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Introduction

Sincethe UN advocated for Principles for
Responsible Investment in 2006, ESG
(Environment, Social, and Governance)
investments prioritizing sustainability have
shown rapid growth. Against this background,
the UN adopted SDGs (Sustainable
Development Goals), a set of international
goals for solving global social issues and

What should the relationship be like between
business and the SDGs or social issue
solutions? What kind of strengths can Japanese
companies display in the midst of this trend
sweeping the world?

Thisguide compiles the results of discussions
held at meetings of the SDG Management/ESG

realizing a sustainable world at the UN Summitinvestment Study Group established by METI in

in 2015.

Today companies around the world are
focusing their efforts on incorporating SDGs
into their management, and many initiatives
are also underway in Japan to incorporate
SDGs into management.

It goes without saying that the values of

November2018.

At this Study Group, the CEOs of companies
representing Japan, as well as investors and a
university president, confronted the difficult
topics mentioned above and engaged in deep,
multifaceted discussions. These discussions
revealed how great of an effort Japanese

Japanese companies and Japanese society areompanies have made to incorporate SDGs into

compatible with SDGs. Many members of the
SDG Management/ESG Investment Study
Group6 Iy laldbrracognized this fact, as
expressed by the following statements.

G ddgaShat corporations exist for the
sake of society and the people has been
passed down from one generation to the

management as their main business, and the
specific initiatives that they have promoted
ahead of other countries, and the essence of
these discussions has been condensed into this
guide.

At the start of study group, the chairman Kunio
Ito (professor at Hitotsubashi University) had

next as common sense in Japan, as you carthis to say.

asSsS Ay (KS
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should not only benefit the buyer and the
seller but also society as a whole) and the

growth in the future, they must tackle SDGs
and ESG investment head on. This is the

W52 (271 dz YSAI(Dodtringo? A (i & dundaBental dz@ universal approach

Moral and Economic Harmoygxpounded

by EiichShibusawa, th&’ ¥ | (i K S NJ 2 Finitltivasiielsfi®gdoSDGs must not be just a

capitalismQ

Japaneseompanies have achieved their
present growth by addressing social issues
for manyyearsp ¢

Yet the fact remains thaBDQrelated initiatives
of some companies have been evaluated as
GWwdzai O2LRAYy3 | YR
SDGs on to their existing initiatives

Sohow can Japanese companies go beyond
GLI AaGAYy3 A02ya 2y (KS
discover business opportunities in the SDGs
and incorporate them into their main business?

passing fad among companies. In modern
society, it is an attempt to continuously
reexamine and redefine the meaning of the
corporation.

We hope that this guide will serves as a
compass for future initiatives taken by

LI & {campahiesiafohd theQndrid &s thiey miked I NJA

relentless efforts to solve social issues with the
power of business and further improve their
corporate value, as well as the investors,

relatdd $htitutiois AayfcEhatibngl haveriménis & S 3

that support their initiatives.
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SDGs (Sustainable Development Goals)

Sustainable Development Goals (SDGs) are international goals for the years 2016 to 2030,
described in the 2030 Agenda for Sustainable Development, which was itself formulated
at the UN Summit of September 2015 as a continuation of the Millennium Development
Goals (MDGs) formulated in 2001.

1%

The SDGs consist of 17 goals (broken down into 169 targets) for realizing a sustainablé

world, andpledged b2 hyS A& [ STlG . SKAY Rpoce8sK NP dzaK (G KS
SUSTANSEEGEIALS Five Traits of the SDGs
LR e MR s B st 22 Universality: All nations take actionincluding

developed nations

Reflecting the principle of guaranteeing . B
Inclusiveness: ,yman securityd [ SI @S y2 2y S [6SKAYRE

Participation: All stakeholders take a role

Integration: Comprehensivelyork on the society, the

17 ELETU  SUSTAIN " economy, and the environment
DEVELOPMENT

GOALS

Transparency:Follow up on a regular basis

Source: Ministry of Foreign Affairs of Japan website

Government initiatives fo6DG business management

The Japanese government is advancing the SDG BuMia@sgementfromotion

Initiative to promote the incorporation of SDGs into the management strategies of
corporations as part of the Expanded SDGs Action Plan 2018 compiled by SDGs
Promotion Headquartersn June 2018. This effort will continue to be steadily advanced
in the SDGs Action Plan 2019, as decided on by the Bib@stion Headquarters
December 2018.

