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This presentation is being provided to you by PRI Association (‘the PRI”) and its subsidiaries for information purposes only. The presentation is incomplete without
reference to, and should be viewed solely in conjunction with, the oral briefing provided by the PRI. No reliance may be placed on its accuracy or completeness. Neither
the presentation, nor any of its contents, may be reproduced, or used for any other purpose, without the prior written consent of the PRI. PRI Association is incorporated
in England & Wales, registered number 7207947 and registered at 25 Camperdown Street, London E1 8DZ.
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Responsible investment and corporate fixed income

Linking ESG risk factors and corporate credit strength
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3 June 2010 Last updated at 22:08 TOp
BP bonds fall sharply as credit rating is cut ‘
The price of BP bonds has fallen sharply, a =
sign markets consider it is more likely to _— : bb

Over 1.

default on its debt.
Armstrg

The downturn began on Tuesday, after BP's

DENMARK BANKING

Danske Bank bonds fall as CEO quits over money-laundering
scandal

efe-epa | Copenhagen | 15 Sep 2018
“ Corporations with better

Lonmin set to breach loan agreements J ESG ratings are found to
over South African mine strike h_ave lower _COSt _Of debt and
higher credit ratings ”

Company warns investors shutdown of mine, where police shot 34 2
workers, will lead to debt covenants being breached
Ruperteate E (Bauer and Hann, 2011)

The Guardian, Tuesday 21 August 2012 18.17 BST
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About the PRI

Investor-led, supported by the United Nations

Its goals are to understand the investment implications
of environmental, social and governance issues and to
support signatories in integrating these issues into
investment and ownership decisions.

The PRI works with its international network of
signatories to put the six Principles for Responsible
Investment into practice.

We will incorporate ESG issues
into investment analysis and
decision-making processes.

We will be active owners and
incorporate ESG issues into our

ownership policies and practices.

We will seek appropriate
disclosure on ESG issues by
the entities in which we invest.

A

We will promote acceptance and
implementation of the Principles
within the investment industry.

We will work together to
enhance our effectiveness in
implementing the Principles.

We will each report on our
activities and progress towards
implementing the Principles.

UN PARTNERS:

UNEP FINANCE INITIATIVE
UN GLOBAL COMPACT

2600+

SIGNATORIES:

ASSET OWNERS
INVESTMENT MANAGERS
SERVICE PROVIDERS

82+

US$ trn

ASSETS UNDER
MANAGEMENT
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PRI work program and its global footprint

Setting ESG standard and contributing to a number of ESG global initiatives

TS Global ESG . @ INEVITABLE
ESG in credit = =X ST : . Climate SUSTAINABLE
<k and rati TaXonomy 5  integration study:  Action100+))  DEVELOPMENT RESPONSE
fiskandratings e fixed income & G:ALS

equities

« Support investors incorporating ESG issues
« Support investors dialogue with issuers
« Convene and educate responsible investors

Sustainable markets
« Challenge barriers to a sustainable financial system
« Drive meaningful data throughout markets

A prosperous world for all
« Champion climate action
« Enable real-world impact aligned with the SDGs
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PRI in CEE & CIS

What has been done so far

PRI activities across the region: PRI resources developed for the
= Participated at industry events in Bulgaria, region.
Kazakhstan, Poland, Russia and Turkey to = MeToanyeckada pekomeHaauus
build dialogue with investors, stock ESG-UHTEIMPALIA: pbiHKN,
exchanges and other stakeholders veToabl U AaHHble (in Russian)
= Analysed state of responsible investment = Briefing on Sustainable Finance
practices in Russia as part of the global study in Poland: the state of play and
of ESG practices by the PRI and CFA Institute prospects for progress
Global
= Provided feedback to Draft Project on PR W
Recommendations by the Central Bank of ESG-MHTEIPALIVLA:

PBIHKH, METOOBI M JAHHBIE

Sustainable
finance in Poland

Russia on Responsible Investment

Coordinated institutional investor dialogue ®
with CEE & CIS issuers, including with those
identified by the Climate Action 100+ initiative

al i B
rT - -Eﬂ:kﬁ R

Collected case studies on ESG integration
from CEE investors for different publications
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https://climateaction100.wordpress.com/companies/
https://www.unpri.org/download?ac=9522
https://d8g8t13e9vf2o.cloudfront.net/Uploads/d/r/v/wiseeuropasustainablefinanceinpoland_729388.pdf

Future trends

= Move from sporadic adoption to comprehensive national sustainable finance strategies.
Further policymaking is inevitable.

