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Sustainable development

* Sustainable development is a simple idea, where the main goal is to
improve the quality of life of the population for the current
generations and for the generations that will replace them. In the
long-term regional strategy for low-carbon development of Russia
until 2050, a balance of interests must be observed between three
groups of stakeholders: society, business and government; balance of
interests between social, environmental and economic factors of

development.



ESG rating

* The cost of borrowing for companies that are ready to undergo an
environmental and social audit is reduced by at least 10%, and
sometimes by half. This directly affects the value of companies. If a
company has a high ESG rating, then the debt burden decreases and
the market value increases.

* For companies from the extractive industries, the effect will be more
noticeable, since their rates include a premium to the wider market,
that is, investors take into account potential environmental risks, and
this makes the debts of oil workers, coal miners and metallurgists
more expensive and shares cheaper.



What is ESG?

ESG is a set of non-financial performance indicators of a company
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ESG factors

. ESG-factors (environmental, social, governance - environmental
factor, social factor, factor of effective corporate governance) in the
21st century are developing exponentially. One of the green
investment tools by specialists and experts is “green bonds”, which
differ from ordinary bonds in that funds are directed to projects that,
in addition to economic benefits, also pursue environmental ones.
Today, the top three projects in which green bonds are invested are as
follows: 1) renewable energy sources; 2) energy efficiency; 3)
environmentally friendly transport.
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Green and other bonds

Along with "green bonds", the following are now widely used:
"blue bonds" to finance offshore projects; "Brown bonds" for projects
in classically "dirty" sectors of the economy; natural bonds - to
preserve biodiversity; carbon neutral bonds - to invest in projects that
help achieve net zero emissions.

ESG - consists of three dimensions, according to which
companies provide sustainable development management. ESG
criteria emerged as a response to environmental degradation, global
warming, and increasing economic inequality between rich and poor
countries, which created the basis for the development of new
financial instruments.



ESG Issue Volume - Bonds

. Modern society began to impose additional requirements on the activities of
companies and, in addition to financial statements, began to evaluate them in
terms of investing in sustainable development. To be considered successful, a
company must demonstrate not only sustainable growth in its financial
performance, but also have a positive and recognizable brand. ESG support
enables the company to improve its reputation and brand awareness.

. ESG bond issues doubled in 2020. In 2019, ESGs were issued in the world -
bonds in the amount of $ 350.0 billion, and in 2020 already for S 700.0 billion. But
structurally, everything has changed. If green bonds were the undisputed leader
in 2019, sustainable bonds came in second, and social bonds were in third. At the
same time, the share of green bonds was 3 times higher than the share of social
bonds and bonds related to sustainable development in the aggregate. In 2020,
there was a sharp jump in the share of social bonds in the total portfolio of all
bonds. The total share of social bonds almost equaled the share of green bonds,
but bypassed the share of bonds related to sustainable development.



Investing based on ESG criteria

. A 2018 scientific study showed that about 97% of investors around
the world conduct either an informal assessment of ESG indicators, or a
structured and methodical analysis of non-financial data on companies that
are potential investment targets. The number of such investors increased
by 19% in just a year, since in 2017 there were only 78% of such investors.
It is noteworthy that at the end of 2017, only 3% of investors reported that
they were not interested in ESG factors at all.

. Investing on the basis of ESG criteria does not yet allow counting on
fabulous profits and is aimed at a long-term strategy. Although funds,
whose investment process is built around ESG, are actively gaining
popularity. Globally, more than USD 20 trillion is managed using the ESG
principle, which is one fourth of all assets held in trust.



Compliance with ESG principles

Specialized ESG funds buy green paper, which allows the issuance

of green bonds, through which to finance projects implemented for
environmental purposes.

Compliance with ESG principles is assessed through the
disclosure of relevant information in the company's public non-
financial statements or through an assessment of the effectiveness of
ESG by a rating agency. Rating agencies have developed their own
ESG methodologies. At the same time, the ESG rating is not a credit
rating (determining the level of creditworthiness), but is mainly aimed

at identifying the company's commitment to responsible business
conduct.



ESG rating and ranking

* ACRA: equal block weights (ecology, social responsibility and
governance) - 33%. Six categories each in the ecology and social
responsibility blocks and seven in the control block. Seven rating
categories;

* Expert RA: differentiated weights of the main blocks, they also change
depending on the type of company. Six rating levels.



