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& ESG Investment at Glance

Figure 7: Total ESG-related assets (US$trn, 2018) Figure 8: Share of ESG in total AUM by region (2018)
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Source: Global Sustainable Investment Review 2018, CS research Source: Global Sustainable Investment Review 2018, CS research

Figure 5: Broader interest in the topics of ESG and SDG
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Q‘ Recent ESG Asset Divestments

Figure 14: Recent ESG asset divestments

Institution Investor Type Announcement date Total AUM (est) Assets divested due to ESG

Morwegian Government Sovereign Wealth Fund  June 2015 $itn Divested $13bn of assets, $6bn from coal companies and

Pension Fund Global $7bn of investments from ol EAP companies

First State Investments Asset Manager May 2019 $151bn Divested stakes in tobacco companies (c.$1.5bn)

NZ Super Fund Sovereign Wealth Fund  April 2019 E21bn Divested E9.8m of assets in gun-makers such as American
Outdoor Brands and Richemont, owner of Purdey

Detailhandel Retail Pension Fund March 2019 $21bn Divested stakes in 500 of 1,600 firms in portfolio

BMP Paribas Asset Manager March 2019 £39Sbn Divested €1bn of assets in thermal coal

Candriam Asset Manager September 2018 €121bn Divested €580m of stocks including thermal coal, tobacco and
manufacturers of chemical/biclogical weapans making up
¢.60 companies in total

University of Califomnia Endowment Fund September 2018 $13.4bn Divested $150m of fossil fuel exposed assets

Irish Strategic Investrnent Sovereign Wealth Fund  July 2018 €B.8bn Divested $300m invested in 153 fossil fuel companies

Fund

Hoa Insurer May 2016 - Divested $2bn of assets in tobacco companies

Source: Company data, Credit Suisse rezsarch
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0 ESG-related Investment Strategies

Figure 9: ESG AUM by strategy (2018, US$bn) Figure 10: ESG strategies by region (2018)
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Exclusionary Screening - Avoiding securities of companies or countries on the basis of traditional moral values
and standards and norms.

ESG Integration — Investment managers use a systematic and explicit approach to ESG factors to their
investment selection process.

Active Ownership — Investors use their shareholder rights to engage directly with the management of
companies in order to achieve changes.

Best-in-Class Selection — Investments in companies that are positively exposed to ESG themes and that score
above sector peers.

Thematic Investing - Investing that’s based on trends, such as social, industrial and demographic trends. (e.g.
Clean tech, silver age, green real estate, health care, sustainable forestry) — This is how we link ESG and SDGs
together.

Impact Investing - Investing with the disclosed intention to generate and measure social and environmental
benefits alongside a financial return. 6
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‘ Key ESG Metrics — Environmental

PILLAR - ENVIRONMENTAL

The envircnmental pillar measures issues relating to the quality and functioning of the natural environment and natural systems. These include:

climate change, natural resocurces use, energy efficiency, air, water or resource depletion or pollution, waste management, and environmental

opportunities issues of a company.

Categories Mo Mame Description [ Details Scaling
Climate Change 1 |Climate Change Policy |Doesthe company have a policy on climate change? Positive
2 |Energy Efficiency Policy |Does the company have a policy for energy efficiency? Positive
3 |Water Policy Does the company have a policy for water management? Positive
Greenhouse gas (GHG) intensity calculated as metric tonnes of greenhouse
gases emitted per million of sales revenue in the company's reporting currency.
Greenhouse Gas A : . .
4 Intensity per Sales To compare companies around the world, this ratio should be converted to a Megative
o common currency. Ratio is calculated based on data items disclosed in
company filings. Calculated as: Total GHG Emissions [ Sales
Water intensity calculated as cubic meters of water consumed per million of
Matural Resource Use ’ N A
B sales revenue in the company's reporting currency. To compare companies
Water Intensity per B | - .
5 Sales around the world, this ratio should be converted to a common currency. Ratio is Megative
calculated based on items disclosed in company filings. Calculated as: Total
Water Use * 1000000 / Sales
& |Electricity Consumption |Total electricity consumed [ used Megative
% of Renewable Energy
7 |to Energy Consumed or % of Renewable Energy to Energy Consumed or Generated Positive
Generated
2 |Animal Testing I= the company involved in animal testing? Megative
Does the company have a policy for waste reduction, Including the initiatives to
& |Waste Reduction Policy pany P D'I ! = Positive
reduce, reuse, recycle or substitute?
Waste Management B o B
10 |'Waste Produced Total amount of waste produced in tonnes divided by net sales or revenue Megative
11 Waste Reused [ Total recycled and reused waste produced in tonnes divided by total waste Positive

Recycled

produced in tonnes
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| Key ESG Metrics — Environmental (2)

PILLAR - ENVIRONMEMNTAL

The envircnmental pillar measures issues relating to the quality and functioning of the natural envircnment and natural systems. These include:
climate change, natural resources use, energy efficiency, air, water or resource depletion or pollution, waste management, and envircnmental

opportunities issues of a company.

