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Get the impact reports at
the heart of the case study

Alphabet, Apple and Microsoft’s detailed impacts
in a single free document.

Download the impact reports



https://www.impakanalytics.com/wp-content/uploads/2023/03/Impact-Analysis_Alphabet_Apple_Microsoft.pdf

Disclaimer

Information contained in this case study is provided solely for informational purposes and therefore does not constitute advice on
or an offer to buy or sell a security. impak Ratings is not liable for the induced consequences when third parties use these opinions
either to make investment decisions or to make any kind of business transaction. Ratings are based on impak Ratings’ proprietary
assessment methodology and provide relative and not absolute value based on extra financial criteria.

This information is subject to impak Rating’ terms of use and compliance policies.

Sources: information has mainly been collected directly from company disclosures. impak Ratings uses the greatest possible care in
using information, however it is provided as collected directly from the issuer and impak Ratings has neither interviewed the Issuer’s
stakeholders, nor performed an on-site audit nor other tests to check the accuracy of the information provided by the Issuer. The
correctness, comprehensiveness and trustworthiness of the information collected are the Issuer’s responsibility.

Information coming from external sources such as Yahoo Finance, Sustainalytics or MSCl Inc and MSCI ESG Research LLC are subject
to these sources’ terms of use and disclaimers linked above.

The ownership and all intellectual property rights to this publication/report and the information contained herein are vested exclusively
in impak Ratings Inc.


https://www.google.com/url?q=https://drive.google.com/open?id%3D1Bf8Q4vSB3AVehfnUvbc6sSXR0_TW0cfi&sa=D&ust=1608073442357000&usg=AOvVaw1UjXWZjkBd2JMBbeGid31b
https://www.google.com/url?q=https://www.impakfinance.com/compliance/&sa=D&ust=1608073454991000&usg=AOvVaw1rZN0uE6nwBWnww1rVuRRo
https://www.verizonmedia.com/policies/ca/en/verizonmedia/terms/otos/index.html
https://www.sustainalytics.com/legal-disclaimers/
https://www.msci.com/terms-of-use
https://www.msci.com/additional-terms-of-use-msci-esg-research-llc
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Executive Summary

Among the Big Tech companies, Apple, Microsoft,
and Alphabet have some of the best ESG (Envi-

ronmental, Social and Governance) scores on the

planet. According to Yahoo Finance, they hold 7th,

3rd, and 1st place respectively among the Top 12

ESG companies of 2022.

However, an impact analysis of these tech giants on
ESG factors shows a different side to the story, one
with an unexpected conclusion. After analyzing Apple,
Alphabet, and Microsoft with an impact approach,
each has animpak Score™ lower than 200 points out
of 1,000, making them average rather than leaders. To
put things in perspective, the average impak Score™
of our large cap universe is 145 out of 1,000 points,
with best-in-class scores being above 400.
Through this case study, we intend to demonstrate

(i) why ESG approaches seem to have failed in ade-

quately assessing the global impact of the three most
profitable companies in the world, (i) the extent to
which the consideration of Apple, Alphabet, and
Microsoft’'s numerous and severe controversies is
crucial to the understanding of the sustainability-ori-
ented investor, and (i) why the mitigation of negative
impacts does not in fact equate to a positive impact.

A must-read for any investor wishing to avoid costly
reputational risks and to make a measurable impact
on both people and the planet.
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The state of the financial world

Since our last major case study analyzing, through an
impact lens, a company traditionally well-ranked from
an ESG perspective, the financial sector, regulators,
and corporates have become more sophisticated
regarding sustainability and of the ESG approach.
Governments and institutions have worked relent-
lessly to establish regulations, standards, and policies
to give investors and issuers a framework to work
with.

Last February, the International Sustainability
Standards Board (ISSB) adopted its initial standards
covering general disclosure and climate-related
requirements. One of the highlights of this announce-
ment was ISSB's decision to reference the European
Sustainability Reporting Standards (ESRS) as a source
of guidance, thus taking a much-needed step toward
interoperability.

This is important because the ISSB is aligned with
the definition of materiality used by the International
Financial Reporting Standards (IFRS), also known
as single materiality or financial materiality, which
focuses solely on the company’s value. In Europe, last

January, the European Financial Reporting Advisory
Group (the equivalent of the IFRS) approved the ESRS.
Within the context of the ESRS, double materiality,
which includes financial materiality (effect of ESG on
the company) and impact materiality (effect of the
company on ESG), forms the basis of sustainability
disclosures.

Another structuring element from recent regulation,
the Sustainable Finance Disclosure Regulation (SFDR)
of the European Union, has caused many headaches
for investors because of the lack of clarity around
the definition of “sustainable investment”. Article 9
funds, the most onerous category under the regulation,
attracted almost USD 30 billion of new client money
last year, according to Yahoo!Finance. This means
that, despite a massive downgrade of funds from
Art 9 to Art 8, “there is a market opportunity there”,
according to Jefferies analyst Luke Sussams in the
same article. The market is in need of reliable envi-
ronmental, social and governance reports that give
an accurate view of issuers and portfolios’ positive
and negative impacts.

