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1. Introduction

Socially Responsible Investment (SRI) has alwayl# significance to the International

Labour Organization and can make a relevant cauttab to the promotion of decent work

and ILO core Conventions. Indeed, investment basednvironmental, social and good

governance criteria is a means of creating stabte decent jobs and encouraging the
diffusion of decent working conditions. In this egd, it is important to realize the strong

demonstration effect that decisions taken by landitvestment and pension funds may
have on the behaviour of economic and social actdiseir respective economies.

This paper aims at reviewing concepts and intavnati experiences of SRI practices,
especially among pension funds. It also provides\aaview of what a pension fund can
do if its stakeholders and managers take the aectsi apply SRI criteria. The document
should be seen as a contribution to the implementaf the Statement of Intent between
the Government of Brazil and the International Lab®rganization to promote decent
work through the investment policies of Brazilianivate pension funds, signed during the
International Labour Conference in June 2011.

The paper’s frame of reference is the investmerthefassets of funds, such as pension
schemes or funds of a similar nature, in the seearissued by corporate entities, and
mainly - but not exclusively - company shares. &&es issued by countries such as
government bonds or sovereign bonds are not takeraccount, since the issues at stake
are slightly different.

1.1. What is Social Responsible Investment?

There are various definitions of SRI. Accordingame of these, SRI is “an investment
process that seeks to achieve social and enviragameagoals alongside financial
objectives” (Mercer, 2007, p. 10). In addition, temnatories of the United Nations
Principles for Responsible Investment (UNPRI) sthsg they “believe that environmental,
social, and corporate governance (ESG) issues ftact the performance of investment
portfoli?s (to varying degrees across companiagpsg regions, asset classes and through
time).”

As we shall see later in the text, the diversityhafse definitions of SRI reflects the variety
of approaches in “socially responsible” investmeAtcording to the OECD, “the
definition of SRI itself varies between investonsdifferent countries. Social investment
organisations from different countries typicallghmde social and environmental criteria in
their definitional of SRI, but some also place eagib on other factors. For example, the
UK and US Social Investment Forums (SIFs) includenmunity investment and other
economically-targeted investments (ETI) in the migbn of SRI, while other countries do
not. The UK SFI's SRI definition includes ethicalnsiderations, while the Canadian and
US definitions do not.” (OECD, 2007, p. 4).

An SRI fund may therefore address different topiesluding ethics, environment,

governance, social issues, economics, labour righternational and national norms, and
so on. As we shall see, the choice of the dimessiorbe covered by the funds, and the
way in which this is to be done is up to the mamsgend their constituents, thus
influencing the definition of SRI. For this reas@my organization planning to engage in

! United Nations Principles for Responsible Investmsee Appendix IV.
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SRI needs to establish a clear strategy basedsonral knowledge of the various available
options.

This paper will not try to provide a comprehensilginition of SRI, but will rather — as
stated above — provide the reader with specifiormftion on SRI in practice and on the
way in which the principles of this concept carapglied.

Box 1. Several Definitions of Socially Responsible Investment (SRI)

Australia: the Australian Ethical Investment Association defines SRI as “the integration of personal values
with investment decisions. It is an approach to investing that considers both the profit potential and the
investment's impact on society and the environment.”

Canadian Social Investment Organisation: The Social Investment Organization defines SRI as “the
process of selecting or managing investments according to social or environmental criteria.”

Sweden’s Forum for Sustainable Development: SRI “is investment that in addition to financial criteria, also
takes social, ecological, and ethical factors into investment decision-making processes.”

UK Social Investment Forum: “Socially Responsible Investment (SRI) combines investors' financial
objectives with their concerns about social, environmental and ethical (SEE) issues.”

US Social Investment Forum: “Integrating personal values and societal concerns with investment
decisions is called Socially Responsible Investing (SRI). SRI considers both the investor's financial needs and
an investment's impact on society. With SRI, you can put your money to work to build a better tomorrow while
earning competitive returns today.”

European Social Investment Forum (Eurosif): “Socially Responsible Investment (SRI) combines investors'
financial objectives with their concerns about social, environmental, ethical (SEE) and corporate governance
issues. SRI is an evolving movement and even the terminology is still very much in the evolving phase. Some
SRI investors refer only to the SEE risks while others refer to ESG issues (Environmental, Social, and
Governance). Eurosif believes both are relevant to SRI. SRI is based on a growing awareness among
investors, companies and governments about the impact that these risks may have on long-term issues ranging
from sustainable development to long-term corporate performance.”

Association for Sustainable and Responsible Investment in Asia (ASrlA): “Sustainable and Responsible
Investment, also known as Socially Responsible Investment, is investment which allows investors to take into
account wider concerns, such as social justice, economic development, peace or a healthy environment, as
well as conventional financial considerations.”

Source: OECD, 2007, p. 5.

Taking investment decisions based on such critemestitutes an investment strategy that
attempts “to do good” while performing well. It Wwibe seen that evidence and expert
opinion support the argument that doing good mayamty be carried out as a parallel
activity but that it actually has a direct causaklto performing well. This “double
dividend is considered to be rooted in a long-tamd more comprehensive take on the
corporate world” (Allianz Global Investors, 201Q, 4). The broader vision behind SRI
links the financial investment process with itshble consequences and/or incentives on
subjects such as climate change, financial crisibe@need to strengthen social protection.

In the following pages, we shall refer to differedéfinitions — SRI, Responsible
Investment, Environmental, Social, Governance (ES&cial, Environmental, Ethical
(SEE), and so on — considering them equivalenath ether.

1.2. Socially Responsible Investment and Corporate Social Responsibility

Socially responsible investment is closely relatedthe notion of Corporate Social
Responsibility (CSR). CSR is another concept witlitiple definitions. The ILO defines

CSR as “a way in which enterprises give considenatd the impact of their operations on
society and affirm their principles and values baththeir own internal methods and

2 Social responsible investment, decent work and pension funds



processes and in their interaction with other a&ct@QSR is a voluntary, enterprise-driven
initiative and refers to activities that are comsat to exceed compliance with the lafv.”

CSR plays an important role in the ILO with regatdslabour standards and social
dialogue processes, which are at the heart of Becént Work” concept. The ILO’s

commitment to CSR is guided by the ILO Declaratmm Fundamental Principles and
Rights at Work (1998) and the Tripartite Declamati@f Principles Concerning

Multinational Enterprises and Social Policy (197The ILO also participated in the

development process of the United Nations Globaigact (2000). Subsequently the
World Commission on the Social Dimension of Glopatiion (2004) highlighted CSR and
the role of companies. During 2006-07, the ILO lenpented an InFocus Initiative on
CSR promoting the principles of the Tripartite Ceakion of Principles concerning
Multinational Enterprises and Social Policy (MNEdiation). This Initiative builds on

and complements the ILO’s role in setting, impletimepand supervising labour standards,
promot3ing social dialogue and assisting countrregriplementing good policies in this
regard.

The European Commission recently defined CSR ass riésponsibility of enterprises for
their impacts on society” (European Commission,120®. 6). This same comprehensive
report states that “to fully meet their corporateial responsibility, enterprises should
have in place a process to integrate social, emviemtal, ethical, human rights and
consumer concerns into their business operatiodscare strategy in close collaboration
with their stakeholders, with the aim of:

m  maximising the creation of shared value for ttwimers/shareholders and for their
other stakeholders and society at large;

m  identifying, preventing and mitigating their pddei adverse impacts.”

It is important to note that CSR is at the rootS&tl. Indeed, as seen above, SRI can be
defined as a process that seeks to achieve sauwihleavironmental goals alongside
financial objectives. It implies that the same @amnes (social, environmental, ethical, etc.)
should be integrated with those that are the fof3SR.

Furthermore, CSR is relevant to SRI in two waysstkian institution that decides to

follow SRI strategies establishes a strong commitrt@ meet its own responsibilities and

to put its values into practice. Second, it wilveao examine companies’ CSR policies
and practices to determine whether they are “resipnenough” (for example: has the

company infringed international norms on sociaknvironmental issues? - If so, which

one(s) and to what extent?). This duality reflethe objectives of the European

Commission, referred to above, as it has an effiedioth the creation of shared value and
the management of possible impacts. It may thezelfer stated with certainty that CSR
and SRI are strongly linked to each other - andses later in the text, SRI constantly
refers to CSR.

2 |LO: The ILO and Corporate Social Responsibility (CSIRD Helpdesk Factsheet No.af;
http://www.ilo.org/empent/Publications/WCMS_11633a64--en/index.htn(12.01.2013).

% Ibid.
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1.3. Structure of the paper

The first part of the paper presents the businase for SRI, demonstrating why it is
relevant for a pension fund to adopt socially resgae investment policies. It then

introduces different concepts related to SRI, shgwspecifically how they might be

applied by a pension fund. The third part of thagper introduces five case studies of
pension funds that may be considered as a dembostaf good SRI practices. Finally,

the conclusion will include a synthesis of the maaints and considerations on the future
of SRI for pension funds.

4 Social responsible investment, decent work and pension funds



2. The business case for SRI for pension funds

There are a variety of reasons for a pension fondwvest on a socially responsible basis.
The OECD identifies four factors responsible foe tincreasing interest in socially
responsible investment:

m  “The concern over the ability of public policy ¢(rmal governments and international
organisations) to address issues such as envirdahgggradation and human rights
abuses, especially in developing countries, couméd an acknowledgment that
(international) business has the responsibility tamahcial resources to address these
issues.

m  Empirical research showing that investors caneiase their portfolio risk-adjusted
rate of returns by considering ESG issues.

m  The perception in some countries that fiduciaspomsibility may and should include
wider concerns than financial returns.

m  Public opinion favouring SRI, largely as a resofitintense advocacy by lobbying
groups” (OECD, 2007, p. 9).

In a recent report, Eurosif (2011) introduces fimetivations for SRI, which are quite
similar to those of the OECD; these will be revievire the following pages.

2.1. Ethical reasons

An increasing number of institutions feel they haweresponsibility to contribute to
sustainable development in their business activifRension funds are no exception to the
rule. One can believe that “investors have a unkjoné of power: Their beliefs can shape
markets. If they believe something is true, ancestas if it were, then it often becomes
so” (UNEP FI, 2006, p. 6). More and more investoelieve that they can do well by
“doing good”. They are convinced that they canudel their values in the investment
decision process. As an Allianz Global Investeqsort informs us, an “ethical approach is
oriented towards specific moral values. These itmvest portfolios exclude any company
whose business runs contrary to the moral convistiof its investors” (Allianz Global
Investors, 2010, p. 16).

