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(JERIL) 92

81

58 61

58 .
Non-Sustainable Investment

- Japan
I Australia/New Zealand
B Us/Canada

B Europe

2014 2016 2018

1: 2014EFE(F7S7AREL TT—AINNFTRENTVBI8. BADT—AEEZFR). CAGRIEBADF16-1807—4
Source: 2018/2016 Global Sustainable Investment Review

14-18 CAGR
114%"
49%
17%
7%
6
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Purpose

Methodology Description

Use of ESG
data

Search for
ESG solutions

Avoidance of
negative ESG
externalities

Influence on
ESG practices

ESG integration

Positive / best-
in-class ESG
overlay

Impact investing

Thematic focus

Negative
screening

Norms based
screening

Active ownership

ESG factors and data are built into traditional investment analysis and decision-
making at the company level where possible (e.g. into individual stock valuation or
analysis of systematic risks)

May use ESG ratings and scores at the issuer level in analysis, but does not use a
systematic tilt or threshold to determine inclusion or exclusion from portfolio

Three underlying mechanisms:
- Select companies with better ESG performance compared to peers
- Select companies with higher rating than a specified ESG rating threshold
- Tilt portfolio to reach desired aggregate ESG characteristic (e.g. portfolio’s
carbon foot print)
Can use ratings at variety of levels including trajectory vs. current, overall ESG vs.
sub-topic, industry vs. sector

Investing in entities that have intention to generate social and environmental
impact alongside a financial return

This is usually an entity that is creating a solution to an ESG issue

Unit of analysis must be impact intended, which must be measured and reported

Investing in companies that provide solutions for specific theme (e.g. health)
Involves making a judgment call on the impact of an industry or sector
Does not require intentionality of impact or measurement of impact

Screening portfolio and future investments to exclude specific industries or
companies due to set rules (e.g. exclusion of tobacco companies)

Screening portfolio and future investments to exclude companies that breach or do
not support international conventions and standards

Using shareholder power to influence corporate behavior either through voting
proxies or shareholder resolutions
Initiating dialogue and engagements with companies to promote better practices

Source: Eurosif, Global Sustainable Investment Alliance (GSIA), Global Impact Investing Network (GIIN), Impact Management
Project, Principles of Responsible Investing, "Why and how investors use ESG information” by George Serafeim, Amir Amel-Zadeh 7
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Eurosif(CHIFTBESGISEEAER{L(CFFV). ESG IntegrationtR EXH (LK

Sustainability themed investing and best-in-class overlay are fastest growing strategies
Assets managed in accordance with sustainable investing methodology ($B USD); 2-year CAGR for 2016 to 2018 (%)

Based on the tightening
of Eurosif standard

2016 M 2018 19,771
17,544

15,064

9,835 | 10,353

248 444 276
Impact Thematic Positive/ best- Norms-based Active ESG Negative
investing investing in-class overlay screening ownership integration screening

"16-'18

Source: 2018 Global Sustainable Investment Review. Note: All figures represent Europe, US, Canada, Japan, Australia, New Zealand; assets can be managed
using >1 methodology, and figures cannot be added to get total AUM
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Mainstream

Specialized

»
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Methodologies
incorporated into
conventional
investing

Past

Era of Responsible Investing

Present

Era of Sustainable Investing

Norms and negative screening
increasingly being applied across all
portfolios and securities

Future

Era of Integrated and
Intentional Investing

ESG integration and best-in-class will
be applied to all securities to enhance
risk and return

Active ownership is focused on
creating measurable impact on ESG
performance

Norms and negative screening will be
used for engagement, not exclusions

Methodologies to
meet minimum
industry ESG
standards

Norms and negative screening
were used to create "SRI funds”

Active ownership approach used to
encourage better ESG practices
Best-in-class, thematic, and impact
investments in climate (e.g. low
carbon indices, renewables, green
bonds) used by most large Ams

Impact and thematic investing will
become requirements to stay
competitive; expect all AMs to offer a
suite of these in select topics

Methodologies to
pursue specialized
ESG opportunities

4

Source: BCG Analysis

Voting and engagement used on
a small scale for ESG issues with
public companies

Impact and thematic investing
done through specialized
boutiques with ESG in their DNA

Best-in-class, thematic, and impact
investments in other material topics
(e.g. gender) are specialized funds

ESG integration is more decentralized,
and only specialized AMs and a few AOs
have consistently rolled it out

Specialized players will develop data-
driven tools that enable clients to
create fully customized portfolios,
providing them with a comprehensive
set of ESG options (methodology, asset
classes, themes, etc.) and data on
expected performance and ESG impact

Copyright © 2020 by Boston Consulting Group. All rights reserved.
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( g

Shift of capital away Growth in market for

from negative ESG solutions that drive
practices impact

» Exclusions are an extreme » Impact and thematic
example of this investments are growing
» Adjusting weights in best- globally at 34% an 92%
in-class / positive overlays respectively
also accomplishes this » |FC estimates investor
appetite for impact
investing up to ~$26T

Source: BCG Analysis

Improvement in
companies ESG
practices

» Creation of new working
groups and guidelines
draws attention to impact

» Active ownership forces
companies to think about
how to improve behavior

RRR

Improvement in
investors own ESG
corporate record

* Managers are getting
scored on their ESG
capabilities, including their
own behavior

» Investors are increasingly
expected to improve and
report on ESG topics (e.g.
energy consumption,
diversity, etc.)

10
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o

Data and
analytics

00-0-0
0382

00—-—
00--00

5020

I Regulatory
¥= environment

Impact
measurement

]E[A" Institutional
- . demand

f Retail demand

Source: BCG Analysis

There will be significant improvement in the wealth and granularity of robust ESG data available, due to increased
and standardized disclosure, innovative ways of sourcing information, and Al-driven models that can fill gaps in data
Increasingly, this data will move to an open-source format, available to the public

Data will increase emphasis on developing cutting edge proprietary models that aim to accurately model and
measure forward looking ESG performance and associated alpha

Pressure from regulators globally will increase, with greater requirements on disclosure and reporting across "E",
"S") and "G" factors as well as new policies such as carbon taxes or mandated exclusions
This push from regulators will require all investors to adjust their investment practices to be more sustainable

Climate will continue to be an important theme that is unanimously prioritized by investors
There will be an increased focus on other emerging topics, such as water, gender and diversity, and worker's rights

Impact measurement methodologies will be enhanced and standardized for investors

With established frameworks and improved data, impact measurement will become an essential part of each
sustainable investment methodology, rather than just impact investing

Impact measurement will be used as a way for investors to strategically prioritize methodologies and resources
by asset class; there will be a greater focus on "moving the needle”, which will become measurable

Expect ESG integration or best-in-class to become pre-requisites to win any mandate for all clients
Clients will continue to push for even more customization as a way to differentiate from the market

Retail customers will become more knowledgeable and vocal about their sustainable investment preferences,
seeking out customization in offerings to match their values

Sustainable investing expertise will become a decision-making factor; customers will choose asset manager or,
where possible, pension fund based on customization and ability to align with individual's beliefs

Expect some willingness to pay for tailored solutions for individual's values

11
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Low maturity

Beginner

Limited interest in
sustainable investing

Will apply low-risk
strategies to comply with
standards

Focus only on public
equities and apply simple
methodologies, such as
exclusions

Source: BCG Analysis

Emerging

Interest in sustainable
investing and desire to
build capabilities

Need support prioritizing
smart moves to catch up to
market leaders

Leverage tools and
knowledge in the market
to try to catch up

Established

Committed to sustainable
investing

Established set of tools and
capabilities to support
activities

However, no clear
differentiator from peers
in the market; generally
follow status quo and what
others are doing

Advanced

Seen as key player in the
sustainable investing space,
codifying best practice on
the topic for others

Strong proprietary
capabilities that give a
competitive advantage
over their peers

Pioneer

Deep commitment to break
new ground in the space

Continuously innovate and
enhance their suite of
wholly proprietary data,
tools, and methodologies

Use these capabilities to
unlock new opportunities,
attract best talent, and
lead the market

12
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Europe , Australia/New Zealand
2016 44 2016
2018 [ 4 2018 2%
US/Canada Japan
2016 26 2016
2018 kBN 34 2018 K
1
I impact investing [ Positive / best-in-class ESG overlay [l Active ownership Negative screening
I Thematic focus [l Norms based screening I ESG integration

Source: 2018 Global Sustainable Investment Review
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Systematic, aligned roadmap for ESG integration
across each team

Strong internal alignment and senior oversight
» Global Head and CIO overseeing firm-wide effort to incorporate ESG
into investment practices
» Head of policy runs engagement and voting, and is closely align
with head of sustainable investing team

Systematic process under way for all investment teams
» Each team baselined in 2018 on status of ESG integration,
resources, opportunities, and challenges
» Baseline will be updated periodically to measure, manage, and
report state of ESG integration across teams to leadership

Issuer-level ESG data integrated into internal risk management system,
and available to PMs

Many FTE Sustainable Investing team partners with PMs
» 1 content expert and 1 operational lead embedded in each
investment division

Many FTE stewardship team (will expand)

Source: Company Interview; Web Research

ARAFERIER

Proprietary analytics for ESG across institutional,
retail, and custody clients

Proprietary ESG indicators derived from data providers
» Daily data refreshes on Many metrics
« About 100,000 sources across about 50 countries
« Use web scraping, natural language processing and machine
learning capabilities

ESGX interactive tool for risk management
» Benchmark portfolio's exposure, risk, return against ESG indices in
market place
» Highlight time evolution of portfolio-level risk and return that is
correlated with ESG risk factors
« Access tools that assess impact of negative screen and best-in-class
tilts on expected returns

For retail clients, have a "values discovery tool" that matches values to
best ESG investment strategy

For Custody business, planning to offer ESG analysis for all assets in
custody
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Overarching
strategy

Core
activities

Enabling
foundation

Source: BCG Analytics

Articulate
Sustainable Investing

Ambition, Rationale and Priority Themes
And ensure alignment with Enterprise Total Societal Impact

@ Analyze @ Apply @Distribute / Select @ Engage & Vote @Aeasure & report
Gather data from Develop and integrate As AM, develop Engage with issuers Measure financial
third party ESG data sustainable investing capabilities to on key themes and performance and
providers (qual and «g==Jp methodologies into «g==fp respond to mandates == material issues by == impact against set
» quant), generate core investment design solutions; sector, translate KPIs; report in
proprietary research, process for each asset As AO, select policy into voting integrated annual
and develop class managers who can report
proprietary analytical respond appropriately
models to mandates

People

Sustainable Investing enablement team with relevant expertise, credibility, and authority; train, incentivize, and empower PMs

Operating Model

Clearly define responsibilities, governance, and processes across firm, alongside ability to adapt to new best practices

Collaboration and Communication Externally
Align policy, communications functions; engage and collaborate strategically in thought leadership and field building

18
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Criteria asset owners include in due diligence

Standardized policies and guidelines for ESG
» Established ESG policy
o ESG reporting frameworks
» Signatory of UN PRI and / or Equator Principles
» Strong performance on AM's own corporate record

Best practices in the market

o ESG rooted in firm's DNA and culture

« Demonstrated thought leadership on ESG topics

» Clear governance and alignment on ESG incorporation across firm

« Collaboration with other institutional investors to improve
company, sector, or market performance

Demonstrated application of ESG strategies in processes
» Incorporation of ESG issues into investment research and decision-
making processes
» Ability to articulate how ESG risks are identified, assessed, and
integrated into security selection and portfolio construction process
» Engagement with companies on ESG topics

