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“Our investments and investment policies should align with the norms and
values of our beneficiaries, as well as reflecting their preferences. It should
also reflect our role as asset owner and a good steward of assets.”

“The other main driver is our belief that responsible investment contributes
to long-term value creation. We believe by taking ESG-factors into account,
we can contribute to better investment results.”

— PENSIOENFONDS DETAILHANDEL, RESPONSIBLE INVESTMENT POLICY STATEMENT, SEPTEMBER 2021

Pensioenfonds
Detailhandel

ABOUT THE CLIENT

Profile

The client, Pensioenfonds
Detailhandel, wished to tilt its credit
portfolio’s investment policy towards
the United Nations’ Sustainable
Development Goals (SDGS).

Objectives

To align the credit portfolio with four
SDGs: decent work and economic
growth; responsible consumption
and production; climate action;
peace, justice and strong
institutions.

Solution

The FTSE EuroBIG ex-Sovereigns
SDG benchmark is a custom index of
corporate, sub-sovereign and covered
bonds, designed to integrate the
desired SDGs.
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Extending sustainable investment to credit: an
innovative approach to fixed income indices

Pensioenfonds Detailhandel is one of the Netherlands’ largest pension funds and
a signatory to the Principles for Responsible Investment (PRI). In 2019,
Detailhandel chose an innovative equity benchmark, the FTSE Custom
Developed ex Korea SDG Aligned index, to help align its developed equity
portfolio with four of the United Nations’ (UN) Sustainable Development Goals
(SDGs). In 2020, Detailhandel extended this approach by investing in a new fund
tracking a new FTSE Russell emerging market equity SDG index.

In 2021, Detailhandel went a step further by deciding to align its fixed income
assets, starting with the credit portfolio, with the same four SDGs. Detailhandel
engaged FTSE Russell (as its benchmark provider) to develop a way to
implement the policy within the pension fund’s overall investment strategy.

With the three launches Detailhandel has now aligned almost 50% of its €32bn
investment portfolio to the three SDG funds tracking FTSE Russell indexes
(correct as of Dec 2021).

Embedding SDGs in a credit index

In 2015, the UN’s General Assembly set 17 global goals, designed to be a
"blueprint to achieve a better and more sustainable future for all," that are
intended to be achieved by 2030. Detailhandel identified the following four SDGs
as particularly relevant to its sustainable investment policy:

SDG 8 - Decent work and economic growth

SDG 12 — Responsible consumption and production
SDG 13 - Climate action

e SDG 16 — Peace, justice and strong institutions

Embedding the SDGs in a credit index required a new design approach from
FTSE Russell, when compared to the SDG-aligned FTSE equity benchmark
used by Detailhandel in 2019.

This is because the underlying credit benchmark—the FTSE EuroBIG ex-
Sovereigns index—consisted of corporate, sub-sovereign and collateralised
bonds, not all of which could be categorised using the existing SDG alignment
framework (that used for equities).

Rewarding sustainable bond issuance

The FTSE EuroBIG excluding Sovereigns SDG benchmark is a custom index of
corporate, sub-sovereign and collateralised bonds, designed to integrate the
desired SDGs.

The design of the index enabled Detailhandel to translate its responsible
investment priorities into a passive (index-tracking) bond portfolio. The index
design also incentivises the ownership of bonds issued by entities whose
activities are aligned with the SDGs.

A custom credit index

Launched in 2021, the FTSE EuroBIG
ex-Sovereigns SDG benchmark is a
custom index of corporate, sub-
sovereign and covered bonds,
designed to integrate the desired
SDGs.
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Index design overview

) S
Collateralised

I—I—I

i : i i
Private i Listed i . - I . Regional [
: . : Supre gencies |
e E TS Covered : Securitised # Supra Agencies oo :
1 : !
H i 1
I ' ki i
Green
Currently out H Currently out
of scope scores Re\éz?;es Carbon data i of scope
]
- -

|
i
| ;
; Country ESG scores :
! i
_—— 1
L--- Listed Equity SDG Aligned -7

r RREES S Fixed Income SDG Aligned i
f framework ) framework

1

1

—————— —————— Green & Social Impact Bond Overlay e em e m o= -

The key elements of the index design are as follows:

e Listed corporate bond issuers (c. 50% of benchmark) — the index follows
the existing SDG-aligned equity approach (using FTSE Russell’s sustainable
investment data inputs, covering ESG scores, green revenues and carbon),
tilting constituent weights towards desired issuers and excluding certain
categories of bond (e.g., those issued by arms suppliers)

Sub-sovereign bond issuers (c. 28% of benchmark) — the index uses a
customised country-level scoring system, based on the alignment of a group
of indicators with each of the desired SDGs (for agency and supranational
bonds, GDP-weighted scores are used), then tilts towards the desired
constituents

Collateralised bond issuers (c.17% of benchmark) — these were
determined to be out of scope for the index design.

e Private corporate bonds and securitised debt (c.5% of benchmark) —
these are also out of scope for the index design

e Green impact bond overlay — an additional SDG-aligned overlay rewards
the issuers of green bonds by means of an additional tilt factor (with the
option to add further social/sustainability-linked tilts)

The new SDG credit index achieves a substantial improvement in sustainability:
a November 2020 simulation of the index’s methodology showed a 62%
reduction in CO2 emissions, a 69% reduction in carbon intensity and a 64%
reduction in carbon reserves for the index’s corporate bonds, compared with the
reference benchmark (the FTSE EuroBIG ex-Sovereigns index). It also doubled
the starting index’s green bond exposure.