1ISSBippe


https://casestudy.impak.eco/en/
https://finance.yahoo.com/news/esg-funds-hit-staggering-inflows-140000795.html?utm_campaign=Weekly%20WII&utm_medium=email&_hsmi=250671307&_hsenc=p2ANqtz-9DAY-RXMx75O3-ksR1LM-d9dV2MYyaOORdYkvJDwYtPM8PauqIB2MgpMCN007d5tj_rxlHyafWmpdt8G60u8stPPz3Qqxmfr_tGroP5XqyG0AVT0ADWmA-abWF3tTLh6RZp-9K&utm_content=250671307&utm_source=hs_email
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ESG & impact

Impact?

An impact is a lasting change to the conditions sur-
rounding people and the various ecosystems that
constitute our planet. It can be positive and improve
these conditions, or it can do the exact opposite. All
economic activity generates negative externalities,
whether environmental or social. As such, technically
all companies start from a position of causing damage
to the environment and, potentially, to society.

The best practice in the industry is to qualify these
impacts by linking them to one of the 17 United
Nations Sustainable Development Goals (SDGs) and
to an associated target.

IMPACT REPORT OF TECH LEADERS

The Impact Management Project (now IMP norms,
hosted by Impact Frontiers), an international frame-
work based on a global consensus on how to measure,
assess and report impacts on people and the envi-
ronment, goes further than traditional ESG ratings,
but is not in opposition to them. Quite the contrary,
it expressly references the principles outlined by the
Principles for Responsible Investment (PRI), Global
Impact Investing Network (GIIN) and others, and addi-
tionally includes the assessment of positive impacts.
The evolution from ESG to impact is in line with what
is needed from the financial world.
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Double materiality - an essential

approach for sustainable investment

Atimpak Analytics, we chose to base our impact anal-
ysis on the double materiality approach, as defined in
the Update of the Non-Binding Guidelines on the EU
Non-Financial Reporting Directive (NFRD). Although
we made this crucial decision back in 2018, regula-
tory and policy developments in recent years would

suggest that it was the right one.

a
~

In 2021, both the G7 Finance Ministers and the Cen-
tral Bank Governors have indicated their support of
double materiality in a communiqué, recognizing “the
growing demand for more information on the impact
that firms have on the climate and the environment”.

Moreover, the five reporting standards organizations,
the Climate Disclosure Standards Board (CDSB), the
Carbon Disclosure Board (CDP), the Global Reporting
Initiative (GRI), the International Integrated Report-
ing Council (IIRC), and the Sustainability Accounting

Standards Board (SASB), published one paper in
2020 (Statement of Intent to Work Together Towards
Comprehensive Corporate Reporting) that recognized

the principle of double materiality.
Assessing the global impact of a company requires
a holistic analysis from the perspective of different

stakeholder groups, and the traditional financial

A narrow focus may be detrimental
to achieving the United Nations’s
17 Sustainable Development Goals,

or even to investor returns

metrics alone provide neither a complete nor a com-
prehensive picture of a company's impact. A narrow
focus may be detrimental to achieving the United
Nations’s 17 Sustainable Development Goals, or even
to investor returns in the long run. As the GRI men-

tioned in a 2021 white paper, “[the] identification of

financially materiality issues are incomplete if compa-
nies do not first assess their impacts on sustainable

development.”


https://www.canada.ca/en/department-finance/programs/international-trade-finance-policy/g7-finance-ministers-central-bank-governors-communique.html
https://www.globalreporting.org/media/bixjk1ud/statement-of-intent-to-work-together-towards-comprehensive-corporate-reporting.pdf
https://www.globalreporting.org/news/news-center/why-double-materiality-is-crucial-for-reporting-organizational-impacts/
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The case for impact alpha

As a society facing major social, environ-
mental and economical challenges, we are
collectively trying to re-establish the link
between living beings and our economy.
However, this cannot simply be a trade-off
between impact and financial performance
based on moral arguments alone.

In a previous paper called In Search of
Impact Alpha, we analyzed a limited uni-
verse based on the impact analysis and

crossed it with financial performance. This
analysis demonstrated that companies
generating positive impacts, addressing
the SDGs and including stakeholders in
their decision-making process tend to add
more value to consumers and investors in
the long term?.

From the perspective of regulation and
investor demands, we have undoubtedly

started “walking the walk” when it comes

With ESG, the job is only half done

The pandemic brought on a formidable
increase in ESG investments, in the words of

Forbes, “ESG investing is ‘soaring’, and the

last two years have seen a surge of regula-
tions and standards (ISSB, ESRS, CSRD, etc.)
aiming to set a framework for the ESG rating
and investment space. The first generation of
ESG has involved black box and uncompa-
rable methodologies, a lack of consideration
for positive impacts and social impacts and
effort-based methodologies, all producing
an inaccurate portrait of the impacts of a
company. The sustainability-minded investor
has struggled due to the lack of suitable
tools to properly assess and understand
the companies in their portfolio.

