ESG, RESPONSIBLE
BUSINESS AND
TRADE
OPPORTUNITIES

S. Jai Shankar
Sustainability Lead, MATRADE
18 April 2023

N & 8 Kingdom of the Netherland:
G

s MDBC\;; Responsible Business Conduct in Malaysia




Table of Contents /7

MATRADE

02 Why ESG iIs Relevant to
Exporters?

03 What Can We Do?

04 Moving Forward



@1

Terminologies & Context



Terminologies & Context ﬁﬁm

\

SDGs ESG

Sustainable : . Environmental,
Development SUStalnablllty Social &

Goals (SDGS) Catch-all Phrase Governance (ESG)
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SDGs Measure?

Government’s
environment, soclal and
governance credentials
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ESG Measures?

Businesses’
environment, soclal &
governance credentials



SDG - ESG Alignment

Case Study: Apparel

company

e
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- priority to reduce its _
negative impact on SDG 8 SDG % throu?h _t_°ffe"'f"9
in its operations by increase toppor unllles og
providing a living wage to consumer 1o recycle use

apparel

Company identifies a priority to

identifies a . .
reduce its negative impact on

Company

all employees

: : Inbound Corpany - Product
Rovtitrds) st ) e

Increasing Positive Impact

Minimizing Negative Impact

Company
priority to reduce
negative impact on
15 by reducing
degradation

identifies a

its
SDG

soil impact on

Company identifies a priority to reduce its negative
SDG 3 by
environments in its operations

Company identifies a priority to reduce
its negative impact on SDG 6 in the
supply chain by reducing waste water

ensuring safe working

Source: MITI
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3.Rising
Consumer
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1.International 2.Stakeholder
Policies Pressure
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Policies: Free Trade Agreement (FTAS)

MATRADE
Malaysia has signed 16 FTAs and implemented 14 FTAs (7 bilateral FTAs and 7 regional FTAS).
ia- Malaysia-Chile Free Tr Agreement (MCFTA
ASEAN-Korea Free Trade Malayia New Z(?[alarll\ldzg_rrie Trade alaysia-Chile Free Trade Agreement (MCFTA)
Agreement (AKFTA) g.reer.nen ( )

_ _ _ Touched briefly in the “Preamble” chapter Article 9.5 (Environment): The aim of cooperation will be
Article 11 (Environmental Industry):  regarding awareness that economic development, the prevention and/or reduction of contamination and
Economic development, social social development and environmental protection degradation of natural resources and ecosystems and

progress and environmental
protection are key pillars of
sustainable development.

are components of sustainable development and  rational use of the latter; through developing and endorsing
that free trade agreements can play an important  mutually agreed special programmes and projects dealing,

role in promoting sustainable development.. inter alia, with the transfer of knowledge and technology.
2006 2010 2012
— cont’d...
1993 2008 2011
ASEAN FEree Trade Area Malaysia-Japan Economic Malaysia-India Comprehensive
(AFTA) Partnership Agreement Economic Cooperation Agreement
MJEPA MICECA
Article 2 (d)(2): To enhance _ ( ) ( )
technical joint cooperation to better Article 40 & 41: Both Governments agree to Brief mentions of preserving environmental
manage, conserve, develop and cooperate in protecting the environment and safety.

market forest resources. supporting sustainable development. 10
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Policies: Free Trade Agreement (FTAS)

MATRADE
Comprehensive and Progressive Agreement Req C hensive E _
for Trans-Pacific Partnership (CPTPP) egional L.omprenensive Ecohomic
Partnership (RCEP)
Chapter 23: The CPTPP “reaffirm the importance of
promoting sustainable development” and social issues Article 18.6 (1)(c): The creation of RCEP’s ‘Committee on
that can be classified as sustainable development- Sustainable Growth’. This article shows that the agreement
related topics, such as labour rights, gender equality or recognises the importance of sustainable development.
environmental protections.
2018 2020 /
NET
ZERO
2015 2019 2022
_ EU-Malaysia Partnership and
Malaysia-Turkey Free Trade ASEAN-Hong Kong Free Trade Agreement  Cooperation Agreement (EU-MY PCA)
Agreement (MTFTA) (AHKFTA)
Article 9 (10): Cooperation in addressing Chapter 9, Article 3.2(c) mentioned that ‘In determining the Signed on 14 Dec 2022. Cooperation in
concerns that include climate change, appropriate level of contribution to the Work Programme, multiple policy areas — environment,
conservation of natural resources, the Parties shall take into account the appropriate level of ~ transport, trade and employment. Valid for
environmental awareness, etc. contribution to ensure the co-operation remains relevant five years.

