ESG Research and Ratings
Methodology
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Independent Research and Indexes since 1988

For over 20 years, KLD Research has enabled investors to integrate

environmental, social and governance (ESG) factors into their investment

strategies and analysisY [ 5 Q& LINBLINASGFNE 9{ D NBASI NX
our clients with accurate, commhensiveand comparative research data.
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analysis othe ESG performance of thousands of companies worldwide.
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This document presents the three stages of the KLD Research ingsRarocess.
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Framework 5SGSNXY¥YAYAYI gKAOK RFGF 3IAGS GKS FdzZ £ Sai
Research Gathering, evaluating, and updating ESG performance data.
Ratings Translatingdata into comparative userfriendly metrics.

The Scope tKLD Research Coverage
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range of ESG ISsues, a broad o Waste o Controversies e Supply Chain * Employees
sample of which is listed to the * Pollution * Product Impact e Customers o Marketing
right. In addition to ESG ® Sutamable e Management * Diversity * Human Rights

) esource Use Systems

researchKLD analysts monitor ‘
company involvement in LD Research

pany Governance Coverage Involvement
weapons, nuclear power,
tobacco andbdther lines of o Compensation e Transparency » Weapons e Faith-based

; f e ProxylIssues e CSR Reporting » Nuclear Power o Animal Welfare
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Research Ratings

Framework Determiningwhich data3 A @S G KS Fdzf f Sad LIAOGdzNE 2F S
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environmental, social and governance performari€eD measures the impact of each firm on five

categories of stakeholders, and also develops a Company Indicator Framework to best capture the ESG
challenges most relevant to each firm.

KLDESG Stakeholder Categories

As ESG analysis seeks to understand the broader impact of business, KLD look¥ &t &bhQ a A Y LI Of
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land with business, or are affected by its emissions.
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Community & Employees & Governance &
Cust :
Society USIOMErs Supply Chain Ethics

Environment

Environment
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including its efforts to reduce or offset the impact of its products and operations.

Community & Society
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communities where ibperates, including its treatment of local populations, its handling of human rights

issues and its commitment to charitable giving.

Employees & Supply Chain
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contractors and suppliers. Issues of particular concern include-{alamagement relations, anti

discrimination policies and practices, employee safety and the labor rights of workers throughout the
company supply chain.

Customers
Y[ 5Q& NIANI yBA2NJONEAIC2NYSNE YSIF AdzNE GKS ljdz2rf Ade | yR 3
marketing practices, and its involvement in andimpetitive controversies.

Governance & Ethics
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practices, including company sustainability reporting, board accountability and business ethics

programs.
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Major Issues for eaclE SGStakeholder Category
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Environmental Philanthropy Advertisin Management Reporting &
Issues E Relations Engagement
. Impact on Product/Services G &
cl te Ch: ) ) overnance
imate Change Quality & Safety Employee Safety Board Structures
Non-Carbon . . "
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Effluents, Waste ivi olitica ractices Diversity
Impact of "
Products & Political
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Management and
Use

Company Indicator Framework
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universalg they apply to every firm we study. Others may be more relevant to companies in one

industry sector, but less relevant to firms in other sectors. For example, quantifying the environmental

impact of a mining company will require different metrics than an assessment of a bank.

EachCompany Indicator Framewoitkcludes nation, region, peer groupand companyspecific
metrics, anduniversal ES(dicators that are relevant to all companies regdjasss of region or industry.

Peer Company Company
Group Specific Indicator
Indicators Indicators Framework

Universal Regional

Indicators Indicators

D
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Researb Gathering, evaluating, and updating ESG performance data.

KLD haslevelopedits analyst tears, data sources ancesearch process over more than two decades of
experience.

KLDAnNalyst Teams

Y [ Satndysts cora from academic and professional backgrounds including law, economics, finance,
internationalrelations, environmental policgnd corporate responsibilityAnalysts are organized into
sectorspecific research teams, each led by a senior analisD semir analysts average more than 10
years of ESG research experience.

ESG Data Sources
Analysts collect and analyze data from sources in three categories, as illustrated below.

