Panel Discussion: US Infrastructure Policy Agenda With A Focus On
Environmental And Social Considerations

This report does not constitute a rating action , ) )
S& P G l b l Presenter: Trevor d’Olier-Lees, Senior Director

O a S&P Global Infrastructure Ratings
Ratings




Infrastructure After COVID-19: Risk Of Another Lost Decade Of U.S. State
Government Capital Investment

U.S. State And Local Government Infrastructure Investment
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*Billions of dollars, not seasonally adjusted. BEA defines investment as “the value of purchases of new fixed assets” and government fixed assets as equipment
and structures owned by state and local government entities, including government enterprises, located in the U.S.
Sources: U.S. Bureau of Economic Analysis, Investment in Government Fixed Assets; S&P Global Ratings.
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How US Infrastructure Investment Would Boost Jobs, Productivity, And The
Economy

What $1 Trillion In Infrastructure Could Mean For The U.S. Economy Through 2030

A Bigger Pie Crowding In Extra Boost
314 trillion more in Businesses invest Productivity boost lifts
LS. economic activily an additional $1.7 trillion average polential growth
through 2030 over 8 years to 2.1% from 2.0%
0O 0O A
People At Work Fatter Wallets Money To Spend
883,600 jobs added by 2030. Per-capita disposable Households spend
Unemployment rate falls income widens by an additional $677 billion
3.5bps $100.50 by 2030 through 2030

Source: Dxford Economics, S&P Global Economics calculations.
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Infrastructure Investment and Jobs Act

Net Difference Between Original Infrastructure Proposal And Agreed Bipartisan Plan
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Source: S&P Global Ratings, Committee for a Responsible Federal Budget; White House.
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Construction Cost Inflation Weighs On U.S. Public Infrastructure Investment

National Highway Construction Cost Index
First-quarter 2010 to third-quarter 2021
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Source: U.S. Department of Transportation, Federal Highway Administration; 2003 Q1=100.
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Power Generation and Transportation Sectors ESG Factors

Climate Transition Risks @ ' ~ Health and Safety
*As one of the most carbon-emitting sectors and given increasingly stringent *Mohility restrictions under pandemic caused various negative rating actions across
environmental regulations, we see power generators on the front line of energy our portfolio in the past 18 months, particularly among airports, and to a lesser
transition, with a need to rapidly transform its production mix. degree, rail and mass transit assets, while toll roads saw a narrower imapct. While
-- - such events have historically been considered low-prohability, they have become a
‘ more relevant credit rating consideration, and also taking into account the severity.
o)

Social and Human Capital

o. elncreasing community, regulatory and government consultations for expansion or
new projects are key credit considerations. Balancing customer experience, providing
reliable services and reducing customer complaints can add to operating costs or
penalties. Strong lahor unions can also result in costly exposure to strikes and hurt
profitabality.

Waste and Pollution

sApart from CO2, other forms of pollution, including coal ash or nuclear waste, can
also add pressure on the creditworthiness of the power generators.

FOWEr Transportation

Generators

1%’3.

Climate Transition Risks

Physical Risks
. ys i sClimate transition risks are relevant but typically have an overall neutral influence on
*The fixed asset nature of power generatoion exposes the sector to higher risk for our analysis because they are largely indirect arising from users of facilities. Some

wildfires, hurricanes and storms. governement-owned rail and mass transit entities play a crutial role in

."I'l'l l l --- decarbonization strategy of its related governments.
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How Does Fitch View ESG in Infrastructure?

ESG Relevance Scores: Intercept Between ESG and Credit Risk

e \Which ESG risks are relevant for
different industry sectors?

e Which specific ESG risks are
relevant for each issuer’s credit
profile?

e \WWhich ESG risks are having an
impact in rating decisions for
individual issuers?

FitchRatings 9



Fitch ESG
Relevance
Score

Definition

S

Highly relevant, a key entity, transaction or program
rating driver that has a significant impact on an
individual basis.

4

Relevant to entity, transaction or program rating; not
a key rating driver but has an impact on the ratings
in combination with other factors.

Minimally relevant to ratings, either very low impact
or actively mitigated in a way that results in no
Impact on the entity, transaction or program rating.

2

Irrelevant to the entity, transaction or program
ratings; relevant to the sector.

1

Irrelevant to the entity, transaction or program
ratings; irrelevant to the sector.

