Live with confidence

Sustainability
and the role of

A commonly
accepted definition
of sustainability is
meeting the needs
of the present
generation without
compromising the
ability of future
generations to
meet theirs. In this
chapter, we
discuss the
relationship
between
economic growth,
sustainability

and the financial
industry.

The relationship
between
sustainability and
economics

The term ‘Tragedy of
the Commons’ was
coined in an essay by 19t
century British economist
William Foster Lloyd to
describe a hypothetical
situation involving the
overgrazing of common
(‘free’) land in medieval
Britain. It is a metaphor
for the degradation

and eventual depletion
of shared resources.

The dilemma at its

heart relates to the link
between self-interest
and open access, where
individuals choose not
to act for the common
good and well-being of
future generations so
that they can maximize
their personal gain. And
it is a classic example of
co-ordination failure,
which could be resolved
by dividing the resources
into individual parcels or
through the introduction
of a government-
enforced quota system.

The tragedy of the
commons is at the

heart of many of the
sustainability issues

we encounter today. A
recent example involves
CO, emissions from the
global shipping industry.
Due to the principle of
freedom of the open
sea, shipping companies
had until recently
escaped regulations to
reduce greenhouse gas
emissions. According to
The Economist, however,
the industry releases
more CO, every year than
the whole of Germany
and, until recently, its
emissions looked set to
rise rapidly.

However, in April

2018 the International
Maritime Organization
set binding targets to
bring the industry in

line with the ambitions

of the Paris climate
agreement. These include
to cut greenhouse gas
emissions by at least
50% by 2050 (compared
with 2008). International
collaboration has proven
to be key in resolving this
coordination problem.

Aviation, an industry not

ROBeCO

directly included in the
UN climate agreement,
also has a plan in place
to reduce emissions. It
has set out three goals
for air transport: a global
average fuel efficiency
improvement of 2% per
year up to 2050, carbon-
neutral growth from
2020 onwards, and a
50% absolute reduction
in carbon emissions by
2050 (compared with
2005 levels).

As an alternative to
regulation, governments
could choose to put

a price on carbon to
solve the coordination
problem - for instance,
via a cap and permit
system or by means of
a simple levy. While this
is already happening

to a limited extent, at
present an estimated
85% of global emissions
are not covered by such
measures.
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Resource scarcity and the need for a more
circular economy

Related to the issue of the tragedy of the commons is
the fact that the world’s population is growing rapidly,
and is expected to approach 10 billion by 2050.
Despite ongoing innovation and productivity increases,
future generations will face increasing resource
scarcity and challenges linked to climate change (not
just environmental consequences, but also social
effects such as climate migration). Our planet’s finite
nature will become ever- more visible.

The price of progress

As humanity advances, each generation brings its
own achievements and breakthroughs that enrich and
contribute to improved living standards, health and
well-being, economic development as well as a better
understanding of the natural world and our place

in it. But progress comes at a price. As populations
grow, economies develop, wealth expands, and new
technologies proliferate, resources are stretched. A
trend that will only exacerbate as time and progress
propel us forward. Figure 1 demonstrates the trajectory
of trends in resource consumption through 2030.

Figure 1: The world’s resources are stretched
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Demand for most resources has grown strongly
since 2000, a trend that is likely to continue to 2030
These developments strongly indicate the need for a

Real GDP Food'
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567

1. Only cereals

Source: Global Insight; IEA: UN
Environmental Program (UNEP) FAO:
World Steel Association; McKinsey analysis
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more circular economy?,
based on much lower
rates of natural resource
extraction and use,

in contrast to today’s
largely traditional linear
economy*. According

to the OECD (2015),

the amount of materials
extracted from natural
resources and consumed
worldwide has doubled
since 1980 and is ten
times higher than

in 1900. The rapid
industrialization of
emerging economies
and continued high
levels of consumption

in developed countries
are responsible for this
trend. Such intensive use
of materials has many
environmental, economic
and social consequences
that extend beyond
borders and will affect
future generations.

Therefore, the challenge
for businesses and
economies is to grow

in a way that can be
facilitated by the earth’s
natural resources in

the long term without
depleting them.
Circularity can play a
key role in countering
the negative effects

of the current
overconsumption crisis.

