market segments

FIVE STRATEGIC ISSUES

Technological innovation

Catastrophic risk

o

License to operate Consumer behavior Globalization
2

1.LICENSE TO OPERATE

~ N\ =

Regulatory License Social License

Approval from civil society, beyond
legal requirements, crucial for
avoiding protests and harm to the

business

Time Lag
Corruption 3
Representativity

About a company meeting its
obligations to governments and
obtaining all necessary permits to
operate

2.CATASTROPHIC RISKS MANAGEMENT

Businesses struggle to quantify and address catastrophic events

Net Present Value:

Low Probability Event qj Far in the future

3

Very Low number

The struggle of making decisions about highly improbable or future
events often results in businesses deprioritizing them

Figure 36. Session 5 (Slides 1-4)

THE "WHAT-IF" APPROACH

Essential for anticipating unpredictable events:

» What if a toxic substance is released?
Beirut Explosion (2020)

= What if there's a chain reaction of failures?
Electric Scooter Explosions (2021)

+ What if societal values change drastically?
Rise of Climate Change Activism

Senior management needs to periodically review potential catastrophic risks,
despite their low likelihood.

3.CONSUMER BEHAVIOR

$
Willingness to pay
WTP
A company builds value by creating
Price goods and services that consumers
or other firms are willing to pay
Value Added more for than the cost of producing
Cost the product or service

It has not been shown that any market segment, beside\sAL

food, is willing to consistently pay more for environmentally
sustainable products and services

. |

DEEPWATER HORIZON (2010)

i’ Critical risk indicators were ignored
i Cost-saving led to risky decisions
* No updated risk matrix or advanced tools

" Outdated contingency plans not suited to
real complexity

BP lacked a proactive

"What-if* approach to
assess and prepare for
critical failure scenarios s

i No escalation policy for critical alerts

i Governance failed to turn warnings into
decisions

WHOLE FOODS MARKET

Succeeded by targeting a specific segment of consumers willing to pay more for
products they perceive as fresher, organic, and less processed

More than 530
stores across the
United States,
United Kingdom,
and Canada

World's leading
natural and organic
foods retailer

-

Whole Foods reached $15.4 billion in sales and a §
$9 billion market cap

Figure 37. Session 5 (Slides 5-8)
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CUSTOMER SATISFACTION

Features that have a direct

Customer

Attributes that customers Satisfac
may not expect, but when /

present, can greatly

increase their satisfaction A

“Excitement”
— | Quality

and linear impact on customer
satisfaction and perhaps on

/ willingness to pay

“Performance”

Quality A consumer will pay

more money for a

"Must Be” Quality larger diamond

4

Sustainability has become a
“must be” aspect
In most categories (except food), if a
product isn't perceived as
sustainable, people won't buy it

Kano Diagram

Performance

Things where if it doesn't
have it, I'm not going to buy it

GREEN MARKETING

1 Perceived vs. Real Sustainability

2 Complex Sustainability Metrics

3 Many products still cause harm to the
environment, even if they are less harmful
than others

4 Highlighting sustainable aspect of one
part of its product line

5 Shifting Consumer Interests

4. TECHNOLOGICAL

¥

Some technologies offer lower
environmental impact but at the cost
of critical performance attributes

INNOVATION

b

Potential of new technology to change

consumers' and regulators’ acceptance

of products and services

N
-~ \\

Ex: Dishwashing soap contained phosphates and

Ex: Compact fluorescent lamps (CFL)
they were first found to do damage in the 1970's

1

5.GLOBALIZATION

-Regulatory framework: Different around the
world although there are efforts underway to
standardize legal frameworks

LW &

-Social license to operate: The power of civil
saciety and its ability to influence business and
public policy differs from country to country

What a company does in one part of the world can
quickly become visible in another!

Figure 38. Session 5 (Slides 9-12)

WHILE ESG OFFERS STRATEGIC
ADVANTAGES, IT ALSO COMES WITH
CHALLENGES THAT COMPANIES MUST
CAREFULLY MANAGE...

LIMITED ESG DATA COVERAGE IN
EMERGING MARKETS

* Emerging markets have limited capital to
invest in ESG initiatives

® SMEs often lack the expertise and
infrastructure to collect and report
accurate ESG data

* ESG data in emerging markets is both
scarce and less reliable

* Without clear ESG data, projects struggle
to demonstrate impact and attract ESG-
focused investors

NO UNIVERSAL STANDARD FOR ESG REPORTING

Inconsistent ESG
Data Collection

4 & 1

Regulatory
Complexity

Stakeholder
Confusion

Risk of
Greenwashing

MISSING DATA

Data Gaps Data Holes

Missing or incomplete data within existing
frameworks

Structural absences and no clear guidance
on what data should be collected

® Environmental Data: Gaps in areas such as biodiversity and climate resilience
measures

= Social Data: Workplace injuries, employee health, and income inequality data are often
incomplete or inconsistently reported

* Governance Data: Data holes in areas like political stability, corruption, rule of law, and
civic freedoms ®

Figure 39. Session 5 (Slides 13-16)
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BEHAVIORAL CHALLENGES
< < < <

Short-term Reputational- Powerful Fear of revealing
focus due to risk-influenced stakeholder- excessive
economic decisions influenced information
pressure decisions
el e

o)

SUPPLY CHAIN MONITORING
Lack of full supply » . ; 4 © :
84% of companies donzgionnltor their entire supply
Data collection i i
» 78% of suppliers don't gather ESG performance data

SUBJECTIVITY IN ESG CRITERIA

The metrics used are hard to combine in a useful quantitative way

“= Energy and rare
earth minerals

Many ESG factors require subjective decisions

GEOGRAPHY

Figure 40. Session 5 (Slides 17-20)

VARIABILITY ACROSS ESG RATING PROVIDERS

Study by Gibson, Krueger, Riand, and Schmidt (2019) used scores from & major providers:

THoMsoN ReuTers  MSCI ) susTAINALYTICS  KLD Bloomberg @nrate

ESG scores were normalized between 0 and 1 monthly for S&P 500 firms.

Average correlation between providers:

(=)

High inconsistency in
ESG ratings across firms

CSRD: COMPLEXITY IN REPORTING SYSTEMS

Interpretative conflict: High confusion
among the different agents involved
regarding how to apply the standards

Lack of national transposition of the
CSRD Directive:
1.Accreditation of auditors
2.Medium-sized companies in a legal
limbo
3.Multinational subsidiaries

THE ESG LANDSCAPE IN THE UNITED STATES

financial institutions

BE= SEC Climate Disclosure Rule Stalled

DIVERSITY, EQUITY AND
INCLUSION

EE= Anti-DEI Proposals on the Rise

o a2 To s i it e e o Fis b

o

W @ W gen EEa g nre: gty ks b £E0. T Corrarce B, Wach 30

ESG IMPLEMENTATION CHALLENGES IN
LATIN AMERICA

Only 46% of Latin

M Contral America

L

Does your company American companies

have a formal staled 46% ) | 45% - have a formal

sustainability/ESG

poiicy of strategy? sustainability policy or
[ Goiombia strategy in place

Brazi Cria
44% ' 66% ’

30% of businesses identified the generation
of KPIs and their corresponding monitoring
as one of the main challenges %

o
32h 44a

Only 50% of businesses have
employed a dedicated Head of
Sustainability

Figure 41. Session 5 (Slides 21-24)
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SESSION 6: ADVANTAGES + RISK MANAGEMENT

COST REDUCTIONS

Significant correlation between resource efficiency and financial performance

Implementing ESG effectively can help
combat rising operating expenses
Ex: Cost of water and Carbon

N

=3

COST AVOIDANCE

Avoids costs due to non-compliance

Ay =
Regulations in the U.S. and EU require enterprises

to meet their ESG targets and report them

Final Degree Project Report 2025
Blanca Serrano Vazquez

PAYING ATTENTION TO
ENVIRONMENTAL, SOCIAL,
AND GOVERNANCE (ESG)
FACTORS CREATES VALUE...

INCREASING REVENUE

NYU Stern Center for Sustainable Business's analysis of over 1,000 studies shows that:

® Return on Equity (ROE)

Strong corporate
management of
ESG

@ Return on Assets (ROA)

® Stock price

A strong ESG proposition is linked to higher equity returns a

Figure 42. Session 6 (Slides 1-4)

Its operating
margins grew by

Saved $ 1.27
-TRANSFORMATION e
Billion in costs ) o5t an addlylonal
through ESG "WEs $700 Million due
e to increasing
- revenue

This growth came from new brands that Unilever launched,
called the ‘Sustainable Living Brands’ (SLB)

REDUCED REGULATORY AND LEGAL
INTERVENTIONS

Estimated share of EBITDA’ at stake, %

[

* Strong ESG practices reduce the risk of
government interventions and can generate
government support

s They enable greater strategic freedom and
ease regulatory pressure

EMPLOYEE PRODUCTIVITY UPLIFT

* Positive social impact correlates
with higher job satisfaction

= A higher purpose can inspire
better performance and increase
productivity

Warning: Subcontractors
often have less oversight,
which can lead to productivity
constraints extending beyond
your company

INVESTMENT AND ASSET OPTIMIZATION

Investment and Asset Optimization: Avoiding Stranded Investments:
Improve investment returns by
allocating capital to more promising
and sustainable opportunities (long-
term returns)

An ESG approach helps avoid investments
that may not be profitable due to long-term
environmental issues

Figure 43. Session 6 (Slides 5-8)
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ENHANCING REPUTATION AND BRAND EQUITY ATTRACTING AND RETAINING TALENT

BUTldS Consumer Trust IT'S NO LONGER JUST ABOUT THE MONEY

Brands that prioritize ESG are seen as more
trustworthy, responsible, and forward- = Companies with strong ESG What employees value most:
thinking e purpose attract and retain top (2022 Argyle-Leger Confidence Report)

talent
Drives Loyalty & Differentiation 4 * Candidates Increasingly value Prioritize;
* Consumers value ethical and sustainable purpose-driven organizations 0 () Respect
58% @ Health benefits
* Positive brand image increases loyalty : iy Work-life balance

* Responsible brands stand out in
competitive markets

Only 42% prioritize money

Studies show that brands perceived as socially and environmentally

responsible are morelikely to be preferred by consumers

THE CASE OF KODAK NOT IDENTIFYING CERTAIN

RISKS CAN BE FATAL FOR
ORGANIZATIONS...

