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Rebalancing capital markets to support a long-term,

sustainable economy.

Business leaders have long struggled to weigh
immediate financial needs against objectives many
years into the future in order to succeed over the
long term.

In the wake of the global financial crisis, something
had to change in order to safeguard the future needs
of individual savers and their communities. In 2011,
then-McKinsey & Company Global Managing Partner
Dominic Barton wrote Capitalism for the Long Term,
a call for action to reform the system. This piece was
met with agreement from many other observers,

and as a result, Focusing Capital on the Long Term
(FCLT) was founded in 2013 as a joint initiative of
CPP Investments (led by Mark D. Wiseman) and
McKinsey & Company.

Focusing Capital on the Long Term produced a
number of seminal reports in the ensuing years.

The initiative’s message made it clear that those who
participate in the capital markets could improve the
system. In July 2016, CPP Investments and McKinsey
teamed with BlackRock, Dow, and Tata Sons to
found FCLTGlobal as an independent non-profit.

FCLTGlobal’s mission is to rebalance capital markets
to support a long-term, sustainable economy. We
are a non-profit organization supported by leading
companies and investors worldwide that develops
research and practical tools to drive long-term value
creation for companies, savers, and communities.
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Executive Summary

Investment organizations around the world face an
array of ever-changing external expectations. These
expectations go well beyond traditional notions of
achieving return targets or liability matching and can
create important responsibilities that are broader
than fiduciary duty or asset stewardship. Ripples of
Responsibility provides tools for understanding and
fulfilling these responsibilities. Together with our
members and others, we have piloted this
publication’s toolkit in workshops focused on six
different domains of responsibility: economic impact
at home and abroad, equity lending and stewardship,
impasses in corporate engagement, racial and
gender diversity of portfolio companies, climate and
environmental impact, and reputation management.

The way that investment organizations navigate
existing responsibilities and new expectations
that arise has a tremendous effect on their

long-term success.

When an investment organization fails to fulfill true
responsibilities, staff can become distracted from
their long-term focus, interrupting the organization’s
long-term investment strategy. Consequences also
can include turnover in leadership or responses

by legal or regulatory authorities that narrow

the discretion of leadership. Yet positive cases

of investment organizations meeting evolving
expectations abound: two examples are Future
Fund’s efforts to ensure that external managers
steward its reputation appropriately and the New
Zealand Super Fund’s participation in the national
response to social media firms live streaming the
Christchurch atrocity."?

Fundamentally, evolving expectations extend
beyond what returns investment organizations earn
to how they earn those returns.

Determining which expectations to accept as
responsibilities is based on the long-term purpose
of the organization, its constituents, and the trade-
offs that accepting a particular responsibility

would entail. Some—but not all—of these evolving
expectations become true responsibilities,

and investment organizations must make such
determinations on a case-by-case basis. Making
these judgments and managing responsibilities is a
complex challenge, not amenable to a checklist.

Investment culture often involves solving problems
and moving on, prioritizing numerical answers,

and observing rather than creating markets. It can
be tempting to try simplifying complex problems
like responsibility into checklists—trading rules,
exclusion flags, compliance reports. In truth, though,
ongoing interaction and feedback are central to
managing the complexity of investor responsibilities
with inherent trade-offs and judgments.

Still, the process for making these decisions can

be more standard. Keeping an inventory of existing
responsibilities and anticipating potential new

ones is part of the job for long-term investment
organizations. Long-term funds also must fulfill

their responsibilities reliably throughout their

often large and complex organizations and
communicate those responsibilities to a wide range
of audiences, including the general public. Ripples
of Responsibility provides a crisp way for investment
organizations to understand the sometimes-abstract
concepts of responsibility and offers a practical
toolkit to help identify existing responsibilities,
anticipate new ones, fulfill them, and communicate

accordingly.
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Ripples of Responsibility

Understanding Investor
Responsibilities

Expectations of long-term investors have expanded
well beyond usual notions of their core purpose to

include their broader impact on markets, society,
and the environment.?

The fact that investors have broader responsibilities
is clear. Defining those responsibilities is not.
Investors need a common way to identify, anticipate,
and communicate responsibilities before they can
aspire to fulfill them across their organizations.

One way to think about investor responsibility is to
compare it to a rippling pond. Expectations come
from constituents standing on the shoreline tossing
stones into the pond. The way that investors navigate
these “ripples” of responsibility has a tremendous
effect on their long-term success.

Long-term focus includes earning target returns
through responsible behavior that creates
opportunity. Neglecting responsibilities risks

Figure 1. Ripples in the Pond of Investor Responsibility

Long-Term
Financial Return

SHORT-TERM
FINANCIAL RETURN

being forced into survival mode, with staff becoming
distracted, strategy being interrupted, and leaders
turning over. Neglecting responsibilities also

could result in a response by legal or regulatory
authorities, limiting investment organizations’
decision-making ability.*

Responsible behavior by an investor is necessary
to focus on the long term. That behavior alone

is not sufficient—returns still have to be earned
and purposes fulfilled—but lack of clarity on
responsibilities will inevitably detract from an
investor’s long-term focus, jeopardizing the
organization’s license to operate.

Managing these responsibilities is a complex
challenge that is not amenable to a checklist.
Complexity is uncomfortable for many investors.
Investment culture often involves solving problems
and moving on, prioritizing numerical answers, and
observing rather than creating markets. It can be
tempting to try to simplify the complex problems that
responsibilities represent into checklists—trading
rules, exclusion flags, compliance reports. Or it can
be easy to dismiss a potential responsibility based

Health of Markets and
Economies Needed to Invest

Health of Society

and Planet
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to Operate
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on the source of the initial expectation. In contrast,
ongoing interaction and feedback are central to
managing the complexity of investor responsibilities
with its inherent trade-offs and judgments.

In this paper, our goal is to share research and
provide tools that enable investment organizations to:

- ldentify their core responsibilities,

« Determine how expectations become
responsibilities, and

« Consider the steps necessary for the fund to meet
those responsibilities.

CONSEQUENCES

The consequences of an investment organization
fulfilling—or not fulfilling—its responsibilities
ripple widely.

Ongoing, short-term financial return is the narrowest
consequence (as shown in Figure 1). Responsibility
ripples outward from there to the organization’s
long-term, cumulative return. Yet importantly, the
rippling extends well beyond the return that an
investment organization earns.

Institutional investors change their dimensions for
measuring performance when they accept a new

or evolved responsibility. The effect of accepting a
responsibility can be to limit the investable universe,
control externalities, require durability of performance
over certain time horizons, or any combination of
these standards.

