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About this report

Oxfam Novib has commissioned this report on behalf of the Fair Finance International network of

civil society organisations. It presents a methodology that is used to assess and rank financial
jotujuvujpot!!gjobodf!boe!jowftunfou!gpmjdjft!sfh
and corporate social responsibility. The methodology is developed by Profundo together with the

civil society organisations collaborating in Fair Finance International and is based on international

standards and initiatives.

About Profundo

With profound research and advice, Profundo aims to make a practical contribution to a
sustainable world and social justice. Quality comes first, aiming at the needs of our clients.
Thematically we focus on commodity chains, the financial sector , and corporate social
responsibility. More information on Profundo can be found at www.profundo.nl.
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Fifteen years after the financial crisis of 2008, which forced governments to bail out banks trying t o
avoid a total collapse of the financial system, the m ove toward sustainable finance has gained
significant momentum . There nowis a global consensus around the necessity to integrate
environmental, social and governance (ESG) considerations intofinancing and investment
decisions to respond adequately to the climate emergency as well to other social and
environmental challenges.

A strong and responsible financial sector is needed to efficiently allocate investment funds, find

risk-sharing solutions, and provide adequate and accessible financial services for all. Standards

setting organisations, regulators and civil society organisations have also an important role to play

to avoid greenwashing and ensure that products and services labelled as sustainable have truly

positive environmental and/or social impacts. The burden of the negative social and environmental
fggfdut! pg!gjobodjbm!jotuj uvuj po trtiohalyfypedplé llvinge! j o wf
in poverty. Until now it has been mostly civil society organisations that report on these issues and

are holding companies and financial institutions accountable for this.

One of these civil society initiatives is the Fair Finance International (FFI) network, which was
launched in 2014 based on the experience of the Fair Finance Guide in the Netherlands. FFl is a
collaborative effort of coalitions from civil society organisations (CSOs) in Belgium, Bolivia, Brazil,
Cambodia, Colombia, Germany, India, Indonesia, Japan, the Netherlands, Norway, Pakistan, Peru,
the Philippines, Southern Africa, Sweden, Thailand, and Vietnam. Most of the coalitions have set up
websites which help customers and other interested parties to compare the f inance and
investment policies of their financial institutions on a range of cross -cutting issues and industries.
Additionally, the coalitions regularly publish case studies on specific topics, assessing if and how
the financial institutions apply sustaina bility criteria in their daily practices. Furthermore, they
pressure the assessed banks, insurers, and other financial institutions to improve their policies and
practices, and influence regulators to develop and impose adequate regulation.

With this project, Fair Finance International hopes to stimulat e financial institutions to rethink their
role in society. Developing clear and ambitious policies on environmental, social and governance
issues, is a necessary first step in that direction.

This document presents the Fair Finance Guide methodology for assessing and ranking financial
jotujuvujpot!!tgpmjdjft/ ! Uispvhiluif!dpmmfdujwf!fy
Finance International network, we trust this methodology is based on the most current insights and
international standards when it comes to environmental, sustainability and human rights issues.

We are convinced this document will help the present and future CSO coalitions collaborating in
Fair Finance International as well as the financial institutions across the world, to embark upon this
road towards a fair and sustainable financial sector.

We thank all the researchers and expertsin the coalitions within the Fair Finance International
network as well as the staff at Profundo for their tireless work and contribution to developing this
methodology.

Jan Willem van Gelder Kees Kodde Bram Joanknecht

director Profundo project lead research and advocacy coordinator
Fair Finance international Fair Finance International
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11

This methodology is meant to verify which sustainability issues play a role in the policies that

financial institutions apply when assessing credit requests and selecting investments. It sets out

the elements against which the civil society organisations (CSOg collaborating in Fair Finance
Joufsobujpobm! xjmm!bttftt!gjobodjbm!jotujuvujpot!
finance and investment policies. These elements are grouped in three categories:

1 cross-cutting themes (see chapter 2);
9 sector themes (see chapter 3); and
9 operational themes (see chapter 4).

Chapter 1 gives an overview of the Fair Finance Guidemethodology . Section 1.2 describes the
principles of Corporate Social Responsibility (CSR and explains the role financial institutions have
in promoting CSR amongst companies they invest in or finance. Furthermore, it explains how the
Fair Finance Guidemethodology seeks to stimulate a race to the top by compar ing financial

j ot uj u v usjofsacial ard eriviredmmantal responsibility.

In section 1.3 five types of financial institutions are listed. The role s and activities of commercial
banks, investment banks, insurance companies, pension funds, asset managers and Development
Finance Institutions are explained.

The assessment of investment and finance policies is explained in section 1.4. It describes what
issues and sectors are considered and how certain principles should be applied by a financial
institution to be granted a score. The section elaborates on the scope of investment policies, the
sectors that are relevant to specific financial institutions, the documents that should be assessed
and the collective policies that could be taken into account.

The chapter is concluded by section 1.4 on the use of case studies to supplement the policy
assessments based on the Fair Finance Guide methodology.

1.2

This methodology has been developed for the Fair Finance International (FFI) network, which is a
collaborative effort of CSO coalitions in Belgium, Bolivia, Brazil, Cambodia, Colombia, Germany,
India, Indonesia, Japan, the Netherlands, Norway, Pakistan, Peru, the Philippines, Southern Africa,
Sweden, Thailand, and Vietnam.

The objective of Fair Finance International is to encourage corporate social responsibility (CSR) by
financial institutions. According to ISO 26000:2010 Guidance on social responsibility, CSR can be
efgjofel! bt! ui f! dasghnisatipndar thecimpagts wfits deojsibns and activities on
society and the environment, through transparent and ethical behaviour that contributes to
sustainable development, including health and the welfare of society; takes into account the
expectations of stak eholders; is in compliance with applicable law and consistent with
international norms of behaviour; and is integrated throughout the organisation and practised in its
s f mb uj p ohe OFCH Guidlelines for Multinational Enterprisesstate that corporati ons should

Page| 2



dZfdpousjcvuflup!fdpopnjd-!fowjsponfoubm!boe!tpdjbm
ef wf mpgnfould

This means companies (including financial institutions) should not only adhere to legislation and
regulations in the countries where they operate, but also are expected to comply with widely
supported international conventions, standards, and initiatives that recognise sustainability
problems and offer solutions for them - even where these standards are not included in local
legislation. Companies should comply with these standards in the business operations of their
own enterprise and its subsidiaries, but they should also expect their suppliers to comply. (See the
EU 2014 Compendium of Corporate Social Responsibility National Public Rolicies for a
comprehensive overview of CSR standards)®

Bddpsejoh!up!uif!PFDE! evflejmjhfodf!hvjefmjoft!gp
Responsible Business Conduct (RBC) effortsshould primarily concern their core activity: providing

capital.# Financial institutions offer their clients a wide range of financial services with which they

enable companies, governments, and private clients to acquire capital for all kinds of activities.

This can encompass activities that lead to human right s violations or environmental pollution, as

well as activities that contribute to ending malnutrition or improving biodiversity.

The question FFlraises is, therefore, to what extent financial institutions support, through their
financial services, activities that contribute to a socially just and sustainable world. According to
FFI, financial institutions should expect companies to whom they provide capital, as well as their
suppliers, to comply with widely supported international standards and initiatives .

Financial institutions should record these expectations and make them publicly known in their

policies for specific issues and sectors. When assessing these policies, in most cases, legislation

and regulations are not explicitly considered, because FFlassumes that financial institutions

expect the companies to whom they provide capital to comply with the law. Due to this focus on
gjobodjbm!ltfswjdft-!jttvft!sfmbufelup!gjobodj bm!j
human resources policies and paper, water, and energy use, are largely left out of the equation.

In the framework of Fair Finance International, coalitions of civil society organisations (CSOs) have
been set up in various countries and regions - at present Belgium, Bolivia,Brazil, Colombia,
Germany, the Netherlands, Norway, Peru,Southern Africa and Sweden. In addition, Fair Finance
Asia (FFA), which is part of Fair Finance International, works with Asian civil society organisations
coalitions in Cambodia, India, Indonesia, Japan, Pakistan, the Philippines, Thailand, and Vietnam.
Most of these coaliti ons have developed their own websites, to help customers and other
interested parties to compare the policies and practices of the main banking groups in their
country or region. The Fair Finance International network primarily focuses - through these
websites, publications, and the media - on consumers who are customers of one of the financial
institutions (by means of a current account or checking account, savings account, credit card,
mortgage loan, insurance, or an investment account), and on policymakers and regulators.

The Fair Finance International network enables consumers, themedia, and other interested parties
to compare financial institutions and to encourage them (and their subsidiaries in asset
management and insurance) to grant financial services in a responsible way.

By comparing financial institutions both on the contents of their policy as well as on the choices
they make in practice when supplying financial services, the CSOs collaborating inFair Finance
International stimulate competitio n and cooperation between financial institutions regarding
Corporate Social Responsibility. The Fair Finance International network hopes to stimulate a
process that leads to increasing tightening of social, environmental, and economic policies (race to
the top) and to enhance the constructive role financial institutions can play in creating a just and
sustainable world.

