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EXECUTIVE SUMMARY

[t is our pleasure

to present the fifth edition of
Morrow Sodali’s Institutional Investor Survey.

This is the fifth consecutive year that we have conducted a
global institutional investor survey and reported the findings
and our observations. In this publication we focus on the
ESG risks and opportunities that investors factor into their
investment decisions with our report exploring these themes
in greater detail.

As anticipated, it was clear that 2019 marked a turning point
in incorporating ESG factors into mainstream investing as
investors recognize the growing risks of non-financial factors.
This correlates with the top risks facing the world in 2020 as
reported by the World Economic Forum which found that for
the first time, environmental issues are the dominant concern.

The rate of ESG-oriented investing has risen significantly,
and we continue to see mainstream institutional investors,
both active and passive, shifting capital in this direction.
Whilst maintaining the overall structure of the survey,
we decided to explore these themes in more-depth.

The survey findings were resounding. Respondents
unanimously agreed that ESG risks and opportunities played a
greater role for them in 2020 when investing and engaging with
companies. Unsurprisingly climate change was at the top of the
ESG agenda. Whilst understanding the physical and transitional
climate-related impacts were formerly limited to high-emitting
sectors such as energy and industrials, this is no longer the
case. All companies, regardless of their sector, should expect
to be questioned on how they are managing and responding to
these risks and opportunities. Boards and companies should
also be prepared to face investor scrutiny on how they approach
and report on their exposure to ESG-related issues.

Some of the trends identified in our 2019 survey have
continued into 2020. Once again, investors reinforced how
important it is for them to understand the Board’s thinking and
attitude across a range of topics, re-iterating the importance
of board engagement. In a recent publication on this topic
by Morrow Sodali, the firm's Chairman John Wilcox identifies
this overarching theme as 'the supremacy of the board'".
Boards are now expected to clearly demonstrate oversight on
a broad range of issues, including financial and non-financial
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(ESG) risks. Consequently, investors are increasingly seeking
direct access to boards, so they can gauge the 'tone at the
top' to assess the credibility of formal messaging around
culture for example, or corporate purpose and how it links
with the company’s stated strategic objectives.

Morrow Sodali's survey explores how ESG, as a very broad
concept, can transpose itself to the pragmatic issues of
shareholder meetings, voting ballots, and to other forms of
stewardship measures. The survey covers areas from activism
through to reporting and whether there is an appetite for a
separate vote on sustainability. However, our overall impression
is that whilst investors are certainly embracing their role as
active stewards of capital, there remains plenty of work to
be done for companies on how best to report and manage
environmental and social issues. The key here is to chart a
path where investors drive effective stewardship but enable
companies to retain autonomy in managing the business.
A case in point is the desire a majority of respondents (70%)
expressed to have greater say over the company’s
non-financial information. At this formative time for ESG
reporting, most see this as a vote over the robustness of the
figures rather than the appropriateness of the performance.
Likewise, we are seeing more clarity on the direction of
corporate reporting, with progress made in reporting against
frameworks such as the Sustainability Accounting Standards
Board (SASB) and the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations.

Finally, we hope readers find beneficial the specific survey
questions on investor priorities. After climate, pay-for-
performance continues to dominate, but increasingly, the
emphasis is on identifying and addressing cases where
companies and boards appear to be unresponsive to
shareholder concerns.

It is critically important for companies to understand their
investors’ expectations around ESG, sustainability and the
growing list of other non-financial factors. This publication
is presented with these facts front of mind and we invite
readers to engage with us by providing feedback, thoughts
and opinions either online or in person.
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All respondents state that ESG risks

and opportunities played a greater
role in their investment decisions during
the last 12 months, with climate change
being top of investors’ list (86%).

Continuing the trend identified

last year, 91% of respondents say
engagement at board level is the most
effective way for investors to influence
board policies and engagement.
Notably, almost half of investors would
consider voting against a director to
influence outcomes.

Climate change (91%) and human

capital management (64%) are
cited as the top sustainability topics that
investors will focus on when engaging with
boards in 2020.

Climate Human capital
change management
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Activism: investors are more likely

to support activists' case if the
company portrays weak governance
practices (64%) and less surprisingly, if it
can be shown that there is a track record
of misallocation of capital (50%).
Notably, investors now prioritize presence
of ESG risks (32%) before a credible activist
business strategy when deciding whether
to support ESG activists.

ESG is playing a more concrete

role in fixed income. ESG rating
agencies established themselves as a key
factor in analyzing risks and opportunities.
Almost half of the respondents (43%) utilize
all sources over the traditional credit rating
agencies. A further 22% focus only on ESG
frameworks or ESG rating agencies.

When assessing fixed income ESG risks

and opportunities, do you look beyond
credit rating agencies?

43%
22%

All of ESG frameworks
the sources (SASB, TCFD, CDP)

'Say on sustainability' is a

concept that investors did not
strongly agree or disagree on. 30% said
there are sufficient routes for shareholders
to express their views on non-financial
matters whilst equally 30% supported 'say
on sustainability".
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2 Overwhelmingly 91% of respondents
Q ° expect companies to demonstrate a
link between financial risks, opportunities
and outcomes with climate-related
disclosures.

A total of 68% respondents believe that
greater detail around the process to identify
these risks and opportunities would
significantly improve companies’ climate-
related disclosures.

81% of investors indicate that poor

disclosure of performance targets
may lead to a vote against executive
remuneration-related resolutions.

For which reasons would you consider
voting against executive remuneration?

100%
S0

1() Investors widely agree (81%)
° that stakeholder engagement

approach and outcomes should be included
in companies' disclosure when they explain
their corporate purpose.