2.2. Fiduciary duty

Fiduciary duty for a pension fund essentially “meahat the managers [...] must be
guided by the ultimate imperative: paying out tlengions. [...] Companies that don't
perform are of no use to pension plans” (Cramer abell, 2010, p. 145). Therefore,
the question is to know whether a socially resgmagpension fund would be in line with
its fiduciary duty. In 2005, Freshfields Bruckhdberinger, a law firm, compiled a report
for the UNEP Finance Initiative (UNEP FI). It denstrated that different jurisdictions

have different interpretations of the fiduciary pessibility of pension funds. This

responsibility, however, does not force pensiordéuto merely consider financial criteria:
“...integrating [Environmental, Social and Governgn&SG considerations into an
investment analysis so as to more reliably prefiicancial performance is clearly

permissible and is arguably required in all jurisidins” (Eurosif, 2011, p. 9).

In addition, the UNPRI “are based on the premisg B#SG issues can affect investment
performance and that the appropriate consideraifotihese issues is part of delivering

Social responsible investment, decent work and pension funds 5



superior risk-adjusted returns and is thereforenlfir within the bounds of investors’
fiduciary duties.”

Not only does it appear that SRI is within the basiof investors’ fiduciary duties, but SRI
principles even seem to be strongly recommendeid. diiviously leaves the door open for
further questions, most importantly: is there aaficial incentive to be socially

responsible?

2.3. Financial performance and risk management

Raising the question of the financial incentives &I is a slightly controversial issue -
and, basically, the main issue at stake. Amongststiidies published so far, a number
have argued that there is a positive correlatidwéen responsible investment and higher
profits; while others have stated that there icowelation at all; and there are still other
evaluations concluding that there is a negativeetation. An important argument put
forward by some experts is that the recent and iaggtinancial crisis blurs a precise
assessment of the performance of these relatielySRI funds.

However, over the past few years, evidence forsitipe link between SRI and increased
profits has been found. The UNEP FI rep&tow me the money: Linking environmental,
social and governance issues to company valudEP FI, 2006, p. 11), concluded that:

1. ESG issues are material — there is robust evedé¢nat shareholder value can be
enhanced by ESG issues in both the short and lemg; tanalysts have presented
significant evidence of the positive and negativgacts environmental, social and
governance issues can have on share price acrdtslensectors;

2. The impact of ESG issues on share price camhed and quantified;

3. Key material ESG issues are becoming apparermt,their importance can vary
between sectors (automotive, mining, textile anubagl, etc.).

Moreover, the same report argues that investorsamsdt managers “can manage risk
better if they consider ESG issues. ApplicationE&G criteria in investment decision-
making processes by asset managers and finanaiedossl has the potential to reduce
portfolio risk through identification of materiabut often overlooked investment issues.”
They could “potentially increase profits if theycorporate ESG issues into investment
decisions. [...] Concrete examples linking finanaialue to ESG issues are now strong
enough to support this notion. [...] ESG issues camnlémonstrated to have a potentially
financially-significant impact on specific driversf equity valuation (for example
revenues, costs)” (UNEP Fl, 2006, p. 12).

Even if — in theory — any restriction of the invasht universe could lead to a lower return
due to the lack of diversification, several studiger the last few years have made the case
that “companies paying more attention to social amdronmental issues will reach better
financial results because better investment choares made.” The UNEP FI Asset
Management Working Group (AMWG) and Mercer rep@emystifying responsible
investment performancargues that even though the “common school ofghbis that a
limited investment universe, as a result of a surgpapproach, entails a performance
penalty, [...] of the twenty [academic] studies reveel, ten showed evidence of a positive

* UNPRI website, http://www.unpri.org/faqs/ (05.0812).

® Eurosif, op.cit, 2011, p.11.
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relationship between ESG factors and portfolio geenfance, seven reported a neutral
effect and three a negative association” (UNEPMdrcer, 2007, p. 7). In a more recent
report, Mercer reviewed 16 academic studies, otwhi0 showed evidence of a positive
relationship between ESG factors and financial ggerhnce; two found evidence of a
negative-neutral relationship; and four reportextatral association” (Mercer, 2009, p. 2).

In a study of exceptional scope, Eccles, loannalZarafeim tracked the performance of
180 companies over 18 years, in order to “delve the crucial performance implications
of a corporate culture of sustainability.” Ninety those companies were identified as
“High Sustainabilitycompanies”: “with a substantial number of enviremtal and social
policies that have been adopted for a significamhimer of years (since the early to mid-
1990s) which reflect policy and strategy choiceat thre independent and, in fact, far
preceded the current hype around sustainabilityes§(Eccles; lonnaou; Serafeim, 2011).
The other ninety companies were deemed to bew" Sustainability companies”
comparable firms that have adopted almost nonbesfet policies. The main question of
this study was whether firms in tiigh Sustainabilitygroup would under or outperform
their counterparts in thieow Sustainabilitygroup. The idea behind this question was that
“firms in theHigh Sustainabilitygroup might outperform traditional firms becauseytare
able to attract better human capital, establishemmeliable supply chains, avoid conflicts
and costly controversies with nearby communities,(imaintain their license to operate),
and engage in more product and process innovaitioosder to be competitive under the
constraints that the corporate culture places enotfganization” (ibid.). The figures in
Appendix V show the cumulative stock market perfange of both value-weighted and
equal-weighted portfolios in the two groups. “Bfitflures document that firms in théigh
Sustainability group significantly outperform firms in theow Sustainabilitygroup.
Investing $1 in the beginning of 1993 in a valuaghéed (equal-weighted) portfolio of
sustainable firms would have grown to $22.6 ($1#y8)jhe end of 2010, based on market
prices. In contrast, investing $1 in the beginnafgl993 in a value-weighted (equal-
weighted) portfolio of traditional firms would hawealy grown to $15.4 ($11.7) by the end
of 2010 (ibid.).

In parallel with financial performance, it apped#at the financial sector also considers
SRI as a matter of risk management. Taking sudidityaand ethical risk into account
“can improve an investor's understanding of finahcisks and its capacity to deal with
these risks” (Eurosif, 2011). This aspect of riskcentral in the SRI strategies that are
used, as will be seen below.

2.4. Public attention

In recent years, NGOs, media and individuals hagesasingly focused their attention on
the impact of financial institutions’ investmeni®he possibility of reputational risk has
therefore also increased. That is why many investior order to avoid damage to their
own reputation, have realized that “they have toicginvestments that are publicly
perceived as (socially) unacceptable or irrespdeisibid).

Reputational risk seems to be a major issue fosipanfunds. According to a survey
conducted by Allianz Global Investors among penggperts in France, Germany, ltaly,
the Netherlands Switzerland, and the United Kingdpublic opinion “is considered to be
the single most important factor driving SRI (78% average)” (Alliance Global

Investors, 2010, p. 14). Of course, addressingkimd of risk is key to investors. “The
avoidance of environmental and social risks canagedhe client’s reputational risk and its
exposure to claims for damage” (Eurosif, 2011,(3). 1

According to the “Pension Programme SRI Toolkit’blished by Eurosif (2004-05),
companies and investors increasingly acknowledgetational risk. Some of the Toolkit's

Social responsible investment, decent work and pension funds 7



2.5.

key aspects are: “Government’s decisions to gopetating license; consumer decisions
to buy products, 3) job-seekers’ decisions to applg company; and impact of a CG/SEE
event on share price” (Eurosif, 2004-05, p. 9).

For these reasons, it may be concluded that ré&figainom investing in companies that are
likely to give the institution a bad press is go@ssible investment practice. It is therefore
important to take into account this aspect of “fubltention” when establishing a SRI

strategy.

In this context, it is relevant to refer to the &fie role of the labour movement, and

particularly that of trustees representing worl@arpension fund boards. It should also be
recalled that the appointment of worker trusteeshe granting of equivalent influence to

workers and employers, is a requirement of ILO édads, which build upon the principle

of social dialogue and tripartism or bipartiSnOne of the historic goals of the labour
movement has been to address the fundamental iitexputhat run through society and

economy. “By the late 1970s, unions began to showereased interest in how pension
funds were being invested” (Quarter et al.,, 200194). Unions have therefore played a
crucial role in the advancement of socially resfldasnvestment amongst pension funds.
“Growing awareness and interest [...] for examplenfriabour and pension funds [is] a

result of increased education of union pension ftmdtees regarding the potential to
achieve risk-adjusted, non-concessionary rategtofim from community investment and

the allocation of resources within the labour mogatrto support economically targeted

investment, investments which fill capital gapghe economy, deliver risk-adjusted rates
of return and provide collateral benefits to stat@ars” (Strandberg, 2005, p. 20). This

clearly explains why the labour movement as a wiwolgery concerned about SRI issues,
as they give workers a voice in the capital markegsabling them to lead initiatives on

matters such as corporate governance or executrgensation and to advocate for
legislative and regulatory reform through capitEwsardship programmes. The labour
movement has its say on the way pension funds neatiegy investments — in particular

through labour trustees on pension funds’ boatds.therefore crucial to take into account
this specific stakeholder’s point of view.

Universal ownership

On account of their characteristics, pension fumdy be considered natural supporters of
SRI. The amount of the total pension fund investiyigie respective time horizons and the
necessary diversification, play in favour of a ldegn socially responsible investment

approach to reduce risks and increase returns.