Limiting the investable universe means narrowing the
opportunity set from which investment organizations
can build portfolios. The impact of such limits can
range widely from potentially helping to add value to
constraining investment staff tightly, and that impact
depends in part on whether the limit correlates in
some way with the patterns of investment returns.
Responsibilities may limit opportunities in a variety

of categories. Institutional investors may have to
concentrate in certain jurisdictions and/or avoid

INVESTOR RESPONSIBILITY FOR
RACIAL AND GENDER DIVERSITY
IN THE PORTFOLIO COMPANY

AN EXAMPLE

Racial and gender diversity in the portfolio
company is an evolving area of responsibility
for investment organizations and, on 17
February 2021, FCLTGlobal hosted a small
workshop for investor Members to explore and
address the implications for them. A major topic
of discussion about diversity in the portfolio
company is the importance of data that meets
investors’ standards. One asset manager
shared how, in that firm, data are helpful but
not always necessary: “We need to agree more
on disclosure... But in the meantime, investors
can ask qualitative questions, drive disclosure
efforts, and throw a big fishing net on the data
you can get.”

others, favoring a home economy or accepting
broader prohibitions in an investable economy.
Similarly, the organization may voluntarily restrict
activity in particular capital markets, as investors
often do when they choose not to lend securities in
significant names or at significant times. Institutional
investors also commonly limit their universes with
investment policies in industries like coal, tobacco,
or armaments.

Long-term investors recognize the externalities of
their portfolio companies as well. The implication

of an “externality”—a cost created by one business
but borne by others—is that the business and its
investors can shirk the cost. Many investment
institutions increasingly feel that they have
responsibilities not to shirk costs that they help to
create, such as climate and environmental impacts.®
Investment organizations’ tax strategies are coming
under similar scrutiny, as is their role in the inequities
of marginalized racial and ethnic communities, and
many other issues.®78?°
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Delivering sustained—rather than fleeting—
performance can be a responsibility, but many
strategies that maximize value today do so at the
expense of cumulative performance over time, like
allocating to short-term activists who generate
return by pulling earnings forward. Indeed, fulfilling
the organization’s purpose may mean living through
the discomfort of markets to deliver long-term

performance. Marcus Frampton, Chief Investment
Officer of Alaska Permanent Fund Corporation,
noted this point in the context of market volatility
resulting from the COVID-19 pandemic. “I think
everyone didn’t sail through March [2020] that well,”
he observed, “but these tests are the ones that show
whether you're being financially responsible with
your portfolio.”°

INVESTORS’ RECENT, REAL-WORLD CASES OF RESPONSIBILITY

» Future Fund is Australia’s sovereign wealth fund,
and its government sponsor has given it an
investment mandate that “requires the Board to
act in a way that... is unlikely to cause a diminution
of the Australian Government’s reputation in
financial markets.”" Staff anticipated and acted
on the fact that its reputation rests, in part, on
the reputation of its asset managers. They began
a dialogue with external asset managers on
that basis, documented learnings from those
interactions in a formal way, and established
a guide for their ongoing conversations about
stewarding the fund’s reputation.”

« New Zealand Super Fund is a sovereign wealth
fund with all of the responsibilities implied
by sovereignty. It launched its social media
collaborative engagement “after the 2019
Christchurch terrorist attack,” in an effort “to lead
a global investment collaboration to engage with
the world’s three leading social media companies:
Facebook, Alphabet (YouTube) and Twitter.
The objective of the engagement is for these
social media companies to strengthen controls
to prevent the live streaming and distribution of
objectionable content.”®

« Japan’s Government Pension Investment Fund
(GPIF) put a spotlight on the issue of responsibility

with its December 2019 decision to suspend equity

lending. It based that decision on concern that
the practice is “inconsistent with the fulfillment of

stewardship responsibilities of a long-term investor,”

notwithstanding the US$346 million in revenue
generated over three years by share lending,
through 2018. GPIF continued: “Moreover, the
current stock lending scheme lacks transparency
in terms of who is the ultimate borrower and for
what purpose they are borrowing the stock.”™ Hiro
Mizuno, Chief Investment Officer of GPIF at the
time of this decision, detailed part of this concern
at a 2020 seminar co-hosted by FCLTGlobal and
the Pacific Pension Institute: “Sometimes the
engagement manager knocks on the door of the
CEO the day after they sold everything.””®

- State Street Corporation, one of the world’s
largest servicers and managers of institutional
investments, also feels responsibility related to
equity lending and stewardship. In a summary
of a published interview with Marty Tell, State
Street’s Global Head of Securities Finance,
Patricia Hudson, State Street’s Global Head
of ESG Strategy, concluded that “the key for
responsible investors is to weigh carefully the
costs and benefits of lending versus retaining
shares and to acknowledge the important market
structure role equity lending plays in promoting
liquidity and price discovery. They also must be
transparent with their security lending agent on
their preferences and priorities and have a clear
governance process in place.”'®

« The COVID-19 pandemic challenged many
institutional investors that allocate to physical
infrastructure. Keeping critical infrastructure active
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during this time compromised return because
of plummeting demand—yet it also revealed
new ways in which some institutional investors
can fulfill their purposes. Bryan Lewis, Chief
Investment Officer at US Steel, has observed
that “we can focus more on real assets, more on
commodities, more on diversified opportunities

that I think are a lot more tangible, that also have a

greater connectivity to the broader economy.””

« APG and PGGM are Dutch pension investors.
APG has the “ambition to achieve attractive and
sustainable investment returns for our customers,
in a responsible way. So that we can always ensure
a good and affordable pension. For current and

DEFINING EXPECTATIONS

AND RESPONSIBILITIES

Many important responsibilities for investment
organizations are not new or evolving; they already
are formalized in law, regulation, or contract. These
legal, regulatory, and contractual responsibilities are
out of scope for this research because investment

organizations generally do not have discretion relative

to these issues. Please refer to FCLTGlobal’s prior
research and publications on the topics of fiduciary
duty, mandate contracts, and asset stewardship.?*2*

 Fiduciary duty defines the legal obligation that an
asset owner has to its sponsors and savers and
that an asset manager has to its clients.

- Mandates usually detail the contractual
responsibilities that an asset manager accepts as
part of an investment agreement with an asset
owner. In some parts of the world, “mandates”
also include the requirements that sponsors set
for asset owners.

« Stewardship encompasses the responsibilities of
investment organizations, both asset owners and
managers, to companies in their portfolios. One
example is requiring funds to cast the proxy votes
to which their shareholding entitles them.

future generations.””® PGGM shares very similar
values, indicating that “we primarily exist to serve
the health and welfare sector... we support the
financial future of people working in this sector and
we contribute towards a healthy and vital sector.”™
These and other Dutch pension funds learned

from a 2007 televised investigative report that they
held stock in companies which also manufactured
components of landmines and cluster munitions.2°
Both accepted responsibility, acknowledging Dutch
expectations, and began divesting the positions
within a month.?' This encounter is now a common
case study in the Netherlands.?

