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ESG rating - a new criterion for
responsible investments: the
case of the Chuvash Republic

Hector Alvarez

Rating Associate
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Agenda

* Introduction to ESG
o Our ESG rating
o The ESG rating process
o Why an ESG rating?

* ESG assessment of the Chuvash Republic
o Snapshot of the ESG rating and factors
o Sample report
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Introduction to ESG
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Our ESG rating

ESG?
E -+ Environmental
S -~ Social
(G > Governance

What is an ESG rating?

A measure of how well an entity
manages its exposure to
environmental, social and
governance risks and

opportunities.

100 AAA
920 AA
80 A
70 -

BBB

60
50 BB
40 B
30 cce

20
10
0

CC

What are the benefits?

For Investors

Social and

Financial

environmental
impact

returns

For the rated entity

Signal for
investors and
consumers
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The ESG rating process

Data Input
.l
E
S

Data Analysis

Sources of information:

* Rated entity
e Government
* Media

* Other public sources

Preliminary Score Calculation

Final Score Calculation
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The ESG rating process

Current and potential exposures

v

Policies in place and level of
reporting

v

Performance shown by empirical
evidence

Preliminary Score Calculation

Final Score Calculation
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The ESG rating process

Data Input Data Analysis

Current and potential exposures

Outstanding carbon emissions.

Policies in place and level of
reporting

S The entity has solid environmental protection
regulations/laws in place and CO2 emission
levels are periodically reported.

Performance shown by empirical
evidence

The entity has reduced carbon intenstity by
4%.

Preliminary Score Calculation

Final Score Calculation
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The ESG rating process

Data Input

Data Analysis

Current and potential exposures

Labour security.

Policies in place and level of
reporting
The entity has internal policies which guarantee
the health and safety in the work environment
and internally report any accidents in a
periodical manner.
Performance shown by empirical
evidence

There is no evidence of accidents in the workplace.

Preliminary Score Calculation

Final Score Calculation
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The ESG rating process

Data Input

Data Analysis

Current and potential exposures

Corruption.

Policies in place and level of
reporting

The entity has a strong anti-corruption and
compliance policies.

Performance shown by empirical
evidence

The entity is not under investigation for

corruption, bribery or any other type of fraud.

Preliminary Score Calculation

Final Score Calculation
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The ESG rating process

Final Score Calculation

Current and potential exposures

Assign a score
U e

RATING AGENTUR

Policies in place and level of . .
reporting Multiply by weights
‘
Sum the weighted
scores
Performance shown by empirical v
evidence L

Score for the section

10
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The ESG rating process

E o Current and potential exposures Score ESG E S G
© _ 89 - 100%| AAA[esg] | AAA[e] | AAA[s] | AAA[g]
X Assign a score 768-89% | AAlesg] | AAlel | AAls] | AAlg]
= @ , 67-78%| Alesgl | Ale] A[s] Alg]
u - i 56 - 67% | BBB[esg]| BBB[e] BBB]Js] BBBJg]

L 44-56% | BB[esg] | BBJe] | BB[s] | BBIg]
Policies in place and level of Multiply by e ght . 33-44%| Blesg] Ble] B[s] B[g]

reporting 22-33% | CCClesg] | ccCle] | ccCls] | cCClg]
H 11-22% | CClesg] CCle] CCJs] CClg]
v 0-11% | Clesg] Cle] C[s] Clg]
Sum the weighted
scores
Performance shown by empirical v
evidence L

Score for the section




(]
w
(6]
2
w
o
<

-
4
n
[
X
L
\ ¢

OF RATING

GROUP

INTERNATIONAL

EUROPE

Why an ESG rating?

ESG and Credit ratings not correlated

AMA t > L o) *+

t t > >,
AA+/AA- HO—0- 0 -

t 2 t s 2

T -+ *

L 2 + s 5
444

884/ 88-

_________ P e R
o .
0 2 * % : < 6 8 10
8e/8- | :
> I
l
: Base ¢ DM
" * EM FM
i | Others
Source: Allianz Global Investors
UNPRI Signatories
USD tn Nr.
80 2000
60 1500
40 1000
20 500
0 0

2010 2011 2012 2013 2014 2015 2016 2017
Nr. of Signatories (rhs)
—@— Assets under management (USD tn)

Source: RAEX Europe based on data from the UN

] -

Positive overall performance

» Corporate financial performance
* Better returns on bonds

* Lower cost of capital

* Better operational performance

* Less volatile

Source: Deutsche Bank, Morgan Stanley Institute for Responsible Investing, University of Oxford

Demand

of assets under
management could be
influenced by some
sort of ESG motivated
policy or regulation.

of millennials
are more interested in

responsible investing.

