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Action Guides

Action Guide Methadolop

This document is an Action Guide, —

offering specific guidance on how to -

pursue future-fitness with respect to a

particular aspect of the business.

The text is written to be accessible to a —_— —_—
general business audience: no academic — —

or technical knowledge about systems . . .
. . . . Implementation Positive Pursuit
science, sustainability practices, or other Guide Guide

specialist topics is assumed.

Documents included in Release 2.2

Methodology Guide Positive Pursuit Guide

The scientific foundations and concepts The kinds of activities that any business

underpinning the Benchmark, together
with details of its key components and
how they were derived.

Break-Even Goal Action Guides

Guidance on how to transform business
operations, procurement practices, and
products in pursuit of future-fitness.

There is one Action Guide for each of the

23 Break-Even Goals.
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may undertake — above and beyond its
pursuit of Break-Even —to speed up
society’s transition to future-fitness.

Implementation Guide

Supplementary guidance on how to
begin pursuing future-fitness and how to
assess, report on and assure progress.

All Release 2.2 documents are
available for download here.
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Goal BE23

Financial assets
safeguard the pursuit
of future-fitness

1. Ambition

A Future-Fit Business implements investment policies and related internal controls that
continuously seek to improve the future-fitness of both the financial assets it owns, and
any that it manages or controls on behalf of third-party asset owners.

1.1 What this goal means

Many companies own or control financial assets (equity investments, debt instruments,
cash deposits with banks, etc.) as part of their core business, as a strategic business
objective or simply as a method of utilizing spare cash until it is needed for other
purposes. Purchasing and trading financial assets supplies capital for the investee to
continue — or expand — its activities.! Any positive or negative outcomes caused by the
investee may be sustained or increased by the capital provided, and so the investor is
mutually accountable for them.?

This goal requires a company to implement internal controls that help it to continuously
maximize the future-fitness of its investments, with a particular emphasis on anticipating,
avoiding and addressing issue-specific hotspots.

To be Future-Fit, a company must: (a) have policies and internal controls in place that
enable it and its employees to anticipate where negative investment impacts are likely to
occur; (b) avoid them where possible; and (c) take measurable steps to address concerns
that arise.

1 Note for financial professionals: we consider this statement to be true for both “primary” and “secondary”
market investments. Although secondary market purchases do not provide the investee with new capital, the
investor assumes the corresponding risk-reward profile of the investee’s business, and its purchase enables
the recycling of capital around the financial system for use elsewhere.

2 Note that we use the terminology investor/investee throughout this text for simplicity, but it should be
noted that when it comes to loans, the terms lender/borrower are typically used.
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Why this goal is needed

As with all Future-Fit Break-Even Goals, a company must reach this goal to ensure that it is
doing nothing to undermine society’s progress toward an environmentally restorative,
socially just, and economically inclusive future. To find out more about how these goals

These statistics help to illustrate why it is critical for all companies to reach this goal:

e Between 60-80% of coal, oil and gas reserves of publicly listed companies are ‘un-
burnable’ if the world is to have a chance of not exceeding global warming of 2°C.
Company valuations do not typically inform investors about their exposure to these
so-called “stranded assets”, despite these reserves supporting share value of
S4 trillion in 2012. [1]

e There is substantial and continual growth in both the demand for Sustainable and
Responsible Investment (SRI) opportunities, and in the availability of information
reported on extra-financial performance. According to Eurosif’'s 2018 European SRl
study, Environmental, Social and Governance (ESG) integration strategies grew by
60% over the previous two years to represent more than €4 trillion of assets under
management. [2, p. 16]

e Major investment is needed to meet the SDGs. While some initiatives should be
publicly funded, success will also require significant investment of private funds
from individual and corporate investors. The United Nations Conference on Trade
and Development estimates it will take between $5-7 trillion of investment, with an
investment gap in developing countries of about $2.5 trillion. [3]

How this goal contributes to the SDGs

The UN Sustainable Development Goals (SDGs) are a collective response to the world's
greatest systemic challenges, so they are naturally interconnected. Any given action may
impact some SDGs directly, and others via knock-on effects. A Future-Fit Business can be
sure that it is helping —and in no way hindering — progress towards the SDGs.

