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3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE

Different Roads to Travel

Constructing a portfolio that meets a client’s ESG
goals begins with understanding and defining their
preferences. Some may be concerned with excluding
firms or sectors viewed as having negative impact.
Others may want to accentuate positive inclusion.
The growing importance of climate investing adds
another dimension to the conversation.

Tools and Resources
MSCI ESG and Climate Indexes: An Index for Every Objective

Top 5 Sustainable Investing Questions

[>] Climate Exposure and it's impact on the client portfolio

MSCI &
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Impact investing

Socially responsible investing (SRI)

Generates measurable social
or environmental benefits

Aligns with an investor's ethical, religious
or personal values, while actively

reducing negative environmental
“\\ or social consequences.

-4

Considers material environmental, social
and governance factors to enhance
long-term risk-adjusted returns.

ESG integration Climate investing

Looks to reduce exposure to climate risk,
identify low-carbon investment opportunities or
align portfolios with “net zero® climate targets.
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https://www.msci.com/visualizing-investment-data/esg-climate-index-for-every-objective
https://www.msci.com/visualizing-investment-data/top-five-sustainable-investing-questions-advisers-need-answered
https://www.msci.com/research-and-insights/climate-exposure-and-impact-of-clients-portfolio

3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE ’
“What Are Your Goals?” \ o

Incorporating ESG into investment strategy or creating products typically starts with understanding
client objectives, which may combine elements of managing long-term risk, reflecting values and
positive impact.

Investment Objectives Individual Objectives

Values

“Our investments should

“Incorporating ESG may Integration reflect our clients’
improve our investment Values & P —— values”
results” Preferences Returns

Financial returns
7Y Align portfolio with investor’s

ethical or political values
ESG criteria

Impact

Values & Financial “We want our

Incorporate ESG criteria to e —— Returns

enhance long-term return,
manage ESG financial risk

investments to make a
difference in the world”

Generate measurable social or
environmental benefits as well

A
M S C I g as financial returns

Information Classification: GENERAL
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3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE f
“Let’'s Set a Strategy to Reflect Those Goals” l ‘) l

Taking a multi-dimensional 1. Improve ESG and Climate Jll 2. Personal ESG 3. Tactical Allocation
approgch to integrating ESG Change criteria Preferences and Solutions '
And climate change enables

you to: Allowing you to meet your Enable your clients to strongly  Allows you to retain your
headline financial objectives, express their views on critical skills (tactical calls)

- Construct model portfolios while improving your ESG personal preferences ranging  within regions, country,
that meet your clients’ long- profile and /or reducing the from social (e.g. diversity), or  sectors, factors or currencies,
term financial objectives and carbon footprint environmental (e.g. pollution)  while still integrating ESG or
ESG & Climate Change or thematic Climate considerations
preferences

* Providing flexibility to make
tactical calls

CORE IMPACT TACTICAL

MSCI &
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3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE

“Let’s Build a Portfolio to Reflect Those Goals”

An ESG-first approach can comprise three components:

A core allocation to a mix of H An impact allocation to a mix of

equities and bonds that broadly
integrates ESG and climate

considerations

Standard Market
Cap Benchmark

Bonds 40%
@ Bbg Barclays

Global Agg Index

60%
MSCI ACWI

Index

MSCI &

ESG Benchmark or

Strategic Asset Allocation

ELUS  40% Bbg Barclays
S)J MsCI Global Agg

Sustainability Index

60%
MSCI ACWI
ESG Leaders Index

assets that reflects the
investor’s specific ESG
preferences

ESG-First
Model Portfolio

60% Core

20% Impact

20% Tactical

Information Classification: GENERAL

A tactical allocation that includes
decisions around other
considerations, including regions,
sectors, style factors, durations,
credit ratings or currencies

Tools and Resources

I!El Personalizing
- Climate-Focused

Wealth Management
Portfolios

An ‘ESG-FIRST'
Approach to Portfolio
Construction
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https://www.msci.com/www/blog-posts/personalizing-climate-focused/02970908850
https://www.msci.com/www/blog-posts/an-esg-first-approach-to/02283091924

3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE

Telling The Portfolio Story to Clients:
“Let's Look at The Result of Putting Climate and ESG Goals First”

Similarrisk profile to
traditional model portfolio*

Risk Return (2 Yr)

Traditional 6.73% 16.86%

Traditional Model Portfolio
US Equity
MSCI USA Index

Non-US Developed Market Equity
MSCI EAFE Index

Emerging Markets Equity
MSCI EM Index

Fixed Income
Bloomberg Barclays Global Aggregate Index

21% Improvement in ESG 14% reduction in
Quality Score Carbon Risk
8.0 @ 214
%= 185
®
6.0 53
5.7 ESG a8 I
5N
" o3
40 Traditional e Traditional ESG
ESG Model Portfolio
Weight US Equity Weight
33% MSCI USA ESG Leaders Index 27.5%
Non-US Developed Market Equity
20% MSCI EAFE ESG Leaders Index 16.7%
Emerging Markets Equity
79 MSCI EM ESG Leaders 5.8%
Global Equity — Impact
MSCI ACWI Sustainable Impact Index 10%
40%