Last year, a total of 83% of

respondents indicated that the
key ESG topic that needed an improvement
in disclosures was human capital.
This year, the prime topics for disclosure
improvements included board involvement
in setting the culture (95%) and health and
safety indicators (71%).

Misalignment Lack of Poor
of pay performance disclosure of
and criteriain  performance
performance LTI targets
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When it comes to the company'’s

ESG performance and approach,
investors recommend SASB (81%)
and TCFD (77%) as best standards to
communicate their ESG information.

In the context of facilitating research
on a company’s ESG performance

and approach, what frameworks

would you recommend that companies
focus on to best communicate

their ESG information?

SASB TCFD

Institutional Investor Survey 2020



This is Morrow Sodali's 5th Annual Institutional Investor Survey. 41 global institutional investors — managing a combined
USD 26 trillion in assets under management — participated in January 2020. The survey was conducted by a combination of
online survey and one to one meetings.

Our respondents were varied in profile categories of size, investment style and geographical location, providing us a broad
cross-section of the market as possible.

The survey asked questions with similar themes from previous surveys as this allows for comparison over time. This included

questions on a wide variety of global trends and emerging issues around ESG integration, the annual shareholder meeting,
activism and corporate reporting.

2020 USD 26 trillion of assets under management

2079 USD 33 trillion of assets under management 44% 37% 39%
2018 USD 31 trillion of assets under management S 29% 29% 27%
Europe ex UK 19% 17% 8%

8% 17% 26%

* Rest of the World

PASSIVE
90%
85% 10% 5% 0 50% 100%
/ Passive USD 10.5 Trillion 54% Institutional investors
85% of respondents manage / 15% Passive 29% Pension funds
10% of respondents manage 90% Passive / B 17% Investment managers or Asset owners
5% of respondents manage / 0% Passive

Institutional Investor Survey 2020 MORROWSODA AL I



LOOKING FORWARD

The results of this year’s survey confirm the global
trends that are rapidly transforming the relationship
between corporations and their institutional investors.
Issues relating to ESG, sustainability, corporate purpose,
culture and stakeholder interests have joined corporate
governance at the center of the dialogue between investors
and portfolio companies.

The momentum behind these issues is not yet fully
realized internationally. As indicated by recent public
statements from major asset managers, we can expect
to see investors deepening the integration of ESG
issues into their investment decision making, becoming
more involved in collective engagement initiatives and
generally dedicating more resources to assessing the ESG
performance and sustainability of portfolio companies.
These issues are now at the core of investors’ stewardship
activities and central to their dialogue with management
and boards of directors.

The findings of our survey make clear that investors expect
to see improvement in corporate reporting generally, with a
specific focus on climate change and other issues related
to long-term performance and sustainability. We know that
companies are struggling with a disharmonized array of
reporting standards.

At the same time, we are seeing several initiatives
to coalesce the key frameworks for disclosure and
communication, or at least to achieve a shared
understanding of the relationships among them. Examples
of this global effort include the Corporate Reporting
Dialogue, the "Compact for Responsive and Responsible
Leadership" recently unveiled by the IBC at the World
Economic Forum.

MORROWSODA AL I

Tension between the tailored use of the data by both
companies and investors and the need to establish common
standards and metrics to facilitate global comparability will
no doubt persist. Whilst it is possible to observe investor
preferences on several of these points, and our survey
certainly attempts to do so, a radical simplification in
standard-setting and reporting requirements is unlikely to
emerge in the short term. Until then, companies must engage
individually with their shareholders.

We strongly believe that
companies must proactively
manage this important two-way
communication with their
investors, listening carefully,
engaging in a substantive
dialogue about business
performance and strategy and
shaping their response to meet
investor expectations.

With the exponentially growing pools of new sustainable
funds as well as mainstream funds integrating ESG,
successful engagement programs will assist companies
not only in improving their relationship with institutional
investors, but furthermore make it easier for them to achieve
lower cost capital over the long term.

Institutional Investor Survey 2020



Our 5™ annual Institutional Investor Survey
has only been made possible

thanks to the participation

of institutional investors.

We would like to thank
all participants
for their valuable insights.

Institutional Investor Survey 2020

MORROWSODA AL I



8

ESG Risks and Integration

HAVE ESG RISKS AND OPPORTUNITIES PLAYED A GREATER ROLE
IN YOUR INVESTMENT DECISIONS DURING THE LAST 12 MONTHS?

NO

SETTING THE SCENE

This unequivocal result confirms the growing importance to
investors of ESG factors, whether risks or opportunities, in their
investment decisions.

The fact that 100% of the respondents answered 'yes'
undeniably reinforces that ESG integration has become an
integral part of mainstream investment decision making.

IF YES, WHICH TOPIC HAD THE MOST SIGNIFICANT IMPACT?

Climate change

8% %%

Repuationalrisk | 45% 9% 23%  [28%

Human capital management

Water scarcity

Supply chain management

Cybersecurity . 41%
Data privacy 23%
Biodiversity & ecosystem impact 18%

136% 4t
W% 4% 23% [49%
4% 50%

Most important

RESULTS

Unsurprisingly, climate change was overwhelmingly named as
having the most significant impact on investment decisions by
86% of respondents. This correlates with the acceleration of
investor action on a global basis that is focused on delivering
climate solutions and mitigating the financial impacts
presented by climate change.

