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The ESG momentum is growing, nobody can deny it

In the face of both conviction and obligation, the momentum behind
Environmental, Social, and Governance (ESG) considerations is undeniably
growing. The devastating impacts of climate change have heightened
awareness of ESG issues, with a focus not just on physical consequences
but also on their financial implications. At Degroof Petercam, ESG stands as
a cornerstone of our strategy, integrated across all our business lines,
including Investment Banking.

An integrated approach as competitve edge

In our pursuit of ESG excellence, we recognize the need for an integrated
approach, going beyond standalone financial analysis. Sell-side research
plays a pivotal role, guiding institutional investors in ESG integration and
raising awareness among companies on their ESG journey. Hence, we have
developed a standardized ESG analysis methodology combining a
guantitative scoring and qualitative assessment. Regulatory frameworks,
such as the EU Taxonomy, the Corporate Sustainability Reporting Directive
(CSRD), and the Sustainable Finance Disclosure Regulation (SFDR), are
shaping the ESG landscape. Simultaneously, the rise of ESG-oriented
investments is driving demand for robust ESG research.

Bridging the gap for the overlooked

Our aim with this report is to bridge the gap for companies that are not yet
widely rated by predominant ESG rating agencies. This report first delves into
the challenges and progress observed within various sectors ranging from
the challenges posed by non-financial reporting, the lack and consistency of
ESG targets when they exist as well as the level of preparation for CSRD
reporting.

Emphasizing sector differences

With 61 companies covered in this report, we observed that reporting and
ESG integration vary among sectors. Consumer goods companies excel in
ESG reporting, with robust initiatives. Technology firms display good
reporting quality but face challenges in ESG performance. Industries like real
estate, already cognizant of ESG, struggle with data collection. Biotech and
healthcare, due to their early development stage and related resource
constraints, lag in reporting. Investment companies face complexities in
reporting, emphasizing the need for portfolio-focused analysis.

Committing to pave the way

In conclusion, bridging the ESG gap is a collective effort. While challenges
persist, progress is evident. Standardization, targeted guidance, and sector-
specific approaches will pave the way for a more sustainable future.

At Degroof Petercam, we remain committed to guiding companies and
investors in this transformative ESG journey.
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Why this report?

We will all get there, should it be by conviction or by obligation

The ESG momentum is growing. Rare are those who have never heard that word. Beyond the
physical impacts of climate change, which have been devastating in some parts of the world,
awareness around the financial impact of ESG issues is increasing. The materiality of non-
financial risks and how the latter could impact companies’ performance is a growing
concern.

ESG is one of the key pillars of Degroof Petercam’s strategy. Sustainability is integrated in
all our four business lines and Investment Banking is no exception. At Global Markets, which
is part of Investment Banking, not only do we aim to be an early adopter, but also a leader in
our BENELUX SMEs market by integrating ESG within all our business lines. That is of course
a work in progress and one of our starting points has been sell-side research.

We believe that a standalone financial analysis fails to capture the reality companies are
evolving into and no longer accurately reflects the performance of the latter. We have
therefore developed an integrated approach where we combine fundamental financial and
non-financial research.

In our view, the ESG role of sell-side research is twofold:

¢ Guiding institutional investors through the integration of ESG considerations within their
investment decision process and

¢ Raising awareness among companies and helping them in their ESG journey

The rise of regulations impacting both companies and financial market participants cannot
be ignored. Among others, the EU Taxonomy, the CSRD and the SFDR, make the integration
of ESG all the more relevant. Along with those, regulations framing the environmental
performance of assets for example, are foreseen to have a material impact going forward.
On the other hand, demand for ESG research is also driven by the rise of ESG-oriented
investments with more and more article 8/9 funds. According to the European Fund and
Asset Management Association, net assets of article 9 and 8 funds amounted to EUR 341bn
and EUR 6.44tn respectively, representing c.2.4% and 45% of the EU fund market’.

Bridging the gap

Our aim with this report is to bridge the gap for companies that are not yet widely rated by
predominant ESG rating agencies such as Sustainalytics or MSCI. We will progressively
extend our integrated research approach to our entire coverage.