Invented the digital camera

ESG ALSO PLAYS A =2 e ——

Film photography

KEY ROLE IN RISK -

digital product

MANAGEMENT... N\ complstors ook overt

':, Unassessed risk: Not understanding the speed of technological
advancement and its potential for exponential growth b2

Figure 44. Session 6 (Slides 9-12)

WHAT IS RISK? RISK CATEGORIES BASED ON

“The possibility that events may occur and affect the achievement of

EXPECTED OUTCOMES

Main risk ¢
i Based on the nature of
Type of risk | Description approach risks, they are expected
Compliance | Risk of failing to act in accordance with laws, regulations | Risk minimization to lead to
risks. or internal policies, for example production safety

| prlcediita il .
Hazard risks resulting in negative outcomes, for example Risk mitigation

ime
Control risks | Risks resulting in uncertain outcomes, for example actual | Risk management
sales volume or project duration (that can be beticr or

worse than the budger)
Opportunity  The financial loss of taking an opportunity or missing (0 | Assessing and UNCERTAIN
risks take financial advantage of an opportunity by tuming it embracing OUTCOMES
down. For example, there are opportunity risks associated | opportunities.
with i to-cter a new
. | product offering or not
13 Source: Acconding to Hopkin (2018)

WHAT IS CORPORATE RISK
MANAGEMENT?

¥

A process designed to identify
potential events that may affect the
entity and address them to ensure the
achievemnent of strategic objectives

MAIN RISK MANAGEMENT APPROACHES

Risk assessment
— Analyze impact
and likelihood

Risk identification
— Detect potential
risks and sources

Risk prioritization
— Prioritize risks by
urgency and impact

Risk management helps improve performance by connecting business
goals and strategy with possible risks 15 15

Figure 45. Session 6 (Slides 13-16)

142



COMILLAS

UNIVERSIDAD PONTIFICIA

Final Degree Project Report 2025
Blanca Serrano Vazquez

MAIN RISK MANAGEMENT APPROACHES

Risk monitoring
— Track existing and
emerging risks

0090

Risk communication
— Share risks and
strategies with
stakeholders

Risk mitigation
— Reduce likelihood
or impact

ENTERPRISE RISK MANAGEMENT

Governance & Culture for
Information, ESG-related risks
communication & reporting

for ESG-related risks

Strategy &
2 Objective-setting for
ESG-related risks

3 Performance for
ESG-related risks

a) Identifies risk
b} Assesses & Prioritizes risks
©) Implements risk responses

Review & Revision
for ESG-related risks

PWC FOUR-STEP FRAMEWORK FOR ESG
RISK MANAGEMENT

Business Overview
Developing ESG clusters based on impact of
‘ business activities & business partners
Setting Goals “Outside-in"
Identifying ESG issues and ESG KPIs

Assessment

Red Flag Assessment
Analysing ESG risk/opportunity exposure & creating
action plan

“Inside-out”
Assessment 19

1.BUSINESS OVERVIEW

Lay the groundwork for the
organization's ESG journey

Purpose

Obtaining a business overview and
preparing an as-is analysis

c Conducting background research of
business partners

Analyzing the countries of business
activity

Scoping and identifying ESG clusters
~c GO

Figure 46. Session 6 (Slides 17-20)

2.SETTING GOALS

Aline the company's ESG

objectives with its overall
business strategy

Purpose

7
1. Identifying the 2. |dentifying

core ESG topics for relevant ESG KPIs
each ESG cluster

3. Adapting materiality 4. Creating a “short
based on weighting  list” of material ESG
factors topics

3.BENCHMARKING

Assess the company’s ESG performance in

BUFRDSS comparison to its industry competitors

Comprehensive analysis of...

N

4 .RED FLAG ASSESSMENT

Identify potential warning signs that may indicate

Eurpose areas of concern that need immediate attention

r

* Analyze major ESG
risk/opportunity exposure and
determine warning signs

* Create an action plan to
improve and reach the target
performance

ISO 31000:2018

Framework that is intended to provide principles and guideli

for risk manag
Benefits:

= Improving decision-making by proactively
dealing with risk factors

* Enhancing effective internal controls for risk
management

= Enabling efficient resource allocations to
encounter risks

» Strengthening resilience to cope with
uncertainty and changes

* Increasing stakeholder confidence and trust

Figure 47. Session 6 (Slides 21-24)
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ISO 31000: RISK MANAGEMENT PROCESS

Establishing

-
. the context
: l .
o
<> Risk identification <> &
2 L
£ ' %ﬂ
< Risk analysis - =
3 ¥ 2
) s
- Risk evaluation - =
¥
- Risk treatment -

CASE STUDY: NESTLE S.A

Risks:

1. Ethical concerns along the global cocoa
supply chain (Child labour)

2. Environmental concerns due to the
significant amount of waste from single-
use coffee capsules

3.Mismanagement of water resources

CASE STUDY: NESTLE S.A

Nestlé’s Strategic Responses to Risks:

1. Sustainable Livelihood Initiative:
Addresses the root causes of child labor
in Africa

2. Nestlé explores possibilities for
material recycling and reusing, as well as
substituting end of life material to reduce . 7 FUT
their environmental footprint

3. Nestlé developed several control plans

for responsible water management

S
Nestle Good food, Good life

SHAPING

SUSTAINABLE

BENEFITS OF A SOLID ESG AND RISK
MANAGEMENT APPROACH

YR TR Y >

-Companies with higher ESG scores show lower
default risk and greater financial resilience

-Studies show a U-shaped correlation between
corporate sustainability and risk

-Enhance transparency in stakeholder
communication and reduce misleading
information

(REPENTE S NARALTY

WK

N

28

Figure 48. Session 6 (Slides 25-28)

OTHER BENEFITS

— Better resource allocation and cost
savings

— Improved compliance and
resilience to uncertainty

— Competitive advantage through
opportunity recognition

— Increased profitability

— More enticing to investors

Figure 49. Session 6 (Slide 29)
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7. Session7

SENSIBILITY

High
A number of factors add up to produce
deferent levels of environmental sensibility.

SESSION7: STRATEGIC OPTIONS + HOW TO oA e
DEVELOP/A'SUSTAINABILITY STRATEGY

* The level of commitment from

shareholders on issues connected with the

environment

* Outside pressure (interest groups
CUSLOMErS, CONSUMErs...)

= Internal interest (employees and
managers)

Low
COMPLIANCE

STRATEGIC OPTIONS
S|
= ® @ - e opriate |
— The level of legal compliance a [/] gt Pay for \\‘ Tne most ailﬁ‘ v:f\' \
company chooses to adopt can = \ hm[zt\\' from one "‘.
range from a minimalistic approach .  Show -_— ".\ s\gf‘m‘any (0 anotherr |
to taking a leadership position on i o, | comp? nits spedific |
environmental issues Wait \ de'pen‘jmgu t A
HH Going heyond compliance Broak the ._and See \ ontex! >
— Non-compli i 1l I ety \\ A
pliance is generally not Y | LowRoad, \ =
considered a viable option . bt Low Lovel of \I ‘/,,,/"'
Inegal Minimal Leading Comphance: ’
figal iliiaat L&ading None of the five strategies can be considered intrinsically
3 right or wrong (except for “break the law")

Figure 50. Session 7 (Slides 1-4)

TAKE THE LOW ROAD

WAIT & SEE
+ Minimal legal compliance o

* Abit more than the minimum in terms
of compliance

* Low environmental impact or
limited social pressure

* Monitoring and control system in
order to ensure that the firm is

* Be ready, but wait to act until it
fully compliant with the law

becomes profitable or necessary

* 4 functions are key to making wait and
* External communication

see work:
\ — Regulations Inventory
\ — Environmental Footprint
highlighting strict legal s E — Trend Tracking
compliance Small or regional fast food chains — Managerial Sensibility
5

SHOW & TELL

* Goes beyond legal compliance

PAY FOR PRINCIPLE

It is the shareholders who demand it and believe it is important
= Sustainability becomes part of the brand

Key Aspects:
* Key Capabilities:

— Clear articulation of principles
— Accurate & real time data on environmental
performance

ﬁm &  patagoniy
Join Us < B
— Awareness and acceptance of

associated costs

BUSINESS e
00K oot

— Development of new products and

services 0

ﬁ' lun. seventt
— Integration of sustainability into I"'lelhod RCE,],ED GOUD
marketing efforts and into the & | B

