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Why is ‘Governance’ crucial in ESG reporting?

identify Governance as surveyed Viethamese companies rank
the most influential factor on their purchase behaviour ‘Governance’ as the top priority on the organization’s
over Social at 51% and Environmental at 46%. strategy over ‘Environmental’ and ‘Social'.

Q: Rank by order of importance the following factors to
the organisation’s strategy (Top priority)

G

human rights and diversity and transparency in business practices, seem to be : " Governance
more of an influencer than environmental factors when it comes to purchasing

Interestingly, though, social and governance factors, such as a commitment to

| =
decisions. Young people are particularly tuned into ESG concerns, with millennials Tery ’
and Generation Z significantly more likely to consider ESG in relation to trust, Energy’ Utl|ltleSt & ielchnology, Megla & 62%
advocacy and purchasing from companies. GSOUFCBS. Seclors e ecommunlca Ions
= . are more likely to are more likely to
_To what extent would a company’s environmental, N > prioritise this factor prioritise this factor
social and governance actions influence your
| behaviour to purchase a product or service from

the company?

(Showing answers only from respondents answering ‘often’ or

‘always’)

e.g., commitment to reducing carbon emissions, using recycled materials EI’“IViI'Oﬂ me ntal

or reducing plastic waste in its products ) S

Social factors .

e.g., supporting human rights, supporting diversity and inclusion of workers 22% SOCla’

and staff, or supporting local communities

Govemance factors Global values for comparison 1 6 0 /o

e.g., being transparent and ethical, complying with regulations, or
managing customer data and privacy appropriately

References: PwC, 2022

Industrial manufacturing is present across all 3 dimensions


https://www.pwc.com/vn/en/publications/2022/pwc-vietnam-esg-readiness-2022-en.pdf

Why is ‘Governance’ crucial in ESG reporting?
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Risk management & compliance

Strong governance manages risks effectively and ensures
appropriate checks and balances, and decision-making
processes to reduce the possibility of regulatory breeches and
unethical practices.

il

Stakeholder trust and reputation
89% of surveyed investors support mandatory ESG performance
reporting based on globally consistent standards (EY,2021). Thus,
transparent reporting, ethical behaviour and accountability help
build trust with stakeholders which contribute to the company’s
reputation as reliable and trustworthy.

References: EY, 2021. , BDO Australia, 2023, PwC, 2022, WEF, 2022

Q

Long-term corporate strategies

Good governance that integrates ESG into core company
strategy yields long-term sustainability and better financial
performance as a result of increased risk resilience.

&

Ethical and social responsibilities

Responsible governance promotes ethical conduct and
integrity and acts as the fundamental component for a
company to address environmental and social concerns.



https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/assurance/assurance-pdfs/ey-institutional-investor-survey.pdf
https://www.bdo.com.au/en-au/insights/esg-sustainability/the-importance-of-governance-in-your-esg-journey#:~:text=Failure%20of%20corporate%20governance%20can,to%20those%20consequences%20as%20well.
https://www.pwc.com/vn/en/publications/2022/pwc-vietnam-esg-readiness-2022-en.pdf
https://www3.weforum.org/docs/WEF_Defining_the_G_in_ESG_2022.pdf

Defining Governance in the Context of ESG

Governance in Context of ESG reporting How Governance shapes the structure &
credibility of ESG

For example

e Corporate structure

P e e e e e e e e e e

QUi o ‘- Board composition
‘guides how a company is directed: Posit

and its relationships with its
. shareholders and stakeholders.

Business ethics

Compliance

_____________________________

Certainty

Anti-corruption

measures

References: WEF, 2022



https://www3.weforum.org/docs/WEF_Defining_the_G_in_ESG_2022.pdf

How governance shapes the structure & credibility of ESG initiatives

foundational principles in
addressing essential o
components of responsible >
and sustainable business .,

practices for effective ,
governance .




