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How to Engage ESG in More Meaningful Ways

The outperformance of funds that take environmental, social
and governance (ESG) issues more seriously than their peers has
reinforced why investors might want to integrate these factors
into portfolios via the type of tools that S&P Dow Jones Indices
has developed.

Encouraged by evidence of the materiality of ESG issues during
the Covid-19 led volatility, there is greater appetite for sustainable

Mona Naqvi themes in investor portfolios to align investments with one’s values
Senior Director, and potentially generate higher risk-adjusted returns. At the same
Head of ESG Product Strategy . .

North America time, fuelled by greater transparency over how companies act and
S&P Dow Jones Indices behave, and also spurred by trends in public opinion towards issues

that matter to society as a whole, investors are seeking ways to
leverage data and research to gain greater exposure to ESG factors.

Amid these trends, Mona Naqvi, Head of ESG Index Strategy for
North America at S&P Dow Jones Indices (S&P DJI), spoke with
Asianlnvestor to explain the importance of financial materiality and
other key ways to assess ESG, to help it be a core building block in
portfolio construction.

Asianinvestor: How did market volatility due to COVID-19 impact
how asset owners view ESG factors?

Mona: The pandemic has underscored the relevance of certain ESG issues - such
as public health, worker health and safety, and supply chain risk management,
for example - for investor portfolios and has accelerated what was already a
growing trend in Asia — and beyond — toward greater allocations to ESG funds.

Register to receive our latest research, education, and commentary at on.spdji.com/SignUp.
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Aside from the growing body of academic and institutional research underpinning the financial
materiality of ESG investing, the outperformance of many ESG funds and benchmarks over the year-
to-date—including the new S&P ESG Index Series—has helped to dispel the myth of an ESG vs.
performance trade-off that previously plagued the widespread adoption of sustainable investing.

That mind-set, common among mainstream investors, partly exists due to archaic forms of values-based investing,
such as SRI, from many decades ago that to some extent did imply less portfolio diversification and therefore

the possibility of lower investment returns. However, the emergence of new data, combined with more innovative
index construction approaches designed to closely replicate the risk-return profile of an underlying benchmark,
mean that investors now have a much more expansive toolkit to integrate ESG into the core of their investment
portfolios without necessarily having to sacrifice returns. Indeed, as the recent outperformance suggests, these
types of investment approaches might even offer a pathway for more resilient and differentiated returns.

Asianinvestor: Why is the economic downturn good for ESG investing?

Mona: The current crisis has shed light on the financial materiality of ESG issues, like how well positioned companies
are to deal with disruptions in their supply chains through contingency planning, for example, that are not always
considered through standard financial analysis of balance sheet flows. Indeed, contrary to what many investors might
think, ESG is simply the process of incorporating financially material and relevant data into the investment process,
informed by environmental, social, or governance issues, that are not adequately taken into account through standard
financial analysis. It just so happens that many of these issues tend to align with topics we might also value from

an ethical standpoint, like climate change and gender equality, but which may also be material drivers of financial
success in many industries. On both fronts, be it through changing public sentiment (values) or the demonstrated
materiality and relevance of these issues (leading to financial performance), the current crisis is reshaping the

way investors think about their capital allocation decisions toward more sustainable investment approaches.

Another possibility is that the recent market volatility could be making prior investment allocations less profitable,
thereby potentially freeing up assets for investors to reallocate elsewhere. This “de-anchoring” of assets might well
amount to additional flows into ESG investment approaches for those investors that were previously intrigued by
ESG but were unable to fund such allocations due to consistent returns elsewhere. Over the longer term, however, the
fundamentals of ESG investing are what may ultimately make it more compelling for investors — with its potential
for resilient and sustainable long-term value creation — notwithstanding these short-term market fluctuations.

Asianinvestor: Socially responsible investing (SRI) has been around for
many years. Why does ESG add so much more value for investors?

