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WHAT IS ESG?

A set of factors that go beyond conventional financial analysis and seek to capture material issues for equity and
fixed income investors. These factors typically include:

COMPANIES SOVEREIGN
> Greenhouse gas emissions > Management of natural
) Pollution incidents resources
Environmental . "
Water scarcity > Transition to a low carbon
economy
> Adaptation to climate change
Employees and suppliers > Healthcare
Social > Public health impacts > Education
> Local communities > Labor rights
> Board functioning > Political system
Governance > Executive remuneration > Human rights

> Shareholders’ rights > Corruption
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X7 IS ESG IN THE BEST INTEREST OF CREDIT INVESTORS?

1. Can ESG generate performance in a credit

portfolio?
2. Does ESG enrich traditional credit analysis?

3. Does a 'tick-box' ESG approach work in credit

management?
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Annual return difference between portfolios with high and low ESG scores in the US & Euro IG Market

CAN ESG GENERATE PERFORMANCE IN A CREDIT PORTFOLIO?
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Source: Barclays ‘ESG investing in credit: A broader and deeper look’. Data from August 2009 to April 2018. Bloomberg Barclays Indices, MSCI ESG Research, Sustainalytics
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DOES ESG ENRICH TRADITIONAL CREDIT ANALYSIS?

ESG scores vs. Credit ratings
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DOES ESG ENRICH TRADITIONAL CREDIT ANALYSIS?

Credit spread evolution between Ryanair & Easyjet
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Source: Bloomberg, Pictet Asset Management as of 28.02.2019
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Credit downgrades for high & low governance companies
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Source: Barclays ‘ESG investing in credit: A broader and deeper look’. Data from August 2009 to April 2018. Rolling average number of credit downgrade per issuer and per year on the US IG market. Bloomberg Barclays
Indices, MSCI ESG Research
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Correlations between scores of 2 ESG providers
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Source: Barclays ‘ESG investing in credit: A broader and deeper look’. Data from August 2009 to April 2018. Monthly rank correlations between the E, S, G and ESG scores of the two providers. MSCI ESG Research,
Sustainalytics.
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DOES A 'TICK-BOX' ESG APPROACH WORK IN CREDIT MANAGEMENT?

Characteristics of high and low ESG portfolios

Average ESG score by market cap
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Source: Barclays ‘ESG investing in credit: A broader and deeper look’. Average differences in characteristics

between high and low ESG portfolios (2009-18) for the US IG market. Bloomberg Barclays Indices,
Sustainalytics
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Source: ACCF ‘The subjective world of ESG rating agencies’; Data for 4150 companies. Sustainalytics.
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DOES A 'TICK-BOX' ESG APPROACH WORK IN CREDIT MANAGEMENT?

Average ESG score

by industry

Governance score example
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Stanley Black & Decker, Inc. (SWK)

Stanley Black & Decker, Inc. provides tools and storage, engineered fastening

and infrastructure, and security solutions worldwide.
www.stanleyblackanddecker.com

REGION
US - S&P5
COUNTRY
USA

INDUSTRY G
Capital Go

QUALITYSCORE OVERVIEW

Board Structure

Board Composition

Board Practices

Board Policies

Related Party Transactions
Controversies

Composition of the Committees

|

Shareholder Rights

@  One Share One Vote
@  Takeover Defenses
@  Otherlssues

M Meeting and Voting Related Issues

QualityScore

Low Risk High Risk

Scores indicate decile rank
relative to index or region
A decile score of 1
indicates lower
governance risk, while a 10
indicates higher
governance risk.

Compensation n

Pay For Performance
Non-Performance Based Pay
Use Of Equity

Equity Risk Mitigation
Communications and Disclosure
Termination

Controversies

Audit & Risk Oversight

External Auditor

Audit and Accounting
Controversies

Other lssues

The total number of points in this subcategory is at the % top ™ bottom ® middle of the possible range.