The recent collapse of the Silicon Valley

Bank (SVB) shows that despite the growth
in ESG regulations a lot of work still needs

to be done. As Bloomberg rightly expressed:

“the collapse of SVB may go down as a text-
book case of what happens when an asset
manager tries to build a climate portfolio
without doing proper due diligence on social
and governance risks”.

Moreover, according to Morningstar,
approximately 40% of SFDR Article 9 funds
were downgraded to Article 8 in the final
three months of 2022 alone, representing
17.1 billion euro in assets under manage-
ment. This migration has led to a loss of
confidence in so-called "sustainable funds"
and underlines the need for a more clear
definition of sustainable investments.

IMPACT REPORT OF TECH LEADERS

to sustainability. It is therefore more relevant
than ever for financial market participants
across the northern hemisphere to have a
comprehensive view of their portfolio, in
terms of impact, in order to effectively con-
centrate their efforts on sustainable issues in
a way that is aligned with their investment
strategy.

50%

As ESG investments are projected to
increase from 14.4% in 2021 to 21.5% in
2026 (one fifth of all assets) according to a
recent Harvard study, the need for a stan-
dardized methodology that uses the SDGs

and the impact approach to contextualize

in-depth data relating to issuers and port-
folios is evident.


https://casestudy.impak.eco/impact-alpha/
https://casestudy.impak.eco/impact-alpha/
https://www.forbes.com/sites/joanmichelson2/2022/11/18/esg-investing-is-soaring-what-does-it-mean/?sh=2345e9be51bc
https://www.forbes.com/sites/joanmichelson2/2022/11/18/esg-investing-is-soaring-what-does-it-mean/?sh=2345e9be51bc
https://www.bloomberg.com/news/articles/2023-03-14/svb-exposes-lazy-esg-funds-as-hundreds-bought-into-doomed-bank#xj4y7vzkg
https://corpgov.law.harvard.edu/2022/11/17/exponential-expectations-for-esg/
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Where leaders go
down the ladder

According to Statista and Investopedia, Apple, Mi-

crosoft, and Alphabet are the top three largest tech
companies by market capitalization, and also the
three most profitable companies in the world, all sec-

tors combined. They also have some of the best ESG

scores on the planet, holding the 7th, 3rd and 1st

place respectively among the Top 12 ESG companies

of 2022, according to Yahoo Finance.

The present analysis is based on the 2021 impact

statement and impak Score™ of the companies, but

recent controversies are considered.

Comparison between impak Scores™ and ESG ratings
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https://www.statista.com/statistics/1350976/leading-tech-companies-worldwide-by-market-cap/
https://www.statista.com/statistics/1350976/leading-tech-companies-worldwide-by-market-cap/
https://www.investopedia.com/the-world-s-10-most-profitable-companies-4694526#:~:text=Apple%20was%20the%20most%20profitable,%24100%20billion%20of%20net%20income
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Negative impacts, mitigation and controversies

The negative impact score of Apple, Alphabet, and
Microsoft is relatively low. To be clear, the score rep-
resents the mitigation of negative impacts rather
than the impacts themselves. The negative impacts
are rated either “A” (Act to avoid harm) or “Z” (Does
or may cause harm) the lowest possible rating.

Our detailed impact statement of the companies

impak Score™

shows that even if a negative impact has mitigation
activities associated with it (in some cases there are
several mitigation activities), the impact can still be
rated “Z". This can be explained by the severity and
number of controversies linked to the relevant neg-

ative impact.

Key Figures o~ m
s = J n
impak Score™ 145 165 106 173
Positive impact 4 0 0 0
Negative impact 60 30 17 78
Governance 81 135 89 95
Total % of activities 0.02% 1.19% 2.77% 0%
positively linked to SDGs
Number of Z-rated 2 8 7 3
negative impacts
Overall ABCZ classification Z Z Z YA
% women in workforce 32.07% 33.9% 34.8% 29.7%
GHG intensity 5239.67 44.14 63.39 83.72
Turnover 221.53B 257.6B 365.8B 168.09B

11
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Number and severity of controversies

Microsoft
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Environment Social

As an impact assessment needs to be considered as
a whole, and from the perspective of Do No Signif-
icant Harm (DNSH) principles, a “Z”-rated negative
impact will negatively affect a company’s positive
impact score. We remove a pre-determined per-
centage of points from the positive impact score for
each level of the “Z scale” based on the severity of
controversies, the acknowledgement of the negative
impact by the company, and the presence (or lack)
of mitigation activities, ranging from 20% to 100%
of points removed.
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Severe
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In the case of Apple and Alphabet, half of their
negative impacts have received a rating of “Z". For
Microsoft, a third of its negative impacts have been
rated as “Z", but the company has no retained positive
impact. Overall, Apple, Alphabet, and Microsoft all
scored O on the positive impact score, mostly due to
the severity and number of controversies related to
their negative impacts.

