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From October 2019, the ESG in Credit Risk and Ratings initiative is funded by the Gordon and Betty Moore Foundation through the Finance Hub, which THEHUB m[mdﬁﬁﬁ

was created to advance sustainable finance.
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ESG integration in fixed income: drivers and barriers

Drivers

Fiduciary responsibility 23%
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Limited understanding of ESG
issues and/or ESG integration

Lack of comparable and
historical ESG data

Lack of company eulture
to support ESG integration

Mo evidence of investment 275
benefits of ESG investing 7%

Limited amount of ESG research
from credit rating agencies

Low client demand 26%

Concerns about negative returns,
tracking error and
underperforming benchmarks
Too much non-material

info being disclosed

21%

ESG issues are rarely material
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Source: CFA Institute and PRI (2018). Guidance and case studies for ESG integration — equities and fixed income
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Main risks for fixed income investors

Inflation

Policy rate

Credit risk

Liquidity

Source: PRI




The ESG in credit risk and ratings statement
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Institutional Investors %ﬁ—'{“;;;% -
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Credit Rating Agencies (CRAs)

Source: PRI
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Why involving credit rating agencies?

= Further the understanding of financially material ESG factors

= Investor-CRA dialogue

= Addressing disconnects and misconceptions

Source: PRI




The CRAs supporting the statement

CURRENT SIGNATORIES:

Dagong Global Credit Ratings Group (May 2016)
Liberum Ratings (May 2016)

Moody’s Investors Service (May 2016)

RAM Ratings (May 2016)

Scope Ratings (May 2016)

S&P Global Ratings (May 2016)

China Chengxin Credit Management Co., Ltd (Nov 2016)
Golden Credit Rating International Co., Ltd (Nov 2016)
Rating-Agentur Expert RA GmbH (June 2017)

Axesor Rating (Aug 2017)

Japan Credit Rating Agency (Sep 2017)

MicroFinanza Rating (Nov 2017)

Rating and Investment Information, Inc (Nov 2017)
Qivalio (Jan 2018)

JCR Eurasia Rating (May 2018)

Fitch Group (Aug 2018)

Fedafin AG (Aug 2018)

Cerved Rating Agency (April 2019)

ORIGINAL SIGNATORIES:
= Dagong Global Credit Ratings
Group

= Liberum Ratings KBRA - Kroll Bond Rating Agency (April 2019)
= Moody’s Investors Service Pacific Credit Rating (Jan 2020)
= RAM Ratings Nordic Credit Rating (Mar 2020)
=  Scope Ratings National Rating Agency (July 2020)
= S&P Global Ratings Bell Ratings (July 2020)
May 2016 2017 2018 2019 2020
Source: PRI
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The initiative’s milestones (phase 1)

Consider the financial materiality of ESG factors to credit risk
transparently and systematically

Number of supporting Supporting Number of
investors investors’ AUM supporting CRAs

T -— Action areas for future progress
a ﬁ Evidence from CRAs
23 investor case studies

reports
Takeaways from the EM forums

22 Regional ESG in credit risk and

ratings forums
(Sep 2017 to Dec 2019)

530+ Forum active (participants
globally)

Montréal The Hague Frankfurt Singapore

. Berli
New York Paris (3) ern Beijing H K
Toronto S Jon — Stockholm : ] einlg) Ixeing]
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Initial investor-CRA disconnect

Materiality: which ESG factors affect an issuer’s risk of default

Visibility: what is a ‘reasonable’ time horizon to consider
Approach: the challenge of a ‘built-in’ approach and of building organisational capacity

Transparency: need for better communication and consistent language

Source: PRI
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Categorising material ESG factors

()
Type Event-driven Trend-driven Policy-driven
L
[ I ] Level Portfolio
Il

Source: PRI
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Choosing credit-relevant time horizons

VISIBILITY
How discernible are ESG risks?
PROBABILITY
How likely are ESG risks to materialise?
TIMING
How likely are ESG risks to reoccur?
— SEVERITY
— What is the impact of ESG factors on a bond issuer’s
creditworthiness?

Assessing
ESG risks and
credit-relevant
time
horizons

Source: PRI
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CRA quarterly updates

Bookmark: www.unpri.org/credit-ratings

ESG IN CREDIT RISK
AND RATINGS

CRA QUARTERLY
UPDATES

Source: PRI



http://www.unpri.org/credit-ratings

Broadening stakeholder engagement (phase 2)

Workshops bringing credit analysts and debt issuers together

Communication

1
Materiality
Le

N Data challenges

D)\
‘QQ Sector specific issuer
~—\

Source: PRI
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It is not too late to sign the initiative

Bookmark:
www.unpri.org/fi

www.unpri.org/credit-ratings

Contact:

Carmen Nuzzo

Head of Fixed Income
carmen.nuzzo@unpri.org

Sixtine Dubost
Analyst, Investment Practices
sixtine.dubost.@unpri.org

Source: PRI
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http://www.unpri.org/fi
http://www.unpri.org/credit-ratings
mailto:carmen.nuzzo@unpri.org

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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RECENT AND UPCOMING ESG RESEARCH
RECENT UPCOMING

%,‘:\’lg'f CFA Institute %{é CFA Institute
ESG DISCLOSURES
STEWARDSHIP 2.0
I N ASIA PACI Flc Awareness, Effectiveness, and Progression
Review o isclosure Regimes for of Stewardship Codes in Asia Pacific
Listed Companies in Selected Markets % CFA Institute®
Future of Finance

FROM IDEAS TO REALITY

CFAINSTITUTE RESEARCH FOLINDATION / ITERATURE REVIEW

ESG AND RESPONSIBLE AL CFA Institute
INSTITUTIONAL INVESTING

AROUND THE WORLD
A CRITICAL REVIEW

CLIMATE CHANGE ANALYSIS
IN THE INVESTMENT PROCESS
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