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ls Engagement More Powerful Than Exclusion?

The focus on sustainability across the investment industry and around the corporate world has intensified
significantly in recent years. This is especially true for investors.

We believe that short term-oriented corporate behaviour, driven partly by short term-focused investors,
is creating, or at least exacerbating, social and environmental stresses that threaten to undermine the very
system in which they operate.

So how best can MFS,” in its capacity as an investor in public markets and acting on behalf of investors, play a
part in managing sustainability-related risks?

Is exclusion the answer?

It could be argued that building a portfolio comprising only 'good' companies with strong ESG credentials
and excluding everything else is not a bad way to generate investment returns. It seems logical to us that
companies addressing real social and environmental needs should, all else being equal, have better long-
term prospects than companies causing harm to either people or planet.

But all else does need to be equal. For example, ask yourself these questions:

What ifa company 'doing
good' is unable to deliver

Even ifacompany does
have a lasting competitive

durable profit growth advantage, what if your
because it has no enduring entry point is at such a high
competitive advantage? valuation that returns are

likely to be disappointing?

In these cases, we believe exclusion is unlikely to prove an effective investment approach. We view exclusion
in this context as an abdication of responsibility, not the exercise of it. That’s because in public markets,
excluding companies passes the issues on to other investors rather than seeking to positively influence the
companies we are invested in.

Engagement as a force for change

What can sustainability-minded investors do? We believe they should engage as proactive stewards of
capital and use the power of the capital markets as the point of leverage on which we can effect change
in the real economy

We need to know our limits — we should not presume to understand our companies better than the people
managing them. However, as long-term investors, we should make it clear where our priorities lie:
= We would like companies to be managed for long-term value creation, not short-term profit maximisation.

= \We think that good management teams will generally pay due care and attention to social and
environmental externalities that could lead to a material financial cost at some point down the line.

= |fengagement bears no fruit, we will exercise our voting powers to force the issue.
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Engagement and proxy voting are meant to work in tandem. Proxy votes, unlike engagement alone, can
provide a measurable snapshot of investor sentiment and can force the adoption of binding resolutions on
companies not cooperating with investors.

Whilst many activist investors are aggressive in their engagement strategies, the rise of collective engagement

organisations has been driven by some of the largest asset managers and asset owners. Taking part in

collective engagement gives both larger and smaller shareholders a powerful voice for communicating and a

forum for influencing change.

We believe working together allows for a more efficient engagement process and encourages productive
discussions on the issues at hand. Overall, in our view, collective engagement can lead to more effective,
reasonable engagements that have the power to drive change in the real economy.

Aligning with clients on value creation

Most investors share acommon goal: to seek to generate strong, durable risk-adjusted returns. It is our
obligation and fiduciary duty as investment managers to behave as long-term owners when we invest our
clients’ assets.

To us, exclusionary policies limit our effectiveness and do not help us achieve this goal for our clients.
We believe thoughtful engagement and proxy voting practices are vital to encouraging long-term value
creation and economic growth.

Key questions for asset owners to ask their investment managers

= How do you approach sustainability?

= |sitpart of your investment process or a separate product?

= How do you determine whether an issue is material or not?

= Do you exclude any companies or industries based on sustainability concerns?

= \Which members of your investment team have responsibility for looking at ESG factors?

= Do you engage with companies to understand how they view ESG risks and opportunities?
= Do you vote proxies in-house or do you outsource proxy voting responsibility?

= What reporting and metrics do you provide to evidence your stewardship activities?

To learn more about how sustainable investing works at MFS, please visit our latest
Sustainable Investing Annual Report. 4
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https://www.mfs.com/en-gb/investment-professional/insights/sustainable-investing/sustainability-report.html
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The views expressed in this report are those of MFS, and are subject to change at any time. These views should not be relied upon as investment advice, as securities recommendations,
oras an indication of trading intent. Please keep in mind that a sustainable investing approach does not guarantee positive results and that all investments, including those that
integrate ESG considerations into the investment process, carry a certain amount of risk including the possible loss of the principal amount invested.

Distributed by: U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc.; Latin America - MFS International Ltd.;

Canada - MFS Investment Management Canada Limited. No securities commission or similar regulatory authority in Canada has reviewed this communication; Note to UK and
Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company
number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS”, has its
registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.ar.l. (MFS

Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products and investment services to institutional
investors and is registered office is at S.ar.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other
than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance or distribution would be contrary to local
regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd (“MFS Australia”) (ABN 68 607 579 537)
holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; Hong Kong - MFS International
(Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK is approved to engage

in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures
Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.; Japan - MFS
Investment Management K K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association,
Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before
making the investments.

Unless otherwise indicated, logos, product and services names are trademarks of MFS and its affiliates and may be registered in certain countries.
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