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Milton Friedman: “there is one
and only one social responsibility
of business - to use it resources
and engage in activities designed
to increase its profits so long as it
stays within the rules of the game,
which is to say, engages in open
and free competition without
deception or fraud."”

The Only Responsibility of Business Is to Maximize Profit
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Complicated World of ESG

Navigating the ESG Landscape
Indices, Rankings & Ratings
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Reporting Standards
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Indices, Rankings & Ratings: Assessing ESG
performance.

Framework: A set of principles and guidelines for Standard: Detailed requirements of what should
how information is structured. be reported on each topic.




ESG is Not Longer
Important

Record Outflows from ESG Funds

In Q1 2025, global sustainable funds experienced a record
outflow of $8.6 billion, with Europe seeing its first net
outflow since 2018.

Political Shifts Impacting ESG

The return of U.S. President Donald Trump has led to a
rollback of climate and social initiatives, influencing global
asset manager strategies and marketing of sustainable
products.

Greenwashing Crackdown

The EU's upcoming stricter anti-greenwashing rules led
335 funds to change their names in Q1 2025, including
116 that removed ESG references.

Regulatory Simplification Efforts

The EU is considering simplifying its ESG reporting
obligations by consolidating various regulations into a
single omnibus regulation, aiming to reduce the regulatory
burden on companies.
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GREENWASHING REGULATORY
CRACKDOWN SIMPLIFICATION

@ EFFORTS

RECORD OUTFLOWS POLITICAL SHIFTS
FROM ESG FUNDS IMPACTING ESG

Sources:

Trump agenda drives record outflows from global sustainable funds, Morningstar says. https://www.reuters.com/sustainability/climate-energy/trump-
agenda-drives-record-outflows-global-sustainable-funds-morningstar-says-2025-04-24/?utm_source=chatgpt.com

ESG fund outflows hit record as sustainable investing backlash grows. https://www.ft.com/content/9f425c25-4fc3-45de-bcc5-
€9c75d6d14d3?utm_source=chatgpt.com

ESG fund outflows hit record as sustainable investing backlash grows. https://www.ft.com/content/9f425c25-4fc3-45de-bcc5-
€9c¢75d6d14d3?utm_source=chatgpt.com

ESG: A Review of 2024 and Key Trends To Look for in 2025. https://www.skadden.com/insights/publications/2025/01/esg-a-review-of-2024-and-key-trends-
to-look-for-in-2025?utm_source=chatgpt.com
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https://www.skadden.com/insights/publications/2025/01/esg-a-review-of-2024-and-key-trends-to-look-for-in-2025?utm_source=chatgpt.com

ESG Is Not Longer
Important

Sources:
Investors With $6.8 Trillion Warn EU Not to Bow to ESG Backlash: https://www.insurancejournal.com/news/international/2025/02/06/811013.htm?utm_source=chatgpt.com

Corporate Pushback on ESG Regulations W

Major European companies, including TotalEnergies
and Unilever, argue that stringent ESG regulations are
placing them at a competitive disadvantage compared
to U.S. counterparts, potentially leading to
considerations of relocating listings or investments.

Defense Industry and ESG Conflicts

Private credit firms are reconsidering ESG restrictions
to enable financing of Europe’s expanding defense
industry, driven by strategic imperatives following
geopolitical tensions.

Farmer Protests Against Environmental Policies

A wave of farmer protests has erupted across Europe,
demanding an easing of the EU’s environmental
policies, highlighting tensions between sustainability
goals and economic realities for certain sectors.

Investor Concerns Over ESG Rollbacks

A group of investors representing €6.6 trillion in assets
Is urging the EU not to dilute ESG regulations, warning
that doing so could create regulatory uncertainty and
jeopardize the bloc’s sustainability goals.

