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1. INTRODUCTION

Following the 2015 and 2017 reports, the AMF publishes its third report examining non-financial approaches in
collectiveinvestmentschemes. The reportis being published ata time of increasingly numerous initiatives, on both
the privateand publiclevels:onthe one hand, the roll-outof non-financial investment management schemes and
ranges of funds incorporating environmental, social and governance criteria has gathered momentum, with
announcements alongthese lines made by several asset management companies (AMCs); and, on the other hand,
regulatory requirements on the subjectare being specified onthe European level.

This report supplements Position-Recommendation 2020-03, the first version of which was published on
11 March 2020, on information to be provided by collective investment schemes incorporating non-financial
approaches, in particular with particular approaches adopted by fund managers. Followinga description of the
key market figures and various strategies developed by asset managers, the report outlines particular approaches,
relatingto certainassetclasses (private equity, real estate, money market funds) or strategies (synthetic replication
funds), for which a number of specific points for attention are also identified. Moreover, in line with the AMF's
mission to supervise the quality of information relating to management of the effects of climate change,! it has
endeavoured to assess theframework of AMCs' use of information relatingto greenhouse gas emissions, and on
this basisitspecifies its requirements regarding the monitoring of data and information by fund managers. Finally,
at a time when French and European market participants are going to have to prepare for the future
implementation of European Regulation 2019/2088 (the Disclosure Regulation), a review is presented of the
French market's compliance with the publication obligations concerning the consideration of environmental, social
and governance criteria (the "Article 173" framework?2), in order to note the progress made and the areas for
improvement. This review is anextension of the observations madein ajoint report by the authorities published
inthe summer of 2019.3 It aims to ensure effective continuity with the future system, the details of which are not
yet fully known.

For each theme studied, the AMF has endeavoured to identify practices and the related risks. It proposes several
changes to Position-Recommendation 2020-03 and identifies a number of good and poor practices, so as to better
assist market participants looking to develop non-financial approaches and promote them to their clients.
Regarding this, and in order to ensure equality of treatment between funds marketed in France, when foreign
investment funds marketed in Francedo not comply with some of the positions appeari ngin this document, they
shall providea warningnoticein their marketing materials.

The AMF's approach has been guided by the following principles:

e The development of responsible investment or thematic products, taking environmental, social and
governance (ESG) aspects into considerationin their risk management or intheir investment strategy, is
underpinned by European regulatory initiatives and by increasing demand from investors, especially
institutionalinvestors;

e The AMF wants to encourage and support this trend, which contributes to mobilisingthe financial sector
in favour of sustainable development, while taking care to ensure the conditions for trust and the
emergence of best practices;

e The rapid changes in the industry are taking place in a context that is still not well defined, without real
minimum standards and in which numerous strategies, with more or less significant ambitions, coexist
this variety of approaches may correspond to diverse expectations and needs on the partof investors but

1 Cf. Article L. 621-1 of the Monetary and Financial Code: “[the AMF] ensures the quality of information provided by asset management
companies on theirinvestment strategy and the way they manage risks related to the effects of climate change” introduced by Act No. 2019-
486 of 22 May 2019 on business growth and transformation (PACTE Law, Article 77129°).

2 Framework introduced by article 173-VI of the law n°® 2015-992 du 17 ao(t 2015.

3 Cf. application review publishedin July 2019.



https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R2088&from=EN
https://www.legifrance.gouv.fr/affichCodeArticle.do;jsessionid=80518BD4917E47DF5A318EBC15ABBC49.tplgfr31s_2?idArticle=LEGIARTI000038611428&cidTexte=LEGITEXT000006072026&categorieLien=id&dateTexte=
https://www.legifrance.gouv.fr/affichTexte.do;jsessionid=80518BD4917E47DF5A318EBC15ABBC49.tplgfr31s_2?cidTexte=JORFTEXT000038496102&categorieLien=id
https://www.legifrance.gouv.fr/affichTexteArticle.do?idArticle=JORFARTI000031045547&cidTexte=LEGITEXT000031047847&categorieLien=id
https://www.tresor.economie.gouv.fr/Articles/2019/07/02/publication-du-bilan-de-l-application-des-dispositions-du-decret-2015-1850
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it could create confusion; to prevent risks of green/ESG washing, a key issueis the information provided
to the investor to evaluate the proposed approach,i.e. whether itis accurate, clear and not misleading;

e Itisimportantto only allow collective investment schemes (“ClUs”) offering guarantees that their non-
financial approach is systematic and significant to centre their communication on the consideration of
non-financial criteriain theirinvestment policy as specified in Position-Recommendation 2020-03,and to
provideinformation for investors which is proportional to the measures adopted;

e While the necessary data and methodologies to take ESG factors into consideration are still being
established and are the subject of numerous reviews on the French and European levels, the AMF notes
with interest the initiatives of market participants to develop innovative strategies, on climate issues in
particular; however, it recalls the necessary precautions regarding the use of data (carbon data in
particular) atthe fund manager level and within the framework of the information provided for clients;

e lastly, the work carried out by the AMF, notably within the framework of monitoring of the
implementation of Article 173, is also designed to enrich the research in progress on the European level,
whether itregardes corporate non-financial information (a subject addressed in the AMF's 2019 report
on social, societal and environmental responsibility of listed companies) or new regulations concerning
the investment management industry (the Disclosure Regulationin particular). Progressin discussionson
the European level will also lead the AMF to reconsider the subjectinthe coming months andyears.

