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In the past year, the call for more ESG transparency for invest-
ments has become louder — and rightly so. Both private and
institutional investors increasingly want to know if, and how,
their investments influence the world. Regulators around the
globe are starting to introduce requirements for more ESG
investment transparency, be it based on complex taxonomies
of economic activities, or sophisticated methods to measure
the alignment of portfolios with the Paris goals.

Yet, for both asset managers and asset owners, it is diffi-
cult to prepare a simple and concise system of reporting that
allows for aggregation across portfolios and provides compa-
rable information to investors. Lack of agreement on relevant
qualitative information and quantitative key performance
indicators (KPIs), as well as missing data, are factors that hin-
der investors in preparing such information. These obstacles
form the starting point for this project, as many SSF (Swiss
Sustainable Finance) membershave called for support in pro-
viding lean, yet meaningful ESG portfolio reporting.

But what is the objective of greater investment transpar-
ency? For asset managers, transparent reporting helps them
build trust with their clients about how ESG factors are dealt
with in portfolio management. Furthermore, the definition of
KPIs allows them to set targets to improve ESG performance
and illustrate their progress. For investors, standardised
reporting makes it easier to compare the sustainability perfor-
mance of different portfolios, while the use of specific KPIs
enables the selection of portfolios based on sustainability
preferences.

Current reporting appears in varied formats and includes
avariety of different sets of KPIs, making meaningful compar-
isons difficult. With this project, SSF aims to contribute to an
agreement on relevant reporting items that allow investors to
judge the ESG performance of assets and, where necessary,
aggregate this for numerous portfolios. For SSF, it was also key
to simultaneously consider the perspective of asset managers,
who gather and aggregate data from single issuers, as well as
that of asset owners, who often use the services of many asset
managers and hence have to combine data received from dif-
ferent providers. The goal of the project was to recommend a
set of key data points that provide a concise overview of the
ESG performance of a portfolio, while not putting unneces-
sary reporting burdens on asset managers. By combining the
input of both our asset management and asset owner work-
groups, we hope to have built a bridge between them and pro-
duced a tool that improves the ability of financial market
actors to aggregate data across diversified portfolios.



In Europe, the new Sustainable Finance Disclosure Regulation
(SFDR) calls for transparency on risk management processes,
compensation schemes, attribution to green activities as well
as violation of sustainability norms. Yet, we think it fails to
agree on how a client should gain a holistic picture of the
overall ESG performance of a portfolio. With these recom-
mendations, we aim to fill this gap and suggest concrete
reporting items that provide transparency on the sustainabil-
ity characteristics of a product. As market participants are not
all equally advanced in ESG integration and reporting, we for-
mulate our proposals on two levels: Foundational-level
reporting for beginners, and Advanced-level reporting for
more experienced investors. While the recommendations will
not immediately affect data availability on the issuer level, we
make proposals about meaningful data points, in the hope
that this will influence company reporting over time.

The SSF Reporting Recommendations on Portfolio ESG
Transparency are a starting point on the path to more sustain-
ability transparency of Swiss investors. They will have to be
tested by different investors and developed further, based on
feedback. In addition, we are acting in a constantly changing
regulatory environment, and developments in Switzerland,
the EU and internationally will have to be considered when
further developing the recommendations. International
alignment is key in this process and SSF welcomes Switzer-
land’s membership of the “International Platform on Sustain-
able Finance”, where such discussions are held. We look for-
ward to discussing these recommendations within such
platforms and with key stakeholders in Switzerland and
beyond. We continue to push forward and aim to contribute
to increasing and meaningful transparency on the sustaina-
bility of all investments — for the benefit of investors and soci-
ety at large.

Ulla Enne

Workgroup Leader of SSF Institutional
Asset Owner Workgroup, Head
Investment Operations & Responsible
Investing, Nest Collective Foundation

Andreas Knérzer

Co-Workgroup Leader of SSF Wealth &
Asset Management Workgroup,
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11 Executive Summary

This report summarises the goals,
processes and results of a study on
meaningful ESG reporting for portfolios'.
Swiss Sustainable Finance (SSF)
commissioned Sustainserv to conduct
this study in collaboration with its
Institutional Asset Owner and its Wealth
& Asset Management workgroups.

Responding to increasing requirements

and dynamic market practice

Asset owners and asset managers? increasingly face pressure
from their stakeholders, including beneficiaries, clients, reg-
ulators, and civil society representatives, to provide transpar-
ency on the sustainability credentials of their portfolios.
Expectations include reporting on ESG performance and in
particular, climate-related risks and opportunities of invest-
ments, such as those reflected in the recommendations of the
Task Force on Climate-Related Financial Disclosures (TCFD).
In addition, current EU regulatory acts, notably the Sustaina-
ble Finance Disclosure Regulation (SFDR) with its far-reach-
ing ambitions for ESG integration in investment and retail
products, will increasingly require asset managers and asset
owners to integrate ESG factors into investment processes and
report on these activities with full transparency.

With many regulations currently being introduced or
refined, ESG transparency for portfolios is quickly gaining
international traction, including in the Swiss financial centre.
As the Swiss Federal Council has articulated its expectation
that the financial industry will develop adequate solutions,
the reporting recommendations outlined by SSF in this paper
represent a concrete contribution to meeting this expectation.
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Aiming at concise reporting recommendations

in line with “next-generation” approaches

This study provides a modern yet concise or “parsimonious?”
reporting framework, by which we mean a framework that is
focused on the essential information for the desired transpar-
ency and does not add any more than really necessary to the
already hefty reporting burden of the investment industry.
The study builds on the current reporting processes for asset
owners and asset management firms in Switzerland and
internationally, and the applied methodology includes the
following three elements:

- investigate good reporting practices,

— gather and consolidate expectations of SSF members
for reporting approaches,

- and align good practices and expectations of reporting
parties with the numerous requirements for interna-
tional reporting and transparency frameworks.

The result of this process is an economical and balanced
reporting recommendations framework that allows asset
owners and asset managers to prepare meaningful reports on
the sustainability performance of their portfolios. It differen-
tiates between experienced reporting parties that aim to adopt
a common best-practice standard and beginners looking for a
sufficiently granular entry level to reporting with moderate
effort.

1 Thisreport has aclear focus on the asset classes of listed equities and
corporate bonds. While the framework can be applied to other asset classes,
e.g. commercial real estate, with minor effort, more assessments would need
to be conducted to apply such a framework to the more complex asset
classes such as sovereign bonds and alternative investments.

2 For better legibility, we refer to asset managers and asset owners who want to
prepare and publish reports on the ESG performance of their portfolios as
“reporting parties”. They are the target group for applying this reporting
framework.

3 ‘Parsimonious’ is a term popularly used in the financial reporting and
accounting profession to characterise reports that are oriented toward what
is just necessary.
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The TCFD framework was used as a prototype of “next-gener-
ation” frameworks* that approach ESG disclosure from a sys-
temic, comprehensive view and embed numeric key perfor-
mance indicators (KPIs) in a context that allows meaningful
interpretation through the inclusion of aspects such as strat-
egy and risk management. To identify commonalities, nine
major frameworks that encompass a cross-section of finan-
cial sector requirements have been evaluated on aspects of
governance, strategy, risk management, and scenario build-
ing, as well as on targets and metrics.

Building on framework comparison, good practice
and SSF workgroup input
The identified commonalities and corresponding good prac-
tice examples were discussed in workshops conducted with
the SSF Institutional Asset Owner and the Wealth & Asset
Management workgroups. Based on this assessment, SSF
Reporting Recommendations for ESG Transparency of Portfo-
lios were systematically developed through an in-depth
research process and discussed with the SSF workgroups.
Based on this research and participation process, the
project team together with the workgroups developed the “SSF
Reporting Recommendations for ESG Transparency of Portfo-
lios” containing a Foundational-level and an Advanced-level
reporting option. In both options, entity-level information
about the asset owner or the asset manager is provided
upfront, in order to set the context for the asset-level disclo-
sures of the portfolios these organisations hold or manage.

4  “Next-generation” is a phrase that the project team has coined in line with the
suggestion of the TCFD’s authors that the TCFD blueprint might serve as a
template for sustainability disclosure on other topics and aspectsin a
manner that relates data to governance, strategy, and risk management.
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Summuarising the SSF Reporting Recommendations and
outlining next steps

Section 1.4 presents a compact overview of these two levels of
reporting recommendations that can be used as a checklist or
simple template for a report. Additional information on the
research and development work that led to these recommen-
dations is presented in Sections 2 and 3 of this report.

The next steps foreseen in the development and imple-
mentation of the “SSF Reporting Recommendations on ESG
Transparency” include pilot testing and, as needed, refining
the recommendations to make them fully suitable for broad
market application in Switzerland and beyond.
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1.2 The Challenge:

Key Frameworks and Requirements

The SSF workgroups “Institutional Asset Owners” (IAO) and
“Wealth and Asset Management” (W&AM) raised the question
of how to meaningfully report on the ESG performance and
climate risks of portfolios. This is seen as a challenge, espe-
cially against the background of mounting requirements and
expectations.

Proliferation of reporting requirements and expectations
There is broad external demand for transparency — such as
from NGOs, industry initiatives (e.g. PCAF or TCFD), or from
regulators in many jurisdictions (also see p. 5 for notes on these
abbreviations) as for instance pieces of regulation that stem
from the EU Action Plan on Sustainable Finance. Many asset
management firms and asset owners are struggling to navigate
this rapidly changing landscape. In addition to compliance
with regulation, asset management firms and asset owners are
motivated to make requirements from regulation an integral
part of their business offerings.
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Not only are there varying and diverging expectations and
requirements for ESG and, in particular, climate-related dis-
closures at the portfolio level today: fulfilling expectations
and requirements is expected to become even more difficult
in the near future. For example, PRI signatories have to report
on TCFD criteria to remain compliant with PRI requirements.
In addition, the Swiss Federal Council decided in December
2020° that the authorities are to prepare for the binding imple-
mentation of the TCFD recommendations by Swiss companies
in all sectors of the economy. The Federal Council is further
advising companies to already start applying the TCFD recom-
mendations. Interpreting these requirements as merely relat-
ing to reporting would be an oversimplification. TCFD
requires asset managers and asset owners to not only inte-
grate climate change - and increasingly also topics such as
biodiversity or water protection in the future — into their man-
agement and governance, but also to respond to it strategi-
cally and incorporate it in their risk management. TCFD is
fundamentally a management programme with a commit-
ment to transparency, and by no means just a reporting pro-
gramme.

Some key questions guiding the development of the
reporting recommendations: What is the lowest common
denominator of the various reporting requirements? What is
the economical minimum of disclosure at the level of an
investment portfolio that still meets the requirements of the
various stakeholders, initiatives, and legislators? And finally,
what would SSF recommended guidance for members regard-
ing meaningful reporting look like?

5 The Federal Council, 11.12.2020, press release: https://www.admin.ch/gov/
en/start/documentation/media-releases/media-releases-federal-council.
msg-id-81571.html
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Searching for a common denominator

To answer these questions, existing reporting requirements
that offer options to practitioners but also pose challenges
have to be evaluated in detail. In the context of increasing
expectations and requirements for ESG transparency, a large
number of frameworks and guidelines have been established
and more are emerging continuously. It is not possible to dis-
cuss all of them in detail in this report. The following existing
frameworks, which according to the Partnership for Carbon
Accounting Financials (PCAF) can be categorised into more
commitment-oriented and more performance-oriented
approaches, were selected to assess the main features they
share in the research and development project presented in
this report. They impose significant, and to a certain extent
similar, transparency requirements on asset management
firms and asset owners.

SSF Reporting Guidelines on Portfolio ESG Transparency

— TCFD (Task Force for Climate-Related Financial
Disclosures)

— SFDR/PASI (EU regulation 2019/2088 of the
European Parliament on sustainability-related
disclosures in the financial services sector
and Draft RTS (Regulatory Technical Standard)
by EBA, ESMA, and EIOPA)

— NGFS (Network for the Greening of the Financial
System)

— PRI (Principles for Responsible Investing)

— SBTFI (Science-Based Targets for Financial
Institutions)

— PACTA (Paris Agreement Capital Transition
Assessment)

— CDP (formerly Carbon Disclosure Project)

— UN Net Zero (UN-convened Net-Zero Asset
Owner Alliance)

— PCAF (Partnership for Carbon Accounting Financials)

Some frameworks, such as SASB (Sustainable Accounting
Standards Board) and GRI (previously the Global Reporting
Initiative), are deliberately omitted from this list as they are
not specifically targeted at portfolio performance measure-
ment. Figure 1 provides an overview of the above frameworks
and outlines which main content elements are addressed.
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Framework TCFD SFDR (PASI) NGFS PRI SBTFI PACTA CDP UN NET zero PCAF
Type B B B A B B B A B
High-level commitment @) @) @) @) © © @) @) @)
Governance @) @) @ @
Strategy @ @ @ ©
Risk Management @) @) @
Scenario building @ @ © ©
Target setting @ @ © @)
Metrics & performance @) @) @) @) @
Reporting requirements @ @ @) ©
The six areas of climate actions
for financial institutions
® TypeA

Commitment Seenario

Compliqnce analysis

High-level

® Type B commitment

Measuring to act

Performance

. M.ectsunng et
Reporting financed ¥
.. setting
emissions
Climate
felejile]]

Figure 1: Overview of frameworks considered, with main content
elements addressed. The graph depicts different functions
of Type A (Commitment) vs. Type B (Performance) frameworks; lines
highlight the key functions of the two types of frameworks.
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Materiality — a tale of two perspectives

There are two ways in which relevant or “material” ESG fac-
tors for companies, and thus for the portfolios, need to be
considered. This two-sided approach can be called double
materiality (see also Appendix Al) or nested materiality (see
Figure 2).

Reporting on those
sustainability matters
that create or erode
enterprise value

Filter

Already
represented
as monetary
amounts recognised
in the financial
statements

Figure 2: Comprehensive Corporate Reporting.
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Beyond ESG information, where the financial impacts on the
company are clear and recent enough to already be reflected
in financial statements (Circle 1 in Figure 2), one direction of
ESG impacts is the influence of sustainability matters on
enterprise value (Circle 2 in Figure 2). The other direction is
the impacts the company has on sustainability or on the
future prospects of people, the environment, and the econ-
omy (CircleW 3 in Figure 2). The ESG performance of compa-
nies can be understood to encompass both directions, and
like many of the frameworks assessed in this study, meaning-
ful reporting recommendations will need to contain and con-
solidate elements of both perspectives.

To various users with various objectives,

who want to understand the enterprise’s positive and
negative contributions to sustainable

development.

To users with specific interest in understanding
enterprise value.
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1.3 The Approach:
Study Methodology and Process

Identifying common
elements in
major frameworks.

