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Introduction to Cluster Munitions

Cluster munitions, also known as cluster bombs, are a collection of ten to several hundred individual
sub-munitions, weighing less than 20 kilograms each, designed to scatter and explode over an area as
large as several football fields. Cluster munitions are fired from the ground or dropped from the air and
explode mid-flight. Sub-munitions that fail to detonate become de facto landmines, causing harm for
decades. Human rights organizations, non-governmental organizations (NGOs), media, and local
governments have campaigned against cluster munitions due to the widespread and indiscriminate
damage inflicted upon both soldiers and civilians. Cluster munitions, along with other indiscriminate
weapons such as landmines, are covered by international humanitarian law. The landmark international
initiative to ban the use, manufacture and stockpiling of cluster munitions, as well as the Convention on
Cluster Munitions (CCM), introduced in Dublin, Ireland in May 2008, opened the door for national
parliaments to pass binding prohibitive legislation.

This article reviews the international and country-specific cluster munitions mandates, including recent
developments in the Netherlands, and provides a focused view on the legislation prohibiting
investments, where direct investments refers to a financial institution that buys shares or bonds of a
company for their own account and indirect investments refers to a financial institution that buys shares
or bonds of a company on behalf of a third party, for example, the purchase of one or more shares of an
investment fund.

Implications for Investors

While the CCM and country legislation clearly prohibits the manufacture, use, and stockpiling of cluster
munitions and the components of these weapons, the implications for financial support of companies
that manufacture cluster munitions is less clear. The approach varies by institution and by country when
it comes to the question of prohibiting or allowing investments in cluster munitions producers: some
prohibit all investments, some prohibit only direct investments, and lastly, some have not yet banned
investments. In response to legislation on the country level, many financial institutions have adopted
strong policies on cluster munitions investments and subsequently disinvested from companies involved
in controversial weapons, including institutional investors managed by national governments, such as
the New Zealand Superannuation Fund and the Norwegian Government Pension Fund — Global.

Given the debate on whether or not the CCM is intended to prohibit financing of cluster munitions
producers, investors have taken different approaches to investing or disinvesting in companies tied to
cluster munitions. Investors managing assets in different countries may choose to fully avoid these types
of investments to ensure compliance and reduce reputation risk or may take a client by client approach.
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Convention on Cluster Munitions (CCM)

The Convention on Cluster Munitions (CCM) was introduced in Dublin, Ireland in May 2008 where it was
adopted by 107 countries and implemented on August 1%, 2010. To date, 111 states have joined the
CCM and 66 have ratified it and become “State Parties”, bound by the CCM’s requirements.! Each State
Party is required to destroy stockpiled cluster munitions within eight years of ratifying the CCM; destroy
unexploded ordnance as soon as possible; institute cluster munitions victim assistance, medical care,
and rehabilitation; and submit annual reports to the Secretary-General of the United Nations on
implementation measures, stockpile locations and cluster munitions count, and other items. The United
States has not yet joined the CCM.

Additionally, the CCM calls for each State Party to never “use...develop, produce, otherwise acquire,
stockpile, retain or transfer to anyone, directly or indirectly, cluster munitions.” The Convention also
prohibits assisting or encouraging the use or development of cluster munitions.

The international community, particularly European countries that have ratified the CCM, have not yet
agreed upon the restrictions related to the financing of cluster munitions producers. While CCM article
1(c) which prohibits assisting is thought to apply to investments?, it does not provide specifics on
financing or on the treatment of indirect and direct investments in cluster munitions. As a result, the
investment-specific cluster munitions legislation varies by country.

International Legislation

The countries bound by the CCM’s provisions have agreed to ban the production, use, and stockpiling of
cluster munitions and their components. However, where national parliaments disagree in their
interpretation of the CCM is in the legality of investing in cluster munitions companies. Of the four
countries that have passed cluster munitions legislation, three have adopted a comprehensive view on
investments, prohibiting investments of any kind. Several other countries have included a ban on
investments in draft bills and motions, but many have not prohibited both direct and indirect
investments, thereby leaving loopholes or uncertainty.

In November 2006, preceding the CCM, Belgium became the first country to ban the production and use
of cluster munitions, which was then followed by a 2007 law that prohibited “the financing of a
company under Belgian law or under the law of another country, which is involved in the manufacture,
use, repair, marketing, sale, distribution, import, export, stockpiling or transportation of anti-personnel
mines and or sub-munitions...”*. The legislation defines financing to mean “all forms of financial
support” and prohibits banks, investment funds, pension funds, and other investors from acquiring
shares in a company tied to cluster munitions, with the exception of index funds.