How governance shapes the structure & credibility of ESG initiatives
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foundational principles in addressing essential components of responsible and sustainable business practices for
effective governance 179
(o

Information about the company’s strategy,
management and performance to be
communicated clearly and comprehensively to
stakeholders. (EY, 2022)

Boards are responsible for documenting and
reporting on everything expected of them as

83% of respondents
thoroughly as necessary to all stakeholders. would like to see reporting

(Corporate Governance Institute) of ESG performance

measures against a set of
globally consistent

Non-transparent governance leads to standards.*
misallocating resources and harms public and
private sector development (the anti-ESG).

83%

*From EY 2022's survey on Long-Term Value and Corporate Governance with 200 corporate
directors and senior managers from leading European companies



https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/attractiveness/ey-long-term-value-and-corporate-governance-survey-february-2022.pdf
https://www.thecorporategovernanceinstitute.com/insights/lexicon/what-are-the-five-principles-of-corporate-governance/?srsltid=AfmBOoramUGg68Cfx2cqrYPlpkB9IERfohWToneRfyV0ojj7-jPGWeQH
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foundational principles in addressing essential components of responsible and sustainable business practices for
effective governance

75% say there is more focus today on the personal
responsibility and accountability of board directors and
management teams regarding ESG targets. (EY, 2022)

60% of S&P 500 companies include ESG metrics in their

incentive plans, which indicate governance mechanisms are There is more
used to hold leadership accountable for achieving ESG goals focustod?o\;g:om
(Willis Towers Watson's executive compensation plan, 2021). responsibility and
accountability of

. o board directors

71% of core ESG reporting activities are currently or planned to and management
be outsourced in the next 3 years (KPMG 2024 ESG T

QOrganization Survey).



https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/attractiveness/ey-long-term-value-and-corporate-governance-survey-february-2022.pdf
https://www.wtwco.com/-/media/wtw/solutions/products/the-worlds-most-trusted-executive-compensation-data.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/pdf/2024/kpmg-2024-esg-organization-survey.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/pdf/2024/kpmg-2024-esg-organization-survey.pdf

How governance shapes the structure & credibility of ESG initiatives

TRANSPARENCY

ACCOUNTABILITY

STAKEHOLDER

ENGAGEMENT

foundational principles in addressing essential components of responsible and sustainable business practices for

effective governance

Question: what are the major governance changes your company has made to support its approach to ESG and long-term value
over the last two years, and what are the major priorities for the next two years?

Changing our approach and structures for rewards and
incentives, including executive remuneration

Introducing an enhanced reporting approach that integrates
material ESG disclosures with financial reporting, including
limited external assurance of our ESG disclosures

Rethinking board and committee composition and
introducing more board training around ESG issues

Revising our approach to enterprise risk management
as well as our internal control systems and internal audit

Spending more time on engaging with stakeholders and
stepping up our investor relations

Changing committee structures and terms of reference and
rethinking how we assess boards on their performance

Articulating a strong purpose and transforming our culture
and behaviours in line with ESG principles

Source: EY Long-Term Value and Corporate Governance Survey, February 2022 (total respondents: 200).

Compared to 78% in 2028, 86% of
respondents say that focus on ESG and
sustainable, inclusive growth has been
critical to building trust with their

stakeholders in today’s uncertain
times. (EY, 2022)

“Spending more time on engaging with
stakeholders and stepping up our
investor relations” ranks as the 5th
most important as major governance
change to support ESG approach and
long-term value (EY, 2022


https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/attractiveness/ey-long-term-value-and-corporate-governance-survey-february-2022.pdf
https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/attractiveness/ey-long-term-value-and-corporate-governance-survey-february-2022.pdf

Case study 1: Microsoft B Microsoft

excelled in embedding ESG principles into its corporate governance framework,
setting a benchmark for responsible leadership in the tech industry

Board-Level Oversight and Governance Structure:

