NatWest Markets ESG Global Investor Survey 2019

Responses from 50+ investors with over USD16tn in AuM

e Adoption of Sustainable Investment (‘SI’) strategies viewed as a commercial decision: strategic and financial considerations top motivations
e ESG integration remains the most popular Sl strategy, followed by negative screening/exclusion

e Despite the rise of ESG, application of ESG analysis varies both across and within firms (i.e., by fund/mandate, asset class)

e PMs primarily responsible for incorporating ESG considerations in their investment analysis, often supported by dedicated ESG teams

What have been the two main motivations to incorporate sustainability strategies?

Strategic decision

Improve risk / return
Pressure from asset owners
Political drivers
Stewardship motivations
Regulatory pressures

Other

N/A
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Incorporating ESG into general risk factors

We do not incorporate ESG into our funds

How does your organisation incorporate sustainability into its overall investment strategy ?

Exclusion / Negative screening
Building a specific GSS* bond portfolio
Impact / thematic investing

Relative value / momentum strategies

Other
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Is your organisation's ESG strategy consistently applied across investments ?

Yes 27%

No, differs by fund / mandate _“"“““"“““"_““2;);/0“““"5
No, differs by asset class i
No, differs by geography i

No, other i
S 2 I
O% ld% 26% 36% 46%

Who in your organisation is primarily responsible for ESG analysis?

Portfolio managers

Dedicated ESG analysts

N/A, not actively analysed

Credit analysts

Combination of credit and ESG analyst

N/A, fully outsourced
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*Note: GSS abbreviation for Green, Social and Sustainable
Source: NatWest Markets Global ESG Investor Survey 2019
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ESG Tools for Analysis and Respective Challenges
A balance between external ESG ratings and developing internal ESG ratings

o MSCI remains the ‘incumbent’ ESG agency for credit investors, followed by Sustainalytics. ESG ratings/data impact 50% of investment decisions

e ESG data quality remains a key challenge/focus for investors; improvement in disclosure and ESG ratings viewed favourably

e Although <10% are actively aligning metrics to the proposed EU Taxonomy, c. 70% are monitoring developments and 11% plan to align within the next 12 months
e Quality of an issuer’s sustainability reporting (including alignment with TCFD) acknowledged as valuable by investors

Which sustainability agencies support you in assessing an issuer's ESG profile?

Which two actions best underscore an issuer's commitment to sustainability?

. 1
MSCI i 30% Quality of sustainability reporting (e.g. TCFD) 33% !
1
SUSTAINALYTICS ! . . . I . :
e —————————— Improvement in ESG rating vis-a-vis peers |
ISSESGE I 7% T T T T T ’
. . Issuance of a GSS* bond
VICOhiris
. . Other
None — all internal analysis
Other Inclusion in a sustainability index
N/A 13% External sustainability awards 2%
0% 10% 20% 30% 0% 10% 20% 30% 40%
Other: GBI; RepRisk; TruValue Labs; Verisk Maplecroft; Bloomberg; Reuters, Dow Jones Sustainability. Other: External verification/assurance; integrating sustainability into corporate strategy; face-to-face engagement.
Do ESG ratings/data from one of the providers impact your investment decisions? What are your two main barriers to ESG investing?
-~ ) | Lack of reliable ESG data NN 310 |
0, 1
Yes, but additional analysis used 38% ! Expensiveness of ESG assets i
i Inability to source ESG assets due to illiquidity
Yes, may affect holdings ! Inability to develop a diversified portfolio
"""""""""""""""""" ! Regulatory inconsistencies
No Cost of ESG analysis
Reputational / performance concerns
N/A Fiduciary duty implications
T T T T T 1 N/A 8%
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*Note: GSS abbreviation for Green, Social and Sustainable
Source: NatWest Markets Global ESG Investor Survey 2019
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Position towards Green, Social and Sustainable (GSS) bonds

Demand for new and higher yielding GSS issuance

e Investors want a greater breadth of GSS issuers (i.e., new sectors, transition focus) and higher yielding GSS products (e.g. green hybrid, T2, AT1)
e Independent review and internal analysis used to assess GSS frameworks — external ESG ratings (issue & issuer) and CBI certification also credible
e Investors were almost evenly split in their preference for corporate supply (48%) vs. Sovereign / Gov’t Agency (27%) and Fls (25%) combined

e Investors were split on the trading delta: 35% would expect zero premium; 33% expect outperformance (25% at 0-5 bps and 8% at 5-10bps)

Select up to three types of GSS* debt issuance would you most like to see

New sectors in green or social 24%
Higher yielding green or social
Transition bonds

ESG-linked pricing with coupon step up
Social and sustainability-labelled debt
Secured ESG

Niche thematic bonds

ESG private placements / project finance
N/A

Other
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Select up to four sectors from which you would like to see more GSS* bond supply

Infrastructure / public transport (trains, buses)
Automotive (electric vehicles)

Utilities

Sovereign / Supranationals / Agencies
Municipal social housing

Local authority

Banks

Social housing

Insurance

— 48%

— 27%

— 25%

Which two factors are most important when assessing the robustness of GSS* frameworks?