and sustainable. 11
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ESG-related Policies & Targets

CARBON BORDER

EU REGULATION ON EU CORPORATE DUE DILIGENCE ADJUSTMENT MECHANISM
PACKAGING AND DIRECTIVE (CBAM)
PACKAGING WASTE Companies are required to meet due diligence obligations

_ _ with respect to human rights and environmental standards  carpon tariff on carbon intensive products,
EU Regulations on packaging cover all types and provide for an enforcement mechanism with possible  such as cement, fertilizer, plastics and
of packaging and packaging waste placed in sanctions and civil liabilities for non-compliance, adopted electricity, imported by the European Union,
the European market, effective 3 July 2021 23 Feb 2022 begin to operate from Oct 2023

2021 2022 2023

V

2025
MALAYSIAN
2012, 2015, 2018 2022 2023 TARGETS
ANTI — SLAVERY LAWS EU DEFORESTATION REGULATION THE GERMAN SUPPLY CHAIN T o anenianle ooy
USA, California Transparency in Supply EUDR - the EU reached an agreement on a DUE DILIGENCE ACT installed capacity mix by
Chains Act (TSCA) 2012 new law to prevent companies from placing German companies are required to 2025. Reduce  carbon
UK, Modern Slavery Act 2015, commodities linked with deforestation and establish risk management systems, intensity (against GDP) by
Australia, Modern Slavery Act in 2018 forest degradation, onto the EU market, or remedy human rights violations, establish  45% before 2030.
exporting them from the EU - 6 Dec 2022. grievance processes and report on their 12

progress, effective 1 Jan 2023



Policies: ESG-related Reqgulations ﬁﬁm

CBAM

b EU CBAM Framework

2026 onwards (Final Phase)

EU importers will be required to report
the amount of embedded emissions in
their imported goods and pay the
comresponding amount of CBAM

Implementation Timeline

2023-2025 (Trial Period)

EU Importers will be required to
report the amount of emissions
embedded in their imported goods
without paying levies

Impact of CBAM on Malaysian

Lt exporters if it’'s Business-As-
h b Usual:

* Risk for Malaysian businesses

e ——

. certificates. s Domestic (EU) Foreign companies to be disadvantaged in EU
Wave 1: Cement, Wave 2: Glass, pulp & paper, Long-term: companies l compared to emissions
iron, steel, aluminium, consumer appliances, rubber & Other metals, standard compliant countries
fertilizers, electricity plastics, pharmaceuticals, fuels, food Yes Are equivalent (eg: Singapore and Thailand)
engineering products, construction, i .
au?bmoti\reg P products l cllrnatemsé??ndards . Rising cost from CBAM
penalties on non-compliant

Partially Malaysian exports to EU

= If reporting and monitoring
emission efforts by exporters
were to be stepped up only near

Total Malaysia
exports to EU
to the scheduled phasing in of

CBAM Wave 1
3,204 Compliant with
L] I EU standards
CBAM Wave 2 in 2026, it will

CBAM Wave 2 62 6% risk Malaysia undergoing a
(20286) ' May require top Carbon Border disorderly transition

e G =T = Transition risks are amplified by
. compliant due
Potential long- C11.6% the general lack of awareness of
-— CBAM among businesses and
A policymakers
Other Exports - 22.6% EU market = SMEs are especially vulnerable
to these risks

13

Source : Bank Negara Malaysia



Stakeholder Pressure — Government Ve d
Sustainability Standards by Export Destinations (Region), 2023 MATRADE

238

188 184

164 166
163

138

Africa Asia Oceanic Central America Europe North America South America

Source : ITC Sustainability Map

With the rising importance of sustainability in international trade, the global value chains are
Increasingly governed by sustainability standards.

14



Stakeholder Pressure — Government

PRODUCTS SOURCED
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https://youtu.be/cpYhgqPRivw

Stakeholder Pressure — Buyers

771
Fortune 500 companies

THE GLIMATE TARGETS

: 5
OF FORTUNE 500 COMPANIES
CLIMATE TARGET TYPE

CARBON NEUTRAL

2000
2010
Achieved when a company completely Zied
offsets its greenhouse gas emissions.
2030
RENEWABLE 100% (RE100)
Achieved when a company relies
on 100% renewable energy. 2040
' SCIENCE BASED TARGETS (SBT)
ﬂL@ Emissions are reduced in line with 2050
the need to keep global warming
below 2 degrees Celsius.
D"Dicb
Vatural Capital a eutsch
Source : https://www.forbes.com/

16



Stakeholder Pressure /7

MATRADE

Global Value Chain (GVC)

Increasingly governed by sustainability standards, global buyers
and consumers are shifting their purchasing preferences to
companies that demonstrate sound ESG standards.

