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Introduction

The effects of COVID-19 have provided an unprecedented stress test of corporate social
responsibility. As the pandemic has evolved, our teams have been monitoring companies to assess
their exposure to ESG controversies. In our first issue of this study published in April 2020, we
indicated that ESG risks are spread across the full scope of the social value chain, from employee
protection to customer support and supply chain management to privacy concerns. In this paper
we will provide an update of the evolving risks faced by companies during the second phase of

the pandemic with the reopening of most business activities.

Updated Findings

Since the start of the pandemic’, V.E experts have recorded a total of 2922 COVID-19 related
controversies (involving 434 events), impacting more than 150 companies from 33 different
sectors. Most of the controversies concern European and North American companies® and focus

on Social factors.

Examples of the concerns raised include:

Inadequate protective gear for staff

e Inadequate policies or processes for consumer protection
e Complaints about salary cuts of employees

e Disputes over forced, unpaid leave

e Restructurings

e Increased strikes and social conflicts on working conditions
e Concerns over data management and privacy rights

e Providing misinformation about the COVID-19 pandemic

Overall, we see an overrepresentation of sectors and companies with most blue-collar workers in

more vulnerable employment positions.

1 coviD-19 was officially declared a pandemic by the World Health Organisation (WHO) on January 30, 2020.
27,700 companies were screened for controversies as of 26/10/2020.
3 This is to be expected given the higher level of press scrutiny faced by companies based in | or operating in these regions.
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At sector level, Mining companies appear now as the most exposed, followed by Food companies,
compared to our findings in April 2020 where Hotel & Leisure Goods and Mining were the most

exposed sectors.

Since our last study was published, we have noted a sharp increase in the number of companies
reporting on planned restructurings. Whilst these are not controversies by themselves, they
represent major ESG challenges for companies, employees and governments to manage in the

coming months.

Figure 1: Sector distribution of controversies on COVID-19.

Top 10 Sectors N° of controversies as of N° of Controversies as of
21/04/2020 26/10/2020
(reminder)
Mining & Metals 9 59
Food 10 30
Health Care Equipment & Services / 6

Pharmaceuticals 27
Insurance 10 22
Specialised Retail 6 19
Hotel, Leisure Goods & Services 12 14
Software & IT Services 10 14
Supermarkets 8 12
Travel & Tourism 6 11
Diversified Banks 6 9

Building on its high exposure, the Mining industry is under heavy scrutiny from NGOs and civil
society over the way it is managing the COVID-19 crisis*: several controversies captured
accusations of influencing governments to position themselves as essential services in order to
remain active during the lockdown phase; leveraging on the crisis to hide environmental and
human rights violations; and failing to provide sufficient protective measures for workers and local
communities resulting in localised spikes in infection rates. V.E's Controversy Risk Assessment

outlines how vulnerable communities, such as indigenous populations, have been increasingly at

4 Mines are hotspots for spread of Covid-19, study finds - 05-06-2020 - The Guardian
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risk, and how actors from the civil society and international organisations have been growingly

vigilant and outspoken on companies’ misbehaviours.

The Food sector is also heavily exposed to controversies. Companies are accused of failing to
provide sufficient protection against COVID-19 whilst remaining operational. V.E's Controversy
Risk Assessment recorded several controversies where family members of deceased workers have
filed lawsuits against Food companies because of a reported lack of COVID-19 safety measures.
Furthermore, companies have been forced to shut down plants after large numbers of workers
tested positive for COVID-19. Companies have also faced accusations of exploiting workers (long
working hours, low payment) and increasing prices of meat for American consumers during the

coronavirus pandemic.

Figure 2: Thematic distribution of controversies on COVID-19.

Top 10 ESG Themes N° of controversies as of N° of Controversies as of
21/04/2020 26/10/2020
(reminder)

Health and safety 58 112
Customer relations 33 67
Social Dialogue 24 55
Remuneration 18 49
Social and Economic 10 35

Development

Reorganisation 1 25
Fundamental human rights 1 25
Protection of Water Resources 0 16
Working hours 0 16
Non-discrimination 1 14
Figure 3: Severity distribution® of controversies on COVID-19.
Case Severity Distribution as of 21/04/2020 Updated Distribution as of 26/10/2020
Critical 0% 1%
High 28% 29%
Significant 61% 57%
Minor 1% 13%

5 Vigeo Eiris’ Controversy Risk Assessment categorizes the severity of controversies using 4 levels: Minor, Significant, High, and Critical
depending on the impacts to both the company and its stakeholders.
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Figure 4: Companies’ response ¢ to controversies on COVID-19.

Company Distribution as of Updated Distribution as of
Responsiveness 21/04/2020 26/10/2020
Proactive 2% 2%
Remediative 12% 15%
Reactive 41% 46%
Non-Communicative 45% 37%

The Next (Social) Challenge

Traditionally, the Sustainable Finance agenda prioritised environmental challenges, namely related
to climate change risk, due to the high investor maturity and media coverage affiliated on these
topics. However, it is worth outlining how the COVID-19 pandemic and its consequences raised
new attention to social risks and to the need of a balanced ESG strategy by companies. This was
recognized by the new European Commissions’ Taxonomy Guidelines where, in addition to strict
environmental criteria, companies need to prove they integrate ‘social safeguards’ based on the

OECD guidelines and ILO conventions in order to be considered as ‘green.’

The COVID-19 pandemic is leading to high unemployment rates, declining household income,
declining working hours, increasing poverty rates, health and safety challenges and increased

tensions in social dialogue.