» Use of proprietary analysis, which includes sophisticated scoring
models, cutting edge research, tools to determine material ESG
risks/opportunities

» Coverage of all asset classes with varied strategies as appropriate

« ESG factors built into valuation metrics

e Long term investment horizon

» Evidence of active ownership

ESG capabilities
» Firm resource dedication to ESG
» Willingness to build ESG capabilities to comply with client requests,
including completing AO ESG research frameworks and reporting on
ESG issues
» Track record of financial returns on ESG offerings

Source: Expert interviews; Mercer ESG ratings; UN PRI

» Coordination or overlap between investment team and ESG team;
should operate collaboratively

« Close partnership with client and ability to deliver on customized
needs

19
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Type Data source (s) Methodology Outputs
Data Surveys sent to Produce their own dataset generated through questionnaires Data and reports
collector companies

Surveying individual Collect qualitative analysis based Data and reports

experts on experts interviews

Public company Collect and consolidate self-reported data as well as publicly Data and reports

reports available data to create ESG database. Also create scores as
.................................................................................. WOIG O AV CTAGES e —————————————————
Collector +  Various raw data types Collect publicly available data and complements Data, ratings and reports
analysis it with interviews, surveys to apply methodology and obtain
TR .. -,
Al-based Web scrapping Use machine leaning and Al to collect and aggregate data to  Data and ratings
collector +  and aggregation obtain an ESG score
L
Aggregators Aggregators of several Aggregate input from many different data sources to produce Ratings and reports

data sources (raw own scores for each company
............................... A s N
Asset Aggregators of several Aggregate input from many different data sources to produce Ratings
managers data sources (raw own scores for investment purposes

data and / or scores)

Source: Expert interviews; Companies interviews & websites; press search 21
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« "Need better data disclosure; If you have « "Alot of companies are struggling with what

better data and disclosure, more people can

form their view" ALK -FEEF)

“there is not much available data, beginning of
2018 there were new requirements on the A
shares, they have to disclose this data, but
there are still gaps” (FE-FM)

“If you take all ESG data and issues and lump
them under one rating, you find a lot of noise
-- a lot of issues that are not financially
material” (CKE-FM)

Source: Expert interviews

data to use because of discrepancy in MSCI and

Sustainalytics " (BRI - FBEE)

"Haven't found any score to be useful today -
need to be able to look at specific themes that
are material and important (to own country)”

(EXM - F 2R E)

"Model with lots of inputs, but doesn’t know
how they weight it all; Look for other
providers that are more accurate”

(BRI - FEEE)

22
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Provider

Data/service provided

Advantages

Limits

(SREUA)

(ILEHE)

Primary environmental data disclosed by companies
(gas emissions, water consumption...)

Extra financial consulting agency with an ESG data base

(raw data from companies) on 500+ SMIDs and
customizable aggregation tool. Producing reports and
portfolio analysis

© Standardized raw data to reinforce
expertise on E pillar

© Focus on SMIDs, potentially

complementary to existing focus

© Widely used by classic providers. Added value tbc
©® Limited issuers coverage

® Data quality tbc (coming directly from

©® companies)
» Limited coverage

CKEIE)

(CKEUE)

(ARAEUE)

(SR[EHE)

(SREUAE)

Software as a service providing ESG scores and details
on 9k+ companies based on 30 SASB’s categories.
Combined in a Saa$S providing portfolio analysis

Scores and indicators extracted from third party sources

(e.g. newspapers, social media, NGOs, ...) leveraging
big data and artificial intelligence

Assessment of 25k+ companies on 1,000+ indicators by

aggregation of multiple data sources with selection of the
most reliable ones leveraging Al. Combined in a Saa$S
providing portfolio analysis

Multiple scores and metrics (200 ESG metrics, 22 features

scores, Global Compact scores, ESG score) for 7k
companies produced by leveraging 50k+ sources (reports,
news and NGOs). Combined in a Saa$S providing portfolio
analysis

Software as a Service for extra-financial risk management

providing solutions for ESG benchmarking, materiality
analysis and enterprise risk assessment

Source: Expert interviews; Companies interviews & websites; press search

© Useful tool for sectorial ESG
analysts to deepen their knowledge
© Data beyond self-reported

© Data beyond the ones self-reported

by issuers

© Intuitive tool
(+]

Customizable score

© Claims to measure societal impact
and financial performance

© API available

© User-friendly interface

© Weights adjustments for materiality
based on returns
© Custom solutions

© Useful tool for sectorial ESG

analysts to deepen their knowledge
© Materiality analysis

® Designed for companies internal usage
© Data incorporation into the model tbd (access to
raw/granular data tbc)

® Methodology to be further investigated

® Data incorporation into the model tbd

(no access to raw data)
® Robustness of grades to be assessed
(black box?)

@ Data incorporation into the model tbd
(no access to raw data)
@ Robustness of grades to be assessed
(black box?)
@ Potential lawsuit issue for strong reuse of
providers scores
© Designed for companies internal usage
Data incorporation into the model tbd (access to
raw/granular data tbc)

23
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Provider Data/service provided Advantages Limits
Saa$ currently being built in partnership with Actiam © Leverage public raw data @ Launching their product in 2019
e and Hermes providing data, metrics and reports on 1700 (e.g. injuries) with ML instead of @ Strong partnership with two AM
(9&%) companies with partial coverage on 50k. Aligned with corporate policies
SDG framework
Project of raw data platform with details filled by © Raw data on GHG directly from the @ No product yet and limited coverage (started
companies (similar to CDP). Starting with GHG companies less than 1 y. ago)
(U_\W) emissions for Euro Stoxx 600 aiming a worldwide © Referential available for data @ High overlap with CDP data
coverage on all ESG topics mapping (ISIN, LEI..)
ESG strategic advisory and investment management. © Useful tool for sectorial ESG @ Designed for investors to check their portfolio
Produce high-level portfolio analysis (among 5,500 analysts to deepen their knowledge @ No granular score (beyond ESG) - tbc
(Z’f X'ﬁ() companies) based on 20 recognized ESG sources @ Details on providers consensus
integrated
Own ESG & E, S, G scores from ESG & financial reports, ©® User friendly interface (latest ©® Relevance and robustness of grades to be
Ny financial news and social media (100k+ sources) using tweets viz.) assessed
(*‘ZF) sentiment analysis and Natural Language Processing for © APl available @ Financial stability of the start up tbc
10k+ companies @ No granular scores (beyond E, S, G)

Source: Expert interviews; Companies interviews & websites; press search 24
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Created a framework to translate SDGs into
Sustainable Development Investments for
listed companies
» The fund changes the ratio of “SDI” to
the assets invested in the company
according to the contribution of
corporate profits to SDGs.

The fund is currently taking steps to
integrate big data and artificial

intelligence to further advance the company
classification of SDIs

(AR FELER)

Alongside other Dutch investors, the Dutch
pension fund proposed indicators to measure
impact of assets to SDGs

The fund already measures impact indicators
for its priority themes: climate, water, food,
health; these map to 5 of the SDGs

Goal of creating SDG indicators is to
standardize disclosure of impact data

AMs will need capabilities to report on these
indicators

Source: Expert Interview; B#E#iR20184511516SESGEL\VIRENNERR 1. RIBETv/1542019910822 A SIS R CHARTEDIESGINE HACER I 554 26
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A. No theme

A small number of investors do not
apply a specific theme

This can be for two reasons:

1.

Do not believe in narrowing ESG
approach to themes, apply
strategy inclusive of all material
issues in their portfolio

. Do not believe themes or thematic

investments are part of their
fiduciary duty

Source: Interview; Web Research

XDEN3

B. Climate only

Investors who are early in the ESG
maturity spectrum focus on climate
due to:

» Most pressing case for change

« Salient implications for financial
performance

« Breadth of data and resources
available

Ly A —F—(CLO T ERGICEIZEDBNDSTUREEN D EF D ZESGIRED
REBORAIDRFERDHIA1TICX

C. Climate and other "E", "S",

and "G" themes
Some Investors highlight climate as
well as other themes in their ESG
strategy, which include:
« Diversity and inclusion
« Waste and water management
« Executive compensation
Despite additional themes, heavy

focus remains on climate across all
investors
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"Don't believe ESG ratings will give
you the best returns - works if you
want to get out of the worst

companies” (BN - FEEE)

"ESG makes sense even more on
credit side because downside risk is
100% and upside risk is almost

nothing” (BN - FFBEE)
"Finds it difficult to attribute these
changes to financial returns, which is

why it is not published externally”
(BRI - FEEE)

Source: Interviews

"For big investment banks, it was
impossible for them to leave the idea
of maximizing carbon footprint with
no major financial impact”

(BRI - FEEE)
“If we use MSCI alone, they don't find
alpha; if the company with high ESG
rating is a more valued stock, higher
market cap” (REl-FM)

"Active managers...that manages pure
gender strategy ...costs...expensive"

(BRI - FEEE)

"Client motivation is mix - both
beliefs and reputation, but then also
about performance” (BXM - FEE£EE)

"Our country's funds are defined
benefit pension fund - fixed
obligations they have to pay out over
time, which are growing due to
variety of reasons (e.g. life
expectancy); ESG means a lot of
different things to a lot of people”
AR -FEEE)

"If | say we're going to do low carbon,
there will be a lot of questions. Why

carbon?” GhK-FEER)
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Improving effectiveness: Asset owners build
influence through concentrated portfolios

Large Canadian
Pension Fund

Created high conviction equity group with
aim to manage public companies like PE;
focus engagement on these companies

Buy shares in companies they think should
rise in value more than market benchmark

Select external managers who run
concentrated, low turnover portfolios

European
Pension Fund

Source: Interviews

Invests in small number of carefully
selected companies
» For equities, only ~100 listed holdings

Actively engages with all companies and
divests in those that have bad outcomes

Measuring effectiveness: Increasingly, players try to
measure engagement effectiveness

European
Pension Fund

The fund partners with MISUM, a
multidisciplinary research center at the
Stockholm School of Economics

MISUM is evaluating the fund's engagement
work with utility companies to assess
effectiveness of their activities

Results will be released in 2019

Large Canadian
Pension Fund

For PE, the fund engages its GPs on ESG
issues and reports select outcomes in Rl
report

Engaged KKR on topic of diversity, which led
to positive outcomes
» Scored 100% on Corporate Equality Index
» Develop an inclusion and diversity
questionnaire to gather information
about select portfolio companies’

practices and engage
29
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Source: &9 (FIBEHREIIRRN 4L E S GERZHILET DIEAFEIBIRICERZEFNEDORRHEF(CREI 2 ARHREE
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KETEREINS SASBEAE, F/RIER - E1FH:
QE;‘%%DIREE e im - B AVITANTIF v I8 BRELEBEY
/N ~ 3 B

AT FEUT1=ETE % (SASBEHE) Topic Accounting metric Category Unit of measure
Greenhouse (1) Gas global Scope 1 emissions, Quantitative Metric tons (t)
Gas Emissions & percentage covered under (2) emissions- Coz-e,
Energy Resource limiting regulations, and (3) emissions- Percentage (%)
Planning reporting regulations
Greenhouse gas (GHG) emissions Quantitative Metric tons (t)
associated with power deliveries Coz-e
o 1 1®E¥\ 77@%*@?3“(:\ E'ﬁgﬂf‘]@ Discussion of long-term and short-term Discussion and n/a
3'5,5\7_'-?%4%5*&0)&57}155 . }E’ ?&’iﬁ’x"ﬁ? strategy or plan to manage Scope 1 Analysis

emissions, emissions reduction targets,
and an analysis of performance against

o JZI2U. SRASEYRHIBRIESEAICHD R

(1) Number of customers served in Quantitative Number
markets subject to renewable portfolio Percentage (%)