12
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Sector materiality

It's no secret that there is a certain prominence of
the E in ESG compared to the S, while the G is often
overlooked - even if it may sometimes be the main
driver of businesses’ sustainable practices. According
to a BNP Paribas survey, 51% of investors found the

S to be difficult to grasp and to embed in investment
strategies. In fact, most investors have focused on
the E as a leading ESG criterion.

Why? Environmental issues are often easier to mea-
sure, quantify, and put into models. Yet, even for the
social indicators that are just as easy to measure (and
thus manage), for instance diversity & inclusion and

IMPACT REPORT OF TECH LEADERS

employee health & safety, we will see that none of
the three analyzed companies have avoided severe
controversies regarding these topics.

As for the lack of attention on the G in ESG, several
examples from Apple, Alphabet, and Microsoft show
that a developed sustainability governance framework
can easily become a smokescreen that distorts ESG
ratings. As this paper will demonstrate, effort is not
always synonymous with results. As such, placing
disproportionate value on effort can result in invest-
ments being channeled the wrong way.

Benchmarking of shared negative impacts (1/2)

G =«

SDG(s) Outcome(s)

Environnemental
(GHG, Air pollution,
Energy consumption,
Water consumption,
Waste generation)

@D
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Y,
16 PEACE, JUSTICE Customer privacy
ANDSTRONG

INSTITUTIONS

"
(3

Y,

Impact mitigation strategies employed

- Implementation of environmental
management systems

- Investing in energy and water efficiency projets,
carbon credits

- Increasing share of renewable energy use

- Introducing and developing circularity solutions

- Implementation of device take-back programs

- Working with suppliers to improve their
environmental management

- Implementation of mentoring programs for
underrepresented employees

- Establishing employee resource groups

- Organizing awareness events and initiatives,
trainings

Mitigations for supply chain:

- implementation of a supplier code of conduct

- conducting regular audits of suppliers

- providing training on responsible procurement
practices

- investigating minerals sources, including audits of
smelters and refiners

- implementation of supplier management systems

And anti-competitive:
- implementation of code of conduct with provisions
on fair competition

Customer privacy:

- Implementation of data security/privacy policies

- Implementation of information security
management systems

- implementing ethical principles for Al

- limit data collection, or implementing clear data
collection guidelines and data privacy rules

- conducting audits on data security

13


https://securities.cib.bnpparibas/esg-global-survey-2021/
https://ssir.org/articles/entry/fixing_the_s_in_esg
https://ssir.org/articles/entry/fixing_the_s_in_esg
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Benchmarking of shared negative impacts (2/2)

~ .’ [ [
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(Alphabet)
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Poor labour and working
conditions

Product lifecycle (social)

Consumer welfare, health
and safety

Critical incidents and
systemic risk management

Workers' health and safety

Communication and
selling practices, Unethical
business conduct

- providing a worker hotline to report breaches
to human or labour rights

- implementation of a human rights policy

- conducting audits and due diligence of suppliers
in term of labour and human rights

- implementation of a policy on harassment,
discrimination, retaliation and standards of
conduct in the workplace

- including recycled materials in devices

- implementation of take-back programs

- offering repair services

- conduct product lifecycle assessments of devices

Specificity for Al and Alphabet

- developing guidelines and best practices on the
research and application of Al

- training employees on technology ethics in
innovation of Al solutions

- offering online safety training and settings
- implementation of content policies

- improving critical hardware security to ensure
business continuity

- implementation of business continuity plans

- data redundancies

- offering customers backups and disaster recovery
cloud services

- implementation of strict guidelines for the handling
and usage of hazardous materials and chemicals

- implementation of a health and safety policy

- conducting site risk assessments

- providing occupational health and safety training

Communication and selling practices:

- implementation of a platform to collect customer
feedback

- providing employee training on clear communica-
tion practices regarding products and services

- implementation of advertising policies

- limiting data collection of users

Unethical business conduct:

- implementation of a code of conduct to ensure
ethical behaviour across the organization

- implementation of a whistleblowing platform

- providing employee training on ethical behaviour

14
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Let’s start with the E in ESG

All three companies have implemented adequate
measures to mitigate their environmental impact,
and invest significant capital and resources in these
activities. They manage their environmental risks rela-
tively well, with broad policies, measures, procedures
and teams covering these issues. Apple, Alphabet,
and Microsoft also carry out extensive advertising
in relation to their performance on environmental

Putting forward the S and

As mentioned above, the social and governance issues
are where the problem really lies. A study by NYU
showed that out of more than 1,750 social measures
coming from 12 different evaluation frameworks,
only 8% of the “S” (Social) indicators assessed the
actual effects of businesses’ practices, while the vast
majority (92%) based their assessments on efforts
and initiatives rather than results.