FitchRatings

ESG and Credit Ratings

Since 2015 investors have been calling on CRA's
to systemically incorporate ESG characteristics
into their credit ratings.

Fitch’'s ESG Relevance Scores (ESG.RS)
framework is designed to provide an integral,
comprehensive and credit focused approach to
displaying sector and issuer level ESG credit risks
across all its ratings.

ESG.RS do not assess “ESG performance”, they
are observations of whether ESG risks are
relevant and material to credit rating decisions.

Only a portion of ESG risks translate to credit
risks, through a variety of transmission
mechanisms.




ESG Navigator Example

FitchRatings
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Issuer Examples with Elevated ESG Relevance Scores

Environmental

« AES Puerto Rico L.P.,, U.S. has an ESG Relevance Score of ‘4’ for Waste and Hazardous Materials Management due to exposure

to waste disposal related to coal ash management and pollution incidents. This has a negative impact on the credit profile, and is
relevant to the rating in conjunction with other factors.

* Rickenbacker Causeway, U.S. has an ESG Relevance Score of ‘4’ for Exposure to Environmental Impacts due to the causeway's
heightened exposure to extreme weather events in relation to rising sea levels, which has a negative impact on the credit profile,
and is relevant to the rating in conjunction with other factors.

+ Port Commission of San Francisco, U.S. has an ESG Relevance Score of '4' for Exposure to Environmental Impacts due to the
port's significant unfunded capital needs including a significant seawall rehabilitation project and associated seismic upgrades,
which are driven by the port's location along the perimeter of the City of San Francisco. This factor may potentially have a negative
impact to the credit profile and is relevant to the rating in conjunction with other factors.

Social
* Montreal Gateway Terminal, Canada’s ESG Relevance Score for Labor Relations and Practices has been revised to '4' from '3’
to reflect the labor disruptions between the Maritime Employers Association and the Canadian Union of Public Employees which

have negatively affected MGT's operations in both 2020 and 2021 and has a negative impact to the credit profile and is relevant to
the rating in conjunction with other factors.

* Port of Long Beach and Los Angeles Harbor Department both have an ESG relevance score of ‘4’ for Labor Relations and
Practices due to follow-on impacts of labor relations between port tenants and longshoremen during periods of contract

negotiations, which may potentially have a negative impact to the credit profile, and is relevant to the rating in conjunction with
other factors.
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Longer Term: Thinking About Environmental Impact

® Frequency, severity of stress is events increasing.

— Superstorm Sandy; California wildfires; Texas winter storms; floods in Canada.

e Even medium risks can have considerable impact on revenue generation, and on operating + lifecycle costs.

Storms and Agricultural and
Precipitation Pluvial Floods Ecological Droughts Sea Level Rise Landslide
Solar Plants Medium Risk Medium Risk Low Risk Low Risk Low Risk
wind Farms High Risk Medium Risk Low Risk Low Risk Medium Risk
Hydro Plants Low Risk Low Risk High Risk Low Risk Medium Risk
Thermal Plants Low Risk Medium Risk Low Risk Low Risk Low Risk
Toll Roads Medium Risk Medium Risk Low Risk Medium Risk Medium Risk
Airports Medium Risk Medium Risk Low Risk Medium Risk Low Risk
Ports Medium Risk Medium Risk Low Risk High Risk Low Risk

Source: Fitch

Note: These assessments are based on broad assumptions; project-specific assessments may vary considerably in the same sector or geographic region
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ESG Impact Across Infrastructure

e Severe weather and natural disasters are progressing beyond the realm
of pure “event risk”.

e Thinking about assessments of the probability of occurrence, severity of
impact.

e Need to address exposure broadly, not just the extreme examples.

e Management action to assess and plan to mitigate risk.

FitchRatings



Project-Specific Considerations

e ESG topics as part of planning, design, construction and operation.
¢ Thinking about resilience: Balancing costs and benefits.
— Existing facilities — Retrofitting existing infrastructure.

— New facilities — New/more costly materials today, reducing long-term
costs tomorrow.