= |nvestors are getting more technical and implementation focussed — at least in part
because the regulators have got involved.

= Real economy outcomes are the new focus for investors and for policymakers.
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Thank you

yulia.sofronova@unpri.org
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PRI reading

=  About the PRI

=  Academic research

Asset owners

=  Asset owner guide: enhancing manager selection with ESG insight

= Asset owner strateqy quide: how to craft an investment strategy

= |npvestment policy: process and practice

Equities and fixed income
=  CFA Institute & PRI: Guidance and case studies for ESG inteqgration: equities and fixed income
=  CFA Institute & PRI: ESG integration in EMEA: Markets, practices and data

= A practical guide to ESG integration for equity investing

=  Fixed income investor quide

= A practical quide to ESG integration in sovereign debt

= ESG engagement for fixed income investors
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https://www.unpri.org/pri/about-the-pri
https://www.unpri.org/asset-owners/academic-research
https://www.unpri.org/asset-owners/asset-owner-guide-enhancing-manager-selection-with-esg-insight-/2731.article
https://www.unpri.org/asset-owners/investment-strategy
https://www.unpri.org/asset-owners/investment-policy
https://www.unpri.org/investor-tools/guidance-and-case-studies-for-esg-integration-equities-and-fixed-income/3622.article
https://www.unpri.org/investor-tools/esg-integration-in-europe-the-middle-east-and-africa-markets-practices-and-data-/4190.article
https://www.unpri.org/listed-equity/a-practical-guide-to-esg-integration-for-equity-investing/10.article
https://www.unpri.org/fixed-income/fixed-income-investor-guide/30.article
https://www.unpri.org/fixed-income/a-practical-guide-to-esg-integration-in-sovereign-debt/4781.article
https://www.unpri.org/fixed-income/esg-engagement-for-fixed-income-investors-managing-risks-enhancing-returns/2922.article

ESG in credit risk and ratings initiative

Enhancing the transparent and systematic integration of ESG factors in credit risk analysis

Takeaways from the emerging market forums is the latest publication

of the series ‘Shifting perceptions, ESG, credit risk and ratings’,
ESG IN CREDIT RISK AND RATINGS adding to part 1-3. The series documents the work done through

roundtables, gathering credit practitioner from investors and CRAs

Initiative’s mission: commitment by credit rating agencies (CRAs) and investors to consider

the financial materiality of ESG factors to credit risk transparently and systematically. aroun d th e Wo rl d to d |SC uss E SG to p | CcS fo r th e f| rst t| me.
20162019
Number of supporting investors Supporting investors’AUM Number of supporting CRAs
155 o=

il 20 O -

Nurturing a CRA-investor dialogue on ESG topics globally

Montréal
New York

Toronto

San Francisco (2)

You can still join the initiative by signing the statement here.

Forum active
53°+ participants

globally

Q) A ot rosres | : = The next phase of the project will broaden the investor-CRA
Evidence from CRAs

R investor case studies P — dialogue to other stakeholders (issuers, regulators, consultants and
ESG vendors)

Read the reports at unpri.org/credit-ratings
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http://www.unpri.org/credit-ratings
https://www.unpri.org/credit-ratings/statement-on-esg-in-credit-ratings/77.article

ESG materiality: practitioners’ research in fixed income

April 2016

ESG in US investment-grade
corporates

October 2016

ESG in US investment-grade
corporates

April 2017

ESG in North American and
European corporates

July 2017

ESG in sovereigns

“We found significant
quantitative evidence that
ESG scores are positively

correlated with small, stable
spreads in corporate debt
markets. This relationship
also applies to other financial
metrics such as ROA and
leverage ratios.”