— Strong communications team

— Clear understanding of the costs of going
beyond compliance

— Senior management with sufficient
understanding of environmental issues

company's values and culture : _— ol
— Application across all HR activities
Figure 51. Session 7 (Slides 5-8)
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THINK AHEAD

If a firm believes the future will be different, it should begin acting today
Key functions needed:

— Scenario Planning
— Change management
— Strategic flexibility

Atipping point is a sudden shiftin
public, regulatory, and investor
expectations

% Businesses that wait too long may find it
difficult to adapt

CHOOSING THE RIGHT PATH

1.PAST 2.PRESENT 3.FUTURE

A company's options are largely

i i » Analyze your current
conditioned by its past yze y

position across the same
four dimensions

future scenarios

Review how ESG issues evolved
in:

1) Your industry

2) Your regions

3) Environmental groups

4) Your own company

Understand where you
stand vs. competitors,
regulations and
stakeholders relationships

Analyze different potential

CHOOSING THE RIGHT PATH

4.BRING ITALL 5.BRING THE BOARD 6.COMMUNICATE
TOGETHER ON BOARD AND TRAIN
* ChoG
& i

Involve the Board of
Directors in choosing the
overall strategic approach

» Craft a clear and easy-
to-communicate
strategic vision

* Train managers,
employees and other
stakeholders "

Compile past, present, and
future into a single framework

Different industries and
regions require separate
analyses

Forward-looking companies set ESG targets that align with their core values,
business model, and long-term strategic goals

_ Identify the ESG areas where they
intend to take a leadership role

How far they aim to go beyond 3

regulatory requirements

1.High jumps and long jumps

2.ESG trade-offs — Evaluate costs vs. benefits of each

ESG initiative

3.Measuring

— Align shorter-term metrics with long-,
and assessing [

term strategic objectives

INING ESG TARGETS AND MONITORING TOOL

Figure 52. Session 7 (Slides 9-12)

STRATEGY ANALYSIS

Stage that involves understanding the current strategic position

Internal factors External factors

Organizational Organization Economic Legal and
culture structure environment regulatory
environment
Management Operational
capacity excellence Market conditions Political factors

Technology and
infrastructure

Human resources

STRATEGY ANALYSIS METHODS

PESTEL PORTER'S FIVE FORCES @
oo P
; " - Attractiveness and by

Fic) ] Qe =
@ B §F e profitability of an kw}

Helps identify major opportunities and
threats in the business environment

industry sector

An organization’s unigue
capabilities and resources that lead
to a competitive advantage

sk

SWoT CORE COMPETENCIES

Understanding of
the organization’s
competitive
position

STRATEGY ANALYSIS METHODS

BENCHMARKING

e

STAKEHOLDER ANALYSIS
& =

ey s
i s BB s
5 e e
! v B
=, o

Interests, expectations and potential
impacts of key stakeholders

e
Compares a company’s performance with
industry leaders or competitors

CULTURAL ANALYSIS

Cultural strengths and weaknesses of an
organization + inter-organizational cultural fit

RN

© suitability © Acceptability ) Feasibility
l !
Possible impacts of a
strategy’s risks and
benefits, and how well it
aligns with stakeholders’
expectations

The degree to which

the strategic options
fit the company’s
current situation

Availability of resources
to carry out the strategy

Figure 53. Session 7 (Slides 13-16)
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PROCESS OF STRATEGY IMPLEMENTATION

Goals and objectives@

Action plans

Monitoring and
evaluation

Change management

BALANCED SCORECARD (BSC)

[ ]
. -
Resource allocation a- @
I 17

EMBEDDING ESG IN BUSINESS STRATEGY

Initial Integration

— Embed ESG in:

+ Portfolio & products

+ People & culture

+ Processes & systems

+ Performance metrics

« Stakeholder engagement

Follow-up Initiatives
— Translate ESG commitments
into specific initiatives:

Continuous Information
Analysis

= Understanding of an
organizations' sustainability
performance

« Incentives for ESG impact
* Support and training
« Transparent reporting

FUNDAMENTAL CONCEPT OF BALANCED
SCORECARD (BSC)

« Objectives
« Measures
« Targets

« Initiatives

+ Objectives
+ Measures
+ Targets

+ initatives

— Translate an organization’s
strategy into a set of measurable i
objectives .
— These objectives are measured
using both financial and non-
financial key performance indicators
(KPIs) across four distinct
perspectives

Vision &

strate
Customer =

+ Objectives
* Measures

* Objectives
* Measures

Targets * Targets
| » iniviatives * Initiatives .
0
Figure 54. Session 7 (Slides 17-20)
VISION, STRATEGY] AND PERFORMANCE CHANGE MANAGEMENT STRATEGY
MANAGEMENT
Vision= Overall direction that aligns Performance management in each _L\r Hm Eﬂi. % <l§ "é“
stakeholders towards common perspective consists of four levels of \g)‘ SE
objectives elements: &
Strategy = General approach to 1 Objectives
achieving the vision and fulfilling the
long-term goals. 2 Measures
which can trigger
3 Targets employee resistance
| 4 Initiatives
Obj
-- 2 Change management engages employees which builds commitment, 2

Vision
— A clear, motivating vision that explains the benefits of the change

Change Plan
—* Objectives, timeline, resource allocation + the communication and education
processes for the change initiative

Stakeholders
— Involve stakeholders and address their concerns and expectations

Change Management Team/Agents
— Established to lead the change initiative

reduces resistance, and improves implementation success
CHANGE MANAGEMENT: KEY COMPONENTS B S LIS SANEA R N ENRS S

Framework that can be
used to guide
organizational changes in
business practice

1 Unfreenng

Organisational
Change

2. Movin, g
R efreezi ng

Figure 55. Session 7 (Slides 21-24)
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KOTTER'S EIGHT-STEP CHANGE MODEL

Create Form Communicate

Urgency t> Coalition r-:> SreateVision C> Vision

Cresting Clmate for Changs @
Built on Generate Empower
CS Gains 6: Employees

Quick Wins
Implementing & Sustaining Change

Sustain
Change

ENGAGING ESG STAKEHOLDERS TO MAINTAIN
SOCIAL LICENSE

Focusing strategy: The overall strategy has to meet
the needs of the key stakeholders

Forming investment propositions: Explain how
integrating sustainability into the business model
helps to enhance operational efficiency, mitigate risks
and drive long-term value creation

Pace of communication: Use efficient processes to
quickly share ESG performance updates and strategic
alignment with stakeholders 26

CASE STUDY: LUFTHANSA

Stakeholder concerns...

Environmental: Governance:
* Climate change * Ethical business
* Air quality and practices
noise pollution ¢ Board diversity and
independence
s Executive

compensation

Social:
¢ Customer service
* Passenger safety and security
* Accessibility and inclusivity
® Labour practice

CASE STUDY: LUFTHANSA <
Pg. 109 =
Dathe, T., Helmold, M., Dathe, R,, & Dathe, . (2023). Implementing
Environmental, Social and Governance (ESG) Principles for Sustainable
Businesses: A Practical Guide in Sustainability Management. Springer.

Please read the case study and answer the following questions:

1.What strategic ESG option did the company choose? q

2.What are Lufthansa's main ESG targets?

3.Which strategy analysis methods did Lufthansa apply?

Figure 56. Session 7 (Slides 25-28)
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SESSION 8: STAKEHOLDERVALUE CREATION

LEADING SUSTAINABLE
COMPANIES SHARE A COMMON
CHARACTERISTIC: ENGAGING
WITH DIVERSE STAKEHOLDERS
TO DRIVE PROGRESS

CLASSIC STAKEHOLDER THEORY

Suggests that a company has the responsibility of taking into account the needs and
interests of different groups or individuals who are impacted by its actions

CUSTOMERS

Stakeholders play a
crucial role in the
sustainable success
of the business

COMPANY

SUPPLIERS SOCIETY

EMPLOYEES

FREEMAN'S STAKEHOLDER MODEL

1) Primary stakeholders:
Directly engage with the
company and have an
immediate interest in its
activities

Stakeholder theory has
developed and
broadened throughout
time to include other

groups...