The anti-ESG backlash is not just an American phenomenon as Europe waters down its sustainability agenda. https://fortune.com/europe/2024/02/22/anti-esg-backlash-america-europe-waters-down-sustainability-agenda-environment-politics/?utm_source=chatgpt.com

Private credit firms take aim at ESG for holding back financing for European defence. https://www.ft.com/content/5c¢1b8f61-1399-4057-bd07-f3ae71b3336¢c?utm_source=chatgpt.com
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CEOs Do Not See ESG As Business But Rather a Regulatory Issue

Importance of sustainabllity according to CEOs, Indexed to 2018

160
( A) Inflation
140 [ X)) Artificial intelligence
( X ) Growth concerns
120 \ A Geopolitical uncertainty
100
2018 19 20 21 22 23

Note: Based on separate CEO surveys
Sources: IBM: Gartner; PwC; KPMG; Bain analysis
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And the COStS Of ESG Are R|S|ng www.glceurope.com

The future
of European
competitiveness

Part B | In-depth analysis and recommendations

SEPTEMBER 2024 *
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magnined by a lack of guldance to facllitate the application of complex rules and to clarify the Interaction
between various pleces of legislation. The goal of this framework Is to strengthen rules concerming the social and
enviconmental information that companies have to report. This entalls 3 major compliance cost for companies In the
EUL ranging from EUR 150,000 for non-listed undertakings to EUR 1 million for listed onesid, Moreover, risks of over-
compllance (e.g. over-reporting) exist across the value chain. Reasons for this currently include unclear definitions
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Still, There Are Some Bright Spots

» 81% of consumers prefer sustainable brands,
and 66% are willing to pay more for
sustainable products .

« ESG commitments resonate with potential
employees, particularly millennials and Gen Z,
who seek employers aligned with their values.
This trend is echoed in research showing that
companies prioritizing ESG are more likely to
attract and retain top talent .

« ESG performance has improved investor
confidence, leading to better access to capital.
Studies have found that companies with strong
ESG practices often experience a lower cost of
capital due to increased investor confidence .

Sources:
https://www.brightest.io/sustainability-business-case/?utm_source=chatgpt.com

Europe accounts for the vast bulk of sustainable funds by assets

Assets under management by sustainable funds at end of March 2025 (Sbn)

Rest of world

https://resources.joindeed.com/deed-resources/esg-as-a-competitive-advantage-how-fortune-500-companies-are-using-sustainability-to-stand-out?utm source=chatgpt.com

https://dash.harvard.edu/server/api/core/bitstreams/7312037d-76e5-6bd4-e053-0100007fdf3b/content



https://www.brightest.io/sustainability-business-case/?utm_source=chatgpt.com
https://resources.joindeed.com/deed-resources/esg-as-a-competitive-advantage-how-fortune-500-companies-are-using-sustainability-to-stand-out?utm_source=chatgpt.com
https://dash.harvard.edu/server/api/core/bitstreams/7312037d-76e5-6bd4-e053-0100007fdf3b/content

Why Internal
Auditors Are
Focusing on
Compliance and
Not ESG
Strategy?

Sources:CEB 2014. Share Shocks Analysis.

Likelihood of Occurrence
Percentage of Risk Failure
Leading to a Significant
Market Decline?

86%

9% B

3% ma—

2% =—

Strategic
Business
Risks

Operational
Risks

Legal and
Compliance Risks

Financial
Reporting Risks

Risk Category
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Executive Time Spent
Percentage of Time Spent
by Audit Departments

on Risk Types



Connecting ESG
and Strategy

* Competitive advantage is defined by an
organization’s ability to outperform its
competitors and deliver added value to
customers.

* An essential aspect that ties into all these
steps is the need to be politically savvy
within the organization when it comes to
sustainability. Sustainability is often
perceived as a pet project, a
regulatory/compliance issue, or merely a
good PR strategy.

