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Investors are thinking in new ways about how their capital is handled. They are embracing digital technologies,
changing the way they interact with asset management firms and are more interested in social responsibility.
ESG is now a fundamental priority for sophisticated investors across the globe.

PwC estimated that overall ESG mutual fund assets will grow at a compound annual growth rate (CAGR) of 8.5%
between 2017 and 2025, to reach US$ 2.08 trillion.!! Investor demand and evolving regulations are pressuring asset
managers to enhance their current operating models and core processes in order to embrace ESG investing.

A wave of external factors are driving asset owners to consider and enhance their ESG efforts

Demand for ESG Global forces driven by rising public concerns over
Investments environmental and climate risks, are influencing
asset owners, asset managers and investee
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Therace is on to embed ESG in the investment process

In recent years, Hong Kong’s regulators have publicly recognised that ESG is crucial in maintaining Hong Kong’s position as an important
international financial center in Asia. In line with this, they are developing and enhancing the current regulatory regime to facilitate the
integration of ESG factors in investment decisions by businesses and asset managers.

International asset managers, particularly those headquartered in
the United Kingdom (UK) and the European Union (EU) are
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Figure lll: Maturity of Asset Management firm’s ESG practices
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Developing ESG investment products to meet the
demands of institutional investors
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Enhancing their business processes to comply
with regulatory requirements

Local Asset Managers
Increasing focus on ESG integration Educating their clients on the importance of ESG

Local asset managers are at risk leaving business opportunities on the table if they do not address the impact of ESG on their
operating model. In order for asset managers to successfully develop their ESG practices, it is crucial that they understand the
detailed implications of ESG on their target operating model and value chain.

Local asset managers should embrace new opportunities in ESG and be ready to:

+ Answer fundamental questions on their ESG criteria and methodology, ( »
/y including how ESG factors have been integrated into their operating model e ‘
|]|]|]|] Embrace regulation as a strategic driver of the ESG business
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Asset and Wealth Management Revolution: Investor Perspectives — Rethinking Purpose and Performance. PwC. October 2019.
https://www.pwc.com/gx/en/industries/financial-services/publications/awme-investor-perspective.html
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Integrating ESG in the asset management target operating model

Developing an ESG practice has implications on all functions within the asset management target operating model. The following are some
key guestions to consider when developing and enhancing your ESG practice.

Firm-wide Governance

Governance & Oversight

Do you have a firm-wide governance and oversight
framework that ensures business alignment with your
ESG strategy & vision?

Strategy & Vision

Governance &
Oversight
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Strategy &
Vision

Have you defined and documented your ESG
strategy & vision?
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Technology and Data
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Asset Acquisition

Asset
Acquisition
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How will you leverage technology to embed ESG
data throughout your operating model?

Have you defined your asset acquisition approach
for catering to the ESG needs of your investors?

ESG
Target \

Talent & Infrastructure

ESG Operating Portfolio
ESG Specialists Specialists Model Management Portfolio Management
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How do you plan on integrating ESG factors
and scenario analysis into your investment decision
making process?

..........................................................................................

Is your workforce-equipped with the required
ESG skillset?

Operational
Support
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Investment Management

Investment
Stewardship
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Operational Support Investment Stewardship

Do you engage with your investee companies on
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their ESG risks and data?
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How will your operations be affected by systematically
integrating ESG throughout the operating model?

...............................................................................................................
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How PwC can support your ESG transformation

Asset managers need to focus on ESG integration for their operating model and core processes to make sure these fundamental
areas are addressed. We can help asset managers to create opportunities on their ESG transformation journey.
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* Implementation of end-to-end ESG strategy
» Develop or review of ESG policies and procedures

* Implementation or review of ESG investment management
processes

* Implementation or review of scenario analysis for your
investment decision making

* Implementation or review of ESG product offering strategy
* Implementation or review of Internal product design processes
Independent product due diligence testing

Strategy ¢

» Product offering strategy including market intelligence
and research

* Impact assessment on your Target Operating Model
(TOM) Value chain

* Benchmark analysis (Peer/Product comparison)

Transparency & Disclosures

« Defining key performance indicators (KPIs) and E Awareness & Assurance

link to Sustainable Development Goals (SDGSs)
for measuring and reporting on ESG investments

» Assess and developing client documentation and A
reports

+ Sustainability risk reporting
» Public and client disclosures on the ESG philosophy and methodology adopted

* Employee training & workshops
Client education and awareness building
ESG implementation health check
@ * ESG process effectiveness review
» Assurance on ESG implementation
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What can your business achieve in ESG? Contact us and learn more.
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