* Direct communication with company
¢ Annual report

* 10-K

* Proxy Company

 Sustainability/CSR reports

RESEARCH

* Labor & environment regulatory data
e Human & labor rights organizations

« Environmental advocacy groups Government &

e Trucost (Environment)
* SIRIS (Asia Pacific region) NGO Data

e Carbon Disclosure Project (CDP)

* 14,000+ global news sources

Media
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Research Process

Monitoring of Media Sources

KLD searches media sourdesrelevant
ESG informatiorand analysts note
significant controversies or performance
AYLINRGSYSyia Ay SIFIOK O2YLI yeQs§

Monitoring of Government
& NGO Data
Analysts update company reports

periodically when relevant ESG data is Company

released by governnme agencies, ESG Rating &

research providers, angon- Annual P fﬁ Govt/NGO
T Review & QA rofile Monitoring

governmental organizatiorNGO3.

—

Annual Review

KLD performs an amal review of each

O2 YL yeé Qa pnfileiTheraview | v R
updatesour analysis with the latest
companyreported information, Media
including ES@erformance data from Monitoring
regulatory filings, company websites and
sustainability reports.

Dialoguewith Companies
As part of the annual review process, KLD enters into a formal dialogue with each company in order to
solicit feedback on our analysis and tdlga additional ESG data.

Quiality Assurance
Y[5Q3 lidzZt t AG& FaadaNIyosS LINROSaa AyOf dRSa

e Peereditingof al company profiles
e Monitoring company analyssfor consistencgcross industries and issues
e Developnentof new ratingswhen applicable
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Ratings Translatingdata into comparative userfriendly metrics.

To describe ® 2 Y LI BS@& @e#formanc&LDusesboth numerical sceesanda letter-based rating
scale. The diagram below illustrates thelével progression from raw ESG data to ratings and scores.

Toevaluatea company, analystsanreviewmore than2,000Performance Data Rats and scorenore
than 200 Performancendicators. (See LevBland Level 6 of the diagram.)

Thescores generated from thes#ata points and indicators are aggregated insiep process (see

below)from Performance Ratings, to ImpadatiRgs,to individual ESG Ratings to the overalin@any

ESG &ing. (Note that the ESG Ratings at Level 2 correspond with the Stakeholder Categories described

in the Framework sectiorThe Leve3 Ratings correspond withtitea 22 NJ LaadzSaé¢ Ay (GKS
page 4)

Composite ESG Rating

Level 2 E - S - G Ratings

/ Level 3 \20 Impact Assessment Ratings
65 Performance Ratings
Level 4 (Initiatives — Performance — Controversies)
/ Level 5 \200+ Performance Indicators
/ Level 6 \2, 000+ Performance Data Points

The Company Indicator Framework in Action

As explained in the Framework sectiéti,[2 @ompany Indicator Framework encompasses both
universal and compaiiegion-specific metricsThis ensures thakLDRatingscapturehow a company
managests mog relevantESG issues.

Certain Indicatorsvill have a larger impact ongivenO2 Y LI y & Q& { O Fddxgnplehe wl G Ay I &
Climate @ange impactAssessment Rating hashigher weighfor electric utilitiesthan it does for

banks and has a larger impact on both the Level 2 Environment rating and the Lévetdany ESG

rating.

Copyright © 2009 by KLD Research & Analytics, Inc. All rights reserved.



m

The following graphic illustrates how climate chanigkated Level 5 Performance Indicatara/hich
includlS Mt 2F Y[5Q& Y2NB JXKIKWLIS nln K SIS K 0 LYTRIA OF G2 NEN.
Rating.

How Performance Indicators Shape Company Suwpi& Ratings

Level 1 The overall Company Rating score is aggregated Ei8@Ratingdor 5 stakeholder
Company Rating categories including Environment.

Level 2 The EnvironmenESG Rating aggregated from the 5 correspding Environment
ESG Ratings ImpactRatings, including Climate Change.

Level 3 TheClimate Change score is aggreghkiem the 5 corresponding Performance
Issue Ratings Ratings.

Level 4 The Climate Change PerformariRatingsare composed from measures of 5 aspects
EETRinENEEIhE ESG management.

Level 5 hT Y[5Qa Y2NB GKLIy atorsyl7 arémbstapplicdffezoNady |y
N IR e fottele analysisof ©2 Y LI y & Qa OfelattlESSperdinianged S
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