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After a 2020 that was almost entirely domi.
nated by the COVID-19 pandemic and the
extraordinary reaction of governments and
central banks to limit its effects, 2021 was a
year of massive vaccination campaigns and
a vigorous recovery of the global economy
despite the emergence of many bottlenecks
in global value chains.

Against this backdrop, portfolio manage.
ment performance, which rested exclusively
on performance assets (equities, high yield
bonds and unlisted assets) stood at 6.95%.

SANDRINE LEMERY
Chair of the Supervisory Board

Bond yields proved to be volatile and began
torise sharply at the end of the year, partic-
ularly in the United States. This rise weighed
on the performance of the hedging port-
folio (-0.53%) and concen.trated all of the
performance on the perfor.mance portfolio
(+7.57%). Administrative management costs
were contained at a very low level of 0.09%.

This performance was the result of the FRR's
choice toinvest its strategic allocation with
a resolute view towards the long term and
the commitment of its employees to focus
on three priorities of public interest.

The first priority is to
contribute significantly
towards reducing the debt
in the pension system

Two insights are useful in measuring the
contribution of the FRR's sustainable
performance to the financing of pensions:

» since 1January 2011, performance assets
have recorded a cumulative performance
of 114.6% and hedging assets of 32%.
Since that same date, the annualised
performance stood at 4.73% at the end
of 2021;

» the FRR thus made it possible to create
value with reference to CADES' aver.age
cost of debt of EUR 14.1 billion, up EUR 1.8
billion in 2021 thanks to a performance
that exceeded its cost of debt.

These results will enable the FRR to pay
the liabilities defined, first by the pension
reform of 2010 and secondly by the law
of 7 August 2020:

* EUR 2.1 billion a year up to 2024;

* EUR 1.45 billion per year between 2025 .
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The second priority is
‘ reflected in the assumption
of firmer commitments
in terms of climate
and ecological transition

The FRR is pursuing its proactive policy
on alignment with the Paris Agreement.

In addition, in line with the commitments
under its participation in the Net-Zero Asset
Owner Alliance (NZAOA), the FRR has asked
the managers of its euro bond mandates
to monitor their portfolio's emissions in
order to reduce them by more than 30%
by 2024. Along these lines, it has awarded
EUR 6 billion in bond mandates with higher
ESG requirements, particularly with regard
to decarbonisation and dialogue.

A similar process is under way in the
renewal of bond management mandates
in dollars for an equivalent of more than
EUR 3 billion.

The FRR has also awarded indexed equity
mandates for SRI management consistent
with the Paris Agreement for an amount
of EUR 4.4 billion.

To date, the FRR has
already reduced the
emissions on its equity
portfolios by 53% since
2013. It emits 39% less
CO, equivalent per
million in revenue than
the companies in its
benchmark.

ERIC LOMBARD
Chairman of the Management Board

Apart from the control of CO, emissions
and the policy of conducting dialogue
with issuers with a view to changing their
growth model, the FRR also contributes to
the financing of green
infrastructure, with EUR
485 million committed

The FRR is pursuing  tonine funds, or 1.85%
its proactive policy on
alignment with the Paris  have now been called,

of its portfolio. 72% of
these commitments

Agreement. half in France.

Message from the Management Board and the Chair of the Supervisory Board

The third priority is to

' contribute significantly
to the financing of French
companies

By investing in French companies of all
sizes, the FRR makes a significant contri-
bution to financing the French economy.
In 2021, cumulative commitments since
2013 in unlisted assets increased to EUR 4.1
billion, of which 70% are invested in France.
The amounts actually called

and present in the portfolio

stood at EUR 2.6 billion at The FRR
the end of 2021.

Efforts made over the past year
centred mainly on equity or
quasi-equity financing through
the selection of four funds, two
of which focus on the develop-
ment of future technological
leaders (as part of the Tibi
initiative), and on additions to
existing mandates. Commit-
ments in innovative infrastruc-
ture linked to ecological and

energy transi-

tion have also

been continued.

contributes to the  Thanks to the

financing of the FRR's teams

French economy.

OLIVIER ROUSSEAU
Executive Director

and the active
involvement of
its board, the
FRR, once again,
demonstrated its leadership as
a responsible public investor
accompanying the current
transitions.

YVES CHEVALIER
Executive Director
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ECONOMIC AND
FINANCIAL REVIEW

Economic and financial
events

The global context

In 2021, the pandemic, marked by the
COVID-19 "race between vaccines and
virus mutations,” continued to have a
major influence economically. Thanks
to the vaccine roll-out and continued
accommodating budgetary and monetary
policies, international growth rebounded
sharply to reach 5.9% in 2021 (after -3.1%
in 2020), according to the latest IMF esti.
mates. However, the emergence of more
contagious variant viruses caused new
waves of the pandemic, resulting in growth
spikes and disruptions in global supply
chains. The economic outlook was also
marked by a clear acceleration of inflation,

reflecting, beyond the 2020 base effect,
a rise in energy and other commodity
prices, as well as a mismatch between
supply and demand brought on by the
pandemic and highlighted in particular by
the semi-conductor shortage and mari.
time freight congestion. In this regard, the
reactions of central banks were mixed: in
developed countries, care was taken not
to precipitate the withdrawal of monetary
support, while some emerging economies
were forced into a rapid tightening (nota.
bly Brazil, Russia and Mexico) despite the
still fragile recovery.

In 2021, different attitudes towards the
pandemic, uneven availability of vaccines
across countries, and disparate fiscal and
monetary policies led to an asynchronous
global recovery.

ANNUAL GDP GROWTH: WORLD, ADVANCED ECONOMIES
AND EMERGING AND DEVELOPING ECONOMIES (AS %) - Source: FMI
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The economy reverted to pre-pandemic
levels of growth in the first half of 2021,
boosted by massive fiscal stimulus
packages targeting household income
in particular, and by the easing of coro.
navirus restrictions due to the vaccina.
tion campaign. GDP grew significantly in
Q1 and Q2 (+1.5% and then +1.6%). The
economic weakening in the middle of the
year (+0.6% in Q3) was due in particular to
the renewed intensity of the pandemic and
problems with supplies and recruitment,
but activity recovered in Q4 (+1.7%), driven
by significant growth in company stocks
and a more sustained rise in consumer
spending. For 2021 as a whole, the US
economy saw a recovery well above its
pre-pandemic level and recorded 5.7%
growth (after -3.4% in 2020).

The recovery in the US labour market has
been solid but, unlike trade, employment
has not returned to pre-crisis levels. With
a decline of 2.8 percentage points in 2021,
unemployment stood at 3.9% at the end

of the year, still 0.4 percentage points
above its February 2020 level. The COVID-19
pandemic has also had a persistently nega-
tive impact on the labour force, leading
to recruitment difficulties, particularly for
low-skilled workers. By the end of 2021, the
participation rate stood at 61.9%, remaining
1.5 points below its pre-pandemic level.