We have drawn four main conclusions from the analysis of those companies that are
overlooked by ESG rating providers:

e The fact that 45% of the analyses included in this report are scored “No Data”
illustrates that reporting represents a huge challenge. On one hand because it
requires significant resources and on the other hand because it requires ESG
knowledge

e CSRD is cumbersome and not everyone has started yet
e Targets are essential to back commitments, yet too few companies have set some

e Some sectors are performing better than others, pushed by regulations

T https://www.efama.org/sites/default/files/files/EFAMA_MKT%20INSIGHTS%2312_final.pdf
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ESG research methodology: an integrated approach as
competitive edge

DP sell-side research has committed to include ESG scoring in its fundamental research.
Hence, the team developed an internal ESG rating methodology based on a two-steps
process: 1/ a quantitative analysis and 2/ a qualitative analysis. We have chosen an
integrated approach, combining both financial and ESG aspects with the ESG analysis being
conducted by the analyst covering the name. This approach provides another level of
analysis by emphasizing sector trends and challenging companies’ midterm ESG strategy
based on their financial and competitive situation.

We would like to emphasize that we have taken a relative scoring approach, assessing the
performance of each company vs. its peers. Hence, our analysis cannot be considered or
used as an absolute rating. We aim to provide the reader with a good understanding of the
positioning of the company within its peer group, evaluating whether it is ahead or lagging
VS. sector peers.

Our two-steps analysis leads to an ESG score between zero and five stars.
e ESG Outperformer: ahead of the peers (*¥*** and *****)
e ESG Neutral: in-line with the sector (***)
e ESG Underperformer: lagging the sector (**, *, no star or no data)

e No Data: insufficient amount of data (<60%)

Analysing the overlooked: 4 takeaways

Reporting - State of play: not there yet

Non-financial reporting is undoubtedly a cumbersome process. Most companies covered in
this report have been rated as “No Data”, yet none of them completely ignore ESG matters.
Our analysis highlighted that numerous companies have already been setting up good
initiatives but do not have the necessary resources to report on the latter. This backs the
relevance of a qualitative approach, also considering that many elements are not
quantifiable and are hence difficult to capture in a quantitative rating. Most of these
companies are however committed to improve reporting going forward.

We observe a common ground across all sectors:
e Non-financial reporting requires significant resources
e Collecting data is often a big challenge
e CSRD represents a huge work - we dig into details into this in the next section

e The lack of standardization among ESG ratings and reporting requirements create
a huge burden for the companies

e ESG interest is growing among institutional investors with an increasing number of
requests on that topic

The above-mentioned considerations highlight that as far as non-financial reporting is
concerned; we are not there yet. Progress will have to come from both the standardization
of reporting standards and the increase in ESG- related knowledge among companies,
investors and analysts.
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CSRD - The doldrums

The EU commission introduced the Corporate Sustainability Reporting Directive (CSRD)
under the Green Deal’s Sustainable Finance Package. The latter entered into force end of
2022. The CSRD will gradually apply to the companies with the first ones having to report in
2024 and the last ones in 2028 according to the timeline below.

Exhibit1 CSRD timeline

2025 (FY2024) 2026 (FY2025) 2027 (FY2026) 2028 (FY2027)
Large companies already Large companies that exceed at ~ SMEs that exceed at least 2 All non-EU-country companies, with
covered by NFRD that exceed least 2 criteria's: criteria's: net turnover above 150 M EUR in
at least 2 criteria's: the EU and if they have at least one
> 500 employees > 250 employees > 10 employees subsidiary or branch in the EU
>20M EUR assets > 20M EUR assets > 350 000 EUR assets
> 40M EUR net turnover > 40M EUR net turnover > 700 000 EUR net turnover

Source: Worldfavor

Overall, the take-away from our analysis is that preparing for the CSRD represents a big
challenge for all companies. Many emphasized that collecting all the required data and
measuring some metrics such as scope 3 emissions, require a large amount of time and
resources. The development of a roadmap and the allocation of a budget therefore appears
necessary to be able to meet the standards on time. Companies also mentioned that the
challenge lies in the fact that only draft versions of the CSRD were available which makes it
more difficult to prepare efficiently for the directive. What companies do appreciate is that
the application of the CSRD will bring some standardization, coping with the current lack of
consistency between the different reporting guidelines.