Mona: Contrary to what many investors think, ESG doesn’t just mean ethical-based investing. Instead of the purely
value-based approach of SRI, ESG investing provides a much wider lens (than traditional financial analysis) through
which investors can assess how companies behave. As | mentioned, it is essentially the practice of incorporating
additional information that is extra-financial, in that it comes from non-financial sources, albeit still very much
financially material. The key is to take an industry-specific approach to ESG, as we do with our S&P Global ESG
Scores, to focus primarily on the most relevant topics within specific industries. This enables a much more holistic,
and thus potentially accurate, valuation of investment securities by incorporating more data and insights than

is currently captured by standard financial analysis. ESG does not dictate any particular outcomes, but simply
implies that you have assessed all available information and made a more informed investment decision.


https://www.asianinvestor.net/article/sp-dji-launches-core-esg-building-blocks/453609
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Asianinvestor: What are the tools that enable investors to overcome ESG-
related concerns such as quality of data, internal processes and buy-in?

Mona: Any diligent market participant looking to make an informed investment decision will want to consider all
potential risks and opportunities to their investments. It makes sense, therefore, to turn to the financially material
insights captured by ESG that go beyond what standard financial analysis can offer. Once investors understand
this simple and rational approach to ESG investing, and are no longer plagued by misperceptions of inherent
underperformance, it may make sense for them to embrace the greater transparency provided by the ESG toolkit.

That said, market participants must also always perform their own thorough due diligence on their information sources,
in terms of how ESG data is collected and verified, especially when it comes to how the data provider deals with
missing information as corporate disclosure is often patchy, sometimes inaccurate, and may suffer from time lags.

We differentiate the S&P Global ESG Scores through a comprehensive ESG research process built upon direct
company engagement. We do not rely solely on public disclosures from companies but engage with them
directly through the renowned SAM Corporate Sustainability Assessment (CSA), which is an industry-specific
survey to companies that has been focusing on the most financially material and relevant issues to company
business models for over 20 years. By engaging with companies directly, we have an unparalleled level of access
to private information regarding corporate sustainability performance than what may be captured from simply
collecting public disclosure, while requiring company responses to be substantiated with robust internal
documentation. The CSA is particularly unique in that it was designed through the lens of an asset management
process and benefits from more than two decades of real live investment performance to help identify the

most financially material and relevant ESG issues, rather than simply a theoretical approach to ESG.

However, ESG still means different things to different investors, and not all market participants will necessarily share
the same views on the relevance of underlying ESG topics depending on their individual investment strategy. The

S&P Global ESG Scores are therefore available at multiple different levels, from the headline ESG score all the way down
to the individual industry-specific criteria, for investors to manipulate as needed for their own investment process.

Asianinvestor: What initiatives can support greater take-up of ESG investing?

Mona: To some extent, regulatory authorities could potentially play a greater role in driving ESG standards for
asset owners. For example, this could be achieved by requiring more corporate disclosure on sustainability
topics as well as standardising methodologies for measuring certain ESG metrics to improve and deepen the
quality of data. However, ESG adoption will ultimately rest upon the extent to which investors recognise the
materiality and relevance of incorporating a wider pool of data and information into the investment process
than standard financial analysis will allow. Perhaps then, the term ESG itself might one day become redundant,
as standard investment decision-making expands to account for all possible sources of environmental,

social, and governance information relevant to corporate valuation, currently captured through ESG.

For more information about S&P ESG Indices, please visit
https:/www.spglobal.com/spdji/en/index-family/equity/esg/#overview.
E-mail index_services@spglobal.com
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General Disclaimer

Copyright © 2020 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR’S, S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, S&P COMPOSITE
1500, S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, S&P TARGET DATE INDICES, GICS, SPIVA, SPDR and INDEXOLOGY
are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL
AVERAGE are registered trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow
Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. This document does
not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective affiliates (collectively “S&P Dow Jones
Indices”) do not have the necessary licenses. Except for certain custom index calculation services, all information provided by S&P Dow Jones Indices is impersonal
and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to
third parties and providing custom calculation services. Past performance of an index is not an indication or guarantee of future results.

Itis not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable instruments based on
that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered by third
parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that investment
products based on the index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an investment
advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other investment vehicle. A
decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document.
Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing

in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or other
investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the impact of any tax-exempt
securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a security within an index is not a recommendation
by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed to be
reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model, software or other
application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in any form or by any means,
or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or
unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee
the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless
of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES
DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED

OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including,
without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence and objectivity
of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not available to other business

units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment advisers,
broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits from
those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
B3, BM&F, and BOVESPA are trademarks of Bolsa de Valores de Sao Paulo and have been licensed for use by S&P Dow Jones Indices.