FitchRatings
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Role of US Infrastructure Policy
For Electric Utilities

Timothy M Winter, CFA
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Net Zero Carbon & 100% Renewables

Transforming the Energy Mix
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Utilities Embrace Policy and Benefit

Uil Goal Utlity Goal
AVANGRID 100% carbon ngutral by 2035 Idaho Power 100% clean energy by 2045
Avista 100% clean electricity by 2045 Madison Gas & Electric ~ Net-zero carbon electricity by 2050
CMS Energy Net-zero CO2 emissions by 2050 National Grid Net zero emissions by 2050
DTE Energy Net-zero carbon emissions by 2050 Pinnacle West(APS|  100%cabon-free electricity by 2050
Dominion Energy Net-zero CO2and methane emissions by 2050 PNM Resources 100% cabon-free electricty by 2040
Duke Energy Net-zero CO2 emissions by 2050 PSEG Net-zero carbon emissions by 2050
Eversource Energy ~ Carbonneutral by 2030 Puget Sound Energy ~ 100% clean electricty by 2045
Green Mountain Power  100% carbon-free electricity by 2025 Southern California Edison Carbon neutrality by 2045

100% renewable energy by 2030 Southern Company ~ Low-to-no carbon operations by 2050
Hawaiian Electric 100% renewable energy by 2045 Xcel Enery Carbon:free electricty by 2050
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Capital Investment Earns Returns
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Record Electric Utility Investment

— Clean energy, wires, meters, charging,etc..
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US Great Power Transformation

— Coal decline rapidly & renewables grow

B Coal EGas 201l Nuclear = Hydro Renewable

Coal declines from 52% to 19%
Gas increases from 13% to 40%
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Over 30 States Mandate Renewables

RPS Policies Exist in 30 States and DC
Apply to 58% of Total U.S. Retail Electricity Sales

WA: 15% by 2020 i - MN: 26.5% by 2025 ME: 84% by 2030
MT: 15% by 2015 315% by 20297 NH: 25.2% by 2025
WI: 10% by 2015 'VT: 75% by 2032
IOR: 50% by 2040 (large I0Us) b PR

A [MA: 41.1% by 2030 +1%lyr
: , NY: 70% by 2030 RI: 38.5% by 2035

1A: 105 MW by 1999 | s caten el oT: ety 203 |

H : 8.5% by 2026 |G NJ: 54.1% by 2031
NV: 50% by 2030 IL: 25% by 2026 IDE: 25% by 2026
PSS MO: 15% by 2021 IDC: 100% by 2032
CA: 60% by 2030 CO: 30% by 2020 (I0Us) -
R 20% by 2020 (co-0ps) MD: 50% by 2030
10% by 2020 (munis) VA: 100% by 2045 (Dominion)
e or 2050 (Appalachian)

NM: 80% by 2040 (I0Us)

80% by 2050 (co-ops) NC: 12.5% by 2021 (I0OUs)
10% by 2018 (co-ops and munis)

|5-25% by 2025 (other utilities)

Source: Berkeley Lab (February 2021)
Notes: Target percentages represent the sum
total of all RPS resource tiers, as applicable.
In addition to the RPS policies shown on this
map, voluntary renewable energy goals exist
in a number of U.S. states, and both
mandatory RPS policies and voluntary goals
exist among U.S. ternitories (American Samoa,
Guam, Puerto Rico, US Virgin Islands)
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US Power CO2 Emissions Fall
— Power CO2 emissions 36% below 2005

Million Metric Tons of CO,

o0 6t W!]F—H—4»>—oAMm]m 0 MmnmRFPFPFPF  — — — / / m /0
2,400
2,300
2,200
2,100
2,000
1,900
1,800
1,700
1,600
1,500
1,400
2005 2006 2007 2008 2009 2010 2011 2012 2013 214 2015 2016 2017 2018 2019 2020 2021

Source: Preliminary estimate from U.S. Department of Energy, Energy Information Administration (EIA), Manthiy Enevgy Review, March 2072,
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US Clean Energy Capacity Growth
— In 2021, 28 GW:’s of renewables added

012 2013 2014 2015 2016 2017 2018 2019
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Infrastructure Policy Needed

— Build Back Better/Infrastructure Investment & Jobs Act 2021
— Clean energy tax credits (on and offshore wind/solar)

— Utility scale batteries

— Green hydrogen

-~ Renewable natural gas

— Carbon-capture and sequestration

— Nuclear

— Transmission

— Natural gas

— All of the Above

GAMCO INVESTORS
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States’ environmental exposures vary by region
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Local government environmental exposures
Negative exposure concentrated in Florida, Louisiana and East Coast