O F*J/Ji\ﬁo)ri&ﬂ t(iﬁ( Hﬁ'ﬁo)ﬂi\ﬁo) standards (RPS) and (2) percentage
— = = i 2
DI DRREEANE RS EHERBLT 0 fulfillment of RPS target by market: e
N YAESID AN N=RAT TR Air Quality Air emissions of the following pollutants:  Quantitative Metric tons (t)
&0 KELSOERADZENEE (1) NO, (excluding N,0), (2) So,, Percentage (%)
(3) particulate matter (PM,,), (4) lead (Pb),
and (5) mercury (Hg): percentage of each
in or near areas of dense population

Water (1) Total water withdrawn, (2) total water Quantitative Thousand cubic
Management consumed, percentage of each in regions Meters (m3)
with High or Extremely High Baseline Percentage (%)

Water Stress

Number of incidents of non-compliance Quantitative Number
associated with water quantity and/or

Source: Sustainability Accounting Standards Board quality permits, standards, and regulations
https://www.sasb.org 34
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=
\/]
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(2016.12)
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HLEGH' SRR IREE#IZHL. 8DDIRETAHMERIR R
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o REGDIOHEZBIFTHN. EOTIC8DDIRET
RENBANERERIRATLS
- ZEEEDNTE
- 99V )3—, GBE#E
- A7 —-0EER(E
- IBER, BE. VRINAH -, H/NFOREHE]
- BEERRFIZFDILTE
- RN EEE R Ds1E
- (BB, 1> I ADIGEISEKRE DRI ZIEE)

Y27 FINITFAFTIATI23> TS5 %R (2018.3)
o 2019FEFTHO— RYY I %I~
o —EREMNWERADEFOED. A RFAUELEFREON
%R
o EUIBROZAT—IRIVG—(CRZETINES. EENR
EDRDDBRCERSFI—IELTESBEN3 0 EEE
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5T AR -ZimU. EIRoIRE ARt
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Source: BRI EARTIHIA—-HU—2018F5 [FINICHIFDHRTFTIINI7AF > AOMELICEIFTEXD#E ]
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S9N, TS5 S Legend
733> TSNS 1)l ——

Actions Target outcome 2018 2019
Q2 Q3 o4 a1 @2 Q3 lo4
. Regulation adopted to Ennch regulabon vnlh more details toplc by topic
0 AN )=—0OFITE Comprohgltls!vet::laxonglnil.of establish classification i finance technical expert group is asked to draft reports suggesting more detailed taxonomy for each sector, starting from
sustainable activities framework climate change limitation in early 2019, followed by cl h adaptahon and other group of activities
Comprohonsivg Dependent on actlonn
3 S N DS . standards for certain fii ial
e HUY—> RECEVER standards;il:::(l:lir;% r())rf o%ruocot: ) Sustainable finance technical expert group is asked to draft standard of “Green bond” based on current best practices ) > pE::::Ir:ts mm::my ‘::;ta::';‘ed
R Dependent on acbon
’\/7'7—’7 ‘f/T‘W]XEZg — inability indi mmh ““’lu‘:""’“tl il - Technical expert group to design the methodology of low o
{/ﬂ:‘& ectiva sustainability indices © L2 - Putintooperaﬁonandexhendtnnmbendmrksmtammysestabhshed
benchmark
. . . . adopted to . . . P .
o AO- FM‘D‘?QEIJHHME Duties with consideration of enfowe ws(alnalnllty Requirements to integrate ESG factors in investment as part of their duties towards investors and beneficiaries, will be
= sustainability consideration further spec:fled/amended
dlsdos.es
. Regulation to incorporatg De(egated to the Markets in Flnancral Inshuments Dwechve (MIF D II) and ﬂne Insumnce Dlstnbubon Dlrectwe (IDD) to mclude ESG oonsrderahons into the adwoe that
o 7K (‘{ ‘m}—o)&ﬁjﬂﬂﬁﬂj Incorporating sustainability investment firms and insurance distributors offer to individual clients
when providing financial advice Based on the delegated acts, will invite the European Securities Markets Authority (ESMA) to include provisions on inability preferences in its guidelines
N Regulation to integrate
° msﬁm@]mﬂj sustainability in ratings/mkt E with all rel t stakeholders, explore the merits, assess/study current practices
research
=1 = . . Dependent on action@Q)
a %&ﬁgg& T/Z§# inczrr:g?:tti‘:gl :r:;lrmtt; > Assess feasibility, and reach out to European Insurance and Occupational Pensions Authority (EIOPA) for opini: (D¢ ding on the establisk of T >
™ Disclosure/accounting m Revise guidelines on non-financial information in line TCFD )
— e — . . .
e mi@ﬂﬂrﬁgiﬁ/‘n guidelines Lﬁ:mg:]:s ) Work with European Financial Reporting Advisory Group (EFRAG) to %%t‘nﬁes i ive inabl. ing practices and assess compatibility >
° {\/73(:8”, 251 Eﬁ NA > Continuous investment in sustainable projects in EU and other reglon; ::e(EU budgtet(éFEsuDr;::pean Fund for Strategic Investments (EFSI), European Fund for Sustainable >
ﬂ:\iﬁ l U“/Z‘Dﬂl??‘j}l/ ggjrgl?;:tignggvgr?:gﬁ © Work with European Financial Reporting Advisory Group (EFRAG) to promote ii ive inabl ing practices and assess compatibility with IFRS
‘ b. miﬁmﬁﬁﬁ g sust:'):abiliti Assess needs and methods to incorporate sustainability in governance roles

Source: European Commission
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“Regulation on the establishment of a framework to facilitate sustainable investment”

“Regulation on the establishment « Proposed by European Commission
Ezﬁﬁs;on of a framework to facilitate « Adopted by THE EUROPEAN PARLIAMENT AND THE COUNCIL, Brussels, 24 May 2018
sustainable investment”
- Q
— & N
= : ©f =
— ¥ c
Definitions Criteria for Category for Qualification of

of terminologies

“Environmentally sustainable
investment” means an investment
that funds one or several economic
activities that qualify under this
Regulation as environmentally
sustainable;

“Financial market participants”
“greenhouse gas”

“circular economy”

“pollution”

“healthy ecosystem”

“energy efficiency”

Source: European Commission

sustainable activities

For the purposes of establishing the
degree of environmental
sustainability of an investment, an
economic activity shall be
environmentally sustainable where
that activity complies with all of the
following criteria:

(a) the economic activity
contributes substantially to one
or more of the environmental
objectives set out in Article 5 in
accordance with Articles 6 to 11;

(b) (€) w(d) ...

sustainable activities

For the purposes of this Regulation,
the following shall be environmental
objectives:

(1) climate change mitigation p———

(2) climate change adaptation;

(3) sustainable use and protection of
water and marine resources;

(4) transition to a circular economy,
waste prevention and recycling;

(5) pollution prevention and control;

(6) protection of healthy ecosystems

each category

?® ... including through process or

product innovation:

(a) generating, storing or using
renewable energy or climate-neutral
energy (including carbon-neutral
energy), including through using
innovative technology with a

potential for significant future savings
or through necessary reinforcement of
the grid;

(b) improving energy efficiency;

(c) increasing clean or climate-neutral
mobility; tl

“Technical screening criteria” still

under development by expert
group, will be added once fixed
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Back up: original text of “Regulation on the establishment of a framework to
facilitate sustainable investment”

Chapter I: Subject matter, scope and definitions

Article 1 Subject matter and scope
1 This Regulation establishes the criteria for determining whether an economic actMty is environmentally sustainable

for the purposes of

the degree of i al ility of an

2 This Regulation applies to the following

a)

b)

Measures adopted by Member States or by the Union setting out any requirements on market actors in

respect of financial products or corporate bonds that are marketed as environmentally sustainable
Financial market participants offering financial products as environmentally sustainable investments or as
investments having similar characteristics

Article 2 Definitions
1 For the purposes of this Regulation, the following definitions shall apply

a)

b)

Environmentally sustainable investment’ means an investment that funds one or several economic
activities that qualify under this Regulation as environmentally sustainable

Financial market participants’ mean financial market participants as defined in Article 2 (a) of [Commission
proposal for a Regulation on disclosures relating to sustainable investments and sustainability risks and
amending Directive (EU) 2016/2341]

Financial products’ mean financial products as defined in Article 2 (j) of [Commission proposal for a
Regulation on disclosures relating to sustainable investments and sustainability risks and amending Directive
(EU) 2016/2341]

Climate change mitigation’ means the process of holding the increase in the global average temperature to
well below 2 °C above pre-industrial levels and limiting the temperature increase to 1 5 °C above pre-
industrial levels

Climate change adaptation’ means the process of adjustment to actual and expected climate and its
effects

gas’ means a

Parl|amenl and of the Council *

Circular economy’ means maintaining the value of products, materials and resources in the economy for as

long as possible, and minimizing waste, including through the application of the waste hierarchy as laid

down in Article 4 of Directive 2008/98/EC of the European Parliament and of the Council;5®

Pollution” means

i The direct or indirect introduction, as a result of human activity, of substances, vibrations,
heat, noise or other pollutants into air, water or land which may be harmful to human health
or the quality of the environment, may result in damage to material property, or may impair
or interfere with amenities and other legitimate uses of the environment
ii In the context of marine environment, pollution as defined in Article 3(8) of Directive

2008/56/EC of the European Parliament and of the Council®'

Healthy ecosystem’ means an ecosystem that is in a good physical, chemical and biological condition or of

a good physical, chemical and biological quality

Energy efficiency’ means using energy more efficiently at all the stages of the energy chain from

production to final consumption

Good environmental status” means good environmental status as defined in Article 3(5) of Directive

2008/56/EC

Marine waters’ means marine waters as defined in Article 3(1) of Directive 2008/56/EC;

Surface water’, inland water’, transitional waters’ and coastal water’ shall have the same meaning as in

points (1), (3), (6) and (7) of Article 2 of Directive 2000/60/EC2

Sustainable forest management’ means using forests and forest land in a way, and at a rate, that maintains

their biodiversity, productivity, regeneration capacity, vitality and their potential to fulfil, now and in the

future, relevant ecological, economic and social functions, at local, national, and global levels, and that

does not cause damage to other ecosystems

gas listed in Annex | to Regulation (EU) No 525/2013 of the European

Source: European Commission

Chapter II: Environmentally sustainable economic activities

Article 3 Criteria for environmentally sustainable economic activities

For the purposes of establishing the degree of environmental sustainability of an investment, an economic activity shall
be environmentally sustainable where that activity complies with all of the following criteria

a)
b)

)
d)

The economic activity contributes substantially to one or more of the environmental objectives set out in
Article 5 in accordance with Articles 6 to 11

The economic activity does not significantly harm any of the environmental objectives set out in Article 5 in
accordance with Article 12

The economic activity is carried out in compliance with the minimum safeguards laid down in Article 13
The economic activity complies with technical screening criteria, where the Commission has specified those
in accordance with Articles 6(2), 7(2), 8(2), 9(2), 10(2) and 11(2)

Article 4 Use of the criteria for environmentally sustainable economic activities

Member States shall apply the criteria for determining environmentally sustainable economic activities set
out in Article 3 for the purposes of any measures setting out requirements on market actors in respect of
financial products or corporate bonds that are marketed as environmentally sustamable

