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Preface

ACTIAM delivers investment solutions to its clients with the objective to optimise longer -term financial, environmental

and social returns. To guide these investment solutions, ACTIAM has developed a Sustainable Investment Framework.

This framework is outl ined in four documents, where each describes a unique component of the framework and how it
contributes to ACTI AMO6s investment solutions. The document :
The first document contains the general Sustainab le Investment Framework. As illustrated below, the subsequent

documents elaborate on the approach and application of this framework.

Sustainable Investment Policy documents

C: Material Sustainability Drivers

Building from the ACTIAM Fundamental Investment Principles, the adaptive capacity of companies to prepare for a
sustainable society is assessed. This is done for seven Material Sustainability Drivers. These drivers are used as guidelines
for determining how companies are responding to challenges in so ciety, policy and the market that are driven by the
sustainability transitions. This document describes the drivers, the ambitions formulated for each and how company
behaviour to each driver is measured.
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1 I ntroducti on

Society is at a crossroad. It is widely acknowledged that current economic behaviour is putting the planet and society in

danger. Human activities have driven the world beyond multiple planetary boundaries while  falling short on social

foundations. Bringin g society back into a safe and just space for humanity is a challenge and demands a transition to a

sustainable world that meets human needs. ACTIAM believes that the financial sector has the fiduciary duty to lead this

transition. Moreover, ACTIAM recognises that entities performing well on financially material environmental, social and

governance (ESG) issues have a better financial performance than entities performing less good on these issues. * For that

reason, ACTIAM delivers investment solutions to its clients with the objective to optimise longer -term financial,

environmental and social returns. These solutions reduce material ESG risks of the investments and create attractive and
enduring financial value to ACTG & vaM&tesodetyi ent s as wel |l as sustai

A CT | ASMsBamable Investment Policy gives a holistic and forward -thinking view on the roles of investors to guide the

transition towards a sustainable society in which companies can prosper while respecting social and environmental  limits,

now and in the future. The base principles of the ACTIAMSustainable Investment Policy are described in detail in the

document 0 A C T ISustdinable Investment Policy d A: Sustainable Investment Framework6 and summarized below in the

t ext box oSuganbblelhdestmentPolicydé. An i mportant component of this policy
companies in the investable universe according to their capacity to prepare for the transition risks they face. The current
documentdescri bes ACTI AM6s approach i n ansaer@lseanirongentalosecialamdmp ani es ma
governance (ESG) related risks and opportunities to which they are exposed due to this transition. This is done for seven

material business drivers. Thesebusiness drivers reflect the extent to which companies change their behaviour towards the

sustainability transitions.

Before discussing the approach per driver, chapter 2 describes the basic principles that apply to all drivers. This chapter
describes which drivers are evaluated and how ACTIAM categorises the companies in the investable universe. The exact
approach for each driver is discussed in chapter 3 and 4. Chapter 3 concentrates on four environmental drivers: fossil fuel
use, water use, land use and chemicals use & waste management. Chapter 4 discusses the three social and governance
drivers: human capital management, social capital management and organisational behaviour & integrity.

1 See e.g. Khan, M., G. Serafein and A. Yoon (2018). Corporate sustainability: first evidence on materiality. =~ The Accounting Review, 91(6), pp. 1697 -1724.
Sustainability topics are financially material if they are likely to affect the financial condition of companies.

Giese, G., Z. Nagy, and L.E. Lee (2020). Deconstructing ESG ratings performance: risk and return for E, S and G by time horizon, sector and weight ing. MSCI ESG
Research.
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ACT | ASWBTAINABLE INVESTMENT POLICY

The transition towards a sustainable society creates risks and opportunities to companies. ACTIAM considers how the
transitions are material to the companies in which it invests and to its clients. It encourages the companies to prepare for
the new challenges they are facing. At the same time, ACTIAM contributes to paving the pathway towards a sustainable
society while creating added value to its clients.

A CT | ASMsBamable Investment Policy aims to bring its investment portfolios in line withthe pl a n e t écalledssafe and

just operating zone for humanity. The safe and just zone combines the frameworks of the Planetary Boundaries (Rockstrom

et al., 2019) and the doughnut economy (Raworth, 2018). It conceptualises that in a sustainable society enviro nmental

pressures do not overshoot planetary boundaries. In addition, it argues that in a sustainable society wellbeing does not fall

short on minimum universal social and governance norms. In this safe zone, companies have passed through a transition,

operate within the planetary boundaries and respect the social foundations dsee the document 0 A C T ISUstdinable

Investment Policy 0 A: Sustainable Investment Framework6 . To gi ve an example, they are on
as agreed by the Paris agreement, contribute to the elimination of deforestation, provide their employees with a safe

working space and do not engage in bribery. Various international agreements and science -based initiatives outline pathways

for companies to make the transition towards the safe zone.

ACTIAM evaluates whether companies operate in this safe zone or are far removed from this point dsee figure 1. The first

step is to evaluate whether a company compl i es wi tnhacAs@Qi@bleAMS s
behaviour . In the second step, should they comply, it is evaluated how they manage the financially material ESG related

risks and opportunities to which they are exposed and whether this qualifies them from operating in any of the four

remaining zones in figure 1.

A Positive impact: Entities taking the opportunities to make a positive and intentional contribution to the Sustainable
Development Goals while operating within the planetary boundaries. Through their positive contribution, the entities
expand the safe and just zone and create positive impact;

>

Adaptive: : Entities operating in the adaptive zone are
within or close to the boundaries of the safe zone and are Figure 1: ACTIAM's Sustainable Investment
sufficiently managing t he risks they are exposed to by the Framework
ongoing transitions. Those close to the boundary have
concrete and verifiable strategies to end up higher in this
zone within an acceptable time frame. They demonstrate
the adaptive capacity to prepare themselves for the
material and operational risks that the transitions bring Positive impact
about and which are material to the specific entity and/or
its sector. It is expected that these entities will continue
developing in order to remain in or soon operate within
the boundaries of the safe zone, but do not intentionally

Performance on

create positive impact (yet); drivers material
to entities

ACTIAM Sustainable Investment Framework

>

At risk: Entities operating outside the boundaries, not
operating on the required transition pathway and having
unmanaged risks, are considered at risk. They currently
lack the adaptive capacity to prepare themselves for
handling the material risks that the transit ions bring about
and therefore are vulnerable to operational risks. Yet,

they demonstrate some acknowledgement of the risks that
they face and with additional effort, they may develop

this capacity and reduce their risks;

Transition zone

>

Non-adaptive: Entities operating outside the boundaries,

A —
far removed from the required transition pathways, and

Compliance with
Unacceptable behaviour FUTEEITSIEY
Investment
Principles
lacking the capacity to bring risk management up to

standards, are considered non-adaptive. These entities lack sound management strategies on the material topics, are
exposed to high risks and therefore run serious operational risks in the short - to medium -term.
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2 Gener al

approach

ACTIAM assesses for each company whether they operate within the adaptive or impact zone or are the pathway towards
this zone. To do this, the material ESG behaviour of each company is assessed.?

2.1 MATERIAL DRIVERS

From the planetary boundaries and the so cial themes that jointly define the safe zone, ACTIAM deduces seven behavioural

drivers. These drivers reflect how company behaviour puts pressure on the planet and society. Four
environmental behaviour and three drivers reflect social and governance behaviour
whether the companies have the adaptive capacity to prepare for the transition risks they face. They also indicate

of the drivers represent
dsee Table 1.2 These drivers indicate
whether

they can use the opportunities for creating positive impact. Each of the drivers can have an impact on multiple planetary
boundaries and social themes.

Table 1: Behavioural drivers reflecting how companies put pressure on the safe zone.

Qo

Not all drivers are equally material to a company; this differs per sector. Following the GICS

Fossil fuel use

Water use

Land use

Chemicals and waste
management

Organisational behaviour
and integrity

Human capital
management

Social capital
management

Management of fossil fuels use, impacting among other things climate change, air pollution,
energy availability and human health.

Management of freshwater use in water scarce areas, impacting among other things water
availability, water quality, health and food production.

Land conversion and natural resources management especially for agricultural and soft
commodity purposes, impacting climate change, biodiversity loss, and water flows but also local
communities and inequalities.

Management of toxic and long-lived chemical substances and hazardous waste and plastics,
potentially causing emissions to air, water and land, impacting the environment and human
health.

Actions to create an ethical business environment, impacting community networks, justice and
work conditions. For companies this refers to their own business model, but also to how they
treat companies up - and downstream in their value chain. For sovereigns this refers to how they
govern human, civic and political rights.

Activities related to labour and union rights, employee health & safety and labour practices,
impacting educational opportunities and income and gender inequality.

Actions to maintain the license to operate on which businesses an d sovereigns depend,
impacting human rights, community relations, social equity and access and affordability of for
instance health care and finance.

sector division, table 2 shows

per sector which drivers are material. * Therefore, in the evaluation, for each company, emphasis is put on the drivers that
are classified as material.

2 Note that it is not measured to what extent the planetary boundaries or social foundations are crossed
cross or operate within the boundaries. This provides the information that is necessary to change the behaviour that causes t
p r o vactiveosvneishippstrategy toi propogeChiahgasMdicempany behaviour.

3 These drivers are specific enough to formulate how entities can reduce the pressures for the challenges that currently receiv

zone.

This also

. Focus is on the behaviour that causes companies to
hem to operate outside of the safe

e most attention. They are also

broad enough to incorporate newly emerging pressures related to new and currently unknown challeng es. If deemed necessary, new drivers can be added
without having to change the conceptual framework.

4 With respect to their procurement, companies in which  ACTIAMinvests are expected to adhere to the criteria in this

document. Also for their contracts wi th

subcontractors and suppliers, they are expected to use these criteria .
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Table 2: Materiality map showing which drivers are material to the various sectors.

Sectors Business drivers

Organisationa

Fossil Chemicals & . Human Social Capital

Fuel use WWES CRVEGR I Behawc_»ur & Capital Man.
Integrity
Consumer discretionary A . i i ) . 5
Materials . R N N 5 N fi
Financials i f fi f s . s
Consumer staples . X R i s i 5
Health Care i f i . . s s
Real estate i . i i ) i s
Industrials i . i ) s s s
Communication services f f f f . . 5
Information technology A A fi R R B s
Energy 5 5 s s s s s
Utilities

B 5 > > 5 B 5

, = Material for most companies in the sector
fi = Not likely to be material for any of the companies in the sector
Note that materiality is not necessarily the same for each of the sub -sectors within a certain sector.

2.2 CATEGORISING COMPANIES

For each driver, ACTI AM rmlecapsaure efnotaperatingiirethe saderzpna ang 1§ their adaptive
capacity to manage these risks and make the required transitions. 5 Highly exposed companies adapting their management to
make the necessary changes, may already be closer to the required transition pathway than medium exposed companies that
show no intention of moving towards the safe zone. Measuring risk and exposureis done for two reasons. First, it shows to
what extent entities contri bute to the long -term sustainability objectives formulated by ACTIAM. Second, t he risk exposure
indicates to what extent a company is vulnerable to the material ESG risks. As a result, the assessment of the sustainability
drivers follows double materiality principles. Examples of criteria assessed include the carbon intensity of the products and
services a company provides, location of operations, the nature of those operations and the dependency on the supply chain
for (raw) materials. The adaptive capaci ty is based on strategies, policies, targets, implementation and demonstrated
performance of companies and sovereigns to manage the risks from operating outside the adaptive or positive impact zone.
Higher scores on adaptive capacity indicate greater capac ity to manage the exposure risk. The exposure scores and adaptive
capacity are based on multiple data sources that may vary per subject. © The indicators used for the assessment are discussed
in the next sections.

Based on the assessment per driver, each company is categorised into one of the categories described in the previous section
dsee figure 1.7 For each driver, threshold levels are assigned to define the border between each category. They define for a
given exposure level, the adaptive capacity a company needs to demonstrate to be considered as operating for instance in
the adaptive zone as well as the extent to which they do significant harm to any of the sustainability targets that have been
formulated .8 For example, the y reflect that a utility needs a higher adaptive capacity for their fossil fuel management than a
financial servicescompanyt o be c | assi f iAdtatalla their®gasare@td theviosvd-carbon transition is much higher
and alignment with the Paris climate agreement can be done in such a way that significant harm is done to other

sustainability targets . Low adaptive capacity in a situation with high exposure is a sign that a company is potentially non -

5 Two types of risks are considered. First, a declining carrying capacity of the planet and a weak social basis leads to physic al risks. Examples include water
scarcity due to climat e change, loss of soil productivity due to overexploitation and increasing health problems  or social unrest due to growing inequality .
Second, the call for a more sustainable world leads to changes in government policies and consumer demand that will  speed up the transition towards cleaner
and more responsible modes of operation. This creates transition risks for those who do not adapt.

6 The core data, obtained from an external data provider, are supplemented with data on  carbon intensity exposure, coal expansion plans, land use and
deforestation behaviour, value at risk due to expected market and policy changes and contributions to the SDGs  from amongst others MSCI,Urgewald, Carbon
Delta, SCRIPT,and Satelligence. These data sources are used as guidelinefrom which ACTIAM may deviate if deemed pertinent given other qualitative or
guantitative information.

7 Companies not complying with ACT | AFMionsd a me nt al I nvest ment Principles fallSeien tthhree déolWnuameme p toaACITd A
Sustanability Policy 6B : Fundament al I nvest ment Principleso.

8 Funds that are classified as article 8 or article 9 according to the Sustainable Finance Disclosure Regulation (SFDR)must assure that they only invest in entities
that do no significant harm to any of the sustainability objectives.

Public 7



ackam

adaptive. Threshold levels between the zones are based on the best available (scientific) knowledge about impact to the
planetary boundaries or social foundations. °

Not all of the ongoing sustainability transitions are atthe same stage. The pl anetary boumdamgieds admdl i6mh
bi osphere integritalrédadylaaduweguirdam enmedate vanstiendcn the drivers fossil fuels use and land

use management. Therefore, the thresholds for the se drivers are more stringent than for some other drivers.  Over time,

when the transition progresses, the threshold levels for a specific category can change . Asnew data becomes available, new
measurement methods are developed, or innovations allow for new updates, threshold values will be redefined. This way,

companies are stimulated to continue to innovate.

To come to a unique categorisation per company, weights are assignedto each driver which reflects its materiality to the

company. From the drivers with a materiality weight exceeding 10% the one for which the company scores lowest, in

principle, determines the category to which the company will be allocated. For instance, a utility company scoring in the

O6nemdapti ved zone f ororantoikandgasfconspanys c d mieh g uisaed a4 fhtei \0 fordhaie fossil éuel

production, ar e categor-adaptiased®noinrrespective of their scores on wa
companies qualify for certain investment products. At least f our times per year, ACTIAM evaluates whether companies are to

remain in the same category.

2.3 ACTIVE OWNERSHIP

Based on the above-mentioned approach, ACTIAM carefully determines for which investment products companies qualify.

Sometimes it is obvious whether a company meets the criteria or is sufficientt y adapti ve. Someti mes it i ¢
whited. I n practice, this medAGEHAMegualy ercdunagesicgrhpanies to mowvectowardsrther s hi p ,
Gadaptve zoned or even to the 06 way”ACTAMomEanizesis aative ovenershipi®describéden the

report ShstaimabldIlestment Policy dD: Sustainability Instruments 6.

9 The safe zone is made up by the planetary boundaries and sustainable development goals. The planetary boundaries are defined in Seffen et al. (2015)
Planetary boundaries: guiding human development on a changing planet. Science 347 (6223). For the targets set by the SDGs, see
sustainabledevelopment.un.org.
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3 Environment al Drivers

3.1 FOSSIL FUEL USE

3.1.1 Background

Fossil fuels (coal, petroleum and natural gas) have played, and continue to play, a dominant role in global energy systems.
Over the past centuries, fossil fuels have been a fundamental driver for social and economic progress. They constitute the
overwhelming share dapproximately 80% 0 of energy resources in the world economy. In addition, the by -products of fossil
fuels are used for plastics that are used in many business and consumer applications dsee the chapter on chemicals and
waste management.

However, fossil fuels also have negative impacts, being the dominant source of local air pollution and emitter of carbon

dioxide (CO2) and other greenhouse gases. Fossil fuels contribute to multiple environmental problems. Fossil fuel combustion

for electricity pro duction, industrial processes, heating and transport contribute to greenhouse gas emissions that cause

climate change. But it also causes nitrogen deposition damaging ecosystems and is one of the causes of high concentrations

of NOx and Particulate Matter (especially PM2.5) that causes local air pollution. In addition, fossil fuel extraction can lead to

oil spills, coal mine accidents , earthquakes and land/biodiversity degradation when unconventional extraction methods are

used. These issues willbeaddresed i n the drivers 06l and used and 6chemical and
chapter focuses on the effects of fossil fuel use, its impacts on climate change and the challenges and opportunities resulti  ng

from the transition to a low carbon econ omy.