KEY TAKEAWAYS

+ Climate change had the highest ESG impact
on investment decisions (86%)

+ Reputational risk was the next most important
ESG risk impact (45%)

MORROWSODA AL I

Leastimportant

After climate change, main topics were the reputational risk
named by almost one in two respondents (45%), followed by
human capital management which was stated by more than one
in three (36%) investors. Other main ESG topics noted as having
a significant impact on investment decisions, albeit on a smaller
scale, were water scarcity and supply chain management that
each rated 14% and cybersecurity that rated 5%.

The fact that reputational risk is amongst the top 3 issues
identified by respondents indicates the significant impact
that a company’s management of ESG issues is having on
investment decision making.

Further, we note that human capital management has been
highlighted as one of the key engagement topics by the world's
largest three index funds over the last two years.

Institutional Investor Survey 2020



ESG Risks and Integration

HOW COULD COMPANIES IMPROVE
THEIR CLIMATE-RELATED DISCLOSURES?

Clear connections to financial risks/opportunities

N%

Greater clarity around the process by which companies identify risks and opportunities

68%

Time horizons in relation to impact on strategy

59%

Better consistency internationally, across markets

55%

More information around risk management practices and processes

55%

Percentage of respondents agreeing with each statement: . High

5% 4%

23% 9%

32% 9%
41% 4%
4% 4%

. Medium . Low

91%

of respondents suggested
clear connections bhetween
the climate-related

data and financial

risks and opportunities

SETTING THE SCENE

Morrow Sodali's 2019 Institutional Investor Survey highlighted
the importance of a company’s disclosure and dialogue around
sustainability and climate change strategy for investment
decision making. The results from our 2020 survey continue
to emphasize that the majority of investors view climate
change as the most important sustainability topic. Historically
companies have reported their environmental footprint
(including energy, emissions, waste and water data) to report
their impact on climate change. With the introduction of the
TCFD recommendations in 2017, companies are now expected
to refine their climate-related disclosures by considering
governance, risk management, strategy, and metrics and
targets, and linking these to financial impacts and performance.

Institutional Investor Survey 2020

RESULTS

In terms of potential improvements to current climate-related
disclosures, an overwhelming majority of respondents (91%)
suggested clear connections between the climate-related
data and financial risks and opportunities. Although climate
change will have an impact for every business, different
companies will be affected by climate change in different
ways. As a result, they will need to tailor their disclosures
to their own circumstances mainly with regard to increases
in cost and potential negative influence on revenue. A total
of 68% respondents believe that greater detail around the
process to identify these risks and opportunities would
significantly improve companies’ climate-related disclosures.
Climate-related risks are foreseeable and to a large extent are
manageable. Details about the process to manage the risks
and opportunities related to climate will assist investors
in making informed decisions about capital allocation and
enable them to better price risks and opportunities over both
the short and longer term.

KEY TAKEAWAYS

- Clear connections to financial risks/opportunities (91%)
- Greater clarity around the process by which companies
identify risks and opportunities (68%)
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ESG Risks and Integration

WHAT DO YOU THINK IS THE MOST EFFECTIVE WAY FOR INVESTORS
TO INFLUENCE BOARD POLICIES AND DECISIONS?

VR 45

Individual votes
against a director or directors

Collaboration with investors - 59%

Public disclosure
of vote decision before AGM

Public criticism

45%

Supporting activism

CER A A
s 2 e

Most important

SETTING THE SCENE

We have witnessed a continued focus on board accountability
with large investors signalling their preparedness to 'put their
mouth where there money is' where a boards policies and
decisions are not aligned with investor or market expectations.
Investor interest in ESG has grown exponentially and both
passive and active funds are forensically scrutinizing how
companies are disclosing and managing various ESG risks
and opportunities. Investors want to ensure boards clearly
understand how they are prioritizing the materiality of
sustainability-related issues and the impact this is having on
capital allocation.

RESULTS

There is no question about the importance investors attach to
direct engagement between companies and their shareholders.
In response to this question, an overwhelming 91% of
respondents selected 'engagement at the board level' as the

KEY TAKEAWAYS

- Engagement at board level (91%)

- Engagement with management (59%)

« Individual votes against a director or directors
is 'somewhat important' (45%)

MORROWSODALI

Leastimportant

most effective way to influence board policies and decisions.
This is reflective of boards being held increasingly accountable
for the performance of their companies and whether they can
demonstrate achievement of sustainable wealth creation.
Reinforcing the thematic of board accountability, almost one in
five respondents, 18% believe the most effective way to influence
board decisions is by voting against individual directors.

A majority of respondents, 59% selected 'engagement with
management' as their first choice to influence the board.
Further, investors expect to be more collaborative with
each other with 14% stating it as the most effective way to
influence board policies and decisions. With some collective
engagement initiatives gaining public traction, for example
Climate Action 100+, the lesson for issuers is to engage
actively and be prepared to face collective action or votes
against directors.

Although shareholder activism has substantially increased,
none of the polled respondents selected it as their first
preference when it comes to influencing the board. Investors
continue to seek better access and constructive engagement
with the board and tend to use shareholder activism as an
opportunity for a robust dialogue. However, the results also
show that investors are prepared to consider shareholder
activism where board and management engagement fails to
deliver adequate responsiveness.

Institutional Investor Survey 2020



ESG Risks and Integration

WHICH OF THE FOLLOWING SOURCES OF INFORMATION
HELPS YOU BEST EVALUATE CORPORATE PURPOSE

AND CORPORATE CULTURE?