Reflecting the reality of ESG, Apple, Alphabet and
Microsoft are severely lacking in terms of measures
addressing their social and governance impacts, espe-
cially with regard to the most material SDG targets for

management. For all three companies, environmen-
tal management does appear to be sufficient. They
almost never have controversies related to environ-
mental risks, other than in relation to the material
issue of planned obsolescence where most, if not
all, environmental-related controversies for the tech
sector lie.

G

the sector: working conditions in both their operations
and in their supply chain (many SDG 8 targets, plus
SDG 3.4 and 3.9), diversity & inclusion issues (SDG
5.1 and 5.2, SDG 10.2 and 10.3), customer privacy
& data security issues (SDG 16.10), business ethics
(SDG 16.5) and anti-competitive practices (SDG 16.3).

Itis interesting to note that, even if the sale of elec-
tronics or hardware is not especially significant for
Alphabet (Nest and Pixel represent less than 10% of
its revenue), it is nonetheless very much concerned
by the supply chain management and conflict min-
erals issues.


https://www.stern.nyu.edu/experience-stern/global/putting-s-esg-measuring-human-rights-performance-investors
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Supply chain management

The tech sector faces strong competition in the components and electronics market, which pushes participants
to regularly commercialize new generations of products, while lowering costs. This results in a combination
of several risk factors: mass production, low-skilled employees, high production speed, limited regulatory
framework covering working conditions, etc. Furthermore, many chemicals are used in the production of
electronic components. As a result, the industry is at high risk of non-compliance with International Labour
Organization conventions. The risk that these chemicals pose to human health and biodiversity is also often
mishandled, and the bigger the supply chain, the bigger the supplier risk.

e @ e @

Suppliers
This risk cannot be overlooked. Microsoft has thou-
sands of suppliers and Apple has 200 direct suppliers.
Alphabet does not specify its number of suppliers.
Evidencing the high significance of the supplier risk,
Apple, Alphabet, and Microsoft all have material con-
troversies regarding the sourcing of gold for their
production from illegal mines on Indigenous lands
in the Amazon rainforest. In fact, Apple has three
material controversies resulting from certain suppliers
who fund illegal or unethical activities.

Conflict minerals and rare-earth metals
The supply of minerals which are often associated
with conflicts (for instance, inputs sourced in countries

or regions experiencing tense geopolitical situations,
such as the Democratic Republic of the Congo) is
essential to the tech industry. In places such as the
DRC, armed groups often manage the extraction of
minerals. This means that companies like Apple and
Microsoft could be indirectly endangering both the sur-
rounding populations and the democratic functioning
of the country, by potentially financing these groups.

Even with existing policies regarding conflict miner-
als, both Apple and Microsoft have negative impacts
earning “Z"s for the supply chain management out-
come. The assessment of their mitigation activities
shows that despite their efforts, the risks of inade-
quately screening suppliers in regions with a high risk
of conflict is still too high.

16
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Customer privacy & Data security

With the advent of the internet of things and smart-
everything, companies collect an impressive amount of
user data, and the related risks are significant. Just to
give an idea of the scale of the problem, data breaches
exposed 22 billion records in 2021. These breaches
can lead to an abuse of data and the gathering of
information from government agencies for surveillance
purposes. Microsoft is one of many companies to have
experienced a data breach in 2021.

In relation to this outcome, Apple has a negative
impact rated as “Z” because it has five material con-
troversies linked to the issue of data security. These
include the allegation that Apple gave the Chinese
government control over its new data storage, which

contains personal data of Chinese customers.

Similarly, Alphabet has a negative impact rated as
a “Z" tied to this outcome, mostly due to the sever-
ity of its related controversies. For instance, Google
allegedly offered advanced Al and machine learning
capabilities to the Israeli government, which could
worsen the increasingly data-driven military occu-
pation of Palestine.

Finally, Microsoft also has a negative impact linked
to customer privacy and data security, but it has been
rated “A”; in other words, the company has imple-
mented effective mitigation activities and faces no

severe controversies.

Unethical business conduct and

Anti-competitive practices

Unsurprisingly, the tech sector is often marked by
controversies related to business ethics (SDG16) and
anti-competitive practices (SDG16). All members of
our golden trio have negative impacts rated as “Z”
for these outcomes.

In a nutshell, Apple has 14 material controver-
sies, due to alleged monopolistic and exploitative
behaviour in the context of the Apple App Store.
Microsoft is currently under investigation by the Euro-
pean Commission for illegally bundling its Teamwork
communication product with its Office Suite, while
Alphabet has 12 controversies relating to monopo-

listic practices with regard to its advertising business.

For more details, read their impact statements here.

17


https://www.varonis.com/blog/cybersecurity-statistics

IMPAK ANALYTICS 2023 IMPACT REPORT OF TECH LEADERS

Labour conditions and
Diversity & inclusion

Like most large cap companies nowadays, Apple,
Alphabet, and Microsoft face many challenges regard-
ing these outcomes. Apple and Microsoft both have
negative impacts rated “Z” regarding the Diver-
sity & inclusion outcome (SDG 10), and Apple and
Alphabet have a “Z"-rated negative impact relating
to Poor labour & working conditions (SDG 8). The
controversies involve a mix of employee harassment,
union-busting tactics, sexual misconduct, gender
discrimination and poor labour practices for all three
companies.