Environmental IPS Physical Climate Risks Environmental IPS Physical Climate Risks
40 40 140 160
35 35 120 140
30 30 100 120
25 25 30 100
20 20 80
15 15 60 60
10 10 40 40
5 5 20 20
0 [ 0 [ o — Il 0 [
5 4 3 2 1 5 4 3 2 1 5 4 3 2 1 5 q 3 2 1

Data reflect 70 cities and 240 counties

Source: Moody’s Investors Service
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Issuers will face more challenging expense hikes

If Inflation persists into 2023
Inflation stands to impose practical and political limitations on the

payers of taxes, fees and rates

Costs to provide municipal services are rising at their fastest pace
since the early 1980s...

20%

January 2022:
15% 11.2%
10%

5%

0% T T T T T

Year-over-year change (%)

-5%

-10%

Source: American City & County Municipal Cost Index
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...driven by upward wage pressure, rising costs for materials and
supplies and construction costs
Year-over-year changes in key inflation indicators

e Consumer price index — sssssse Producer price index

s Construction cost index
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Sources: American City & County Municipal Cost Index, US Bureau of Labor Statistics
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Weaker asset conditions necessitate increased

Investment for states and local governments

The median depreciated ratio for all local governments we rate
iIncreased to 46% depreciated in 2019 from 39% in 2008.

Capital asset depreciation ratio 2009-19; a higher percentage means weaker asset condition

States

— RS e COUNtes  e—Schools
52%

50%
43%
A5%

44%
42% / o

40%

38%

Capital asset depreciation ratio

36%

et

34%

32% o T !
2009 2014 2019
Fiscal year

Local government data includes governmental fund assets and excludes municipal utility system assets.
Sources: Audited financial statements and Moody’s Investors Service
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Rising interest rates and inflation are
Impacting capital plan affordability

FRED ~£4 — Employment Cost Index: Wages and Salaries: Private Industry Workers: Construction

— Producer Price Index by Commodity: Special Indexes: Construction Materials
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S
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Shaded areas indicate U.S. recessions.

Source: Federal Reserve Bank of St. Louis
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Jan 2019 Jul2019 Jan 2020

Source: U.S. Bureau of Labor Statistics

Jul 2020

Jan 2021 Jul 2021

myf.red/g/OVCQ

Jan 2022

»

»

»

»

»

»

Spike in last year may subside, but demand is
expected to increase, not decline

Infrastructure Investment and Jobs Act -$33.4B
ARPA $350B
CARES $150B

Construction materials index change over past
S years 57%

Construction labor index change over past 5
years 17%
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Significant federal funding available for

Infrastructure

Federal stimulus measures provide material funding sources to

leverage for capital needs

The IIJA's bridge formula program is sufficient for 11 states to fully replace their poorest bridges

Total cost to replace
all bridges in poor

Percent that can be

Total costto

repair all bridges in Percent that can be

State Total IIJA allocation condition replaced with IIJA funds poor condition repaired with IIJA funds
Utah $225,000,000 $37,005,398 608% $25,163,671 894%
Nevada $225,000,000 $52,686,043 427% $35,826,509 628%
North Dakota $225,000,000 $98,439,702 229% $66,938,997 336%
Vermont $225,000,000 $124 612,457 181% $84,736,471 266%
Delaware $225,000,000 $140,071,312 161% $95,248,492 236%
Wyoming $225,000,000 $176,004,219 128% $119,744,069 188%
Alaska $225,000,000 $205,272,770 110% $139,585,484 161%
New Mexico $225,000,000 $210,141,337 107% $142,896,109 157%
Arizona $225,000,000 $212,734,523 106% $144,659,476 156%
ldaho $225,000,000 $218,039,707 103% $148,267,001 152%
Alabama $225,000,000 $223,659,944 101% $152,088,762 148%

Source: Federal Highway Administration and Moody's Investors Service
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Moody's Environmental Risk Heat Map
15 sectors have high or very high environmental risks overall

k89 St $79 JQ5

Global industry sectors assessed Trillion of US dollars in rated debt Subcategories of social risks KEY - Very High Risk - High Risk Moderate Risk - Low Risk
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KEY o .
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Source: ESG — Global: Environmental heat map: Updates to scores for certain sectors, 04 February 2022
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ESG Classification System Incorporates Credit Relevant
Considerations

Categories which are the most material to credit

(32) (&)