P
M S C I g Simulated using MSCI Multi-Asset Class Model (MAC)

Fixed Income
Bloomberg Barclays MSCI Global Aggregate Sustainability Index

35%

Fixed Income - Impact
Bloomberg Barclays MSCI Global Green Bond Index

5%
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3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE

Telling The Portfolio Story to Clients:
Measuring and Communicating Impact

(&) E

What emissions do
my investments
currently generate?

Carbon Footprint

Calculator

How ambitious are
portfolio company
climate
commitments?

Climate Target

Commitments Dataset

How will my
investments
contribute to global
warming in the

future?

Implied Temperature
Rise (1.5°)

MSCI &
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©

How will global
warming impact the
value of my

investments?

Climate Value at Risk
(Climate VaR)

®

How are my
investments poised to
capture climate

opportunities?

Low Carbon Transition

Score, Patent Data,
Green Revenues

31



3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE

Using Climate Insights to Elevate Investment Proposals

Sample Sample
Carbon intensity Implied Temperature Rise Portfolio Benchmark
&COZE/SM it';’esmdg frici 2 vortfolio. defined as the ratio of carb Implied Temperature Rise (ITR) provides a portfolio level number in
SRS U CELEE CUIEIENE) @ & (el CRilIS & WIS RO CF CEliEeh) degrees of Celsius demonstrating how aligned the companies in the : . . 5
emissions for which an investor is responsible to the sales for which an po?tfono are to global temperaturge targetsg. . morep Climate Value at Risk Portfolio Benchmark Active
investor has a claim by their equity ownership. — X )
Portfolio T Policy Climate VaR -2.58% -5.87%  3.29%

o 5 5 Technology Opportunities o o o
53% 128.3 | | e A +2.67% +224%  0.43%
lower carbon 60.3 Physical Climate 3.22% 757 4.35%

intensity than
benchmark -

Based on 81%
company-reported STRONGLY VaR (Aggressive)
emissions data, 19% MISALIGNED ALIGNED
timated dat:
5 estimated cata above 3.3°C between 2°C and between 1.5°C below 1.5°C Aggregated Climate VaR -3.13%| -11.21% | 8.08%
Portfolio  Benchmark and 2.0°C (Aggressive physical risk)

3.3°C
Low-carbon transition categories
% of portfolio

Green activity revenue  6.20% 5.90% 5.9%
exposure % 9
p BB B = o o™
2 S .
Total Green Alternative Energy Green Pollution Sustainable Sustainable 62%
Revenues Energy Efficiency Building Prevention Water Agriculture

Fossil fuel-based “ ﬂ 1.20%
ivi : 0 0% - 0 .
activity revenue - - - N 15 o

exposure % 5%

Total Fossil Fuel- Thermal Coal Unconventional Oil Conventional 0&G Generation Fossil Oil & Gas Refining —_

ey Bl GEES Fuel Asset Product Operational Neutral Solutions
stranding transition transition

tial to lose value >  Potential to benefit

MSCI & ;



https://www.msci.com/our-solutions/climate-investing/net-zero-solutions/implied-temperature-rise

3. TALKING TO CLIENTS ABOUT ESG AND CLIMATE
Better Outcomes for Clients, Advisers and The Planet ‘ .

Win New Business

If you would like more
information about how to
integrate ESG and climate into
your investment processes

and how we can help, please
complete the form and an MSCI
Increase Client Engagement representative will be in touch.

CONTACT US

Support Advisers

Elevate the Value of Advice

Differentiate Using Insights & Holistic Portfolio Diagnostics

MSCI & ;
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https://info.msci.com/l/36252/2021-02-10/wmstdj

Notice and Disclaimer: ESG

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 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 MSCI 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 without 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, 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 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.

Itis not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented 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 an investment return related to the performance of any MSCI 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 in
any 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 MSCI 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 MSCI 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 in the relevant index methodologies on www.msci.com.
MSClI receives compensation in connection with licensing its indexes to third parties. MSCl Inc.’s revenue includes fees based on assets in Index 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 a recommendation 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 MSCI 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 materials, 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 MSCI requires a license from MSCI. MSCI, 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 MSCI 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 on its 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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About MSCI: ESG

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
overnance-related business practices to companies worldwide. ESG ratings, data and analysis
rom MSCI ESG Research LLC. are also used in the construction of the MSCI ESG Indexes. MSCI

ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940
and a subsidiary of MSCI Inc.

About MSCI Inc.

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.

To learn more, please visit www.msci.com.

MSCI &
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