The doughnut
economy

However, sustainability
is not only about the
planet’s finite resources.
Adapting the Brundtland
definition of sustainable
development to the 21t
century means not only
meeting the needs of
the present generation
without compromising
those of generations

to come, but also
meeting the needs of

all with the resources
available to us on the
planet.? The notion of
the doughnut economy
combines the planetary
boundaries with the
social foundation that

is at the core of any
sustainable economic
system. It introduces

the idea that economic

growth is not a simple
straight line only going
upwards, but rather a
much more complex
matter that concerns

the balance between
economic growth,
planetary boundaries and
the social foundation.
This is also reflected in
the 17 UN Sustainable
Development Goals, a
set of global targets to
ensure not only planetary
stability but also social
protection. And the
business community and
financial sector are asked
specifically to contribute
to global sustainable
development.

Finance can play a
key role

So while direct
government intervention
can certainly help
ensure that economic
prosperity is long-lasting,
targeted investment can
be instrumental in the
redeployment of capital
to sustainable activities.
A key role of financial
markets is the efficient
allocation of resources
to the most financially
viable companies not
just in the present but,
even more critically in
the future. Financial
viability assessments are
dependent on a myriad
of factors across the
competitive landscape
of companies and
industries.

Financial materiality

is the critical link at

the intersection of
sustainability and
business performance.
More specifically,
investors should focus
on identifying the most
important intangible
factors (sustainability
factors) that relate to
companies’ ability to
create long- term value.
For instance, lowering
energy consumption in
manufacturing processes
results in significant cost-
saving opportunities and
has a direct impact on a
company’s bottom line.
Going a bit deeper,

financial materiality

is defined as any
intangible factor that
can have an impact on a
company’s core business
values. These are the
critical competencies
that produce growth,
profitability, capital
efficiency and risk
exposure. In addition,
financial materiality
includes other economic,
social and environmental
factors such as a
company’s ability

to innovate, attract

and retain talent, or
anticipate regulatory
changes.

These matter to investors
because they can have
significant impacts on a
company’s competitive
position and long-term
financial performance.
included or remain in the
index, companies have
to continually intensify
their sustainability
initiatives to the benefit
of investors, employees,
customers, and ultimately
society as a whole.

Corporate
governance

The set of rules,
practices and processes
by which a company is
managed (governed)
and its management is
supervised.

Corporate governance
relates to good
governing practices
and covers the basic
principles, rights,
responsibilities and
expectations of an
organization’s board
of directors. A well-
structured corporate
governance system aligns
the various interests
of all the stakeholders
in a company, such

as shareholders,
management, clients,
suppliers, financiers,
government and the
community. It supports
the company’s long-
term strategy.

The principles of the
International Corporate
Governance Network
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(ICGN) constitute
an internationally
recognized code
for good corporate
governance. The
organization aims to
improve corporate
governance,

risk management,
remuneration policy,
shareholders’ rights
and transparency.

Corporate
Responsibility (CR)
Taking responsibility for
a company’s impact on
the environment

and society.

Companies that
integrate corporate
responsibility into their
business models actively
monitor the impact

of their operations on
the environment and
social well-being. They
can try to minimize any
negative impact or go
a step further and take
proactive measures to
compensate for their
impact or take actions
that have a positive
social or environmental
effect.

Decarbonization
The reduction in the
carbon intensity of
global energy use.
Similarly, investment
portfolios can also be
decarbonized.

The 21t United Nations
Conference of the Parties
(COP21), held in Paris in
December 2015, came

up with concrete targets
to limit further global
warming. Minimizing
global warming involves
reducing the world’s
reliance on fossil fuels.
This will require some
large companies, such

as the oil majors and
utilities, to fundamentally
change their business
models. However,
moving towards a global
energy system based

on renewable sources
creates another problem:
stranded assets. These
are the vast reserves of
coal and oil that probably
cannot be used if the

world is to limit global
warming to 2°C or less
above pre-industrial
temperatures.