@

Governance
Public sector

Environmental Social
Private sector Public sector Private sector

Source: Moody's Investors Service
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ESG Integration into Credit Analysis

Our rating analysis considers all material credit considerations, including ESG

SECTOR-SPECIFIC METHODOLOGIES

Methodology Scorecard / Model

Other Considerations

ESG CROSS-SECTOR

A

METHODOLOGW

Environmental IPS

oo

¢ Carbon transition

* Physical climate risks
*  Water management

*  Waste and pollution

* Natural capital

ISSUER PROFILE

SCRIRES

2(De

Customer relations

Human capital

Demographic and societal trends
Health and safety
Responsible production

Governance IPS

oo

Financial strategy & risk management
Management credibility & track record
Organizational structure
Compliance & reporting
Board structure, policies & procedures

MOODY'S INVESTORS SERVICE

__, CREDIT

|
|
|
|
|
|
|
|
|
|
| RATING :
|
|
|
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|

ESG CREDIT
IMPACT
SCORE*

CIS- Positiv

1 e

CIS- Neutral

2 - to-

low

CIS- Moderatel

3 y _

Negative
CIs- Highly
4 Negativ
e

Cls- Very

5 Highly
Negative

The ESG credit impact score (CIS) is an output of the rating
process that more transparently communicates the impact of ESG
considerations on the credit rating of an issuer ortransaction.
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Moody’s Investors Service ESG Scores Explained

Our scores are NOT an opinion about a company’s sustainability performance or ESG disclosures

Credit Impact Score (CIS)

Reflects the impact of ESG on the credit rating
NOT a combination of E, S and G-IPS

Example of Score:

CIS-4

Highly Negative

* Indicates the extent to which the credit rating would have been
different in the absence of ESG issues

« Places ESG in the context of other rating considerations

« CIS-1(Positive) assigned only if the credit rating is better because of
ESG factors

5 4

Scoring scale: mEETT——

HIGHLY NEGATIVE

VERY HIGHLY NEGATIVE :

MOODY'S INVESTORS SERVICE

Issuer Profile Scores (IPS)

IPS is our assessment of the issuer’s exposure to Environmental (E),
Social (S) or Governance (G) risks / benefits material to credit risk
including relevant mitigants

Example of Scores:

ENVIRONMENTAL SOCIAL GOVERNANCE
Highly Negative Neutral-to-Low Positive

TV | | 1T BV 1T B TV

Scores are global and comparable across sectors

Incorporate management’s action/mitigants

E-1,5-1 or G-1 (Positive) assigned only when considerations have
material credit benefits

3 2 1
3 |
: MODERATELY NEGATIVE :  NEUTRAL-TO-LOW  : POSITIVE
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E, S and G Issuer Profile Scoring Scale
Assessed on a five-point scale from positive to negative exposure

A

POSITIVE

A

NEUTRAL-
TO-LOW

l

MODERATELY
NEGATIVE

,

HIGHLY
NEGATIVE

A

VERY HIGHLY
NEGATIVE

Score
E-1
S-1
G-1

E-2
S-2
G-2

Source: Moody’s Investors Service
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Definition
Issuers or transactions with a Positive E or S issuer profile score typically have exposures to E or S issues that carry material credit benefits.

For G, issuers or transactions typically have exposure to G considerations that, in the context of their sector, positions them strongly, with material credit benefits.
benefits.

Issuers or transactions with a Neutral-to-Low E or S issuer profile score typically have exposures to E or S issues that are not material in differentiating credit quality. In
quality. In other words, they could be overall slightly credit-positive, credit-neutral, or slightly credit-negative. An issuer or transaction may have a Neutral-to-Low
Low score because the exposure is not material or because there are mitigants specifically related to any E or S risks that are sufficient to offset those risks.

Issuers or transactions with a Neutral-to-Low G issuer profile score typically have exposure to G considerations that, in the context of their sector, positions them as
them as average, and the exposure is overall neither credit-positive nor negative.

Issuers or transactions with a Moderately Negative E or S issuer profile score typically have exposures to E or S issues that carry moderately negative credit risks. These
risks. These issuers may demonstrate some mitigants specifically related to the identified E or S risks, but they are not sufficiently material to fully offset the risks.
risks.

Issuers or transactions with a Moderately Negative G issuer profile score typically have exposure to G considerations that, in the context of the sector, positions them
positions them below average and the exposure carries overall moderately negative credit risks.