Financial market participants offering financial products as il ustail oras
investments having similar characteristics, shall disclose information on how and to what extent the criteria
for environmentally sustainable economic activities set out in Article 3 are used to determine the
environmental sustainability of the investment Where financial market participants consider that an
economic activity which does not comply with the technical screening criteria set out in accordance with
this Regulation or for which those technical screening criteria have not been established yet, should be
considered environmentally sustainable, they may inform the Commission

The Commission shall adopt delegated acts in accordance with Article 16 to supplement paragraph 2 to
specify the information required to comply with that paragraph, taking into account the technical screening
criteria set out in accordance with this Regulation That information shall enable investors to |dent|fy

a) The percentage of holdings pertaining to carrying out envir
economic activities
b) The share of the il funding economic activities as a

percentage of all economic activities
The Commission shall adopt the delegated act in accordance with paragraph 3 by 31 December 2019 w|th a
view to ensure its entry into application on 1 July 2020 The C may amend that act,
particular in the light of amendments to the delegated acts adopted in accordance with Article 6(2), Artlcle
7(2), Article 8(2), Article 9(2), Article 10(2) and Article 11(2)

Article 5 Environmental objectives
For the purposes of this Regulation, the following shall be environmental objectives

Climate change mitigation

Climate change adaptation

Sustainable use and protection of water and marine resources
Transition to a circular economy, waste prevention and recycling
Pollution prevention and control

Protection of healthy ecosystems

Article 6 Substantial contribution to climate change mitigation
1

2

An economic activity shall be considered to contribute substantially to climate change mitigation where that
activity substantially contributes to the stabilization of greenhouse gas concentrations in the atmosphere at
a level which prevents dangerous anthropogenic interference with the climate system by avoiding or

reducing gas emissions or enhancing gas removals through any of the following
means, including through process or product innovation
a) Generating, storing or using renewable energy or climate-neutral energy (including carbon-

neutral energy), including through using innovative technology with a potential for significant
future savings or through necessary reinforcement of the grid

b) Improving energy efficiency
c) Increasing clean or climate-neutral mobility
d) Switching to use of renewable materials
e) Increasing carbon capture and storage use
f) Phasing out anthropogenic emissions of greenhouse gases, including from fossil fuels
g) Establishing energy infrastructure required for enabling decarburization of energy systems
h) Producing clean and efficient fuels from renewable or carbon-neutral sources
The Commission shall adopt delegated acts in accordance with Article 16 to
a) Supplement paragraph 1 to establish technical screening criteria for determining under which

conditions a specific economic activity is considered, for the purposes of this Regulation, to
contribute substantially to climate change mitigation
b) Supplement Article 12 to establish technical screening criteria, for each relevant environmental

objective, for determining whether an economic activity in respect of which screening criteria
are established pursuant to point (a) of this paragraph is considered, for the purposes of this
Regulation, to cause significant harm to one or more of those objectives
The Commission shall establish the technical screening criteria referred to in paragraph 2 in one delegated
act, taking into account the requirements laid down in Article 14
The C ission shall adopt the act referred to in paragraph 2 by 31 December 2019, with a view
to ensure its entry into application on 1 July 2020

Article 7 Substantial contribution to climate change adaptation

An economic activity shall be considered to contribute substantially to climate change adaptation where
that activity contributes substantially to reducing the negative effects of the current and expected future
climate or preventing an increase or shifting of negative effects of climate change, through the following
means

a) Preventing or reducing the location-and context-specific negative effects of climate change,
which shall be assessed and prioritized using available climate projections, on the economic
activity

b) Preventing or reducing the negative effects that climate change may pose to the natural and

built environment within which the economic activity takes place, which shall be assessed and
prioritized using available climate projections
The Commission shall adopt a delegated act in accordance with Article 16 to
a) Supplement paragraph 1 to establish technical screening criteria for determining under which
conditions a specific economic activity is considered, for the purposes of this Regulation, to
contribute substantially to climate change adaptation
b) Supplement Article 12 to establish technical screening criteria, for each relevant environmental
objective, for determining whether an economic activity in respect of which screening criteria
are established pursuant to point (a) of this paragraph is considered, for the purposes of this
Regulation, to cause significant harm to one or more of those objectives
The Commission shall establish the technical screening criteria referred to in paragraph 2 together in one
delegated act taking into account the requirements laid down in Article 14
The C ion shall adopt the act referred to in paragraph 2 by 31 December 2019, with a view
to ensure its entry into application on 1 July 2020

Article 8 Substantial contribution to sustainable use and protection of water and marine resources
1

An economic activity shall be considered to be contributing substantially to sustainable use and protection of
water and marine resources where that activity substantially contributes to the good status of waters,
including freshwater, transitional waters and coastal waters, or to the good environmental status of marine
waters, through any of the following means
a) Protecting the aquatic environment from the adverse effects of urban and industrial waste water
discharges by ensuring adequate collection and treatment of urban and industrial waste waters in
accordance with Articles 3, 4, 5 and 11 of Council Directive 91/271/EEC53
b) Protecting human health from the adverse effects of any contamination of drinking water by
ensuring that it is free from any micro-organisms, parasites and a substances that constitute a
potential danger to human health, and that it meets the minimum requirements set out in Annex
I, Parts A and B, to Council Directive 98/83/EC° , and increasing citizens’ access to clean drinking

water

c) Abstracting water in keeping with the objective of good quantitative status as defined in table
2 1 2in Annex V to Directive 2000/60/EC

d) Improving water efficiency, facilitating water reuse, or any other activity that protects or
improves quality of Union’s water bodies in accordance with Directive 2000/60/EC

e) Ensuring the sustainable use of marine ecosystem services or contributing to good environmental

status of marine waters, as determined on the basis of the qualitative descriptors set out in
Annex | to Directive 2008/56/EC and as further specified in Commission Decision (EU) 2017/8485
The Commission shall adopt a delegated act in accordance with Article 16 to
a) Supplement paragraph 1 to establish technical screening criteria for determining under which
conditions a specific economic activity is considered, for the purposes of this Regulation, to
contribute substantially to sustainable use and protection of water and marine resources
b) Supplement Article 12 to establish technical screening criteria, for each relevant environmental
objective, for determining whether an economic activity in respect of which screening criteria
are established pursuant to point (a) of this paragraph is considered, for the purposes of this
Regulation, to cause significant harm to one or more of those objectives
The Commission shall establish the technical screening criteria referred to in paragraph 2 together in one
delegated, and taking into account the requirements laid down in Article 14
The C shall adopt the act referred to in paragraph 2 by 1 July 2022, with a view to
ensure its entry into application on 31 December 2022
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Note: PAB (Paris-aligned Benchmark), CTB (Climate Transition Benchmark)
Source: TEG INTERIM REPORT ON CLIMATE BENCHMARKS AND BENCHMARKS’ ESG DISCLOSURES
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Main Asset Classes

Other Asset Classes

Fixed Income -
Corporates and

Private Equity

securitized Fixed Income - Private Debt

HRER Equities (ABS) SSA Hedge Funds Commodities Infrastructure
OVERALL ESG A>TV AEHIESGZ T Yes Yes Yes Yes No Yes
DISCLOSURE 17 ARk AAtop10DESGZ Y Yes Yes Yes No No Yes
UNGC(ZEFL TLRLRDEIE (%) Yes Yes No Yes No Yes
EFREACERU TOBFMOZEIE (%) No No Yes Yes No No
ENVIRONMENTAL A>FYIAEHEZT Yes Yes Yes Yes No Yes
DISCLOSURE Carbon intensity Yes Yes Yes No No Yes
{EERBINNDBZEOEIE (%) Yes Yes No No No Yes
J—-BZERAZIE (%) Yes Yes No No Yes
JU=>R> REIE (%) No Yes Yes No No No
SURZEE) R ) DIEENE Yes Yes Yes No Yes No
LFEROKUEZENIRIOBHFE Yes Yes Yes No Yes No
SOCIAL DISCLOSURE AYTYIAFGSZTY Yes Yes Yes Yes No No
2B — )V S DAERARER Yes Yes Yes No Yes Yes
EEAREERIEROBREI S (%) Yes Yes No Yes No Yes
FEEOEEARGBOER Yes Yes No Yes No Yes
) IBRERRDIERR B & (%) Yes Yes No No No No
LER0s/InES Yes Yes No No No No
AT 2IEIREEOBE T TFE No No Yes No Yes No
TREMZNF 4 (CRE I 281 RE 2 DE L 5k No No Yes No No No
FHROBMICET 3iEiEt o5k No No Yes No No No
GOVERNANCE A>TYIZAFIGZT Yes Yes Yes No No No
DISCLOSURE IR RDIZB DEIE (%) Yes No No No No No
B DEIS (%) Yes No No No No No
JEHEICRE I BIEIRELZOE L A No No Yes No Yes No
AN E(CRIT 2IEREENE L5 E No No Yes No Yes No
ERRIEST(CRI I BIEIRETDE A No No Yes No No No
2F19- RV ICERLTVSFMOEIS No No No Yes No No

Source: TEG INTERIM REPORT ON CLIMATE BENCHMARKS AND BENCHMARKS’ ESG DISCLOSURES
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European
Commission

of a framework to facilitate
sustainable investment”

“Regulation on the establishment < Proposed by European Commission
» Adopted by THE EUROPEAN PARLIAMENT AND THE COUNCIL, Brussels, 24 May 2018

» Target institutional investors and asset managers

gf}g;

In contractual disclosures/
investment advices

1. Financial market participants shall
include descriptions of the following
in pre-contractual disclosures:

(a) the procedures and conditions
applied for integrating
sustainability risks in investment
decisions;

Source: European Commission

L Y4

In pre-contractual

disclosures

1.Where a financial product has as its
target sustainable investments or
investments with similar
characteristics, and an index has been
designated as a reference benchmark,
... shall be accompanied by the
following:
(a) information on how the
designated index is aligned with
that target;

On websites

Financial market participants shall
publish written policies on the
integration of sustainability risks in
the investment decision-making
process on their websites.

Financial market participants shall
publish and maintain on their
websites, ... the following:

(a) a description of the sustainable
investment target;

(b) information on the
methodologies used to assess,
measure and monitor the impact of
the sustainable investments
selected for the financial product,
including its data sources,
screening criteria for the
underlying assets and the relevant
sustainability

In Periodical reports

1. Where financial market
participants make available a
financial product ..., they shall include
a description of the following in
periodical reports:

(a) the overall sustainability-related
impact by the financial product by
means of relevant sustainability
indicators;

Copyright © 2020 by Boston Consulting Group. All rights reserved.



