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Getting ahead of the curve

Future-proofing businesses through corporate sustainable strategies

By StarESG Editorial Team
ESGeditorial@thestar.com.my

S THE YEAR edges closer to 2024,
Ahe countdown towards 2030, and

invariable 2050, is on the minds of
those concerned with fulfilling the coun-
try's nett-zero nationally determined con-
tribution (NDC) set out in the Paris
Agreement.

But in a world where the realities of
economics and politics had been frac-
tured by the pandemic, a global inflation
and two wars that have caused massive
repercussions to commodity and energy
prices worldwide, attention on ESG-
related topics would normally have taken
a backseat.

However, the conclusion of the United
Nations Framework Convention on
Climate Change's 28th meeting of the
Conference of Parties (COP) may still
renew the focus on ways to move sustain-
ability action forward.

To gauge where our country stands
within the ESG landscape, and how cur-
rent and upcoming issues can affect the
way sustainability is practised by busi-
nesses, the StarESG editorial team
reached out to Deloitte Malaysia chief
executive officer Yee Wing Peng, Ernst &
Young Consulting Sdn Bhd (EY) Malaysia
Climate Change and Sustainability
Services (CCaSS) and APAC
Decarbonisation Solution leader and part-
ner Arina Kok, KPMG in Malaysia sustaina-
bility advisory head Phang Oy Cheng, and
PwC Malaysia Asia Pacific Sustainability,
Biodiversity director Perpetua George on
what to expect in 2024.

Emelging trends against the
backdrop of global patterns
Transitioning to green energy: The sta-
tus report of the recently concluded
COP28 saw around 130 countries commit-
ting to the Global Renewables and Energy
Efficiency Pledge.

Together, they have declared their
intent to work collaboratively and expedi-
tiously in the pursuit to triple the world's
installed renewable energy (RE) genera-
tion capacity to at least 11,000 gigawatt
(GW) by 2030, while considering various
starting points and circumstances of
nations.

They have also committed to collective-
ly double the global average annual rate

of energy efficiency improvements from
around 2% to more than 4% yearly until 2030,
as well as putting the principle of energy effi-
ciency as the “first fuel” at the core of policy-
making, planning and major investment deci-
sions.

In that respect, the efforts to green energy
are picking up speed, seeing as we only have
about seven more years to reach those goals.

Closer to home, the creation of the new
Energy Transition and Public Utilities Ministry
as part of the recent cabinet reshuffling fur-
ther underscored the government's focus and
efforts on RE.

Experts have opined that green hydrogen is

the country’s ideal option for clean energy pro-

duction; in the long run, the country will enjoy
the benefits of economies of scale that will
exert downward pressure on the overall cost
of energy production for businesses, says Yee.
The ability of green hydrogen in decarbonis-
ing the country’s energy, materials and infra-
structure sectors that have been traditionally

reliant on fossil fuels is further underscored by

the Malaysian Investment Development
Authority (Mida).

Yee states that there are also collaborations,

especially with private sector players, taking

place with promising progress like the partner-

ship between Petronas and Sarawak Energy in
the commercial generation and exploration of
green hydrogen.

“Public policy shifts such as the lifting of the
RE export ban would be a positive move as
they would provide competitively priced clean

energy for consumers, address energy security

concerns, create jobs, diversify export oppor-
tunities and accelerate the national energy
transition.

“Malaysia is projected to enjoy between
RM49bil and RM61bil in additional Gross
Domestic Product (GDP) contribution and
RM12.1bil in revenue gains from the hydrogen
market by 2030.

“The government's proposed Hydrogen
Economy Technology Roadmap (HETR) is set
to provide 45,000 new job opportunities by
2030 and reduce Malaysia's greenhouse gas

(GHG) emissions by 0.4% to 1.3% by 2030,” Yee

points out.

According to Kok, the six energy transition
levers — RE, energy efficiency, bioenergy,
hydrogen, carbon capture, utilisation and stor-
age (CCUS) and green mobility including elec-
tric vehicles (EV), outlined in the National
Energy Transition Roadmap (NETR), are
anticipated to experience significant
growth in the Malaysian business land-
scape in 2024.

Further to that are the EV-related

provisions made in Budget

2024, announced by Prime Minister Datuk
Seri Anwar Ibrahim, to encourage greater
adoption of EVs by Malaysians.