“Furthermore, these
relationships appear to
strengthen during periods of
market turmoil, and persist
throughout market
recoveries.”

R Clubb, Y Takahashi and P
Tiburzio,

‘Evaluating the Relationship
between ESG and corporate

fixed income”
Breckinridge Capial Advisors
and MIT Sloan School of
Management,
April 2016.
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“The findings show that a
positive ESG tilt resulted in a
small but steady performance
advantage.”

“No evidence of a negative
performance impact was
found.”

“ESG attributes did not
significantly affect the price of
corporate bonds. No
evidence was found that the
performance advantage was
due to a change in relative
valuation over the study
period.”

A Desclee, J Hyman, L Dynkin
and S Polbennikov,
“Sustainable investing and
bond returns Research study
into the impact of ESG on
credit portfolio performance”,

Barclays Research,
October 2016.

“Companies with the lowest
QESG Scores tend to have
the widest CDS spreads and
broadest distributions of
average annual CDS
spreads.”

“Conversely, issuers with the
highest QESG Scores tend to
have the lowest CDS spreads
and the narrowest distribution
of spreads, which should
result in a more stable return
profile.”

M Reznick and M Viehs,
“Pricing ESG risks in Credit
Markets”

Hermes Investment
Management,

April 2017.

“Our empirical findings further
show that there exists an
inverse relationship between
countries’ ESG risk scores
and their credit default swap
(CDS) / bond spreads. This
relationship seems to be of
non-linear nature.”

“We also find that developed
and emerging country issuers
with better ESG scores
benefit from lower borrowing
costs.”

S Horter,
“Financial materiality of ESG

risk factors for sovereign bond

Allianz Global Investors,

July 2017.




More than 2,600 investors worldwide

Have adopted the Principles for Responsible Investment

Benelux: Nordic:
UK & Ireland: 184 (+20) 238 (+42)
Canada: 432 (+86)
139 (+23) g:ESE &
8 -0
France: Germany &
220 (+31) Austria h
111 (+22) China:
Southern Europe:
; 129 (+31) ‘:’(‘;‘gt(zfzr;‘“d 31 (+15)
5001 (+100%) = Japan:
“ Middle 79 (+12)
- East: Rest '
Latin America ' 12 (+3)  of Asia:
(ex. Brazil): . : 87 (+18)
27 (+14) Brazil: Africa:
49 (0) 91 (+11) Australia & NZ:

1: As of 30 September 2019
2: Net new signatories over past 12 months

178 (+16)
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CEE investor signatories and network supporters

=EPRI
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HQ Country Signatory Date

AB Invalda INVL

Abris Capital

Actera Group

AMC *

ARX Equity Partners

AS Avaron Asset Management

AS Trigon Asset Management

BaltCap

Bulgarian Investment Managers Association**

CBL Asset management
CEECAT Capital *
CVI

Ceska sporitelna — penzijni spole¢nost, a.s.

CoLTI (Concessionaires and long-term
infrastructure investors National Association)**

Future Matters

JSC Lords LB Asset Management
Innova Capital *

Karoll Capital Management
Livonia Partners

MidEuropa *

Northern Star

Prosperity Capital

UFG Asset Management

Zilliard Capital

Lithuania
Poland
Turkey

Luxemburg
Czech Republic
Estonia
Estonia
Estonia
Bulgaria

Latvia
Luxemburg

Poland

Czech Republic

Russia

Russia
Lithuania
Jersey
Bulgaria
Latvia
UK
Estonia/Finland
Russia

Russia

Russia

12/06/2017
19/12/2016
30/08/2010
08/06/2018
03/11/2014
10/05/2011
31/07/2018
26/08/2008
11/04/2012

07/06/2019
18/03/2019
06/09/2019

11/10/2017

25/02/2016

04/12/2015
23/10/2019
06/06/2016

19/10/2017
30/11/2016
17/03/2014
07/08/2008
21/03/2014
17/07/2014

24/05/2019

* Investors with headquarters outside CEE

but with investments across CEE

(excluded from the numbers in slide above)

** Network Supporter



