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Executive summary

Today, institutional investors are subject to greater scrutiny around how they deploy the capital
entrusted to them — beyond mere financial returns. In addition to traditional financial analysis,
investors are paying closer attention to the ESG risks and opportunities associated with their
investee companies, which in turn may (along with other factors) impact the sustainability of the
financial performance of these companies over the long term.

As a result, investors are increasingly integrating ESG factors into their investment process, evident
from the rapid growth in ESG-related assets under management (AUM) globally. ESG integration
influences the strategic objective setting, portfolio management, risk management and stewardship
and engagement efforts of investors.

Many corporate issuers across regions are therefore expecting more scrutiny from their investors
and boards on their ESG and sustainability strategies. Understanding ESG risks and opportunities
from the perspective of investors could therefore be valuable for issuers. This paper aims to provide
issuers with a sense of how investors may think about ESG factors across the entire investment
process.

In this paper, we highlight how:

e ESG integration into the investment process has accelerated in the past decade, driven
primarily by a growing consensus that ESG risks and opportunities affect long-term stock
performance.

¢ Investors are increasingly looking to leverage ESG ratings across the entire investment
process including objective setting, portfolio construction, risk management, stewardship and
engagement.

e Several academic studies have found MSCI ESG Ratings to be at the forefront of capturing
potentially financially material ESG risks and opportunities in equities and corporate bonds.

e According to our research, MSCI ESG Ratings have positively correlated with company
profitability and stock performance:

— For the period from Dec. 31,2012 to May 31, 2023, companies that had the highest
quintile MSCI ESG Ratings were found to have lower levels of company-specific risks
affecting their stock price.

— Over this period, companies that had high MSCI ESG Ratings were found to have
lower levels of exposure to systematic risks — such risks can negatively affect a
company’s stock price.

e Issuers can benefit from seeing investors’ perspectives on ESG and sustainability to inform
their business strategies and engage in a meaningful dialogue with investors on these topics.

© 2023 MSClI Inc. All rights reserved.
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ESG integration in the investment process

ESG investing has gained significant traction in recent years with AUM in this area now exceeding
USD 20 trillion globally (Exhibit 1). The growing investor interest in ESG integration stems, in part,
from a better understanding within the investment community of how ESG risks and opportunities
can affect the long-term performance of investment portfolios. Institutional investors are
increasingly making ESG considerations a core part of how they invest, assess value and manage
risks. Acceleration in ESG integration into investment processes has resulted in ESG-related AUM
growing at a much faster pace than the overall market size. According to a recent report from PwC,
this trend is expected to continue for the foreseeable future.’

Exhibit 1: Growth in global ESG AUM
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Based on PwC research methodology, ESG fund figures in this study are based on Refinitiv Lipper's classification, i.e.,
SFDR Article 8 and 9 funds for Europe, and responsible funds (as broadly defined in the Lipper database) for the rest of
the world. 2022 estimates are derived by using the base scenario growth rate as per the report. Data as of November
2023. Source: MSCI ESG Research, PwC

Acceleration in ESG integration is visible beyond mere AUM trends. We have seen a steep growth in
the number of signatories to the United Nations-supported Principles for Responsible Investing (PRI)
in recent years (Exhibit 2). These signatories acknowledge their duty to act in the best long-term
interests of their beneficiaries and are aligned on their understanding that ESG factors can affect the
performance of investment portfolios to a varying degree across companies, sectors, regions, asset
classes and through time. PRI signatories commit to incorporate ESG issues into investment
analysis and decision-making processes, be active owners and seek appropriate disclosure on ESG
issues from their portfolio companies.? The growing number of PRI signatories across markets
could suggest further growth in ESG AUM globally.

1 “Asset and wealth management revolution 2022: Exponential expectations for ESG,” PwC, 2022.

2 “What are the Principles for Responsible Investment?” PRI, accessed Nov. 1, 2023

© 2023 MSClI Inc. All rights reserved.
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Exhibit 2: Growth in PRI signatories
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Source: PRI (Total AUM includes reported AUM and AUM of new signatories provided in sign-up sheet as of end of
March of that year.)

The growth in the number of PRI signatories has continued beyond the period captured in Exhibit 2.
As of Sept. 30, 2023, there were 5,337 signatories, including 734 asset owners.?

