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FTSE Russell client consultation:

Planned enhancements to the assessment of
climate change management in ESG Ratings
and FTSE4Good indexes

Summary

Investor focus on climate risk has grown significantly in recent years. In response to this, FTSE Russell has developed
a number of data and index tools to better measure and manage these risks. As part of these efforts, FTSE Russell is
also reviewing the way climate change is addressed as part of its ESG Ratings.

Through this consultation, clients and other stakeholders are invited to provide feedback on proposed enhancements
to the climate change assessment of corporate issuers in ESG Ratings with implications for a number of indexes that
rely on these Ratings and related enhancements to the FTSE4Good index rules. These can be summarised as
follows:

Proposal 1: Enhancing the Climate Change theme score within ESG Ratings.

Proposal 2: Introducing minimum Climate Change score thresholds to the FTSE4Good Index Series
inclusion rules.

Key Rationale

e The enhancements to the calculation of Climate Change theme scores will more accurately capture corporate
performance on climate change.

e Investors globally are placing a greater focus on climate risk and transition and the proposed changes deepen
the way this theme is represented in the ESG Ratings and associated indexes.

e They involve no new indicators, lower the reporting burden for corporates, whilst more closely aligning and
underpinning key global investor climate initiatives.

e Previously the methodology has been enhanced to align with Task Force on Climate Related Disclosures
(TCFD) and the current proposed refinements achieve further alignment with the TCFD and the Transition
Pathway Initiative.

e Introducing minimum Climate Change score thresholds within FTSE4Good will raise corporate standards on
these issues and ensure that companies in carbon intense sectors can only maintain membership if they take
climate risks seriously.

Proposed timelines:
The proposed changes would be effective from the December 2020 index review:

e Companies would be informed of changes in July 2020; giving them approximately 18 months' notice to meet
criteria to maintain FTSE4Good membership.

e Enhanced Climate Change scores are first incorporated within ESG Ratings from December 2020.

e New FTSE4Good inclusion rules applied to companies from their next review, with 12 months to improve if
criteria are not met.

Responding to the Consultation

Please submit your response to the questions included in this consultation online at https://www.surveymonkey.co.uk/r/PL5EMVYZ

All responses will be treated as confidential. FTSE Russell may publish a summary of the consultation results, but no individual
responses will be published and no respondents will be named.
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Proposal 1. Enhancing the Climate Change theme score within ESG
Ratings

FTSE Russell proposes two key enhancements to the calculation of the Climate Change theme score — one of 14
themes within the ESG Rating.!

1. The enhanced Climate Change theme will focus on 16 core indicators drawn from the existing theme. These
16 indicators mirror key disclosures recommended by the Task Force on Climate Related Disclosures (TCFD)
in the form of tangible data and targets.? Please see Appendix 1 for more details on these indicators.

2. Companies will be assessed on a “staircase”, requiring specific indicators to be met to achieve each
subsequent level. Scores will be between 0 (worst) and 5 (best). For example, emissions disclosures and
targets must be disclosed for a company to move beyond Level 3. Please see Appendix 2 for the
requirements that must be met at each level.

Impacts

The proposed enhancements will drive modest decreases in both average Climate Change theme scores and ESG
Ratings.

There is a strong correlation (0.86) between existing Climate Change theme scores and those based on the enhanced
methodology outlined above. However, the enhanced methodology sets a somewhat higher bar for corporates,
resulting in lower Climate Change theme scores (0.89 lower on average) and a smaller reduction in average overall
ESG Ratings (0.11 lower on average).?

Question 1: Do you support the proposed enhancements to the Climate Change theme of FTSE Russell’'s ESG
Ratings model?

a) Yes, fully

b) Yes, with amendments (please comment below)
c) No (please comment below)

d) Other (please comment below)

Please enter your comments here:

1 These enhancements are the result of two years of intensive collaboration between FTSE Russell and the Grantham Institute of the London
School of Economics in the context of the Transition Pathway Initiative. Adoption of the proposed enhancements would align the Climate Change
theme with the Transition Pathway Initiative’s Management Quality (MQ) score, which itself uses data inputs from FTSE Russell’s Climate Change
theme to assess companies’ readiness for transition to a low carbon economy. Note that Level 5 in the enhanced theme will correspond to a 4*
score in TPI's MQ methodology.

