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Investment Grade or
Just Language?

The Five Test Standard for Sustainable Strategy
From narrative to board-ready decision discipline

Executive Summary

You have the authority to demand better from sustainability proposals. The issue is not
whether sustainability matters. The issue is whether sustainability proposals are ready to
compete for capital, management attention and board approval.

Too many still enter the boardroom as narrative, polished and directionally important, but
unable to answer the questions that capital decisions require. This month’s Executive Brief
gives you a defined standard: the Five Test Standard for Investment-Grade Sustainable
Strategy, with the Financial Consequence Test positioned as the approval gate for proposals
seeking board, capital or investment committee approval.

It links the standard to the Sustainable Strategy Business Case Diagnostic, SSBC-D Lite and
Full, helping boards, CFOs and executive teams assess whether sustainability proposals
have the capital logic, baseline credibility, finance involvement and governance discipline
needed to become investment-grade.
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When you place a sustainability proposal under the same scrutiny you apply to any other capital
decision, a familiar pattern appears. The proposal describes direction but not a decision. The
baseline is assumed. The counterfactual is absent. The financial consequence is framed in value
language rather than traced to cost, cash, risk, avoided downside, market access, resilience or
strategic option value. No one owns the economics. And after approval, governance weakens.

This is not a failure of ambition. It is a failure of decision architecture. See last month’s
Executive Brief, Why Boards Need a Decision Architecture for Sustainability, for more on this
topic.

The fix is not more language. It is a defined standard, one that governs sustainability with the
same discipline, evidence standard, financial scrutiny and accountable ownership as any other
material strategic investment.

Investment-grade sustainability is sustainability governed with the
same financial discipline, evidence standards, financial scrutiny and
accountable ownership as any other material strategic investment.

The problem is not that boards and executive teams lack sustainability ambition. The problem is
that too many proposals still arrive as worthy intentions rather than governed capital decisions.
They describe direction, but not the decision to be approved, the proof threshold, the financial
consequence, the accountable owner or the conditions under which the proposal should be
redesigned or stopped.

What 'Investment-Grade' Means

'Investment-grade' is not a phrase. It is a standard of proof.

A sustainability proposal becomes investment-grade only when it satisfies five requirements:
decision, evidence, financial consequence, ownership and action.
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Within that standard, one test carries special weight. The Financial Consequence Test is the
approval gate.

The Decision Test establishes the choice. The Evidence Test verifies the baseline, counterfactual,
data quality and sensitivity analyses. The Financial Consequence Test then asks whether the
proposal can trace material consequence across direct financial effects and avoided downside:
operating cost, cash flow, margin, regulatory exposure, retained market access, resilience, risk-
adjusted capital efficiency or strategic option value.

If that connection cannot be shown, the board should not approve the proposal. It should return
the case for further development or redesign.

A proposal may be strategically attractive, ethically compelling and reputationally useful. But
without traceable financial, risk or strategic consequence, it is not yet investment-grade.

The remaining tests matter because financial and strategic logic without ownership and action is
still not governable. All five tests must be satisfied before a sustainability proposal should be
treated as board ready.

The outcome is one of three: approve, where all five tests are satisfied; develop further, where
the direction is sound but gaps need closing before approval; or redesign, where the
foundational logic needs to be rebuilt.

»* Financial consequence is the gate, but the proposal only
becomes investment-grade when all five tests are satisfied.

The Five Test Standard operationalises this discipline across sustainability proposals.

The Five Test Standard

What board, capital, operational or risk decision does this improve? A

LRI 2533 proposal does not begin with a slogan. It begins with a decision.

What verified baseline, counterfactual, data provenance and sensitivity

Evidence test analysis does the proposal require? Evidence disciplines the decision.

Where does the value, cost, risk, cash, avoided downside, market access,
Financial resilience or strategic option consequence appear? This is the approval
consequence test x  gate. If the material consequences cannot be traced, the proposal should
be developed further or redesigned before board approval.

Who owns the economics, delivery logic, trade-offs and consequences?

Ownership test Sponsorship is not ownership.

What follows in the next 30, 60 and 9o days, and what is the stop rule?

Action . :
St Post-approval cadence is part of the investment case.
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What This Looks Like in Practice: A Supply Chain Transition

A company wants to shift critical procurement to lower-carbon, higher-resilience suppliers. The
ambition is legitimate, with customer qualification requirements, Scope 3 regulatory pressure,
supply disruption risk and cost volatility. But the board decision is more specific: should the
company commit to a phased supplier transition over three years, given cost pressure, supplier
capacity, service risk and the cost of inaction? That is a decision. Below is what investment-
grade framing looks like against the five tests.

Weak framing Investment-grade framing

This supports our sustainability commitments. = Decision: approve, defer, pilot or redesign a phased
supplier transition plan.

This will reduce supply chain emissions. Evidence: verified supplier emissions data, cost baseline,
supplier concentration risk, service levels, switching
costs and downside sensitivity.

This will create long-term value. Financial consequences: avoided disruption exposure,
retained customer qualification and market access,
reduced regulatory risk, improved resilience, and
traceability to operating cost, margin, cash flow and
strategic option value.

A cross-functional team will oversee it. Ownership: Finance owns the benefits case, procurement
owns supplier transition, operations owns service
continuity, and commercial leadership owns customer
and margin implications.

We will monitor implementation. Action: Day 30 validates supplier data, Day 60 stress-
tests cost and service risk, and Day 9o approves,
redesigns or stops Phase 1.