Condensing findings
into meaningful
reporting requirements

Engaging with
SSF Workgroups and
Management

Figure 3: Visualisation of study methodology and process.

Three input sources characterise the research and develop-
ment method applied in this study (see Figure 3):

Summarizing
good practice

dations and are also presented in this report, as they
can act as inspiration for reporting parties.

1. Identifying common elements in major frame- Engaging with SSF Workgroups and Management.
works. Common elements, relevant for ESG The project team gathered requirements and
transparency within portfolios, were identified in suggestions for reporting principles and engaged
various major established frameworks. These in discourse and iterations with SSF Institutional
elements were considered when shaping the SSF Asset Owner and Wealth & Asset Management
recommendations, in order to ease the work of workgroups and SSF Management.
reporting parties that would additionally apply the
SSF reporting recommendations. Finally, combining the above-mentioned sources,

Sustainserv was able to condense findings into

2. Summarising good practice. The project team meaningful reporting requirements. The project

identified and summarised good ESG portfolio-re-
porting practice examples from asset management
firms, asset owners, banks, and insurance compa-
nies. These insights were helpful for drafting the
concrete elements of the SSF reporting recommen-

SSF Reporting Guidelines on Portfolio ESG Transparency

team drafted these requirements in the sense of a
concise reporting framework that provides guid-
ance for ESG reporting for portfolios owned and/or
managed by SSF members and other reporting
parties.
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1.4 The Result:

SSF Recommendations for Portfolio

ESG-Reporting

The tables below summarise the SSF ESG-Reporting Recom-
mendations developed in this project, with Table 1 providing an
overview on Foundational-level reporting and Table 2 on
Advanced-level reporting. The framework consists of two levels
of reporting. Both levels begin with Section A, which provides
disclosure of information about the asset owner’s or asset man-

Table 1: Foundational-level Reporting Recommendations

A) Information on the Asset Owner/Manager Entity

ager’s I) governance, II) strategy, III) risk management, and IV)
target setting. Section B provides the frame for disclosing met-
rics for I) E, II) S, and III) G, on all portfolio assets (where feasi-
ble). More information on the development and content of the
recommendations, as well as definitions of the terms used, can
be found in Sections 2 and 3 of this report.

B) KPIs for Portfolio Assets

1) Governance

1)  Environment

Qualitative disclosures
- s ageneral corporate sustainability policy in place®?
— lIssuch an ESG policy endorsed by portfolio managers, and if so,
is endorsement mandatory?
— Do ESG policies exist for specific asset classes?

Which of these conditions are fulfilled? (if applicable, please describe.
For example statements, see Section 3.1.1)

Quantitative disclosure
— Percentage of portfolios aligned with policy

1) Strategy

Qualitative disclosures
— lIsaclear processin place at the senior management level to determine
which major ESG developments are considered strategically relevant?
- Isthis process consensus-based and qualitative or is it already evidence-/
science-based and quantitative?

Which of these conditions are fulfilled? (if applicable, please describe.
For example statements, see Section 3.1.2)

Quantitative disclosure
— Percentage of portfolios aligned with ESG strategy.

1) Risk Management

Qualitative disclosures
— Isrisk estimated in monetary terms based on strategic assumptions,
orisitarrived at by consensus?

Is this condition fulfilled? (If yes, please describe. For example statements,
see Section 3.1.3)

Quantitative disclosure
- (None)

IV) Targets (For Foundational-level reporting, targets would
not necessarily be set.)

In addition to the elements described in Table 1 for Founda-
tional-level reporting, organisations wishing to provide fur-
ther information also aligned with the analysed frameworks
may wish to provide the details described in Table 2 under

6 Thisisin line with recommendations from SFAMA and SSF (2020, p. 4)

SSF Reporting Guidelines on Portfolio ESG Transparency

Climate
— Total portfolio scope 1&2 carbon emissions
— Carbon tracking error (qualitative)

1) Social

Human Rights
— Recognition of human rights by investee companies through dedicated
policies

Employee Matters
- Employee turnover and/or absenteeism

) Corporate Governance

Proactive Positioning
— Board gender diversity

Compliance
— Exposure to controversial weapons

Advanced-level reporting. On the advanced level, you see that
many of the entity-level additional elements are based on sce-
nario-level analysis. On the portfolio level, a limited number
of additional KPIs are selected.

Summary and Key Take-Aways 9



Table 2: Advanced-level Reporting Recommendations

A) Information on the Asset Owner/Manager Entity

B) KPIs for Portfolio Assets

) Governance

1)  Environment

Qualitative disclosures
- Do checks and balances exist between an oversight body (e.g. ESG Board),
Management and portfolio management concerning ESG issues?
- Issuch a process employed for outside-in and inside-out topics’?
- Isthe portfolio governance (e.g. investment committee) aligned with the
entity’s governance process?

Which of these conditions are fulfilled? (if applicable, please describe.
For example statements, see Section 3.1.1)

Quantitative disclosure
— Percentage of portfolios aligned with policy.
— Percentage of assets under management subject to ESG governance
(including institutional mandates).

1) Strategy

Qualitative disclosures
— Are scenarios utilised which provide quantified, evidential assumptions
about consequences for the business?
— Arethese scenarios used to identify strategic items through interpretation
or mathematical calculation?

Which of these conditions are fulfilled? (if applicable, please describe.
For example statements, see Section 3.1.2)

Quantitative disclosure
- Percentage of portfolios that are aligned with ESG strategy.
— Percentage of portfolios whose strategies are directly linked to scenarios
or scenario-based goals.

1) Risk Management

Qualitative disclosures
— Are scenario-based models and calculations integrated into all relevant
risk categories across the entire organisation and all portfolios?
- Do full risk measures (e.g. maximum ESG drawdown, etc.) exist for a
significant proportion of assets under management or of portfolios?”

Are these conditions fulfilled? (If yes, please describe. For example statements,
see Section 3.1.3)

Quantitative disclosure
— Percentage of assets under management, or number of portfolios,
for which quantitative risk measurement exists (e.g. maximum ESG
drawdown, etc.).

IV) Targets

Qualitative disclosures
— Are scenario-based models and calculations integrated into relevant ESG
categories across the entire organisation and all portfolios?
- Aretargets (absolute or relative) defined for select metrics? Are these
targets included in the report?

Which of these conditions are fulfilled? (If applicable, please describe.
For example statements, see Section 3.1.4)

Quantitative disclosure
— Which targets are set in absolute values?
— Which targets are set in relative values?

SSF Reporting Guidelines on Portfolio ESG Transparency

Climate
— Total portfolio scope 1&2 carbon emissions
— Weighted average scope 3 carbon emissions
— Carbon tracking error (quantitative)

Energy
— Total portfolio energy consumption

Water
— Total portfolio water consumption

1) Social

Human Rights
— Recognition of human rights by investee companies through
dedicated policies
— Number of severe human rights incidents

Employee Matters
- Employee turnover and/or absenteeism
— Accidents and fatality rate

1) Corporate Governance

Proactive Positioning
- Board gender diversity (PWOMAN)

Compliance
— Exposure to controversial weapons
— Recognition of obligation to fight bribery and corruption through
anti-bribery and anti-corruption policies

Financial and Governance Foundations
— Remuneration policy in place and public

7 Incorporate communication, outside-in is often referred to as issues
management (i.e. which ESG issues exist outside the organisation and require/
allow action by the organisation), while inside-out topics are referred to as
agenda setting (i.e. which ESG issues do we consider important/do we want to
use for positioning our company).
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21 Main Commonalities Between Established
Frameworks and Standards

Key inputs into the development work of
the SSF Reporting Recommendations
were commonailities between major
established frameworks relevant for ESG
transparency of portfolios. This section
lists key features of such frameworks and
defines key take-aways that shape the

development of the SSF recommendations.

SSF Reporting Guidelines on Portfolio ESG Transparency

The goal was not to integrate all requirements contained in
these frameworks into the SSF recommendations, but rather to
take inspiration from what most often is mentioned in those
frameworks in order to build upon the knowledge of meaning-
ful and feasible disclosures. Also, it can be expected that some
reporting parties that want to apply the SSF Reporting Recom-
mendations also want (or need) to apply some of these other
frameworks. Aligning the SSF recommendations with these to
a certain degree will therefore ease the reporting burden.

This section presents common features between the
frameworks listed in Section 1.2 with respect to requirements
the project team considered characteristic of next-generation
reporting, namely:

— governance, (Table 3)

— strategy, (Table 4)

— risk management, including scenario building,
(Table 5 & 6)

— and target setting. (Table 7)

Key commonalities found are summarised at the end of this
section and were used as inspiration for entity-level reporting
recommendations.

In addition, major frameworks were analysed for their
asset-level based KPI content, with the results summarised in
Appendix As. This overview of commonly considered ESG
metrics was then used as input and inspiration for the portfo-
lio-level related metrics in the SSF Reporting Recommenda-
tions discussed in Section 3.2.
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211 Governance

Table 3: Key aspects on governance in the frameworks from Figure 1

Framework

TCFD

SFDR (PASI)*

NGFS

PRI

Purpose of inclusion of
governance-related
aspects in reporting

Understand the role an
organization’s board
playsin overseeing
climate-related issues as
well as management’s
role in assessing and
managing those issues.
Aim: support evaluations
of whether material
climate-related issues
receive appropriate
board and management
attention; provide context
for the financial and
operational results
achieved.

Assessment of good
governance practices
forms an integral part of
financial products falling
under Article 8 or Article 9
of that Regulation and
should be considered as a
prerequisite for
promoting environmen-
tal or social characteris-
tics, or for pursuing a
sustainable investment
objective.

Climate-related risks as a
source of financial risk
call on central banks and
supervisors to start
integrating climate-
related risks into
micro-supervision and
financial stability
monitoring.

Understand an
organization’s
overarching approach to
responsible investment
(i.e. governance,
responsible investment
policy, objectives and
targets, resources
allocated to responsible
investment, and
approach to collabora-
tion on responsible
investment and public
policy-related issues) and
the incorporation of ESG
issues into asset
allocation.

Main disclosures outlined
by frameworks

Board: Describe the
board’s oversight of
climate-related risks and
opportunities, including
processes and frequency
of information about
climate-related issues,
whether climate-related
issues are considered
when reviewing strategy,
policies, etc., setting
performance objectives,
and how the board
oversees progress against
goals and targets.

Management: Describe
management’s role in
assessing and managing
climate-related issues
including e.g. whether the
organization has
assigned climate-related
responsibilities to
management-level
positions or committees
and the reporting line, the
associated organizational
structure, processes by
which management is
informed and monitors
climate-related issues

A short description of the
policy to assess good
governance practices of
the investee companies.

Disclose adverse
sustainability impacts on
entity level and provide
information on related
policies (remuneration,
integration of sustainabil-
ity risk, engagement etc.).

Describe the policies of
the financial market
participant regarding the
assessment process to
identify and prioritize
principal adverse impacts
on sustainability factors,
of the indicators used,
and of how those policies
are maintained and
applied, including date of
approval, allocation of
responsibility for the
implementation of
policies, a description of
methodologies etc.

Disclose integration of
climate-related risks
into prudential
supervision when engag-
ing with companies to:

- ensure that climate-
related risks are
understood and
discussed at board
level, considered in risk
management and
investment decisions,
and embedded into
firms’ strategy; and

- ensure the identification,

analysis, and, as
applicable, manage-
ment and reporting
of climate-related
financial risks.

Board Oversight
(same as TCFD)

Management roles

and responsibilities
(same as TCFD)

Internal and/or external
roles used by the
organization, and how
responsibilities are
executed with regards to
Rl or climate-related
issues.

Policies

Outline how the
organization sets out to
achieve its mission.
Investment principles &
strategy, interpretation of
fiduciary duties (or
equivalent), and
consideration of ESG
factors and real economy
impact

Remuneration

Indicate whether the
organization’s perfor-
mance management
and/or personal
development processes
have responsible
investment elements.

SSF Reporting Guidelines on Portfolio ESG Transparency
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21.2 Strategy

Table 4: Key aspects on strategy in the frameworks from Figure 1

Framework

TCFD

SFDR (PASI)

NGFS

PRI

CDP

Purpose of
inclusion of
strategy-related
aspectsin
reporting

- Understand how
climate-related issues
affect the strategy and
financial planning over
the short, medium,
and long term to
inform expectations
about the future
performance.

Show how products
meet characteristics or
objectives and how

the investment strategy

isimplemented in the
investment process
on a continuous basis
to increase transpar-
ency for end-inves-
tors.

- Establish a fundamen-
tal strategy based on
motivation and a
rationale to develop
sustainability policies
and implementation
measures accordingly,
as well as to build the
basis to evaluate and
report on progress
toward achieving the
objectives.

— Embed comprehensive
consideration of all
long-term trends
affecting the portfolios
and understand how
to operate as efficiently
as possible for the
benefit of the
stakeholders as well
as to build the basis
forinvestment
decisions.

— Understand the impact
of climate-related risks
and opportunities and
the resilience of
the business strategy.

- Refersto TCFD

Main disclosures
outlined by
frameworks
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Identification — describe

- climate-related risks
and opportunities
identified over the
short, medium, and
long term and the
process to determine
those risks.

Impactand
integration — describe

- impact of climate-
related risks and
opportunities on the
business, strategy,
and financial planning
(incl. products and
services, supply chain,
adaptation and mitiga-
tion activities,
investmentin R&D, and
operations.)

- How climate-related
risks and opportuni-
ties and the transition
to lower-carbon
economy are factored
into relevant
investment strategies
or products.

Resilience - describe

- Resilience of the
strategy, taking into
consideration
different climate-
related scenarios,
(2°C or lower scenario,
where strategies
may be affected by
climate-related risks/
opportunities,
the climate-related
scenarios and
associated time
horizon(s) considered.)

Impact and Integration

A description of the
type of investment
strategy used to
attain the environ-
mental or social
characteristics
promoted by the
financial product, the
binding elements of
that strategy to select
the investments to
attain each of those
characteristics, and
how the strategy is
implemented in the
investment process on
a continuous basis.

Indicate the reduction
of the scope of
investments due to the
application of the
strategy.

Impact and Integration

— Disclose integration of
climate-related risks
into prudential
supervision when
engaging with compa-
nies to:

- ensure that climate-
related risks are
understood and
discussed at board
level, considered in
risk management
and investment
decisions, and
embedded into firms’
strategy; and

- ensure the
identification,
analysis, and, as
applicable,
management and
reporting of
climate-related
financial risks.

— Disclose investing
strategy (negative
screening, best-in-
class, ESG integration,
impactinvesting,
voting and engage-
ment).

Impactand
Integration — describe

— Key elements,
variations, or
exceptions to the
investment policy that
covers the responsible
investment approach;
strategy aspects ESG
factors, real economy
influence, time
horizon, integration of
sustainability
preferences of
beneficiaries and
clients.