Source: : ACCF ‘The subjective world of ESG rating agencies’. Data for 4150 companies. Sustainalytics

Source: ISS, QualityScore Profile Report
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The shortcomings of a ‘tick-box’ approach Alternative solution

Inconsistencies between ESG providers

Do not rely on

= Higher quality / lower spread

ESG aggregate scores

Single Provider

ESG indices

IES -b‘ Company size & sector

=» Equity tilt credit

Proprietary ESG framework tailor-made for

BBBs & BBs

Best-in-class sector approach with a Focus on

Flaws of a purely quantitative assessment

Body language assessment and engagement
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505 GLOBAL SUSTAINABLE CREDIT - PROPRIETARY ESG FRAMEWORK

Excluded sectors

GAMING TOBACCO

{

UTILITIES CONSUMER TELECOM

((e)

FINANCIALS

ADULT ALCOHOL CO, intensity Accounting CO, intensity Labour relations Business ethics
A EHE S A Renewables standards Electrification Privacy and Systemic
Energy storage Human rights data security impacts
XXX
L ENERGY HEALTHCARE CAPITAL GOODS TRANSPORT
DEFENCE , n
- = o
n Energy transition Water intensity Innovation Health & safety CO, intensity
Corruption Social management Fuel efficiency
responsibility Product quality
and safety

*KPI: Key Performance Indicator
“The Pictet Group implements an exclusion policy on companies involved in the production of anti-personnel mines, cluster munitions, biological & chemical weapons (including white phosphorous) and nuclear weapons from countries not signatory to the
Treaty on the Non-Proliferation of Nuclear Weapons (NPT). This policy applies to actively managed strategies (funds and segregated accounts) as well as investments for its own account.”
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Proprietary split between E, S and G KPIs by sector
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B SOCIAL EENVIRONMENT = GOVERNANCE ® OTHERS

Source: Pictet Asset Management, August 2018
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GLOBAL SUSTAINABLE CREDIT - CREDIT EXAMPLES

FINANCIALLY
GLOBAL SUSTAINABLE INVESTABLE FINAL
CREDIT UNIVERSE* CREDITS UNIVERSE PORTFOLIO

Deutsche Telekom falls out at step 1 because of its financial profile (it
actually scores well across our ESG analysis but does not get this far).

Ryanair passes step 1 with good
financial sustainability scores
But it fails our ESG analysis at step 2

7RYANAIR

Henkel passes step 1

At step 2 it gets among the highest ratings from ESG
— providers (Sustainalytics Score: 100, MSCI Score: AA), but
fails because of our internal weighting of accounting,

board, shareholder factors

Michelin enters the portfolio:

- Commitment to financial policy
- Product innovation

- Social policy

@. MICHELIN

Source: Pictet Asset Management as at 31.08.2018, for illustrative purposes.

Note: Pictet Asset Management (Europe) SA has not acquired any rights or license to reproduce the trademarks, logos or images set out in this document. The trademarks, logos and images set out in this document are used
only for the purpose of this presentation.
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LAFARGEHOLCIM: AN EXAMPLE OF BODY LANGUAGE

LafargeHolcim’s 2015 Sustainability Report

LafargeHolcim

INTEGRITY

Means creating an environment
where compliance is a central
commitment. We have the courage
to make the right decisions based
on our ethical principles at all times,
even when it means foregoing a
business opportunity.

NOT HELD IN THE
FUND

FT on Lafarge potential connections with Daech

LafargeHolcim has previously admitted that “unacceptable measures”

had been taken to keep the Syrian plant running, including payments

to intermediaries to avoid disruption by local armed groups.

The company added that “selected members of group management”

were aware of possible violations of business conduct standards.

Source: LagargeHolcim 2015 Sustainability Report p.9

Source: The Financial Times as of 07.12.2017
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HELD AND
ESSILOR: ONE STEP FURTHER WITH ENGAGEMENT

ENGAGED

QualityScore profile Re

Good overall score with a weakness on
governance

Essilor International (El}

Essilor International Societe Anonyme designs manufactures and sells
ophthalmic lenses and ophthalmic optical instruments in Morth America, Europe,

! ! . a # ‘W. Europe 25 Jul2ng
Asua.n'oceama.f.-\fnm. and Latin Am_enca. It operates through three segments:
m:z:s;&"g:}.t;: Instruments Equipment and Sunglasses & Readers. France 26 Ju12E
Health Care Bjuipment & Services ¥ Jul2E
> Low score on governance mostly due to
CGUALITYSCORE OVERYIEW KEY RISKS

T Qualityscore | [Freemm Board Structure lack of board independence

Board Composticn Py For Parfomnanza -~ Theroles of Chairman and CEC have not been
Compodtm of the Cavimittees

separated. (G14)