It becomes more and more evident that the world climate system is changing. The increase in global average temperature

over the last decades is outside the normal variability of temperature changes for the last century. A number of different
analyses, including research by the Intergovernmental Panel on Climate Change (IPCC), strongly suggest that this

temperature increase is resulting from the increasing atmospheric concentrations of greenhouse gases. This proves the
concerns regarding larger changes in climate are credible. More recent findings have further strengthened this conclusion.
Computer-based models of the processes affecting the carbon cycle show that burning fossil fuels is among the major causes
of the higher concentrations of carbon dioxi de. Other factors include methane, nitrous oxide and freon emissions. These
models also suggest that, without major policy or technology changes, future concentrations of CO2 will continue to increase
largely because of fossil fuel burning. Global warming is likely to reach 1.5°C compared to pre -industrial levels between 2030
and 2050 if it continues to increase at the current rate. 10

As a result, the planetary boundary for climate change has already been crossed A safe level of atmospheric greenhouse gas
concentrations is at or below 350ppm of CO2. When remaining at that level, average earth temperature will not increase to

over 1.5 degrees above pre-industrial levels. If this level is not reached, severalof the p| anet ds t hreshol ds or
will be crossed The loss of summer polar sea-ice is almost certainly irreversible, which has tipped the system into a much

war mer state with higher sea |l evels. The continued rate of def
removing the planetd s car bon sink. The flow of carbon (and other chemice
warming and intensifying climate impacts (extreme weather events such as floods and droughts).

Climate change is a global challenge that does not respect n ational borders. It is an issue that requires solutions that need to
be coordinated at the international level to move toward a low -carbon economy. The required changes are however not only
relevant due to climate impacts, it will also lead to changesint he real economy. These changes will likely be associated
with both value creation and value destruction, which in turn may create financial risks and opportunities for investors.

3.1.2 Challenges & trends

Historically, global and regional regulations have been the key drivers behind efforts to reduce carbon emissions and combat

climate change. However, as the cost of renewable energy and other clean technologies decline, and as major energy

importers seek greater energy independence, technological, marketandst r at egi ¢ f actors may be takin
changing the global energy mix. Even without regulations to address climate change, the convergence of these non -

regulatory factors could exert headwinds on carbon -intensive companies - which may in turn a dversely affect their financial
performance.

10 |PCC (2019), Special report: global warming of 1.5 °C . Intergovernmental Panel on Climate Change.
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A Regulation : Legislators around the world have been introducing more stringent environmental regulations aimed at
mitigating climate change, improving air quality and minimising ecosystem damage. Major  emitters of GHGs, either
through own operations or indirect emissions, are significantly impacted by such regulations. While GHG regulatory
schemes to date have had modest direct financial effects, the sectors of these companies remain highly exposed to fu ture
regulation, ranging from mandatory climate reporting to carbon taxation.

A Technology: Innovation plays a key role in facilitating the low carbon transition to substitute carbon  -emitting
technologies that have become embedded in society. Until recently , many clean energy technologies were not mature nor
sufficiently cost -competitive enough yet to be deployed on a commercial scale. However, with the rising costs of fossil
fuels and accelerated technological progress of renewables and electric -based technologies, the world is moving closer to
the point in which renewable energy is more widely accessible and consistently cheaper than traditional fossil fuels.

b=

Market: Driven by a robust global economy and stronger heating and cooling needs, energy demand is growing rapidly. As
such, demand for all fuels increases with fossil fuels, mainly natural gas, still facilitating most of the growth. Solar and

wind generation however is growing at double -digit pace and demand for renewables is expected to take more shar e with
further reduction in costs and wider accessibility.

3.1.3 Financial materiality

Even without regulations to address climate change, the convergence of these non -regulatory factors drives the transition to
a low-carbon economy, affecting the financial per formance of carbon -intensive companies as well as companies that through
their supply chain are dependent on these companies. Low -carbon transition has often been considered as a long -term issue.
This view is misleading, as there is a difference between th e timescale within which the low carbon transition is completed
and the timescale within which the manifestation of its effects on energy markets are felt. Investors need to perceive the
market risk much faster than the time scale required for transitiont o0 be completed. The risk of low -carbon transition
manifests itself in various forms, including investment and operation decisions by market participants and/or adjustment in
the value of companies® asset, amongst others.

The transition to a low -carbon economy has an impact on all industries. Rising energy and electricity prices will lead to
higher production costs and more incentives to invest in energy efficiency measures for all companies. The fossil fuel
extracting industries, the energy producers and th e large energy users, however, will be impacted the most. The first group
contains oil, gas and coal mining industries. Even though their businesses are expected to grow for the coming decades, they
will experience more headwind and stricter regulations. T he second group contains refineries, oil pipelines and gas grids
operators, and energy utilities. They will see business change and will eventually lose business if they fail in transforming to
a renewable energy company. The third group contains the energ vy intensive industries such as cement producers, metals
producers and the chemical industry, but also sectors such as the transport sector, packaging sector, semiconductor sector,
real estate sector and agriculture & food sectors. They will suffer from hig  h costs or liabilities if they fail in making the
necessary low-carbon innovations. On the other hand, the renewable resources & alternative energy industries and
innovative companies providing for instance energy efficiency solutions or new sources of ene rgy may prosper due to the
ongoing low-carbon transition.

3.1.4  Vision & objectives

ACTIAM wants to help build a world that is worth living in, stimulating companies to move towards and operate within the
adaptive or positive impact zone. That is why ACTIAM hassigned several climate related investor statements, including the
Paris Pledge for Action in December 2015 and the Montreal Carbon Pledge, thereby undertaking to help achieve the
objectives of the Paris Agreement. The Paris Agreement sends a clear signal to the business community and the financial
world that the process of ending the fossil economy must be speed up. Under the agreement, nearly all countries in the

world agreed to limit global temperature increase to well below 2 degrees above pre -industrial levels, and to pursue efforts
to limit this increase even further to 1.5 degrees.

Aligning investment and financing flows with this limit requires a shift of capital to climate -friendly investments and a
reduction in high -carbon investment. This shift r elies to a large extent on financial institutions. These institutions can play a
vital role in introducing, incentivizing and catalysing a process of transformation that swiftly and significantly lowers CO2
levels across all economies.

Given the long lifet ime of physical assets, and the urgency of decarbonizing over the next decades, aligning the financing
decisions of financial institutions today with long -term climate goals is crucial to limit global warming and avoiding financial
risk in portfolios. For that reason, ACTIAM has set the target to achieve net -zero greenhouse gas emissions across all assets
under management by 2050 in order to limit global warming to 1.5 degrees. To achieve this, intermediate goals have been
formulated to reduce greenhouse ga s intensity with 50% in 2030 and with 75% in 2040 compared to 2020.
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3.1.5  Assessing company performance

ACTIAM measures how companies perform on topics related to fossil fuel use. This is done based on information on the ir
exposure to risks related to the trans ition towards a low -carbon economy and their capacity to manage these risks. Exposure
is measured for 1) operations and for 2) products and services. The first relates to the risk of incurring liabilities result ing
from carbon intensive operations. Compani es with carbon intensive operations, for example coal -based power generation and
cement production, are exposed to additional costs in the form of fines, carbon taxes, required capital investments in new

clean technologies, etc. Also, companies with carbon intensive supply chains are exposed to rising raw material costs ,
operational disruptions or stricter government regulations . Secondly, companies with carbon intensive products or companies
in carbon dependent industries, face reduced demand for their pro ducts and services because of the low carbon transition.
On the other side, companies producing low or zero carbon products benefit from the transition to a low carbon scenario;

ACTIAM assesses howach company managesthe risks presented by the low -carbon transition for the sectors in which this is
financially material. This assessment is based on policies and commitments to mitigate transition risk, governance structures

risk management programs and initiatives, targets and performance. In other words,t he companyds preparedne

transition to a low -carbon economy, supporting efforts to address climate change.

The information for measuring exposure and management is obtained from an external data provider, supplemented by
additional data providing information for example on companies developing new coal -fired power plants. Table 3 concretely
gives a non-exhaustive list of factors that contribute to the exposure and management scores. Thetextbox & Car bon
shows how this is applied in practice.

Table 3: Factors considered for determining exposure and management scores on low carbon transition

Factors influencing the exposure score for the low -carbon transition

A

Scope 1+2 carbon emissions for companies with carbon intensive operations;

>

Scope 3 upstream carbon emissions for companies with carbon intensive supply chains and Scope 3 downstream carbon emissions for
companies with carbon intensive products and companies in carbon dependent industries;

>

Avoided emissions intensity for companies involved in low or zero carbon products;

>

Percentage of electricity generated from thermal coal ;

Location of production facilities, impacting the exp osure to strict climate and energy policies.

Factors influencing the management score  for the low -carbon transition

A Measurement and disclosure of scope 1,2 and 3 carbon emissions in line with international standards (TCFD; Task Force on Climate-
related Financial Disclosures);

A Participation in Carbon Disclosure Project (CDP);

A Carbon policies and implementation mechanisms, including carbon reduction targets, production process improvements to reduce
emissions (such as alternatives for flari ng), installation of emissions capture equipment, targets to switch to cleaner energy sources,
targets on energy-efficiency improvements, implementation of environmental management system;

A Participation and disclosure of relevant multi -stakeholder or industry initiatives;

A Integration of transition risks into regular risk assessments and strategy;

A Carbon intensity trend and track record of achieving carbon reduction targets;

A Development of new, or expansion of existing, coal mines a nd coal-fired power plants;

A Devel opment of clean tech business segments that are related
(such as hydro, solar, wind, tidal or geothermal power);

A Development of renewable power through electri c al net wor k expansion, equi pment comme.
to its customers;

A Development of initiatives to modify existing oil and gas infrastructure to transport low - or zero-carbon energy sources, such as low

carbon hydrogen and biomethane, at an affordable cost.

11 Attempts t o influence decisions made by regulators to st rengthen climate policies will negatively influence management scores. In addition, these factors
especially focus on CQ; emissions. Yet, they equally apply to the emission of other air pollutants such as nitrogen oxide, ammonia and particulate ma tter, tha t
are also caused by the combustion of fossil fuels and that cause large scale air pollution in many parts of the world, especi  ally in large cities.
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Based on exposure and management, companies are categorised into one of the zones in the ACTIAM Sustainable Investment
Framework.

A Unacceptable behaviour / non -adaptive / at risk:  Companies in these zones have high exposure and low management
scores. They do not comply with international regulations, run high risks of causing pollution, and do not sufficiently

prepare for the transitions in the sector. Moreover, they do not disclose their directandi  ndirect greenhouse gas
emissions and lack strategies or targets to prepare for these risks, reduce their emissions, improve energy -efficiency, or
make the transition towards low -carbon energy sources. ACTIAM may callupon these companies to better prepare for the
upcoming transitions through engagement and voting at shareholders meetings. Notorious laggards, classified as
exhibiting unacceptable behaviour or in the non -adaptive zone, may eventually be excluded from the ACTIAM investment
universe.

A Adaptive: These companies are on or near the transition pathway towards climate neutrality according to the Paris
Agreement to keep global warming to well below 2°C and pursue efforts to limit it further to 1.5 degrees. These
companies have the adaptive capacity to follow the required transition pathway towards climate neutral ity. Or they are
already climate neutral and do not further contribute to climate change.

b=

Positive impact: Companies in this zone take the opportunities offered by clean technologies or adopt a circular business
model in which products do not cause additional carbon emissions. These companies turn the risks into opportunities.

Carbon intensity

Institutional i nvestors are probing the long -term portfolio implications of carbon stranded assets, primarily driven by changes in
regulation and technological innovation. While regulatory changes that limit greenhouse gas emissions would have the most dir ect
role in tri ggering the stranding of carbon -intensive assets, the rapid development and falling costs of new technology could also
trigger largescale substitution of current energy sources with cleaner sources of energy. As these alternative sources of ene rgy gain
economies of scale and become less costly, they more and more challenge the dominance of fossil fuels, even in the absence of
stringent regulations on GHG emissions or high carbon prices. Another trend that could dampen future demand for fossil fuels is
improvements in energy efficiency. In particular, technologies targeting the residential, transport and industry sectors have the
potential to significantly reduce aggregate energy demand.

Companies reliant on burning fossil fuels, especially thermal coal - being the most carbon intensive fuel - are expected to be
abandoned if future carbon emissions would exceed the carbon budget or if new energy sources become economically competitive.
Therefore, exposure o f A C Timvéstvhérss to the transition risk is based on the energy intensity of both the operations (scope 1

and 2) as well as products (scope 3). Companies with an average carbon intensity of more than 8,000 ton CO2 per million USD

revenue, are considered non-adaptive and therefore excluded from the investment universe. It, therefore, depends on the mix of
activities and developments of this mix how companies are being classified. For example, a utility company with 75% of its operation
comprising of carbon-intensive coal and natural gas activities, has app roximately 17,000 tons CO2 per million USD revenue and will
therefore be excluded regardless of its management capacity to mitigate these risks.  The threshold of 8,000 ton CO2 per million USD
revenue implies, in practice , that utility companies with more than 50% oftheir energy mix coming from coal firing, are either

classified as non-adaptive or at risk, depending on their strategy, policy and actions to phase out coal -fired power stations which is
reflected in the risk management score ; a sufficiently high management score | eads¢s
sustainability paaapt i e alikevast, admpasidsofavhich more than 15% of the total revenue comes from
thermal coal mining are considerednon-adapt i ve and al so excl ud e diné&dditmmseeetall oil cAr@panies Mo
are classi-ddapt iasvse®d®niofn t hey are not maki naontodowfcarbor actevities. Fa theetmms  t ¢
being, most gas activities are classified as transition activities . Their emission intensity is lower than for coal and oil. Step by step,

the emission intensity thresholds will be made stricter, reflecting the nee  d to become climate neutral in line with the Paris Climate
agreement.

Impact <0 Companies involved in low/zero carbon solutions.

Neutral >=0,<500 Companies with less carbon intensive operations and products.

In transition >=500, <8,000 Companies with moderately to highly carbon intensive products.
Exclusion* >=8,000 Outlier transition companies with very high exposure to transition risk.

* Companies with more than 8,000 tons CO2 per million USD revenue are excluded regardless of possible adaptive capacity to redu ce the transition risks

ACTIAM actively seeks dialogue with companies that do not pursue sufficient effort to become climate neutr al according to the Paris
Agreement. Through active ownership, ACTIAM challenges relevant companies to forego investments in new and phase out existing coal
mining and coal power generation activities and to switch to renewable energy sources.

Note that ¢ arbon intensity is not the only indicator on the basis of which companies involved in fossil fuels may be excluded. As
indicated earlier, also those that are reliant on the fossil fuel sector, such as for  fossil fuel transport and storage, may be excluded or
classified as 6at riskd if they do not pr eamnttamsiiadn. t hey ar e ma
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Coal-fired power plants

Despite alternative sources of electricity generation, many utilities still have expansion plans for their coal -fired power plants.
Urgewald, a German organisation monitoring the use of coal throughout the thermal coal value chain, maintains a list of util  ities
having expansion plans for coal-fired power plants. Nowadays, there are alternatives for coal -fired power plants, and building coal-
fired plants creates risks for stranded assets. For that reason, ACTIAM monitors which companies have expansion plans for coal -fired
power plants. Those having expansion plans exceeding 1000 MW, will be excluded from the ACTIAM investment universe. Those having
smal |l er plans wi l-rli $bked .c aR erg otrhi sxred dmmpani es, ACTI|I AM lawiomékeanoni t
transition towards a low -carbon economy.

Oill pipelines and gas grids

While fossil fuels will most likely still be needed in sectors like plastics and petrochemicals, renewable energy sources wil | be the
backbone of the world & energy system. For example, in Europe, it is estimated that natural gas pipelines are at risk of b ecoming
stranded assets by mid-century as the European Commission pursues its 2050 decarbonization strategy. Although natural gas can
provide near-term benefits when replacing more polluting fuels as transitioning energy source, a key longer -term question is however
whether oil pipelines and gas grids can deliver truly low - or zero-carbon energy sources, such as lowcarbon hydrogen and
biomethane. Until that question has been answered, it is not yet necessary companies should divest from gas infrastructure  all
together. Maintaining gas infrastructure is also important, not least because the composition of the gases transported throug  h these
networks starts to change with the uptake of low -carbon gases such as hydrogen and biomethane. However, to mitigate fut ure risks
from the energy transition, ACTIAM determines to what extend oil pipeline and gas grid companies are preparing themselves to
ensure low-carbon fuels and gases can be transported in the future and use this as a criterion in judging the extenttow  hich
companies are mitigating the risk of investments in (new) transportation networks becoming stranded in the future.

3.2 WATER USE

3.21 Background

Water is an essential resource. All ecosystems and life on the planet are dependent on water. Water also has imme nse social

and economic value. Access to water and sanitation is a human right. Safe drinking water and sanitary and hygienic

conditions are indispensable for healthy communities. Yet, about 2.1 billion people do not have access to safe drinking water

and more than twice as many people lack safe sanitation, causing numerous social and gender inequality issues. 12 In addition,

water is a crucial factor in creating employment and generating economic growth, since it is an essential element in
agriculture, energy production and many other economic activit
active workforce) are strongly dependent on water. 13

The Stockholm Resilience Centre argues that two driving forces influence the planetary boundary for freshwater: climate
change and human pressure. Water is becoming increasingly scarce and estimates show that by 2050 about half a billion
people are likely to be subject to water -stress. This further increases the pressure to intervene in water systems, in this way
aggravating the problem. Although freshwater use is currently considered to be within the safe operating space of the
planetary boundaries on a global level, lack of access to water on a local (or basin) level remains an existing and serious
problem which is likely to deteriorate over the next decades.

