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(Editor's Note: Our ESG Industry Report Cards include an analysis of ESG factors for a selection of companies. We intend to
expand our ESG Industry Report cards to include more companies throughout the year.)

Key Takeaways

- Environmental risks are significant for most transportation subsectors, mostly related
to increasing regulation of greenhouse gas emissions.

- Commercial aerospace faces a similar tightening of environmental regulation,
particularly for aircraft engines, which is both a risk and an opportunity.

- Social risks are mostly moderate for the transportation sector, though safety and labor
relations are more significant for some subsectors, particularly passenger
transportation.

- Key social risks for commercial aerospace include product safety risks and some
reputational risk for defense contractors because of the nature of the products they sell.

The ESG Risk Atlas

To calibrate the relative ranking of sectors, we use our environmental, social, and governance
(ESG) Risk Atlas (see "The ESG Risk Atlas: Sector And Regional Rationales And Scores," published
May 13, 2019). The Risk Atlas provides a relative ranking of industries in terms of exposure to
environmental and social risks (and opportunities). The sector risk atlas charts (shown below)
combine each sector's exposure to environmental and social risks, scoring it on a scale of 1 to 6. A
score closer to 1 represents a relatively low exposure, while 6 indicates a high sectorwide
exposure to environmental and social risk factors (for details see the Appendix). This report card
expands further on the Risk Atlas sector analysis by focusing on the credit-specific impacts, which
in turn forms the basis for analyzing the exposures and opportunities of individual companies in
the sector.
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Transportation

Environmental Exposure (Risk Atlas: 4)

Transportation is a heterogeneous sector that includes various subsectors with different
exposures to environmental risks, though most face increasing regulation of greenhouse gas
(GHG) emissions. Overall, environmental risks for companies within a particular transportation
subsector and region tend to be fairly uniform, with limited differentiation by company. Airlines
and shipping companies are at greatest risk.

For airlines, the risk is mostly long-term because the rules agreed on by most countries under the
International Civil Aviation Organization (ICAO, a United Nations-sponsored entity) apply only to
international routes and can be met fairly easily using current and planned aircraft engine
technology over the next several years, though this becomes more costly thereafter. The ICAO
agreement seeks to limit carbon dioxide emissions beginning in 2020. With global air traffic
growing faster (5%-6% annually) than ongoing efficiency improvements (1%-2%), this implies a
long-term need for further technological breakthroughs such as biofuels to avoid or limit paying
for carbon offsets (phased in voluntarily over 2021-2026 and mandatory thereafter). European
airlines face an additional, separate emissions trading scheme to help offset emissions in that
region, which has raised costs somewhat but not had a profound financial impact. The U.S.
Environmental Protection Agency (EPA) during the Obama Administration had indicated an
interest in pursuing GHG regulation for the U.S. domestic market following the ICAO approach, but
that appears to be on hold under the Trump Administration.

Shipping companies face near-term regulations by the International Maritime Organization that
mandate much lower emission of sulphur compounds as of 2020. Measures to meet this are costly
(mostly either using more expensive fuel or installing "scrubbers") in a competitive industry with
low margins. Accordingly, implementation of regulations could have a direct impact on credit
ratings, though we believe higher shipping rates will offset most of these rising costs, since all
shipping companies face the same requirements. The transition to these cleaner shipping fuels by
refiners could also cause a short-term spike in the costs of all transportation fuels. Other sectors,
such as railroads and trucking, face some environmental regulations but they tend not to be as
impactful. Companies that provide operating leasing of transportation equipment (e.g. aircraft,
marine cargo containers, rental cars) must factor environmental regulations into their decisions
about which types of equipment will be attractive to users and retain residual values. Still, we see
their risk as generally less than that of the transportation companies they serve. Environmental
risks beyond GHG, including climate change and waste pollution, are less significant and in some
cases not material.

Social Exposure (Risk Atlas: 3)

Passenger transportation companies face risk on social cohesion, as airlines are a high-profile
target for terrorism and are disrupted by war, but freight transportation is relatively less affected.
Passenger airlines have become more resilient, and traffic levels generally recover within a few
months of an incident (though this varies, of course, depending on the severity of the incident and
perceived risk of further attacks). Airlines carry insurance for potential liabilities, though
particularly catastrophic attacks may exhaust it and require government backstopping of
coverage. A material risk is cybersecurity, as transportation companies rely on extensive
information technology (IT) systems to manage operations and collect revenue. Community
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opposition to expansion of transportation infrastructure (e.g. airport runways) limits growth and
raises operating costs, but also allows transportation companies to raise prices by limiting
capacity in the market. Human capital management represents an exposure, as many
transportation companies are heavily unionized and strikes can be very costly and disruptive.
Safety is also a risk, particularly for airlines, for whom accidents are highly visible and deadly
(albeit rare statistically). Aircraft leasing companies are less exposed to such risks than the
operating airline and, depending on the problem, the manufacturer, and leases require that the
airline provide various forms of insurance.

For freight transportation companies, the safety risk relates mostly to employees or accidents
that endanger others (e.g. toxic or flammable spills from rail accidents). Freight railroads, for
example, are often required by law to transport commodities that may pose hazards. Other social
risks, such as exposure to consumer behavior or demographic shifts, are much less of a concern;
on the contrary, the spread of internet commerce has been a boon for freight transportation and
global demographic trends are propelling airline traffic. Overall, we see social risks for
transportation companies as moderate and somewhat less than environmental risk.

Governance Exposure

Governance factors for transportation companies are in most respects similar to those for other
industries. For those subsectors in which most companies have unions (e.g. airlines, railroads), an
ability to manage labor relations effectively is a plus. Many transportation subsectors are
regulated to various degrees, so an awareness of the limitations this imposes and experience in
dealing with government agencies is important.
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Aerospace & Defense

Environmental Exposure (Risk Atlas: 3)

Overall we see environmental risks for the aerospace and defense sector to be moderate, with
somewhat higher risk for producers of commercial aircraft and their suppliers. The environmental
risks for the commercial aerospace focused companies are weighted towards GHG emissions.
Aircraft engine emissions are increasingly being regulated, which could lead to increased demand
for the newest aircraft, but also may require investment in new product development. This could
be material in the long term if stricter regulations require a major advance in technology. These
same regulations also weaken aircraft manufacturers' airline customer's profitability, which could
constrain their ability to buy new aircraft. Furthermore, if stricter emissions regulations require a
significant investment from airlines to meet these regulations, this could result in higher ticket
prices, reduced air travel, and therefore lower demand for aircraft. Pollution and toxicity are the
primary environmental risks for the manufacturing companies in the defense sector due to the
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materials sometimes used in the manufacturing process. Defense contractors are often able to
incorporate environmental remediation costs into the overhead costs they bill the government
customer, limiting the impact on earnings.

