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WHY IT MATTERS

Environmental, social, and governance (ESG) investing is becoming increasingly
popular among global financial institutions and investors. Two major forces are
behind the growing trend of ESG investing: subpar growth across the wealth
management industry seeking alternative growth for assets under management
(AUM), and investors’ desire to create a more positive social impact through their
investment choices while receiving long-term financial returns. However, ESG
data ratings lack standardization, quality, and audited and timely data. Tata
Consultancy Services (TCS) aims to solve for the data quality issue by offering a
bespoke ESG data integration framework that serves as a container for
aggregating and reconciling third party data. The TCS ESG Integration Solution is
designed to address the industry’s concerns around unclear data ratings and
misaligned scoring correlations. Celent believes that the solution is differentiated
from other offerings in the market by its ability to sanitize data from leading data
providers. The solution also provides much-needed transparency across the ESG
data ratings process, particularly during portfolio construction. ESG investing has
increased in popularity over the last couple of years, driven by demand among
financial institutions (Fls) and retail investors.

COVID-19 has highlighted unsustainable business practices and how they are
interconnected and impact the supply chain, biodiversity, and treatment of employees.
The demand for sustainable investing is driven by financial institutions (FIs) and retail
investors. Europe has traditionally been the leader in ESG investing, particularly on
the regulation front; the United States is catching up quickly.

The wealth management industry continues to face margin pressure, which has been
exacerbated by the pandemic. To align with investor demand and grow AUM, wealth
managers are offering diverse investment strategies, launching new sustainable funds,
and converting existing funds into sustainable ones. The ESG market grew to more
than $30 trillion in 2018, and estimates show that it could reach $50 trillion over the next
20 years!. Celent's research shows that the US and the UK will account for
approximately 80% of the market share for ESG investing.

Retail investors increasingly express a desire to create a positive social impact
through their investment choices while adding value to their long-term investments,
and ESG investing has become the backbone of many investors’ portfolios. Although
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millennials are often thought to be drawn to ESG investing at a higher rate than other
generations, ESG investors span generational cohorts.

While the demand for ESG and sustainable investing from Fls and investors is high,
there are a host of challenges around ESG data ratings and in creating sustainable
portfolios. In the end, transparency and standardization of data will mitigate doubt that
ESG investing is simply a marketing ploy. Figure identifies some of the key business
focus areas for firms moving to sustainable investing. The TCS ESG Integration
Solution aims to address each of these critical focus areas.

Figure 1: Key Business Focus Areas for Firms to Move to Sustainable Investing
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Context

ESG has gone mainstream, and the European Union’s new Sustainable Finance
Disclosure Regulation (SFDR) went into effect March 10, 2021. SFDR imposes new
rules around transparency and reporting requirements for investment management
firms at the product and manager level. Although sustainable investing is gaining
momentum, the sheer volume of data that is incorporated into an ESG rating is hard
to process and can result in questions about a rating’s accuracy. To discuss these
issues, Celent connected virtually in January 2021 with Subramanian Kuppuswami,
head of TCS’ Sustainable Banking, Finance & Insurance (BFSI) business unit, for a
briefing and demo on the TCS ESG Integration Solution.

Company and Solution Overview

Tata Consultancy Services is an IT services, consulting, and business solutions
organization that has been partnering with many of the world’s largest businesses in
their transformation journeys for more than 50 years. As noted in Celent’'s TCS profile
in VendorMatch, TCS offers a consulting-led, cognitive powered, integrated portfolio
of business, technology, and engineering services and solutions delivered through its
Location Independent Agile delivery model.

A part of the Tata group, India’s largest multinational business group, TCS employs
over 448,000 consultants in 46 countries. The company generated consolidated
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revenues of US$22 billion in the fiscal year ended March 31, 2020, and is listed on the
BSE (formerly Bombay Stock Exchange) and the NSE (National Stock Exchange) in
India.

The TCS ESG Integration Solution has been available to TCS customers since
September 2020. The solution leverages cognitive technologies and Al/ML algorithms
that enable an agnostic and transparent view of ESG performance of assets and
investments.

The TCS ESG Integration Solution is primarily leveraged by banks and investment
and asset management firms. Most FIs have been investing in building an ESG
strategy and research teams in addition to sector-specific ESG expertise within their
businesses, and these will be the typical users for the TCS ESG Integration Solution.



TCS ESG Integration Solution: Simplifying ESG Portfolio Construction Key Briefing Takeaways

KEY BRIEFING TAKEAWAYS

The TCS ESG Integration Solution is a bespoke framework designed to sanitize and
reconcile data ratings from major ESG data providers by leveraging today’s
transformative technology, such as cognitive technologies and Al/ML. The model
creates a 360-degree view of the ESG performance of assets and investments.

