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GPF Road Map & GPF’s Vision: Leader in ESG Investing and Initiatives in Thailand
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FIGURE 3 - GPFModel of Integrating ESG factors in Fixed Income Credit Score
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We apply this Credit Scoring Methodology to corporate bonds and o state-owned enterprise bonds, but not to govemment
bonds. Al present, across our fxed income portfclos, approximately 57% of our holdings are in corporate bords, 18% in stete-
owned enterprise bonds and 45% in government bands.
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“Doing good while doing well

GOVERNMENT PENSION FUND
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External Fund Management Engagement




What is responsible investment?

Approach to investing that
aims to incorporate
environmental, social and
governance (ESG) factors

into investment decisions, to
better manage risk and
help to generate
sustainable, long-term
returns

Responsible investment does
not require ruling out

investment in any sector or
company

Source: Principles for Responsible investment website, March 2019

GOVERNMENT PENSION FUND

Responsible investment can
and should be pursued even

by the investor whose sole
purpose is financial return



Investment Process
Security selection: landmine checklist

GOVERNMENT PENSION FUND

Aims to identify the risks that can lead to a sharp deterioration in an issuer’s credit quality

Example

* Assuming no access to capital markets in the next 24 months, what is the impact on the
issuer’s liquidity?

/ Regulatory risk * To what extent is the issuer’s industry subject to regulation and changes in regulation?
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/ Environmental, social,

> . — . : elea
governance (ESG) Is the issuer properly managing environmental, social and governance risks~

* What is the issuer’s exposure to transitional or physical climate risk?

/ Leveraged buyout (LBO) risk * |s the business likely to be subject to an approach from or a bid by private equity?

* Does the management have an appetite for debt financed MandA? |s the company’s
share price underperforming?

Each factor scored 1 (good) to 5 (bad)



Human rights impacts of COVID-19: Statements

GOVERNMENT PENSION FUND

April 2020 February 2021

Corporates: Management teams and boards of directors face * Encourage world leaders in the G7, G20 and ACT-Accelerator

difficult short-term choices. Decisions should take into account the
welfare and safety of employees. For companies under financial
stress, we encourage employers to use government support where
available to protect employees as much as possible. Companies
should consider redundancies or furloughing staff only after
exhausting all other options.

We generally support prudent decisions that aim to ensure the long-
term success of businesses, which may include, if necessary,
suspending dividends, implementing measures to support cashflows
and reviewing capital expenditure plans. Financial reporting, investor
dialogue and financial responsibility remain essential for investors.

Governments: Governments should remain focused on the health
risks from COVID-19 and follow the advice of healthcare
professionals and the World Health Organization. Restrictions
should only be lifted on the basis of expert advice.

The crisis should not be used as an opportunity to suppress
freedoms, control economic rights or privileges, or to weaken
governance standards.

Financial policymakers and regulators: \We encourage continued
global efforts to stabilise financial markets with both monetary and
fiscal policy in the short term. As markets stabilise, communication
with market participants will be crucial as any stabilising initiatives
are withdrawn.

Facilitation Council to finance the ACT-Accelerator in full and
deploy adequate funding to ensure fair and equitable access to
COVID-19 tools globally;

Commit to work with the Access to Medicine Foundation on this
issue and engage (bilaterally and/or via existing collaborative
initiatives) with our investee healthcare companies to promote
industry actions supporting the mission and operations of the
ACT-Accelerator (e.g., cross-industry R&D partnerships,
equitable pricing strategies, voluntary licensing agreements); and

Recommend that governments and international organisations
explore the feasibility of innovative finance mechanisms for
national and global COVID-19 responses, similar to vaccine
bonds issued by the International Finance Facility for
Immunisation or social bonds for COVID-19 programmes issued
by individual or multiple governments. These mechanisms could
build on the strong response by capital markets to ESG-labelled
debt issued in 2020.



Sustainability bond: deep dive

Adidas AG

Background

Rationale for
issuance

Use of proceeds

GOVERNMENT PENSION FUND

Adidas i1s a best-in-class issuer under our ESG ratings framework. Their sustainability strategy focuses on six key
areas, which include water and waste management, energy conservation, empowerment, improving health and
inspiring action. They have set several different targets across each of these areas including a 30% carbon footprint
reduction by 2030 as part of the fashion industry charter.

Adidas hope to progress sustainability beyond its own operations and therefore strategically priontised this issuance
to promote sustainability in their value chain, from raw material sourcing and manufacturing to transportation and
marketing of products.