Social exposure (Risk Atlas: 3)

Social risks present both opportunities and risks for the aerospace sector, as a result of which we
see the overall impact as moderate. For aircraft manufacturers, we see growth supported by
consumer mobility trends and demographic shifts, while product safety is the key risk, as an
aircraft accident that is determined to be caused by a design flaw or poor quality could result in
order cancellations, delivery delays, or significant costs to fix the problem.

Human capital management is important because the workforce is aging rapidly in the US and
Europe and replacing retiring workers with qualified people, both engineers and highly skilled
factory workers, is difficult, resulting in increasing labor costs. The industry also is mostly
unionized and there have been a few strikes in the past that have disrupted production. Defense
contractors may have a slightly higher social exposure given the nature of their product: they
sometimes face reputational risk related to the production of certain types of weapons (e.g.
nuclear weapons, land mines, cluster bombs) or sales to certain countries. Still we do not classify
the sector's social exposure as high because demand for arms and defense systems stems from
national security priorities. Government military spending, the primary source of demand for
defense contractors, is generally tied to a country's foreign policy and security situation, but can
also be influenced by other political factors. That said, export sales are also controlled by the
home government and can be restricted due to tensions with foreign countries or sanctions or due
to human rights considerations.

Governance Exposure

The highly regulated nature of the commercial aerospace industry and government oversight and
contracting regulations for defense contractors has resulted in most companies, especially the
larger ones, having extensive planning and risk management processes. However, the costs of
staying in compliance are significant. U.S. defense contractors also spend a fair amount (although
small relative to the size of the companies) on lobbying the government to increase or preserve
funding for their programs. As defense contracts and, in some countries, commercial aircraft
sales are negotiated with government officials, and are often quite large, some companies have
been caught bribing government or airline officials to win orders, leading to fines and other costs.
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ESG Risks In Transportation

Table 1

Company/Rating/Comments Country Analyst

AerCap Holdings N.V. (BBB-/Stable/--) Netherlands Betsy Snyder

ESG factors are not significant to our rating on aircraft lessor AerCap. However, given AerCap's exposure to the airline industry,
environmental considerations are more important than social matters for the company. We view the airline industry as having
moderately high environmental risk, principally because of a long-term trend toward tighter regulation of GHG emissions, which
will result in strong demand for new, more fuel efficient aircraft. Although the average age of AerCap’s fleet, at 6.2 years, is older
than those of some of its leasing peers, its proportion of planes incorporating the newest technology is higher and we see it as
well positioned to meet airlines’ needs. At March 31, 2019, it had 346 aircraft on order, primarily more fuel efficient models. This
should reduce the average age of its fleet as it takes delivery of these aircraft and disposes of older aircraft. Social risk is
minimal, as labor accounts for only a small percentage of operating costs and is not unionized. Risk relating to safety is
mitigated by the requirement that airline customers carry insurance on the planes they lease. In general, airlines and
manufacturers are more exposed to safety risk (either liability or reputational) than leasing companies. We view management
and governance of AerCap favorably and assess it as satisfactory under our criteria. The company is publicly held and
management has significant experience in the industry. It has a long track record of relationships with its airline customers,
which includes the repossession and remarketing of its aircraft when its customers have run into financial difficulty. In addition,
in 2014, the company successfully completed the acquisition and integration of its larger competitor International Lease
Finance Corp.

American Airlines Group Inc. (BB-/Stable/--) U.S. Philip Baggaley

American faces long-term risks from environmental factors, though these are not currently a rating driver. Social factors are an
ongoing moderate risk, as is true for most airlines. We assess American’s governance as satisfactory. American’s fleet of aircraft
is somewhat newer than those of other large U.S. airlines, following an extensive and expensive re-fleeting program (average
age now 10.6), though this is only average among airlines globally. Social risk is likewise moderately high, because of the
prevalence of unions (a large majority of American’s employees are unionized) and airlines’ high public visibility as regards
safety, noise, and other factors. We judge American’s labor relations to be fairly good. We assess American’s management and
governance as satisfactory, based on an experienced management team that oversaw a successful emergence from
bankruptcy, merger with U.S. Airways Group Inc., and improved labor relations. Recent relative underperformance on both
operational and financial metrics partly offset these positives.

A.P. Moller - Maersk A/S (BBB/CreditWatch Neg/--) Denmark Izabela
Listowska

Maersk is well placed strategically and financially to meet regulations requiring sulfur emissions to be reduced to 0.5% from
January 2020 (versus 3.5% currently). Maersk will run the vast majority of its fleet on a more expensive low-sulfur fuel but we
expect it to recover the cost via higher freight rates, as per its newly introduced bunker adjustment factor, which is similar to the
approach its closest peers, CMA CGM and Hapag-Lloyd, take. We note that the entire industry is subject to the new emission
limit, and it will be in all ship owners' interest to recover higher fuel cost. In addition, Maersk will invest in scrubbers and
retrofitting to be installed on selected vessels. We do not expect these compliance-related expenditures to have a rating impact
given Maersk's strong financial flexibility. A reliable, safe, and economic fleet is key to handling regulatory risks and public
opinion. The company boasts no history of significant environmental incidents (such as oil spills). Social risk in the shipping
industry is generally less relevant compared with environmental risk. That said, Maersk faced a number of deadly accidents in
recent years and is rolling out a fundamentally new approach to safety. We assess Maersk's management and governance as
satisfactory, underpinned by the highly reputable team of industry experts running the company. We also note the company's
consistent operating track record and high standard for operating performance, as reflected in an all-time high customer
satisfaction score in the Ocean segment in 2018 and generally positive employee relations.