© CELENT

TCS ESG Integration Solution: Key Facts

Celent believes that the solution has a robust indicator library and data acquisition and
analytics capabilities. The solution’s key features include:

e Offer 300-plus indicators (whereas competitors offer fewer) across
environmental, social, and governance parameters.

e Set portfolio monitoring targets around qualitative and quantitative indicators
against regulatory standards.

e Add new indicators and/or create an indicator stack specific to the FI's ESG
objectives, thereby creating a truly bespoke and customizable tool for portfolio
managers.

e Capture unstructured data from multiple formats such as tables, images, or
sentences; capture structured data from public disclosures, such as annual or
sustainability reports.

¢ Normalize qualified through data homogenization algorithms.

e Track the origin of data for increased transparency.

Differentiators

The ratings market consists of data providers that broadly lack material ESG
considerations that factor into an ESG score or niche ESG solution providers that offer
curated ESG solutions and services to FIs. The TCS solution goes one step further by
contributing directly to scoring methodologies on a deeper and more holistic level.

Celent notes the importance of real time access to ESG research and data and the
automated sourcing of data. As such, a truly integrated ESG platform that offers these
capabilities and is backed by automated machine learning capabilities to create
custom ESG scoring is critical to achieving sustainable investing. It is important that
these ESG indicators and weightings are customized to clients’ preferences. The
ability to decipher alternative sources of data accurately and in real time is a pillar of
an effective platform.
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Figure 2: TCS ESG Integration Solution Overview
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The TCS ESG Integration Solution has been leveraged by various organizations
across industries. TCS’ European banking and investment management clients have
used the tool to assess the sustainability performance of assets and track the ESG
performance of their investment portfolios. The intent of the platform is to give each
organization the flexibility to control what it wants to achieve from a ratings
perspective. For example, if an asset manager decides, “l want to invest in companies
that are at a certain level of emissions,” they are able to do so. This level of detail is
not available from other providers. As mentioned above, targets can be set against
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regulatory standards or suggested thresholds, which is also unique to the TCS
solution.

Celent also highlights the platform’s inherent ability to reconcile inaccuracies between
reported targets and regulatory standards. Figure 3 is a snapshot demonstrating how
the platform can flag unreported data. The “actual” column is what the company is
reporting, while the “target” is where the company should be; one can see that
“business units analyzed for corruption risk” is not reported. The issue is that the lack
of reporting on key indicators leads to a misaligned ESG rating and inaccuracies
across ratings for all companies; companies may still receive a high ESG score
despite not disclosing all data. TCS achieves this type of data sanitization using ML-
based scoring.

Figure 3: TCS ESG Integration Solution Indicators
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There is a gap in the ESG data ratings market for deeper and independent ESG
integration that can drive business decisions. Currently, traditional data providers do
not offer deep insights into the material considerations or the components contributing
to an ESG score, while newer and data-driven platforms offer curated ESG solutions
and services to financial institutions for their portfolio of investments. The TCS ESG
Integration Solution seeks to address this emerging market need by leveraging
cognitive technologies to enable transparent and holistic ESG integration. The TCS
ESG Integration Solution has the capability to pull the ESG scores and insights, if
available, from the traditional external data providers, enabling a 360-degree view of
ESG insights for banks and financial institutions. Currently, banks and financial
institutions rely on independent rating agencies that give summarized ratings and/or
their own manual research on companies’ ESG performance, which is time
consuming, tedious, and highly intensive due to the volume and highly unstructured
nature of the data. The TCS ESG Integration Solution is a digital solution that will
accelerate the financial institutions’ objectives of integrating transparent ESG
considerations into their business and investment strategies.
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Opportunities and Focus Areas

The drivers for embracing sustainable investing are clear; however, wealth managers
face multiple challenges in the adoption of sustainable investing. Notably, the issue of
data quality stands out as the primary obstacle to achieving truly sustainable
investing. The opportunities and focus areas listed below range from industry hurdles
to Fl-specific challenges.

Industry

Lack of Transparency

There is uncertainty around ESG ratings due to the lack of visibility of the underlying
data. Regulation is insufficient, but this is changing for the better as the issue
becomes more evident and FIs and investors demand a unified response.

Lack of Standardization

There are dozens of ESG data providers and rating agencies that provide ESG risk
ratings or scores. However, there is a distinct lack of standardized scoring
methodologies, which leads to inconsistent ratings for the same company.

