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Assessment Components

To identify investments involved in conflicts with established values & principles, the screening
framework computes controversy scores based on comprehensive criteria.

The following section provides a detailed explanation of the elements in this assessment.

&

CS Event Score

The CS Event Score
represents Inrate's
assessment of the adverse
impact of a company in a
specific event.

G

CS Indicator Score

The CS Indicator Score
reflects Inrate's
assessment of a
company's involvement in
a controversial issues such
as bribery and corruption.

&

Controversy
Involvement Score

The Controversy
Involvement Score reflects
Inrate’s assessment of a
company’s overall
involvement in

confroversies.

Controversy exclusion based on client-specified threshold
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Method

This section integrates the components of Inrate’s ESG screening introduced in the preceding
chapters to explain the framework used for highlighting companies that are not aligned with norms,

values or international conventions.

Inrate maintains a database containing over 25,000 controversies related to listed companies
globally, spanning developed and emerging markets. The controversy research is the basis for
the CS Event Score, the CS Indicator Score and the Controversy Involvement Score.

Fig 2: Controversies assessment process

News Collection

Utilising  Daily newsfeed from media database, >
specialised reports from NGOs, think
tanks, etc.

Company’s Involvement

* Causes of Event
» Level of Involvement <4
* Corrective Action

Categorisation

Classification of controversial activities
into 34 indicators covered by Inrate

v

Event Assessment

* Assessment of Impact

» Scale of Impact

* Durability of Consequences
» Event Credibility

Assessment Areas

e

CS Event Score CS Indicator Score Controversy

Quantification of event Aggregation of Event
severity and company Scores, considering Aggregation of CS

involvement, considering ranking discounts
time discount
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Involvement Score

Indicator Scores across
34 indicators




CS Event Score

E/} Inrate performs daily media screening fo identify an event. An ‘event’ illustrates an ethical
breach, such as pollution or violation of labor laws, involving one or multiple companies.

{3} Inrate assesses whether it is a new event or an update to an existing confroversial event. Each
event must then be categorised by the 'type of controversy’. Therefore, the controversial
activity is classified under one of the 34 indicators covered by Inrate. Each event is
accompanied by a summary.

The actual impact of an event is
evaluated based on the following
four features:

The following features assess the
company’s involvement in an event:

» Causes of Event looks into the
company's conduct that led to the
controversy, such as deliberate ethical
violations, poor management traits or
whether it was just a coincidence.

Assessment of Impact looks atf the
severity of an impact.

Scale of Impact assesses the extent
to which an adverse impact affects the
stakeholders, including society,
employees and the environment,
quantifying the number of people or

Level of Involvement considers the
extent of a company's involvement in
an event (based on factors such as

the area impacted.

Durability of Consequences
considers the impact's durability, or
how long it takes to repair, reverse or
cure an impact.

Event Credibility is meant to account
for the fact that not all events or
allegations are completely credible.
This could be because the facts of an
event have not been fully revealed yet.

whether it occurred within its
operations or supply chain) and
consequently, its potential
accountability for the outcomes.

Corrective Action examines the
actions/measures taken by a company
to mitigate an impact (if the company
is directly involved in an event) or stop
its involvement (if the company is
indirectly involved). The measures
should not only remove an impact or
involvement, but also prevent future
occurrences.

{{/} Event assessment and company involvement, accounting for time discount!, produce the CS
Event Score (between O and 1). It is an intermediate calculation result that is used to calculate
subsequent scores such as the CS Indicator Score.

'The time discount is automatically applied based on the date of an event's treatment. The reason for applying a time discount is fo
account for the fact that it requires time for a company to reform and rectify adverse business practices.
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CS Indicator Score

{2} Inrate compiles all events attributed to a company and the respective CS Indicator.

{l} Events are arranged by their level of severity, prioritising those with the highest CS Event
Scores first.

@ A ranking discount is applied from second-highest event onwards, with discounts of 25%,
50%, 75% and 90% applied as appropriate.

{/} Following the application of ranking discounts, the aggregated discounted event scores result

in the CS Indicator Score. The CS Indicator Scores range from O to 1and are used as
exclusion thresholds for customers.