According to the UNEP Financial Initiative and tRenciples for Responsible Investment
(PRI, “Large institutional investors are, in effetUniversal Owner§ as they often have

highly-diversified and long-term portfolios thatearepresentative of global capital
markets. Their portfolios are inevitably exposedgtowing and widespread costs from
environmental damage caused by companies. Theypoaitively influence the way

business is conducted in order to reduce exteiemBind minimise their overall exposure
to these costs. Long-term economic wellbeing arel ittterests of beneficiaries are at

® Article 72(1) of the Social Security (Minimum Stards) Convention, 1952 (NO. 102) addresses
this specific aspect: “Where the administratiomdg entrusted to an institution regulated by the
public authorities or to a Government departmespoasible to a legislature, representatives of the
persons protected shall participate in the manageme be associated therewith in a consultative
capacity, under prescribed conditions; nationalslaw regulations may likewise decide as to the
participation of representatives of employers ahithe public authorities.”
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stake. Institutional investors can, and should catiectively to reduce financial risk from
environmental impacts” (UNEP FI; UNPRI, 2011, p. 3)

In order to have a better understanding of thiscephof ‘Universal ownet, it might be
relevant to quote the repoiDoing good by investing welpublished by Allianz Global
Investors: “according to the “universal owner” hitpesis, pension funds have become so
big that they are not as much invested in singlagamies as they are in broad markets,
making their investment performance dependent nmrehow the aggregate market
develops and less on how individual companies pexfdlherefore, universal owners
cannot escape (negative) externalities — the negaticonomic effect of how one
company’s conduct impacts another company or tbadar public for which they do not
have to pay” (Allianz Global Investors, 2010, p. 7)

Given these facts, it is understandable that aiperisnd might, as a universal owner, tend
to favour SRI strategies, because they are gooth&health of the corporate economy as
a whole. As will be seen later in this paper, thancept is strongly linked to the
“engagement” strategy — since, as universal owrpgssion funds have to engage with
companies they invest in, in order to make surg #uopt appropriate policies.

Eurosif adopts a similar position: “Institutionalvestors can use their position as capital
providers to deny notorious polluters and humanhtsigoffenders access to capital, and
stimulate the large majority to become more suatdaei (Eurosif, 2011, p. 12). This
statement goes even further: not only do univemsahers have a stake in global
challenges, but they can also use their positiadnftoence companies in which they have
invested, as well as other investors, to adoptoresiple investment policies. This is one of
the main practices in SRI, as shall be seen laténég text. Indeed, the reasons for which
pension funds and other investors with a remitat@ta long-term perspective should be
aware of the need to take into account responsibestment are now obvious; however,
one question remains — how is this to be done?

Social responsible investment, decent work and pension funds 9



3.

3.1.

Investment strategies

The business case for socially responsible perfsiods has been established; this now
calls for a closer look at what might be done. Aentioned above, there are several ways
to be socially responsible. It is important to atdt while the terminology of SRI has
become prominent only recently, the basic ideasnblethis concept are much “older”
(references to Quakers and anti-apartheid investaa made later in the text). A case in
point are the International Social Security Asstioia (ISSA) Guidelines for the
investment of social security funds (ISSA, 2008hick explicitly envisage that the
investment of social security funds may take intocoant social and national
considerations. These ISSA Guidelines state thatr#gg and profitability are main
objectives for the investment, but once these hmen addressed “social and economic
utility of investments may also be taken into actd(ISSA, 2005).

A pension fund that aims to be socially respondilale the following six options:
= Negative screening;

m  Positive screening;

m  Engagement;

= Integration;

m  Collaborative initiatives;

m  Combining strategies.

It is important to mention that although this ist @ofully comprehensive list, these six
options are the most common and widespread stestegi

Negative screening

Negative screening, also known as “avoidance” ofcliesion”, is the most common
approach to socially responsible investment. Tlhgiral funds to be considered “socially
responsible” were based on an exclusion strateghgiBus communities were the first to
use what would be now called SRI. In the Unitede3taQuakers and Methodists refused
to invest in “sin stocks”, such as those relatedotmacco, alcohol or gambling. In the
1980s, there was a similar move with investorsgiefy to invest in companies linked to
the apartheid regime in South Africa.

Today, negative screening has become a commoniqera&ven though it can still be
linked to ethical - and therefore partly subjectiveonsiderations, it is now a much more
institutionalized practice. The institution choosdsch themes or norms it wants to use in
accordance with its investors’ values and excluges) its portfolio those companies
operating in the sectors covered or which have cittedn violations of these norms.
Negative screening can be considered as an ongotgss since the institution can also
divest from companies that turn out to be in violaof these standards.

Eurosif explains that pension funds employ negareening in order to:
m  “Eliminate a very specific risk from one’s portim|

m  “Make an ethical statement;
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= “Communicate in an effective way with members #relgeneral public on ethics;
= “Uphold their investment policy” (Eurosif, 2004-05. 18).

It is therefore apparent that this method focuseswmn main elements: ethics and risk
management. As seen later in the text, using negadcreening implies a strong
commitment from the investor to his/her values. ifiddally, it constitutes a matter of risk
management, including reputational risk.

This paper will focus on two similar - but distincivays to screen companies. First, it will
look into the common negative screening themes tadopy investors and examine the
implications of adopting such a strategy. Secohdill take a close look at horm-based
screening, a specific type of exclusion.

3.1.1. Common themes
As previously mentioned, an investor who wishesdieen out companies, entire sectors
or even countries has several available optionsleT2 1 displays different themes that are
usually screened out of portfolios by investors.

Table 1. Common negative screening themes used by institutional investors

Common negative screening themes used by institutional investors

Armaments and nuclear weapons
Alcohol manufacture and promotion

Manufacture and promotion of hazardous substances, such as pesticides, chlorine-containing chemicals
(PVC)

Environmentally damaging practices
Poor employment practices
Animal exploitation (for industry, factory farming)

Activities, process or products that have a major impact on climate change (automobile, oil and gas
industry, road building, etc.)

Manufacture and promotion of ozone-depleting substances
Nuclear energy

Gambling

Animal testing (pharmaceutical and cosmetic industry)
Genetic engineering

Tobacco manufacture and promotion

Oppressive regimes

Pornography

Although it is not exhaustive, this list of thengiges an overview of possible components
of a negative screening strategy.

Adopting a negative screening strategy obviouskolwves making choices, and these
choices necessarily contain an element of subjgcti® screening strategy implies the
investor's values, and the need to determine whekigeproducts or production processes
of some companies are at odds with these values. tiherefore difficult to reach an
agreement on what is acceptable and what is noteXample, in the list provided by the
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Observatoire de la Finance, there is no referemtaliortion” or “contraception,” although
some investors use these as filters. For instahedJnited States Conference of Catholic
Bishops (USCCB) has adopted guidelines on SRI Hier management of its financial
resources, which include a mention of abortion: Vlaw of the nature of abortion, the
investment policy of the USCCB should remain ags,ithamely,absolute exclusiomf
investment in companies whose activities includeali participation in or support of
abortion.”” Once again, it may be seen that adopting a negatireening strategy implies
making choices that are a strong commitment torbestor’s values.

Main challenge

The key issue to address is that many companiesnialyave their entire business in the
sector that an investor wishes to exclude, but arprt of it. It then becomes necessary to
determine where to draw the line, and which thrlesbhm set. The same applies to norm-
based screening, which is the next approach tadseisbed: most investors who use this
kind of screening state that companies can be rsedeeut following a “serious violation”
of a standard. The problem is here to establish wdnastitutes a “serious” violation.

3.1.2. Norm-based screening

Box 2. 8 fundamental ILO conventions that deal with 4 major issues: freedom of association,
non-discrimination, prohibition of child labour and forced labour

»  The freedom of association and protection of the right to organise convention, 1948 (no 87);
»  The right to organise and collective bargaining convention, 1949 (no 98);

e The forced labour convention, 1930 (no 29);

e The abolition of forced labour convention, 1957 (no 105);

e The minimum wage convention, 1973 (no 138);

e The worst forms of child labour convention, 1999 (no 182);

e The equal remuneration convention, 1951 (no 100);

»  The discrimination (employment and occupation) convention, 1958 (no 111).

Norm-based exclusions have been developed withitig that, even if companies do not
face the legal requirements regarding environmentalial or governance issues between
one country and another, they must be in a posttiocomply with a certain number of
fundamental international norms” (Novethic, 20124p Norm-based screening, according
to Novethic, primarily excludes companies basednon-compliance or violations of
international standards and conventions.

It is therefore a very interesting method to usedreening companies from the point of
view of pension funds. Indeed, since their perspeds one of a universal owner, pension
funds often have to deal with companies operatingarying countries and under different
legislations. Using internationally accepted staddgaan provide a solution to this kind of
problem.

A number of standards are used - or could be ugdd.paper will list four of them. This
list is therefore non-exhaustive, but provides adyoverview of the main indicators used
in the frame of norm-based screening.

" USCCB website, http://www.uscch.org/about/finakegporting/socially-responsible-investment-
guidelines.cfm, (11.04.2012).
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ILO core Conventions

Amongst the international norms used by investotise International Labour
Organization’s Conventions are the most speciftie €ore Conventions encompass four
major issues: freedom of association, non-discitnom, prohibition of child labour, and
prohibition of forced labouf.

ILO - Decent Work

Decent work provides a unified framework for thejonaareas of ILO work and draws
attention to the relationships between its fouatsgyic objectives:

m  Promote and realize standards and fundamentalipléis and rights at work;

m  Create greater opportunities for women and metetent employment and income;
m  Enhance the coverage and effectiveness of saatdgtion for all;

m  Strengthen tripartism and social dialogue.

The overall goal of decent work is to bring aboasifive change in people’s lives at the
national and local levels. The framework providgddecent work is encompassing, since
it addresses issues covered in the ILO core Coirenand in the United Nations Global
Compact. It is therefore a consistent standard 4 in the context of norm-based
screening.

An example of such an approach are the goals fenesethe Statement of Intent between
the Government of Brazil and the International Lab®rganization to promote decent
work through the investment policies of private §ien funds, signed in June 2011. The
Statement of Intent refers to the ILO DeclarationFandamental Principles and Rights at
Work (1998) and the ILO Declaration on Social Qestior a Fair Globalization (2008),
and proposes that both partners promote the dawelap of investment practices of
Brazilian pension funds which include:

m  complying with the principles and rights at worksarined in the ILO Declaration on
Fundamental Principles and Rights at Work, 1998o@iated with the prohibition of
child and forced labour, the adoption of discrinbdmg practices or violation of
freedom of association;

®m  encouraging investment in sectors with high emmieyt generation, especially in
small and micro enterprises;

m  encouraging investment to induce the adoptionusiesses of measures to promote
decent working conditions, including the exercigecallective bargaining, training
policies and updating of skills, occupational satetd health measures and affiliation
to social security.

It is important that pension funds regularly repont their contribution to employment
generation and the promotion of decent work.

® International Labour Organization website: httgwiv.ilo.org (10.04.2012).
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United Nations Global Compact

The United Nations Global Compact (UNGC) is a syt policy initiative for businesses
that are committed to aligning their operations amdtegies with ten universally accepted
principles’ in four areas:

= human rights;
= labour;

m  environment;

= anti-corruption.