To produce this report, the AMF processed a questionnaire sent to about fifty AMCs, supplemented by about ten
interviews. Meetings were also held with a number of key actors:non-financialratingagencies, service providers
specialised in the calculation of greenhouse gas emissions data, and listed companies. The availability of the
contributors and the quality of the discussions contributed to the quality of this report.

Disclaimer: Positions and recommendations presented in this report will eventually be incorporated in Position-
Recommendation 2020-03. They are quoted here for pedagogical purpose. Furthermore, « good » and « poor »
practices areidentified throughout this report. They highlightapproaches identified duringtheinvestigations that
may facilitate, or complicate, compliancewith regulations.

Furthermore, as the majority of the investigations in this report were carried out during the first half of 2019,
changes in practices and the progress of discussions at European level may lead the Authority to reconsider certain
subjects inthe months andyears to come, by developing or supplementing some aspects of the report.



https://www.amf-france.org/en/regulation/policy/doc-2020-03
https://www.amf-france.org/en/regulation/policy/doc-2020-03
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2. REVIEW OF THE CURRENT MARKET SITUATION

This section first summarises the origins and nature of the non-financial approaches of collective investment
undertakings,and the AMF's role.ltthen describes thegeneral "non-financial" markettrends seen in France: assets
under management, main strategies used, existing labels and means employed by AMCs to establish their
framework.

2.1. PRINCIPLES OF NON-FINANCIAL APPROACHES

A growing number of investors pose questions concerning, not just the risks and expected returns of a financial
investment, but also the consistency of thoseinvestments with their personal convictions,and theimpactofthose
investments on aspects not directly related to the financial sphere: environment, working conditions, reputation,
etc. Conversely, the faster materialisation of some of these risks over time has led market participants to take into
consideration the impact that these non-financial aspects could have on the financial performance of their
investment (destruction of means of production by a natural disaster, a business model that has become
inappropriatein alow-carbon economy, impactof reputational risk on profitability, but also the link between ESG
performance and financial performance, etc.).

The emergence of these approaches has led asset management companies, like all producers of financial
investments, to propose offers adapted to these ideas (on one hand the financialimpactof non-financial aspects,
on the other handthe non-financial consequences of the assets held), without them necessarily beingvery clearly
differentiated from one another. *

Accordingly, the "non-financial" concept is inherently plural: on the one hand, the consistency of the financial
approachwithaninvestor's convictionsisa highlyindividual approach, while on the other hand the impacts of the
financial sphereonaspects which arein principle in the general interest are complex; the perception of them may
therefore vary from one actor to another. Thus, with regard to environmental aspects, the hierarchy of risks and
the measurement of theirimpactarea subject of debate between experts, while the consideration of social as pects
may depend on the cultural context in question, both that of the issuer (if itis the impact of social criteria on
financial performance that is taken into consideration) and that of the investor (if it is the non-financial
requirements of the investor that are taken into consideration).

This results in a multitude of solutions, which the urgency of certainissues (climate) and the growth in assets under
management nevertheless give grounds for rationalising. For example, the concept of "Socially Responsible
Investment" (SRI) has emerged on the French market and is structured on the one hand by a commitment of the
Paris marketplace to produce Transparency Codes for funds claiming this approach, and on the other hand by a
government "SRI" label. However, this process is still far from complete. Not only do the approaches differ, but
the understanding of the terms and concepts used is not yet completely uniform (for example, the term "SRI" used
by the government label is notreserved solely for SRI-labelled funds, and has various definitions, as seenin section
2.2.1). In this regard, the European regulatory efforts, and in particular the _Disclosure Regulation (described in
detail by the AMF publication of 25 July 2019) which defines certain expressionssuch as "sustainableinvestments",
"sustainability risk" and "sustainability factors", should nevertheless permit progress, notably by increasing the
information to be provided to explain the policies adopted.

As part of its missions, the AMF must be attentive to the quality of non-financial information for products which
emphasise this type of characteristics. And yet, the AMF is agnostic regarding the non-financial approaches
proposed by market participants. However, in order to guarantee the quality, clarity and comparability of offers,
the AMF must monitor market developments and adaptits policyto the strategies proposed. It canthereby help
to organise the universe of these funds and put them in order by providing guidelines. Lastly, it endeavours to

4 Cf. the 2015 report for a summaryof the development of responsible finance.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R2088&from=EN
https://www.amf-france.org/fr/actualites-publications/actualites/finance-durable-zoom-sur-le-contenu-des-reglements-europeens-disclosure-et-benchmark
https://www.amf-france.org/sites/default/files/contenu_simple/rapport_etude_analyse/epargne_prestataire/AMF%20report%20on%20socially%20responsible%20investment%20in%20collective%20investment%20schemes.pdf
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support the development of innovative solutions and promote the sharing of best practices. The AMF's overall
approachis presented inits roadmap on sustainablefinance, published in November 2018.

2.2. KEY FIGURES

2.2.1. ASSETS UNDER MANAGEMENT OF THE "NON-FINANCIAL" FUNDS MARKET

This section provides a brief quantitative overview of the universe of CIUs having non-financial characteristics. As
outlined insection 2.1, the approaches adopted by the funds are very diverse,and itis not possibleat present to
providean exhaustiveidentification or a standardised classification of all thes eapproaches. As a consequence, the
AMF has chosen to adopt as a basis the data produced on the one hand by the AFG,> which since 2018 has
conducted an annual exercise of identification of "responsibleinvestments", and data from Novethic,® whichinthe
pastseveral years has published a sustainable fund indicator. The figures, as at 31 December 2019, produced by
these two sources based on different definitions and processes, are presented below.