Throughout this work, we center our analysis of new
and evolving circumstances on the terms purpose,
expectations, responsibilities, and constituents, and
we define those terms as follows:

« Purpose is the reason that an investment
organization exists. Return objectives are not an
organization’s purpose. Purpose is the outcome
that meeting return objectives enables.

- Expectations are the broadest possible set of
behaviors or outcomes for which others will try
to hold an investment organization accountable.

» Responsibilities are those expectations for
which an investment organization actually has
accepted accountability.

- Constituents are the people and organizations
outside of the institutional investor’s executive
management structure who may be able to hold
it accountable for fulfilling its purpose.

Investment organizations now usually have the
opportunity to judge which expectations translate to
responsibilities for them. Yet advocacy movements
are working to reset the standards to which
investment organizations are held. B Lab and
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The Shareholder Commons argued in a September
2020 report, for instance, that “laws and regulations
must be changed to require business and financial
institutions to look beyond their own financial returns
and take responsibility for the impact they have on
the social and ecological systems on which a more
just, inclusive, equitable, and prosperous economic
system depends.”?® As Martin Lipton and Sabastian
Niles also pointed out in a Wachtell, Lipton, Rosen &
Katz memo, “corporations and institutional investors
have in their own hands whether they are going to
be subject to the type of legislation and regulation
proposed by [these advocates].”*® These authors
and others further emphasize this choice between
leading and being led in A New Paradigm.

Indeed, the wheels have already been set in
motion, with a variety of requlatory reforms

being actively considered across jurisdictions...
Any regulatory mandates and restrictions imposed
on institutional investors and corporations to
address the problems of short-termism may

well include heavy-handed, overly broad or

costly mandates that do not afford investors and
corporations flexibility in tailoring solutions that
will best promote a long-term perspective. Private
ordering... by corporations and investors who best
know their respective concerns and needs is more
likely to result in effective and balanced solutions
than government intervention.?”

HOW EXPECTATIONS

BECOME RESPONSIBILITIES

A new or evolving responsibility for an investment
organization begins as an expectation for how

that organization will behave. The most important
distinction between an “expectation” and a
“responsibility” is whether actual accountability

has been accepted. Investment organizations

are not accountable just because someone expects
something of them, but they become accountable
when that expectation translates into a responsibility.

Investment organizations face choices about
whether to drive, accept, decline, or defer
expectations as responsibilities.

INVESTOR RESPONSIBILITY FOR
ECONOMIC IMPACT AT HOME
AND ABROAD

AN EXAMPLE

Economic impact at home and abroad

is an evolving area of responsibility for
investment organizations and, on 22 July
2020, FCLTGIlobal hosted a small workshop
for investor Members to explore and address
the implications for them. One asset owner
that has accepted this responsibility in
specific contexts abroad finds that trust is a
prerequisite. “When it comes to trust, there

is a constant need to tend the garden.” Even
in an organization that is generally trusted,
“trust must be maintained and reintegrated
as regulators and governments change over
time.” Such trust can be maintained based on
“how you behave toward your community and
examples of what you do in your own country.”

« Driving a new or evolved responsibility involves
active leadership. Caisse de dép6t et placement
du Québec has taken this position, including
with regard to climate-change mitigation. For
example, then-CEO Michael Sabia commented at
the creation of the Net-Zero Asset Owner Alliance
that “there are so many opportunities to earn
commercial returns by investing in low-carbon
solutions and to work with portfolio companies
to decarbonize.”®® This is the essence of “driving”
a responsibility—finding investment opportunity
by creating the responsibility.

« Accepting a responsibility means that the
organization recognizes the expectation and
shoulders accountability for fulfilling it. Participating
in the process of corporate democracy is a recent
example. Various parties have the expectation that
investment organizations will vote the ballots that
come with their shares, and many investors have
agreed with that stance, even to the point

Ripples of Responsibility: How Long-Term Investors Navigate Uncertainty With Purpose | 9



of defending that responsibility publicly when the
US Department of Labor challenged it in 2020.2°

« Declining responsibility happens when an
investment organization determines than an
expectation is ungrounded or irrelevant and
chooses not to assume accountability for it. One
example is market liquidity. The assertion that
investment organizations have responsibility for
liquid markets is common, but it is an expectation
for which many have declined responsibility.
“We’re a provider of liquidity in various ways
because we’re countercyclical,” remarked
Marlene Puffer, President and CEO of CN
Investment Division, at a 2020 seminar co-hosted
by FCLTGlobal and the Pacific Pension Institute.
“We may not think we have a responsibility to
provide liquidity, but we do provide it.”3°

« Deferring responsibility reflects an agreement in
principle with the root expectation but also the
need for certain conditions to be met before taking
responsibility. For instance, an asset owner may
accept responsibility for disfavoring a particular
economy or sector, fulfill that responsibility in
its actively managed portfolio, but defer the
responsibility specifically within its externally-
managed indexed portfolio unless or until it takes
control of managing that money internally.

Determining which expectations to drive or accept
as responsibilities, rather than defer or decline, is
based on the long-term purpose of the investment
organization, its constituents, and the trade-offs that
accepting such a responsibility would entail.

Purpose is the reason that an investment
organization exists and why it delivers performance.
Translating the broad, aspirational, qualitative
language that commonly frames a purpose into
practical instructions for investors can be difficult,
and some short-cuts have become common.
Specifically, many investment professionals consider
their purpose to be maximizing financial value within
the boundaries of law, regulation, and contract, and
they expect that executive management and board

trustees will put that money to work from there to
fulfill the organization’s higher-order purpose.

General examples of investment organizations’
purposes include providing for the well-being of
retirees, preparing scholarship students to participate
in the workforce and society, defending a currency,
contributing to the economic development of a
country, insuring the essential assets of people
and companies, providing broad access to markets
for those who would not otherwise have it, and
pairing individuals’ and institutions’ savings with
businesses that can innovate and grow. These are
the approximate purposes of a pension fund, a
university endowment, a central bank’s investment
arm, a sovereign wealth fund, an insurer, and

asset managers, respectively. Recognition of an
organization’s purpose serves as a reminder that how
financial performance is delivered can matter just as
much as the performance itself. For instance, selling
a local company in the private-equity portfolio to an
international conglomerate may not be purposeful
for a sovereign development fund, even if the return
on investment is strong. The same may be true for

a pension fund investing in a company with a heavy
pollution footprint in the community.

Constituents are the people and organizations
outside of the institutional investor’s structure who
may be able to hold it accountable for fulfilling its
purpose (as shown in Figure 2). Which constituent
has raised an expectation and the avenue through
which it is attempting influence can increase
pressure, as can collaboration among constituents.

Some constituents are those that supervise
institutional investors:

« Sponsors such as a university for an endowment
or a corporate parent for a defined-benefit pension
are the ultimate decision makers. They exert direct
and decisive influence for asset owners because
they have the power to dictate the terms of bylaws
and contracts, as well as to make personnel
choices. In the most consequential cases, a sponsor
can change the purpose of a fund to conform to the
sponsor’s own expectations.