SUPPLIERS

'OTHER INTEREST
GROUPS

2) Secondary
stakeholders: Do not
directly engage with the
company, their interest is
more diffuse

MANAGERS
Managers and employees o
within the same organization
may have different interests

due to their roles

Figure 57. Session 8 (Slides 1-4)

SHAREHOLDER VALUE
APPROACH

Always prioritize shareholders’ interests
+ maximize shareholders’ wealth

STAKEHOLDER THEORY

Businesses have a social responsibility
not only to their shareholders but also to
all relevant stakeholders

A company's value is created through
cooperation with all stakeholders, and
VS decisions should take their interests into

Main criticism: Many shareholders seek
short-term profit maximization, without
concern for the company's long-term
growth.

o J
-
—

account

STAKEHOLDER RELATIONSHIP MANAGEMENT

The processes for identifying, engaging and maintaining relationships with various
individuals that hold a legitimate interest in the company’s operations and results

o Stakeholder
‘ Identification , o

Manitoring
Stakeholder
Stakeholder Prioritisation
Engagement
Stakeholder 5\::::;';‘3 Er
Engagement ‘ Community

IDENTIFYING STAKEHOLDERS

1.Developing a list of stakeholders Strategic <> Operational
2.Identifying mutuality

» Importance to business

* Stakeholder expectations

- Major investors; e
- Strategically
- Industry peers of important business
senioc partners
feustomers,
supplers etc.)

management

3.Developing influence categories:
Stakeholders can then be classified according
to the following two criteria
— Strategic vs. operational stakeholders
— Internal vs. external stakeholders

Internal ¢ External

- Operational staff
- Contractors

Source: Dathe, T., Helmold, M., Dathe, R,

& Dathe, 1. (2023) 2

PRIORITIZING STAKEHOLDERS

Stakeholders can be prioritized based on their importance and influence across three

dimensions...
Proximity Power Urgency
Degree of involvement Level of influence that / \
of stakeholders with the a stakeholder has over Time Criticality
company the business success sensitivity

Figure 58. Session 8 (Slides 5-8)
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POWER/INTEREST GRID

Helps categorize stakeholders and prioritize them based on their level of authority
and their degree of interest in the project's activities

HIGH

KEEP SATISFIED MANAGE CLOSELY
POWER
MONITOR WITH
MINIMUM EFFORT SEERIRHEENED
LOW
Low INTEREST HIGH 5

VISUALIZING STAKEHOLDER COMMUNITY

Develop a clear overview of stakeholders and their main characteristics to support the
design of stakeholder engagement programs

Purposes:

4) Simplifying stakeholder
data for easier understanding

1) Providing a practical list of
current stakeholders

5) Supporting planning for
stakeholder engagement
activities

2) Evaluating main
characteristics of
stakeholders

3) Enhancing objectivity and
transparency in the

assessment process Stakeholder Circle

methodology

STAKEHOLDER CIRCLE METHODOLOGY

Power (radical depth): The
stakeholders’ degree of power
is shown by the radical depth
of the segments within the
concentric circles

Proximity (centric circles):
The closer they are to the
center, the more directly
involved they are with the

company

\ 4

Stakeholders 1 and
3 are directly
involved in the

business activity

BUSIMNESS
ACTIV,TY

: The width of each
segment along the outer
edge represents urgency

"

STAKEHOLDER ENGAGEMENT

—+ STAKEHOLDER ENGAGEMENT PROFILE

It requires a clear understanding of stakeholders' attitudes towards the company,
along with strategies to manage their expectations and address their concerns

Stakeholder 1 Stakeholder 2 Stakeholder 3
. = Stakeholdel
i Fxx@x engagement
SERR R SRR K Croet
SRR R X “RRR R
: s 4 . s

Comparing the real and target stakeholder engagement profiles helps
visualize the gap between the current state and the desired situation 13

Figure 59. Session 8 (Slides 9-12)

STAKEHOLDER ENGAGEMENT

—+ COMMUNICATION STRATEGY
ESG communication should be designed to the specific needs and expectations of
the stakeholders that have been identified and prioritized

e

Audience

E “ Purpose

“Frequency

Message

Channel

2y

Owner

NONMARKET STAKEHOLDERS

Companies must pay attention not only to market stakeholders but also to those
in the nonmarket environment, such as governments, NGOs, the media,
regulators, activists, and communities

They play a key role in:
+ Shaping the rules of the game
* Protecting value
* Creating value

Ex: Maersk anticipated the EU's inclusion of
container shipping in the carbon trading
scheme and protected its value by:
* Investing early in green methanol ships
» Engaging with governments
* Collaborating with stakeholders to scale a
zero-carbon fuel solution "

SKILLS TO MANAGE THE MARKET AND NON-
MARKET ENVIRONMENT

MARKET ENVIRONMENT NON-MARKET ENVIRONMENT

* Ability to listen and understand the
interests & needs of others

® Ability to compromise & find
common ground

* Being open & honest about what
you don't know

* Being quick & agile

* Responding to changing market
conditions

» Always putting the customer first

EFFICIENCY

EMPATHY

High degree of diversity of non market stakeholders

A Nonmarket environments vary a lot from country to
country

MONITORING STAKEHOLDER RELATIONSHIP

REVIEWING STAKEHOLDER
ENGAGEMENT PROFILE

MAINTAINING STAKEHOLDER
COMMUNITY

Regular communication

; Ongoing review and optimization of
Proactive.engagement é‘ Trust-building efforts

stakeholder engagement are
essential to meeting ESG goals and
ensuring responsible, transparent
practices

with stakeholders
Open dialogue

The stakeholder community is a dynamic network

The company must stay alert to shifts in
stakeholder attitudes and influence

Figure 60. Session 8 (Slides 13-16)
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STAKEHOLDER CAPITALISM

Stakeholder capitalism can be understood as a type of capitalism in which
organizations aim to create long-term value by considering the needs of all

stakeholders and promoting social well-being

Companies need to strengthen their relationships with all

stakeholders, including competitors, who in certain situations Collaborate with.. =,
i 500 units B
can become strategic partners... , . w

Coopetition= Strategic approach aning company A

where companies simultaneously 700 units ip

compete and collaborate to achieve

shared objectives
Order from the importer: H 300 units l

3,000 packages Max 1500

APPLE & SAMSUNG

Although Apple and Samsung compete directly for leadership in the smartphone market,
they have also collaborated to develop new technologies

Samsung is highly specialized in advanced display
technologies like OLED and LCD

¥

One of the most well-known examples was their

s n M s U N G cooperation to manufacture the iPhone's Retina

display

]

- Competition doesn't always mean a distant or disconnected 18

relationship between companies

HOW DO CONFLICTS WITH STAKEHOLDERS
IMPACT THE ESG AGENDA?

THE CASE OF CUBATAO

— They didn't want to give up profits, even if it meant sacrificing the interests of stakeholders

Some stakeholders and how they were affected:

* Population suffering from various health problems

* Healthcare system collapsed due to excessive
demand

* Companies faced high absenteeism

* Social security dealt with requests for temporary leave
and early retirement

* Local government faced higher public spending to
meet the growing demand for medical services

HOW DOES THE “VALUE CREATION” PROCESS
BEGIN WITHIN A COMPANY?

Senior management

Initiates the process of generating
sustainable value in the organization

Activities that support sustainable value creation

Environmental
management system

Activities that Cleaner production

generate sustainable
People and environmental value
management

Reverse logistics

Information systems
Green strategies & differentiation in green companies
Responsible consumption
Environmental marketing

Finance and sustainability
20

Figure 61. Session 8 (Slides 17-20)

STAKEHOLDER VALUE CREATION CHAIN

Model used to illustrate the intersection of ESG strategy, the
stakeholder model, and the creation of firm value

[ Ewvirussmentsl, Soclal, and Governance (ESG) Strategy ]

mm

gt

[ e )
| )

Ky . Brindis, & Marti, B. 2020,

CHALLENGES OF STAKEHOLDER ENGAGEMENT

(% &2

Measuring Impact Cultural Differences Power Imbalances

N
s

Ensuring Long-Term Commitment Short-Term Profit Pressure

Effective Decision Making Cost Savings

Education 2

Trust Accountability

5  Risk Management

2

CASE STUDY: LIPTON

Lipton established a strategic collaboration with Rainforest
Alliance in 2007 to certify its tea supply chain

Farr.n.ers increase Workers receive fair wages
productivity. and'cuit costs and have access to housing,
through more sustainable education, and healthcare

farming practices

Improve livelihoods of citizens The environment is protected
across three continents
2

Figure 62. Session 8 (Slides 21-24)
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CASE STUDY: NESTLE

(O REGENERATION WHEEL; HCW WIE CREATE SHARED UAILE

For almost 20 years, Nestlé has
focused on Creating Shared Value

Generating shareholder returns
while improving stakeholder well-
being

This long-term commitment drives
innovation and provides a
competitive advantage for Nestlé
across all operations

Access the link: hitgs/wwy nestle con 25-02/cr: hared-val tle-2024 pdf

CASE STUDY: NESTLE

Figure 63. Session 8 (Slides 25-26)

152

Some of Nestlés initiatives include:

® Fighting malnutrition in emerging markets with
fortified products like infant cereals and Maggi
bouillon cubes

® Improving smallholder farmers' livelihoods and
environmental impact by providing better plant
stock, financial support, training, and expert
guidance

s Creating career opportunities for youth through
corporate partnerships

* Collaborating with industry partners to enhance
packaging options

* Developing plant-based food innovations to help
solve issues related to affordability, health, and
the climate 26
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SUSTAINABLE INVESTING

SESSION 9: INVESTMENT AND FINANCING

Incorporate ethical and sustainability criteria (ESG factors) to evaluate
potential investments

! |

— Allocate capital to companies

committed to sustainability and
responsible business practices

)

EK__T‘}_E
@’
GROWTH OF ESG INCORPORATION

— Understanding that
investment choices have far-
reaching consequences

—* Investors use ESG criteria to assess how well companies
manage sustainability-related risks and opportunities z

EVOLUTION OF SUSTAINABLE INVESTING

Civil Rights Socially

Environmental §
Responsible
conerms Investing (SRI} e
Vietnam War X
sl ESG Integration begins Mainstream Adoption of ESG
1960s, 1990s _- 2010s
PRIE
1970s 2006 Today
UN PRI (Principles for ESG is fully integrated into

Anti-Apartheid Investing
Responsible Investment)

launched

Proved the power of investors to drive
change through their investment decisions

ESG incorporation in portfolio management has grown at an accelerating pace

a

Portfolio management — Process of selecting and monitoring investments
(Balancing risk against performance)

Figure 64. Session 9 (Slides 1-4)

ESG FINANCIAL ECOSYSTEM

LEADING ESG CRITERIA

PR 14
Social Screening by Institutional Investors * 2007

uiaaaa;gmgl I

Shift, driven by:
1.Investor interest
2.Advances in measuring

carbon exposure

2020

w

Financial Intermediation Chain

)

Issuers [0 ' 4
Ratin; Asset Inst.
B |l indices Investors
providers Managers || Investors
o L I ) J
Allissuers that Firms that rate  Firms that Firms that Entities with Owners who bear
receive an ESG ESG issuers construct ESG  constructand  fiduciary the ultimate
vafing indices. marketESG  responsibilities to  reward and risks
funds, ETFs, e1c. manage assets.
Rules & Requirements ;‘ \’ Ethical Standard Setters ;‘

Includes international bodies, &.g.
the QECD and UN, that provide
guidelines related to responsible
conduct and societal values,

P o,
Disclosure organisations

Includes exchanges, self-
monitaring entities, regulators

Orgs. That determine information
and supervisors

to disclose relevant to ESG and
materiality. Includes climate-
specific disclosure

3

Source: OECD staff illustration

REASONS INSTITUTIONAL INVESTORS REPORT

ESG INDICES

Collection of stocks of companies that exhibit high ESG performance

the broader market

Purpose: Help investors track high-performing ESG companies and compare them to

CONSIDERING ESG FACTORS (2020)

Mooy Man.