Categories Mo, Mame Description f Details Scaling
) i Mumber of controversies linked to spills of chemicals, oils and fuels as well as
Spills and Pollution i . _ N
12 ) controversies relating to the overall impacts of the company on the Megative
Controversies i
environment?
RE&D costs to Sales
13 |spent regarding to R&D costs to Sales spent regarding to environmental issues Positive
environmental issues
) . Green Building / Clean - B - .
Innovation/Opportuniti | 14 - Does the company have afan policy/innovation on green building or clean techng  Positive
Technology Policy
es
15 Envircnmental Supply |Does the company have the implementation plan for envirenmental supply Positive
Chain Management chain management?
Mew Product B . B
) Does the company report on new production techniques to improve the global .
16 |Techniques / Product i . o _ X Positive
i environmental impact? (including product sourcing)
Sourcing
Environmental o . . -
17 Does the company train its employees on envirocnmental issues? Positive

Management Training




Key ESG Metrics — Social
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PILLAR - SOCIAL

The social pillar measures issues relating to the rights, well-being and interests of people and communities. These include:
human rights, labor standards in the supply chain, child, slave and bounded labor, workplace health and safety, human capital
management and employee relations, diversity, product safety, consumer protection and social opportunities of a company

Categories | Mo. Mame Description / Details Scaling

1 |Human Rights Policy |Does the company have a human rights policy? Positive
Health

7 F_‘E_l and Safety DIIIF_jS the company have a health and safety Positive
Policy policy?

3 [Training Policy Does the company have a training policy? Positive
Empl B i iti

a m;_} oyee Benefits |Does 1fhE Eu:ur'_npan\,.' hawve a competitive employee Positive
Policy benefits policy?

Human Rights B : ; .
5 ; Mumber of controversies linked to human rights Megative
Controversies

& |Women Employees |% of women employees Positive

7 |Disabled Employees|% of disabled in workforce Positive

Mumber of employees that left the company
within the past year expressed as a percentage
of the average total number of employees. High
% Employee . -
Human ] Turnover employee turnover may indicate that employees Megative
Capital are unsatisfied with their work at the company
or their compensation, or that conditions at the

company are unsafe or unhealthy.

Training spending per capita calculated as
daollars spent an training per company

. : employee. To compare companies arcund the
Training Spendin
g 2=l s world, this ratio should be converted to a Positive

per Employee L

common currency. Ratio is calculated based on

data items disclosed in company filings.
Calculated as: Employee Training Cost / Number

) Does the company claim to provide its
Generous Fringe Rany g

10 Benefits employees with a provident fund, health care or Positive
gther insurances?
Business Has there has been a strike or industrial .
11 Megative

Disruptions dispute that led to lost working days?




Key ESG Metrics — Social (2)
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PILLAR - SOCIAL
The sacial pillar measures issues relating to the rights, well-being and interests of people and communities. These include:
human rights, labor standards in the supply chain, child, slave and bounded labor, workplace health and safety, human capital
management and employee relations, diversity, product safety, consumer protection and social opportunities of a company
Categories | Mo. Mame Description / Details Scaling
Total number of fatalities reported at the
L company, both employee and contractor, per
Fatalities per 1,000 Rany Riay . P i
12 thousand employees. Ratio is calculated based MNegative
Human employees . . . -
Capital on data items disclosed in company filings.
Calculated as: Total Fatalities / Number of
% Women in ) .
13 % Women in Workforce Positive
Waorkforce
Product Does the company have the policy to protect
14 Responsibility customer health & safety? AND Does the Positive
B company have a products and services quality
Product Number of controversies linked to products and i
Customer 15 . . o MNegative
Controversies services qualities or customer health and safety
Has the company announced a mass recall of
Product Recalls f pany ) .
16 Withdrawals products or has completely withdrawn a product Megative
due to defects or safety reasons?
Does the company set specific objectives to be
17 [Commitment achieved on its reputation or its relations to Positive
communities?
18 Corporate Does the company describe in the code of Positive
Citizenship conduct that it strives to be a good corporate
Communities L Does the company have appropriate internal
Communication L . i -
19 Channels communication tools to improve its good Positive
corporate citizenship?
Communi
20 w Mumber of controversies linked to communities MNegative
Controversies
21 |% Donations to Total amount of all donations divided by net Positive
22 |Procurement Policy |Does the company have the procurement policy? Positive
Suppliers Suppliers B B . .
23 PR ) Number of controversies linked to suppliers MNegative
Controversies

