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The Role of Corporates in Achieving Net Zero

Net-zero commitments by constituents of the MSCI ACWI Index™ made up 15% of all
decarbonization targets setin 2020, up from 8% in 2019.2 So what does a net-zero
target really entail?

Achieving net zero means balancing greenhouse gas (GHG) emissions released into
the atmosphere from Scope 1, 2 and 3 sources with the amount removed.? For many
companies, this will require minimizing emissions throughout their value chains and
compensating for any unavoidable emissions with carbon removal or offsets. Based
on current projections, the world needs to achieve a “net-zero” state no later than
2050 if we hope to stay within a 1.5°C-degree warming scenario* as set out in the
Paris Agreement. With 80% of listed companies® on track to exceed a 2°C scenario
according to an MSCI analysis,® it is clear that much work still needs to be done.

This guide breaks down the components behind net-zero target-setting for
companies. Given the heterogeneity of target parameters, they can prove difficult to
compare, even among issuers in the same industry. To address this difficulty, the
MSCI Target Scorecard offers a consistent framework across three dimensions -
comprehensiveness, ambition and feasibility — and defines an emissions reduction
trajectory that would see a company achieve net zero.”

Dimension #1: Comprehensiveness

Does the Target Cover the Majority of a Company’s Emissions?

A company’s net-zero target should cover all, or at least most, of its total emissions
across all scopes. If this is not possible, a company should focus on emissions
hotspots within its carbon footprint to make the most meaningful reductions. The
reference value against which emissions reductions will be tracked over time is
known as base year emissions. Comprehensive calculation of a company’s Scope 1,
2 and 3 base year emissions indicates wider coverage of its carbon footprint and

enables more thorough target-setting.

'The MSCI ACWI Index is a global equity index consisting of securities from developed and emerging-market
countries.

2As of January 2021. Watanabe, K. and Panagiotopoulos, A. “Breaking Down Corporate Net-Zero Climate
Targets.” May 2021.

3IPCC. “SPECIAL REPORT: GLOBAL WARMING OF 1.5°C.” 2018.

4Compared to pre-industrial temperatures.

S Constituents of the MSCI ACWI Investable Markets Index, as of November 30, 2020.

6 MSCl.com. “Climate Reality Bites: Actually, We will Not Always Have Paris.” December 2020.

’Target scorecards will be released in phases for companies that are constituents of MSCI indexes.
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Key Challenges for Target Comprehensiveness

In some sectors, a misalignment exists between the emissions hotspots within
company value chains and the scopes covered by net-zero targets. For example — of
MSCI ACWI constituents as of May 2021 — 87% of the energy sector's GHG
emissions originate in Scope 3, but only 18% of the sector’s targets address these
Scope 3 emissions. The difference is even starker in the financials sector, where 99%
of emissions are associated with Scope 3 but only 16% of targets cover this scope.8
This misalignment may be driven in part by the challenges that companies face in
calculating Scope 3 emissions, which requires more granular data and complex
assumptions than are required for determining Scope 1 and 2 emissions.

Dimension #2: Ambition

How Much and How Quickly Does a Target Aim to Reduce
Emissions?

The timeline for emissions reduction requires a balance between ambition and
feasibility. Setting a net-zero target must take shifting dynamics into account. For
example, it may be unfeasible fora company to drastically cut emissions in the
short- to medium-term due to the lack of low- or zero-carbon alternatives in their
business operations or value chain. Therefore, a company may set interim targets,
where annual reductions are initially of a lower percentage than the absolute
reduction needed to achieve net zero. To compensate for this slower start, ambition
(i.e., annual emissions reductions) would need to ratchet up over time.

Key Challenges for Target Ambition

Although a net-zero pledge is a step in the right direction, companies should look to
establish stepping stones along the way to kickstart strategy development and
ensure they have a plan in place to meet their commitment. Interim targets can serve
as a rallying point fora company’s internal stakeholders and create early impetus for
the operational changes needed to meet medium- and long-term targets. They also
provide tangible benchmarks of a company’s progress to investors and other

stakeholders.

8Sectors defined according to the General Industry Classification (GICS®, the globalindustry classification
standard jointly developed by MSCI and Standard & Poor’s). Data determined from constituents of the MSCI
ACWI Index as of January 5,2021. Scope 3 emissions were estimated using the MSCI Scope 3 Carbon
Emissions Estimation Methodology, which is aligned with the GHG protocol. For more detailed information on
the estimation methodology, please see: Hadjikyriakou, P., Bokern, D. and Klug, A. 2020. “Scope 3 Carbon
Emissions Estimation Methodology.” MSCIESG Research LLC.
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Dimension #3: Feasibility

How Feasibleis a Given Target?

Companies will need to devote resources to plan and implement a decarbonization

strategy, in many cases going beyond existing emissions reduction initiatives. Still, a
company'’s operating environment will present various constraints or opportunities to
decarbonization efforts. Balancing these factors with emissions reduction ambitions
and timelines will ultimately determine how feasible a company’s targets are and the
likelihood of meeting these targets, whether within direct operations (Scope 1 and 2)

or throughout the value chain (Scope 3).