- Describe how and over
what time frame the
management of
climate-related risks
and opportunities is
incorporated into the
strategy (including
evaluating impact of
climate-related risks).

— Describe of a climate
change sensitive or
climate change
integrated asset
allocation strategy.
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Impactand
Integration — describe

- Impactof climate-
related risks and
opportunities on the
business, strategy,
and financial
planning, and how this
impact has influenced
the strategy (e.g.
products and services).

— Why and how
climate-related
scenarios inform
strategy.

- How climate-related
issues are considered
in the policy
framework and in
which policies such
issues are integrated

— Exclusion policies
related to industries
and/or activities
exposed or contribut-
ing to climate-related
risks.

- Towhat extent
climate-related issues
are considered in the
external asset
manager selection
process.



2.1.3 Risk Management (including scenario building)

Table 5: Key aspects on risk-management in the frameworks from Figure 1

Framework

TCFD

SFDR (PASI)

PRI (refers to TCFD)

CDP (refers to TCFD)

Recommended
information on
identification and
assessment of risks

Describe processes for
identifying and assessing
climate-related risks incl.
determining the relative
significance of climate-
related risks in relation to
other risks and considering
regulatory requirements
related to climate change.

Disclose how all relevant
sustainability risks (seen in
PASI as including climate
change, resource depletion,
environmental degradation,
and social issues) that
might have a relevant
negative material impact
on the financial return

are being assessed.

Describe of the processes
used for assessing the
potential size and scope of
identified climate-related
risks.

Disclose investment risks and
opportunities that arise as
aresult of long-term trends.
Indicate whether transition
and physical climate-related
risks and opportunities are
identified and factored into
the investment strategies
and products, within the
organization’s investment
time horizon.

Disclose how the short-,
medium- and long-term time
horizons are defined.
Describe how substantive
financial or strategic
impacts are defined.
Describe which risk types are
considered in the climate-
related risk assessments (e.g.
regulation, physical, etc.).
Disclose how the portfolio’s
exposure to climate-related
risks and opportunities

is assessed.

Disclose how the portfolio’s
exposure to water-related
risks and opportunities is
assessed.

Disclose how the portfolio’s
exposure to forests-related
risks and opportunities is
assessed.

Describe the risks and
opportunities identified with
the potential to have a
substantive financial or
strategic impact on the
business.

Information on risk
management

Describe processes for
managing climate-related
risks, including how to make
decisions to mitigate, transfer,
accept, or control and
prioritize climate-related risk.
Disclose how the positioning
of the total portfolio is
considered with respect to the
transition to a lower-carbon
energy supply, production,
and use, as well as how
material climate-related risks
are managed for each
product or investment
strategy.

Disclose engagement
activity with investee
companies to encourage
better disclosure and
practices related to
climate-related risks to
improve data and the ability
to assess climate-related
risks including how they
identify and assess material
climate-related risks for

each product or investment
strategy, as well as the
resources and tools used in
the process.

Disclose activities and tools
to manage climate-related
risks and opportunities.
Disclose how decisions to
mitigate, transfer, accept,
and/or control climate-
related risks are made in
managing processes.
Disclose the construction
of portfolios due to ESG
integration, i.e. underweight-
ing or overweighting certain
sectors due to ESG risk.

Describe how climate-
related information from
clients/investees are
requested as part of the due
diligence and/or risk
assessment practices.

Description of
integration into
overall risk
management

Describe how processes
for identifying, assessing,
and managing climate-
related risks are integrated
into the overall risk
management.
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Disclose specific information
on approaches to the
integration of sustainability
risks and the consideration
of adverse sustainability
impact.

Describe how the processes
for identifying, assessing, and
managing climate-

related risks are integrated
into overall risk management
systems, as well as the
likelihood and impact of those
risks.

Indicate the integration of
TCFD recommendations
within investment risk
identification and assessment
processes.

Disclose the significance of
climate-related risks in
relation to other risks
determined and consideration
of regulatory requirements
related to climate change.
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Table 6 Key aspects on scenario building (with links to strategy and risk management) in the frameworks from Figure 1

Framework

TCFD

NGFS

PRI

SBTFI

PACTA

Description of purpose

and use of scenario
building

Scenario building
considered as
strategic planning
tool (part of the
TCFD strategy
module) to inform
the organization’s
strategy and
financial planning.

Scenarios provide
quantitative
climate-related
risk analysis to size
the risks across the
financial system.

Scenario building
(part of the PRI
strategy and
climate change
module) helps
identify where the
concentrations of
risk are likely to be
and how they may
affect the
performance of
investment

portfolios over time.

Enable financial
institutions to align
with low-carbon
economy, identify
and capitalize on
opportunities,
mitigate climate
risks, and increase
competitiveness by
gaining insights
into the transfor-
mation.

Financial
institutions are
expected to align
their portfolio
scope 1+2
temperature score
with a minimum well
below 2°C scenario,
and in addition align
their portfolio to a
minimum 2°C
scenario for the
scope 1+2+3 portion
by 2040.

Help investors
implement TCFD
and comply with
relevant regula-
tions.

Enable alignment of
portfolios with
various climate
scenarios and with
the Paris
Agreement.

Measure the
alignment of
financial portfolios
with2°C
decarbonization
pathways (to see
alignment with a
2°C trajectory).

Requirementsin
scenario building

A description of the
resilience of the
organization’s
strategy, taking into
account different
climate-related
scenarios, including
a2°C or lower
scenario.

Recommend use of
consistent and
comparable set of
data-driven
scenarios
encompassing a
range of different
plausible future
states of the world
(‘what-if’
methodological
framework).

Indication of why
and which scenario
analysis is
conducted
(including
description of the
scenario analysis).

Emission scenario
should be plausible,
responsible,
objective,
consistent, and
aligned with a
specific tempera-
ture goal (1.5°C or
well below 2°C of
global warming).

Recommended tools
for scenario building

Guidance and a set
of reference
scenarios (“orderly”
vs. “disorderly” vs.
“hot house world”).
Climate scenario
assumptions
include factors such
as atmospheric
concentration of
greenhouse gases,
socioeconomic con-
text, technological
evolution, climate
policies, consumer
preferences, and
climate impacts.

Model to assess
2°C alignment that
aggregates global
forward-looking
asset-level data
(physical assets
such as power
plants, oil and gas
fields, produced
cars, coal mines) of
(parent) compa-
nies.
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214 Target Setting

Table 7: Key aspects on targets in the frameworks from Figure 1

Framework TCFD NGFS SBTi CDP PACTA

Role of targets in Reporting/ — Encourages - Target-setting tool - Reporting/ No target-setting

respective frame- Disclosure (no financial sector Disclosure tool or reporting

works specific tool) institutions to — Credit points are requirement.
disclose in line with awarded

TCFD (= see left)

Level of ambition Not specified - SeeTCFD - Scope 1+2 target: - Extra points if Measures the
Well below 2 C or science based alignment of
better (WB2C or 1.5C) financial portfolios

- Scope 1+2+3 target: with 2 C decarboni-
2 Cor better zation pathways
(climate compati-
bility test).

Scope of targets Key climate-related — SeeTCFD - Scope1+2+3 - Scope1,2,3 N/A

targets e.g. - Scope 3: All

GHG emissions financial institutions

Water usage must set targets on

Energy usage their portfolio
(exceeds scope of
scope 3 Standard of
the GHG Protocol
for the “Invest-
ments” category).

Target types Absolute and — SeeTCFD — Absolute and — Absolute or intensity N/A

intensity targets intensity targets. targets
May include - Targets must cover - Progressto be
efficiency or aminimum of 5 reported
financial goals, yearsand a
financial loss maximum of 15
tolerances years from
Also avoided GHG submission.
emissions - Progress must be
Net revenue goals reported yearly (via
for products and sustainability
services designed report, CDP, or
for a lower-carbon other).
economy.
Includes financial No additional - SeeTCFD — Allfinancial Green Finance Target: N/A

sector specific target
suggestion/Options

guidance for asset
owners and asset
managers.

institutions must set
targets on their
portfolio.

Phase-out of coal
investments target
required.

Scope Tand 2:
Absolute
Contraction or SDA
for buildings.

RE100 Target
accepted for

scope 2.

Note, Scope 1and 2
emissions the Fl has
control over must be
included in these
scopes.

Investments in
green bonds
Amount of green
debtinstruments
Green finance
raised and
facilitated

SSF Reporting Guidelines on Portfolio ESG Transparency
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21.5 Conclusions from framework
comparison

The following main key take-aways (KTA) from the
framework comparisons shaped the development of the SSF
Reporting Recommendations:

KTA No. 1 — Governance: Asset managers’ and asset
owners’ ESG reports should explain the interaction between
how ESG is governed at the entity level and at the level of the
portfolio. We refer to this as “efficiency of ESG governance.”

This includes, first, showing how the company is man-
aged in relation to ESG issues, what the responsibilities of the
board and senior management are in this regard, and how this
translates into key policies. Secondly, it shows how key poli-
cies affect the scope of portfolio management. The latter is
important because governance at the corporate level that is
not linked to portfolio management risks being perceived as
lacking integrity (saying one thing, doing another).

KTA No. 2 — Strategy: Essentially, reporting parties
should illustrate in their reports the interaction between ESG
integration into the firm’s strategy and ESG strategy defini-
tion, execution, and dissemination to the portfolio level. We
dub this “ESG integration efficiency.”

Managing an enterprise (entity) vs. managing a portfolio
entails different levels of granularity and strategy enforce-
ment. Often a corporate ESG strategy is more abstract and less
concrete in its goals than a portfolio strategy. Only if the cor-
porate strategy and the portfolio strategy are in sync, in terms
of direction but also in terms of the degree of concreteness,
can there be real ESG integration. Concrete items to consider
at the entity level include linking ESG considerations to finan-
cial planning, and at the portfolio level to investment strategy,
exclusion, or asset manager selection.

KTA No. 3 — Risk Management and Scenarios: Risk man-
agement links to strategy, which is the function measuring
risk and opportunity against actual performance. ESG risk is
not a risk class of its own; rather, ESG must be reflected in
every risk class that the company tracks and measures.®

8 Anexample of how ESG needs to be integrated with risk management is the
following: “The existing legal requirements, as specified in MaRisk 2, MaGo 3,
KAMaRisk 4, for example, must be observed in all cases, i.e. all material risks
must be identified, evaluated, monitored, managed and communicated.
Sustainability risks affect the known risk types. BaFin expects the supervised
companies to ensure that sustainability risks are also addressed, and to
document this.” (Guidance Notice on Dealing with Sustainability Risks by the
German BaFin)
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ESG can pose risks to reputation as well as to assets, customer
relationships, or liquidity. ESG is not a specific type of occur-
rence, but a qualitative aspect of issues that can have signifi-
cant negative or positive impacts in a variety of ways.

Identifying and integrating ESG issues fully into overall
risk management and using scenarios that can be qualitative
or data-driven descriptions of plausible future business envi-
ronments to test the resilience of strategy and risk manage-
ment, make it possible to identify and manage longer-term
ESG risks.

KTA No. 4 — Target Setting: Goals are desired states or
results, typically of a qualitative nature. Metrics, most often
performance indicators, quantitatively measure states or pro-
gress against goals. Targets, finally, translate qualitative goals
into desired achievements in terms of metrics’ values. Goals
are typically set at entity level, targets mostly at the level of
portfolios®. Such targets can be expressed in absolute or rela-
tive (intensity) terms. And they can take the form of degree of
alignment of the organisation’s or the portfolio’s trajectory
with externally defined scenarios or pathways.

Commitment to quantitative targets is an important indi-
cation of serious, credible ESG initiatives. Not so much because
of the truism that you can only manage what you measure.
Rather, because it is a critical ingredient of a strategy’s real
impact within the organisation if it commits to being held
accountable to the transparent goals and targets it has set.

9 Ineveryday life, goals and targets are often neither semantically nor
conceptually clearly distinguished from each other. An example will explain
the concepts: the goal for an asset owner could be to reduce his carbon
footprint, generally and across all portfolios. At the target level, the asset
owner sets a target of -25% for his own assets under management or for
portfolios outsourced to third parties. The metrics in terms of which the target
is expressed can be defined as CO2 emissions Scope 1&2.
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2.2 Good Practice Examples

The framework comparison described in the previous chapter
is instructive when comparing the key take-aways from that
overview to real-life examples. To provide structure to good
practice examples, we use the formal outline of next-genera-
tion frameworks such as TCFD - namely, the building blocks
of governance, strategy, risk management, and metrics and
targets. In addition to TCFD applications, we have found good
practices in the implementation of many reports, as well as
examples that offer a high degree of transparency. We have
looked at various documents and sources in our research. Our
sources included sustainability and ESG reports, TCFD
reports, websites, research reports, handbooks, and other
documentation.

Sustainable investing, and how it translates into an
asset owner’s or asset manager’s strategy, is not only a techni-
cal issue but also a narrative, a story to be told. Many asset
managers and asset owners that report on ESG portfolio per-
formance introduce the topic of sustainable investing by dis-
cussing why it is considered essential, and how the topic is
managed within the reporting organisation. In fact, there is a
good case for helping report users, including beneficiaries or
non-professional, individual investors to understand the
many different ways of thinking about sustainable investing
and the rationale behind the reporter’s strategy. For broad seg-
ments of the population, sustainable investing is an extremely
complex subject area with its own complicated language. We
cannot assume users of reports and similar portfolio disclo-
sures have detailed knowledge of investment forms and the
challenges they pose, even if the reader of the report shares
the conviction in the benefits of sustainable investing. For
example, in the case of the professional investor basic
assumptions, such as, those made in climate scenarios, can-
not always be understood without further explanation.
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For these reasons, we have included examples of reports with
prose-style, tabular and graphical information. These types of
presentations serve specific purposes, and SSF members seek-
ing to draw conclusions or “inspiration” from the examples
presented are encouraged to mix the different formats to
improve legibility and conciseness. Also, we would like to
point out that some of the sample presentations of informa-
tion are helpful instruments for furthering the discussion
internally. We have added rationales for selecting the specific
examples.

There are many good reporting practices at many com-
panies in the financial industry, and this report includes a
diverse selection from both Switzerland and other countries.
We have also sought a mix of large and mid-sized asset man-
agement companies and asset owners (including insurance
companies). This point is particularly important, because
exemplary reporting is not exclusively dependent on access to
resources. The examples of good practices listed below are
certainly not an exhaustive list. If a company is not among the
good practice examples, this does not imply its standard of
reporting is below average.
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2.21 Governance

The rationale behind closely linking governance with ESG is
the belief that ESG should be embedded in the “company’s
DNA” and subject to appropriate senior management control
and governance oversight, similar to other significant strate-
gicissues.