SRI investment: "An investment
which aims to reconcileeconomic

Terms and definitions performance with social and Sustainable funds: "Funds claimingto

dopted by AFG and environmental impactby financing | represent sustainablefinanceonthe
;o(:l’:ethic y companies and public entities that French market (SRI, Sustainable,
contribute to sustainable Responsible, SDG, impact funds)"

development regardless of their
sector of activity"

AUM of open-ended SRI

ClUs / sustainable ClUs €210 billion €278 billion
Number of SRI CIUs / . 7
sustainable ClIUs reideeeiers 704
AUM of ESG CIUs €4228 billion Not disclosed

Source: AMF consolidation based on figures published by the AFG and Novethic.

The observed divergences between the concepts, definitions and scopes of the two sources illustratethe diversity
of the approaches adopted by AMCs and the difficulty of producingan exhaustive and precisedescription of this
universe. For example, the AFG has made a distinction between "SRI" funds on the one hand, which take
environmental, social and governance criteria into consideration simultaneously and are bound by disciplinary
rules of information (Transparency Code, label), and "other ESG funds" on the other hand, which covers funds that,
accordingto the AFG, includea non-financial aspect without complying with the SRI framework. Novethic, for its
part, has published figures relating to so-called "sustainable" funds, the definition of which includes both "SRI"
funds and "ESG" funds according to the AFG classification. The amounts of SRI and sustainable funds referred to

5See AFG - Responsible Investment fund management - Surveydataatend-2019

6 See Novethic-Sustainable Finance indicator (2019).

7 In practice, funds presenting themselves as SRIfunds and managed by AMCs that are members of the AFG must produce a Transparency Code.
In 2019 the AFG listed on its website some 300 funds publishing this Transparency Code (in June 2020, the AFG suspended the p ublication of
this list on its website and indicated that it will be "available soon"). However, the scope is not necessarily the same as that of the AUM
presented, because the results concerning AUM are based on the information collected from a limited number of AMCs.

8 Funds having other ESG approaches ("other ESG") include, in particular, thematic funds not presenting themselves as SRI, funds which include
ESG criteriain a non-binding manner (ESG integration funds, see below), funds which apply approaches of normative exclusion orexclusionof
certainlimited sectors (coal, tobacco, etc.), solidarity funds andimpact investing funds.



https://www.amf-france.org/en/news-publications/news-releases/amf-news-releases/amf-publishes-its-roadmap-sustainable-finance
https://www.afg.asso.fr/wp-content/uploads/2020/05/afg-eco-isr-200527web.pdf
https://www.novethic.fr/fileadmin/user_upload/tx_ausynovethicetudes/pdf_complets/Novethic_2020_Indicateur_Donnees_2019_Version_Site.pdf
https://www.afg.asso.fr/solutions-depargne/presentation-isr/code-de-tranparence-isr/
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by the two sources arenevertheless of the same order of magnitude, standingat€210bn for AFG and €278bn for
Novethic respectively. Note that the AFG also discloses figures for ESG ClUs, amounting to €422bn.

The following section describes the various strategies implemented by the funds termed "SRI" by the AFG based
on the AFG publication, which describes the major market trends.

2.2.2. AUM BY ASSET CLASS AND CLIENTELE

Regarding the asset class, itis listed equities and money market funds that account for the largest assets under
management in SRI investments (about one-third each). Money market funds are covered by a dedicated studyin
section 3.3. Then come bond funds (18%) and diversified funds (13%). Funds excluding transferable securities
represent a very small partofthe AUM (privateequity, real estate, etc.).

Bonds (including
"corporates",
"sovereign" and
"supranational")

18%

Equity
36%
210 Billion

attheend
of 2019

Others (private / Monetary
equity, real 31%
estate,
infrastructures...)
2%

Source: AFG

Moreover, another feature highlighted by the AFG inits studyis the type of clientelethatinvests in SRI funds. The
firstkind of investors for SRl funds areinstitutional clients, representing about€80bn in assets under management
(38% of SRI AUM versus 57% in 2018). This can be explained mainly by the fact that these are the main actors
investingin money market funds. This appetite of institutionalinvestors for SRl is confirmed by the size of so-called
"SRI" portfolios,® which represent€336bnin assets under management. Due to the obligation for company savings
plans to offer at least one fund having a non-financial label (SRI, Greenfin or Finansol, cf. section 2.4), the
proportion of employee savings is also significant (11%). The PACTE Law,!° which since 1 January 2020 requires
that a fund havingan SRI, Greenfin or Finansol label be proposed as aninvestment vehiclefor unit-linked policies,
constitutes a potential source of additional growth for this market.

9 The very great majority of portfolioassets are held on account of institutional clients.
10 Cf. in particular Article 72 of the PACTE Law establishing Article L.131-1-2 of the French Insurance Code.


https://www.afg.asso.fr/wp-content/uploads/2020/05/afg-eco-isr-200527web.pdf
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000038507523&cidTexte=LEGITEXT000006073984&dateTexte=20190524
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000038507523&cidTexte=LEGITEXT000006073984&dateTexte=20190524
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Institutional
investors

(including
corporates) \
38%

Retail bank
26%

210 Billion
attheend
of 2019

Private bank /
Wealth
Management /
Multi-manager
25%

Source: AFG

2.3.  MAIN STRATEGIES OBSERVED

As mentioned in section 2.1, fund strategies emphasising a non-financial aspect are by definition extremely
numerous, soany presentation will inevitably be non-exhaustive. Here the AMF has endeavoured to describethe
main strategies observed, based on the work performed by the AFG. Certain particular strategies (real estate,
private equity, money market) aredescribed in greater detail. Strategies includinga promiserelating to greenhouse
gas emissions ("lowcarbon" funds, carbon offset funds, etc.) are described more specificallyinsection 4.