12 WHO and UNICEF (2017). Progress on drinking water, sanitation and hygiene: 2017 update and SDG baselines. Geneva: World Healt Organization and the
United Nations Childreno6s Fund.
13 UNESCO (2016), The United Nations World Water Development Report 2016: waer & jobs. UNESCO, Paris.
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3.2.2  Challenges & trends

Between 2000 and 2050, global demand for water is expected to increase by 5 5%?2* It is anticipated that by 2030 only 60% of

the worl dds population wild.l be able to meet their need for wat
will become scarce in more and more places, with 17 countries that togetherhouse a quarter of the worl dods
already facing extremely high water stress. 1° In addition, water quality degradation (from agriculture, industry, plastics, and

sewage) can constrain GDP growth by up to one-third and is rising as a global risk to econom ic growth and community

wellbeing. ¢ Europe, for instance, expects 30% of its surface area to suffer from water shortages by 2030. 7 It is no

coincidence water crises have consistently ranked high in World Economic Forum risk reports in recent years. 18

Unequal geographical distribution of (potable) water and its increasing, unequal and irresponsible consumption are often to
blame for water scarcity. A major cause of this is wastage and contamination in production processes. Also, water is being
used faster than it can be replenished by nature due to population growth and economic activity. In many regions, water
resources are poorly protected and inadequately managed by local policy makers. Climate change is also responsible for
creating temporary and chroni ¢ water shortages or surpluses. As a result, climate change is exacerbating and accelerating
the existing water challenges.

The challenges can be clustered into three areas: quantity, quality and accessibility of water:

A Quantit y: Society is faced with two aspects regarding the quantity of water: too much (floods, extreme weather, rising
sea levels), or too little (drought, aquifer depletion). Both can challenge companies in their supply chains and operations
and lead to severe interruptions of production an d services. They can also put assets and capital expenditure plans at
risk. Examples of this include failed harvest due to drought, operational interruptions due to a lack of cooling water,
damaged infrastructure due to floods, or the interruption of touri  sm due to extreme weather circumstances.

>

Quality : Quality is a key factor for (fresh) water use. There are many factors at play that determine the quality of water.

Pollution issues include, among others, eutrophication and hypoxia, salinization, events such as oil spills, organic matter

pollution, and in organic matter pollution such as marine plastic debris and heavy metals. Temperature can also be an

important limiting factor for the use of water, for example when it is needed for cooling purposes. Pollution hurts
ecosystems and economic activitessuchas agricul ture and touri sm. I't can al so hz
health impacting worker productivity or consumer quality of life.

A Accessibility : With increasing competition for water resources, access to water can come under pressure. Factors at play
include (geo)politics, population growth, increasing food production, competing claims to ownership, infrastructure
quality and availability, inequality and poverty, and failed protection of human rights. Accessibility issues can hurt
companiesdir ectly, i f they | ose their access to water, or indirec
water with legal, reputational or operational consequences.

3.23 Financial materiality

Materiality of the water challenges differs per company, depend ing on the specific nature of their operations and the regions
in which they are active. In fact, companies have a two -way relation to water: they have a dependency and an impact Jsee
figure 2. 1° On the one hand, given the trends described above, water -related operational (physical) risks are likely to
increase for many companies as water becomes scarcer, potentially leading to production losses or production interruptions.
Moreover, rising water prices and increasing costs to safeguard water supplies coul d lead to increasing and occasionally
unexpected costs and a need for greater investment, both in water saving technologies and in improved water infrastructure.

At the same time, companies are potential causes of water issues. Many companies withdraw, co nsume, or pollute water in

their production processes. Other activities, such as (energy) infrastructure activities, can irreversibly influence water fl ows

and quality of water. As consumers become mor e ersystemandh! about
legislation becomes stricter, companies run reputational, operational, market and regulatory/litigation risks that are

relevant to investors.

14 OECD (2012), OECD Environmental Outlook to 2050: The Consequences of Inaction, OECD Publishing, Paris.

15 WRI Aqueduct Water Risk Atlas, www.wri.org/agueduct.

16 Damania, R., Desbureaux, S. et al. (2019). Quality Unknown: the invisible w ater crisis. Washington D.C. The World Bank.

17 The European Water Platform (2016). The Value of Water, Multiple Waters for Multiple Purposes and Users: Towards a future -proof model for a European
water -smart society . June 2016.

18 https://www.weforum.org/reports/the -global-risks-report -2019

19 https://lwww.ceres .org/resources/toolkits/investor -water -toolkit/details#water -risk-drivers and industry water risk table and database:
https://www.ceres.org/resourc__es/toolkits/investor -water -toolkit/details#sector -analysis
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Figure 2: The two -way relation of companies to water

Water quantity, Water quantity,

quality and quality and
accessibilit accessibilit

Dependency Impact

All companies have some relation to water , but the risks are greater in certain sectors, where dependency on water is large,
the impact on water is large, or where physical assetsare at risk of floods and drought. Several organizations have mapped
materiality of water issues to specific sectors. Using different sector classification systems, MSCI, CDPand Ceres analysed the
materiality of water issues, resulting in a list of sectors for which water issues could have large (financial) consequences. 2

Without being exhaustive, sectors for which water is highly material include t he mining, energy, agricultural and real estate
sector, either because of water scarcity risks, water quality issues or flooding risks . For the mining sector water is an
essentialinput f or mi ner al processing, cooling, dust control, workers?®o
waste water are produced because of dewatering mines and as a by -product of the mining process, and are either stored in
tailings dams or released to the environment. This flow of water can be highly toxic and acidic and is therefore often not fit

for other use. A lack of water in these industries can severely interrupt production, and public and investor scrutiny of

effects on water quality has increa sed after tailings dam collapses in Canada and Brazil which both resulted in massive
environmental damage and for the latter in a large loss of life.  In addition, w ithin the energy sector, energy production often
requires large amounts of freshwater (e.g. hydraulic fracturing for oil and natural gas, coal production, electricity utilities

for cooling). Energy production can often produce large amounts of wastewater that must be managed and disposed of
properly. Globally, t he agricultural sector is one the largest water users, globally account ing for 70% of fresh water use.
Fertilizer, pesticide and herbicide over -application, soil erosion, run -off from livestock farms and meat production are the
largest contributors to degraded water quality globally. With  out access to enough and clean water, crops fail and commodity
prices spike, with economic but more importantly human health consequences. Finally, the real estate sector is sensitive to
floods in certain areas. For example, 59% of the Netherlands is at ri sk of flooding. ?? Floods can significantly reduce the value
of real estate portfolios.

3.2.4  Vision & objectives

An increasing amount of companies are aware of the potential risks and opportunities related to water and act to prevent

risks, or capitalize on opp ortunities. Society needs to work towards a water basin security approach, where companies, local
populations and governments collaborate to safeguard the long -term supply of high -quality water and protect critical natural
water resources. ACTIAM believesthat for this, businesses need to transform from being water managers to water stewards,
meaning they take responsibility beyond the gates or their sites to ensure social, environmental and economic benefits  dsee
textbox o0The O6CEO Wat.er Mandated Pl atfor mé

The 6CEO Water Mandated platform

OWater stewar dshi p otobe usedlsydusinesses, ytilities,accommandies, and others dthat promotes and fosters the
sustainable and equitable management of freshwater resources. Water stewardship practices range from water use efficiency at an
organi zationds own operations, tteam reuligsiagebadernivier basin prbiects, ang pelyonde Waer t o
stewardship helps ensure that water users not only manage their own risks an d seize opportunities related to water (e.g., ensuring
businesses have the water they need to continue production processes), but also promotelong -t er m wat er securi ty

Source: CEOWaterMandate.org

20 Based on classifications from MSCI, the CDP 2018 Global Water Report and the CERES Water Toolkit for Investors, water is judged to be highly material for

several the sub-industries. The list of G ICS 4 subindustries for which water is highly financially material can be obtained from ACTIAM at request.

21 htps://www.oecd.org/agriculture/topics/water -and-agriculture/

22 hitps://themasites.pbl.nl/risico _-overstromingen/

23 This is in line with the key principles of the Valuing Water Initiative, that argues that investors should protect water sour cesadrecogn ze waterds mul tig
values; see https://www.government.nl/topics/water -management/valuing -water -initiative .

Public 15


https://www.oecd.org/agriculture/topics/water-and-agriculture/
https://themasites.pbl.nl/risico-overstromingen/
https://www.government.nl/topics/water-management/valuing-water-initiative

ackam

ACTIAM committed to contribute to the Sustainable Development Goals (SDGs). SDG 6focussesontheneed t o OEnsur e

availability and sustainable management of water and sani
investment activities an d set the target to have a water -neutral investment portfolio in 2030. This means that businesses
consume no more water than nature can replenish, and cause no more pollution or impacts than is acceptable for the health

of humans and natural ecosystems.?*

Achieving this goal requires companies to:

A Respect the human right to water and understand their responsibilities;

b=

Be transparent about their water dependency and use (quantity and quality) including  the identification of hotspots of
reputational, operat ional and regulatory water risks in the value chain, the potential materiality of those risks and
mitigation strategies , including policies, action plans and monitoring practices ;2°

>

Protect water resources (surface and groundwater) and future water supplie s to ensure water security;

>

Avoid operations in areas with high water stress or, for operations in water stressed areas, assure that underlying causes
of water stress are responsibly and fully mitigated , and contributions are made to improved management ;

>

Avoid use or (re)use water as efficiently as possible;

>

Strive to have zero impact on water quality (avoid pollution in any way or purify water after use);

>

Engage andsupport stakeholder efforts to collectively address basin risks , develop shared policy advocacy positions in key
water risk areas and consider water needs of stakeholders especially those most vulnerable;

>

Seek to phase out or find alternatives for products lines that are water polluting;

>

Control water management in the supply chain;

>

Set contextual, time -bound and science-based targets to ensure continuous improvement and accountability.

ACTIAM expects companies and countries to be good water stewards and to integrate these measures into their strategy and
processes.

3.2.5  Assessing company perform ance

Companyd performance on water related topics is measured
the management capacities to mitigate these risks. Especially for the sectors for which water is material because of their
impact or dependency on water, ACTIAM monitors to what extent they are exposed to any of the water quality, quantity or
accessibility issues. Next to that, ACTIAM monitors whether these companies have the adaptive capacity to manage these
risks and make the required transitions. Table 4 indicates which factors influence the exposure and management scores. For
all companies, this is supplemented with information about the severity of water related controversies. 26

Table 4: Factors considered for determining exposu  re and management scores on water use.

Factors influencing the exposure score for water use

Companies are more exposed if they:

A Have a high share of operations in geographies projected to experience water stress and water scarcity —or geographies prone to
flooding;

A Have a high share of operations classified as water intensive (based on estimated water use relative to sales).

22The 2018 CDP Gl obal Wa undke carberpwerate nahin arace t zeto lwheh it cdmes to water withdrawals & companies and people alike
will always need a certain amount of water to survive and thrive. But as water availability and quality decreases around the world, a failure by business t o
deliver even a modest reduction on this indicator is concerningoé

25 This can be attained e.g. by following the GRI 303 reporting guidelines on water and effluents.

26 The base data for this assessment originates from an external data provider, supplemented with additional information, for instance from FAIRR and 427,

about the risks related to the global water challenges.
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Factors influencing the management score for water use

Companies receive a higher management score if they:

A

A

>

> > > > >

are transparent about (trends in) their water dependency, withdrawals and consumption (quantity and quality), their performan ce
compared to other companies, and their policies to manage these;

successfully implement processes to reduce water intensity;

set targets and implementation plans to improve their future water consumption performance and ensure continuous improvement
and accountability;

use water from alternative sources (i.e. grey -, recycled or rainwater) and recycle water when possible;
avoid water pollution in any way or purify water after use;

manage competing claims over water with communities in which they operate

address basin risks through supporting collective action and/or governance mechanisms;

adopt standards, including ISO 14001 wit h regards to water withdrawal for raw material acquisition

The exposure and management scores for water issues allow for a division of companies into the categories of the A CTIAM
Sustainable Investment Framework d see figure 3.

A

>

>

=2

Unacceptable behaviour / non-adaptive : Companies Figure 3 - The ACTIAM Sustainable Investment Framework
in these zones are the laggards in terms of water applied to water use

management. Regardless of materiality, companies
need to respect (local) laws and regulations relating to
water as well as international standards. ACTIAM
therefore monitors controversies relating to water and
integrates this into the framework. In addition, Positive impact
companies that consciously are putting water resources
at risk, such as companies involved in riverine tailings
disposal (the dumping of mining waste in rivers), may
be excluded from investment.

ACTIAM Sustainable Investment Framework
Water

solutions

Water
| & Stewardship

At risk : Companies in this zone have a combination of
high-risk exposure and low-quality management. These
companies insufficiently acknowledge their exposure to
water related risks and do not proactively manage their
water impact and dependency but only react to
incidents.

Adaptive : These companiesacknowledge their wat er
risks, both in their own operations as well as in their X =
supply chain, and proactively manage such risk. They Non-adaptive I

Water

. . . Low adapti i
take enough actions to mitigate the risks, and are i
laggard

called water stewards. Water stewards look beyond
their own gates to ensure water security fo r all. This
includes providing water, sanitation and hygiene for
employees; using water efficiently and not consuming water in places of scarcity; not degrading the quality of water;
collaborating with other actors in a specific basin; supporting greater a ccess to clean water for regional stakeholders; and
settingcontext-based water targets. Using sustainable investment
towards being water stewards.

Unacceptable behaviour

Positive impact : Companies in this zone are the water solution providers . They develop and produce products or services
that improve the availability and quality of, or access to, water. To be granted this status, the companies themselves will
need to be water stewards or be on a trajectory tow ards becoming water stewards.
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Next to integration of these factors into investment decisions and dedicating sustainable investment instruments to

encourage companies to become water stewards, ACTIAM recognizes that water is a common resource and that it will take a
collective effort to protect and value water more highly by all. As such , ACTIAMactively participate sin collaborations to (1)

improve awareness of water issues and SDG 6, (2) improve data coverage and data quality relating to water issues, (3 ) share
(investor) experiences and insights to improve understanding of water issues, and (4) collaborate in engagement initiatives.

Examples are the Ceres Water Hub, a collaboration with the Swiss government on water management and working groups on
water use in the mining sector . In addition, ACTIAM contributes to thought leadership by presenting at investor and water
forums and contributing case studies and articles on the importance of water integration by investors.

3.3 LAND USE

331 Background

Land is recognised as a crucial d albeit finite dresource, necessary to produce food, fibre, fuel and energy, the provision of
shelter to the population and for protecting biodiversity and ecosystems. Many companies are directly dependent on land
resources. But thr ough their land use, they contribute to several global environmental and social problems and are among
the major reasons why several of the planetary boundaries are crossed. 27

For instance, agricultural expansion @ especially for commodities such as cattl e, soy, palm oil and timber dis responsible for
circa two thirds of deforestation in the tropics. 22 Between 2000 and 2012, 2.3 million km?2 of forest (about the size of Algeria)
were lost. 2° Moreover, 23% of the terrestrial area worldwide suffers from land degradation, caused among others by intensive
land use, unsustainable irrigation of croplands and wrongful use of fertilizers and pesticides. Next to land degradation, thi s
also results in pollution of water bodies and increasing water stress. 3° These impacts have negative feedback effects for the
agricultural sector as land degradation may result in declining agricultural yields and loss of ecosystem services such as
pollination and natural pest control. Although land activities are performed locally, the se consequences are global and not
restricted to the primary sector. Through supply chains, these issues impact companies up until the final goods provision, an d
therefore also investors worldwide.

Also, other sectors negatively impact the quality and avai lability of land. Traditional mining activities, but also
unconventional oil and gas exploration, such as shale oil and gas, tar sands and arctic oil drilling, may have irreversible
degrading effects to land, forests, local species and water stocks, as wel | as indigenous communities, besides being highly
emissionsintensive. 31 Next to that, land conversion for urbanisation and urban sprawl changes ecosystem functions of large
areas of land.

Indirectly related to land resources, but also impacting global ecosystem functioning and biodiversity, are overexploitation of
marine resources and coastal zone exploitation. Mangrove clearing, coastal zone development, overfishing and industrialized
exploitation of marine resources impact biodiversity and local communities . Overexploitation of marine resources may also
have negative feedback effects on fisheries industries and coastal zone exploitation in many cases leads to increased
probabilities of coast al flooding and, thus, to increased risks of large scale economic disruptions.

Land and natural resources use hasa large impact on several of the planetary boundaries. Due to land conversion,
deforestation, degradation and overexploitation, land and marine systems change and biodiversity declines. These activities
reduce or deplete the habitats of several species. Recent estimates show that over one million species are threatened with
extinction. 32 The Convention on Biological Diversity (CBD), through the Aichi targets, aims to protect ecosystems and
biodiversity, allowing those to provide goods and services valuable to humans. 32 Promoting sustainable land use is one of the
key strategic goals of the CBD.