Companies may help to drive progress with respect to all SDGs by ensuring that the
financial assets they control do not hinder the pursuit of future-fitness. The most direct
links with respect to this goal, however, will depend on the unique characteristics of each
company’s investments.

Related goals

The purpose of this section is to help clarify the scope for this goal. It will help you
understand which issues are covered by this goal, and where other goals apply instead.
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to the purchase of goods and services that the company uses. The Financial assets
goal in contrast encompasses how the company invests or lends capital (through debt
finance, equity investment, project finance, cash deposits, investment funds, etc.).

Lobbying goal applies to how the company invests its capital specifically to pursue
some form of beneficial outcome (such as favourable regulatory changes) for the
business. The Financial assets goal does not encompass donations or fundraising
activities, but instead focuses on investing with the expectation of financial returns.

Action
Getting started

Background information

impact beyond its own four walls, to the extent that the impact is a consequence of the
company’s existence.

In terms of investment, this means not investing in financial assets which themselves
hinder society’s progress toward future-fitness. 3 This goal covers three ownership
scenarios:

e Financial assets owned by the company.
e Financial assets managed by the company on behalf of third-party owners.

e Financial assets offered as products to third-parties without any involvement in
the management of the investment itself.

When a company invests in a financial asset — either on its own behalf or for a third-party
owner — or offers the investment as a product to third-parties, it effectively chooses to
provide (part of the) financing for the negative impacts associated with that asset.
Companies are therefore mutually accountable for the negative impacts of that
investment.

Understanding the impact of any individual company or project — and therefore any
associated financial asset — is complex, and a company may not even know exactly where
and how its money is being deployed. However, if companies do not work to understand
the impacts of their financial decisions, they risk contributing to negative outcomes.
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That said, growing demand for information on the environmental and social impacts of
investments is leading to greater transparency and availability of information. Full
integration of future-fitness data into the company’s approach to financial assets should
therefore be a long-term aspiration.

Questions to ask

These questions should help you identify what information to gather.

Are financial assets part of the company’s core business?

e Does the company manage financial assets on its own behalf, or for other
organizations or individuals? Does it sell financial assets as products? Does it supply
other organizations or individuals with loans? How much insight does the company
have into where its financial assets are invested?

e Does the company pay into a pension fund on behalf of its employees? Does it have
any insight into how the money in that fund is invested, and the degree to which that
fund’s investment strategy aligns with the company’s own values?

What are the company’s investment goals?

e When investing capital in financial assets, what are the company’s primary objectives?
Is it looking to maximize financial returns, minimize risk or preserve liquidity?

e Does the company have explicit social or environmental objectives with respect to its
financial assets?

e Does the company have a stated commitment to support the SDGs? If so, has this
commitment been integrated into the company’s investment criteria?

How does the company manage its financial assets?

e Does the company have explicit policies and internal controls relating to financial
assets? Are these actively and regularly reviewed? Who are the individuals
responsible for overseeing and ensuring their effectiveness? Have social and
environmental criteria been integrated into them?

e Are the company’s own investments, or those of its clients, managed by a third-party?
If so, what are the investment parameters communicated to the managers of these
assets, and do they include specific social or environmental objectives? Do the
existing managers report on any extra-financial elements of their investments? How
are the managers evaluated on — and rewarded for — their performance?

e How does the company treat voting rights? Does it participate in shareholder
discussions, or have someone represent its interests? Has the company formally
documented its objectives in this regard? Do any managers exercise ownership and
voting rights on behalf of the company in line with Future-Fit objectives?
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How to prioritize
These questions should help you identify and prioritize actions for improvement.

Where could the company have most impact with its financial assets?

e In which types of financial assets does the company have the largest amounts of
capital invested? Small changes to the way these assets are managed could have
relatively large impacts.