The non-financial strategies implemented break down into two major families: on the one hand "relative"
approaches (bestin class, best in universe, etc.), and on the other hand "absolute" approaches, orimpactstrategies.
Normative exclusion strategies and so-called "integration" strategies, which are tending to become systematic
features of the products of major assetmanagement companies,aredescribed later.

2.3.1. IMPACT STRATEGIES OR STRATEGIES WITH A TANGIBLE OBIJECTIVE

Impact approaches, or those with a tangible objective, aim to select investments based on the achievement of a
tangible objective highlighted by the fund. For example, aninvestor sensitiveto the issue of global warming might
want to investin a fund whichinvests onlyin companies compatible with or contributing to ecological and energy
transition, or in a fund which undertakes to invest only in projects contributing to the production of renewable
energies. The investor in such a fund thus receives the promise that, in the former case, the companies selected
by the fund contribute to the ecological transition or arecompatible with it, and in the latter case that the money
invested will fund renewable energy development projects.

This approach, which promotes a tangible objective for the investor, nevertheless entails problems of
implementation:

- The definition of the criteria entailed by the promise may be complicated: identifying an activity
contributing to funding of the ecological transition or compatible with a low-carbon economy is a difficult
task;

- A demonstration of fulfilment of the promise made to the investor may be difficultdue to its nature: for
example, alignment with a climate scenario would inevitably be related to assumptions concerning the
company's future behaviour, which involves some unknowns, especially when the objectives are distant
(objective of reductions by 2050 or even 2100);

- The number of companies meeting the criteria resulting fromthe promise made may still betoo small to
be able to produce a product considered financially appropriate for an investor prepared to take a
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moderate risk: an investment in companies contributing actively to the energy transition may, for
example, lead to the design of a financial product that is heavily exposed to a single sector (typically
renewable energies) andis therefore highly dependent on that sector's financial health.

Impactstrategies or strategies with a tangible objective, as is the case of certain private equity actors in particular,
are therefore in practice not very widespread and are mostly reserved for institutional investors, who have
sufficientfinancial clouttoinvestin this type of project without jeopardising theliquidity and overall diversification
of their asset portfolio.

2.3.2. BEST-IN-CLASS AND BEST-IN-UNIVERSE STRATEGIES

"Relative approaches"”, in contrast, aim to define one or more metrics for comparison between issuers,
representing non-financial criteria, and, within the fund's investment universe, to only overweight or hold the best
issuers (or to underweight or excludethe worstones), without takinginto accountprecise absolute objectives. This
approach makes it easier to proposefinancial products:

- The AMC canselect criteria which can be measured and monitored easily over time (for example, issuers'
carbon footprint relating to their direct emissions and emissions resulting from the use of their energy —
scopes 1 and 2, the rate of absenteeism in a company, the existence of anti-corruption policies or not,
etc.);

- The productobtained can be easily diversified financially by means of rules for application of this selection
at the level of each sector of activity (best in class) rather than at the level of the entire investment
universe (best in universe).

Variants of these approaches may be developed. In particular, the "best effort" approach aims to select, not the
issuers having the best scores, but those that have achieved the best improvement in their score over a given
period.

The AMCs practising these "relative" approaches may sometimes emphasise a potential "cascade effect",
encouraging non-selected issuers to improve their non-financial performance based on the selected criteria. For
example, anissuer could beincentivised to reduceits carbon footprintifit observes thatits financingis made more
difficultby the factthat itis not selected by funds havinga "climate" theme.

In its 2019 statistics the AFG produced a breakdown of the AUM of SRI funds based on their methodological
approach. For example, the best-in-classapproach accounts for a very great majority of assets under management
(63%). As mentioned earlier, this approach hastheadvantage of keeping a sector diversity which makes it possible
to obtain returns correlated to those of "conventional" financial investments that do not have a non-financial
approach. Variants of the best-in-class approach, the best-in-universe and best-effort funds represent 26% of
assets under management, accordingtothe AFG figures. Lastly, thematic SRI funds represent 11% of assets under
management. These are funds which take environmental, social and governance criteria into consideration
simultaneously, but which are more especially oriented towards investment in a particular sector (e.g. activities
related to water).

Thématiques

Gouvernance

Source: AFG


https://www.afg.asso.fr/wp-content/uploads/2020/05/afg-eco-isr-200527web.pdf
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2.3.3. EXCLUSION STRATEGIES

In addition to the approaches described above, many AMCs apply exclusion strategies, either alone or as a
preliminary to the implementation of strategies described above. They consistof excluding issuers from the
investment universefor various reasons:

- "Normative" exclusion, such as the AMC's compliance with international conventions, e.g. on the
production of controversial arms (exclusionsthatarein principlemandatoryandapplicabletoall AMCs),
or issuers identified by a public or parapublic reference document as not complying with fundamental
principles:respectfor human rights, tax cooperation, etc.;

- Exclusion of sectors regarded as undermining health or morality:tobacco, pornography, etc.;

- Or else exclusion of sectors regarded as harming the environment: companies having significant
operations inthe coal sector, etc.