14M

Their Sustainability and Governance Committee steers the 0

company’s ESG strategy. In 2023, the company tied 20% of . ™ : /
executive compensation directly to the achievement of specific | ““II
ESG targets E o "'"“"]I" 1

- creates a culture of accountability that starts at the top. SR —

2 2 2

Metric tons CO
§ N
£

Reducing carbon intensity by 30% per unit of revenue and o
achieving 100% renewable energy use in its data centers . e o e e 0 00 e o 2020
9 attra CtS investo rS a n d e n h a n Ces b ra n d Va | u e . === Net carbon emissions (after carbon removal) B Microsoft and its supply chain carbon emissions Microsoft operational carbon emissions Avoided emissions offsets B Carbon removal

The Microsoft pathway to carbon negative by 2030 (Source: A new approach for Scope 3 emissions)

Data Privacy and Cybersecurity Governance:

security signals processed

Governance structure places a strong emphasis on data privacy 65 trillion [ etdsdvslissnn

and cybersecurity. The board’s Audit Committee oversees the
company’s cybersecurity strategy which ensures compliance with 230 billion
global data protection regulations, and mitigating risks related to
data breaches.

authentication attacks blocked

619,000 [resty

1 5 5 3 nation state-related threat
/

Microsoft’'s $1 billion annual investment in cybersecurity,
overseen by the board, has resulted in one of the lowest data
breach rates in the industry, safeguarding the company’s
reputation and customer trust, and ensuring resilience in a digital-
first world.

notifications sent to customers

Advance cybersecurity and digital safety — Microsoft goals (Source: The 2023 Impact Summary)



https://cdn-dynmedia-1.microsoft.com/is/content/microsoftcorp/microsoft/final/en-us/microsoft-brand/documents/Microsoft_Scope_3_Emissions.pdf?culture=en-us&country=us
https://www.microsoft.com/en-us/corporate-responsibility

Case study 1: Boeing @ﬂﬂffﬂﬂ

Boeing faced a major crisis when two of its 737 MAX aircraft crashed within five

months, resulting in 346 fatalities.

Governance Failures:

Boeing's board failed to provide adequate oversight of the 737
MAX's development process. Critical safety features were not
adequately tested, and concerns raised by engineers were
dismissed or ighored.

Boeing provided misleading information to regulators and the
public, downplaying the severity of the issues with the aircraft’s
Maneuvering Characteristics Augmentation System (MCAS).

Consequences:

Boeing halted production of the 737 MAX in January 2020, leading
to significant financial losses and layoffs across its supply
chain.

Significant loss of public trust in Boeing and the aviation industry
as a whole. Widespread fear and skepticism about the safety of air
travel and broader social concerns about airline safety standards.

From March 2019 to March 2020, its stock fell 75%, wiping out
almost $200 billion in market value. (Barron'’s article)

Boeing reported a $636 million net loss in 2019, its first annual
loss in over two decades.

Boeing Posts Losses Amid Low
Deliveries, Air Force One Costs

Annual net loss/earnings of Boeing for a given year
(in billion U.S. dollars)

+10.45
+8.45

@ﬂaflﬂa
+5.17 +5.03

Q1-Q3

2019 2023

-0.64

2020 2021 2022

2017

2018

2015 2016

-11.87

Sources: Boeing company reports, Macrotrends

statista %a

Boeing_ Posts Losses Amid Low Deliveries, Air Force One Costs



https://www.barrons.com/articles/boeing-stock-buy-sell-28e1f541
https://www.statista.com/chart/20660/boeing-earnings-loss/

