MCORNINGSTAR

Voice of the Asset Owner Survey
Key findings

Morningstar Indexes and Morningstar Sustainalytics

27 September 2022

/

— 9%




VWO did we speak to?

Asset owners (AOs) surveyed work for an array of institutions. Respondents were most likely to work for insurance
general account or OCIO/multi-manager organizations (bath 21%), though family office (16%), sovereign wealth fund
(15%), and pension fund (12%) institutions aren't far behind. In the US, AOs most frequently work for insurance
general account organizations.

An average of almost 60% of assets at respondents” institutions are managed internally (vs. third parties). One in
twelve (8%) say that all assets are managed internally. The majority of asset owners’ work in institutions managing
more than $1 billion (64%). This proportion holds across regions.

Total value of assets under management (%)
D4. Asked to all respondents (n=500)
Less than $100m
13
[ $100m to less than $1bn
$1bn to less than $10bn

B $10bn to less than $100bn

B $100bn to less than $500bn

B Vore than $500bn
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How prevalent —and important — are ESG considerations
for AOs and their organizations?

While almost all asset owners take ESG considerations into account when investing, most (71%) indicate that less
than half of their organization’s total AUM takes account of ESG considerations. This proportion remains stable
regionally across North American, European, and APAC nations. As an organization’s AUM increases, so too does its
consideration of ESG concerns.

Average proportion of AUM with ESG considerations, by AUM value (%)
IP1. Asked to all respondents (n=500)

Less than $1bn $1bn to less than $10bn $10bn or mare
(n=180) (n=141) (n=179)

When asked to identify their organization’s attitudes toward ESG considerations on a 12-point scale, AOs gave a
spread of responses with the average falling right around the middle of the scale (6.2). AOs from China work for
institutions that fall more on the ESG-conscious side of the spectrum, with an average selection of 8.3.

Which comes closest your organization's approach to ESG (%)?
IP2. Asked to all respondents (n=500)

1. Significantly hamper financial returns | AR A ©
2. Somewhat hamper financial returns | R R (0 20%
3. Negligible effect on investment | RN £
4. Financially relevant in some circumstances [ N AR 15
5. Somewhat financially relevant [N 13 38%
6. Significantly financially relevant [ 10
7.To a limited extent, if no financial tradeoff [ NG 7

8. Somewhat pursued, if no financial tradeoff [ 8 19%
9. Aggressively pursued, if no financial tradeoff T 4
10. ESG goals are as important as financial goals 10
11. Can sacrifice a little financial return for ESG 6 22
12. Can sacrifice significant return for ESG 5
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Asset owners tend to be split down the middle on whether or not they measure the ESG effects of their investment
portfolio. Around half of AOs measure the social effects (57%), governance effects (50%), and climate effects
(47%). North American AQOs are more likely to measure climate effects (58%), while APAC AQOs are more likely to
measure governance effects (58%). AQs from China are much more likely to measure social effects, with the vast
majority doing so (90%).

What are the motivators for pursuing ESG compliance?
What are the barriers?

The reasons for pursuing ESG goals vary widely. A third (32%) of respondents cite senior management/
leadership, closely followed by external advisors (28%), external pressure (27%), and international regulation (27%).
External pressure ranks much higher as a motivator in North America (41%) and specifically the US (46%).

Which is most important in choosing to invest in ESG (%)?
IP3. Asked to all respondents (n=500)

Senior management/leadership | NG
External advisors | N
External pressure [N
International requlations | N AN )/
Ethical/moral principles [ Y £
Local regulations [N 3

Fiduciary responsibilities [ 22
Internal pressure  [E———— 01

Stakeholder pressure 20
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On the other hand, the barriers to pursuing an ESG strategy are more clearly defined. Impact on returns is
the top barrier (38%) across regions — on the country level, exactly half of the AOs from France consider the impact
on returns to be a barrier. Generally, barriers are consistent region-to-region.

Which are barriers to pursuing an ESG strategy (%)?
IP4. Asked to all respondents (n=500)

Impacton returns | N R EEEEEE 50
Lack of available products [ 30
Client/stakeholder reluctance [ N G 30
Difficulty reporting [ . 2/
Lack of agreement on objectives [ NG 26
Fiduciary duty N 22
Regulation  [E—" 20
Unreliable or out-of-date data [y 15
Lack of standardized data Y 15

N/A. There are no barriers 3

But just how material is ESG to asset owners?

Six in seven (85%) AQs surveyed say ESG information is at least fairly material to their overall portfolio, including
nearly half (48%) who say it is very material. AOs in APAC are most likely to say ESG is at least fairly material (91%)
compared to those in Europe (79%).

How material is ESG to your total portfolio (%)?
IP6. Asked to all respondents (n=500)

10

Not very material Fairly material Very material
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The same figures can be seen at the asset class-level. Globally, the strong majority of AOs consider ESG
information to be at least fairly material for listed equities (82%), fixed income (79%), alternative investments
(80%), and real estate (80%).