In general, the actual rate of exclusionis relatively insignificant, either because these exclusions are legally
applicableuniversally even though not all market participants consider itnecessary to communicate on this issue
(Oslo and Ottawa conventions), or because some exclusions in practice concern a very restricted universe by
comparison with the investment universe of ClUs (e.g. exclusions concerning tobacco). These factors must
therefore be presented appropriatelyintheinformation provided to the potential investor.

2.3.4. ESG "INTEGRATION"

As specified in section 2.1, a growing number of investors consider that the integration of environmental, social
and governance criteria contributes to the appropriateness of investment decisions. At the same time, asset
management companies are increasingly sensitive to the potential impact on their investors of holding
controversial assets in their funds (e.g. securities issued by a company exposed to a scandal). As a consequence,
several asset management companies, especially the biggest ones, have established or are in the process of
establishinga systemfor "integration" of ESG aspects which involves compiling ESG information onissuers (ratings,
scores, analyses, controversy watches, etc.) and making it available to the fund managers alongside financial
information. The fund manager is then free to incorporate this information in his investment decision or not. This
approach is non-binding and non-significant. It therefore does not really constitute a non-financial approach as
such, but rather a consolidation of the financial approach by additional factors of analysis. In this respect, it should
be covered by an appropriatedescriptioninthe information provided, to avoid any ambiguity with regard to the
fundholderErreur ! Source du renvoi introuvable..

2.4. OVERVIEW OF THE LABELS

2.4.1. CONTEXT

On 26 September 2019, the AMF published the results of a survey carried outon a sample of more than a thousand
people representative of the French population,!* which showed potential investors' interest for the responsible
investment theme in financial products. For example, whereas 87% of those surveyed said they assigned
importance to sustainable development issues, only 5% of the respondents stated that they knew precisely the
various collectiveinvestment products that have responsibleinvestmentcharacteristics. This disconnect between
knowledge of the product offering havingresponsibleinvestmentcharacteristics and thesupposed interest of the
population for this theme can partly be explained by the recent development of products intended more
specifically for retail clients. Previously, the market for fund management with responsible investment
characteristics was developed in responseto thedemand from institutionalinvestors. SRl and its historically mostly
best-in-class approach is now accompanied by other approaches more in line with the demand from a less

11 Survey performed from 7 to 20 June 2019 on a nation-wide sample of 1078 persons representative of the French population, including 50
personsdeclaring that theyowned responsible investments.

-10 -


https://www.amf-france.org/en/news-publications/publications/reports-research-and-analysis/french-people-and-responsible-investment
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sophisticated clientele. Moreover, in order to make up for this shortfallin recognition and attracta growing number
of investors, more and more asset management companies are also turning to the various labels existing on the
market, which attest compliance with a list of criteria presented in each of the relevant reference documents.
Moreover, the importance of these labels will increase with the application of Article L. 131-1-2 of the French
Insurance Codeas introduced by the PACTE Law, becausesincelJanuary 2020 unit-linked insurance policies must
propose units of account including at least one CIU labelled for or investing in solidarity companies.!? This
obligation will be stepped up from 1 January 2022. This section therefore presents an overview of the various
French and foreign labels used by asset management companies.

2.4.2. THE VARIOUS ACTORS INITIATING THE CREATION OF LABELS

Sustainablefinancein collectiveinvestment management is still even now marked by the variety of its approaches
and strategies. The establishment of labels is designed to regulate this diversity, offering a guara ntee of quality
demanded by investors. However, these labels themselves remain very heterogeneous in their governance, their
positioning and their requirements.

24.2.1. Government labels

France is the only country to have developed two marketplace labels initiated by the authorities. The Greenfin
label (formerly called TEEC label) and the "Socially Responsible Investment" [abel (SRI label) were created by the
Ministry for the Ecological and Solidarity Transition and the Ministry for the Economy and Finance. Both provide
guarantees for the investor regarding the effective implementation of a strategy complying with guidelines defined
by the label’s governanceand audited by a certifyingorganisation.

24.2.2. Labels of non-profit organisations or initiated by trade union organisations

Until the recent creation of the two government labels, two other French labels initiated by the non-profit
organisation Finansol and the Comité Intersyndical del’Epargne Salariale (CIES) became established in the market
as models in each of their fields. These two labels were created in 1997 and 2002 respectively, and even today are
still benchmarks for guidinginvestors towards collectiveinvestment products with solidarity characteristics.

The Finansol label attests the solidarity nature of various savings products, including Collective Investment
Undertakings. It thus serves as a showcase for the Finansol non-profit organisation whose primary mission is to
develop solidarityinsavings and finance. This label is awarded by a committee of experts and is based chiefly on
transparency criteria making it possible to assure investors that part of their investment will contribute to the
financing of solidarity activities or projects. In practice, ClUs having a Finansol label includeso-called "fonds 90/10"

solidarity funds and shared return funds:
- Solidarity funds are characterised by holding between 5% and 10% of their net assets insolidarity assets
(hence the name "90/10", expressing the breakdown between "conventional" assets and "solidarity"