Moreover, climate change is impacted by land use ch ange. According to IPCC, almost a quarter of all human induced
greenhouse gas emissions originate from deforestation, livestock raising, land clearing (burning), and soil and nutrient
management.3* Proper land use and marine management can also help to red uce climate change and its impacts. Land and
oceans have the capacity to serve as a carbon sink, storing greenhouse gasses in the vegetation, soil or oceans.

27 Stockholm Resilience Centre (2015). The nine planetary boundaries. Stockholm Resilience Centre, Stockholm. While specific issues under the Land Use driver
are herein described, this is not an exhaustive list and cross -cutting thematic issues are also discussed under other drivers. Examples are: indigenous people
rights, land rights, land grabbing (discussed in the Social Capital chapter); Water use and pollution (discussed in the Water Use cha pter ); chemicals use and
discharge (discussed in the Chemicals and Waste Management chapter), among others.

28 Trase (2018). Trase Yearbook 20180 Sustainability in forest -risk supply chains: Spotlight on Brazilian Soy. Transparency for Sustainable Economies, Stockholm
Environment Institute and Global Canopy.

29 UNCCD (2017). Global Land Outlook Convergence of evidence. UNCCD, Bonn.

30 |PBES (2019 Global Assessment Summary for Policymakers. Intergovernmental Platform on Biodiversity and Ecosystem Services. Bonn.

31 Friends of the Earth Europe (N/A). Tar Sands din depth.

32 CBD (2010). Strategic Plan for Biodiversity 2011-2020, including Aichi Biodiversity Targets. Montreal.

33 CBD @010). Strategic Plan for Biodiversity 2011 -2020, including Aichi Biodiversity Targets. Montreal.

34 |PCC (2014). IPCC Fifth Assessment Report. Chapter 11. Intergovernmental Panel on Climate Change.

Public 18


https://knowledge.unccd.int/sites/default/files/2018-06/GLO%20English_Ch4.pdf

ackam

Transforming land and marine management practices is essential to meet the emissions reduction ta rgets, by encompassing
activities with great mitigation potential.

Improper land use also impacts the planetary boundaries related to water and the of nitrogen and phosphorus cycles. Due to
deforestation, land degradation and agricultural practices, water  cycles change, the water storage capacity of the sall
reduces and nitrogen and phosphorous leach to groundwater and surface water sources, causing water quality problems in
large areas.

Next to the environmental problems, land use activities have direct impact on poverty alleviation. Every year 12 million
hectares of productive land are lost due to desertification and drought, whereas food production must increase by 70% in
2050 to feed the growing world population. 3% This has, ultimately, consequences not only on long -term human health and
nutrition, but also direct economic consequences for many sectors using the outputs from the primary sector.

3.3.2 Challenges & trends

The world is continuously changing and social developments dsuch as a growing world population, increasing demand for
food, energy and shelter, and technological developments dhave an impact on future land use and biodiversity. Whether
biodiversity may further decline or not depends both on the pace of innovation, regulatory changes and econ  omic growth.
The tesctkborroos f or prasents theimpacasmofdwo pateatidl future scenarios on land use, water use and
biodiversity.

Scenarios for future land use

Future scenarios developed for the Global Land Outlook demonstrate possible development pathways, their potential consequences on
land use activities and biodiversity and their resulting impacts on society and economy.

A worst-case scenario is characterised by high population growth, low economic development and limited environmental concern. In this
scenario, pasture and croplands will expand, increasing pressure on forests, savannas and grasslands. Considering the growing
unavailability of suitable land for agriculture, more than 50% of this expansion could  happen towards low to moderately productive lands.
This scenario shows a large increase in food prices across almost all regions of the world, but especially in areas of low fo od security such
as sub-Saharan Africa and South Asia. Irrigated areas may be further expanded due to the population growth and food demand. This may
aggravate water scarcity across the world. Biodiversity loss is also expected because of expansion of croplands, as well as ¢ limate change
effects and infrastructure growth, potentially  leading to more than 40% global biodiversity loss relative to the situation in 2010, by the
year 2050.

A more positive scenario assumes good progress towards sustainability, low population growth and high economic growth. Strict er land
use regulation, less growth of food demand and higher technological development can increase crop yields and restoration of degraded
lands, in this way halting conversion of natural vegetation to agricultural land in many parts of the world. Improved irrigation efficiency
thr ough technology enhancement combined with concerns over sustainable energy and water use can result in reduced expansion of
irrigated areas, thus diminishing both the risk of water and food scarcity and a considerably lower loss of biodiversity.

In the worst-case scenario described above, with declining land productivity and rising food prices, companies and investors
will suffer. Only those who can adapt to the underlying changes dwho succeed in preventing productivity declines, invent
technical solutio ns for the declining land productivity or adapt their supply chains to the higher prices  &can still thrive. In
the more positive scenario, if sustainability -driven actions are followed by more favourable environmental developments, the
companies that adapt to prevent biodiversity loss, while creating opportunities to profit from it, will benefit the most. For

both scenarios, companies will have to make a transition. Those that do not adapt will eventually lag behind. In the worst -
case scenario all companies are impacted, due to higher prices and lower agricultural production. In the positive scenario,
especially the primary sector will have to adapt to be able to maintain production levels and adapt to more stringent
regulations and increasing consumer concern.

3.33 Financial materiality

The above shows that land is a highly material input for many companies. Globally, companies and governments have
become more aware of their responsibilities towards biodiversity loss and unsustainable land use but also of the
consequences suffered from this for their own production processes. The expected developments in soil productivity, water
availability and pollution will result in a greater need for capital investment to guarantee the productivity of the land or

secure continued sourcing of natural and marine resources . Moreover, even though some sectors may not see direct impact
from environmental losses on its operations, legal and reputational risks may be equally significant, as governments and
consumers respondtotheimpact generated by companiesd activities.

35 UNCCD (2017).The Global Land Outlook. UN Convention to Combat Desertification. UNCCD, Bonn.
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The impact is clearest for the primary sector dagriculture, fisheries, forest & paper products dwho not only see their
responsibility towards the land use problems, but who also suffer most from the consequences. Even though individuals,
governments and companies still only do little to halt unsustainable land use and marine management, a growing number of
initiatives attempts to take responsibility and alter this situation. Many companies already support initiati ves such as the
Forest Stewardship Council (FSC), Marine Stewardship Council (MSC), Round Table on Sustainable Palm Oil (RSPO) or the
Round Table on Responsible Soy (RTRSBome even support initiatives outside their own supply chain, by demanding full
NDFE commitments (No Deforestation, Peat and Exploitation) or support programs on landscape level. Depletion of land and
ecosystems threaten the very own input which these companies rely on. Fishery industries are a clear example of this, in
which unsustainable fisheries can deplete marine resources and drive fish stocks towards extinction.

Land use practices are also highly material for the animal husbandry sector. Either because of declining land productivity or
because increased consumer concern, stricter g overnment regulation or stricter demands from clients. The mining sector and
unconventional oil and gas exploration companies are less dependent on land productivity. Yet, the increasing regulatory
uptake by several governments3® and the increasing consumer concern over biodiversity loss, may cause loss of permits, as
well as severe fines in case of mismanagement of protected areas. Reputational damage stemming from such processes may
result in market loss for companies unable to abide by accepted practices

Moreover, many sectors indirectly depend on land use developments through their supply chains. Shortages in supply and
rising prices due to unsustainable land use will impact these sectors. These include paper packaging and products, forest
products, apparel, accessories, luxury goods, footwear and textiles; restaurants, department stores, general merchandise
stores and apparel retail; home improvement retail and home furnishings; food distributors retailers and supermarkets;
packaged foods and meats; household and personal products; and construction materials.

3.3.4  Vision & objectives

ACTIAM believes that companies have a responsibility to contribute to a world where everyone has access to the basic needs
and where natural resources are protected to assure future consumption. For that reason, ACTIAM aims to reach a situation
of zero net biodiversity loss and zero net deforestation (including conversion of other natural ecosystems) in its portfolios by
2030. This aim also contributes to the target of reaching net -zero greenhouse gas emissions by 2050, by enhancing the
sequestration capacity of carbon sinks and by reducing land -based carbon and methane emissions. Measuring the long-term
impacts of unsustainable land use or land conversion on biodiver sity loss, however, is often not possible yet. Moreover,
clearly indicating how biodiversity loss impacts companies and for which sectors it is most material is still work in progres  s.

To reach the objective, ACTIAM commits to a responsible investment appr oach for land -based activities. Fundamental
principles guiding selection of investees, engagements, as well as development of innovative tools are key elements in the
pursuit of a positive i nudsépnaetines.do devweleprknowledgepirathid fields ACTIAM codtributes to
working groups and initiates new strategic alliances to improve measurement methods. 37

Many companies have already committed with ending deforestation or conversion of natural ecosystems. So far, companies
involved in palm oil and timber have been more committed with this goal than the paper , soy and animal husbandry sectors
(including cattle, chicken, pork and dairy sectors as large users of soy) who are still lagging far behind. 3 Moreover, many oil
and gas companiesare still expanding their activities in unconventional exploration such as shale oil and gas, tar sands and
arctic and deep seadrilling, despite the clear call for a halt of these practices.

For this reason, ACTIAM dedicates extra attention to sectors th at are less committed to sustainable land use, through
evaluation of impact, engagement and development of indicators to push companies towards a concrete commitment and

the achievement of the end of deforestation , conversion of natural ecosystems, biodive rsity depletion and unsustainable land
use.

3.3.5  Assessing company performance

While ACTIAM aims to support companies with the most positive impact in the field, also the transition of those companies
that currently do not present enough practices to mitigate  their risks from land -based activities is supported. Such a

transition depends on companiesd adaptive capacity to shift t

36 An example is the recent court ruling in Australia refusing the permit to a new coal mine, where the increase in GHG emmissio  ns was considered. See: Reuters
(2019, Feb 8M) Australian court bars new coal mine project in land mark win for green lobby.

37 For instance, ACTIAM is an advisory board member at the EU Business@Biodiversity Platform,forum for dialogue and policy interface to discuss the links

between business and biodiversity at EU level . ACTIAMalso contributes with Satelligence to use satellite images to track land cover changes and deforestation at
a company basis. Moreover, ACTIAM is part of the Platform Biodiversity Accounting for Financials to develop measurement appro aches to measure the impact of
investments portfolios on biodiversity.

38 Rogerson, S. Q017). Achieving 2020: how can the private sector meet global goals of eliminating commodity -driven deforestation? Forest 500 Annual Report
2017. Global Canopy: Oxford, UK.
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As a starting point, ACTI AM ev alolaton df iss FindamentlinpestmenePsintiples.c®Iin vi t i e ¢
the field of land use, several activities constitute reason for exclusion, as they may carry irreversible impacts to the
environment and high risks for companies.

Examples include but are not limited to extractive activities in protected areas (such as mining and forestry), illegal logging,
mountaintop removal mining , riverine tailings disposal , e xcessive water use and waste dump into rivers. If companies comply
with these principles, their risk exposure and management capacity towards land related issues are considered. Companies
are screened on the following land related issues:

p=2

Direct land uses: Activities that directly depend on land and marine resources, for instance those in forestry, agriculture
and fisheries sectors and those in the coal, oil & gas and metals & mining sectors;

p=2

Indirect land -related uses: Activities that depend on land and marine resources indirectly, through the supply ¢ hain,
such as for food products and construction materials industries whose operations rely on raw material sourcing;

>

Unconventional exploration practices:  Also, dependent directly on land and marine resources, these activities have a
considerable negative impact on land and biodiversity. These include shale oil and gas, tar sands and arctic oil drilling.

Exposure on direct land use is higher if activities take place, for instance, in fragile environmental conditions, in protect ed
areas or in areas classffied as hot spot biodiversity areas. High land use management scores reflect essentially the degree of
efforts to prevent and/or minimize disturbances to land and marine systems, increase protection of ecosystems and their
biodiversity, as well as engage p roperly with local communities. Table 5 concretely gives a (non -exhaustive) list of factors
that contribute to the exposure and management scores. “°

Table 5: Factors considered for determining exposure and management scores on chemical and waste
management.

Factors influencing exposure scores Factors influencing management scores

1. Direct land uses

) |
>

A the extent of company operations in regions with fragile A having and disclosing no deforestation/no land conversion
ecosystems, protected areas or in areas classified as hot policies and strategies and/or policies to reduce land or marine
spot biodiversity areas, including high conservation value disturbances;

forests, protected nature areas, peatlands, marine A adopti habili disturbed .
protected areas and no-take zones: adopting programs to rehabilitate disturbed areas;

A the extent to which the company operations involve having z.iden?onstrated performance .track record of minimising or
significant disturbances on land and marine areas. FIETETIITE) TSRS T e e e
A performing community and biodiversity impact assessments prior
to new operations assuring operations lead to no or minimum
impact or take actions to compensate for the impact ;

A comply with EU regulations on the use and disclosure about GMOs
in agricultural processes.

2. Indirect land -related uses draw material sourcing

A dependency on raw materials of high land impact. A presence of sound policies and targets assuring that raw
materials are not sourced from areas that are deforested,
converted or overexploited ;

A percentages of products traceable to the origin and externally
certified by the most stringent stand ards;

A number of severe controversies in raw material sourcing.

3. Unconventional exploration practices

A percentage of revenues obtained from unconventional A seefactorsment i oned under ob6direct |
exploration methods such as shale oil & gas, oil sands and
arctic oil drilling.

¥These principles are described in the O6ACTI AM Fundament al I nvest ment Principle:
40 See the Accountability Framework Initiative for a set of principles for setting implementing and monitoring commitments on su stainable land use:
https://accountability _-framework.org/ .
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ACTI AM understands such scores have | imitations in terms
and results towards deforestation and biodiversity targets. For this reason, additional sources are used to complement
insights into companiesd performance and contribute with
practices*!. For instance, data from the Soft Commaodity Risk Platform (SCRIPT) is usedto gather more in -depth information
for the soft commodities sectors (paper, timber, soy, palm oil, cattle) on their land -use management policies, from
producers to retailers , or data from the Coller FAIRR Protein Producer Index is used to learn more about the material land
use risks of meat and dairy producers. It provides insights in the adaptive capacity of companies that currently do not

present enough management abilities to ta ckle the risks to which they are exposed, informing on potential engagement
objectives. Additionally, through its partnership with Satelligence, ACTIAM invests in data development for deforestation
monitoring. For this, satellite images are used to trace | and cover changes and deforestation, and link this to the companies
responsible for this.

Based on the exposure and management scores for the direct and indirect land use and on the percentage of revenues from
unconventional oil and gas, companies are cate gorized in any of the zones of the ACTIAM Sustainable Investment Framework:

>

Unacceptable behaviour /  Non-adaptive : Companies lacking essential land management strategies such as environmental
impact assessments, fair and voluntary resettlement policies, ov ersight of biodiversity loss, among others. Additionally,
companies with a share of revenues from unconventional oil and gas above 25% which also demonstrate a low
management score are considered non-adaptive. These companies run operational and legal risk s in the short - to
medium-term and may therefore be excluded from investments.

>

At risk : Companies with unmanaged risks who are currently developing the necessary instruments to improve their
oversight and practices towards a neutral impact from land -based activities. These companies generally run medium risks
but have the adequate adaptive capacity to reduce vulnerability. Those companies which present severe controversies on
raw material sourcing are al so aut omaave adeglate policee®im@acedcerese ve
these controversies, thadapiaiyvé®. consi dered 6énon

>

Adaptive zone: Companies with substantially responsible land management practices and clear land use policies, such as
programmes to minimise disturban ce from operations on biodiversity and communities, targets related to land use,
adequate environmental and social impact assessments. Such companies may face moderate to low exposure to
operational and legal risks that could undermine their activities.

>

Positive impact : Companies making positive contributions to the preservation, recovery or restoration of land, through
mitigation practices such as sustainable land management, agroforestry, or restoration of eco -systems such as forests and
peatlands. These companies contribute to the SDGs, while benefiting from a frontrunner position in a future scenario of
stricter regulations and increasing land and resources competition. Companies in this category operate at least in the
transition zone or the adaptive zone, and in addition develop solutions having a positive impact to land -use or
biodiversity.

3.3.6 Initiatives

Companies that through active ownership are stimulated to move towards the adaptive zone are expected to put processes in
place to promote transparency, such as by adhering to relevant initiatives such as the CDP Forests Program 42, by adopting the
GRI guidelines and related supplements for disclosure of information , by the FAIRR raking or by adopting the guidelines from
the Accountability Framework Init iative *>. Depending on the type of company, they are expected to follow sector -specific
guidelines or obtain eco label certification for their products and their suppliers, such as those from the Forest Stewardshi  p
Council (FSC and FSC Chaiof-Custody certification), FAO Code of Conduct for Responsible Fisheries, Aquaculture
Stewardship Council (ASC), Marine Stewardship Council (MSC)GLOBALG.A.P GGNAquaculture standard, Humane Farm
Animal Care (HFAC), Global Animal Partnership, RSPCA Assured, Animal Welfare Approved by A Greener World, Beter Leven
(levels 2 and 3), the Roundtable on Sustainable Biomaterials (RSB), Roundtable on Sustainable Palm Oil (RSPQRound Table
on Responsible Soy (RTRYr UTZ Certified Products. Companies are expected to and report on the implementation of these
guidelines, and continuously improve their perf ormance based on the guidelines or certification schemes.