“Globally, there is an anticipated growth in
the sales of EVs in 2024. For example, with a
favourable policy environment, the sales of
electric cars and vans in the US are projected
to gain momentum throughout the remain-
der of this decade, ultimately achieving the
government's target of 50% by 2030,” says

Kok.
ESG disclosure and reporting: With rising

concerns from investors, banks and custom-
ers on businesses' ESG practices, the
demand for transparency on ESG perfor-
mance, target, strategies and value created
for customers, employees and broader soci-
ety will push leaders to embrace critical
mindset shifts and deliver beyond profits.
Recognising the need for ESG capability
development, Budget 2024 also allows tax
deduction of up to RM50,000 per year of
assessment for ESG-related expenditure con-
ducted under the purview of the Inland
Revenue Board of Malaysia.

“We are also seeing an increasing align-
ment of ESG reporting standards globally
and the trend will intensify, reducing the
ambiguity and inconsistency that once char-
acterised this field, as harmonised reporting
frameworks enable companies to navigate
the complex web of expectations by regula-
tions, customers and banks seamlessly while
fostering a more equitable global market-
place,” Kok points out.

She adds that the Securities Commission
Malaysia, with endorsement from the
Finance Ministry, has set up a national level
Advisory Committee on Sustainability
Reporting (ACSR) to support the implementa-
tion of the IFRS Sustainability Disclosure
Standards (ISSB Standards) in Malaysia.

The ACSR will look into the enablers that
would support the implementation of the
ISSB Standards in Malaysia including the
approach and timeline for imple-
mentation, taking into careful
consideration market :
readiness to meet the
reporting
require-
ments.

To address reliability of the information
and mitigate concerns of greenwashing, the
ACSR will also discuss matters related to
assurance of sustainability statements.

“Miti will provide a framework to main-
stream ESG elements in the development of
the manufacturing sector, which will include
four main components: ESG standards,
financial support and incentives, capacity
building and market mechanisms including
carbon trading and carbon pricing.

“In October 2023, Miti launched the i-ESG
Framework to prepare Malaysia's manufac-
turing sector for embracing ESG principles
and introduced tools like the ESG Readiness
Assessment (i-ESGReady) and the i-ESG
Starter Kit (i-ESGStart) in Phase 1.0.

“These resources help companies under-
stand and evaluate their current ESG adop-
tion level and provide a step-by-step guide
for sustainability reporting,” adds Kok.

Echoing similar sentiments is Phang, who
points out that the gradual mainstreaming of
ESG principles into the daily business man-
agement of Malaysian companies has
become increasingly evident over the past
few years.

This is underscored by the nation’s adop-
tion of guidelines such as the Global
Reporting Initiative, Task Force on Climate-
Related Financial Disclosures, and the
International Sustainability Standards Board
(ISSB) standards.

Phang highlights that a major trend poised
to impact local companies will revolve
around the demand for data accuracy, gran-
ularity and reliability.

“Investors are now seeking clarity on the
nett-zero and decarbonisation initiatives.
They're assess- ing how these strate-

e sies impact business
- sustainability and
¢ the required
invest-




ments in carbon adaptation technologies
from an investment standpoint. Hence the
need for reliable supporting data is crucial.”

Next year will also see a heightened
emphasis on corporations in Malaysia to
move towards double materiality reporting,
wherein both sustainability and financial
implications are considered in the ESG risk
evaluation, Phang stresses.

“I anticipate a shift towards more compre-
hensive risk management strategies under-
taken by corporations, marked by the
increasing integration of ESG risk factors into
their business enterprise risk assessments.

“The issuance of the Corporate
Sustainability Reporting Directive, Carbon
Border Adjustment Mechanism and
Corporate Sustainability Due Diligence
Directive, will influence how local companies
manage crucial aspects such as product car-
bon footprint, human rights and labour
management, sustainability financial man-
agement and reporting, as well as assurance
processes.

“This will be particularly profound for com-
panies with products imported into the
European Union (EU) or those with subsidi-

aries within the EU," says Phang.
Biodiversity risks: Biodiversity and

nature are gaining attention from companies
and governments, but many businesses are
still figuring out the risks involved, says
George.

“Malaysia has a unique biodiversity eco-
system and its dependence on nature and
its associated ecosystem services make it
among the most vulnerable econ-
omies to climate change. ;

“On a macro scale, the
region will be significantly
impacted by nature loss, with
54% of Asia Pacific GDP highly or
moderately dependent on
nature.