-
-
Board Praciees sz O Equity 42.91% of the board of directars is considered H
s e et o e > Good score on controversies

Hon-Parfer rense Based Pay

Sharshalder Rights Loves i Vigh Fizk Commurizations and Hackeaure « 42.26% of the board of directors elected by

@ nesnare dne et Tamination sharehoders is considered ind ependent. [310)
- ‘_:w:“n:;ﬂ: Sentrverks -~ The company has not disclosed sufficient
it | o TG information on whethar or not executives seve ) f
T ood score on product safety
Indlaates kwar Audit E Rigk Oversight ~ The company has not disclosed sufficient
g owernanae risk, whlk a | @ ™ pehemal sudkor information on whether or not BxBCULIVES SRIVE
;";]:‘m‘::c';'ﬂ“"i o ik and accaning on the compensation / remuneration committes.

Controvers ks Ly
W ather ksues + Thecompany has not disclosed sufficient )

The iatal number af painis in1his subcaiegary i a1 1he * tap ™ battam ® middbe af 1he passible mnge. :‘uf;i'tmn:;;r';i?t"z:h[ga"‘;]’“““ius see e GOOd traCk record On SOCia I a nd
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o
Eazard S ruciure

o > Good quality earning score

Audit & Risk Ovesight

| | Curalitycar=
|

Haw aompantas shown a5 of month #dded b
QualtySs crs.
W duetorebtve ranking dhame

MORE ABOUT THE COMPANY

— Overall above average ESG KPlIs vs. peers.

Mar ket Data Snapshot

Profita bility

WMarket Cap (mm) TR Revenue (mm) TA0H0 TS MeMangin (%) 135 164 .
Shams Cutstanding (mm] 21914 Met inoome{mm] 900 2300 ERTDA Margin (%] 214 229 Bought and engaged On boa rd aud |t
Closing Price 12400 EBTDAmm) LEDOD 170200 Returnon Equity 5] 121 122 ’

S2-wWeek High 12440 EPS 362 3TE Returnon A5sets (%] B4 B2
S1-Wesk Low 100,60

R sty 8287 compliance and independence.

Source: Compustat A5 of Juky 20, 201 2 401
Currency in EUR

% Institutional Sharehol erSenices

Source: ISS, QualityScore Profile Report, Pictet Asset Management
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CONCLUSION

> ESG can enhance the performance of a credit
portfolio

> ESG and traditional credit analysis are mutually
reinforcing

> The full potential of ESG is better harnessed with a
holistic approach comprising financial and ESG
factors

A strong balance sheet is good.
A strong and sustainable balance sheet is better.
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Appendix

19 ESG in Credit: from risk mitigation to performance enhancement?
Pictet Asset Management
For professional investors only



505 PICTET GLOBAL SUSTAINABLE CREDIT - INVESTMENT PROCESS OVERVIEW

~2000

Issuers

~500

Issuers

~250

Issuers

~100

Issuers
FINANCIALLY

GLOBAL SUSTAINABLE

CREDIT UNIVERSE* CREDITS

INVESTABLE
UNIVERSE FINAL PORTFOLIO

FINANCIAL SUSTAINABILITY SCREENING ESG SCREENING QUALITATIVE ASSESSMENT &
“ : " PORTFOLIO CONSTRUCTION /
“ : " Best in class” issuers captured
Best in class” issuers captured MONITORING

through key ESG indicators per
sector

through proprietary financial
ratios per sector

*Companies on the Pictet Controversial List created by the Pictet Sustainability Board are excluded at this stage

20 ESG in Credit: from risk mitigation to performance enhancement?
Pictet Asset Management
For professional investors only



1805

PICTET-GLOBAL SUSTAINABLE CREDIT — CHARACTERISTICS & POSITIONING

Portfolio characteristics

Rating breakdown (absolute weight)