The Transition Pathway Initiative (TPI) is a global initiative led by asset owners and supported by asset managers. Aimed at investors and free to
use, it assesses companies’ preparedness for the transition to a low-carbon economy, supporting efforts to address climate change. Launched in
2017, it is rapidly becoming the "go-to" corporate climate action benchmark and aligns with the recommendations of the Task Force on Climate-
related Financials Disclosure (TCFD). For further information, please visit the Transition Pathway Initiative’s website:
https://www.transitionpathwayinitiative.org/

2 Recommendations of the Task Force on Climate-related Financial Disclosures

3 Based on FTSE All World Index constituents as at 24/06/2019, with scores representing 99.32% of index weight.
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Proposal 2: Introducing minimum Climate Change score thresholds
to the FTSE4Good Index Series inclusion rules

Proposed enhancements to FTSE4Good Index series inclusion rules:

The proposed changes to inclusion rules would raise corporate standards for the management of Climate Change
issues within the FTSE4Good Index Series and related indexes, including FTSE Blossom Japan Index, FTSE4Good
TIP Taiwan ESG Index, FTSE4Good Bursa Malaysia Index and FTSE/JSE Responsible Investment Index Series.*
Through the introduction of minimum thresholds based on the Climate Change theme score, companies will be
required to make specific, salient climate disclosures to be constituents of these indexes.

The proposed thresholds (Figure 1) are tailored to industry (high emitting or other industries) and market (developed
or emerging) types, reflecting the differing levels of climate risk that each face. “High emitting” industries are defined
as those in four ICB Industries: Oil & Gas, Basic Materials, Industrials, and Utilities.> Companies operating in high
emitting sectors can only maintain their membership if they take climate risks seriously, disclose their emissions and
are setting reduction targets.

Figure 1. Proposed minimum Climate Change score threshold for index inclusion?®

FTSE4Good Developed & related FTSE4Good Emerging & related

indexes® indexes’

High itti
|_g eml. e Score of 3 required
industries

All other
Score of 2 required Score of 1 required

industries

Impacts

The “worst-case” impact of this proposal (and Proposal 1) on FTSE4Good index membership if it was implemented
immediately without the grace period can be seen in Figure 2. The actual impact on index turnover is expected to be
significantly lower due to ongoing improvements in climate disclosures and the effect of corporate engagement in
improving company scores.

Figure 2. Maximum potential impact of proposed enhancements on index membership®

FTSE4Good FTSE Blossom

Number Weight Number Weight
C i tly in E t (2020
ompanies currently in Engagement ( a1 4.1% 10 1.6%
thresholds)
Added to engagement with enhanced
Climate Change theme score integrated +77 +3.0% +9 +1.9%

within ESG Ratings (Proposal 1)
Companies added to engagement with
minimum Climate Change score thresholds +248 +5.4% +12 +5.8%
(Proposal 2)

4 Proposed changes would not be applied to the FTSE4Good US Select Index

5 https://www.ftserussell.com/data/industry-classification-benchmark-icb

5 Includes FTSE Blossom Japan Index

" Includes FTSE4Good TIP Taiwan ESG Index, FTSE4Good Bursa Malaysia Index and FTSE/JSE Responsible Investment Index Series
8 Note that we expect standards to align between developed and emerging markets over time

9 Based on data as at 24/06/2019 with December 2020 inclusion thresholds applied
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Question 2: Do you support the introduction of Climate Change minimum theme score thresholds to the FTSE4Good
Index Series inclusion rules?

a) Yes, fully

b) Yes, with amendments (please comment below)
c) No (please comment below)

d) Other (please comment below)

Please enter your comments here:
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Proposed timelines

The proposed changes would be effective from the December 2020 index review:

e Companies would be informed of changes in July 2020; giving them approximately 18 months' notice to meet
criteria to maintain FTSE4Good membership.

e Enhanced Climate Change scores are first incorporated within ESG Ratings from December 2020.

e New FTSE4Good inclusion rules applied to companies from their next review, with 12 months to improve if
criteria are not met.

Figure 3. Proposed timeline for implementation

July 2020 December 2020 June 2021 December 2021 June 2022
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Companies
updated for the
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Climate Change
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required to improve
by June 2022.

Engagement
companies from the
December 2020
review will be
deleted if they have
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Engagement
companies from the
June 2021 review
will be deleted if
they have not
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Question 3: Do you support the timelines for implementation proposed?

a) Yes, fully

b) Yes, with amendments (please comment below)
c) No (please comment below)
d) Other (please comment below)

Please enter your comments here:
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Additional comments

Do you have additional comments on the proposals?