Back up: original text of “Regulation on disclosures relating to sustainable
investments and sustainability risks”

Article 3
1

Article 4
1

3

Transparency of the sustainability risk policies

Financial market participants shall publish written policies on the integration of
sustainability risks in the investment decision-making process on their websites
Insurance intermediaries which provide insurance advice with regard to IBIPs and
investment firms which provide investment advice shall publish written policies on the
integration of sustainability risks in investment advice or insurance advice on their
websites

Transparency of the integration of sustainability risks
Financial market participants shall include descriptions of the following in pre-contractual
disclosures
a) The procedures and conditions applied for integrating sustainability risks in
investment decisions
b) The extent to which sustainability risks are expected to have a relevant impact
on the returns of the financial products made available
c) How the remuneration policies of financial market participants are consistent
with the integration of sustainability risks and are in line, where relevant, with
the sustainable investment target of the financial product
Insurance intermediaries which provide insurance advice with regard to IBIPs and
investment firms which provide investment advice shall include descriptions of the
following in pre-contractual disclosures
a) The procedures and conditions applied for integrating sustainability risks in
investment advice or insurance advice
b) The extent to which sustainability risks are expected to have a relevant impact
on the returns of the financial products advised on
c) How the remuneration policies of investment firms which provide investment
advice and insurance intermediaries which provide insurance advice with regard
to IBIPs are consistent with the integration of sustainability risks and are in line,
where relevant, with the sustainable investments target of the financial product
advised on
The disclosures referred to in paragraph 1 and paragraph 2 shall be made in the following
manner
a) For AIFMs, in the disclosures to investors referred to in Article 23(1) of Directive
2011/61/EU
b) For insurance undertakings, in the provision of information referred to in Article
185(2) of Directive 2009/138/EC
c) For IORPs, in the provision of information referred to in Article 41 of Directive
(EU) 2016/2341
d) For managers of qualifying venture capital funds, in the provision of information
referred to in Article 13(1) of Regulation (EU) No 345/2013
e) For managers of qualifying social entrepreneurship funds, in the provision of
information referred to in Article 14(1) of Regulation (EU) No 346/2013
f) For providers of pension products, in writing in good time before a retail investor
is bound by a contract relating to a pension product

g) For UCITS management companies, in the prospectus referred to in Article 69 of
Directive 2009/65/EC

h) For investment firms which provide portfolio management or provide investment
advice, in accordance with Article 24(4) of Directive 2014/65/EU

i) For insurance intermediaries which provide insurance advice with regard to IBIPs,

in accordance with Article 29(1) of Directive (EU) 2016/97

Article 5
1

Article 6
1

Transparency of sustainable investments in pre-contractual disclosures
Where a financial product has as its target sustainable investments or investments with
similar characteristics, and an index has been designated as a reference benchmark, the
information to be disclosed pursuant to Article 4(1) shall be accompanied by the following
a) Information on how the designated index is aligned with that target
b) An explanation as to why the weighting and constituents of the designated index
aligned with that target differ from a broad market index
Where a financial product has as its target sustainable investments or investments with
similar characteristics and no index has been designated as a reference benchmark, the
information referred to in Article 4(1) shall include an explanation on how that target is
reached
Where a financial product has as its target the reduction in carbon emissions, the
information to be disclosed pursuant to Article 4(1) shall include the targeted low carbon
emission exposure

By way of derogation from paragraph 2, where no [EU low carbon benchmark] or [positive
carbon impact benchmark] in accordance with Regulation (EU) 2016/1011 is available, the
information referred to in Article 4 shall include a detailed explanation of how the
continued effort of reaching the target of reducing carbon emissions is ensured

Financial market participants shall include in the information to be disclosed pursuant to
Article 4(1) an indication of where the methodology used for the calculation of the indexes
referred to in paragraph 1 of this Article and benchmarks referred to in the second
subparagraph of paragraph 3 of this Article are to be found

The European Banking Authority (EBA), European Insurance and Occupational Pensions
Authority (EIOPA) and the European Securities and Markets Authority (ESMA) shall, through
the Joint Committee of the European Supervisory Authorities (‘Joint Committee’) develop
draft regulatory technical standards further specifying the details of the presentation and
content of the information to be disclosed pursuant to this Article

EBA, EIOPA and ESMA shall submit those draft regulatory technical standards to the
Commission by [PO Please insert date 18 months after the date of entry into force]

Power is delegated to the Commission to adopt the regulatory technical standards referred
to in the first subparagraph in accordance with Articles 10 to 14 of Regulation (EU) No
1093/2010, of Regulation (EU) No 1094/2010 and of Regulation (EU) No 1095/2010

Transparency of sustainable investments on websites
Financial market participants shall publish and maintain on their websites, for each
financial product referred to in paragraphs (1), (2) and (3) of Article 5, the following
a) A description of the sustainable investment target
b) Information on the methodologies used to assess, measure and monitor the
impact of the sustainable investments selected for the financial product,
including its data sources, screening criteria for the underlying assets and the
relevant sustainability indicators used to measure the overall sustainable impact
of the financial product
c) The information referred to in Article 5
d) The information referred to in Article 7
The information to be disclosed pursuant to the first subparagraph shall be
published in a clear way and in a prominent area of the website
EBA, EIOPA and ESMA shall, through the Joint Committee, develop draft regulatory
technical standards further specifying the details of the presentation and content of
information referred to in point (a) and (b) of paragraph 1

EBA, EIOPA and ESMA shall submit those draft regulatory technical standards to the
Commission by [PO Please insert date 18 months after the date of entry into force]

Article 7
1

Article 8
1

Power is delegated to the Commission to adopt the regulatory technical standards referred
to in the first subparagraph in accordance with Articles 10 to 14 of Regulation (EU) No
1093/2010, of Regulation (EU) No 1094/2010 and of Regulation (EU) No 1095/2010
Transparency of sustainable investments in periodical reports
Where financial market participants make available a financial product referred to in
paragraphs (1), (2) and (3) of Article 5, they shall include a description of the following in
periodical reports
a) The overall sustainability-related impact by the financial product by means of
relevant sustainability indicators
b) Where an index has been designated as a reference benchmark, a comparison
between the overall impact of the financial product with the designated index
and a broad market index in terms of weighting, constituents and sustainability
indicators
The disclosures referred to in paragraph 1 shall be made in the following manner
a) For AIFMs, in the annual report referred to in Article 22 of Directive 2011/61/EU;
b) For insurance undertakings, annually in writing in accordance with Article 185(6)
of Directive 2009/138/EC
c) For IORPs, in the pension benefit statement referred to in Article 38 of Directive
(EU) 2016/2341 and in the provision of information referred to in Article 43 of
Directive (EU) 2016/2341
d) For managers of qualifying venture capital funds, in the annual report referred to
in Article 12 of Regulation (EU) No 345/2013
e) For managers of qualifying social entrepreneurship funds, in the annual report
referred to in Article 13 of Regulation (EU) No 346/2013
f) For providers of pension products, in writing at least in annual reports or in
reports in accordance with national law
g) For UCITS management companies or UCITS investment companies, in the half-
yearly and annual reports referred to in Article 69 of Directive 2009/65/EC
h) For investment firms which provide portfolio management, in the periodical
reports referred to in Article 25(6) of Directive 2014/65/EU
For the purposes of paragraph 1, financial market participants may use the information in
management reports in accordance with Article 19 or the information in non-financial
statements in accordance with Article 19a of Directive 2013/34/EU where appropriate
EBA, EIOPA and ESMA shall, through the Joint Committee, develop draft regulatory
technical standards further specifying the details of the content and presentation of
information referred to in paragraph 1

EBA, EIOPA and ESMA shall submit those draft regulatory technical standards to the
Commission by [PO Please insert date 18 months after the date of entry into force]

Power is delegated to the Commission to adopt the regulatory technical standards referred
to in the first subparagraph in accordance with Articles 10 to 14 of Regulation (EU) No
1093/2010, of Regulation (EU) No 1094/2010 and of Regulation (EU) No 1095/2010

Review of disclosures

Financial market participants shall ensure that any information published in accordance
with Article 3 or Article 6 is kept up-to-date Where a financial market participant amends
such information, a clear explanation of that change shall be published on the same
website

Paragraph 1 shall apply mutatis mutandis to insurance intermediaries which provide
insurance advice with regard to IBIPs and investment firms which provide investment
advice with regard to any information published in accordance with Article 3
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TCFDLEEUES

TCFD

xBa:E

Task Force on Climate-related
Financial Disclosures (TCFD)

1P BHRAROERIEE

Set up in 2015 by the G20 Financial Stability Board (FSB) to develop voluntary, consistent climate-related
financial risk disclosures for use by companies, banks, and investors in providing information to stakeholders
Published "final recommendations by FSB’s TCFD" in June 2017

Recommended disclosures

= Governance

Q Strategy
aa

Metrics
« /‘” and Targets

Source: European Commission

Disclose the organization’s
governance around climate-related
risks and opportunities

Disclose the actual and potential
impacts of climate-related risks
and opportunities on the
organization’s businesses, strategy,
and financial planning where such
information is material.

Disclose how the organization
identifies, assesses, and manages
climate-related ris

Disclose the metrics and targets
used to assess and manage
relevant climate-related risks and
opportunities where such
information is material.

Recommended items

a. Board Oversight

a. Risks and
Opportunities

b. Impact on
Organization

c. Resilience
of Strategy

a. Risk ID & Assessment
processes

b. Risk Management
processes

c. Integration into
Overall Risk Mgmt

b. Scope 1,2,3
GHG Emissions

c. Climate-Related
Targets

Describe the board’s oversight of climate-related risks and opportunities

Describe management’s role in assessing and managing climate-related risks and
opportunities

Describe the climate-related risks and opportunities the organization has identified over
the short, medium, and long term

Describe the impact of climate-related risks and opportunities on the organization’s
businesses, strategy, and financial planning

Describe the resilience of the organization’s strategy, taking into consideration different
climate-related scenarios, including a 2°C or lower scenario

Describe how processes for identifying, assessing, and managing climate-related risks are
integrated into the organization’s overall risk management

Disclose the metrics used by the organization to assess climaterelated risks and
opportunities in line with its strategy and risk management process

Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG) emissions,
and the related risks

Describe the targets used by the organization to manage climate-related risks and
opportunities and performance against targets
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Unidenor reves’s that 8 mos! suskanatie Drands Griw 46% faster 1han tha rest of he busness aed deiveed 70% of &5 KMow Growth

(P2 2 Cowe 0 gomerst sescromen of ant mrasurton © your pencamen
40,000+ ompoyoes have ther say o the fuure of Uniever as the company looks beyond its curmnt susiinatilty targoets

are those that are futhest atead on the joumey 10 schieving the company’s smbitous sustainabilty goals.

Figures revosied todry show that

Unilever now has 25 sustanable lving brands (up from 18 in 2015). New entrants inchuds household names such Sustal nable Liv-l ng Brandsb\‘46%gb\ﬁﬁ§$

a8 Vaseline, Suniight, Sunsik and Wall's

o A
Tha st also nchudes Unikre’s 0p six brands - Dove, Liton, Dit is Gocd, Rexcna, Helmann's and Kror - and ts B-Corp cotifod brands such ] U—)( w EEE ;& 5&)6
sand Krorr - andits cotified brands sux F (1)) D70%

and Pukka Herbs.

