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2022: 4th Quarter Insights

OUTLOOK SNAPSHOT: (Estimated reading time 60 seconds)

¢« Risk profilingis the bedrock of the advice process, to ascertain a clients willingness and ability to take investment
risk and recommend an appropriate investment vehicle.

¢ More recently, as sustainable investing has become key to the advice process, Pacific has developed a tool to
quantify a client’s attitude to sustainability, and understand where on the ‘green spectrum’ they sit.

¢ We can aggregate the data we have access to, and utilise it to generate an ESG sentiment indicator. This shows
us how clients attitudes to sustainability are shifting through time.

¢« We see that more recently ESG sentiment has deteriorated, which has coincided with a period of
underperformance for sustainable strategies. By creating EnlightenESG we hope to have contributed to the
sustainable investing ecosystem and help clients to invest based on their true views on sustainability, not just
on the basis of recent performance.

ENLIGHTENESG

Many years ago, advisors started to ask their clients detailed questions about their attitude to risk and these days
risk profiling is part of almost every advisor’s toolkit. Now that sustainable investing is becoming an important part
of the conversation with clients, at Pacific we decided to build something for advisors to quantify their clients’
attitude to sustainable investing; from that simple idea EnlightenESG was born. The idea behind EnlightenESG is
to identify how far along the ‘green spectrum’ they might sit. One of the surprise benefits of implementing this
technology has been giving us a large data source to assess overall attitudes to sustainability, and from this we can
develop a sentiment indicator to see how sustainable views are changing through time.

“At Pacific we decided to build something for advisors to quantify
their clients’ attitude to sustainable investing; from that simple idea
EnlightenESG was born.”

ENLIGHTENESG - THE BEGINNINGS

A couple of years ago, we were discussing the importance of environmental, social and governance factors in investing,
and the emergence of a raft of clients that were seemingly interested in investing in a more sustainable way.

Our view at the time was that this was clearly a good thing: investing in companies that consider these factors, means
that those companies will be more likely to be able to adapt to the rapidly shifting competitive landscape, less likely
to take significant regulatory risk, as well as have a lower impact on the planet’s finite resources.

However - we are not naive, we also appreciated that this coincided with a period of strong returns for ESG strategies,
and many exciting stories were appearing from the asset management community itself.

Due to client demand, we developed a sustainability risk profiler, to attempt to identify where on the spectrum of
‘green-ness’ an individual sits.

The concept of risk profiling has been around for many years, an investor is asked a series of questions to help understand
both their ability and willingness to take on investment risk, and the returns taking this risk can generate. This can help
people understand their long-term financial goals, the likelihood of reaching them and plan for their futures.

We built EnlightenESG to be another consideration in this calculation: in addition to the question of how much risk a
client should take, Enlighten helps to frame where should | sit along the sustainable investing spectrum.
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HOW DOES ENLIGHTENESG ASSESS SUSTAINABLE PREFERENCES?

The question of how we assess an individual’s sustainable preferences is through a series of simple questions. We
break down the questions into three broad categories:

¢ Lifestyle: what changes have you made in your day-to-day life to better reflect your sustainable preferences
*  Policies: how philosophically do you feel about sustainability issues with regards to company behaviour
«  What-ifs: how would you feel if your investments performed differently to conventional multi-asset approaches

Each question within the questionnaire is also scored on a relative basis, in other words, it is normalised versus the
peer group average of previous scores. The process is designed to learn and adapt as the world, and people’s views
change. It is also designed in this way because we want to think about sustainability as relative to societal norms
at a given point in time. If over time everyone recycles, your decision to recycle doesn’t show that you are more
sustainable than the norm.

The result is then very simple, a profile score from Citizen through to Impact, ie from lightest to darkest green.

OVERALL PROFILE SCORE

=

CITIZEN GREEN CITIZEN ENGAGED PROACTIVE IMPACT

GENERATING A SUSTAINABLE SENTIMENT MEASURE

We have been running this technology for clients for over a year, and as a result we get some fascinating sustainable
data on participants. We anonymise all respondent’s information, and aggregate individual results to track views on
Sustainability though time.

We can track whether certain age groups are more interested in sustainability than others (hint: the oldest and
youngest generations are). We can also track whether cohorts of people are more interested in the E, the S or the
G at any given point in time. The most recent data we ran points towards a shift towards social considerations as
being the most important for respondents, which is possibly a reflection of the burden of several governments facing
inflationary pressures and a cost-of-living crisis, a lot of which will be borne by the lowest income bracket.

Most importantly though we can also create at a generalised view of ESG sentiment. We create a simple average of
how each person answered each question (ie whether they were above or below the peer-group average), and we map
their aggregate answers through time. We recently ran this data for a conference, and the results were very interesting
as we see from the chart below. We see that, through most of 2021, since we started collecting this data ESG sentiment
was broadly positive, above our averages. However, more recently ESG sentiment has started to reduce.