A significant proportion of the proceeds of their inaugural sustainability bond will be used to finance and/or refinance
eco-efficient and/or circular economy adapted products such as sourcing of sustainable materials and 100% recycled
materials via suppliers for examples. A second party opinion was provided by Sustainalytics for the company’s green
bond framework.

People and the community Environment and innovation
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Expenditures and investments to provide - 13 o * Expenditures and investments in renewable

energy production (e.g. photovoltaic installations
in Adidas’ own retail stores, own office locations
and own distnibution centres.

people of colour, women and LGBTQ+
entrepreneurs focused on tech, healthcare
and consumer products with access to
capital, operational resources and
networks.

* Research and development in materials
innovation to enable closed-loop products.

Expenditures and investments to drive

social mobility and bring access to career

!

and creative skill development as well as 14 v
mentorship to underrepresented youth
and communities.

Please refer to the risk disclosures at the back of this document. Source: Adapted based on Adidas Sustainability Bond Framework as
at October 2020. Portfolio holdings are subject to change, for information only and are not investment recommendations.
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Analysing the impact bond market
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US$500bn in total issuance in 2020; we anticipate similar issuance levels from more issuers in 2021

Impact bond category Largest sector issuance
500 -
450 -
400 -
350 -

,5300 .

m Green 53% § 550 -

= Social 32% @ 200 -

o =
® Sustainability 15% 100 -

2016 2017 2018 2019 2020
B Financials ®m Government m Utilities

Source: Bloomberg as at 4 January 2021.
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Sovereign impact model

Impact Score vs Impact Momentum
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Source: Insight as at September 2020.
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Not everything that counts, can be counted

Tangible vs Intangible Value (S&P 500)
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GOVERNMENT PENSION FUND
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Where ESG fits into a Theory of Firm & Portfolio Value

Extra-financial Business
factors performance

Employee

engagement

Governance

Regulators
Q Customer
satisfaction

R&D effectiveness

Environment £

Ll m Corporate

culture

Stew ardship

Maintenance
& safety

Stock / Credit Specific ESG

Corporate
performance

Share price
performance

Y

Shares

Stewardship

Portfolio External risk/statistical
performance factors
Momentum
Beta
Currency
Grow th
Quality
Volatility

Portfolio/Index Factor ESG

Construction
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Our differentiated approach to evaluating extra-financial factors

MSCI ISS
Glass Lewis Glassdoor
Investment
Carbon Corporate
Disclosure governance & Rl
Project specialists
Integrated
ESG
Sell-side Company
reports reporting
Sustainalytics HOLT risk
Bloomberg Industry data

As at 31.12.2020
Source: RBC Global Asset Management.

GOVERNMENT PENSION FUND
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Shared purpose does not lead to shared opinions

GOVERNMENT PENSION FUND

Sustainalytics vs. MSCI
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Source: CSRHub, S&P 1200 equities, January 2016.
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Shared purpose does not lead to shared opinions

GOVERNMENT PENSION FUND

Correlation at aggregate ESG level and at E, S and G level

SA - VI SA - KL SA - RS SA- A4 VI - KL VI-RS VI- A4 KL - RS KL - A4 RS - A4

ESG 0.73 0.52 0.68 0.67 0.48 0.71 0.71 0.49 0.42 0.64
E 0.70 0.61 0.66 0.65 0.55 0.74 0.66 0.58 0.55 0.70
S 0.61 0.28 0.55 0.58 0.33 0.70 0.68 0.24 0.24 0.66
a 0.55 N0NEN 0.52 0.51 0.78 0.7

024 [ =001 o081
Econ - - - 0.43

Correlations between the ratings on the aggregate level (E, S, G, and ESG) from the flve different rating agencies are calculated using the common
sample. The results are similar using palrwise common samples based on the full sample. SA, RS, VI, A4 and KL are short for Sustainalytics,
RobecoSAM, Vigeo-Eiris, Assetd, and KLD, respectively.

* Average ESG correlations across 5 providers of 0.61
* Average Environmental correlation: 0.65
* Average Social correlation: 0.49
« Average Governance correlation: 0.38

“63% of the discrepancy [between ratings] comes from the fact the rating agencies are
measuring the same categories differently, and 47% of the discrepancy stems from
aggregating common data using different rules”

Source: Berl, Koelbel and Rigobon, MIT Sloan School of Management, 2019 hilps://papers.ssn.com/sol 3/papers.cim?absiract_id=3438533
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ESG Ratings: Limited correlations
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Investors should not treat ESG scores as settled
facts...