According to the UNGC website, “the Global Compict practical framework for the
development, implementation, and disclosure of asnability policies and practices,
offering participants a wide spectrum of workstreamanagement tools and resources —
all designed to help advance sustainable busineselmand markets'® The UNGC is a
voluntary initiative; however signatories have teport on their progress through a
transparency and accountability policy known asGoenmunication on Progress. Failure
to communicate can lead to expulsibn.

Organisation for Economic Co-operation and Development

The mission of the Organisation for Economic Corapien and Development (OECD) is
to promote policies that will improve the econoraid social well-being of people around
the world*?

The OECD Guidelines for Multinational Enterprisase recommendations addressed by
governments to multinational enterprises. “They vte voluntary principles and
standards for responsible business conduct consistth applicable laws” (OECD, 2008,
p. 9). These principles cover several issues:

= Human rights;

m  Labour rights and standards;

m  Employment and professional relationships;

s Environment;

= Corruption;

m  Solicitation of bribes and other forms of extontio

[ ] Interests of consumers;

° See Appendix IIl.
1% UNGC website, http://www.ungl;balcompact.org/AbbaeGC/, (10.04.2012).

1 bid.

(10.04.2012).
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3.2.

m  Science and technology;
m  Competition;
= Taxation.

While they are not binding, the Guidelines alsdude a process for handling complaints
and for mediation. Therefore, “the OECD Guidelinest only provide a complete
framework of recommendations for companies in teoMSSG issues, but are also linked
to a mediation system for applying those Guidelimgsich make them a functional tool,
and one that is, in fact, regularly used by investeeking to implement a norm-based
exclusion process” (Novethic, 2012, p. 7).

Positive screening

According to Eurosif (2005), positive screeninghie selection, within a given investment
universe, of stocks of companies that perform lzesinst a set of sustainability or
Corporate Governance/Social Environmental EthiC&8/SEE) criteria.

Unlike exclusion, positive screening introduces element of assessment of the
companies’ performance. In other words, it is “segkto invest in companies with a
commitment to responsible business practices, air phoduce positive products and/or
services” (ROBECO, 2008, p. 4).

Thus, the first question that must be asked is twdefine the criteria against which the
performance of companies might be evaluated. TAbprovides us with an extensive list
of common positive screening themes.

Table 2.

Common positive screening themes

Corporate Governance

Human Rights

Social Policy

Relations with external
stakeholders

Transparency, communication
policy, environmental and
social reporting, relations with
shareholders, CEQO salary and
benefits, position of the officer
responsible for environmental
and social affairs, codes of
conduct, charters, internal
audits...

Operations in countries with
oppressive regimes or with a
record of human rights violations,
rights of indigenous peoples,
labour standards (child labour,
safety, forced labour...)

Personnel rotation,
education and training,
income levels and
distribution, gender
representation in top
decision-making
positions, employees
benefits, safety and
hygiene, conflict
resolution, rights of
association...

Relations with NGOs,
involvement in the local
community, support of local
socio-economic development...

Supply-chain management
and business ethics

Environment

Environmental
Management System
(EMS)

Product and services

Relations with customers and
suppliers, procurement policy,
fair competition, publicity
policy, corruption.

Emissions, pollution, waste,
resource use (energy, water, raw
materials), transport policy, eco-
efficiency, hazardous
substances, industrial accidents,
risk and liabilities, non-
compliance with legislation,
infrastructure and equipment,
environmental objectives,
environmental accounting.

Audits, reporting,
initiatives, monitoring
systems, objectives and
verification.

Direct Impacts, impacts of use or
consumption, recyclability,
packaging, labelling, eco-design,
innovative products or services
promoting health, public
transportation, renewable
energies, training, sustainable
development.

Source: Eurosif (2004-5).
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Interestingly, these eight main categories (ineabl) match — at least partially — the

themes for negative screening. It might be saitlfbaitive screening goes one step further
than its negative counterpart: not only do theté®s exclude companies guilty of

violations of standards, but they seek out thos®paing well with respect to these same
standards.

3.2.1. Best-in-class

Figure 1.

The most popular form of positive screening is exhl'best-in-class”, which involves
ranking firms on ethical/sustainability issues tiglato industry peers. Such an approach
looks “within a sector or country to see which camies best meet the given criteria. This
prevents the returns varying too much from the berak, which is an issue in an
exclusion strategy” (EFAMA, 2001, p. 8).

Positive screening: Building a best in class portfolio

3. Apply traditional Financial analysis

e N

2. Apply CG/SEE Screening, 4. Adjust sector weights
Retain top X% of best to reproduce original
performers against criteria Index weightings
; . :

.'I ."E

f f

|I |I

L
1. Select Investment LUniverse, Best-in-class SR
Usually a large cap Index portfolio

Source: Eurosif: Pension programme SRI toolkit (Brussels, 2004-05), p. 20.

An investor who wishes to use best-in-class approaeeds to rank the companies.
Figure 1 illustrates the creation of a best-inlpsrtfolio.*®

Main challenge

There is one major technical difficulty to addreasrat criteria should be selected - and
how should the companies’ performance be measwaidst such criteria? Consequently,
this is a resource-consuming strategy, as it ire®lkreating a whole methodology (similar
to the one presented in figure 1), the most diffiaspect being the elaboration of key
performance indicators (KPIs).

13 |t is important to explain that the method introdd in the figure is not the only way to do it. For
example, some best-in-class portfolios are congtduasing only the first two steps. In addition, it
is important to stress that the ranking as webthgr screening regimes are the domain of the fund;
the ILO cannot be associated with the evaluatiotoofipanies.
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In order to avoid this kind of technical difficultinvestors can decide to follow indexes,
within the framework of their responsible investmepolicies. The Dow Jones
Sustainability Index (DJSI) or the FTSE4Good arehsindexes. The developers of the
Dow Jones Sustainability Indexes claim that thepresent “the first global indexes
tracking the financial performance of the leadingstainability-driven companies
worldwide. Based on the cooperation of Dow Joneexes and SAM they provide asset
managers with reliable and objective benchmarksanage sustainability portfolios?
Similarly, the FTSE4Good Index Series “has beerigdesl to objectively measure the
performance of companies that meet globally recmghi corporate responsibility
standards.* The DJSI is a typical example of a best-in-clasgraeach. It is therefore a
very useful tool for investors who want to use @ifpee screening strategy, since it
provides a ranking. In this case, it can be comeiié'passive screening” or “index
tracking,” but still remains a form of positive sening.

It is important to notice that such an index carubed as benchmark, even though “it is
intended more as a method to relate performanteeomanager to an objective measure,
and not really as a method of selecting investm@FAMA, 2011, p. 9).

3.2.2. Pioneer screening

Pioneer screening is a specific form of positiveesning. It consists in investing in
companies that are seen as “pioneers”. For exariipiedos Bank decided to invest in
companies that are pioneers in four aréas:

m  Climate protection (sustainable energy);

m  Healthy people (medical technology);

m  Clean earth (environmental technology and water);
m  Corporate social responsibility (CSR).

Of course, it is up to the investor to decide whacka he/she wants to invest in. Whatever
the areas, pioneer screening is a form of pos#iveening that can be seen as a “thematic”
investment strategy which may focus on sectors saghwater, energy, CSR, etc.
According to SAM, “theme funds allow investors tmfit from a targeted selection of
future-oriented companies that develop and markabvative products and services
addressing today’s key sustainability challengesl that are thus expected to achieve
above-average long-term growth”Pioneer screening is therefore based on the same
rationale as other SRI strategies, namely that emies addressing sustainability
challenges will provide long-term returns.

14 Dow Jones Sustainability Index website, http://wswstainability-index.com/, (04.04.2012).
!> FTSE4Good website, http:/Avww.ftse.com/Indices/E4Sood_Index_Series/index.jsp, (04.04.2012).

' Triodos Bank website, http:/Aww.triodos.com/estfithution-partners/overview-page/sustainable-
pioneer-fund/about-this-fund/, 04.04.2012.

7 SAM website, http:/Aww.sam-group.com/en/investrfiamis/sustainability-theme  investing/investment-
philosophy-process.jsp, (10.04.2012).
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3.3.

Engagement

According to Allianz Global Investors, pension fgntivere among the first to put SRI
strategies on the corporate and public agendaciedigein terms of investor activism”
(Allianz Global Investors, 2010, p. 7). As the tefactivist” has a somewhat negative
connotation, it is more common to use the term agegnent” to describe the investor’s
efforts to influence companies’ practices and pedic® Novethic describes engagement as
“‘investor's stance on ESG issues, requiring th& dompanies in which they invest
improve their practices” (Novethic, 2011, p. 5). fgkr gives a similar definition: “the
practice of monitoring corporate behaviour and segkhanges where appropriate through
dialogue with companies or through the use of slmavaership rights, such as filing
shareholder resolutions. Shareholder engagemefteis employed in attempts to improve
a company’s performance on environmental, social eorporate governance issues”
(Mercer, 2007).

It is an increasingly frequent practice that ineest and in particular pension funds, seek
to influence the companies in which they investarKland Hebb describe one of the
reasons why engagement is a common practice, efigemongst pension funds, in their
article,Pension fund corporate engagemeitie fifth stage of capitalisnthe authors state
that: “we also find that the enormous size of tdslgension funds denies them the ability
to exit from firms in which they are invested evarthe face of dissatisfaction with firm
performance. [...] Pension fund managers must coattouhold firms in their portfolios
[...] because their size of ownership would erodeaesipaices on exit. As a result, pension
funds are increasingly resorting to voice in ortteinfluence investee firms and measure
long-term shareholder value for beneficiaries” (Gladebb, 2004, pp. 149-150). It can
also be argued that the long-term perspective oipa funds, as well as the fact that they
invest in a large variety of countries, add toleed to engage with companies rather than
to divest. Of course, divestment can be the la=irtevhen all other tactics have failed. In
2006, the decision of the Norwegian Government iBansund — Global - to exclude
Walmart, underlining serious and systematic hunigints and labour rights violations, did
not go unnoticed. Still, divestment as a resulffaiied engagement approaches is rare
(Novethic, 2011, p. 21).