The senior management, of asset management and
asset owner firms, is responsible for adhering to ESG princi-
ples and ensuring that all business activities are in line with
the firm’s strategy, through policies, directives and workflow
design. Otherwise, ESG will not be relevant to management
and hence will not inform processes or measure individual
performance. Governance oversight needs to ensure that ESG
factors are appropriately integrated into corporate strategy
and its execution.

Even among experienced asset managers, ESG offerings
have grown organically over the years and have not always
been strategically managed. In this case, ESG factors are some-
times only minimally integrated into governance and strategy
compared to how they should be according to TCFD guidelines.

Key issues related to governance and ESG include:

— Does senior management care about ESG aspects?

— Is senior management involved and does it
supervise compliance?

— Is there an ESG policy and is it anchored in the
standard operating procedures (SOPs)?

— Is senior management compensation linked to ESG
performance?

— Does portfolio management report to senior
management and is there a direct link between
portfolio management and policy?

Governance can be broken down into a simple formula: How do
sustainability and ESG issues move from the external environ-
ment into the organisation, and how are they addressed once
there? A good way to illustrate this is to use graphs with so-called
“chain-of-commands”, as depicted in our good practice example
1, and with descriptions of the development and status of ESG
governance, as exemplified in our good practice example 2.

SSF Reporting Guidelines on Portfolio ESG Transparency
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Good practice example 1

AXA

Rationale for selection

This graphic is an adapted version from
AXA. However, this type of organisa-
tional chart is typical of many company
reports. The purpose of the diagram is
to provide a simple illustration of all the
bodies involved in governance. It is
important that all relevant bodies
involved in governance are listedand
that their composition and reporting
lines are shown. The phrasing “or

2020 equivalent” in the chart is intended to
Climate report: Global indicate that the committees may well
renewed action in e .
a time of crisis Asset Manager have differing names and different

configurations, but what is important is
that their central task is fulfilled within
the company.

==
‘

2 - s A 3

] A l A8 A
o =t SR

Groupe Investment Commitee

Body Connecting to Corporate

i Responsible Investment Commitee
Responsibility P

- Orequivalent
“—> - Function, typically define RI “«—>
strategy or similar
— Chairman, members, composi-
tion, reporting line

- Or equivalent

- Function, typically define RI
strategy or similar

— Chairman, members, composi-
tion, reporting line

ESG Bodies RI Center of Expertise

- Or functional bodies - Orequivalent bodies Investment

- Function, typically define RI > - Function, typically define RI &—>  Management
strategy or similar strategy or similar Division

— Chairman, members, composi-
tion, reporting line

— Chairman, members, composi-
tion, reporting line

Connection to Local Investment

Functions

— Or equivalent bodies

— Function, typically define RI —
strategy or similar

— Chairman, members, composi-
tion, reporting line

Figure 4: AXA Group.
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Responsible
Investment Report
d

Rationale for selection
Swiss Life delivers a “story”
in lively colours of how ESG
is embedded in the organisa-
tion’s governance. While
organisation charts provide
concise depictions, they fail
to explain the evolution.
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Good practice example 2

SwissLife

Switzerland
Asset Owner & Asset Manager

()

We want to achieve the incorporation of ESG factors into the day-to-day processes
of all our teams, from portfolio to fund, and risk to sales management. By encourag-
ing and supporting our teams to ramp up ESG expertise in all areas of our business,
we aim to bridge the gap between business knowledge and ESG expertise. To initiate
this, an ESG ambassadors programme was launched. We appointed employees
from various business areas to receive special training and education in the area of
sustainability. For example, as part of their annual personal targets, ESG ambassa-
dors take responsibility for applying and developing our approach to responsible
investment in their area of business. Targeted events throughout the year help to
build an ESG community that exchanges knowledge and encourages progression.
Additionally, several external and internal trainings are conducted for ESG ambas-
sadors. As such, all portfolio managers requiring substantial understanding of
responsible investment are trained on ESG data management. In 2019, for example,
18.6% of all employees of Swiss Life Asset Managers underwent training on the topic
of ESG. We are confident that the numbers will increase in the future.

(.)

Figure 5: Swiss Life
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2.2.2 Strategy

Many asset managers and asset owners have already adopted the
TCFD requirements in their reporting. These requirements include
the following key questions regarding strategy and ESG aspects:

— Are ESG factors integrated into the company’s
strategic process so that the company is managed
through meaningful, realistic, and specific (i.e.
quantitative, monetised, financially linked)
targets?

— How are strategic elements transferred from the
entity level to the portfolio level?

As the good practice examples 3, 4 and 5 show, the Sustainable
Development Goals (SDGs) of the United Nations play an important
role in the strategic work of asset managers and asset owners as
either a way to reconcile the objectives of investments with over-
arching and socially anchored goals, or to provide appropriate
accountability in reporting, in which assets under management
are thematically categorised.
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Ensuring that the assets in the portfolio are aligned with the asset
owners’ or asset managers’ strategy can be supported by corporate
engagement activities. While investing according to SDGs or gen-
eral aspects, such as climate mitigation, refers to a topical or the-
matic strategy, engagement or a specific investment style (e.g. ESG
integration, or exclusion) refers to an influencing strategy. Good
practice example 6 from de Pury Pictet Turrettini shows how
engagement activities can be concisely and transparently dis-
closed while example 7 from State Street Global Advisors provides
a materiality matrix that depicts the process of assigning priority
to a range of topics. Example 8, finally, from Swiss Re has been
chosen because of its reference to opportunities. While most com-
panies follow the obvious path to identify risks, Swiss Re sets a
focus on the other side of the “equation” and concentrates on
opportunities.
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Vontobel

Impact report
2019

nd

Vontobel Fund - Clean Technology

Rationale for selection

The application of the SDGs
to investment strategies is on
the rise. SDGs represent
relatively simple but power-
ful criteria for a strategy that
seeks to integrate ESG
aspects. Our three examples
- Vontobel’s and APG’s
graphical representations,
and NEST’s elaboration -
show that general alignment
to the highly regarded SDGs
does allow strategic variabil-
ity to be maintained.
Moreover, while the SDGs
lend themselves as strategic
goals, they can also be
replaced by other goals, e.g.
environmental goals, as
included in the EU taxon-
omy, investment themes e.g.
“regenerative energy”, or
“water” (or see the good
practice example 7 below
from SSgA). No matter what
goals an asset manager or
asset owner sets strategi-
cally, it is the weight, i.e.
assets under management
invested in a goal, that is the
crucial aspect in the strategy.
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Figure 6: APG

Good practice example 3 and 4

Vontobel

Switzerland
Asset Owner & Asset Manager

APG
Netherlands
Asset owner

Figure 7: Vontobel
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Wahre Nachhaltigkeit
im Anlageportfolio?

Rationale for selection

This description from an
asset owner is a good
illustration that a sound
allocation strategy based on
SDGs is entirely feasible.
Moreover, the approach
shows in a relatively “pure”
way how sustainability goals
can be implemented,
without a complex analytical
process.
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Good practice example b

NEST Collective Foundation

Switzerland
Asset owner

How can sustainability be measured in the portfolio?

[Among others NEST applies] SDGs 13, 14 and 15 from the “Sustainable Develop-
ment Goals (SDGs) Impact Reporting” for Nest’s equity portfolio. This reporting
takes into account all positive as well as negative contributions (impacts) of the
business activities of all companies in Nest’s portfolio as well as those of a global
benchmark, in this case the MSCI World Index. These business activities were
assigned to the individual SDGs, weighted according to their share of sales. The
entire value chains were considered, including contributions from procurement, use
and disposal.

This sustainability reporting compares the Nest portfolio with the benchmark index,
which can be understood as a reflection of the global economy. Thus, it not only
shows that Nest has a more sustainable portfolio, but also that the economy still has
a long way to go before it is truly sustainable. Specifically, the negative impacts
outweigh the positives by a factor of three for the benchmark index. Among other
things, the analysis shows that today’s global economy is still heavily based on fossil
fuels. Put simply, as long as something is produced and the products and services
are used and consumed by consumers, this has an impact on the climate as well as
life on land and underwater. In this regard, it should be noted that the SDGs are
primarily directed at states and do not specify hierarchies of goals. However, despite
the conflicting goals, an analysis of all SDGs can serve as a framework for investors
to become aware of the overall impact of investment portfolios. For example, this
highlights the limitation of positive contributions from a listed equity portfolio. Listed
global corporations can contribute positively to one SDG while negatively impacting
another.

Figure 8: NEST
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For readers who require
more details, PPT offers
granular voting results
at the level of individual
portfolio companies.

A chart displaying voting
trends complements the
prose information.
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Good practice example 6

de Pury Pictet
Turrettini (PPT)

Switzerland
Asset Manager

()

Rationale for selection

Rationale for selection: PPT provides
an overview of their voting strategy,
including rationale, in a clear and
concise manner.

Of the total 730 votes that we cast in 2019, 5.6% were against management recom-
mendations. The information obtained from voting continues to sharpen our insight
into the governance, management and financial structure of each company.

We opposed at least one item at 52% of our companies which is a mark of how

seriously we take our role as active shareholders. The vast majority of our portfolio

companies do not however present controversial governance issues. We opposed
none or only one item at 79% of our portfolio companies.

()

Figure 9: the Cadmos fund family of PPT
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Rationale for selection

In this graphic, SSgA shows
their strategic alignment
with the SASB and the TCFD
frameworks, and how their
ESG strategy focuses on
stakeholder relevance and
business relevance/impact in
a simple 2x2 materiality
matrix illustration. Apart
from an easy-to-understand
2x2 representation, the
graphic shows that strategic
considerations lead to
themes (e.g. reflected by the
SDGs) that give the strategy
resilience, traceability and
accountability.

SSF Reporting Guidelines

Good practice example 7

State Street Global Advisors (SSgA)

United States/Globall
Asset Manager

Figure 10: State Street Global Advisors
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Rationale for selection
SwissRe is taking a bold
approach by linking its
strategy directly to cli-
mate-related opportunities
-a unique selling point
compared to other reports
that focus mainly on
climate-related risks.

In the future, reporting
approaches that follow
next-generation frameworks
that look at both risks and
opportunities will require
asset managers to make
assumptions about, and
report on, how they can
benefit from issues such as
biodiversity or the circular
economy. This approach
already anticipates such
requirements to some
extent.

Most notable about this
section is that SwissRe
published it not in a TCFD
or sustainability report,

but in their annual financial
report.

Good practice example 8

SwissRe

Switzerland
Insurance company

Climate-related opportunities

Climate change does not just create risks, but also presents new opportunities.
Developing corresponding products and services is a core part of our Group
Sustainability Strategy, 2030 Sustainability Ambitions and Climate Action Plan.
With our offerings, we pursue two different but complementary objectives: adapting
to the effects of climate change and supporting the transition to a low-carbon
economy.

Opportunities related to physical risks in our re/insurance business

Since most of our re/insurance contracts are renewed on an annual basis, we can
offer our clients effective natural catastrophe protection that can help them cope
with current climate risks. The same applies to our weather insurance solutions.In
addition, we undertake special efforts to help expand re/insurance protection by
focusing on non-traditional clients (in particular from the public sector), underdevel-
oped markets and innovative risk transfer instruments. (...)

Opportunities related to transition risks in our re/insurance business

While Swiss Re is active in all types of renewable energy re/insurance, over the years
we have become a recognised lead market for offshore wind risks. More than five
years ago, Swiss Re Corporate Solutions established a Centre of Competence for
Wind Power and through this focused investment, we have built up and refined the
technical expertise required to understand and manage these risks. For example, (...)

Opportunities for our investments

We expect to experience, particularly over the longer term, an improved risk/return
relationship in our investment portfolio as part of our consistent and broad-based
integration of environmental, social and governance (ESG) criteria along the
investment process. We address sustainability risks such as climate change to make
the portfolio more resilient against financial market shocks. This is of crucial
importance as such risk factors are not yet fully reflected in current market valua-
tions.

~_ 7

SSF Reporting Guidelines
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Of the opportunities, three
are listed specifically. Real
estate is used here as an
example.

SSF Reporting Guidelines

Real estate

Our real estate investment portfolio comprises commercial and residential buildings
with a total market value of USD 2.7 billion as of 31 December 2019. These are
predominantly located in Switzerland, the US, Germany, Australia, the UK, and
Central and Eastern Europe. As ESG criteria are considered a key pillar of long-term
sustainable value creation, we incorporate them into decision-making throughout
the whole operating model, including external investment manager due diligence.
New property investments are evaluated from an ESG perspective, which includes
both a property’s current and potential future status as it relates to energy effi-
ciency, public transport connectivity, use of sustainable materials, occupier
well-being and community engagement. Ongoing business plan execution and asset
management of properties already in the portfolio always incorporate different
ways to improve ESG characteristics, as economically and financially sensible.

For investment real estate in Switzerland, we apply the following sustainability
criteria: analysis of energy sources as a percentage of market value and MINERGIE®
certifications. MINERGIE® is a Swiss sustainability label for new and refurbished
buildings. By the end of 2019, the combined value of our MINERGIE®-certified
buildings reached USD 0.4 billion, or 23% of our Swiss portfolio of direct real estate
investments by value, which corresponds to a gross floor area of 82 497 m2. The
Swiss portfolio is gradually shifting away from fossil fuels as a heating source to
either renewable energy (14%) or district heating (15%). Whenever this is not
possible, gas (49%) is considered as an alternative, given its smaller carbon foot-
print compared to oil (19%).

Figure 11: SwissRe
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2.2.83 Risk Management including
scendrio use

Research into the reporting practices of asset management
firms and asset owners shows that even organisations open to
the requirements of the TCFD take very different approaches to
answering the demands of risk management. In its purest
form, the TCFD requires companies not only to integrate ESG
aspects into their enterprise-wide risk management (a require-
ment that was already laid down in a leaflet by the German mar-
ket regulator BaFin in 2019), but also, specifically, to anchor the
strategy to scenarios as a concrete manner to address ESG risks.
This approach forces users to apply evidence-based methods
and to record their basic assumptions.

In addition, in-depth analysis usually requires the eval-
uation of an optimistic and a pessimistic scenario to identify
extreme outcomes. Scenario analyses usually require an
increase in resources (internally or externally purchased) -
not least because scenarios have to be maintained due to
changing variables. This is the core of new frameworks like
the TCFD: When scenarios need to be adapted, the strategies
of asset managers, asset owners, banks, and insurance com-
panies have to be adapted as well.

10 The Task Force on Climate-related Financial Disclosures, “Technical
Supplement - The Use of Scenario Analysis in Disclosure of Climate-Related
Risks and Opportunities”, July 2017, p. 29

SSF Reporting Guidelines on Portfolio ESG Transparency

Before calculating scenarios, risks have to be specified. Good
practice example 10 shows how axa manages risk governance,
the detection and agenda-setting of risks, while PGGM, in
example 11, takes the reader by the hand and describes the
link between climate change and its risk management opera-
tions.