! Cluster Munition Coalition. October 26, 2011. http://www.stopclustermunitions.org/treatystatus/

% Convention on Cluster Munitions. Diplomatic Conference for the Adoption of a Convention on Cluster Munitions. p. 3. May 30,
2008. Dublin, Ireland. http://www.clusterconvention.org/files/2011/01/Convention-ENG.pdf

* Convention on Cluster Munitions. Diplomatic Conference for the Adoption of a Convention on Cluster Munitions. p. 3. May 30,
2008. Dublin, Ireland. http://www.clusterconvention.org/files/2011/01/Convention-ENG.pdf

The Belgian Act on the prohibition of the financing of production, use and possession of anti-personnel mines and sub-
munitions. N. 2007 — 1661 March 20, 2007. http://www.stopexplosiveinvestments.org/uploads/pdf/belgiumaweng.pdf
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In addition to Belgium, both Ireland and New Zealand have also enacted legislation that prohibits both
direct and indirect investments in cluster munitions.

Luxembourg, on the other hand, which ratified a national law based on the CCM in 2009, does not
delineate whether or not assets of every kind are prohibited. The law prohibits “...knowingly financing
cluster munitions or explosive sub-munitions.””

Several countries have introduced ministerial statements, parliamentary initiatives, or draft legislation
to ban investments, including the U.K., France, Germany, Italy, and Norway. Both Switzerland and the
Netherlands, in June 2010 and March 2011, respectively, adopted motions to develop cluster munitions
legislation. Of these, the U.K. is the only country to explicitly allow for indirect financing of cluster
munitions. The loophole in the U.K. law has resulted in ongoing scrutiny by organizations such as
Amnesty International and the Cluster Munition Coalition NGO, who point to large UK-based financial
institutions that continue to provide financing to the industry.

The Netherlands’ original motion called for the prohibition of direct investments only, however, on
October 13" 2011, the Dutch Minister of Finance stated that “The government shares the opinion of
the Senate that cluster munitions causes unacceptable humanitarian harm and strives to present a plan
for the further implementation of this prohibition for all financial institutions by the end of this year,”®
indicating that the country may review indirect investments as well. The statement follows the March
2010 announcement by the Minister of Finance and the Minister of Social Affairs that the motion would
not be implemented with the rationale that investments counteract the intentions of the CCM but are
not explicitly banned.’

The following countries have issued statements that, in their view, investments in cluster munitions
producers are prohibited under the CCM: Cameroon, Colombia, Croatia, Guatemala, the Vatican,
Hungary, Lebanon, Madagascar, Malawi, Malta, Mexico, Rwanda, and Zambia. The countries have not
gone so far as to introduce draft bills or to make the distinction between indirect and direct
investments, however.

The Australian proposed legislation, which would enforce the CCM, has been criticized for failing to
extend to investments. Numerous other loopholes have also been pointed out, including an omission in
the proposed legislation that allows for Australian forces to assist joint military operations with allies
outside of the treaty, such as the United States, and in doing so to use cluster munitions without
criminal suit.

*Stop Explosive Investments. Translation of Luxembourg Legislation. Convention Sur Les Armes A Sous-Munitions. May 7, 2009.
http://www.stopexplosiveinvestments.org/uploads/pdf/law _luxembourg eng.pdf

®Stop Explosive Investments: Legislation. October 26, 2011. http://www.stopexplosiveinvestments.org/legislation

’ Stop Explosive Investments: Legislation. October 26, 2011. http://www.stopexplosiveinvestments.org/legislation
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MSCI Cluster Bomb Research

MSCI ESG’s Business Involvement Screening and data feed product provides research on publicly traded
companies that manufacture cluster munitions, including components and the delivery platforms for
these weapons. Additionally, in order to accommodate client criteria and legislative mandates, MSCI’s
research flags investors that own a 1-19.99% consolidated stake in cluster munitions producers,
companies that own between 20-49.99% of cluster munitions producers, and majority owned
subsidiaries of cluster munitions producers.

Companies on MSCl’s cluster bomb screen receive a 360-degree update once annually, which includes
company communication to confirm continued involvement, as well as ongoing monthly maintenance
and corporate events tracking. As of October 2011, MSCI ESG Research had identified approximately 60
publicly traded companies with ties to cluster munitions, with over half identified as investors and
owners.

MSCI ESG Research classifies company involvement with cluster bombs into the following categories:

e Cluster Bomb Manufacturer — Companies that manufacture cluster munitions whole systems or
components.

e Investor — Companies that have a one to 19.99 percent investment stake in companies involved
in the manufacture of cluster bombs. NOTE: Financial institutions that own anywhere from 1 to
49.99 percent consolidated stakes in cluster bomb manufacturers will be considered investors.

e Ownership of a Cluster Bomb Company —Companies that own 20 to 49.99 percent of a
company that manufactures cluster bombs. When a company owns 50 percent or more of a
company with involvement, MSCI ESG Research treats it as a consolidated subsidiary unless the
parent company in question is a financial institution. NOTE: Financial institutions that own 50
percent or more of a cluster bomb manufacturer will be considered owners and will not be given
the manufacturer concern.

e Ownership by a Cluster Bomb Company — Companies that are 50 percent or more owned by a
company with involvement.

e Any Tie — Companies with an industry tie to cluster bombs through any of the above categories.