Avianca Holdings S.A. (B/Stable/--) Panama Juan Camilo
Alvarez

Environmental factors are a relevant consideration for Avianca, given increasing regulation of GHG emissions, although they’re
not a material rating driver. Avianca has pursued efforts to incorporate fuel-efficient aircraft and keep a relatively young fleet.
We view Avianca as a company with high quality and service standards, having gone several years without any accidents.
However, the company faced social blowback when the 2017 pilot strike lasted for more than 50 days, disrupted the company’s
operations, and increased its overhead expenses, which resulted in the dismissal of around 700 pilots and cancellation of more
than 3,000 flights. We view Avianca’s management and governance as fair, reflecting management’s expertise, depth, and
breadth. After the signature of the loan agreement between Synergy Corp., Avianca’s main shareholder, and United Airlines in
November 2018, Avianca’s corporate governance has strengthened thanks to the additional supervisory parties and new
internal controls.
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Avis Budget Group Inc. (BB/Stable/--) U.S. Grant Hofmeister

We view the car rental industry as having low to moderate environmental risk because we believe that car rental companies can
purchase vehicles from original equipment manufacturers (OEMs) that would meet more stringent environmental and
emissions requirements and pass on the higher costs to customers. Avis Budget typically owns vehicles for less than a year.
Because of this, Avis Budget can make adjustments in its vehicle fleet for stricter environmental regulations, but could face
some potential residual value risk in its fleet if vehicle emissions regulations are tightened; however, we expect any such
changes would be phased in over a long period of time. We don’t view social factors as major risks for this sector currently, but
these may increase over time. Changing consumer preferences in how to access transportation could affect car renters. For
example, ride-sharing companies such as Uber compete only at the margin now (mostly at large metropolitan airports, whereas
a typical car rental can be for several days and involves driving longer distances), but the overlap could increase over time. Also,
because this is a consumer related business, service quality and employee satisfaction are important factors. We assess Avis
Budget’s management and governance as satisfactory. Although directors nominated by SRS Investment Management have a
significant presence on the Avis Budget’s board (four out of thirteen board members), we feel there is sufficient independent
representation.

British Airways PLC (BBB-/Stable/--) U.K. Frank Siu

As part of its £6.7 billion five-year investment program, British Airways (BA) invests heavily in fleet modernization to strengthen
its customer offering, as well as to reduce carbon emission and noise pollution. The airline has recently ordered 18 Boeing 777
that will replace half of its older Boeing 747 fleet, effectively improving fuel cost per seat by 30%. In 2018, BA experienced a
customer data theft that affected 565,000 people. So far, BA has not confirmed any cases of fraud stemming from this breach.
The airline is also facing increasing pressure from labor unions seeking higher compensation on the back of strong operating
results. BA’s management and governance, which we view as satisfactory, is one of the best in the sector. The airline has a
proven track record of executing its strategy and achieving strong operating performance. This is notwithstanding operational
headwinds such as significantly higher fuel price in 2018 and air traffic control industrial actions in Europe that resulted in flight
disruptions.

Canadian National Railway Co. (A/Stable/A-1) Canada Alessio Di
Francesco

ESG factors are not a significant risk to the rating on Canadian National Railway (CN). Transportation of petroleum and chemical
products that we consider CN’s most hazardous category represented a modest 11% of carloads in 2018. We believe the
company is among the safest railroads in North America based on Federal Railroad Administration (FRA) reporting criteria. That
said, operations tend to be more challenging in Canada when compared to the U.S. due to colder weather conditions and
steeper grades, particularly in parts of Western Canada. This increases the risk of accidents and service disruptions that we
believe the company does a good job managing. CN operates a fuel efficient fleet of locomotives that on average used 0.94 U.S.
gallons per thousand gross ton miles in 2018, which we believe is roughly 15% lower than the average North American railway.
We also believe transporting freight by rail instead of trucks is significantly more fuel efficient on average, contributing to less
GHG emissions. Unlike some of its industry peers, CN’s customers and employees are not being disrupted by a transition to
scheduled railroading, as CN was an early adopter of this operating model. Furthermore, while just under 80% of the company’s
workforce is unionized, its labor relations have been relatively stable.

Canadian Pacific Railway Ltd. (BBB+/Stable/--) Canada Alessio Di
Francesco

ESG factors are not a major influence on the rating on Canadian Pacific Railway (CP). Transportation of energy, chemical, and
plastic products that we consider CP’s most hazardous line of business represented a modest 12% of carloads in 2018. We
believe the railroad is among the safest in North America based on FRA reporting criteria. That said, operations tend to be more
challenging in Canada when compared to the U.S. due to colder weather conditions and steeper grades, particularly in parts of
Western Canada. CP operates a fuel efficient fleet of locomotives that on average used 0.95 U.S. gallons per thousand gross ton
miles in 2018, which we believe is roughly 15% lower than the average North American railway. We also believe transporting
freight by rail instead of trucks is significantly more fuel efficient on average, contributing to less GHG emissions. We expect
service levels to remain relatively stable over the next few years. CP’s customers and employees are not being disrupted by a
transition to scheduled railroading as CP was an early adopter of this operating model, having implemented it in 2012 under the
late Hunter Harrison. Furthermore, while about 75% of the company’s workforce is unionized, its labor relations have been
relatively stable. The company is publicly held, with a highly regarded management team and good governance practices.

CSX Corp. (BBB+/Stable/A-2) U.S. Betsy Snyder

ESG factors do not represent a significant factor to the rating. The railroad is one of the two largest in the Eastern U.S.,
operating in a regulated environment, with oversight of both its safety practices and the commodities it transports,
administered by various regulatory agencies. The company has experienced derailments over the years, which can result in
substantial costs and claims for personal injury, property damage, or environmental penalties, but the number of these
incidents has been in line with those of other large North American railroads. In addition, such costs can typically be partly
recovered through insurance. Approximately 14% of its carloads transport coal, primarily to Eastern ports for export. Close to
half of its carloads transport intermodal traffic (transporting containers and trailers that also move by ship or truck). This is
more fuel efficient than competing truck movements and has been growing due to a shortage of trucking capacity. The company
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is one of the first U.S. railroads to adopt precision scheduled railroading, which was implemented by its late CEO Hunter
Harrison in 2017, and focuses on more efficient railroad operations. When this was first adopted, it resulted in customer service
problems and poor employee relations due to the need for fewer employees. This caused its operations to be monitored by
regulators. The situation has improved and the operation now appears to be running smoothly. While the company is unionized,
its labor relations have improved since these issues were resolved, although this may change as continued efficiency initiatives
could result in the need for even fewer employees. The company is publicly held, with a management team that has continued to
implement Mr. Harrison’s strategy, but with more customer focus.

