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About SITAWI

= Non-profit founded in 2008, managed by entrepreneurs with background in BUSINESS,
FINANCE and SUSTAINABILITY acquired in management consulting firms (McKinsey,
Accenture), banks (BankBoston, ABN AMRO), NGOs (Ashoka, Friends of the Earth) and
international MBAs (HBS, IE)

= QOffices in RIO DE JANEIRO (Botafogo, 18fte) and SAO PAULO (ltaim, 6fte),
international network

= PIONEERED in Brazil new concepts such as company ESG research, responsible
investment advisory, social loans and donor-advised funds

= PROGRAM AREAS: Social Finance, Sustainable Finance, Impact Business

= Advised financial institutions and investors with over USD 350 billion in assets, more
than USD 2 million deployed to impactful social enterprises and organizations

= LEADERSHIP in Brazil Social Finance Task Force, PRI Brazil Network, Social Impact
Bonds, Green Bonds
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SITAWI mobilizes capital for positive social and
environmental outcomes

Consulting to

| responsible
Social Loans A i

investors

Donor-advised ' | =  Company and

funds thematic ESG

) . research
Social business

modelling ESG risk

. management for
Social Impact banks and
Bonds

FINANCEforGOOD insurers

Social Finance
@oueuUld d|qeulelsng

Green Bonds

Founded in 2008 | Offices in Rio and SP | 24 profissionals
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SITAWI is part of Vigeo Eiris global network

* Independence and transparency of certified methodologies (ARISTA)
o International and multistakeholder shareholder structure

e Worldwide network

o 180 experts

o Offices in 15 countries o Exclusive methodology reviewed by an independent Scientific Committee

o Strict separation between rating activities and consulting missions

VIgEeQujris ®® VIgEQujris ®®

rating enterprise
ESG integration in investment strategies ESG integration in corporate strategies
Large range of products and services (analysis, opinion, Audit and ESG integration missions for companies from
rating and ranking, risks review, portfolios review,...) all sectors, local authorities and NGOs, in order to help
for investors and asset managers willing to integrate them assess and develop their ESG practices:

ESG factors into their operations: o Second Party Opinion for Green and Sustainable

o 4,000+ issuers covered (corporates, regions, states) Bonds issuances (CBI verifier)
o 300+ clients worldwide: investors and asset o Independent third-party for social responsibility
managers, civil society organisations and labels and certifications: LUCIE, CGEM, Diversity,...

international institutions o 700+ missions in 41 countries since 2002
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The objective of this study is to assess the degree

of ESG incorporation by Brazilian pension funds

= Sources
1. Investment Policies
2. Annual reports, websites
3. PRI transparency reports
4. Other ESG documents available Chapter V

Investment Policy

CMN Resolution 3792/2009

= Topics investigated:

1) Availability of an investment policy Art 16. § 3°

2) ESG incorporation in the The investment policy shall contain,
investment policy at minimum, the following items:

3) Degree of sophistication of ESG VIl — whether the fund employs

practices social and environmental criteria in
4) ESG incorporation across different decision making.
asset classes
5) Participation in sustainability
initiatives
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We focus on examing how much of a PF’s assets

are invested in accordance with Responsible
Investment principles

Policy Rating*
We have analysed:
Aspirational

Mentions Rl but does not include any

1) How sophisticated are the investment : :
commitment and/or practice

policies and how are they put into

practice? Basic
Use of simple RI strategies, such as
2) Which asset classes are mentioned in negative screening, to one or more
the investment policy? asset classes
The PRI Transparency Reports allowed us Intermediate

Investment decision depends on

to assess more thoroughly 12 of the 50 formalized ESG qualitative analysis

largest pension funds, which are signatory

to the initiative Advanced

Use of quantitative or qualitative

Normalised for Brazil: “Advanced” means local best practice, methods with formal ESG objectives

instead of global benchmark




n Market overview

VigeQuiris e L SITAWI

network

Brazil has one of the world’s largest closed

pension fund industries

Brazil has over US$180 bn
in assets managed by
closed pension funds,
ranking 13" in the world
(Tower Watson, 2015).

The downfall of the
Brazilian economy and the
devaluation of Brazil's
currency impacted its
position in the world
ranking and reduced the

sector’s participation in the
GDP.
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Source: ABRAPP, BACEN; Analysis: SITAWI
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The PF industry is highly concentrated, which

could speed up ESG incorporation...