12 "The policy containing guarantees expressed in units of account mentionedin the second paragraph of Article L. 131-1 shall refer to atleast
one unit of account consisting of transferable securities, collective investment undertakings or assets appearing on the list mentioned in the
same Article L. 131-1 and which meet at least one of the following conditions: 1° They consist, for a proportion ranging between 5% and 10%,
of securities issued by social-utility companies (ESUS) accredited pursuant to Article L. 3332-17-1 of the French Labour Code or by venture capital
companies mentionedin | of Article 1 of Act No. 85-695of 11 July 1985 containing various provisions of an economic and finan cial nature, or by
venture capital funds referred to inArticle L. 214-28 of the Monetary and Financial Code, provided that the assets of these funds consist for at
least 40% of securities issued by solidarity companies mentioned inArticle L. 3332-17-1 of the French Labour Code; 2° They have obtained a
label recognised by the state and meeting energy and ecological transition financing criteriain accordance with conditions d efined by decree;
3°They have obtained a label recognised by the state and meeting socially responsible investment criteria in accordance with conditions defined
by decree. This article applies to policies signed and subscriptions performed from 1 January 2020. Policies signed and subsc riptions performed
after 1 January 2022 shall refer to units of account complying with the conditions mentionedin 1°to 3° of this article. As of 1 January 2022, the
proportionof units of accountin the policy meeting the conditions mentioned under said points 1° to 3° shall be disclosed t o subscribers before
signature of or subscription to these policies. This article does not apply to policies whose execution is related to retirement."

-11 -



AUTORITE
DES MARCHES FINANCIERS

AMXIF

assets). These solidarity securities are issued by unlisted companies involved in projects of great social
and/or environmental utility.

- Sharedreturn funds arecharacterised by the payment of partofthe CIU's returns in the form of a donation
to one or more entities inaccordancewith conditions defined by its regulatory documents. They arethe
subject of a specific AMFinstruction?3,

At the end of 2019, 159 savings products had a Finansol label.

The CIES label certifies thattheranges of funds proposed by asset management companies inthevarious employee
savings schemes take environmental, social and governancecriteria into consideration. The main objective of this
label, created on the initiative of four trade union organisations (CFDT, CGT, CFTC, CFE-CGC), is to "guide
employees' funds in a direction consistent with their interests [...] and influence companies' behaviour by using a
leverage effect due to the amounts collected". This label is awarded attherequest of asset management companies
which, in order to obtain it, must comply with specifications detailing in particular the number of funds having
responsibleinvestment characteristicsto be included in their product range intended for savings schemes, or else
the resources devoted by the asset management company to the consideration of non-financial criteria. So far,
about fifteen product ranges have received the CIES label.

Most of the other European labels used by asset management companies for marketing their ClUs were created
on the initiative of non-governmental organisationsor other types of non-profitorganisations, sometimes backed
by governments. For example, of the European labels described inthe remainder of this report, the LUuxFLAG label
(for Luxembourg Finance Labelling Agency) was created in 2006 by seven private and public founding partners
includingthe government of Luxembourg, the Association of the Luxembourg Fund Industry (ALFI), the European
Investment Bank (EIB) and the Luxembourg Stock Exchange (LSE). Another exampleis the FNG label of the German
Forum for Responsible Investment, intended for the main German-speaking countries (Germany, Switzerland,
Austria and Liechtenstein). The German Forum for Responsible Investment brings together 175 members who work
to promote sustainable development in the financial sector. Finally, the Belgian label Towards sustainability was
launchedin 2019 on the initiative of the Belgian financial sector federation, Febelfin. It underwent rapid expansion
duringits firstround of labellingat the end of 2019.

The following illustration provides an overview of the labels used by asset management companies according to
their country of origin.

13 AMF Position DOC-2012-15 on the criteria applicable toshared return funds, inaccordance with Articles 319-16 and 321-120 of the AMF
General Regulation
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2.4.3. FOCUS ON THE FRENCH SRI LABEL

Decree 2016-10 of 8 January 2016 supplemented by the order of the Minister for the Economy and Finance of
14 December 2018 describes the rules governing the functioning of the SRl label.

It was amended by the decree of 8 July 2020, published in the OfficialJournal of 23 July. This new standard, which
came intoforceon 23 October 2020, includes collectivereal estateinvestments and management mandates within
the scope of eligible products. Italsoreinforces theinformation requirements for investors.

B Objective

This label, createdin 2016, aims to guide the savings of retail investorstowards the collectiveinvestment products
of asset management companies which take environmental, social and governancecriteria into considerationltis
therefore more specifically aimed at Undertakings for Collective Investment in Transferable Securities (UCITS),
General Purpose Investment Funds (FIVG funds), Employee Savings Funds (FESs), Alternative Investment Funds
(AIF) inreal estate (SCPl and OPCI/OPPCI) and management mandates. All havethe possibility of beingindividually
labelled SRI by a certifying organization.1*

Each fund canbe labelledifitcomplies with a listof criteria set out in the SRI label reference framework annexed
to the decree of 8 July 2020.

14 At present, EY and AFNOR are certifiers of the SRI label.
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B Eligibilitycriteria

Eligibility for the SRI label involves, in particular, taking non-financial criteria into consideration in a binding and
significant manner. Hence, a fund is eligible for the label if at least 90% of its portfolio is analysed based on ESG
criterial®> and if it is capable of reducing its investment universe by at least 20% after taking these criteria into
consideration or of complyingwith a criterion of significantimprovement in the average non-financial scoreofits
portfolio. This mustbesignificantly higher than theaveragescore of the initial universe (i.e. better after eliminating
20% of the worst securities froma non-financial viewpoint).