Which potential improvements would be the easiest to implement?

e For which asset types or pools of capital would it be easiest to begin integrating
Future-Fit objectives? Which risk profiles or stated investment objectives most closely
align with Future-Fit requirements?

e Are there opportunities to transition to instruments with similar risk profiles and
growth potential that also incorporate social or environmental considerations?

Could the company find ways to exceed the requirements of this goal?

e Beyond what is required to reach this goal, is the company able to do anything to
ensure that social norms, global governance and economic growth drive the pursuit of
future-fitness? * Any such activity can speed up society’s progress to future-fitness.
For further details see the Pagsitive Pursuit Guide.

The next section describes the fitness criteria needed to tell whether a specific action will
result in progress toward future-fitness.

Pursuing future-fitness

Introduction

To be Future-Fit, a company must have internal controls in place that enable it and its
employees to evaluate financial assets in order to identify any potential negative impacts.
Furthermore, policies must be implemented to avoid those impacts where possible, and
steps must be taken to address any that cannot be avoided.

Guidance on performing hotspot assessments

To anticipate the negative impacts that its investments could be contributing to —
however unintentionally — all investments should be subject to hotspot assessments, to
identify any activity that may undermine progress toward the 8 Properties of a Future-Fit
Society, namely:®

e Energy is renewable and available to all;
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e Water is responsibly sourced and available to all;

e Natural resources are managed to safeguard communities, animals and ecosystems;
e The environment is free from pollution;

e Waste does not exist;

e  Our physical presence protects the health of ecosystems and communities;

e People have the capacity and opportunity to lead fulfilling lives; and

e Social norms, global governance and economic growth drive the pursuit of
future-fitness.

Figure 1 offers a list of common issues to consider in each area. Particular scrutiny should
be given to types of impact whose likelihood is higher depending on industry-specific,
geographical, and resource-specific risks. For example, do the assets support finance to:

e Projects that use a highly water-intensive agricultural manufacturing process
occurring in a water-stressed region?

e Companies that outsource 24-hour customer services functions to countries with
limited regulatory protection for employee rights?

e Funds investing in resources like wood pulp or palm oil, which may contribute to
deforestation if purchased from uncertified sources?

Resources for hotspot assessments

Companies should use information available from government and industry bodies, as well
as their own desk research. For physical products, Life-Cycle Assessment (LCA) databases

Assessments for financial assets owned by the company:

For all financial assets it owns, the company should seek to:

e |dentify exactly how its capital has been deployed (e.g. through bank deposits, direct
investments, funds, etc.);

e Determine the end recipients of each investment (e.g. the constituent companies
within a fund); and,

e Consider which negative impacts might be reasonably expected to occur as a result of
those investments.

Note that many investment vehicles are opaque with regard to where they invest.
However, without this information asset owners cannot be sure that they are not
contributing to negative impacts.
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Figure 1: A list of common hotspot issues by area of impact.

Issue area Common hotspots

Energy-intensive processes which are likely to:
Energy - Rely on non-renewable energy
- Prevent others from meeting energy needs

Water-intensive processes which are likely to:
Water - Rely on water from water-stressed sources
- Prevent others from meeting water needs

Reliance on natural resources, the sourcing of which contributes to:
- Loss of biodiversity
- Depletion of renewable resources
Natural resources - Armed conflicts
- Poortreatment of animals
- Physical degradation of the environment
- Diversion of agricultural crops to energy feedstock

Pollution: GHGs GHG-intensive processes

Harmful emissionsinto air, land and water, including:
- Gaseous toxinsand air pollutants (e.g. VOCs, NOx)
Pollution: Other - Ozone depleting substances
- Substances that build up in nature
- Scarce metals (e.g. Cadmium and lead)
- Untreated or insufficiently treated wastewater
- Harmful chemicals (e.g. fertilizer run-off, harmful pesticides)

harmful emissions

Waste Processes which result in large amounts of waste generation

Harmful uses of land, including:
- Encroachment into areas of importance to local communities
Physical presence - Conversion of pristine ecosystems
(e.g. conversion of primary forests and wetlands)
- Lack of respect for community rights (e.g. land-grabbing practices)