Page| 3
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1.3

The financial sector is made up of several different types of financial institutions. This section
elaborates on the different types of financial institutions that can be assessed using the F air
Finance Guide Methodology (FFG Methodology).

131

Commercial banks attract monies from individuals, organisations, institutions, and companies in
the form of savings or deposits, and invest these monies by providing loans and other financial
products to other individuals, organisations, institutions, and companies. This can take the form of
retail banking (focused on private individuals) or corporate banking (focused on banking services
for businesses and other larger institutions ). Banks set out these amounts in their balance sheets
in two columns: on the right, how the bank has obtained the monies (the liabilities), and on the left,
how the bank has spent the monies (the assets). Below we describe both categories:

9 Liabilities
The liabilities of the bank p all its incoming capital - can be divided into debts and own capital.
The own capital represents the monies of the owners of the bank. These can be its

shareholders, other financial institutions or -in case of a cooperative bank, its members, who
may be its customers, employees, or other local banks. Their capital consists of:

1 moneyraised by selling shares in the bank; and
1 the net profit the bank has made in past years.

The debts of the bank include all other monies it attracts, including:

T monies that private clients, institutions and companies have deposited in current
(checking) and savings accounts;

9 loans from other banks;

1 bonds that the bank has sold to investors; and

1 financial derivatives: debts due to swaps', futures", or options.

I Assets

All incoming monies at a bank are invested in various types of assets. In other words: the sum
of the liabilities is alw ays exactly equal to the sum of the assets. Banks may have invested in
the following types of assets:

the offices and furnishings of the bank itself;

other real estate, such as offices, parking lots and shopping centres;

mortgage loans and credit to private clients;

loans and other types of credit to companies, governments and investors such as hedge
funds;

loans to other banks;

investments in shares and bonds of companies and in bonds of governments, but also in
private equity; and

T investments in financial derivatives: swaps, futures, and options.

1
1
1
1

E R |

i A swap is a derived financial product where two parties swap money flows. For example, at an interest swap two
banks may swap the interest payments of two loans with one another. The objective of this can be to mitigate the
risk of, for example, an interest increase or even to speculate on an interest decrease. So in case of a swap, banks
have both a debt as well as an asset.

i A future is a financial contract between two parties who commit themselves to trade a certain amount of a product or
financial instrument for a predetermined price at a given poi nt in time.
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Not all banks hold all these types of assets. Savings banks mainly invest in shares and bonds,
mortgage bank assets consist mainly of mortgage loans and commercial banks mainly in loans to
companies and governments. Over the last decades, some commercial banks have started to
invest more in financial derivatives.

All monies that have been placed with a bank in current (checking) and savings accounts by
private clients, institutions, and companies, may in principle be used by the bank for all possible
bank investments: from mortgage loans to private clients to investments in international
companies and financial derivatives. This means that a customer that has placed money in a
current or savings account at a bank will not necessarily know what his or her money is used for.
Banks are free to invest the monies of savers at their own discretion. Therefore, it is of great
importance that banks provide insight into what policy is maintained for its investments.

1.3.2

Investment banks act as intermediaries between different groups of clients, including companies,
governments, wealthy individuals, and institutional investors. Investment banking services are
mostly provided to listed companies and governm ents, but they can also be granted to nonisted
companies. These clients pay a fee to investment banks for their financial services.

Broadly, two main activities can be distinguished:

1 Underwriting : Investment banks are mainly involved in assisting companies or governments to
raise finance by issuing and selling securities such as shares and bonds to investors. For
companies and governments, selling securities to pension funds, insurance companies, asset
management companies and private investors is an impo rtant way to attract new capital. The
investment bank will value the company, write a prospectus, promote the securities, and
dzvoef sxsjuf LA ui fltfdvsjujft/]

Underwriting means that the investment bank buys the securities from the company for a fixed
price and in the days after that, tries to sell the securities to institutional investors for a slightly
higher price. In this way, the revenue for the company isguaranteed. The investment banks aim
to ensure that there are sufficient buyers for the securities and that their clients, the companies
and governments raising the finance, receive the best possible revenue. On a predetermined
date the investment bank purchases the shares and bonds of its client at a fixed price, and
sells them to the investors who can sign within a few days.

1 Brokerage (sometimes called corporate finance): brokerage means that the investment bank
epftolu!gvsdi bt f! b aasasgbooker yha mediaigs betweean the ipugem z
and the seller.

For most banks that are involved in investment banking, it is a matter of course that they apply the
policy for bank investments to these financial services (see section 1.3.1). In the case of
underwriting this is logical because the banks themselves invest in the respective shares and
bonds - although usually only for a few days. The risks the banks take are therefore comparable to
those of other bank investments.

In case of banks that are only involved in brokerage, the bank does not make an investment, and it
is therefore not always the case that the policy for bank investments also applies to brokera ge
accounts. However, the Fair Finance International network believes that for these types of financial
services, the same sustainability criteria should apply as for commercial banking, because in this
role banks also provide capital to companies and governments.

1.3.3

An insurance company hedges risks. An insurance is a contract which ensures that the insurance
company pays damages to the insurant in certain situations (such as damages caused by fire or by
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an accident, in the event of death, or for medical costs due to disease) in exchange for a certain
premium paid by the insurance customer.

Xifoluiflgbsujft!dpodmvef!luif!dpousbdu-!Tuifz!epol
paid or, if so, how much damages will be paid. The insurance companies invest the premiums that

people pay for their insurance. Therefore, insurers are key players on the capital market: they
dsfbuf!b!gmpx!pg!tpdjfuz!t!dbgjubm!gspn!qgsjwbuf!qg
towards (other) private people, companies and governments who need money in order to finance

their activities.

Hence, insurance companies play two key roles. They are providers ofinsurance products and
services on the one hand, and investors on the other. The FFG Methodology curently only focuses
po!jotvsbodf!dpngbojft!!jowftunfou! bduj wjujft/

Po!ui f!jotvsf sthelfldws of oapit@aldafe put next to each other: on the rightis shown
how the insurer obtained its money (the liabilities), on the left is shown how the insurer used that
money (the assets). An explanation of these two categories follows:

9 Liabilities
Bo! j o tliabditesp i.e. &ll the money the insurer has receivedp may be divided into
pcmjhbujpot!boe! frvjuz/'!"Uiflfrvjuz!jt!luifl!npofz!
people, other financial institutions or p in the case of a cooperative insurance company p the
insurance customers themselves. The equities consist of:

T npofz!uibu!ibt!cffol!pcubjofelcz!tfmmjoh!uifl!jo
91 the net profit made by the insurer over the years.

All other money obtained by the insurer falls withintheinsus f s! t ! pcmj hbuj pot/ ! Ft

1 premiums paid by private people, institutions and companies;
9 loans of other financial institutions;

1 bonds sold by the insurer to investors;

9 financial derivatives: debts due to swaps', futures" or options.

I Assets

All the money received by an insurer is invested in several kinds of assets (properties and
claims). In other words: the liabilities always are always equal to the assets. An insurer may
invest in the following types of assets:

T the offices, including furniture, where the insurance company staff works;

1 other real estate like office buildings, multi -story car parks and shopping malls;

1 mortgage loans and consumer credits to private people;

9 loans to other financial institutions;

1 investments in assets and bonds of companies and government bonds, as well as in
private equity;

1 investments in financial derivatives: swaps, futures, or options.

Not every single insurance company invests in all these kinds of assets. Moreover, insurers deal
with investmentsonthej s! pxo! bddpvou! boelsjtlt!boeljowftunfol

i A swap is a derivative in which two parties swap cash flows. E.qg. in the case of an interest swap, two insurers swap
the interest payments of two loans. The aim may be a limitation of the risks of, say, an increase of the interest rate or
perhaps to speculate upon a decrease of the interest rate. Thus when engaging in a swap transaction the insurer
both has a debt as well as property.

i A future is a financial contract between two parties to buy or sell at specified future date a certain qua ntity of a
product or a financial instrument for a price agreed upon today.
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Regarding the latter kinds of insurances, the insurant bears the risk more or less. Insurance
customers may decide for some part how their money is invested, usually according to a certain
kind of investments profile that brings along either more or less risks. However, in the end the
insurer is responsible for the choices made about the investments.

Basically, the insurance company can freely use the premiums paid by private people, nstitutions,

and companies, for all kinds of possible investments: varying from mortgage loans to private

people, to investments in international companies and financial derivatives. This means that

someone who pays insurance premiums, may not know what exactly his or her money is invested

jo/ T Uifljotvsfst!bsflgsfflup!jowftulincludngtheet upnf st
premiums on their own account. For this reason, it is very important that insurers are transparent

about their policy regarding investments.

1.3.4

Pension funds are established by governments or employers to provide pensions to retired
workers. The fund usually is funded by premiums paid by employers and employees, but other
sources of funding are possible as well. This creates a common asset pool meant to generate a
stable income over the long term. Larger employers (companies and government departments)
may set up their own pension funds, while smaller companies can join (or are obliged to join) a
sectoral pension fund. Pension funds are often managed jointly by (the) employer(s) and trade
unions.®

In many countries, pension funds are the largest institutional investors . The premiums they receive
from employers and from employees, also called participants, are invested in diverse assets and
investment strategies. The actual investment process is usually outsourced to an asset manager,
which can be owned by the pension fund itself or can be an external party.