In addition to these criteria, which constitute the main difference between funds havingan SRI label and other
funds, the SRI label alsorequires a presentation of ESG objectives in the CIU's documentation, or else membership
of a label promotion organisation which aims to enhance its recognition through communication campaigns.The
method developed by the label aims therefore to distinguish between funds accordingto their capacity for
differentiation from other ClUs with regardto the selection or weighting of securities in the portfolio on the basis
of non-financial criteria. It is agnostic regarding the non-financial criteria to be taken into consideration and
imposes no method concerningstock picking. Itlimits or regulates the selection of certain asset classes or financial
instruments. As an example, at present, the use of derivatives is limited to techniques allowing efficient portfolio
management and the selection of debt securities issued by central and local governments, apart from "green"
bonds, is capped at 70% of the CIU's assets.1®

B Governance

Governance of the SRl label is performed by a label committee formed of leadingfigures fromthe world of finance
and responsible investment appointed "intuitu personae" (in consideration of the person) which is tasked with
proposingthe major guidelines for the SRl label.l” The label committee sends to the Ministry for the Economy and
Financeproposals for action which will then be implemented by the Treasury Department. This label committee,
established for a period of three years, is supplemented by a scientific committee formed mainly of academics,
and by a promotion committee consisting of the Treasury Department, the Association Francaise de la Gestion
Financiere (French Asset Management Association AFG) and the Forum for Res ponsible Investment (FIR).

B Award process and conditions of inspection

The SRl label is awarded for a period of three years by a certifier, itselfaccredited for a period of three years by the
French accreditation committee COFRAC, Comité frangais d’accréditation, a parapublicorganisation which checks
the quality of the organisations responsible for awarding labels. To be able to ensure the consistency and
appropriateness of the label, the certifier makes sure to comply with an inspection plan appended to the label
order. Supplementing the initial audit carried out during the examination of a fund's application for labelling,
interim audits are performed every year, supplemented by a renewal auditin greater depth atthe end of the first
three years of labelling.

In addition, measures ensuring the consistency of the certifiers' interpretation of the reference document are
provided for by the inspection plan. It stipulates thateach certifier shall produceoverall activity reports to be fed
backto the Ministry listing problems of interpretation, problem cases which could lead to withdrawal of the label
andany changes to be made to the functioning of the label.

15 According to the reference documentfor the SRl label, this percentage may be understood "in terms of either the number of issuers or the
market capitalisation" (criterion 3.1).

16Criterion|ll —i): "Debt securities issued bystates, local authorities orgovemment orinternational public agencies, apart from "green" bonds
areoutside the scope of the SRl assets eligible for the label. The portfolio must consist of at least 30% of assets other than the debt securities
mentioned above when the latter are the subject of an ESG assessment, and at least 50% otherwise. "

17 Members of non-financial rating agencies, issuers, asset management companies, academics, institutional investors and employee trade
unions.
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The SRI label in figures
At 31 January 2020, 362 funds were labelled, representing€140bn in assets under management.

Of the 65 asset management companies having at least one SRI label for their funds, 48 are French and 17 of
foreign origin.

55% of the labelled funds aredomiciled in France,32% in Luxembourg and 3% inIreland.

Funds havingan SRI label are mostly equity funds (70%), whilebond funds and money market funds appear less
numerous, with 15% and 4% respectively of funds havingan SRl label at31 January 2020.

Moreover, most SRl assets areinvested in Europe (64%), whereas few funds havingan SRl label seem to investin
various other regions (emerging markets, Asia, North America, etc.). One-quarter of labelled funds are invested
throughout the world.

Finally,asregardstheannual labellingrate, thetrend reveals a very sharp increasein the number of funds labelled
SRl in 2019. 70 funds were labelled in 2018, versus 58 in the year of the label's launch (2016) and 180 in 2019.
This growing "flow" of funds labelled SRI has the consequence of significantly increasing the "stock" of labelled
funds from year to year. For example, at the startof 2020,362 funds had an SRl label for €140bn inassets under
management, versus 228 funds representing €58bn in assets under management at 30 June 2019, i.e. more than
50% growth inthe number of funds havingan SRl label inthe lastsix months of 2019.

The entry into force of Article L. 131-1-2 of the French Insurance Code on 1 January 2020 is likely to further
acceleratethis growth.

Breakdown of SRI-labelled funds by asset class
(number)
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Breakdown of SRI-labelled funds by region
(number)
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24.4.

FOCUS ON THE GREENFIN LABEL

Decree 2015-1615 of 10 December 2015 supplemented by the order of the Minister for the Environment, Energy

and the Sea (sincereplaced by the Ministry for the Ecological and Solidarity Transition) of 10 March 2016 describes
the rules governing the functioning of the Greenfin label (formerly called label of the "Energy and Ecological
Transition for the Climate", the former TEEC label became the Greenfin label inJune 2019).

B Objective

The Greenfin label, established in 2015 on the occasion of the COP 21 on climate, aims to provide guarantees to
investors concerning consideration of the environmental criterion by collective investment products. It is thus
distinguished from the SRI label by having the objective of guidingand deploying availablesavings for the benefit
of companies engaged inthe energy and ecologicaltransition.Itis intended for all UCITS and AlFs belonging to the

-16 -



https://www.legifrance.gouv.fr/affichTexte.do?cidTexte=JORFTEXT000031593158&categorieLien=id
https://www.legifrance.gouv.fr/affichTexte.do?categorieLien=id&cidTexte=JORFTEXT000032233429&dateTexte=

AUTORITE
DES MARCHES FINANCIERS

AMXIF

categories of listed funds, unlisted funds (private equity and infrastructure AlFs in particular), bond funds and
corporate debt funds, and since March 2018 SCPI and OPClI real estate funds. All these funds can be individually
labelled Greenfin by a certifying organisation!® which is tasked with performing an audit of the candidatefunds in
order to check whether they meet the label criteria.