This acceleration in the number of signatories and the growth in ESG AUM has also attracted greater
scrutiny from a range of stakeholders across the investment ecosystem. Potential risks of
greenwashing have led to a growing need within the industry to further evolve ESG investing
practices to meet stakeholders’ expectations. It is also important to address the recent views
regarding ESG in some markets, particularly the U.S., where questions have been raised about the
effectiveness of ESG and sustainable investing. Many investors are however aligned on the view that
ignoring ESG risks, like any other risks, could affect a portfolio’s long-term performance.* As per our
survey of institutional investors, ESG and climate change are firmly established as top priorities for
funds all over the world. Growing demand for ESG products along with increasing scrutiny has
resulted in investment managers integrating ESG considerations across the entire investment
process. The sustained growth in the number of PRI signatories, highlighted above, underscores the
relevance of ESG for the investment community in their role as long-term stewards of clients’ assets.

How investors use ESG ratings for ESG integration

With acceleration in ESG integration, investors are increasingly using ESG data across their
investment process including asset allocation, portfolio construction and risk management.
Understanding the role that ESG ratings play across the entire investment process could help
corporate issuers better understand the overall direction that many investors have taken with
respect to ESG integration and provide context for their engagement with investors.

3 “Signatory Update July to September 2023,” PRI, September 2023.

4 “The state of play in ESG,” MSCI ESG Research, 2021. There have also been multiple industry and academic research papers on the
topic — please refer to the appendix.
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Exhibit 3: ESG integration into the investment process
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The approach to ESG integration is likely to vary across investors, yet the overarching process can
be summarized along the three stages outlined in Exhibit 3 and detailed below.

1.

Define objectives and policy: Investors typically outline their long-term objective and strategic
asset allocation along with the target ESG profile. This may take various forms like policy-
benchmark, exclusion criteria or target ESG performance at the portfolio level (e.g., portfolio ESG
score, carbon-emissions intensity).

Integrate into portfolio management: Active investors can choose to use an ESG index as a
primary or secondary benchmark and/or define the eligible universe of investable securities for
their portfolios. Many investors rely on ESG ratings to identify potential financially relevant ESG
risks and opportunities as part of their ongoing investment evaluation process. For passive
portfolios, investors may replicate ESG indexes based on their stated ESG objectives and
preferences.

Engage and report: Investment managers have a fiduciary duty to be active stewards of capital
and exert influence on companies in which they invest.®> These investors generally have exposure
to issuers across markets and sectors, exposing them to a variety of ESG risks and potential
opportunities. To navigate this, they may need to rely on a standardized assessment of ESG
factors to manage their investments in line with their stated ESG objectives. Stewardship teams
of investment managers typically use ESG ratings, among other inputs, to determine which
companies to engage with and which to prioritize in their engagement agenda. Further, investors
also use ESG ratings and indexes to measure and report their progress and performance vis-a-
vis their stated ESG objectives to the ultimate beneficiaries.

5 “The modern interpretation of fiduciary duty,” PRI, Nov. 6, 2020.

© 2023 MSClI Inc. All rights reserved.
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Adoption of MSCI ESG Ratings across the financial market ecosystem

Asset owners, investment managers and participants across the financial-market ecosystem use
MSCI ESG Ratings to manage potential financially material ESG risks and gain exposure to ESG
opportunities. In recent years, we have seen significant growth in the adoption of the MSCI ESG
Ratings and the associated ESG indexes across markets. Exhibit 4 captures one such trend,
highlighting growth in the ETFs and AUM linked to MSCI ESG and Climate Equity Indexes globally.®

Exhibit 4: Number of ETFs and AUM linked to MSCI ESG and climate equity indexes
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Source: Total assets benchmarked to MSCI indexes comprised of (1) actively managed AUM as of Dec. 31, 2022, reported on or before
March 31, 2023, using data from eVestment for active institutional funds, Morningstar for active retail funds and internal MSCI data;
(2) indexed non-ETF AUM as of Dec. 31, 2022 using data directly collected by MSCI; and (3) indexed ETF AUM as of Dec. 31, 2022. ETF
AUM based on data from Refinitivand MSCI for periods on or after April 26, 2019 and from Bloomberg and MSCI for periods prior to
April 26, 2019. ETF is defined as each share class of an exchange traded fund, as identified by a separate ticker; only primary listings,
and not cross-listings, are counted. MSCI does not guarantee the accuracy of third-party data.