Poluiflqgfotjpo! gv o mvedtnentilawd avedplit hextitofedch dthert dn the right
you see how the fund obtained its money (the liabilities), on the left you see how the pension fund
spent the money (the assets). These two categories can be further explained as follows:

9 Liabilities
Apensioo! gv oe! t pimjalthe monewthefpénsion fund has receivedp may be divided

into provisions and financial derivatives. Together they amount to the pay-outs that a pension
is obligated to make in the future.

1 Assets
The money received by pensian funds is invested in in different types of assets:

T public listed equities, consisting of publicly traded stocks of large corporations;

9 corporate bonds that are issued by a corporation to raise money to expand its business;

1 government bonds that are issued by a national government to fund public services, goods
or infrastructure;

1 private equity, consisting of investments in unlisted companies, ranging from venture
capital investments in start -ups, to mezzanine financing for established companies aiming
for a trade sale or public listing, to buy-outs of public companies; ®

1 commodities, which are natural resources or derivatives of natural resources, like food,
energy and metals;

1 hedge funds, which are aggressively managed portfolios of investments that use advanced
investment strategies such as leveraged, long, short, and derivative positions in both
domestic and international markets with the goal of generating high returns; ’

9 real estate, consisting of a wide range of products including home ownership for
individuals, direct investments in rental properties and office and commercial space for
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institutional investors, publicly traded equities of real estate investment trusts, and fixed -
income securities based on home-loans or other mortgages.

In most countries, bonds and equities are the two main asset classes in which retirement savings
were invested at the end of 2019, accounting for more than half of investments in 34 out of 37
OECD countries, and 39 out of 47 other reporting jurisdictions.®

There is a growing recognition among pension funds and an increasing demand from stakeholders

that Environmental, Social and Governance (ESG) issues are a fundamental part of assessing the
wbmvf!lboe! qf sgpsnbodf! pg!jowft unf oativaohs@fadoptj po! gv o
responsible investment strategies are embedded in five main interrelated categories: fiduciary

duty, risk management, financial performance, expectations from stakeholders and universal

ownership. The pension fund has a fiduciary duty that involves creating optimal value for the

participant of the fund. Value in this case includes both financial return and ESG considerations.®

While in some countries the pension market is dominated by pension funds as described above, in
other countries the assets of the pension schemes set up by employers are managed by large
independent asset managers or asset management subsidiaries of banks and insurance
companies. To cover a large part of the market, different types of pension providers may need to
be selected. In such cases, it could happen that an asset manager offering pension products that
is of particular interest for a Fair Pension Guide is also part of a banking or insurance group that
has been selected for the Fair BankGuide or the Fair Insurance Guide of that coalition. This is
currently the case for Fair Finance Germany and Fair FinanceNorway.

ESG factors are an important dimension of investment expectations and ESG factors should be

part of a pension fund!s overall expectations fortheirgv oe! t ! qf sgpsnbodf /! Gvsui f
gvoet!tipvme! nbl fltvsfluibu!luif!bttfu!nbobhfst! ui
management procedures as well as with participants ! expectations. As a vast majority of pension

funds have outsourced management tasks to external providers, the pension fund should

communicate a coherent set of ESG expectations to agents acting on their behalf to create a

shared vision of ESG risks and possibilities.’°Qf ot j po! gvoet ! bt! #voj winst bm! p
a broad cross-section of the economy and they should use their position as capital providers to

deny notorious polluters and human rights offenders access to capital, stimulate the large majority

of companies to invest in sustainable development and pro duction methods and grant smaller,

truly innovative companies easier access to capital. 1

1.3.5

Often, large financial institutions do not only provide capital to companies and governments by

means of corporate loans or investments and investment banking. They may also have one or

more subsidiaries which are involved in asset management. These asset management

subsidiaries invest in shares, companies, and government bonds along with other types of

investments. They do so with monies from private investors, pension funds, policy holders and

other clients. For these asset management activities, financiam! j ot uj uvuj pot ! epo! u! b
same policy that they apply for their lending and investment banking.

This is to some extent due to the differences between saving and investing. Savers cannot choose
where their money is invested, but on the other hard they enjoy the security of a relatively fixed
savings interest rate and, in many countries, a government guarantee on savings deposits.

However, investors are generally more at risk, although their returns may be higher. Moreover,

investors are free to make choices as to how their money is invested. For example, they can

choose from the range of investment funds the financial institution offers them (often including

gvoet! nbsl fufelbt!FfFtvtubjobcmf! */ 1 Uifsfegpptef -!tpnf
bggmz! b! ¥sftqpotjcmf!jowftunfoulgpmjdz!!up! bmm! bt
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investing clients who consider this important will opt for the sustainable funds the financial
institution offers.

The Fair Finance International network primarily focuses on customers with a current or savings
account at a bank. For them, the main concern is which policy the bank applies for its lending and
other financial services. The policy that the subsidiaries of the bank apply for asset managem ent is
not directly relevant for these savers, because the money of savers is not managed by these asset
management subsidiaries. Yet, many savers do consider the policy of the financial institution for
asset management to be important. As clients, they expect that their bank operates responsibly in
all these aspects, including in its asset management, regardless of whether this concerns
investments with their own savings.

Gps!dvtupnfst!pg!blgjobodjbm!jotuj uvujinswande! bttf u!
customers or customers who commission the financial institution to invest for them (i.e. private
banking customers), an assessment of the policy for asset management is also important.

The Fair Finance International network believes that financial institutions may also be expected to
act in a responsible way regarding their activities in the field of asset management, and therefore,
the policy of the financial institutions towards asset management is also assessed. In making the
decision to include an assessment of the policy for asset management, it was of great importance
for the Fair Finance International network that most financial institutions can play a role in creating
a just and sustainable world through their asset management activities. As asset managers, they
can choose which investments to offer to their clients. Such choices may have consequences for
the availability of capital for companies and governments.

1.3.6

Development Finance Institutions (DFI) or Development Banks, are noncommercial financial
institutions with a mandate to provide capital to economic development projects. DFIs may be
national development banks owned by a single national government, or international financial
institutions operating o n a bilateral or multilateral basis, Multilateral Development Banks (MDBSs).
Since they are publicly owned and have an explicit mandate to enable economic development, they
are able to provide loans, investment capital, or financial guarantees to projects considered too
financially risky for private financial institutions.

DFlIs were among the first financial institutions to develop environmental, social and governance
policies for their financing activities. DFIsoften finance projects in sectors associated with
sustainability and human rights issues, such as infrastructure, energy, agriculture, and industry.
This means that DFIs should have adequate policies and safeguards in place to ensure that their
financing activities do not harm core sustainability and human rights principles, and in turn
undermine their mandate for economic development.

DFIs are distinct from other financial institutions in that they do not have individual banking
customers or clients. Nevertheless, since they are publicly owned entities and have an explicit
mandate to contribute to socio -economic development, the FFI network believes that the criteria
set out in the FFG Methodology apply to DFIs just as well asto other, commercial financial
institutions.

1.4

141

The Fair Finance Guide Methodology makes it possible to assess the policies of financial
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institutions on a total of 21 sustainability themes. ' These are divided in:

9 Cross-cutting themes : the main international sustainability issues that are paramount to the
work of the organisations collaborating in the Fair Finance International network and are
relevant to all or most of the industrial sectors a financial institution may finance or inves tin;

1 Sector themes: addressing specific sustainability issues relevant for sensitive industrial
sectors where sustainability problems are particularly likely ; and

1 Operational themes: relevant sustainability topics which are not related to the companies
which a financial institution finances or invests in, but to the internal operations of the financial
institution.

Table 1 provides an overview of the different susta inability themes covered by the FFG
Methodology.

Cross-cutting themes Sector themes Operational themes

Animal welfare Arms Consumer protection

Climate change Fisheries Financial inclusion

Corruption Food Remuneration

Gender equality Forestry Transparency and accountability
Health Manufacturing industry

Human rights Mining

Labour rights Oil and gas

Nature Power generation

Tax

The CSOcoalitions collaborating in the Fair Finance International network have agreed that eight
themes included in Table 1 should always be assessed by all coalitions in the network when
assessing the policies of financial institutions:

Climate change;

Corruption;

Gender equality;,

Human rights;

Labour rights;

Nature;

Tax; and

Transparency and Accountability.

= =4 =8 -4 -8 -8 A -9

The different Fair Finance coalitions can decide whether to assess one or more of the other
themes listed in Table 1 as well, depending on the relevance for their specific context, the public
debate and the priorities and objectives of the organisations within their coalition .

Not all themes may apply to all types of financial institutions ( as discussed in section 1.3). For
instance, the operational themes Consumer protection and Financial inclusion are relevant only for

i The sectoral themes on the Financial sector and on Housing and Real estate, which were included in previous
versions of the FFG Methodology, are no longer included in thisversion.
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financial institutions providing personal banking or insurance services, not for pensi on funds or
asset managers. In the future, new themes may be included in this methodology.