The Federal Reserve (Fed) and the US
government have continued to implement
unprecedented measures to support the
recovery. Committed to a policy of "maxi.
mum employment”, the Fed continued its
asset purchases at a rate of USD 120 billion
per month until mid-November and left key
interest rates at a record low of 0%. Fiscal
policy remained highly expansionary with
the adoption of a USD 1.9 trillion stimulus
package (American Rescue Plan Act) in
March 2021, bringing the total amount of
support passed by the US Congress since
the start of the COVID-19 pandemic to
USD 5.5 trillion (or 25% of GDP excluding
the impact of the pandemic).

— Source: US Bureau of Labor
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Business only recovered in Q2 (+2.2% after
-0.3% in Q1) after the beginning of a year
marked by a resurgence of the pandemic.
A speedy vaccination campaign and the
easing of restrictions in early summer
continued to support robust GDP growth
in Q3 (+2.3%). Business bounced back in
Q4 in the face of the Delta/Omicron wave,
even though it grew by only 0.3%. Overall,
with average annual growth of 5.2% in 2021
(-6.4% in 2020), the eurozone managed to
reach its pre-pandemic GDP level by the
end of the year.

However, performance within the area
was heterogeneous: in France, business
was 0.9% above pre-pandemic levels in
Q4 2021; in Italy and Germany, the gap to
be closed narrowed significantly (-0.5%
and -1.5%, respectively); while in Spain the
loss of GDP still totalled -4.0%.

2021 Annual Report The FRR in its economic environment

Furlough schemes proved key to cushioning
the impact of the pandemic protecting
employment and household income, limiting
the rise in labour costs for companies. As
a result of the strong economic recovery,
robust job creation also led to a drop in
the eurozone unemployment rate to 7%
by the end of 2021 — an improvement on
pre-pandemic rates.

The policy mix remained remarkably accom.
modating thanks to the implementation
of the Recovery and Resilience Facility,
the key instrument at the heart of the
NextGenerationEU recovery plan, and the
continuation of the European Central Bank's
Pandemic Emergency Purchase Programme
representing a theoretical amount of EUR
80 billion per month until September 2021,
reduced to EUR 60 billion thereafter.

— Source: Eurostat
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Nominal GDP
Real GDP

In Japan, the economic recovery was
limited in 2021 (+1.7% after -4.5% in 2020),
due to prolonged coronavirus restric-
tions and a long delay in the vaccination
campaign. The resurging pandemic led
to business suffering in Q1 and Q3 (-0.5%
and -0.6%, respectively), with containment
of the pandemic giving way to only a
modest recovery in Q2 (+0.6%). The lifting
of emergency measures in September and
the easing of supply tensions, however,
enabled the Japanese economy to recover
more significantly in Q4 (+1.3%).

In China, faced with a resurgence of
pandemic outbreaks, the health measures
imposed by the authorities as part of
a "zero Covid" strategy have negatively
impacted consumer spending and led to
uneven growth. In addition, the Chinese
government's focus on its long-term policy
aims (including “shared prosperity” as
well as financial and climate stability)
has resulted in policy initiatives that

have weighed on business and investor
confidence: a restrictive policy towards
the real estate sector, regulatory tight-
ening affecting certain sectors of the
"new economy" (tech, education, etc.),
decarbonisation efforts imposed on the
provinces, etc. The Chinese economy was
nevertheless expected to grow by 8.1% in
2021, thanks to the already favourable situ-
ation at the beginning of the year (+6.3%)
and to growth that remained solid in the
first half of the year (close to pre-Covid
levels) due to the strength of exports
and good investment performance. The
economic fallout in the middle of the year,
however, bucked the trend and rekindled
fears that the Chinese economy was slow-
ing down too much. The resurgence of
the pandemic in several parts of China,
the marked tightening of credit condi-
tions and real estate market regulation,
as well as energy shortages caused by
the slowdown in coal production, explain
the loss of momentum observed during
the summer.

Source: National Bureau of Statistics
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The reflationary environment induced by
ultra-accommodating macroeconomic
policies, rising fossil fuel prices supported
by the strength of the recovery, and supply
chain disruptions caused by the pandemic
led to a sharp rise in inflation.

In the United States, the year-on-year
change in the consumer price index
exceeded +2.0% as of March 2021
(compared with +1.4% in January), reach-
ing +7.0% by the end of the year. Core
inflation rose rapidly from 1.4% in January
to 5.5% in December 2021, prompting the
Fed to begin tapering its asset purchase
programme in mid-November (at an initial
rate of USD 15 billion per month).

The surge in property prices has been
one of the main contributors to the price
dynamics. This is primarily due to strong
demand from households, which have
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no
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made significant savings since the start
of the pandemic and have been forced
to redirect their spending towards the
consumption of goods. Production bottle-
necks in industry were then compounded
by strict coronavirus restrictions in Asian
countries that severely disrupted the
supply of semiconductors. Finally, major
logistical difficulties (port congestion,
sea freight bottlenecks and shortages
of truck drivers) increased delivery times
and transport costs.

In the eurozone, the consumer price index
also rose sharply from 0.9% in January to
5.0% in December 2021, but the rise in core
inflation was more contained than in the
US (from +1.4% to +2.6%). Energy costs,
linked to rising fossil fuel prices, and in
particular gas market tensions, remain
the key reason for high inflation levels in
the eurozone.

Source: US Bureau of Labor Statistics
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PERFORMANCES OF THE FRR'S ASSET
CLASSES

Developed market
equities were hugely
popular in 2021

In 2021, equity markets in developed coun-
tries produced remarkable performance
of 21.8%', driven by optimistic investor
sentiment and very strong corporate
earnings growth.

This optimism was driven by a strong recov-
ery in economic activity in developed coun-
tries, linked to the reopening of businesses
and mass vaccinations against COVID-19,
as well as remarkably accommodating
monetary policies by central banks and
the effects of the massive support and
fiscal stimulus packages put in place by
governments to combat the effects of
the pandemic.

2021 EQUITY MARKET RETURNS (AS %)

North American

equities

Emerging market

equities

Japanese equities

14

Eurozone equities
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Against this favourable economic back-
drop, company earnings saw exceptional
growth. For example, the earnings per
share of US companies in the S&P 500
index rose by 51% in 2021 after a 16% fall
in 2020, representing an increase of 26.8%
over the two-year period. In the eurozone,
earnings per share for the Euro Stoxx index
rose by 87% after plummeting 40% in 2020,
representing an increase of 12.2%over the
two-year period. As a result, stocks in these
two zones rose significantly (+23% in the
eurozone, +27% in North America).

