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About SolAbility

SolAbility isa consultancy specialized in sustainability services. Founded in 2005 by
a former analyst for the Dow Jones Sustainability Index, SolAbility has served
leading and internationally known Korean companies to develop and implement
sustainability policies, management systems and strategies. The sustainability
performance level of three SolAbility clients has been recognized through inclusion
in the DJSIWorld Index .

The main success factor for SolAbility's consulting work has been the development
of workable solutions that do have a direct impact in the internal efficiency in the
managerial and operational context .

The focus on operational implementation and the hands-on exchange with
sustainability practitioners in companies has allowed SolAbility to develop a unique
sustainability assessment methodology (ESGanalysis tool) that isbased on practical
realities (both managerial and operational) rather than on academic indicators or
policy requirements as generally applied by ESGrating agencies . The added value
of this approach is highlighted by the outperformance of both SRI and
conventional benchmarks of an SRI/ESGfund based on SolAbility's ESGresearch on
Korean equities .
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ESG 2.0

Andy Gebhardt
CEO

Foreword

Mi Hyang Lee
Managing Director

Dear Reader

It is clear by now that Asia is coming back of Age. In some countries, new middle classes have
already emerged, while other some countries - in the wake of the regional dynamic - are just
about to kick-start economic growth . The fast economic development represents 6 amongst others
0 new investment opportunities . Huge investment opportunities . The question is d how to identify
long -term investment value?

Recent developments and increasing awareness for the value of sustainable investment are
encouraging . However, lots of terms are floating around, both in the financial industry and the
corporate world looking for a long-term profitable (i.e. sustainable ) business approach . What is
OSRIO®R? s ponlsnivbelset membhS Gai?Su st ail maskelse ment 6 ?

These terms and their particular meanings are familiar only to experts within the field of professional
Osust ai ntathé buisidey World 60t hneai n s t r-ahaymmost likely are shades of the same
color .

Fully integration or mainstreaming sustainability in investment requires a pragmatic and realistic
view on the world around us. While some investors do invest according to principles and choices
(faith, believe, or responsibility considerations), these investors do and always will present a small
minority . The vast majority of asset managers and investors (including institutional investors and
pension funds) always have, and always will, look first and foremost at the bottom line: adding
value to the portfolio, generating profit.

Itistherefore paramount that 0 sust aii makelse mesearthdcan identify long-term sustainable
value . Unfortunately, the best-known and recognized sustainability indexes that serve as show-
case for sustainable investment for the wider public (0t mai nst r e ah@déDow Jones
Sustainability Index and the FTSEGood (and many other sustainability rankings) - fail to identify
sustainable value or even underperform conventional benchmarks . Which rises the question
0 w h y ?ahswerable with two possible causes: insufficient allocation of resources for research, or
methodical deficits .

While tremendous advancements have been made in adaption of sustainability -related policies as
well as the amount and scope of sustainability -related communication in the corporate world
(compare the number of published sustainability reports in 2000 and 2011é ), the methodologies

and indicators applied by ESGagencies have remained more or lessthe same . Furthermore, many
companies have based their policies at least to some extend on the indicators and questionnaires
of ESG rating agencies, meaning that there is little to no visible distinction between different
companies in terms of policies, communication and external management certification and
assurance standards these days using those indicators . Which is, most likely, the reason why most
sustainability ratings today look suspiciously similar to sizeratings .

Against these developments, ESG research needs to be radically renewed and based on
indicators that measure performance that allow for anticipation of future costs, margins, and
revenue growth potential, based on key sustainability challenges and opportunities . SolAbility's ESG
2.0 methodology has proven to identify clear outperformance against both conventional and
traditional ESGbenchmarks in the Korean context . We are now applying the same methodology to
emerging Asian markets .

We hope you enjoy reading thisreport on the findings in the basic materials sector .

Andy Gebhardt Mi Hyang Lee
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Conventional ESGmethodologies

o0Conventi &B8& /| gcreening and analysis
methodologies are geared to assesslarge -cap global
companies - based on policies, commitments, and
voluntarily disclosure. Under such a methodology, a
compangp&Smer f or madepergl® on policies
and disclosure. The oOstr iaod 60r u-base
approach means that most ESGand SRIirankings have
become a rating of Sustainability Reports and
corporate commitments in the form of policies and
certifications of management systems & all of which
have litle meaning and even lessimpact on the day -
to-day operational efficiency . With a very high
percentage of large -cap companies now producing
sustainability reports, the sustainability indexes have
become a mirror of conventional indexes. Thislimited
approach is also reflected in the performance of the
major ESG benchmarks who 0 unfortunately - fail to
identify substantial sustainable value, or, in the worst
case, underperform the market .

The underwhelming performance of the leading
sustainability benchmarks is a also a major barrier for
the wider acceptance of the concept of sustainable
investment with mainstream and retail investors.