There's an even spread among AOs as to which part of ESG is most material to investing decisions, though social
considerations lag environmental and governance concerns. Asset owners in the UK find environmental concerns to
be particularly material, with 38% choosing 'E' as most material to their ESG investing choices.

Which part of ESG is most material to your decisions (%)?
IP8. Asked if ESG material to portfolio (n=476)

25 13
ESG each Governance Environmental Sacial Varies by industry/
equally material company

ESG has been more material for AOs in the past five years, with 70% indicating ESG has become more
material, including 29% who say it has become much more material. Those in Europe are slightly less likely to say
ESG has become more material (64%) and especially those in France (50%).

Has ESG become more or less material in the past 5 years (%)?
IP7. Asked to all respondents (n=500)

Much more material
B More material

No change
[ Less material

B Much less material
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Digging deeper, which ESG issues are driving the
increase in materiality?

Environmental concerns win out over social and governance issues in terms of materiality. Perhaps due to
current energy shortages, almost half (45%) of AOs consider energy management to be material to their investment
decisions, with greenhouse gas emissions coming close behind (41%).

Generally, specific social and governance issues are considered less material than environmental ones.
The top social issues include data security (29%) and human rights (27%) while the most prominent governance
issues include the legal environment (27%) and business ethics (25%).

Which issues are most material to your decisions (%)? (Top 5)
IP9-IP11. Asked if ESG material to portfolio (n=476)

Environmental %
Energy management 45
Greenhouse gas emissions 1
Ecological impacts 38
Waste/hazardous materials management 35
Water & wastewater management 33

Social %

Data security
Human rights & community relations [ 27
Employee health & safety NG 26

Customer privacy I 25

Diversity & inclusion I 25

‘jo
]

S

Governance %

N
~

Management of legal environment
Business ethics NG >
Systemic risk management NN 5
Business model resilience I NN 73
Physical impacts of climate change RN 73
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How do asset owners implement their ESG strategies?

Asset owners utilize a range of resources and partners when strategizing how to employ their ESG approach.

Proxy advisors are used most frequently (32%), though there is a wide distribution of partners used for ESG strategy
decisions, including strategic partners (30%), specialized ESG data providers (29%), investment consultants

(28%), and ESG rating & index providers (28% and 25%, respectively). These proportions are broadly consistent
across all markets surveyed.

When it comes to the operation of an ESG program, asset owners rely mostly on internal resources, whether it's a
dedicated ESG team (26%), general investment staff (26%), or a mix of internal and external resources (20%).
North American AOs are less likely to rely on general investment staff (18%), while AOs in the UK are more likely to
do so (40%).

Active stewardship is an important risk management tool for AOs with ESG investment plans. Nine in ten (91%) asset
owners report that active stewardship (including proxy voting) plays at least a slightly significant role

in their ESG program, with 49% saying it's somewhat significant and 20% very significant. Those in the US are most
likely to say active stewardship plays a very significant role (34%).

Significance of active stewardship in ESG program (%)
E3. Asked to all respondents (n=500)

‘ 20 Very significant role

B Somewhat significant role

27

Slightly significant role

B Not a significant role

In their approach to active stewardship, AQOs tend to prefer local or regional forums. A majority (56%) use
local/regional sustainable investment forums such as US SIF, Eurosif, RIAA, etc. This figure is notably higher in
China (90%).

Other channels commonly used include the Institutional Investors Group on Climate Change (IIGCC) (43%),

the UN Principles for Responsible Investment (UNPRI) (39%) and the Climate Action 100 (33%). American AOs are
more likely to make use of the UNPRI than those in other markets (56%).
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Channels used through approach to stewardship (%)
E4. Asked to all respondents (n=500)

5 3 T

Local sustainable [IGCC UNPRI Climate Action 100+ N/A. Don't use
investment forums coordinated channels

Asset owners are equally likely to have their ESG engagement policies implemented through direct (22%) interaction
as they are indirectly through collective initiatives (23%). Direct interaction is more popular in Europe (27%),

and less popular in Canada (10%). Nearly half (45%) indicate they implement ESG engagement policies through both
direct and indirect channels.

Are ESG regulations helping or hurting asset owners?

Asset owners are generally positive about the impact of regulations on their approach to ESG investing. Three
in five (59%) say regulations have been a help, including 28% who say they have been a major help. Those in the US
and Germany are most likely to say regulations have been a major help (both 40%).

It is therefore unsurprising that nearly three quarters of asset owners (73%) say they support regulations
intended to achieve specific objectives, such as net zero by 2050. A third (32%) say they strongly support, rising to
nearly half (48%) of American AQs.

For those that feel positively towards regulation, the biggest reason is the clarity they bring to definitions
(53%). This is followed by easy integration of IT systems (51%), detail of definitions (45%), and standardized
frameworks (42%).