In line with this trend,
investors are also
adjusting their portfolios.
The simplest way to do
this would appear to be
by divesting fossil fuel
companies from their
portfolios. However, as
there is a buyer on the
other side of every sell
transaction, this would
simply mean transferring
the problem to someone
else. An effective
alternative is to engage
with carbon-intensive
companies to try to cut
emissions at source.
Another way to reduce
the carbon footprint of
the portfolios is through
impact investing. This
can be achieved by,

for example,
underweighting the
industry groups that
account for over 80% of
the global environmental
footprint, i.e. energy,
materials, utilities and
transportation.

The Carbon Disclosure
Project (CDP)
encourages companies to
disclose their greenhouse
gas emissions and
climate change strategies
in order to set reduction
targets and improve their
environmental impact.

Engagement

A long-term dialogue
between investors

and companies on
environmental, social
and governance factors.

An active dialogue offers
investors the opportunity
to discuss sustainability
risks and opportunities
with companies and
provides these firms

with insights into
investors’ expectations
of corporate behavior.
This way, investors
encourage companies to
adopt more sustainable
practices. Companies
with sustainable business
practices can create a
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competitive advantage
and are more likely to

be successful over the
long run, ultimately
improving the risk/return
profile of their securities.
Effective engagement
can therefore benefit
companies, investors and
society at large.

Robeco applies an
integrated approach to
engagement based on
close collaboration with
analysts and portfolio
managers at both
Robeco and RobecoSAM.
Analysts in RobecoSAM’s
Sustainability Investing
research team identify
long-term, financially
material factors that can
affect companies’ ability
to create value. This
helps the engagement
specialists to set SMART
(Specific, Measurable,
Attainable, Relevant and
Timely) engagement
objectives for companies.
The outcome of the
engagement efforts

is communicated to
analysts, portfolio
managers and clients,
enabling them to
incorporate this
information into their
investment decisions.

Engagements typically
run over a three- year
period, during which the
engagement

specialists are in regular
contact with company
representatives and
track progress against
engagement objectives.
They often combine their
efforts in collaborative
engagement initiatives
with other institutional
investors.

Environment

The ‘E’ in ESG: one of
the three key factors to
consider in sustainability
investing, together with
social and governance
matters.

Institutional investors
are increasingly working
to better understand
the potential financial
impact of environmental

issues on companies in
their portfolios. They are
calling for companies

to pay greater attention
to areas such as climate
change, energy- and
energy-extraction-
related risks (such as coal
combustion and hydraulic
fracturing), energy
efficiency, recycling and
environmental hazards in
the air, water

and soil. Investors play
an important role in
environmental topics

by drawing attention to
the relevant issue and
influencing disclosure.

The potential negative
effects for companies
that do not manage
environmental risks
include increasing costs
(such as the need to
clean up oil spills or
restore the landscape
around exploration
sites), reputational
damage in the event

of headline-grabbing
polluting incidents,

or litigation costs.
Integrating environmental
considerations into

a corporate strategy

can also present
opportunities. For
example, using resources
efficiently will reduce
costs, while companies
offering innovative
solutions, such as printer
suppliers helping their
customers to get by with
fewer and more energy-
efficient printers, can gain
a competitive edge.

ESG integration

The structural integration
of information on
Environmental, Social
and Governance

(ESG) factors into the
investment decision-
making process.

Sustainable investors
believe that sustainability
can have a material
impact on companies’
performance, and that
factoring in financially
relevant sustainability
information can therefore
lead to better investment
decisions.

As a wide variety of
sustainability information
is available, investors first
determine which ESG
information is financially
relevant. The second
step is to analyze the
impact of these material
factors on individual
companies and any
competitive advantages
or disadvantages that
arise. The final stage is
to translate this impact
into adjustments to the
valuation models used
for equities. Robeco also
integrates sustainability
information into the
analysis of government
and corporate bonds.
Robeco’s credit analysis
team focuses on a bond
issuer’s cash-generating
ability and the quality

of those cash flows. The
team’s model uses five
different variables, one
of which is ESG. The
importance of the E, S
and G factors differs

for each sector. The
credit crisis, for instance,
revealed the importance
of good corporate
governance for financial
corporate bonds.