In November 2018, METI also established the SDG Management/ESG Investment Study
Group, which held 6 meetings attended by members including CEOs of companies
representing Japan, investoms universitypresident, ancheads frominternational
institutions. At these meetings, members focused on the successful caSEf
business managemeint Japan and abroad while discussing how companies can
incorporate SDGs into their management and from what perspective investors should
evaluate those initiatives. This guide compiles the results of discussions held at these
meetings.
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Part 1.

SDGs
A source of value

@ What SDGs Asad O2 YY 2 Y
mean for dt 20l t €I
corporations SDGuvill lightthe

wayto future
markets

It is said that achieving the
SDGs will require investment
in the range of $-7 trillion

per year worldwideThis
shows themmensity of the
needs around the world that
remain unfulfilled.

For corporations, SDGs
underscore businesssks
which cannot be ignored, but
also present opportunities to
create andcapturemarkets

of the future.

A

ThePoints in this guide are
important quotes fronthe
aforementioned leaders who
participated in theSDG
Management/ESG
Investment Study Group.
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SDGsasa O2 YY 2y f donhéctal cdPdrations
with the world

SDGs are global common goals to be achieved by 2030 which were agreed upon by the
United Nations General Assembly, and many players around the world act with the SDGs as
one of their prerequisites. SDGs represent unfulfilled needs of the world, which is to say
massive untapped markets, and participation by a diverse range of players is essential in
order to achieve these goals.

In these circumstances, the time has come for corporations to use SDG@s@LaYy Y 2 y
t |y 3 dar cdrBrdunicating with stakeholders around the world, while also being
evaluated within the SDGs framework.

Points

A By using the global framework of ESG and SDGs to communicate abroad, Japanese
corporations can expect to create a virtuous cycle that promotes a greater flow of
funding to Japanese corporations.

A The participation of corporations is essential in order to achieve SDGs. Corporations play
a role in employing people and leading innovation. They are also extremely important as
a source of funding. In the coming years, corporations will be benchmarked and
compared to others byheir commitment to SDGs

SDGs as a future oriented tool

SDGs represent a vision for the world to achieve by 2030. They do not predict the future as
an extension of what can be done now, but rather require a backcasting tool to work
backwards from this vision for the future and think of what should be done now.

What should the future world represented by SDGs be like? What path is drawn by
backcasting to reach that future? What investments and innovations are necessary to do
this? It is necessary to notaffirmthe status qudoy pasting the SDGs icon on existing
businesses, but use the SDGs as a future oriented tool to further refine the strategies of
corporations.

Points

A SDGs are future oriented no matter how far forward you go. The esser@B®fbusiness
managemenis how corporate executives will work on soéssuesvhichhave been left
untapped looking forward a full century.




SDGsRisksand opportunities in corporate management

Asthe whole world worksto achieveSDGsgoingbusinessaasusualwhile ignoringthis trend
can presenta risk to the sustainabilityof a corporation Workingto achieveSDGghrough
businesstrengthensa O 2 N1.J2 Nibuiidat@nfoRsustainabilityand offers opportunitiesto
win massiveuntappedmarkets

Points

A Risksposedto companiesthat do not work on SDGsnclude harm to their reputation,
violating regulationsif regulationsare strengthened,and customersnot buying their
productsanymore

A In the pastour company thoughthat by advancing initiatives related to ESG or
sustainabilitywe could raiseour medium term corporate value and become more
competitive, but recently every corporation is engaged in such initiativesgesioave
come to recognize not engaging in these activities as a risk itself.

A SDGeganbe seenasanopportunity for businesgrowth that mustbe taken

A It isimportant that the private sectorseethe SDGsisan attractive tool to foreseefuture
markets

A Thefirst companiesto ride the wave of reform created by new technologiesand new
businessnodelswill leadthe growth of thesemarkets

A ESGQelated initiatives thus far havebeen seenasa cost, a way to do what canbe done
usingprofits earned,but now they will be seenasinvestments

A With EVAmanagementas a base,an investmentplan hasbeen madeto reachpositive
EVAIn about 5 years However,we now recognizethat lookingat a longerspanof time is
necessaryn somesituations and we shouldadjustthe interpretation of the whole EVA
without changinghe basisof EVAmanagement

Total annual investment required to achieve the ambitious SDGs by 2030 is estimated to be
$5-7 trillion globally and the investment opportunities haveen calculated asl$2 trillion
in developingcountriesand a minimum of $1.2 trillion even in developed countries.