Over the last four years sustainable Iving eands Kave ouperiomed the average rate of growth at Undever. in 2017 sustainabie iving braads gre

busness ard delivered 70% of Unlever's lumnover growth
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Environmental Dimension

REDMIHFI Y 7 (0~100CEHil) Thatland s
Japan 61
Singapore 47
India 41
Korea 36
China 13
Social Dimension
Thailand 71
Taiwan 61
Singapore 45 .
Japan 43 2
India 38 g
Korea 28 2
China 16 :
=
. . g
Economic Dimension(i/{} > ZA&D) s
Thailand 66 £
Taiwan 62 8
. . . Singapore 55 §
Europe Asia  World North Latin Oceania Japan pr 2
America America India 40 z
Korea 19 g
China 17 %
Source: RobecoSAM Asia Status Report §
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Climate Change  Environmental  Natural Capital Pollution & Waste
Opportunities
4.8 5.2 4.2 45
5.9 FA37(S)
4.7 Human Capital Product Liability Social Stakeholder
Opportunities Opposition
HNF>R
Ad7(G) 4.3 4.0

Environmental Social Governance Corporate Behvior Corporate Governance
Pillar Score Pillar Score Pillar Score

I MSCI Japan IMI Top 500

"~ MSCI Kokusai

Note: MSCI Japan IMI Top 500 Index DIERkEEAAL . TOMBICEEIZRIPEE CHERKENBMSCI Kokusai IndexDERFAMLEE:
Source: MSCI ESG Rating - Japan Snapshot 2018 89
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ERTEESBINEEDA/NT AT 0T FERI-RL—MINFORIERLEE
0% 20% 40% 60% 80% 100%
)
34% 3TH Lack of independent Chair _97%
i Lack of Audit Board/Committee —
Independence
L Lack of Executive Pay Disclosure —
0 $
10% 12 /‘ Lack of Independent Board Majority — 89%
19 3%
1% 5% l 154 0.2 ool 0% No Female Directors NN 5%
<=l <=2 <=3 <=4 <= <=6 <=7 <=8 <=9 <=10 Cross Shareholdings I 7o

m MSC| Japan IMI Top 500 » MSCI Kokusai

Poison Pill FIG%
+  MSCI Japan IMI Top500: HA{PZEDRFHli#EER_117500% 5k y : e rek
« MSCI Kokusai: HA#B< e E22NEC_HE T 3K - chAE A% R D
- BRI 080%E ) —

Note: MSCI Japan IMI Top 500 Index DERkEEAL . TOMBICEEIZRIPZE THERKENBMSCI Kokusai IndexDERARDLEE:
Source: MSCI ESG Rating - Japan Snapshot 2018 90
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Drivers of rapid growth in sustainable assets include regulatory changes, buy-in to business case, client demand

Assets managed in accordance to one of more of the ESG methodologies ($B); CAGR (%)

+8%_l
|7 14,075

12,040

+17%1

11,995

8,723

Europe

Source: 2018 Global Sustainable Investment Review

Driven by
government
initiatives and PRI
signatures of large
institutional
investors

Institutional
investors cited
managing risk,

improving returns as
key motivations

Investors attributed
impact to
performance and
institutional investor
demand as key
growth drivers

.
|»+114%1

|

”+25%—¢

|

|_+19%_l

2,180 086 1.699
) ’ 516 734
<« 1l - —
Japan Canada Australia / NZ
2016 M 2018
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Europe is most mature market for sustainable
investing, driven by values of end beneficiaries,
regulatory changes, and realized financial gains

Asset owners want to create their own scores and
models that reflect their values

They are wary of "green washing”, scrutinizing AMs on
implementation of ESG methodologies and are not
willing to pay more for ESG without associated returns
- Cite reduced investment in green bonds because of
their unjustifiably high prices
- Score managers on ESG in selection process

Climate is common theme, with water and gender
gaining traction in some markets

Tobacco, weapons, thermal coal are almost
unanimously excluded, with a few exceptions

Highlights from country interviews

France

[
[
Netherlands

Denmark

Due to regulation, public pension fund has
to outsource all of its assets and cannot
interfere in AM decisions
« This stands in contrast to the trends to
insource, as well as the desire for
specific, bespoke requests

Dutch funds are heavily influenced by their
end beneficiaries on sustainable investing
» A certain Dutch pension fund's biggest
client drive policy
» Another pension fund makes
investment decisions based on a survey
of members’ SDG preferences

Danish AOs apply sophisticated ESG
methodologies in sovereign debt due to
media blow up ~10 years ago
» Article released about investing in
countries with dictatorship
» Now use league tables to rank countries

and then discuss investment decision

96
Source: Expert Interview
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Source: Expert Interview

Overall, "behind" Europe, Canada, and Australia
» More conservative culture
» More concerned about “fiduciary duty” - higher bar to "prove” materiality and performance
» Many pension funds are defined benefits with fixed liabilities

However, there is a big difference between the coasts and middle America

And even less mature ESG investors are starting to apply sustainable investment methodologies on an ad hoc basis
« Andin partlcular on prlvate market Slde, looklng at thematic investments in renewables

DlverSIty is a popular theme (heard more so than Europe, and relatlvely more than cllmate)
» CalSTERS helped develop and invested in gender themed indices
« NY State focuses on board diversity

Strong preference for active ownership over divestments, driven by contrasting values on issues such as weapons

» In contrast, many of these common exclusions are homogenous beliefs in Europe, Canada, Australia

State pension funds have limited ability to build ESG capabilities in house as civil service salaries makes it difficult
to attract top talent means more likelihood for ESG mandates to be outsourced

US Wealth managers and distributers report great interest in sustainable investing
« Family offices, endowments, looking for easy to understand ESG/Impact products

97

Copyright © 2020 by Boston Consulting Group. All rights reserved.
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Assets invested using sustainable methodologies grow
at 17% p.a. Investors highlight 3 themes in self-reported data

Assets ($B); CAGR (%)

G Engagement and voting is becoming increasingly
important, and investors look for many ways to do this
beyond filing shareholder returns

11,995

Client demand is cited as a key driver for growth in

8,723 assets that are sustainably invested

Increasingly, investors are reporting growth in ESG
integration across asset classes

Assets invested in sustainable way

2016 M 2018

Source: Global Sustainable Investing Report 2018 98
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Regulators are pushing for AMs and banks are ahead of AOs, Materiality is different, requiring
sustainable investing driven by foreign client demands customized indicators for China
Making environmental disclosures mandatory Number of mainland PRI signatories Issues that are material to investments in
o The China Securities Regulation China differ from those that are material in
Commissions (CSRC) established an ESG Europe and other developing countries
disclosure framework in late 2018 » For example, air pollution drives more
» The Shanghai Stock Exchange (SSE) - materiality in China, while climate
supported development of Principles for change is more important in Europe
Sustainable Exchanges, and will launch « Similarly, there are a different set of "S"
guidelines for disclosure in 2019 and "G" issues that are material
Supporting growth of green bonds through Data sources like MSCI are not sufficient to
regulation and access to verified bonds 2018 2019 capture Chinese context and drive alpha
o The Green Bond Standard Committee was
established in 2018 under guidance of the Leading AMs and sustainable finance players
People’s Bank of China (PBoC), the CSRC, PRI signatories include large asset managers in China are developing proprietary data,
and other regulators and PE firms; no asset owners are insights, and indicators

signatories today
Adopting green finance policies at local level

» Number of green finance policies Expect strong uptake of the Principles of
implemented in provincial and municipal Responsible Banking, which will launch in
regions grew 2019, driven by involvement of Commercial

and Industrial Bank of China (ICBC)

Source: Expert Interview 99

Copyright © 2020 by Boston Consulting Group. All rights reserved.



1. YZFTFTIA DRI XY M ERDE<E RS O EE
- a. ESGOIZEEIM
7O RRIF = —
. SRS
. Ty A—F—
. IBUAT - EIPSRHERS
PO« REHIE

2. EBRCHBFBRTLA V7 —D2H45
3. ENDAARZANFI—JICBITREERBOEFE

SEEH

® & & e
-~ 0 O N o

A. El/HBEBI DY T T IIA DRI RA hOEE]

© B. BE 7Y NIDESGIBHAHTFE
C. ESGEHMMHERADEZEES
D. ESGADERDFEAH L TEEZEELDOEEIRR,

100

Copyright © 2020 by Boston Consulting Group. All rights reserved.



IREZR(E. BEDIEFACLICCLESGF EZHAENETEH

Most relevant v Partly relevant i ilmpact : iVoting & iNorms iNegative
application application ESG integrationBest-in-class  iinvesting ‘Thematic focusiengagement  iscreening 'screening
S 1 / b_ 1 b d | 1 1 1 1 1
[Soverogn/obaoversignbonds | 2 2 N A N AR
| Corporatebonds | A/ WA . "ASS SN N AN S N S A
Lsted equities ] Yoo N N NN N
Emerging markets Usted equiy | 2 A TR0 S /A N N
 Emerging markets et ] A/ AN S AV SR AU S N S AR S AN
Infrastructure v i E v i v ! v E v ! v
 Private Equity | . v VAR VAV VA Y
2 [RealBstate | v VL N
L L L L L L L T N el el L L L L e N el el
< Commodities s/ -i i- ? v 1: i- \/ ? ‘/
Sovereign bonds : \/ : : : : J : \/
——————————————————————————————————————————— e e e Y e L
| Corporate bonds oM N N N N
Listed equities : v ! v ' v : v ! v : v
| Emerging markets equity | j """ v f; VAR E """ v ';E """ v E: VA [' v
] e o
G | Emergmemarketsdebt . N NN N
& Commodities l i i v ; i v i v

Source: BCG Analysis 101

Copyright © 2020 by Boston Consulting Group. All rights reserved.



N

Key learnings Implications
» Sovereign debt is a sensitive topic and many investors » Asset owners and asset managers should
choose to invest only in developed, non-controversial develop proprietary assessments that evaluate

governments companies not only on ESG risks, but also on
opportunities

» Some AOs and AMs create ranking system for countries to

determine where to invest Given sensitivity of engagement, should focus
- These generally employ combination of norms and on sub-sovereign impact investments that
negative screening, as well as best-in-class selection require impact reporting and can facilitate
- Different thresholds are created for developed vs. dialogue

developing countries

 In sub-sovereign debt, common to have impact
investments, especially green bonds

» Sovereign debt is the only asset class where engagement
and voting is not an actively employed methodology, as it
breaches on foreign policy

- Very few AOs will engage with sub-sovereign issuers

Source: Expert Interview
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Only invest in non-controversial,
developed countries

Most conservative approach, which is
especially common for asset owners
linked to government

"Sovereign debt is a gray area for us.
Right now, we only really invest in
Europe, US - these are not risk heavy
clients for us"

Source: Expert Interview

Exclude countries based on
values-based assessment

Advanced approach, which requires
norms screening or creation of league
tables for different ESG indicators, as
well as qualitative discussion

"More about values then financial in
this case. The default ratio is lower in
Africa sometimes than Europe. But do
we want to directly or indirectly
support that regime."

Select sub-set of countries based
on ESG risks and opportunities

Specialized approach, which involves
looking at opportunities such as
natural endowment, economic capital,
etc. to create country ranking

"We developed our own sovereign
credit rating system. From "E" side,
we look at natural resource
endowment alongside capacity for
government to issue debt."

103
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Sovereign debt is a sensitive asset class due to
historic media blow up

"Until ~10 years ago, no one really thought about responsibility focus in
sovereign debt. Then, one of the major newspapers, equivalent to the
Danish New York times, ran a major article series. They made the

expression ‘blood obligations’ or ‘blood fixed income’. Tracked

down a few African countries with poor living conditions and
dictatorship, and found that the dictator was using state funding to

suppress populations. Then tied this to the pension funds who

bought countries’ sovereign debt, which basically means they
have been funding dictators

This article was a game changer in Denmark."

Source: Expert Interview

The fund applies a systematic, values-driven approach
to sovereign debt investment

» Created proprietary model because there was no analysis on the
market that looked at ESG risks, was all financial focused

» Model includes various league tables on topics such as corruption,
democracy standard, etc.

» Ultimately made qualitative decisions on where to draw the line on
those indicators without ruling out countries that were critical (e.g.
China and the US)

- Based on this analysis, excluded a few countries
- Goes beyond just countries that break international convention

» Model allows the fund to have a qualified discussion with their

board and members to demonstrate a systematic approach to ESG
risks in sovereign debt

104
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Upfront
screening

Data é
collection

Analysis o

Selection

Source: Expert Interview

Excludes countries that appear in “call for action” list issued by the Financial Action Task Force, as well as
those on the firm's highly oppressive regimes list

Collect input from third party sources Vigéo-EIRIS, the World Bank, the International Energy Agency (IEA),

the OECD, the International Labor Organization (ILO), the World Health Organization (WHO), the Food and
Agriculture Organization of the United Nations, the IMF, and the non-government organizations Reporters

Without Borders and Transparency International

Looks at 4 domains to which SDGs can be mapped and KPI indicators can be attributed
Human Capital: Identify countries with highest economic and creative productivity
Natural Capital: Assess how country is sustainably employing natural resources
Social Capital: Evaluate civil society and state institutions

Economic Capital: Assess economic fundamentals, such as GDP, budget deficits, etc.