-/- :-\ The number and the severity of controversies
//5\ surrounding Apple, Alphabet and Microsoft’s

activities call into question the effectiveness
of their sustainability governance framework
and mitigation strategies.

The number and the severity of controversies sur-
rounding Apple, Alphabet and Microsoft's activities
callinto question the effectiveness of their sustainabil-
ity governance framework and mitigation strategies.
Furthermore, despite the importance of the afore-
mentioned social and governmental issues, which are
clearly all material to the tech sector, ESG ratings do
not seem to reflect this brutal reality for these three
companies. This may be where a big part of the prob-
lem lies: the materiality of controversies. Through the
perspective of the double materiality approach, the
materiality and severity of controversies are based
on the impact they have on stakeholders, as well as

the stakeholders’ level of vulnerability.
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Let the sunshine in

Now let’s talk about positive impact. The iS2 methodology uses
a 5-step process to select the positive impacts of a company.

Positive impact selection

Was the relevant activity Does the impact of this activity fall
delivered in the year of within the scope of a Sustainable
analysis? Development Goals target?

The activity connected to an impact Sustainable Developement Goal (SDGs) are

must take place in the year of analysis. the most widely agreed-upon targets. If there
are no links between the activity and an SDG
target, the activity is not considered to be

generating an impact.

Positive
impact creation

Is the impact a positive one?

We differentiate a company's negative Direct Indirect

. . . . business business

impact mitigation from the creation of a impact X impact
ositive impact. Indeed, a positive change fhepolsiness

P pact. e 9 eliminates its

in a beneficiary's life does not presuppose own negative

a positive impact has been achieved. impact

by avoiding all actions that
undermine wellbeing or
degrade the environment.

Negative
impact mitigation

logical chain between activities of the positive impact?
and stated impact, valid and

recognized? The % of activity must be >0.01% for the

impact to be considered material.

The Theory of Change* explains the pro-

cess of change by describing the causal Additionally, we developed a set of qualita-
links of an initiative, in a chronological flow tive criteria that enable us to retain activities
and, how outputs turn into outcomes. We for which there is sufficient qualitative infor-
analyze the context in which the impact mation to assess the financial materiality.

occurs and the conditions that must be
met for the activity.

* Theory of Change (ToC) is a specific type of planning, participation, and evaluation methodology that is used in business to promote social change.

Is the Theory of Change, the What is the materiality +

4
e
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Apple has one retained positive impact linked to
the SDG 10 - representing 2.77% of its activities (it
supports diverse entrepreneurs through the implemen-
tation of a supplier diversity program) and five positive
impacts that have been labeled “considered” only.
Alphabet has two retained positive impacts: the
first one is linked to the SDG 8 and represents 0.29%
of the company’s activities (it supports emerging
technology businesses through investments in Goo-
gle’s portfolio, along Google for Startups Accelerator:
Climate Change). The second one is linked to the
SDG 10 and represents 0.9% of Alphabet’s activities
(it supports Black entrepreneurs in the U.S through
the implementation of a supplier diversity program).
As mentioned earlier, according to impak’s method-
ology, due to the large number of negative impacts
rated “Z” for both Apple and Alphabet (mostly related
to material and severe controversies, see the Negative

impact and controversies section) 100% of the points

attributed to each company for its positive impact
score were deducted, and, as such, the final positive
score for each company is 0.

This decision may appear extreme for some, but the
reality is that the positive impact score™ has to be
impacted by what is going on in the negative impact
section. Taking this example to the extreme, imagine
a green energy producer using modern slavery to
produce its energy. Showing an unimpacted positive
impact score could mislead an investor into believ-
ing that XYZ company is a force for good, but such
a company could not possibly be rated “B” (bene-
fit stakeholders) or “C” (contribute to solutions) if it
does not properly mitigate all its negative impacts.

IMPACT REPORT OF TECH LEADERS

Here, the depth of information provided by our impact
statements is key for both investors and issuers to
acknowledge and address negative impacts and
controversies.

Finally, Microsoft has five positive impacts that have
been considered but none that were retained because,

in each case, one of the five criteria was not met.

The key word here is “retained”. Apple, Alphabet,
and Microsoft all appear to have numerous activities
with positive outcomes. To name just a few: Apple
offers solutions for digital health through the use of
ICT, such as the Apple Watch, and supports educa-
tional initiatives to expand learning opportunities in
communities that are historically underrepresented
or under-resourced in technology. Microsoft provides
free-of-charge tools for organizations to identify and
quantify water-related risks and reduce water usage,
and implements an Al program for disaster recovery
efforts. Alphabet helps to increase the employability
of underserved populations by providing training and
internship programs in the ICT field, and develops a
commercial app for sustainable commodity sourcing.
This seems positive, but what is the actual scope
covered by these initiatives?