MSCI ESG Ratings are designed to measure a company’s resilience to potential financially material
ESG risks and opportunities for its specific industry. In addition to company disclosures, MSCI ESG
Ratings leverage a range of alternative data sources as part of the process. As we do not administer
survey questionnaires to issuers and use only publicly available information to ensure traceability
and verifiability of data, these alternative data sources have often led to more comprehensive
assessments. Please refer to Appendix 3 for more details on examples of these alternative data
sources.

Additionally, there are several academic studies that have analyzed ESG ratings’ ability to identify
financially material risks and opportunities. One such study analyzed the excess returns for ESG
portfolios for the U.S., European and Japanese stock markets, using ESG scores from several ESG
ratings providers.” It further quantified the excess returns for these portfolios with respect to the
capital asset pricing model (CAPM) and several Fama-French factor models for the time-period

6 MSCI ESG and climate ratings, research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI Inc. MSCI ESG
Indexes, Analytics and Real Assets are products of MSCI Inc. that utilize information from MSCI ESG Research LLC. MSCI Indexes
are administered by MSCI Limited (UK).

7 Florian Berg et al., “Quantifying the Returns of ESG Investing: An Empirical Analysis with Six ESG Metrics,” MIT Sloan Research
Paper No 6930-23, Feb. 27,2023.

© 2023 MSClI Inc. All rights reserved.
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between 2014 and 2020. The study also found that a long-short portfolio that went long the top
quartile of stocks with the highest ESG ratings based on MSCI ESG Ratings and short the bottom
quartile, statistically achieved significant excess returns over the period, while other ESG ratings
showed much lower or neutral excess returns.

Effect of ESG characteristics on company risk and performance

ESG characteristics can affect how well a company does financially, how risky it is for investors and
how it fits into the broader economy. These considerations are also known as the “financial
materiality” of ESG. Issuers may also be keen to know if companies with high ESG ratings make
more money or have higher valuations. Historically, it has been hard to identify if there is a direct link
between ESG and financial performance.

MSCI ESG Research’s Foundations of ESG Investing — Part1: How ESG Affects Equity Valuation, Risk
and Performance shows how ESG considerations have affected companies’ financial performance
and risk in three ways — the cash-flow channel, the idiosyncratic-risk channel and the valuation
channel.

The cash-flow channel: As per our analysis, companies with a strong ESG profile were found to be
more competitive than their peers. These companies were able to use their competitive advantage
to generate outperformance that ultimately led to higher profitability and, in turn, higher dividends.

The idiosyncratic-risk channel: As per our analysis, companies with strong ESG characteristics were
found to typically have above-average risk controls and compliance standards across the company
and within their supply-chain management. As a result, these companies tended to suffer less
frequently from severe incidents such as fraud, embezzlement, corruption or litigation cases —
events that can seriously impact the performance of the company and therefore its stock price.
Less-frequent risk incidents ultimately led to less stock-specific downside or tail risk in the
company’s stock price.

The valuation channel: As per our analysis, companies with a strong ESG profile were found to be
less vulnerable to systematic market shocks and therefore showed lower systematic risk. Lower
systematic risk generally translates into a lower cost of capital for a company.

Exhibit 5 summarizes the transmission channels and the financial variables we tested in terms of
fundamental corporate and market-risk characteristics.® Our research showed that ESG has affected
the valuation and performance of companies, both through their systematic risk profile (lower costs
of capital and higher valuations) and their idiosyncratic-risk profile (higher profitability and lower
exposures to tail risk). MSCI ESG Ratings can effectively help identify corporate issues that can
potentially feed into market risks. This means that ESG is important for companies as well as
investors.

8 Guido Giese et al., “Foundations of ESG Investing — Part 1: How ESG Affects Equity Valuation, Risk and Performance,” MSCI ESG
Research, Nov. 29, 2017.

© 2023 MSClI Inc. All rights reserved.
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Exhibit 5: Transmission channels of how ESG characteristics may affect financial performance
and risk
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In the following sections, we briefly outline the key evidence as to why ESG factors as measured by
ESG ratings are potentially financially material.