Issuers or transactions with a Highly Negative E or S issuer profile score typically have exposures to E or S issues that carry high credit risks. These issuers may

may demonstrate some mitigants specifically tied to the E or S risks identified, but they generally have limited effect on the risks.

Issuers or transactions with a Highly Negative G issuer profile score typically have exposure to G considerations that, in the context of their sector, positions them
them weakly and the exposure carries overall highly negative credit risks.

Issuers or transactions with a Very Highly Negative E or S issuer profile score typically have exposures to E or S issues that carry very high credit risks. While these
While these issuers or transactions may demonstrate some mitigants specifically related to the identified E or S risks, they are not meaningful relative to the magnitude
magnitude of the risks.

Issuers or transactions with a Very Highly Negative G issuer profile score typically have exposure to G considerations that, in the context of their sector, positions them
positions them very poorly and the exposure carries overall very high credit risks.
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ESG Credit Impact Score (CIS) Scale

[

POSITIVE

A

NEUTRAL-
TO-LOW

A

MODERATELY
NEGATIVE

/b

HIGHLY
NEGATIVE

A

VERY HIGHLY
NEGATIVE

Score

ClS-1

ClS-2

ClS-4

CIS-5

MOODY'S INVESTORS SERVICE

Definition

For an issuer scored CIS-1 (Positive), its ESG attributes are overall considered as having a positive impact
on the rating. The overall positive influence from its ESG attributes on the rating is material.

For an issuer scored CIS-2 (Neutral-to-Low), its ESG attributes are overall considered as having a neutral-
to-low impact on the current rating; i.e., the overall influence of these attributes on the rating is non-
material.

For an issuer scored CIS-3 (Moderately Negative), its ESG attributes are overall considered as having a
limited impact on the current rating, with greater potential for future negative impact over time. The negative
influence of the overall ESG attributes on the rating is more pronounced compared to an issuer scored CIS-2.

For an issuer scored CIS-4 (Highly Negative), its ESG attributes are overall considered as having a
discernible negative impact on the current rating. The negative influence of the overall ESG attributes on
the rating is more pronounced compared to an issuer scored CIS-3.

For an issuer scored CIS-5 (Very Highly Negative), its ESG attributes are overall considered as having a
very high negative impact on the current rating. The negative influence of the overall ESG attributes on the
rating is more pronounced compared to an issuer scored CIS-4.
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IPS and CIS scores for 1709 issuers so far

20% have CIS 1,4 or 5 — meaning their ratings are different than
they would otherwise be in the absence of ESG issues

CIS 1 shows that ESG considerations can also lead to a positive
credit impact. Currently highly influenced by G factors, but there
are also examples of E and S influencing positive credit
considerations

CIS 1 heavily concentrated in state and local governments and
advanced economies - Sovereigns

CIS 4 and 5 are concentrated in EM Sovereigns, Oil and Gas,
Coal, Metals and Mining

CIS-3 implies that ESG has a moderately negative impact that
could affect ratings in the future

E and S risks more heavily influence negative impact relative to
G considerations

MOODY'S INVESTORS SERVICE

All Issuers Scored as of Jan 21, 2022

Credit Impact Score
@s

7
641

214

751

SCORES nmmmm s
5 4

Social Issuer Profile Score

663

486
400

108

Governance Issuer Profile Score

687

466

334

180

G5 G4 G3 G2 Gl
I
3 2 1
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Environmental classification for all issuers

Carbon transition Physical climate risks Water management

» Current positioning for carbon » Current and future effects of » Non-climate-related risks 0
transition climate change » Impact of economic activity
» Technology, market and policy risk » Exposure to heat stress, » Availability, access and consumption
» Actions to mitigate risk water stress, floods, hurricanes, » Innovations to enhance water use
» Long-term resilience to risk of accelerated sea-level rise and wildfires efficiency
carbon transition » Risk of pollution-related regulatory
violations

Waste and pollution Natural capital

» Non-GHG air pollutants
» Land-based accidents, spills

» Impact on natural systems (solil,
biodiversity, forest, land,

and leaks oceans, etc.)

» Hazardous and non-hazardous waste » Dependency on goods and services

» Circular economy derived from nature (agriculture, fiber,
fish, etc.)