* Internal auditors should leverage their
organizational power — without which
change is impossible — to convince
decision-makers that sustainability is not
only an ethical business practice, but also
a sound financial strategy.

www.glceurope.com

PERSPECTIVI
INSIGHTS -

Sustainability

PART 71: Preparing for the Next Wave of Sustainability Regulations
PART 2: How the Focus on Sustainability Is Driving Data Governance

PART 3: Change Management Strategies for Successful Sustainabmty:"&%%mance
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Four Steps of
Audit of ESG
Strategy
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Four Steps of Audit of ESG Strategy

\ Step 1: Assess
Stakeholder Expectations
| \”

\ Step 2: Strategic
/' Analysis

\2

\ Step 3: Strategy
Creation

\2

\ Step 4: Strategy
~ Execution




ESG Strategy
Step 1: Assess
Stakeholder
Expectations

A detailed assessment of key stakeholder
expectations — including customers,
employees, suppliers, local communities,
and shareholders — is critical for a valid
stand-alone ESG strategy.

These expectations should be used to set
clear strategic priorities.

Auditors should assess whether the
organization performed the materiality
assessment objectively by using
appropriate techniques and including a
broad spectrum of internal and external
stakeholders.

www.glceurope.com
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One day Alice came to a
fork in the road and saw
a Cheshire cat in a tree.

"Which road do I take ?"
- She asked. "Where do

D g . you want to go?" was his
% 1y response. "I don't know,"
/’_ Alice responded "Then
said the cat, "it doesn't



Importance to stakeholders

very high

low

>

The Materiality Assessment I

B Very high importance
P High importance

| Low/medium importance

'@ Biodiversity . Environmental

Social
‘Community engagement

. GCovernance

Fictional exarmple

low

very high i created by
Business impact # envoria




ESG Strategy
Step 2: Strategic
Analysis oo
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* Reliable Data Sources. Internal auditors
should pay particular attention to the
source of the data, as unreliable and
politicized information and greenwashing
are widespread.

« Black Elephants. Ignoring trends such as
climate change, the need for work-life
balance, and the importance of pay equity
puts organizations at risk because once the
elephant becomes real, the quick-win
solutions will no longer suffice.

* Red Herring: These are distractions—
initiatives or data points that draw attention
away from core issues. Internal auditors
must be alert to efforts that look impressive
but don’t address fundamental risks, such

BLACK ELEPHANT: “A cross
between “a black swan” (an unlikely,
unexpected event with enormous

as flashy ESG reports that mask deeper I s ol ey
operational problems or diversity metrics Bt o e

one day it will have vast, black-swan-

that lack meaningful inclusion efforts. Hke consequences.”



ESG Strategy www.glceurope.com
Step 2: Strategic Analysis

ESG Components. Organizations often Best Practices. Internal audit should look Sustainability Opportunities. Companies
focus only on identifying environmental for sustainability best practices both with play-to-win strategies rely on
risks and opportunities, so internal audit within and outside the organization’s opportunities and breakthrough

should ensure they pay attention to social industry. innovations rather than on mitigating risks

and governance risks, as well. and developing incremental innovations.




ESG Strategy
Step 3: Strategy Creation

ESG Integration.

Internal auditors should check whether
sustainability is really a core part of the
organization’s overall strategy, with clearly
defined activities and objectives, and not just a
part of some minor activities.

Participation.

Internal auditors should assess who
participated in strategy development and
whether the organization integrated ideas and
suggestions from overlooked or less-influential
groups.

www.glceurope.com

Shadow boards can help companies with two pressing issues:

*Millennial workers’ disengagement
*Executive teams’ inability to keep up with changing market
conditions.

They can help with business model reinvention, cultural
transformation, and process redesign.

*Business model reinvention. Facing increasing pressure from
Airbnb, French AccorHotels needed a new business model. Top
management asked marketing to develop a brand for Millennials.
However, after two years marketing came up empty. Arantxa Balson,
chief talent and culture officer, decided to turn the project over to a
shadow board. In 2018, the Jo&Joe brand was born. Considered “an
urban shelter for Millennials,” the brand communicates creativity,
flexibility, and a strong sense of community. According to Balson, the
shadow board succeeded in part because they focused on their
vision and developed their point of view “regardless of all internal and
cost constraints.”