2022 data shows
that Bursa
Malaysia has

oVt

US$239bil in market capitalisation for high
and moderate nature dependent sectors,
which represents 65.3% of Bursa’s entire
market value.

“Even without direct exposure, businesses
may face significant risks in their invest-
ments or supply chains. As cited in a Bank
Negara Malaysia Report, Malaysia faces a
potential 6% loss of GDP by 2030 from the
collapse of Malaysia's forestry and fisheries
ecosystem services.”

George emphasises that it is important to
understand the link with nature for manag-
ing business risks effectively as it is difficult
to do so without first understanding the
nature-climate nexus.

“Businesses that understand their rela-
tionship with nature can begin developing
dual responses and risk mitigation processes
such as embedding nature-based solutions
into their climate transition plans.”

Emerging frameworks such as the
Taskforce on Nature-related Financial
Disclosures— a market-led and sci-
ence-based initiative supported by national
governments, businesses and financial insti-
tutions worldwide— can help businesses
navigate this complex issue.

Nature-based solutions and carbon mar-
kets are expected to grow in Malaysia given
the launch of the Bursa Carbon Exchange
(BCX) and appetite for credible and val-
ue-added offsets globally among corporates.

The push for businesses to decarbonise as
a response to climate change will continue
to grow stronger in 2024, George highlights,
. citing PwC's Net Zero Economy Index 2023
(Asia Pacific edition) that

Malaysia's current
decarbonisation
rate is at 2.5%, far
behind what is
required to meet
F NDC's target at 7.2%.
= This pushis also driv-
en by evolving policy
frameworks such as the
- NETR as well as greater
= transparency with the
introduction of new report-
ing standards such as the
International Sustainability
Standards Board's IFRS S1
and IFRS S2.

“If made mandatory, these stand-
ards will compel businesses to enhance
~transparency in sustainability disclo-
sures.”

She highlights the growing recogni-
tion of the imperative for an inclusive
* and just transition, taking into consid-
eration workforce needs, supply chain
sustainability especially the support
needed for micro, small, and medi-
um-sized enterprises to transition, as
__well as the society and community as a
whole.

Efforts to prevent further tempera-
ture increases by reducing GHG emis-
sions must continue, coupled with an
equal focus on adapting to the climate
realities of today, including opportuni-
ties for nature-based solutions to help
meet climate commitments.

“Preparing for physical climate risks
can be a catalyst for companies’ inno-

vation and growth. However, Malaysian com-
panies must first form a clear picture of their
vulnerabilities and make a plan to manage
them,” George stresses.

Tailoring Malaysian businesses for
sustainability

In light of the rapidly evolving sustainability
scene, it is essential for Malaysian business-
es to tailor their practices while taking into
account macroeconomic factors and the

unique context of the country.
Managing the transition: Emphasising

that Malaysian companies need to set a solid
foundation for high quality carbon emission
data, Yee says the foundation of good data is
an important prerequisite to ensure players
pay their fair share which aids in preventing
inequity in taxation.

“Most companies here have just
embarked on their climate accounting jour-
ney with only a few players tracking their
Scope 3 emissions (indirect carbon emis-
sions emitted through upstream and down-
stream supply chains).

“They should also establish their own mar-
ket awareness programmes that ensure the
business case for transitioning to renewable
energy as the key to promote behavioural
change and crucial industry buy-in,” Yee says.

Digitising the business: Kok calls on busi-
nesses to grab the opportunity to enhance
their technological infrastructure as well as
increase sustainability and competitiveness,
given that Budget 2024 will see corporate ini-
tial allowance for information and communi-
cation technology equipment and software
be raised from 20% to 40% starting from
YA2024.

“Digitising assets and implementing cloud
adoption for efficient storage, easy access,
paper waste reduction is one of the sustain-
able practices that enhances security meas-
ures for sensitive materials,” says Kok.

She shares that RHB Banking Group (RHB)
and Tenaga Nasional Berhad (TNB) have
forged a collaboration to expedite the adop-
tion of renewable energy and energy effi-
ciency solutions among small and medium
enterprises (SMEs) and individuals.

“With collaboration and sustainability
roadshows conducted in major cities, TNB
will provide technical advice on energy effi-
ciency and renewable energy solutions,
including supplying and installing solar PV
systems to SMEs— prioritising RHB's SME
customers and TNB's clients and business
partners.

“RHB will offer green financing solutions,
which comprises financing programmes in
SME Green Renewable Energy, SME Green
Construction, SME Green Commercial
Property, SME Green Working Capital and
SME Green Capital Expenditure,” says Kok.

