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* Due to a change in Robeco’s methodology to account for engagement cases, numbers are expected to differ from previous quarters.
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Diversity and Inclusion & Natural Resource Management
In an interview, Laura Bosch, Antonis Mantsokis and Sylvia van Waveren
reflect on how the need to address companies’ adverse impacts is uniting
even the most different engagement topics, as reflected by our new
engagement themes on Diversity and Inclusion, and Natural Resource
Management. Throughout the article, they explain the business case
behind managing companies’ negative externalities and how through their
engagements they aim to do just that.

Climate Transition of Financial Institutions

After more than one year of engagement with the financial sector, Robert
Dykstra reflects on his engagements in the Climate Transition of Financial
Institutions theme. Financial institutions are key to financing the climate
transition and while expectations towards them are clear, many struggle to
switch their loan books and activities to be transition ready.

Responsible Executive Remuneration

This year’s proxy season once again highlighted the relevance of well-
designed executive remuneration policies. Engagement specialist Michiel van
Esch reflects on executive pay practices in times of uncertainty, and explains
what companies need to watch out for if they wish to get shareholder support
on their executive pay proposals.



INTRODUCTION

During the third quarter of 2022, Robeco has been
actively pushing the frontiers of sustainable investment
by sharing our intellectual property with our clients, while
continuing to work with our investee companies on the
engagement areas we deem most critical.

The new quarter was marked by a great step forward for
Robeco and its clients as we launched our Sustainable
Investing (SI) Open Access Initiative. Through this
initiative, we are sharing some of our most valuable
proprietary data with our clients and academics,
including Robeco’s proprietary Sustainable Development
Goal (SDG) scores and methodology, in the hope that
we can work together to build a more robust sustainable
investment landscape.

Meanwhile, on the engagement side, we have launched
two new engagement themes. Our new Diversity and
Inclusion engagement program is working to address
the societal inequalities mirrored throughout gender
and ethnic pay gaps, discriminatory company policies
and unequal promotional opportunities. By considering
their most vulnerable employees at each step of their
human capital management, companies can strengthen
employee attraction, lower turnover costs and benefit
from diverse perspectives and skillsets. Through this
theme, we hope to help companies elevate each part of
their workforce, and thus create value for both them and
society.

On the environmental side, in line with the rising summer
temperatures and climate change-induced droughts
across the world, we have initiated a new engagement

stream on Natural Resource Management. This

focuses on companies working in water and/or waste-
intensive sectors and will look not only at strengthening
companies’ water and waste policies, but also whether
they have strong operational processes around
emergency situations. The engagement theme will also
address chemical waste and seabed mining and tailings.

Elsewhere in this report, we provide an update on some
of our ongoing engagements. With the quarter marking
the mid-point of our three-year engagement around

the Climate Transition of Financial Institutions, we see
that only few banks are on credible net-zero trajectories.
Many still lack adequate targets and essential carbon
emissions data throughout their loan books. These are
allissues that were echoed by the shareholder proposals
we supported at numerous banks during the 2022 proxy
voting season.

The aftermath of the proxy season always provides
grounds for engagement on the topic of Responsible
Executive Remuneration, as companies are trying to
understand investors’ reasons for voting against pay-
related agenda items. During our update, we delve
into some of the best practices we advocate for when

it comes to executive remuneration, as well as some
concerning trends we see across companies. These
include the growing use of ill-designed sustainability-
linked performance pay packages which are being used
as a remuneration cushion, rewarding executives during
times of bad company performance.

We enter the new quarter with clearly laid out
engagement priorities and a strong mandate for
transparency and look forward to the change to come.

Carola van Lamoen
Head of Sustainable Investing
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DIVERSITY & INCLUSION

Why are we launching these engagement
themes, and where do they differ from
other programs?

Firstly, looking at Diversity and Inclusion
—why is this relevant for investors?

The focus of sustainable investing is increasingly shifting from the idea of single financial
materiality to the concept of double materiality, whereby the focus is no longer only on how
sustainable development impacts companies but also how companies contribute to this
development. This includes both positive and adverse impacts, where addressing adverse
impact has been the key driver behind our new engagement themes. Adverse impact as a
concept ranges from water emissions and negative biodiversity impacts to social violations
and gender pay gaps. Impacts which the European Commission is now making investors
report on, in particular through the Principal Adverse Impact Indicators (PAI) defined in the
EU Sustainable Finance Disclosure Regulation (SFDR). The regulation requires investors in the
EU to disclose performance against at least the mandatory PAls for their holdings, using a set
of ESG metrics reflecting their negative externalities.

While we have been addressing adverse impacts within our engagement program for many
years, we took the opportunity to identify potential gaps in our engagement approach using
the mandatory list of PAIs in 2021. As a result of the analysis, we are now launching two

new engagement themes explicitly covering Diversity and Inclusion and Natural Resource
Management. The two themes aim to support companies in facing some of their core
negative impacts around their human and natural resource management, and push for
more transparency as required by the PAls.

These engagement programs differ from our conventional themes as they were designed to
incorporate a higher degree of flexibility. They need to gradually increase coverage, as they
follow the development of PAl-related data and increasing engagement demand. The two
themes are expected to run continuously, instead of over the usual three years. Moreover,
timelines for the engagement dialogues can be shortened if successful outcomes are
achieved at an earlier stage.