Poor labor practices, including:

- Child Labor

- Excessive overtime

- Forced Labor

- Hazardous working conditions

- lrresponsible use of agency labor

- Underpayment or non-payment of wages and benefits

- Undisclosed subcontracting

- Discriminatory practices

- Lack of representation (e.g. theright to bargain collectively)

People

Operational activities which are driven by unethical business conduct (e.g.

Drivers bribery practices)
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Assessments for financial assets managed by the company on behalf of others:

For all financial assets it manages, the company should seek to:

e Determine the end recipients of each investment (e.g. the constituent companies
within a fund); and,

e Consider which negative impacts might be reasonably expected to occur as a result of
those investments.

Assessments for financial assets offered as products:

For all financial assets offered as products, the company should seek to:

e I|dentify exactly how the capital has been deployed within each product;

e Determine the end recipients of each underlying investment (e.g. the constituent
companies within a fund); and,

e Consider which negative impacts might be reasonably expected to occur as a result of
those investments.

Guidance on how to categorize hotspots

To prioritize action with respect to each hotspot, a company should look at both the
likelihood of a negative impact occurring, and the severity of the consequences if it does
occur. Any impact of medium to high severity should be considered a hotspot unless there
is good reason to believe that the impact will not occur (see Figure 2).

Figure 2: Guidance on identifying the likelihood and severity of potential hotspots.
Issues toward the top right of the matrix deserve the most attention.®

The potentialimpact is expectedto be...

Likely
: No
Reason to believe the
. . Hotspot
impact will occur
Possible
Reason to believe the No
impact might occur Hotspot

Unlikely
Reason to believe the
impact will not occur

No No No
Hotspot Hotspot Hotspot
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Guidance on how to address hotspots

A company must ensure it is effective in generating meaningful action to avoid and
address hotspots. This requires the adoption of a No use, No excuse, Commitment to
reduce approach, as follows:

No use...

Companies must commit to screening, avoiding, and where possible divesting current
holdings in, any financial assets where the core business model of the investee depends
on, or is inextricably linked to, propagating outcomes that intrinsically undermine society’s
progress toward future-fitness. This mean products or services where a likely, foreseeable
and ongoing consequence of the core business model would be to cause or prolong a
breach to one or more system conditions’ — and which no amount of product / service
redesign or engagement activity can prevent.

Examples include:

e Financial assets whose core business model depends on or is inseparable from the
physical degradation of the environment (e.g. companies engaged in open-cast
mining, fisheries using bottom-trawling nets).

e Financial assets whose core business model depends on or is inseparable from
pollution of the environment (e.g. coal-fired power stations).

e Financial assets whose core business model depends on or is inseparable from
harming people (e.g. manufacturers of landmines, cigarette producers).

Companies should also set up conditional screening criteria around topics that are known
to be particularly problematic (e.g. palm oil, whose production is often linked to

No excuse...

Challenges in obtaining information on investments do not excuse the company from its
mutual accountability for the fitness implications of those investments. When an
assessment of an investee’s fitness is theoretically possible to complete, this step must be
taken even if it is difficult. Examples include:

e Where managers buy and sell financial assets as opportunities arise, meaning that the
company would need to assess numerous transactions on a regular basis to
understand its fitness.

e High-frequency trading strategies — especially algorithmic or fully automated ones —
which trade multiple assets based on statistical data, irrespective of the nature of the

8 For more information on and examples of investor coalitions created to tackle systemic issues, see the
Useful links section.
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underlying businesses, making it extremely difficult to create an accurate picture of
which investees an investor is effectively financing at any point in time.

e Investment in a privately held company which refuses to give fitness information to its
shareholders.