Sustainable integration: Phang recom-
mends businesses to pivot towards an inte-
grated sustainability management frame-
work which helps ensure ESG factors are
considered from an all-of-business approach
(integration into daily business practices, risk
and financial management).

“Businesses can begin by thoroughly scru-
tinising data veracity and verify that all
reported data undergo checks and monitor-
ing from the point of generation to its colla-
tion and reporting.

> TURN TO PAGE 12

Arina Kok
Malaysia Climate Change and
Sustainability Services (CCaSS)
and APAC Decarbonisation
Solution leader and partner
Ernst & Young

Phang Oy Cheng
Sustainability Advisory head
KPMG in Malaysia

Yee Wing Peng
Chief executive officer
Deloitte Malaysia

Perpetua George
Asia Pacific Sustainability,
Biodiversity director
PwC Malaysia




> FROM PAGE 11

“Start looking at the financial reporting
of ESG matters and how this can be
streamlined to ensure necessary data is
available for financial impact analysis and
reporting.

“Integrate ESG material matters as well
as their financial implications into your
business strategies,” says Phang.

Long-term planning: George highlights
that many companies are at risk of losing
out significant long-term financial benefits
as they continue to view sustainability and
decarbonisation through the short-term
lens of regulatory compliance.

She says integrating sustainability into a
company’s strategy, operating model and
processes can lead to huge potential to
create value, while protecting value from
increasing ESG related risks, such as flood-
ing.

“The workforce is an integral part of this,
with key considerations including identify-
ing skills gaps, providing accessible upskill-
ing and reskilling opportunities.

“Doing so builds on the efficiencies of a
holistic approach to sustainability rather
than addressing each topic in siloes.”

She adds that a just transition is critical
to include vulnerable communities in the
journey towards a lower carbon future, in
addition to ensuring benefits and costs of
climate action are distributed fairly.

“The Department of Statistics Malaysia
had reported that micro-small-to-medium-
sized entities (MSMES) contributed to
48.2% of national employment and made
up 97.4% of overall establishments in
Malaysia in 2022, making them a crucial
part of the country’s net zero transition.

“These MSMEs require substantial sup-
port to effectively make this transition, an
area where larger businesses can step in to
help them make necessary adjustments
and reduce Scope 3 emissions through
their value chain.”

George also suggests companies to start
investing in nature-based solutions, where-
by the power of nature is incorporated into
operations. By doing so, it can help in low-
ering emissions, increase resilience and
reduce disaster risk, while providing envi-
ronmental and social benefits that pay off
financially.

“The UN estimates that nature-based
solutions have the potential to remove up
to 12 gigatons of CO2 equivalent per year,
boosting climate resilience and providing
an additional US$2.3tril in productive
growth to the global economy,” says
George.

Strategies to successfully navigate
evolving ESG trends

As global economics and invariably, poli-
tics, impact the livelihoods of businesses,
big and small, decision-makers in any
enterprise or institution would undoubted-
ly need to circumvent rising eventualities
should they arise.

Being at the forefront of this change,
Bursa Malaysia has already rolled out a
mandatory ESG reporting platform for list-
ed companies on Dec 4 this year.

In that sense, ESG reporting is encour-
aged, even for small and medium sized
enterprises as their transparency and

accountability would make them more attrac-
tive for financial assistance.

But as ESG trends are closely affected by
macroeconomic factors that can shift signifi-
cantly according to socio-economic and politi-
cal factors, as well as the environment, learn-

ing how to adapt is crucial.
Competent workforce: Yee points out

that companies should develop strong
human capital in order to prepare for chang-
ing trends in ESG.

“A general lack of human capital has con-
tributed to the relatively higher cost for
deployment and maintenance of RE in
Malaysia,” he elaborates.

He also suggests attracting more advanced
players into Malaysia to allow the transfer of
technology and knowledge to occur.

This should be further supported by a
robust policy to appeal to such players.

He adds that ESG should also be recog-
nised as a C-Suite key performance indicator,
given that it is a framework for risk mitigation
and a driver of financial success.

“The three dimensions of ESG — environ-
ment, social and governance — indicate a
company’s resilience and the degree to
which it is future-proof in the context of
growing stakeholder demands for sustaina-
bility,” Yee explains.