Creates weighted average scores and selects best countries, with a lower score threshold for developing
countries than developed

« From 123 countries scores, 74 were investable and 49 were not

« From 74, 34 were advanced economies, 40 were emerging economies
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Key learnings Implications
« Active public equity is gateway asset class into ESG due to the * PMs must be educated on ESG and be able to answer
relatively large amount of ESG data, ease of application of a variety clients’ questions on how ESG methodologies are being

of ESG strategies, and ability to influence via shareholder position applied to their portfolios in a systematic way
* As aresult, there is a high bar for incorporating ESG
- AOs expect AMs to have proprietary analysis that goes beyond Asset managers should develop pre-made ESG products
the publically available data and ratings that take advantage of shifting trends and gaps in asset
- Most AOs and AMs are using a combination of ESG methodologies owners' in-house capabilities
in the same pubic equity portfolio - Emerging markets ESG solutions
+ The trend of moving assets in-house, especially in Europe, is - Impact investing portfolios

particularly prevalent in domestic public equities, while emerging - High conviction, concentrated portfolios

market equities continue to be outsourced .

- Insourcing driven by cost pressure and ESG control reasons; want At the same time, the team should build flexibility to j:

to apply their own bespoke ESG needs and beliefs to assets incorporate bespoke requests from clients, such as g

- Outsource EM where they don't have expertise customized themes, exclusions, or tilts %

- Thematic and impact investing solutions are opportunities for =

AMs to differentiate Investors should continue to develop a systematic g

» Active ownership is increasingly becoming an important methodology approach to engagement and voting alongside capacity S
- Sophisticated AOs have started to apply a high conviction ':2
investment strategy to maximize their influence Investors should consider developing an SDG framework S

* Most advanced reporting and impact measurement seen for equity: or use other impact frameworks, such as the Impact g
- Well established and accepted methodologies for measuring Management Project, to quantify and report on the i
carbon footprint of listed equity portfolios via Trucost impact of its equity portfolio to stay competitive S

- Some leading AOs measure SDGs contribution of listed °
companies they invest in §

Source: Expert Interview 3
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More active

More passive
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Fundamental

Bottom-up stock selection
based on PM's fundamental
analysis on a variety of
sources

Focus of this section
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Quantitative

Bottom-up stock selection
based on a quantitative
model that incorporates
factors to best predict
investments that will offer
alpha

Source: Expert Interview

618

Smart Beta

Index based stock
selection, with weights
adjusted based on factors
other than market
capitalization alone

Passive

Index based stock selection
that tracks an index

Under enhanced passive,
can apply “restricted active
strategies” such as
divestments, adjusting
weights, derivatives
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Fundamental investing allows for most flexible
application of ESG methodologies

All ESG methodologies can be applied to this investment strategy, from
norms and negative screening to impact investing to ESG integration

Sophisticated asset owners increasingly use ESG integration across all
their portfolios at issuer level to enhance risk and return profile
+ Use material non-financial ESG data and proprietary analysis to
make investment decisions
» Analysis completed involves using ESG data to adjust forecasted
financials, such as revenue, operating costs, asset book value, and
capital expenditure

PMs are enabled to incorporate ESG data into investment process

» Material ESG data integrated into same platform as financial data
for PM to easily access

» ESG analysts play knowledge transfer role, but onus is on PMs to
integrate ESG data into investment analysis and decision-making

Source: Expert Interview
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Quantitative investing new area of interest in regards
to ESG application for advanced investors

Some sophisticated asset owners are starting to incorporate ESG factors
into their systematic quant investing models
» Requires testing data to see what is material and how it interacts
with other factors in proprietary multi-factor model
» Can be done through adjusting weights of:
- Securities rated poorly on ESG to 0 based on research linking
ESG factors to investment risk
- Each security in investment universe, according to the
statistical relationship between ESG dataset and other factors

This is a new trend - A pension fund in Sweden and another in Canada
have started to build this capability, but find it challenging to gather
robust ESG data that can establish material positive relationship with
alpha in models
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Coal and tobacco companies are Sustainability criteria on the company Use GES to screen for Exercise active ownership by
excluded collected from Sustainalytics compliance with international voting at shareholder meetings and
convention and to ensure <30% engaging with companies
Conduct internal financial and revenue from coal

sustainability analysis, weighting returns
against sustainability risks associated
with industry/company

Maps companies on the different SDGs using Each company receives a rating for Optimization process selects holdings and

industry specific information, creating an contribution to SDGs and fundamental research defines weighting based on high conviction of

impact universe is conducted to determine financial ideas, diversification of SDGs, and minimum
performance portfolio risk

Source: Expert Interview 109
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Alongside other Dutch investors, the Dutch
pension fund proposed indicators to
measure impact of assets to SDGs

The fund already measures impact
indicators for its priority themes: climate,
water, food, health; these map to 5 of the
SDGs

Goal of creating SDG indicators is to
standardize disclosure of impact data

AMs will need capabilities to report on
these indicators

(BRI A FEERT)

Created a framework to translate SDGs into
Sustainable Development Investments for
listed companies
« The fund changes the ratio of “SDI” to the
assets invested in the company according
to the contribution of corporate profits to
SDGs

The fund is currently taking steps to
integrate big data and artificial

intelligence to further advance the company
classification of SDIs

110
Source: Expert Interview
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Key learnings Implications

» In Europe, domestic equities are increasingly being managed in-house, » To capture volume of long tail of clients less mature on
and outsourcing is for specific products / markets; asset owners in US, ESG, large AMs should leverage their scale to offer low

LATAM, and Asia relatively more likely to outsource equities cost ESG ETFs; not an opportunity to charge a premium
» There is a notable increase in ESG ETFs, but fees remain low » To win more mature clients, innovative product
- Numerous AMs launched new ESG ETFs in the last year development is key in passive public equity, as it takes
- In line with fierce cost competition in overall passive public advantage of trends in the market and gaps in asset
equity fees, there is a race to the bottom in fees for ESG ETFs owners' in-house capabilities

- Create custom, thematic indices
» However, AOs sophisticated in ESG are looking for customized indexes - Develop smart beta strategies that respond to range
/ "passive enhancement” and smart beta strategies of bespoke client requests
- [Establish expertise in solutions in emerging markets
» There are many low carbon solutions in the market, but investors are
looking for passive and smart beta solutions in themes beyond climate AMs should develop advanced solutions for an array of
(e.g. gender, water) themes to keep up with shifting trends

g

¢

Z

» Active ownership is increasingly becoming an important methodology And they should develop a systematic approach to g
given limitations of tracking index, and asset managers are growing engagement and voting alongside capacity, and track S
and enabling their stewardship teams to build capacity for this data to feed into smart beta and enhanced passive ':2
solutions S

» Most advanced reporting and impact measurement seen for equity g
- Well established and accepted methodologies for measuring AMs should consider developing an SDG framework or use i
carbon footprint of listed equity portfolios via Trucost other impact frameworks, such as the Impact S

- Some AOs measure SDGs contribution of listed companies they Management Project, to quantify and report on the P
invest in impact of its equity portfolio to stay competitive §.

8

Source: Expert Interview
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More active

More passive
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Fundamental

Bottom-up stock selection
based on PM's fundamental
analysis on a variety of
sources

Note: Terminology is based on UN PRI
Source: Expert Interview

o

OOsO—O
0o-0
00--00

11
[o}}
(o]}

10
O

Quantitative

Bottom-up stock selection
based on a quantitative
model that incorporates
factors to best predict
investments that will offer
alpha

- = Focus of this section

570

—

Smart Beta

Index based stock
selection, with weights
adjusted based on factors
other than market
capitalization alone

Passive

Index based stock selection
that tracks an index

Under enhanced passive,
can apply "restricted active
strategies” such as
divestments, adjusting
weights, derivatives
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ESG ETFs are a volume play, not margin

There is growing demand for ESG ETFs

» A certain german asset management corporation raised

a $843M in just one day for its new ESG ETF

» A certain global investment management corporation
predicts global ETF market for ESG assets will grow

from $25B today to $400B by 2028

However, asset owners are not willing to pay higher prices;
ESG ETFs must offer prices similar to traditional ETFs to

gain traction and volume

» Asset owners are tied by fiduciary duty for lowest fees

for returns

» ESG ETFs created over the last year charge an avg. of
$2 for every $1,000 invested, which is half the median

fee of these funds overall

Source: Expert Interview

Large AMs launch low cost ESG ETFs, leveraging their scale

BLACKROCK*t

DWStt

Launched iShares Sustainable Core series in late 2018
Uses MSCI indices that exclude companies based on
norms and negative screening

Low cost options for investors

On website, can see ESG metrics (e.g. MSCI
weighted carbon intensity); these metrics will be
expanded and available for all ETFs

In 2019, launched Xtrackers MSCI USA ESG Leaders
Equity ETF

Uses MSCI ESG Leaders index, which picks best
scoring companies based on MSCI's ratings

113
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“We don't use a low carbon index, but rather apply ‘passive enhancement'. We start with the standard MSCI index and then adjust
based on low carbon strategies to create a portfolio that acts like the standard benchmark, but with half the emissions.

If you just hold on to the benchmark, you do what everyone else does”

“Every time we have a problem in our portfolio, it's on the passive side. We initiated a project working with big AMs that do passive
and tried to challenge them to ask ‘what can we do here’. We ended up investing with Blackrock where we used their scientific equity
team to create passive replacement - not passive strategy. Whenever you talk to anyone about passive, they ask ‘how much tracking
error can you accept’. But what is the right baseline? Who says MSCI is the right starting point? We talked to these managers and came
up with solution.

We see that those who are being innovative and being leaders in this area are those that are taking proprietary information to create
their own signals and benchmarks. They use different data sources.

“Next step was to divest from low carbon leaders index and put more money into decarbonized smart beta.
We have a strong belief that seems to be more time tested that cap weighted indices are the worst indices.”

“For our factor portfolio, we give a carbon emissions budget to these guys.
We expect them to move within bandwidth through time, and we do this in-house and externally.”

