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A Data-Driven Approach
to Responsible Investment
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Institutional investors are increasingly defining custom
environmental, social and governance (ESG) goals.

A 2021 survey of BNY Mellon clients, representing asset
managers, asset owners, alternative asset managers,
banks, broker-dealers and insurance firms, found that 63%
of respondents would conduct or continue to conduct
sustainability-themed or impact investing over the
medium term. That number increases to 69% among asset
owners specifically, including central banks, pensions and
sovereign wealth funds.! This represents an evolution to a
proactive approach, compared to a historical approach to
ESG investing that focused more on excluding particular
companies or industries, and additional research indicates
that this percentage is likely to increase.?

This growing trend is creating demand for sufficiently accurate data to measure
themes and impact. Although there are many data methodologies and metrics,
there is still no universally accepted source for investors to use. So, do they have
the right data to support their investment decisions?

Addressing this question requires understanding:
e What ESG themes and impacts matter most to investors

» How investors make use of the data available to them and
whether it is sufficient to their needs

» How investment outcomes in conjunction with ESG goals
can influence their decision process

"BNY Mellon, “The Race to Harness ESG and Sustainability”

2FTSE Russell, “Asset owners are buying into sustainable investment”
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https://www.omfif.org
https://www.ftserussell.com/index/spotlight/sustainable-investment-2021-global-survey-findings-asset-owners

What Matters to Investors?

BNY Mellon analyzed a range of more than 2,000 responsibly focused investment goal
selections, spanning institutional investors in North America (44%), EMEA/UK (43%)
and Asia (13%), and representing an equal number of asset owners and asset managers.
The data was drawn from the crowd-sourced metrics collected from BNY Mellon ESG
Data Analytics subscribers® between July 2020 and July 2021.

We mapped these goal selections to the 17 United Nations Sustainable Development
Goals (SDGs) and found that nearly half fell into just three categories (see Figure 1):

» Responsible Consumption and Production (18%)

« Climate Action (17%)

« Sustainable Cities & Communities (12%)

Figure 1: Nearly Half of Responsible Investment Goals
Are Clustered Around Three Themes
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3BNY Mellon ESG Data Analytics is a cloud-based application that enables investors to extract value from data to meet
specific needs from investment policy development and portfolio management to monitoring and reporting.
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This exercise, by providing a better understanding of investors’ goals, gave us a clear
indication of the data of greatest relevance to them. Since these are such broad
categories, however, we then did a second round of analysis, applying natural language
processing to the thousands of factors within the ESG Data Analytics application, to
zero in on more specific underlying ESG factors identified as goals, normalized across all
data sources.“ This identified investors’ top 14 selected ESG factor goals (see Figure 2).

Figure 2: Investors’ Top 14 Factor Goals Cover E, S and G Categories
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The question we needed to answer, at that point, was: Do investors believe that there

is sufficient data available to support these 14 factor goals? With ESG Data Analytics,
investors have the option to track and provide feedback on whether individual data points
meet their goals. Investors can vote in one of three ways:

1. Vote to accept a factor and use it for investment portfolio construction and monitoring.

2. Vote to ignore a factor, keeping track that they reviewed it but decided against using it.

3. Vote to reject afactor if, in the investor’s view, the factor does not meet their expectations.
This functionality forms a virtual feedback loop: Other investors can see what data their
peers found useful; data providers can understand where investors have requested

enhancements; and investment product manufacturers gain insight on the goals that
investors have prioritized.

“The sources used to support investors’ chosen themes came from a wide range of public, vendor and proprietary sources.
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Across all data used in ESG Data Analytics between July 2020 and July 2021, 14% of the
factors were rejected or ignored by investors while 86% were accepted. While this may be
considered an acceptable balance, it needs to be noted that 68% of the factors rejected or
ignored aligned to the 14 most selected factor goals in Figure 2. This means that most of
the data for the top 14 factor goals was considered unfit for purpose.

While it can be expected that the most selected data will also be the most scrutinized,
this indicates investors think the data they most need does not completely meet their
goals. The breakdown of rejected and ignored data amongst the top 14 selected factors
are represented in Figure 3.

Figure 3: Rejected and Ignored Factors Amongst the Top 14 Selected
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Double Materiality
and Greater Transparency

While investors need appropriate data to understand how investments align to their
ESG goals, they also need data to help them understand how the inclusion of ESG
factors in their portfolios can impact their investment performance. The concept of
“double materiality” is often used to describe investors’ desire to balance financial and
non-financial outcomes. Not only does it measure the impact of ESG on a company’s
performance, but also the company’s impact on the broader world.