DIVERSITY AND INCLUSION

sitting down with Laura Bosch and Antonis Mantsokis

The relevance of Diversity and Inclusion (D&) for investors can be understood through

the double materiality lens. From a financial standpoint, D&l can enhance corporate
performance in many ways: recruiting and retaining the best talent, having stronger
customer orientation, enhancing corporate reputation, and improving decision-making
and innovation outcomes. Many industries are becoming increasingly knowledge-intensive,
which is materialized financially by the more prominent role that intangibles play in global
balance sheets.

Therefore, human capital management strategies, including the promotion of diversity
and inclusion, are significantly important in determining a company’s underlying quality
and intrinsic value. Investors should therefore integrate such factors into their investment
approach to formulate better-informed decisions.

At the same time, the benefits stemming from an inclusive and diverse workforce flow
through to the macro environment and have a societal impact. Barriers for women and
minorities to enter the labor market, such as pay distortions, social and cultural factors,
and outright discrimination, work against achieving parity and have a financial cost.
Poor allocation of human resources that wastes an individual’s education, talent and



DIVERSITY & INCLUSION

What are the aims of the theme?

How do you decide which companies
should be under engagement?

potential, contributes to this cost. The resultant welfare gains after removing the obstacles
are estimated to be more significant. Providing employment opportunities and equal
remuneration to minority groups can minimize structural wealth gaps between societal
groups. Subsequently, this would have a direct impact on society and the economy as a
whole.

We formulated five engagement objectives to facilitate our dialogue on D&l. The first step
towards creating a more diverse workforce is developing a D&l policy, resulting in a higher-
level commitment and a consistent approach to advance D&l throughout the company. It
should include a set of time-bound goals that are sufficiently ambitious to effectively diversify
a company’s workforce. Once these goals are in place, a critical next step is to clearly define
how to establish D&l as a priority among corporate leaders and hold them accountable

for their contributions. This includes having a sufficiently diverse leadership and board of
directors, latter of which is measured by the PAls.

Our second objective focuses on how companies define their D&l implementation strategies
and measures of success for aligning their talent management strategy with their business
goals and D&l objectives over the different stages of the employee lifecycle. Thirdly, we
encourage companies to disclose workforce diversity data, focusing not only on ethnic

or gender diversity across different employment bands and employee levels, but also
incorporating other diversity components.

The fourth objective focuses on overall pay equality. Companies should undertake audits
to ensure they address any pay gaps in their D&l strategy. We expect companies to provide
quantitative statistics, complemented by qualitative assurances, for both adjusted and
unadjusted median pay gaps, as required by the mandatory PAIs. Finally, we encourage
companies to promote an inclusive culture by taking a strategic approach to shaping
attitudes and behaviors in the workplace that can shift workplace culture in a meaningful
way.

The lack of data is the main challenge identified by investors when assessing companies’
efforts on diversity and inclusion. With that in mind, we first identified those industries
where disclosure of diversity data is lagging. We looked at the PAl indicators using data
produced by MSCl and the S&P Global Corporate Sustainability Assessment (CSA). For our
engagement, we prioritized the 20 industries with the lowest levels of disclosures.

Within those selected industries, we identified the first set of companies by screening those
that fail to disclose their unadjusted gender pay gap, in line with PAIl requirements, and also
did not answer the diversity-related questions in the CSA questionnaire. The questionnaire

‘ONCE (D&l) GOALS ARE IN PLACE, A CRITICAL
NEXT STEP IS TO CLEARLY DEFINE HOW TO
ESTABLISH D&I AS A PRIORITY AMONG

CORPORATE LEADERS AND HOLD THEM
ACCOUNTABLE FOR THEIR CONTRIBUTIONS.'

LAURA BOSCH | ANTONIS MANTSOKIS




DIVERSITY & INCLUSION

What other actions will be taken in line
with this engagement?

What challenges do you expect to face
and what are the outcomes you expect
to achieve?

looks at aspects like age, disabilities, sexual orientation and broader human capital-related
factors. We also considered gender-focused data sources, namely RobecoSAM’s gender
score and the Equileap score, which assess the inclusion of women across companies.
Additionally, we collaborated closely with our portfolio managers and analysts to decide
upon the final selection of companies.

The Black Lives Matter and MeToo movements both highlighted the negative impact
of today’s systematic inequalities. Investors have increasingly been putting pressure on
companies by supporting social-related shareholder resolutions, and stakeholders are
holding those companies that do not promote D&l to account.

In line with this engagement, we will continue to vote against management on specific
agenda items when the company fails to incorporate minimum standards on gender
diversity at the board level. We will continue to evaluate issues on a case-by-case basis,
and support those shareholder resolutions that aim to resolve social issues such as racial
equality. Additionally, we will explore filling shareholder resolutions focusing on promoting
D&l in those companies where we see no progress and the social issues continuously
persist.

Promoting D&l is a challenging topic at its core due to differences in company cultures and
regional practices. There are many benefits stemming from promoting diversity metrics

or goals, and having D&l policies in place. However, practically improving inclusion is not
always addressed with equal importance, and it is much more challenging to measure it.
In many cases, it isn't easy to assess if the spirit of the policies in place is accomplished in
practice.