17
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What Can We Do? 2

CRISIS

(DANGER) (



What Can We Do? c//I

MATRADE

Sustainable Export Agenda

e - \ P o
~ Safeguard Supply | Leverage On Demand |
(Current Exports) | .~ (Future Exports) |

S S —— s . . . . . . . . . . - . . . . . . . . . .

P e e e T Y

Risk of Being Frozen Out of
Global Supply Chain

_________________________________________________________________________________________________________

ESG Compliance

20



BURSA'S Guidelines: 11 Indicators

& standards

* Percentage of employees
received training on anti-
corruption

* Percentage of operations
assessed for corruption-
related risks

+ Confirmed incidents of
corruption and action
taken

Total amount invested in the
community where the target
beneficiaries are external to
the listed issuer

Total number of beneficiaries
of the investment in
communities

* Percentage of
employees by
gender and age
group, for each
employee category

* Percentage of
directors by gender
and age group

* Total energy

consumption

5

Health/Safety

* Number of work-
related fatalities

* Lost time incident rate

* Number of employees
trained on health and
safety standards

y71

MATRADE

Total hours of training by
employee category
Percentage of employees
that are contractors or
temporary staff

Total number of
employee turnover by
employee category
Number of substantiated
complaints concerning
human rights violation

11

Supply Chain Mgmt Data Privacy & Security m

* Proportion of spending
on local suppliers

Source: MITI

* Number of substantiated

complaints concerning

breaches of customer privacy

and losses of customer data

* Total volume of

water used

Environment Social Governance

* (i) total waste diverted

« (ii) total waste directed

Total waste generated,
and a breakdown of the
following:

from disposal

to disposal

Scope 1: tonnes of CO2e
Scope 2: tonnes of CO2e
Scope 3 tonnes of CO2e

(at least for the categories

of business travel and
employee commuting)

21
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Collaboration - Innovation m
National Trade Blueprint (NTBp)

" VISION

,,,,,,,,,,,,, === To position Malaysia as a Dynamic and Pre-eminé‘ﬁf“““"--——----____m
Trading Nation through Sustainable Export Development

KEY PRIORITIES

TaY
T (N D=0l
Himit @; O-._..D _ ils _
Increase Exporting Increase High Value Diversify Export Improve Export
Companies Export Goods Products Ecosystem

STRATEGIC THEMES

BUILD GROW COMPETE
X Improve the operating /III Enhance capacities for ? Expand Malaysia’s established
environment for all exporters export promotion excellence of products to
greater heights

STRATEGIC THRUSTS
SR SN SN N 5 724 S W 8 a4
il it im, gt [Nl im, gt (TP
Strengthening Uplifting Export Elevating Harnessing Facilitating and Promoting Driving Growi Pursuing
Export Ecosystem Capacity and Malaysia's Growth Through | Widening Market | Malaysia’s Brands Through Sustainability and
Capabilities Strengths in Technology & Access and Product Investment and Innovation
E-Commerce Export
Diversificatio

il (8

23



Opportunities for Collaborations

ALS

SUSTAINABLE
DEVELOPMENT

NO ZERO
POVERTY HUNGER

DECENT WORK AND
ECONOMIC GROWTH

aif

1 CLIMATE 1 4 LIFE
ACTION BELOW WATER

<>

GOOD HEALTH
AND WELL-BEING

INDUSTRY, INNOVATION
AND INFRASTRUCTURE

15 ovimo

\‘ LN

4’4»

QUALITY
EDUCATION

‘I REDUCED
INEQUALITIES

N

16 PEACE, JUSTICE
AND STRONG

INSTITUTIONS
(1.4

GENDER
EQUALITY

]

SIISI'AINABIE CITIES
MII COMMUNITIES

nﬁéa

1 PARTNERSHIPS
FOR THE GOALS

&

e

MATRADE

CLEAN WATER
AND SANITATION

12 RESPONSIBLE
CONSUMPTION
AND PRODUCTION



Greening of Export Supply Chain Initiative (GxSCI)