Within developed countries, the energy,
technology and finance sectors performed
best with gains of 41%, 30% and 28% respec-
tively in 2021. Defensive sectors such
as consumer non-cyclicals and utilities
underperformed with gains of 13% and
10% respectively over the year.

31/12/20

31/03/21

30/06/21

30/09/21 31/12/21

1. Based on the MSCI World Net Total Return Index in USD.

Emerging market equities rose more
modestly, by 4.9%2in 2021, suffering nega-
tive yields in Brazil and especially Ching,
which accounted for almost 30% of the
index. Chinese equities were particularly
affected by the massive tightening of regu-
lation of large tech companies, stricter
credit terms and legislation in the real
estate sector. In this sector, the increased
risk of bankruptcy of large developers such
as Evergrande particularly worried markets.

Diversification assets
performed unevenly

As in 2020, diversification asset returns
(emerging market and high yield bonds)
were mixed in 2021.

High yield bonds again saw positive
returns, despite the rise in interest rates
observed in 2021. This is the result of lower
risk premiums, driven by strong economic
growth in an accommodating environ-
ment. The risk premium for euro-denom-
inated issues fell from 3.5% to 3.1% and

2021 Annual Report The FRR in its economic environment

for dollar-denominated issues from 3.6%
to 2.8%. High yield bonds also benefited
from an advantageous carry trade and
low bankruptcy rates.

As in 2020, emerging market bonds inpe-
nalised these asset classes, particularly
dollar-denominated issues as they have a
longer average maturity. The increase in
risk premiums on dollar bonds did not have
much of an impact on their yield, rising only
from 3.2% to over 3.3%. In contrast, local
currency issues were heavily penalised
by the significant increase in their yield
from 4.2% to 5.7%. The losses incurred on
these issues were mitigated by the slightly
positive performance of emerging market
currencies against the euro (+11%). The
most favourable changes came from the
yuan (+10%), the Taiwanese dollar (+10%)
and the ruble (+7%). On the other hand,
the Turkish lira fell by 40%. The Colombian,
Chilean and Argentine pesos fell by about
10%, but their index weighting was not
particularly high.

2021 DIVERSIFICATION ASSET RETURNS (AS %)

31/12/20 31/03/21

30/06/21

30/09/21 31/12/21

2. According to the MSCI Emerging Markets Net Total Return index in EUR.

High yield
corporate bonds
EUR

High yield
corporate bonds
usD

Emerging market
debt (mixed)

Commodities
(right-hand scale)
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The FRR's liability
matching

® Investment grade
corporate bonds
EUR

Investment grade
corporate bonds
usb

US government
bonds

16

The FRR had no exposure to commodities
since mid-2013, but commodities increased
by 48.3% in 2021. One example was the
50% rise in the price of Brent crude oil
from USD 52 to USD 78 per barrel. Only
precious metals performed poorly, with
gold and silver showing losses of 3.6%
and 9.6% respectively in 2021.

2%

0%

-2%

-4%

31/12/20 31/03/21 30/06/21

Investment grade bond
assets suffered from rising
interest rates

Therise ininterest rates penalised the bond
asset classes. In the US, the 10-year yield
rose by 0.6% from 0.9% at the beginning of
January to 1.5% at the end of December.
France's 10-year yield rose 0.5%, up from
-0.3% to 0.2%.

In the first half of the year, interest rates
were driven by higher growth prospects,
thanks to the recovery in trade. The strength
of this growth raised fears that economies
were overheating and inflation spiralling.
However, the reassuring (dovish) speeches
of central bankers regarding monetary
tightening reversed the trend on rates
and triggered a downward phase during
the summer. Finally, they rose again in
Q4 against a background of persistent

-1.0%

30/09/21 31/12/21

inflation, which was previously deemed
transitory. Accordingly, 2021 was a roller-
coaster ride for sovereign and corporate
bonds, i.e. a difficult start to the year,
followed by arecovery in the summer, and
a new phase of decline that saw them
end the year in the red.

Thus, euro-denominated and dollar-denom-
inated investment grade corporate bonds
fell by 1% and 1.9% respectively over the
year. The FRR's liability matching (invested
in OATs) and US government bonds have
a lower carry yield and suffered directly
from interest rate rises. Returns on these
two assets was therefore even lower than
that of investment grade corporate bonds.

Itis worth remembering that the FRR is not
invested in US government bonds. Instead,
they were used as a hedge to tactically
reduce the US interest rate exposure of US
investment grade corporate bonds. These
hedges were consequently a winner in 2021
and partially offset the poor performance
of US corporate bonds.

2021 Annual Report The FRR in its economic environment

Contributions
to performance

The FRR implemented only two major
tactical moves in 2021.

At the beginning of the year, it purchased
EUR 250m of eurozone equities to ensure
the weight of equities in its portfolio was
in line with the strategic allocation. Then,
between January and November, the FRR
bought back all of its interest rate hedg-
ing positions in US government bonds, i.e.
EUR 2 billion, in order to align the duration
of its portfolio with that of the strategic
allocation.

The flexible allocation management gener-
ated a return of 0.1%.

The implementation of asset allocation
had an overall effect of almost zero, with
three specific effects as follows:

a contribution of 0.3%, due to the return
on unlisted assets relative to their proxy
index of listed assets

a -0.2% contribution from the manage-
ment of mandates and listed asset funds.
Excluding management fees, the alpha
of listed asset management was in fact
slightly positive.

a-01% contribution from other manage-
ment (transition and overlay).
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The smart beta indices, on the other hand,
had a zero return relative to the capital-
isation-weighted benchmarks.

The outperformance of unlisted assets
compared with their proxy of listed assets
was particularly high for two of them:
private equity, which generated a 0.2%
return;
infrastructure, which generated a 0.1%
return.

However, this outperformance may be
partly due to valuation mismatches
between listed and unlisted assets.

Management of mandates and listed asset
funds contributed to a performance, net
of management fees?®,of -0.2% in 2021. This
can be attributed primarily to:
ESG-optimised equity management for
-0.1%;
active management of small-cap stocks
(+0.1% for French stocks and -0.1% for
European stocks);
active management of Japanese equities
representing -0.2%;
active management of investment grade
corporate bonds for +01%, equally divided
between those in EUR and those in USD;

emerging markets equity funds for -0.04%.