RA Expert rating

I. Oxpyxaromas cpeaa 30,0
1.1 DxogorH4eckas NOJHTHKA 1 6
1.2 Bausane Ha atMocdepy - 4
1.3 BamsgHHe Ha BOOHVIO Cpeay - R
14 BangHHe Ha 3eMIIO - 4
1.5 OoOpameHHe C OTXOZaMH - 4
1.6 Vwuer nokaszareseil. BIHAIONIHNX Ha OKPYAKAIMVIO Cpeay - 6
1.7 TIlnad mo CHHUKEHHIO HETaTHBHOIO BIAHAHHA Ha OKPVAAIOMIVIO Cpeay 1 S
1.8 «3emeHsle» NPOEKTH B KpeAHTHOM noprdene (TOIbKO A19 GAaHKOB) 2 -
II. O6mecTBO 40.0 35.0
2.1 TIlomurHKa B 001acTH KOPIIOPaTHBHOH COLTHATBHOH 4
OTBETCTBEHHOCTH
2.2 Omiata TpVaa COTPYAHHKOB 3
23 CoumansHEas 3alIHIIEHHOCTs H NPOQEeCcCHOHATBHOE pPa3BHTHE 4
COTPVAHHKOB

24 TexyuecTs KaIpoB 1

2.5 OxpasHa Tpyaa H IPOH3BOJCTBEHHAR 0€30MacHOCTH 3

2.6 PaboTta c KJIHeHTaMH 2

2.7 Tlran no vaIVYINeHHIO COUHAIBHO 3HAYHMEBIX [TOKa3aTeslel 5

I11. KagecTBO yOpaBIeHHsA 45,0 | 35.0
3.1 [lenoBas penyTauHs 2

3.2 Crparerus pasBHTHA 2

3.3 DddexrusHOoCcTs COBETa AHPEKTOPOB <

34 [leATeabHOCTH HCIOJHHTEIBHEIX OPraHOB 4

3.5 CucreMa ynpaBiIeHHA PHCKAMH B

3.6 CreneHb TPAHCIAPEHTHOCTH HHOOPMAITHHE B

3.7 3amuTa npaB cCOOCTBEHHHKOB 5

Hroro 100% | 100,0




ESG ranking of Russian
companies RAEX-
Europe

KomnaHus Coepa geatenbHoCcTH ESG Rank ERank SRank G Rank
CUBYP XonguHr HedTtexmmmns 2 2 6 20
Nykoiin NHTerpupoBaHHbie HedTerasosble 3 4 16 3
KOMMaHUu
Montoc [paroueHHble meTannbl 9 3 20 24
Pocatom ATOMHaA saHepreTnKa 12 11 35 6
CeBepcTanb YepHasa metannyprmsa 15 23 5 21
lasnpom NHTerpmpoBaHHble HedTerasosble 16 8 19 33
KOMNaHUn
PocHedTb NHTerpmpoBaHHble HedTerasosble 17 6 21 40
KOMNaHUn
A/TIPOCA [paroueHHble MeTanbl U MUHEpPabl 19 17 26 12
Poccetu JHeprocHabxxeHue 25 12 56 7
®ocArpo ArpoxMmunKaTbl 26 25 37 26
HOBAT3K NHTerpupoBaHHble HedTerasosble 31 26 27 43
KOMMaHUu
TpaHcHedTb TpaHcnopTUpoBKa HedpTH 35 35 58 8
laznpom HedTb NHTerpmpoBaHHble HedTerasosble 37 43 40 25
KOMNaHUn
Hopunbcknii HUKeNb [Jobblya npounx nonesHbix UIcKkonaembix 42 55 17 46
3apybexHedTb NHTerpupoBaHHble HedTerasosble 53 48 66 57
KOMMaHUu
oXnm ArpoxMmuKaTbl 74 64 78 66
WHEHHanA CypocTtpoeHue 101 115 122 86
pouTenbHas
pauma
cnr PasBegKa 1 gobblya rasa 102 79 133 95




Carbon neutrality

. 1,927 Companies around the world announce plans to achieve carbon
neutrality. Investors began to divide the world's largest corporations into
those who are able to earn their place in the "green" economy of the
future, and those who risk being left in the "carbon" past. More than 90%
of S&P 500 companies publish non-financial statements. But this is no
longer enough. More important to the market is that 40% of the world's
largest corporations do not yet have a carbon neutral agenda by 2050,
according to a January poll by Fortune and Deloitte.