Engagement encompasses a variety of practices.palpisr will briefly describe the two
main forms of engagement: voting and ongoing diaéoy

3.3.1. Voting

As shareholders, investors have voting rights. Ahrngeneral meetings are therefore
opportunities for them to try to influence the canp’s policies. Many pension funds
have taken to actively voting at shareholder mestitn addition, they can introduce or
support shareholder resolutions promoting susténdbvelopment and corporate social
responsibility. By doing so, “investors can pushmpanies towards improvement and
corrective action” (Eurosif, 2011, p. 13). In retgaars, pension funds and other investors

8 There are other terms in the SRI literature, samsh“shareholder engagement”, “corporate

engagement”, “shareholder activism”, “active owhg$ and so on. In this paper, reference will be
made to “engagement.

9 1t must be mentioned here that some authors ddiffetentiate these two forms of engagement,
while other authors consider “voting” as totallypaeate from “engagement”. It will be assumed in
this context that voting and ongoing dialogue &gasate, since there is a difference in temporality
“voting” will also be considered as a subset of aggment, since it is a way of monitoring

corporate behaviour and seeking changes.
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have often exercised their right to vote, partidylawith regards to executive
compensation®

3.3.2. Ongoing dialogue

In addition to regular or specific interventionskuas voting, investors can establish an
ongoing dialogue with the companies in which theyest. This can take many forms -
such as addressing requests, monitoring, providiagback after an assessment, etc. This
kind of engagement aims at influencing the compapglicies and practices, on a day-to-
day basis.

It is common for SRI analysts to question the camgpan certain practices related to

matters such as the environment, ethics, socialcangorate governance. This research
and analysis phase can be used to “initiate di&phut this is only a first step. Dialogue

only constitutes engagement if it sets specificrmmpment objectives for the company”

(Novethic, 2011, p. 10). Such discussions regardmgrovements usually take place

during in-person or telephone meetings with compaxscutives from the relevant field.

Some investors prefer to send written communicatiarorder to make the dialogue more
official and for traceability purposes.

The objectives can be set according to the invasspecific criteria, or they can be related
to a norm or a standard. For example, Pury Pictatrettini & Cie SA — a Swiss
investment manager — bases its engagement appiaraah least two of its funds on the
UN Global Compact “encouraging companies to allggirtstandards of transparency on
ESG issues accordingly” (Novethic, 2011, p. 10).

Main challenge

Unfortunately, the focus of engagement is limitgchinman factors - including the size of
teams and time allotment — so that this strateggmiially covers less ground than others.
Some investors have a whole team dedicated to engag; despite this, they cannot
engage with every company on every topic they wdikd to cover. Choices must
therefore be made, reflecting the need for compattidocus on specific issues and on a
restricted number of companies every year.

3.4. Integration

Integration can be defined as the explicit inclosiof extra-financial risks and
opportunities in traditional financial analysis.idtthus a way of combining financial and
extra-financial analysis, implying that non-finaalccriteria play a role in the investment
selection process. According to Eurosif, a wideietgrof approaches can be used for
integration. “This can vary from having ESG infotina being made available to the
investor making investment decisions to over- odamveighting a company within a
portfolio based on ESG information” (Eurosif, 20p1,13). This kind of strategy is similar
to positive screening. However, these strategiesat considered equivalent, as positive
screening does not necessarily include financialyars.

% For that matter, Ethos, the Swiss Foundation fast@nable Development, is an example of
active engagement. It has led multiple engagenwivitées with, for instance, Novartis and Nestlé.
Further information can be found on the Foundatonkbsite: http://www.ethosfund.ch/e/ethos-
foundation/default.asp.
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A good example of integration is the index Goldntsachs GS Sustain. Cramer and
Karabell provide the following description of thisdex: “Goldman Sachs developed a
proprietary index called GS Sustain. Its goal isdentify the companies 'best positioned
to sustain competitive advantage and superior nsttinrough analysis of 1) return on
capital, 2) industry positioning, and 3) managenugrality with respect to environmental,

social & governance issues. By combining traditidimancial analysis with sustainability

factors, Goldman aims to identify companies that oy score well on sustainability

issues, but also those that outperform the comparabverse of competitors. In essence,
they hope that GS Sustain will be an index of gglhdard companies rather than
companies that are icons of only sustainabilityfai@er and Karabell, 2010, p. 6).

Main challenge

3.5.

The main challenge is to decide how to weight tharfcial and the extra-financial aspects,
therefore requiring analysts with a strong experti®nce again, the key issue is to
determine where to draw the line.

Collaborative initiatives

Collaborative engagement is defined as “the engagemactivities conducted
collaboratively by multiple parties (for exampleng®n funds and/or fund managers) in
order to gain leverage and minimise costs andri®kercer, 2007, p. 2). According to the
same report, collaborative engagement forms a sudfseollaborative initiatives. The
UNPRI,?* the Carbon Disclosure Project (CDP) as well asonat and regional social
investment organizations can be considered as dgarapcollaborative initiatives.

It is striking to note that almost every pensiondwstudied in the UNEP FI repoiiow
leading public pension funds are meeting the chglle contributes to at least one
collaborative initiative(UNEP FI, 2007). Even though pension funds aremgelemajor
investors, it is obvious that they gain more powad influence as members of such
initiatives: “By joining forces with fellow investe and other stakeholders such as
companies, NGOs and governments, investors camrageethe larger scale to more
effectively bring about desired change” (Eurosif12, p. 13). Being part of a collaborative
initiative is therefore a great opportunity for @stors to strengthen their impact on the
market and instigate change.

For example, Ethos, the Swiss Foundation for Sustde Development, was created in
February 1997 by two Geneva-based pension fundsisamdrrently composed of 130
institutional investors. Its purpose is to promdtee consideration of sustainable
development principles and corporate governance frestice in investment activities;

and to promote a socio-economic environment thatesethe society as a whole and
preserves the interests of future generations.gB@massociation of institutional investors
makes Ethos an important investor, which can effelst engage and influence the
companies in which it invests. Ethos undertake®wtaership responsibilities by asking
guestions, identifying potential improvement andhewe appropriate, formulating

proposals at annual general meetings. Consequeiitlgan strongly influence the

companziéas’ policies, in particular those relatecexecutive compensation or conflicts of
interest:

2L see Appendix IV for a description of the Principle

22 Ethos website, http://www.ethosfund.ch/e/ethosttation/ethos-foundation.asp, (18.05.2012).
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Lastly, mention should be made of the UNPRI's “Hygjaent Clearinghouse”. This is a
forum designed to help signatories to draw thentitie of other shareholders to specific
issues and promote collaborative actions. It emalihem to share information about
collaborative engagement activities they are cotidgcor would like to conduct®

Main challenge

The parties have to reach an agreement before imggagth the companies. It can

therefore be a time-consuming approach, espedidty initiative is conducted by a large
number of participants.

3.6. Combining strategies

Figure 2. SRl strategies in the lifetime of an investment process

Pre-lnvestment Post-Investiment Divestmment

1
Megative Screening

3
2 Engagement
Positive Screening

4
Voting

5
Combined Strategies

Source: Eurosif
A
s a logical development, most investors use a filkeodifferent strategies listed here. It is
accepted that these strategies are not mutuallyusxe: rather, they are seen as
complementary. As one can see in figure 2. (Eur@04-05, p. 18), these strategies
address SRI issues at different moments in thénliée of the investment process. Most
investors use a mix of these strategies. For ex@ntgs common to see an institution first
perform a negative screening, in order to avoidossdn which it does not want to invest.
Then, there is a positive screening phase, quienad “best-in-class”, to identify the
“champions” in each sector. And once the investas invested in the companies, it
engages with them on an ongoing basis.

Main challenge

Combining strategies is definitely a resource-camiag approach, involving the need to
provide large engagement and/or analyst teamse Sirencompasses different strategies,
it has to deal with their respective downsidesyels as the benefits.

% UNPRI Clearinghouse website, http://www.unpri.argas-of work/collaborations/ (19.09.2012).
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4.

4.1.

Good practices

In the following pages, an examination will be madefive case studies, ranging from
Thailand, Brazil, the United States, Norway, andit8d\frica, each of which will provide
concrete examples of what a socially responsibiesipa fund can do. It will be seen that
elements of the business case, as well as the mignictroduced above, are found in the
case studies.

Government Pension Fund (Thailand)

The Government Pension Fund (GPF) is one of thge&rinstitutional investors in
Thailand. It operates as a body autonomous of timisiy of Finance®*

4.1.1. The rationale behind responsible investment

As one of Thailand’s largest funds and a long-terwestor, the GPF plays a central role in
the development of the Thai economy. The Fund densithe introduction and promotion
of good investment practices in Thailand to be ohis main goals. It also believes that
the development of a sustainable pension systgmad for fiscal management, that it will

help strengthen the Thai economy, and that itssimrent decisions will have a dual

impact on both share prices and corporate and maréetices.

In order to ensure its own credibility, GPF beligubat it must guarantee that its own
operations follow high standards of corporate goaace. In this respect, the Fund sees the
benefits of good corporate governance as beingniémsional — with respect to both the
Fund’'s own performance and its role as a respangitdlestor, which takes into account
companies’ corporate governance practices in itgestment decisions. The GPF's
investment policy is based on a series of guidsjiaaed its policy statements include CSR
guidelines (including PRI principles), pension fugalvernance, proxy voting guidelines,
and governance rating methodology.

4.1.2. Responsible investment approach

The GPF combines strategies in its approach tmns#iple investment by first practising
negative screening, excluding companies if anyeffbllowing activities are evident:

m  Pollution and environmental problems;

m  Breaches of intellectual property law;

m  Impediments to good morals and customs;

m  Social problems and the endangerment of publiarigr

m  Questionable accountability.

In an example of the GPF’s strategy, the Fund dwogsnvest in the alcoholic beverages
sector as this runs counter to the values of mbat ffeople and the GPF does not wish to
offend its beneficiaries.

24 |nformation provided in this section comes frore thANPRI website, http://www.unpri.org/; the
Government Pension Fund website, http://www.gphdEng/what.asp; angesponsible investment
in focus: How leading public pension funds are meetirggchallengéUNEP FI, 2007).
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The GPF also assesses the corporate governarfoe @srmpanies it invests in according to
a rating system inspired by the OECD PrinciplesCofporate Governance. The rating
system’s criteria include shareholder rights, bogudlity, accountability, disclosure and
transparency. In line with its CSR Guidelines — aiahfollow the OECD Guidelines for
Multinational Enterprises — and the UNPRI, the GR&s extended its responsible
investment focus to include performance on enviremial and social issues.