PORTFOLIO

60%
Weighted modified duration 4.65
50%
Yield to maturity in USD (%) 4.35
. 40%
Weighted average coupon (%) 3.12
0,
Average rating Baa2/BBB 30%
Number of holdings 93 20%
Number of issuers 85 10% I .
Number of sectors 13
0% I
Bloomberg code PEXFHIU AA A BBB BB NR
Source: Bloomberg Barclays, Pictet Asset Management as of 31.01.2019. Source: Pictet Asset Management as of 31.01.2019
Top 10 portfolio issuers Maturity breakdown (Years to maturity - absolute weight)
SECURITY NAME SECTOR COUNTRY PTF 35%
Elisa Oyj Telecommunication Finland 1.54% 30%
Fnac Darty SA Consumer Cyclicals France 1.51% 25%
Severn Trent Water Ltd Utilities United Kingdom 1.46%
. - 20%
Iberdrola SA Utilities Spain 1.44%
Total SA Energy United States 1.35% 15%
Tennet Holding Bv Utilities Netherlands 1.33% 10%
Int. Flavors & Fragrances Inc Basic Industries United States 1.31% 5o
Omv AG Energy Austria 1.30% °
Albemarle Corp Basic Industries United States 1.30% 0% T T T T ]
Boston Scientific Corp Consumer Noncyclicals United States 1.28% 1-3Years 3-5Years 5-7Years 7 -10 Years 10 Years +

Source: Bloomberg Barclays, Pictet Asset Management as of 31.01.2019

Source: Pictet Asset Management as of 31.01.2019.
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PICTET-GLOBAL SUSTAINABLE CREDIT — CHARACTERISTICS & POSITIONING

Sector breakdown (absolute weight)

Country breakdown (absolute weight)

16% 35%
14% -
30% -
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Source: Pictet Asset Management as of 31.01.2019. Cash + Forward P&L is excluded and represents 3.12%. Source: Pictet Asset Management as of 31.01.2019. Cash + Forward P&L is excluded and represents 3.12%.
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7505 PICTET-GLOBAL SUSTAINABLE CREDIT — ESG SCORES
Corporate governance ESG Controversies
45.0% 50.0%
40.0%
40.0%
35.0%
30.0%
30.0%
>
<
25.0% Z 20.0%
> o
<z: ES
o«
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20.0%
10.0%
0.0% I I L
10.0%
5.0% -10.0%
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N p S O ; < © K\
o J 9 < Q &
0.0% y S «¥ éo
ROBUST AVERAGE WEAK NOT APPLICABLE NOT COVERED K éo
W PICTET-GLOBAL SUSTAINABLE CREDIT H PICTET-EUR CORPORATE BONDS B PICTET-GLOBAL SUSTAINABLE CREDIT H PICTET-EUR CORPORATE BONDS
Source: ISS as of 31.01.2019 Source: Sustainalytics as of 31.01.2019
Not Applicable: Cash, FX forwards, index derivatives and bond futures Not Applicable: Cash, FX forwards, index derivatives and bond futures
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PICTET-GLOBAL SUSTAINABLE CDT — PERFORMANCE (I USD) AS OF JAN. 3157 2019

Past 12-month performance

2.5% 102.5
2.0% 102.0
g 1.5% 101.5 %
E Lo% 1010 §
t @
2 0.5% 100.5 3
B o o = — . £
: 0.0% :. m 1000 %
2 -0.5% 995 &
o
-1.0% 99.0
“1.3% © ® ® ® 0 © © © © © © o 985
S =) ) =) =) =) =) 5 5 5 5 =)
N N N N N N N N N N N N
i - : Z 5 2 2 B 5 s e z
- PORTFOLIO (MONTHLY) [ BENCHMARK (MONTHLY) —— PORTFOLIO (CUMULATIVE) —— BENCHMARK (CUMULATIVE)
Monthly performance (%) Quarterly performance (%)
PORTFOLIO BENCHMARK EXCESS RETURN PORTFOLIO BENCHMARK EXCESS RETURN
Jan 2019 1.78 1.96 -0.18 Q4 2018 -0.06 0.10 -0.16
Dec 2018 0.73 1.18 -0.45 Q32018 0.86 0.78 0.08
Nov 2018 -0.30 -0.25 -0.05 Q2 2018 -0.13 -0.45 0.32
Annualised performance (%) Calendar year performance (%)
PORTFOLIO BENCHMARK EXCESS RETURN PORTFOLIO BENCHMARK EXCESS RETURN
1y 2.19 1.62 0.57 YTD 1.78 1.96 -0.18
Since inception 1.91 1.45 0.46 2018 (26.01) 0.13 -0.50 0.63