41 For instance, ACTIAM is part of the Platform Biodiversity Accounting for Financials to develop measurement approaches to the impact of inve  stments portfolios
on biodiversity . ACTIAM alscembraces other initiatives that promote transparency, such as the CDP Forests Program. The goal of these initiatives is to help
investors identify the effects (operational, supplier -related, reputational and legislative) and exposure to deforestation within their investment portfoli o."

42 The CDP Forests Program was launched to improve the lack of information about deforestation in different sectors, includingt he paper and forest products
sector. It is an important and widely supported initiative . The goal is to help investors identi fy the effects (operational, supplier -related, reputational and
legislative) and exposure to deforestation within their investment portfolio

43 The Accountability Framework is a set of common norms and guidance for establishing, implementing, and demonstra ting progress on ethical supply chain
commitments in agriculture and forestry. Seehttps://accountability -framework.org/ .
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These companies are called to present environmental management plans with clear timelines, to improve their land use
management. In addition, companies using unconventional exploration methods are challenged to prepare plans to phase out
the use of these exploration methods.

Companies that qualify for engpagk®menbonenthatdef ohoskein oper éatat
(HCV) forests* do not use certified instruments to identify, manage and monitor their impacts or for which an environmental
audit shows they are involved in activities that pose heightened environmental risks, such as:

A logging on steep slopes, riverbanks, wetlands or primary forest;

A large scale monoculture plantations in detriment of original vegetation;
A illicit activities, such as poaching and dumping waste;

A use of genetically modified organisms to cultivate trees;

use of elemental chlorine to bleach paper.

A related problem is the use of genetically m odified organisms (GMOSs) in food. The European Union has introduced strict
regulations on the use of GMOs in food and animal feed. In the EU, companies are required by law to state on the label
whether their products consist of or contain GMOs, or DNA or p rotein resulting from genetic modification. Companies are
expected to comply with these EU regulations to assure global food safety. ACTIAM considers it to be best practice if
companies have also implemented policies to ensure that countries, if they trade  in products containing GMOs, are provided
with the necessary information to make well -informed decisions before agreeing to import such organisms. 4°

Land grabbing

Land grabbing refers to dubious industrial and commercial land acquisitions. These deals are usually driven by international investors
looking to buy up land, often for agricultural purposes but also for other purposes including extractive s, such as power generation
projects and forestry . Land grabbing is frequently accompanied by human rights violations and has a major impact on the local
environment. Large areas of |l and are sold as ©6uni n hscdeiagrieutturellive ord 0
this land. ACTIAM is not involved in the direct purchase of agric ultural land but could become indirectly involved through investments in
international companies. As a responsible investor, ACTIAMfind s it important that companies involved in land acquisitions have a sound
policy, conduct due diligence, and report on th ese matters in a transparent way. In this respect, special attention is being paid to
vulnerable groups such as indigenous peoples, women and children, and relevant sector initiatives  are being supported such as the
Farmland Principles, Forest Sewardship Council, Roundtable on Sustainability and Biomaterials, Roundtable on Responsible Soy, the
Roundtable on Sustainable Palm Oil, the seven priorities as laid out by the World Commission on Dams and EITI, and ACTIAMexpects that
companies apply these standards and frameworks.

Extractives, Minerals and Mining Industries

The extractives, minerals and mining industries comprise companies that are engaged in the oil and gas sector, and metals and mining
sector, including gold and other minerals. These companies play an important role in countries that depend on their natural resources 6
wealth. Theymay sti mul ate the | ocal and national economy, reduce pove
At the same time, the sector hasrelatively high risks in relation to human rights violation s, environment al risks and corruption. ACTIAM
therefore attaches great importance to a strict selection strategy in this sector. The ACTIAM  Sustainable Investment Policy encourages
companies in these industries to deal with the environment, human rights, working and living conditions and transpar ~ ency more
responsibly.

The ACTIAM Fundamental Investment Principles describe for which controversial environmental activities or corporate behaviour
companies in the extractives, minerals and mining industries may be considered for exclusion. In addition,  for these industries, all seven
business drivers are material. Therefore, for each of them, companies in these industries may be qualified as non -adaptive or at -risk.
Relevant environmental topics relate for instance to energy consumption and greenhouse g as emission, their water use and manage ment
of tailings dams, and the management of ecosystems and their restoration after closing and dismantling of the mines, production
facilities or exploration sites. Industries in these sectors are supposedto use the best available technologies to minimize the change of
accidents and to manage waste responsibly, beginning with a sound environmental policy and an operational environmental manag ement
system. In some cases, too high risks may even lead companies to abandon their mine or extractive operation plans.

44 High conservation value forests include for instance mangroves, rainforests, b logs and primeval forests.
45 For this, see t he Cartagena Protocol on biosafety, a supplement to the Convention on Biological Diversity (CBD), which has the objective to protect the
potential risks of genetically modified organisms resulting from modern bio technology.
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Social and governance topics relate to preventing human and labour rights violations of employees, the presence of sound heal th and
safety measures, the presence of contingency plans for crisis situations, gua ranteeing indigenous rights and preventing as much as
possible (forced) relocation of local communities. ACTIAM expects these companies to report according to GRI guidelines (incl uding the
sector-specific substitutes), to embrace the Extractive Industries  Transparency Initiative (EITI) or the Initiative for Responsible Mining
Assurance (IRMARNd be transparent about their policies to mitigate the environmental and governance risks.

For the various minerals, the specific certification guidelines for each m ineral should be followed where available, such as the Kimberly
Process Certification Scheme for diamondsor t he | RMAds st andards for responsible mini
sector. Companies are also expected to pay the taxes that are due in each country in which they operate. If the public administration of

a country is weak, itis recommended that companies use the Extractive Industries Review guidelines of the World Bank. The EITl is a

multi -stakeholder initiative to increase transparency of the payments extractive companies, such as those in the oil and gas, minin g and
forestrysectors, make to the governments where the resources are extracf
Development Framework to develop a sound system of good governance.

Real Estate

For real estate activities, the type of activity  determines which business drivers are relevant. For real estate construction, the materials
used and the quality of the buildings constructed result in a large environmental footprint. But their human and so  cial capital policies
also have an impact on their employees and the communities in which they operate. Real estate is one of the large energy user s and
therefore responsible for a substantial part of the global greenhouse gas footprint. Moreover, the qual ity and design of offices and houses
impacts health and well -being of its users. In addition, real estate rental agencies, through their policies, have  an impact on the (urban)
living environment and on social cohesion.

Real estate and construction i ndustries providing materials for real estate and infrastructure development,  are expected to comply with
the ACTIAM Fundamental Investment Principles. They are expected to act responsibly , comply with the increasing strictness of real estate
construction norms, apply novel techniques and new materials that allow for more sustainable production methods and , if available, use
sustainable materials. ACTIAM expects that the real estate construction companies in which it invests apply the best availabl e
technologies and materials for their activities and are transparent about their sustainability policy, for instance through a sustainability
report according to the GRI guidelines and the relevant supplements. In line with this, ACTIAM expects these companies, fori nstance, to
use recycled and recyclable materials, use FSC certified wood, and operate according to the principles  of the Cement Action plan of the
Cement Sustainability Initiative. The ACTIAM land grabbing policy also applies to the real estate sector dsee t he t ext box
g r a b Wimplydng that real estate developers and owners respect the rights of local com munities and tenants.

Newly constructed buildings - especially in the EU, but gradually also in other countries - should be energy neutral and maintenance of
existing buildings should improve their energy efficiency. New, redeveloped and renovated building s are expected to score as high as is
feasible for the type of building on real estate sustainability certification schemes such as BREEAM and on the EPC energy ef ficiency
labels. When designing buildings, companies are expected to allow for flexibility in  the tenants that can make use of a building and allow
for the possibility that the functional use of a building changes over time when societal demands change. 46

3.4 CHEMICALS AND WASTE MANAGEMENT

34.1 Background

Chemicals play a vital role in society and in daily lives. Chemicals are used in the production of many products, such as
clothing, electronic products, toys, agricultural inputs, pharmaceuticals, paints and packaging. They have enhanced the
quality of life and economies but have, without a doubt, als o caused serious environmental and health problems. Annually,
large quantities of toxic emissions, chemical substances and hazardous waste are released into the environment. In addition,
the products for which chemicals are used, eventually are disposed as waste. Especially plastic products have created an
immense waste problem, but also e -waste and other waste streams contribute to a broad range of environmental and social
problems. Only a fraction of the harmful effects of chemicals and waste are known. T he 2019 Global Chemicals Outlook of
UN Environment underlines the urgency to reduce chemical pollution and damage to human health and economies. 4’

Chemicals may cause environmental and health problems in all stages of the life cycle of the product or subst ance &in the
production, use and end -of-life (waste) stage, see Figure 4. Producing chemicals may cause emissions of hazardous and toxic
substances to air, land and water or cause safety concerns for employees.

46 These principles also apply to the ACTIAM Real Estate fund. Next to complying with the general ACTIAM Sustainability Policy, for this fund, companies must
have a Global Real Estate Sustainability Benchmark (GRESB) score exceeding 50 and must score an A othe GRESB Disclosure score or be classified as a GRESB
green star.

47 UN Environment (2019). Global Chemicals Outlook Il From Legacies to Innovative Solutions: Implementing the 2030 Agenda for Sustainable Development 8
Synthesis Report Geyer, R., Jambeck, J. R., & Law, K. L. (2017). Production, use, and fate of all plastics ever made.  Science Advances 3(7).
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Using chemical pesticides and fertilizers b y farmers, consuming fruits and vegetables treated with pesticides, using paints in
domestic and industrial applications, using plastic products containing hazardous additives or using consumer products
containing microbeads may cause hazardous substancesto enter the ecological system or human body. Finally, improper
landfilling of waste contributes to methane emissions and groundwater pollution and improper plastics waste management
may pollute the earths6 rivers and oceans.

Chemical pollution and improp er waste management negatively contribute to several of the planetary boundaries and social
foundations of the adaptive operating zone. They directly impact the planetary boundaries on chemical pollution, air
pollution, ocean acidification and nitrogen and  phosphorous loading in soil and water.

Moreover, the chemicals sector, being a large fossil fuel and energy consumer, contributes significantly to climate change.
Next to that, chemicals have an impact on the social foundations, especially related to hea Ith, but also to access to water
and food.

Figure 4: Potential causes of environmental and health problems due to chemicals and waste management during
different stages of the life cycle.

Production Use End-of-life

om 5RY/L &l

3.4.2 Challenges & trends

A growing population and economy cause a continuously growing demand for chemical -based products. Between 1970 and
2010, global chemical output increased from US$ 171 billion to US$ 4.12 trillion and plastics production increased from 35
million tonnes to 313 million tonnes .“8 MSCI expects that until 2025, the market for chemicals and plastics will continue to
grow with on average 3% per year. Yet, a number of developments are expected to change the growth prospects of the entire
chemical value chain in the years to come.

A Chemicals regulations: An existing array of chemicals and hazardous waste regulations already leads to changes in the
industry and to the phase -out of controversial chemicals. Two influential regulations are the European directive on
Registration, Evaluation, Authorisation and Restriction of Chemical substances (REACH) and the US Toxic Chemicals Act of
2011. The impact of these legislations on various industries (such as solvents and petrochemicals, fertilisers, cosmetics,
soap, polymers, metals, flavour) and consumer products ( such as electrical and electronics, textile and leather, toys,
tyres and rubbers) is large. *° More countries are currently tightening their chemical safety regulations, such as China,

South Korea and Turkey. They realise that the benefits of pollution cont rol far outweigh the costs. %

A Plastic pollution:  The current public attention to the plastic waste problems is expected to impact the plastics sector.
Over 60 countries have passed regulations to reduce plastic waste and several cities and states already banned single-use
plastics. %! As a response, a growing number of companies & especially related to food, beverages, office supplies,
consumer goods and packagingdtry to reduce their plastics use or search for alternatives. This is likely to have
repercussions throughout the global chemical value chain. But it also leads to new opportunities to the industry,
especially for plastics recycling and for biodegradable and bio -based plastics.

A Climate change: The chemical sector is among the top contribu tors to greenhouse gas emissions. The Paris agreement
and continuous efforts to reduce greenhouse gas emissions, also impact the chemical sector. With more countries
expected to introduce carbon pricing mechanisms or other climate policies, also the chemic als sector will be impacted.

>

Consumer concerns: Consumers become more concerned about the health and environmental effects of hazardous
waste, plastic beads, carcinogenic or toxic additives in plastics or carcinogenicity of pesticides, to name a few conce  rns.
In addition, they not necessarily trust company and government health claims. These concerns will affect chemicals
demand.

A Litigation due to new scientific insights: With the passing of time, but also because of the availability of new research
techniques, an increasing number of long -used chemicals that were considered unharmful appear to have toxic effects
and need to be replaced. This can be costly, but may also lead to more costly lawsuits and settlements  if companies are
held responsible for the health impacts caused? Recent examples include lawsuits related to health and environmental
impacts caused by the use or emission of PFAS Glyphosate or Neonicotinoids.

48 UNEP (2013). Global Chemicals Outlookd Towards sound management of chemicals.

49 http://www.cirs -reach.com/REACH/REACHIndustries.html

50 https:/iwww .thelancet.com/commissions/pollution -and-health

51 Meidl, R. (2018). Ban plastic straws and bags? Then what?Houston Chronicle, December 13, 2018. And UN Environment (2018). Single-use plastics: a roadmap
for sustainability. UN Environment, Nairobi.
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A Circular economy: The circular economy creates opportunities for the chemicals and th e waste management sector.
Growing awareness of the magnitude of the waste problem, stricter regulations and new market demands create a shift
from seeing waste as a burden to seeing waste as an economically valuable resource. Especially for electronic was te,
expected scarcity of raw materials creates new incentives to recycle and redesign products. It also creates opportunities
for innovations in green technologies and circular business models. The chemicals sector comes with innovations in
coatings and (bio-based) materials to improve efficiency, material durability and recyclability. Moreover, the European
Commi ssion6 Circular Economy Acti on P-Usa, mesoprceaseasetueton or gradyctc | i n g,
redesign.

343 Financial materiality —of chemicals and waste management

The above outlook shows that the market for chemical substances and for waste management is changing fast. This is

expected to push the transition of the chemicals industry towards more sustainable solutions and better man  agement of

toxic emissions and hazardous waste. The introduction of measures for re -using, recycling or properly disposing (hazardous)

waste also creates new opportunities for the chemicals and waste management sector to deliver solutions that reduce the

sector risks. This willdl reduce the industryds negative entviron
regulation, liability for (waste) pollution, health issues, and increasing mitigation costs (i.e. installing systems and equi pment

to minimise pollution). Those embracing the transitions can profit, those that do not adapt to the transitions increasingly r un

risks.

These changes to the market for chemicals and waste management are financially material for many sectors. Of course, th e
chemicals sector directly feels regulatory and market changes. But chemical safety and (hazardous) waste concerns are
relevant for many more sectors; those involved in the production of chemicals, but also those applying the chemical
substances and materials in their production processes. This includes for instance the extractives and mining companies,
paper and pulp companies, utilities, resource transformation and construction companies, technology and

telecommunications producers, and food and beverage companies. Changes in plastics and packaging demands, will also
impact the packaging industry, food retailers, office suppliers and consumer products industries. New opportunities will
especially impact the waste management sector but also the development of resource saving and energy efficiency
technologies in the other sectors.

3.4.4  Vision & objectives

So far, there is insufficient knowledge about the impact of toxic chemical and hazardous waste pollution to the planetary
boundaries and social foundations. T hey can have immediate impact on ecosystems and health but may also become visible
only after a long period of time or in geographical areas that surpass the original polluted site. As a result, at present, i tis
not possible to quantify a single chemical pollution target - 52

ACTIAM, however, believes that it is essential for companies to improve their performance regarding chemical pollution and
(hazardous) waste management. ACTIAM, therefore, aims to move towards a situation with zero waste generation in its
investment portfo lio by 2050. As an intermediate step, ACTIAM aims to reduce waste generation by the companies in
portfolio with 50% by 2030. To reach this point, ACTIAM expects the companies in which it invests to adapt themselves
towards a circular business model, i.e. a business model that prevents dif technically feasible - chemicals and (hazardous)
waste problems. ACTIAM monitors whether companies make the necessary adaptations to their business model. Figure 5
provides evidence of the possible adaptations companies ¢ an make to become more circular.

52 See eg. Steffen, W., K. Richardson, J. Rockstréom, S.E. Cornell, et.al. (2015).  Planetary boundaries: Guiding human development on a changing planet.
Science 347: 736, 1259855
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Figure 5: Elements of a circular economy.
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Source: https://themasites.pbl.nl/circular ~ -economy/

3.4.5  Assessing company performance

ACTIAM measures how companiesre exposed to topics related to chemicals use and waste management as well as their
capacities to manage these risks. This is subdivided in three topics:

A Chemical emissions and hazardous waste : this refers to the risk of incurring liabilities associated with  pollution,
contamination, and the emission of toxic and carcinogenic substances and hazardous waste during the life -cycle of the
product;

>

Waste management, including plastic and electronic waste  : this refers the risks related to liabilities associated with
(micro) plastics, packaging materials, and (electronic and plastic) waste that impact ecosystems and human health, if not
managed properly

>

Chemical safety : this is related to health risks incurred by producing and using chemicals products and substances.