Another significant hurdle that we expect to face is how to equally address all aspects

of diversity, and move the conversation beyond simply looking at gender. There are still
many countries where identifying as LGBTQ+ remains illegal, and cultural norms prohibit
companies from promoting an inclusive culture. Moreover, processing employees’ D&l-
related data is prohibited in many countries, due to privacy restrictions (i.e., GDPR in the
EU), making it difficult to have targeted policies. In addition, companies usually focus on
promoting female representation on the board or at the top management levels, and stick
to a mechanical implementation of gender-only quotas. Promoting practices that address
the benefits of the integration of various minority groups will be challenging.

Lastly, pay equality is an issue not easy to resolve. According to World Economic Forum'’s
Global Gender Gap report 2020, it will take 257 years to achieve equal pay for women and
men at work at the current rate. Pay disparity, though primarily gender-focused, also exists
regarding race, ethnicity, sexual orientation, disabilities and age. Thus, it is challenging

to promote structural solutions in pay equality when in many countries there are no
regulatory requirements to tackle the broader aspects of the pay gap.



Moving to the environmental front -
Why is Natural Resource Management
relevant for investors?

What are the aims of the theme?

How will you assess which companies
should be under engagement?

ENGAGING ON NATURAL RESOURCE MANAGEMENT

by Sylvia van Waveren

The world is facing a dire shortage of freshwater, a situation that is set to only get worse
due to urbanization, population growth, climate change and socio-economic development.
The World Research Institute's Aqueduct Water Risk Atlas reveals that 44 countries currently
face high baseline water stress covering one-third of the world’s population.

Companies operating in highly water-stressed regions are not only exposed to these risks
but also often enhance them through their own water usage and pollution. Disregarding
both their impacts and risks can impact corporate valuations through higher operating
costs, thus threatening their viability if they do not sustainably manage their water use. This
risk is estimated to amount to USD 301 billion for companies, while the cost of addressing
their adverse impacts is estimated to be less than one-fifth of that, at USD 55 billion.

It is therefore important for investors to engage with such companies on having resilient
water management strategies. Those with poor strategies are more likely to experience
production disruptions, stranded assets and community conflicts, all resulting in higher

comparative operational and fixed costs which will reduce their overall rate of return.

To act upon these risks, Robeco has expanded its environmental engagement program to
include the responsible management of natural resources and the mitigation of adverse
impacts on the environment. The engagement theme aims to address the impacts of
corporate operations related to their intensive water use and generation of waste.

Our engagement strives to minimize risks through a set of objectives that aim to enhance
corporate disclosures on their management of water and waste issues. The engagement
will also address major issues such as seabed mining and tailings, and the gross emissions
of PFAS chemicals into waterways.

Companies need to account for the amount of freshwater that is needed to make certain
products — often drawn from places where water is already scarce. The discharge of
wastewater also remains problematic and therefore needs to be addressed. To address
these issues, we focus on companies for which the management of water and waste
generation and disposal management is a financially material issue, or where corporate
operations have a significant actual or potential negative environmental impact due to
water or waste issues.



NATURAL RESOURCE MANAGEMENT

What other actions will be taken in line

with this engagement?

Thus, in our water engagements, the focus is on companies operating in high water-
stress areas as well as those deemed to have high water consumption. In the waste
engagements, the focus is on companies that generate hazardous waste such as PFAS
chemicals and (threaten to) pollute the environment, including companies exploring
seabed mining and tailings.

InJuly 2022, we started engaging with the first group of six companies. They were chosen
using a bottom-up and fundamental approach by Robeco’s research and investment
analysts. They belong to three sectors: Chemicals (fertilizers and mines); Oil and Gas (shale
gas); and Paper and Pulp (operating in South Africa, a water scarce area).

We have developed a water and waste management framework tool to assess how well

a company has incorporated the management of such risks into their practices. This

framework, depicted in Figure 1, evaluates several indicators related to their water and

waste policies, their risk management programs, their metrics, targets and disclosures,
among others. The insights from this assessment inform our engagement priorities and
facilitates the tracking of progress against our engagement objectives.

Figure 1 | Water and waste management evaluation framework

©

Level O
Unaware

Companies are neither
aware nor acknowledge
water/ waste management
risks.

Level 1
Aware

The company
acknowledges that water
stress and/or waste
generation present
business risks. The
company adopts a water
and waste management
policy including initial
water and waste risk
reporting.

/A

Level 2
Capacity Building

The company develops
and evaluates its water
and waste policies, its
management systems
and processes, and starts
to report on practice and
performance.

Level 3
Operational

Integration

The company improves

its operational

practices, assigns senior
management or board
responsibility for water or
waste management and
provides comprehensive
disclosures on its water
use or waste management

practices and performance.

P
annll
Level 4

Strategic Risk

Assessment

The company develops a
more strategic and holistic
understanding of the
risks and opportunities
related to the high water
use and waste generation
and integrates this into

its business strategy, its
remuneration policies and
its capital expenditure
decisions.

What have been your first insights and

how will you continue?

Another important action is recording incidents and controversies that had adverse
environmental impacts, such as water depletion and pollution. Frequent involvement
in these types of incidents is a sign of exposure to ESG risks and a company’s failure
to manage them. Incidents that go unmanaged can potentially lead to an erosion of
shareholder value. We base our work on UN Global Compact and OECD guidelines.