Key Challenges for Target Feasibility

In the transition to a net-zero economy, companies will have to evaluate the
contribution of their products and services to a warming planet and potentially shift
their business models. Where emissions reductions are still unfeasible despite such
a shift, companies may have to incorporate carbon removal or offsets into planning.
The reliance on unguaranteed biological approaches, e.g., offsets that may be
impermanent, or technologies with uncertain commercial viability may leave a
question mark on a company’'s decarbonization strategy.

Call to Action: Set and Publicize Net-Zero Targets

MSCI's Target Scorecard simplifies comparability of target comprehensiveness,
ambition and feasibility for all stakeholders. The ability to make meaningful
comparisons between companies’ targets is essential for issuers who wish to
compare their target(s) against their peers’ or investors assessing the trajectory of
their portfolio footprint.

We call on companies to play an active role in this initiative. Scorecards will be
developed based on public information already collected regularly by our analysts,
and companies will also have the chance to submit emissions and target-setting
data directly on our Issuer Communications Portal. We encourage companies who
have not yet set net-zero or interim targets to use this guide as a starting point to
consider their role in the net-zero transition.

The complete framework on breaking down net-zero climate targets can be found
here.®

®Watanabe, K. and Panagiotopoulos, A. “Breaking Down Corporate Net-Zero Climate Targets.” May 2021.
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Steps to Setting a Net-Zero Target

Have you calculated your
Scope 1, 2

and 3 carbon footprint?

°o =

Have you set an Calculate your Use a thlrd-pam{ estimate
BRE ; footprint and of your company's footprint
emissions reduction N .
target(s)? then revisit to start developing a
setting a target. decarbonization strategy.

[

In the meantime, start
collecting primary data
to calculate your
footprint and
ultimately set a target.

Consider your company's
role in the net-zero transition
and how a net-zero
commitment might affect
your business model.

Comprehensiveness

Feasibility

Does your target cover What are your What are the short-,
the entirety, or mostof, | | | emissions reduction | || medium-, and
your Scope 1,2 and 3 goals, including a long-term levers for
GHG emissions? net-zero decarbonization
commitment, interim throughout your
targets, and/or both? footprint? Publicize and communicate
> your target(s) and progress
Areyouon a What role will carbon against each target to
L| trajectory to achieve || | removal or offsets relevant stakeholders,
net zero by or before play in your including MSCI.
2050? decarbonization
strategy?
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About MSCI

MSCI is a leading provider of critical
decision support tools and services for
the global investment community. With
over 50 years of expertise in research,
data and technology, we power better
investment decisions by enabling clients
to understand and analyze key drivers of
risk and return and confidently build
more effective portfolios. We create
industry-leading research-enhanced
solutions that clients use to gain insight
into and improve transparency across
the investment process.

About MSCI ESG Research
Products and Services

MSCI ESG Research products and
services are provided by MSCI ESG
Research LLC, and are designed to
provide in-depth research, ratings and
analysis of environmental, social and
governance-related business practices
to companies worldwide. ESG ratings,
data and analysis from MSCI ESG
Research LLC. are also used in the
construction of the MSCIESG Indexes.
MSCI ESG Research LLC is a Registered
Investment Adviser under the
Investment Advisers Act of 1940 and a
subsidiary of MSCI Inc.

To learn more, please visit
www.msci.com.
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Notice and disclaimer

This document and all of the information contained init, 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 modified, reverse-engineered, reproduced or redisseminated in whole or in part
without prior written permission from MSCI. All rights in the Information are reserved by MSCl and/or its Information Providers.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but wit hout limitation), the Information may not be used to create
indexes, 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, inno 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 willful 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.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons.

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.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represent ed by an index is only available through third party investable
instruments (if any) based on that index. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security,
investment, financial product or trading strategy that is based on, linked to or seeks to provide aninvestment return related to the performance of any MSCl index (collectively, “Index
Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an
investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing inany Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not
reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges
would cause the performance of an Index Linked Investment to be different than the MSCl index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested
performance results and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies.
Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCl index is not a recommendation by
MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes. More information can
be found inthe relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets inIndex Linked Investments. Information can be
found in MSCI Inc.’s company filings on the Investor Relations section of www.msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or
services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities,
financial products or instruments or trading strategies and MSCI's products or services are not intended to constitute investment advice or arecommendation to make (or refrain from
making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCl Inc., clients of MSCI or
suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research mat erials, including materials utilized in any MSCI ESG
Indexes 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 MSCl requires a license from MSCI. MSClI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the
trademarks, service marks, or registered trademarks 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 MSCl and Standard & Poor’s. “Global Industry Classification Standard (GICS)" is a service mark of MSCI and Standard & Poor’s.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal onits own account, provide
execution services for others or manage client accounts. No MSCI ESG Research product or service supports, promotes or is intended to support or promote any such activity. MSCI ESG
Research is an independent provider of ESG data, reports and ratings based on published methodologies and available to clients on a subscription basis. We do not provide custom or one-
off ratings or recommendations of securities or other financial instruments upon request.

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge
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