The TCFD recommends that “organizations just begin-
ning to use scenario analysis may choose to start with quali-
tative scenario narratives or storylines to help management
explore the potential range of climate change implications for
the organization”.” A simple table overview of the steps
involved when starting to use scenarios is depicted in the
good practice example 9 below.

The TCFD does not specify whether scenarios belong to
the stage of strategy definition or are rather an essential risk
management tool. In fact, no company can define strategies
without thinking through and calculating the consequences
of these strategies. At the same time, scenarios can only be
reasonably defined if the variables that are contrasted in the
scenarios are appropriately identified. The table in Good Prac-
tice Example 12 is ideally suited for the purpose of identifying
variables that describe risks but could also be included in the
section on strategy. It can be seen as the output of an internal
company discussion on risks, and as such does not necessar-
ily need to be published.

Building on External and Workgroup Inputs 30



Good practice example 9

TCFD

Technical Supplement “The Use of Scenario Analysis in
Disclosure of Climate-Related Risks and Opportunities”

Final Report

Recommendations of
the Task Force
on Climate-related

Financial Disclosures

1. Ensure governance is in place: Integrate scenario analysis into strategic planning and/or enterprise risk
management processes.

2. Assess materiality 3. What scenarios 4. Evaluate the 5. Use the results to

Rationale for selection

This example is a blueprint
based on a suggestion from
TCFD. It shows that getting
started with scenarios starts
with defining assumptions
and finding narratives that
are plausible and concise (in
order to share with manage-
ment). The example shows
that an asset manager or
asset owner does not have to
start with complex scenarios
from the scientific domain
but can work their way there
by starting with “heuristic”
scenarios. But even with
heuristic scenarios, it is
crucial that assumptions are
plausible and well-reasoned.

SSF Reporting Guidelines

of ESG-related risks
in the portfolio.
What are the
currentand
anticipated
portfolio exposures
to ESG-related risks
and opportunities?
Do these have the
potential to be
material in the
future?

6. Document and disclose

Figure 10: TCFD

and narratives are
appropriate given
the exposures?
Consider input
parameters
assumptions, and

analytical choices.

What reference
scenario(s) should
be used?

potential effects on
the investees’ or
assets’ strategic or
financial position in
the portfolio under
each of the defined
scenarios. ldentify
key sensitivities.

identify applicable,
realistic investment
decisions to
manage the
identified risks and
opportunities.
What adjustments
to asset allocation
would be needed?
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. 2020
Climate report:
renewed action in
a time of crisis

5 P

i .Jﬁ[

Rationale for selection

AXA coherently explains the
background for the use of
scenarios, their origin and
the limits of their forecasting
power.

SSF Reporting Guidelines

Good practice example 10 Rationale for selection
The use of scenarios is likely to be a

AXA novelty not only for many companies,

Global but also for investors. With this passage,

Insurance Company & Asset Manager AXA effectively provides ‘investor
education’.

What is a climate scenario?

A climate scenario is a forecast of the future based on projecting several variables,
such as greenhouse gas emissions, cost and assimilation of technology, economic
growth, demographics, use of ‘carbon sinks’ (e.g. Carbon Capture & Storage).
Delete two outcomes such as how much temperatures will rise and what does level
of global warming will result in for the environment, society and the economy.

Scenarios often used by investors and companies are developed by the IPCC and
the International Energy Agency. There are other scenarios developed by non-gov-
ernmental organizations such as Green Peace, academics such as Potsdam
Institute, commercial data provider such as Bloomberg and energy players such as
BP, Royal Dutch Shell and Equinor. Oil & gas companies within the energy sector
including BP, Royal Dutch Shell and Equinor, have also developed scenarios which
are generally close to the IEA scenarios.

Scenarios are a necessary simplification of real life which only focus on key varia-
bles and cannot integrate adequately changes which can be surprising, unexpected
or disruptive. Most climate scenarios assume a future world in which the main
economic parameters — GDP growth rates, demographics, political control - are
close to the ones we experience now, which is questionable. The current Covid crisis
shows change can be deep and abrupt indeed.

Most below 2°C’ scenarios however require a rapid and radical shift in the energy
supply and demand, such as a sharp decrease in fossil fuels, with coal and oil being
squeezed out while gas remains in use. Renewable energy (wind, solar and biomass)
increase significantly, and nuclear usually remains a key part of the future energy
mix. But they may remain elusive on social conditions, relative costs and technologi-
cal developments to achieve such energy mix shifts. This is why Integrated Assess-
ment Models are needed.

Figure 13: AXA Group.
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Rationale for selection
PGGM describes the long
path from recognising the
necessity for the asset owner
to deal with climate-related
risks and opportunities up to
the definition of climate
scenarios. PGGM achieves
this in a factual way that is
didactically effective, since
for many non-professional
readers, climate change is
challenging to explain
adequately.

Graphical information to
support the explanation in
prose.

SSF Reporting Guidelines

Good practice example 11

PGGM

Netherlands
Asset owner

()

We identified the risks and opportunities inherent in climate change and the energy
transition for various components of the portfolio on the basis of scenarios (Figure
1). The scenarios vary along the policy and technology axes, which represent the key
uncertainties over the time horizon used (15 years). These factors may reinforce
each other or may move in opposite directions. In the most favourable scenario
(Green Growth), effective and coordinated government policy (particularly the
pricing of CO 2 and other greenhouse gases) and rapid technological breakthroughs
(for example relating to battery technologies) create a positive spiral, which limits
the earth’s warming to a maximum of 2°C by the end of this century, in line with the
goals of the Paris Climate Agreement. In an unfavourable scenario (Divided Pollut-
ers), policy is fragmented internationally or regionally, and new technological
breakthroughs fail to materialise, as a result of which the earth’s warming may have
risen by up to 4°C or even more by the end of the century. The scenarios Restrained
Policy and Government Action fall in between these scenarios; policy and technol-
ogy act in opposing directions here. All of these outcomes are still feasible; as
investor we must provide due consideration to multiple outcomes. Table 1 summa-
rises the effects of these scenarios on portfolio components.

()

Figure 14: PGGM
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Good practice example 12

AP2

Sweden
Asset owner

AP2’s climate report
based on TCFD’s
recommendations

Rationale for selection

The table refers to TCFD
Overview (Booklet) p. 13 and
is used to derive climate-
related risks and opportuni-
ties. The table was adapted
from AP2. It can be recom-
mended as a blueprint for
any company considering
TCFD reporting, even if the
purpose is not to publish it,
but to facilitate discussion
inside the company.

SSF Reporting Guidelines

Transition risks

Policy and legal

- Increased pricing of GHG
emissions

— Enhanced emissions-
reporting obligations

— Mandates on and regulation
of existing products and
services

— Exposure to litigation

Technology

— Substitution of existing
products and services with
lower emissions options

- Unsuccessful investmentin
new technologies

- Costs to transition to lower
emissions technology

Market

- Changing customer
behavior

- Uncertainty in market
signals

- Increased cost of raw
materials

Reputation

- Shiftsin consumer
preferences

- Stigmatization of sector

- Increased stakeholder
concern or negative
stakeholder feedback

Figure 12: AP2

Potential financial impacts on
assets/investee companies

— Increased operating costs
(e.g. higher compliance
costs, increased insurance
premiums)

— Wirite-offs, asset impair-
ment, and early retirement
of existing assets due to
policy changes

- Increased costs and/or
reduced demand for
products and services
resulting from fines and
judgments

—  Write-offs and early
retirement of existing assets

- Reduced demand for
products and services

— Research and development
(R&D) expenditures in new
and alternative technologies

— Capital investments in
technology development

- Coststo adopt/deploy new
practices and processes

— Reduced demand for goods
and services due to shiftin
consumer preferences

— Increased production costs
due to changing input prices
(e.g. energy, water) and
output requirements
(e.g. waste treatment)

— Abrupt and unexpected
shifts in energy costs

— Change in revenue mix and
sources, resulting in
decreased revenues

- Re-pricing of assets (e.g. fossil
fuel reserves, land valuations,
securities valuations)

Reduced revenue from

decreased:

- demand for goods/services

- production capacity (e.g.
delayed planning approvals,
supply chain interruptions)

— negative impacts on
workforce management and
planning (e.g. employee
attraction and retention)

Potential financial impact
for XYZ

Higher price for carbon dioxide,
climate regulations and reporting
are generally speaking financially
positive for XYZ as a universal
owner. If the cost of carbon
dioxide is internalized, this results
in a more effective market.

The challenge for XYZ lies in
identifying which classes of
asset/sectors/companies are
winners and losers, respectively,
as the regulatory requirements
increase.

The rate of transition is decisive
for the financial valuation of the
fossil fuel reserves and the
companies that have assets that
are dependent on fossil energy
for their products/services.

The challenge for XYZ lies in
assessing which technologies
will succeed and at what rate
and how new technologies will
affect classes of asset, sectors,
companies and securities.

Technological and market risks
and opportunities are linked. The
transition will involve changes
among consumers and they may
both depend on changesin
preferences and/or technologi-
cal changes.

The challenge is the same as for
technological risks.

Companies can create
increased shareholder value by
reinforcing their brand. Itis
important that companies/
funds in the XYZ portfolio do not
violate conventions and
guidelines that Sweden has
signed up to.

For XYZ, itis important to
manage the pension assetsin a
way that maintains or reinforces
the public’s confidence in the
pension system.
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2.2.4 Metrics & Targets

If anything, a paradoxical picture prevails in performance
reporting today: On the one hand, there are a multitude of KPIs
that can be reported; on the other, the quality of reporting
often has room for improvement. Considering that certain
KPIs of investees, such as Carbon Emissions Scope 1 and 2,
have to be aggregated in a stock portfolio to capture the carbon
emissions of the portfolio, it becomes clear that the quality of
many data points can be influenced by asset managers or asset
owners only to a limited extent. But they still have an obliga-
tion to their stakeholders to deliver more than mere estimates.
With the taxonomy regulation of the European Commission,
this situation can be expected to worsen even further, accord-
ing to experts. The decisive factor will be whether and how
quickly intermediaries will emerge to close the gap between
performance-relevant and factually available data.

The outline of metrics reported by companies including
asset managers and owners to date shows a wide range, from a few
KPIs with high relevance and materiality to SASB-compliant gran-
ular reporting formats, such as in the form of tables with periodic
comparisons (much like financial performance data). However,
data does not necessarily have to be reported in granular form. Our
good practice examples 13 to 15 show that tabular presentations are
helpful tools that save effort, while enforcing clear targets, KPIs,
and - as can be seen in example 14 from Kempen Asset Manage-
ment and example 15 from Vontobel — benchmarks. This goes
hand in hand with an extraordinarily high degree of transparency.

SSF Reporting Guidelines on Portfolio ESG Transparency

Building on External and Workgroup Inputs
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Responsible
Investment Report

Rationale for selection
This particular example
manages to convey more
information than a simple
list or table by structuring
the performance highlights
into the three pillars of ESG
that the company has
defined for itself.

SSF Reporting Guidelines

Good practice example 13

SwissLife

Switzerland
Asset Owner & Asset Manager

Executive summary

Swiss Life Asset Managers’ responsible investment in eight figures.
Clustered based on the three pillars of our ESG concept.

FIDUCIARY DUTY

90% A+ 12

90% of all assets A+ accredited in the As of August 2020,

under management are Strategy and Governance 12 FTEs are fully
in scope of ESG module of PRI dedicated to ESG,
integration strategy incl. 50 amabssadors

INTERGENERATIONAL RESPONSIBILITY

CHF 0 CHF 2 bn

CHF 0 are invested in CHF 2 bn are to be
companies deriving more invested in green bonds

than 10% of their reve- by 2023

nue from thermal coal

ACTIVE STEWARDSHIP

15

In 2019, we have initiated

9%

In 9% of all votable

15 ESG engagements*
among our infrastructure

AGM agenda items,

we did not follow the ma-

assets nagement’s proposition

Figure 16: SwissLife
Source: Responsible Investing Report 2020, p. 8.

9 out of 12

9 out of 12 submitted
real estate vehicles
were Green Star-
rated by GRESB
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Annual
Stewardship
and Responsible
Investment
Report

2019

n Kempen

@

This good practice example
which has been adapted
from the Kempen report
shows a creative implemen-
tation of an approach made
popular by next-generation
frameworks, most notably
the TCFD, that has also been
used in the draft Regulatory
Technical Standard (RTS) for
Principal Adverse Sustaina-
bility Impacts (PASI) as
proposed by EBA, ESMA, and
EIOPA. This approach
calculates carbon intensity,
for example, through ratios
of carbon against items such
as capital invested, by
normalising carbon effects
through calculation against
the investee’s value in the
portfolio, or by eliminating
size effects by normalising
against investees’ revenues.

SSF Reporting Guidelines

Good practice example 14

Kempen

International
Asset Manager

This simple spreadsheet is an effective
and uncomplicated presentation format
for smaller organisations. It shows the
comparison between the fund manag-
er’'s own performance and the bench-
mark in a simple way and can also be
used for KPIs other than carbon

emissions.

Carbon Footprint Breakdown for Each Internally Managed XYZ Fund

Carbon

emissions
per million

XYZ (LUX) Euro Credit Fund

XYZ (LUX) Euro Credit Fund Plus

XYZ (LUX) Euro Sustainable Credit Fund
XYZ European High Yield Fund

XYZ Euro Government Fund

XYZ (LUX) European High Dividend Fund

()

Figure 17: Kempen

invested

tCO2¢ /
Million
EUREV

114

135

126

263

37

199

Carbon

emissions
per million
invested

tCOqe /
Million
EUREV

compared to
benchmark
Lower

Lower

Lower

Higher

Lower

Higher

Weighted
average
carbon
intensity

tCO2e /
Million
EUR Revenue

94
230
209
312

35

308

Carbon
intensity
compared to
benchmark
Lower
Higher
Lower
Higher
Lower

Higher
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Vontobel

7. 7

Rationale for selection

The holdings within this
example from Vontobel AM
have been anonymised in
order to illustrate its versatil-
ity for different purposes

(i.e. different asset classes

or KPIs). Like example 14, it is
an effective presentation
table, albeit slightly more
detailed than the example
derived from Kepmen.
While the left side shows a
concise list of KPIs for ESG
compared to its correspond-
ing index performance, the
right side presents the top 10
holdings of the portfolio
compared to the correspond-
ing index.