...But potentially worthwhile analysis that needs to
be understood before being acted on

The problem here isn’t the ESG ratings...

...but that they are used as though they were some
sort of objective truth

Investors who blindly follow scores are buying into
those opinions (mostly without even knowing what
they are)

Ww-ask-1537199931, MSCI, Sustainalytics, F TSE 18



Does the ‘ESG factor’ add value? SFI thinks it reduces risk

Mean portfolio return
t((high)-(low))= 4.24

3.468 4 5g7

Low Medium High

Mean of pret
— N w

Total portfolio risk
t((high)-(low))=-26.3

10.137

7.705
6.143

Mean of totalrisk

Low Medium High

Sharpe ratio
t((high)<low))=9.73

0.614

0.75
0.529
0.388

Meag of sharpe
N
(6]

Low Medium High

Mean of SUSTY_ALL_VW
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Sustainability
t(mean(low)-mean(high))=-30.76
6 51
4.6
4 3.7
2
0

Low Medium High
turnoverturnoverturmover

Thomson Reuters and MSCI E and S scores of US asset management firms holdings used to derive a ‘Sustainability’ score.

Performance and volatility tracked from 2002 to 2015

Conclusion - Higher sustainability associated with similar returns but lower risk

Source: The Sustainability Footprint of Institutional Investors — Swiss Finance Institute, Brandon & Kruger 2016



Tick Box ESG misses much. Engagement can be key-
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Carillion

Overall Performance

Overall ESG Score 3 Relative Position Percentile
Leader 6 8 Leader Leader

Average Perforn
Underperformer

Laggard
Environment Social
Leader Average Performer

Carillion had great ESG scores, but failed as a business with poor culture.

Leader

Carllion plc.

e British multinational construction and facilities management, created in 1999.
e Had 43,000 employees in 2016.
 Collapsed and was involved in an illegal construction industry blacklisting body.

Source: Bloomberg, Sustainalytics.
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Invest & Engage vs Divest

GOVERNMENT PENSION FUND

» Both approaches arise from the same stimuli and share a common goal

» The debate betweenthem is arguably over process and the most effective way to
achieve that goal

The case for Divestment:
« Easyto implement
« Easyto communicate
« Strong social signal

But — what does it really change?
 If the business model remains the same, just with differentowners, the
environment sees no benefit

21



Sustainability Themes, many unsuitable for private sector

The UN SDGs (Sustainable Development Goals) give 17 broad sustainability themes, with 230 indicators and 169 targets (!)
< ECI ERCIEIEE -HEEE-E--
. o | no | v |

Many targets are more suitable for government intervention than private sector intervention. These themes are not suitable
eg social security systems, primary school education, extreme poverty, resilience of the poor (arguably around 108 of the
targets are primarily for governments and NGOs), although we collaborate on promoting long-term sustainable policy with
certain relevant policy makers and accounting standards boards.

All companies can and should contribute to long-term sustainability. The SDG mapping suggests our portfolio covers all
SDGs to some extent.

Source: RBC Global Asset Management. SDG 1-2-3.
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Key summary: Sharing GPF’'s experiences
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@ Human rights: a part of GPF’'s road map to become “the leader in ESG investing and initiatives in Thailand.”
@ Past success: Integration of Key framework in investment process [PRI's ESG integration framework,
OECD’s due diligence guideline]
@ 2021’s ambition: Human Rights Due diligence and Integration expected output 1. Human rights in business
heat map and 2. Common Framework in putting Human Rights into business picture
@ Learning points from global external fund managers:
® Intangible assets [i.e., risks] become increasingly important.
® ESG [including human rights] are extra financial factors which can impact business performance, corporate performance,
share prices and portfolio performance etc.
e ESG Valuation is an art and science. Multiple resources + own analysis = KSF
® Index providers may have different viewpoints, better use more than two and apply your own judgement.
® ESG Scores: should not be treated as a settled facts. Blindly following the scores = Buying into opinions (mostly]
without even knowing what they are.
® ESG factors reduce risk rather than adding values.
® Engagement is a key as ESG scores can miss some facts.
® Divestment sends strong social signal but does it really change anything?

® 17 SDG goals may not suit to all investor and private sectors. Common Framework in putting Human Rights into business picture