3. The contribution was slightly positive gross of costs.

2021 Annual Report The FRR in its economic environment
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A diversified portfolio to manage risk

A DIVERSIFIED PORTFQOLIO
WITH A LONG-TERM FOCUS

The FRR's asset position has annual payments of EUR 1.45 billion, from

improved considerably 2025~to 2033 This automatically incregs‘,ed
since 2020 the liabilities by more than EUR 13 billion

and caused the financing ratio to plunge
Since the end of 2010, the liabilities have  to 114%. However, from mid-2020 to the end

consisted of 14 annual payments of EUR  of 2021, it recovered significantly to 134%.
2.1 billion from 2011 to 2024. However, ds

a result of the pandemic, the FRR's asset
situation was disrupted in 2020 by the
request for payment of the CNIEG balance
(approximately EUR 5 billion) and by the
addition to the FRR's liabilities of nine

This increase is primarily due to the solid
performance of the financial markets in
2020-2021, particularly equities. But the
FRR's management choices have also
paid off.

CHANGES IN THE FINANCING RATIO FROM 2010 TO 2021 (AS %)
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Major management decisions
of the FRR in 2020-2021

Despite a reduced safety margin in 2020
and 2021 (due to the low level of the
financing ratio), the weight of performance
assets, which increased significantly in
2020 and 2021, rose by around 7% in the
FRR portfolio, from around 40% in 2010 to
over 60% in 2021.

Three significant changes were made to
the portfolio between 2020 and 2021:

+ the weight of euro-denominated high
yield corporate bonds increased by 5%;

the notional amount of options-hedged
equities decreased by 3.4% of assets,
which made it possible to ease the cap
on equity performance;

* the weight of unlisted assets increased
by 1.5%, due to calls for funds received
(notably on private equity) and the
exclusive sale of listed assets to pay
EUR 2.1 billion to the CADES.

This resulted in a 7% increase in the weight
of performance assets in the portfolio,
but without a significant increase in the
overall weight of equities. In fact, the equity
weighting was reduced by around 1.5%
in the strategic allocation at the end of
2021 year on year, replaced by unlisted
assets. The decision to keep the equity
weighting at around 38% in the portfo-
lio at the end of 2021 reflects the FRR's
positive tactical position. At the end of
2021, the portfolio was in line with the
strategic equity allocation, whereas it was
underweight by around 2% at the end of
2020. This tactical position allowed the
FRR's flexible management to maintain a
positive contribution in 2021, despite the
underweighting of US equities.

CHANGES IN THE FRR'S PORTFOLIO FROM 2020 TO 2021

End of 2020 End of 2021
Equities 37.9% 38.5%
European equities 15.8% 19.55%
Non-European developed market equities 5.6% 5.8%
Emerging market equities 4.3% 4.25%
Option-hedged developed market equities 12.3% 8.90%

Emerging market bonds

Performance assets

61% 6.1%

54.35% 61.4%

Liability matching 10.8% 97%
Developed country bonds 0.0% 0.0%
Investment grade corporate bonds 30.3% 27.7%

Cash

2.3% -1.2%

Investment grade bond assets

45.65% 38.6%

Asset classification
based on a liability based
management process

C

Unlisted assets,
performance share

100% of private equity

~1/3 of infrastructure

2 of real estate

80% of acquisition debt

55% of corporate debt

100% of mezzanine debt
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The allocation is in line
with the FRR's objectives

This high weighting of performance assets
stems from the long-term positioning
of the FRR's portfolio, since its primary
objective is to ensure the CADES debt is
repaid: EUR 2.1 billion per year from 2022
to 2024, then EUR 1.45 billion from 2025
to 2033. This requires a low long-term
probability of running out of funds. With
the 2021 strategic allocation, there is a
possibility that the funding ratio will fall
below 1in the early years, although this
probability has been greatly reduced year
on year, thanks to the solid performance
in 2020/21. However, this risk is particu-
larly low in the long term and even less
than 0.1% from 2027 onwards, thanks in
particular to the "mean reversion” effect
observed on performance assets.

The changes to the portfolio in 2021 are
alsoin line with the FRR's second objective:
create significant value for the State, i.e.
make the money entrusted to it grow well
beyond the interest the State would have
avoided if it had used the money to reduce
its gross debt. The FRR therefore creates
value if the performance on its assets
is higher than the average annual cost
of French debt (plus a CADES premium
of 0.1%).

The implementation of the asset-liability
management model at the end of 2010
resulted in the FRR creating additional
value of EUR 14.1 billion as at 31 December
2021. Value creation was EUR 12.3 billion
at the end of 2020. Value creation rose
by EUR 1.8 billion in 2021.

LIKELIHOOD OF SEEING A FUNDING RATIO BELOW 1 FOR THE 2021 STRATEGIC
ALLOCATION AND CHANGE FROM THAT IN 2020 (AS %)

e 2020 allocation,

2020 forecast

® 2021 strategic
allocation
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THE FRR'S CREATION OF VALUE VERSUS AN INVESTMENT AT THE COST

OF FRENCH DEBT (IN EUR BILLIONS) -

Source: FRR, Agence France Trésor
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In 2021, the performance of the FRR was
again higher than the average cost of
French debt, at +7.0% compared with +0.1%.
Since the end of 2010, the annualised perfor-
mance of the FRR's assets has been 4.7%,
while the average annual cost of issuing
French debt (plus a CADES premium of
0.1%) is 0.9% per year.

According to the FRR's estimates, the stra-
tegic allocation chosen in 2021 should still
create significant value until 2033: in a

typical case and depending on the circum-
stances, between EUR 4.7 billion and EUR
5.2 billion (value 2021) from 2021 to 2033,
for asurplus (assets — liabilities) which was
assumed to be EUR 4.9 billion according to
the 2021 strategic allocation assumptions.

Therefore, each euro entrusted to the FRR
(in addition to those strictly necessary
to pay the liabilities) yields between EUR
2 and EUR 2.1 (2021 value) from 2021 to
2033 in a typical case.

e Performance of
the FRR's assets

e Average annual
issue rate of
French debt
adjusted by
a fixed spread
of 0.10% for
the CADES issuer
risk
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Focus on euro-denominated
high yield corporate bonds

Euro-denominated high yield corporate
bonds were the assets whose weighting
increased the most in 2021. As a bond
asset, euro-denominated high yield corpo-
rate bonds depend on the growth of euro
interest rates, but are in fact much more
correlated to equities (0.61 on average
over the last 20 years) via the changes in
their risk premiums (spreads). However,
the anti-correlation between interest rates
and risk premiums over the last 20 years,
especially during the recent pandemic, has

limited the volatility of high yield bonds.

Accordingly, their volatility stood at 10.9%
over the last 20 years, compared with
18.4% for eurozone equities’ while their
maximum loss totalled 37% (end 2008),
compared with 56% for equities (early
2003). The adjustments were therefore
lower for high yield corporate bonds.

However, historically, the performance of
high yield corporate bonds has been much
higher than that of equities since the end
of 2000 in the eurozone, with comparable
performances in the United States.