SSF Reporting Guidelines

Good practice example 15

Vontobel

International
Asset Manager

Metrics (Portfolio Weighted)

Portfolio Securities
Index Coverage by weight

Governance

Combined CEO/Chair

Multiple classes of voting stock
Has classified (staggered board)

Provision of whistleblower protection

Social
Senior responsibility — data privacy/security
Major layoffs (2017)

Environmental

Carbon intensity (t CO2e/$1 M sales)

Carbon emissions (t CO2e/$1 M invested)

Water withdrawal intensity (cubic meters/$ 1 M sales)

Exposure to water stress

ESG Ratings (Agency ABC) of Largest Holdings

XYZ Asset class — Top 10 Holdings
Stock A
Stock B
Stock C
Stock D
Stock E
Stock F
Stock G
Stock H
Stock |
Stock J

Index - Top 10 Holdings
Stock G
Stock K
Stock M
Stock Z
Stock D
Stock E
Stock R
Stock N
Stock B
Stock V

Figure 18: Vontobel

XYZ Asset class

50
99%

16%
24%
78%
11%

67%
0%

80
26
1093
1.8%

Weight (%)

5.5
47
4.1
3.8
3.7
3.5
3.3
3.2
3.0
27

u.7
4.4
1.0
3.4
1.9
15
1.3
1.0
1.0
0.9

Index Asset class

1193
99%

22%
21%
87%
10%

61%
5%

341
317
4055
5.5%

ESG Rating
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2.3 Participatory Development of Criteria

and Requirements

The “Institutional Asset Owners” (IAO) and “Wealth and Asset
Management” (W&AM) workgroups of SSF deal with the ques-
tion of how to overcome barriers to the further adoption of
sustainable investment practices in the market. This includes
working on meaningful reporting recommendations con-
cerning ESG performance and climate risks of investment
portfolios that meet the needs of, and are manageable for,
market participants.

Such an SSF reporting approach is meant to help practi-
tioners overcome challenges of increasing reporting require-
ments and expectations, including those of the TCFD, and
turn them into opportunities for market positioning and
meaningful transparency.

Over the course of many meetings, the asset owner and
asset manager workgroups agreed on clear requirements for a
reporting framework based on established frameworks and
good practice examples of current reporting by asset owners
and asset managers. On this basis, criteria, structure, and con-
tent of SSF Reporting Recommendations for ESG performance
of portfolios were developed. The SSF Reporting Recommen-
dations presented in this report are the outcome of this par-
ticipatory process.

SSF Reporting Guidelines on Portfolio ESG Transparency

2.3.1 Entity-level ESG capability
disclosures provide context for
asset-level ESG metrics

In the workshop discussions, a consensus prevailed that the
TCFD requirements are not only one of the major challenges
for both asset owners and asset managers, but also that they
represent a meaningful, new generation of management and
reporting requirements (see also Appendix A2). This approach
goes beyond a collection of isolated KPIs by embedding met-
rics in a context that shows the approach and capabilities of
the organisation to define and manage relevant ESG issues.

For this reason, it was decided that the SSF Reporting
Recommendations would be a combination of some context
information for the entity that holds or manages the portfolio,
with more numerical performance information for the assets
in that portfolio. As the managing entity is a single organisa-
tion, and the portfolio is typically composed of assets related
to a large number of underlying assets, the bulk of the recom-
mended reporting content is composed of portfolio KPI dis-
closures augmented with some focused, contextual entity
information. This is in line with SSF workgroup recommenda-
tions concerning the balance of SSF recommended reporting
in two dimensions: entity-level and portfolio-level disclo-
sures (with emphasis on the latter) and KPI, as well as process
disclosures (with emphasis on the former). This approach
adds an important quality to ESG performance reporting that
is designed to support communication between asset owners
and asset managers.

This approach allows asset owners to assess whether the
asset managers they work with are well-positioned to achieve
and sustain good ESG performance in the future. Similarly, it
enables asset managers to communicate not only past perfor-
mance but also future-oriented capabilities to their clients,
who then can make better-informed investment decisions.

Building on External and Workgroup Inputs 39



2.3.2 Broadening the TCFD blueprint

for all ESG topics and deepening
it to the portfolio level

Using the TCFD Recommendations as a structural blueprint
for such an approach makes it is necessary to augment them
in three regards.

First, while the TCFD was developed with a focus
on climate issues, an extension to ESG issues more
broadly is needed. Figure 19 shows how the
original eleven recommendations by the TCFD
(see Appendix A2) could be extended to ESG
aspects more broadly.

Second, the organisation-level disclosures recom-
mended under the TCFD need to be complemented
by information on how this entity-level govern-
ance, strategy, risk management and metrics, and
targets interlink with corresponding issues on

the portfolio level. The entity capabilities need to
be considered as context for portfolio management
capabilities, as shown in Figure 20.

And third, while the TCFD framework was devel-
oped mainly to understand and communicate
financial disclosures related to climate change
(impacts of sustainability issues on economic
value) augmenting TCFD reporting metrics with
content from other major current frameworks
implies that reporting on the reverse direction of
ESG impacts (impacts of companies’ economic
activities on sustainable development) should be
included. Thus, an augmented TCFD-type approach
will address both directions of nested or double
materiality (see Section 1.2 and Appendix A1).

SSF Reporting Guidelines on Portfolio ESG Transparency

Building on External and Workgroup Inputs
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Step 1 Organization —>  Investment Portfolio

Step 2 Climate-related Risks —>  ESG-related Risks and Opportunities

portfolio’s portfolio man- portfolio
agement’s

G- slimate G- shimate G- shimate

Strategy Disclose the actual and potential Describe the re- Describe the impact of Describe the resilience of the
impacts of -related lated risks and opportunities - < related risks and strategy,
risks and opportunities on the — opportunities on t taking into consideration different

i has identified over the — climate-related scenarios, includ-

————————— short, medium, and long term nesses, strategy, and financial ing a 2°C or lower scenario.

L

-
- where such information planning.
is material.

Risk Disclose how Describe the ri Describe how processes for iden-
Management the Gi ization identifies, orga icii's processes i processes for tifying, assessing, and managing
assesses, and manages for identifying and assessing managing climate related climate related risks are
te-related risks. te related risks. risks. integrated into the
organization’s overall
Or: risk management.
If governed by organization’s
ESG policy i.e., refer to policy and
describe how policy is enforced in
fund management.

Metrics and Disclose the metrics and targets Disclose the metrics used by the Describe the targets used by

Targets used to assess and manage rel- organization to assess chi ~ the organization to manage
evant ¢ related risks mate related risks and opportu- o climate related risks and
and opportunities where such nities in line with its strategy and H isks. opportunities and performance
information is material risk management process. against targets.

Figure 19: This figure illustrates how the TCFD framework needs to be
adapted to reflect broader ESG topics instead of just climate change.
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Strategy

The actual and potential impacts of climate-related
risks and opportunities on the organization’s
businesses, strategy and financial planning

Risk Management
The processes used by the organization to identify,
assess and manage climate-related risks

The metrics and targets used to assess and manage
relevant climate-related risks and opportunities

Figure 20: Adaptations from TCFD entity-related
disclosures to portfolio-related disclosures.

SSF Reporting Guidelines on Portfolio ESG Transparency

Strategy

Risk
Management

Metrics and
Targets

Organizational level

Identification of risks and opportunities
for the organization as a whole

Identification, assessment and management
of risks for the entire organization

Organizational metrics for entire organization
as deplyed by management

Level of investment vehicle

Identification of risks and opportunities
for investment vehicle

Identification and assessment of risks within
the vehicle

Investment-specific metrics as deployed
by investment management
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2.3.3 Setting Priorities within
Next-Generation Framework
Requirements

Using the TCFD as a prototype of next-generation transpar-
ency frameworks, the Institutional Asset Owner and Wealth &
Asset Management workgroups each identified which of the
11 TCFD recommendations (see Figure 35) are most important
from their perspective and specified whether they are easy or
difficult to implement. The factors for which both groups
came to the same conclusion (see Appendix A3), were taken as
the starting point to decide which of the TCFD recommenda-
tions should be incorporated in the development of the SSF
Reporting Recommendations. Focusing on these areas of
shared assessment between the groups is expected to contrib-
ute to the recommendations being meaningful for both asset
owners and asset managers, thus enhancing their potential to
be used in an aggregated form in communications between
the two groups of actors.

Figure 21 shows the results from the workgroup discus-
sions on which next-generation content at the entity level
would be most meaningful to include in the SSF Reporting
Recommendations. For Foundational-level reporting, the four
categories of the recommended framework are designated by

Structural elements of SSF Reportig Recommendations

four check marks in light blue, whereas for Advanced-level
reporting they are designated by seven check marks in dark
blue. The check marks indicate which of the respective ele-
ments are considered suitable for reporting within the respec-
tive SSF Reporting Recommendations levels (for information
how those elements were prioritised in the workshop process
with the SSF workgroups, see Appendix A3). For example, con-
cerning strategy it is recommended that at Foundational level
(beginner) the reporting party reports which risks and oppor-
tunities have been identified, while at Advanced level the
reporting party also includes the results of calculating differ-
ent scenarios. The implicit assumption here is that a Founda-
tional-level reporting party does not yet calculate scenarios,
but rather proceeds heuristically, while an Advanced-level
reporting party performs scenario analyses for the identifica-
tion of risks and opportunities.

In the following section, these priority areas are taken as
the starting point for the entity-level elements of the SSF
Reporting Recommendations.

Advanced

ESG-reporting Comments for possible inclusion

Governance and management
The organization’s governance and management around ESG-related risks
and opportunities

Disclose the role of (corporate and) portfolio management in assessing
and managing ESG-related issues

Is there an ESG policy and if so is it mandatory
@ : 2
for portfolio managment to apply?

Strategy
The actual and potential impacts of ESG-related risks and opportunities
on the organization’s businesses, strategy, and financial planning

Disclose the resilience of the portfolio’s investment strategy, taking into
consideration different climate or broader ESG-related scenarios

Risk Management
The processes used by the organization to identify, assess, and manage
ESG-related risks

Describe the organization’s processes for managing ESG-related risks
(e.g. scenario analysis, portfolio carbon footprint, etc.)

Are there ESG risk guidelines and if so is it
@ ) o
mandatory for portfolio management to apply

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

@ Is this also applied at the portfolio level

Metrics and Targets
The metrics and targets used to assess and manage relevant ESG-related risks
and opportunities

Disclose the metrics used by the organization to assess portfolio ESG-related

risks and opportunities in line with its strategy and risk management process @

Describe the targets used by the organization to manage ESG-related risks @

and opportunities and performance against targets

Figure 21: Preconditions for a next-generation adaptation to the portfolio level: the

entity-related elements of a reporting that provide the context for portfolio reporting.
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2.3.4 Overview of Fundamental

Requirements

In addition to agreeing that the SSF Reporting Recommenda-
tions should encompass significant parts of TCFD require-
ments, the workgroup members suggested that the recom-
mendations could be structured in phases that users could
implement step by step. For example, in a first phase a reporter
would identify ESG responsibilities and in a later phase add

resilience reporting.

The three main design requirements for the SSF Reporting
Recommendations framework emerging from the workgroup
sessions are presented in Figure 22.

O

Fit-for-future, adaptive structure

The project team and the workgroup members agreed

on an adaptive, next-generation structure, such as exemplified
by TCFD (i.e., rules and recommendations for governance,
strategic anchoring, risk management, and metrics and goals).

Applicable for starter and advanced users

The reporting framework will include a Foundational and an
Advanced Level to accomodate different levels of knowledge and
existing practices among the users. The levels are cumulative:

The Advanced level includes the Foundational level in order to have
a de facto lowest-commondenominator.

Economical and reduced to the essentials

Finally, the framework will meet the mandate of concise or
“parsimonious” reporting through a manageable number of KPls,
the selection of which will be based on connections between

the financial, intellectual, and governance foundations and natural
capital inputs and outputs, as well as financial capital.

Figure 22: The three main design requirements
of the Reporting Recommendation framework.

SSF Reporting Guidelines on Portfolio ESG Transparency

Building on External and Workgroup Inputs

4y



03

Developing

the SSF

Reporting
Recommendations

SSF Reporting Guidelines on Portfolio ESG Transparency Developing the SSF Reporting Recommendations



3.1

The following section provides detailed
examples of how the information on

an entity level can be conveyed for both
Foundational- and Advanced-level
reporting.

The SSF Reporting Recommendations developed through the
process outlined in the previous section have been summa-
rised in Section 1.4.

They come in two levels, Foundational and Advanced,
and consist of entity-level disclosures of the asset manager or
asset owner reporting, and portfolio-level metrics on the
assets in the respective portfolio.

The entity-level reporting content is meant to give a
meaningful context to the portfolio metrics and to show how
the entity ensures that ESG aspects of the portfolio are man-
aged appropriately. This entity-level content follows the key
overlaps concerning governance, strategy, and risk manage-
ment between the frameworks and standards analysed by the
project team.

In determining these reporting recommendations, the
project team also took inspiration from the good practice
examples studied. This involved developing “mock-up” sam-
ple disclosures that would fulfill the recommended qualita-
tive entity-level reporting requirements. The following sec-
tion presents these sample disclosures in the sense of an
inspiration to reporting parties of how the recommendations
could be fulfilled in a concrete manner. Based on these exam-
ples, reporting parties can develop their own approaches for
similar information that reflects their practice.

SSF Reporting Guidelines on Portfolio ESG Transparency

lllustrative Examples of Entity-level Content

311 Governance

Foundational-level reporting:

The SSF Reporting Recommendations concerning governance
specify that at the Foundational level, reporting parties dis-
close whether they have a general ESG policy in place, whether
such a policy is endorsed by portfolio managers voluntarily or
on a mandatory basis, and whether asset-class-specific ESG
policies are established.

lllustrative example

“Senior management has defined a process for identifying
ESG-related issues. If issues brought to senior management’s
attention are significant and material, senior management
will make decisions on immediate steps, for example, exclu-
sion of companies linked to issues etc.

We have ESG policies in place at the corporate level.
These policies are binding for portfolio management. The pol-
icies address climate change and human rights. The core prin-
ciple is that we mitigate risks related to climate change and
human rights from our policies as much as possible. Portfolio
managers are obliged to sign off on these policies. 100% of our
portfolios are aligned with policies.”

Advanced-level reporting:

At the Advanced level, recommended reporting would include
disclosing whether a sophisticated process of checks and bal-
ances between a group ESG Board (or a similar body), senior
management and portfolio management is employed. With
such a process, agenda setting (“inside-out”: which ESG issues
do we consider important/do we want to use for positioning
our company?), and issues management (“outside-in”: which
ESG issues exist outside the organisation and require/allow
action by the organisation?) can be accomplished.

lllustrative example

“It is the duty of the ESG board to define policies for the entire
organisation that allow for disaggregation to portfolio man-
agement. Portfolio managers report ESG issues and ongoing
dynamics of ESG aspects to the ESG board so that they can
liaise with senior management. The ESG board oversees the
alignment of portfolios with the ESG strategy of the company.
Product development and investment methods are constantly
checked for suitability against a growing ESG database.”
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3.1.2 Strategy

Foundational-level reporting:

At the Foundational level, disclosure recommendations con-
cerning strategy are based on the expectation that for typical
Foundational-level reporting parties, consensus-based (rather
than evidence-based) strategic assumptions are considered,
and that those assumptions are generated by or signed off by
senior management, without necessarily quantitative and/or
science-based underpinnings.

lllustrative sample:

“Senior management sets the strategic goals for the firm fol-
lowing a process of building assumptions. The ESG strategy of
each portfolio is in line with the overall corporate ESG strat-
egy. Portfolio managers have discretion to interpret the corpo-
rate ESG strategy. XX% of all our portfolios (or AuM) are
aligned with the corporate ESG strategy.”