10 | Ripples of Responsibility: How Long-Term Investors Navigate Uncertainty With Purpose



« Savers entrust sponsors to invest for their benefit
and, in the aggregate, can influence the sponsors
in ways similar to those in which the sponsor

can influence the asset owner. Collective-action
challenges make it difficult for savers to act in the
aggregate, so their influence can be less direct or
even disjointed when they do not act collectively
for an expectation to become a responsibility.

Governments often are the saver in and the
sponsor of an investment organization, including
in the case of public pensions, central banks,
and sovereign wealth and development funds,
and they can act directly and decisively in those
capacities. Governments also make legislation
and regulations that apply to investors broadly,
in which cases investors may have some room
for interpretation and discretion about how an
expectation translates to a responsibility.

- Asset owners are investment organizations with
their own responsibilities and also constituents
that, in their capacity as clients, shape the
responsibilities of other investment organizations,
especially asset managers. Specifically, they
often are the “term makers” for contracts, and
they choose which management firms to hire

and fire. Future Fund addressed this relationship
in an internal 2018 report: “The workings of the
investment value chain, the relationships and
interdependencies that exist, are increasingly
exposed to public view and scrutiny. Expectations
of who should be held accountable are changing.
Those in the investment chain can no longer be

Figure 2. Constituents of Investment Organizations

Supervisory

Sponsors

Savers

Supporting

Asset Managers

confident that issues that arise elsewhere in the
chain will not touch them.”®' Asset owners also
can be contract “term takers” when they invest

in commingled funds, whether in the public or
private markets, but this investment choice is itself
an expression of responsibility. Allocating in this
way does not alter responsibilities that belong to
the institution.

Constituents that support institutional and retail
savers also are important.

- Asset managers are institutional investors who

support asset owners and individual savers

(the latter also known as retail investors). Many
asset owners access the markets through asset
managers, either totally or in part, and most

retail investors save through mutual funds that
asset managers offer. Asset managers choose

the investment strategies that they will provide,
including how and with whom they will invest. In the
context of owner relationships, they have the option
of whether or not to accept a particular client,

and they may choose not to do so for reasons
ranging from capacity to concern about an owner’s
alignment with their investment beliefs, strategies,
or processes. In the context of retail relationships,
the mutual fund or UCITS (Undertakings for the
Collective Investment in Transferable Securities)
board has an owner-like role and all of the
responsibilities associated with it.

Capital market intermediaries are institutional
investors’ interface with companies, which for the

purpose of navigating responsibilities includes
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exchanges as well as investment banks and index
providers. All get to choose their offerings, and
many have chosen in recent years to tailor their
business based on their views of responsibility,
ranging from diversity to the impact of share-class
structures on corporate democracy.32:33:34

Companies have expectations for how their
investors will behave—for instance, that their
investors will exercise the rights given to them in
the system of corporate democracy. Their ability
to influence institutional investors with these
expectations may be indirect, through other actors
such as government and media.

Workforce in this context is the people who work
for asset owners, asset managers, and companies.
It is only through these people that organizations
take action and create value. Many workers can
choose the activities in which they are willing or
unwilling to take part, and they can pressure their
organizations to enshrine their expectations as
responsibilities.35-36:37

Other types of institutions do not have direct control
but amplify the effect of others, either purposefully
or incidentally.

« Peer institutions lend legitimacy and momentum
to expectations when they accept them as new or
evolved responsibilities. This effect may or may
not be intentional. When it is intentional, these
institutions can directly encourage their peers to
join them in the effort. For instance, Generation
Investment Management has committed to
working “with others to achieve five societal
objectives by 2025,” including “commitments

by all asset managers, asset owners, insurance
companies and banks to a 2050 or sooner

net zero target with robust portfolio alignment
reporting.”*® Even when they do not have a goal of
influencing others, the constituent that raised an
expectation can learn from the circumstances that
led to success with a particular institution and seek
out peer institutions in similar circumstances in an
attempt to repeat that success.

« Media chooses which stories are told at a
broadcast scale, and this often determines which
issues get attention from all other constituents.
Fact-based journalists do not advocate for their
own expectations of institutional investors, but
the issues that they choose to cover, or not, shape
the expectations of other institutions. This is a
very influential role, even though it is indirect, and
expectations often emerge or evolve in response
to media reporting or “headline risk.”

« Society includes the customers of business and
the community in which the business operates.
Expectations may be strongest and most durable
when society expresses them in an organized
fashion, which can include divestment campaigns
against institutional investors, boycott campaigns
against companies, and a suite of pressure
campaigns on government ranging from social
media to lobbying and all the way to civil unrest.*®

Trade-offs are inherent in determining which
responsibilities to accept. Institutional investors
face a very complex challenge in choosing which
expectations to drive or accept as responsibilities
and which to defer or decline. Judgment is inherent,
decisions can change, and no formula can provide

a “correct” answer.

In addition to the complexity of a single
expectation, investors grapple with multiple existing
responsibilities at the same time, so optimization

for any one responsibility is impossible and
trade-offs are constantly necessary, despite

being uncomfortable and delicate.

The guiding question for investors is whether
accepting an expectation as a responsibility, and
making trade-offs accordingly, would result in the
organization being more able to fulfill its purpose.
If so, making the trade-offs and accepting the
responsibility is the best course of action; if not,
deferring or declining the responsibility is better.
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INVESTOR RESPONSIBILITY FOR CLIMATE
AND ENVIRONMENTAL IMPACT

AN EXAMPLE

Climate and environmental impact are

evolving areas of responsibility for investment
organizations and, on 22 April 2021,
FCLTGlobal hosted a small workshop for
investor Members to explore and address the
implications for them. “We felt collectively that
we will be called upon to” make a net-zero
2050 commitment, shared one asset owner,
and “we wanted to ensure that the plan was
well prepared and well positioned. There was
a lot of uncertainty, and it was significant for us
to get into this commitment without having all
the answers.” Fulfilling this responsibility, now
that it has been accepted, is the core challenge
facing investment organizations in this position.

Five Steps for Investors
to Operationalize
Their Responsibilities

We learned in the course of numerous case

studies with FCLTGlobal Members that long-term
investment organizations take at least five steps,
after reconfirming their purpose, to operationalize

their responsibilities.

5 Steps

anll TAKING INVENTORY OF
CURRENT RESPONSIBILITIES

S 7l ANTICIPATING EMERGING
: EXPECTATIONS

PROCESSING EMERGING
EXPECTATIONS

FULFILLING NEW
RESPONSIBILITIES

COMMUNICATING ABOUT
RESPONSIBILITIES

[igg

Long-term investment organizations take these steps
sequentially in some circumstances but, in others,
they will revisit prior steps based on learnings along
the way, jump to subsequent steps when change
happens so fast as to require it, or otherwise act

out of sequence. Importantly, long-term investment
organizations take these steps deliberately.