All these activities are “considered” in the impact
analysis, but not “retained”. Why? Because the ulti-
mate criterion to retain a positive impact is that the
activity must reach the financial materiality threshold
(step 5 in the infographic), i.e the percentage that
this activity represents in the whole company. The
threshold is >0.01% of the company’s activities.
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Green Bonds, Sustainable Bonds

and Climate Funds

It would be remiss of us to talk about positive and

negative impacts without mentioning green and sus-
tainable bonds. At the end of Q3 2022, USD3.5 trn
have been issued in “sustainable bond labels”. Like
many large cap companies, Apple and Alphabet have
decided to join the party and have issued green/sus-
tainable bonds. But what is the real impact of these
bonds?

Since Apple’s first green bond issuance in February
2016, the company has issued $4.7 billion, with $3 bil-
lion green bonds allocated to this day. Although it does
not provide the entire breakdown of its allocation, its
2021 Green Bond Impact Report shows that the bonds
mostly support Apple’'s own mitigation activities.

For its part, Alphabet issued “$5.75 billion in sus-
tainability bonds [...] the largest [sustainable] bond
issuance by any company in history at the time
[2020],” with full allocation occurring in 2022. In its
2022 Sustainability Bond Impact Report, the company
clearly outlines the allocation of funds, showing that
90% finances Alphabet’s own mitigation activities and
projects (i.e preventing food waste in campus cafete-
ria, achieving LEED certification for office buildings,
developing energy efficiency projects for Alphabet’s
data center campuses, etc.). It is understood that less
than 9% of the allocation can be attributed to positive

impacts (i.e. affordable housing, loans to Black-owned
SMEs and loans to SMEs in response to COVID-19).

Compared to Apple and Alphabet, Microsoft is
a breath of fresh air, with its USD1 billion Climate
Innovation Fund, which has the potential to have a
positive impact. The fund focuses on funding emerg-
ing climate technology solutions that (i) have early
commercial traction and need capital to scale-up, or
(i) need financial support to bring existing climate
solutions to scale.

So why did impak consider Apple and Alphabet's
bonds and Microsoft's fund as potential positive
impacts rather than an actual one? It is often difficult
to distinguish a clear contribution to a positive impact
from the mitigation of a negative impact. As such, the
quantitative information was not sufficient enough to
assert that these positive impacts have reached our
financial materiality threshold of 0.01%. Therefore, in
order to provide an accurate impact assessment of
a company, activities must be labeled as they are, in
this case, potential positive impacts. For the moment,
Apple and Alphabet’s green bonds mostly cover the
implementation of their mitigation activities, which
tells more about their risk management strategies,
than their actions to create positive impact.

21


https://www.climatebonds.net/2022/11/green-bond-market-hits-usd2tn-milestone-end-q3-2022
https://www.climatebonds.net/2022/11/green-bond-market-hits-usd2tn-milestone-end-q3-2022
https://s2.q4cdn.com/470004039/files/doc_downloads/additional_reports/2022/Apple_GreenBond_Report.pdf
https://sustainability.google/reports/

IMPAK ANALYTICS

impak Score™

2023

Conclusion
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The world of extra-financial reporting

and ratings is a wild one.

impak Score™ impak Score™

Financial market participants are getting more
sophisticated everyday and regulations are slowly
but surely building a framework to work with. Looking
at Apple, Alphabet and Microsoft through the lens
of the impact analysis - which includes the double
materiality approach and the analysis of both the
positive and negative E, S and G impacts - they fail

to demonstrate that they are agents of change... just
yet. With a respective impact Score™ of 106, 165 and
173 out of 1,000 points, they are very far from their
top ESG ratings.

We are at a pivotal moment for the E, S and G
assessment and as shown, the market has all the
tools, theories and data to prevent further misleading
ESG ratings regarding large cap companies - the most
damaging ones in terms of ineffective sustainable
investing.

With the global triple crisis, economic, sanitary, and
environmental, that we are currently living in, an eco-
nomic paradigm shift is inevitably underway. In the
United States alone, Treasury Secretary Janet Yellen
highlighted a five-fold increase in annual billion-dollar

disasters in the last five years.

It is only with the right regulations, tools, and data
that financial market participants will be able to ben-
efit from long-term investments while contributing to
a positive impact economy, one that re-establishes
the lost, but fundamental, link between the well-being
of living beings and the economy.
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Behind an impact
assessment and
scoring system

An impact assessment is complex and the industry
standards which only look at outcome indicators are
simply insufficient, as part of this complexity is lost.
With this in mind, impak Analytics has developed the
impak iS2 methodology and impak Score™. Ratings
such as the impak Score™ can embrace that com-
plexity, providing a holistic tool backed by a human
eye to track the evolution of impact through time and,
most importantly, benchmark investments.

impak’s methodology allows us to have a 360-degree
view of the positive and negative social and environ-
mental, negative and positive impacts of organizations
of any size and in any sector (unlike ESG analysis

which focuses on negative impacts alone) thus
enabling efficient comparison and transparency. This
methodology results in two components: the impak
Score™, described below, and the impact statement,
a complementary and detailed qualitative assessment
of the company’s impact, all in alignment with the
UN'’s 17 Sustainable Development Goals (SDGs) and
based on the Impact Management Project (now IMP
norms, hosted by Impact Frontiers). This comprehen-
sive information allows investors to understand and
benchmark their performance, enabling quicker data-
driven decision-making, based on the social and/or
environmental impacts of companies and portfolios.