Robeco uses
RobecoSAM’s Country
Sustainability Ranking
in the management

of its government

bond portfolios. This
ranking is based on

a comprehensive

ESG database. It is
updated twice a year
and functions as an
early- warning system
that helps us to identify
both the threats and
the opportunities in a
country before they are
reflected in spreads

or ratings.

Exclusion

The exclusion of sectors
or companies from an
investment portfolio if
they do not comply with
specific ESG criteria.

Investors can choose

to exclude a list of
controversial countries
or companies that do not
comply with international
agreements or treaties,
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such as producers of
controversial weapons.
Sustainable asset
managers have the
primary duty to obtain
good performance

for their clients, and
want to achieve

this in a sustainable
way. Consequently,
they tend to focus

less on exclusion,
preferring instead

to have constructive
dialogues with
companies to encourage
them to improve

their sustainability
performance.

Robeco engages

with companies that
systematically breach
the UN Global Compact
principles in terms of
human rights, labor
rights, the environment
and corruption. If these
companies are excluded
from our investment
universe from the
outset, we cannot exert
any influence on them.
We therefore only
exclude companies
when engagement fails
to have the desired
effect. However, we do
exclude controversial
countries on the basis of
international agreements,
and companies on the
basis of legislation,
such as producers of
controversial weapons.

Ethically driven funds can
take this principle further
and exclude companies
that do not comply with
their moral beliefs, such
as tobacco companies or
firms that are involved

in deforestation or child
labor.

Footprint

A country, company or
person’s impact on the
earth’s resources and on
other people.

An ecological footprint
is a way of measuring
how a company or an
investment portfolio
of companies impacts
the planet. There

are various ways to
determine a footprint.

It can be an indicator

of, for example, how
much productive land,
freshwater or seawater

a company uses; how
much greenhouse gas it
emits; or how many trees
it needs to cut down

to produce a certain
article. It can also show
the emissions generated
from the oil, coal and gas
we burn, or how much
land is required to absorb
our waste.

A portfolio’s footprint
can be reduced

by excluding or
underweighting sectors
or companies with a
large footprint, or by
engaging with them to
reduce their footprint.

Impact investing
Targeted investments
that produce both an
attractive return and

a measurable positive
social or environmental
impact.

Starting with a specific
impact objective,
impact investors require
their investments to
produce quantifiable
socio-economic or
environmental benefits.

Traditionally, impact
investors have

focused on smaller,
private allocations

to social enterprises
and project-type
investments, for example
through microfinance
instruments. However,
this has remained a
niche activity due to
liquidity constraints and
limited scalability. But
today, impact investing
is increasingly being
taken from the margin
to the mainstream as
the concept is being
introduced to major
asset classes such as
listed equities and fixed
income.

Focused impact
investing portfolios
allocate to companies
that provide products
and services that make
a positive impact. The
impact objectives of
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these portfolios are
often linked to resource
efficiency in areas such
as climate, energy,
water, health and food.
These portfolios can
invest in companies in
areas such as alternative
energy, water treatment
technologies or energy
efficiency equipment.

Companies providing
resource efficiency
solutions not only enjoy
competitive advantages
relative to other firms,
but also have a greater
positive social and
environmental impact.

Integrated reporting
Communicating both
sustainability and
financial targets and
results in one report,
linking them to each
other.

The concept of providing
a comprehensive

report integrating the
two separate streams

of information most
companies currently
provide - sustainability
data in a corporate
responsibility report and
financial information

in an annual report - is
rapidly gaining ground.

Whereas a corporate
responsibility report does
not speak the language
of financial analysts, and
an annual report only
provides financial data,
an integrated report links
traditional sustainability
data to the company’s
strategy and its financial
results. It translates
sustainability targets
into Key Performance
Indicators and value
creation.

The International
Integrated Reporting
Council (IIRC), a global
coalition of regulators,
investors, companies,
accountants and NGOs,
promotes integrated
reporting and thinking
in both the public and
private sectors.

Materiality

The relevance of a
sustainability factor to
a company’s financial
performance.