ANNUAL PERFORMANCE OF HIGH YIELD CORPORATE BONDS AND EQUITIES,
IN THE EUROZONE (AS%)
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1. Bloomberg Corporate High Yield Euro index for euro-denominated high yield corporate bonds,

EURO STOXX 50 Total Return index for equities.

A diversified portfolio to manage risk

EUROZONE EQUITY AND EURO-DENOMINATED HIGH YIELD CORPORATE
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The FRR does not expect this outperfor-
mance to be repeated in the coming years.
Nevertheless, the risk/return ratio of high
yield bonds should remain attractive and
provide diversification within performance
assets.

2016 2017 2018 2019 2020 2021
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Models used for the annual
strategic allocation review

Macroeconomic
scenarios

Distribution models

( Historical series )

Financial
projections

Gistorical residuuls)

Distribution of factors
(yields, ratio spreads)

Index
reconstruction

N4
Asset performance
distribution

Liability
distribution

)

C Optimal portfolios

)

The construction of optimal portfolios is
based on an algorithm whose main steps
are summarised in the diagram above.

The algorithm's inputs are presented in
colour: fund target ("disbursements”, "hori-
zon"), "historical series”, choice of models
("distribution models"), choice of utility
function ("utility"), choice of the nature
of probability distribution ("risk distribu-
tion"), and finally, forecasts of economic
variables ("macroeconomic scenarios”).

28

The coloured boxes are
"Input Assumptions”.

In particular, the construction of asset
performance distribution requires the distri-
bution of basic factors (rates, spreads,
valuation ratio, exchange rate, dividend
growth, etc.) and a method for recon-
structing asset classes using these basic
factors.

While dividend growth, the euro/dollar
rate and the basket of emerging market
currencies are disseminated directly, the
main factors (yields, spreads and valuation
ratios) are modelled.

Yields: the Diebold-Li model (2006)

Yield curves are an essential part of bond
asset modelling. In order to avoid modelling
each point of the yield curve separately,
the Nelson-Siegel (1987) model reduces
the curve to three factors: the long-term
yield, the yield slope and the curvature of
the curve. Each point on the curve is the
result of a linear combination of these
three factors: long-term yields will have a
high "long term" factor weight while short-
term yields will be determined by the "long
term” factor and the slope. Finally, the
curvature will allow intermediate yields
to be placed between the short-term and
long-term parts of the curve.

The three Nelson-Siegel factors are then
disseminated according to a first-order
autoregressive process in order to translate
the projections of the economic scenarios
into stochastic diffusion (an extension
proposed by Diebold-Li in 2006).

A diversified portfolio to manage risk

NELSON SIEGEL'S WEIGHT OF FACTORS
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1

08

0,6

0.4

02

o 1t 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Point on the curve (in years)
Long-term factor
e Slope factor

e Curvature factor

RECONSTRUCTION OF THE US YIELD CURVE
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® Reconstructed yield curve
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Spreads: the Black-Karasinski
model (1991)

Spreads represent the risk premium of a
bond asset over its risk-free yield. Bond
assets with spreads in the portfolio are:
investment grade companies, high yield
companies and emerging market debt.

Several key characteristics of spreads must
be reproduced by the distribution model:

* the spread cannot be negative;

« the historical weightings of the lognormal
distribution of spreads approximate a
normal distribution;

» the volatility of spreads is not constant
but depends on the level of the spread
(the higher the spread, the greater the
volatility itself).

The Black-Karasinski model allows these
characteristics to be translated into the
distribution process: positive premium guar-
antee, lognormal weighting of spreads,
and volatility proportional to yields. It is
worth remembering that the Black-Kara-
sinski model can be seen as a first-order
process on the logarithms of spreads.

Equities: Campbell and Shiller's
model (1988)

There is much academic debate about

the predictability of equity returns. In a

strategic allocation, it is assumed that

equity returns are based on:

» the Price to Dividend ratio (the inverse
of this ratio being the rate of return on
the share from the dividend payment);

» the rate of dividend growth.

The model used can be seen as a dynamic
version of Gordon's (1962) model which
states that the share price is the sum of
discounted future dividends.

It is assumed that the valuation ratio
follows a first-order autoregressive process.
This assumption reduces equity risk as the
investment horizon increases, since the
ratio eventually returns to its long-term
level (mean-reversion mechanism).

To compensate for this reduction in risk
over the long term, a specific model on
changes in equity volatility is introduced.
In the short term, this GJR-type model
generates periods of peaking volatility,
consequently increasing the probability
of particularly negative returns.

A common assumption: the firstorder
autoregressive process1

As discussed in each of the three sections,
yields, spreads and valuation ratios each
involve a first-order process in their model-
ling.

A first-order autoregressive process
assumes that:

* the value at T depends on previous T-1
values only;

» the process oscillates around an equi-
librium value (its long-term value) and
is therefore subject to mean reversion;

» the process depends on just two parame-
ters: the equilibrium value and the speed
of return to this level if the process devi-
ates from it.

This mode of distribution therefore reflects
a central assumption in the modelling: the
main financial variables of the strategic
allocation are stochastically distributed
but gradually return to their long-term
equilibrium.

Reconstruction of bond
performance

While the equity model allows for the
direct reconstruction of equity indices,
an additional step is required for the
reconstruction of bond indices.

Bond yields are subdivided into two sources
(interest income and market changes in
the security) and two factors (yields and
spreads) leading to four distinct effects.

A diversified portfolio to manage risk

The reconstruction performed is an approx-
imation, as the exact calculation would

require data for all the securities making up
the index over the period used (1999-2021).
This approximation deteriorates when the
securities in the index have large disparities
in maturities and market changes but give
results that are historically remarkably
close to the indices.

EXAMPLE OF A BOND INDEX RECONSTRUCTION: EURO-DENOMINATED INVESTMENT

GRADE CORPORATE BONDS
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2021 calls for
tender news

2021 saw many new tenders, resulting in
the launch and finalisation of several major
bids for the FRR management.

For all these selections, ESG aspects have
become increasingly important in the vari-
ous stages of the selection process.

Consequently, during the application phase,
specific ESG analysis criteria were devel-
oped and then further considered in order
to quantitatively assess the inclusion of
ESG aspects.

In the bidding phase, many questions were
added on the details of the means used
and the process of integrating ESG aspects
into management choices.

Finally, the site visit provides a particu-
larly good illustration of the involvement
of dedicated teams in taking ESG criteria
into account, the capacities and meth-
ods for analysing these aspects, and the
extent to which they are integrated into
the management process.

In May 2021, the FRR finalised the selec-
tion of managers for “responsible active
management mandates: euro-denomi-
nated corporate bonds”. This restricted
tender was for indicative assets of EUR
5.5 billion and consisted of two separate
lots, a euro-denominated investment grade
corporate bond lot and a euro-denomi-
nated high yield corporate bond lot. The
FRR selected five managers for each lot.