We expect that our methodology to identify companies to engage with will continue to

evolve and be refined as the relevant data continues to improve and become more broadly
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available, including that used to measure the SFDR PAls. We believe that engagement

is one of the tools that we can use in addressing and mitigating adverse impacts at the

company level and were pleased with companies’ initial openness to discuss their approach
to natural resource management. M



Financing
the climate
transition

CLIMATE TRANSITION
OF FINANCIAL INSTITUTIONS

ROBERT DYKSTRA - Engagement specialist

It has become increasingly clear that the
banking sector has a critical role to play in the
low-carbon transition. Banks can facilitate
investments in low-carbon solutions and
encourage emission reductions through
climate-aware financing and engagement
with their clients. Banks that continue

to finance activities not aligned with the
low-carbon transition create significant
transition and physical risks associated with
accelerating global warming.




CLIMATE TRANSITION OF FINANCIAL INSTITUTIONS

The fast-evolving landscape

Various stakeholders including investors, governments and the
public have put an increasing amount of pressure on the financial
sector to advance the economy-wide transition towards net zero
emissions. This was highlighted at COP 26 in November 2021,
which saw several guidelines emerge to help financial institutions
measure their ‘financed emissions’ — those associated with loans,
investments and other financial products. These guidelines include
the Partnership for Carbon Accounting Financials (PCAF), the Paris
Agreement Capital Transition Assessment (PACTA) and the Science
Based Targets Initiative’s (SBTi) guidance for the financial sector.
Several other initiatives have also been started to help the financial
sector align with net zero, such as the Glasgow Financial Alliance for
Net Zero (GFANZ) and the Net Zero Banking Alliance (NZBA).

While many banks are dealing with operational challenges such
as emission data collection and new governance structures, the
expectations around disclosures and targets are becoming ever-
more stringent. For example, the NZBA has outlined a timeline
for setting sector-specific decarbonization targets by 2024.
However, these targets should also be aligned with a credible
net zero emission scenario, such as the ones established by the
International Energy Agency (IEA). Several banks have already
set targets that now need to be readjusted to be aligned with a
particular scenario. Many banks are also expected to disclose fossil
fuel lending policies that outline the criteria for denying clients
access to loans or capital markets.

A collaborative engagement approach

With our three-year engagement program on the climate transition
of financials having reached its mid-point, we take stock of the
progress made and upcoming challenges that banks will face in
executing their climate strategies. At the start of this engagement
theme, we selected 10 banks amongst our and our clients’
portfolios with significant exposure to carbon-intensive assets.

To maximize the effectiveness of our engagement strategy, we
collaborate with the Institutional Investor Group on Climate Change
(11GCC), which coordinates a larger investor initiative on banks’
climate strategies. The IIGCC, in partnership with the Transition
Pathway Initiative (TPI), is developing a framework to assess how
prepared banks are for the low-carbon transition. The framework
consists of many indicators that have been selected following
significant investor consultation and tested on 27 banks from
across the globe based on disclosures published up to February
2022. Over the coming months, the [1GCC and TPI will continue
their consultation on these indicators to improve and fine-tune the
framework so that a final version can be published in late 2022.
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‘BANKS SHOULD EXPAND THEIR NET
ZERO COMMITMENTS TO INCLUDE ALL
HIGH-RISK SECTORS IN ALL MATERIAL
BUSINESS SEGMENTS. THIS MEANS
NOT ONLY FOCUSING ON REDUCING

FINANCED EMISSIONS THROUGHOUT

THEIR LOAN BOOKS, BUT ALSO IN

CAPITAL MARKET ACTIVITIES SUCH AS

UNDERWRITING AND M&A.!

ROBERT DYKSTRA

The indicators are grouped into the following six areas and provide
a comprehensive picture of a bank’s net zero transition plan:

Net zero commitments

. Short and medium-term targets
Decarbonization strategies

. Climate governance

Climate policy engagement

. Audit and accounts.

oOv A wWwN S

Based on the first round of assessments conducted earlier in 2022,
average alignment with credible net zero trajectories amongst
banks is relatively low. This is in part due to the lack of disclosure

of carbon emission data throughout their loan books, but also
because of insufficient target-setting at the time of the assessment.
These six elements of the framework correspond with our existing
engagement objectives, which are based on the four pillars of the
Task Force for Climate-related Financial Disclosure (TCFD).

Future steps and upcoming challenges

The assessment outlines several areas for banks to improve their
climate strategy, primarily through enhanced disclosures and
financed emission reduction targets. Specifically, banks should
expand their net zero commitments to include all high-risk sectors
in all material business segments. This means not only focusing on
reducing financed emissions throughout their loan books, but also
in capital market activities such as underwriting and M&A.



CLIMATE TRANSITION OF FINANCIAL INSTITUTIONS

More transparency on how banks engage with clients is also
expected in the coming years. For instance, banks should disclose
explicit financing conditions for clients whose transition plans are
not aligned with a net zero emissions pathway. These conditions
could be outlined in a dedicated coal or oil and gas lending policy
which we have seen at several major banks. This includes aligning
all high-risk sector policies with a 1.5°C warming scenario. For
example, the IEA's Net Zero Emissions by 2050 scenario requires
banks’ coal sector policies to include:

- No financing of additional capacity for thermal coal operations.

- Phasing out of financial services and portfolio exposure to
unabated coal-fired power generation by 2030 in the EU and
OECD countries, and in the rest of the world by 2040 at the
latest.