Source: Moody's Investors Service
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Five soclal categories relevant to credit quality for Private

Issuers

Customer relations

privacy
» Fair disclosure & labeling
» Responsible distribution & marketing

Human capital

» Data security & customer —

» Labor relations
» Human resources
» Diversity & inclusion

Demographic & societal

trends

» Demographic change

» Access and affordability
» Social responsibility

» Consumer activism

Health & safety

» Accident & safety management
» Employee health & well-being

Responsible production

e

» Product quality
» Supply chain management 4
» Community stakeholder engagement
» Bribery & corruption
» Waste Management

Source: Moody's Investors Service
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Six Soclal Categories Relevant to Credit Quality for

Governmental Issuers

Demographics

» Age distribution
» Immigration

» Birth rates

» Racial & ethnic composition/trends

» Availability and access
» Condition of housing

Source: Moody's Investors Service

MOODY'S INVESTORS SERVICE

Labor & income

» Labor force participation
» Income inequality

Health and safety

» Healthcare
» Food security

» Environmental quality

» Personal safety & well-being

» Access to primary/secondary
/ tertiary

» Educated populace

» Literacy

Access to basic

services

» Water
» Sewer

» Electricity

» Financial services
» Transportation

» Telecom/Internet

ESG 2022
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Five Governance Categories Relevant to Credit Quality

for Issuers In the Private Sector

Financial strategy &

risk management

» Leverage policy p—
» Capital modeling and stress testing

» M&A strategy

» Dividend and capital allocation policies
» Risk management polices and controls
» Internal controls

Management credibility &

track Record

» Earnings and guidance accuracy
» Regulatory relationships

» Succession planning and key person risk
» Management quality and experience

» Project or subsidiary sponsor support

» Loss reserve development

» Servicer or manager quality

Organizational structure

o]
e

» Organizational complexity

» Legal and ownership structure

» Insider and related-party transactions

» Capital structure and organizational

funding linkage

Compliance & reporting

» Regulatory violations ~—
» Civil and criminal Investigations

» Securities lawsuits and investigations

» Bribery and corruption

» Accounting policies and disclosures

» Consistency and quality of financial
reporting

Board structure, policies &

procedures

» Ownership and control
» Management Compensation design and
disclosure

» Board of director oversight and
effectiveness

» Financial oversight and capital allocation

Source: Moody's Investors Service

MOODY'S INVESTORS SERVICE

ESG 2022

48



Four Governance Categories Relevant to Credit Quality

for Governmental Issuers

Institutional structure

» Strength of judiciary and civil society

» Institutional arrangement that guide fiscal and
macroeconomic policy

» Control of corruption

Transparency &
disclosure

» Comprehensiveness and reliability of
economic, fiscal, and financial data
» Timely financial disclosure

Source: Moody's Investors Service

MOODY'S INVESTORS SERVICE

Policy credibility and

effectiveness

» Fiscal policy track-record and effectiveness
» Monetary and macroeconomic policy effectiveness
» Regulatory effectiveness

Budget management %

» Budgetary and forecast accuracy

» Management quality and experience

» Effective use of multi-year planning for operating and
capital spending.

ESG 2022
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Reference Documents/Reports

M

General Principles for Assessing Environmental, Social and Governance Risks Methodology

»  (E) Environmental

— Environmental Classification

— Environmental Risk Heatmap
(S) Social
— Social Risk Classification (Private Sectors)

M

— Social Risk Classification (Public Sectors)

— Social Risk Heatmap

M

(G) Governance
— Governance Risk Classification (Private & Public Sectors)
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Globally, solar and wind represents about 10% of the generation mix,
moving to 15% by 2027

Renewable,

Global electricity generation by Global generation mix 2022 (left) and 2027 (right)
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Despite record capacity growth, global renewables output lagging behind
demand and not enough to meet increasing electrification

Wind, solar and hydro capacity ﬂ

additions

2021 capacity growth and output assuming
normal load factors vs. power demand
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Headwinds from resource constraints and volatile commodity prices could

hamper renewables growth

Typical requirements of key materials Historical key material benchmark prices
per MW (indexed to Jan 2015)
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Cathode costs have doubled y-o-y and battery metal fundamentals remain

tight on geopolitics and underinvestment in lithium
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The energy transition is re-defining geopolitical dependencies

Nickel Indonesia Philippines Russia
Zinc China India Peru
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

% of global supply (2021)
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