Source: TIIA, Investment Company Institute 12



ESG assessment of the
Chuvash Republic
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Snapshot of the ESG rating and factors

ESG

0%

11%

CC

22%

CCC

33%

44%  56%

Rating thresholds

B . BB BBB | A
éBB[eSglé
=L

67%

78%

89%

100%

Environmental
risks and

opportunities

UIENOANG Environmental
budget
management programs
94%
50% "
55%
Transparency and Environmental
corruption  83% / performance
45%

Investment 57%
attractiveness and
business-support

Performance of
social metrics

Presence of u
political risks and Social
support to the 8 ;;% responsibility
government
Investment
responsibility

14
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RAF ((exeerti ]

The Chuvash Republic

Macrn - Puasrmey - dircey - Mk - gty ESG Rating
5 October 2017
Responsible Expert: Risk map
Viadimir Gorchakow
Rating Associate Enviroamental lsks and
oppartunities
For further information contact: Cuality of the busdges Environmental
Rating-Agentur Expert BA GmbH management i
Walter Kolb-Strasse 9-11, 0%,
60594 Frankfurt am Main, Germany 5w
+43 {69) 3085-45-00 Tranrencyand e
£ corruption 3%, perfumance
E-mail info@raexpertay
wwwiraexperten 7%
nvestment il
v S < Ferfarmance of sockl
Ratings business suppart an
: = Prasance of palitcal

Sacial g}[;gg] i64s 3nd uppart  the Socul respossibiy

Governanre sovernmant e

ESC BE[esg] Inuesment

respansibiey
Summary

Rating-Agentur Expert RA GmbH assigned BB[esg) ESG rating to the Chuvash Republic, which means that the management of
ESG related risks and opportunities is of sufficient level. The ratings of each section are as follows: BE[&] environmental rating,
BE[5] social rating and BBE[g] governance rating. The region has a strong environmental policy which is based on the presence

ofa lone: program as well as the existence of a public body responsible for this policy. At
the same time, the envi sks was ined by a moderately low level of envi 1 protection

programs financing. The assessment of social risks was positively supported by the presence of different social programs and
socially oriented PPP-projects, while poor security metrics have an adverse effect on this section. The assessment of the

regional governance was positively supported by sufficient level of p f anti and
v level of the self-decl disel while moderately low quality of the fiscal budzet planning, related to the
systematic risks of the Russian budget system in 2016, affected the assessment negatively.

ESG scorecard ESG score and rating per section
Sction Sub-sectian wWelght _ score
e alesg)
Eavronmenti s andcppornnte | 1Li% 0%
Emtronment | Exvironmentsl prorammes 1%
Environmental pertarmance 1% @ g
Porformance of soctal metrics 45w
Sockal | Soctlresponsiilty asw | ame s usis)
Investment recpanainy o [
Fresenoe o polEial Tk and oppart
tathe governmant SE% | A E EEfe|
s
Governance
Tremmpremty el corsapion ws [ o%  Lm TR e Ses 6TH TSR 8o Lo0w
Rating threshoids
Qualty o e butget msnagoment waw sew
Disclaimer
The Agency dicaims all M comnection Witk ay, conseq fons conelisions, Tons N other acrions diverty o
indirectly related to the conclsions and opinions contuined in the Apeney's Assearch Reports
This Report represents the opinion of Rating-Apen tur Expert RA GmbH and is not a buy, hold or sell any securities or arto make

investment decisions.