While companies can reasonably anticipate the use of capital when investing in businesses
or project-based financing, characteristics of some other types of financial asset mean
that companies are not in a position to assess the fitness of their investments. For
example, personal loans such as lines of credit, overdrafts, payday loans, credit cards or
mortgages extended to an individual borrower typically have no reporting requirements,
and information on the use of this capital is often appropriately protected by consumer
privacy laws. In these cases, companies are not considered mutually accountable for the
fitness of these financial assets.

Commitment to reduce...

When a non-compliant investment has been identified, and substitution is not
immediately possible (e.g. due to market illiquidity, or the investor being in the midst of a
multi-year Limited Partnership commitment), the company must seek to reduce its impact
through other means. This may include:

e Engaging with the manager or underlying investee — either directly or through
specialist service providers — to encourage greater alignment with Future-Fit
requirements.

e Ensuring that any income or returned capital is not reinvested in the same non-
compliant investee.

Additionally, where alternative financial assets exist that are more aligned with the pursuit
of future-fitness and offer the required financial risk-reward profile, companies should
seek to transition to these. Examples include:

e Investing in a green bond fund, as opposed to a conventional bond fund.

e Investing in an ethically-screened or low-carbon equity tracker fund, as opposed to a
conventional index tracker fund.

e |nvesting in an active, sustainability-focused thematic listed equity fund, as opposed
to an active sector-focused listed equity fund.

e Investing in a private equity fund that supports emerging clean energy technologies,
as opposed to an unconstrained private equity fund.

Fitness criteria

The company must ensure that all hotspots are identified and managed consistently and

described above.
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In addition, each financial asset owned, managed or offered as a product by the company,
must be subject to screening processes and efforts to improve fitness outcomes, as
described below.

which achieves the following:

e The identification of hotspots for each issue area (see Figure 1).
e An assessment of hotspot intensity (see Figure 2).

e Aninformed prioritization of which impacts to address first.

e When a hotspot has been identified, it must be addressed through actions in line with

How often should hotspot assessments be performed?

Given sufficient time, a company should succeed in eliminating the most intense hotspots
from its investments, but this is no cause for complacency. Investing is a dynamic activity,
so new problems might appear periodically, and less-problematic impacts must still be
addressed. Because of this, hotspot assessments should be seen as an iterative and
ongoing process.

Practically, hotspot assessments should be reviewed and updated on an appropriate
periodic basis, or if the provenance of specific investments changes substantially.

3. Assessment

3.1 Progress indicators

The role of Future-Fit progress indicators is to reflect how far a company is on its journey
toward reaching a specific goal. Progress indicators are expressed as simple percentages.

A company should always seek to assess its future-fitness across the full extent of its
activities. In some circumstances this may not be possible. In such cases see the section

Assessing progress

This goal has nine progress indicators, corresponding to the specific issue areas identified
in Figure 2, namely: Energy, Water, Natural resources, GHG emissions, Harmful emissions,
Waste, Physical presence, People, and Drivers. To calculate progress, the following steps
are required:
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For each of the nine issue areas:

e Assess the fitness of each financial asset held at any point throughout the reporting
period, according to the guidance below.

e Determine how many days each asset was held for during the reporting period.

e Calculate progress as the time-and-value-weighted sum of the fitness scores of all
financial assets.

Assessing the fitness of a financial asset

The company must assess each financial asset as described in Figure 3.

Figure 3: How to assess fitness of financial assets.