Linking ESG-related key performance indi-
cators to remuneration may include a bal-
anced scorecard, a modifier that brings
about multiplier impact or a minimum trigger
for bonus or incentives to be paid, commonly

known as underpin.
The new normal: Phang points out that

Malaysian companies must shift their per-
spectives on ESG management, recognising it
not only as a compliance matter but as an
indispensable facet of business management
that is a concern of their customers, collabo-
ration partners, regulators and investors.

“Businesses must also ensure the efforts
on managing ESG-related risks mirror the

Businesses can
traverse the
ever-changing
ESG landscape
with sound
strategies while
contributing
positively to
their overall
sustainability
efforts

attention given to risks related to their organ-
isation and products,” she states.

“Emphasising efficiencies and minimising
impact should be the core focus.”

She reminds that as ESG management has
now entered the mainstream, which
demands businesses to be cognisant of its
significance, the failure to meet its standards
can result in substantial business and reputa-
tional repercussions.

“It is now very much part of a company’s
value creation journey, demanding a shift in
how it's perceived and treated accordingly.”

George reminds that sustainability is a
long-term game that when done well, can
yield near-term benefits and return on invest-
ments.

“Navigating the expansive sustainability
landscape, which includes aspects like adap-
tation, nature risk and circular economy,
includes strategically aligning sustainability
actions to realise co-benefits.

“Integrating your company’s climate adap-
tation and biodiversity efforts with nett-zero
programmes can yield significant advantag-
es

She gives the example of agroforestry,
which is the affordable land management
system of planting trees on the same land as
crops, resulting in ecological and economic
advantages.

As it removes GHG, it also brings adaptive
benefits, which include improving water
retention and enhancing soil diversity.

Anticipating, adapting to change: In line
with the paradigm shift towards ESG, Kok
says organisations should prioritise staying
informed and adapting to this evolving land-
scape by closely monitoring local and region-
al ESG regulations, market trends and stake-
holder expectations relevant to their opera-
tional context.

“Staying regularly engaged with industry
events and ESG networks will ensure organi-
sations are up-to-date and able to adjust
their strategies accordingly.”

She suggests that a way for companies,
especially SMEs, to start their ESG journey is
to conduct materiality assessments.

This would identify the most important
sustainability issues pertaining to their opera-

tions, stakeholders and industry.

“These assessments provide insights
into the key ESG risks, benchmarks against
competitors and uncover opportunities
that impact business performance.”

She cites the example that companies
exporting carbon-intensive products to the
EU started reporting emissions in October
2023 for six sectors: cement, iron and
steel, aluminium, fertilisers, electricity, and
hydrogen.

“To ensure that Malaysian businesses
remain internationally competitive, local
exporters must start preparing their oper-
ations to manage relevant carbon price
regimes, while making certain that goods
are produced with greater carbon efficien-
cy,” she says.

Kok adds that as the global economy
embarks on decarbonisation strategies,
Malaysian businesses need to start man-
aging the EU Carbon Border Adjustment
Mechanism or any upcoming carbon tax
regulation imposed by other trade-partner
jurisdictions to remain relevant and com-
petitive.

Actionable accountability: George
notes that although many companies have
set their nett-zero targets, they are behind
on operationalising them.

“They need to take double materiality
considerations into account and mobilise
every business function towards achieving
nett-zero transformation,” she says.

“We are at risk of being perceived as
greenwashing by the market, if we don't
act promptly to realise commitments
made.”

From production, procurement and
finance, to marketing, technology and HR,
everyone needs to transform how they
operate, process and manage people and
resources.

The longer the commitment-action gap
persists, the greater the risk of companies
being perceived to be engaging in green-
washing practices.

Yee concurs, saying that companies
must also be held accountable for their
actions and commitments towards sus-
tainability.

He says this included efforts by various
private and public organisations to pro-
mote transparency, encourage independ-
ent verification, and establish clear stand-
ards and regulations to prevent misleading
or false claims of environmental sustaina-
bility.

“Consumers can play a role by educating
themselves and scrutinising the sustaina-
bility claims made by companies.”

George also advises prioritising progress
over perfection: “Sustainability is a long
term game but done well, can yield near
rm benefits and return on investments.
“To thrive in an unpredictable environ-
ment characterised by constantly evolving
standards, regulations, frameworks and
expectations, businesses require a shift in
mindset — away from expectations of cer-
tainty and towards one that embraces a
consistent, incremental and fluid
approach.”

She says this will give organisations the
agility and resilience to adapt along the
way towards their overall nett-zero goals.
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