BNY Mellon uses two types of impact metrics: SASB financial materiality screening

in investor-led sustainability factors or themes selection, and financial performance
contribution from investor-led sustainability factors. SASB Standards guide the disclosure
of financially material sustainability information by companies to their investors.

According to the Non-Financial Reporting Directive, a company is required to
disclose information on environmental, social and employee matters, respect for
human rights, and bribery and corruption, to the extent that such information is
necessary for an understanding of the company’s development, performance,
position and impact of its activities. Climate-related information can be considered
to fall into the category of environmental matters.®

European Commission, Guidelines on non-financial reporting: Supplement on reporting climate-related information,
June 2019, last accessed October 27,2021, p. 6.

5 SASB, “About Us,” last accessed October 27,2021
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While double materiality is compelling in theory, it is difficult to measure and report
accurately. Data limitations, differing individual client preferences on which factors
to use and the varying weights of such financial and non-financial outcomes, all add
potential complexity, making it difficult to accurately compare companies in portfolios.

Therefore, transparency in data points that are relevant for investor decisions is critical,
and the quality of data is more important than quantity. For example, SASB Standards
provide a more specific set of metrics to guide decision-making. In addition, investors
will typically prefer to focus on their priorities. Proprietary ratings can add further
nuance by giving investors a chance to remove noise from their various holdings with
multiple managers.

Clear Goals, Clear Outcomes

Matching full transparency of portfolio goals and holdings with diversified and
verified data sources ultimately creates best-in-class reporting for responsible
investments. We believe the minimum elements of such reporting include:

1. Clear descriptions of the objective(s) of the portfolio so that investors have
sufficient information on what they are buying and the portfolio’s aims,
thereby achieving appropriate product suitability to match their objectives

2. Arange of ESG data points including:
« an overview of ESG metrics on the portfolio;
e E,S and/or G benchmarking versus index/indices; and

« coverage of ESG data as % of portfolio

3. Disclosure of holdings in the portfolio, including details of E, S and G
standout ratings (both good and bad) on individual securities for equity funds
and identification of green, social or sustainable bonds as %'s of the portfolio
for bond funds

4. Details on stewardship, the portfolio’s desired outcomes and achievements

(e.g., publishing actions taken to align to responsible priorities, voting records
and goals for engagement and proxy voting).
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Data Quality Still Poses Challenges

Recent industry surveys have commented on the gaps, deficiencies, and even outright
absence of ESG data. For example, a survey published by the Index Industry Association
in July 2021 found 63% of asset managers surveyed in the US and EMEA named the lack
of reliable ESG data as a major or moderate inhibition to making investment decisions.®
Metrics from BNY Mellon ESG Data Analytics confirm that given the choice, investors
consistently select factors with better completeness, depth, materiality and recency
for investment selection and oversight.

In summary, investor acceptance of ESG factors suggests that data on the most popular
factors selected are not universally considered to be fit for purpose. But we believe data
is on the verge of improving, with investors finding and using more outcome-oriented
data. The current proliferation in data requests in both volumes and types confirms that
institutional investors are using more data sources to cross-reference their views,
validate the data at hand and assess the outcome of their decisions.

Moreover, such demand is driving significant data innovation as data management
capabilities evolve and as standards further solidify. We believe investors who stay at
the forefront of these data improvement trends will be rewarded with better data and
tools as they continue to pursue their responsible investment goals.

Corinne Neale is Global Head of Business Applications for Data
& Analytics Solutions at BNY Mellon.

Gerald Rehn is Head of International Product & Governance at
BNY Mellon Investment Management.

6 http://www.indexindustry.org/esg-survey/
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BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference the corporation as a whole and/or its various subsidiaries generally. This material and
any products and services may be issued or provided under various brand names of BNY Mellon in various countries by duly authorized and regulated subsidiaries, affiliates, and joint ventures of
BNY Mellon, which may include any of those listed below:

The Bank of New York Mellon, a banking corporation organized pursuant to the laws of the State of New York, whose registered office is at 240 Greenwich St, NY, NY 10286, USA. The Bank of New
York Mellon is supervised and regulated by the New York State Department of Financial Services and the US Federal Reserve and is authorized by the Prudential Regulation Authority (PRA) (Firm
Reference Number: 122467).

In the U.K., a number of services associated with BNY Mellon Wealth Management’s Family Office Services — International are provided through The Bank of New York Mellon, London Branch. The
Bank of New York Mellon also operates in the UK through its London branch (UK companies house numbers FC005522 and BR000818) at One Canada Square, London E14 5AL and is subject to
regulation by the Financial Conduct Authority (FCA) at 12 Endeavour Square, London, E20 1JN, UK and limited regulation by the PRA at Bank of England, Threadneedle St, London, EC2R 8AH, UK.
Details about the extent of our regulation by the PRA are available from us on request.