In this methodology document, each theme is dealt with in a separate section, beginning with

dZi bu! j t ! bowdspondmg td a@leicription of the sustainabilit y issues involved. This is

followed by an overview of applicable and widely supported international standards, such as

declarations, conventions, guidelines, certification schemes, and codes of conduct (dzZJ ouf sobuj po
tuboebset! bpNextjteepzb j b O § elénferidld financial institution should include in

its policy for investments and financial services are described ( see section 1.4.2 for further

clarification ). Cross-cutting themes are presented in chapter 2, sector themes in chapter 3 and

operational themes in chapter 15.

1.4.2

For each sustainability theme listed in Table 1, this methodology has defined a number of
dzssessment elementsLderived from national and international norms, standards and initiatives
for sustainable development and CSR andfrom emerging good practices that are considered
important in the opinion of the organisations that make up the Fair Finance International network.
These assessment elements define the expectations of the FFInetwork towards financial
institutions in the contex t of their corporate social responsibility.

This methodology references a wide range of international standards and initiatives. In many
cases, they contain specific requirements of financial institutions or business in general, in which
financial institut ions invests or finance, which are then listed as assessment element in this
document. Other international standards have clear implications for the financial sector or for
businesses they invest in or finance, but the standard itself does not specify thes e at the level
needed for the aim of this research. In these cases, the FFInetwork has analysed the logical
implications of the standard and converted these implications into assessment elements.

In defining the assessment elements, the following consider ations have been used:
1 Assessment elements formulated as principles

The assessment elements are formulated as principles. Principles can be applied by the
financial institutions for new and existing investments and financial services. For example, the
principles can be included by the financial institutions in the conditions for new loans and be
applied as selection criteria for new investments and financial services. For existing loans and
investments, they can be applied as a guideline for engagement activities and for agreements
on improvements with the companies in which the financial institution has existing
investments. Based on these principles, financial institutions could ultimately decide to
terminate an investment relation.

The Fair Finance GuideMethodology does not evaluate the processes which financial
institutions should follow to apply the principles to their investments and financial services, but
does expect that they explain their method of working in their policies. The financial institut ion
would inter alia have to indicate what the principles mean for various types of investments and
financial services. If the financial institution only establishes a certain condition for a specific
type of investment or for certain financial services, it is difficult to claim that the financial
institution applies a principle. The Fair Finance Guide Methodology assumes that principles
need to have a meaningful link to the activities or products of a company for all types of
investments in companies and all financial services to companies.

1 Assessment elements for financed companies and for the financial institution itself

In its assessment of the policies of financial institutions, the Fair Finance GuideMethodology
does not principally address the way the financial institution takes decisions on its investments
and financial services. Rather, the focus is on the underlying principles or expectations of the
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financial institution with regard to the companies it finances or invests in. In the tables with

assessment elements for each cross -cutting theme (chapter 2) and each sector theme

(chapter3)- ' ui ftflgsjodjgmft!ps!fyqgfdubujpot! bsf! jous
dsvdjbm! gps!b!gpmjdz!sfhbsejoh!uifl!dpngboj ft! bl
The Fair Finance GuideMethodology does, however,also include four operational themes

(chapter 15). The assessment elements included in these themes largely concern the business

operations of the financial institution , including the way decisions on investments and financial

services are taken.

A few elements that concern operational activities of the financial institution have been
included in the cross-cutting and sector themes as well. These assessment elements are
introduced separately as elements that are crucial for a policy regarding the financial
institution's internal operations.

1.4.3

To assess the investment and finance policies of financial institutions, not only the content but
alsothescopeog! ui f ! gj obodj bm! j ot sipaf mpojtgnee.! Policyqdpcuments ! e pd v n
sometimes cover only a small share of all investments and financings made by the financial

institution. This can especially be the case with large international banking group s, which often

have multiple subsidiaries in different countries which offer different products and services to

various client groups. As the Fair Finance GuideMethodology aims to assess the policies which

are applied across the entire banking group, including all subsidiaries, the scope of policy

documents is integrated in the assessment methodology.

Experience with the assessment of investment and credit policies has shown that there are
hfof sbmmz! gpvs!tjuvbuj pot ! j oesmighiirgufficientlyggver theofdlj b m! j o
scope of all investments made, and financial services offered, by the financial institution:

The policy is not adopted by all subsidiaries within the financial institution;

The policy is not applied to all categories of investments and financial services;

The policy is not applied to all countries the financial institution invests in; and

The policy is not applied to all activities of a company (e.g. only if the investment is earmarked
for certain activities).

)l
1
)l
1

The last two situations are found less often and are not always mentioned in the policies
themselves. The third is also, if mentioned, often part of risk assessment procedures. As these are
difficult to trace back to policies and in order to simplify the scoring maodel, the Fair Finance Guide
Methodology does not take these situations into account further.

In order to take into account the first two situations in its scoring methodology, the Fair Finance
Guide Methodology has selected four dzj o wf tcategbriesiLthat are considered relevant for
most financial institutions assessed by the Fair Finance coalitions . This selection is based on the
description of the various types of financial institutions in section 1.3 and on research done on the
scope of the investment and credit policies of financial institutions. To assess the scope of the
policies of a financial institution, the Fair Finance Guide methodology considers the following

dzj owf tcategbriesi:]

1 Corporate credits

Financial institutions provide loans and other forms of credits to (listed and unlisted)
companies, which allow the companies to finance short -term expenses and/or long-term
investments. Corporate credits usually carry an interest rate and are secured by specific assets
(as in the case of mortgage loans) or by the entire balance sheet of the company.

Page| 12



Further, financial institutions also underwrite shares and bond issuances for companies. Thi s
service to companies is also included in the corporate credits category by the Fair Finance
Guide methodology .

Obviously, the scope of corporate credits does not include loans and credits to private
customers.

Project finance

Financial institutions also provide loans in the form of project finance. Project finance is a
specific form of corporate credits typically used to finance large-scale infrastructure or
industrial projects. A project finance loan is secured by the projected cash flows of the project
rather than by the balance sheet(s) of the company/companies involved in the project. Projects
involving asset-based financing, such as financing of ships or tankers, also fall under this
category. The project involves a joint venture or special purpose vehicle (SPV), which shields
the project sponsors from financial liability when the project fails. Banks providing project
finance therefore have limited or no recourse when the project sponsors default on the loan.
For this reason, project finance is relatively high-risk and banks are often much more directly
involved in the decision making process of the project.

Proprietary assets

Financial institutions invest their money in shares and (sovereign and corporate) bonds and

other types of securities. This investment can be done by purchasing individual stocks and

bonds or through mutual funds. Since these investments require specialization, it is mostly
epof!luispvhi!bo!bttfu!nbobhfs/ ! Uijt!aydmedtcf ! ui f ! ¢
subsidiary or an external asset management company, and is often referred to as externally

managed assets or assets managed by third party. Whether the assets are managed internally

or by a third party, these investments are listed onthe financialj ot uj uvuj pot ! ! ¢c b mboc
therefore called proprietary assets.

Asset management

Financial institutions also offer investment solutions such as mutual funds or index trackers to
their clients. These clients could be institutional investors like pensi on funds, churches,
insurance companies, but also private customers (in which case the asset managers offering
the solutions are often referred to as private banking, retail services or wealth management). In
the terminology of the FFG Methodology, asset management includes the management of
client investments in all types of securities by a financial services company, such as by an
investment bank, a private bank, an investmentmanager, or an asset manager.

Sometimes, clients may demand highly specialised investment products, deviating from

standard investments by asset class, geographical coverage, sector coverage or financial

vehicle that a financial institution may not offer. In such a scenario, the financial institution
outsources the agreed amountofj ut ! dmj fou! t! bttfut!up! bo!fyufsol
referred to as externally managed assets. Third-party asset managers can provide asset class

expertise that may not otherwise be available with in-house investment managers or financial

instituti ons. Again, either managed externally or internally, this is still called asset

management.

These investments are usually not listed on the balance sheet of the financial institution. This
category includes all funds and mandates which are managed actively or passively for clients,
as well as all forms of investment advice offered to clients. The definition of asset
management used here does not apply to trading platforms managed by financial institutions,
where financial institutions do not provide investm ent services.
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Apart from the four investment categories defined above, the Fair Finance Guide methodology
integrates other investment categories into the operational themes Consumer protection and
Financial inclusion. These are explained in the theme chapters separately.

For each financial institution, the Fair Finance researcher determines which of the investment
categories are relevant, as (one or more subsidiaries of) the financial institution is actively making
this type of investments or is offering these financial services. How this assessment of relevant
categories is made, is explained further in section 1.4.5.

1.4.4

For every theme, the score of each financial institution is based on the proportion of elements
included in the policy, corrected for the relevant investment categories that th e policy is applied to.
In its scoring system, the Fair Finance GuideMethodology therefore takes into account both the
content and the scope of the policies of the financial institution.