Please enter your comments here:
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Appendix

Appendix 1: Indicators in enhanced Climate Change theme

Indicator

legend Indicator type

Indicator description

ECCO1 Qualitative Climate Change impact including CO2 /GHG emissions — Policy or
commitment statement to:
a. Address the issue
b. Reduce or avoid the impact or improve efficiency
ECC43 Qualitative Recognition of climate change:
a. As arelevant risk and/or opportunity to the business
b. Discloses time horizon (short/medium/long term) of risk/opportunity
ECCO03 Qualitative Demonstrating support for mitigating climate change through:
a. Membership of business associations
b. Company position on public policy and regulation
ECC38 Qualitative Short term (up to 5 years) quantitative targets to reduce
GHG emissions (which could include scope 1 and/or scope 2 and/or scope
3):
a. Unquantified, process targets
b. Quantified targets*
*Details of quantified targets will be recorded.
ECC39 Qualitative Long term (more than 5 years) quantitative targets to reduce GHG emissions
(which could include scope 1 and/or scope 2 and/or scope 3):
a. Unquantified, process targets
b. Quantified targets*
*Details of quantified targets will be recorded.
ECCO08 Qualitative Board oversight of climate change:
a. Evidence of board or board committee oversight of the management
of climate change risks
b. Named position responsible at Board Level
ECC41 Qualitative Independent verification of operational GHG emissions data:
a. Independent verification by third party
b. International assurance standard used and level of assurance
declared
ECC14 Quantitative Three years of total operational GHG emissions data (Scope 1 & 2) is
disclosed
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Indicator

legend

Indicator type

Indicator description

ECC44 Qualitative Impact of climate-related risks and opportunities. The company:

a. Details how they incorporate climate change risks and opportunities
in their strategy (mitigation, new products, R&D, etc.)

b. Discloses the impact of climate change risks and opportunities on
financial planning (OPEX, CAPEX, M&A, debt)

ECC45 Qualitative Climate scenario planning:

a. The company mentions the 2 degree scenario in relation to business
planning, or confirms it has conducted climate related scenario
analysis

b. The company describes the business impact of one or more climate
scenario analysis

ECC49 Quantitative Scope 3 emissions (3 years) split by category
ECC50 Qualitative Climate-related risk management procedures:
a. Integrated into multi-disciplinary company-wide risk management
b. Specific climate-related risk management process
ECC51 Qualitative Internal carbon price:
a. Company has an internal price of carbon
b. Company discloses the price of carbon
ECC73 Qualitative The company discloses:

a. Its memberships of trade associations that engage on climate-
related issues.

b. lIts involvement in these trade associations.

ECC74 Qualitative The company has a stated policy or commitment to ensuring:

a. Consistency between its climate change policy and the positions
taken by the trade associations of which they are members.

b. For responding appropriately in those instances where the trade
association position is significantly weaker than or contradicts that of
the company.

ECC75 Qualitative Does the company’s remuneration for senior executives incorporate climate

change performance?

a. CEO
b. At least one other senior executive.
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Appendix 2: Indicators required at each level of the enhanced Climate Change theme

LEVEL 1
Requires any of:

ISelolokl Commitmentto address climate impact
ISeleZK W Recognition of climate as a relevant risk
ISeloxi:l Short term GHG emissions reduction targets
[Seloki*l | ong term GHG emissions reduction targets
ISeloy -l Operational GHG emissions data (Sc 1 & 2)
R two of:

I=elet- 0l Climate risk management procedures

o

I=eloyfol Climate-related remuneration arrangements

I=eleZ T Climate included in strategy, fin. planning

=eleZW Climate scenario planning, findings disclosed

I=elef-N I |nternal carbon price adopted and disclosed

i=eloyl Consistency of trade association positions

LEVEL 5
Requires:

LEVEL 2 LEVEL 3
Requires: Requires:
Commitmentto address climate impact LEVEI 2 to be met

AND

Operational GHG emissions data (Sc 1 & 2)
AND either AND either
Recognition of climate as a relevant risk Short term GHG emissions reduction targets
OR two of: OR

ECC50

ECC75

ECC44

ECC45

ECC51

ECC74
ECC39

ALL 16 INDICATORS TO BE MET

Climate risk management procedures Long term GHG emissions reduction targets
Climate-related remuneration arrangements

Climate included in strategy, fin. planning

Climate scenario planning, findings disclosed

Internal carbon price adopted and disclosed

Consistency of trade association positions

Long term GHG emissions reduction targets

LEVEL 4
Requires:
Level 3 to be met:
AND all of:
ISelel [l Board oversight of climate change
Se{ei*l Scope 3 GHG emissions*
ISe{e”Y Il |ndependent verification of emissions data
[Se{elkl Trade associations and public pelicy position
ECC73

Involved in corporate initiatives on climate

I=e{el 0l Climate risk management procedures

*Companies in the following ICB Subsectors must disclose Scope 3 Use of Sold Product Emissions: Automobiles, Coal, Commercial Vehicles & Trucks, Exploration & Production, General Mining,

Integrated Oil & Gas, Pipelines.