The FRR also launched a call for tenders in
April 2021 for the selection of "responsible
active management mandates: investment
grade corporate bonds denominated in
USD". This restricted tender is for indic-
ative assets of EUR 2.5 billion. The final
selection of managers for this contract
will take place during 2022.

For these calls for tenders, the FRR insisted
on the importance of responsible, active
management, on ESG concerns being taken
into account by selected candidates in
the analysis and management process,
while integrating the FRR's exclusion policy
(prohibited weapons, tobacco and coal)
and commitment.

Candidates must therefore demonstrate, in

particular through the organisation of credit

analysis, the integration of management

teams and the processes put in place:

e the inclusion of extra-financial criteria
in the investment evaluation process;

e consideration of the challenges of
climate change, including reducing CO,
emissions and reserves, contributing to
the ecological and energy transition,
and aligning the portfolio with the 2°C
trajectory);

e the development of expertise and/or
specific strategies concerning impact
bonds (green bonds, social bonds and
sustainable bonds);

e dialogue with issuers with holdings in
the portfolio.

More broadly, candidates should favour
issuers whose strategy is in line with the
Paris Agreement.

Finally, candidates must produce both
quantitative and qualitative reporting
on the measures taken and the progress
made in this area.

In addition, in line with the commitments
made as part of its participation in the
Net-Zero Asset Owner Alliance (NZAOA),
the FRR has asked the managers of its
euro mandates to monitor their portfo-
lio's emissions in order to reduce them by
more than 30% by 2024. In this context,
ESG requirements have been bolstered,
particularly with regard to decarbonisation
and dialogue.

For the dollar bond mandates, requirements
to reduce the greenhouse gas emissions
of the portfolios are also imposed on this
call for tenders, and will be implemented
upon mandate launch.

2021 also saw the launch and finalisation
of a new open tender in March for the
selection of one or more managers for the
responsible management of equity index
replication mandates aligned with the prin-
ciples of the Paris Agreement and involving
indicative assets worth EUR 4 billion.

The contract was for the selection of a
maximum of four managers capable of
optimising replication of equity indices
(whether weighted by capitalisation or
not) with a responsible approach subject
to minimising the risk relative to the index
and preserving the characteristics of the
indices used. The FRR's objective is, in
particular, to align the portfolios managed
with a trajectory compatible with the Paris
Agreement, which aims to avoid dangerous
climate change by limiting global warming
to well below 2°C, and continuing efforts
to limit it to 1.56°C.

The methodologies used by each manager
to fulfil this objective, which may change
over the duration of the mandate and
according to the indices, must include
at least:

e agradual reduction of the carbon foot-
print in absolute terms;

e areduction relative to the carbon foot-
print benchmark;

A diversified portfolio to manage risk

e an overweighting of the "green share”
of investments;

¢ aphysical and transitional risk measure;
e an ESG rating above the benchmark;
e the FRR's exclusion policy.

At the end of the selection process, the
Management Board of the FRR decided to
select bids by three candidates.

Finally, in October 2021, the FRR launched
an open tender to select two investment
services providers specialising in the
management of transition transactions.

The main role of these managers is to
perform certain investment or divestment
transactions necessary for the constitution
or adjustment of the portfolios managed
by the asset managers and to execute
and, if necessary, receive and transmit the
orders for the purchase or sale of financial
instruments emanating from the FRR's asset
managers for execution during transition
periods under the most stringent conditions
of confidentiality. The roles taken on are
aimed at reconfiguring the portfolios in
accordance with the wishes expressed by
the asset managers acting on behalf of
the FRR to whom these portfolios are then
transferred, and to reduce all the costs
which are traditionally incurred during
such transactions.

At the end of the selection process, the
Management Board of the FRR decided to
select bids by two candidates.
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RESPONSIBILITY
AT THE HEART
OF THE FRR'S
FINANCIAL
MANAGEMENT

./L’.\/.~\I\I/|!.\/. \\\l ;

34

Responsibility at the heart of the FRR’s financial management

SUSTAINABILITY
POLICY

Taking sustainability criteria into account
in its management decisions is part of the
FRR's corporate philosophy. In fact, as early
as 2001, the FRR's founding texts spec-
ify that "The Management Board reports
regularly to the Supervisory Board, and in
particular on the way in which the general
direction of the investment policy has taken
into account social, environmental and
ethical considerations”. The Supervisory
Board requested a strong commitment
from the FRR in terms of responsible invest-
ment: As a public investor, and a vehicle for
intergenerational solidarity, the FRR has a
duty to lead by example and factor Envi-
ronmental, Social and Governance (ESG)
criteria into its management practices.

This concern manifests itself through an
SRI strategy and the desire to influence
the companies in which the FRR invests
through numerous engagement actions
and the adoption of voting guidelines at
general meetings.

SRI strategy

In order to implement its responsible inves-
tor pledge, the FRR laid the groundwork in
2003 and then formalised it through five-
year strategies characterised by growing
ambitions in terms of responsibility and
a desire to go further and support the
players in its ecosystem (management
companies, businesses, index providers,
and extra-financial analysis providers).
These strategies, which include general
principles, concrete objectives, steps and
resources, are presented by the Manage-
ment Board to the Supervisory Board, which
approves them after obtaining the opinion
of the Responsible Investment Commit-

tee. The latter is in charge of ensuring the
implementation of the guidelines defined
by the Board to prevent and control the
extra-financial risks of the FRR's portfolios.

The FRR has therefore gradually laid the
foundations for incorporating environmen-
tal, social and governance criteria, across
its entire portfolio, when selecting its asset
managers and the issuers in which they
invest. It has also introduced a compre-
hensive voting rights policy.

1. Integrating new standards
(based on best practices
and regulatory changes)

2. Extending the responsible
investment dimension

3. Accelerating the energy
transition

&. Action on the financial
management ecosystem



2021 Annual Report

2001

Consideration
of extra-financial
aspects provided
for under the Law
creating the FRR

2014

Signatory to the
PRI Montreal
Pledge

Signature of
the climate
change
declaration
at the UN summit

2017

Signatory to the
French public
investors charter
for climate
commitment

Adoption of CDP
FOREST

2021

Signatory to the
Bangladesh Accord
declaration

Support for
TotalEnergies’
presence in Myanmar

2003

First call for
tenders for
the selection
of managers:
incorporation of
ESG criteria

2014

Membership of
the International
Corporate
Governance Network
(ICGN)

Support for an
initiative concerning
management
of textile supply
chain risks

2017

Member
of the CA100+

Membership
of the IGCC

2019

Membership
of the Net-Zero
Asset Owner
Initiative

* SDGs: Sustainable Development Goals.
* TCFD (Task Force on Climate-related Financial Disclosures).
36 * Fair transition: consideration of the social aspect in decisions related to the energy transition.