These expectations have been echoed by shareholder proposals
filed at numerous banks during the 2022 proxy voting season.
Banks were asked to define their commitment to being net zero by
2050 and include a timeline by which they would stop all lending
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related to new fossil fuel supplies. Many banks found these requests
overly prescriptive, as they did not take into account regional
discrepancies in energy demand, such as heavier coal dependency
in emerging markets. Nonetheless, large groups of shareholders,
including Robeco, supported these proposals with the aim of
making banks’ net zero commitments more credible.

In the upcoming second half of the engagement theme, we will

use the outcomes of this assessment framework to emphasize the
changes that we expect banks to make. So far, several banks are
making significant progress, while others appear to be lagging. This
isin part due to the varied pressure banks anticipate from looming
sustainability regulations in the EU and North America.

Overall, the governance around climate-related financing has

been one of our engagement objectives that has seen the most
progress. Unfortunately, our objectives around risk management
and strategy have seen the least progress. Therefore, we will push
for improvements in sector decarbonization strategies and scenario
analyses in our upcoming dialogues. M



RESPONSIBLE EXECUTIVE REMUNERATION

MICHIEL VAN ESCH — Engagement specialist

14 | Active Ownership R




RESPONSIBLE EXECUTIVE REMUNERATION

In 2019, the EU’s amended shareholder rights directive SRD 2
was passed into national legislation across the continent, giving
shareholders the right to a vote on remuneration on a structural
basis. Similar as in the US, shareholders have an advisory vote on
the remuneration report. But they also get a formal say on the
review of the remuneration policy at least every four years.

In the second half of 2020, Robeco conducted research into best
practices for executive remuneration. An engagement project

was initiated in order to make use of the new opportunities that
the shareholder rights directive offers. For a set of European and
US companies we have focused our engagement practices to
improve corporate pay practices on four focus areas. These are

(1) to better align pay with performance (including performance
on sustainability); (2) to promote equity holding requirements
(rather than option structures or cash pay-outs) to have a more
straightforward alignment with shareholders; (3) to use ratios and
benchmarks in order to avoid excessive pay discrepancies between
and within organizations; and (4) to have strong and independent
oversight from the supervisory board and feedback mechanisms
towards its shareholders.

Taking stock of SRD 2

After a year and a half of engagement, it is safe to say that SRD
2 has had an impact. Almost directly after its implementation,
we saw several remuneration practices being voted down,

and requests for feedback calls picking up. Additionally, many
companies are starting to look into incorporating non-financial

‘WE CONTINUE TO SEE
COMPANIES THAT HAVE POORLY
DESIGNED STOCK PLANS WHICH
FAIL TO INCENTIVIZE EXECUTIVES

TO FOCUS ON DELIVERING
LONG-TERM, SUSTAINABLE
PERFORMANCE.

MICHIEL VAN ESCH
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measures (often ESG metrics) into remuneration packages. This is
starting to become common practice across Europe, but is also a
trend in the US. We also have seen companies align their reporting
practices on remuneration with SRD 2. But have remuneration
practices really become any better?

Pay for performance, sustainability and the
Covid-19 effect

At the start of our engagement, many companies had most of their
financial performance metrics already in place. Even though for
many of them we would we prefer that companies evaluate on risk
and return-based metrics (such as the return on invested capital)
rather than pure profit measures, at least companies’ performance
indicators and targets are often clearly communicated.

However, during the pandemic many corporates decided to drop
these targets as the world’s economic circumstances were duly
turned upside down. Some companies dropped annual bonuses
altogether, but many continued to pay out their bonuses under the
argument that the pandemic is an external circumstance that does
not relate to company performance. This logic seemed dominant
in conversations, particularly in the US. For those companies we
focused our engagement on alignment with the shareholder
experience. It is common for companies to attribute strong stock
performance in economic booms to management and to blame
external factors for poor performance during economic downturns.

The introduction of sustainability-related metrics often is a good
thing and sometimes we encourage it. However, we have also
noted that some companies use sustainability performance as a
remuneration cushion. When financial performance was close to
zero, sustainability metrics were all met, safequarding executive
pay-outs but without strong disclosure. During our conversations,
we aimed to make sure that sustainability metrics are measurable,
relevant to the strategy, and sufficiently ambitious.

One common aspect to look out for are targets around metrics

on sustainable product portfolios. Many companies set targets

to improve the percentage of sustainable revenues that could be
attributed to their product pipelines. This could be a valid measure
for those companies that have appropriate impact measurement
methods in place. However, many companies just re-label more

of their products as being sustainable without having much of an
impact.

Focus on share-based performance

Equity-linked compensation is widely considered to be an effective
means to align the interests of managers and shareholders, and yet
this can only be achieved if the equity plan is adequately structured.
We continue to see companies that have poorly designed stock



RESPONSIBLE EXECUTIVE REMUNERATION

plans which fail to incentivize executives to focus on delivering
long-term, sustainable performance. For instance, some companies
choose to grant their CEOs long-term incentive awards which are
predominantly in the form of time-based equity. We consider it best
practice for a majority of an executive’s long-term incentive award
to be in the form of equity vesting based on performance against
pre-set quantifiable targets set over a multi-year period.

In addition, stock options with no performance conditions attached
continue to represent a disproportionately large portion of many
CEOs’ pay packages. We view this as a concern. We favor the use of
stock compensation as opposed to stock option compensation, as
stock options have been shown to incentivize risk-taking behavior,
given that they provide limited downside risk and significant upside
potential.