Generally, companies are more exposed to these risks if they use more chemicals, generate more waste or do not use the
best available technologies for reducing these risks. In addition, companies are more exposed if they operate in countries
with stricter regulations or where more litigation cases are brought to court. Management capacities to mitigate these risks
and adapt to changes in exposure relate to the presence of ta rgets, strategies or programs and track records of reducing
emissions and waste. It also relates to progress in making the transition towards a circular business model, that is
characterised by policies to reduce or reuse waste and resources. Companies scoring high on management have made
commitments to mitigate environmental pollution risk and have governance structures in place to reduce risk. Companies
lacking programs or policies to reduce or control these substances and have experienced substantial inc idents of
contamination have a lower adaptive capacity and therefore a lower management score. Companies taking the opportunities
offered by clean technologies, using alternatives for plastics and managing their waste, usually receive a higher management
capacities score. The information for measuring exposure is obtained from an external data provider, complemented with
information from for instance studies on compliance with inter
their chemical f ootprint, and company commitments to reduce plastic pollution and waste generation. 52 Table 6 concretely
describes factors that contribute to the exposure and management scores.

53 This information is obtained, for instance, from the Basel Action Network, the Chemical Footprint Project, the  Plastic Pollution Coalition , the Ellen McArthur
Foundation and As You Sow.If new information comes available or if new approaches come available to measure exposure to and management of chemicals and
waste management, these will be included in the screening approach. ACTIAM also participates in the PRI Plastic Investor Work ing Group in order to build
knowledge and better understand how plastics fit within the circular economy developments.
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Table 6: Factors considered for determining exposure and management scores on chemical and waste

management.

Factors influencing exposure scores

Chemical emissions and hazardous waste

Factors influencing management scores

A Share of production or use of potentially toxic or
carcinogenic chemicals or (by)products that are
harmful to the environment and human health;

A Share of activities or products causing air, water or soil
pollution and generate (hazardous) waste ;

A Share of operations and sales in regions with stringent
or evolving chemicals regulations.

Waste management

Policies, programs, management systemsand demonstrated
performance to control toxic and carcinogenic by products from
operations

Compliance to international agreements, including

- the Stockholm Convention on the production and the use of
hazardous or toxic substances (POPs)

- the Montreal Protocol on the production and the use of substances
that deplete the ozone layer,

- the Rotterdam Convention on trade in chemicals and chemical
waste,

- the Basel Convention on trade in chemicals and chemical waste,

- the REACH Directive and the US Toxic Chemicals Act of 2011 on
the use of chemicals suspected to be harmful to the environment
and health;

Disclosure of information about trends in environmental impacts and

chemical footprints of themselves and their role in the supply chain;

Employment of the best available technologies , protocols, process

improvements and certification systems (e.g. Hazpower and 1ISO

14001) to control and reduce the toxic emission to soil, water, and

air.

|

A Use and production of single-use plastics;
A Share of operations and sales in regions with stringent
or evolving waste management regulations.

Chemical safety

A Production or use of chemicals or products known as
substance of concern;

A Share of operations and sales in regions with stringent
or evolving chemical safety regulations.

Public

>

> >

Policies, programs and demonstrated performance to reduce waste
production or to innovate in packaging, waste management,
recyclability and recycling;

Disclosure of information about trends in packaging use, waste
production and waste handling;

Employment of the best available technologies (BAT) or process
improvements according to the precautionary principle to improve
waste management (e.g. of plastics and electronic waste) ;
Adoption of a business model that is based on circular economy
principles, considering for instance packaging and waste
minimization , recovery, recycling, re -use and redesign of products
and processes.

|

Policies, programs and demonstrated performance to phase out
substances of concern and introduce viable alternatives ;
Implementation of chemical safety related programmes, certification
schemes, protocols and standards for all stages of the li fe cycle of
chemical substances;

Disclosure and transparency about impacts of substances or products
used or produced,;

Investments in green chemistry and clean technologies;

Formal processes to apply life cycle assessments and strict
environmental and heal th standards in design of new products or
substances.

28



ackam

Based on exposure and management, companies are categorised into one of the zones in the ACTIAM Sustainable Investment
Framework.

A

b=

>

Unacceptable behaviour / non -adaptive / at-risk: Companies in these zones have high exposure and low management
scores. They do not comply with international regulations, run high risks of causing pollution or contamination, and do

not sufficiently prepare for the transitions in the sector. Moreover, they lack strategies or targets to prepare for these

risks. ACTIAM may call these companies to better prepare for the upcoming transitions through engagement and voting at
shareholders meetings. The companies dassified as non-adaptive are n otorious laggards that may eventually be excluded
from the ACTIAM investment universe.

Adaptive zone: Companies in this zone acknowledge their chemicals and waste management risks, both in their own
operations as well as in their supply chain, and proactively manage such risk. They already take sufficient action or  have
to policies and processes in place to reduce their toxic emissions to levels that are safe for humans and the environment,
to reduce their waste production to minimum levels, to recycle their waste where possible and to avoid negative health

and environmental impacts of the products they pr oduce.

Positive impact : Companies in this zone take the opportunities offered by clean technologies or adopt a circular business
model in which products do not cause pollution and are recyclable or re -usable, and in which best available production
processes and techniques are employed that minimize risks of pollution and chemical safety or that can be used for water
treatment, soil rehabilitation or air filtration. These companies have turned the risks into opportunities.

Public 29



ackam

4 Social & governance drivers

4.1 ORGANISATIONAL BEHAVIOUR & INTEGRITY

41.1 Background

Organisational behaviour contains many di mensions. 't includes
bet ween human behaviour and organi sat i on alopnendirtherowsjdeveorddd or gani
Companies have the responsibility to create a sound business environment and conduct proper governance that stimulates

responsible corporate behaviour and considers impacts on the community. Companies are increasingly aware o f the fact that

they should not only increase shareholder value but that they also play a role in society. Good governance and business

integrity function as the internal compass for the corporate behaviour of a company. By giving the example of good

behaviour, the company also creates its internal culture, attracting employees with similar behaviour and wishes. Sound

governance and business integrity have also become a topic of discussion for governments and associations, which have

increased norms and regulation with regards to transparency, responsibility and business behaviour.

Corporate behaviour and integrity relate to topics such as board composition, renumeration, anticompetitive behaviour tax
avoidance, corruption, fraud and cyber security. All the se matters can influence public opinion. Public opinion is essential to
the success of a company. Mismanagement of these issues can create potential liabilities, or the loss of the license to
operate.

4.1.2  Challenges and trends

In the coming years, the scenery for organisational behaviour and governance aspects will continue to change. The following
trends are relevant for corporate behaviour and integrity.

A Technological developments: To adapt to the latest technological develop ments dsuch as automation, cloud
technologies, artificial intelligence, and blockchain technologies  dskills and governance systems of companies will
change. This not only affects modes of production, but also ways of communicating, requirements to employ ees and
company culture.

>

Globalisation: In an increasingly international and connected world, proper business conduct, policies and company
culture are important for avoiding reputational damage, attracting employees and remaining ahead of competition. A
proper governance and integrity structure are essential for addressing these challenges.

)

Transparency regulations: Worldwide, regulations regarding governance are becoming stricter, more aligned and more
transparent (see for instance the EU Action Plan on Sustainable Finance). Reporting requirements are also becoming more
stringent, incorporating subjects such as climate change risk and structure and set -up of boards are subject to more
requirements. In many jurisdictions new regulations have been introduc ed with binding reporting requirements on
sustainability (e.g. the EU Directive 2014/95/EU on disclosure of non -financial information; the UK new Modern Slavery
Act and in the Indian new Companiesd Act of 2013).

Companies can positively affect global cha llenges, depending on how they manage their governance, behave as a firm and
show their level of integrity.

4.1.3 Financial materiality

As the trends indicate, corporate behaviour and integrity is among the most financially material drivers for many companies
and is expected to become more important in the future. 54

A companyds governance is critical in determining organisatior
governance, proper corporate behaviour and integrity in place, are not transparent about their taxes and do not comply with

(inter)na tional laws and regulations regarding competition, corruption, fraud and bankruptcy are likely to be negatively

impacted by strikes, production disruptions, additional costs in the form of fees, loss of sales/services and fines and the |  oss

of a license to operate.

54 Eccles, R.G., I. loannou and G. Serafeim (2014). The impact of Corporate Sustainability on Organizational Processes and Perfo rmance. Mgmt. Science, 60 (11).
Giese, G., Z. Nagy, and L.E. Lee (2020). Deconstructing ESG ratings performance: risk and return for E, S and G by time horizon, sector and weight ing. MSCI ESG
Research.
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According to OECD, for a credible culture of integrity and for effective direction, processes, control and reporting, it is vital
to 0set the tof®e from the topo.

Integrity has become more important to corporate leadership since the financial  crisis. Misbehaviour by companies
immediately causes costs, reputational damage and loss of customers. Penalties can be measured whereas the exact effect
of the indirect losses are more complicated to measure and point out.

Sanctions due to misconducthave an i mmedi ate effect on a companyds share valu
accountable for misbehaviour by the company, sometimes via personal liability. Lost trust reduces investor and consumer
l oyal ty, i mpacting the cnstanpeaRaghéland pranksf(20t4preporedctthat oReolarge mining

company had experienced a value erosion of more than US$6 billion over a two -year period, related to non -technical risks
connected to community relations and social performance. 56

Positive effects can stem from companies that have the necessary governing and behavioural systems in place (i.e.
independent board, fair and just pay, transparent accounting, operate according to laws and regulations), and that are
transparent about their operatio ns and results. These companies will position themselves as exemplary companies, increasing
their sales/services, attracting good staff and having the goodwill of society. Cooperation with regulatory bodies might

provide more room to create the business en vironment. Companies with sound corporate governance and sound corporate
behaviour will provide a fair, sustainable and financial return to their shareholders, and to other stakeholders, such as the
government and society as a whole.

Corporate behaviour and integrity are regarded essential for companies in all sectors. However, due to the nature of some

sectors or business models and due to regulatory differences and differences in ethical norms between regions, some topics

are more relevant for specificsect or s. For i nstance, t he 0tealipgwthréghlaisyiriske ss et hi c
associated with fraud, insider trading or executive conduct dis financially material for companies in the pharmaceuticals or

health care, extractives & minerals proc essing, financials, infrastructure, resource transformation, services and

transportation sectors. The r i sks r ecloanmpeedt ittoi voeimgudiag@rice fxiegoBunjust manipulation dis

more material for the extractives and minerals processi ng, services, technology & communications and transportation

sectors. And risks or losses related to market access restrictions due to corruption scandals and bribery, or due to politica |

and/or social instability such as civil unrest or poor human right p  ractises, is financially material to all companies operating

in countries susceptible to corruption or where regulatory systems are weak.

4.1.4  Vision & objectives

ACTIAM believes that sound corporate behaviour and high integrity levels contribute to the long -term financial performance

of companies, the stability of communities and to the Sustainable Development Goals. It is, however, still not feasible to

formulate internationally agreed targets on corporate behaviour that are more ambitious than the minima as formulated by

for instance UN Global Compact or the OECD Guidelines for Multinational Enterprises . For that reason, ACTIAM contributes to

working groups and initiatives to raise the bar for corporate behaviour and integrity. These include participation in the
Interfaith Center on Corporate Responsibilityés (I CCR) Lobbyir
Sustainable Development Goals, ACTIAM aims to invest in companies that are transparent about their contributions to sound

corporate behaviour & integrity, such as those given in the GRI guidelines and its supplements. More transparency is

expected to improve company behaviour and prevent integrity issues from happening.

4.1.5  Assessing company performance

We analyse corporate behaviour and integrity on 5 dimensions.

A Corporate governance : related to board composition, pay practices, ownership, voting & shareholder structure and
accounting practices & corporate transparency.

A Business ethics: extent to which companies are involved in ethics issues such as fraud, executive misconduct, money
laundering or insider trading.

A Anticompetitive practises:  extent to which companies are involved in practices such as price fixing, abuse of market
power to limit competition, cartel agreements, collusion  or price discrimination.
A Corruption and instability:  extent to which companies are involved in bribery and corruption scandals or run risks due to

political or social instability.

A Tax transparency: extent to which companies provide clarity about their corp  orate income taxes

55 OECD, Corporate Governance Business Integrity 2015, p.16
%Davis Rachel and Daniel M. -ECommksityCOenfl odt Comptalmng Extractive Sectordé. Corpora
2014, Cambridge, MA: Harvard Kennedy School, available at www.hks.harvard.edu/mrcbg/CSRI/research/Cost s%200f%20Conflict_Davis%20%20Franks.pdf.
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For each company, ACTIAM assesses how companies manage these topic¥. Most of these issues are not quantifiable, as they
concern O06softdé indicators, but their afshgemanageanentscorsimdiestha&d on gL
companies are managing the risks related to corporate behaviour & integrity issues well. They can adapt to the changing

requirements to corporate behaviour and are transparent about this, e.g. by reporting according to the GRI guidelines

(including their sector -specific supplements) or other sector -specific transparency initiatives. For an overview of materiality

indicators, please see Table 7.

Table 7: Factors considered for determining management scores of corporate behaviour and integrity.

Corporate governance

b

Independence of the board from management, directors & qualifications, measures undertaken by the board, threats and concerns;

b

Board: Conflict of interest, no skills diversity, audit oversight, etc.;

>

Pay: Remuneration fair ness transparen cy;

b

Shareholder structure: Controlling shareholders, voting process, lim its;

>

Accounting practices: Revenue and expenses, auditor reports, internal controls, late filings.

Business ethics

A Business ethics policy, including policies on oversight, whistle blower protection, independent monitoring of ethics policies  , and
employee training;

A Business ethics policies for suppliers and contractors;

Anticompetitive practices

A Controversies on anti-competitive practises, price fixing, cartel agreements or collusion;

Corruption and instability

>

Controversies on bribery & corruption, human rights & human liberties issues and community impact;

b

Association with corrupt practises (based on Transparency International and World Bank data);

>

Policy on fraud, money laundering, misleading claims or insider trading;

>

Commitments to in ternational ethics and anti -corruption standards.

Tax transparency

A Controversies related to tax rates and tax gaps;
A Extent to which companies are transparent and pay taxes that are due and receive subsidies in the countries in which they ope rate.
A Estmat ed Effective Tax Rate determined by the actual tax paid $°

performance on tax practices

Based on the management scores, companies are categorised into one of the zones of the ACTIAM Sustainable Investment
Framework.

A Unacceptable behaviour / Non -adaptive : The companies not complying with corporate behaviour and integrity related
laws and regulations do not comply with the ACTIAM Fundamental Investment Principles. Companies are excluded from
investment if they are involved in corruption as defined by the UN Convention Against Corruption (2003), the OECD
Convention on Combating Bribery of Foreign Public Officials in International Business Transactions (1997), the OECD
Guidelines for Multinational Enterprises (2011) or the Principle 10 of the UN Global Compact. Also, companies that face
numerous controversies on essential corporate behaviour and in tegrity topics are considered for exclusion.

57 Note that for the other six drivers, exposure and management are measured. As all companies are equally exposed to the risks  of corporate misconduct, for
this driver only management is measured. Note, moreover, th at the corporate behavior dimensions are not only assessed for the own operations, but also for
procurement and contracts with subcontractors and suppliers.

N
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At-risk: Compani es that just comply with ACTI AMds Fundament al

>

|l abell ed as being oO0at risko since they ormpteenriskbfenissiingoutonne wi

requirements if they do not keep up with developments in organisational behaviour and ethical norms.

>

Adaptive zone: Companiespractising responsible corporate behaviour and integrity management are companies that
move beyond complying with (inter)national laws and regulations towards managing risks (transparent, high level of
disclosure, policies and systems). These companies develop higher standards on corporate behaviour and integrity
management in response to societal trends and challenges they face in the short term. Moreover, board members are
evaluated not only on their financial results, but also on their sustainability achievements.

b=

Positive impact: Companies practising sustainable corporate behaviour and integrity mana gement, ensure long-term
productivity, strengthen and monitor the production and distribution lines, improve the business environment and strive
for enhancing rules, develop new services and products to improve are categorised in the positive impact zone.

Financial Sector

Due to recent controversies and scandals, the financial sector is under scrutiny. For that reason, ACTIAM carefully assesses behaviour of
the financial institutions in which it invests. This not only refers to their corporate behaviour, but also to the env ironmental impacts of
their investments and their dependency on human and social capital management. The financial sector is sensitive to regulator y changes
and consumer concern. They increasingly have to monitor the origins of financial flows, face data p  rivacy and data security risks, and are
expected to hold high ethical norms, considering for instance financial crime risks, anti  -money laundering and counter terrorist financing.
In addition, they are called to provide transparency about the impacts of th  eir investments on society and the environment, such as their
investments in high -carbon or deforestation activities. Next to that, their human capital management requirements are changing. Due to
technological advancements, such as blockchain technologies, that are increasingly being used in financial exchanges or automation of
processes, the type of skills and knowledge required are changing. This may cause a shortage of talent. Those that are proact ively
investing in their human capital management are ex pected to be better positioned in terms of long -term financial performance, than
those that have low human capital management development.

