B Credit Benchmark
ESG and Credit

Corporate ESG profiles are driving some key business decisions. ESG scores can be critical in choosing suppliers; and for
listed firms it can determine their suitability as an investment and ultimately their funding costs. This paper looks at the
link between ESG profiles and credit risk.

Moody’s ESG scores and related analytics have up to 15 years of history with a core database covering more than 100,000
companies. Credit Benchmark have been providing consensus credit ratings since 2015, covering around 30,000 corporates
and financials globally.

This preliminary study looks at a sample of global corporate issuers: 58 in the Oil & Gas sector and 56 in the Industrials
sector. The selection criteria for this sample are as follows:

e Issuerunrated by major agencies

« Consensus rating based on 3 or more bank contributions

« Issuers are Ultimate Parents (i.e. not subsidiaries)

« Issuersize is large or medium, or more than 5 bank contributions

» Issuers are domiciled in developed markets in North America, Europe or Pacific

Figure 1 shows the credit distributions for Oil & Gas companies split by ESG score, with a score of 30 as the boundary. There
are 23 companies in the Low Score category.

Figure 1: Credit Distributions, Oil & Gas, by ESG score
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This suggests a significant credit difference between companies with a high (i.e. progressive) ESG score and those with a
low score. In particular, those that score poorly have a higher proportion of companies in the bb, b and ¢ credit categories;
those with good scores have a much higher proportion in a and bbb. (The company in the aa category is Saskenergy Inc.,
which is owned by Saskatchewan state.)
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Figure 2 shows the credit distribution for Industrials. There are 28 companies in the Low Score category.

Figure 2: Credit Distributions, Industrials, by ESG score
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This suggests a moderate credit difference between High and Low ESG scores. Companies with scores of less than or
equal to 30 have a higher proportion in the bb, b and ¢ categories. Those above 30 have a higher proportion of companies
in the a and bbb credit categories, with no companies in the ¢ category.

These charts demonstrate the importance of controlling for sector bias when assessing the impact of ESG scores. It is
clear that Oil & Gas companies — which tend to score poorly on Environmental factors — are dominated by the bb category;
while Industrials are equally represented in the bbb and bb category. A sector-specific approach makes it much clearer
that both sectors have a mix of High and Low ESG scores; but there are some significant differences in credit distributions
both within and between these sectors.

One of the key links between credit quality and ESG score is investment: companies have to invest to achieve sustainability
targets; while social and governance goals may require significant changes, with transition risks and costs.

This analysis suggests that the payoff for such investment is better credit quality, and by implication cheaper and easier
access to funding.

The data for this sample suggests that ESG scores and credit rating levels are correlated. Figures 3 and 4 plot changes in
credit risk for each sector for 2021 YTD, again split by ESG score.
Figure 3:Credit Change, Oil & Gas, by ESG Figure 4:Credit Change, Industrials, by ESG
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Credit risk has fallen across the sample this year. But in both sectors, there is a notable difference between the Low and
High ESG score groups. Oil & Gas companies with a High ESG score show a fall of 17% in credit risk during 2021, against
7% for Low ESG scores. For Industrials, the pattern is similar: a fall of 18% for High ESG scores and 9% for Low ESG scores.

These creditimprovements are a partial rebound from major declinesin 2020 when credit risk in most sectors soared across
the globe. It should be noted that, in the sample of 114 companies surveyed here, the largest decline and subsequent
recovery has been in High ESG score companies.

It is possible that businesses in this sample that promote good citizenship and sustainability have also been most
vulnerable to the consequences of lockdowns; but they have also benefited more as restrictions are eased. Bringing the
pandemic under control may also be good for the progressive ESG agenda.

Credit Benchmark brings together internal credit risk views from 40+ of the world’s leading financial institutions. The contributions are anonymized,
aggregated, and published in the form of entity-level Credit Consensus Ratings (CCRs) and aggregate analytics to provide an independent, real-world
perspective of risk. CCRs are available for 60,000+ financials, corporate, funds, and sovereign entities globally across emerging and developed markets,
and 90% of the entities covered are otherwise unrated.

CB USA CB UK

12 East 49th Street, 9th Floor 131 Finsbury Pavement, 5th Floor
New York, NY, 10017 London, EC2A TNT

Telephone: +1 646 661 3383 Telephone: +44 (0)207 099 4322

Credit Benchmark does not solicit any action based upon this report, which is not to be construed as an invitation to buy
or sell any security or financial instrument. This report is not intended to provide personal investment advice and it does not take into account the
investment objectives, financial situation and the particular needs of a particular person who may read this report.
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Credit Consensus Ratln
and Analytics

Credit Benchmark provides Credit Consensus Ratings and Analytics
based on contributed risk views from 40+ of the world’s leading financial
institutions, including 15 GSIBs, domiciled in the US, Continental Europe,
Switzerland, UK, Japan, Canada, Australia and South Africa.

For regulatory and business reasons, these financial institutions have
each created their own regulated internal credit rating agency to assess
the creditworthiness of tens of thousands of obligors. Credit Benchmark
collects, aggregates and anonymises this information to provide an
independent, real-world perspective of risk, delivered twice monthly to our
partners.

Credit Benchmark fills an information gap left open by traditional credit

risk content providers by offering a timely, comprehensive view of credit

risk which proves complementary to issuer-paid rating agencies and third
party model vendors. The first of its kind “credit consensus” data reflects the
expertise of more than 20,000 credit analysts across the contributing group
- a powerful example of the wisdom of crowds.

Credit Consensus Ratings and Analytics are available on over 60,000
corporate, financial, fund and sovereign entities globally, most of which are
unrated by credit rating agencies.

Data that works for you

Credit Benchmark data is available via our Web App, Excel add-in, API, flat-
file download, and third-party channels including Bloomberg.
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Credit Benchmark Web App: Entity-Level Data Sample
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Credit Benchmark Web App: Data Screen Sample

Data that works for you:

Credit Benchmark data is available via our Web App, Excel
add-in, API, flat-file download, and third-party channels
including Bloomberg.

Contact us to learn more and get a free trial of our data.

S&P Rating Fitch Rating
Unrated Unrated
Unrated Unrated
Unrated Unrated
Unrated Unrated
Unrated Unrated

Contact

For more information, visit
www.creditbenchmark.com
or contact

Email:
info@creditbenchmark.com

UK Office (London):
+44 (0)20 7099 4322

US Office (New York):
+1 646 661 3383




