Responsible investment




Introduction

Since 2003, the Supervisory Board has demanded a firm commitment from the
Fonds de Réserve pour les Retraites in the area of responsible investment'. As a
public investor, and vector for intergenerational solidarity, the FRR wishes to set
an example by factoring Environmental, Social and Governance (ESG) princi-
ples into its asset management practices. The FRR
will accordingly promote best practices of respon-
sibility, both ginyterms of the investments it makes Over the last five years,

but also in the service providers it appoints. the FRR has consolidated

The FRR has therefore gradually laid the founda- the foundmg pI‘lIlCIPIES
tions for socially responsible criteria to be integrat- of its identity asa

ed, across i.ts entire portfolio, into the sel_e_ctiqn resp onsible investor.”
process for its asset managers and the securities in
which they invest. It has also introduced a global
proxy voting policy. In addition, since April 2006, the FRR is committed to ap-
plying the UN-sponsored Principles for Responsible Investment (UNPRI).

The main reason behind the FRR becoming a responsible investor lies in its
primary mission and objective: to optimise returns on the funds entrusted to it,
on behalf of the community, in as secure an environment as possible. As such,
ESG factors need to be integrated into the FRR’s management processes for it to
fully understand the risks and opportunities presented by the businesses in
which the FRR invests. Indeed, the FRR is convinced that these criteria can have
an impact on company valuations and therefore on the returns of the fund.
Failure to integrate these factors into its decision-making process could there-
fore be detrimental to achieving its objective.

The second reason is economic: investment yields do not depend solely on the
impact of companies’ financial and extra-financial strategies, but also on the
externalities they generate for their industry or the economy as a whole. It is
necessary, especially for a universal public investor, active in pensions, whose
role it is to protect its investments over the long term, to analyse the environ-
mental and social externalities of corporate strategies and their effects on the
community.

Despite the curtailing in 2010 of its investment horizon resulting from the pen-
sion reform of that year, the long-term protection of the value of its investments
remains one of the FRR’s core objectives. Indeed the FRR is, by virtue of the
volume of its assets, a universal investor whose constraints in terms of diversifi-



cation mean that it is present in all asset classes, sectors, geographical zones, etc.
It is therefore in its interest that the entire system works well over the long-term.

Over the last five years, above and beyond deploying its main strategic princi-
ples across its entire portfolio, the first SRI (Socially Responsible Investment)
mandates have allowed the FRR to gain a significant level of responsible man-
agement experience. Up till now, the FRR’s efforts in terms of integrating ESG
factors into management processes have followed a positive so-called “best in
class” approach which promotes best practices of social and environmental re-
sponsibility and have focused on large European listed companies. Management
results from these SRI mandates have underlined the

benefit of an approach to financial analysis that in- “For 2013-2017. the
corporates ESG information: these mandates have >
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of other SRI investors, the FRR has, during this initial markets and small and
Phasg, consolidated. the. founding principles of its medium capitalisation
identity as a responsible investor. The FRR must con- e
tinue in this direction by implementing these princi- equities.
ples in as fully operational and integrated a manner

as possible.

Bringing the SRI and management teams closer together within the manage-
ment companies has enabled extra-financial information to be integrated into
the management process across all of the FRR’s asset classes, including those
that are not specifically labelled SRI. The FRR shall continue to encourage all of
its managers to advance further in this direction, by increased dialogue in order
for the institutional investor and management company community to progress.

Having reached the end of its first responsible investment policy for 2008-2012,
the FRR is to renew its strategy for 2013-2017. Having consulted the Responsi-
ble Investment Committee and also taking into account changes in practices
developed by other institutional investors, the Supervisory Board has outlined
the FRR’s identity as a responsible investor for the next four years (2013-2017).

While this new strategy extends the FRR’s base for action beyond the tradi-
tional scope of SRI, in particular to emerging markets and provides new op-
portunities to exploit asset classes as yet little explored in the sphere of respon-
sible management, such as small and medium-capitalisation companies, it
remains nevertheless founded on the same principles. These will be deployed
differently depending on the specific nature of each investment platform under-
pinned by four strategic priorities.