Delta Air Lines Inc. (BBB-/Stable/--) U.S. Philip Baggaley

Delta, like other airlines, faces long-term risks from environmental factors, but these are not currently significant to the rating.
Social factors are an ongoing moderate risk, though we believe Delta is positioned somewhat better than most U.S. airlines in
that regard. And we judge Delta’s governance factors favorably. Delta’s fleet of aircraft is somewhat older (more than 16 years
old on average) than that of most airlines. However, Delta is financially well positioned to modernize its fleet and has done a
good job of maintaining level capital expenditures. The airline industry’s social risk is moderately high, because of the
prevalence of unions (though Delta has fewer unionized employees than most, with only the pilots and flight dispatchers
organized) and the industry’s high public visibility as regards safety, noise, and other factors. We judge Delta’s labor relations to
be better than most large airlines', and its service reputation is good among U.S. peers. Safety incidents are rare, particularly
among developed world airlines, and their occurrence is statistically close to random. We assess Delta’s management and
governance as strong, based on the company’s consistent good operating track record, effective strategic planning, and
generally positive employee relations and corporate culture.

Deutsche Lufthansa AG (BBB/Stable/A-2) Germany Izabela
Listowska

Lufthansa is well positioned with regards to meeting tightening regulations. Its fleet of aircraft is younger (about 12 years old on
average) and likely more efficient than that of many large airlines, including British Airways (13.5 years old), Air France (13.3), or
Delta Air Lines (16). Besides, Lufthansa has financial capacity to continue modernizing its fleet while generating sufficient
operating cash flows to cover capital investments in new and more economical, fuel-efficient and quiet aircraft planes over the
next years. Labor relations is a moderate periodic risk for airlines because of knock-on effects on customer service and the
costs of a grounded fleet when there are strikes. Lufthansa's healthy balance sheet and strong liquidity should allow it to
absorb potential impacts of this sort without an effect on the rating. Lufthansa encountered more industrial actions and flight
disruptions, notably in 2016-2017, compared with its closest peers. In the meantime, Lufthansa has struck deals with pilots and
cabin crew, and we note there were no strikes by Lufthansa's staff during 2018. We assess Lufthansa's management and
governance as strong, reflecting the airline's well-seasoned and reputable management and its track record of execution
against operational headwinds. We note Lufthansa's large portfolio of different airlines and diversity beyond the passenger
airline business. This partly offsets Lufthansa's exposure to the high-risk airline industry.

DSV A/S (BBB+/Stable/--) Denmark Izabela
Listowska

As a freight forwarder, DSV is only indirectly exposed to environmental risks relevant to the transport sector. We believe DSV is
well positioned to track and reduce its carbon footprint thanks to its cutting edge IT systems and collaboration with suppliers
and customers, enabling the company to optimize the supply chains, while consolidating freight and choosing the most
fuel-efficient mode of transport. This covers overland transportation, new office, terminal, and warehouse buildings, and the
choice of trailer equipment. DSV provides annual GHG emissions reports for all transport modes to suppliers and customers.
From a governance and social standpoint, DSV is fully in line with best practices, similar to other large international companies
we rate. It was not subject to any significant investigations of bribery or corruption, nor are we aware of any significant employee
rights violations. As an asset-light company relying on a large number of suppliers, DSV is exposed to their ESG risks. To
minimize these risks, DSV requires its suppliers to comply with proprietary ethical standards and performs regular supplier
audits. We assess DSV's management and governance as satisfactory, underpinned by the management's long tenure and track
record of achieving above-industry-average profitability and effectively integrating acquisitions, while articulating and
maintaining a conservative risk tolerance. We also note the company's generally positive employee relations and procedures in
place to make DSV a safe place to work and minimize employee turnover.

easyJet plc (BBB+/Stable/--) U.K. Frank Siu

We do not see ESG factors as material to the rating, and believe easyJet is relatively well positioned on these. The airline has
been gradually upgrading its fleet with Airbus A320neo and A321neo aircraft, which consume 15% less fuel relative to its
existing A320 aircrafts and are 50% quieter. Higher seat density and load factors also deliver emissions per passenger benefits.
The airline has a young fleet, with an average age of seven years (close to Ryanair’s 6.5 years). EasyJet has high capital
expenditures (over 15% of revenue), a vast majority of which is invested in the fleet. This supports capacity growth (about 10%
per year) but also helps reduce CO2 emissions per passenger. EasyJet is also well positioned on social risk factors relative to
peers such as Ryanair and Lufthansa. The airline has long-established relationships and works collaboratively with 20 trade
unions in eight countries. On the other hand, the airline’s customer satisfaction score dropped from 78% in 2014 to 71% in
2018, which we attribute largely to the level of industry-wide disruption. We view easyJet’s management and governance as
satisfactory, given its track record of strong operating performance. Disruptions are costly for airlines and are testament to
management’s ability to cope with adversity, as seen in the air traffic control strike in France in summer 2018, and the Gatwick
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Airport closure due to drone sightings in pre-Christmas week 2018. With strong financial and liquidity position, we believe
easyJet could withstand a similar level of disruption in 2019.

FedEx Corp. (BBB/Stable/A-2) U.S. Robyn Shapiro

Although environmental risks are not presently significant to the ratings on FedEx, we view the package express industry as
having moderately high environmental risk, principally because of a long-term trend toward tighter regulation of GHG
emissions, which could increase costs over time. That said, a portion of FedEx's vehicle fleet employs alternative fuels, providing
increased fuel efficiency (including hybrid, electric, compressed or liquefied natural gas, liquefied petroleum gas, and hydrogen
fueled vehicles). The company has reduced its aircraft emissions through fleet modernization and programs to operate and
utilize its planes more efficiently. Although tighter regulations could increase costs, such as those on airlines operating within
the EU, we believe FedEx is financially well positioned to address such mandates, as well as to modernize its fleets over time.
The company’s social risk is likewise moderately high, as labor relations are important in a service business that relies on
precise execution within a complex network. Despite several organizing attempts by labor unions, the majority of the company’s
U.S. employees have thus far chosen not to unionize, except for the pilots at FedEx Express and drivers at one FedEx Freight
facility. Cybersecurity is a risk in the overall transportation industry, as companies rely on extensive IT systems to manage
operations and collect revenue. This was highlighted by the decline in company operating results in fiscal 2018, in part due to
the cyberattack at TNT Express (which FedEx acquired in May 2016). The company has since better secured its IT systems and
we do not assume such an event will recur. We view the company’s service reputation to customers as strong and view changing
demographic trends and tastes as favorable, particularly the growth of e-commerce. We assess FedEx’s management and
governance as strong, based on the company’s consistent good operating track record, effective strategic planning, and
comprehensive risk management standards.