When looking at the progress made in the preparation of the CSRD, we observe large
variations among companies. For some, the topic is still a long way off, for others it has
already been worked on for several months/years. Few companies stand out with already a
first report out using CSRD methodology. We observed that the difference in progress made
often lies in the CSRD deadline, the size of the companies and the sector in which the
company operates (e.g. companies operating in highly regulated industries such as real-
estate tend to be more advanced). The majority of companies included in this report which
will have to report in 2025 (FY2024) for the first time, have already started and done the
taxonomy alignment assessment. Companies which have to report at a later stage seem to
feel less concerned at the moment.

Exhibit2 Share of companies in this report on which the CSRD will apply

2025 (FY2024) 2026 {F‘\’znzg} 2027 (FY2020)
66%% 13%0 16%

Source: Degroof Petercam

Targets - If you don’t know where you are going, you will never
get there

Nowadays, almost all companies publish sustainability reports in which they communicate
on their ESG performance by disclosing quantitative data or by describing initiatives that
have been set up. Even though, this gives the stakeholders a broad indication of where the
company is going, we believe well-defined targets are necessary to better assess the
company’s trajectory and consequently future risks. Targets are a mean to back
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commitments. Next to being important for stakeholders, targets are also important for
allowing companies to allocate their resources and to implement new initiatives more
efficiently to achieve their goals. We believe short term-targets are as indispensable as long-
term targets. Short-term targets allow the company to track its progress, assess whether it
is on a good trajectory, assess the work that remains to be done and step in and adapt the
original plan if necessary.

Whether a certain target is relevant or not is very difficult to assess for the company and its
stakeholders. Therefore, companies can use several ESG standards, frameworks and
initiatives to align their targets with overarching objectives such as those set by the Paris
Agreements. The SBTi (Science Based Target initiative) is an example of a frequently used
framework.

Exhibit 3  SBTi targets

Validated | Commited | Validated | Commited | Validated | Commited
11% 8% 2% 0% 2% 3%

Source: Science Based Targets

Regarding the companies included in this report, when looking at the past 3 years, we can
observe a significant increase in the quality of the Sustainability reports both at the levels of
reporting and target setting. Currently, most targets have been set up at the Environmental
level, and less at the Social and Governance levels. Most GHG emissions reduction targets
only include scope 1 and 2 emissions, with few companies already setting targets on scope
3. We also observe an increasing trend in companies having their GHG targets validated by
the SBTi. Since the CSRD requires companies to define targets on specific non-financial
aspects based on a materiality assessment, we expect the disclosure of ESG targets to
improve even more in the coming three years.

Sector differences — Regulations and size into play

The level of reporting and the importance and integration of ESG considerations in the
different companies covered in this report show diverging trends. We observed that the size
of the companies and the regulations that apply to the different sectors contributed to this
phenomenon. We would like to emphasize that the following observations are solely based
on the analysis of the 61 companies included in this report.

Consumer goods

In the consumer goods sector, ESG is already a lively topic with better reporting than in other
sectors. Based on our methodology, we were able to give an ESG rating to most of the
companies (6/11) included in this study. The fact that those companies are obliged to report
in line with the CSRD in 2025 for FY2024 for the first time might also explain why most of
them are already reporting on many ESG metrics.

Technology and Business Services

When looking at the Technology companies in our scope of study, we can conclude that the
reporting quality in this sector is relatively good with all companies disclosing sufficient data
for us to be able to rate them. Even though the reporting quality is exemplary, 3/6 are
performing worse than their peers. The fact that those companies will need to report in line
with the CSRD in 2025 for FY2024 for the first time might also explain why most of them are
already reporting on many ESG metrics.
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Industrial/cyclical

The industrial sector includes very polluting businesses such as companies active in the
energy, transportation, manufacturing or construction sectors. Hence, innovation and
transition will become necessary for those companies to survive. When looking at the
companies included in this study, we notice that the number of companies with ESG data
available and consequently an ESG rating (10/12) reflects the importance of ESG in this
sector. Similarly to the consumer goods sector, all these companies will have to report in
line with the CSRD by 2025 for FY2024 for the first time.