Source: Pictet Asset Management as of 31.01.2019.
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505 ESG DATA SOURCES

> Each provider was selected for RESEARCH PROVIDERS LEADING EDGE

l e-t C \' Xy votl

— CFRA H 0 LT Creative accounting

SUSTAINALYTICS ! ESG Ratings & Controversies, Activity-based screening

REPRISK@ Controversy news flow

& Carbon data, Fossil fuels, Green Economy
TRUGOST
Bloomberg Environmental and social indicators

Country ESG data

Y e
Corporate Engagement

Pictet has not acquired any rights or license to reproduce the trademarks, logos or images set out in this document except that it holds the rights to use
the Pictet and Pictet Funds trademarks. The trademarks, logos and images set out in this document are used only for the purpose of this presentation
Source: Pictet Asset Management — September 2018
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Approach

Example

Avoid negative

Exclude countries,
companies or other
issuers based on
activities considered
not investable.
Exclusions criteria can

refer to norms, business

practices or product
categories (eg. tobacco,
alcohol, GMQ'’s etc.)

Exclusion of:

- Controversial
weapons

- Companies with
certain threshold of
revenues from

tobacco, alcohol etc.

THE SIX FAMILIES OF RI STRATEGIES

Norms-based

screening

Screens investments
against minimum
standard of business
best practice based on
international norms

Investments must meet

certain standards eg.:

- UN Global Compact

- UN Principles for
Responsible
Investment

Active Ownership (Engagement & Proxy Voting)

ESG integration

Systematic

consideration/ inclusion

of ESG factors in
investment decisions

- Integration of ESG

factors into research

note template used
by analysts

Best-in-Class

Selection of the top

percentage of

companies within each
sector using ESG criteria

- Companies at the

forefront of

sustainability and

their peers

The six approaches are not mutually exclusive, as more than one approach can be used with the same investment vehicle.
Source: Pictet Asset Management — September 2018

26‘

Investment in themes
contributing to
sustainable solutions,
both in environmental
or social topics.

- Nutrition

- Clean energy
- Water

- Green bonds

ESG in Credit: from risk mitigation to performance enhancement?

Pictet Asset Management
For professional investors only

Seek positive

Intentionally seeks to
create both financial
return and positive
social or environmental
impact that are actively
measured

- Microfinance
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For more information

PICTET ASSET MANAGEMENT
www.assetmanagement.pictet

This marketing material is issued
by Pictet Asset Management
(Europe) SA. It is neither directed
to, nor intended for distribution
or use by, any person or entity
who is a citizen or resident of, or
domiciled or located in, any
locality, state, country or
jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation.
Only the latest version of the
fund’s prospectus, KIID (Key
Investor Information Document),
regulations, annual and semi-
annual reports may be relied
upon as the basis for investment
decisions. These documents are
available on
www.pictetfunds.com or at Pictet
Asset Management (Europe) SA,
15, avenue J. F. Kennedy L-1855
Luxembourg.

The information and data
presented in this document are
not to be considered as an offer
or solicitation to buy, sell or
subscribe to any securities or
financial instruments.
Information, opinions and
estimates contained in this
document reflect a judgment at
the original date of publication
and are subject to change without
notice. Pictet Asset Management
(Europe) SA has not taken any
steps to ensure that the
securities referred to in this
document are suitable for any
particular investor and this
document is not to be relied upon

in substitution for the exercise of
independent judgment. Tax
treatment depends on the
individual circumstances of each
investor and may be subject to
change in the future. Before
making any investment decision,
investors are recommended to
ascertain if this investment is
suitable for them in light of their
financial knowledge and
experience, investment goals and
financial situation, or to obtain
specific advice from an industry
professional.

The value and income of any of
the securities or financial
instruments mentioned in this
document may fall as well as rise
and, as a consequence, investors
may receive back less than
originally invested. Risk factors
are listed in the fund’s prospectus
and are not intended to be
reproduced in full in this
document.

Past performance is not a
guarantee or a reliable indicator
of future performance.
Performance data does not
include the commissions and fees
charged at the time of subscribing
for or redeeming shares. This
marketing material is not
intended to be a substitute for
the fund’s full documentation or
any information which investors
should obtain from their financial
intermediaries acting in relation
to their investment in the fund or
funds mentioned in this
document.
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