FirstGroup PLC (BBB-/Stable/A-3) U.K. Varvara
Nikanorava

As a leading transport operator, FirstGroup is exposed to risks from environmental factors relevant to the sector, but these do
not currently represent a material rating driver. That said, managing environmental impact, maintaining safe, reliable, and
accessible fleets of buses and trains, and driving customer satisfaction is key to managing regulatory risks and public opinion.
FirstGroup’s business model and a developed robust corporate responsibility framework are aligned to address levels of GHGs
and air pollutants, ensure efficient utilization of public space, and reduce road congestion, ensuring that people choose public
transportation over private cars. FirstGroup has taken a number of steps to reduce its carbon footprint, including replacing its
older fleet with lower-emission alternative, reducing its usage of older vehicles, offering vehicles with zero tailpipe emissions
(such as battery electric vehicles and autonomous shuttle vehicles), and continuing to invest into the latest Euro VI diesel
technology. In 2017, the company was the first U.K. rail operator to introduce next-generation "bi-mode" trains offering reduced
carbon emissions per occupied seat. The company has also continued to invest in customer experience and remained broadly in
line with national average score of rail punctuality and reliability. We assess FirstGroup’s management and governance as
satisfactory, based on its adequate strategic planning process, its ability to track and adjust its strategy, and the
comprehensiveness of risk management standards and tolerances.

Hertz Global Holdings Inc. (B+/Stable/--) U.S. Grant Hofmeister

In our view, the car rental industry has low to moderate environmental risk because car rental companies renew their fleets
frequently and can purchase vehicles from car manufacturers that meet more stringent environmental and emissions
requirements and pass on the incremental costs to customers. Although Hertz can make adjustments in its vehicle fleet for
stricter environmental regulations, it could face some residual value risk if vehicle emissions regulations are tightened;
however, any such changes would be expected to be phased in over a long period of time. We don’t view social factors as major
risks for this sector currently, but these may increase over time. Changing consumer preferences in how to access
transportation could affect car renters. For example, ride-sharing companies such as Uber compete only at the margin now
(mostly at large metropolitan airports, whereas a typical car rental can be for several days and involves driving longer
distances), but the overlap could increase over time. Also, because this is a consumer related business, service quality and
employee satisfaction are important factors. We assess Hertz’s management and governance as fair. Hertz has experienced
some governance issues in the past under previous management teams, which resulted in a large acquisition and related
impairment charges, as well as the restatement of financial statements for the year ended in 2014. Investor Carl Icahn owns
around 29% of Hertz, with control of three of the company’s eight board seats. He has brought in a new management team that
has made progress in improving the company’s operating performance.

International Consolidated Airlines Group, S.A. (BBB-/Stable/--) Spain Izabela
Listowska

International Consolidated Airlines Group (IAG) is relatively well positioned with regards to meeting more stringent regulations
seeing its fleet of aircraft is younger (about 11 years old on average) and more fuel-efficient than that of most legacy airlines,
including Deutsche Lufthansa (averaging about 12 years old), Air France (about 13) or Delta Air Lines (about 16). Aer Lingus, a
low cost carrier (LCC) of IAG, has relatively old planes with an average fleet age of about 13.5 years, which places it at a
disadvantage when competing with LCC peers such as Ryanair (whose fleet is on average about 6.5 years old) and easyJet
(about 6). With a strong focus on reaching its climate targets, IAG placed sizable orders for the latest generation planes, which
deliver 20% lower carbon emissions and 50% reduction in noise over the aircraft they replace. We believe IAG is financially well
positioned to modernize its fleet in the next years without jeopardizing its credit quality. IAG encountered fewer industrial
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actions and resulting flight disruptions compared with its closest peers, such as Lufthansa, Air France-KLM, and Ryanair. We
note, however, that IAG's largest airline, British Airways, faces increasing pressure from labor unions claiming pay increases. In
our view, IAG's solid balance sheet and liquidity provide a buffer against any potential financial impact from these issues
affecting the rating. We assess IAG's management and governance as satisfactory, which is neutral for the rating and reflects in
part the group's experienced and reputable management team combined with its consistent track record of reducing costs,
integrating acquisitions, and turning around troubled airlines.

LATAM Airlines Group S.A. (BB-/Stable/--) Chile Bruno Ferreira

Social factors are moderate risks for LATAM, as it is exposed to multiple jurisdictions, unions, and regulations. However, recent
events, such as the 18-days crew strike in Chile in April 2018, had a very limited impact on the company’s cash flows, affecting
less than 5% of consolidated revenues. Furthermore, LATAM generally manages to settle disputes with unions and workforces
in a timely fashion without materially weakening its bottom line. In regards to safety and noise, we believe LATAM compares well
to other benchmark global players, although there could be margin volatility as it retrofits part of its fleet in the next two years.
We also see LATAM on track with respect to GHG emissions, considering its relatively young fleet of 9 years and efforts to reduce
emission on ground operations, implementation of an environmental management system on its main hubs, and reduction of
waste generation. We view LATAM’s management and governance as satisfactory, based on its above-industry-average EBITDA
margins. It also reflects good management expertise and the company’s culture towards compliance and risk management.

Norfolk Southern Corp. (BBB+/Stable/A-2) U.S. Betsy Snyder

ESG factors do not represent a significant risk to the rating. Norfolk Southern is one of the two largest railroads in the Eastern
U.S. It operates in a heavily regulated environment, with oversight of both its safety practices and commodities it transports
administered by the EPA and by various state environmental agencies. Similar to other large North American railroads, the
company has experienced derailments over the years, which can result in substantial costs and claims for personal injury,
property damage or environmental penalties. However, such costs can typically be partly recovered through insurance.
Approximately 13% of its carloads transport coal, primarily to domestic utilities. Over one half of its carloads transport
intermodal traffic (transporting containers and trailers that also move by ship or truck). This is more fuel efficient than trucking
and has been growing due to a shortage of trucking capacity. Similar to other North American railroads, the company is in the
process of adopting precision scheduled railroading, which is focused on more efficient railroad operations. While the company
is unionized, its labor relations have been relatively stable, although this may change as more efficient operations due to the
continued implementation of precision scheduled railroading could result in the need for fewer employees. The company is
publicly held, with a well-regarded management team.