Investment companies

Compared to other sectors, reporting on ESG is not as straightforward. Currently, investment
companies will only have to report on their “corporate” impact under the CSRD. However,
taking into account the nature of their business, we consider the sole “corporate impact” not
to accurately represent the ESG performance of investment companies. However, we
acknowledge the fact that reporting at the portfolio level represents a heavy burden for
companies. Only 2 out of the 8 investment companies included in this report disclosed
sufficient data to be rated. Most of the investment companies in our coverage will have to
report following the CSRD in 2025 for FY2024 for the first time.

Biotech/healthcare

This sector appears to be the one with the lowest reporting performance. However, many of
the companies included in this report are still at an early development stage. We
acknowledge that reporting on ESG metrics represents a significant burden for companies,
both in terms of time and financial resources. We believe earlier-stage companies have other
short-term priorities and limited time and financial resources to dedicate to ESG. 3 out of 12
companies included in this study have been rated. The companies in this sector will have to
report in line with the CSRD for FY2025-2026 for the first time. This might also contribute to
the fact that the reporting quality in this sector is still poor.

Real Estate

Since real estate is among the most polluting sectors, ESG considerations and regulations
have been embedded in this industry for a long time. As such, different certificates attesting
from the environmental performance of an asset have been developed (i.e. BREAAM,
HQE,..). Even in terms of reporting, specific standards and rating agencies have emerged
such as the GRESB and the EPRA’s sustainability best practices. When considering ESG in
the real estate sector, it is important to make the difference between the REIT’s and the
Developers. While it makes sense for a REIT to report on ESG metrics on an annual basis, it
would make more sense for a developer to report on a project basis, for example.
Approximately half of the real estate companies (5/12) included in this report do not report
sufficient data for us to be able to rate them, most of them being developers. We believe this
is due to their small size and to the challenge data collection represents for this sector. In
the real estate sector, companies included in this report will have to report against the CSRD
by FY2024, 2025 and 2026 for the first time.
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Disclaimer and Legal Disclosures

This report represents a shortened version of the initial extended ESG report: “Bridging the Gap for the overlooked”.

This report has been prepared by Bank Degroof Petercam SA/NV (“Degroof Petercam”), a financial institution authorised by and under the prudential
supervision of, as a credit institution, the National Bank of Belgium and under the supervision of the Financial Services and Markets Authority. It has its
registered office at 44, rue de I'lndustrie, 1040 Brussels and is registered with the crossroads bank for enterprises under number 0403.212.172. No
part of this report may be published, reproduced, copied or distributed without the prior written consent of Degroof Petercam.

All opinions, views, estimates and projections included herein reflect the personal views of the author on the subject company and related securities
as of the date of this report. This report does not necessarily reflect the views of Degroof Petercam and is subject to change without notice. The
analyst(s) claim(s) furthermore not to have any meaningful financial interest in any of the aforementioned companies, not to be conflicted and not to
have accepted any inducement from any person with a material interest in the subject-matter of the investment research at hand. The remuneration of
the analysts is subject to the remuneration policy of Degroof Petercam and can be consulted here .

The information and opinions contained in this report have been compiled or arrived at from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to their accuracy, completeness or correctness.

Degroof Petercam accepts no liability whatsoever for any direct or consequential loss or damage arising from any use of this report or its contents.
This report does not purport to give an exhaustive description of the financial instrument and of the issuer of the financial instrument it relates to.
Although all reasonable care has been taken to ensure that the information in this report is accurate, neither Degroof Petercam, nor any of its affiliated
companies, directors, advisors or employees can be held liable for any incorrect, incomplete or missing information, or for any direct or indirect
damage, losses, costs, claims, liabilities or other expenses which would result from the use of, or reliance on, this report, except in case of willful
misconduct or gross negligence. The information contained in this report has not been independently verified by any independent third party.

Neither this report, nor any information or opinion contained herein, constitute and should be construed as, an offer or solicitation for the sale,
purchase or subscription of any financial instrument. Any offer or entry into any transaction requires Degroof Petercam'’s subsequent formal
agreement which may be subject to internal approvals and execution of binding transaction documents.

The information contained in this report should not be regarded as personalized and should not be considered as a recommendation of investment
advice. Recipients should not construe the contents of this report as legal, tax, accounting or investment advice or personal recommendation.
Accordingly Degroof Petercam is under no obligation to, and shall not, determine the suitability for the recipient of any potential transaction in the
financial instrument described herein. Recipients should seek advice to their advisors in order to determine the merits, terms, conditions and risks of
any such potential transaction.