. Taking into account the raw materials orientation of the country's
economy and the slow reaction of domestic business to the global climate
trend, Russian companies are even more at risk. And they risk leaving the
investment radar if they fail to pick up on new trends quickly enough.



Carbon neutrality

. The market today wants from issuers not abstract declarations or
scattered facts of the ESG (ecology, social responsibility, corporate
governance) agenda, but commitments to become carbon-neutral in the
foreseeable future.

. Carbon neutrality means that the company is reducing its carbon
dioxide emissions through renewable energy and technological
improvements, as well as implementing projects to absorb carbon dioxide
or to plant forests.

. The total number of companies in the world that have committed to
zero greenhouse gas emissions has tripled since 2019 and exceeded 1,500,
according to data from Data-Driven EnviroLab and NewClimate Institute at
the end of 2020.



Low-carbon development strategy of the Russian Federation
with low greenhouse gas emissions until 2050

» After the adoption at the end of October 2021 of the Strategy for the
socio-economic development of the Russian Federation with a low
level of greenhouse gas emissions until 2050 (approved by the
Chairman of the Government of the Russian Federation M. Mishustin
on October 29, 2021), we will of course talk about regional strategies
for low-carbon development in Russia. The Regional Strategies will, of
course, be based on the principles of sustainable development and on
the Strategies for low-carbon development of enterprises doing
business in the region.



Carbon Footprint and Taking Steps Towards Emissions

Reductions with Paris Agreement and European Green Deal in
mind

. The most innovative Russian companies have assessed their carbon
footprint and are taking steps towards reducing emissions, taking into
account the Paris Agreement and the European Green Deal. Nevertheless,
there are only a few companies that have announced plans to achieve zero
greenhouse emissions by 2050: En + Group, Tatneft, X5 Retail Group, S7
Airlines. In addition, in most cases, companies have not yet developed
plans that clearly outline the tools they will use to achieve carbon
neutrality. Other Russian companies have more modest plans, but they are
also making every effort to approach carbon neutrality: Rosneft (a 30%
decrease in CO2 by 2035 due to the intensity in oil and gas production),
Lukoil (a 3.3% decrease in CO2 to 2023 from the level of 2020), NLMK
(decrease by 3.5% from the level of 2019).



Disadvantages of ESG Strategies and
Complexity of Companies

* ESG analysis requires a lot of effort, time and expense;

* Rapid market development, which leads to high costs for the
company;

* In the absence of well-coordinated work and well-built mechanisms,
the development of ESG strategies is very complicated;

* Investors are ready to refuse to invest in companies with a low level
of economic, social and management indicators;

* ESG ratings affect credit ratings;
| to support companies of a certain profile.



ESG in the Arctic: what Russian companies
are doing

* Norilsk Nickel: The Sulfur Project is a large-scale and costly environmental
initiative that should make a significant contribution to improving air
qguality in the regions where it operates: the Kola Division and the Polar
Division + Taimyr Development Program

* Rosneft: the flagship project "Vostok QOil", within the framework of which
there is a constant modernization of production facilities and investments
in educational projects

 Novatek: focusing on achieving environmental improvements

 Gazprom Neft: Strategy for Biodiversity Conservation in the Northern Seas



Recommendations and transboundary carbon
regulation

. The Bank of Russia announced that it is developing recommendations for the disclosure of
information on environmental, social and managerial factors of their activities by public JSCs and
plans to publish them in 2021. However, against the background of the transition that has begun
In the world to the next stage - to the obligatory disclosure of information on sustainable
development - this step already looks rather belated. Russian issuers, investors and regulators are
clearly lagging behind the global trend.

. The real threat of multibillion-dollar spending in connection with the introduction of the EU
of cross-border carbon regulation, which is expected no later than 2023, has caused some
administrative activity: the Committee on Climate Policy and Carbon Regulation was created in
the RUIE, and the Expert Council on Sustainable Development under the Ministry of Economic

Development was launched.

. The Faculty of Economics of Moscow State University, together with the Project Office for
Arctic Development (PORA), have developed the Polar Index and the Barents Index, which
includes ratings of sustainable development of regions and companies.

. But all this is still the first steps towards a real ESG - the transformation of regions, cities and
companies in the Arctic.
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