Ryanair Holdings PLC (BBB+/Stable/--) Ireland Izabela
Listowska

We believe Ryanair's young fleet offers a competitive advantage versus most peers with regard to tightening GHG emission
regulations. This will likely remain the case over the next few years considering the airline's sizable orders for the latest
generation fuel- and noise-efficient planes, and its financial capacity to continue modernizing its fleet. LCCs usually lag legacy
airlines in terms of service standards and reputation. Ryanair is not an exception, in our view. Nevertheless, this does not have a
significant impact on the airline's earnings performance because Ryanair's ultra-low ticket prices support resilient passenger
growth, while the company largely targets leisure and price-sensitive customers. Notwithstanding this, Ryanair is taking
measures to become more customer friendly with its "Always Getting Better" program, which underpins sustained high load
factors. Ryanair faced proportionally more industrial actions and flight disruptions in 2018 compared with its closest peers.
However, the airline's strong balance sheet and liquidity have easily absorbed the impact without affecting the rating. We
believe Ryanair has made progress in resolving labor disputes over recent quarters, as evidenced by union recognition and
collective labor agreements signed across several EU bases. We view Ryanair's management and governance as satisfactory,
reflecting, in part, management's experience and expertise, consistency of strategy, disciplined execution, and operational
effectiveness. This is reflected in Ryanair's position among the most profitable airlines in the world.

Union Pacific Corp. (A-/Stable/A-2) U.S. Betsy Snyder

ESG factors do not represent a significant risk to the rating. Union Pacific is the largest U.S. railroad. It operates in the Western
two-thirds of the U.S., in a regulated environment, with oversight of both its safety practices and commodities it transports,
administered by the EPA and by various state environmental agencies. Similar to other railroads, the company has experienced
derailments over the years, which can result in substantial costs and claims for personal injury, property damage, or
environmental penalties. However, such costs can typically be partly recovered through insurance. Approximately 10% of its
carloads transport coal, primarily from the Powder River Basin, which has lower sulfur content than its Eastern counterparts.
Coal faces a long-term decline in volume because of environmental concerns, although this has partly already occurred, spurred
by competition from low-cost natural gas. The largest traffic category, intermodal (transporting containers and trailers that also
move by ship or truck), is more fuel efficient than competing truck movements and has been growing, primarily due to an
increase of shipments arriving at West Coast ports and a shortage of trucking capacity. While the company is unionized, its labor
relations have been relatively stable, although this could change as more efficient operations, due to the focus on precision
scheduled railroading, could result in the need for fewer employees. The company is publicly held, with a highly regarded
management team and good governance practices. Of its 10 Board members, nine are independent.

United Continental Holdings Inc. (BB/Positive/--) U.S. Philip Baggaley
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United Continental is subject to long-term risks from environmental factors that are common to the airline industry, though we
do not view these currently as significant to the rating. Social factors are an ongoing moderate risk, as is true for most airlines.
We assess United Continental’s governance as fair. Subsidiary United Airlines’ fleet of aircraft (average age around 14 years) is
around the average for its peer group of large U.S. network airlines, though older than most airlines globally. However, we do not
see this as a rating concern, given the long timeframe over which environment regulations are likely to unfold and United
Continental’s recent positive credit trend. The airline industry’s social risk is moderately high, because of the prevalence of
unions (a large majority of United’s employees are unionized) and the industry’s high public visibility as regards safety, noise,
and other factors. United has had sometimes difficult labor relations but those have improved in recent years. United’s pilot
contract is currently in negotiation, implying somewhat higher labor costs are in the offing, while contracts with other labor
unions have several years to run. United’s operational performance (e.g. on-time flights, customer surveys) and service
reputation have improved over the past several years from previously subpar levels. Safety incidents are rare, particularly
among developed world airlines, and their occurrence is statistically close to random. We assess United Continental’s
management and governance as fair. The company earlier had greater-than-typical senior management and Board of Director
turnover, but this appears to have stabilized with the recent success of various strategic initiatives and improved relative
performance.

United Parcel Service Inc. (A+/Negative/A-1) U.S. Robyn Shapiro

Although environmental risks are not presently significant to the ratings on United Parcel Service (UPS), it faces the same
moderately high environmental risk as the rest of the package express industry. That said, UPS is using more renewable
electricity and alternative fuels in its ground vehicles, and can boast the world's largest fleet of alternative-powered vehicles.
The company has reduced its aircraft emissions through fleet modernization and operational programs. Overall, we believe UPS
is financially well positioned to address environmental regulatory driven operating costs. The company's social risk is likewise
moderately high, as the company's workforce is heavily unionized. Although we view labor relations as overall good, there have
been rare strikes, and corporate customer concerns over such risks can affect package volumes. For example, labor negotiation
headlines resulted in some softening of package demand for the company early in the fourth quarter of 2018. We view the
company's service reputation to customers as strong and we view changing demographic trends and tastes as favorable,
particularly the growth of e-commerce. We assess UPS' management and governance as strong, based on the company's
consistent good operating track record, effective strategic planning, and comprehensive risk management standards.

ESG Risks In Aerospace & Defense

Table 2

Company/Issuer Credit Rating/Comments Country Analyst

Airbus SE (A+/Stable/A-1+) Netherlands Tuomas Ekholm

Airbus, as one of two global manufactures of large jetliners (the other being Boeing), faces long term environmental risk
related to regulations of aircraft greenhouse gas and nitrogen oxide emissions. However, these factors do not pose a
significant risk to the rating. Current regulations can be met with existing technology; if regulations are tightened, the brunt of
the financial cost would fall on engine manufacturers; if these higher costs are passed on to airlines, it could result in slowing
air travel growth, which would reduce demand for aircraft. However, this could also be positive for Airbus, as airlines would
order newer generation aircraft to replace older models that have fallen out of compliance. Airbus is exposed to some social
risks. Product safety is a key risk for an aircraft manufacturer, and a serious design flaw or manufacturing defect, especially if
it causes a fatal accident, can expose the company to significant legal liabilities, costs to fix the problem, and possibly order
cancellations or lost future sales. Each Airbus division includes a dedicated product/aviation safety function that is
independent of other corporate priorities and empowered to take action across each business to ensure the highest levels of
safety. Terrorism or armed conflicts, especially those involving aircraft, can materially impact air travel and therefore aircraft
demand, although this impact is generally short-term and demand recovers quickly. We view Airbus' governance as
satisfactory, reflecting its extensive planning process and ability to adapt to operational issues and changing market
conditions, such as the decision to cancel the A380 program due to low order levels. However, it has faced cost overruns and
delays on certain large military programs like the A-400M.