Proactive and regular engagement
with management

Proactive and regular engagement
with the board

Disclosure of quantitative
human capital indicators

9% 59%
Word of mouth, including social media

Other shareholders

Explicit statements
around purpose and desired culture

50%
50%

Robust ethical policies

Media news and reports

s sum

S % a4t [A0% I
S 9% so% 86k

e e 9%

Most important

SETTING THE SCENE

With the publication of the Business Roundtable’s statement
and the Davos principles 2020 on the purpose of a corporation
last year, the world's top businesses and financial leaders most
visibly acknowledge that companies must serve the interests
of their wider stakeholders as well as their shareholders. This
position has been adopted by major institutional investors
who have urged companies to pay more attention to long-term
success and recognize that ESG topics represent material risk
and opportunities directly impacting financial performance.

Connecting this with shareholder engagement, the logical
consequence of this purpose-led mindset is increased
investor focus on how boards and management define
and articulate corporate purpose. And furthermore, how
companies effectively use corporate purpose to promote a
high-performing culture.

RESULTS

To meet expectations around articulating corporate purpose
and culture, explicit statements or disclosure of quantitative
human capital indicators are not sufficient. Investors are
overwhelmingly united in their responses that proactive
and regular engagement with both management and the
board, 95% and 86% respectively, informs their evaluation
of a company's corporate purpose and corporate culture.

Institutional Investor Survey 2020

Leastimportant

Investors are sending a very clear message that it is not what a
company says on paper, but rather how its top representatives
communicate their purpose and culture that sets the 'tone at
the top' and filters through all levels of the organization.

We note that one in two respondents ranked explicit
statements and robust ethical policies as the third or fourth
sources of information that they consider when evaluating a
company's corporate purpose and culture; however they do
not rely on these as primary sources of information. Boards
and management should therefore expect a greater number
of questions from investors about purpose and culture and
should be well prepared to provide a coherent and well-
articulated response that is consistent between management
and the board. A failure to effectively respond to these types
of questions will be considered by investors as a potential
'red flag' that may influence voting and investment decisions.

1

KEY TAKEAWAYS

« Proactive and regular engagement with the board (86%)
+ Proactiveandregularengagementwithmanagement(95%)
+ It's 'somewhat important' to have disclosure

of quantitative human capital indicators (59%)

MORROWSODA AL I



The Forthcoming AGM Season

5 FOR WHICH REASONS WOULD YOU CONSIDER
VOTING AGAINST EXECUTIVE REMUNERATION?

Misalignment of pay and performance

Lack of performance criteria in LTI

Poor disclosure of performance targets

Lack of/Insufficient responsiveness
to shareholder concerns following
low say on pay vote

Outsized awards/pay packages
(Inducement, Retention, Special one-off grants)

Highly discretionary bonus program

Overall pay quantum

Above workforce average
(and poorly justified) salary increases

No link to sustainable
performance metrics

oox
N
B 2
T 24
TS 48
VA s
12

% s

Most important

SETTING THE SCENE

Investor concerns and attention on executive pay have not
waned — spanning all markets. Pay remains a critical area for
engagement between investors and portfolio companies as
investors seek to better understand a company's pay philosophy
and how it creates a true pay-for-performance culture. This is
being demonstrated through sound pay structures, practices
and appropriate pay-related decisions that confirm the board'’s
understanding that remuneration outcomes are clearly aligned
with the results achieved by individuals.

Recent investment association interventions have allowed
investors to voice their concerns about a company's executive
remuneration report and/or policy by voting against the latter
at the annual shareholder meeting. This has resulted in a
greater emphasis on how companies at the very least respond
or address these concerns.

KEY TAKEAWAYS

+ Misalignment of pay and performance (100%)
+ Qverall pay quantum (43%)

MORROWSODALI

Leastimportant

RESULTS

Inour 2019 survey, 65% of investors said pay-for-performance
remained the most important consideration when evaluating
executive remuneration. This year, an overwhelming 100%
of investors indicated that misalignment between pay and
performance is the primary factor to consider voting against
executive remuneration. For this reason, other factors that
specifically tied to performance such as lack of criteria in the
long-term incentive (LTI) (86%) and poor disclosure of targets
(81%) were also rated as key reasons to vote against.

The findings also show how important a company's
responsiveness is to shareholder concerns about say on
pay with 76% citing insufficient or lacking responsiveness
as a reason to vote against executive remuneration. The
onus therefore clearly sits with companies to be proactively
engaging with their investors to ensure they are effectively
addressing and responding to shareholder concerns and
expectations about remuneration.

Outsized awards and discretionary bonus programs continue
to draw the ire of shareholders with a majority (71% and
52% respectively) stating them as reasons to vote against
remuneration. Other reasons include high salary increases
and the absence of a link to sustainable performance metrics
which equally rated at 29% of all responses.

Institutional Investor Survey 2020



The Forthcoming AGM Season

FOR WHAT PURPOSE DO YOU REQUEST
ENGAGEMENT WITH THE BOARD?

To build a constructive
two-way relationship with the company

To better understand
the company and its culture

Seek explanation
for poor financial performance

Follow up previous engagement
experience with the company

Determine vote decision
on shareholder resolutions

Respond to adverse media
and controversial events

A% % 1 4%
A 2
W 36
Understand executive pay policy  [128% | 23%
14% | 50%

14% | 36%

% 9% ask (8%

Most important

SETTING THE SCENE

Engagement continues to be an important avenue for investors
to better understand the board’s thinking and risk management
around non-financial factors that impact company strategy,
performance and operational activities.

Until recently, investors in many markets did not necessarily
expect board members to participate in engagement meetings
and they were generally satisfied to speak to a company's CEO,
CFO, corporate secretaries and investor relations officers.
Inthe last few years, this has changed dramatically as investor fo-
cus has shifted from engaging on financial performance to seeking
engage across non-financial, ESG topics. In part, the shift has also
been driven by the significant increase in company engagement
from passive investors who are seeking direct access and dialogue
with a board who they consider ultimately accountable.

