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Presenter
Presentation Notes
Conduct research to assess the sustainability performance of companies. We offer this service to clients through: 

Sustainability Ratings and Analysis
Compliance Screening
Climate Risk Management
Advisory Services

Built on the combined expertise of RiskMetrics Group and Innovest, these solutions combine leading-edge research 
insights, data and  analysis to meet the range of investors' sustainability research needs.
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Sustainable Investing

Over 420 major institutional investors, with over $18 trillion in assets, have adopted 
the UN Principles for Responsible Investment (PRI).

5100 corporate participants and stakeholders have committed to the UN Global 
Compact. 

Over 380 leading global financial institutions, with more than $55 trillion worth of 
managed assets, are taking part in the global Carbon Disclosure Project (CDP).

Over 20 institutions from seven countries, with over $2.4 trillion in combined assets, 
have already invested in investment research in this area through the Enhanced 
Analytics Initiative (EAI). 

Key research clients include: JP Morgan, Goldman Sachs, UBS, HSBC, ABN AMRO, 
SSgA, APG, BNP Paribas, CalPERS, Hermes, and CPPIB

The momentum is building…

Presenter
Presentation Notes
The UN PRI:  6 sustainability principles to which investors commit themselves
These include incorporating ESG issues into investment analysis and decision making;
being active owners and incorporating ESG issues into ownership policies. 
(RiskMetrics has a comprehensive package of solutions to help investors meet their obligations under the United Nations Principles for Responsible Investment.)

The Global Compact: The UN Global Compact is a strategic policy initiative for businesses that are committed to aligning their operations and strategies with ten universally accepted principles in the areas of human rights, labor, environment and anti-corruption. 
CEO Water Mandate: An initiative assisting companies in the development, implementation and disclosure of water sustainability policies and practices. Endorsing companies are required  to report annually on their implementation progress. 

CDP: The largest database of company reported carbon emissions. Questions sent out to over 3,500 companies annually on behalf of investors

EAI: The Enhanced Analytics Initiative is an international collaboration between asset owners and asset managers aimed at encouraging better investment research, in particular research that take account of the impact of extra-financial issues on long-term investment.  In 2007, Innovest became the first pure research provider to be recommended by the Enhanced Analytics Initiative ($2.6 trillion in combined assets). Other recommended researchers were Goldman Sachs, UBS, and Morgan Stanley
17 out of the top 30 global asset managers in the world use Innovest research. $1.5 billion in domestic, international, and emerging markets sub-advisory mandates.
�
The research has moved fro the sidelines of SRI investment into the toolkit for mainstream investors that use this research in conjunction with traditional analysis. It is seen as an answer to missing elements of traditional investment research. 
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Innovest Global 100
MSCI World (Free)
Dow Jones Industrials
Difference G100 v MSCI

Sustainability Leaders: RMG’s Global 100

Presenter
Presentation Notes
RiskMetrics’ proprietary process not only does not sacrifice returns, it uses ESG factors to identify better-managed companies and financial outperformers 

As an ‘alpha overlay’, the RiskMetrics platform can add value to a wide variety of investment styles, products, and asset managers – long-only equities, fixed income, long/short, private equity

How does this apply to the water sector? How do we see managerial ability in the field of corporate responsibility tie in with effective risk management in the water sector here in California? This is how we might begin to assess the picture: 
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Intangible Value Assessment Rating Model
The overall IVA rating is an aggregate of performance factors that can be categorized 
into four pillars:

Stakeholder Capital
Regulators and policymakers
Local communities/NGOs
Customer relationships
Alliance partners
Emerging markets

Strategic Governance
Strategic scanning capability
Agility/adaptation
Performance indicators/monitoring
Traditional governance concerns
International “best practice”

Human Capital
Labor relations
Health & safety
Recruitment/retention strategies
Employee motivation
Innovation capacity
Knowledge development & dissemination
Progressive workplace practices

Environment
Board and executive oversight
Risk management systems
Disclosure/verification
Process efficiencies – “eco-efficiency”
Health and safety
New product development
Environmental/climate risk assessment

Presenter
Presentation Notes
The weight given to each pillar is relative to the sector and the sector key performance issues

Identify hidden risks and value potential in current and prospective portfolios�
Improve long term risk-adjusted returns�
Alignment – to reinforce program impact through investment strategy�
Respond to ESG concerns of foundation/beneficiaries and donors�
Demonstrate fiduciary best-practice – display leadership and generate reputational capital with both internal and external stakeholders�
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Pressure Points, Risk Management and Corporate 
Responsibility in California’s Water World

CUSTOMERS
New Suppliers;

Rising costs (for reduced 
consumption)

REGULATORS
Consumer protection; 

Bridge the funding gap; 
Resource protection

Private Water 
Companies

Rising operational costs; 
Increased regulation; 

Responsibility to 
shareholder

Presenter
Presentation Notes
Operators:
Operational costs: cost of supply, scale of infrastructure costs; energy costs; pensions and benefits incl. health care.
Regulatory Compliance: water quality & health and safety and the challenge of new contaminants. Strict performance targets (including water efficiency) = risk of contract termination. 
Shareholders: Responsibility protect rate of return and provide a return on equity. 

