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An ESG partnership

From identifying opportunities to help customers decarbonise to
driving systemic change, GPs must assist companies in setting and achieving ESG
goals, say 3i’s Oscar Tylegard and Sophia Walwyn-James

What does responsible
investment mean to 3i
and how has that changed
over time?
Sophia Walwyn-James: 3i is a list-
ed company, and has been since the
mid-90s, so ESG has been built into
our governance model for many years.
Initially we addressed ESG from a risk
management perspective, collecting
non-financial information from portfo-
lio companies to ensure the businesses
we invest in were up to standard, but
that approach has developed over time.
In addition to viewing ESG through a
risk lens, we now often see sustainabil-
ity topics as central to the commercial
case of our investments.
We think about our own investment
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period, and about the future of com-
panies. We consider their products,
their operations and their services and
make changes where necessary to en-
sure these continue to reflect evolving
stakeholder expectations. It is about
building resilience, future proofing or-
ganisations, and preparing them for the
next stage of ownership or growth.

How do you incorporate
ESG into asset selection,
through due diligence and into
portfolio management?
Oscar Tylegard: ESG is central to
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our initial screening from both a risk
and opportunity perspective. We look
for companies with potential, and that
includes the potential to enhance the
company’s ESG profile. As we move
into diligence, we employ specialist ad-
visers to help us dig deeper. Historical-
ly, ESG would have been one aspect of
general technical due diligence. Now,
we have specialists who help us under-
stand what the company has done pre-
viously, what it is doing now and what
can be done in the future to help drive
improvements.

Next, we develop a 100-day plan
where we work with management
to see how we can implement those
changes. We agree on a set of KPIs that
are reviewed monthly, so that we are
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tracking progress against the improve-
ments that we want to see made. Often,
those ESG-related KPIs are tied to re-
muneration to make sure that the man-
agement team is taking this seriously.

SWJ: One of the most important
things that we do is set objectives for
our portfolio companies which we ex-
pect them to meet. One of the objec-
tives we have recently set our portfolio
is to measure their carbon footprint.
Climate change impacts all businesses
in some way. Even if their own foot-
print is light, businesses have a role to
play across the value chain, by influenc-
ing the companies they operate with.
For some, decarbonisation will take
time and may require investment and
innovation or even systemic change.
For others, setting a decarbonisation
plan can represent an opportunity to
build engagement, for example with
employees or customers.

Another objective our portfolio com-
panies have is to develop a sustainability
strategy. Here, we are less prescriptive
because the strategy must be right for
each company, reflecting its culture
and values, as well as being the right fit
for its product or services offering. We
believe a sustainability strategy can be
beneficial to a range of stakeholders. It
is also positive from the point of view of
the business’s wider reputation. It is an
opportunity to show the business is tak-
ing this topic seriously and that sustain-
ability is not just a marketing exercise.

Can you share an

example of when
a portfolio company has
engaged with its customers
on sustainability?
SWJ: A company that is doing a great
job of turning increased emphasis on
decarbonisation into an opportunity
is Evernex, which provides I'T main-
tenance services. It looks to extend the
useful life of clients’ I'T infrastructure
and in some cases can do so by up to 15
years. Its model is based on the concept
of a circular economy. The business

“Climate change
impacts all businesses

in some way”
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avoids relying on new materials wher-
ever possible, instead using refurbished
and recycled spare parts.

Evernex helps customers reduce
their IT costs, because they are main-
taining equipment beyond the end-of-
life date, rather than buying new when
something breaks down. This also
helps its customers to avoid increasing
their carbon footprint, and Evernex
can quantify the positive impact it de-
livers for its clients from an emissions
perspective. For example, in 2020, it
prevented 90,000 tCO2e emissions
by helping clients avoid or delay new
equipment upgrades.

What about an example

of a company going
through a more systemic
change?
OT: One example is ESVAGT, a pro-
vider of safety and support at sea for the
energy industry. When we made the
original acquisition, 95 percent of its
business was based around oil and gas.
Since then, we have invested heavily in
the offshore wind sector and today that
represents the majority of its EBITDA.
We are also working with ESVAGT to
develop new battery technologies and
exploring opportunities with hydrogen.
We have changed the core of the busi-
ness and today it is not only creating a
positive impact by reducing emissions
but is also on the front foot, developing
innovative environmentally friendly
solutions which will provide more op-
portunities for the business in future.

What are the
challenges involved in
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helping businesses on that
sustainability journey?

OT: It can sometimes be a struggle
to access the right data, depending on
a company’s ESG maturity. That can
make it hard to assess whether a busi-
ness is an average performer in this
space or if they are exhibiting best prac-
tice. If the data is not there, then find-
ing it becomes the number one priority.
By working closely with management,
it is generally possible to uncover the
necessary information, even if it is not
data that has been collected in the past.

As an owner of multiple

assets, how can you
enhance sustainability across
the portfolio?
SWJ: We have over 40 companies in
our core portfolio across private eq-
uity and infrastructure. Some of those
are real leaders and innovators. One
portfolio company, AESSEAL, spoke
at COP26, for example. Our ferry op-
erator Scandlines is investing heavily
in emissions reduction technology for
its vessels, and Havea, our natural con-
sumer products business, addresses its
impact at each stage of the product li-
fecycle by considering the raw materials
used and the way products are manufac-
tured, packaged and ultimately used by
the consumer.

Of course, not all our portfolio com-
panies have reached this point and we
do not expect them all to be leaders. But
we can play a role in influencing com-
panies to make progress, leveraging ex-
perience from across our portfolio as a
blueprint for others. We arrange events
and roundtable meetings to introduce
portfolio company management teams
to each other and encourage compa-
nies to share challenges and knowledge.
That sort of cross-fertilisation is highly
effective, particularly as most are ap-
proaching this topic for the first time. m

Oscar Tylegard is a director in 3i's
infrastructure business and Sophia Walwyn-
James is an associate director in 3i's private
equity business with responsibility for leading
sustainability
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