This is done in the following way. The contents of policies are analysed by assessing whether they
are in line with the scoring criteria of each assessment element. For each assessment element
that is fully reflected in the policy, a basic score of 1 is awarded. If no sufficient policies are found,
a score of 0 is awarded.

If the policy of a financial institution meets all the criteria of an assessment element, the basic
score can be multiplied with a scope score, expressed as a percentage based on the coverage of
the four investment categories discussed in section 1.4.3.

If the financial institution does not clarify the scope of its policy, it is assumed that 50% of the
gjobodjbm!jotujuvuj po!t! bduhewgfaulfjstopelstne fsb0dopThit sf e/ ! G
percentage is increased for each investment category to which the policy is explicitly and clearly

applied, proportionate to the number of investment categories that are relevant for that financial

institution . If all relevant investment categories are covered, the scope score is 100% yielding a

final element score of 1.

In some situations, the content of the policy is partially, but not fully sufficient , for instance when:

9 The text of the policy contains a commitment i n line with the assessment element, but is too
vague;

1 The policy meets some, but not all of the scoring criteria of the assessment element; or

1 The financial institution has taken an initiative ' in line with the spirit of the assessment element,
but it is not (yet) formalized in its financing or investment policy.

In these cases, abasic score is granted, but the scope score is not increased and remains 50%,
yielding a final element score of 0.5. Table 2 shows the different scoring possibilities in practice
for both the content and the scope of the policy, including the final element score.

i Such initiatives could be, among others: setting up or participating in meetings with business clients or other
companies and stakeholders; participating in a round table or something similar; signing an investor statement;
engaging in collective dialogue; and publishing brochures describing the issues and suggesting solutions or steps.
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Content of policy Basic score | Scope of policy Scope score | Final score

None or insufficient 0  Not relevant 50% 0
Partially sufficient 1 Not relevant 50% 0.5
Sufficient 1 Unclear 50% 0.5
Sufficient 1 Applied to one or more categories 50-100% 0.5-1
Sufficient 1 Applied to all categories 100% 1

The scores for all elements included in a theme are added together and then divided by the total
number of elements. This results in the final score for a theme. Fair Finance coalitions are free to
present the outcome as a single number between 0 and 10 oras a percentage. Each coalition can
also attach qualifications of their choice, such as sufficient, good, or excellent, to this score.

Fair Finance International acknowledges that smaller and locally oriented banks could be less
exposed to sustainability risks than financial institutions targeting midsize, large, and multinational
companies, operating in countries all over the world and with long, complicated supply chains.
Therefore, researchers have the flexibility to handle situations differently when a financial
institution can credibly demonstrate that an element is not relevant to them. If, due to its business
orientation or geographical presence, the financial institution is not exposed to the risk of
breaching a principle specified in the assessment element, the element can be considered non-
applicable- ! p s !Ntditeapdhicalld assessment elements are not counted towards the total score
for a theme. Elements can also be considered fulfilled in some cases where effective national
legislation is in place in the countries where all the companies, that a bank lends to or invests in,
are active.

145

Before assessing a financial institution based on t he Fair Finance GuideMethodology, the

researcher needs to determine the relevancy and materiality of the e j g g finwestment dz

categoriesLJ gps! ui jt! gbsujdvmbs! gjobodj b mingustials¢ctorg uj po/ !
for the financial institution needs to be assessed, as some assessment elements are only rele vant

if the financial institution is financing, or investing in, that specific sector. T he following

considerations are used to determine the relevancy of investment categories and sectors for a

specific financial institution:

9 Corporate credits

The Fair Finance Guide Methodology expects that a financial institution has a policy for
corporate credits if the corporate credits portfolio makes up:

T  more than 0.5% of the total balance sheet; or
 a minimum of EUR 50 million.

The number of corporate loans, the size of the companies receiving the corporate loans and
the amount loaned per company are not of importance in assessing the relevancy of this
investment category.

Corporate credits are considered to be outside the scope of the assessment of pension
providers, including when the pension provider is part of a banking group.

1 Project finance

The Fair Finance GuideMethodology expects that a financial institution has a policy for project
finance if the project finance portfolio makes up:

I more than 0.5% of the total balance sheet; or

Page| 15



T a minimum of EUR 50 million.

The number of project finance loans, the size of the companies or projects receiving the project
finance loans and the amount loaned per project are not of importance in assessing the
relevancy of this investment category.

Project finance is considered not to be relevant for the assessment of pension funds and
insurance companies, also when the pension provider is part of a banking group.

Private mortgages

The Fair Finance Guide Methodology focuses on the financial relationships between
companies and financial institutions. A category like private mortgages therefore falls outside
the scope of the Fair Finance Guide Methodology, but for some banks it is an important asset.
However, the sustainability challenges within many of the selected themes are not directly
relevant for this type of investment.

Proprietary assets

To determine the relevancy of the investment category Proprietary assets, the FFG
Methodology analyses the following asset classes in the financj b m! j ot uj uvuj po! t! gj
reporting:

1 Government bonds;

1 Shares and corporate bonds;
9 Derivatives;

1 Real estate and securities; and
1 Other/undefined.

The FFG Methodology does not assess investment policies regarding government bonds. If a
financial institution explicitly states that it only invests in government bonds, the category
Proprietary assets is considered as non-b q g mj d b c tofthis jindhzial imstitution.

Asset management

Financial institutions involved in asset management rarely develop a common policy for all
their asset management activities. This is due to the organisation's structure. Financial
institutions often have several subsidiaries in the field o f asset management, and these could
all have their own policies. Often they evenapply specific policies for different products, such
as individual investment funds and mandates. As a result, there might be hundreds of different
investment products that al | may have their own specific policy. This makes the policy
assessment for this investment category difficult.

Furthermore, the FFG Methodologydoes not assess all types of asset management, because
they are not all relevant. The asset management subsidiaries of financial institutions are not
always free to choose whether to provide capital to certain companies or governments. And
sometimes it is not possible for these asset management companies to deploy instruments on
Fsftgpotjcmf! j owfetfalawingctitérid it h@sbeeh deteppnimeéd whether the
various asset management activities are included in the assessment by the FFG Methodology.

1 Will capital be at the disposal of companies as a result of this kind of asset management?

1 Wil the financial institution have freedom of choice and/or responsibility when providing
this kind of asset management (possibly under certain conditions)?

1 Is the financial institution able to use sustainable investment instruments when providing
this financial service?

Based on these criteria, the FFG Methodology includes the following types of asset
management in the scope of the assessment of the policies of each financial institution:
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T Uiflgjobodjbm!jotujuvujpo!t!pxo!jowftunfoul!gvo
assembled and offered by the financial institution itse If to private and institutional
investors;

T Qsj wbuf!cboljoh; !"bmm!gpsnt!pg!ejtdsfujpobsz!nb
meaning both direct investments in shares and bonds regarding other parties' investment

funds;
1 External Mandates: investments in shares and bonds or in investment funds, using
jotujuvujpobm!jowftupst!!npofz!)j/f/V'gfotjpolg

1 Internal client relations: investments in shares and bonds or in investment funds, using
internal clients' money (including insurance premiums paid by external clients).'

Types of asset management not included in the assessment of the scope of the policy are:

1 Advice regarding private banking;
9 Taking charge of shares for private or institutional investors (custodian services).

Under cettain circumstances, the category asset management may not be part of the policy
assessment of pension providers. This is specifically when autonomous pension funds have an
in-house asset manager that also manages the assets of other pension funds, who are then
considered the clients of the asset manager. Previous research by FFIshows that the latter
pension funds have their own responsible investment policies. Because the coalition then
assumes that all these pension funds have their own responsible investment policies, it is less
relevant to consider the client asset management activities of these asset managers in the
research. That becomes even more apparent when only part of the selected pension providers
has asset manager subsidiaries working for other clients, and most of these clients are subject
of FFlresearch themselves.

Depending on the situation in the country, the selection of financial institutions for the guide,
the relevant activities of the selected entities and the priorities and strategie s of the coalition
setting up the guide, coalitions may decide not to assess the policies of these asset managers.
The research then only includes the FFGMethodology scope category proprietary assets.

Finally, in order to be able to take into account the scope of responsible investment policies for
asset management, the FFFGMethodology looks at the total volume of assets that are
managed and to which a responsible investment policy is applied. If a financial institution has
different responsible investmen t policies for their different products, the policy that applies to
the largest part of assets under management will be assessed.

If this is the case for other investment categories, the same rule applies.
Sectors

General policies often apply to all investments and financial services, while sector policies

concern a limited part of the investments of a financial institution. Therefore, principles that

i bwflcffo!jodmvefe!jo!l!uifl!lgjobodjbm!jotujuvujpol
active in a specific sector do not count for the assessment of the cross -cutting themes.