Advanced-level reporting:

At the advanced level, it would be expected that for many
reporting parties, scenarios underpin the strategic item defi-
nition. Scenarios are built and run in order to produce quan-
tified and fact-based assumptions about the future. These
assumptions then become input to either interpretative pro-
cedures for identifying strategic items (“judgment”), or they
form the base for mathematically derived strategic items
(“calculation”).

lllustrative sample:

“Strategy setting, including ESG strategy, is a corporate-wide
process. Senior management, the strategy department, portfo-
lio management, and group sustainability jointly work on sce-
narios. The scenarios are fixed by way of resolution or by vir-
tue of their scientific evidence. The ESG strategy is implemented
in a holistic approach by examining the exposure of each port-
folio to the scenarios built. Strategies of scenarios may vary
according to their exposure to climate scenarios. Portfolio
managers are obliged to steer their investment in line with
their specific ESG targets against the corporate overall ESG
targets. Strategic goals as well as scenarios are reviewed and
rebalanced every six months or as and when required.”
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3.1.3 Risk Management
(including scenario building)

Foundational-level reporting:

At the Foundational level, disclosure would entail whether
risk is estimated in monetary terms based on strategic
assumptions arrived at by consensus, or by systematic meth-
ods (e.g. by rules, models, or calculatory methods).

lllustrative sample:

“We deploy an integrated strategy process that also encom-
passes ESG risks. The process is driven by the consensus of sen-
ior management on expectable risk levels. Based on this con-
sensus we build estimates for expected risk.”

Advanced-level reporting:

At the Advanced level, however, it would be expected to dis-
close whether there is full integration of scenario-based mod-
els and calculations into all relevant risk categories across the
entire organisation and all its portfolios. This information
would be supported by the related quantitative disclosure on
the percentage of assets under management or number of
portfolios for which full risk measurement (e.g. maximum
ESG drawdown) exist.

lllustrative sample:

“We have integrated ESG-related risks into all risk categories
(i.e. credit risk/default risk, market price risk, liquidity risk,
operational risk, strategic risk, and reputation risk). Our risk
assessment based on scenarios allows us to tackle risks and
opportunities for different climate scenarios. Portfolios are
aligned with risk calculations so that we can measure risks
and opportunities including effects of different climate scenar-
ios at the level of portfolios.”
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314 Targets™

Foundational-level reporting:

While targets developed through a strategic and reasoned pro-
cess are very valuable as a context for past and intended future
performance, setting meaningful ESG targets needs some
maturity of the organisation. For this reason, in the SSF
Reporting Recommendations parties following the Founda-
tional level would most likely focus on qualitative goals that
indicate a rough direction and a minimum level of ambition,
but are not monitored through quantitative indicators.

lllustrative sample:

“It is our goal to increase the share of green investments by 25%
by the year YYYY. By YYYY, we will have completely with-
drawn as an asset manager from investments in fossil fuels.”

Advanced-level reporting:

Since it can be assumed that at the Advanced level govern-
ance, strategy, and risk management are already calibrated to
ESG aspects via a quantitative infrastructure (i.e. methods,
data processing, scenarios), reporting parties pursuing the
Advanced level would disclose such models and calculations.
In addition, it would be expected that Advanced-level report-
ing parties disclose whether targets (absolute or relative) are
defined for selected metrics, and whether these targets are met.

lllustrative sample:

“We measure the exposure of our portfolios to carbon and have
set a goal for the carbon tracking error of > 10% (i.e. we aim to
be better than the benchmark for each of our portfolios by 10%
or more).”

n

There is a complicated relationship between goals, metrics and targets.
Goals are usually desired states or results, typically described qualitatively.
Metrics are performance indicators by which states or progress are
measured in relation to the goal. Metrics by definition have a quantitative
format. Targets describe how well results from the goals have been achieved,
typically in quantitative form. Goals are more often defined at the level of
entities than at the level of portfolios, while targets are more likely to be found
atthe level of portfolios.

Practically, goals and targets are often neither semantically nor conceptually
clearly distinguishable from each other. An example will explain the concepts:
the goal for an asset owner could be to reduce his carbon footprint, generally
and across all portfolios. At the target level, the asset owner sets a target of
-25% for his own assets under management or for portfolios outsourced to
third parties. Metrics are defined as CO2 emissions Scope 1&2.

While targets can change from year to year and over time, other metrics can
be added to the metric to contribute to the goal ‘reduction of carbon
footprint’. The goal does not change over time.
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3.2 Metrics at the Portfolio Asset Level

3.2.1 Structural features and approach
for KPI selection

In line with the next-generation reporting approach chosen
for this project, the SSF Reporting Recommendations comple-
ment the entity-level disclosures discussed in the preceding
section with the disclosure of metrics at the level of the port-
folio assets. Selecting such ESG Key Performance Indicators
(KPIs) can take place in a variety of ways. The KPIs proposed
for inclusion in the SSF Reporting Recommendations for ESG
transparency of portfolios have been mainly curated from
portfolio/metric-level disclosures included in the established
frameworks listed in Section 1.2, augmented with a small
number of SFF-unique KPIs (such as Carbon Tracking Error).

SSF Reporting Guidelines on Portfolio ESG Transparency

Selecting a small number of meaningful KPIs from the large
number of metrics included in major frameworks and guide-
lines (we compiled almost 100 such KPIs for consideration -
see Appendix As) is challenging. In order to provide a struc-
tured approach and ensure a meaningful rationale that avoids
arbitrary selections, the project team:

— First organised KPIs from established frameworks
and additional metrics suggested by the SSF
workgroups into layered overviews concerning E
(environmental), S (social), and G (governance)
topics, respectively.

— Ineach of these overviews, the team distinguished
input- and output-related KPIs for this particular
topic or “capital” (to employ the language used in
integrated reporting - for example, ‘natural capital’
to express environmental aspects).

— In addition, metrics related to financial, intellec-
tual, and governance aspects were only included in
these overviews in cases where they would
influence how natural capital is handled on the
input side, for example, or in cases where natural
capital outputs can also be expected to influence
financial outcomes.

— Based on this functional layering of potential KPIs,
the project team proposed a small number of
metrics that include at least one output KPI for
Foundational-level reporting and at least one input
and one output KPI for Advanced-level reporting
that address issues of major political and industry
importance. These KPI selections were then
discussed with the SSF workgroup leaders and
reviewed by the SSF workgroup members before
the final selection was made.

All in all, to ensure balance and feasibility, the KPIs selected
cover a meaningful breadth of key ESG topics without asking
for information at the portfolio company/asset level that
would not be available or too expensive.
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Environmental KPI Selection: Foundational and
Advanced-level reporting

At the Foundational level, parties report “operational carbon
emissions scope 1 & 2” and “carbon tracking error” for the E
category of ESG. At the Advanced level, parties report under
the E category “operational carbon emissions scope 1 & 2,”
“carbon tracking error,” energy use, water use, and up- or

@ Indicators recommended
for foundational-level reporting

Indicators recommended
for advanced-level reporting (additive)

Further KPls from established

downstream carbon emission (scope 3) (see Figure 23). frameworks
Financial Capital — (Results, Outcomes)
Financial risk from negative Profitability and growth from
environmental impacts positive environmental performance
Natural Capital - Outputs
Up/downstream Locally active Emissions to Biodiversity Degree of “fit for
carbon emissions to air water effects (number circularity”
emissions, scope of species (amount of
3 (absolute and negatively waste compared
relative per impacted and/or to product
market value area of habitats collected for
and/or revenue) restored) recycling)

Natural Capital - Inputs

Energy use (absolute and relative
per market value and/or revenue)

Water use (absolute and relative per
market value and/or revenue)

Land/forest use practices

(area of protected habitats and/or
virgin forests used for sourcing/
operations)

Amounts and types of non-
renewable materials used

Financial, Intellectual and Governance Foundations

ESG strategy/innovation,
CapEx (or OpEx) invested in
development of environmentally
efficient technology

ESG strategy/implementation.
CapEx invested in deployment
of environmentally efficient
technology

Figure 23: KPI layers for Environmental issues with KPl content
for Foundational and Advanced-level reporting highlighted.
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ESG strategy/apitude. OpEx
invested in environment of
ESG-related training
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ESG governance/remuneration.
Degree of ESG-consideration in
Board/Management compensation
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Social KPI Selection: Foundational and Advanced-level
reporting

At the Foundational level, parties report under the S category
of ESG “human rights policy” and “employee turnover and/or
absenteeism”. At the Advanced level, under the S category par-
ties report on top of the Foundational-level KPIs “number and
nature of identified cases of severe human rights issues and
incidents” and “accident and fatality rate” (see Figure 24).

@ Indicators recommended
for foundational-level reporting

Indicators recommended
for advanced-level reporting (additive)

Further KPIs from established
frameworks

Financial Capital - (Results, Outcomes)

Financial risk from negative social impacts

Profitability and growth from positive
social performance

Social Capital: Human Rights — Outputs

Number and nature of identified
cases of severe human rights issues
and incidents

Operations & suppliers at
significant risk of child and/or
forced/compulsory labor incidents

Social Capital: Employee Matter — Outputs

Gender
pay gap

Accident and
fatality rate

Employee
engagement

Social Capital: Human Rights — Inputs

Social Capital: Employee Matter — Inputs

Implementation of
fundamental ILO
conventions

Investment in
investee companies
without workplace
accident prevention
policies

Employee training
and education

Financial, Intellectual and Governance Foundations

ESG strategy/aptitude
OpEx invested in social or
ESG-related training

Figure 24: Interlinked KPI layers for Social issues with KPl content
for Foundational and Advanced-level reporting highlighted.
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ESG governance/remuneration
Degree of ESG-consideration
in Board/Management
compenstation
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Corporate Governance KPI selection: Foundational and
Advanced-level reporting
At the Foundational level, parties report under the G category
of ESG “board gender diversity” and “exposure to controver-
sial weapons (e.g. land mines or cluster bombs)”. At the @ Indicators recommended

. for foundational-level reporting
Advanced level, under the G category parties report on top of
the Foundational-level KPIs “anti-corruption and anti-briber-
ies policies” and “ESG governance/remuneration/excessive Further KPls from established
CEO pay ratio” (see Figure 25). frameworks

Indicators recommended
for advanced-level reporting (additive)

Financial Capital - (Results, Outcomes)

Financial risk from negative social impacts Profitability and growth from positive social
performance
Corporate Governance: Pro-active Positioning — Outputs Corporate Governance: Compliance — Outputs

UN Global Compact Case of insufficient

fail/breaches action or fines
concerning ABAC
and/or investment in
top quintiles of

Controversy risk

transparency
international
corruption
barometer

Corporate Governance: Pro-active Positioning - Inputs Corporate Governance: Compliance - Inputs

Diversity strategies and policies? Reputational risk assessment and Insufficient whistleblower Anti-corruption and anti-bribery

management? protection policies
Financial, Intellectual and Governance Foundations
ESG strategy/aptitude. OpEx invested in social or ESG governance/remuneration. Degree of ESG governance/remuneration.

ESG-related training ESG-consideration in Board/Management Excessive CEO pay ratio
compensation

Figure 25: KPI layers for Corporate Governance issues with KPI
content for Foundational and Advanced-level reporting highlighted.
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3.2.2 Definition of the KPIs Suggested
for the Two Reporting Levels

Reporting
Level E,S,G KPI Definition, Calculation Comment
Optional Environment: EU Taxonomy Equity & Bond investments aligned with EU Taxonomy ESMA Regulation for Asset
(Examples) Climate Alignment Total Assets-under-Management Management Firms
Environment: EU Taxonomy Non-life gross premiums and investments aligned with EU Taxonomy EIOPA Regulation for
Climate Alignment Total Assets - under - Management Insurance Companies
including Pension Funds,
and Asset Owners
Environment: Negative impacts Percentage of investee companies or assets screened for occurrence of negative
Biodiversity on biodiversity impacts on biodiversity of total investments in portfolio
Corporate UN Global Percentage of investee companies or assets screened for occurrence of UN Global
Governance: Compact Compact breaches or fails of total investments in portfolio
ACAB breaches/fails
ESG strategy: CapExinvested i current value of investee company i in portfolio investee company i’'s CapEX in Compatible with EU
Integration of ESG  in deployment of investee company i’s enterprise value or market capitalization * low-carbon tfechnology, eneray ) Banking Regulation for
ininvestment low-carbon " pany P P efficiency, etc. Green Asset Ratio
managementand  technology, energy
advisory efficiency, resilience
Advanced Environment: Weighted average i
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Climate

scope 3 carbon
emissions

current value of investee company i in portfolio  investee company i’s Scope 3 carbon emissions
X

2
n current portfolio value investee company i’s revenue in MS

Environment:
Climate

Carbon tracking
error (quantitative)

Quantitative Carbon Tracking Error = Standard Deviation (P-B)
where P reflects the portfolio’s and B the benchmark’s total carbon emissions.

Environment:

Total portfolio

current value of investee company i in portfolio investee company i’s

)

x .
Energy Use energy < " investee company i’s enterprise value or market capitalization ~ €"€rgy consumption
consumption

Environment: Total portfolio i current value of investee company i in portfolio investee company i’s )

Water Use water consumption w  investee company i’s enterprise value or market capitalization water consumption

Social: Cases of severe Percentage of investee companies or assets screened for occurrence of severe

Human Rights human rights human rights incidents of total investments in portfolio

incidents

Social: Accident rate '} (Accident rate investee company i) Accidents are typically

Health & Safety n measured as number of
accidents per total number
of hours or working days of
entire workforce.

Social: Fatality rate '} (Fatalities investee company i) Fatalities are typically

Health & Safety n measured as number of
fatalities per total number
of hours or working days
of entire workforce.

Corporate Remuneration Percentage of investee companies or assets screened of total investments in

Governance: policy portfolio for remuneration policy that entails dedicated ESG goals for senior

Compensation

management

Corporate
Governance:
ACAB

Anti-corruption
and anti-bribery
policies

Percentage of investee companies or assets screened for anti-corruption
and anti-bribery policies being inplemented of total investments in portfolio
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Reporting

Level E,S,G KPI Definition, Calculation Comment
Founda- Environment: Total portfolio ! current value of investee company i in portfolio investee company i’s Scope

tional Climate scope 1& 2 carbon Z 1 & 2 carbon emissions

emissions

7' investee company i’s enterprise value or market capitalization

Environment:

Carbon tracking

Qualitative Carbon Tracking Error = heuristic indication (higher/similar/lower) of

Climate error (qualitative) how the portfolio’s total carbon emissions relate to the benchmark’s.