Page |2

Presence of a detailed and ive long-term
policy program and a public body responsible for the policy
Chuvash government has a well-defined environmental policy program,
called “Development of the namural resources potential and environmental
safety for 2014-2020" that covers all key environmental risks of the region:
! safety; p and & of objects of fauna;
development of water management complex: forestry and handling of
waste, This program includes detailed measures, efficiency memics,
responsible bodies and sources of financing, In addition, the regional
has a body for the policy - the
Ministry of Natural Resources and Ecology of the Chuvash Republic, which
«can be considered as a very transparent structure.
Exposure to several natural and human related ecological risks,
which are partly mitigated by the authorities’ actions
The Chuvash Republic is exposed to various natural ecological risks [soil
dezradation, fires and floods) as well as risks originated from human
activity (deforestation. pesticides and fertilizers pollution. vehicular air
pollution and osthers). However, most of these risks are partially mitigared
by different actions implemented by the regional authorities, such as
strengthening the control and building of new facilities (flooding
protection constructions, new national parks and wastewater treatment
farilites).

level of i inenvi PP
The region uses a limited number of environmental oppormunities, such as
hydroelectricity, energy efficient street lighting and more ecological fuel
for public transport, while other environmental opportunities such as
wind power or biofuels are also available.
Moderately low level of i l i
financing
According to the 2016 results, only 0,11% of the total consolidsted budget
expenditures were atiributed to the “Environmental protection” section,
as compared to 0,22% on average for all Russian regions. Moreover, the
risks of insufficient financing were recognized as key risks for the
ful impl ion of the envi 1 policy program, while
only 15% of the program costs were planned to be financed by the
Republican budget. In addition, the region has limited involvement in

ecological

List of major eontroversies

Controversy | Type of factor

No controversies were found | Eavironmental |
S R
e e s

Disclaimer

The Agency dilains ol Koty I comecton wich &, e For and oeher aeons ey o

indi © irions conzind i the Agency s

This Report inion of Reting-Ag (pert 4 GmbH and isnota o huy, hoid a sell amy securities or assets, arto make
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Sability of the government
Support to the government
Investment atractiveness |
business-climate

Industrial parks and free economic

Sufficient level of regional government wansparency and well
developed res v imapact 4
The regional government discloses the key information about the
government decisions, meetings and vacancies on time on its websites.
However, the region has a significant room for improvement in terms of
structure of its websites (currently the structure is decentralized),
language options (currently only Russian and Chuvash) as well as
deepness of information disclosure. In addition, the region has acting
system of regulatory impact assessment (RIA) with the special web-site
including function of comments and official public body responsible for

atan

Fage |3

Very low level of infant mortality rate

Chuvash Republic has a very low level of infant mortality rate as compared
to national and international levels: 3,2 pro mille in the Republic in 2015
as compared to & pro mille on average in Russia and 31,7 pro mille in the
‘World (see graph 1).

Variety of social programs and social oriented PPP-projects

The majority of the government-financed programs are socially oriented.
In addition, the government is invohved in several PPP-projects in the area
of local urilities, such as water and heating supply facilites,