2005

Publication of
«Guidelines on the
exercise of voting

rights»

2013

2017

Signatory to a

declaration for

the attention of
WHO members and
ministers of health
supporting stronger

tobacco control

regulation

2006

Founding member
of PRI

Member of
the CDP

Assessment
of the entire
portfolio against
extra-financial
criteria

2009

Adoption of CDP
WATER

Support for
the Extractive
Industries
Transparency
Initiative (EITI)

2007

Financing
the "Sustainable
Finance
and Responsible

Investment” Chair.

Support for the
FIR-PRI Academic
Research Award

2008

2018

Support for the United Nations

Environment Programme Finance Initiative

(UNEP-FI)

Pledge to follow the TCFD's*
recommendations

Membership of the Responsible
Investment Forum (FIR)

2019

Signatory to the French public investors

charter to promote the sustainable
development goals (SDGs)*

Collaborative engagement with Women's

Empowerment Principles

Signatory to the Gender Initiative
declaration

2019

Commitment to
support a fair
transition*

FRR
pledges

One of the main ways in which institutional
investors can act in favour of sustainable
development is by exercising their power
of influence with regard to the issuers
they help finance, but also with regard
to their own ecosystems. Based on this
observation, the FRR has been involved in
various efforts since its inception, both
internationally and nationally. It played a
founding role in many of them, including
the most influential (PRI). The FRR has also
decided to foster dialogue with compa-
nies through collaborative initiatives, in
partnership with its fund and mandate
managers, as well as with companies
directly whenever necessary.

GLOBAL
INITIATIVES

INITIATIVES ADDRESSING
ENVIRONMENTAL ISSUES

Responsibility at the heart of the FRR’s financial management

Global
initiatives

=PRI

The FRR is a founding member of the UN
Principles for Responsible Investment.

Principles for
Responsible
Investment

The PRI reflect the shared values of a group
of investors having a long-term investment
horizon and diversified portfolios, includ-
ing insurers and reinsurers, pension funds
and other private and public institutional
investors. They are fully compatible with
the FRR's SRI strategy.

The PRI are key to the development of
responsible investment: at the end of 2021,
the PRI had more than 3,800 signatories,
representing a total of around EUR 110
trillion in assets under management.

INITIATIVES ADDRESSING
SOCIETAL ISSUES

INITIATIVES ON

GOVERNANCE ISSUES

Principles for
Responsible
Investment

=PRI

French Public Investors
Charter to promote the
Sustainable Development
Goals (SDGS)

0"

Action (0C

4.3 ICGN
International Corporate Governance Network
Extractive
Industries
Transparency
Initiative

Net-Zero Asset
Owner Alliance

French public investors
charter for climate

commitment

Gender initiative

Statement encouraging
the signing of the Women's
Empowerment Principles
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The French public financial institutions
and operators, to which the FRR belongs,
pledged to implement six principles formu-
lated in the French Public Investors Charter
to Promote Climate Action in December
2017. They are now committed to ensur-
ing their responsible investor approach
and activities are consistent with all the
dimensions of sustainable development
(environmental, social, economic pros-
perity and governance), as represented
by the 17 2030 Sustainable Development
Goals (SDGs) adopted by Member States.

The Forum pour l'Investissement Respons-
able was created in 2001 by fund manag-
ers, experts in social and environmental
analysis, consultants, trade unionists,
academics, and citizens. They have since
been joined by investors, including the
FRR in 2018.

The FIR's objectives are to promote Socially
Responsible Investment (SRI) to ensure that
more investments address social cohesion
and sustainable development issues.

Initiatives addressing
environmental issues

SN'CDP

DRIVING SUSTAINABLE ECONOMIES

Supported by the United Nations Environ-
ment Programme, the CDP is one of the
most important international initiatives
for the environment and climate change.
It seeks better information on companies'’
behaviour with regard to the environment,
their energy consumption and the effects
of climate change. In this regard, the FRR
supported the CDP in 2006, followed by
CDP WATER and CDP FOREST.

The CDP has become a key player in the
standardisation and collection of key envi-
ronmental information from companies.
By the end of 2021, it was backed by 680
investors representing EUR 118 trillion in
assets, and more than 13,000 international
listed companies responded to their ques-
tionnaires on climate change, water, and
forests.

In November 2019, the FRR joined the
Net-Zero Asset Owner Alliance. The latter
consists of 71 global investors, representing
EUR 9.4 trillion in assets, who are commit-
ted to moving their investment portfolios
towards net GHG (greenhouse gas) emis-
sions by 2050 that are consistent with a
maximum temperature increase of 1.5°C
above pre-industrial temperatures, taking
into account the best available science,
including the findings of the IPCC (Inter-
governmental Panel on Climate Change).
Members also commit to regular progress
reports, including setting interim targets
every five years in accordance with Article
4.9 of the Paris Agreement.

In order for members to meet their fidu-
ciary obligations, manage their risks and
achieve their performance objectives, this
commitment must be incorporated into
an overall ESG approach, including, but
not limited to, climate change.

Members should seek to fulfil these targets,
in particular by advocating and engaging
with business and industry, as well as by
seeking to influence public policy, to ensure
a low-carbon transition while mitigating
the related social impact.

Climate
Action 100@

Global Investors Oriving Business Transition

Climate Action 100+ is the largest collab-
orative engagement initiative in relation
to climate change. By the end of 2021,
this initiative was supported by more than
615 signatories, representing more than EUR
59 trillion in assets under management.

This initiative is at the heart of climate
change action by the Net-Zero Asset Owner
Alliance of which the FRR is a member. In
essence, Climate Action 100+ is an inves-
tor- led initiative to mobilise more than
168 of the world's largest greenhouse gas
emitters representing 80% of industrial
emissions that are critical for meeting
the Paris Agreement targets to reduce
emissions, develop climate-related finan-
cial disclosures and improve climate risk
governance.

Responsibility at the heart of the FRR’s financial management

[IGCC

Institutional Investors Group on Climate Change

The IIGCC is a forum for investors to
collaborate on climate change. The IIGCC
provides its members with a collabora-
tive platform to encourage public poli-
cies, investment practices, and corporate
behaviour that address long-term risks
and opportunities associated with climate
change.

By the end of 2021, this initiative was
supported by more than 370 investors,
representing EUR 45 trillion in assets under
management.

The FRR signed this charter in December
2017. All French public financial traders
and institutions decided to pursue an
approach aimed at ensuring that their
activities comply with the objectives of
the Paris Agreement.