How ESG may affect a company’s profitability and stock
performance

We analyzed the potential company-specific competitive advantage of strong ESG characteristics,
as measured by MSCI ESG Ratings, and fundamental returns following the hypothetical cash-flow
transmission channel (Exhibit 5). High dividend yields play an essential role in our analysis because
sustainability investors typically have longer-term investment horizons.

In “Foundations of ESG Investing — Part 1: How ESG Affects Equity Valuation, Risk and
Performance,” where we discussed a link between ESG information and the valuation and
performance of companies, our data findings supported the assertion that higher ESG rated
companies were more profitable and paid higher dividends for the period of January 2007 to May
2017. We updated the analysis to Sept. 30, 2023 (Exhibit 6).

© 2023 MSClI Inc. All rights reserved.
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Exhibit 6: Profitability and dividend yield by ESG quintiles in the MSCI ACWI Index
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Quintiles are created every month based on adjusted scores: pillar scores are first z-scored? by Global Industry
Classification Standard (GICS®) sector and region (North America, Europe, Pacific and emerging market sub-indexes of
MSCI ACWI Index) then size adjusted. Quintile 1 indicates the companies with the lowest ESG rating and quintile 5
indicates the highest-rated companies. ESG score is only z-scored by region, then size-adjusted. The average value of
the fundamental data, shown in a z-score format, by quintile is calculated every month, and the distribution of the
monthly averages is plotted in the box plots. Data from Dec. 31, 2012, to Sept. 30, 2023. GICS is the global industry
classification standard jointly developed by MSCI and S&P Global Market Intelligence. Source: MSCI ESG Research

9 Z-scores are normalized values, calculated by first subtracting the cross-sectional mean from all values and then dividing the
difference by the cross-sectional standard deviation. Z-scores have zero mean and unit standard deviation. Following the
methodology for MSCI's Global Equity Model for Long Term Investors (GEM LT) methodology, for risk-related variables, we subtract
cross-sectional global means; for fundamental data-related variables, we subtract cross-sectional country means to control for
potential country biases in fundamental data. Standard deviation is calculated globally.

© 2023 MSClI Inc. All rights reserved.



MSCI &

Exhibit 7 below shows that the highest ESG rated quintile of companies in the MSCI ACWI Index have
consistently outperformed the lowest ESG rated companies for the last decade. Additionally, this
outperformance of the highest ESG rated quintile is also observed for the individual E, S and G pillars,
providing a more detailed understanding of the impact of each ESG component on portfolio
performance.

It is worth highlighting that while all three pillars — E, S and G — showed a positive performance
effect over the study period, the aggregate MSCI ESG Ratings showed the strongest performance
effect. This indicates that the industry-specific aggregation of E, S and G key issues has added
value.

Exhibit 7: Performance of highest- vs. lowest-rated ESG quintiles in the MSCI ACWI Index
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Quintiles are created every month based on adjusted scores: pillar scores are first z-scored by GICS sector and region
(North America, Europe, Pacific and EM sub-indexes of the MSCI ACWI Index) then size-adjusted. ESG score is only z-
scored by region, then size-adjusted. The next month’s performance (in local return) of the quintiles is calculated. The
graph shows the cumulative difference between the top and bottom quintiles’ performance. Data from Dec. 31, 2012, to
Sept. 30, 2023. Source: MSCI ESG Research

How ESG may affect company-specific risks

Better risk-management practices are expected to ultimately translate to reduced stock-specific risk
of the corresponding stock price, especially stock-specific tail risk. To understand how ESG
characteristics are linked to tail risks, we compared the residual volatility of companies across MSCI
ESG Ratings quintiles. In other words, the volatility that is not explained by the common factors in
the MSCI Barra Global Equity Model.™®

10 Factor models are financial tools that help investors identify and manage investment characteristics that influence the risks and
returns of stocks and portfolios. While the mathematics of factor models may be unfamiliar to some, the underlying concepts are
straightforward. Factor models help investors classify and estimate equity risk and assess the relationships between securities and
returns to help guide investment decisions. The models are commonly used to construct portfolios by targeting specific dimensions
and to attribute investment performance across multiple factor characteristics. The Barra Global Equity Model is a global multi-
factor equity model that provides a foundation for investment decision support tools via a broad range of insightful analytics for
developed, emerging market and frontier market portfolios.