If the financial institution can prove or explicitly and publicly states that it is not involved with

companies operating in a certain sector, the financial institution is not expec ted to have a
policy for this sector. In that case the element is considered dZzondo g g mj dbcmf L3 ) o/ b/ * |/

Jowftunfout!vtjoh!jotvsbodf!qgsfnjvnt!bsf!poluifl!gbsfou! dpnct
tdpgf! pg!jowftunf out ! outcgsar are noff paricobasset management! Sntetthese

investments are not part of the banking branch of the financial institution and therefore may not be financed with
tbwfs!t!npofz-tuifz!bsf!dbufhpsj{felbt!bttfu!nbobhfnfoul/
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case for all types of investments researched, the sector as a whole can receive this
qualification.

If a financial institution does not make an explicit statement that it is not active in a particular
sector, the decision for applying n.a. can be made based on information about the portfolio in
the annual report(s) of the financial institution and its subsidiaries. For defining the maximum
level of investments in one of the investment categories (threshold), the FFG Methodology
uses the breakdown of the portfolio:

9 If the sector is explicitly mentioned in the breakdown of its, for example, corporate credit
portfolio, apply n.a. when less than 0.2% and a maximum of EUR 1 million of total corporate
credits is lend to that specific sector.

9 If the sector is mentioned together with other sectors (e.g. public administration, defence
and social security), then apply n.a. when this is together less than 1.0% and a maximum of
EUR 5 million of total corporate credits.

1 If the sector is not mentioned explicitly, but only overarching and overlapping sectors and
efgjojujpot!tvdi!bt!nbovgbduvsjoh-!puifs-!ps! #
apply n.a.

1 The same applies to the other types of investment (project finance, asset management for
own account and asset management for the account of clients).

1 If there is not enough information available regarding the portfolio, the qualification n.a.
cannot be given.

Note that the companies operating in a certain sector do not only include primary producers.
Also trade, transport, warehousing, processing, and finally, retail companies are part of the
supply chain and therefore belong to this sector.

1.4.6

The Fair Finance GuideMethodology expects that the policies of the financial institution, or at least
summaries of it, is made public, for example through its website or in the annual report. The names
or the topics of the policy document s are not relevant, for example elements on labour rights can
be included in a human rights policy.

Sometimes a financial institution makes a statement about a decision considering a certain issue
in a newsletter or press release. In the first year after publication, the Fair Finance Guide
Methodology considers these as valid sources of information, but it also expects the financial
institution to integrate the decisions in its investments policy p as the employees who will make
the decisions about investments will not take all these newsletters, brochures etc. into account.
When updating the policy review, the Fair Finance GuideMethodology requires to check whether
the principle is part of the general policy documents. If a financial institution published a principle
in newsletters or documents in the period before the previous updat e was published, and has not
integrated this principle into policy documents, it will not be considered as a principle for this
zfbs!t!lgpmjdz!vgebuf/

The policy assessment is based on the public documents of the assessed financial institution.
Information provided by third parties, such as the external asset managers hired by pension
providers, is not taken into account, unless the financial institution clearly refers to those policies
on its own website, or in its own documentation. Information published o n the websites on
international standards and or initiatives covering financial institutions under review - such as the
Equator Principles, the United Nations Global Compact, the Principles for Responsible Investment -
are taken into account.

Previous research showed that pension providers, especially the smaller pension funds, tend to
rely on the external asset managers and their detailed policies. As per exception, the documents of
external managers may be used for the assessment in case the pension provider has published a
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commitment declaring that it aims to invest responsibl y, outsources the asset management to one
or more external parties and refers to their policies as being applicable to the assets of the pension
provider. Moreover, the documents of the external parties mentioned in the commitment must be
available on the website of the pension provider. In case a pension provider refers to policies of
various asset managers, the policy that covers most assets will be taken into consideration.

The policy assessment for the theme Consumer Protection (see section 4.1) uses as reference
more specific documents in addition to the documents and information sources commonly used in
the FFGMethodology. Preference is given to official sources and sources recognized by the
financial institutions themselves, to minimize disput es and to maximize the objectivity of the
analysis. Documents may include:

1 Ombudsman reports of an ombudsman for the banking sector; and
1 Reports on consumer complaints of public consumer protection institutions.

147

Ideally, financial institutions write a policy presenting the principles that are used in the process for
decision making regarding finance and investments. Alternatively, they can state which
international standards and initiatives they expect companies to comply with. Some of the
standards and initiatives the FFGMethodology references, are considered sufficient for scoring
when used in the process for decision making regarding finance and investments.

When assessing the policies of financial institutions, not only the policies that the financial
institution has developed itself but also the broader standards and initiatives adopted or endorsed
by the financial institution are taken into consideration. These include sustain ability initiatives
which can be undersigned by financial institutions, such as the Equator Principles, and the
Principles for Responsible Investment (PRI). Undersigning these initiatives represents an obligation
to apply certain sustainability criteria on the investments and financial services of a financial
institution.

The IFC Performance Standardsand the IFC Environmental, Health, and SafetyGuidelines were
also specifically developed for financial institutions. However, financial institutions cannot
undersign them, or become members, in the way they can for the Equator Principles and the PRI.
For this reason, financial institutions can receive points for certain elements covered by these
standards, but only when the financial institution makes clear that it appli es these standards in full
for its financing and/or investment decisions. Since the Equator Principles, a major international
standard for project finance, are based on the IFC Standards, financial institutions can receive
basic scores and scope scores for project finance for the elements sufficiently covered by the IFC
Standards when they are signatories of the Equator Principles.

Other major initiatives and standards such as the UN Global Compact, the UN Guiding Principles
for Business and Human Rights (UNGPs), the OECD Guidelines for Multinational Enterprises, and
others, have not been developed specifically for financial institutions. Therefore, financial
institution s cannot undersign these standards, and the standards do not oblige financial
institutions to apply the criteria to their investments and financial services. But financial
institutions can adopt these initiatives, by stating explicitly that they apply in full the procedures
and criteria described in these documents when taking financing and investment decisions. In
other words, financial institutions can apply these standards to their financing and investment
activities by stating explicitly that they expect financed and investee companies to adhere to these
standards.

Such an explicit statement of the above mentioned sustain ability initiatives and standards, thus
means that a financial institution could adhere to one or more of the principles (elements) defined
in the assessment methodology, although the element as such is not mentioned in the policy
documents of the financia | institution itself. Financial institutions that have signed a standard or
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initiative, or mention a standard or initiative in their policies, and make clear that it is applied to the
financing of and investment in companies, therefore receive a basic score for each element that is
clearly included in that particular standard. This score will be multiplied with the scope score for
each investment category to which the policy is explicitly applied as well.

15

The Fair Finance International network hopes to stimulate a process that leads to ever increasing
tightening of the norms used by financial institutions (race to the top) in social, environmental, and
economic fields and to enhance the constructive role these financial institutions can play in
creating a just and sustainable world. Naturally, the policy the financial institution has formulated

is only one of the necessary steps.

Equally important is the issue whether the financial institutions themselves, when making

decisions on their investments, in practice comply with the norms recorded in widely supported
international standards, such as conventions, guidelines, certifications and codes of conduct.
Therefore, incase studies the CSOs collaborating in the Fair Finance International network
investigate the operational practices, strategies and instruments and evaluate the investments and
financial services of the researched financial i nstitutions. The outcomes of these studies are
reported on the websites of the different Fair Finance coalition s , but do not lead to a downgrade or
upgrade of the policy assessment scores.
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2.1

211

Animals are sentient beings that deserve respect and protection. Animal protection organisations

advocate measures to protect the welfare of animals based on this fundamental principle . These

efforts are met with growing interest from governments and companies. As per the Amsterdam

Treaty (1997) and the Lisbon Treaty (2007), the European Union officially recognizes animals as

sentient beings. The plea of animal protection organisations also resonates among European

civilians, as indicated by the Eurobarometer.!? In countries outside Europe, animal welfare is also
jodsfbtjohmz!cfdpnjoh!bo!jttvf!pg!dpodfso!gps!uif
for a Universal Declaration on Animal Welfare (UDAW), drafted in 2011, has since been signed by

over 2 million people around the world.*3

The welfare of animals is also important for the wellbeing and the health of large groups of people.
About one billion people depend on the health and productivity of the animals they work with for
their income, food, and clothing.* According to the UN Food and Agriculture Organisation (FAO),
animal welfare is related to food security, food safety, health, sustainability, working conditions,
rural developments, gender equality and social justice.'®

Animal welfare issues are most prevalent in the intensive livestock farming sector. Intensive

livestock farming (or factory farming) is a landless farming system where animals are typically

kept inside, feed is delivered to the farm and manure has to be removed from the farm. The system

is also characterised by the absence of a natural cycle and considerable environmental pollution. 16
Jo!3127-!pwfs! 81&!pgluif!xpsme!t!gbsn!bojnbtt! xfs
Such farming methods are commonly associated with poor animal welfare, since the animals are

kept in conditions that interfere with their ability to express their natural behaviour. Animal welfare

issues related to intensive livestock farming differ per country and per species, but commonly

include:*®

9 High stocking densities;

1 Severely estrictive housing methods, such as cages, crates, or feeding cubicles;

1 Inadequate environments with poor air quality, inappropriate floors and a lack of environmental

stimulus;

Un- anaesthetised surgery, such as cutting tails, clipping beaks, teeth filing, or dehorning;

Tfmfdujwflcsffejoh!qgsbdujdft!uibu!nbz!cf!efusjnf

Poor conditions during animal transport, especially long duration, shortage of food, water and

space, and bad handling during loading and offloading procedures, resulting in exhaustion,

dehydration, anxiety, injury, disease andeven death of the animals involved; and

1 Problematic slaughtering methods, such as CO,-stunning for pigs, electrical stun ning for
poultry via the water bath method and un-stunned slaughter.