Reconfirming the organization’s purpose is the
foundation of this process. Every subsequent
decision will refer to this purpose. Giving attention
to purpose and affirming it will establish purpose as
the frame of reference for all involved.

“Framing” the minds of decision makers in this way
will affect their behavior, namely which external
expectations they accept and which they decline
as responsibilities later in this process.

The default frame of mind for making these
decisions easily can be the routine work of
investment decision makers: beating a particular
benchmark, achieving a certain type of exposure,
or controlling the profile of risk. Yet these are
instruments for accomplishing the organization’s
purpose, not the purpose itself. The act of
remembering and writing down the organization’s
purpose will reframe minds so that decisions about
responsibility are made on those terms. In their
groundbreaking 1981 research, Amos Tversky

and Daniel Kahneman explained this behavioral
framing effect in the context of mythical Ulysses
being bound to the ship mast to avoid the
Siren-song coming from the dangerous rocks.

That explanation translates in this context also—
pre-committing to purpose can keep an investment
organization from making decisions about external
expectations that are expedient in the short term
but irresponsible in the long term. Tversky and
Kahneman concluded in more scientific terms that
“one may discover that the relative attractiveness
of options varies when the same decision problem
is framed in different ways. Such a discovery will
normally lead the decision maker to reconsider the
original preferences, even when there is no simple
way to resolve the inconsistency. The susceptibility
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to perspective effects is of special concern in the
domain of decision-making because of the absence
of objective standards.”?

1. Taking inventory of current responsibilities also

is important for establishing a frame of reference.
Every organization, except for those just created,

will have existing responsibilities and will have to
make future decisions about responsibility in this
context. In contrast, organizations do not have the
luxury of making decisions in isolation because the
commitments and resources required to fulfill existing
responsibilities will affect which new and evolving
expectations that an investment organization can
accept. Long-term investment organizations note

the constituents and trade-offs associated with each
responsibility in their inventory because accepting a
new responsibility can alter those previous decisions.
Knowing which constituents might be encouraged

or upset by new responsibilities or trade-offs is
important groundwork for the decision-making
process. Investment organizations consider the
comprehensive set of trade-offs they have accepted,
in addition to the individual trade-offs as they arise.

Institutional investors can benefit from keeping this
inventory very clear and succinct so that they can
use it in board, client, and public communications
(see worksheet on page 24).

2. Anticipating emerging expectations is an ongoing
activity for long-term investment organizations
because the investment organization does not
choose when new expectations will arise. Investment
organizations can be proactive by originating new
responsibilities for themselves but will also need to
respond to constituents’ expectations.

Anticipating expectations as early as possible
permits long-term investment organizations to
prepare to drive, accept, defer, or decline them as
responsibilities. Understanding the position and
pressures of constituents may allow anticipation of
expectations. The intention is to think ahead and
consider their perspectives in order to anticipate
how their expectations might change. Having

strong relationships with constituents and seeing
their emerging expectations allows an investment
organization to shape those expectations and adapt
to changing expectations. Yet the inverse also is true
and raises the stakes of the relationship: disorganized
or distracted interactions can undermine trust and
lead to expectations becoming more confrontational.

Part of anticipating these expectations is knowing
the boundaries of trade-offs that the investment
organization could accept. This clear boundary-
setting process can help investment organizations
narrow the scope of their work. Expectations that
come with trade-offs beyond the boundaries that an
investment organization could, or would, accept can
be declined more easily.

As with the inventory of existing responsibilities,
investors can benefit from keeping this list of
anticipated expectations very clear and succinct

so that they can use it in board packages or other
communications (see worksheet on page 25). Unlike
inventorying existing responsibilities, however,
anticipating expectations is much more complex
and dynamic than just list-making. The goal is to
elicit the critical thinking needed to anticipate new
expectations, not simply to make a list.

3. Processing emerging expectations comes

after anticipating them, once they have arrived for
decision by the investment organization. A sequence
of four key gating questions can help an investor
determine whether an expectation conveys a
responsibility:

« Would accepting this expectation as a
responsibility advance our purpose?

- Is this expectation relevant to our organization?

« Is it possible for our organization to meet
this expectation?

« Does our organization have capacity to meet
this expectation?

We present these questions as a process on page 26.
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The mechanics of this process are important.
Decisions to drive or accept a responsibility are clear
when the answers to all of these questions are “yes,”
and decisions to defer or decline expectations are
clear when the answer to any of these questions

is “no.” Clear and conclusive answers may be less
common; partial answers, like “perhaps,” may be
more common. Long-term investment organizations
will accept trade-offs that result in the organization
being more purpose-oriented overall and decline
those that do not.

INVESTOR RESPONSIBILITY AT IMPASSES
IN CORPORATE ENGAGEMENTS

AN EXAMPLE

Decisions about whether, or how, to maintain
holdings in issuers that are unresponsive to
engagement provide real-world evidence about
investors’ responsibilities. On 7 December
2020, FCLTGIlobal hosted a small workshop for
investor Members to explore and address the
implications for them. The asset management
company Schroders spoke of its responsibility
to exhaust “all engagement options before
determining that dialogue with a company is at
an impasse” and said that it uses divestment as
a last resort. After the workshop, FCLTGlobal
and Schroders published an article detailing
Schroders’ approach to navigating impasses in
corporate engagement.*!

Distinguishing the criteria of being “purposeful”

and “relevant,” expressed in the first two of

these questions, is important. It is possible for an
expectation to advance an organization’s purpose
but not be relevant to it. Consider, for instance,

a hypothetical public pension plan for educators
with the purpose of supporting the education
sector and contributing to its vitality. An expectation
may arise for the organization to favor education
technology ventures. That expectation is potentially
aligned with the organization’s purpose but not

relevant: allocating to ventures irrespective of their
expected return is a form of grant-making, not
pension finance, and therefore not relevant to

a pension investment organization.

Investment organizations finish this part of the
process by making their decision to drive, accept,
defer, or decline a new or evolved responsibility.

4. Fulfilling a new responsibility is an obligation
after an investment organization has decided to
drive or accept it. This requires collective effort
across the institution, including not only the
investors but also the legal, communications,
compliance, human resources, executive, and

governance functions.

Fulfilling responsibility in a standard manner is difficult
because investment organizations are so large and
complex. Investors have emphasized to FCLTGlobal
that the task of operationalizing new or evolved
responsibilities is entirely different from determining
that they exist and that consistency is potentially the
most challenging part of operationalizing investor
responsibilities. One investor observed that fulfilling
these responsibilities is not something it can do

just by exhorting and encouraging individuals. The
institution must organize to fulfill them. “But how?,”
the investor asked. Another described the internal
struggle to find a common language around this issue
and remarked, “There are some who are less involved
in this work who view this responsibility as impact
investing and impact investing as charity.”