When we chart this next to the relative returns of a simple World Sustainable index relative to a market cap index
we might be able to see why - Sustainable strategies have gone through a period of under-performance for much
of the year. If you combine this with the politicisation of sustainability, with many people questioning the short-term
importance of environmental policy given the Russian invasion of Ukraine and subsequent energy crisis in Europe
(wrongly in our view), as well US politicians blaming ESG for inflation, and we feel it is unsurprising that sentiment
will have fallen.

ENLIGHTENESG SENTIMENT INDICATOR AND RELATIVE RETURNS OF SUSTAINABLE INVESTMENTS
-SEPT 2021 TO SEPT 2022

EnlightenESG Sentiment Indicator (LHS) [ World Sustainable Index vs MSCI World
Source: EnlightenESG & Bloomberg
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However, as is often the case with investing sentiment, perhaps declining sentiment is in a sense a good time to ‘buy’
sustainability. We know that with this falling sentiment some of the people that were more focused on short term
relative performance may have moved away from sustainability, which has been challenged. This however, means
that those remaining in sustainable investment options are more patient capital, willing to diverge from the index,
whilst investing in aggregate in better companies.

We continue to believe enormous structural drivers that over the long term should benefit sustainable investment. In
fact, we have a greater requirement now, in a de-globalising world to invest in sustainable infrastructure, and to be
more aware of our supply chains and social considerations of companies.

CONCLUSION

For Pacific, EnlightenESG allows us to track sentiment of sustainability at the aggregate level. We can utilise the
relative return of sustainable strategies versus conventional market cap indices to explain some of why we see
sustainable sentiment deteriorate. Most importantly, we hope that by creating EnlightenESG that we have contributed
to sustainable investing, helping clients to invest based on their views on sustainability as well as risk, and not just on
the basis of recent performance.

WHAT DOES SUSTAINABLE INVESTING MEAN TO PAM?

Sustainable investing is a catch-all term for investing in a way that accounts for being socially
responsible and investing ethically while also seeking returns.

At PAM we use the term sustainable investing to capture the various methods of incorporating
concerns around Environmental, Social and Governance (ESG) issues into our investment decision
making processes.

A commitment to responsible investing
As a signatory to the UN PRI Principles for Responsible Investment, Pacific Asset Management has
publicly stated our support for the better understanding of the investment implications of ESG factors.
As a business we are committed to constantly strive to be a more responsible firm both in how we
operate and how we manage our clients’ investments.

PLEASE GET IN TOUCH

Pacific Asset Management Contact us www.pacificam.cq.uk P ‘ I F I <
1 Portland Place T +44 20 3970 3100 For more information,
ASSET MANAGEMENT

MOVE FORWARD

London, W1B 1PN E info@pacificam.co.uk updates and to find out

United Kingdom more please visit our website

IMPORTANT INFORMATION - FOR AUTHORISED USE ONLY

This document is issued and approved by Pacific Capital Partners Limited (PCP), which is authorised and regulated by the Financial Conduct Authority.
This document is intended primarily for internal use, but may be distributed upon request to investment professionals and exempt investors in
accordance with the FSMA 2000 (Promotion of Collective Investment Schemes Exemptions Order 2005) for authorised purposes only. It does not
constitute advice, an offer or a recommendation to purchase or sell any financial products and you should not rely on the information in making an
investment decision. The information and analysis contained herein are based on sources believed to be reliable. However, we do not guarantee their
timeliness, accuracy or completeness, nor do we accept liability for any loss or damage resulting from your use or reliance upon of this document.
Any opinions expressed reflect our current judgment at the date of this document and are subject to change without notice. Past performance is not
necessarily a guide to future performance. This report is not directed to or intended for distribution to or use by any person or entity in any jurisdiction
where such distribution, publication or use would be unlawful. This document may not be reproduced (in whole or in part), transmitted, modified
or used for any public or commercial purpose without the prior written permission of PCP. Pacific Asset Management is a trading name of PCP. For
European Distribution: In the European Union, this document is issued by KBA Investments Limited. KBA Investments Limited is licensed in terms
of the Investment Services Act (Cap 370) as an Investment Firm and is regulated by the Malta Financial Services Authority (Authorisation ID KIL2-
IF-16174). KBA Investments Limited is a sub-distributor in certain countries in the European Union for Pacific Asset Management. For full the list of EU
countries, please visit the MFSA Financial Services Register. Registered Office: Trident Park, Notabile Gardens, No 2 - Level 3, Zone 2, Central Business
District, Birkirkara, Malta.
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