Since 2016, we have continued to see a trend in our surveys
where institutional investors are demanding greater
transparency, including more contact and engagement with
independent directors. Investors are seeking insights into the
interactions between management and board members and
understanding the key decision-making processes around
setting and monitoring the business strategy and overall
risk assessment including audit, remuneration, climate risk
management and capital management decisions.

RESULTS

A significant majority (64%) of respondents request
engagement with the board for the purpose of building a
constructive two-way relationship.

Institutional Investor Survey 2020

Leastimportant

This is followed by 41% of respondents whose purpose
when engaging with board members is to help them 'to better
understand the company and its culture'.

These responses are an encouraging sign that investors are
seeking to work with the company in a positive way to achieve
good outcomes rather than taking a combative approach.
Other reasons why investors request engagement with the
board is to seek explanations for poor financial performance
(23%) and to understand executive pay policy (23%).
As financial performance and executive pay design are
important matters for investors, boards should seek to
proactively engage as appropriate if issues emerge to
prevent adverse outcomes that may result from investor
dissatisfaction. Especially when it comes to executive pay
policy, investors believe that management is conflicted from
independently discussing the rationale for pay design and they
expect a dialogue with the board.

A minority of investors sought engagement with the board for
the purpose of deciding how to vote on shareholder proposals
(14%) and at times of adverse media or controversies.

13

KEY TAKEAWAYS

« Build a constructive two-way relationship (64%)
- Better understand the company and its culture (41%)

MORROWSODA AL I
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The Forthcoming AGM Season

WHAT ARE THE TOP THREE SUSTAINABILITY TOPICS

THAT YOU WILL FOCUS ON

WHEN ENGAGING WITH THE BOARD IN 20207

649, Human capital management

910/0 Climate change

Corporate purpose & culture

36%

Human rights and modern slavery

36%

Supply chain management

23%

Cybersecurity

18%

Data privacy

5%

Doubling down on the trends observed in recent years,
investors continue to invest heavily in stewardship resources
enabling them to influence corporate decisions relating to
ESG and sustainability. Influential stakeholders including
governments, NGOs and asset owners, and the endorsement
of key initiatives such as Climate Action 100+ and TCFD have
encouraged shareholders to intensify their engagement focus
and even file shareholder resolutions specifically tackling
ESG-related issues.

- Climate change (91%)
- Human capital management (64%)
- Corporate purpose & culture is the joint 3" highest with (36%)

MORROWSODA AL I

of respondents
indicated

climate change

as an engagement
priority

In our 2019 survey, 85% of respondents indicated that
climate change would be a key sustainability topic for board
engagement followed by 54% who said they would engage on
human capital management and corporate culture.

In our 2020 survey, investors overwhelmingly continue to rank
climate change (91%) as an engagement priority. Human
capital management remains the second most important topic
with 64% citing it as a focus (up from 54% in 2019).

Corporate purpose and culture remained a top three focus
topic but declined to 36%, down from 54% last year.
The reason for the decline is separating out corporate culture
as a response and also adding human rights and modern
slavery (36%) into our data set.

Overall, environmental (climate) and social (human capital
management, corporate purpose and corporate culture,
human rights) issues are the key sustainability topics that
companies will engage with boards in 2020.

Engaging on the topics of cybersecurity (18% down from 39%
in 2019) and data privacy (5% down from 11% in 2019) has
declined since last year. Anecdotal feedback gathered from
respondents indicates that the decline is a result of investors
obtaining good information and establishing good lines of
communication around these issues.

Institutional Investor Survey 2020
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INADDITION TO POOR FINANCIAL PERFORMANCE, WHAT FACTORS
MIGHT LEAD YOU TO SUPPORT AN ACTIVIST (EITHER A CORPORATE
ACTIVIST OR AN ESG-DRIVEN CIVIL SOCIETY ACTIVIST)?

Weak governance practices

Misallocation of capital

ESG stakeholder risks

Unclear business strategy

Lack of responsiveness
to shareholder concerns

Lack of significant and/or
sustained compensation issues

9% 18%

14%

Credible activist business strategy

A
50% L 2
7
3% A
14% | 64%

Most important

SETTING THE SCENE

While global shareholder activism saw a slight increase in the
number of formal proxy contests in 2019, public companies
experienced a sizable increase in various pressure points from
shareholder activists over that same time.

According to FactSet research, the number of global proxy
contests in 2019 was up to 258 from 251 the previous year.
However, the total number of high-impact campaigns (e.g.
seeking board representation/control, campaigns to remove
directors, maximize shareholder value) reached 616, an
increase of 31 campaigns from 2018. Shareholder activists
were successful in roughly 46% of global proxy fights in 2019.
Understanding what is important to shareholders is critical in
addressing concerns and securing their voting support.

While poor financial performance is almost always the
key component driving an activism event, institutional
shareholders also consider other factors, such as governance
and operational disruption, when voting.

Institutional Investor Survey 2020
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RESULTS

Our survey indicates that 64% of respondents would consider
weak governance practices to be the most important factor
in addition to poor financial performance when deciding to
support an activist.

This was followed by 50% of respondents who cited
misallocation of capital as the second most important
criteria. In the current climate it is not surprising that 32%
noted concern around ESG-related risks. Finally, rounding
out non-financial factors to support an activist included an
unclear business strategy (23%) and lack of responsiveness
to shareholder concerns (14%).