Degroof Petercam reserves the right to submit a draft of the research report (excluding the ESG score) for review to the subject company with the sole
purpose of correcting any inadvertent material inaccuracies.

This report may contain forward-looking statements or estimates. These forward-looking statements and estimates are subject to risks, uncertainties
and assumptions and other factors that could cause the actual results, condition, performance, prospects, growth or opportunities to differ materially
from those expressed in, or suggested by, these forward-looking statements and estimates. Forward-looking statements and estimates are not
guarantees of future performance and there is no guarantee that any of the estimates or projections will be achieved. Actual results may vary from the
projections and such variation may be material. Any past or simulated past performance including back-testing, modeling or scenario analysis
contained herein is no indication as to future performance. No representation is made as to the accuracy of the assumptions made within, or
completeness of, any modeling, scenario analysis or back-testing. Any information, opinion and or estimate contained in the present communication is
given as of the date hereof and may be subject to change. Degroof Petercam is not obliged to inform the recipients of this report of any change to
such opinions or estimates.

Due to the broad activities of the group to which Degroof Petercam belongs, it may occur that Degroof Petercam or any of its affiliates:

. holds positions or effect transactions in the securities of the company mentioned herein or any member of its group;

. performs or seeks to perform investment banking services for such companies (such as corporate finance advice services);
. acts as a market maker or a liquidity provider for the securities of the company mentioned herein; or

. performs any other services it is legally entitled to provide;.

. Hold a mandate in the subject company;

. Hold significant stake in the subject company.

In this regard, Degroof Petercam is required to have arrangements in place to manage conflicts of interest between itself and clients and between
different clients. Degroof Petercam operates in accordance with a conflicts of interest policy under which Degroof Petercam has identified those
situations in which there may be a conflict of interest and, in each case, the steps taken to manage that conflict. Degroof Petercam has taken
reasonable care to ensure that objectivity of this research report and the independence of the author are ensured. It has - for example - implemented
Chinese Walls which are designated to prevent against the wrongful disclosure and use of confidential and sensitive information. Where the
arrangements under our conflicts of interest policy are not sufficient to manage a particular conflict, Degroof Petercam will inform the relevant client


https://blog.degroofpetercam.com/files/20200917-rating-distribution.pdf

of the nature of the conflict so that the client can make a well-informed decision. Next to the aforementioned arrangements, Degroof Petercam has
also implemented the internal arrangements required by article 37 of the Commission Delegated Regulation 2017/565.

Where distributed and disseminated outside the United States, this report is intended exclusively for the benefit of institutional and professional
investors and is not intended for retail clients.

Where distributed and disseminated in the United States, it is to be noted that Degroof Petercam is not a registered broker-dealer in the United States
and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research
report is provided for distribution to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the
U.S. Securities Exchange Act of 1934, as amended, and may not be provided or redistributed to any other person without the express permission of
BDP. BDP has entered into an agreement pursuant to Rule 15a-6 with Global Alliance Securities, LLC (“Global Alliance”) a broker-dealer registered with
the U.S. Securities and Exchange Commission with offices at 2464 Darts Cove Way Charleston, South Carolina 29466, and member of the Financial
Industry Regulatory Authority (“FINRA”) member (web: www.globalalliancesecurities.com). Any U.S. recipient of this research report wishing to effect
a transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so through
Global Alliance. The analyst whose name appears in this research report is not registered or qualified as a research analyst with the FINRA and is not
an associated person of Global Alliance and, therefore, may not be subject to applicable restrictions under FINRA rules on communications with a
subject company, public appearances, and trading securities held by a research analyst account.

The present report may contain privileged information. If you are not authorised, you are notified that no part of this page or any attachment may be
disclosed, copied or distributed, and that any other action related to this page or attachment is strictly prohibited, and may be unlawful. Please notify
the sender immediately by e-mail if you have received this report by mistake and delete this report from your system. Degroof Petercam shall be under
no circumstance liable for the incorrect or incomplete transmission of this report nor responsible for any delay in receipt. Degroof Petercam
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