Share ownership guidelines for executives are another important
feature of an adequately designed compensation plan. These are
meant to ensure that executives build and maintain a meaningful
level of stock ownership throughout their tenure, thereby ensuring
that manager and shareowner incentives are aligned. Hence,
during our conversations, we continue to focus on ensuring that
adequate ownership guidelines are in place for executives.

Pay ratios

When analyzing the size of the compensation paid to executive
directors, we not only assess the absolute value of the
remuneration package, but also how this compares to the
company’s wider workforce. Investors often use pay ratios to
compare top and bottom salaries within an organization. The most
popular ratio is the CEO pay ratio, which was introduced by the
Dodd-Frank Wall Street Reform and Consumer Protection Act and is
calculated by dividing the CEQ’s remuneration with the pay of the
median employee.

Before the pandemic, it had already been established that these
ratios were increasing. However, the disrupting characteristics of
the pandemic have exacerbated global income inequality through
issues such as lost income and rising inflation, both of which have
a significantly higher impact on lower-income groups. As a result,
and in the pursuit of reversing the increase in global income
equality, we expect investors to pay increasingly more attention to
the relative pay levels of company executives.

Structure and oversight

Remuneration oversight remains a focal point of our engagement.
We focus on ensuring that the committee responsible for
remuneration is sufficiently independent so as to provide objective
decision-making in the interests of shareholders. In addition, we
view it as best practice for companies to engage with shareholders
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to gain feedback on their pay practices and to thereby set up a
process of improving remuneration practices on a continuous basis.

When there is significant dissent on remuneration-related

voting items, we expect companies to initiate a dialogue with
shareowners to identify what factors prompted the opposition, and
to determine what changes to the pay policies and/or practices are
needed. We also pay particular attention to whether companies
provide clear and transparent disclosure with regards to any
instances where discretionary adjustments to pay outcomes or
structures are rolled out. Notably, we assess whether the body
responsible for remuneration matters adequately discharged

its oversight responsibilities by ensuring that an appropriate
remuneration structure is in place. M

CASE STUDY

Wolters Kluwer has undergone significant changes
over the last several years, having finalized their
transition into a digital solutions company. To
facilitate this transition, the company has had to
adapt some of their corporate governance practices
on executive remuneration. The CEO of Wolters
Kluwer has historically received excessive payouts
compared to local benchmarks and industry peers.
This is in part due to retaining and attracting talent
from markets with above average executive pay like
the US, as well as incentivizing stability throughout
the company’s long-term transition. In response to
continuous shareholder feedback on the excessive
payouts, the company has reduced the maximum
opportunity under the long-term incentive plan from
285% to 240% of base salary.




COMPANIES UNDER ENGAGEMENT

Biodiversity

Mondelez International
Sappi Ltd.

Suzano Papel e Celulose SA

Climate Transition of Financial Institutions
Bank of America Corp.

Barclays Plc

BNP Paribas SA

Citigroup, Inc.

DBS Group Holdings

HSBC

ING Groep NV

Sumitomo Mitsui Financial Group, Inc.

Lifecycle Management of Mining
Barrick Gold Corp.

First Quantum Minerals Ltd.

Fortescue Metals Group Ltd.

Polyus Gold OAO

Natural Resource Management
Sappi Ltd.

Net Zero Carbon Emissions
Berkshire Hathaway

CRH PIc

Ecopetrol SA

Enel

Hyundai Motor

WEC Energy Group Inc

Digital Innovation in Healthcare
Elevance Health Inc
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Diversity and Inclusion
Oracle Corp
Taiwan Semiconductor Manufacturing Co. Ltd.

Human Rights Due Diligence for Conflict-Affected
and High-Risk Areas
Cemex SAB de CV

Labor Practices in a Post Covid-19 World
InterContinental Hotels Group Plc

Marriott International, Inc.

Meituan Dianping

Wal-Mart Stores

Social Impact of Artificial Intelligence
Accenture Plc
Visa, Inc.

Social Impact of Gaming
Tencent Holdings Ltd.

Sound Social Management
Bayerische Motoren Werke

Corporate Governance in Emerging Markets
Cosan SA

Hyundai Motor

Midea Group Co. Ltd.

Samsung Electronics

Corporate Governance Standards in Asia
Hynix Semiconductor, Inc.



Good Governance
Unilever

Responsible Executive Remuneration
Henkel AG & Co. KGaA

Linde Plc

NIKE

Wolters Kluwer

SDG Engagement
Adobe Systems, Inc.
Alphabet, Inc.
Amazon.com, Inc.

Apple

Capital One Financial Corp.
Elevance Health Inc
JPMorgan Chase & Co., Inc.
L Oréal

Meta Platforms Inc
Novartis

OTP Bank Nyrt
Salesforce.com, Inc.
Samsung Electronics
Union Pacific
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Global Controversy Engagement

Currently, Tcompany is under engagement based on potential
breaches of the UN Global Compact and/or the OECD Guidelines for
Multinational Enterprises.



ENGAGEMENT BY ASSET CLASS

Accenture Plc

Adobe Systems, Inc.
Alphabet, Inc.
Amazon.com, Inc.

Apple

Bank of America Corp.
Barclays Plc

Barrick Gold Corp.
Bayerische Motoren Werke
Berkshire Hathaway

BNP Paribas SA

Capital One Financial Corp.
Cemex SAB de CV
Citigroup, Inc.