10
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0 ‘ Key ESG Metrics — Governance

PILLAR - GOVERMANCE

The governance pillar measures issues relating to the governance of companies, business ethics and/or issues dealing with the

relationship between a company's management, its board or its other stakeholders.

Categories Mo. Mame Description f Details Scaling
Does the company have the
1 |Business Ethics Policy _ _p ¥ . Positive
business ethics policy?
2 Anti-Bribery, Anti- Does the company have the anti- Positive
Code of Conduct / Business Principles Corruption Polcies I:E:l]rlt:lE:,'hDr anti mm:.lptmn ;:ln:ulll_n:-..'.1=
oes the company have a policy for
3 |Board Functions [ Policy o P 1"'_ poticy Positive
maintaining effective board
a Balanced Board Structure |Does the company have a policy on Pasitive
Policy / Diversity balanced board structure or
. Corporate Governance Has the company established the Positive
Committee Corporate governance committes?
5 Independent Audit Has the company established the Positive
Committee independent audit committes?
i i Has the company established the .
7 |Compensation Committees ) i Positive
compensation committee?
Accountability
Mumber of Board Meetings |Mumber of Board Meetings for the .
B Positive
for the year year
Board Meeting Attendance
] = Board Meeting Attendance (%) Positive

(%)

11
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Key ESG Metrics — Governance (2)

PILLAR - GOVERMNANCE

relatiocnship between a company's management, its board or its other stakeholders.

The governance pillar measures issues relating to the governance of companies, business ethics and/or issues dealing with the

Categories Ma. MName Description / Details Scaling
Does the company
10 |Compensation Policy establish/disclose the Positive
compensation policy?
Compensation Mumber of controversies linked to N
11 i ) Megative
Controversies compensation
Does the company disclose the
Renumeration of Board N Rany .
12 renumeration of Board Members or Positive
Members or Management
Management?
13 |% Women on Board * Women on Board Positive
Transparency [ Disclosures
14 (% Women in Management |% Women in Management Positive
15 (% Independent Directors % Independent Directors Positive
% of Independent % of Independent Directors on Audit .
16 | . ) ) Positive
Directors on Audit Committee
% of Independent .
B F % of Independent Directors on .
17 |Directors on _ ) Positive
X i Compensation Committee
Compensation Committee
Litigation Expenses and Does the company disclose
18 s P R pany . Positive
Provisions litigation expenses and provisions?
Does the company have a policy for
ensuring equal treatment of minority
19 (Shareholder Rights Policy |shareholders, facilitating Positive
shareholder engagement ar limiting
B the use of anti-takeover devices?
Shareholder Rights -
Does the company comply with
20 |Equal Voting Right regulations regarding equal voting Positive
rights principles?
Shareholder Rights Mumber of controversies linked to .
21 Megative

Controversies

shareholder rights

12



Assessing Materiality — The Sell Side’s Role
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Figure 30: Comparison between key ESG data providers

Feature MSCI Arabesque Sustainalytics RobecoSAM
. L, SAM Corporate
Rating Mame MSCI ESG Ratings S-Ray® ESG Scare Suslalnagtalz: ESG sk Sustainability
Summary 9 Assessment
Methodology Overview Compile Public Data Compile Public Data Compile Public Data Questionnaire
Datz Collection Method 185 analysts 170+ analysts c.500 staff Firm Provides
Company Filings (Annual Reports, 10-Ks, *
Data Sources Sl Ry Paports)
NGO Campaign Tracking . x
Media Scanning x
GICS Sub-Industry Classification x x
Materiality Aignment (with GRI, SASB, CDP etc to *
establish material ESG issues for each industry)
Methodology Risk Exposure/Management Framework
Controversy Overlay =
Company Invelvement x

"Increasingly, if a firm provides an answer on the survey but does not dislcose it publicly, it will not scare any points
“Incorporated within Media & Stakeholder Analysis (MSA) magnitude adjustment

Source; Company data, Credit Suisse research

Problems with ESG Data Providers
— The number of Stock Coverage

— Differences in Rating Methodologies

— ESG Scoring — Black-boxes

— The degree to which they have in-depth face-to-face meetings with companies
Solution

— The ultimate insight provided by sell side analysts



Q‘ ESG Integration — 5ive Areas

1. Economic Analysis

. Economic Growth is determined by:

. The availability of environmental resources
. Trends in society
. National and Corporate governance

2. Industry Analysis

. Social trends driving changing consumer preferences

. Product safety standards can adjust the competitive landscape for a company (Samsung vs
Huawei)

. What ESG factors will drive or constrain preferences and demand trends?