Investment management services are offered through BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, One Canada Square, London E14 5AL, which is registered in England
No. 1118580 and is authorised and regulated by the Financial Conduct Authority. Offshore trust and administration services are through BNY Mellon Trust Company (Cayman) Ltd.

BNY Mellon Fund Services (Ireland) Limited is regulated by the Central Bank of Ireland.

The Bank of New York Mellon SA/NV, a Belgian public limited liability company, with company number 0806.743.159, whose registered office is at 46 Rue Montoyerstraat, B-1000 Brussels, Belgium,
authorised and regulated as a significant credit institution by the European Central Bank (ECB), under the prudential supervision of the National Bank of Belgium (NBB) and under the supervision of
the Belgian Financial Services and Markets Authority (FSMA) for conduct of business rules, a subsidiary of The Bank of New York Mellon.

The Bank of New York Mellon SA/NV operates in Ireland through its Dublin branch at Riverside I, Sir John Rogerson’s Quay Grand Canal Dock, Dublin 2, D02KV60, Ireland and is registered with the
Companies Registration Office in Ireland No. 907126 & with VAT No. |[E 9578054E. The Bank of New York Mellon SA/NV, Dublin Branch is subject to limited additional regulation by the Central Bank of
Ireland at New Wapping Street, North Wall Quay, Dublin 1, D01 F7X3, Ireland for conduct of business rules and registered with the Companies Registration Office in Ireland No. 907126 & with VAT No.
|E 9578054E.

The Bank of New York Mellon SA/NV is trading in Germany as The Bank of New York Mellon SA/NV, Asset Servicing, Niederlassung Frankfurt am Main, and has its registered office at

MesseTurm, Friedrich-Ebert-Anlage 49, 60327 Frankfurt am Main, Germany. It is subject to limited additional regulation by the Federal Financial Supervisory Authority (Bundesanstalt fiir
Finanzdienstleistungsaufsicht, Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany) under registration number 122721.

The Bank of New York Mellon SA/NV operates in the Netherlands through its Amsterdam branch at Strawinskylaan 337, WTC Building, Amsterdam, 1077 XX, the Netherlands. The Bank of New York
Mellon SA/NV, Amsterdam Branch is subject to limited additional supervision by the Dutch Central Bank (“De Nederlandsche Bank” or “DNB”) on integrity issues only (registration number 34363596).
DNB holds office at Westeinde 1, 1017 ZN Amsterdam, the Netherlands.

The Bank of New York Mellon SA/NV operates in Luxembourg through its Luxembourg branch at 2-4 rue Eugene Ruppert, Vertigo Building — Polaris, L- 2453, Luxembourg. The Bank of New York Mellon
SA/NV, Luxembourg Branch is subject to limited additional regulation by the Commission de Surveillance du Secteur Financier at 283, route d’Arlon, L-1150 Luxembourg for conduct of business rules,
and in its role as UCITS/AIF depositary and central administration agent.

The Bank of New York Mellon SA/NV operates in France through its Paris branch at 7 Rue Scribe, Paris, Paris 75009, France. The Bank of New York Mellon SA/NV, Paris Branch is subject to limited
additional regulation by Secrétariat Général de Autorité de Contréle Prudentiel at Premiére Direction du Contréle de Banques (DCB 1), Service 2, 61, Rue Taitbout, 75436 Paris Cedex 09, France
(registration number (SIREN) Nr. 538 228 420 RCS Paris - CIB 13733).

The Bank of New York Mellon SA/NV operates in Italy through its Milan branch at Via Mike Bongiorno no. 13, Diamantino building, 5th floor, Milan, 20124, Italy. The Bank of New York Mellon SA/NV,
Milan Branch is subject to limited additional regulation by Banca d’Italia - Sede di Milano at Divisione Supervisione Banche, Via Cordusio no. 5, 20123 Milano, Italy (registration number 03351).

The Bank of New York Mellon SA/NV is trading in Denmark as The Bank of New York Mellon SA/NV, Copenhagen Branch, filial af The Bank of New York Mellon SA/NV, Belgien, and has its registered
office at Strandvejen 60/5, 2900 Hellerup, Denmark. It is subject to limited additional regulation by the Danish Financial Supervisory Authority (Finanstilsynet, Arhusgade 110, 2100 Kgbenhavn @).
The Bank of New York Mellon SA/NV operates in Spain through its Madrid branch with registered office at Calle José Abascal 45, Planta 42, 28003, Madrid, and enrolled on the Reg. Mercantil de
Madrid, Tomo 41019, folio 185 (M-727448). The Bank of New York Mellon, Sucursal en Espana is registered with Banco de Espafia (registration number 1573).