Financially material ESG
factors are factors that
could have a significant
impact - either positive
or negative - on a
company’s business
model and value drivers,
such as revenue growth,
margins, required
capital and risk. The
material factors differ
from one sector to
another. Examples of
factors that can be
material include supply
chain management,
environmental policy,
worker health and
safety, and corporate
governance.

For sustainability to
translate into financial
performance, it must
have an impact on either
the cash flow generated
by the company, or its
cost of external financing
(the weighted average
cost of capital). Free
cash flow is a function of
revenues and expenses,
as well as taxes and
reinvestment rates. The
weighted average cost
of capital is a function of
short-term interest rates
and the risk premiums a
company must pay for
acquiring equity, debt
financing and cash.

Negative screening
Excluding companies
that engage in activities
that are deemed
objectionable.

Negative screening
involves excluding

from an investment
universe companies
that do not comply with
specific pre-set social or
environmental criteria.
For example, some
mutual funds screen
out companies involved
in the production of
alcohol, tobacco or
gambling products, also

referred to as ‘sin stocks’.

Other negative screens
frequently applied are on

weapons manufacturers,
nuclear power producers
or companies that use
child labor.

Negative screening
can be a first step for
investors to invest
sustainably. The
downside is that it has
no net impact, as there
is always someone who
is willing to buy the
relevant shares in their
place.

Positive screening
Investing in companies
that show leadership in
social and environmental
issues, such as employee
policies, environmental
protection or human
rights.

Positive (or affirmative)
screening means that
rather than excluding
companies, investors
select companies that set
good examples in terms
of their, for example,
environmentally friendly
products or socially
responsible business
practices. Unlike negative
screens, which are
generally more black

and white, positive
screens require analysis
of complex issues such
as pollution, workplace
practices, diversity and
product safety.

Part of a positively
screened investment
portfolio may consist

of smaller companies
that have come up with
innovative products that
enhance the world’s
sustainability. Examples
include firms generating
renewable energy, such
as solar power, wind
power or hydrogen fuel
cells; manufacturers of
natural food and healthy
living products; and
companies involved in
environmental clean-up
and recycling.

A well-diversified
portfolio also needs

to invest in large

and medium-sized
companies. Larger
companies, and the
problems they face, are

more complex. Positive
screening can help
determine which are
heading in a positive
direction. Mutual funds
and other institutions
often use a ‘best-in-class’
approach to positively
screen companies.

This means that they
can include a tobacco
company that is showing
leadership in its industry,
despite the overall
record of that particular
industry.

PRI

The Principles for
Responsible Investment,
a global initiative
supported by the United
Nations. Also referred to
as UN PRI.

The United Nations-
supported Principles for
Responsible Investment
(PRI) initiative is an
international network
of investors working
together to put the
group’s six Principles for
Responsible Investment
into practice. Its goal

is to understand

the implications

of sustainability

for investors and
support signatories

in incorporating

these issues into their
investment decision-
making and ownership
practices.

In implementing

the Principles, the
signatories contribute
to the development of a
more sustainable global
financial system. They
have a duty to act in the
best long-term interests
of their beneficiaries.

In this fiduciary

role, they believe

that environmental,
social, and corporate
governance issues can
affect the performance
of investment portfolios.
They also recognize
that applying these
Principles may better
align investors with the
broader objectives of
society.
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The six principles are:

Principle 1: We will
incorporate ESG issues
into investment analysis
and decision-making
processes.

Principle 2: We will be
active owners and
incorporate ESG issues
into our ownership
policies and practices.

Principle 3: We will seek
appropriate disclosure
on ESG issues by the
entities in which we
invest.

Principle 4: We will
promote acceptance
and implementation of
the Principles within the
investment industry.

Principle 5: We will work
together to enhance our
effectiveness in
implementing the
Principles.

Principle 6: We will each
report on our activities
and progress towards
implementing the
Principles.

Robeco and RobecoSAM
have been signatories of
the PRI since 2006.

Sin stocks Sshares in
companies involved in
activities that are
considered unethical,
such as alcohol,
tobacco, gambling,
adult entertainment or
weapons.