These responses indicate that at the very least, boards should
benchmark and monitor their governance practices to the
market and peers so that they meet stakeholder expectations.
This will help provide a buffer against an activist's campaign
and help minimize support for an activist.

15

KEY TAKEAWAYS

- Weak governance practices (64%)
- Misallocation of capital (50%)
+ ESG stakeholder risks (32%)
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Activism

WHICH OF THE FOLLOWING SHAREHOLDER ACTIVITIES
ARE MOST EFFECTIVE FOR INFLUENCING COMPANIES
TO ADOPT POSITIVE SOCIAL OR ENVIRONMENTAL POLICIES?

Active ownership

Supporting shareholder resolutions

RS 45

Activism
2% 50%
Targeted investment (i.e. impact investing)
8% 55%

Divestiture from stock portfolio

9% | 4r%

Most important

SETTING THE SCENE

The growing attention by investors in relation to material
non-financial topics is a continued thread in this survey.
In effect, investors may influence issuers to refine their
policies, management approaches and disclosures to meet
investor and stakeholder expectations on environmental and
social issues.

Whilst market trends and peer group best practices may
encourage companies to focus their efforts on adopting
positive social or environmental policies, pressure from
shareholders — through methods such as active ownership,
shareholder resolutions, divestiture, activism, and targeted
investments — can further encourage and lead to significant
change in the adoption of more proactive environmental and
social strategies.

KEY TAKEAWAYS

+ Active ownership (91%)

+ Supporting shareholder resolutions (45%)
- Activism (27%)

+ Targeted investment (18%)
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Leastimportant

RESULTS

Respondents overwhelmingly believe that active ownership
(91%) is the most effective way to help positively influence
companies to adopt positive environmental and social policies.
However support for shareholder proposals also rated highly
(45%) as an effective method which indicates that many
investors are prepared to force change.

Through active ownership, owners may focus on specific
topics and engage with issuers to understand their approach
to these topics. However, if engagements do not meet investor
expectations, or, if there is a lack of engagement from either
the company or the investor, then investors are not opposed
to supporting shareholder proposals to encourage companies
to take action.

As environmental and social topics increasingly become a
focal area for engagement, issuers should be prepared to
demonstrate a clear understanding of material risks and
opportunities and provide meaningful disclosures that meet
investor expectations.
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1 WHAT TOPICS SHOULD THE COMPANIES INCLUDE
WHEN EXPLAINING THEIR CORPORATE PURPOSE?

Stakeholder engagement approach and outcomes

81%

19%

Evidence of a link between pay incentives and corporate purpose

71%

29%

Board and management oversight of implementation of the corporate purpose

71%

Company ethics and values

67%

Explanation of source of capital and value drivers

62%

Percentage of respondents agreeing with each statement: . High

24% 5%

19% 14%

29% 9%

. Medium . Low

SETTING THE SCENE

While the concept of corporate purpose is not new, over the
past 12 months it has gained momentum following significant
value destruction and reputational damage over recent years
as a result of corporate scandals. This concept has received
new-found attention following the release Statement on the
Purpose of a Corporation by the Business Roundtable.

Companies are still not fully clear on the exact implications
and there has been little consistency in the use of the term.
Nevertheless, focus on the topic of corporate purpose is
becoming more common among major listed companies
and a significant driver in strategic thinking among corporate
executives. Boards are particularly aware that they need to
maintain and build trust with their many stakeholders and that
they are expected to demonstrate good corporate citizenship
and positive impacts.

RESULTS

Even if there is no consensus among investors on exact
expectations, they generally recognize the benefit for a
company in defining a corporate purpose that should be tied
to its core business as well as delivering wider benefits to
stakeholders. To that extent, respondents widely agree (81%)
that stakeholder engagement approach and outcomes should
be included in companies’ disclosures when explaining their
corporate purpose.
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Going forward, we anticipate investors’ expectations regarding
the role, responsibilities and accountability of the board will be
amplified. Hence, most investors (71%) expect companies to
clearly disclose how the board and management were involved
in the implementation of this corporate purpose.

Further, companies will need to provide evidence that pay
incentives are linked to corporate purpose as stated by 71%
of respondents. The expectation that pay incentives are
linked to corporate purpose indicates the importance that
investors place on how management behavior is influenced
and motivated by incentive design.

At the moment, we are experiencing a rapid evolution in
the definition of common ESG sustainability standards.
The concept of corporate purpose could emerge as a central
theme, enabling companies to express their own uniqueness
in sustainable value creation.
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KEY TAKEAWAYS

« Stakeholder engagement approach and outcomes (81%)
- Evidence of a link between pay incentives

and corporate purpose (71%)
- Board and management oversight of implementation

of the corporate purpose (71%)
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Corporate Reporting

WHAT FORM OF SUSTAINABILITY REPORTING
DO YOU THINK IS MOST EFFECTIVE?

680/0 Use of integrated reporting

Combined annual report and sustainability report

1%

Corporate reports provide a vital source of financial and non-
financial information to investors and other stakeholders.
Investors are increasingly demanding better information to
make well-informed investment and voting decisions and for
that, high quality disclosure is essential.

Additionally, investors expect common alignment in
messaging and narrative in companies’ disclosure with the
ability to clearly articulate all factors influencing the company
performance. Concise and meaningful disclosures are
now necessary to enable investors to carry out an overall
evaluation and assessment of companies’ performance, risks,
opportunities and achievements. As a consequence, there is
not only a general appetite, but also a business case, for an
integrated financial and non-financial disclosure that eases
and completes the information released by companies.

