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1. Green Finance

1.1 Meaning

Definition of Green Finance (IDFC):

The International Development Finance Club (IDFC) defines green finance as
financial investments flowing into sustainable development projects and
initiatives, environmental products, and policies that encourage the
development of a more sustainable economy
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In June 2007, the European Investment Bank issue the world’s first labelled green
bond — a 600 million Euro-dollar transaction labelled a ‘Climate Awareness Bond’
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- Green Building
- Green Plant & Equipment
- Green Production Process

Sustainable environment for Happier/Green/ Sustainable
people to live in Society
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> The term “ESG” stands for Environmental, Social and Governance. ESG can be
defined as an evaluation framework which prescribes a set of E, S, and G factors in
the investment decision-making process to evaluate companies and institutions for
the purpose of “sustainable investing”.

» The idea of ESG was first formally developed in December

2004 when the U.N. Global Compact produced a report (QJ
entitled Who Cares Wins.
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» The report argues that the financial industry should
integrate ESG aspects in asset management, securities Who Cares Wins
brokerage services and the buy-side/sell-side research. Connecting Financlal Markets

to a Changing World

Recommendations by the financial industry to better integrate environmental,
social and governance issues in analysis, asset management and securities brokerage

» Such ESG integration can lead to more resilient investment
markets and contribute to the sustainable development of
societies.
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2. From SRI to ESG: The Path to Sustainable Investment (E) & 35

2.1 Defining SRl and ESG

Socially responsible investment (SRI) has been around for over 90 vyears, but
Environmental, Social and Governance (ESG) factors are a relatively new. ESG became
prominence in 2006 with the launch of the UN PRI (Principles for Responsible Investment).

Focus

Principles Focus Returns Focus

Investments driven first by ethical principles, then Include long-term sustainability factors in
extended into religious, cultural and organization research to identity firms with higher
values. investment potential.

Use Negative Screens Use Positive Screens
Remove investment choices that do not need Assign scores to ESG factors to guide investment
organizational value (eg. remove tobacco firms). choices instead of exclusion.

Source: https://www.commonfund.org/news-research/blog/what-are-the-differences-between-sri-and-esg/
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Measuring ESG Investment Performance: A Benchmarking Issue

Ge Key Challenges: \

» Quantify Social Return using
scientific or systematic KPlIs.
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» Integrate Social and Financial
Return into a composite
performance indicator.
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» Large scale research to profile inancia Financial Return
Return

ESG preference in terms of
utility function is needed to

form a scientific database to 2 & @
construct benchmarks related E

to ESG investments.
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— Professional services advancement support scheme (PASS)

Friends of the Earth (HK)-PolyU Partnership for ESG investment initiative

CESEF

Ce nte I Drucker Academy-PolyU Partnership for ESG Entrepreneurship and MLA Leadership

== Investment Education Pledge &g

1. Friends of the Earth
HKD 10 mil

2. Hung Fook Tong

HKD 2 mil
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3. A Green Financing Model

The green-bond/ESG investment loop

G reen Issues a green bond (green effort) Impr ovement in ESG

performance

Bond issuer Attracts new fixed income investors (increased rating)

with climate focused preferences

Motivates
firm to issue
more green
bonds

ESG
Investor

Stimulates new equity demand Positive signal to existing ESG investors




