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Profile of respondents

The quantitative survey gathered the
responses of 500 asset owners including
pension funds, insurance general accounts,
outsourced ClOs, and family offices.
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Key Takeaways

What did we learn from asset owners in 2023?

More than two-thirds of asset owners believe ESG has become more material to investment policy in the past five
years, with environmental issues driving materiality --- especially those related to climate change

Issues related to the market environment, regulatory confusion, and the need for improvements in ESG data,
ratings, indexes and tools ranked among the top concerns of asset owners
O

~o~,  Regulatory confusion s a significant challenge for asset owners, with the lack of clarity and
T rising costs related to FSG regulation cited as particular pain points

@ Allocations to ESG strategies are increasing, despite persistent implementation challenges
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Allocations to ESG strategies continue to increase

Percentage of total AUM with ESG considerations applied (%)

- %

Asset owners globally ﬂ 5 1-25
= Asset owners with more than 50% of their total assets q 3 26-50

considering ESG increased from 30% in 2022 to 34% 20 o X 51-75

in 2023. () ® 76-99
= Asset owners with 50% or less of their assets y ® 100

considering ESG decreased from 71% in 2022 to

66%. 2023.
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Regional trends Percentage of total AUM with ESG considerations applied
. (regional average)
Asset owners in Europe report an average of nearly half of .
their assets taking ESG into account (46%) compared to 41% 41% 46%
in APAC and 36% in North America. 36%
North America APAC Europe
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Is ESG becoming more or less material?

ESG in general

Over 2/3 of asset owners say ESG has
become more material in the past five years

E, S, and G

Taking a more granular (and shorter term)
view, most respondents feel that
environmental, social, and governance-
related factors have become more material in
the last year, with environmental
considerations top of mind.
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What are the issues most material to asset owner decisions?

10 20 30 40 50 60%

o

Climate is king
Asset owners view the transition to net zero emissions Nertzeio emissions
as the environmental factor most material to their Energy management
decision-making (52%), followed by energy

management (40%) and sustainable food/agriculture |
(38%) Waste & hazerdous materials management

Sustainable food / agriculture

Water & wastewater management

Consensus on Diversity & Inclusion Social
Diversity & inclusion factors are the most material Diversity & inclusion
according to 57% of respondents, followed by customer
privacy & data security (46%).

Customer privacy & data security
Human rights & community relations
Product quality & safety

Labor practices, incl. employee health

Governance

There is less of a consensus on which governance-
related factors are most material. Risk management
(41%), business ethics (40%), and management of the
legal and regulatory environment (40%) ranked as the
top three.

Governance

Risk management

Business ethics

Mgmt of the legal and regulatory environment
Incentives for mgmt to meet climate goals

Compensation
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What are the motivators to pursuing ESG?

Senior management/leadership

Ethical/moral principles

External pressure (e.g., media,
campaign groups)

International regulations and regulators
Local regulations and regulators

External advisors/asset managers

Internal pressure (e.g., advocates within
the organization)

Fiduciary responsibilities/requirements

Stakeholder pressure - e.g., policy
holders and plan participants
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What are the barriers to pursuing ESG?
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40%

Impact on returns

Lack of available products

Client/stakeholder reluctance - e.g.,
policy holders and plan participants

Lack of agreement on objectives
Regulation

lack of standardized data

> D> D

Unreliable or out-of-date data

Difficulty reporting

Fiduciary duty

2023 W 2022
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ESG Regulations — help or hindrance?

How do they help?

Of the 49% who say they are helpful,
more than half say it is because they
bring clarity to definitions. This group
also values the ease with which
regulations can be integrated into IT
systems and standardized frameworks.

How are they a hindrance?

Among the 28% of those surveyed
who say regulations have been a
hindrance, 42% see ESG regulations
as confusing or unclear. Rising costs
related to ESG regulation continue to
be a pain point as well.

Clarity of definitions

Ease of integration into IT systems
Standardized frameworks

Detail of definitions

Minimal costs

Confusing / unclear

Large cost investment to integrate
the systems

Inconsistent definitions
Non-detailed definitions

Delays

Too much bureaucracy /
reporting requirements

50 60%

o
N
o
N
(@]
w
o
o~
o

2023 W2022

MCORNINGSTAR



Have ESG data, ratings, indexes, and tools gotten better or worse in the

last five years?

Resources have improved,
but asset owners' needs are
always evolving

In general, roughly two-thirds
of asset owners feel that the
ESG data (63%), ratings
(64%), indexes (65%), and
tools (66%) have gotten either
“a lot” or “somewhat” better
over the past five years, but
there are still many asset
owners who see room for
improvement.
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What needs to improve and who is responsible for improving it?