AN % S&P Global £ Calvert
Msci S&P Dow Jones FTSE Indices Calvert Indices - =
indices Indices -+ =
Figure 65. Session 9 (Slides 5-8)
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RISK AND RISK-ADJUSTED RETURN

Every investment has an associated risk, typically measured with volatility

Reflects the extent to
&j Arisk-adjusted return measures the returnonan  which an asset's price
: investment relative to the risk taken fluctuates around its

expected value

An optimal risk-adjusted return represents either the highest possible return achieved for a
given level of risk, or the lowest possible risk taken to achieve a given level of return

ESG integration
Considers ESG factors together with
financial indicators when assessing
investment opportunities

3 A

ESG INVESTING STRATEGIES

Negative and positive screening
Excluding companies (negative screening)
or prioritizing them (positive screening) in

investment decisions based on specific

@ ESG criteria

Ex:
Climate Change

INVESTMENT DIVERSIFICATION

Common investment strategy that consists on purchasing a variety of
investments to lower the risk of market volatility

Boost your investment returns while reducing risk

f A %N

Thematic ESG investing

Focuses on specific ESG-related topics

Impact investing

Focuses on earning profits while actively
supporting social or environmental progress

: ||II.. ' "

SUSTAINABLE FINANCE

INSTRUMENTS

Figure 66. Session 9 (Slides 9-12)

ESG EXCHANGE TRADED FUNDS (ETFS)

ESG ETFs combine two investment strategies:

Ng

L)
© &

1. ESG investing / responsible investment: Incorporate
ESG factors into the investment process

4=

2. ETF investing: An ETF is a fund traded on stock exchanges
that offers diversification in a single investment
Invest in a basket of
stocks, bonds, or 13
other assets

BENEFITS OF ESG ETFS

ESG ETFs simplify the inclusion of responsible investing in
your portfolio

ﬁ Sustainable investing can enhance portfolio resilience
& ESG ETFs can support broad diversification

ESG ETFs offer a cost-effective investment option |

GREEN BONDS

Debt securities issued to fund environmental or climate-related projects

Several multilateral development banks issued the first green bonds:

Investor . Eoucr Green Projects
il H W
LB T QY
European Investment L AffiC:“ Dkevzet::gment
Bank (2007) World Bank (2008) anic(2013)

€600 million Climate
Awareness Bond, focused
on renewable energy and
energy efficiency

First labeled green bond
($440M) to meet demand for
sustainable investments,
innovate in climate finance,
and raise awareness

$500 million green
bond to finance climate
change solutions in
Africa

1) Adopt
guidance

STEPS TO ISSUE A GREEN BOND

7) Report regularly

6) Issue
5) Set-up tracking Bond

and reporting

3) Develop Green

Bond Framework

4) Arrange independent
verification

2) Identify qualifying

Green projects and
assets

Figure 67. Session 9 (Slides 13-16)
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BENEFITS OF ISSUING GREEN BONDS

1 Investor Diversification Supports market growth for climate
4 finance
2 Closer engagement with investors
Mobilizes private capital for green
3 Raises awareness for an issuer’s = projects
activities

EXAMPLES OF GREEN BOND ISSUERS

Source: (World Bank, 2015)

GREEN BONDS BY TYPE OF SSUBR? 12 e Seecmic 104 1 hranse ot e vtreton of sepping.

U5, G Bl G

Eapers Deveapmen Canada et
= e e, U380 il e

o o e
o b

e Seae udharty (D Wik ek
LS5350 il green B iy

G oo o o G st
P

Clrl ek

an U8 A M) b 5y
T

mm\mw..umm

egeney CemsesCorpoca
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SUSTAINABILITY-LINKED LOANS (SLLS)

SLLs offer better loan terms (like interest margin reduction) if the borrower
meets pre-agreed sustainability targets (SPTs), measured via ESG KPIs

The goals of SLLs fall into two main areas:

\)Deﬁning core sustainability targets
(SPTs) that are aligned with the
borrower's sustainability objectives

There are five core components of a SLL:
1.Selection of KPIs
2.Calibration of SPTs
3.Loan Characteristics
4.Reporting

\-)Transparency in evaluating if SPTs
have been met

5.Verification

ESG IN LENDING

Mid-market companies can't afford to ignore the growing
importance of ESG in lending

Key findings from research conducted by
Grant Thornton UK LLP:

— 81% of lenders say a company’s ESG
profile or net-zero transition will strongly
influence lending decisions in the next 5
years

— 93% of lenders believe regulators will
require ESG integration into capital
allocation models, impacting loan pricing
and availability

Figure 68. Session 9 (Slides 17-20)

WHEN IS AN INVESTMENT CONSIDERED
SUSTAINABLE?

According to the SFDR regulation (Art. 2(17)), an investment is
only sustainable if:

| * It contributes to an environmental or social objective,
measured through key indicators

+ It does not significantly harm any of these objectives ——

@ * The investee companies follow good governance practices /

BENEFITS OF SUSTAINABLE INVESTING

Risk
Mitigation

Values
Alignment

Positive
Impact

Long-Term
Performance

Helps manage long-
term ESG risks

Allows investing in
line with personal or
organizational values

0%° .
o !’da“

ESG leaders may
deliver higher long-
term returns

challenges

Capital toward
salving global

RETURNS WITH RESPONSIBILITY

A simulated investment of $100 in a sustainable fund made in December 2018
would now be worth $136, outperforming a traditional fund, which would have
reached $131 over the same timeframe

Long term performance (Dec. 2018 = $100)

FIRY

f’%’e}"?“w"»’e"s’?ﬂrd"&?@'

PP P D PP PP

202

ESG FUNDS DURING CRISIS PERIODS

Although ESG funds may not always offer superior risk-adjusted returns, their
behavior during crises shows they act as a safe haven during market downturns

2008 Financial Crisis COVID-19 Pandemic

C#VID19
H

German green funds and indices like
FTSE4Good saw smaller declines and
quicker recovery after the crisis

ESG funds saw net inflows of $46 billion in
first quarter of 2020, compared to $385
billion in outflows from traditional funds

Figure 69. Session 9
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CHALLENGES OF SUSTAINABLE INVESTING

Data Quality & Standardization (

ESG data varies widely, making
consistent comparisons difficult i

-
@

Trade-offs Greenwashing

Investors may face trade-offs between - l
financial returns and ESG goals

Complexity @ S
=]

Challenging mix of ESG criteria, s\
regulations, and shifting standards

Some companies exagerate their
ESG efforts, misleading investors

25

CLIMATECOIN

New cryptocurrency created to fight climate change — limit
global warming to 1.5°C

Each climate coin = 1 metric ton of CO; that has been

captured or avoided
A green project removes or avoids CO,

It gets a carbon credit (1 ton of CO,)

k. That credit becomes a Climate Coin ,—\
You buy it to offset your emissions or support the planet

k. You can burn the coin to use the credit

Figure 70. Session 9 (Slides 25-26)
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SESSION 10: THE ROLE OF Al IN SUSTAINABILITY

GENERATIVE Al

Machine-learning model that is

o Seonay
trained to create new data, rather ﬁ% hw"’::i\

than making a prediction about a

specific dataset : I.f &
, fr

A aigoncs ?}’! /

e
«, gg
L

Dlimizing processi®
Atk
ot Go,pprace®
B ——

Source: pwc

HOW Al SYSTEMS ARE RELATED TO ESG FACTORS

Al models learn from data, examples, and experience instead of using pre-programmed rules

Some of e technical Mayaffoct dfarent

tarougn the Al Ifecycle

Airesiiencs

Expanasayatarsratasilty
T rmenthe.

ety e Alayatem?
bt

The direction of the ipact (+/-Yof Al on ESG criteria depends an whether the
) $yS1em IS FesponsiDly used and sustainave over s Iecyce,

Source: EY

HOW CAN Al MAKE THE ENVIRONMENT MORE

SUSTAINABLE?