Boeing Co. (A/Stable/A-1) U.S. Christopher
DeNicolo

Boeing also faces long term environmental risk related to regulations of aircraft GHG and nitrogen oxide emissions; however,
this is not material to the rating presently. As with Airbus, Boeing has been investing in developing new technologies, like
biofuels, to address this risk. We do not see Boeing’s defense operations (about 30% of sales) as having material
environmental risk. The three month grounding of the 787 in 2013 did not have a material impact on the company’s financials
or the plane’s backlog. We also don’t expect the ongoing issue with the 737 MAX to have a permanent financial impact, as
some of the costs may be covered by insurance, but the long term effects are still unknown. Another social risk involves
Boeing’s mostly unionized work force, since strikes can cause significant, if short-term, disruption and financial cost. The
company has had a somewhat contentious relationship with its unions, but has come to terms with its main unions in the
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most recent negotiations. We view Boeing’s governance as satisfactory, reflecting its extensive planning process and ability to
adapt to operational issues, such as the development problems with the 787. However, it continues to face cost overruns and
delays on certain military programs like the KC-46 aerial refueling tanker, and the 737 MAX issue is putting a spotlight on the
company’s design process. It generally balances the needs of its stakeholders, but has favored shareholders somewhat in
recent years.

Bombardier Inc. (B-/Stable/--) Canada Alessio Di
Francesco

Bombardier manufactures aircraft and rail transportation equipment with operations roughly split between the two. We
believe the aerospace division faces long-term environmental risks related to regulations of aircraft GHG and nitrogen oxide
emissions, while the rail transportation division is more aligned with the goal of reducing these emissions. Investments to
improve mass rail transportation networks and technologies makes these services more accessible to a wider population. In
turn, this should result in a larger proportion of people taking modes of transportation that are more environmentally-friendly
when compared to light vehicles or air travel. Product safety is a key social risk for aircraft and rail equipment manufacturers.
A serious design flaw or manufacturing defect, especially if it causes a fatal accident, can expose the company to significant
legal liabilities, costs to fix the problem, and possibly order cancellations or lost future sales. We view Bombardier’s
management and governance as fair. This reflects good progress to date on the company’s five-year turnaround plan
rolled-out in the first half of 2015 supported by a healthy order backlog and the launch of its Global 7500 business jet. This
performance is somewhat offset by the significant cost overruns and slow initial demand that plagued execution of the
C-Series program (sold to Airbus in 2018) and more recently by the delay of certain projects within its rail transportation
division that resulted in greater-than-anticipated free cash flow volatility in 2018.

General Dynamics Corp. (A+/Negative/A-1) U.S. Christopher
DeNicolo

We do not currently view environmental or social risks as significant rating factors for General Dynamics. The company’s
manufacturing operations have some modest waste and toxic substance exposure, but any clean-up costs related to its
defense business would likely be largely reimbursed by the government customer. If GHG regulations for business jets
become more stringent, this could affect demand, but customers for the company’s high-end business jets are not as
sensitive to operating costs and aircraft prices, as airlines are for jetliners. The company could actually benefit if tighter
regulations spark demand from customers to replace older aircraft that are not compliant. Product safety is a key risk in the
business jet market, but the company has not had issues in recent years. Although terrorism and armed conflict could stifle
business jet demand, they are actually a positive driver of demand for its defense operations. Customers for the company’s
defense products are mostly various U.S. and other countries’ governments. The lethal nature of many of General Dynamics’
products is not a reputational problem but an expected feature, and concerns for national defense outweigh social concerns.
We view General Dynamics’ governance as strong, reflecting its extensive strategic planning and risk management processes,
ability to adapt to market changes and correct operational missteps, and experienced management team.

L3 Technologies Inc. (BBB-/Watch Positive/--) U.S. Christopher
DeNicolo

We do not see environmental or social risks as significant to our rating on L3. Its manufacturing operations do have some
modest waste and toxic substance exposure, but we believe any clean-up costs related to its defense business would be
largely reimbursed by the government customer. Social risks are modest. L3’s defense products are sold to the U.S. and
foreign militaries and other government agencies. For these customers, national security concerns far outweigh social issues
around the nature of weapons. The company also supplies products to the commercial aerospace market and could be
impacted by lower demand caused by terrorism or armed conflicts. However, it also produces baggage and passenger
scanning equipment for airports, whose demand increased dramatically after Sept. 11, 2001. Product safety is also important
in the commercial aerospace market, although L3 has not had any issues with its products. Only 10% of the company’s
employees are unionized. We view L3’s governance as satisfactory, reflecting its extensive strategic planning and risk
management processes. We also believe the company balances the needs of its stakeholders.

Lockheed Martin Corp. (A-/Stable/A-2) U.S. Christopher
DeNicolo

We do not see environmental or social risks as significant to our rating on Lockheed Martin. As of Dec. 31, 2018, the company
reported a $864 million liability related to environmental remediation obligations, but also had $750 million of related
receivables from the government to cover these costs. We do not believe the net liability is material to Lockheed given its
sizable liquidity and cash flow. Social risks are moderate. Given that the company’s customers are mostly U.S. and other
countries’ militaries and other government agencies, concerns for national safety will far outweigh social issues as it relates
to demand for Lockheed Martin’s fighter jets, missiles, and other lethal military products. About 20% of the company’s
employees are unionized. We view Lockheed Martin’s governance as satisfactory, reflecting its extensive strategic planning
and risk management processes.

Northrop Grumman Corp. (BBB/Stable/A-2) U.S. Christopher
DeNicolo

We do not see environmental or social risks as significant to our rating on Northrop Grumman. As of Dec. 31, 2018, the
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company recorded $461 million of environmental remediation liabilities, offset by $343 million of likely recovery under future
government contracts. The net liability is not material to Northrop given its liquidity and cash flows. In 2015, the company
announced plans to reduce its GHG emissions and water use and increase solid waste diversion. Social risks are modest. Less
than 6% of the company’s employees are unionized. Given that the company’s customers are mostly U.S. and other countries’
governments, and the ongoing need they see for national security, the lethal nature of many of their products is not a
reputational problem but an expected feature. We view Northrop Grumman’s governance as strong, reflecting its extensive
strategic planning and risk management processes, ability to adapt to market changes and correct operational missteps, and
experienced management team.