- Use of integrated reporting (68%)
- Combined annual and sustainability report (21%)
- Separate sustainability report (11%)

MORROWSODA AL I

Separate sustainability report

of respondents
expressed

a preference

for the use of
integrated reporting

68% of the respondents nominate a preference for the use
of integrated reporting as a sustainability reporting standard.
This answers investors' growing needs of:

(i) having a single narrative that provides an overall picture
of the company performance and strategy, integrating the
financial and non-financial realities of the issuer, and

(i) rationalizing the number of reports and disclosure.

A distant second after integrated reporting is the release of
a combined annual report and sustainability report (21%).
Whilst this rationalizes the number of documents published by
the company, it does provide a merged vision of all the different
financial and non-financial factors that simultaneously impact
the company's performance.

Finally, only 11% of respondents prefer companies to issue a
separate sustainability report from the annual report further
indicating that sustainability issues are understood to be
integral to a company'’s financial performance and viability.
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WHICH FACTORS HELP YOU DETERMINE
12 IF A COMPANY’S HUMAN CAPITAL MANAGEMENT STRATEGY
ALIGNS WITH ITS LONG-TERM BUSINESS STRATEGY?

Board involvement including 'tone at the top', access to information on talent management
and frequent review of key human resources policies and practices

EE/
Disclosure of health and safety indicators including injuries and fatalities

T %%

Breakdown of employee gender by seniority to ensure the benefits of diversity are exploited

2

Evidence that turnover and retention needs are addressed and taken into account in the company’s pay strategy

ST 29%

Regular (at least annual) employee satisfaction surveys reported to the board for review

Asn L 48

Percentage of respondents agreeing with each statement: . High

Medium

. Low

SETTING THE SCENE

With an increasing volume of research demonstrating
the link between the levels of employee well-being and
the share-price performance of public companies, human
capital management is becoming an important indicator for
investors when evaluating sustainable factors that could
impact a company's long-term success. This was supported
by our 2019 survey where 83% of investors said they were
seeking more detailed disclosure from companies about
human capital management.

RESULTS

The key areas for improvement are 'board involvement'
including 'tone at the top' and access to talent management
information (95%), followed by disclosure of health & safety
indicators (71%). This is reflective of the recognition that
safety leadership (and 'tone at the top') and the demonstration
of safe behaviors by management is key to setting the safety
culture across the company. The latter factor is an immediate
stakeholder risk for companies which, if poorly managed,
could materially impact reputation and share price over a
sustained period.
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Investors are also seeking to see how companies are building
diverse workforces by seeking gender breakdowns (67%) and
exploiting diversity benefits. Further, a majority of respondents
(57%) believe that regularly conducted employee satisfaction
surveys need to be reported to the board for review.

Finally, investors are seeking evidence that management is
being held accountable for human capital management issues
such as turnover and retention (48%), by including it in the
pay strategy.

Human capital management has received significant
attention throughout this survey and this confirms our view
that investors are dedicating more resources to engage with
companies to help improve the quality and measurability of
key performance indicators.
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KEY TAKEAWAYS

+ Board involvement including 'tone at the top' (95%)

- Disclosure of health and safety indicators
including injuries and fatalities (71%)

- Breakdown of employee gender (67%)

MORROWSODA AL I
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Corporate Reporting

WHEN ASSESSING FIXED INCOME ESG RISKS AND OPPORTUNITIES,
DO YOU LOOK BEYOND CREDIT RATING AGENCIES?

Yes to all (ESG frameworks, ESG rating agencies, UN Global Compact Principles)

43%

Yes, ESG frameworks (SASB, TCFD, CDP)
22%

Yes, ESG rating agencies

22%

No
7%

Yes, UN Global Compact Principles
6%

Despite increasing popularity, fixed income significantly lags
equities in the responsible investing field.

The materiality of ESG issues in relation to credit risk follows
naturally from the growing body of evidence demonstrating
that companies that effectively manage and integrate
sustainability issues realize sustainable long term value
creation. This includes resource and cost efficiencies,
productivity gains, new revenue and product opportunities,
and reputational benefits.

Sustainable investing, particularly in the context of identifying
downside risk, could become more important for fixed income
investors, given bondholders' primary objective of being paid
back in full. Fixed income approaches have been slower to
embed sustainability considerations in part because of the
differences between the bond and equity markets and the
contractual basis of fixed income securities.

- Yes to all (43%)
+ Only 7% do not use external ESG influencers

MORROWSODA AL I

of respondents
utilize other sources
in addition to

credit rating
agencies

Almost half of the respondents (43%) utilize other sources
in addition to credit rating agencies. A further 22% focus
only on ESG frameworks or ESG rating agencies. Notably
only 7% of respondents indicated they do not use any ESG
sources at all.

To date, equities have received the 'lion’s share' of attention
and engagement from investors. However, these results,
with 93% of respondents confirming they use some form of
external ESG data when they assess risks and opportunities
in fixed income assets, provide a strong indicator that
fixed income investors will increasingly consider ESG data
systematically as part of their investment decision-making
processes.

Institutional Investor Survey 2020
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DO YOU SUPPORT THE CONCEPT OF SHAREHOLDER
14 'SAY ON SUSTAINABILITY' OR AN ANNUAL VOTE ON

SUSTAINABILITY REPORTS?

No, there are sufficient routes for shareholders

to express their views on non-financial matters (e.g. discharge vote)

30%

Yes, introduce 'say on sustainability'
(similar to the vote on non-financial information in Spain)

Yes, shareholders should adopt explicit policies
linking non-financial factors to director elections

Yes, but only on the robustness of the reporting,
not on actual non-financial performance

SETTING THE SCENE

As discussed above, several drivers have lifted the importance
of sustainability for institutional investors. Firstly, investors
view sustainability as a crucial investment factor for a long
term profitable investment that needs to be consistently
reviewed and enhanced.