Social: Human rights Percentage of investee companies or assets screened as to whether a human rights

Human Rights policy policy is in place of total investments in portfolio

Social: Employee 't (Employee turnover rate investee company i) Employee turnover is

Employee Turnover n typically calculated as

Matters number of employees
leaving in period t divided
by total number of
employees in period t

Social: Absenteeism Y I (Absenteeism rate investee company i) Absenteeism is measured

Employee n as total number of

Matters absence in hours or
working days divided by
total number of
contracted hours or
working days

Corporate Board Gender Percentage of investee companies or assets screened as to whether Gender

Governance: Diversity Diversity policy is in place of total investments in portfolio

Positioning

Corporate Exposure to

Governance: controversial

Compliance

weapons

Figure 26: Overview KPIs at different reporting levels.
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3.3 Facilitating Reporting Aggregation
across Entities and Portfolios

Asset owners, who mandate asset managers to manage one or
several of their portfolios, need to communicate expectation to
managers and must determine what they can actually deliver. In
addition, if they choose to generate a consolidated picture for
their own management and disclosures, they need some mech-
anism to be able to aggregate SSF recommended reporting from
different asset managers on different portfolios. The following
example illustrates how this may work: An asset owner owns
portfolios which are managed by two or more different asset
managers. The asset managers report periodically to the asset
owner (e.g. in the SSF Reporting Recommendations format) but
the asset owner wants to aggregate the two or more reports into

Asset Manager ABC

Strategy
Entity-wide

Strategic target/positioning
Scenatios
Responsibilities

Risk Management
Entity-wide

Integration of ESG into risk categories
Quantification

Metrics and Targets
Aggregated

Portfolio A

RM

Metrics and
Targets

The graphic shows how a report at the portfolio level (box in the middle) is fed from two
sources: Information on the G Governance, STRY Strategy, and RM Risk Management
headings (top box) is effectively data from policies, guidelines, strategic objectives,
and assumptions (generated from scenarios) disaggregated to the portfolio level.
Performance metrics at the portfolio level, on the other hand, are aggregated from the
performance metrics of the investee companies or assets in the portfolio (lower box).

Figure 27: Aggregation.
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a single report to show their overall performance. To illustrate
this, Figure 27 first shows the underlying consideration: Aggre-
gation takes place from the different levels within an asset man-
agement company (i.e. before delivering its report to its client,
the asset owner). Portfolios aggregate the data across different
assets such as companies (stocks) or other investments. The gov-
ernance of the asset manager (e.g. which policies and commit-
tees regulate ESG), determine the governance of the portfolio
management (e.g. via rules and regulations). Similarly, the asset
manager’s strategy controls the strategic direction of the portfo-
lio, just as an asset manager’s risk management is generally
applied to the portfolio level.

Disaggregated to
portfolio level

Aggregated from
portfolio level

- Aggregation of investee
performance
- Portfolio performance

Investee/asset 1

Investee/asset 2

)

Investee/asset n
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Asset MANAGER A

Strategy
Entity-wide

Risk Management

Entity-wide
Metrics and Targets

Aggregated

Portfolio A

RM

Metrics and
Targets

Strategic target/
positioning
Scenatios
Responsibilities

Integration of ESG
into risk categories
Quantification

— Aggregation of investee

performance

— Portfolio performance

Asset MANAGER B

Disaggregated/
“translated”
to portfolio level

>

Aggregated from
portfolio level

Investee/asset 1

Investee/asset 2

)

Investee/asset n

This figure depicts the process of
aggregating reports at the portfolio level
for an asset owner. Key to this are the
conditions mentioned in the box on the
top right: Asset managers must have a
governance process for ESG at the entity
level, ESG must be embedded in the
strategy, and the asset manager should
be able to calculate specific opportuni-
ties and risks using scenarios.

Strategy
Entity-wide

Risk Managem
Entity-wide

Metrics and Targets
Aggregated

Portfolio B

RM

Metrics and
Targets

Strategic target/
positioning
Scenatios
Responsibilities

Integration of ESG
into risk categories
Quantification

— Aggregation of investee
performance
— Portfolio performance

Aggregation of reporting for
asset owners based on reporting
from individual portfolios

Asset OWNER XYZ

Strategic target/positioning
Scenatios
Responsibilities

Strategy
Entity-wide

Risk
Management
Entity-wide

Integration of ESG
into risk categories
Quantification

Metrics and Targets
Aggregated from
individual portfolios

Figure 28: Aggregation of portfolio level data for asset owners.
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Including portfolio-specific over-
view of governance, strategy
and risk management as needed
to assess meaningfulness of
metrics and targets aggregated
across portfolios

Investee/asset 1

Investee/asset 2

()

Investee/asset n

Conditions
1

Governance process in place,
e.g. Binding policies for
operational units

. ESG must be embedded in

strategy

. The asset manager should be

able to calculate is specific
oppotunities and risks using
scenarios
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A1 Double materiality

Double materiality requires investors to face two aspects of
materiality. Financial materiality related to an external
impact, such as climate, on a company’s activities, and envi-
ronmental and social materiality which relates to a company’s

Figure 29: Holistic View: Risk/Chances and Impact Perspectives.

For decades these two aspects did not receive the same atten-
tion, nor were they considered equally important by different
stakeholder groups. While conventional investors were more
interested in the financial materiality of ESG, in many cases
they did not have corresponding information because compa-
nies did not adequately understand or report on the impact of
external environmental or social factors on their economic
and financial performance. In contrast, when companies did
report on material environmental and social impacts of their
activities, this information was often not monetised, and pro-
vided little input in a stand-alone form for economic consid-
erations.
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impact on the climate. Through the lens of double materiality,
one perspective takes both aspects into account. (see Figure 29).

For example, if an investor selects carbon-neutral companies
for their portfolio, they reduce negative material effects on the
environment that would otherwise have to be borne by society
at large. However, this does not mean that they have thereby
automatically eliminated all climate-related risks on their
investments. Their investees may be disproportionately
affected by climate risks, for example through climate impacts
on agriculture or insurance in a financially material way, even
if these investees would not themselves contribute to climate
change. Asset managers and asset owners must keep both
sides of the dual materiality in mind.
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A2 Why and how was TCFD considered as
a key inspiration for this study?

The TCFD template embeds climate risks deep into the deci-
sion-making processes of companies, and thus can be consid-
ered exemplary for the requirements of next-generation
frameworks. Besides the very prominent TCFD, a multitude of
frameworks and initiatives with detailed requirements for
asset managers and asset owners (see Figure 1) are available.
Many of the specific requirements from such other frame-
works can be met with a next-generation framework.

The TCFD outline offers a structure that can easily be adapted
to further requirements of customers or legislators. For exam-
ple, the climate orientation of the TCFD can easily be extended
to topics such as biodiversity or human rights in the supply
chain.

A reporting framework at the portfolio level neverthe-
less needs a framework of guidelines, rules, and infrastruc-
ture at the entity level (i.e. the asset management company or
the asset owner) in order to provide appropriate information
in a meaningful context (see Figure 31 for details). For exam-
ple, portfolio governance requires policies and guidelines at
the organisational level because portfolio management must
be set up in accordance with the governance of the entire
entity in order to avoid a siloed or stand-alone solution.

One would therefore expect the reporting entity to com-
ment on how governance is practised at the entity level and
how the governance exercised by portfolio management is
intertwined. Similarly, one would expect that a portfolio
would pursue a strategy that bears the signature of the organ-
isation, not one that is completely independent of the com-
pany as a whole. Regulators are already assuming that ESG will
be seamlessly integrated into known risk classes, and for this
reason risk management at portfolio level can only be a deriv-
ative of corporate risk management.
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The original requirements of the TCFD concern the level of the
organisation (i.e. the entity), while SSF workgroups want to
use this information as a meaningful context for reporting at
the portfolio level. Therefore, the original structure of the
TCFD (see Figure 30) had to be adapted to include the portfolio
level, which, as shown in Figure 31, is feasible. Governance
links portfolio management oversight with board oversight or
senior corporate management responsibilities at the entity
level. Strategic risks and opportunities are identified for the
portfolio within the context of the entity’s strategy; risk man-
agement specifies how risks are handled at the portfolio level
within the overall entity context, while metrics refer to the
portfolio that is managed in line with the overall organisa-
tion’s approach to ESG. The level proposed here is the next
granular level, which allows aggregating to ESG at different
portfolios within an organisation (and similarly different
asset managers).
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Strategy

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

Risk Management

Disclose how the organizazion
identifies, assesses, and manages
climate-related risks

Metrics and Targets

Disclose the metrics and targets

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

Recommended Disclosures

A

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

Describe the organization’s processes
for identifying and assessing cli-
mate-related risks.

Describe the resilience of the
organization’s strategy, taking into

consideration different climate-related

scenarios, including a 2°C or lower
scenarion.

Figure 30: TCFD Recommendations and Supporting Recommended Disclosures.
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Describe the impact of climate-re-
lated risks and opportunities on the
organization’s businesses, strategy,
and financial planning.

Describe the organization’s processes
for managing climate-related risks.

Disclose Scope 1, Scope 2, and, if
appropriate, Scope 3 greenhouse gas

(GHG) emissions, and the related risks.

Appendix

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

Describe the board’s oversight of cli-
mate-related risks and opportunities.

Describe the targets used by the
organization to manage climate-re-
lated risks and opportunities and
performance against targets.
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Potential impacts
of the company’s
activities on climate
change

Depletion of carbon
budget

Supply chain
impacts

Product/services
impacts

High carbon lock-in
through capex

Adverse effects on
adaptation

Other impacts

NFRD SCOPE

At the level of the organization

Policy instruments

Transition Risks

Policy and Legal

Technology

Market

Reputation

Physical Risks

Acute

Chronic

Physical Changes

Business Model

Governance

Strategic Planning
Risk Management

Potential impacts of climate

change on the company

Opportunities

Societal perception

Opportunities

Resource Efficieny

Energy Source

Products/Services

Markets

Resilience

Income statement

TCFD scope

Transition Risks

Technology

Phyical risks
Acute
Chronic

Cash flow
statement

At the level of the portfolio

Investment Management

Opportunities

Operational execution
Managing risk & return

Balance sheet

Opportunities
Business
opportunities from
resource efficiency
and technology,
product and service
innovations

Sustainability
opporrunities
concerning ecology,
society, and
business ethics

Potential
contribution of the
company to public

climate policy
targets

Energy efficiency

Renewable Energy

Clean Transport

Land use change

EU Emissions
Trading System

Adaptation

Potential impacts of ESG
on the fund performance

Figure 31: Adaptations from TCFD entity-related
disclosures (top) to portfolio-related disclosures (bottom).
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A3 Selecting priorities on governance, strategy,

risk management and targets to include

In the spirit of making the SSF Reporting Recommendations a
concise framework, the SSF asset owner and asset manager
workgroups were asked to assess which of the 11 elements of
the TCFD (see Figure 30), are: a) most value creating, b) most
common or easy to fulfill, and c) truly challenging. The groups’
assessments also reflected the idea that reporting frameworks
should reflect different levels of competencies and maturity of
ESG management, so that an entry level (termed “Foundation-
al-level”) and a more involved level (dubbed “Advanced-level”)
should be defined. The elements for which both workgroups
came to the same conclusion are highlighted in Figure 32.
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Of next-generation framework elements,
which recommendations

Are most Are most Comments, suggested implication
Criteria commonoreasy challenging for SSF reporting recommendations

Governance
The organization’s governance around etimete ESG-related risks
and opportunities

Disclose the role of the board of the organization in overseeing
elimete ESG-related issues.

Could be left open in SSF reporting recommen-
dations (neither encourage nor discourage)

Disclose the role of management in assessing and managing @
elimete ESG-related issues

Could be included in “foundational” as well as
“advanced” recommendations

Strategy

The actual and potential impacts of elimette ESG-related risks
and opportunities on the organization’s businesses, strategy, and
financial planning

Disclose the elimerte ESG-related risks (physical and transition) and
opportunities the organization has identified over the short, medium,
and long term

Could be left open in SSF reporting recommen-
dations (neither encourage nor discourage)

Disclose the impact of elimete ESG-related risks and opportunities
on the organization’s businesses, strategy and financial planning

Could be left open in SSF reporting recommen-
dations (neither encourage nor discourage)

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

Could be included in “advanced” recommen-
dations

Risk management
The processes used by the organization to identify, assess,
and manage etimete ESG-related risks

Describe the organization’s processes for identifying elimerte
ESG-related risks

Could be left open in SSF reporting recommen-
dations (neither encourage nor discourage)

Describe the organization’s processes for managing elimerte ESG-
related risks (e.g. scenario analysis, portfolio carbon footprint, etc.)

Could be included in “foundational” as well as
“advanced” recommendations

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

Could be included in “advanced” recommen-
dations

Metrics & targets
The metrics and targets used to assess and manage relevant efimerte-
ESG-related risks and opportunities

Disclose the metrics used by the organization to assess elimerte-
ESG-related risks and opportunities in line with its strategy and risk
management process

Could be included in “foundational” as well as
“advanced” recommendations

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

Could be left open in SSF reporting recommen-
dations (neither encourage nor discourage)

Describe the targets used by the organization to manage-etimete
ESG-related risks and opportunities and performance against
targets.

Could be included in “advanced” recommen-
dations (or also in “foundational” recommen-
dations?)

Figure 32: Consolidated responses from Asset Owner and Asset
Management Group surveys on the TCFD’s most value-adding,
easiest, and most difficult requirements.
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A4 Note on asset class coverage

Depending on the mandate, asset managers and asset owners
are invested in a variety of asset classes. This reporting frame-
work was designed with the asset classes listed equities and
corporate bonds in mind. It can be applied with minor effort
to other prominent asset classes such as commercial real
estate, if some additional KPIs are included.

In the case of asset classes such as sovereign bonds, the
basic criteria used to determine whether an underlying is sus-
tainable or not (think of the discussion about the death pen-
alty, which in many cases leads to immediate exclusion from
a sustainable portfolio, but also affects U.S. T-bills for pre-
cisely this reason) have not yet been defined at a socio-politi-
cal level. For some of the remaining asset classes, typically
subsumed under ‘Alternatives’, it is not at all clear under
which circumstances they can be designed to be sustainable
atall.

Starting with listed companies and corporate bonds is
appropriate, however, not least because the availability of data
for investee companies is relatively high, and one is dealing
with “straight forward” asset classes that help train the report-
ing party for the more complex asset classes.
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