With most assets
concentrated in a few
pension funds, the
process of ESG
incorporation (in AUM)
could be faster

The largest pension
funds have more
resources and know-how
to develop more
sophisticated policies
and practices

These funds could act as
trend setters

Pension funds’ assets concentration (25 and 50
largest / sector’s NAV)
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S 25 largest
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S 50 largest

Source: ABRAPP; Analysis: SITAWI
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...on the other hand, conservative asset allocation

undermines ESG incorporation in investments

PFs’ asset allocation is
conservative regarding
investment in equities
(26.9%), reflecting the
requirements of CMN
Resolution 3792/2009
and the country’s high
interest rates

Brazil’s profile is closer to
Canada, Austria and
Switzerland

US, Chile and Australia
have an average 40% of
investments in equities

Pension funds asset allocation 2015

4,8%_ 2:8%_0,3%

2,9% m Fixed income

Equities
m Structured investments
m Real estate

B Loans to participants

Other

This makes ESG incorporation more
challenging, since ESG issues are more easily
assessed in equities than in sovereign bonds

Source: ABRAPP 9
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Brazilian PFs are fairly transparent in relation to

their investment policies, allowing a reasonable
analysis of their Rl practices

Investment policy disclosure

100% p— &
0% 16% 10%

80% 12%

70%
60%
50%
40%
30%
20%
10%

0%
# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)

m Publicly available Access upon request B No access
Source: SITAWI 10
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However, their ESG policies are still incipient,
with small improvements compared to 2014

100%
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Source:

8%
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SITAWI

W High

ESG policy sophistication

48%
o9 &
S 25 largest (NAV) # 50 largest

Medium M Basic M Aspirational B None

43%

3%
S 50 largest (NAV)
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However, their ESG policies are still incipient,

with small improvements compared to 2014

ESG policy sophistication

100% 3%
10%

90% 20%

70% In fact, the only improvement was

60% the growth in the number of

50% publicly available investment

40% pOIiCieS.

30% ;

However, the new investment 43%

20% SR g -

- policies do not cite ESG issues or

1oz 8% are only aspirational

OCE _ £70 *

# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)

Source: SITAWI M High ® Medium M Basic MAspirational B None ®N/A
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Hence, actual commitment to ESG incorporation

IS mostly aspirational or basic...

Example of aspirational policy (50% of largest 50 pension funds)

“In adopting this policy, the fund will consider, whenever possible, social and
environmental principles, as well as factors that could contribute to the
dissemination of this theme”

Example of basic policy (20% of largest 50 pension funds)

“The fund considers social and environmental principles in the management of its
assets and incentivizes operational improvements that could benefit the
environment. In credit analysis, environmental licenses and impact, among other
themes, are assessed. The fund also incorporates social and environmental
criteria in the selection of external managers”

13
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The use of basic Rl strategies, such as negative

screening, are relatively common

Use of negative screening

90%
80% 35% Common exclusion
criteria:
= Child labor
= Forced labor
= Tobacco
63% = Arms
= Alcohol,
= Pornography
= Gambling

70%
60%
50%
40%
30%
20%
10%

0%
# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)

EYes MNo EN/A

14
Source: SITAWI
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Few pension funds have more advanced ESG

policies and practices

Real Grandeza

The fund has developed a method to assess the social and
environmental performance of investee companies in different asset
classes, with a qualitative rating. Each company is graded from 0 to
3, according to its ESG performance, and the fund excludes from
investment those with a performance below 1. Real Grandeza also
has ESG guidelines for administrative operations, supply chain and
external manager selection.

Infraprev

In 2014, the fund enhanced its negative/positive screening system A
including specific social and environmental themes to be assessed N
according to the sector and type of investment. The Investment and |nfraPrev
Risk departments are responsible for identifying and monitoring social

and environmental risks.
15
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In fact, only 29% of the top 25’s NAV and 25% of

the top 50 are subject to effective ESG
Incorporation™...

NAYV subject to effective ESG incorporation* (in %)

100%
90%
80%
70%
60%
50%
40%
30%
20%

29%

10%
0%

S largest 25 S largest 50

HYes HNo

* Includes only equities and structured investments. Aspirational policies excluded.
Source: SITAWI 16
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...which means R$141.6bn of the top 25’s NAV

and R$142.1bn of the top 50

NAV subject to effective ESG incorporation* (in R$ MM)

160000

140000 —R$139 —RS475

120000

100000
80000 R$116.671 R$116.671
60000

40000

o - -
0

S 25 largest S50 largest

W Basic Medium m High

* Includes only equities and structured investments. Aspirational policies excluded.
Source: SITAWI 17



n ESG in pension funds %figqumsﬂ 2 SITAWI

Considering only Equities and Structured Investments,

a bigger part of assets is covered by effective ESG
Incorporation”

100% -
90% G
70%
60%
50%
o 79% 77%
30%
20%
10% -
0% 4% 0% - o
# 25 largest $ 25 largest (NAV) # 50 largest $ 50 largest (NAV)

W High Medium M Basic M Aspirational B None ®|N/A

* Aspirational policies excluded.
Source: SITAWI 18
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The PRI Transparency Reports allowed us to
assess more thoroughly 12 of the 50 largest
pension funds

Signatories to the PRI

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%

0%
# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)

HYes EMN 19
Source: PRI; Analysis: SITAWI e Ee
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PRI signatories’ internally managed assets are
covered by more effective* ESG policies than non-
signatories

In % of pension funds In % of NAV | Non-signatories
| (in % of NAV)