The GPF votes at the general meetings of Thai coiepan accordance with its corporate
governance and voting guidelines, in accordancén W& corporate governance best
practice and the OECD Principles of Corporate Guoamce. It also practises ongoing
engagement by asking questions at companies’ amamnaral meetings, participating in
seminars, brainstorming sessions and sitting olowsiworking-group committees.

In addition, the GPF works with other investorshsas insurance companies to encourage
improvements at the level of both individual comparand markets. It signed the UNPRI when
they were launched, as it was a member of thetovgoup that created them in the first place.

4.2. PREVI (Brazil)

PREVI is the employees’ pension fund of the stateex Banco do Brasil. It is the largest
pension fund in Latin America.

4.2.1. The rationale behind responsible investment

PREVI views companies as potential agents of chatigeugh which social and
environmental issues can be addressed and comdnbutmade to development and
sustainable growth in Brazil. It sees corporateegoance as a set of practices that optimize
company performance, protect investors, employaesiitors and other interested parties,
and facilitate the company’s access to the capitakets, while providing the company with
a framework that clearly defines goals and wayactoeve them.

The following box indicates PREV/I's rationale féwetenvironmental and social aspects of
its investments (UNEP FI, 2007, pp. 62—-63).

Box 3. PREVI's rationale when considering environmental and social aspects of its investments

PREVI is a long-term investor and as such, must be concerned with the sustainability of its investments.
Consistent returns over a long period are more important than short-term returns. Therefore, PREVI favours the
establishment of an environment that is conducive to sustainable development.

PREVI's main objective is to assure the financial security of its members at the end of their working life. PREVI
believes that it is in the interest of its members to retire into a world that is characterized by a healthy environment
and a healthy society.

PREVI is the largest institutional investor in Brazil. Because of its size, positioning and history, its decisions
significantly influence other pension funds, companies and the Brazilian financial market. PREVI recognizes its
leadership role in the Brazilian economy and accepts the responsibility that comes with it.

PREVI must be attuned to the concerns and demands of the society in which it operates. This society tends to be
increasingly demanding in terms of the responsible performance it expects from organizations and companies.

PREVI believes that ESG issues are important to determine the capacity of a company to generate and to
preserve value over the long term. Inversely, companies that do not properly manage social and environmental issues
are more exposed to risk and may potentially face value destroying consequences.

PREVI believes that it is not only possible but also necessary to combine the pursuit of sound financial returns
with social and environmental responsibility.

PREVI believes that the adoption of a social and environmental policy for all its activities will not only help
PREVI improve as an institution, but also achieve its objectives.

PREVI's management is preoccupied with the positive sustainable development of the Brazilian society and as
such, believes that proper consideration needs to be given to ESG issues.

Source: Information provided below comes from the PREVI website:
http://www.previ.com.br/portal/page?_pageid=57,1& dad=portal& schema=PORTAL; and UNEP FI (2007).
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4.2.2. Responsible investment approach

4.3.

PREVI uses various strategies in fulfilling its aoitment to responsible investment
practices. It votes on shareholder resolutionsccoadance with its corporate governance
code, which outlines the expected behaviour andtipes of invested companies. The
code also includes a focus on areas such as tramsyadisclosure and accountability. It
recommends that companies disclose their initiafivesustainability and social

responsibility practices, in accordance with gurmesd such as the Global Reporting
Initiative.?®

PREVI frequently assigns a representative to attaedboard meetings of companies in
which it has significant holdings and PREVI alsoetsewith board representatives to raise
any concerns it might have and discuss possilite gad areas for improvement. In 2007,
PREVI employed 28 people to undertake this activitgrnally.

PREVI also invests in companies that are both fadoie and socially responsible, and
which promote actions to the benefit of the comrtiesiin which they operate. PREVI
seeks to integrate ESG issues into its investmexision processes and is a member of the
following initiatives: The Brazilian Associationrfé®ension Funds (Abrapp), the Brazilian
Institute for Corporate Governance (IBGC), the IC@MN CDP, and the UNPRI.

CalPERS (United States)

CalPERS is the largest public pension plan in thédd States and the third largest in the
world in terms of assets under management. It gesvia variety of programmes and
services to the State of California’s public empgley, retirees, and their familiés.

4.3.1. The rationale behind responsible investment

CalPERS is recognized as a leader in the arearpbiaie governance. Its approach can be
described as the prudent exercise of ownershiptsrighith the aim of increasing
shareholder value while minimizing risk. The ratt is based on the idea that
shareowners collectively have the power to infleecarporations.

4.3.2. Responsible investment approach

CalPERS exercises its shareholder rights through tmain approaches: voting and
engagement. In addition to conducting its own asigalyCalPERS considers advice from
proxy voting agencies when making voting decisidhalso submits its own resolutions
and encourages other shareholders to support @spos corporate governance issues.
CalPERS also undertakes long-term engagement iiagdts investments, engaging with
companies on issues which may pose a risk to the \a its portfolio. In the framework
of its engagement activities, CalPERS runs exeeutwempensation programmes and
advocates majority voting for corporate directard anvironmental corporate governance.

% See Appendix VI.

% Information provided below comes from the CalPERSbsite http://www.calpers.ca.gov/;
CalPERS corporate governance website, http://wwpets-governance.org/; Cramer and Karabell
(2010); and UNEP FI (2007).
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CalPERS also runs a programme called “Corporateef®awice Focus List,” which
identifies poorly performing companies within itsndestic portfolio. These companies are
selected on an annual basis and are targeteddagement on corporate governance. This
engagement process gives them an opportunity te rola&nges. This programme has led
to positive results, and research shows that Ca#PERtions in seeking to influence
corporate governance can lead to performance irepnemts over time. According to
Cramer and Karabell (2010, p. 142) “one indicaidnts effectiveness is that companies
do not usually appear on the list more than once.”

CalPERS has adopted screening strategies as p#g pblicy on equity investment in
emerging markets. This policy sets minimum accdptatandards for investment in order
to control risk and enhance returns. CalPERS allowestment managers to invest in
companies listed in countries that meet prudenketastandards and outweigh risk. The
threshold is a mix of scores raging from one t@ehfor political stability, transparency,
labour practices (including adherence to the ILOn@mtions and principles), market
regulation, etc. Once the draft list is placed tsrwiebsite, countries (and other interested
parties) can consult it. They can review the regontl provide feedback or additional
information. CalPERS recommends that companieseagtiemerging markets formalize a
reporting mechanism, such as the Global Reportmiigative (GRI), through which their
practices can be disclosed to stakeholders.

CalPERS also uses legal action and advocacy wheessary. It also undertakes
"specialist mandates" and it has a track recomatfilizing financial capital and exploring
ways in which it can combine capital market invesstinwith public purpose. By investing
in three different asset classes with environmectakiderations, CalPERS’ goals are to
achieve positive financial returns while promotemgergy savings, sustainable growth and
sound environmental practices. This can be coreidas a kind of positive screening.

Finally, it is important to note that CalPERS talest in several collaborative initiatives
such as UNPRI, Carbon Dioxide Project (CDP), artdrivational Corporate Governance
Network (ICGN).

4.4. Norwegian Government Pension Fund - Global (Norway)

The Norwegian Government Pension Fund - Global (RGP is a sovereign fund that
invests proceeds from Norway's petroleum indudtrys closely tied to the government
and the Ministry of Finance is responsible for th@nagement of the Government Pension
Fund, which is comprised of two funds: the Governimension Fund Global and the
Government Pension Fund Norway. The NGPF-G is nethéy the Norwegian Central
Bank (Norges Bankj’

4.4.1. The rationale behind responsible investment

In 2001, the Norwegian Government established acdestl "Environment Fund” for a
three-year trial period to invest in companies imeeging economies that met
environmental performance criteria.

The Graver Committee was appointed in 2002 to devedn approach to ethical
investment for the Fund and to propose ethical ejiids. The Committee stressed that
sustainable economic development was essentia fong-term return on investment. In

2" Information provided below comes from the NorwegiMinistry of Finance website
http://www.regjeringen.no/en/dep/fin.html?id=216¢kRardson (2011); and UNEP FI (2007).
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addition, the Committee advised that the Fund shawloid complicity in violation of
ethical norms linked to human rights and to theiremment.

Ethical guidelines for the management of the Fuanekhbeen implemented since 2004. In
the same year, the Fund’'s Council of Ethics toolargh of evaluating potential
investments for their compliance. It submits recandations to the Ministry of Finance,
which makes final decisions on the exclusion of panies. The NGPF-G’s current ethical
guidelines were adopted in 2010 following a majeview, which concluded that the
guidelines had proven to be generally robust. H@nethe review recommended more
engagement with companies, particularly with thasder scrutiny.

4.4.2. Responsible investment approach

The Environment Fund uses a positive screeningoapgprin addressing its mission to
serve as a mechanism for supporting sustainablelamwent. At the same time, the
Graver Committee has focused on exclusion, a negatireening strategy, as a way of
distancing the Fund from practices and behavioeesreéd unsatisfactory.

The 2010 guidelines continue the exclusion mechanidile strengthening the use of
engagement strategies. The negative screeningi@rggpulate that a company will be
screened out if it contributes to or is responsibie

m  "Gross or systematic violation of human rightsstsas murder, torture, deprivation
of liberty, forced labour, the worst forms of childbour and other child
exploitation;

m  Gross violations of individual rights in war orrdlict situations;
m  Severe environmental degradation;

m  Gross corruption;

m  Other particularly serious violations of fundanamthical norms'®

In addition to these criteria, the Fund may alsositer positive actions taken by a
company to safeguard the environment, and compaxelsided may be readmitted to
the Fund if their behaviour improves. Engagement ba used before excluding a
company.

Given its extremely large portfolio, it is not piide for the Council of Ethics to scrutinize
every company and it increasingly relies on extiecnasultants to monitor companies and
provide it with monthly reports, which it then udes selecting firms for investigation. It
also uses third parties to implement its engage pelities.

Finally, it is important to mention that the NGPFt&kes part in several collaborative
initiatives, including the UNPRI.