© 2023 MSClI Inc. All rights reserved.
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In “Foundations of ESG Investing — Part 1: How ESG Affects Equity Valuation, Risk and
Performance,” where we discussed a link between ESG information and the valuation and
performance of companies, our data findings supported the assertion that higher ESG rated
companies showed lower levels of issuer-specific stock price volatility for the period of December
2012 to May 2017. We updated the analysis to Sept. 30, 2023 (Exhibit 8).™"

Exhibit 8: Residual CAPM volatility of ESG quintiles in the MSCI ACWI Index
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Quintiles are created every month based on adjusted scores: pillar scores are first z-scored by GICS sector and region
(North America, Europe, Pacific and emerging market sub-indices of MSCI ACWI Index) then size-adjusted. Data from
Dec. 31,2012 to Sept. 30, 2023. Source: MSCI ESG Research

Idiosyncratic incident frequency of top and bottom ESG rating quintiles

We tracked the number of idiosyncratic-risk incidents in a company’s stock price over the study
period. Exhibit 9 shows how often these incidents happened for companies in both the highest and
lowest MSCI ESG Ratings quintiles. We observed that companies with a higher ESG rating were on
average less likely to experience a large drawdown in their stock price than those with lower ratings.
This suggests that companies with higher ESG ratings are better at mitigating serious business
risks.

" The results are neutralized for industry exposure and size. And financial variables are in the format of z-scores.
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Exhibit 9: Larger than 95% max drawdowns in the next 36 months following analysis
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Quintiles are created every month based on adjusted scores: pillar scores are first z-scored by GICS sector and region
(North America, Europe, Pacific and emerging market sub-indexes of the MSCI ACWI Index) then size-adjusted. ESG
score is only z-scored by region, then size-adjusted. Change in systematic volatility (also known as common factor risk)
is computed using the volatility predicted by all the factors of the responsive variant of the GEMLT model. The
difference is calculated between the volatility 36 months after the analysis date and the volatility as of the analysis
date. The maximum drawdowns over the next rolling 36 months are calculated for each stock. The number of
drawdowns larger than 95% are counted and plotted for quintiles 1 and 5. Data from Dec. 31, 2072, to Sept. 30, 2023.
Source: MSCI ESG Research

How ESG may affect a company’s exposure to systematic risks

In earlier studies, MSCI ESG Research identified various systematic risk effects of ESG characteristics
as measured by MSCI ESG Ratings. For example, companies with higher ratings exhibited lower
earnings variability, a lower cost of capital (Exhibit 10) and lower systematic stock-price volatility. They
also showed resilience in their stock prices during crisis situations such as the COVID-19 pandemic
or the Russia-Ukraine war. Historically, stronger ESG profiles and ratings have positively correlated to
higher valuations through lower systematic risk and lower cost of capital.'?

2 Any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis,
forecast or prediction. Past performance does not guarantee future results.
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Exhibit 10: Earnings variability and cost of capital by MSCI ESG Ratings quintiles in the MSCI
ACWI Index
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Quintiles are created every month based on adjusted scores: pillar scores are first z-scored by GICS sector and region
(North America, Europe, Pacific and emerging market sub-indexes of the MSCI ACWI Index) then size-adjusted. ESG
score is only z-scored by region, then size-adjusted. The average value of the fundamental data, shown in a z-score
format, by quintile is calculated every month, and the distribution of the monthly averages is plotted in the boxplots.
Data from Dec. 31, 2012, to Sept. 30, 2023 (except for WACC where data starts on Aug. 31, 2015). Source: MSCI ESG
Research
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Stewardship and engagement: Improving issuers’ dialogue with
their investors

As we have seen, investors are increasingly focused on integrating ESG factors into their investment
processes and they continue to rely on MSCI ESG Ratings to identify financially material ESG risks
and opportunities. One of the key implications of this for issuers is a growing emphasis on investor
stewardship and engagement on ESG topics.