3. Company Strategy

. How the company is seeking to exploit the opportunities and manage the risks presented by the
economy and industry in which it operates.

. The management has to consider a range of stakeholders in its strategic decisions in order to
manage ESG risks and opportunities.

14



Q‘ ESG Integration — 5ive Areas

a)

Porter's Five Forces

Industry force

Examples of company ESG performance

Intensity of competition

Can the company manage reputation risks and
opportunities?

Threat of new entrants

Does it have motivated and innovative human
capital or disruptive technology?

Supplier power

Does it have access to constrained raw
materials, credit and a secure license to
operate?

Buyer power

Does it enjoy customer satisfaction and loyalty?

Threat of substitute

What is the environmental profile of its
products/services? Does it have a secure supply
chain?

SWOT Analysis

SWoT Examples of ESG factors

Strengths Customer loyalty, product sustainability,
motivated staff, operational efficiency

Weaknesses Unknown supply chain risks, unmanaged
externalities/liabilities

Opportunities Legislation, resource depletion, disruptive
technology

Threats Legislation, resource depletion, disruptive

technology

15



Q‘ ESG Integration — 5ive Areas

4. Financial Reports — adjusted to reflect ESG factors

. Income Statement - Revenue
a Increase or decrease to reflect the level of ESG opportunities or risks

Income Statement — Cost
a Raw materials — the scarcity of main inputs, supply chain risks, stakeholder relationships, regulations
a Labor — prospective employees attracted by company’s reputations, labor efficiency
a R&D — expenses relative to total revenue — to gauge commitment to R&D and technology differentiation
a Non-recurring/exceptional — litigation events, provisioning

Balance Sheet — Asset
a Intangible assets — capacity for innovation, employee loyalty and company brand

Balance Sheet — Liability
a Company’s leverage policy to indicate governance and management quality

Balance Sheet — Book value and impairment charge

a The asset revaluation results in lower future earnings, a smaller balance sheet, additional operating costs
and lower company’s fair value.

16



Q‘ Valuation Implications

Systematic Risk

* The uncertainty inherent to the entire market
or entire market segment.

Total Risk
Non-ESG * Both upside and
Risk downside risks
Company-
Specific Risk
* Left-tailed Risk in
> ESG Risk nature >>

MINIMIZED

‘‘‘‘‘‘‘‘

17



Q‘ Valuation Implications

Discounted Cash Flow Model * P/E Multiples Model
n CF, P, (Dividend Payout)(1+ g)
VZZ(_1+T+ RPrg)! E, (r + RPgsg) — g
i=1

Add RPgg; = Risk Premium for ESG factors
The more ESG risks, the less valuation.

Corporates ,which are able to minimize ESG risks, are valued at higher price, compared to
peers. (ceteris paribus)

Also, when there’s material ESG risk event for any particular company, higher discount rate
is applied as well as multiples de-rating.

18
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ESG Recent Trend: SDG and Impact Investing

Figure 11: The 17 Sustainable Development Goals

GOOO HEALTH QuALITY GENDER
AND WELL-BEING EDUCATION EQUALITY

DECENT WORK AND 10 REDUCED
ECONOMIC GROWTH INEQUALITIES

T e o

Source: United Mations

* The Sustainable Development Goals were adopted by the UN and incorporate 169 targets

in the total that the UN believes countries, governments and companies collectively need
to achieve by 2030

* SDGs can be integrated into corporates objectives as well as function as benchmarks for
investors when assessing existing or future investments.

19



Q‘ ESG factors vs SDGs

Figure 27: Our matrix of which ESG factors typically help achieve goals set for the SDGs
SASB Sub—Categﬂrles to SDGS
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9‘ TISCO Sustainability Framework
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TISCO Sustainability Framework
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Q‘ TISCO Sustainability Framework

mS|Uumummmuamnmnmumsmu TISCO MyPVD — Smart Retirement
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9‘ TISCO Sustainability Framework
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9‘ TISCO Sustainability Framework
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