1.In 2003, the FRR Supervisory Board emphasised that “its investment policy should be consistent
with respect for collective values that encourage balanced economic, social and environmental
development and that the FRR should actively promote best practices with the aim of the mana-
gement companies adopting these values in their analysis of financial assets and transparency of
corporate governance”.
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1. Overview of the four strategic priorities
and how the FRR intends to implement

them over time

Integrating
ESG factors into asset
management

The purpose is to define these factors more
clearly by setting an initially limited number
of objective and measurable criteria for ESG
aspects. These criteria shall then be measured
and their progress monitored over time. The
aim is therefore to broadcast the values held by
the FRR with the utmost clarity and to sup-
port companies in achieving progress via con-
structive dialogue.

The FRR shall therefore expand its efforts to-
wards integrating extra-financial data into its
management processes by further engaging
with its managers through regular exchanges
on ESG issues.

The FRR shall continue to promote good ESG
practices whilst at the same time seeking to
reap the financial rewards from the materiality
of certain SRI criteria, in other words the
proven impact of social responsibility criteria
on a company’s performance. Concerning this
point, the FRR shall focus in particular on its
small and medium-capitalisation equities SRI

actively managed mandates to learn any les-
sons that may subsequently be deployed in
managing its other actively managed man-
dates. It shall in particular help support the
economic development of these companies in
pursuit of shared ESG values.

The FRR shall also help to finance companies
the corporate mission of which is to preserve
the environment or are beneficial to society.
This is a new approach for the FRR. Indeed, it
enables it to be exposed to themes such as wa-
ter, eco-technology, waste treatment and man-
agement, renewable energy via a selection of
investment funds run by dedicated managers.

“The FRR will help

to finance companies
the corporate mission
of which is to preserve
the environment or

are beneficial to society.”

The FRR hopes that these new SRI thematic
fund mandates will provide scope for the FRR
to experiment on these themes enabling it to
better identify, understand and follow sectors
the contributions of which will be crucial for
sustainable development.



Conducting
social responsibility

This priority focuses on two areas of action: the
first concerns the activities of the companies in
which the FRR invests and the manner in
which such companies conduct their activities;
the second concerns the inevitable impact of
State taxation practices.

Since 2008, the FRR has had in place a system
enabling it to monitor and prevent extra-finan-
cial risks that may have an impact not only on
its investments but also its reputation. Indeed,
risks for the FRR may arise from failure by a
company in which it invests to observe univer-
sally recognised principles, such as those of the
United Nations Global Compact and good
governance, but also the international treaties
ratified by France, in particular the Ottawa’
and the Oslo® Treaties. The FRR will pursue
this approach by extending it to new asset
classes, geographical areas and sizes of market
capitalisation. This system will continue to op-
erate transversally across the FRR’s entire port-
folio alongside the vigilance the managers
should already be exercising in these areas.

Such monitoring falls, in particular, within the
remit of the Responsible Investment Commit-
tee established in 2008, on which sit the Chair-
man of the Supervisory Board, a member of
the college representing employee trade un-
ions, a member of the college representing em-
ployer trade unions and two external qualified

individuals. The Responsible Investment
Committee relies on regular analysis provided
by specialist agencies and on proposals of the
Executive Board to assess cases of failure to ob-
serve the FRR’s principles and decides what ac-
tion to take. If an allegation is proven, the Re-
sponsible Investment Committee may take a
number of possible measures ranging from di-
alogue with the company in question to, as a
last resort, in the case of repeated breaches to
which the company has refused to put an end,
a decision to register it on the list of companies
banned from investment by the FRR.