As a consequence, sustainability reporting has become
an essential part of issuers' disclosure, and non-financial
information is expected to be released together with traditional
financial reporting for a combined and integrated assessment.

Finally, recent European regulatory changes have started to
modify the form of sustainability reporting, to promote its
importance, attach it to long-term investment horizons, and
relate it to shareholders’ green light.

Institutional Investor Survey 2020

RESULTS

30% of participants believe that 'say on sustainability’ should
be introduced into voting. This was offset by an equal number
of investors who believe that shareholders have adequate
routes to vote on non-financial matters and that a 'say on
sustainability' is not required.

A minority of respondents (20%) also felt that explicit
policies should be adopted linking non-financial factors to
director elections which would enable them to hold directors
specifically accountable. Further, a 20% of investors believe
that they should be able to vote on the robustness of
sustainability reporting as opposed to holding companies
accountable on how they perform on non-financials.
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KEY TAKEAWAYS

+ No, there are sufficient routes for shareholders to express
theirviewsonnon-financialmatters (e.g.dischargevote) (30%)

- Yes, introduce 'say on sustainability' (similar to the vote
on non-financial information in Spain) (30%)
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Corporate Reporting

IN THE CONTEXT OF FACILITATING RESEARCH ON A COMPANY’S
ESG PERFORMANCE AND APPROACH, WHAT FRAMEWORKS
WOULD YOU RECOMMEND THAT COMPANIES FOCUS ON

TO BEST COMMUNICATE THEIR ESG INFORMATION?

819 SASB

779 TCFD

Integrated reporting

36%

Transition Pathway Initiative

27%

SDG
27%

GRI
18%

In-house proprietary framework

9%

CDP
S%

Globally, there is currently no regulated ESG reporting
framework that issuers use to inform about the structure
and content of ESG disclosures. Many different frameworks
provide guidance on how issuers report ESG performance,
accompanied by a range of performance indicators and
breadth of qualitative disclosures. Importantly, companies
considered as leaders of ESG disclosure and implementation

+ An overwhelming majority of respondents
recommend SASB (81%)

+ Similarly significant number of respondents
also recommend TCFD (77%)

+ 27% suggest the TPl is an important tool
to report climate change risks
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typically do not align to one framework and rather use a
combination of different frameworks to better satisfy internal
operational, strategic and stakeholder expectations.

Investors are increasingly expecting companies to report ESG
information on the premise of its business strategy, operations
and financial performance. Most investors surveyed also
expect ESG disclosure to align with globally endorsed ESG
frameworks to provide investors a credible peer analysis and
enhance investment decision-making processes.

An overwhelming 81% of respondents recommend that
companies use SASB to better communicate ESG information
and 77% recommended that companies use the TCFD
recommendations to disclose climate-related financial
information.

This is not a surprise, nor is it a contradiction. With recent
statements from BlackRock and State Street Global Advisors
publicly supporting the use of SASB and TCFD as means of
providing a clear set of standards for reporting ESG information
on a wide range of issues, the growing momentum in support
for these initiatives is set to continue. As of December
2019, support for the TCFD grew to over 930 organizations,
representing a market capitalization of over $11 trillion.

As identified in the results, focus on financial materiality is
clear. Both SASB and TCFD focus on the disclosure of those
issues that are reasonably likely to impact the financial
performance of a company and thereby important to investors.
Ultimately, issuers should decide what is financially material
to their business and shape their disclosures accordingly. CDP
received limited support and after consultation with investors,
we understand this is a mark of the framework’s maturity. It is
already considered a well established and influential climate-
related rating agency.

Institutional Investor Survey 2020
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Morrow Sodali is a leading provider of

The firm provides corporate boards and executives with strategic advice and services relating to corporate governance,
shareholder and bondholder communication and engagement, capital markets intelligence, proxy solicitation, shareholder
activism and mergers and acquisitions.

From headquarters in New York and London, and offices and partners in major capital markets, Morrow Sodali serves
,including many of the world's largest multinational corporations. In addition to listed and
private companies, its clients include mutual funds, ETFs, stock exchanges and membership associations.

GLOBAL

A world leader in proxy solicitation, M&A, shareholder services, and governance advisory.

TRUSTED

Over 45 years Morrow Sodali has achieved an unbroken track record of success for our clients.

INTEGRATED

One firm serving clients from offices and partners in major capital markets around the world.

EXPERIENCED

We have provided advice and services on more than 1,000 shareholders meetings,
100 M&A transactions, 75 tender offers and 50 contested meetings in the last 18 months alone.

SERVICE ORIENTED

Our high retention rate (95%) among annual meeting and corporate governance clients demonstrates our
commitment to clients and the quality of service.

PROXY CONTESTS,
CORPORATE GOVERNANCE HOSTILE TAKEOVERS,
ADVISORY SERVICES Her D EERYIEss SHAREHOLDER ACTIVISM

AND SPECIAL SITUATIONS

CAPITAL MARKETS PROXY SOLICITATION AND M&A AND INFORMATION AGENT

INTELLIGENCE SERVICES SHAREHOLDER MEETING SERVICES SERVICES

SERVICES
FOR MUTUAL FUNDS AND ETFs
- DI COSTA PARTNERS -

DEBT-RELATED RETAIL SERVICES AND
SERVICES ADDITIONAL CAPABILITIES
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