Raytheon Co. (A+/Stable/A-1) U.S. Christopher
DeNicolo

We do not see environmental or social risks as significant to our rating on Raytheon. As of Dec. 31, 2018, the company had
recorded $128 million of environmental remediation liabilities, offset by $82 million of likely recoveries under future
government contracts, resulting in an immaterial net exposure. Social risks are moderate, mainly labor relations with some
unions. Given that the company’s customers are mostly various U.S. and other countries’ governments, concerns for national
safety will far outweigh social issues as it relates to demand for Raytheon’s military products. We view Raytheon’s governance
as strong, reflecting its extensive strategic planning and risk management processes, ability to adjust to changing market
conditions, and experienced management.

Rolls-Royce PLC (BBB+/Negative/A-2) U.K. David Matthews

As a major supplier of aircraft engines to the civil aerospace sector, Rolls-Royce is exposed to some social risks, mainly
involving product safety. A serious design flaw or manufacturing defect, especially if it causes a fatal accident, can expose the
company to significant legal liabilities, costs to fix the problem, and possibly order cancellations or lost future sales. The
company has faced well-publicized cost overruns and delays on some engine platforms, most notably the Trent 7000, and the
potential cost of product quality issues has been highlighted recently with the Trent 1000 engine program, which resulted in
an £1.1 billion accounting charge to date. We view Rolls-Royce's governance as satisfactory, reflecting its extensive planning
process and ability to adapt to operational issues and changing market conditions, such as the recent decision to withdraw
from Boeing's midsize airplane program. The company voluntarily paid penalties to the U.K. treasury and authorities in the
U.S. and Brazil amounting to £671 million after long-running investigations into claims it paid bribes to secure export
contracts. Roll-Royce faces long term environmental risk related to regulations regarding noise and air quality (CO2 and NOX).
These factors are partially incorporated in the ratings, reflecting the new engine standard that will become applicable January
2020. Current regulations can be met with existing technology, but if the regulations are tightened it may require investment
to develop new technologies. The company is developing its next generation of geared turbofan engine platform, the Ultrafan,
which it aims to have ready for service in the late 2020s. We do not see the company’s defense or power systems operations as
having material environmental risk.

TransDigm Inc. (B+/Negative/--) U.S. Richard Federico

As a commercial aircraft parts supplier, TransDigm faces long-term environment risk related to regulations of aircraft GHG
and nitrogen oxide emissions hurting demand indirectly. However, this is not significant to the rating currently. Product safety
is a key risk for a commercial aircraft parts supplier. However, the company has not had any material product safety issues.
We view TransDigm’s governance as strong, reflecting its extensive strategic planning process, ability to adapt to market
changes and correct operational missteps, and experienced management team. A recent U.S. government audit found the
company to be overcharging on parts sold to the military, but the recommended remedy was only a modest, voluntary refund.
We do not believe this is indicative of a larger issue.

United Technologies Corp. (BBB+/Negative/A-2) U.S. Christopher
DeNicolo

United Technologies (UTC) faces long-term environmental risks related to regulations on commercial aircraft engine
emissions and chemicals used in refrigeration and the HVAC equipment it produces, as well as legacy exposures to asbestos.
As of Dec. 31, 2018, UTC had $335 million of asbestos liabilities and expects to receive $155 million from related insurance
proceeds. At that date, the company also had a $830 million liability and spent $48 million in 2018 for environmental
remediation. We do not believe either of these are material to the rating given the size of the company’s cash flows ($6.3 billion
of cash from operations in 2018). The engines UTC currently produces are in compliance with current and planned emissions
regulations, but if these rules tighten it may have to invest in new technology to comply. However, this would also likely
increase demand by airlines to replace aircraft with engines that are not in compliance, if the higher costs do not depress air
travel. Social risks are modest, mostly related to the potential impact on air travel, and therefore demand for aircraft engines,
from terrorism and armed conflicts. However, these types of events could benefit demand for its defense related products.
Product safety is a key factor for the engines and components it produces for commercial aircraft, as a design or
manufacturing flaw could result in significant legal liabilities and costs to remedy the problem, especially if it results in an
airplane accident, although UTC has not been implicated in any recent accidents. Another social risk involves UTC’s mostly
unionized work force, since strikes can cause significant, if short-term, disruption and financial cost. Although there have
been some small strikes in the past year, they have not affected credit quality. We view UTC’s governance as strong, reflecting
its ability to adjust to changing market conditions, comprehensive risk management processes, and experience management.
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Appendix: Components In The Sector ES Risk Atlas

Here is a list of examples of factors we consider in evaluating sector-specific environmental
exposure. For example, we examine to what extent each sector is relatively exposed to:

Greenhouse gas emissions (GHG): Actual or potential regulations such as carbon taxes,
emissions trading schemes, and other direct or indirect costs. The GHG emissions under the Kyoto
climate change agreement are carbon dioxide (CO2), methane (CH4), nitrous oxide (N2O),
hydrofluorocarbons (HFCs), perfluorocarbons (PFCs), and sulfur hexafluoride (SF6).

Sensitivity to extreme weather events: Incremental costs or the potential physical impact on
assets associated with recurring (for example, hurricanes) or infrequent (droughts) severe weather
events.

Sensitivity to water scarcity: Potential costs related to the need for extracting or sourcing large
quantities of water, or requiring on-site water treatment, in comparison to other water users of
the same water basins or utilities.

Waste, pollution, and toxicity: Potential fines or rising costs associated with prevention and
treatment of waste and pollution, including hazardous waste and air pollution.

Land use and biodiversity: Asset retirement obligations, developing natural land or potential
operating constraints, or increased costs associated with protecting plant and animal life.

The following is a list of examples of factors we consider in evaluating sector-specific social
exposure. For example, we analyze to what extent each sector is relatively exposed to:

Human capital management: A sector's capacity to develop a long-lasting productive workforce
while reducing potential operational disruptions from workforce mismanagement; diversity and
inclusion attributes; exposure to strikes and the sector's general exposure to dealing with
emerging skills scarcity or surplus labor.

Changing consumer or user preferences: We recognize that changes in consumer behavior are
often the result of complex dynamics, such as changes in technology or fashion or other disruptive
business trends. Therefore, we treat a change in consumer preferences as a social factor related
to sustainability, health, safety, the environment, privacy, financial mis-selling, or community and
human rights, particularly when an entity has triggered the change.

Demographic changes: Potential costs or opportunities related to population growth and
composition, such as an aging population, urbanization, changing living standards, or a growing
middle class.

Safety management: Potential direct or indirect costs resulting from problems related to the
safety of a sector's production processes and final customer products.

Social cohesion: Potential or actual costs in direct operations or in the supply chain resulting from
geopolitical or community-related events such as conflicts, community unrest, and terror attacks.

This report does not constitute a rating action.
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