= =4 =4

Due to population growth and changing consumption patterns in emerging markets the worldwide
demand for livestock products - meat, dairy products, eggs - is increasing rapidly. To meet this
demand in a way that pays attention to animal welfare standards is a major challenge.® Further
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intensification of livestock production will almost certainly result in the suffering of even more
animals.?

In contrast to other major forms of livestock agriculture, there is a paucity of scientific information
on the welfare of fish raised under intensive aquaculture conditions. This reflects an adherence to
the belief that these animals have not evolved the salient biological characteristics that are
hypothesised to permit sentience. However, there is scientific evidence for the existence of
sentience in fish, and in particular, their ability to experience pain, fear, and psychological stress.
Anatomical, pharmacological, and behavioural data suggest that affective states of pain, fear and
stress are likely to be experienced by fish in similar ways as in other animals. This means that fish
have the capacity to suffer, and that welfare considerations for farmed fish should take these
states of pain into acc ount.?!

Outside industrial livestock farming, other sectors are also characterised by animal welfare issues :
9 Use of laboratory animals:

The pharmaceutical and cosmetics industries, as well as scientific institutions, regularly make

use of laboratory animals. The animals are used for the development of medicines and

wbddj oft-!gps!tuvezjoh!bojnbmt!!boe!ivnbot!!cpej
various types of chemicals. Depending on the context, animals may be exposed to various

kinds of suffering, even as the exact need, effectiveness and justification for animal testing is

debated.??

1 Fur and exotic leather

The production of and trade in fur and exotic leathers is associated with enormous negative
impacts on animal welfare, as well as considerable environmental impacts. In addition, the
production of fur animals in industrial farming settings has proved a considerable public health
risk during the COVID19 pandemic, when fur farms played a role in the spread and mutation of
the SARSCoV-2 virus.

9 Animals for recreation and entertainment

In the recreation industry, animals are deployed for sports and entertainment: equestrianism,
circuses, zoos, and tourist attractions like elephant riding and shows with birds of prey. Finally,
in pleasure pursuits such as hunting, hunting tourism, as well as in fishing and fighting games
with pets, the welfare of animals is profoundly at stake. 23

Although animal welfare is not directly mentioned in the UN Sustainable Development Goals
(SDGy, it is crucial for achieving many targets set by in the SDGs. For example, various targets
under SDG: 2 Zero Hunger and SDG: 3 Good Health and Weiking cannot be achieved without
ensuring animal welfare in the food production systems. 2* Similarly, SDG: 12 Respnsible
Consumption and Production cannot be possible without ensuring animal welfare in the
production of food. #* It also covers animal welfare in other sectors such as leather goods and
healthcare. Further, SDG: 14 Life Below Water and SDG: 15 Life of lral also mentions protecting
biodiversity. These goals cannot be achieved without adopting responsible practices while dealing
with oceans and forests and protecting any form of cruelty on animals. 26

The investment and finance policies of financial institu tions should take the welfare of animals
into account when investing in or financing companies in all the industries mentioned (livestock,
fur and exotic leather, pharmaceutics, cosmetics, recreation, sports, and entertainment). This
obligation follows fr om the recognition that animals are sentient beings capable of feeling pain
and stress. Furthermore, neglecting the welfare of animals may also have consequences for
human health and the environment. When developing policies in this respect, financial institutions
can make use of the international standards described in the following section.
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2.1.2

Standards concerning animal welfare differ in scope, application, and the level of protection they
offer. It is possible to di fferentiate between generally accepted principles, international standards,
EU legislation, national law and (inter)national private standards. The main standards on animal
welfare are summarised per topic, followed by assessment elements which are formula ted by the
FFG Methodology as a result:

I General animal welfare standards

The Five Freedomsare often taken as a principle for preparing standards on animal welfare.
This concept arose from the Brambell Report published in Great Britain in 1965 and the
following request of the UK Minister of Agriculture to the Farm Animal Welfare Council (FAWC)
to revise the Welfare Codesfor cattle, pigs, domestic fowl, and turkeys. This has led to the
following list of five freedoms that are relevant for all animals.

An animal has to live free from:

1 Hunger, thirst, and malnutrition (direct access to fresh water and solid food to stay healthy
and strong).

1 Any thermal or physical discomfort (having suitable, comf ortable housing that offers
tranquillity).

T Pain,injury, and diseases (by means of prevention or diagnosing and treating quickly).

1 Fear and chronic stress (by circumstances that avoid suffering and stress).

1 The denial of natural (species-specific) behaviour (by supplying sufficient space, sufficient
and proper provisions, and company from animals of the same species).

To improve on the Five Freedoms model,scientists and animal welfare organisations have

since 1994 proposed another framework: the Five Domains of Animal Welfare. This model

moves away from the idea that animal welfare can be adequately guaranteed merely by the

absence of negative states. Instead, the Five Domains model focuses on the different factors

ui bu!dbo!gptjujwfmz!ps!ofhbujwfmz!bggfdu! boj nb mt

1 Nutrition;

1 Environment;

I Health;

1 Behaviour; and
1 Mental state.

In a protocol at the Amsterdam Treaty (1997), the European Union officially recognises animals
as sentient beings and indicates that European civilians and institutions in the field of
agriculture, fishery and science have to take the welfare of animals into account. This protocol
has also been fully included as Article 6b in the successor of the Amsterdam Treaty, the Lisbon
Treaty (2007), which came into force on December 1, 2009.

The World Trade Organisation (WTO)Agreement on the Application of Sanitary and
Phytosanitary Measures (SPS Agreemen) encourages its members to base their sanitary
measures on international standards, guidelines and recommendations, where they exist.

The World Organisation for Animal Health (OIE)is the WTO reference organisation for
standards relating to anim al health and zoonoses. Its standards are intended to safeguard the
hygienic safety in the trade in animals and animal products. The Terrestrial Animal Health
Code, first published in 1968, and the Aquatic Animal Health Code, published in 1995, aim to
assure the sanitary safety of international trade in terrestrial animals and aquatic animals, and
their products. The Codes traditionally addressed animal health and zoonoses, but have in
recent years expanded to cover other animal welfare aspects, mainly with respect to transport,
slaughter, and killing animals to prevent the spread of diseases and stray animals. This is
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X ps me x| ©fEsMahubl of Diagnostic Tests and Vaccines for Terrestrial Animals and

Manual of Diagnostic Tests for Aquatic Animals provide a harmonised approach to disease

diagnosis by describing internationally agreed laboratory diagnostic techni ques.

ISO 26000:2010 Guidance on social responsibilityrecognises the importance of animal welfare
joluiflqgsjodjgmf! #Fui j db mtfarhdasdjusjice, ans integrity-iniply v o e f s 1
caring for people, animals, and the environment. Ethical behaviour encompasses respecting

the welfare of animals, including providing effective resolutions if an organisation affects the

life and the existence of animals.?’

This leads to assessment elements
1 | Companies respect animal welfare in all Five Domains of animal welfare.
13 | Companies integrate animal welfare criteria into their procurement and operational policies.
14 | Companies include clauses on the compliance with criteria on animal welfare in their contracts
with subcontractors and suppliers.
1 Laboratory animals

TheDp v odj m! p@ohventien fogtiie!priotection of vertebrate animals for experimental
and other scientific purposes concerns the use of animals in experiments.' There is also
European Union legislation on the housing of, and caring for laboratory animals and there are
rules for assessing animal tests. EU Regulation 1223/2009 bans animal testing for cosmetics
and the use of great apes for testing purposes.

This leads to assessment element

2 | Non-medical animal testing (including but not limited to cosmetics testing) is unacceptable.

When planning and conducting animal experiments, one can strive for improvement as
described already in 1959 by the researchers W.M.S. Russel and R.L. Burch, in their 3Rtrategy
Replacement, Reduction and RefinementThis suggests to apply three strategies with regard to
animal testing: 2

1 Replacement: laboratory animals are replaced by nonanimal alternative test objects as
much as possible.

Reduction: the number of animals used is reduced as much as possible.

Refinement: discomfort (pain/inconvenience) o f laboratory animals is prevented as much
as possible, both prior to, as well as after testing.