Also, to avoid legal and regulatory risks, mon-
ey-laundering risks and reputational risks aris-
ing from the FRR’s exposure to various finan-
cial centres classified in some cases as “tax
havens”, the FRR has decided that it should not
invest in any sovereign bond or company in a
State where such risks exist, or contract with
any third party whose registered office is locat-
ed in such a place. The FRR shall pursue the
process that it has begun on defining the scope
of these restrictions in association with the
work being conducted by the public authori-
ties (French Government and Parliament) and
international organisations.

For this new period and in order to prepare it-
self for widening the range of its asset classes,
the FRR shall select SRI research providers
with wide coverage of its investment zones
(emerging countries, small capitalisations, in
particular). It shall consult these managers
regularly on these matters. Indeed, ESG issues
should, in its opinion, be integrated with care
and prudence into the heart of its day-to-day
management.

2. Convention on the prohibition of the use, stockpiling,
production and transfer of anti-personnel mines and on
their destruction.
3. Convention on the prohibition of the use, stockpiling,
production and transfer of cluster munitions and on
their destruction.
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Exercise
of the FRR’s voting rights

In 2005, the Supervisory Board stated that “it
is in the interests of the FRR to actively par-
ticipate in improving the governance of the
companies in which it invests. The aim is to
promote clarity and balance in the powers ex-
ercised by the management bodies of such
companies and also the quality of the infor-
mation provided to shareholders, respect for
their rights and integrity of the voting process.
It is therefore one of the factors that contrib-
utes significantly to the longevity of the corpo-

“The FRR will continue
to vote at general meetings
of all companies which
it invests, whatever
the size of its shareholding
in the capital.”
rate community, the continuity of the strategy
they pursue and the manner in which they ful-

fil their responsibilities towards all of their
partners. All of these factors contribute direct-

ly to their healthy future valuation” The Su-
pervisory Board established a number of prin-
ciples in relation to exercise of the FRR’s
voting rights, pursuant to which the FRR’s
rights as a shareholder at general meetings
must be exercised without fail, by each of the
managers, in line with the guiding principles
set by the FRR. All positions in the name of the
Fund are taken in its sole interests and with
complete independence.

These guiding principles, established by the
Executive Board, were made public after their
adoption by the Supervisory Board on 26 Jan-
uary 2005. They are updated each year and are
available on the FRR’s website: www.
fondsdereserve.fr.

Following the 2005 campaign, during which a
system was implemented giving very wide dis-
cretion to the companies responsible for man-
aging the FRR’s portfolios, the FRR planned as
from 2006 to gradually introduce greater coor-
dination between itself and its managers in the
exercise of voting rights where the managers’
voting intentions in respect of one same reso-
lution in one same company differed. The
FRR established an internal proxy voting
monitoring committee to supervise this coor-
dination process.

The FRR’s guidelines for the exercise of voting
rights are re-examined each year and adjusted
in line with regulatory changes and the FRR’s
concerns.

The FRR votes at general meetings of compa-
nies in all countries where it invests whatever
its percentage shareholding in the capital of
such companies.



Contribution
to research on Responsible
Investment and support
for international initiatives

The FRR’s objective here is to increase aware-
ness on responsible investment, share its work
as widely as possible and spread good practices
amongst the companies the most in need.

Research plays a decisive role for investors in
terms of the benefit of incorporating extra-fi-
nancial factors into finance in general and as-
set management in particular. With this in
mind, the FRR actively supports the “sustain-
able finance and responsible investment” chair
established by the Paris Market and will con-
tinue supporting academic research through-
out the period 2013-2017.

Due to the sizeable percentage that bonds rep-
resent in its asset allocation, the FRR is natu-
rally promoting SRI research on bond assets
during this next period. It shall in parallel fo-
cus specifically on analysing small and medi-
um-sized companies.

Furthermore, the FRR shall actively continue
to participate in the following initiatives with
the aim of promoting good practices as widely
as possible amongst investors and issuers:
Principles for Responsible Investment (PRI),
Carbon Disclosure Project (CDP), CDP Wa-
ter, Extractive Industries Transparency Initia-
tive (EITI), and International Corporate Gov-
ernance Network (ICGN).