For the record, the FRR has also supported
numerous other climate initiatives over
the years, including:
2014: Signature of the PRI Montreal
Pledge, Support to the Portfolio Decar-
bonization Coalition, Signature of the
climate change declaration at the UN
Climate Summit

2015: Support for the ACT initiative -
ASSESSING LOW-CARBON TRANSITION
2017: Statement to G7 governments
regarding Climate Change.
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Initiatives addressing
societal issues

The FRR believes that diversity is a deter-
mining factor in companies’ operational
and financial performance. On 17 Septem-
ber 2019, with the support of UN Women,
it made a joint declaration to promote
gender equality in business. This initia-
tive aims to bring together a significant
number of investors to call on a wide range
of listed companies around the world to
be more transparent on this issue and
to encourage them to sign up to the
Women's Empowerment Principles. It is
a set of seven principles, the result of
an alliance between UN Women and UN
Global Compact, which companies can
follow in order to promote gender equality
in their business environment.

On 7 November 2019, the FRR signed the
Gender Initiative. The statement, coordi-
nated by Mirova and co-signed by 66 inves-
tors representing a total of EUR 4 trillion in
assets under management, is supported by
UN Women and the United Nations Global
Compact and aims to promote gender
equality in business.

Initiatives on governance
issues

@ International Corporate Governance Network

The ICGN is an international organisation
of governance professionals. Its aim is to
inspire and promote international corporate
governance standards. These improve-
ments contribute to a more sustainable
performance of companies and help to
make them more transparent.

In this context, the ICGN has various
committees which reflect on the estab-
lishment of best practices in corporate
governance. With a six-year tenure on
the ICGN Board of Directors, the FRR has
been involved in the definition of good
governance rules whose application is
evident in the markets concerned by the
calls for tender.

Extractive
Industries
Transparency
Initiative

This initiative seeks to increase the trans-
parency and responsibility of companies
operating in extractive industries, by check-
ing and publishing all payments made by
companies, as well as all income received
by governments, as a result of mineral, oil
and gas extraction. In supporting the EITI,
the FRR invites all companies directly or
indirectly concerned by the above, and
in which it holds shares, to contribute. It
also encourages those companies already
committed to supporting the initiative to
play an active role in its implementation.

Voting
guidelines

The FRR's responsible investor policy
requires shareholder approval at every
general meeting. Given the wide-ranging
and international nature of the FRR's invest-
ments, its voting guidelines incorporate
three dimensions:

The benefits for the FRR of working
actively to improve the governance of
the companies in which it invests. This
aspect aims to promote the balance of
power within companies' management
bodies and clarity about these powers,
as well as the quality of the information
provided to shareholders and respect
for their rights and for the integrity of
their votes. Accordingly, it is one of the
factors that play an important role in
the long-term survival of the corporate
community, in the continuity of the
strategy that companies pursue, and
in the way they fulfil their responsibili-
ties to all their stakeholders. All these

Responsibility at the heart of the FRR’s financial management

factors contribute directly to strong
future valuations.

The fact that the FRR is a long-term
investor. It has chosen to prioritise, in its
portfolio structure and the management
mandates that reflect the asset allo-
cation strategy set by the Supervisory
Board, an active approach based on an
analysis of the fundamental valuation
outlook for equity and debt securities
issued by various categories of issu-
ers. It therefore stands to reason that
investment managers would take this
horizon into consideration in their appli-
cation, on a case-by-case basis, of the
guidelines included in the voting rights
principles, in particular when assessing
the appropriateness of financial trans-
actions that affect corporate capital.
Lastly, efforts to improve corporate
governance, whether made by the
companies themselves, lawmakers or
regulators, have intensified in recent
yedrs and must continue. The active
exercise of the FRR's voting rights
must, however, realistically consider
the specific conditions in each market,
mainly based on the issuers' capitalisa-
tion, and the significant differences that
may exist in corporate law and in terms
of the corporate governance practices
in the relevant countries.
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In accordance with its founding texts, the
FRR's voting rights are exercised by the
asset managers it has selected and they
do so in the best interests of the Fund.

The FRR's guidelines on the exercise of
voting rights incorporate all of these
factors and must therefore be broad
enough to account for particular national
circumstances (in France and internation-
ally). The FRR therefore aims to capitalise
on investment managers' knowledge and
their ability to understand the practices in
force in various financial centres. Invest-
ment managers may also rely on these
practices for subjects not covered by the
FRR's guidelines.

Integration
of new standards

The FRR will publish its first Sustainabil-
ity Report in application of Article 29 of
the Climate and Energy Act (LEC) of 8
November 2019 for financial year 2021.
This is voluntary as the FRR is not obliged
to release such a publication. This report
replaces the scheme previously provided
for in Article 173 of the Energy Transition
Act. Article 29 incorporates regulatory
developments and experience derived
from best practice:

The European Sustainable Finance
Disclosure Regulation (SFDR), including
the integration of a double materiality
logic (Potential Risks of ESG criteria on
investments/Main Negative Impacts of
investments on sustainability factors
(Principle Adverse Impact — PAI);

The European Regulation on the Taxon-
omy of Sustainable Activities, which will
enter into force as of financial year 2022;

the TCFD's recommendations.

Article 29 of the LEC also contains some
provisions specific to France:

details on the integration of ESG factors
in risk management systems, with a focus
on climate and biodiversity risks;

a publication of strategies to align with
the Paris Agreement global warming
targets, as well as with long-term inter-
national targets concerning biodiversity
conservation;

a shift from the "comply or explain” prin-
ciple to a requirement for a continuous
improvement plan with defined objectives
and corrective measures.

Accelerating
the energy transition

While maintaining an essential level of vigi-
lance concerning all other ESG concerns,
responding to the climate emergency is one
of the FRR's priorities. Joining the Net-Zero
Asset Owner Alliance commits the FRR to
aligning itself with the Paris Agreement
around the following three levers:
adopting ambitious targets for reduc-
ing greenhouse gas emissions from
portfolios;

engaging with companies to encourage
them to adopt strategies to align with
the Paris Agreement via its managers
as well as collaborative initiatives such
as the Climate 100+

contributing to the financing of the
energy transition, by continuing to
make a long-term contribution to the
creation of a net-zero economy through
"transition financing".

Responsibility at the heart of the FRR’s financial management

As part of its membership of the Net-Zero
Asset Owner Alliance, the FRR adopted new
targets for reducing portfolio emissions.
In order to ensure a 1.5°C global warming
trajectory, the alliance identified a range
of asset class emission reduction targets
of between -16% and -29% by 2025.

At the beginning of 2021, the FRR final-
ised the surveys necessary to set targets,
which it made public on 30 September 2021.
This is a continuation of a long-standing
process that already reduced emissions
by 40% between 2013 and 2019.

The FRR has decided to set a target of
a further 20% reduction in its developed
market equity and corporate bond port-
folios by 2025, compared with 2019.

The target is absolute and not relative to
the indices, so this is a signi