Improvements to ESG data, ratings, indexes, and tools that would benefit asset owners
the most (%)

o

10 20 30 40 50%

More accurate data

More timely data

More objective data

More complete data

More standardized reporting

Where responsibility for improving ESG data, ratings, indexes, and tools lies (%)

0 10 20 30 40%
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Academics I
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Climate Funds

Exhibit 1 Climate Strategies and Their Roles in a Portfolio

Decarbonizing Portfolios Investing in Solutions
Green Bond
Low Carbon Climate Solutions
Clean Energy/Tech

Source: Morningstar Research.
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Climate Funds

Exhibit 2 Global Landscape of Climate Funds
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source: Morningstar Direct. Morningstar Research. Data as of June 2023.
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Climate Funds
Exhibit 3 Global Landscape of Climate Funds

M Low Carbon = Climate Transition ™ Green Bond ™ Climate Solutions M Clean Energy/Tech
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Source: Momingstar Direct. Momningstar Research. Data as of June 2023. These include 170 Low Carbon funds, 448 Climate Transition funds, 125
Green Bond funds, 401 Climate Solutions funds, and 263 Clean Energy/Tech funds.
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Climate Funds

Exhibit 4 Regional Breakdown of Climate Fund Assets by Category

m Low Carbon Climate Transition ~ mGreen Bond ~ m Climate Solutions = Clean Energy/Tech
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source: Morningstar Direct. Morningstar Research. Data as of June 2023.
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About Morningstar Indexes



Morningstar Sustainalytics is a global ESG research, ratings and data
firm, serving the world's leading asset managers and pension funds
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Disclaimer

Copyright ©2023 Sustainalytics. All rights reserved.

The information, methodologies, data and opinions contained or reflected herein are proprietary of Sustainalytics and/or content providers, intended for internal,
non-commercial use and may not be copied, distributed or used in any other way, including via citation, unless otherwise explicitly agreed in writing.

They are provided for informational purposes only and (1) do not constitute an endorsement of any product or project; (2) do not constitute investment advice,
nor represent an expert opinion or negative assurance letter; (3) are not part of any offering and do not constitute an offer or indication to buy or sell securities,
to select a project or make any kind of business transactions; (4) are not an assessment of the issuer’s economic performance, financial obligations nor of its
creditworthiness; (5) are not a substitute for a professional advise; (6) past performance is no guarantee of future results; (7) have not been submitted to, nor
received approval from, any relevant regulatory bodies.

These are based on information made available by third parties, subject to continuous change and therefore are not warranted as to their merchantability,
completeness, accuracy, up-to-dateness or fitness for a particular purpose. The information and data are provided “as is” and reflects Sustainalytics’ opinion at
the date of its elaboration and publication.

Sustainalytics nor any of its content providers accept any liability for damage arising from the use of the information, data or opinions contained herein, or from
the use of information resulting from the application of the methodology, in any manner whatsoever, except where explicitly required by law.

Any reference to content providers names is for appropriate acknowledgement of their ownership and does not constitute a sponsorship or endorsement by such
owner. A list of our content providers and their respective terms of use is available on our website. For more information visit
http://www.sustainalytics.com/legal-disclaimers

Sustainalytics may receive compensation for its ratings, opinions and other deliverables, from, among others, issuers, insurers, guarantors and/or underwriters of
debt securities, or investors, via different business units. Sustainalytics has put in place adequate measure to safeguard the objectivity and independence of its
opinions. For more information visit Governance Documents or contact compliance@sustainalytics.com.
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Morningstar Indexes

Index solutions

A robust range of indexes across all major asset classes, styles,
and strategies for making asset allocation decisions,
benchmarkinginvestment performance and creating index-linked
investment products.
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Equity Fixed Income ~ Multi Asset  Private Markets Alternatives
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Sustainability ~ Thematic ~ Economic Moat  Dividends Factors

Index services

From designing, building, and maintaining index methodologies
to calculationand distribution services, we have the tools and the
expertise to bring unique IP to life.
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Design and
consultancy

Administration and
governance

Calculation and
distribution

20+

Years of indexing
expertise

35+

Year heritage of integrity
in financial services

25,000+

Indexes calculated across asset
classes, styles, and strategies

$497B

AUM benchmarked to
Morningstar indexes

$148B

AUM linked to
Morningstar indexes

200+

Investment products linked
to Morningstar indexes

Data as of December 2022



About Morningstar Indexes

Morningstar Indexes was built to keep up with the evolving needs of investors—and to be a leading-edge
advocate for them. Our rich heritage as a transparent, investor-focused leader in data and research uniquely
equips us to support individuals, institutions, wealth managers and advisors in navigating investment
opportunities across major asset classes, styles and strategies. From traditional benchmarks and unique [P-driven
indexes, to index design, calculation and distribution services, our solutions span an investment landscape as
diverse as investors themselves.

Please visit indexes.morningstar.com for more information.

! MCORNINGSTAR


https://indexes.morningstar.com/
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