If the SDGs are achieved, when $5-7 T total annual investnent
accounting for external economic required to achieve the SDG
benefits such as improvements to

labor productivity and reduction of o 1
environmental burdensannual ! |

|
market opportunity of $12 trillion is | Annual market |

| opportunity by

said to be created by the year of | 8= ]
2030.

Source: Materials provided by UNDP
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Japanese corporate philosophy and SDGs TN

Many Japanese corporations believe that corporations exist for the sake of society, as
exemplified by thdamousmerchantsof Omi Province in the Edo period (AD 1603 to 1868).
These merchantsperated2 y (0 KS  LISdhp6ydshiJt SwirRwih), meaning that
commerce should not only benefit the buyer and the seller but also society as a.whole

SDGsre not an unknown foreign concept to Japanese companies, but simply another
embodiment of initiatives they have long practiced consciously based on their corporate
philosophy orcompany credo.

Points

Al & SESYLI) A ToA2SHRK A0éeS & 85ID/ALI2E NB KA IKfE & O2YLI (Ao
corporations and business practices.

A The idea that corporations exist for the sake of society and the people has been passed
down from one generation to the next as common sense in Japan, as can be seen in the
LINAYOA L B28KRA&al yRR2(GKS a52G21dz YSATIA D2A
of Morality and Economy) expounded by EiiShibusawa, the fathesf Japanese
capitalism.Even before being told about SDGs and ESG, Japanese companies achieved
their present growth by addressing social issuége fact that nearlyalf of all
corporations in business for 200 years or longer are in Japan is evidence of this.

>

Even without catering to investors,igpossible for companies to earn high evaluation

from investorghrough basingvork on corporate philosophy and undertaking challenges
within the spirit of the Japaneseorporation.Indeed Japanese corporations have been
working on SDGs since long before the modern idea of SDGs even existed. However, they
were not good at promotinghis explicitlyso even if they undertook better initiatives

than foreign companies, those efforts did not reach the rest of the world.

Startup companies and SDGs

For manystartupcompaniesthe purpose of establishing the company in the first place was
G2 a2t@0S | a20Alf A&aadsSe /2YLI yAaAsSa adl NGSR
'y SyR (2 3 areadidnéd wittthe\aNilasgphof the SDGs.

Points

A For large companies, the theme may be how to align their goals with the SDGs and how
to follow up on them, but in the case sfartup companiesthe very establishment and
mission of the company is often already consistent with SDGs.

10
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@ What SDGs mean
for investors
¢ SDG business
management and
ESGnvestmentc

SDGs posed the
j dzSa A2y
company still

ySOSaal NB

When deciding whether or
not to invest funds,
investors focus not on the
past but on the future value
of a company. As the values
of a society change, is there
a riskthat a companywill
become uncompetitive, or
can it be expected to enjoy
long term, sustainable
growth? The philosophy of
SDGs and ESG provides
clues to determine whether
or not a company has long
term corporate value.




Environmental changes affecting investors e

a0

As people become more aware of sustainability,changesin the regulations of various
countriesand LJS 2 Ljirefefedcesare havingan impact on the investmentdecisionsof
institutionalinvestorsin the form of ESGnvestment

Points

A

p>)

>

A

Backed by rising awareness among customers, recently institutional investors are
becoming more sensitive to SDGs and ESG. Especially at the insistence of European
institutional investorsasset managerare integrating ESG into their fundamental
management. Investors are also moving toward responding to climate and human rights
issues, and this will likely continue to progress.

European institutional investors are highly aware of ESG. It is typical in Europe, especially
in Northern Europe and the Euro Zone for companies to lose manager selection if they
do not incorporate ESG into investment process.

Theratio of passive investment has been increasing and if investors do not make
companies grow sustainably, then they cannot earn money. For that reason, investors
demand that companies make the purpose of their business cleard@mgaerm

schedule to achieve sustainable growth.