Views like these reveal a delicate management task.
Many staff, including investors, may be burdened by
trade-offs but not in a position to see firsthand the
responsibility that requires them. Internal frustration,
disagreement, and disorganization are clear risks.
Indeed, investors can see the change for what it is—
a reframing of their work so that “maximizing value”
goes beyond the narrowest letter of law, regulation,
or contract. Long-term investment organizations
reward staff across the institution for helping to fulfill
the organizations’ responsibilities and hold staff
accountable if they do not.
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Figure 3. Questions to Fulfill Investor Responsibilities

7
How do we
adjust when we
are surprised by the
outcomes of our strategy,
risk management,
and individual
accountability?

Over what time
horizon will we evaluate
our fulfillment of this
responsibility?

How will we judge our
overall success in fulfilling
this responsibility?

What degree of
responsibility do we
have in this case?

How do we address
this responsibility in
our overall investment
strategy?

How do we integrate
this responsibility into
our staff metrics?

What risk management
ramifications do we
expect from actions to
fulfill this responsibility?

Responsibilities are not implemented by fiat, however.
Frontline staff in various functions may have the

best view of trade-offs created by accepting a

new responsibility. Long-term investors grapple
honestly with those trade-offs so that staff can

fulfill a responsibility. No amount of structuring and
institutionalizing will operationalize a responsibility

if staff are given incompatible goals.

Long-term investment organizations consider
relationships, strategy, staffing, risk management,
success metrics, and time horizon in fulfilling their
responsibilities. Asking and answering a series

of questions can help an investment organization

determine whether it is fulfilling a new responsibility
(see conversation guide on page 27).

1. Degree of responsibility: Accepting
responsibility does not necessarily mean
accepting it alone. Rather, the first step of
fulfillment is knowing which other organizations,
if any, share the responsibility. An investment
organization’s responsibility may be sole,
primary, or secondary. Knowing this extent of
responsibility and which other organizations are
involved will influence subsequent decisions
about fulfillment.
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Overall investment strategy: Adjusting
investment strategy is perhaps the most
obvious way that investment organizations

can implement decisions about responsibility.
These organizations do not exist for the purpose
of earning some particular return, but investing
is their instrument for accomplishing their
purpose. They exercise influence and respond
to influence through the ways that they invest.

Staff metrics: People implement strategies.
Provided that the organization has hired the
right people given its responsibilities, those
people will behave accordingly so long as the
organization is consistent in its focus, rather
than saying it wants one thing and signaling
elsewhere, in processes such as remuneration
calculations or expansions of internal mandates,
that it wants another.

Risk management: Just as staff metrics can buttress
or erode people’s focus, the risk parameters placed
on an investment strategy can do the same for

the organization itself. Accepting a responsibility
amounts to changing how the organization will
invest, usually without changing expectations of
performance, and that means taking different risks.
A strategy can work only if the parameters around
it allow the organization to take on new risks, such
as those associated with limiting the investable
universe, booking externalities, and/or extending
the required durability of performance over certain
time horizons.

Judging overall success: Rigorous processes

tied to effective outcomes are necessary for

an investment organization to credibly fulfill its
responsibilities. An investment organization

may have processes—strategy, metrics, risk
management—for fulfilling responsibilities that
are rigorous but ineffective. It is also possible

to get lucky by being effective despite weak
processes. Long-term investment organizations
need methods to assure both the integrity of their
processes and the effectiveness of their outcomes.

6. Time horizon: Most responsibilities are continuous.
Having a responsibility will come with a time
frame for continuing to fulfill it. This process of
operationalizing—including anticipating change—
is routine for a long-term investor.

7. Making adjustments: Institutional investors
can expect rigorous processes for fulfilling a
responsibility to occasionally be ineffective as
new information arises or conditions change.
Long-term investors behave responsibly not
by committing permanently to their decisions
but instead by adjusting and looping their new
knowledge back into their decisions.

Figure 4. Chart for Investment Trustees and
Executives to Communicate Responsibilities

Governing Board
Directors

Chief Executive
Officer (CEO)

Chief Investment
Officer (CIO)

Corporate
Communications

Portfolio Managers

Society

5. Communicating about responsibilities will be

a component of fulfilling them for many long-term
investment organizations because they will

often need help from external collaborators and
because the constituents that originated particular
responsibilities will want verification. Consistency

is necessary in this task too. Being consistent
means having an answer to the question, “Who
communicates our responsibilities, to whom do they
communicate, and in what ways?” It also means that
everyone involved in this communication shares an
understanding of the division of labor. A chart that
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Figure 5. Comparison of communication methods: “Telling” vs “Showing”

Examples of “Telling” Examples of “Showing”

1. Proactive and general declaration (e.g., annual report, 1. Specific and structured interactions in
press release, constituent letter) relevant circumstances
2. Reactive and open responses to questions 2. Scenario exercises
3. Specific statements in relevant circumstances 3. Firsthand experience (e.g., open meetings,
engagement dialogues)

integrates and visually depicts these roles can
assist with that shared understanding efficiently
(see charting tool on page 28).

« By whom: Long-term investment organizations
will have the right leaders ready to communicate
about responsibilities relevant to their role.
Organizations listen to their leaders, and
investment organizations reliably fulfill their
responsibilities only when their leaders
communicate about these responsibilities
consistently. Staff and other stakeholders may
need or expect certain messages to come from
certain leaders—and perhaps not from others.
The messenger can matter as much as the
message, so long-term investment organizations
pick the right messenger based on the
responsibility that is being communicated.

« To whom: Investment organizations often cannot
fulfill a responsibility alone. Fulfillment depends to
some extent on behavior by sponsors or clients
on one side of an investment decision and by the
portfolio companies on the other—as well as on
the behavior of other organizations that may share
the responsibility. Additionally, the constituents
whose influence led to a new responsibility may

reasonably expect verification before they consider
the responsibility fulfilled. Communicating new or
evolved responsibilities to others is part of fulfilling
them in these cases (see template statements

on pages 29 - 31). Indeed, communication about
responsibilities can be part of mandate contracts,
along with other long-term provisions.*?

Ways of communicating: How we communicate
affects how others act, and there is a clear
distinction between “telling” and “showing” (as
shown in Figure 5). Broadly telling others about new
responsibilities likely is sufficient when no action

is required other than being informed, and it may
also be sufficient for setting absolute and simple
rules. Many institutional investors also will have
responsibilities that can be met only in collaboration
with others, like portfolio companies, third-party
advisers, and—in the case of asset owners—the
external managers that they hire. Collaborating
consistently over time may involve showing

these third parties the contours of responsibilities
using methods such as structured interactions,
scenario exercises, or even firsthand experience
(e.g., attending client trustee meetings, regulatory
hearings, or constituent engagement meetings).