Directive 2010/63/EUp g! 3121 " gzv gf mmimf ! gsj odj gmf ! pg! ui f! F$UiI sf
legal requirement. The principles of Replacement, Reduction and Refinement must be

considered systematically at all times when animals are used for scientific purposes in the

F V3J

1
1

This leads to assessment element

3 | Requirements are set for the use of laboratory animals for testing medical products in order to
limit animal suffering and the number of animals used as much as possible and demonstrably
look for alternatives to animal testing (the so -called 3R-strategy).

i The Council of Europe (®E) is not to be confused with the European Council (EC) or the Council of the European
Union. The CoE is a distinct, consultative body outside of the European Union in which 46 countries participate, and
has no binding legislative powers. The latterareiouf hsbm! gbsut ! pg! ui f! Fvspqfbo! Voj po!t
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9 Fur and exotic leather

Within the European Union, there are rules for the use of traps to catch animals for their fur
(Council Regulation 3254/91/EEC). There is a ban on the trade in cat and dog fur Regulation
1523/2007/EC) and an import ban on seal fur (Council Directive 83/129/EEC and Regulation
1007/2009/EC).

In many countries, the farming of animals purely for fur production has already been prohibited,
or phase-out plans are in place.® This trend has accelerated during the COVIDB19 pandemic,
when the Sars-CO\-2 virus frequently infected fur farms, leading to the risk of further

mutations.

This leads to assessme nt element

4 | Producing, manufacturing, trading and selling fur and exotic leather (and derived products) is
unacceptable

9 Farm animals

The Farm Animal Responsible Minimum Standards (FARMS)were developed in 2019 by a

coalition of animal welfare organisations, and emphasize the role of financial institutions in

advancing animal welfare in farm animals. Based on the Five Freedoms concept, the OIE

Terrestrial Health Code, existing EU legislation and thelFC Good Practice Note the FARMS
jojujbujwf!jefoujgjft!blovncfs!pg!Fxfmgbsf!sjtl
animals, covering a range of topics including :

Living space;

Stocking density;

Living environment and enrichment;
Diet;

Breeding practices;

Painful procedures;

Transport; and

Slaughter.
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Additionally, the FARMS initiative defines a host of minimum standards specific to five o f the
most commonly farmed animals (dairy cows, beef cattle, broiler chickens, laying hens and
pigs).3! By combining previous governmental regulations and private initiatives, the
Responsible Minimum Standards (RMS) provide a comprehensive set of principles for
improving welfare in farm animals.

Other private animal welfare standards and initiatives include the International Finance

Corporation (IFC) Good Practice Note, which states that businesses "that address or enhance
animal welfare are likely to win or retain a competitive advantage in the global marketq mb & f LJ/
and presents some best practices and recommendation for farmers and meat producing
companies.

The Business Benchmark on Farm Animal Welfareis an annual benchmarkp g! gppe! dpngbo
performance on farm animal welfare, supported by World Animal Protection (WAP),
Compassion in World Farming (CIWF) and private equity firm Coller Capital. "Its aims are®

I To provide investors with the information they need to understand the business
implications of farm animal welfare for the companies in which they are invested.

1 To provide investors, governments, academics, CSOs, consumers and other stakeholders
with an independent, impartial, and reliable assessment of individual company efforts to
adopt higher farm animal welfare standards and practices.

1 To provide guidance to companies interested in improving their management and reporting
on farm animal welfare issues.
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https://www.bbfaw.com/benchmark/

The benchmark assesses food producers, restaurants and bars and food retailers and
wholesalers, covering the entire food supply chain".

Coller Capital also initiated the Farm Animal Investment Risk and Return (FAIRR initiative,
xijdi!'bjntlup!jngspwf!jowftups!t!voefstuboejoh! j
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and governance issues that could significantly damage financial value over the short or long-
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The International Federation of Organic Agricultural Movements(IFOAM) has developed the
Norms for Organic Production and Processing. The IFOAM norms consist of the [FOAM
Standard and the corresponding Accreditation Criteria. All producers worldwide adhering to the
IFOAM norms are included in the Organic Guarantee System With respect to animal welfare,
the certification standard includes detailed requirements for housing, freedom of movement,
feed, pest and disease management, transport, and slaughter.

The Sustainable Agriculture Network(SAN) has published the Sustainable Agriculture
Standards. The norms are based on guidelines of, among others, the United Nations, the
European Union, and the International Labour Organisation and comprise of ten criteria for
sustainable agriculture, of which one is about dealing with wild animals on farms.

The Global Animal Partnership (GAP) has defined animal welfare in order to improve farming
and ranching systems and practices. Under its GAP 5Step Animal Welfare Rating Programit
has customized standards for each species, including beef cattle, broiler chickens, turkey,
sheep, pigs, goats, bison and laying hens. As part of its program for broilers chickens, GAP
aims to replace fast-growing chicken breeds by 2024.

The Council of Europe hasalso adopted several conventions to protect farm animals. In the
European Convention for the Protection of Animals kept for Farming Purposes (adopted in
1976 and amended in 1992) minimum guidelines for livestock farming with resp ect to welfare
have been included. In addition, conventions on transport (ETS No. 193)and on slaughter (ETS
No. 102) have been adopted. These conventions are further elaborated in specific rules for
certain animal species and topics.

Within the European Union Council Directive 98/58/EC concerning the protection of animals
applies to all farm animals and lays out several general animal welfare requirements with
respect to, amongst others, freedom of movement, accommodation, feed and breeding
practices. Furthermore, directives from the Council have been adopted on animal transport (EC
No 1/2005), as well as on the keeping of specific species of animals (broilers, laying hens, pigs,
calves). Regulations on slaughter (EU Regulation 2018/723) have also been issued by the
European Commission.

In the long run, some abuses in intensive livestock farming are phased out in the European
Union, such as keeping calves in crates (prohibited since 2007), hens in bare battery cages
(prohibited as of 2012) and keeping sows in feeding cubicles (prohibited as of 2013). * No
specific EU legislation exists for widely farmed animals such as dairy cows, rabbits, ducks,
turkeys, trout, and salmon.

This leads to assessment elements

5 | Severely restricted housing methods for farm animals, including calves in crates, hens in battery
cages and sows in feeding cubicles, are unacceptable.

6 |Farm animal breeding practices and genetics are geared towards good welfare in line with the
FARMS Responsible Minimum Standards

8 | Companies safeguard adequate environmental enrichment and quality for farm animals in line
with the FARMS Responsible Minimum Standards
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This leads to assessment elements

9 | Companies avoid painful procedures for farm animals in line with the FARMS Responsible
Minimum Standards.

10 | Companies practice humane slaughter methods for farm animals in line with the FARMS
Responsible Minimum Standards.

11 Companies limit the duration of animal transports in line with the FARMS Responsible Minimum
Standards.

1 Animal welfare c ertification

The International Federation of Organic Agricultural Movements(IFOAM) has developed the
Norms for Organic Production and Processing. The IFOAM norms consist of the IFOAM
Standard and the corresponding Accreditation Criteria. All producers worldwide adhering to the
IFOAM norms are included in the Organic Guarantee System With respect to animal welfare,
the certification standard includes detailed requirements for housing, freedom of movement,
feed, pest and disease management, transport, and slaughter.

The European Unionregulation on organic production sets specific rules for organic
production, which include animal welfare requirements regarding housing conditions,
husbandry practices, stocking densities, access to open air and animal health.3®

The Global Aquaculture Alliance (GAA), an initiative from a number of American companies,
has developed the Best Aquaculture Practices (BAP) facility certification standards, monitored
and controlled by ISO 65accredited certification bodies. BAP certification defines the most
important elements of responsible aquaculture and provides quantitative guide lines by which
to evaluate adherence to those practices for processing plants, farms, hatcheries, and feed
mills. The BAP includes standards for shrimp, tilapia, and channel catfish cultivation, as well as
for the fish processing industries. A number of an imal welfare criteria are included in the BAP,
particularly regarding pain and anxiety. The number of BAP-certified facilities worldwide grows
daily. BAP is mainly active in the Americas, South East Asia, Australia and New Zealand; within
Europe only in lceland, Norway and the United Kingdom.

In 2010, WWF and IDH (Dutch Sustainable Trade Initiative) founded theAquaculture
Stewardship Council (ASC). The ASC aims to be the world's leading certification and labelling
programme for responsibly farmed seafood, by managing the global standards for responsible
aguaculture, which were developed by the WWF Aquaculture Dialogues.

ASC collaborates with aquaculture producers, seafood processors, retail and foodservice
companies, scientists, conservation groups and consumers in order to: 3’
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programme and seafood label;

i Promote best environmental and social choice when buying seafood; and
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Other issues related to fish and fisheries are discussed in section 3.2.

This leads to assessment element

7 | Animal protein companies are certified according to the criteria of certification schemes that
include animal welfare requirements (mentioned in section 2.1.2).

I Antimicrobial resistance

According to the World Health Organisation (WHO), antimicrobial resistance (AMR) is one of
the biggest threats to global health, food security, and development today. As antibiotics
become less effective a growing list of infections are becoming difficult and s ometimes
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https://eur-lex.europa.eu/eli/reg/2018/848/oj
https://eur-lex.europa.eu/eli/reg/2018/848/oj
https://eur-lex.europa.eu/eli/reg/2018/848/oj
http://gaalliance.org/
http://bap.gaalliance.org/
http://www.asc-aqua.org/index.cfm?act=tekst.item&iid=2&lng=1
http://www.asc-aqua.org/index.cfm?act=tekst.item&iid=2&lng=1













































































































































































































































































































































































































































































































































































