In Western countries, ESG and SDGs are often the first thing an investor asks about.
European investors in particular are sensitive to this.

A

1. UNPRI signatory institutions PRI Signatories and Scale of Operations

Scale of Management,
Every year more institutions signonto 55" {U""t:Tr"'"'mafi'”fg%
the UNPRI (United Nations Principles for g Soleyieeenent 5 395 1]
Responsible Investment) to promote 000 200
ESG, with more tha®,300institutions 1,500 150
totaling over 85 trillionin operating
scale as ofMarch 2019 Government 1,000 86.3 41 100
Pension Investment Fund (GPIF) signed ., 0
the PRI in Septemb@015. Japan is the
10" largestcountryout of 75 signator 0 0
instituti%ns as of I\>I/ay 2019. ey ,Lg@ig@ig@:,o@’i@"\i@"i@f;@%»%@%@i&i@g’i@”\%

Source: Created based on public UNPRI documents

2. Analysis by GSIA FIGURE 1: SNAPSHOT OF GLOBAL SUSTAINABLE
INVESTING ASSETS, 2016-2018

The world sustainable investment
balance was approximately $22.9 trillion

. Europe & 12,040 $ 14,075
in 2016,andthat number grew to $30.7 United States $ 8723 § 11,895
TH . . Japan & 474 $ 2180
trillion in 2018. In Japan as well, this canada + 1o s 1800
number grew from approximately $500 Australia/New Zealand s s s 784
billion to $2.2 trillion in the same period. TOTAL $ 22,890 % 30,689

Mote: Asset values are expressed in bilions of US dollars. All 2016 assets are converted to US dol-

SOUrCe: Excerpt from Global Sustaindhk:estment :;2:;;22 ;ﬁ:ﬁ:;g;;a[t;::sf::;;zi;egrfd 201E. All 2018 assets are converted to US dollars at the

I £ £ Ay OSustainBole 2ngelstemt n my &
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Evaluating long term corporate value and SDGs

Investorswantii 2 1y 26 I 06 2dzi alu® 2atidrdthah &spasDdes riiedzbidh
presented by a companyatchthe future vision for society? ESG and SDGs are the
standards for measuring this.

Points

A The idea behind the SDGs is not to ask whether a company has been needed so far, but
whether a company will be needed in the future. Investors are now focusing on more
GKFY S@OSNI O2YLI yASaQ FdzidzZNBE @t fdz2S® 9{ D I
0S06SSy I O2YLIlye yR +ty FaaSad YIFyl 3ISNE
Sy3aFr3aSR Ay GKS f2y3 GSNY | OGihINN AKSENR 122\
sound specific enough. We believe that evaluating the {@mm corporate value can be
inevitably managed by companies making risk management and strategies related to
ESG, and investors assessing them.

A Investors want to see thiengterm vision of acompanyPresenting what firms are
trying to aimfor in the futurewill earn a positive evaluation.

A We see investorsn a role to evaluataot the past, but ratherthe future value.

A Asset owners have a long term perspectiveasset managersust also interact with
companies from a long term perspective.

A We wish to understand ESG not in terms of corporate charity, but in terms of a

O Qx

rr
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O2NLIR2 NI A2y Qa loAfAGE G2 NBALRYR G2 Fdzi dzNJ

with recognition of the risk that companies may lose their current competitiveness in
some way as the values of society gradually change.

ESG investment by investors and

SDGs initiatives by corporates are The relationship between ESG investment and SDGs

tWO SideS Of the same COin The Solving social issues create business opportunities and investment opportunities
GPIF (Government Pension _ S‘memvwmﬂiﬂ% pE— More business opportunites
Investment Fund) of Japan, the GPIF | anagementt (KL

L —Company_;

g2NI RQa fIFNBSai

. ESG Promotion Signed in September 2015  Return

investor, has analyzed the ' T S————
g g Sustainable society

relationship between ESG

Creating Shared Value (CSV)

investment and SDGs. It came to .:E PRl ?Dxlg"
the ConCIUSIOn that Corporates _Principle.’L: We wiII_incorporaﬁe_ESG_ issues into
can increase long term Principle.2: We ail be acive owners and incorporate

ESG issues into our ownership policies and practices.