% Norwegian Ministry of Finance,The Report from the Graver Committee2003,
http://www.regjeringen.no/en/dep/fin/tema/statersngjonsfond/ansvarlige-
investeringer/graverutvalget/Report-on-ethical-glites. html?id=420232 (09.04.2012).
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4.5. Government Employees Pension Fund (Republic of South Africa)

Established in 1996 after the consolidation of aasipublic sector funds, the Government
Employees Pension Fund (GEPF) is a defined bepefision fund with a core business of
managing and administering pensions and other lerfef government employees in
South Africa®® With more than 1.2 million active members, aro®i®,000 pensioners
and beneficiaries, and assets worth R1 trillios, EPF is Africa’s largest pension fund.

4.5.1. The rationale behind responsible investment

The GEPF states that its mission is to improve fthancial security of government
employees and pensioners and to effectively maaadanvest member assets in order to
meet current and future liabilities. As part ofstimission and of particular importance to
SRI, the GEPF believes that implementing a strateggnsure the integration of ESG
issues in investment decisions and ownership pestican improve its ability to achieve
its objectives.

The Fund considers the following ESG issues to dmtiqularly important in the South
African investment context:

m  Transformation and Broad-Based Black Economic Emggment (B-BBEE)
opportunities and challenges;

m  Energy security risks;

m  Water security risks;

s HIV and AIDS;

m  Human capital and skills development management.

It is also of the opinion that a lack of managen®nESG issues can cause securities and
other assets to lose value. By this token, an g@pjate approach to managing ESG issues
can enhance value and provide competitive advanfsgyan investor, the GEPF believes
that the integration of ESG issues in investmemisilens can help to create more ethical
companies.

The GEPF's investments have four characteristiasrttake them particularly sensitive to
ESG issues: the Fund is a long-term investor;ntestments are broadly diversified; the
majority of the portfolio’s components are managedugh a passive investment strategy;
and the portfolio’'s size requires a responsibility consider its actions and their
consequences carefully. The Fund also feels tHasgta responsibility to signal concerns
and encourage change in ESG-related areas. In toddw so, the Fund can exercise its
ownership rights, as it has the leverage to comoataiwith and influence the companies
in which it invests.

Finally, the GEPF believes it has a role to playatdressing some of South Africa’s
pressing socioeconomic challenges, namely povertyeme economic inequality and the
need for further B-BBEE. The GEPF feels that itstipigation in addressing these
challenges will be beneficial for the economic andial health of South Africa.

2 Information provided below comes from the GEPF sieb http://www.gepf.gov.za
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4.5.2. Responsible investment approach

The GEPF has various strategies to put its resplensivestment practices into practice,
thereby adopting a “combining strategies” approddie GEPF uses a positive screening
strategy to incorporate ESG issues into its investndecisions. An example of this is the
way in which the Fund devotes a portion of its ts$e investments that address socio-
economic imbalances, particularly through financBW{BBEE initiatives. However, the
GEPF’s main strategy is engagement and it engagesgdoing dialogue with companies
as necessary. In addition, the Fund exercisesotiag/rights at annual general meetings
and also participates in other formal and inforawlve ownership activities. GEPF is also
a founding signatory of the UNPRI.
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5. Conclusion

The aim of the paper is to review concepts andnatenal experience of SRI practices,
especially among pension funds. It starts by eistaibh the business case for socially
responsible investment, and then shows that tienedé behind SRI is made up of various
components: ethical reasons, fiduciary duty, urs&eownership, financial performance
and risk management, and public attention.

After having established the business case for &R, paper examines the different
strategies that can be adopted to achieve thist, Rir studies the negative screening
strategies, also known as “exclusion strategiehi% kind of strategy allows investors to

screen out companies, sectors or countries in wihief do not want to invest. Screening
can be carried out in accordance with specific aathmon themes, such as tobacco,
pornography, weapons, etc., or it can be conductedlation to international norms and

standards. The paper also refers to the way inhwitted Nations values and the ILO’s

“Decent Work” approach provide relevant criterigaeding labour and social protection

standards for screening.

The paper then turns to positive screening, consitlas an inclusion strategy. The most
common form of positive screening is the “bestdimss” strategy, which consists of
selecting the best performing companies amongst fieers. “Pioneer screening” is
another kind of positive screening: it includes pamies that are deemed to be pioneer in
their area, therefore adopting a more “thematigirapch.

The third major SRI strategy is engagement, wheisbgstors establish a dialogue with
the companies in which they invest or want to inva@$is dialogue can take different
forms including voting and ongoing engagement.

Two further strategies include integration andalmdirative initiatives. Integration is about
combining financial and non-financial analysis, ghproviding a more encompassing
overview of the companies’ performance. Collabweminitiatives are defined as activities
conducted collaboratively by multiple parties tangéeverage and minimise costs and
risks. The most common collaborative initiativelie UNPRI.

Finally, since these strategies are not mutualtusive, investors have the opportunity to
combine strategies. Combining strategies is a wigesl approach, as established through
the five case studies introduced in this paper. gthdy looks into both the rationale for
responsible investment and the strategies of tleefiinds.

5.1. The future of SRI

This paper has introduced the main concepts thatildhbe taken into account when
applying a socially responsible investment strat&gyhe question about the future of SRI
amongst pension funds still remains. The Alliangoré (Allianz Global Investors, 2010)
provides an insightful analysis, noting that thestrimportant reason for SRI still seems to
be reputation; the argument that SRI also yieldgér returns than non-SRI is not so
widespread. As a result, negative screening issstdngly represented among the various
screening strategies.

%0 Additional information on ways to set up a SRIdwan be found in Appendices | and II.
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It therefore seems obvious that SRI will become @omtrend among pension fund
investment strategies. Even if the prevailing natibns are still negative selection and the
prevention of reputational damage, the case studiégsonstrate that engagement and
positive screening have played an increasing rolhe investment strategies of the funds
considered. A further examination of the way in e¥hihis trend evolves would contribute
to the identification of good practices and to theation of more efficient methodologies.
It is impossible to predict exactly how marketslwighave over the next two decades - but
one thing is certain. It is no longer possibleddeading pension fund to ignore the recent
and current developments in the field of SRI.
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Appendices

What is the pathway to integrate CG/SEE issues into a pension plan?
In 2005, Eurosif — the pan-European network anokttnk whose mission is to develop

sustainability through European financial marketpublished the following suggestions
for trustees and board members (Eurosif, 2004-054p

1st STEP: Discuss

m  Encourage other trustees in your plan to readetivesif toolkit and use other means
to become familiar with SRI.

m  Encourage discussion of SRI at trustee meetings.

m  Find out about other existing SRI activities byigien funds in your country. Talk to
your national SIF.

m  Your plan, or Union, should be in a position tamyide training on investment,
corporate governance and SRI. Require it.

m  Discuss legality with lawyers at your plan.

m  Discuss existing possibilities with your currenss&ét Managers as well as other
specialists in the market. Find out about theiingpractices and records.

m  Inquire about SRI collaboration possibilities, Isus collaborative engagement or

voting: inquire within your plan, within organisatis your plan is associated with
(such as NAPF, SCGOP, etc.), with other plans gamisations.

2nd STEP: Push
m  Use your power as a trustee to push for implentientaf an SRI policy at your plan.

m  Seek commitment from other trustees and from tlec&tive Board.

3rd STEP: Decide

m  Decide which CG/SEE issues are most relevant tw ptan. This could be a means
to approach Asset Managers and see how they ddryfulr needs.

m  Based on your discussions, decide what SRI stesdagst suit your plan.

m  Based on practical and cost issues, decide whtihg it in-house or using external
suppliers.

m  Decide which amount of the plan’s assets to illytiallocate to your strategy. This
could mean:

— running a test SRI programme by creating a fund;

— running a test SRI programme by buying into exgsfunds;
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— joining collaborative initiatives.

m In a Defined Contributions scheme, decide to ofg&RIl allocation options to
members.

4th STEP: Draft
m  Participate in drafting or redrafting your penspan’s Investment Principles or Code
of Prudential Investment. Make sure that it spesifthe importance of CG/SEE
issues.

m  Participate in drafting or redrafting your plaWeting Policy.

m  Communicate these documents to your asset maraggimsake them public.

5th STEP: Follow-up

m  Ensure that you receive proper reporting and imédion from your Asset Managers
on fund performance, engagement records, votimydscand policy choices.

m  Review performance of asset managers.

= Review policy in light of experience: step up he next level.

I. How you can integrate SRI into your investment principles

In 2005, Eurosif published the following suggessidn implement SRI into the pension
funds’ investment principles (Eurosif, 2004-053R):

= Amend the governing documents of the pension fmaorovide explicit direction to
pension trustees to engage in socially responsilséstment practices.

m  Specify your expectations and commitments fromstimpanies as a shareholder in
your governing documents.

m  Develop a Statement of Investment Principles anmi€lines that include guidelines
for socially responsible investment. It is advigatw include the following points in
drafting the guidelines:

—  Explicit authorisation to consider non-finanaaiteria;

— Appropriate diversification levels in accordamvegh any statutory or common
law requirements;

—  Discretion for trustees to not apply sociallyp@ssible investment guidelines
where it would result in harm to plan beneficiaries

m  Develop and follow written procedures for devetmpiinvestment policies and
guidelines, selecting investments, advisors anditageonsulting with beneficiaries,
and making other investment-related decisions.

m  Establish procedures for the implementation ameliy review of investment policies.

m  Ensure safe risk/return and diversification levels
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. United Nations Global Compact **

The Ten Principles

The UN Global Compact's ten principles in the aredshuman rights, labour, the
environment and anti-corruption enjoy universalsgrsus and are derived from:

m  The Universal Declaration of Human Rights;

m  The International Labour Organization's Declarattm Fundamental Principles and
Rights at Work;

m  The Rio Declaration on Environment and Development
m  The United Nations Convention Against Corruption.
The UN Global Compact asks companies to embraggostiand enact, within their

sphere of influence, a set of core values in teasaof human rights, labour standards, the
environment and anti-corruption:

Human Rights

m  Principle 1: Businesses should support and regpecprotection of internationally
proclaimed human rights;

m  Principle 2: make sure that they are not compiichiuman rights abuses.

Labour

m  Principle 3: Businesses should uphold the freedérassociation and the effective
recognition of the right to collective bargaining;

m  Principle 4: the elimination of all forms of fol@nd compulsory labour;
m  Principle 5: the effective abolition of child lal and

m  Principle 6: the elimination of discrimination irespect of employment and
occupation.