Sources and Further Reading:

1.  ETHIX SRI Advisors. Defining controversial weapons for European institutional investors: Report on definitions, criteria and process for
assessing corporate involvement in controversial weapons — endorsed by BEAMA. March 2011. http://www.beama.be/duurzame-
icbs/actualiteit/Ehix%20SR1%20Advisor%20-%20Defining%20Controversial%20Weapons%20for%20Investors%20-
%202011%2003.pdf

2. IKV Pax Christi and Netwerk Vlaanderen. Worldwide Investments in Cluster Munitions: A Shared Responsibility. May 2011.
http://www.ikvpaxchristi.nl/files/Documenten/wap%20cluster%20munitie/CMC%20rapport%2025%20mei%202011/World
wide%20Investments%20in%20Cluster%20Munitions.pdf;%20a%20shared%20responsibility%20-%6202011.pdf

3. Taylor, Jerome. The Independent. “UK banks fund deadly cluster-bomb industry.” August 16™ 2011.
http://www.independent.co.uk/news/uk/home-news/uk-banks-fund-deadly-clusterbomb-industry-2338168.html

4.  Stop Explosive Investments. http://www.stopexplosiveinvestments.org/

5. Landmine and Cluster Munition Monitor. http://www.the-monitor.org/

MSCI ESG Research _— msci.com
© 2011 MSClI Inc. All rights reserved. Aof5
Please refer to the disclaimer at the end of this document o October 2011




// Hot Topic
MSC I e Cluster Munitions Legislation Implications

o October 2011

ESG Research

Contact Us

MSCI ESG Client Service:

Americas +1.212.804.5299
Asia Pacific +612.9033.9339
Europe, Middle East and Africa +44.207.618.2510

Media Enquiries:

Jo Morgan | MSCI, London +44.20.7618.2224
Martina Macpherson | MSCI ESG Research, London +44.20.7618.2231
Sally Todd | Jennifer Spivey, MHP Communications, London +44.20.3128.8100
Patrick Clifford | Victor Morales, Abernathy MacGregor, New York +1.212.371.5999

Notice and Disclaimer

e This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its
subsidiaries (collectively, “MSCI”), or MSCI's licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the
“Information Providers”) and is provided for informational purposes only. The Information may not be reproduced or redisseminated in whole or in part without prior written permission
from MSCI.

e The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information many not be used to
create indices, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or
other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT
PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF
ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE
INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the
Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not
exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that
such injury results from the negligence or wilful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past
performance does not guarantee future results.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

e MSCI’s indirect wholly-owned subsidiary Institutional Shareholder Services, Inc. (“ISS”) is a Registered Investment Adviser under the Investment Advisers Act of 1940. Except with respect
to any applicable products or services from ISS (including applicable products or services from MSCI ESG Research Information, which are provided by ISS), none of MSClI’s products or
services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and none of MSCI’s
products or services is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

The MSCI ESG Indices use ratings and other data, analysis and information from MSCI ESG Research. MSCI ESG Research is produced by ISS or its subsidiaries. Issuers mentioned or
included in any MSCI ESG Research materials may be a client of MSCI, ISS, or another MSCI subsidiary, or the parent of, or affiliated with, a client of MSCI, ISS, or another MSCI subsidiary,
including ISS Corporate Services, Inc., which provides tools and services to issuers. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indices or other products,
have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, ISS, CFRA, FEA, and other MSCI brands and product names are
the trademarks, service marks, or registered trademarks or service marks of MSCI or its subsidiaries in the United States and other jurisdictions. The Global Industry Classification Standard
(GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.

About MSCI ESG Research

MSCI ESG Research is a leading source of environmental, social and governance (ESG) ratings, screening and compliance tools to advisers, managers and asset owners
worldwide. ESG ratings, data and analysis from MSCI ESG Research are also used in the construction of the MSCI ESG Indices.

About MSCI

MSCI Inc. is a leading provider of investment decision support tools to investors globally, including asset managers, banks, hedge funds and pension funds. MSCI
products and services include indices, portfolio risk and performance analytics, and governance tools. The company’s flagship product offerings are: the MSCl indices
which include over 148,000 daily indices covering more than 70 countries; Barra portfolio risk and performance analytics covering global equity and fixed income
markets; RiskMetrics market and credit risk analytics; ISS governance research and outsourced proxy voting and reporting services; FEA valuation models and risk
management software for the energy and commodities markets; and CFRA forensic accounting risk research, legal/regulatory risk assessment, and due-diligence.
MSCI is headquartered in New York, with research and commercial offices around the world. For further information, please visit www.msci.com.

MSCI ESG Research _— msci.com
© 2011 MSClI Inc. All rights reserved. 50f5
Please refer to the disclaimer at the end of this document o

October 2011