Compact quantified example: applying the Financial Consequence Test

The Financial Consequence Test should not rely on a single optimistic case. It should test
whether the proposal remains supportable when cost, benefit, timing and market access
assumptions move against it. The figures below are illustrative, not benchmark estimates. Their
purpose is to show how a downside model can strengthen the board’s judgement.

Assume the supplier transition requires £1.0m of implementation cost over 18 months.

The base case protects access to £6.0m of annual customer revenue linked to supplier
qualification requirements, equivalent to £1.8m of gross margin at a 30% margin. It also reduces
expected disruption cost by £400,000 a year and lowers expected regulatory, assurance and
remediation exposure by £200,000 a year.

The downside case tests three assumptions:
¢ Implementation cost rises by 20%, from £1.0m to £1.2m.

e Expected disruption benefits fall by 30%, from £400,000 to £280,000 a year.
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e Customer qualification is delayed by six months, putting £3.0m of revenue
exposure, or £900,000 of gross margin, temporarily at risk.

Under this downside case, the proposal remains supportable only if management can show that
retained market access, avoided disruption, reduced regulatory exposure and preserved strategic
options outweigh the higher implementation cost.

If supplier evidence remains incomplete by Day 60, or if customer qualification risk remains
unchanged by Day 90, the board should not release further capital until Phase 1 has been
redesigned.

This is now more realistic and more CFO-credible. The key upgrade is moving from revenue
protection to revenue exposure plus gross margin consequences.

A strategy that cannot define the conditions under which it should
not proceed is advocacy, not governance.

Applying this framing requires a diagnostic tool that tests the proposal before it reaches the
board. That is where SSBC-D comes in.

From Standard to Diagnostic: SSBC-D

SSBC-D operationalises the Five Test Standard in two forms. Each diagnostic contains a
quantitative scoring model that produces a specific outcome: proceed, develop further or stop —
not a qualitative impression.

Tool [ Usewhen _Whatitess |

SSBC-D Lite (three | Early triage Tests whether a proposal has the decision discipline to

components) justify further development. Surface early warning signs:
unclear decision, weak baseline, absent ownership, vague
value logic.

SSBC-D Full (ten Board readiness Tests whether a proposal can withstand CFO and

components) investment committee scrutiny. Examines baseline,

counterfactual, value bridge, financial and strategic
consequence, ownership model, decision gates,
30/60/90 cadence and stop rule.

Understanding the standard and the diagnostic is necessary. Understanding why the moment
demands both is equally important.
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Why This Matters Now

Sustainability is now competing inside the same capital allocation process as digital

transformation, Al investment, resilience and growth. CSRD has raised the evidence standard.
Investors are asking harder questions about transition credibility. Internal capital committees
are applying the same financial scrutiny to sustainability proposals as to any other investment.

A sustainability case that cannot withstand financial scrutiny will lose funding. A roadmap
without decision gates will continue long after the evidence has weakened. A programme
without a stop rule will consume capital, time and credibility the organisation cannot recover.
The standard of proof has changed. The proposals must change with it.

The Board's Five Questions

The Five Test Standard defines what a proposal must satisfy. These five questions are how you
demand that standard from management in the room. Apply them before approving any
significant sustainability initiative, and return to them at each review point.

If management cannot answer all five, the proposal is not yet investment-grade. Name the gap,
assign an owner and set a return date.

Decision Can management state the specific decision in one sentence?

Evidence Has finance validated the baseline, counterfactual and sensitivity analysis?

Financial consequence Can the team show precisely where the value, cost, risk, cash, avoided
downside, market access, resilience or strategic option consequence
appears?

Ownership Are named executives accountable for the economics, delivery and trade-
offs?

Action Is there a 30/60/90 cadence with proof thresholds, decision gates and a
stop rule?

From Standard to Practice: A Case Study Invitation

The Five Test Standard is now being applied to live proposals. Dr Phillips is building a body of
case studies: real organisations and real sustainability investments, tested against the Five Tests
before board or CFO approval. If your organisation has a material sustainability proposal
currently in development, this is an invitation to be part of that work.

Participating organisations apply SSBC-D Lite as a first triage and, where appropriate, SSBC-D
Full before the proposal reaches the investment committee or board. The diagnostic produces a
scored outcome. The case study records what changed, what was strengthened and what the
board ultimately decided. Findings are anonymised unless the organisation chooses otherwise.

Investment Grade or Just Language?



SUSTAINABLE STRATEGY EXECUTIVE BRIEF | May 2026 | Dr Paul A. Phillips

Every case study adds to the evidence base that the standard requires. That is how 'investment
grade' becomes a track record rather than a claim.

Conclusion

The danger for sustainable strategy is not that organisations lack words. The danger is that the
words outrun the decision architecture. An investment-grade sustainable strategy must remain a
test, a discipline and a standard of proof, not another phrase in the corporate vocabulary.

The test is no longer whether sustainability sounds responsible. The test is whether it can
survive capital, governance and scrutiny. That is how boards move from endorsement to
judgement. That is how organisations avoid the trap of sounding strategic while failing to
become more strategic.

The question is not whether an investment-grade sustainable
strategy is possible. The question is whether your current
proposals are already there or whether this is the moment
to close the gap.

Three ways to take the next step

1. Test a live proposal
Apply SSBC-D Lite to a sustainability proposal currently in development and identify
whether it is ready to progress, needs further development or should be redesigned.
Access the diagnostics now - SSBC-D Lite and Full.

2. Develop a case study
Work with Dr Phillips to apply the Five Test Standard to one or two real sustainability
investments. Findings can be anonymised.

3. Discuss board readiness
Arrange a short conversation on how to strengthen sustainability proposals before they
reach CFO, investment committee or board scrutiny.

Contact: drpaulphillips.com
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