Cosan SA

CRH PIc

DBS Group Holdings
Ecopetrol SA

Elevance Health Inc

Enel

First Quantum Minerals Ltd.
Fortescue Metals Group Ltd.
Henkel AG & Co. KGaA
HSBC

Hynix Semiconductor, Inc.
Hyundai Motor

ING Groep NV
InterContinental Hotels Group Plc
JPMorgan Chase & Co., Inc.
L Oréal

Linde Plc

Marriott International, Inc.
Meituan Dianping

Meta Platforms Inc
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Equity
Equity
Equity
Equity
Equity/Credit
Credit
Credit
Equity
Equity
Equity
Credit
Credit
Credit
Credit
Equity
Equity
Credit
Credit
Equity
Credit
Credit
Equity
Equity
Credit
Credit
Equity/Credit
Credit
Credit
Credit
Equity
Credit
Credit
Credit
Equity

Midea Group Co. Ltd.

Mondelez International

NIKE

Novartis

Oracle Corp

OTP Bank Nyrt

Polyus Gold OAO

Salesforce.com, Inc.

Samsung Electronics

Sappi Ltd.

Sumitomo Mitsui Financial Group, Inc.
Suzano Papel e Celulose SA

Taiwan Semiconductor Manufacturing Co. Ltd.
Tencent Holdings Ltd.

Teva Pharmaceutical Industries Ltd.
Unilever

Union Pacific

Visa, Inc.

Wal-Mart Stores

WEC Energy Group Inc

Wolters Kluwer

Equity
Credit
Equity/Credit
Equity
Equity/Credit
Credit
Equity
Equity
Equity

Bond

Credit
Equity
Equity
Equity
Credit
Equity
Equity
Equity/Credit
Equity
Equity
Equity



CODES OF CONDUCTS

Robeco’s Engagement Policy
Robeco actively uses its ownership rights to
engage with companies on behalf of our
clients in a constructive manner. We believe
improvements in sustainable corporate
behavior can result in an improved risk
return profile of our investments. Robeco
engages with companies worldwide, in
both our equity and credit portfolios.
Robeco carries out two different types of
corporate engagement with the companies
in which we invest; value engagement

and enhanced engagement. In both types
of engagement, Robeco aims to improve

a company’s behavior on environmental,
social and/or corporate governance (ESG)
related issues with the aim of improving
the long-term performance of the company
and ultimately the quality of investments
for our clients.

Robeco adopts a holistic approach to
integrating sustainability. We view
sustainability as a long-term driver

of change in markets, countries and
companies which impacts future
performance. Based on this belief,
sustainability is considered as one of the
value drivers in our investment process, like
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the way we look at other drivers such as
company financials or market momentum.

More information is available at: https://
www.robeco.com/docm/docu-robeco-
engagement-policy.pdf

The UN Global Compact

One of the principal codes of conduct in
Robeco’s engagement process is the United
Nations Global Compact. The UN Global
Compact supports companies and other
social players worldwide in stimulating
corporate social responsibility. The Global
Compact became effective in 2000 and

is the most endorsed code of conduct in
this field. The Global Compact requires
companies to embrace, support and adopt
several core values within their own sphere
of influence in the field of human rights,
labor standards, the environment and
anti-corruption measures. Ten universal
principles have been identified to deal with
the challenges of globalization.

Human rights

1. Companies should support and respect
the protection of human rights as
established at an international level

2.

They should ensure that they are not
complicit in human-rights abuses.

Labor standards

3.

Companies should uphold the freedom
of association and recognize the right to
collective bargaining

. Companies should abolish all forms of

compulsory labor
Companies should abolish child labor

. Companies should eliminate

discrimination in employment.

Environment

7.

Companies should adopt a prudent
approach to environmental challenges

. Companies should undertake initiatives

to promote greater environmental
responsibility

. Companies should encourage

the development and diffusion of
environmentally friendly technologies.

Anti-corruption
10. Companies should work against all

forms of corruption, including extortion
and bribery.

More information can be found at:
https://www.unglobalcompact.org/



CODES OF CONDUCTS

OECD Guidelines for
Multinational Enterprises

The OECD Guidelines for Multinational
Enterprises are recommendations
addressed by governments to multinational
enterprises operating in or from adhering
countries, and are another important
framework used in Robeco’s engagement
process. They provide non-binding
principles and standards for responsible
business conduct in a global context
consistent with applicable laws and
internationally recognized standards.

The Guidelines’ recommendations express
the shared values of the governments

of countries from which a large share of
international direct investment originates
and which are home to many of the largest
multinational enterprises. The Guidelines
aim to promote positive contributions by
enterprises to economic, environmental
and social progress worldwide.

More information can be found at: http://
mneguidelines.oecd.org/

International codes of conduct
Robeco has chosen to use broadly accepted
external codes of conduct in order to assess
the ESG responsibilities of the entities in
which we invest. Robeco adheres to several
independent and broadly accepted codes
of conduct, statements and best practices
and is a signatory to several of these

codes. Next to the UN Global Compact,

the most important codes, principles, and
best practices for engagement followed by
Robeco are:

— International Corporate Governance
Network (ICGN) statement on

— Global Governance Principles

— United Nations Global Compact

— United Nations Sustainable
Development Goals

— United Nations Guiding Principles on
Business and Human Rights
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— OECD Guidelines for Multinational
Enterprises

— Responsible Business Conduct for
Institutional Investors (OECD)

In addition to our own adherence to these
codes, we also expect companies to follow
these codes, principles, and best practices.
In addition to our own adherence to these
codes, we also expect companies to follow
these codes, principles, and best practices.