ESG Strategy
Step 3: Strategy
Creation

* Goal Setting. Internal audit’s role should be
to focus on how the organization plans to
achieve its ESG mission and goals and
assess whether they are based on the
strategy.

» Performance Indicators. Internal auditors
should assess whether the organization
has put KPIs in place with targets for all
strategic objectives and sustainability
impacts. Internal auditors also should check
whether KPI metrics are methodologically
sound and based on reliable data.




ESG Strategy
Execution Risks

6. Just not credible
"Eco-friendly’ cigarettes
anyone? ‘Creening’

a dangerous product
doesn’t make it safe

7. Gobbledygook Q

Jargon and information
that only a scientist could

% % ' check or understand
'. 3 % 8.Imaginary friends

N 3 i Alabel’ that looks like third-
3. Suggestive pictures party endorsement...except
Green images that indicate a (unjustified) green L f o it's made up
impact, eg flowers blooming from exhaust pipes e

1. Fluffy language
Words or terms with no clear
meaning, eg ‘eco-friendly’

2. Green products v dirty
company

Such as efficient light bulbs made
in a factory which pollutes rivers

: 9. No proof
4. Irrelevant claims It could be right, but
R ITHiNG) - Emphasising one tiny green attribute where's the evidence?

PREELT when everything else is un-green

[ 333
5. Best in class? & ﬂ

Declaring you are slightly greener than the
rest, even if the rest are pretty terrible

10. Outright lying
Totally fabricated claims
or data
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We’'re living in the golden age of greenwash. And
companies are finding ever newer ways to pull the
. wool over buyers’ eyes, creating distinct types of

greenwashing to look out for, such as.

U

GREENWASHING ™ | GREEN %
—

When companies make misleading

claims about their environmental @ CROWDING

credentials to get people interested. ivatves hldliig Inasaroun

and moving at the speed of

G R E E N S H I FTI N G the slowest adopter of

sustainability policies.

Is when companies imply that
consumers are at fault and
shift the blame onto them. - G R E E N
1~ LIGHTING

E In a greenwashing context, is

— when a company spotlights a
@ @ particularly green feature of its
operations or products. This

tactic aims to draw attention
G R E E N away from environmentally
damaging activities being

RI NS I N < conducted elsewhere.

Refers to a company regularly changing its
ESG targets before they are achieved.
Short for Environmental, Social and
Governance, ESG is a set of standards
measuring a business'’s impact on society,
the environment, and its transparency and
accountability.

VA

GREEN
LABELLING

Is a practice where marketers
call something green or
sustainable, but closer
examination reveals this
to be misleading.

L. And now there is also GREENHUSHING

It's when organizations choose to under-report or hide their
green or ESG credentials from public view for fear of being
accused of greenwashing!




ESG Strategy
Step 4. Strategy
Execution

Cascading. Lack of ownership and accountability is
one of the main reasons why sustainability strategy
execution fails. While the ultimate responsibility for
implementing a successful strategy lies with the
board, good cascading ensures a high level of
hierarchical alignment along strategic objectives.

Communication. Employees should receive timely
and relevant information, which should flow from top
to bottom and vice versa.

Tone at the top. Internal auditors should look for
tangible signs of a positive sustainability tone by
checking minutes of board and management
meetings and the frequency and depth of ESG
discussions.

A, o0
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ESG Strategy
Step 4: Strategy
Execution

Rewards. Internal auditors should
check that the right sustainability
KPIs are included, and that
appropriate weight is given to ESG
criteria.

Check-ups. What gets measured
gets done. This is even more true
for sustainability, where the KPlIs
and measurement systems are
evolving.




Essential Steps for
ESG Strategy Success

« Leadership buy-in and support.
 Skilled implementation.

« Alignment between specific initiatives
and general strategy.

 Effective planning.
« Good communication.

 Ability to manage organizational
change.

» Adequate funding for strategy
Implementation
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THANKS

matej.drascek@gmail.com



