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MORINGSTIR - SUSTAINALYTICS

Sustainalytics, a Morningstar Company, is a leading ESG research, ratings, and data
firm that supports investors around the world with the development and
implementation of responsible investment strategies. For 30 years, the firm has
been at the forefront of developing high-quality, innovative solutions to meet the
evolving needs of global investors. Today, Sustainalytics works with hundreds of the
world’s leading asset managers and pension funds who incorporate ESG and
corporate governance information and assessments into their investment
processes. Sustainalytics also works with hundreds of companies and their
financial intermediaries to help them consider sustainability in policies, practices,
and capital projects. With 16 offices globally, Sustainalytics has more than 1,600
staff members, including more than 800 analysts with varied multidisciplinary
expertise across more than 40 industry groups. For more information,
visit

The information, methodologies, data and opinions contained or reflected herein are proprietary of Sustainalytics and/or content providers,
intended for internal, non-commercial use and may not be copied, distributed or used in any other way, including via citation, unless
otherwise explicitly agreed in writing.

They are provided for informational purposes only and (1) do not constitute an endorsement of any product, project, investment strategy or
consideration of any particular environmental, social or governance related issues as part of any investment strategy; (2) do not constitute
investment advice, nor represent an expert opinion or negative assurance letter; (3) are not part of any offering and do not constitute an
offer or indication to buy or sell securities, to select a project or make any kind of business transactions; (4) are not an assessment of the
issuer’s economic performance, financial obligations nor of its creditworthiness; (5) are not a substitute for professional advice; (6) past
performance is no guarantee of future results; (7) have not been submitted to, nor received approval from, any relevant regulatory bodies.
These are based on information made available by the issuer and/ or third parties, subject to continuous change and therefore are not
warranted as to their merchantability, completeness, accuracy, up-to-datedness or fitness for a particular purpose. The information and
data are provided “as is” and reflects Sustainalytics’ opinion at the date of its elaboration and publication.

Neither Sustainalytics/Morningstar nor their content providers accept any liability from the use of the information, data or opinions
contained herein or for actions of third parties in respect to this information, in any manner whatsoever, except where explicitly required by
law.

Any reference to content providers’ names is for appropriate acknowledgement of their ownership and does not constitute a sponsorship
or endorsement by such owner. A list of our content providers and their respective terms of use is available on our website. For more
information visit

Sustainalytics may receive compensation for its ratings, opinions and other deliverables, from, among others, issuers, insurers, guarantors
and/or underwriters of debt securities, or investors, via different business units. Sustainalytics believes it has put in place appropriate

measures to safeguard the objectivity and independence of its opinions. For more information visit or contact
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THE ISSUE AT HAND

Modern slavery thrives in the private sector. Almost two-thirds of all forced labour cases—some 63% of
the 27.6 million total—occur in this part of the economy.! Major companies are exposed to risk, often
through their global value chains, which are typically extensive, complex and opaque. The negative
externalities of modern slavery are predominately borne by individual workers and their families, but a
shift is taking place. Increasingly, companies are being held to account for failures to address human
rights violations associated with their operations and business relationships. Executives should take
note, especially as the number of people in forced labour in the private economy has risen from an
estimated 16 million in 2016 to 17.3 million in 2021, according to the International Labour Organisation
(ILO). Moreover, forced labour is disproportionately represented in both the construction and
manufacturing sectors and the two were ranked within the top three industries that account for the
largest shares of forced labour in surveys by the ILO.?

Investors have become increasingly perturbed that their portfolios may be exposed to modern slavery
risks. Accordingly, in 2021 Morningstar Sustainalytics launched a three-year collaborative investor
engagement in an attempt to address this. The objective was ambitious. We aimed to encourage
companies to adopt fit-for-purpose strategies to effectively tackle the risks. Specifically, this covered
six key areas of performance, comprising: governance and disclosure; responsible purchasing
practices; living wages; stakeholder collaboration; worker empowerment; and rigorous auditing and
grievance mechanisms. The engagement focused on construction and apparel, the latter being a sub-
sector of manufacturing. Investors were closely involved in the selection of issuers. In total, 16
companies across the two sectors participated in the engagement. SDG goals five, eight, ten and 16
have been mapped to the thematic engagement.
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ENGAGEMENT RESULTS

This is the final report on the progress of this thematic engagement, which started in 2021. The purpose
of this document is to provide a summary of our engagement activities over the three-year period. In
total, Sustainalytics invited 42 companies to participate in the dialogue. 16 firms took part. The total

Total Stewardship Activities 2021-2024

2021

§

2022

\

2023/ Q1 2024

\

1 Introductory calls Engagement calls m Other calls

Voting recommendations ® Investor letters

number of meetings over the duration was 123, comprising 80 substantial exchanges (i.e., based on an
agenda), 22 introductory calls and 21 other interactions (e.g. attendance at our roundtable or a
company stakeholder forum). Ten investor letters were sent to non-responsive companies and voting
recommendations made against three firms’ election of relevant directors. 1,592 emails were also
exchanged.