Challenges and Best Practices Recommendations

Challenges of Governance in ESG reporting

Growth targets and regulatory complexity are the top barriers

Fragmented Data :
Sustainability information and ESG initiatives tend to be prepared to ESG progress
separately, thus, separating ESG from the finance functions and outside "'“'“'“““““““““““'\I
the financial reporting systems. Governance has the role to promote it s _ 40% 1
collaboration among all departments in an organization. Lack of reporting standards and -
regulations/complexity °
. . . Lack of attention or support from 339
The Need for Further Regulations and Guidelines senior leadership >
0f* .
67%* rank the absence of transpa_ren_t regulations as key Volatiity of regulatory requirements 319
challenge. Regulatory transparency and guidelines are needed to nudge
ESG disclosure of firms. .(PWC’ 2022). Difficulty quantifying the potential ROI 31%
38%** of surveyed boards do not have an agreed definition of ESG Lack of funding 30%
and its importance to the board (PwC,_2023)
Lack of time 29%
Lack of understanding in data require for reporting Corporate silos 24%
71% surveyed Vietnamese entities say they lack understanding of the
data required for reporting (PwC, 2022) which can be addressed by the S TR, SOCH, A gover e T B P

Source: PwC Consumer Intelligence Series June 2, 2021

implementation of training, clear guidelines, and standardized practices

for ESG reporting from successful governance. Source: PwC., 2021

*: Survey respondents include 234 board/owners, C-Suites, Directors, Managers, etc. from Viethamese companies.
**Surveyed respondents include 56 of participants representing management company, fund, investment firm, and fund administrator.


https://www.pwc.com/vn/en/publications/2022/pwc-vietnam-esg-readiness-2022-en.pdf
https://www.pwc.ie/publications/2023/asset-wealth-management-corporate-governance-survey-2023.pdf
https://www.pwc.com/vn/en/publications/2022/pwc-vietnam-esg-readiness-2022-en.pdf
https://assets.ey.com/content/dam/ey-sites/ey-com/en_gl/topics/assurance/assurance-pdfs/ey-institutional-investor-survey.pdf

Challenges and Best Practices Recommendations

Key Actions for Establishing Effective

Governance Over ESG Reporting
Source: AICPA & CIMA, Center for Audit Quality, 2021

Step 1. Conduct a materiality or risk assessment to determine
which ESG topics are important or ‘material’ to the organization, its
investors and other stakeholders.

Step 2. Implement appropriate board oversight of material ESG
matters.

Step 3. Integrate/align material ESG topics into the enterprise risk
management process.

Step 4. Integrate ESG matters into the overall company strategy.

Step 5. Implement effective internal control over the ESG data
collection, processing and reporting process.

Additional recommendations

Increase board level knowledge on ESG

Sustainability information and ESG initiatives tend to be
prepared separately, thus, separating ESG from the
finance functions and outside the financial reporting
systems. Governance has the role to promote
collaboration among all departments in an organization.

Integrate ESG into firm’s core governance strategy
Embed ESG throughout the firm with a top-down
approach and ensure the board is well versed on ESG
strategy and risk management for better transparency
and accountability. (PwC, 2023) (Ho, X. T. 2024).



https://www.pwc.ie/publications/2023/asset-wealth-management-corporate-governance-survey-2023.pdf
https://www.emerald.com/insight/content/doi/10.1108/JFRA-10-2021-0367/full/html?casa_token=38TSXFSdgXUAAAAA:W0aSdX48MKQ_-xonYs8QsK4HlNtrdAEyj700j-yUlkZbBK_NMbMjLGmvLfaLkSigHEsmXDAwFVq0Tg6YpS1hDIFWIQjubql8Ie1UF7CMEPQXMMFnFJI
https://us.aicpa.org/content/dam/aicpa/interestareas/businessindustryandgovernment/resources/sustainability/downloadabledocuments/key-actions-for-establishing-effective-governance-over-esg-reporting.pdf
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THANK YOU FOR LISTENING!

Contact us:

Email: sf@eurochamvn.org

Website: https://eurochamvn.org/sustainable-finance-sector-committee/
LinkedIn: EuroCham Vietnam Sustainable Finance Sector Committee (SFSC)



mailto:sf@eurochamvn.org
https://eurochamvn.org/sustainable-finance-sector-committee/
https://www.linkedin.com/company/sustainable-finance-sector-committee-eurocham-vietnam