Ethical investors tend to
exclude sin stocks, as the
companies involved are
thought to be making
money from exploiting
human weaknesses and
vices. It is a relative
concept, though, as
different cultures have
different opinions on
what constitutes a sin.
Although sin stocks
usually include alcohol,
for example, brewing
bear or making a fine
wine can be considered a
noble tradition in various
regions or countries in
the world. And whereas
some investors exclude
weapons manufacturers
on moral grounds,
serving in the military

can be considered an act
of patriotism by others.

Various studies show that
sin stocks deliver better
returns than stocks in
general. There are several
explanations for this.
One of them is that sin
stocks are undervalued
because many investors
avoid them. Another

one is that sin industries
pose increased litigation
risk or reputation risk,
for which investors are
compensated with a risk
premium.

A more recent
explanation is offered by
David Blitz, Head of
Quantitative Research at
Robeco, and Frank
Fabozzi, Professor

of Finance at EDHEC
Business School, in their
article ‘Sin Stocks
Revisited: Resolving

the Sin Stock Anomaly’
published in the Journal
of Portfolio Management.
They show that the
outperformance of

sin stocks can be
explained by two
Fama-French quality
factors, ‘profitability’ and
‘investment’. The
profitability factor
maintains that high-
profitability stocks
perform better, while the
investment factor
suggests that stocks

in firms with high total
asset growth perform
worse. Sin stocks tend to
have high exposure to
both factors; cigarette
makers, for example,
enjoy high margins

due to relative price
inelasticity, and are
restricted in how they
can grow their assets.

Social

The ‘S’ in ESG: one of
the three key factors to
consider in sustainability
investing, together

with environmental and
governance matters.

Social issues relate to
the rights, well-being
and interests of people
and communities. These
issues include human
rights, labor standards

in the supply chain,

child and forced labor,
workplace health and
safety, and relations with
local communities.

A company that manages
social issues well and
takes the interests of its
various local stakeholders
into account will obtain a
‘social license to operate’.
This refers to a level of
acceptance or approval
by local communities and
stakeholders. This will
facilitate the obtaining

of government permits
and ‘social permission’

to conduct its business.
Increasingly, a social
license to operate

is an essential part

of operating within
democratic jurisdictions
as without sufficient
popular support,
government agencies

are unlikely to grant
operational permits or
licenses.

A company that does
not address social
issues risks reputational
damage, increased costs
and lawsuits.

Socially Responsible
Investing

An investment strategy
that seeks to consider
both financial returns
and social good.

Sometimes also referred
to as sustainability
investing, although

this term is considered to
be broader, an
investment is considered
socially responsible
based on the nature of
the business the
company conducts.

Common themes for
socially responsible
investments include
avoiding investment

in companies that
produce, sell or are
involved in addictive
substances or activities
(like alcohol, gambling
and tobacco) and
seeking out companies
engaged in social justice,
environmental
sustainability and
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alternative energy/clean
technology. Socially
responsible investments
can be made in individual
companies or through a
socially conscious mutual
fund or exchange-traded
fund (ETF).

One example of socially
responsible investing is
community investing,
which goes directly
toward organizations
that have a track record
of social responsibility
by helping a community,
but have been unable to
garner funds from other
sources, such as banks
and financial institutions.
The funds enable

these organizations to
provide services, such
as affordable housing
and loans, to their
communities. Their goal
is to improve the quality
of the community by
reducing its dependency
on government
assistance such as
welfare, which in turn has
a positive impact on the
community’s economy.

Stewardship code
A code requiring
institutional investors
to be transparent
about their investment
processes, engage with
investee companies and
vote at shareholders’
meetings.

The first stewardship
code was introduced in
the United Kingdom in
2010, with the objective
of enhancing the quality
of engagement between
asset managers and
companies to help
improve long-term risk-
adjusted returns for
shareholders. In early
2015, Japan was the
first country in Asia to
introduce a stewardship
code. The International
Corporate Governance
Network has launched a
Global Stewardship Code.