As mentioned above, the methodology is based on the IMP norms, most notably on the IMP criteria. The iS2 meth-

odology uses 16 criteria divided into five categories drawn from the IMP’s impact dimensions, which go as follows:

The WHAT
or impact type: What outcome(s) do business activi-
ties drive? How important are these outcomes to the

people (or planet) experiencing them?

The WHO

or impact beneficiaries: Who experiences the out-
come? How underserved are the affected stakeholders
in relation to the outcome?

The HOW MUCH
or impact magnitude: How much of the outcome

occurs— across scale, depth, and duration?

The CONTRIBUTION
What is the enterprise’s contribution to the outcome,

accounting for what would have happened anyways?
The RISK

What is the risk to people and the planet thatimpact
does not occur as expected?

IMPACT IMPACT
MANAGEMENT FRONTIERS
PROJECT
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Impact scale

Does/may cause harm Act to avoid harm

Prevent or reduce
significant effects on
important negative
outcomes for people and
the planet

Have a significant effect on
negative outcome(s) for
underserved people and the
planet

"We are not responsible for global
warming"

"We have regulatory requirements.
to meet (e.g. we have to cut our
carbon emissions)"

"We want to mitigate risk"

"We want to behave responsibly"

IMPACT REPORT OF TECH LEADERS

Benefit stakeholders

Have various effects on
important positive
outcomes for people and
the planet

Contribute to solutions

Have a significant effect on
positive outcome(s) for
underserved people and the
planet

"We want to have a positive effect
on the world to sustain long-term a
financial performance"

ant to help tackle malnutrition

"We want to help tackle the
"We want a world where all education gap"
businesses try to have a positive
effect on society"

0 pts impak Score™ 1000 pts

The impak Score™ complements the impact state-
ment of a company. It ranges from 0 to 1,000, with
a maximum of 307 data points from a total of 3,854
data points collected through impak’s data collection
process. Our data collection process can collect from
either public or private issuers with the same level of
precision and efficiency.

The score is mainly based on the IMP norms’ ZABC
classification of impact - “C” being the most advanced
type of impact organization, with the highest per-
formance both in mitigating its negative impact and
generating positive outcomes. The more an organiza-
tion performs similarly to a C-type company for each
selected criterion, the more points it earns scores.

In other words, the closer an organisation’s impak
Score™ is to 1,000 points, the more likely it is to be
a C-type company.

Impact types in accordance with Impact Management Project

The impak Score™ rates the capacity of a company
to generate positive impacts and mitigate its material
negative impacts at a given time This capability makes
it unique in the market and enables the ranking of
companies based on their impact, in addition to allow-
ing for objective-setting and tracking. It summarizes
the context behind the numbers, which is key in impact
analysis in order to gain an accurate understanding
of the ESG factors, as we have seen with the analysis
of Apple, Alphabet and Microsoft. As such, one dollar
invested in a company with a comparatively higher
score will have more chance of producing a positive
impact than one dollar invested in a company with
a comparatively lower score.

As such, one dollar invested in a company with a

comparatively higher score will have more chance of

producing a positive impact than one dollar invested

in a company with a comparatively lower score.
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About impak Analytics

impak Analytics’ mission is to help participants in the

financial market make more sustainable decisions

by providing them with assessments that go beyond

ESG and include both the negative and positive

impacts of their assets, whether listed or private.

impak offers human-augmented transparent, com-
parable, measurable, and rigorous environmental
and social data (impact data). The goal is for money
managers to integrate reliable impact data into their
decision-making processes in order to enable capital
to finance a more positive impact economy - one that
can handle the social and environmental challenges
we're currently facing.

To this end, impak has developed several assessment
tools and products like the impak ScoreTM and the
impact statement. These tools, which complement each
other, allow for data contextualization, double-mate-
riality analysis, and alignment with new regulations
(EU Taxonomy, SFDR, Climate Strategy, etc.).

For example, impact statements allow our clients and
partners in the financial sector to better manage their
internal and external risks, and to identify opportuni-
ties for having a positive impact, essential factors in
gaining a long-term perspective on climate change
and impact alpha.

We represent the second generation of non-financial
rating agencies, avoiding the pitfalls of first generation
ESG ratings and ensuring a tangible change in the
economic paradigm.

For more information: https://impakanalytics.com
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