Biodiversity Water

-Predict water flow & N -Climate models
Energy droughts Transportation i purifiers

“Water quality ~Emission tracking

-Changes in land use
-Effect of natural disasters
“Waste management

Save energy and natural Decision-making in traffic
resources management, public transportation
and urban mability

Agriculture

-Soil quality
~Crop productivity
-Monitor illegal fishing

Figure 71. Session 10 (Slides 1-4)

Al FOR CLIMATE RISK PREVENTION

Mitiga Solutions = Global Climate Risk Platform: Climate Risk Score

» Uses advanced scientific models to assess Oversi EarthScan Bating
the impact of climate change on businesses v

(Assets, operations, and supply chain)

* Measure, report, and manage climate risk

« Helps allocate resources strategically and
evaluate the cost of actions against climate
change

* Facilitates compliance with climate
regulations

GRUPO NUEVA PESCANOVA

The world's first intelligent aquaculture farm for Vannamei shrimp

1) 100% real-time, automated control of all
processes
-Optimize feeding
-Animal welfare
-Reduce waste

2) Anticipate environmental and
consumption patterns

3) Feeding stations automatically adjust
the amount of food based on how much
the shrimp are actually eating in real time

4) v'vRespcmse times to incidents

5) -'Shrimp production in Ecuador

AMAZON

Amazon developed the Package Decision Engine, a multimodal Al model that automatically

determines the most efficient packaging for products

0 Increases shipping efficiency TN Ai

Reduces use of cardboard, bags, air pillows,
and tape (Avoided over 2 million tons of
packaging materials since 2015)

Automates a process that was previously
manual and not scalable

0 Progress towards sustainability goals

ENVIRONMENTAL IMPACT OF Al MODELS

& @

® High electricity demand, putting pressure on the power grid + Large amounts of

energy even after a model has been developed

® Significant water use for cooling hardware during training, deployment, and fine-

tuning

Embodied
® Increased carbon emissions

Operational

Figure 72. Session 10 (Slides 5-8)
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CLEAN ENERGY FOR Al DATA CENTERS

Strategic partnership between Google, Intersect Power, and TPG

Objective: Build renewable energy infrastructure to power Google's new data centers
with clean energy

— Al growth is driving a significant rise
in electricity consumption in data
centers

— Although Google has set a goal of
net-zero emissions by 2030, its
emissions rose by 13% in 2023 and 48%
since 2019, mainly due to Al-related
electricity use

HOW CAN THE POWER OF Al BE USED FOR SOCIAL
IMPACT?

Al can help make services and work opportunities more accessible to everyone

Human augmentation Sensory imbalance Geographic tracking

Improve the lives of
people with disabilities

— Detect a person’s
mental or physical health
— Predict melanomas

— Al-powered exoskeletons
fp‘

— Sign language gloves &”

"R

— Detect patterns of urban
inequality and deprivation
— Track and control

infectious diseases
’ > e ©

—mr
g

WALMART

"Ask Sam” voice

Voice & text shoppin,
PRIng assistant for employees

assistants

\‘/
’I\

Walmart

Smarter and more

Automating Supplier human-like chatbots

Negotiations

Al in supply chain "
management

SOCIAL IMPACT OF Al MODELS

Al Fairness and Bias

Data Privacy and

12

Security Workforce Impact

Figure 73. Session 10 (Slides 9-12)

HOW CAN Al BENEFIT GOVERNANCE?

Fraud Detection

Monitoring and Compliance Automation
. -1 s

GOVERNANCE IMPACT OF Al MODELS

J‘

Transparency Explainability Bias Issues Performance
-Bias in training data Highly complex Hidden biases in Al models are
-Limited access to and lack inherent Al models are more complex,
datasets explainability hard to detect data-hungry, less

-Unclear data selection
Imethods
-Difficulty explaining

algorithms @
)

")

explainable, and
less stable than
traditional
models

nep
£

e Difficulty in
comparing models
* Reduced trust

HOW Al IS HELPING BUSINESSES ACCELERATE
THEIR SUSTAINABILITY JOURNEY TODAY

HOW CAN Al HELP ESG INVESTMENT SELECTION?

1 Allows detailed analysis of large amounts of data

O e®
(AR

Access to companies' ESG investing statistics

_ ’
16

Al can discover key data and filter out irrelevant data

Helps companies assess ESG status and make strategic
decisions

Figure 74. Session 10 (Slides 13-16)
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Al FOR ESG DATA AND REPORTING

Data Collection & Integration Accuracy & Consistency
» Detects anomalies and errors
* Cross-referencing data
= Bias minimization

» Normalization of diverse data types
* Extracts info from unstructured
documents

. ‘ — 7o
* Enables real-time tracking = ] ( !

Insight & Reporting Automation Time and Cost Savings
* Predictive analysis
* Sentiment analysis
= Data visualization

= Automation of repetitive tasks
 Optimization of resource allocation
* Scalability

MICROSOFT
Unified ESG data with Microsoft Fabric
— Centralizes scattered data, enables
analysis aligned with CSRD, and generates
custom insights

Al Agents for Real-Time
Sustainability Insights
- "™l - Provide real-time
sustainability data
analysis and help
estimate EU carbon
tariffs

Copilot in Power Bl

- Creates and edits |

ESG reports using

natural language
Sustainability Reporting Templates
—>Supports CSRD, GRI, IFRS & custom .CSV 5
inputs

UNILEVER USES Al FOR ESG REPORTING

o Centralized ESG Data Platform
° Standardized ESG Metrics and

Reporting
Automate ESG data
collection, validation,
and reporting

Al & Automatlon for Accuracy

N

Machine learning
detects anomalies

19

CHALLENGES OF USING Al FOR ESG REPORTING

&

Data Privacy and Ethics Addressing Bias in Al
Models
Al models may inherit

biases from training data

ESG reporting often
involves sensitive data

Keeping Up with
Regulatory Changes

Resource investment

ESG rules evolve

High initial investment in
tech and training

Figure 75. Session 10 (Slides 17-20)

LN [ {dOMMENDATIONS
Lo R Y ALVIIZE BENEFITS
i &

—* Using Al as a governance tool for ESG

— Adopting predictive and prescriptive
approaches

— Integrating ESG and corporate
infarmation systems

— Measuring Al's Own Energy Footprint

FOUR WAYS COMPANIES CAN GET STARTED ON
THEIR ESG-RESPONSIBLE Al JOURNEY

g
1) Connect with ESG and responsible
tech teams in your organization

2) Identify common ground between
ESG and Responsible Al teams to
align efforts and strengthen both
areas

0, *

3) Collaborate with development ]
teams to align on governance “ ]
2 5 \ LJ
4) Uncover opportunities to align
procurement practices 2

ROADMAP OF INTEGRATING GENAI INTO
SUSTAINABILITY INITIATIVES

S ——— e

Source: pwe 2

ESGAM LAUNCHES Al ESG PLATFORM TO HELP
BUSINESSES

Uses an Al assistant to guide businesses
through the ESG value chain

= Offers learning tools, gap assessments,
and talent development

= Links businesses with verified ESG experts

= Links businesses to government support

and green financing options

* Supports reporting, audit prep, and links
to carbon credit markets

Figure 76. Session 10 (Slides 21-24)
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SESSION 11: TRANSITION TOWARDS A
SUSTAINABLE ECONOMY

WHAT ARE SUSTAINABLE INFRASTRUCTURES?

Systems and structures that deliver essential services while being designed, built,
and operated according to sustainability principles

Objective
= Meet current needs
without compromising
future generations

BENEFITS OF SHARED VISION OF Sl

ﬂEéE Better coordination among stakeholders

ﬁaéz Better projects

Eés Institutional strengthening to promate
A systemic change

% Greater incentives for private sector
A participation

ﬁ%ﬁ Standardization of tools and indicators

Economic sustainability

\

Environmental sustainability

\
FOUR DIMENSIONS
OF SUSTAINABLE

INFRASTRUCTURES

D{ % Institutional sustainability

Social sustainability

Figure 77. Session 11 (Slides 1-4)

G20 PRINCIPLES FOR QUALITY
INFRASTRUCTURE INVESTMENT

{ 1 |

o Maximizing the positive impact of

infrastructure to achieve sustainable growth
and development

- Building Resilience against Natural
Disasters and Other Risks
3 )
- 'Integrating Social Considerations in
Infrastructure Investment

[ |
'gRaising Economic Efficiency in View
of Life-Cycle Cost
) { :‘
Thtegrating Environmental Considerations

2 Strengthening Infrastructure Governance
in Infrastructure Investments

PHASES OF AN INFRASTRUCTURE PROJECT

UPSTREAM
(SR e,
DOWNSTREAM

PLANMNING ANO )| mooms

STRATEGY

BEcoumssioNING
‘A BEusE

3
consTAVCTION

opsRATION AND :
e S Banco niramaicans e Desarrols [onins course]

WHAT OPPORTUNITIES EXIST TO INCLUDE
SUSTAINABILITY VARIABLES THROUGHOUT THIS CYCLE?