Elevated levels of public spending on social support per capita and

INTERNATIONAL

prartices - this process. However, the procedure can be improved which is evidenced poverty levels in national terms
ﬂ_,mm “‘f"“'“i,':"ﬂfﬂnﬂ” by the 24% position in the 2016 rating of RIA development in Russian Graph 1+ Infant mortality sate The share of population with 2 net personal income below the national
administration ) regions, prepared by the Ministry of economic development of the Russian minimum in the Chuvash Republic was above 18% as of the end 2016, as
i Federation. N compared to 14% country average. At the same time, the level of spending
Bodies Presence of anti-corrupti dures and satisfactory level of the e — on social policy was equal to RUE 11,2 thin 2016 (adjusted for the cost of
g e s udest self.declarations disclosure N life), which is slightly above the median level for Russian regions.
v Quality of the fiscal budgst. [ ion for the i of anti ption activities in the Micdle Exue i North Akics Moderate level of education metrics
;':;wfm;u s - Chuvash Republic has been in place since 2015, conducting mestings at Ve s L e The region is chavacterized by a moderate share of employed people with
Tax s and erecits least every quarter and disclosing the minutes in the internet. Also, all higher education as compared to the national peers (29,3% against 33,5%
public bodies of the have upto date self- fons disclosed for country average), as well as an acceptable amount of spending on
online and containing the actual information about the income and Conral B it education per capita (RUB 14,1 th as compared to RUB 17,6 th country
property of employees and their families. However, the efficiency of the [ average).
anti-corruption palicy can be improved due to the presence of corruption Mg Uik ignificant room for imp of i policy in terms of
seandals in the region (mostly on the local level). Roaninaud attracting social responsible industries
Various tax reliefs for investors complemented by the assessment of vomomm Despite the fact that significant part of investment projects in the region
their efficiency e AT (T et i e Wk are socially oriented, and the major part of measures from investment
The Chuvash government provides reliefs for corporate tax (reduced tax strategy of the region are also socially related, the region has a significant
y Graph 2: No. of murders per 100 th people R ) N LS
rate), property tax (reduction of the amount of tax payables and reduced . - room for improvement of investment palicy positioning in order to attract
tax rate), transport tax and the special taxes for individual entrepreneurs. arlbbean sl statss i socially In i
In addition, the government has yearly publically availsble report on [T —— the industzy pricrities of the strategy can be by
efficiency on provided tax reliefs in the region. e maore social responsible industries, as well as tax reliefs for the social
level of political stability and political support e s respansible investors can be hi as key investment of
The current governor of the region was appointed in June 2010, and then W the region.
elected with more than 65% of votes at the election in September 2015. At ForhAmerion Poor security metrics
the same time, this factor was affected by the moderate position of the head e —— The Chuvash Republic has an elevated number of murders per 100 th
of the region in the independent political science ranking. oped Catd Mk people, which stoed at 7,9 in 2015 as compared to a 5,3 World average [see
Medium level of investment attractiveness Bt dntn & Pacste graph 2). In addition, the region oceupied only the 5% place by total
A ing to the Raring of i an from RAEX-Analytics Conteal Burge & Ralics amount of spending on national security per capita in 2016: RUB 0,3 th as
for 2016, the Chuvash Republic was attributed to the group 3B1 (reduced ferpemie compared to a RUB 0,8 th average for all Russian regions.
potential - moderate risk), same as mast of Russian regions. In additon. e A ) et s Moderately low level of spending on health care system
investment attractiveness of the region is limited by the presence of only " The region occupied the 79 place by total amount of spending on the
one acting industrial park and absence of acting special federal economic health care system per capitain 2016: RUB 2.7 thas compared to a RUE 8.9
zones. However, in the short-run the assessment can be positively affected th average for all Russian regions.
by the building of new industrial parks (curvently in the capital of the L of major ca .
region there are two industrial parks under construction), as well as
creation the new “territory of advanced social and economie development™ Controversy Type of factor
mone of the towns of the region. No controversies were found Social
Soure AR (arope) PR U —
Disclaimer Disclaimer
The Agency disclaimes all liabilizy in conmection with any fons, eonchisions, fons and other aceions directly ar The Agency disclaims alf Kability i connection with @y fons, conusions, ‘and ather actions direezly or
3 o i 2c Cepray v oty s indir o i ined in the Agency's Reseurch Reports.
This Repart inion of R Ag rpert BA GmbH and isnota £ buy, haid ties or assets, orto make. This Report inion of R 49 xpert A GmbH and s not o buy, hoid o seil amy securities or assets, ar to make.
] et Do
I
I
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Satisfactory quality of fiscal budget execution and debt management
The quality of fiscal budgst execution and debt management in the
Chuvash Republic was supported by the absence of overdue accounts
payable and debrt over the last years, low share of short-term debt and
presence of internal audit for the budget executors. However, the
was dby the moderately high deviation of the amount
of budget spending in the 4Q 2016 from the average amount during 1-3Q
of the year, as well as lack of experience in bond issuance during the last 3
years (the latest issuance of bonds was performed in 2013).
Moderately low quality of fiscal budget planning, related to the
systematic risks of the federal government's policy in 2016
The quality of the fiscal budget planning in the region was limited by the
systematic risks of the Russian budget policy in 2016, expressed in the
poor planning by the federal government in regard of distribution of
transfers to the regions within the year. This was reflected for the Chuvash

Fage |6

Minute's summary:

The raing commisefr ESC £ of e Chrach Repulic s bild o 28 Septesber 2017 h gaoris o hersing o s recet. A the
mpnumuenpm presented the factors, wi Tating thei

vithin the framework of the ESG umin)d.ol.uy for mgms The it o e raungmmumeeens\urd that every member of e conumiciee expressed
his /her opimion befare proceeding to the voting.

used for 3 gy for Assigning ESG Ratings to regions - Short Public Version (from September
znlncmmmuMmdermmmngmhMmmmﬂmﬂnwmmmmmm scriprions. anddeﬁmonsnfanrmng
categories can be found under the fo - Hizps: ) raexpers ey /ecg regions) under the ‘Rating scale” section. The wser of the rating shall read the

liowing ick:
meshodology in order to have a full inderstanding of the rating procedure,
These rmngrmu:md The rated entity participated in the rating process.