BASF invite

Malaysian Petrochemical _
Association (MPA) - 26 Reelis ATl companies in its

supply chain

Average of 20 companies/suppliers per
Consultation with MATRADE and ESGRight-KPMG MPA member
on establishing association-wide timeline and
focus areas for ESG compliance

members (e.g BASF, Kaneka,
LCT, Idemitsu)

Half Day Programme with Individual MPA
Members (e.g BASF)

Greening the 5 ® °
- utcome %

supply chain v v
Possible locations of BASF: l
* Head Office - Kuala Lumpur Briefing 1 Briefing 2
* Kulim, Kedah MATRADE Senior Representative from BASF
e Pasir Gudang Johor Relevance of Sustainability & e.g Procurement Head of BASF Malaysia

' ESG to Trade State timeline and expectation for BASF's

* Gebeng, Pahang [p supply chain to become ESG compliant

« Kemaman, Terengganu

26 members of MPA x 20 Briefing 3

companies average in the suppl Funding Partners
P 9 PPYY (i.e Bank Negara / Commercial Banks)

chain (520 companies) Policies and Funding Assistance



Funding Matching

No.

O O~ wWwiIN| P

\[e

a | W IN | F

26

ESG-specific Funding

Name Agency
Low Carbon Transition Facility (LCTF) BNM/Banks
High Tech & Green Facility (HTG) BNM/Banks
SRI Sukuk SC
Green Technology Financing Scheme MGTC
Sustainable & Green Biz Financing (SGBF) MIDF
ESG Financing for Sustainable Mobility MIDF

ESG-specific Incentives

Name Agency
MyHijau Mark MGTC
Green Income Tax Exemption (GITE) MGTC
Green Income Tax Allowance (GITA) - Assets MGTC
Green Income Tax Allowance (GITA) - Project MIDA
Green Income Tax Allowance (GITA) - Services MIDA

No.

1
2

pd
©

0ONO Olh W N |-

No.

AW IN P

e

MATRADE

Enablers — Standards Certification

Name
High Impact Strategic Fund (HISF)

Services Export Fund

Agency
MIDA
MATRADE

Enablers — Digital & Technology

NETlE]

SME Automation55 & Digitalisation Facility (ADF)
Soft Loan Scheme for Automation and Modernisation
(SLSAM)

Applied Innovation Fund
Technology Development Fund

Soft Financing for Digital and Technology (SFDT)
Industry4WRD Intervention Fund

SIRIM-Fraunhofer Programme
SME Technology Transformation Fund (STTF)

Enablers — Capacity Building
Name
RiISE4WRD for Industry4WRD
High Impact Strategic Fund (HISF)
Green Academy Training
Action Centre for Sustainable SMEs (ACCESS)

Agency
BNM/Banks

MIDF
MOSTI
MOSTI

MIDF
MIDA

SIRIM
SME Bank

Agency
HRD Corp
MIDA
MGTC
SME Corp



National Environment, Social and Governance
ESG) Policy Framework

SDGs (17 goals and 169 targets)

12th Malaysia Plan (Theme 3)
Advancing Sustainability

e e e e e e e e e e e e e B s e e B e B B e e B B 1
: National Investment Aspirations (NIA) :
M Harmonised investment strategy and policies In-dept sectoral roadmaps to guide transition Clear standards and strengthened regulations for !
: aligned to NIA towards national sustainability targets ESG disclosures :
| i. Develop sector-level sustainability roadmaps with |
| ; Establish a unified view on value of investment policies to holistically support ecosystem transition i Strengthen ESG disclosure requirements for |
1|~ . . ii. Develop mechanisms to strengthen accountability companies |
that is regulatory aligned across key i o e ,
| e among industry players and government iil. Set clear transition plan for phased adoption of |
I ili. Coordinate market forces to support ecosystem new ESG disclosure requirements |
transition
| 1
e e e e e e e e e e e e e e e e o e o e e o e e e e e e e e e e e e e e e e e e e e o o o o o - |

i-ESG Framework

4 Components Standards Capacity Building  Financing M Market Mechanisms
6 Enablers Stakeholder L m Access to Financing [ _ . . "
- Digitalisation |8 Technology 8 Incentives olicies & regulations .
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Your Link To World Markets
Contact Us For Further information:

Menara MATRADE, Tel: +603 6207 7077 info@maftrade.gov.my
Jalan Sultan Haji Fax: +603 6203 7037 @ jai@matrade.gov.my
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HP: +60196541703
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