Environment

m  Principle 7: Businesses should support a precaatyjoapproach to environmental
challenges;

m  Principle 8: undertake initiatives to promote gee@nvironmental responsibility; and

m  Principle 9: encourage the development and ddfusif environmentally friendly
technologies.

31 United Nations Global Compact website, http://wwmglobalcompact.org (28.03.2012).
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Anti-Corruption

V.

Principle 10: Businesses should work against @biwo in all its forms, including
extortion and bribery.

United Nations Principles for Responsible Investment

The Principles for Responsible Investment

As institutional investors, we have a duty to actthe best long-term interests of our
beneficiaries. In this fiduciary role, we believeat environmental, social, and corporate
governance (ESG) issues can affect the performahae/estment portfolios (to varying
degrees across companies, sectors, regions, dasses and through time). We also
recognise that applying these Principles may bettgn investors with broader objectives
of society. Therefore, where consistent with odudiary responsibilities, we commit to
the following:

1. We will incorporate ESG issues into investment gsialand decision-making processes.

Possible actions:

Address ESG issues in investment policy statements

Support development of ESG-related tools, metans, analyses;

Assess the capabilities of internal investmentagens to incorporate ESG issues;
Assess the capabilities of external investmentagars to incorporate ESG issues;
Ask investment service providers (such as findraralysts, consultants, brokers,
research firms, or rating companies) to integré®&Hactors into evolving research
and analysis;

Encourage academic and other research on thisthem

Advocate ESG training for investment professionals

2. We will be active owners and incorporate ESG issn&s our ownership policies and
practices.

Possible actions:

Develop and disclose an active ownership poligys@ient with the Principles;
Exercise voting rights or monitor compliance wittting policy (if outsourced);
Develop an engagement capability (either diremtlthrough outsourcing);

Participate in the development of policy, reguaafiand standard setting (such as
promoting and protecting shareholder rights);

32 United Nations Principles for Responsible Investmewebsite, http://www.unpri.org
(28.03.2012)
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m  File shareholder resolutions consistent with Iterga ESG considerations;

m  Engage with companies on ESG issues;

m  Participate in collaborative engagement initiadive

m  Ask investment managers to undertake and repdaSia-related engagement.
3. We will seek appropriate disclosure on ESG issyehd entities in which we invest.

Possible actions:

m  Ask for standardised reporting on ESG issues @udools such as the Global
Reporting Initiative);

m  Ask for ESG issues to be integrated within anfinancial reports;

m  Ask for information from companies regarding adoptof/adherence to relevant
norms, standards, codes of conduct or internatiomtétives (such as the UN Global
Compact);

m  Support shareholder initiatives and resolutiomsymting ESG disclosure;

4. We will promote acceptance and implementation ef Binciples within the investment
industry.

Possible actions:

m  Include Principles-related requirements in recuifst proposals (RFPS);

m  Align investment mandates, monitoring procedungstformance indicators and
incentive structures accordingly (for example, easinvestment management
processes reflect long-term time horizons when@ppate);

s Communicate ESG expectations to investment sepriwéders;

m  Revisit relationships with service providers tfaktto meet ESG expectations;

m  Support the development of tools for benchmark8gs integration;

m  Support regulatory or policy developments that bémaimplementation of the
Principles

5. We will work together to enhance our effectivenessnplementing the Principles.
Possible actions:

m  Support/participate in networks and informatioratfgrms to share tools, pool
resources, and make use of investor reportingsasiiee of learning;

m  Collectively address relevant emerging issues;
m  Develop or support appropriate collaborative atities;
6. We will each report on our activities and progresgards implementing the Principles.

Possible actions:
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Disclose how ESG issues are integrated withingtmaent practices;

Disclose active ownership activities (voting, egggment, and/or policy dialogue);
Disclose what is required from service providerselation to the Principles;
Communicate with beneficiaries about ESG issudglaa Principles;

Report on progress and/or achievements relatinthetdrinciples using a '‘Comply or
Explain™® approach;

Seek to determine the impact of the Principles;

Make use of reporting to raise awareness amomgaxer group of stakeholders.

The Principles for Responsible Investment were ldgesl by an international group of

institutional investors reflecting the increasinglevance of environmental, social and
corporate governance issues to investment practides process was convened by the
United Nations Secretary-General.

In signing the Principles, we as investors publimbynmit to adopt and implement them,
where consistent with our fiduciary responsibistieNe also commit to evaluate the
effectiveness and improve the content of the Rplesi over time. We believe this will
improve our ability to meet commitments to benefids as well as better align our
investment activities with the broader interestsagfiety.

We encourage other investors to adopt the Prirgiple

3 The Comply or Explain approach requires signasoti report on how they implement the
Principles, or provide an explanation where theyndbcomply with them.

40

Social responsible investment, decent work and pension funds



V. Cumulative stock market performance of value-weighted
and equal-weighted portfolios

The following figures are extracted from Ecclesgriniou; Serafeim (2011, p. 54)

Figure 3.  Evolution of 1$ invested in the stock market in value-weighted portfolios
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Figure 4.  Evolution of $1 invested in the stock market in equal-weighted portfolios
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N.B. “Low” and “High” stand respectively for “HighSustainability” and “Low
Sustainability”.
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VI.

Global Reporting Initiative Quick Facts

The Global Reporting Initiative framework can beaedevant tool for any organization
wishing to introduce a SRI approach. Indeed, itvjgles comprehensive guidelines on
sustainability reporting that can be used to asesperformance of companies. In this
Appendix, we shall focus on the social dimensiam] anore precisely on the “Labour
practices and decent work” aspétt.

The Global Reporting Initiative (GRI) is a non-gtairganization that promotes economic,
environmental and social sustainability. GRI pregd all organizations with a
sustainability reporting framework, widely usedwnd the world. The framework enables
all organizations to measure and report their eeono environmental, social and
governance performance.

GRI's is a multi-stakeholder, network-based orgatiin. It is headquartered in
Amsterdam, the Netherlands. GRI has Focal Pointsuistralia, Brazil, China, India and
the United States. GRI has also established pattipsr with UNEP, the UN Global
Compact, the OECD, the International OrganizatmrStandardization (ISO) and others.

From 1 January to 31 December 2010, the numbeusiaimability reports registered on
the GRI Reports List increased by 22 per cent. [Bingest growth by location was in
Brazil, with a 68 per cent increase in registerggbrts compared to 2009. In 2011, more
than 2600 organizations published a GRI report.

The Guidelines

The Guidelines serve as a framework for reportingao organization’s sustainability
performance. They consist of Reporting Principl&€onrtent and Quality), Reporting
Guidance, and Standard Disclosures. The Standaad3ures part of the Guidelines calls
upon the organization to provide information onragtgy and Analysis; Organizational
Profile; Report Parameters; Governance, Commitmant, Engagement; Management
Approach and Performance Indicators. The Performandicators are organized into
three categories: Economic, Environmental and $o€lze Social dimension is broken
down into four categories:

m  Labour practices and decent work;
= Human rights;

= Society;

m  Product responsibility.

Depending on the Application Level the organizatiecides to use, it will have to provide
more or less of the information mentioned above.

Application Levels

There are three different Application Levels: A,aBd C. Organizations are required to
assess their own Application Level. Application klvindicate the extent to which the

3 Information provided below comes from the GlobalepBrting Initiative website
http://www.globalreporting.org; and from the GRI G3Bustainability Guidelines.
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Guidelines have been applied in the report. GRersfh service for organizations to have
their Application Level checked.

In addition to the GRI Application Level Checkjstrecommended that organizations seek
external assurance. The status of Plus - “+” -lmamadded to an Application Level when
the report has been externally assured.

Financial Services Sector Supplement

The Financial Services Sector Supplement (FSSS)igee organizations in the sector
with a tailored version of GRI's Sustainability Repng Guidelines. It includes the
original Guidelines. The additional commentaried &erformance Indicators, developed
for the sector, focus on the most important issaesrganizations in the financial services
sector.

Issues covered are:

= Product portfolio;

= Audit to assess the implementation of environmantd social policies;

m  Active ownership;

m  Community investment strategies and programmes;

m  Performance related to inputs (e.g., material,rggnewater) and outputs (e.g.,
emissions, effluents, waste);

m  Policies and practices on accessibility to finahservices;

m  Fair design and sale of financial products;

FSSS and Application Levels

All GRI reports published by organizations in tlimahcial services sector are required to

use the FSSS to be declared as Application LevéloAlevel B and C, organizations can
incorporate FSSS indicators to make up the requiveaber of indicators.

Social: Labour practices and decent work ndicators
Aspect: Employment
Performance Indicators:
LAL: Total workforce by employment type, employmenntract, and region. (Core);
LA2: Total number and rate of employee turnoveabg group, gender, and region. (Core);
LA3: Benefits provided to full-time employees thate not provided to temporary or

part-time;
employees, by major operations. (Additional);

Aspect: Labor/Management relations

Performance Indicators:
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LA4: Percentage of employees covered by colledibsgaining;
agreements. (Core);

LA5: Minimum notice period(s) regarding significamperational changes;
Including whether it is specified in collective agments. (Core);

Aspect: Occupational health and safety
Performance Indicators:

LAG6: Percentage of total workforce represente@imtl joint management—worker health
and safety committees that help monitor and adwseccupational health and safety;
programmes. (Additional);

LA7: Rates of injury, occupational diseases, lagtsgand absenteeism, and number of work;
related fatalities by region. (Core);

LA8: Education, training, counselling, preventiand risk-control programs in place to assist
workforce members, their families, or community rbens regarding serious diseases;
(Core);

LA9: Health and safety topics covered in formakagnents with trade unions. (Additional);
Aspect: Training and education
Performance Indicators:

LA10: Average hours of training per year per emppy employee category. (Core);

LA11: Programmes for skills management and lifel@agning that support the continued,;
employability of employees and assist them in migagacareer endings. (Additional);

LA12: Percentage of employees receiving regulaiop@ance and career development;

reviews. (Additional).
Aspect: Diversity and equal opportunity
Performance Indicators:

LA13: Composition of governance bodies and breakdof\employees per category;

according to gender, age group, minority group nastip, and other indicators of
diversity. (Core)

LAl14: Ratio of basic salary of men to women by emgpk category. (Core)

44 Social responsible investment, decent work and pension funds



Social responsible investment, decent work and pension funds

45