Only 24% of AOs say regulations have been a hindrance to them, although this figure rises to 36% in Australia.
Amang this group, the key challenges are too much bureaucracy/reporting requirements (47%), the large cost of
integrating systems (42%) and inconsistent definitions (36%).
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Despite this positive tone towards regulations, AOs are still aware of potential issues with the current state of ESG
investing. One in four (23%) say greenwashing is a major problem while 38% cite it as a moderate problem.

More transparency is the best solution for AOs who consider greenwashing a problem (23%). This is followed by
stronger enforcement of current regulations (18%) and more regulations (17%).

How much of a problem is greenwashing in ESG (%)?
R5. Asked to all respondents (n=500)

Not a problem Minor problem Moderate problem Major problem

What would be most effective in addressing greenwashing (%)?
R6. Asked to all who believe greenwashing to be a problem (n=435)

swongrertorsnorts . A '
current regulations
Stonger/more reguiaion | 7
Better dota | 15

Better business ethics ~ [EEEE—— 15

Pressure from asset owners 11

Other 0
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How have ESG tools available changed, and how
can they be improved?

There has been a marked improvement in the quality of ESG data, ratings, indexes and tools available over the
past five years, according to AOs. Around two-thirds (64-66%) say these have got better during this time, compared
to just one in ten (8-13%) who have seen a decline in standards.

Which elements of ESG ratings, indexes, data, and tools need the most improvement in the next five years (%)?
T6. Asked to all respondents (n=500)

The quality of ratings, data and tools
(that is, the accuracy)

The relevance of ratings, data and tools
(that is, usefulness for ESG investing)

The clarity of ratings, data and tools
(thatis, ease of understanding)

The scope of ratings, data and tools 16
(that is, the robustness)

Respondents in North America (75%) and especially the United States (84%) are most likely to have seen an
improvement in ESG tools.

AOs are most likely to find these resources useful for managing and mitigating ESG risk (40%), followed by
measurement of impact investing (33%), and enhanced return opportunities (24%).

However, in a fast-moving world with greater emphasis on ESG, there is still plenty of room for improvement.
Nearly half (48%) say they would benefit from more accurate data, 42% from more timely data, and 41%

from more objective data. More standardized reporting is cited by 36% across all markets, although this figure is
higher in APAC (44%).

This is also reflected in the aspects of ESG ratings, indexes, data, and tools that AOs feel need the

most improvement. A third (34%) want to see improvements in quality, 26% improvements in relevance, 22%
improvements in clarity, and 16% improvements in scope.
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Who has the most responsibility for improving ESG ratings, data, and tools (%)?
T7. Asked to all respondents (n=500)

Govermen: | '
Rating agencies |, :;
International standard _ 35
Specialized data providers [ 33
Varkets | 29
Index providers [N 8

NGos [ 17
Academics [ 17

Respondents in Germany and those working in endowments or foundations are most likely to value scope
(26% and 28% respectively).

When asked who has the greatest responsibility for making these improvements, AOs are split. Similar

proportions say governments (36%), rating agencies (35%), and international standard-setting bodies (35%) have
the greatest responsibility.
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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. Qur 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
all major asset classes, styles and strategies. From assessing risk and return with traditional benchmarks to

helping investors effectively incorporate ESG objectives into their investment process, our range of index solutions
spans an investment landscape as diverse as investors themselves. We help investors answer today's

increasingly complex questions so that they can more easily reach tomorrow’s goals. For more information,

visit indexes.morningstar.com.

MAORNINGSTAR Indlexes

About Morningstar Sustainalytics

Morningstar Sustainalytics is a leading ESG research, ratings and data firm that supports investors around the

world with the development and implementation of responsible investment strategies. For nearly 30 years,

the firm has been at the forefront of developing high-quality, innovative solutions to meet the evolving needs of
global investars. Today, Morningstar Sustainalytics works with hundreds of the world's leading asset managers and
pension funds who incorporate ESG and corporate governance information and assessments into their investment
processes. The firm also works with hundreds of companies and their financial intermediaries to help them

consider sustainability in policies, practices, and capital projects. With 17 offices globally, Morningstar Sustainalytics
has more than 1,500 staff members, including more than 500 analysts with varied multidisciplinary expertise

across more than 40 industry groups. For more information, visit www.sustainalytics.com.

MORNINGSTIR | SUSTAINALYTICS

©Morningstar, Inc. 2022. All Rights Reserved. This presentation includes proprietary materials of Morningstar; reproduction, transcription or other use, by any means, in whole or in part, without
prior written consent of Morningstar is prohibited.

The information, data, analyses and opinions contained herein (1) include the confidential and proprietary information of Morningstar, (2) may not be copied or redistributed, (3) do not constitute
investment advice offered by Morningstar, (4) are provided solely for informational purposes and therefore are not an offer to buy or sell a security, and (5) are not warranted to be correct,
complete, accurate or timely. Opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall not be responsible
for any trading decisions, damages or other losses resulting from, or related to, this information, data, analyses or opinions or their use.

The indexes shown are unmanaged and not available for direct investment. Past performance is not a guarantee of future results. The Morningstar name and logo are registered marks of
Morningstar, Inc.
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