“The FRR will continue

to support the research

on Responsible Investment,
in particular on bond
assets.”
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2. Principles for implementation

of strategic priorities

Dialogue with
asset managers and
companies

The process of adoption within traditional
management of the ESG approach is by nature
a gradual one. This is why the FRR wishes to
continue its efforts to ensure that its managers
develop even further their analysis of extra-fi-
nancial data. Also, within its responsible in-
vestment laboratory, the FRR shall strive to
deepen its exchanges with SRI managers espe-
cially those managing European small and
medium capitalisation equities mandates. The
FRR shall promote dialogue with companies
via its managers to take advantage of the in-
trinsic leverage gained from its managers’ glo-
bally managed assets and also their research
capabilities.

Continue exploring ESG
issues within the SRI
laboratory

Two environment-themed management man-
dates investing in a selection of funds man-
aged by dedicated fund managers will be
launched in the first half of 2013. These man-
dates will require specific SRI reporting to en-
able the impact of the FRR’s investments to be
quantified.

“Through specific criteria,
the FRR will properly assess
the link between economic
performance and corporate
social responsibility.”

Concerning the “SRI European small and me-
dium capitalisation equities” actively managed
mandates, the main objective assigned to the
managers appointed at the end of 2012 shall
be to bring the materiality principle to the fore
by generating performance in line with or
above that of the European equities markets
by selecting companies that have introduced,
or are planning to introduce an ESG approach.
With this mandate, the FRR wishes to explore



the social responsibility challenges facing
small and medium sized companies.

The FRR has, in this regard, given guidance to
its managers by defining precise criteria to be
taken into account and monitored over time .
The simplicity of these indicators should ena-
ble some of them to properly assess the link
between economic performance and corpo-
rate social responsibility, but also to measure
how well this market segment integrates good
ESG practices over time. The FRR also wishes
to allow its managers a degree of flexibility in
how they interpret these criteria and enable
them to put forward others.

When it has gained the necessary perspective,
the FRR shall consider whether it is appropri-
ate to merge the applied criteria to form a
common standard or conversely allow them to
diverge, if it believes that the process of assess-
ing the social responsibility of small and me-
dium sized companies has not fully matured.
It shall also be considered whether to extend
this detailed approach to monitoring the
FRR’s assets as a whole.

4. In particular, consumption and management of
energy, employee turnover rate, absenteeism rate, em-
ployee percentage profit-sharing rate, composition of
the board (male/female parity, number of independent
directors), multiplicity of corporate functions (chair-
man/chief executive).

Regularly evaluating
its portfolio

The FRR has to outsource its asset manage-
ment. This is why, since 2005, it has hoped to
be in a position to assess its exposure to extra-
financial risks by appointing SRI research pro-
viders to analyse its portfolio. To maintain its
ability to analyse its investments, the FRR in
June 2013 launched a new ESG research pro-
vider selection process. It shall continue to
evaluate its investments by reference to the
principles of the Global Compact and good
governance and in light of the Ottawa and
Oslo Treaties.
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Acting with discernment

The integration into its portfolio management
of extra-financial aspects shall be adapted to
the characteristics of each asset class, geo-
graphical zone and size of capitalisation. For
example, the FRR has decided, on the recom-
mendation of the Responsible Investment
Committee and as a precaution in the area of
commodities investment, not to invest in agri-
cultural commodities.

Working in transparency

The FRR shall report publicly on a regular ba-
sis on its progress and the conclusions that it
has drawn in implementing this strategy.



Conclusion

Following on from the strategic directions taken in 2003, re-affirmed in
2008, the 2013-2017 responsible investment strategy is both ambitious, as
its various priorities demonstrate, but also realistic, given the discernment
with which it shall be implemented. It reflects its primary mission as a
universal investor managing the assets entrusted to it by the community as
effectively as possible, without compromising the future value of its
investments whose horizon extends beyond that of its liabilities.

Design and layout: avantgarde
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