Fitness
Score

Fitness Criteria

* No hotspot assessment has been performed
or
0% . . . B
e The financial asset falls into the No use category of the No use, No excuse, Commitment to

reduce approach

* Anappropriate hotspot assessment has been undertaken
¢ The assessment identifies that potential hotspots may exist
25%
5 ¢ No further action has been taken

Note: if analysis confirms there are no potential hotspots, check criteria to score 100% (below)

¢ Adetailed analysis of all potential hotspots has been undertaken
¢ The analysis confirms that actual hotspots do exist
50%
: ¢ Steps are being taken to address identified hotspots

Note: if analysis confirms there are no actual hotspots, check criteria to score 100% (below)

¢ All high-intensity hotspots have been addressed

75% ¢ Company is taking appropriate steps toward addressing remaining hotspots,
in line with the No use, No excuse, Commitment to reduce approach

100% ¢ All hotspots have been avoided or eliminated

Calculating company progress for a specific issue area

The company’s aggregate Future-Fit progress with respect to issue area “X” (for each issue
area shown in Figure 2) is the time-and-value-weighted sum of the future-fitness scores of
all financial assets.
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This can be expressed mathematically as:

I X
_2i=1fi X G X D;

FX =
1
Where:

FX Is the progress towards future-fitness for issue area X, expressed as a
percentage.

X Is the issue area: Energy, Water, Natural resources, GHG emissions,
Harmful emissions, Waste, Physical presence, People, or Drivers.

fl.X Is the fitness of financial asset i.

Ci Is the monetary value of financial asset i.”

D Is the number of days that financial asset i was held during the reporting

! period.
)i Is the total number of financial assets in the company’s portfolio.

Context indicators

The role of the context indicators is to provide stakeholders with the additional
information needed to interpret the full extent of a company’s progress.

Total Assets Under Management

The company must report the total value of assets under management held, controlled
and/or offered during the reporting period.*°

Challenging hotspots

A brief description of any high-intensity hotspots that have not been fully addressed
within the reporting period, and for each:

e Ashort description of the hotspot.
e Actions taken to date to avoid or address hotspot.

e [f applicable, additional actions planned.

9 For debt and related assets, this is the notional amount of the asset owned. For equity and related assets,
this is the value at the start of the reporting period or the value when purchased if acquired in the period.
10 Note that any financial assets that have been determined not to be appropriate for inclusion in the progress

context indicator.
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Assurance

What assurance is for and why it matters

Any company pursuing future-fitness will instil more confidence among its key
stakeholders (from its CEO and CFO to external investors) if it can demonstrate the quality
of its Future-Fit data, and the robustness of the controls which underpin it.

This is particularly important if a company wishes to report publicly on its progress toward
future-fitness, as some companies may require independent assurance before public
disclosure. By having effective, well-documented controls in place, a company can help
independent assurers to quickly understand how the business functions, aiding their
ability to provide assurance and/or recommend improvements.

Recommendations for this goal

The following points highlight areas for attention with regard to this specific goal. Each
company and reporting period is unique, so assurance engagements always vary: in any
given situation, assurers may seek to evaluate different controls and documented
evidence. Users should therefore see these recommendations as an illustrative list of what
may be requested, rather than an exhaustive list of what will be required.

e Document the methods and frequency through which the company assesses its
investments. This can help assurers to assess whether the company’s approach is
likely to be sufficient for identifying all hotspots.

e Document the method used to determine whether financial assets are aligned with
the No use, No Excuse, Commitment to reduce approach. This can help assurers to
assess whether the company’s approach is in line with the requirements of this goal.

e In cases where the company has decided to continue holding financial assets
categorized as having a high-intensity hotspot, document the methods used by the
company to engage with the manager of the financial asset it has invested in, or the
underlying investee itself, to encourage them to increase their fitness over time. This
can help assurers to verify that the approach taken by the company is in line with the
requirements of the goal.

e Retain any working notes or information used for the calculation of the progress
indicator, including support for the evaluation of individual financial assets, or groups
of assets where appropriate, as well as evidence of asset value and time held during
the reporting period for the weighting calculation. Assurers may use this information
to verify the accuracy of the calculated indicator.

For a more general explanation of how to design and document internal controls, see the
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Additional information

Example

ACME Inc. sells lemonade products, and has accumulated a significant amount of financial
reserves which it has invested in different types of financial assets.

ACME decides to do an initial assessment to identify potential greenhouse gas emissions
hotspots across its financial assets.