18 | Ripples of Responsibility: How Long-Term Investors Navigate Uncertainty With Purpose



Conclusion

Anticipating, fulfilling, and communicating
responsibilities is a necessary long-term behavior
for investment organizations because it preserves
their strategic focus. Otherwise, organizations risk
disruptive decisions by their constituents. Focusing
on the long term is possible only if the organization
can focus at all, rather than reacting to disruption
or, in a worst-case-scenario, losing its license

to operate.

INVESTOR RESPONSIBILITY FOR EQUITY
LENDING AND STEWARDSHIP

AN EXAMPLE

Equity lending and stewardship are

evolving areas of responsibility for investment
organizations and, on 20 August 2020,
FCLTGIlobal hosted a small workshop for
investor Members to explore and address

the implications for them. The discussion
made it clear that experiences of institutional
investors with equity lending vary widely in
terms of both why investment organizations
choose to lend or not and how they do so. The
result is that perspectives on responsibility
range from abstaining altogether to viewing
lending as a necessary tool. For example, one
asset owner said, “We don’t lend domestic
shares” because "having shares out would
[be a] detriment" to engaging with these
high-priority companies.

There are numerous examples of new and evolving
responsibilities, including addressing social issues,
environmental challenges, geopolitical concerns,
or development needs. Such challenges illustrate
the changing landscape of investor responsibilities,
including the consequences on long-term focus.

Behaving responsibly is an intensely complex and
ongoing challenge in practice. Feedback loops

and interactions make the work perpetual, the

most consequential decisions hinge on judgment
rather than formula, and the circumstances that
justify decisions will shift. Long-term investment
organizations use processes and management
practices to maintain their responsibilities as a result.

Ripples of Responsibility assists long-term
investment organizations in two ways. The first is
by developing an understanding of the concept of
responsibilities for investment organizations. The
second is by providing a toolkit for navigating these
circumstances, including tools for anticipating,
fulfilling, and communicating responsibilities.

Expectations of long-term investment organizations
expand well beyond common notions of their
purpose to include their broader impact on markets,
society, and the environment. Determining which
expectations to accept as responsibilities is based
on the long-term purpose of the organizations,

its constituents, and the trade-offs that accepting
such responsibilities would entail. As investment
organizations consider the ripples on the pond that
the stones of expectations can cause, we hope that
this research and toolkit help them navigate to long-
term opportunity.
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Tools for Investors to Operationalize
Their Responsibilities

Tools can help investors manage the challenge of understanding their existing and
evolving responsibilities in a reliable way and, in turn, help maintain their focus
on the long term by reducing the risk of distraction, strategic interruption, and

leadership turnover. Our toolkit organizes this process into five steps, while using
purpose as a long-term frame of reference.

5 Steps

TAKING INVENTORY OF
CURRENT RESPONSIBILITIES

V|

o0l

%ﬂ ANTICIPATING EMERGING
EXPECTATIONS

[
PROCESSING EMERGING
EXPECTATIONS

{OF  FULFILLING NEW
=1 RESPONSIBILITIES

==| COMMUNICATING ABOUT
q RESPONSIBILITIES
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Worksheet to Inventory Responsibilities

Investment organizations process responsibilities in the context of those that exist already. The “inventory
worksheet” allows investors to view all of their current responsibilities, as well as important details about them,
in one place. We present this worksheet alongside the other ("Anticipate") because purpose is the long-term
frame of reference for both.

INVENTORY WORKSHEET

Purpose of the Fund:

E

EXISTING RESPONSIBILITIES CONSTITUENTS TRADE-OFFS
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Worksheet to Anticipate Responsibilities

Investment organizations anticipate expectations that may become responsibilities for them through the lens
of their relationships with the constituents that influence them. This worksheet allows investors to view all of
the specific constituents that influence them, as well as ways that they are changing and parameters on the
relationship, in one place. We present this worksheet alongside the other ("Inventory") because purpose is the

long-term frame of reference for both.

ANTICIPATION WORKSHEET

Purpose of the Fund:

=0
—
X =

CONSTITUENTS PRESSURES ON EMERGING TRADE-OFF
CONSTITUENTS EXPECTATIONS OF US BOUNDARIES

Ripples of Responsibility: How Long-Term Investors Navigate Uncertainty With Purpose | 25



Process for Determining Expectations to Accept as
Internal Responsibilities

A wide array of external constituents can hold expectations of an investment organization, and investors require a
process to determine which of those expectations to accept as responsibilities. FCLTGlobal has created a process to
guide executive teams in their processing of expectations. External expectations connote an internal responsibility
if the investor answers “yes” to each question on the worksheet or if accepting the trade-offs associated with each
question would make the organization more purpose-oriented. Accepting a set of trade-offs means that the process
can advance to the next question and leaves open the possibility that this expectation will connote a responsibility.
Conversely, external expectations do not connote an internal responsibility if the answer to any question is “no” or

if declining it on the basis of trade-offs helps to preserve the organization’s purpose orientation.

QUESTIONS ANSWERS TRADE-OFFS DECISION
Would accepting OYes ONo OPerhaps List: O Drive
this expt.ac.t.atlon asa O Accept
responsibility advance .
our purpose? O Decline
O Defer
Is this expectation relevant OYes ONo OPerhaps List: O Drive
o
to our organization? O Accept
O Decline
O Defer
Is it possible for our OYes ONo OPerhaps List: O Drive
organization to meet this O Accept
expectation?
O Decline
O Defer
Does our organization OYes ONo OPerhaps List: O Drive
have capacity to meet this O Accept
expectation?
O Decline
O Defer
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Conversation Guide for Investment Trustees and
Executives to Fulfill Responsibilities

FCLTGIlobal has created this conversation guide to facilitate discussions between board trustees and executive
management about fulfilling responsibilities. We have provided illustrative answers to the questions, but they are
not intended to be exhaustive or comprehensive.

What degree of responsibility do we have in this case?

O Sole O Secondary
O Primary

How do we address this responsibility in our overall investment strategy?

O Investment philosophy and beliefs O Style constraints
O Tilts/exclusions O Investment or manager selection
O Thematic integration O Engagement/advocacy

How do we integrate this responsibility into our staff metrics?

O Sizing of internal mandates O Discretion and judgment

O Bonus formula O We do not integrate responsibilities into staff metrics

What risk-management ramifications do we expect from actions to fulfill this responsibility?

O Volatility O Systemic/structural
O Liquidity O Geopolitical
O Market access O Diversification

O Operational relationships

How will we judge our overall success in fulfilling this responsibility?

O Specific outcomes O Absence of negative recognition (controversy)

O Market movements attributable to specific outcomes O Positive recognition from others

Over what time horizon will we evaluate our fulfillment of this responsibility?

O Less than one year O Three to five years

O One to three years O More than five years

How do we adjust when we are surprised by the outcomes of our strategy, risk management, and
individual accountability?