Widespread “Greenwashing” and Inconsistent ESG Disclosures

“Greenwashing” describes when a company or person provides misleading
information about the impact of their activities on the environment. ESG scoring is
heavily dependent on the interpretation of disclosures and is often self-reported, which
can lead to increased “greenwashing.” The inability to benchmark and compare a
company’s ESG disclosures with those of peer companies affects investment
decision-making and increases risk.

Fl Adoption of the TCS ESG Integration Solution

One of the challenges that vendors encounter is the lack of a clear ESG strategy from
financial institutions. While the TCS ESG Integration Solution addresses the
challenges of lack of a common methodology and the abundance of unstructured

ESG data, Fls need to be certain about what is material to their ESG decisions. The
TCS ESG Integration Solution is built based on a loosely coupled microservices
architecture with built-in application programming interfaces (APIs), enabling flexible
implementation and integration with the existing core systems of financial institutions.
This flexible architecture and “API-ification” enable the solution to seamlessly interface
with other ESG data sources, resulting in a 360-degree view of ESG insights?.

TCS ESG Integration Solution

The industry is calling for a solution that facilitates transparent ESG scoring,
particularly one that is bespoke to the portfolio construction process. With ESG
integration capabilities at the core of its new solution, TCS has created capabilities for
offering a 360-degree view of ESG insights, tracking real time, on-speed ESG data to
offer a leading indicator for ESG performance and an Investment Insights solution that
offers a holistic view of investment portfolios, combining financial and nonfinancial
ESG parameters. The platform offers a sandbox for portfolio managers to experiment
with portfolio construction as it pertains to ESG scoring, fund performance, tracking
against regulatory standards, and other critical components.

One of the hurdles that providers, including TCS, will encounter is the need to
continually update their frameworks to stay relevant in the face of the quickly evolving
ESG regulatory domain. Additionally, as an increasing number of data providers open

27CS
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their ESG datasets, the sheer data volume set will become enormous; thus, the ability
to seamlessly decipher billions of data points to build a harmonized 360-degree view
of ESG will become critical. This point is something TCS plans to address in future
iterations of the solution.

While the solution is bespoke to the client, Celent foresees a potential focus area
around the application of the TCS standard methodology in which users can modify
the determining factors for scoring.

Path Forward

The undeniable shift toward sustainable investing among Fls, wealth managers, and
investors is a cause for celebration, albeit a cautious one. There is much work to do to
overcome data quality issues, such as the lack of standardization, vague scoring
methodologies, and overall “greenwashing” across the industry. With options such as
the TCS ESG Integration Solution, the industry is one step closer to overcoming these
hurdles and making sustainable investing a reality for institutional and retail investors.

About Solution Briefs

A Solution Brief is a type of Celent Insight launched in 2019 to provide research clients
with timely updates on vendor/fintech solutions and strategies. Celent does not
charge any fees to write a Solution Brief, and vendors do not have to be Celent
research clients to be eligible for one. However, Celent analysts are selective and
publish a limited number of notes throughout a year about briefings they found
particularly interesting; the decision whether to write a note is at the Celent analyst’s
discretion. Vendors have the opportunity to check the draft before it is published to
ensure we accurately represent the facts and do not disclose anything confidential,
but they otherwise do not have editorial control. Celent has not undertaken any
additional due diligence beyond the briefing itself.
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LEVERAGING CELENT’S EXPERTISE

If you found this report valuable, you might consider engaging with Celent for
custom analysis and research. Our collective experience and the knowledge we
gained while working on this report can help you streamline the creation,
refinement, or execution of your strategies.

© CELENT

Support for Financial Institutions
Typical projects we support related to financial planning software include:

Vendor short-listing and selection. We perform discovery specific to you and your
business to better understand your unique needs. We then create and administer a
custom RFI to selected vendors to assist you in making rapid and accurate vendor
choices.

Business practice evaluations. We spend time evaluating your business processes,
particularly in financial planning software, rating, and claims. Based on our
knowledge of the market, we identify potential process or technology constraints
and provide clear insights that will help you implement industry best practices.

IT and business strategy creation. We collect perspectives from your executive
team, your frontline business and IT staff, and your customers. We then analyze your
current position, institutional capabilities, and technology against your goals. If
necessary, we help you reformulate your technology and business plans to address
short-term and long-term needs.

Support for Vendors

We provide services that help you refine your product and service offerings.
Examples include:

Product and service strategy evaluation. We help you assess your market position in
terms of functionality, technology, and services. Our strategy workshops will help
you target the right customers and map your offerings to their needs.

Market messaging and collateral review. Based on our extensive experience with
your potential clients, we assess your marketing and sales materials—including your
website and any collateral.
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