ACME Inc. had $100,000 on deposit with Ethical Bank at the start of the reporting period.
Ethical Bank has extensive controls in place to ensure that it only lends to businesses that
are actively aligned with the pursuit of future-fitness. These controls have effectively
screened out significant greenhouse gas emitters, and so since no hotspots exists, the
deposit is considered 100% fit.

Halfway through the period, the company receives $50,000 and decides to invest it in an
index-tracking equity fund. The fund manager states that it has reviewed the companies
within the fund and identified a number of potential issues, but is not doing anything
about these. The fund is therefore considered 25% fit.

The company can now calculate its progress as:

I X
i=1fi" X G X Dy

GHGs _
F I C;x D
i=1" L

_100% x 100,000 x 365+ 25% x 50,000 x 182
B 100,000 x 365+ 50,000 x 182

~ 85%.

FEnergy — gWater _ pNresources _ pHarmful emissions _ pWaste _ pPresence _ pPeople

— pDrivers — oo

Context indicators

Total Assets Under Management during the period: $150,000.
Challenging hotspots: Several high-intensity hotspots were identified:
e Exposure to several oil and gas producing companies.

e Exposure to a cement producer.

Steps taken: No actions taken.
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5.2 Useful links

The Principles for Responsible Investment (PRI)

to develop a set of Principles for Responsible Investment. The group believes that an
economically efficient, sustainable financial system is a necessity for long-term value
creation. The six Principles outlined by the group are a voluntary, aspirational set of
investment guidelines that offer a broad range of possible actions for the inclusion of
environmental, social and governance (ESG) factors into investment practice. The
Principles were developed for investors, by investors, in the hope of developing a more
sustainable global financial system. As of April 2018, there are more than 1,950
signatories from over 50 countries, representing over US$80 trillion in assets under
management.

United Nations Environment Programme — Finance
Initiative (UNEP FI)

financial sector created in the context of the 1992 Earth Summit with a mission to
promote sustainable finance. Over 200 financial institutions, including banks, insurers and
investors, work with UNEP to understand today’s environmental challenges, why they
matter to finance, and how to actively participate in addressing them.

UNEP FI has conducted research, and subsequently published its findings, on the debate
about whether fiduciary duty is a legitimate barrier to investors integrating
environmental, social and governance issues into their investment processes. The report,

of future-fitness interact.

Divest-Invest

belief that by using their collective influence as investors to divest from fossil fuels, and
invest in climate solutions, they can accelerate the transition to a zero-carbon economy.
In this way, they are supporting the agreement made by governments in Paris at COP21
and protecting their own investment returns. As of January 2019, the movement has
catalysed $7.2 trillion of commitments.

Triodos Bank

Triodos Bank is a leading expert in sustainable banking with a mission to make money
criteria that clearly define how its employees can assess business qualities of prospective
investment opportunities and credit agreements and determine if they are in line with the
company's mission and vision. These are manifested in part via a list of minimum
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5.3

requirements and exclusions which outline the standards that must be met before any
further assessment on the potential investment / credit agreement is warranted. Triodos
outlines industries and products for which it has 'zero tolerance’, and others in which it
has set a maximum threshold for involvement.

Frequently asked questions

What type of investments are covered by this goal?

This goal is focused explicitly on financial assets, and not in the more general sense of
“investing in the business” (e.g. building a new factory, spending on R&D innovation).
Examples of financial assets which should be covered include, but are not limited to:

e Debt finance and equity investment (and hybrids thereof) in a business or specific
corporate project.

e Project finance for capital projects, infrastructure, or public services.

e Cash deposits in banks or financial institutions, where the company can be reasonably
expected to scrutinize the investment policies of the deposit-taker.

e Investment funds whose underlying asset pools are composed of one or more of the
above types, and hence the company (or the fund manager acting on its behalf) can
be reasonably expected to apply similar levels of scrutiny.

This goal does not cover personal loans such as lines of credit, overdrafts, payday loans,
credit cards or mortgages extended to an individual borrower. Such investments typically
have no reporting requirements, and information on the use of this capital is often
appropriately protected by consumer privacy laws. In these cases, companies are not
considered mutually accountable for the fitness of these financial assets.