From an investor’s perspective, engagement is an active dialogue with a specific objective of
preserving and enhancing the value of assets on behalf of beneficiaries and clients. The approach
adopted by investors may vary based on their investment philosophy, time horizon or the
expectations of their end-clients. There are several MSCI ESG Research tools and resources that all
market participants, including issuers, can leverage at various stages of this engagement process.’

1. Prioritize financially material ESG risks and opportunities: Companies face different ESG
risks and opportunities based on their business segments and their operational footprint.
Understanding financially material risks and opportunities can help issuers drive more
meaningful engagement by focusing on these areas. Issuers can leverage the MSCI ESG
Ratings Methodology and the MSCI ESG Industry Materiality Map along with MSCI ESG
Ratings to identify these focus areas for engagement with investors. Please refer to
Appendix 1 for further details on the key issues that form part of the MSCI ESG Ratings
methodology.

2. Gain an understanding of ESG assessment criteria: Investors across markets have
developed different frameworks for ESG assessment, yet there are some common
underlying themes. MSCI ESG Ratings encompass three key aspects:’*

e Exposure: Within a key issue, the kind of risks and opportunities an issuer is exposed
to is based on their business segments and geographical exposure in terms of
revenue, assets or operations.

e Strategy: It's important to understand whether an issuer has an effective strategy to
address the risks and opportunities they are exposed to and governance to execute
such strategy.

e Programs and performance: Investors seek to understand the programs being put in
place, as well as the degree and pace of progress made by issuers to execute their
defined strategy to address the specific ESG risks and opportunities.

Issuers can leverage the MSCI ESG Issuer Academy to obtain a detailed overview of various key
issues relevant to them and the key assessment aspects of these issues.

3. Seek to identify market best practices: While investors often engage with their investee
companies on a one-to-one basis, the eventual decision to invest, stay invested or exit are

13 All the MSCI tools mentioned in this section are available to issuers at no cost except for MSCI Corporate Sustainability Insights
which requires a subscription.

4 The methodology used to evaluate a company’s performance on the environmental and social pillars is different from the one
used to assess performance on the governance pillar. Environmental and social risks are typically industry-specific and a company'’s
risk-management strategy is evaluated in the context of its exposure to the environmental or social risk under consideration. In
contrast, the two themes under the governance pillar, corporate governance and corporate behavior, are relevant to all companies.
Please refer to the detailed MSCI ESG Ratings Methodology.

© 2023 MSClI Inc. All rights reserved.


https://www.msci.com/documents/1296102/34424357/MSCI+ESG+Ratings+Methodology+%28002%29.pdf
https://www.msci.com/documents/1296102/34424357/MSCI+ESG+Ratings+Methodology+%28002%29.pdf
https://www.msci.com/our-solutions/esg-investing/esg-industry-materiality-map
https://www.msci.com/our-solutions/esg-investing/esg-ratings
https://www.msci.com/our-solutions/esg-investing/esg-ratings
https://www.msci.com/resources-for-issuers
https://www.msci.com/documents/1296102/34424357/MSCI+ESG+Ratings+Methodology.pdf

MSCI &

rarely made in isolation. As a result, ESG assessments are often conducted relative to peers,
rather than as an absolute assessment. Issuers are therefore often benchmarked against
industry peers on various ESG criteria as part of the MSCI ESG Ratings or investment
process. Issuers may improve their dialogues and shape their engagement with investors by
forming a better view of their ESG and climate exposure, proactively identifying disclosure
gaps and analyzing their ESG and climate risks vis-a-vis peers. The MSCI ESG Ratings Report
and MSCI Corporate Sustainability Insights' are some of the tools that issuers can leverage
to support this analysis and engagement.

Tools and resources referenced above are part of MSCI ESG Research’s strategic priority to drive
engagement with issuers, which may in turn enable issuers to better understand their MSCI ESG
Ratings. You can find a summary of MSCI ESG Research’s engagement framework in Appendix 2.
The approach and tools outlined above can help issuers see their MSCI ESG Ratings from the
perspective of the investor and help set better context for engagement.

Conclusion

In this paper, we have aimed to provide issuers with an overview of how investors might approach
ESG investing. While there are ongoing debates around ESG in some markets, ESG integration into
the investment process continues globally. As long-term stewards of their clients’ assets,
investment managers are ramping up their engagement efforts to understand their investee
companies’ ESG challenges and opportunities, and the execution of their strategies.