The Bank of New York Mellon SA/NV operates in England through its London branch at 160 Queen Victoria Street, London EC4V 4LA, UK, registered in England and Wales with numbers FC029379 and
BR014361. The Bank of New York Mellon SA/NV, London branch is authorized by the ECB (address above) and is deemed authorised by the Prudential Regulation Authority. Subject to regulation by
the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a
limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.

The Bank of New York Mellon (International) Limited is registered in England & Wales with Company No. 03236121 with its Registered Office at One Canada Square, London E14 5AL. The Bank of
New York Mellon (International) Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.

Regulatory information in relation to the above BNY Mellon entities operating out of Europe can be accessed at the following website: https:/www.bnymellon.com/RID.

The Bank of New York Mellon, Singapore Branch, is subject to regulation by the Monetary Authority of Singapore. For recipients of this information located in Singapore: This material has not been
reviewed by the Monetary Authority of Singapore. The Bank of New York Mellon, Hong Kong Branch (a branch of a banking corporation organized and existing under the laws of the State of New York
with limited liability), is subject to regulation by the Hong Kong Monetary Authority and the Securities & Futures Commission of Hong Kong.

The Bank of New York Mellon is exempt from the requirement to hold, and does not hold, an Australian financial services license as issued by the Australian Securities and Investments Commission
under the Corporations Act 2001 (Cth) in respect of the financial services provided by it to persons in Australia. The Bank of New York Mellon is regulated by the New York State Department of
Financial Services and the US Federal Reserve under Chapter 2 of the Consolidated Laws, The Banking Law enacted 16th April 1914 in the State of New York, which differs from Australian laws.
The Bank of New York Mellon has various other branches in the Asia-Pacific Region which are subject to regulation by the relevant local regulator in that jurisdiction.

The Bank of New York Mellon Securities Company Japan Ltd, as intermediary for The Bank of New York Mellon.

The Bank of New York Mellon, DIFC Branch, regulated by the Dubai Financial Services Authority (DFSA) and located at DIFC, The Exchange Building 5 North, Level 6, Room 601, P.O. Box 506723, Dubai,
UAE, on behalf of The Bank of New York Mellon, which is a wholly-owned subsidiary of The Bank of New York Mellon Corporation.

Pershing is the umbrella name for Pershing LLC (member FINRA, SIPC and NYSE), Pershing Advisor Solutions (member FINRA and SIPC), Pershing Limited (UK), Pershing Securities Limited (UK),
Pershing Securities International Limited (Ireland), Pershing (Channel Islands) Limited, Pershing Securities Canada Limited, Pershing Securities Singapore Private Limited, and Pershing India
Operational Services Pvt Ltd. Pershing business also includes Albridge Solutions, Inc. and Lockwood Advisors, Inc., an investment adviser registered in the United States under the Investment
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Past performance is not a guide to future performance of any instrument, transaction or financial structure and a loss of original capital may occur. Calls and communications with BNY Mellon may
be recorded, for regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon group entities can be accessed at the following website: http:/disclaimer.bnymellon.com/eu.htm.

This material is intended for wholesale/professional clients (or the equivalent only), is not intended for use by retail clients and no other person should act upon it. Persons who do not have
professional experience in matters relating to investments should not rely on this material. BNY Mellon will only provide the relevant investment services to investment professionals.

Not all products and services are offered in all countries.

If distributed in the UK, this material is a financial promotion. If distributed in the EU, this material is a marketing communication.

This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other professional advice
on any matter. This material does not constitute a recommendation or advice by BNY Mellon of any kind. Use of our products and services is subject to various regulations and regulatory oversight.
You should discuss this material with appropriate advisors in the context of your circumstances before acting in any manner on this material or agreeing to use any of the referenced products

or services and make your own independent assessment (based on such advice) as to whether the referenced products or services are appropriate or suitable for you. This material may not be
comprehensive or up to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular purpose of information given. BNY Mellon will not be responsible for
updating any information contained within this material and opinions and information contained herein are subject to change without notice. BNY Mellon assumes no direct or consequential liability
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BNY Mellon Wealth Management conducts business through various operating subsidiaries of The Bank of New York Mellon Corporation.

Any references to dollars are to US dollars unless specified otherwise.

This material may not be reproduced or disseminated in any form without the prior written permission of BNY Mellon. Trademarks, logos and other intellectual property marks belong to their
respective owners.

The Bank of New York Mellon, member of the Federal Deposit Insurance Corporation (FDIC).
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