Robeco's Voting Policy

Robeco encourages good governance and
sustainable corporate practices, which
contribute to long-term shareholder value
creation. Proxy voting is part of Robeco’s
Active Ownership approach. Robeco has
adopted written procedures reasonably
designed to ensure that we vote proxies in
the best interest of our clients. The Robeco
policy on corporate governance relies on
the internationally accepted set of principles
of the International Corporate Governance
Network (ICGN). By making active use of
our voting rights, Robeco can, on behalf

of our clients, encourage the companies
concerned to increase the quality of the
management of these companies and to
improve their sustainability profile. We
expect this to be beneficial in the long term
for the development of shareholder value.

Collaboration

Where necessary, Robeco coordinates its
engagement activities with other investors.
Examples of this includes Eumedion; a
platform for institutional investors in the
field of corporate governance and the
Carbon Disclosure Project, a partnership in
the field of transparency on CO, emissions
from companies, and the ICCR. Another
important initiative to which Robeco is a
signatory is the United Nations Principles
for Responsible Investment. Within this
context, institutional investors commit
themselves to promoting responsible
investment, both internally and externally.

Robeco’s Active Ownership Team
Robeco’s voting and engagement
activities are carried out by a dedicated
Active Ownership Team. This team was
established as a centralized competence
center in 2005. The team is based

in Rotterdam, the Netherlands, and

Hong Kong. As Robeco operates across
markets on a global basis, the team is
multi-national and multi-lingual. This
diversity provides an understanding of the
financial, legal and cultural environment
in which the companies we engage with
operate. The Active Ownership team is
part of Robeco’s Sustainable Investing
Center of Expertise headed by Carola

van Lamoen. The SI Center of Expertise
combines our knowledge and experience
on sustainability within the investment
domain and drives Sl leadership by
delivering SI expertise and insights to our
clients, our investment teams, the company
and the broader market. Furthermore, the
Active Ownership team gains input from
investment professionals based in local
offices of the Robeco around the world.
Together with our global client base we are
able leverage this network to achieve the
maximum possible impact from our Active
Ownership activities. B



1{0]:]e(0]

Robeco Institutional Asset Management B.V.
(Robeco) is a pure play international asset manager
founded in 1929. It currently has offices in

15 countries worldwide and is headquartered in
Rotterdam, the Netherlands. Through its integration
of fundamental, sustainability and quantitative
research, Robeco is able to offer institutional and
private investors a selection of active investment
strategies, covering a range of asset classes.

Sustainability investing is integral to Robeco’s
overall strategy. We are convinced that integrating
environmental, social and governance (ESG)
factors results in better-informed investment
decisions. Further we believe that our engagement
with investee companies on financially material
sustainability issues will have a positive impact on
our investment results and on society.

More information can be found at:
https://www.robeco.com
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IMPORTANT INFORMATION

Robeco Institutional Asset Management B.V. (Robeco B.V.) has a license as manager of Undertakings for Collective Investment in Transferable Securities
(UCITS) and Alternative Investment Funds (AlFs) (“Fund(s)”) from The Netherlands Authority for the Financial Markets in Amsterdam. This document is solely
intended for professional investors, defined as investors qualifying as professional clients, who have requested to be treated as professional clients or who are
authorized to receive such information under any applicable laws. Robeco 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 contents of this document are based upon sources of information believed to be reliable
and comes without warranties of any kind. Any opinions, estimates or forecasts may be changed at any time without prior notice and readers are expected
to take that into consideration when deciding what weight to apply to the document’s contents. This document is intended to be provided to professional
investors only for the purpose of imparting market information as interpreted by Robeco. It has not been prepared by Robeco as investment advice or
investment research nor should it be interpreted as such and it does not constitute an investment recommendation 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 Robeco’s prior written permission. Investment involves risks. Before investing, please note the initial capital
is not guaranteed. This document is not directed to, nor intended for distribution to or use by any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, document, availability or use would be contrary to law or regulation or which would
subject Robeco B.V. or its affiliates to any registration or licensing requirement within such jurisdiction.

Additional Information for US investors

This document may be distributed in the US by Robeco Institutional Asset Management US, Inc. (“Robeco US”), an investment adviser registered with the US
Securities and Exchange Commission (SEC). Such registration should not be interpreted as an endorsement or approval of Robeco US by the SEC. Robeco
B.V. is considered “participating affiliated” and some of their employees are “associated persons” of Robeco US as per relevant SEC no-action guidance.
Employees identified as associated persons of Robeco US perform activities directly or indirectly related to the investment advisory services provided by
Robeco US. In those situation these individuals are deemed to be acting on behalf of Robeco US. SEC regulations are applicable only to clients, prospects and
investors of Robeco US. Robeco US is wholly owned subsidiary of ORIX Corporation Europe N.V. (“ORIX"), a Dutch Investment Management Firm located in
Rotterdam, the Netherlands. Robeco US is located at 230 Park Avenue, 33rd floor, New York, NY 10169.

Additional Information for investors with residence or seat in Canada
No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities described
herein, and any representation to the contrary is an offence. Robeco Institutional Asset Management B.V. is relying on the international dealer and

international adviser exemption in Quebec and has appointed McCarthy Tétrault LLP as its agent for service in Quebec.
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