Next to the Fundamental Investment Principles, ACTIAM carefully considers how financial institutions prepare for the  changing risks they
face for each of the seven drivers discussed in this document. If necessary ACTIAM excludes financial institutions or engages with them to
initiate improvements. In addition to the principles adopted for screening companies on their bu  siness drivers, ACTIAM expects financial
institutions to at least:

A Comply with the Wolfsberg Principles;

b

Provide transparency about their tax payments in each country in which they are active;

b

Have an investment policy regarding sensitive sectors and cruci al themes, based on international treaties and conventions;

>

Adhere to the recommendations of the Task Force on Climate -Related Disclosures (FSB TCFD).

Pharmaceuticals

The pharmaceutical sector plays an important role in society for improving life expectancies and quality of life. Given popul ation growth
worldwide, there is a strong market growth for medicines. Yet, a large part of the population lacks access to affordab le health care. The
Universal Declaration of Human Rights and the International Covenant on Economic, Social and Cultural Rights have defined a s tandard as
to what the right to health means. In addition, the United Nations Sustainable Development Goal 3 re fers to ensuring healthy lives for all.
Pharmaceutical companies, governments and healthcare organisations all play an important role in realising this. But the phar maceutical
industry is also the cause of many scandals. Tax evasion, neglected side effects of medicines with large social impacts, bribery, excessive
price setting, anti -competitive behaviour and misconduct regarding animal testing are some of the scandals that recently made the news.
Moreover, the sector is energy and water intensive and has t o0 manage its hazardous waste properly.

For that reason, ACTIAM carefully assess behaviour of the pharmaceutical companies in which it invests. The ACTIAM Fundamental
Investment Principles already describe minimum criteria to which pharmaceutical companies  have to comply. Next to that, ACTIAM
expects pharmaceutical companies to have effective policies and processes in place to contribute to accessible and affordable  health
care for all. They are expected to act according to the Principles for Responsible Su pply Chain Management as formulated by the
Pharmaceutical Supply Chain Initiative (PSCI). Pharmaceutical companies shall conduct their businesses in an ethical manner, uphold the
human rights of their employees, provide a healthy and safe working environme nt, operate in an environmentally responsible manner and
facilitate continuous improvement to their operations and products. If necessary, through active ownership, ACTIAM stimulates
pharmaceutical companies in which it invests to improve their policies an d processes.

Public 33

nv

t h



ackam

4.2 HUMAN CAPITAL MANAGEMENT

421 Background

Companies have an impact and are dependent on human capital

value embedded in individual people, which concerns their knowledge, skills, competencies and attributes. It facilitates the
creation of personal, social and economic well -b e i r?8gnda.business context, human capital concerns issues related to
labour and union rights, employee health & safety, wo rking conditions, career development opportunities, and inclusive and
diverse employer practices, including gender equality. These issues are relevant in both the direct operations and supply
chains of companies, especially for those operating in sectors w ith large workforces.

4.2.2  Challenges & trends

Human capital is key for social and economic development. It is relevant for achieving several of the Sustainable
Development Goals, including those relating to poverty, health and well -being, education, equality, decent work and
responsible consumption and production. There are numerous socio -economic developments that lead to various transition
pathways which affect the future of human capital up to 2030. Below a summary of some of these effects, inspired by WEF
Future of Jobs 2018:5°

A Changing geography of operations and sourcing:  job location decisions are increasingly driven by the availability of
skilled local talent and labour costs. Companies are often dependent on a working rule of law in the countries in which
they operate or from which they source to ensure effective enforce  ment of human capital -related policies. Currently,
various international initiatives are working on new, increased standards on labour laws and working conditions such as
minimum wages, health and safety, equality and diversity. This is expected to create  a more equal level playing field for
companies operating in the respective countries.

>

Flexible and global workforce mobility: workforces increasingly consist of foreign workers that are employed through a
variety of contracts. This requires rethinking and managing their rights, taxation and social security issues over time and
in different contexts. This may make it challenging for companies to implement human capital policies in line with
changing stakeholder expectations.

>

Transparency: there is a trend t owards more transparency in reporting and scrutiny by stakeholders on human and labour
conditions of companies, (e.g. Behind the Brands campaign by Oxfam, Access to Medicine Index, Access to Nutrition
Indices, KnowTheChain Benchmark, and Corporate Human Rghts Benchmark). Challenging in this regard is the size and
global presence of companies, the complexity of the supply chain and the complexity of joint ventures and minority

owned companies for which companies hold responsibility but may not have direct ¢ ontrol . This makes it difficult to
manage and monitor codes of conduct, HR policies and other policies promoting human capital development across
borders and value chain activities. Also, supply chain transparency is still limited, where many companies can not yet map
nor disclose their supply chains, let alone adjust their purchasing decisions to align with human and labour rights.

)

Technological developments: due to Artificial Intelligence (Al), robotics and other human -machine interaction
technologies, existing tasks currently done by humans will be increasingly taken over by machines. This can lead to a
large-scale decline in some roles, which in turn causes trade -offs in investing in automation, re - or up-skilling of current
employees or hiring new emplo yees with skills in new technologies. At the same time, this development can lead to a
large-scale growth in new products and services due to the adoption of new technologies, especially in geographies with a
rising middle -class in emerging economies. This development makes sustainable talent development challenging.

A Engaging workforce: employees have higher expectations regarding lifelong learning, which requires companies to go
beyond mere financial compensation. It requires them to invest in career deve lopment opportunities that benefit
employees in terms of diversity, agility and value for society.

4.2.3 Financial materiality

These trends in combination with companiesd dependence and

financially ma terial. It can negatively affect companies that do not operate in line with (inter)national laws and regulations
on labour rights and union rights (e.g. minimum pay, discrimination etc.), provide a safe and healthy work environment or
treat employees in a fair and equal manner. This can increase costs in various ways. Firstly, it can lead to less productivity
and quality, due to production disruptions instigated by strikes. Secondly, due to penalties, fees and compensation that need
to be paid e.g. in the ¢ ase of accidents or mistreatment of employees.

58 Keeley, B. (2007). Human Capital, How What You Know Shapes Your Life. OECD Publishing.
59 World Economic Forum (2018). The Future of Jobs Report 2018.
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Thirdly, it can result in higher recruitment and training costs as there is a risk of higher turnover due to low job satisfac tion.
Pl us, it can negatively affect c omgedoopeamte Or greveh opperiunitiesduettch ey may |
brand value damage, as consumers increasingly ban products that are not produced under humane conditions.

The trends can positively affect companies that position themselves as attractive employer and provide wo  rking conditions in

line with decent work, diversity and inclusiveness principles, as well as training and development opportunities that benefit

the long-term employability of employees. In turn, this heightens the wellbeing and welfare of employees andt  heir

communities. This can increase productivity and reduce costs, as employees work in pleasant and healthy conditions and

receive a decent living wage that provides for their basic needs and financial stability. Also, it is expected that a company 0s

ability to attract skilled employees and employee loyalty will increase, which can reduce costs of recruitment and training.

Finally, it can enhance profitability and companiesd6 |icense t
are willing t o pay more for products or services that are made under humane conditions.

Human capital is regarded an essential input for companies in all sectors. However, due to the nature of some sectors,
business models and the regions in which companies operate, as well as the diversity in human capital topics there are
varying degrees to which human capital is material. Sectors for which human capital is highly material include consumer
staples, consumer discretionary, ICT manufacturing, extractives, financials, fo od and agriculture and building & construction.
In other sectors or types of business segments only certain human capital dimensions are financially material, for example in
manufacturing sectors like extractives the issue of health & safety is more materi  al than in services sectors. Also, in
technology-heavy sectors topics related to employee engagement and career development are more important given the
scarcity of highly skilled people in the labour market.  For sectors with low -skilled workforces, issues related to standard
working conditions are more important .

4.2.4  Vision & objectives

It is ACTI AMG6s belief that sound human capital management cont
of society, and in that way supports the long -term financial performance of companies. So far, there is no internationally

agreed target on human capital management. Yet, an important component of human capital management relates to

income. Quality of life for employees and society is largely determined by  an income that provides decent living. Therefore,

and in line with the Sustainable Development Goals, ACTIAM aims to invest especially in companies that pay a living wage to

employees. Indirectly, this also contributes to improvements in human rights, lab  our rights and poverty alleviaton. ACT | AMG s
investment strategy focuses on supporting companies in all industries where this issue isrelevant to implement the processes

necessary to realise a living wage.

4.2.5  Assessing company performance

We analyse human @apital management on the following four dimensions.

A Labour practices , such as working conditions related to labour and union rights, remuneration, working hours, and
employee treatment. Issues on this dimension can lead to workforce strikes or low job sat isfaction and therewith
production disruptions or poor quality, which comes with associated costs.

A Employee health & safety , which concerns managing accidents, implementing health & safety (H&S) programs and
monitoring contractors performance on H&S. % Poor performance on this dimension can lead to production disruptions and
litigation or compensation costs.

>

Supply chain labour standards , which concerns integration of ILO standards in procurement policies, as well as
treatment of employees in the supply chain, monitoring and engagement of suppliers on working conditions, and labour
rights and H&S policies of subcontractors. Issues on this dimension can result in production disruptions or consumer bans
with associated reputational risks, which can increas e costs.

)

Employee training and development , including training and development programs, employee engagement programs and
anti-discrimination and diversity policies. Poor management can lead to higher turnover rates, which in turn can increase
recruitment and training costs. Also, it can lead to lower productivity as employee skills may no longer match with what

is required given new technologies.

80 This includes compliance to the Fundamental Principles on Nuclear Safety of the International Atomic  Energy Agency. IAEA (2006). Fundamental Safety
Principles d Safety Fundamentals No. SF1. International Atomic Energy Agency, Vienna.
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The extent to which companies report on or measure human capital differs highly. Many human ca pital dimensions are not
guantifiable, as they concern 06softd indicators |ike employee
data as a proxy to assess human capital materiality and human capital management performance. Other sources are the

Corporate Human Rights Benchmark, Workforce Disclosure Initiative Survey, Access to Medicine, Access to Nutrition Indices,

Platform Living Wage Financials, and Equileap. Over time, ACTIAM evaluates whether developments in human capital

management give reason to cover other topics or to redefine the human capital management zones.

Based on this information, and especially for the dimensions that are material to a company, ACTIAMassessgs for each
human capital dimension the extent to which the compa ny is exposed to the risks that result from the current trends and
challenges as well as how well they mitigate these risks. An assessment resulting in a high exposure and low management
score means companies are more likely to fall in the at risk category , while an assessment resulting in a low exposure and
high management score means companies are more likely to fall in the adaptive zone. The dimension with the lowest score
determines the category in which the company falls. Table 8 describes a selection of the factors that contribute to the
exposure and management scores.

Table 8: Selection of factors considered for exposure and management scores on human capital management.

Factors influencing exposure scores Factors influencing management scores

1. Labour practices

A Size and location of workforce; A Remuneration and provision of benefits , including payment of a
- . . living wage and application of a maximum of working hours ;

A Degree of labour intensity;

R ) A Access to collective bargaining and associations, including

A Corporate restructuring or layoffs.

procedures on how to deal with employee complaints and to
solve conflicts;

>

Employee engagement programs;

>

Employee training & development programs;

p>

Restructuring policies;

>

Labour-related controversies, e.g. reductions in benefits,
mistreatment of employees, controversies over wages and
hours, wrongful termination.

2. Employee health & safety

A Operations in locations with high accident rates; A Quality of H&S policies and targets;
A Operations in sectors with high injury or accident rates. A H&S risk management;
A H&S training;
A H&S supply chain management;
A H&S controversies, e.g. workplace accidents in direct

operations.

3. Supply chain labour standards

A Supply chain in locations with poor labour standards; A Supplier code of conduct requirements and training;

A Brand exposure to public scrutiny. A Supplier compliance audits;
A Actions for non-compliance of suppliers with code of conduct;
A Supply chain labour standards controversies, e.g. supply chain

issues related to overtime, inadequate pay, union and
discrimination on gender, race or ethnicity.
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Factors influencing exposure scores Factors influencing management scores

4. Employee training & development

A Dependence on high-skilled workforce; A Talent development policies;

>

A Involvement in restructuring with negative consequences for
employee turnover.

Training & development programs;

>

Nortfinancial incentives;

b=

Establishment of grievance procedures for handling employee
complaints, conflicts and violations;

b=

Employee satisfaction;

>

Discrimination and diversity policies;

A Labour management controversies; including those related to
working hours, wage, contract termination and other employee
violations;

A Collective bargaining and union controversies, e.g. anti -union
activities, strikes, lockouts and breaches of union contracts;

A Disaimination and workforce diversity controversies, e.g.
instances of discrimination based on gender, race or ethnicity,
gender pay differences, or instances of verbal, physical or
sexual harassment.

Based on the exposure and management scores, companies a@e categorized into one of the zones of the ACTIAM Sustainable
Investment Framework .

A Unacceptable behaviour /Non-adaptive : Inactive companies that do not comply with the ACTIAM Fundamental
Investment Principles for at least one of the human capital dimensio nsar e categori zed i behavibue dunac
z o n. ;mdelation to human capital, companies are required to operate in line with among others the UN Global Compact
principles, UN Guiding Principles for Business and Human Rights, and the International Labour Or gani zati on®s
principles related to child labour, forced labour, union and collective bargaining and discrimination. These minimum
requirements apply to companiesd direct operations and suppl

>

At-risk: Reactive companies that operate just above the minimum ACTIAM expects from companies ar e categori zed
r i sThkdy wait for stakeholder expectations to develop before they take more action. They operate in line with laws and

regulations, however run the risk of missing out on requirements should they not keep up with ethical norms

developments. For example, they may be providing minimum wages in line with current laws, however,  are not prepared

in case governments are increasing these in the short run. Or comp anies may have just the right measures in place to pass

health & safety standards, however, still many accidents take place. Companies that are doing so in a structural and

systematic manner, whereby they face numerous controversies on essential human capi tal topics are considered non -

adaptive and can be excluded for that reason.

>

Adaptive zone: Responsiblecompanies, practicing human capital management that moves beyond complying with

(inter)national laws and regulations but managing risks before they matur e, ar e | abel | .eTHeydeselopadapt i v
higher standards on human capital management in response to the societal trends and challenges they face. They aim to

reduce costs and enhance profitability, by building a decent work environment with a healthy, safe and satisfied

workforce. For example, by providing living wages, safe working environments, basic training and development programs

and basic anti-discrimination policies.

>

Positive impact: Sustainable companies, practicing human capital management th at aims to improve society and long -

term performance, operate in the O6positive impact zoned. The
and therefore the long -term productivity, employability and wellbeing of their workforce. This strategy can consist of for

example talent programs, employee engagement programs, re -/upskilling opportunities and healthy work -life balance

incentives. This will result in a healthy, diverse and skilled workforce adaptable to technological advancements in the

long run. This is required of companies that operate in an innovative way and seek new business models for sustainability

in partnership with other stakeholders as they indirectly shape the human capital trends.
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4.3 SOCIAL CAPITAL MANAGEMENT

43.1 Background

Globalization has brought many positive aspects, but also brings about challenges for companies to continue to thrive.
Companies need to understand what value they create, not only for their shareholders but also for society and stakeholders.
They need to be aware how they manage their social capital. Broadly speaking, social capital can be defined as the stock of

communitydés goodwil | and trust acquired by an organisation

concerns and prioritie s of the citizens. ! In a business context, social capital issues relate to controversial sourcing, human
rights and community relations, privacy and data security, access and affordability to products and services, product quality

and safety amongst others. Companies both impact social capital and depend on social capital for their performance. Social
capital management practices influence people and society
products and services they provide. And social capital aspects are also essential for the well -functioning of companies &
operations and their reputation.

Having a proper understanding of the social capital risks in the portfolio enables investors to identify material investment
risks. According to the UN Working Group on business and human rights, many companies do not demonstrate practices that
meet the requirements set by the UN Guiding Principles on Business and Human Rights. They call on investors to
systematically require effective due diligence by the companies they invest in. 62 Yet, an overall framework for guiding
efforts whereby companies have societal issues at the core of their business and create shared value is still missing, i.e. a
framework that shows how to create economic va lue in a way that also creates value for society, reconnecting company
success with social progress.®®

4.3.2  Challenges and trends

Social capital is key for social and economic development. It is relevant for achieving several of the Sustainable Developmen t
Gaals, including those relating to poverty, health and well -being, education, equality, access to services and products and
responsible selling and production. Several socio -economic developments lead to various transition pathways which affect

the importanc e of social capital for companies. Below some expected developments are mentioned.

A Technological developments: artificial intelligence (Al), robotics and other human  -machine interaction technologies will
strongly influence the future workforce and relatio ns to society. Investing in automation will have its trade -offs on
current businesses given the enhancement of digital security and privacy aspects. Furthermore, a range of new products
and services will emerge based upon the new technologies and possibili ties which will change the way people interact,
live, work and do business.