Phase Opportunities
-
Prioritization  Climate or social impact studies and a cost benefit analysis * | =
Y
Design Local or recycled materials + Equipment that minimizes water and energy cnnsumptian_(
Financing Include social and environmental risk analysis

Construction  Monitor and minimize impacts

Decommissioning Restoration + Reuse of materials
7

ECONOMIC BENEFITS OF SUSTAINABLE
INFRASTRUCTURE
Number of additional jobs that would be

created if infrastructure investments
increased by 1% of GDP, in millions

) Creates jobs and enables productivity

" Reduce economic losses caused by
issues such as blackouts or traffic L 3

congestion i -
5 5

Dlmprovements can significantly boost % 2=
GDP I i

15

19 s 0

“n the US, approximately 63 million jobs o . “ s
rely on quality infrastructure in sectors a0 o0

ndn o s

like tourism, retail, and agriculture
Source: McKinsey Global Institute. 3

Figure 78. Session 11 (Slides 5-8)
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ENVIRONMENTAL IMPACT OF SUSTAINABLE
INFRASTRUCTURE

Lower CO; Emissions

— Smart planning could
cut 3.7 Gt of CO,/year over
15 years

Green infrastructure
— Trees, gardens, and

Expand Clean Energy
Access

— Power for 1 billion
people without
electricity

reduce flood/erosion risks
— Green roofs absorb
rainwater and lower
temperatures 5

forests help absorb CO; and

PROMOTING SOCIAL PROGRESS THROUGH

INFRASTRUCTURE Social
: 1 mobility
|
Essential GEnder -

Equality =
Services : ey .

i

Sanitation E———

10

THE ROLE OF RESILIENCE IN INFRASTRUCTURE

* Save natural resources

* Promote nature-based
solutions

* Adapt to climate
change

* Reduces disruption
from extreme weather

+ Maintains key services

= Prevents costly
damage and losses

Protects human well-being during crises
® Ensures ac
emergencies

ss to essential services in

CALGARY AIRPORT-BANFF RAIL (CABR) PROJECT

Rail link that connects the Calgary International Airport and Banff train station
(expected by 2025)

Reduces carbon Boosts
emissions E tourism
Generates
employment
Hlyd roger‘;-puwelred g dsand Reduce traffic
- xpands an )
ow-caroarcteally Increases labour s : congestion
it diversifies Alberta’s
mobility
economy 1

Figure 79. Session 11 (Slides 9-12)

:‘b{/’ NEED FOR MASSIVE INVESTMENT

The investment gap in developing countries is significant: between 2014 and 2020, only
USD 259 billion per year was spent, compared to the USD 711 billion needed annually

I Gastoreal Ml Cantidad pars cumgiir los requerimientas 350

300
50 30
00 20
150 150
100 100

América Latina  Asia Oriental
yeiCarbe
Mota

Asia Europay Africa  Oriente Medioy
Meridianal AsaCentral  Subsahariana  Africa del Norte

Fuente: Baneo Mundial

yei Pacifico

Values in billions of USD

:\&” LACK OF FUNDING AND RESOURCES

— High complexity & long-term = Institutional financing is

nature of infrastructure projects » ~." limited = Requires public-
discourage investment “', '.' private partnerships
o,
[ I
UL
[ 2
AAALE ]

— Many countries cannot
afford the required capital
or lack strategic vision to
turn sustainability goals
into real projects

<
N

— Despite managing over $120 trillion
in global assets, institutional investors
allocate only ~5% to infrastructure

THE ROLE OF THE PRIVATE SECTOR IN
INVESTMENTS

Advantages of public-private partnerships
-Contribution of capital
-Transfer of technology and know how

-Establishment of clear ground rules

E.g. Private investment drove rapid growth in wind & solar across Chile, Brazil, and
Mexico

WHAT IS A CIRCULAR ECONOMY?

Production, supply and consumption model that keeps materials in closed
loops, reducing pressure on finite natural resources and minimizing waste

[ 2 Retuse and v |
The 6R Principles: A Hierarchy of Actions for Circularity
BE==T
\
Fs
Core goal is to refuse (or significantly reduce) the ) E==
use of raw materials entering the system
ebobiah
[
This is accomplished by closing the loop!! m

Souree: Glebial Infastructure Huls

Figure 80. Session 11 (Slides 13-16)
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WHY TRANSITION TOWARDS A CIRCULAR
ECONOMY?

Mitigating climate change Mitigating risk of resource scarcity

# Circular economy complements
renewables and energy
efficiency

* Decreases dependency on raw
materials

) . + Builds local, secondary supply
® Helps reduce GHG emissions . chains
linked to material use
¢ Essential to meet the 1.5°C Paris

Agreement target

Short term

veeumeern ROADMAP FOR ENABLING CIRCULAR
“E" ECONOMY POTENTIAL IN INFRASTRUCTURE

@

—
Supporting incubation of

International
collaboration

Raising awareness on the
circular infrastructure

Collecting data-based

. Innovative national and
evidence on impact for

circular infrastructure sedtoral strategles ferhriploy benefit
Ba L= (&
Aligning circularit
'Ening Y Models for policy Procuring and applying Developing a collective

principles with existing
impact frameworks

Encouraging data sharing
and management

innovation sandboxes new technology vision

Adopting effective

—
—
Reforms around policy
and regulation

] L=

= 1=
Scaling technology through
international marketplaces

circular frameworks 19

Figure 81

WHAT IMPACT CAN INFRASTRUCTURE HAVE IN
ADVANCING THE CIRCULAR ECONOMY?

Based on a 2018 study by the Gl Hub, infrastructure accounted for 50% of GHG
emissions (higher today due to increased global infrastructure activity)

Figure 2: Estimate of infrastructure's contribution to
lobal GHG emissions (by aperational and embodied GHG
emissions) (2018)

— 40% from operation

— 10% from embodied emissions (materials)
+Infrastructure consumes over 50% of the
world’s materials

Circular economy helps by:
* Embodied emissions — minimising raw
material input
 Efficiencies through material/design
innovations

i« Embodied

Operational = £ -
Source: Glbal Infrastructure Hub snabysls

38% OF GLOBAL ENERGY-RELATED
CARBON EMISSIONS COME FROM
BUILDING CONSTRUCTION AND
OPERATIONS

. Session 11 (Slides 17-20)

WHAT IS A GREEN BUILDING?

Building that is designed and equipped in a way that helps preserve or
enhance the well-being of the environment and community around it

¥ Key Features
* Energy and water efficiency

* Use of sustainable or
recycled materials

* Lower emissions and waste
generation

TORRE IBERDROLA IN BILBAO

100% renewable energy
sources

40% reduction in standard
water consumption

Climate Control
Systems

Energy Efficiency

At least 20% recycled
materials used

20% locally sourced materials
— Lowers environmental

= - * Sustainable site selection . impact from transportation »
@ LEED certification LEED CS 2.0 Certification
BUILDING CLEAN Al INFRASTRUCTURE EXAMPLES OF GREEN INVESTMENTS IN Al
Data centres, essential for Al, are massive energy consumers | N FRASTRU CTU RE

Promising technologies:
* Advanced nuclear
* Geothermal energy
* Dispatchable solar

A WARNING

Most data centres still
rely on fossil fuels and
lithium-ion batteries

Combining these can build a
resilient, low-emissions
infrastructure for Al

YTL Green Data Center Park (Malasia)

First integrated data center park powered
by renewable solar energy in Malaysia,
with a capacity of 500 MW

Equinix (USA)

Issued a total of USD$1.21 billion in green
bonds, financing renewable energy and
decarbonization solutions for its data
center network

Figure 82. Session 11 (Slides 21-24)
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SDGS IN IBERDROLA'S BUSINESS STRATEGY

One of the utilities
with the highest
water productivity

Pioneers in the energy transition
with an investment of €120 billion

over the past 20 years
Inclusive and

sustainable
industrialization

On the path to a zero-

H emissions future . ——
Main focus Direct contribution

13 Rifam

National and
international
partnerships

No net loss of
biodiversity by
030

Final Degree Project Report 2025
Blanca Serrano Vazquez

ENVIRONMENTAL OBJECTIVES

CO:
GHG Emissions Pollution
= Net-zero by 2039 across full value * Cut NOx emissions intensity to
chain <0.10g/kWh by 2030 (target
«§.20% by 2026 (Already achieved) achieved)
»%65% emissions by 2030 (Progress: s -
‘Sustainable CAPEX

63%)
=§.90% by 2039, aligned with SBTi
(Progress: 45%)

* Around 90% of organic CAPEX
aligned with the EU Taxonomy

(target achieved)
Biodiversity Reforestation
« Net positive impact on = Zero net deforestation by
biodiversity by 2030 - 2025
Recycling = 20 million trees planted by
Water = 50% blades & panels recycled by 2030
2025-26, 100% by 2030 (Progress: &

ﬁ « 3 63% water use intensity

by 2030 (vs. 2021) 98.4%)

Figure 83. Session 12 (Slides 1-4)

SOCIAL OBJECTIVES
Access to Electricity

Provide electricity to 16 million people
without access by 2030
(Progress: 86.3%)

Health & Safety

Work-related injury rate: ¥ by 10% in 2025,
13% in 2026, and 21% in 2030 (vs. 2021)
(Progress: 90.5% toward 2030 target)
—

9

Suppliers

R+D+ ot 2

Annual investment of:
* €420 million in 2025

* €443 million in 2026

n L
® €550 million in 2030 -

(Progress: 73% toward 2030 target)

285% sustainable
sourcing by 2025-2030
(Target achieved)

EUROPEAN REGULATION

KPMG reviewed the NFIS and the 2024 Sustainability Report

Verified that Iberdrola:

Q Complies with Directive (EU) 2022/2464
(CSRD)

o Applies the ESRS (European Sustainability
Reporting Standards)