Outcome: A need to pass on costs through rate increases to customers via regulatory approval

Regulators:
Consumer Protection –Economic: affordable water rates. Health and Safety: water quality
Resource protection: Protect a dwindling supply, with increasing pressure placed on it from increased demand. 
Climate change will accentuate these pressures and will lead to cost pressures. These pressures are passed on to municipalities and private companies, and in turn to consumers.

Customers:
Operator and Regulatory pressure points are inevitably felt by consumers through rate increases (increasingly paying more for less).
Water is a basic human right that has been well protected in the past by rates that represent less than 1% of household income. This is highly politicized and there exists a high degree of risk that private water companies are perceived to pose a risk to this inalienable right  DESPITE regulator approval and subsidies such as WRAM which ensures customers do not pay more. 

Link: The key is to turn these points of competing interest into areas of cooperation. For private companies CR can play a very important role in overcoming these challenges
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Corporate Responsibility and Risk Management in 
California’s Water World

Effective Risk 
Management

Enhance Brand 
and Reputation
Outperformance
Access to New 

Markets

Stakeholder 
Engagement

Beyond Compliance 
ES&G Management

Transparency

Presenter
Presentation Notes
Stakeholder Engagement: Customers, Local Communities, Advocacy Groups, Regulators & Employees.
Every customer is part of the problem faced by the California water supply and infrastructure challenge and every customer needs to be part of the solution.  CR provides a platform to work together. 
Devise a CR a strategy to meet challenges together. One area for potential are issues surrounding climate change and programs to conserve water-  communicate efforts here e.g. metering.
Effective engagement and communication on what challenges a company faces, what it is doing to fulfill its part of the deal and what it can do to help customers fulfill theirs will manage expectations.

Beyond Compliance: Demonstrate a willingness to meet customer concerns beyond meeting regulatory performance targets. 
E.G.: Water Resource Management - demonstrate how water efficiency & leakage targets are designed to not only meet contractual requirements but how they may protect consumer interests in the long run. Recycling, protecting watersheds, energy consumption etc. 
Outcomes that may not be of immediate benefit to private investors, but equally protect the value of water as a commodity in the long run. 

Philanthropy can have a role to play. Align philanthropic efforts to core challenges to the business and industry. Philanthropy and an ability to develop meaningful local partnerships is something where we would see positive returns  - both in customer satisfaction and a proven ability to develop  positive relationships.

Transparency/Communication: As well as communicating the risks and pressures on their bottom line, companies need to be able to demonstrate clearly that they are meeting their responsibilities to all stakeholders. 
Demonstrating this through reporting on targeted outcomes is highly effective: leakage rates, water quality targets, spills and releases, energy efficiency etc.  Some of these may be metrics the company may already be collecting as part of asset management processes. 

Link: A clear focus on customer benefits as well as shareholder interests will benefit companies in the short and long run, contributing to their ability to grow.
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Corporate Responsibility and Opportunities in 
California’s Water World

Shrinking Supply & Growing Demand

Massive Investment in Infrastructure Required

Regulatory Change

Innovation

The Funding Gap

Private water companies have a role to play in a diversified investment portfolio

Presenter
Presentation Notes
Shrinking Supply & Growing Demand: This will answer the question of desired revenue growth, particularly with decoupling rate structures (WRAM) that eliminate disincentives for water conservation. 


Regulatory Changes 
Greater requirements, (e.g. water quality) raise operational costs and require greater efficiencies - placing greater pressures on municipalities. 

Innovation:  
Lends itself to private investors and companies that are most efficient in delivering technological solutions. 

Funding Gap:
USD 540 billion needed to replace infrastructure across the nation over the next 20 years.
Of the 2 billion that was ear marked for drinking water infrastructure in the US in the current stimulus package, California got around 160 million, while around 6.8 billion was applied for in funding. 
Opportunities in mid-size and smaller communities

Concluding:
As this market grows it is clear that the most efficient companies will be rewarded and CR should be part of the managerial toolkit.  Companies could not only gain competitive advantages on an individual corporate level, but CR would benefit private companies as a collective to gain more traction and enter new markets and grow their customer base as municipalities and end consumers entrust their water supply to private companies and investors. 
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For further information, please contact:

Sebastian Brinkmann
sebastian.brinkmann@riskmetrics.com
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