Controversy Involvement Score

Inrate computes the Controversy Involvement Score by adding up the CS Indicator Scores for all 34

indicators. The Controversy Involvement Scores are used as an overall score on entity controversy
reports.

Data Basis and Sourcing

Screening for adverse business practices utilises media database (iNava), and specialised reports from
NGOs and think tanks.

Adverse Business Practices: Result and Scale

The overall results of adverse business practices are presented as the Controversy Involvement Score for an
entity. The scale illustrating the significance of various scores is given below:

Minimal (O - 0.01) Low (0.01- 0.1) Medium (0.1- 0.5) | High (0.5-1)

The company’s The company’s The company’s The company’s The company has
involvement in involvement in involvement in involvement in an unusually high
controversial controversial controversial controversial involvement in
business practices business practices business practices business practices controversial

has a minor has a low impact  have a significant = have a serious business

impact on society  on society and the impact on society  impact on society  practices. This
and the environment. The  and the or the category is used
environment. The  controversial environment. The  environment. for the worst
controversial business practices controversial These are very performing
business practices are widespread business practices unusual and companies.

are rather and therefore do  are extraordinary.  significant.

insignificant and ~ not stand out.
not extraordinary
at all.

Clients can cusfomise exclusion thresholds, such as choosing to exclude companies with Controversy Involvement Scores
exceeding O.1.

Confidential | All rights reserved 5



Representative Result of Inrate’s Screening for Controversies

» This section demonstrates a working example, showcasing the assessment results of a healthcare
company, referred to as ‘Company X', drawn from Inrate’s universe of screening for adverse
business practices.

» A controversial event involving Company X took place. The event titled ‘Continued operations in
Russia despite breach of international law’ was categorized under Inrate’s indicator
Controversies over activities in sensitive countries.

Event Assessment

Assessment of Scale of Impact Durability of Event Credibility
Impact . (Large, Extensive, Consequences (Highly Credible,
(Severe, Major, Medium, Small) (Irreversible, Long- Reasonably
Moderate, Minor) term, Medium-term, Credible, Not
Short-term) Credible)

Assessment of Company X’s Involvement

Causes of Event Level of Involvement Corrective Action

(Purposeful ethical (Direct or lead, Indirect (Unknown/too recent to react,
breach, Insufficient and major, Indirect and Not relevant, No corrective
management features, moderate, Indirect and action, Unconvincing measures
Chance/random minor, Indirect and taken, Standard measures taken,
circumstances) negligible) Highly effective measures taken,

Impact removed)

Each feature receives a score from O to 1, and all the scores are multiplied together.

v

1 2 3

CS Event Score CS Indicator Score CS Entity Score

Event Assessment +
Company Involvement

» 0.0096
' >

Time discount application

All 34 Inrate indicator scores
are aggregated to obtain the
Controversy Involvement
Score for Company X

Within each indicator, the
events are aggregated

(smaller the event, higher the
discount)

Ranking discount application

Time discount of 30% applicable
based on the date of treatment of
the event (06/07/2022)

%/—/

l

56.51%
(High)

0.66 %

0.67 %
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inrate

Impact Beyond ESG since 1991

Inrate, a Sustainability Data and ESG Impact rating company, helps financial institutions view
sustainable finance from an ‘impact’ lens. The contemporary responsible investor needs data that
supports a variety of use cases and stands up to scrutiny. Inrate scales the highest quality and
standards and deep granularity to a universe of 10,000 issuers, allowing portfolio/fund managers,
research, and structured product teams to make confident decisions.

Zurich Office

Inrate AG

Binzstrasse 23
CH-8045 Zurich

Tel. +4158 344 00 0O

Partners

DENKEN
UBER
MORGEN

www.inrate.com

Geneva Office

Inrate SA

Rue de Bern 10
CH-1201 Geneve

Tel. +4158 344 00 00

London

Inrate AG

287a, Berkeley Square House

London W1J 6BD
Tel. +44 7769 763100

Memberships

() Swiss

Sustainable mmm

Finance

India

Inrate AG

DP Farms Rd, EON Free
Zone, Kharadi

Tel. +91 9654227595

info@inrate.com


https://www.linkedin.com/company/inrate/?originalSubdomain=ch
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