The initial priority of the engagement was to build constructive relationships and understand general
approaches to address risk. The first dialogues took place while the COVID-19 pandemic was ongoing,
and in which supply chain apparel workers were severely impacted after global brands abruptly
cancelled orders (garment workers are still owed USD millions in unpaid salary, according to one study
by a labour rights group).® Consequently, the first dialogues reflected these concerns. Early into the
engagement, trends, similarities and differences quickly become apparent. Most companies had not
identified forced labour, many companies (mostly apparel) had established policies and programmes
in place, and for others, modern slavery was a nascent focus (though often not a priority). Where
relevant, we emphasized the importance of key policies, particularly in relation to responsible
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recruitment and the employer pays principle (where recruitment costs are paid by the employer and not
the employee).

In December 2022, Sustainalytics hosted a roundtable bringing together experts to discuss the
systemic challenges the industry faces, with a specific focus on advanced economies. The event was
attended by over 40 people, with representatives from eight major construction companies and nine
institutional investors. The forum was moderated by an investor client and speakers included a Member
of the European Parliament and industry experts.

In 2023, we continued to probe processes, explain the hidden nature of risk, stressed compliance
measures were often not enough and urged deeper action. Several best practice toolkits were shared
with companies to support efforts.

Overall score per company (maximum possible score is 54)

I
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NB: Average scores are based on the total number of companies in the engagement over each period. This has changed since the baseline
and therefore direct comparisons are not always possible. In March 2024, October 2023 and March 2023, there were 16 companies. In August
and February 2022, the number was 14 companies. In the baseline and July 2021reports, there were 12 companies.

FINAL CONCLUSIONS

The engagement ends with the average company score of 16 out of 54. All companies need to do more
to ensure greater resiliency in managing exposure to modern slavery risks and many are working on
plans to drive progress in multiple areas, e.g., governance, purchasing practices and grievance
mechanisms. Progress clearly takes time, but persistency and a strategic approach do deliver results.
Although action has sometimes lacked momentum and some companies have presented more
challenge than others, we have seen many others adopt measures that reflected the engagement
priorities. This is not to claim that these steps were a direct result of the dialogues but, perhaps
recognition of the influencing role investor collaborative engagements can have. There are several
points to bear in mind when evaluating the overall results:
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1. The engagement goal has been demanding, requiring companies to address many of the structural
drivers behind modern slavery i.e., responsible purchasing practices, freedom of association and
actual payment of living wages.

2. Scores have improved mostly marginally in each biannual period, which is a reflection of the
challenging goal. Average scores are partly explained by the low starting point as many companies
did not consider modern slavery to be a relevant risk and/or have only recently begun to give
attention to this area.

3. The scores do not always reflect progress. Many companies have taken measures to strengthen
their due diligence, but the points do not necessarily reflect this due to the scoring methodology.

4. In the case of four companies the engagement period was less than three years.

5. In 2023, Morningstar Sustainalytics made recommendations to all companies which reflected areas
where we considered more focus should be placed and gaps addressed. Based on the penultimate
and final dialogues, many companies explained plans to achieve greater progress. It is therefore
anticipated due diligence efforts of several companies will be strengthened.

6. Intangible outcomes of the engagement cannot be easily measured. For example, where investor
engagement led to more informed internal discussions and actions that followed this.

Investors that wish to continue engaging with companies can use the recommendations and also the
final meeting minutes, if there are specific areas planned to be discussed with any of the 16 companies
(or, indeed, other issuers). Suggested questions for board include:

. Do boards challenge management teams results, e.g. why they have not identified forced labour?

« Are they familiar with stakeholder concerns about the effectiveness of due diligence tools, like
auditing (and the implications of this)?

. Do they engage with affected stakeholders and human rights experts?

. If modern slavery is not considered a relevant risk, why is this, especially where the sector is heavily
exposed?

Sustainalytics will be holding two roundtables on human rights in April and June 2024 in order to
develop the next human rights stewardship programme. These will explore the human rights risk
landscape, investor concerns and priorities and seek to identify sector interest. The output of the
roundtables will inform the strategy of the next multi-year human rights stewardship programme.
Please do contact Sustainalytics if you would like to know more, and you are interested in joining.
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T A total of 17.3 million adults and children are in forced labour in the private sector, excluding commercial sexual exploitation.
This represents nearly two-thirds of all forced labour. “Global Estimates of Modern Slavery: Forced Labour and Forced
Marriage.” International Labour Organisation (ILO), Walk Free Foundation and International Organisation for Migration
(IOM). September 12 2022.

2 Global Estimates of Modern Slavery: Forced Labour and Forced Marriage.” International Labour Organisation (ILO), Walk Free
Foundation and International Organisation ~ for  Migration (I0M). September 12 2022.

3 This found that from its investigation in which nine out of ten factories were visited after the Covid pandemic there were
wage claims up to USD 71 million. “Big Fashion and Wall Street Cash in on Wage Theft”, February 2023
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