Across sectors and markets, a growing number of companies report on planned and often large-
scale restructurings. These will likely lead to wider risks related to individual financial security in
both developed and developing markets. Governments will face pressure o manage the demands

of both corporates and citizens on dedicated fiscal and supporting policies.

The global scale of the crisis brings long-term social risks into the global economy. Companies

will need to navigate carefully in order to protect their human capital, brand capital and ultimately

6 Vigeo Eiris’ Controversy Risk Assessment categorizes the responsiveness of companies to controversies using 4 levels: Non-
Communicative, Reactive, Remedial and Proactive.
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their financial performance from the increasing risks if social factors are not sufficiently taken into

consideration in their business model.

Finally, the high materiality associated with this shift is mirrored by V.E's Controversy Risk
Assessment, crowning the Social Pillar as the most exposed, with the highest percentage of

controversies.

Conclusions — Back to the Fundamentals

The COVID-19 pandemic poses serious challenges to companies in terms of resilience and
reputational management. An increasing awareness of social risks and the presence of a growing

number of controversies related to the pandemics captures the actualities of this phenomenon.

In addition, workplace health and safety, social dialogue and the respect of fundamental labour
rights are all enshrined within the ILO Core Conventions’ and reiterated within the scope of the
UN Global Compact® and the framework of the Sustainable Development Goals?. As a result of
massive government investment programs, stimulus packages and increased investor maturity on
social issues, we see this increased interest being materialized through an explosive growth of
social bonds issuance by companies and governments in order to tackle the social challenges

created by the coronavirus pandemic.

In this new context, companies need to show a consistent strategy to avoid social risks and to profit

from the approaching opportunities in order to be competitive players in their sectors.

7 |LO Standards and COVID-19” — International Labour Organization - https://www.ilo.org/global/standards/WCMS 739937/lang--
en/index.htm

8 “The Ten Principles of the UN Global Compact” — United Nations Global Compact - https://www.unglobalcompact.org/what-is-
gc/mission/principles

9 “Goal 8: Promote inclusive and sustainable economic growth, employment and decent work for all” — UN Sustainable Development
Goals - https://www.un.org/sustainabledevelopment/economic-growth/
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© 2020 Vigeo SAS and/or its licensors and subsidiaries (collectively, “V.E”). All rights reserved.

V.E provides its customers with data, information, research, analyses, reports, quantitative model-based scores, assessments and/or other
opinions (collectively, “Research”) with respect fo the environmental, social and/or governance (“ESG”) attributes and/or performance of

individual issuers or with respect to sectors, activities, regions, stakeholders, states or specific themes.

V.E'S RESEARCH DOES NOT ADDRESS NON-ESG FACTORS AND/OR RISKS, INCLUDING BUT NOT LIMITED TO: CREDIT RISK, LIQUIDITY
RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. V.E'S RESEARCH DOES NOT CONSTITUTE STATEMENTS OF CURRENT OR HISTORICAL
FACT. V.E'S RESEARCH: (i) DOES NOT CONSTITUTE OR PROVIDE CREDIT RATINGS OR INVESTMENT OR FINANCIAL ADVICE; (ii) IS NOT
AND DOES NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES; AND (iij DOES NOT
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. V.E ISSUES ITS RESEARCH WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF
EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

V.E'S RESEARCH IS NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL
INVESTORS TO USE V.E'S RESEARCH WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR
FINANCIAL OR OTHER PROFESSIONAL ADVISER. V.E'S RESEARCH IS NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS
THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING
CONSIDERED A BENCHMARK.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF
SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN
ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT V.E’S PRIOR WRITTEN CONSENT.

ALL INFORMATION CONTAINED HEREIN IS OBTAINED BY V.E FROM SOURCES BELIEVED BY IT TO BE ACCURATE AND RELIABLE.
BECAUSE OF THE POSSIBILITY OF HUMAN OR MECHANICAL ERROR AS WELL AS OTHER FACTORS, HOWEVER, ALL INFORMATION
CONTAINED HEREIN IS PROVIDED “AS IS” WITHOUT WARRANTY, EXPRESS OR IMPLIED, OF ANY KIND, INCLUDING AS TO THE
ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE. V.E IS NOT AN AUDITOR
AND CANNOT IN EVERY INSTANCE INDEPENDENTLY VERIFY OR VALIDATE INFORMATION IT RECEIVES.

To the extent permitted by law, V.E and its directors, officers, employees, agents, representatives, licensors and suppliers (together, “V.E
Parties”) disclaim liability to any person or entity for any (a) indirect, special, consequential, or incidental losses or damages, and (b) direct or
compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful
misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded); on the part of, or any contingency within
or beyond the control of any V.E Party, arising from or in connection with the information contained herein or the use of or inability to use any

such information.

Additional terms For PRC only: Any Second Party Opinion or other opinion issued by V.E: (1) does not constitute a PRC Green Bond Assessment
as defined under any relevant PRC laws or regulations; (2) cannot be included in any registration statement, offering circular, prospectus or any
other documents submitted to the PRC regulatory authorities or otherwise used to satisfy any PRC regulatory disclosure requirement; and (3)
cannot be used within the PRC for any regulatory purpose or for any other purpose which is not permitted under relevant PRC laws or
regulations. For the purposes of this disclaimer, “PRC" refers to the mainland of the People’s Republic of China, excluding Hong Kong, Macau

and Taiwan.
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