Although stewardship
codes are not
compulsory, they are
increasingly viewed as a
condition if companies
wish to retain

business. For example,
Japan’s largest pension
fund, GPIF, requires

its asset managers to
be signatories of the
Japanese Stewardship
Code.

Robeco is a signatory of
the UK, Japanese and
Taiwanese Stewardship
Codes and has its own
Stewardship Policy,
which explains how
Robeco fulfills its duties
as a good steward by
engaging, voting and
reporting about its
sustainability investing
strategy in a transparent
way. Through this policy,
Robeco also complies
with all existing codes.

Stranded assets
Assets on corporate
balance sheets that
rapidly lose their value
as a result of forced
write-offs.

Stranded assets
currently mainly refer to
utilities and exploration
companies, whose
traditional activities of
finding and generating
energy from fossil

fuels have come under
pressure as a result

of climate protection
regulations.

Research by Nature
magazine published in
January 2015 suggests
that a third of oil
reserves, half of gas
reserves and 80% of
coal reserves should
remain unused from 2010
to 2050. The research
identified the largest
risks areas as coal
reserves in China, India
and the former Soviet
Union, and oil and gas
reserves in the Middle
East.

Supply chain
management
Integrating
environmentally and
socially viable practices
into the entire supply
chain life cycle.

There is a growing
need for companies
to ensure and monitor

the sustainability of
their supply chains. If

a company’s supplier
resorts to, for example,
child labor, this can
result in reputational
damage and costs for the
company. Corporations
therefore increasingly
see sustainability in their
entire supply chain as
essential to their long-
term profitability. A
sustainable supply chain
can offer value creation
opportunities and
competitive advantages.

Supply chain
management affects

the production process
from product design and
development, to material
selection (including raw
material extraction or
agricultural production),
manufacturing,
packaging,
transportation,
warehousing, distribution,
consumption, return and
disposal. Environmentally
sustainable supply

chain management

and practices can

help organizations not
only reduce their total
carbon footprint, but
also optimize their
end-to-end operations
to achieve greater cost
savings and profitability.

Sustainable
Development Goals
A set of sustainability
goals released by the
United Nations in 2015
as a successor to the
Millennium Development
Goals. Officially known
as ‘Transforming

our world: the 2030
Agenda for Sustainable
Development’.

193 countries have
agreed to contribute

to the realization

of 17 Sustainability
Development Goals
(SDGs) by 2030. The
goals aim to tackle
social and environmental
challenges such as
climate change, the
promotion of clean
energy, extreme poverty,
gender equality and
sustainable agriculture.

SDGs differ from the
Millennium Development
Goals in that they call
on the private and
public sectors, together
with the signatory
governments, to
cooperate closely in
order to tackle the most
serious issues facing
people and the planet.

As a sustainable investor,
Robeco embraces

the SDGs. We already
integrate Environmental,
Social and Governance
(ESG) factors into our
investment processes in
order to make better-
informed investment
decisions and improve
the risk/return profile of
our investments.

Robeco sees the SDGs as
a business opportunity
for listed companies,
providing them with

a future competitive
advantage by being a
source of innovation,
process improvements
and operational
efficiencies. At the same
time companies can
have a positive impact
on society and the
environment. We believe
that companies that
embed the SDGs in their
business strategy will be
more likely to alignwith
governmental policies
and regulations and
therefore avoid the risk
of losing their license to
operate or encountering
high costs resulting from
structural change.

Sustainability
investing

An investment
discipline that considers
environmental,

social and corporate
governance criteria to
generate long-term
competitive financial
returns and positive
societal impact.

Also referred to as
responsible investing.

Sustainability investing
is a broad concept, and
there are many different
rationales, approaches
and definitions. The
motives behind it vary
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from ethical principles
to simply wanting

to achieve better
investment results. There
are various methods to
invest sustainably, such
as through active share
ownership (engagement
& voting), integration

of ESG factors, best-

in- class approaches,
thematic investing,
impact investing and
exclusion.

Responsible investing

is a holistic approach
that aims to include

any information that
could be material to
investment performance.
As a signatory of

the Principles for
Responsible Investment,
Robeco uses this
approach as well,

but we use the term
sustainability investing.