Source: Expert Interview 114
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Switched from low carbon indices to low
carbon strategies managed by team that runs
beta portfolio

Apply a best-in-class methodology to create
custom benchmark: Use MSCI standard
benchmark and adjust weights in-house for
European market

1. Remove those with the largest
emissions on an absolute basis

2. Then remove those with the largest
fossil reserves

3. Finally, optimize across sector by
removing the worst players relative to
peers

Goal is for tracking error of less than 0.5%
and half the emissions

Source: Expert Interview
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The fund worked with MSCI to create own
customized low carbon index

Designated a tracking error and other
requirements, MSCI optimized carbon
exposure

Led by the fund board mandate
Invest $2.5B in this index

Also collaborated with State Street to seed
and develop the smart beta SHE ETF, the
largest gender-diversity ETF in the US

Based on investment thesis that
companies with women in leadership
perform better

Wanted to send a signal to the market

(RN EXROEFELER)

Originally tracked low carbon indices in 2014,
but shifted over to smart beta

Renewed new generation of mandates in
2017 for a decarbonized smart beta portfolio
« ~5.5B Euros invested

Assessed proposals from various AMs and had
few bespoke requirements:
« Exclusion of tobacco and controversial
weapons
» ESG rating higher than the market
« Try to improve share of green or solution
oriented stocks

115
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(ﬁ{j(q’:éféggﬂq%ﬁ:) Stewardship team plans to expand by 2020 _ _ _
» Uses direct engagement, including proxy voting, with companies

13 s
Every one of the blg houses tOday within traditional index-investment mandates

have a very extensive engagement

program up and running to feed data Strong feedback loop between investment and stewardship teams
engine.” « Insights from ESG analysis inform stewardship
» Qutcomes from stewardship activities integrated into investment
decisions

“For emerging markets, we will

M = A Corporate Governance and Responsible Investment team enabled with
us:.{ally go through external managers e (%kiafééﬁﬁﬁ*i) decision-making rights on whether to hold a position
first to see what has already been » Divested from some companies because of inaction on climate
done before entering dialogue « In all other funds where the manager could not divest, LGIM would
ourselves.” vote against chair of the board
(M AFEEEERSF)  The company's Global ESG Research team and stewardship activities
managed under one team
» Conduct both company specific and thematic ESG research
» Research to support proxy voting as well as company and policy-level
engagement
» Stewardship activities as a joint effort between all portfolio managers
and research experts including ESG experts

Source: Expert Interview 116
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Key learnings Implications
» ESG is particularly important when investor directly o GPs must develop robust ESG approach and in-
invests as a GP rather than investing in a fund as a LP house capabilities for reporting to keep up with
- Invest in hiring external ESG consultants to investor expectations
complete thorough due diligence LPs should develop systematic feedback loops
- Higher weight placed on ESG in final decision that monitor GP ESG practice developments and
» Active ownership and changing ESG behavior of share back recommendations for improvement
portfolio company or GP is a key focus in PE, and There is room for GPs to create a standard on
emphasis increases with level of ownership impact measurement, both on effectiveness of
» As aresult, LPs are raising the bar for disclosures by engagement and impact on ESG topics
GPs on ESG approach, risks, and opportunities A lot of ESG innovation and growth potential in
« Some investors now try to measure the impact they PE with shift towards high conviction
have made on portfolio companies at the end of hold investments; investors should get ahead of

period, which can improve exit multiples trends by growing PE focus
- Nascent practice with no standardized framework
- Robust data and methodology is key challenge
» Many investors use PE investments to support ESG
solutions through impact and thematic investments, as
it offers high opportunity to make impact
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Case study: (dbk&

For any target company,
deal team identifies key
ESG factors

BEAZRT)

Screening Due diligence Investment decision Post-investment activities

For due diligence phase, deal team Deal team assesses financial impact Portfolio Value Creation (PVC) group involved in

conducts structured and intensive of material ESG risks and
review of company's business model opportunities to determine

management of PE across departments, working
with deal teams, management, and partners

§ and ESG risk factors investment decision
. For major holdings by assets and stake, conducts
S Access multiple sources, including semi annual reviews to monitor developments
S‘_ external experts and resolve governance and operational issues
S
E For other PE investments, ensures ESG diligence
q:, and monitoring process implemented
O
Where the company has board seat, uses
influence to improve governance
- Funds team uses an ESG Input from questionnaires used to Questionnaire responses and due Sustainable Investing group reviews ESG
?:’ questionnaire to inform due diligence dialogue with  diligence conversations inform processes across the company, including its GPs
b understand ESG due the GP about ESG practices investment recommendation
E diligence process, Initiate dialogue with GPs about ESG processes
Re) monitoring, reporting, and Look to understand willingness to as well as key themes (climate, diversity,
Q allocation of resources align with the company’s policies reporting) to improve on ESG issues
'é and processes
ar- Cross learning for both GP and SIG, which

Source: Expert Interview

integrates learnings into internal processes, ;o
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LPs expect disclosure of ESG
implications in portfolio

0 Articulation of a structured approach
to ESG integration in investment
processes

Evidence that the fund is being
managed in accordance with ESG
agreements made at formation of fund

and opportunities facing the portfolio

Information on any ESG material
incidents and how they were assessed

° Updates on any changes in ESG risks

Source: Expert Interview

Case Study: CKABEMIFEER)
Endorsed ESG Disclosure Framework for PE

Section 1: During fund-raising, a GP should seek to disclose information sufficient to enable an LP’s
understanding of its ESG policies and practices to:
« Assess if the GP is aligned with the LP’s ESG-related policy and investment beliefs
» Assess the GP’s policies, processes, and systems for identifying ESG-related value drivers and
managing material ESG-related risks; and to identify possible areas for future development
» Understand if and how the GP influences and supports its portfolio companies’ management of ESG
related risks and pursuit of ESG-related opportunities
+ Assess how the GP will help the LP to monitor and, where necessary, ensure that the GP is acting
consistent with the agreed-upon ESG-related policies and practices as set forth at fund formation
» Assess the GP’s approach to managing and disclosing material incidents at the GP and portfolio
companies

Section 2: During the life of a fund, a GP should seek to disclose information sufficient to enable an LP
that has expressed an interest in ESG management to:
« Establish if a GP is acting in a manner consistent with the GP’s investment policies, processes, and
agreed-upon fund terms regarding ESG management.
» Understand positive and negative ESG-related developments that may impact portfolio companies in
the fund.
» Determine if responses to GP and portfolio company incidents and incident reporting are consistent
with relevant investment terms, the fund’s policies, and the LP agreed upon incident reporting

disclosures.
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CO Introduction
C1 Governance
C2 Risks and opportunities
C3 Business strategy
C4 Targets and performance
C5 Emissions methodology
C6 Emissions data
C7 Emissions breakdown
C8 Energy
(9 Additional metrics
C10 Verification
C11 Carbon pricing

C12 engagement D No change

C14 Signoff

SC Supply chain - Total questions: 137

® Minor change
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= Modified question
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Source: Sustainable Brands, Y A5t FHiHLEIDIRIAE TIN5 http: //www. sustainablebrands.jp/news/us/detail /1189544 1532.html

CDP /Rh—/vS—=> https://www.cdp.net/ja/japan/disclosure
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driven by sub-industry and
company-specific factors

The rnagnitude to which a
company is exposed to ESG
Risk and how well the

is ging that
risk is measured and
explained

Source: MSCI "{PZ£E](FFAQ" https: //www.msci.com/documents/1296102/6365510/Japanese FAQ+for+corporates.pdf/4ca98264-b6e3-462b-8ecc-
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(CEE) J{iHEHEEEIDESGRIATUY « UIN—T4>JET IV O4FEL (1/2)

Provider

Data/service provided

Advantages

Limits

Primary environmental data disclosed by companies
(gas emissions, water consumption...)

Extra financial consulting agency with an ESG data base

(raw data from companies) on 500+ SMIDs and
customizable aggregation tool. Producing reports and
portfolio analysis

© Standardized raw data to reinforce
expertise on E pillar

© Focus on SMIDs, potentially

complementary to existing focus

© Widely used by classic providers. Added value tbc
©® Limited issuers coverage

® Data quality tbc (coming directly from

©® companies)
@ Limited coverage

(CREIF)

(ARA VEHIE)

(REHF)

(ZREIF)

(CREHE)

Software as a service providing ESG scores and details
on 9k+ companies based on 30 SASB’s categories.
Combined in a Saa$S providing portfolio analysis

Scores and indicators extracted from third party sources

(e.g. newspapers, social media, NGOs, ...) leveraging
big data and artificial intelligence

Assessment of 25k+ companies on 1000+ indicators by

aggregation of multiple data sources with selection of the
most reliable ones leveraging Al. Combined in a Saa$S
providing portfolio analysis

Multiple scores and metrics (200 ESG metrics, 22 features

scores, Global Compact scores, ESG score) for 7k
companies produced by leveraging 50k+ sources (reports,
news and NGOs). Combined in a Saa$S providing portfolio
analysis

Software as a Service for extra-financial risk management

providing solutions for ESG benchmarking, materiality
analysis and enterprise risk assessment

Source: Expert interviews; Companies interviews & websites; press search

© Useful tool for sectorial ESG
analysts to deepen their knowledge
© Data beyond self-reported

© Data beyond the ones self-reported

by issuers

© Intuitive tool

© Customizable score

© Claims to measure societal impact
and financial performance

© API available

© User-friendly interface

© Weights adjustments for materiality
based on returns
© Custom solutions

© Useful tool for sectorial ESG

analysts to deepen their knowledge
© Materiality analysis

® Designed for companies internal usage
© Data incorporation into the model tbd (access to
raw/granular data tbc)

® Methodology to be further investigated

® Data incorporation into the model tbd

(no access to raw data)
® Robustness of grades to be assessed
(black box?)

@ Data incorporation into the model tbd
(no access to raw data)

@ Robustness of grades to be assessed
(black box?)

@ Potential lawsuit issue for strong reuse of
providers scores

© Designed for companies internal usage

0 pata incorporation into the model tbd (access to
raw/granular data tbc)

128
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(CEE) {HEHEREDESGRIT U « LIN—FT4 I ET I O4FEL (2/2)

Provider Data/service provided Advantages Limits
Saa$ currently being built in partnership with Actiam © Leverage public raw data @ Launching their product in 2019
e and Hermes providing data, metrics and reports on 1700 (e.g. injuries) with ML instead of @ Strong partnership with two AM
(9&{7-1() companies with partial coverage on 50k. Aligned with corporate policies

(CREHE)

Source: Expert interviews; Companies interviews & websites,; press search

SDG framework

Project of raw data platform with details filled by © Raw data on GHG directly from the @ No product yet and limited coverage (started
companies (similar to CDP). Starting with GHG companies less than 1 y. ago)
emissions for Euro Stoxx 600 aiming a worldwide © Referential available for data @ High overlap with CDP data
coverage on all ESG topics mapping (ISIN, LEI..)
ESG strategic advisory and investment management. © Useful tool for sectorial ESG @ Designed for investors to check their portfolio
Produce high-level portfolio analysis (among 5500 analysts to deepen their knowledge @ No granular score (beyond ESG) - tbc
companies) based on 20 recognized ESG sources @ Details on providers consensus

integrated
Own ESG & E, S, G scores from ESG & financial reports, ©® User friendly interface (latest ©® Relevance and robustness of grades to be
financial news and social media (100k+ sources) using tweets viz.) assessed
sentiment analysis and Natural Language Processing for © APl available @ Financial stability of the start up tbc
10k+ companies @ No granular scores (beyond E, S, G)
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» "Need better data disclosure; If you have « "Alot of companies are struggling with what

better data and disclosure, more people can

form their view" ALK -FEEE)

“there is not much available data, beginning of
2018 there were new requirements on the A
shares, they have to disclose this data, but
there are still gaps” (R[E-FM)

“If you take all ESG data and issues and lump
them under one rating, you find a lot of noise
-- a lot of issues that are not financially
material” CKE-FM)

Source: Client interviews

data to use because of discrepancy in MSCI and
Sustainalytics " (BRI - FEEE)

"Haven't found any score to be useful today -
need to be able to look at specific themes that
are material and important (to own country)”

(EXM - F R E)

“"Model with lots of inputs, but doesn’t know
how they weight it all; Look for other
providers that are more accurate”

(BXM - F 2R E)
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SLE. SRR

(26 of 29) of studies on the cost of
capital indicate ESG standards
contribute to lower cost of capital

(45 of 51) of studies show ESG
practices result in better
operational performance

ESG can have
positive impact
on equity

(33 of 41) of studies
demonstrate that good ESG
practices positively influence
stock price performance

performance

Source: BCG Analysis 132
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