O Experimenting O Bringing in outside advisers

O Workshopping with peers O Elevating to board for feedback

O Other (please specify)
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Chart for Investment Trustees and Executives to
Communicate Responsibilities

Long-term investment organizations communicate deliberately about their responsibilities, including sharing
an understanding about who communicates with whom and in what ways. This chart helps board trustees and

executive management visualize this division of labor.

To chart these decisions, draw a line between the members of your organization (left) and the external partners
and constituents (right) to whom they communicate about responsibilities. Use a dotted line to indicate
communicating by telling and a solid line to indicate communicating by showing. Leave blank if your organization
does not communicate externally about its responsibilities. Note that more than one member of your organization
may communicate with the same constituents, such as, for instance, in the likely case of an owner CEO and

governing board both communicating to the fund sponsor.

Governing Board Savers

Directors
Sponsors

Chief Executive Governments

Officer (CEO) " °
sset Owner

Chief Investment
Officer (CIO)

Asset Manager

Capital Markets

Corporate
Communications

Companies

Workforce

Portfolio Managers

Other Staff

Society
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Statement of Purpose and Responsibilities for Investors

FCLTGlobal has developed the following example statements to communicate about responsibilities externally.
They can be posted on organizations’ websites, shared with investment partners, or used in external
conversations to tell others about responsibilities. We have provided illustrative answers to these questions, but
these are not intended to be exhaustive or comprehensive.

VERSION FOR ASSET OWNERS TO SHARE WITH ASSET MANAGERS

(Institution name) is a (public/private) asset owner organization with a

(global/national) investable universe based in (jurisdiction) .We invest
the assets of (saver/s]) valued at ($/€/£/¥) as of (date)
Our purpose is to . This purpose is the point of reference that we use for evaluating

all of our work, including the work that we do together with you, and it has inspired our commitment to
investing consistently with (TCFD, UNPRI, net zero, etc.) principles.

Our organization is governed by (number) fiduciary directors with backgrounds as

(investment professionals/fund sponsors/beneficiary representatives) . This body

approves our investment beliefs, sets our asset allocation, monitors our risk management, and oversees

fulfillment of our organization’s responsibilities. It (does/does not) approve individual
selections of asset managers and/or portfolio allocations.

We need to earn a % rate of return over years in order to fulfill our

purpose, and we monitor risks in this effort primarily using (stress tests, scenario exercises, liquidity
monitoring, statistical probabilities, multihorizon constraints, benchmark tracking error)

We must earn this return and manage these risks in ways consistent with responsibilities given to us by
our sponsors, savers, and stakeholders. These responsibilities currently include the following:

Fulfilling these responsibilities requires making trade-offs. Our role in this relationship is governance
and oversight, and we have delegated management discretion to the investment manager, but we need
the investment manager’s decisions about responsibility to be transparent so that we can calibrate

our own trade-offs related to responsibility and also monitor the continued fitness of our relationship.
Accordingly, we expect our asset managers to surface new or evolving areas of responsibility for our
consideration as they come to the investment manager’s attention. Please do so by contacting (name)
at (email) or (phone number)

Our reputation rests on yours, and yours rests on ours. Thank you for partnering with us to do our work
together well and in a way that lives up to the standard we have set for ourselves.
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VERSION FOR ASSET OWNERS TO SHARE WITH DIRECTLY HELD PORTFOLIO COMPANIES

(Institution name) is a (public/private) asset owner organization with a

(global/national) investable universe based in (jurisdiction) . We invest
the assets of (saver]s]) valued at ($/€/£/¥) as of (date)

Our purpose is to . This purpose is the point of reference that we use for evaluating

all of our work, including the work that we do together with you, and it has inspired our commitment to
investing consistently with (TCFD, UNPRI, net zero, etc.) principles.

Our organization is governed by (number) fiduciary directors with backgrounds

as (investment professionals/fund sponsors/beneficiary representatives) . We

hold securities of your company in our (indexing, hedge, value, fundamental, growth, quantitative,
operational engagement) portfolio(s) managed by (individual PM[s], investment

team(s]) . In this portfolio, we need to earn a % rate of return over

years in order to meet our commitments to fulfill our purpose, and we monitor risks in
this effort primarily using (stress tests, scenario exercises, liquidity monitoring, statistical probabilities,
multi-horizon constraints, benchmark tracking error) X We must earn this return and

manage these risks in ways consistent with responsibilities given to us by our sponsors, savers, and
stakeholders.
These responsibilities currently include the following:

Fulfilling these responsibilities requires making trade-offs. Our role in this relationship is governance and
oversight, and we have delegated management discretion to the company, but we need the company’s
decisions about responsibility to be transparent so that we can calibrate our own trade-offs related

to responsibility and also monitor the continued fitness of our relationship. Accordingly, we expect
management teams from our portfolio companies to surface new or evolving areas of responsibility

for our consideration as they come to the company’s attention. Please do so by contacting (name)

at (email) or (phone number)

Our reputation rests on yours. Thank you for partnering with us to do our work together well and in a way
that lives up to the standard we have set for ourselves.

* Use bullets to itemize target returns, time horizons, and risk methods if securities of the same company are part of multiple portfolios.
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VERSION FOR ASSET MANAGERS TO SHARE WITH PORTFOLIO COMPANIES

(Institution name) is a (publicly listed/privately held) asset

management organization with a (global/national) investable universe based in
(jurisdiction) . We invest client assets valued at ($/€/£/¥) as of (date)
. Our purpose is to . This purpose is the point of reference that we use

for evaluating all of our work, including the work that we do together with you, and it has inspired our
commitment to investing consistently with (TCFD, UNPRI, net zero, etc.) principles.

Our organization holds securities of your company in our (indexing, hedge, value, fundamental,

growth, quantitative, operational engagement) portfolio managed by (individual
PM[s], investment team[s], sub-manager firm) . In this portfolio, we need to earn a
% rate of return over years in order to meet our commitments to clients,

and we monitor risks in this effort primarily using (stress tests, scenario exercises, liquidity monitoring,

statistical probabilities, multi-horizon constraints, benchmark tracking error) F We must
earn this return and manage these risks in ways consistent with responsibilities given to us by our clients,
board, and stakeholders. These responsibilities currently include the following:

Fulfilling these responsibilities requires making trade-offs. Our role in this relationship is governance and
oversight, and we have delegated management discretion to the company, but we need the company’s
decisions about responsibility to be transparent so that we can calibrate our own trade-offs related

to responsibility and also monitor the continued fitness of our relationship. Accordingly, we expect
management teams from our portfolio companies to surface new or evolving areas of responsibility

for our consideration as they come to the company’s attention. Please do so by contacting (name)

at (email) or (phone number)

Our reputation rests on yours. Thank you for partnering with us to do our work together well and in a way
that lives up to the standard we have set for ourselves.

* Use bullets to itemize target returns, time horizons, and risk methods if securities of the same company are part of multiple portfolios.
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