Yt soupces ofnformation: The Govermensof the Chavch Reputl, iy of s ofthe sian Fdrstion Miisy of econsmnie development of
the Russian Federation, Ministry of Natural Re of the Russian Fed:

Linits of the Raring
Dring the g g grocess Rt Ay st A Gt e dgency) s pulily avllble formion s cosidered e el
compléte and non-biased The respansible expert performed the rating assessment of the region with information considered as the most reliable and up

m.ummwmmsauwmuuammgonmmAm:mmmfmamdmpmmsmmmummusedfwms
specific assessment can be considered a5 of sufficient quali

INTERNATIONAL

Republic in the moderately high difference between planned and executed Reglatory e ) o )
v fiscal budget metrics in 2016: the total amount of revenues and ESEC rath notconsidered a within [EC) Mo 1050,/2005.
expenditures exceaded the initially planned figures by 28,8% and 15,53 Confict of imterest
respectively. In addition, the fiscal budget plan was revised four times b st nm'hrlasedby s s e Al pees involved in the rating assessment and
during the last year. Both factors were consequences of the poorly planned R ef e ey v epore s o coneics e bef “:"“’fm Fang process
schedule of federal transfers’ distribution in 2016. At the same time, the Ecpert RA Gun & e sgenciesof the RAZN graup.
region had on-time approved fiseal plan for 2016 and no liquidity gaps Rick warning
" : 3§ e 5 i - . . - acmions d
dumnrgﬂmym. which gave some support to the end-assessment of this Ay tscins ol by comnecton i a consequences I
This report represents the opinion of Rating-Agentur Expert R4 GrebH and is not 2 recommendation t buy, hold or sell any securisies or assets, or 1o make
List of major controversies iestment decisions.
Office responsible for preparing the rating
Controversy Type of factor | ‘The office responsiale far the preparation and issuanee of this raring is the office of Rating-Agentur Expert RA CmibH in Frankfurt am Main, Cermany.
No controversies were found Governance | Rating.Azentur Expert RA GanbH is a credit rating in Germany. hall comply with all mforce.
Snirce: RARK (Rurope) calculatxms based n data frors the goveramaat of he Chavash Repabic, Mintstry of Neaaca of the e the Rumtan Frdsrazin, nthe Buropean Union.
e ol el rities and Marl ) the ETF's direct sup e (CRAS), ExpertRA
GubH as 2 CRA under x.guauon[mmmso,zowurme European Parfiament and of the Counctl of 16 September zuwmmmmngagmm.mm
effect from 1 December 2015.
Hatn Ao Expert R4 G applesth Codeof Gt Fudamenal fo et raingsgences ey the Itemaios] Ongarization ofSecrices
ode) and i principles of 10500 Code inits Code of Conducr.
E Disclaimer - - — Disclaimer.
The Agengy. m‘&m’s all liability in connection with any conclusions, d ather actions direstly or The Agengy disclaims ﬂ"]lubz.n’] in connection with @y conclusions, and other actions directly or
s in the Agengy's Research Reports. _ indirectly relared to. ions. and opiniss conzoinad in the Apemgys Research Repores
This Repart o rpert RA GmbH and isnota 0 buy, hold or sell any securities or assets ar to make T Bepors represents the apinio of Ratiog Apentur Expart FA Gl end ot assets or to make
investment decisians. imvestment decisions.
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Thank you for your attention!

Hector Alvarez

Rating Associate

Rating-Agentur Expert RA GmbH
Walter-Kolb-Strafde 9-11, 60594 Frankfurt am Main.
Tel. +49 69 3085 4500 ext. 1213

www.raexpert.eu

alvarez@raexpert.eu
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