FTSE Russell
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For more information about our indexes, please visit ftserussell.com.

© 2020 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE
International Limited ("FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt
Capital Markets Limited (together, "FTSE Canada”), (4) MTSNext Limited ("MTSNext”), (5) Mergent, Inc. ("Mergent”), (6) FTSE Fixed
Income LLC ("FTSE FI"), (7) The Yield Book Inc (“YB”) and (8) Beyond Ratings S.A.S. ("BR"). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE FI, YB and BR. “FTSE®”, “Russell®”, “FTSE
Russell®”, “MTS®”, “FTSE4Good®”, “ICB®”, “Mergent®’, “The Yield Book®”, “Beyond Ratings®" and all other trademarks and service marks
used herein (whether registered or unregistered) are trademarks and/or service marks owned or licensed by the applicable member of
the LSE Group or their respective licensors and are owned, or used under licence, by FTSE, Russell, MTSNext, FTSE Canada, Mergent,
FTSE FI, YB or BR. FTSE International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark
administrator.

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE
Group, from sources believed by it to be accurate and reliable. Because of the possibility of human and mechanical error as well as other
factors, however, such information and data is provided "as is" without warranty of any kind. No member of the LSE Group nor their
respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever,
expressly or impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information or of results to be obtained
from the use of FTSE Russell products, including but not limited to indexes, data and analytics, or the fitness or suitability of the FTSE
Russell products for any particular purpose to which they might be put. Any representation of historical data accessible through FTSE
Russell products is provided for information purposes only and is not a reliable indicator of future performance.

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners
or licensors for (a) any loss or damage in whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or
other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, communicating
or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special,
consequential or incidental damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such
damages, resulting from the use of, or inability to use, such information.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and
nothing contained herein or accessible through FTSE Russell products, including statistical data and industry reports, should be taken as
constituting financial or investment advice or a financial promotion.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown
may not represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All
performance presented prior to the index inception date is back-tested performance. Back-tested performance is not actual performance,
but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index was officially
launched. However, back-tested data may reflect the application of the index methodology with the benefit of hindsight, and the historic
calculations of an index may change from month to month based on revisions to the underlying economic data used in the calculation of
the index.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions
that ultimately may prove to be inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected
by various factors that may cause actual results to differ materially. No member of the LSE Group nor their licensors assume any duty to
and do not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic,
mechanical, photocopying, recording or otherwise, without prior written permission of the applicable member of the LSE Group. Use and
distribution of the LSE Group data requires a licence from FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE FI, YB, BR and/or their
respective licensors.
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About FTSE Russell

FTSE Russell is a leading global index provider creating and managing a
wide range of indexes, data and analytic solutions to meet client needs
across asset classes, style and strategies. Covering 98% of the investable
market, FTSE Russell indexes offer a true picture of global markets,
combined with the specialist knowledge gained from developing local
benchmarks around the world.

FTSE Russell index expertise and products are used extensively by
institutional and retail investors globally. For over 30 years, leading asset
owners, asset managers, ETF providers and investment banks have
chosen FTSE Russell indexes to benchmark their investment performance
and create investment funds, ETFs, structured products and index-based
derivatives. FTSE Russell indexes also provide clients with tools for asset
allocation, investment strategy analysis and risk management.

A core set of universal principles guides FTSE Russell index design and
management: a transparent rules-based methodology is informed by
independent committees of leading market participants. FTSE Russell is
focused on index innovation and customer partnership applying the highest
industry standards and embracing the IOSCO Principles. FTSE Russell is
wholly owned by London Stock Exchange Group.

For more information, visit ftserussell.com.

To learn more, visit ftserussell.com; email info@ftserussell.com; or call your regional
Client Service Team office:

EMEA North America Asia-Pacific

+44 (0) 20 7866 1810 +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 4563 6346
Sydney +61 (0) 2 8823 3521
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