Thematic investing
Investing in themes
contributing to the
development of
sustainability.

Sustainability-themed
investments help address
social or environmental
challenges by investing
in companies offering
solutions to these
problems. The most
important issues tend

to be population
growth, rising wealth in
the developing world,
natural resource scarcity,
energy security and
climate change. Such
investments generally
focus on environmental
themes, but can also
cover social issues, such
as health.

RobecoSAM offers

a range of thematic
strategies investing in
companies that provide
solutions to the most
urgent sustainability
challenges. Its range
includes smart energy,
healthy living, smart
materials and sustainable
water strategies.

UN Global Compact
A global corporate
sustainability initiative,
calling on companies,
investors and other
participants to align
their strategies and
operations with
universal principles on
human rights, labor,
environment and anti-
corruption.

The ten principles are:

Human Rights

Principle 1. Businesses

should support and

respect the protection

of internationally

proclaimed human rights;

and i
Principle 2: Make ) |
sure that they are not [
complicit in human rights

abuses.

Labour

Principle 3: Businesses
should uphold the
freedom of association
and the effective

recognition of the right

to collective bargaining;

Principle 4: The

elimination of all forms of

forced and compulsory

labor; ;
Principle 5: The effective . U I
abolition of child labor;
and

Principle 6: The
elimination of
discrimination in respect
of employment and
occupation.

gy,

Environment

Principle 7: Businesses

should support a

precautionary approach

to environmental

challenges;

Principle 8: Undertake

initiatives to promote

greater environmental

responsibility; and

Principle 9: Encourage

the development e :
and diffusion of T e an
environmentally friendly i
technologies.

uom"'-:.:‘;.-
! \\.".

L] ] .

Anti-Corruption

Principle 10: Businesses o 8°
should work against s
corruption in all its forms,
including extortion and
bribery. .

' i.."-oa
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Robeco is a participant in the UN Global Compact and
engages with companies that structurally and severely
breach UN Global Compact principles.

Voting

Voting at Annual General Meetings of shareholders
(AGMs), aiming to influence a company’s governance
or operations.

Voting is a way for active owners to influence
companies. If there are important issues and a
company is unwilling to listen to shareholders or other
stakeholders, voting at its AGM can be a powerful tool.

The results of decisions made at AGMs are made public.

When shareholders vote against a proposal, a company
has to address the issue.

Robeco has drawn up a voting policy on the basis

of the principles of the International Corporate
Governance Network. This is an internationally
recognized set of best practices for good corporate
governance. The principles aim to improve corporate
governance, risk management, remuneration policy,
shareholders’ rights and transparency. Robeco assesses
all voting decisions in light of its voting policy.

1. Report of the World Commission on Environment and Development: Our Com-
mon Future, Gro Harlem Brundtland, Oslo, 20 March 1987

* A circular economy is a regenerative system in which resource input and waste,
emission, and energy leakage are minimized by a ‘produce, use, re-use/recycle’
model of production. This is the more sustainable alternative to the linear econo-
my which is a ‘take, make, dispose’ model of production.

2. https://www.kateraworth.com/doughnut/

Disclaimer

Sanlam Investment Management (Pty) Limited (SIM) is an authorised Financial
Service Provider. This document is solely intended for professional investors.
Sanlam Investments (SIM) or Robeco Institutional Asset Management B.V and/or
its related, affiliated and subsidiary companies, ( “Robeco” ), will not be liable for
any damages arising out of the use of this document.

The content of this document is based upon sources of information believed to be
reliable and comes without warranties of any kind.

Without further explanation this document cannot be considered complete.

Any opinions, estimates or forecasts may be changed at any time without prior
warning. If in doubt, please seek independent advice. It is intended to provide
professional investors with general information. This document was not prepared
as investment research and does not constitute an investment recommendation

or advice to buy or sell certain securities or investment products and/or to adopt
any investment strategy and/or legal, accounting or tax advice. All rights relating
to the information in this document are and will remain the property of Robeco.
This material may not be copied or used with the public. No part of this document
may be reproduced, or published in any form or by any means without Sanlam
Investments and Robeco’ s prior written permission.
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