>

Globalisation: urbanisation, growing migration and rising educational levels influence the growth in inequality, especially

in emerging markets. This can partially be explained by changes in skills needed due to technological change and changes
in goods and labour markets and due to demographic changes in countries. This in turn influences affordability and
accessibility of services and goods. An active role of governments and comp anies will increasingly be needed to provide
services and goods and address these issues.

)

Dependency on outsourcing: vulnerability in the supply chain risks bring about potential human rights abuses,
reputational loss as well as high financial costs due t o legal actions. Increasing legal and regulatory requirements, as well
as consumer awareness on product quality and safety are becoming more important for companies and their operations.

A Changing geography of operations and sourcing: company decisions are driven by the availability of favourable country
rules and norms, local and international requirements, labour requirements, infrastructure and land opportunities.
Companies are dependent on the rule of law in the countries they operate in and from which  they source. Issues that
impact the importance of social capital for companies include aspects such as respecting human rights, respecting the
rights of indigenous people, managing cultural heritage and local rights, contributing to local economy and consu  mer
wellbeing, health and safety of communities, supply chain loyalty and product quality.

61 The definition is adapted from http://www.businessdictionary.com/  and the Social & Human Capital Protocol. The last defines s oci al capi t al
relationships, shared values and institutions .

62 Investor alliance for Human Rights, The Universal Declaration of Human Rights 70 ™ Anniversary: What it means for Investo rs, 10 December 2018, See:
investorsforhumanrights.org .

83 Porter, M. and M.R. Kramer (2011). The Big Idea: Creating Shared Value Harvard Business Review 89 (1-2): 62-77.
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A Transparency: there is a trend towards more transparency in reporting and scrutiny by stakeholders on human and labour
conditions. It is expected that companies will increasingly seek transparency and address negative effects of economic
activities, underlining the cur rent trend of enhancing e.g. human rights standards, respecting land rights, gender equality
reporting. Challenging in this regard is the size and global presence of companies, the complexity of the supply chain and
the complexity of joint ventures and min ority owned companies for which companies hold responsibility but may not have
direct control. This makes it difficult to manage and monitor codes of conduct, policies and other policies promoting
social capital management across borders and value chain activities. Also, supply chain transparency is still limited,
where many companies do not yet map or disclose their supply chains. In addition, the growing number and scope of laws
and regulations and ethical norms come with associated costs and makes it mor e difficult to remain competitive as
frontrunner, especially, since good practice on these topics is often not (yet) explicitly valued by stakeholders.

These developments wild/l influence compani esd behaompamiasrmarmged f i r
their social capital and are thus exposed to or protected against these trends.

4.3.3 Financial materiality

Given the above developments, it is expected that ignoring social capital issues will increasingly have negative consequences
foracompanyds performance. For example, insufficiently protectin
reputational damage and decreasing sales; providing unsafe products may lead to decreasing sales, liability risks and costs

related to product recalls and fines; not complying to the laws regarding data privacy can lead to sanctions. In the long term,

however, mere compliance with existing standards and rules may be insufficient to tackle material risks related to social

capital issues. Companies will need to proactively engage these issues to mitigate future risks. For example, practices which

deepen the social divide, such as inequitable access to products and services, though not necessarily illegal, may result in

future social instability or g overnment intervention.

There is also a positive side to engaging on social capital issues. Companies that focus on operating according to
inter(national) laws and regulations, optimise cyber and data security, deliver quality and safe products for consum  ers and
provide culturally appropriate investment, locally generate productivity and earnings over time. This benefits employees,
government and society as a whole, and it increases trust, community loyalty and social stability.

Social capital concerns countries, people and their livelihood and therefore social capital is essential to the financial
performance of companies in all sectors. There are however varying degrees to which social capital is material to different
sectors given their business model and the regions in which companies operate. Based on the GICS sector division, table 9
shows the most financially material topics per sector. Note that this does not imply that the social capital topics not

mentioned are not relevant or material for the sec tors. Yet, they are (at present) less material. ACTIAM also assesses social
capital for a company if it is regarded as less financially material.

Table 9: Sectors for which social capital issues are material

Product safety & Privacy & data Controversial Access &
quality security sourcing affordability

Consumer 1 1 b b
discretionary
Materials b b 1 b
Financials b 1 b 1
Consumer staples 1 1 b b
Health care 1 1 1 1
Real estate 1 b 1 1
Energy b b 1 b
Industrials 1 1 1 b
Communication 1 1 b 1
Services
Information technology 1 1 b
Utilities 1 b b

) Material for most companies in the sector
b Not likely to be material for any of the companies in the sector
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4.3.4  Vision & Objectives

Companies must manage social capital aspects in a sound and proper manner for their long -term financial performance and
for the well -being of the communities they operate in. In absence of internationally agreed targets on social capital
management, ACTIAMcontributes to working groups and initiatives to further develop targets and measures related to social
capital management. For that reason, and in line with the Sustainable Development Goals, ACTIAM aims to invest in
companies that provide transparency a bout how they address human and community concerns in their policies, processes and
procurement. More transparency is expected to prevent issues related to product quality & safety or data & privacy security
from happening.

4.3.5  Assessing company performance

ACTIAM clusters social capital management issues in5 dimensions:

A product safety & quality : related to concerns about product quality and risks of unsafe products leading to recalls,
warranty payments and controversies.

A data & privacy security:  related to controversial use of personal data, practices to control data collection and use, and
strength of data security management.

>

access to and affordability of communication, health care, nutrition and finance: related to practices, products and
distribution ¢ hannels that either restrict or improve access to and affordability of basic services such as health care, food
and financial services.

>

controversial material sourcing and procurement: related to factors such as failure to respect the human and land
rights of the communities in which the companies operate or indigenous or minority groups affected by the operations.

>

community relations : related to factors affecting local communities in which the companies operate, through the
disturbance caused, the distribution of benefits and impacts on human rights.

For each dimension, ACTIAM identifies how exposed companies are to social capital aspects and how well they manage these.
An assessment resulting in a high exposure and low management score for one of the dimensions means companies are more
likely to fall in the at risk category, while an assessment resulting in a low exposure and high management score means
companies are more likely to fall in the adaptive zone. Table 10 concretely describes factors that contribute to the exposure
and management scores.

The methodology for measuring social capital targets is yet in its infancy and relatively few measurement tools are available.
ACTIAM therefore uses a combination of sources and qualitative scores to gain insight into risk exposure and management.

In additi on, this driver also includes the topic of animal welfare.  Animal welfare is included under the social capital drivers

as it refers to the humane treatment of all mammals, including animals and humans. Given the impact the production of

animal products has on the environmental and ecosystems and their services, the topic could also be placed under the land

use driver. Furthermore, a nimal welfare principles are already part of the ACTIAM Fundamental Investment Principles dsee

t he docume n3ustainAbe Thvestrivent Policy 0B: Fundament al I nvestment Principlest¢
wel fared at the end of this chapter.

Table 10: Factors considered for determining exposure and management scores on human capital management.

Factors influencing exposure scores Factors influencing management scores
1. Product safety and quali ty

A Extent to which companies produce products that experience A Training, policies on supply chain and sourcing risks, and
higher rates of product safety and quality incidents or have presence of certifications for supply chain standards such as
higher associated liabilities. Rx360

A Presence of policies and procedures related to internationally
accepted quality control, product testing, mitigatio  n control,
product and process certification (such as the latest ISO
certification guidelines including ISO 9001 for a quality
management system for the production of goods and services) ;

A Transparency about incidents, quality performance, recalls &
warnings, and codes of conduct on product safety & quality;

A Number of controversies related to product safety & quality.
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2. Privacy and data security

Factors influencing exposure scores Factors influencing management scores

A Extent of operations in countries with stringent or evolving
regulations on data security and privacy;

A Extent of operations involved in collecting and handling
personal data and with high risk of experiencing data security
problems.

>

>

Presence of policies restricting the collection and use of
sensitive personal data;

Transparency about incidents of breaches leading to high costs
and the number of controversies related to privacy and data
security;

Transparency about data protection & privacy policies and
systems, employee training, use of widely recognized
certificates or standards, technologies used, and allocation of
responsibilities;

. Access and affordability to communication, health care, nutrition and finance

A Extent of operations in markets that are underserved or that
are characterised by imperfect competition;

A Extent to which lack of sk illed staff or lack of proper
infrastructure create risks of creating hurdles to access to
services.

4. Controversial sourcing and procurement

>

> >

Controversies related to restricting access to basic services, to
providing basic services that are unaffordable to underserved
groups or minorities or to discriminating in providing access;

Presence of policies and targets to serve underserved groups
such as children, elderly, women, low -income, remote areas,
and SMEs;

Performance on the access to medicine index;

Disclosure of activities related to access and affordability of
basic services among underserved groups.

Investments in capacities to advance access and affordability of
basic services.

A Dependency of the operations on raw materials of concern,
that originate from areas with concern of violations of human,
community, indigenous or minority rights;

A Extent to which materials are sourced or procured from
suppliers or subcontractors operating in controversial areas,
with concerns of violations of human, community, indigenous
or minority rights ;

A Dependency of the operations on activities in occupied
territories that are in violation of human, community,
indigenous or minority rights .

>

Policies, certifications and standa rds that address concerns on
sourcing and procurement of controversial raw materials,
including issues related to conflict minerals, ethical business
conduct, gender equality, civil liberties and freedom of

speech, respecting indigenous peoples and othergr ou p s 6
rights;

Code of conduct addressing forced labour, child labour, hours,
minimum wage, anti -discrimination, use of security forces, and
health & safety issues related to sourcing and procurement of
controversial raw materials;

Number of controver sies with regards to human and labour
rights violations related to material sourcing.

5. Community relations

A Extent to which a company is exposed to controversies related
to human rights issues;

A The physical footprint of the company as well as potential
disturbances related e.g. to land and water use intensity, and
to toxic emissions produced in the communities in which the
company operates.

Public
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Policies related to reducing negative impact on communit ies
and indigenous people

Programs and management systems to engage local
communities including grievance mechanisms and stakeholder
consultation guidelines

Programs to improve distribution of benefits including local
hiring practices and use of local supp liers

Employee training for the protection of human rights, ethical
conduct and reducing violence and conflict, including a
commitment to the Voluntary Principles on Security and Human
Rights for security personnel
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Based on the exposure and management scores, companies are categorized into one of the zones of the ACTIAM Sustainable
Investment Framework.

>

Unacceptable behaviour/Non -adaptive: Companies not complying with the social capital topics of the ACTIAM
Fundamental Investment Principles are excluded from investment. These include human rights violations, fundamental

|l abour rights violations, and violations of fundament al
Guiding PrinciplesforBusine s s and Human Ri gGuidalidges farrMdltinatibnal E6nQ EeQ Df*Alss e 6 .
companies that face numerous controversies on essential social capital topics are considered non -adaptive and can be
excluded for that reason.

b=

At-risk: Companies that just comply with social capital related laws and regulations but do not exhibit additional effort
to surpass the minimum ACTI AM expects from companies as

requ

| abell ed as being ©6arteqruiisrkedbme nTthse saep pmiynitmountompani esd direct

operate in line with laws and regulations, however run the risk of missing out on requirements if they do not keep up with
ethical norms developments.

>

Adaptive zone: Companies practicing responsible social capital management are companies that move beyond complying
with (inter)national laws and regulations towards managing risks (transparent, high level of disclosure, proper stakeholder
consultations). These companies develop higher standards on social capital management in response to the societal
trends and challenges they face in the short -term. Companies in this category are labelled as adaptive .

>

Positive impact: Finally, companies practicing sustainable social capital manageme nt, ensure long -term productivity,
strengthen and monitor the value chain, improve the business environment and strive for corporate shared value through
engagement, advancing rules, develop new services and models to improve are categorised in the positiv e impact zone.
These are the innovative companies, seeking new business models for sustainability in partnership with other
stakeholders as they indirectly shape the social capital trends, resulting in an adaptable business staying ahead of the
curve.

Companies that through active ownership are stimulated to move towards the  adaptive zone are expected to put processes in
place to enable the remediation of adverse human rights impacts which they caused or contributed to and to prevent further
incidents relat ed to product quality & safety, to breaches of privacy or data security or to accessibility of basic services to
underserved groups. Especially related to sourcing and procurement issues and to community relations , this includes the
respect for human right s and land rights and the formulation of policies to consult with local communities and to obtain Free,
Prior and Informed Consent (FPIC) of all land users before the y use or exploit the land. This FPIC principle applies to all land
users. As an example,thet e xt box O Ri ght s o providesdurthgranfoonaton pereaioimgltod=BIC and  how this
applies specifically to minority group. For this, companies are also expected to improve equality among stakeholders,
independent of gender, and prevent ( modern) slavery in all its forms. In that sense, companies are expected to have a policy
commitment against gender -inclusive discrimination , sexual harassment and pay inequality and are expected to actively
promote equal access of women at all levels among different stakeholder groups, such as employees, clients, subcontractors
and suppliers.

Rights of Indigenous People

The United Nations estimates there are over 370 million indigenous people living in some 90 countries around the world. In many cases,
indigenous peoples have been subjected to violence, discrimination and the loss of their land. They often live in poverty, ha  ve health
problems, and their culture, languages and way of life are threatened. As the lives of indigenous peoples are in many cases very ¢ losely
tied to their lands, both physically and culturally, they are even more vulnerable to the activities of resource extraction companies. The
international rights of indigenous peoples are included in several conventions and treaties. The UN Declaration on the Rights  of

Indigenous Peoples (UNDRIP) was adopted most recently, in 2007 by 146 countries. A major change with respect to the former

conventions is that companies need to seek Free, Prior, and Informed Consent throughout the entire process of opening, mainta ining and
closing a mine, oil field, factory, etc. This is to ensure that indigenous peoples have the chancetovoluntar i |y aut hori se t
activities based on full information. Companies thus ear kthigFRIEi r
prior to, during and after their activities where relevant.

64 See the ACTIAM Fundamental Investment Principles.

Public 42

¢



ackam

Animal Welfare

ACTIAM's vigin is that human interaction with animals should occur in a responsible and prudent manner.  Treatment of animals in a
humane way is the standard by which ACTI AM as s &eACTHAM&undamentalany 6 s
Investment Principles contain ethical principles related to animal testing, livestock farming and fisheries. Besides, ACTIAM acts as an

active shareholder with the companies in which it invests. This means ACTIAM actively seeks dialogues to promote behavioural change
(engagement) and votes at the general meetings of shareholders. By adopting such an active ownership, ACTIAM challenges relevant
companies to:

A respect the five freedoms of animals ;

A comply with animal welfare requirements through certificate schemes;

A use more plant-based proteins in products;

A curb excessive use of antibiotics;

A respect the 3Rs (replace, reduce and refine) for ethical use of animals in product testing and research;

A act in accordance with the REACH regulation®®

A use the international Business Benchmark criteria for farm animal welfare (BBFAW) to improve animal welfare by, for example,

replacing confined housing systems with cleaner, safer and more spacious alternatives, or re stricting animal transport times limits;

In addition, ACTIAM expects companiesto discontinue any business activities related to the production and trade of fur and exotic leather
and switch to non -animal products or to by -products of the meat and dairy industry. The above requirements do not only apply to the
company itself, but also to subcontractors and suppliers throughout the supply chain.

Companies active in the animal husbandry sector and in particular factory farming should respect animals. Factory farming is  defined as a
system of rearing livestock using highly intensive methods, by which poultry, pigs, or cattle are confined indoors und  er strictly controlled
conditions. ACTIAM also includes cage and crate confinement-based systems in this definition. Respecting animals means that a company
which does not have an animal welfare policy or is not transparent about the way animals are treate  d, is not acting in line with expected
adaptivity. One way to adhere to this, is to implement the Responsible Minimum Standards (RMS) of the FARMS Initiative 6. This initiative
provides guidance on the how several species of farm animals should be raised, transported and slaughtered. Also, in order to encourage
livestock farms and fisheries to gradually switch to more humane practices and production, it is expected that relevant organ isations act
in accordance with the following guidelines;

A UN Straddling Stocks Agreement, 1982
Aquatic Animal Health Code, 1995

A FAO Code of Conduct for Responsible Fisheries, 1995
A International Principles for Responsible Shrimp Farming, 2006
A Sustainable Agriculture Standards, 1997

Terrestrial Animal Health Code, 1968

On a global level, the livestock sector is responsible for approximately 14% of the global GHG emissions, while 85% ofthewo r | dds s
production is used for animals feeds, and 80% of the antibiotics in the US is being used for animal factory farms. Given these facts, there
are significant investment and sustainability risks linked to the factory farming sector. The links between the poorly perfor ming
companies in sector and climate change, biodiversity loss and zoonotic diseases are inevitable. Also, the working conditions of meat

factory employees are often poor and not in line with fair labour standards. Finally, the heavy reliance of the sector on gov ernment
subsidies makes the sector vulnerable, potentially leading to significant sustainable, ecologica | and animal-related business risks. These
items are therefore included in the screening of entities and in the assessment of their related performance.

65 REACH applies the following rules: 1) animal testing may only be used as a last resort, 2) alternative methods should be impl emented, 3) data must be shared
4) research must be performed regarding test proposals

66 https://www.farms -initiative.com/ Comparable schemes are acceptable if they are of the same quality and with the same level of ambition as the two
schemes mentioned here.
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