We have further analyzed the effect of ESG characteristics on the profitability, stock performance
and exposure to company-specific and systematic risks. MSCI ESG Ratings can identify financially
material risks and opportunities. As a result, many investors across markets continue to leverage
these ratings across their investment process.

Lastly, we argue that issuers can deepen their understanding of MSCI ESG Ratings to enhance the
effectiveness of their dialogue with investors. There are several MSCI ESG Research resources and
tools that issuers can leverage to understand ESG and sustainability from the investors’ perspective.

15 All the MSCI tools mentioned in this section are available to issuers at no cost except for the MSCI Corporate Sustainability
Insights which requires a subscription.
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Appendix

Appendix 1: MSCI ESG Ratings model key issues

The core building blocks of the MSCI ESG Ratings methodology can be seen in the hierarchy below.
There are 33 key issues across the environment, social and governance pillars. Each company
receives a score on each selected key issue ranging from 0 to 10. In the environmental and social
pillars, the scores evaluate the company’s exposure to risks or opportunities and its ability to
manage that exposure. The governance pillar score is an absolute assessment of a company’s
overall governance that uses a universally applied 0-10 scale. Starting with a score of 10, the
governance pillar score is based on the sum of deductions derived from key metrics included in the
corporate governance and corporate behavior themes.

Exhibit A1: Key issues by pillar

MSCI ESG Score

ENVIRONMENT PILLAR SOCIAL PILLAR GOVERNANCE PILLAR

Climate Matural Pollution & Env. Human Product Stakeholder [ Social Corporate Corporate
Change Capital Waste Opportunities | Capital Liability Opposition Opportunities | Governance [ Behavior

Carbon Toxic Emissions Labor Product Safety ~ Controversial Access to P q

Emissions pRalerslEss & Waste Clean Tech Management & Quality Soureing Finance Board Business Ethics
R Packaging Consumer o

Product Carbon  Biodiversity & : G " : Community Access 1o Tax

Footprint Land Use m:ggal 3 GeegERlking HicaRhiEsatety E'r'?[gg,'[?o‘n Relations Health Care I Transparency

Financing R ial | ; bl ital - Opportunities

B oental aw Materia Electronic Renewable Hurn‘lan Capita Privacy & Data in Nutrition & Ownership

Impact Sourcing Waste Energy Development Security Health

Climate Change Supply Chain Responsible .

Vulnerability Labor Standards  Investment Accounting

Universal key issues

Chemical applicable to all industries
Safety
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Appendix 2: MSCI ESG Research’s issuer-engagement framework

MSCI ESG Research’s engagement with issuers across markets and sectors is governed by the key
principles of independence, consistency, traceability and transparency. Our ESG issuer
communication team acts as the main point of contact for all issuers within MSCI ESG Research

coverage.

Exhibit A2: How MSCI Research engages with issuers

Data Feedback Submissions

Issuer

Board
Members
Board
Secretaries

Investor
Relations
CEOs, CFOs,
CSOs

CSR Team
ESG Analysts

Issuer Portal MSCI ESG
Research

https://one.msci.com
addresses

i:‘;i data feedback

Issuer
Communications
Team

Data-related queries
New User Account Creation
Education & Events

Resource Library
Issuer Academy
Quarterly Issuer Newsletter

Our ESG Issuer Communications Commitment

’ Independence
] - No advisory or consulting

e Consistency

RS
O -6 - Systematic outreach to issuers

+ Standard data review process

f'\ Traceability
@ + Use of publicly available data

+ No confidential information

@ Transparency

« Issuer access to data and own reports at no cost
+ Record of all interactions
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Appendix 3: Alternative data helps minimize reliance on voluntary
disclosures

Rationale for looking beyond company disclosures:
e The company may not self-disclose sufficient information to gauge its risk management capabilities
on the topic
e Risks may emerge at the macro level, requiring information external to the company

Alternative data sets are information about a company published by sources outside of the
company. We use them to:

e Deliver insight not captured with company disclosures
e |dentify unexplored risks and opportunities
e Create innovative signals

Exhibit A3: Benefits of alternative data

Alternative data is a
significant input to ESG Ratings model

100% ) Company disclosures (e.g., annual financial reports,
sustainability reports, proxy reports, web information)
80% 37% Alternative Data
) Alternative data sources, including specialized
o regulatory, government, academic and NGO datasets, and
Voluntary over 3,000 global and local news sources, power into a
aus ~ Company ESG company rating.
Disclosure
20% - - - . .
T gﬂgnqditr?fy ) We do not use private or confidential information, to
Diacoayes maintain both transparency and traceability of sources.