ESG2.0

Thisis not to say that there is no value in sustainable
investment strategies & on the contrary . Given the right
approach 0 focusing on performance and strategy
rather than policies and reporting & sustainable value
can be identified, leading to improved index and
portfolio performance

Using this approach, SolAbility has developed a unique
sustainable value identification methodology . Applied
to the Korean market, the SolA 50 Index outperforms
both the market (KOSPI) and SRI benchmarks (DJSI
Korea, KRXSRI)by large margins 0 both short and long -
term .
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Sustainable Value Identification

SolAbility approach to emerging market ESG analysis

SolAbility has developed a Sustainable Value ldentification Methodology for the Korean Market, which -
while not pretending to be a complete re-invention of ESG research - differs considerably from
conventional methodologies . Key points of the methodology include :

A focus on performance and strategy over policies and management systems,
A and inclusion of company sizeto adjust for reporting differences and/or deficits .

Thisapproach vyields a significant higher sustainable value identification than conventional approaches

Contrary to large -cap companies in developed countries, the concept of corporate sustainability & and
even more so the concept of sustainability communication dislessprevalent in emerging economies as of
yet (but expected to increase significantly in the near future) . Due to the different state of development,
applying the SolAbility Korea Methodology to emerging markets, would therefore not automatically lead
to the desired identification of long -term valuable investment opportunities .

Corporate Sustainability in emerging economies ischaracterized by
Low awareness for cost implications of 0 e x #f ri an a n fadtoes| 6
Lower coverage of policies

Lower coverage of certified management systems

Limited reporting

o Do o e

Operational

Measurability relevance

. . . . Consistenc
In order to identify long -term sustainable value in J

the above described circumstances, the analysis
methodology needs to include, and focus on, a
combination of positve and negative ESG
screening criteria that are

Financial bottordine impact

Positive AND negative screening

Measurable

Consistent

Directly relevant to the financial bottom line
Forward -looking

Reflect industry -specific operational realities _
Allow for differentiation Enhanced PortfolidPerformance
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To Po Io o Do Do

As methodologies are part of our core intellectual know -ledge, the details of applied
performance indicators are not revealed here.

I f you wish more information on Sol Adnfadiust.y 0 s
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Sector Challenges

Basic Materials : ESG Differentiators

Key challenges in the basic materials sector include :

A high intensity of non-renewable resources. Global rise in energy prices and raw
material costs will affect future margins. Operational efficiency, related R&D and
business diversification to related services are future differentiators

A High risk of environmental pollution, representing risk of conflicts with regulators AND
host communities

A High water intensity d reduction of water intensity and prevention of pollution in light of
diminishing aquifers need to be addressed timely

A Low attractiveness for talented skilt good management -labor relations and programs
to counter the scarcity of talented workers in aging societies are key

Sustainable
Strategy
Corruption R&D
. Risk
Sustainable Manag;nem
Governance
Management
& Strategy
Energy Labor
Costs Relations
HR
GHG Capabilities
intensity The Social
Environment Management
License to
Operate
Water
Scarcity
Supply
Chain
Pollution Aging Liabilities
Prevention

Societies
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Screening Universe

The assessment universe of basic materials sector
companies located in Asia covered in this report
consists of 130 companies from 11 countries. The
largest contingents are located in the fast-growing
economies of China and India, where construction
and heavy industry consume large amounts of steel
and other metals to power growth .

Country Frontrunners

For reference purposes, the leading (frontrunner)
company in each country ispublished .

The difference of So | Ab inlethadologys to prioritize
performance over policies is highlighted in the fact
that Ko r e dedding sustainability company in the
basic materials sector is not the POSCO, which is
recognized as a sustainability leader by conventional
ESG methodologies . While POSCO has far-reaching
sustainability disclosure, high coverage of
management systems certification and policies
covering all aspects that ESGrating agencies look for,
P O S C Opgedormance has not improved in line with its
policies . Despite numerous initiatives as described in its
reports, the ¢ o mp a n @Gsand energy intensity has
improved only marginally over the past 10 years and is
considerably higher compared to leading companies,
which will have cost implications in light of rising energy
and possibly carbon costs. In addition, the co mpany 6
multi -billion investment project in India has stalled for
several years over unawareness of the local socio -
economic environment, leading to considerable
capital costs.

Country Overview

Companies screened by Country
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China Sinosteel
India National Aluminum Company
Indonesia Aneka Tambang PT
Japan Nippon Steel
Korea Hyundai Steel
Malaysia CSC Steel
Philippines Philex Mining
Russia Magnitogorsk Iron & Steel
Taiwan China Steel Corporation
Thailand Sahaviriya Steel Industries
Vietnam Vietnam Steel Corporation























