0 Complies with the European Taxonomy
(Regulation EU 2020/852) in its
environmental section
6

INDICES AND RATINGS

Dow Jones
Top 1% S&P Global CSA S
Best-in-Class MSCI . ‘ o
Indices ESG RATINGS Top 1% S&P Global

ceel w e en A [ a QO ESG Score

Leader in the Electric
Utilities Sector

Top ESG rating from
MSCI

ECPI‘:;'r Sy

Included in the
leading indices

Rated @r

WOMER | SUSTAINALYTICS

ALIST rating in the
CDP Climate Change
Index 2024

In the Global Top 100 for :

Gender Equality in 2024 utilities

Among the highest-rated

DUAL MATERIALITY ASSESSMENT

Phase 4

Phase 3

rkiy |

Assessment of
impacts, risks and
oppertunities

Phase 2

Phase 1

Results of the
Double Materiality
Assessment

Identification of
impacts, risks and
opportunities

Understanding the
context of the company,
its sector and its key
Stakeholders

7

Figure 84. Session 12 (Slides 5-8)
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PHASE 3: DOUBLE MATERIALITY ASSESSMENT

Impact Materiality

s sar memadogy

Bianges o schustimpsst resuts ssortns,
e oo s b 015 3; marevaem e )

Lot
Assessed as follows:

srs st

I-* Current positive impact =Scale + Scope B8 Sigcant

| Potential positive impact =(Scale + Scope) x Probability £y, T,

p-s [om—

[ Current negative impact =Scale + Scope + Irremediable
character

|- Potential negative impact =(Scale + Scope +
Irremediable character) x Probability

a
Source: Iaerdrolas 2024 Sustaimabilty Fegort

’ Material: Critical, Significant
or Important

Financial Materiality

Initial risk inventory filtered using:

€ Risks with no or immaterial financial effect

() Potential Risks with a very low likelihood of occurrence
ROs associated with regulated activities with no financial
gains/losses in terms of sustainability performance

Final inherent risk inventary
validated by Country CROs

w

TOPICS AND SUBTOPICS OF MATERIALITY

EsRs Topic suB-ToPIC
1| [Camena crunce [ rre— 3 O Workag condtens
B | [Comeawen [ | Omnvo Exua roament and cpporentes o ad
BV | [Cometa e =3 51 O -
& | [Foasen Prten o Atectod ot
2 | [Fonsen hechor ot
B | [Foksen
& | [Fomson

=
B
8 Aect commumies
u
=
=

61 | [Buskss coneiet

o)

01 | [punmns corens ——

et g e o sy s
01 | [Busims rant

Pratas mgagenert wd wyey e

B
B | Bty mascosems|
o
w

5 | [Crrt conomy. Source: [berdralss 2024 Sustainabiliy Report

HOW IS THE BOARD OF DIRECTORS ORGANISED?

Board of Directors

2 vice-chairs + 1 lead

BOARD OF DIRECTORS: DIVERSITY OVERVIEW

Seniority of directors Policy in place since 2015 to guide Board

i "“'ml’.mm composition and member selection:
1429

05 years * Promotes diversity and inclusiveness

PXe T sl independent director TAE 55 « Commitment to avoid bias or discrimination
bt * Removing barriers to appointing female
Chief executive officer  Executive Committee directors
Gender diversity Nationalities
.{’ @ T é Kl L3
NS N 4 - = b
Audit and Risk : o U Unkedkinan
lslu teari\:isio: Sustainable € : Appointments Mo e ‘ '
by il i Development Remuneration Committee i
Committee s Committee st oty
12
Source: lberdrola
Figure 85. Session 12 (Slides 9-12)
EXCELLENCE IN CORPORATE GOVERNANCE RISK MANAGEMENT

Recognized by World Finance as the company with the best
corporate governance practices in Spain

Goes beyond legal
requirements

Governance system
based on ethical
principles,
transparency, and
global best practices

First IBEX 35 firm
with a public
Compliance

Transparency Report| Robust compliance

system

Leads with pioneering initiatives under its 13
permanent shareholder engagement policy

Iberdrola manages risks and opportunities to:

Achieve its strategic
goals with controlled
volatility

o Give strong assurance

° Protect the interests of
to its shareholders

investors, customers,

and other stakeholders

Maintain long-term

o Safeguard results and
corporate stability and

reputation

o Promote a risk-aware culture
among employees through
training and communication

i

KEY PILLARS OF RISK MANAGEMENT
Q Al 8

Continvous identification of T Holistic taxonomy and

sigrificant risks and threats ‘commen risk measurement,
control and quantification
standards

Risk appetite defined by the
Board of Directors

[ *
R (@ berdrola

, Clear definition of roles and
reputational and sustainability biliti

responsibill

impacts and supervis
o] 5 @

Evalisation of effectiveness of Independent audit of the Independence of Risk function

information systems and system

intermal control

Source: iberdrala

STAKEHOLDER ENGAGEMENT

Iberdrola has developed a responsible and resilient business
model that places Stakeholders at the heart of its strategy

Six main categories:

=
LT} il

Dot [

e frotremncd

To better target engagement
efforts to their unique needs and
expectations, these groups are
further divided into subgroups

Commnitas Suply chain

Source: Iberdrolas 2024 Sustainability Repart

Figure 86. Session 12 (Slides 13-16)
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GLOBAL STAKEHOLDER ENGAGEMENT MODEL

(1) ey > cosianes oy ma oy
SEGMENT Based o0 dely ‘Stakeholder
(2] cemenoloses vy froevibhen S0 Py

Source erols 1024 Susnabiy kepor:

|_3 PRIORITISE According 16 impact and
3| stananoiser catagories 7 eiuence cn vas ceaton I | Applied across:
4| oene Idrmason, conauiion
| leven of ngagement eracton o coravraton
g . .
5 e e A 5 main countries
engagament and creste naw ones Model — 6 stakeholder groups
gloson Sttt — Most Generation &
engagame: - categery
= Sustainable Energy
T oo P iy Litatimaiin facilities
8 IDENTIFY ) That help ereate value for Hake and
e ., Inisatives in eaton to
Feempn LZ'MMIE::’W
10| Honmor To snalyse outcomes and 17
and Repen st parmance

COLLABORATING WITH COMMUNITIES
"ELECTRICITY FOR ALL' PROGRAM

Iberdrola is creating stakeholder value by aiming to provide electricity access to over

16 million people currently without it by 2030
v Brazil
e
v

—“ Tanzania
Benin *

Source: lberdrala

Progress: From 2014 to the end of 2024

13.8 million people in emerging and
developing countries have access to
electricity

SUSTAINABLE FINANCE

New financing
€9,643 M

Graen

* 90% of the Company's investment plan
was aligned with the EU taxonomy (end
of 2024)

* World leader in green bonds

* Strong demand from sustainable 5 b
investors = e

] Sustainable (KPL-linked)
o 247
€36,758 M 3

Tota! green finance st
year-end 2024

€7,796 M

New green finance
transactions

B Credit
faclites

1,847
€M

' J
1000 o
Source berEalas It agrates Repart march 2025

IBERDROLA'S GREEN BONDS

In 2024, Iberdrola issued an €800 million hybrid green bond in the
Euromarket, aimed at financing sustainable energy projects

. . mes oversubscribed Bond's
75 times
A\ The o 353 billion in interest from coupon rate
attracting over rnational investors of 4.25%

more than 200 inte!

<

Iberdrola's most
competitive hybrid
transaction in three years

0

Figure 87. Session 12 (Slides 17-20)

Al APPLICATIONS AT IBERDROLA

Predicts future grid
maintenance

Predicts optimal wind

turbine locations and

forecasts solar/wind
production hourly

Detects maintenance
needs and prevents
issues

Protects wildlife by
detecting birds near
wind farms and

Estimates blackout
stopping turbines N

durations in the case

RESPONSIBLE Al

s First European energy utility to join the EU Al Pact

3

Framework that promotes the
ethical and responsible
application of Al

Iberdrola has an Al policy that includes:

* Registering Al models with risk
assessments

* Aligning practices with global
RIS & Iberdrola's Al Center of Excellence  *

Smart Services

Source: Iberdralas Integrated Report march 2025 £

of incidents 2 frameworks
SUSTAINABLE INFRASTRUCTURE CIRCULAR ECONOMY
smartsolutions forHoussholds.. ° Maximises energy R 1. Business Model -] I == ! 3. Life Cycle
efficiency i i B i i i
reduces energy Efficient generatl-un, lstorage, = Bl-—"l- m Use of innovative technologies
; transport & distribution of to:
consumption #
energy MAIN AREAS — Extend asset lifespan
° Red b —» Reduction of fossil fuels OF ACTION — Optimize water usage
Smart Solar C fucets c‘art on — Less water consumption
QUL and waste —
) —
Smart Mobility 2. Value Chain
Smart Home Collaboration with suppliers to:
+ — Higher rates of secondary raw
Smart Clima

materials
— Lower energy consumption
-— — Higher reuse and recycling rates

24

Figure 88. Session 12 (Slides 21-24)
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EXAMPLES OF CIRCULAR ECONOMY

Wind turbine blade recycling Nuclear Waste Management
In 2022, Iberdrola launched EnergyLoop spent fuel from Cofrentes is temporarily
to develop advanced recycling stored in pools and an Individual
techniques for wind turbine blades Temporary Storage (ITS) facility

Objective: Recover blade material for reuse Current nuclear technology does not
in sectors like energy, aerospace, automotive, allow reuse of spent fuel, but new
textiles, chemicals, and construction reactors may enable it

25

Figure 89. Session 12 (Slide 25)
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