INVEStment returms for INVESIOrS | irhes e lcesempapizederonton oo
doing ESG investment by creating omited)

shared value through work on

SDGs, and by sustainably

improving corporate value

Source GPIRvebsite




. . . -
Performance of companies doin§DG business managemeRj

Although there is not yet an academicconsensuson the subject, researchshows that
companiesthat actively engagein SDGsand ESGtend to perform better than other
companies

It is expectedthat both companiesand investorswill rightly recognizeand evaluate the
possibilitythat SDG4dnitiatives and performanceof companiescorrelate and so promote
sustainableandlong-term improvementof corporatevalue

Points

A In Europe,a groupof the top 20%of ESGutperform the marketconsistentlyCompanies
with highESGscorestend to havehighervaluation lower volatility, and higherquality.

A ESGand SDGsare positivesfrom a performanceperspective A Harvardstudy in 2018
came to the conclusionthat venture capital firms with women working there have
increasedinancialreturns.

A With ESGnvestmentplayinga greater role than ever, from a capital cost perspective,
companiesthat meet ESGargets will be able to raise funds at low interest rates If a
O 2 Y LJ ggéndaidoes not conform to ESGphilosophy, then it cannot use this
advantage

A The fact that the market value of a companythat receiveseSGinvestmentdoes not
necessarilyincrease could be due to the fact that market participants do not fully
understandthe returnsfrom that investment

A It is too late for investors to take actions when corporate performance by ESG
managemenis secured Onthe other hand,we considert necessaryo havethem make
investmentsin which ESGs reflectedin the price. Companiesnay feel dissatisfiedwith
Ay @S shipa-thi#isn, but we feel that it could be corrected We believe that it is
necessaryto createa virtuous cyclein which ESGnanagemeniaffectsthe price, sothat
companiesare encouragedo work with ESGnanagemenivith confidence

\[J
M
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Ad o NAtR IS ¢
multi-
stakeholders

SDGs brings
participation by all

The 17 SDGs are ambitious,
universal, and cannot be
achieved with the strength of
just onecompany. SDGs serve
asad O2YY2y fand/3d
node for various players,
bridging the gap between
companies and stakeholders.
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The millennial generatiowill be the primary stakeholdelis the future, as consumers, as
employeesas investors, and as entrepreneurs. SDG business managearehe made
even more significant by understanding the values of millennials.

Points

A Young people think frorm&{ 5 D Y pdiispe@tiSe; and the urge to solve social issues
istheir motivating force behind their actions. For that reason, it is extremely important
for startupcompanies to show that their corporate philosophy fits the mega trend of
SDGs in order to hire millennials.

A Millennials look closely at how a company handles its social commitments and values, so
it is too late to turn to ESG management after you have the evidence that you will make
a profit.

A It seems that millennials would rather not work at companies if they cannot get a visual
sense for how those companies are making social contributions. They are looking for the
purpose to work there or purpose to consume their products, and the time has come
when companies that cannot visualize this will not be able to attract ESG funds from
investors or recruit skilled talent from the millennial generation.

>

It is said that inheritance from baby boomers to millennials with reach its peak during
2030 to 2045, a total amount of which could be 3.3 quadrillion to 4 quadrillion yen. Their
investment activities will be based on the same ideas they have in their choices of job
hunting and their salaries. They would want to invest in companies that have social value
and not in companies that damage on environment, and they do not mind if it may harm
their performance somewhat.

A

According to a survey of millennials (the generation that reached adulthood in the early 2000s),
yo: 2F GKSY (GKAY 1 0KI tiotbérhedsdrédnly y fihayicialb dza A y S 3 &

LISNF2NFKKOSe $Att Syyalta O2y&aARSNI aD2Fta | O2YLl
520AS08¢ FYR GLYLINROSKLINRGSOG (KS SYGBANRYYSY(és

tobed DSYSNI S LINBTAG¢ thefeReemStiNda@h§jor Gap Fetweeh Be/ O8 = ¢
ideas of employers and millennials.

________________________________________________

Source: Excerpted from Deloitte Touche Tohmatsu Limited 2018 Deloitte Millennial Survey
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