Investment funds

The investment policy may be applied at a fund level if the fund manager can show
that at least the same minimum criteria have been applied to all of the fund’s
investment decisions. Many funds are opaque with regards to their underlying
investments, but ignorance is no excuse: if a fund manager is unwilling to satisfactorily
demonstrate the fund’s alignment with the company’s policy, the company should
seek to invest elsewhere.
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Pension funds

In most jurisdictions, the financial assets of a company’s pension scheme are legally
separated from the control of the company and it is unable to dictate how the assets are
invested. In these cases, the employee pension funds sit outside the scope of this goal.
However, companies should still actively engage their pension scheme trustees and
managers and encourage them to invest in line with the pursuit of future-fitness. This will
speed up society’s progress toward a Future-Fit Society and therefore fall within the
directly control the investments of a scheme’s financial assets, the pension would fall
within the scope of this goal.

How should | assess my financial asset if it changes in value
over the time it is held?

For debt and related assets, the notional amount of the asset owned should be used. For
equity and related assets, the value at the start of the reporting period, or the value when
purchased if acquired during the reporting period, should be used. Hence for these asset
types, intra-period changes in value are ignored.

For bank accounts and cash deposits, the daily closing values should be used to calculate
the average cash value over the relevant time period.

Note that calculating the average value of any cash assets is only relevant if a company
has more than one financial asset. For example, if a company only has one bank account,
the progress indicator will simply be the fitness score attributed to that bank —i.e.

0%, 25%, 50%, 75% or 100%.
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Appendix 2:
Licensing

The Future-Fit Business Benchmark is free to use,
share and modify with a few conditions.

Using the Future-Fit Business Benchmark

To accelerate progress toward a
prosperous future for all, we want to
make it as easy as possible for people to
use and build on our work.

To that end, the Future-Fit Business

This means you are free to:

e Share — Copy and redistribute the
material in any medium or format.

e Adapt — Remix, transform, and build
upon the material for any purpose,
even commercially.

These freedoms apply as long as you
adhere to the following terms:

e Attribution — You must give
appropriate credit, with a link to

been made. You may do so in any
reasonable manner, but not in any
way that suggests endorsement by
Future-Fit Foundation.

e ShareAlike — If you remix, transform,
or build upon the material, you must
distribute your contributions under
the same license as the original.

¢ No additional restrictions — You may
not apply technological measures or
legal terms that legally restrict
others from doing anything this
license permits.

Partnering with Future-Fit Foundation

Future-Fit Foundation is working toward
providing various forms of accreditation
—including the right to use Future-Fit
logos, and to identify us as a partner —
for advisors, assurers, software

Release 2.2 — April 2020

developers and anyone else wishing to
incorporate our work into their own

out more.

Page 23 of 24



http://creativecommons.org/licenses/by-sa/4.0/
http://creativecommons.org/licenses/by-sa/4.0/
http://creativecommons.org/licenses/by-sa/4.0/
http://futurefitbusiness.org/
http://creativecommons.org/licenses/by-sa/4.0/
http://creativecommons.org/licenses/by-sa/4.0/
mailto:info@futurefitbusiness.org?subject=Future-Fit%20Enquiry%20-%20Release%202.1

We must all play our part in society's journey
toward future-fitness — and we'll get there faster
if we work together.

For more information visit:
futurefitbusiness.org

Who we are

Future-Fit Foundation is the non-profit developer, promoter and steward of Future-Fit
Benchmarks. Our vision is a future in which everyone has the opportunity to flourish.
Given where we are today, this vision can only be realised through a rapid and radical
shift in the way the global economy works.

Our mission is to catalyse that shift — by translating systems science into practical,
free-to-use tools designed to help business leaders, investors and policy makers
respond authentically and successfully to today’s biggest challenges.

info@futurefitbusiness.org
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