Top 25

m Yes mNo mYes mNo

* Basic, medium and highly sophisticated policies
Source: PRI; Analysis: SITAWI
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And their policies usually cover all or the
majority of asset classes

When they do not, such policies often cover equities
and structured investments (asset classes that can
more easily incorporate ESG issues)

In % of NAV

In # pension funds

m All Majority = Minority

_ m All Majority = Minority
Source: PRI; Analysis: SITAWI 21



B FRiassessment Vigequirigee S SITAWI

However, there is low incentive provided to
external asset managers

In # pension funds ESG incorporation is more common
among internally managed funds

In % of NAV

mYes mNo

m Yes m No

Source: PRI; Analysis: SITAWI 22
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The most common guidelines in these policies

include a general approach towards ESG

. Specific guidelines for governance
issues and negative screening are also
11 frequent
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CEQs, investment analysts, and portfolio managers

are usually responsible for implementing and
monitoring policy’s guidelines
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Encouraging the adoption of the PRI is the most

common action taken to disseminate Rl to the
Investment ecosystem

15
10
10
8
5
5
3
0 0
0
Encouraged the Encouraged Spoke publicly at Wrote and Provided or  Provided financial
adoption of the better events and published in- supported support for
PRI transparency and conferencesto  house research education or academic or
disclosure of Rl promote RI papers on Rl training industry research
practices on RI

Source: PRI; Analysis: SITAWI 25
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Participation of Brazilian PFs at other initiatives,
such as CDP, remains low (7 of the top 50)

CDP Pension Fund Signatories
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0%
# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)
HYes HNo

2
Source: CDP; Analysis: SITAWI ©
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This study found some positive trends in the
Brazilian PF industry...

Brazilian PFs are aware of Rl and most of
them include ESG aspects in their
investment policies

The investment policy is often publicly
available or available upon request

Issues such as child/forced labor are
often analysed, as well as investment in
controversial sectors

Brazil has PFs with sophisticated RI
practices that could act as trend setters

27
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...but there is still a long way to go for effective
ESG incorporation in the sector...

= The significant coverage of ESG issues in
the investment policies is not yet
translated into effective practices in most
cases

= Less than a third of the sector’s total
assets incorporate ESG criteria. Partially
due to conservative asset allocation, but
also as a result of lack of action

= There was minor improvement in ESG
incorporation in the past two years

» Participation in important initiatives, such as
PRI and CDP, which could stimulate more
discussion in the sector, has stagnated

28
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...which creates opportunities for different
stakeholders

= Beneficiaries: request the adoption of ESG
criteria in investments for higher returns and/
or lower volatility

= Pension Funds: effective ESG policies and
practices reduce investment and regulatory
risks and may provide access to new
resources

= Regulatory Agencies: strengthening
regulations and policies (e.g.: requiring the
adoption of Rl practices) may contribute to a
more resilient sector and address investors’
and society’s requests

?ﬁgeqﬂ- ris ®® 2 SITAWI

29
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Asset allocation limits

Brazilian Government Bonds (< 100%)
{CCB - private credit (< 20% )
Fixed Income ) . .N.QE.._.g).(.p.o.r.t..c.l:.eg.l!:..(é..z.(.).o./?.) ...................................
(< 100%) Other Fixed Income Securities!FIDC or FICFIDC - receivables funds (< 20%)

(< 80%) CRI or CCI - real estate credit (< 20%)

Company's bonds, except debentures (< 20%)
Nowvo Mercado (< 70%)

Listed companies (< 70%)
Lewel 1-BOVESPA (45%)
Other segments or quotas in Equity Funds (< 35%)
Specific Purpose Enterprises - SPE (< 20%)
Other Investments (< 3%)

Structured Investments Property Funds (< 10%)

(< 20%) Multimarket Funds or Fund of Funds (s 10%)
Loans to Participants

(< 15%)

Offshore Investments
(£ 10%)
Real Estate
(< 8%)

32
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There were some improvements in comparison

to 2014’s study...

All of Brazil’s top 25
PFs mention ESG in
their policies (72% in
2015)

Among the top 50, the
percentage drops to
78%, or 94% of the
sector’s NAV (67% and
89 % in 2014,
respectively)

Only 5 of the top 50
funds did not disclose the
investment policy
(publicly or upon request)
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40%
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0%

Reference to Rl in investment policies

# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)
HYes MNo mN/A

Source: SITAWI
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...but these high percentages reflect regulatory

requirements more than voluntary Rl practices

= High percentages reflect

CMN resolution
3.792/2009, which
requires that PFs state in
their investment policies
whether they consider
social and environmental
issues in their investment
decision making.

In practice, ESG
policies are still largely
basic or aspirational,
with small improvements
compared to 2014
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0%

ESG policy sophistication

nnd 43%
8%
4% 2% & gy
# 25 largest S 25 largest (NAV) # 50 largest S 50 largest (NAV)

M High Medium M Basic MAspirational B None EN/A

Source: SITAWI
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