External review by SPO provider 27%
Internal ESG scoring analysis

External ESG rating for the issuer

External ESG rating for the bond
Certification from Climate Bond Initiative
Assurance from independent accounting firm
Other

N/A
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Noting the scarcity of GSS* “Use of Proceeds” bonds, should these instruments trade at a
premium/discount?

Zero premium

Up to 10bps tighter, given impact

0-5bps wider, given illiquidity

N/A 13%
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*Note: GSS abbreviation for Green, Social and Sustainable
Source: NatWest Markets Global ESG Investor Survey 2019
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Overview of Institutional Investor Participants
Responses from 50+ investors with over USD16tn in AuM

e The survey was completed by leading ESG focused investors globally — with

over 40% having dedicated ESG funds

e Majority of investor participants were from the UK; however, the survey
attracted broad geographic mix (10% from North America and 9% from Asia)

e Primary respondents were portfolio managers in line with the decision takers

concerning sustainable investments

e Survey covered a range of asset classes from money markets to credit, as well
as rates; 56% focused on IG credit (corporates and financials) and 33%
invested in rates (governments, supranational and covered bond)

Investor breakdown by type

m Portfolio manager

= ESG analyst

m Credit analyst

Investor breakdown by geography

How does your organisation manage its ESG Strategies?

Dedicated ESG funds 41%

Minimum ESG specific fund allocations 36%

Minimum ESG allocation for all funds 23%
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Fixed Income class of primary focus

= UK /lIre m |G Credit (Corporates
m Southern Europe & Financials)
uAPAC
m US/Canada = Rates (quernment,

. Supranational,

Nordics Covered)
u Other
® Money Market

mBeNeLux
= France
= GIAIS = Other

Source: NatWest Markets Global ESG Investor Survey 2019
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NatWest Markets Disclaimer

This information ("NatWest Markets Information”) is indicative only and is subject to change without notice. NatWest Markets Plc or NatWest Markets N.V. (and/or any branches) (“NatWest Markets”) do not undertake to update you of such
changes. NatWest Markets Information is provided to you for information purposes only and the provision of this information does not constitute, and is not intended to constitute, an offer or invitation to conclude any transaction based on
this NatWest Markets Information and is not a recommendation to engage in any trading strategy or to purchase or sell any financial instruments. NatWest Markets Information does not constitute advice as to the value of the relevant
financial instrument and should not be relied on for accounting, valuation, tax or any similar purpose. Although NatWest Markets Information is prepared by NatWest Markets based upon, or by reference to, sources, materials and systems
that NatWest Markets believes to be reliable and accurate, NatWest Markets provides no guarantee in relation to the accuracy or completeness of NatWest Markets Information nor the methodologies or assumptions underlying the
information. NatWest Markets and each of its affiliates accepts no liability whatsoever for any direct, indirect or consequential losses (in contract, tort or otherwise) arising from the use of this NatWest Markets Information or reliance on the
information contained herein. However this shall not restrict, exclude or limit any duty or liability to any person under any applicable laws or regulations of any jurisdiction which may not lawfully be disclaimed. NatWest Markets does not
represent or warrant that NatWest Markets Information is or will be representative of any similar information that may be provided by other market participants.

This material is confidential and may not be given (in whole or part) or otherwise distributed to any other third party without the prior written consent of NatWest Markets Plc.

NatWest Markets Plc is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority and is provisionally registered as a swap dealer with the United States
Commodity Futures Commission. NatWest Markets N.V. is incorporated with limited liability in the Netherlands, authorised and regulated by De Nederlandsche Bank and the Autoriteit Financiéle Markten. It has its seat at Amsterdam, the
Netherlands, and is registered in the Commercial Register under number 33002587. Registered Office: Claude Debussylaan 94, Amsterdam, the Netherlands. Branch Reg No. in England BR001029. NatWest Markets PIc is, in certain
jurisdictions, an authorised agent of NatWest Markets N.V. and NatWest Markets N.V. is, in certain jurisdictions, an authorised agent of NatWest Markets Plc.

Copyright © 2019 The Royal Bank of Scotland Group plc. All rights reserved.
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