0%

2,879 constituents of the MSCI ACWI Index as of January 18, 2021
Source: MSCI ESG Research
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About MSCI

MSClI is a leading provider of critical decision
support tools and services for the global
investment community. With over 50 years of
expertise in research, data and technology, we
power better investment decisions by enabling
clients to understand and analyze key drivers of risk
and return and confidently build more effective
portfolios. We create industry-leading research-
enhanced solutions that clients use to gain insight
into and improve transparency across the
investment process.

About MSCI ESG Research Products and Services

MSCI ESG Research products and services are
provided by MSCI ESG Research LLC, and are
designed to provide in-depth research, ratings and
analysis of environmental, social and governance-
related business practices to companies
worldwide. ESG ratings, data and analysis from
MSCI ESG Research LLC. are also used in the
construction of the MSCI ESG Indexes. MSCI ESG
Research LLC is a Registered Investment Adviser
under the Investment Advisers Act of 1940 and a
subsidiary of MSCI Inc.

To learn more, please visit www.msci.com.
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Notice and disclaimer

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of
MSCI Inc. or its subsidiaries (collectively, “MSCI"), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information
(collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered,
reproduced or redisseminated in whole or in part without prior written permission from MSCI. All rights in the Information are reserved by MSCl and/or its Information
Providers.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information
may not be used to create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any
securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other
MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS
MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE
THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED
WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT,
COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding
any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such
damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any
liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast
or prediction. Past performance does not guarantee future results.

The Information may include “Signals,” defined as quantitative attributes or the product of methods or formulas that describe or are derived from calculations using
historical data. Neither these Signals nor any description of historical data are intended to provide investment advice or a recommendation to make (or refrain from
making) any investment decision or asset allocation and should not be relied upon as such. Signals are inherently backward-looking because of their use of historical
data, and they are not intended to predict the future. The relevance, correlations and accuracy of Signals frequently will change materially.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients
when making investment and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading
strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through
third party investable instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion
regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment
return related to the performance of any MSCI index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will
accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation
regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual
assets. The calculation of indexes and index returns may deviate from the stated methodology. Index returns do not reflect payment of any sales charges or fees
an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the
performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences
between back tested performance results and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index
methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCI
index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes.
More information can be found in the relevant index methodologies on www.msci.com.

MSClI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments.
Information can be found in MSCI Inc.’s company filings on the Investor Relations section of msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Neither MSCI nor any of its
products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or
trading strategies and MSCI's products or services are not a recommendation to make (or refrain from making) any kind of inve stment decision and may not be
relied on as such, provided that applicable products or services from MSCI ESG Research may constitute investment advice. MSCI ESG Research materials, including
materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange
Commission or any other regulatory body. MSCI ESG and climate ratings, research and data are produced by MSCI ESG Research LLC, a subsidiary of MSCI Inc.
MSCI ESG Indexes, Analytics and Real Estate are products of MSCI Inc. that utilize information from MSCI ESG Research LLC. MSCI Indexes are administered by
MSCI Limited (UK).

Please note that the issuers mentioned in MSCI ESG Research materials sometimes have commercial relationships with MSCI ESG Research and/or MSCI Inc.
(collectively, “MSCI”) and that these relationships create potential conflicts of interest. In some cases, the issuers or their affiliates purchase research or other
products or services from one or more MSCI affiliates. In other cases, MSCI ESG Research rates financial products such as mutual funds or ETFs that are managed
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steps to mitigate potential conflicts of interest and safeguard the integrity and independence of its research and ratings. More information about these conflict
mitigation measures is available in our Form ADV, available at https://adviserinfo.sec.gov/firm/summary/169222.
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