Broadening sustainable investment goals

In 2021, Pensioenfonds Detailhandel decided to extend its sustainable
investment policy to the fund’s credit portfolio, building on its past success in
embedding UN SDGs into a passively managed equity portfolio. Through a
custom index solution, the fund was able to target several objectives
simultaneously:

e Align credit investment policy with four selected SDGs
e Help advance the SDGs through its efforts
e Create longer-term value for fund beneficiaries

Additional information

For more information on the FTSE ESG
index series, click here

For more information on the FTSE
EMEA Fixed Income indexes, click here

Further information on all our products
and services is available at
ftserussell.com
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https://www.ftserussell.com/products/indices/esg
https://www.ftserussell.com/products/indices/emea-fixed-income-indexes
https://www.ftserussell.com/

About FTSE Russell

FTSE Russell is a leading global provider of benchmarks, analytics and data solutions with multi-asset capabilities,
offering a precise view of the markets relevant to any investment process. For over 30 years, leading asset owners,
asset managers, ETF providers and investment banks have chosen FTSE Russell indexes to benchmark their
investment performance and create investment funds, ETFs, structured products and index-based derivatives. FTSE
Russell indexes also provide clients with tools for performance benchmarking, asset allocation, investment strategy
analysis and risk management.

To learn more, visit ftserussell.com; email info@ftserussell.com; or call your regional
Client Service Team office

EMEA North America Asia-Pacific

+44 (0) 20 7866 1810 +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 4563 6346
Sydney +61 (0) 2 8823 3521

© 2022 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE International
Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital Markets Limited
(together, “FTSE Canada”), (4) FTSE Fixed Income Europe Limited (“FTSE FI Europe”), (5) FTSE Fixed Income LLC (“FTSE FI”), (6) The Yield Book
Inc (“YB”) and (7) Beyond Ratings S.A.S. (“BR”). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB and BR. “FTSE®”, “Russell®”, “FTSE Russell®”,
“FTSE4Good®’, “ICB®”, “The Yield Book®”, “Beyond Ratings® and all other trademarks and service marks used herein (whether registered or
unregistered) are trademarks and/or service marks owned or licensed by the applicable member of the LSE Group or their respective licensors and are
owned, or used under licence, by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB or BR. FTSE International Limited is authorised and
regulated by the Financial Conduct Authority as a benchmark administrator.

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE Group, from
sources believed by it to be accurate and reliable. Because of the possibility of human and mechanical error as well as other factors, however, such
information and data is provided "as is" without warranty of any kind. No member of the LSE Group nor their respective directors, officers, employees,
partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly, either as to the accuracy, timeliness,
completeness, merchantability of any information or of results to be obtained from the use of FTSE Russell products, including but not limited to
indexes, data and analytics, or the fitness or suitability of the FTSE Russell products for any particular purpose to which they might be put. Any
representation of historical data accessible through FTSE Russell products is provided for information purposes only and is not a reliable indicator of
future performance.

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners or licensors
for (a) any loss or damage in whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or other circumstance involved
in procuring, collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, communicating or delivering any such information or data

or from use of this document or links to this document or (b) any direct, indirect, special, consequential or incidental damages whatsoever, even if any
member of the LSE Group is advised in advance of the possibility of such damages, resulting from the use of, or inability to use, such information.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this
document should be taken as constituting financial or investment advice. No member of the LSE Group nor their respective directors, officers,
employees, partners or licensors make any representation regarding the advisability of investing in any asset or whether such investment creates any
legal or compliance risks for the investor. A decision to invest in any such asset should not be made in reliance on any information herein. Indexes
cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to buy, sell or hold that asset nor confirmation that any
particular investor may lawfully buy, sell or hold the asset or an index containing the asset. The general information contained in this publication should
not be acted upon without obtaining specific legal, tax, and investment advice from a licensed professional.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown may not
represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented
prior to the index inception date is back-tested performance. Back-tested performance is not actual performance, but is hypothetical. The back-test
calculations are based on the same methodology that was in effect when the index was officially launched. However, back-tested data may reflect the
application of the index methodology with the benefit of hindsight, and the historic calculations of an index may change from month to month based on
revisions to the underlying economic data used in the calculation of the index.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that
ultimately may prove to be inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors
that may cause actual results to differ materially. No member of the LSE Group nor their licensors assume any duty to and do not undertake to update
forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical,
photocopying, recording or otherwise, without prior written permission of the applicable member of the LSE Group. Use and distribution of the LSE
Group data requires a licence from FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB, BR and/or their respective licensors.
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