B Eligibilitycriteria

The reference document for the Greenfin label lists all the criteria allowing ClUs to consider labelling.
Itis based onthe complianceofthe candidatefund(s) with four categories of criteria defined directly by an official
decision.Hence, to be labelled Greenfin, a CIU must have an investment policyincorporating:

1. a'green share"invested ingreen activities listed by the label's reference document;

2. exclusions;

3. ESG controversy management;

4. ametric of its environmental impact.

To ensure compliance with these criteria, the certifying organisation performs a review of the characteristics of
the candidatefunds by comparison with the label specifications.

The "green fraction" is determined on the basis of a list of activities eligible for labelled financing. The label
reference document lists eight categories of "eco-activities"'® coming within the scope of the energy and ecological
transition and efforts to prevent climate change, and specifies, for each of the funds coming within the labelling
scope, the percentage of net assets thatmust be invested in this "green fraction".

The exclusions to be observed on a long-term basis mainly concern certain economic activities contrary to the
energy and ecological transition, or currently controversial. The special feature of the Greenfin label is therefore
thatitexcludes companies operatinginthe nuclear sector andinfossil-fuel energies,and companies which arethe
subjectof environmental or social controversies. Thelabel reference document also excludes fromits scope funds
invested in companies which generate part of their revenues from certain controversial activities (storage and
landfill centres, incineration, non-sustainableforestry production, etc.).

The funds that are candidates for labellingmustalso ensure an active watch on controversies on environmental,
social and governance matters, and demonstrate their impact during portfolio building and throughout the
portfolio’s life cycle. They shall describe their process of ESG controversy monitoring and management, and the
correspondingresources deployed.

Impact metric - The candidate fund must have established a mechanismfor measuringthe effective contribution
of its investments to the energy and ecological transition. It shall provide information on the organisation set up
for this purpose, in particular the human resources, the impact assessment method and the impact indicators
adopted.

Where applicable, it shall provide insurance certificates or certificates of verification, by an outside third-party
organisation, of theindicators produced,and a comparison of theadopted indicators with any benchmarks, where
applicable.

Reporting - The fund shall measure the effective contribution of its investments to the energy and ecological
transition,inatleastone of the followingfour fields:

o Climatechange

. Water

. Natural resources
. Biodiversity

18 At present, EY France, Novethic and Afnor Certifications are the certifying organisations for the Greenfin label.
19 Energy, Building, Waste Management and Pollution Control, Industry, Clean Transport, Information and Communication Technologies,
Agriculture and Forestry, and Adaptationto Climate Change
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For funds in courseof creation, the fund shall indicate the environmental impactindicators thatitplans to employ
and monitor inat leastone of these four fields.

B Governance

The Greenfin Label committee defines the main guidelines regarding coordination of the entire system and
proposes to the authorities changes in the label specifications. Its members are appointed "intuitu personae" (in
consideration of the person)?° by order of the Minister for the Ecological and Solidarity Transition. The committee
ensures the orderly functioningand upgrading of the labelling process. The present committee was set up by the
ministerial order dated 4 October 2018. The Ministry for the Ecological and Solidarity Transition chairs the label
committee whose internal rules were laid down by the order of 5 October 2017.

B label award process and conditions ofinspection

The Greenfin label is awarded by organisations chosen by the Ministry for the Ecological and Solidarity Transition
via an invitation to tender or accredited by the COFRAC. They perform a fund labelling audit on the basis of the
label specifications by analysing the regulatory and commercial documentation and the management reports of
the candidatefunds. They also hold discussionswith the asset management company inorder to clarify points of
dispute if necessary, thus making it possible to determine whether the candidate fund meets the label criteria.
Following the completion of this audit, the labelling organisation draws up an audit report presenting its
conclusionsand any comments, which will lead to a decision concerningtheaward of the label. Ifthere is nonon-
complianceduringthe initialaudit,a renewal auditis scheduled one year later. Details concerningthe candidate
fund labelling process are presented in the Inspection and Monitoring Plan for the Greenfin label.

The certifiers also producea periodicreview of labellingand suggestto the label committee any technical changes
to be made.

The Greenfin label in figures
At 31 December 2019, 42 funds had a Greenfin label, for a total of €12 bnin assets under management.

Of the 31 assetmanagement companies havingatleastone Greenfin label for their funds, 27 are French and 4
of foreign origin.

Of the labelled funds (and those for which data are available), 69% are domiciled in France and 26% in
Luxembourg.

With regard to the asset classes preferred by funds having a Greenfin label, funds of unlisted assets arein the
majority, notably because of infrastructure funds. By nature, these funds have a specific positioning in certain
sectors?! which correspond to the thematic sectors included inthe listof "eco-activities" in accordance with the
Greenfin Label reference document. Then come bond funds, heavily represented because they contain thematic
funds investingin green bonds.

Finally, funds havinga Greenfin label mostly prefer the Europe region to investtheir assets. Funds which invest,
inprinciple, exclusivelyin France, arefairly numerous inrelativeterms (5).

20 |n three boards: representatives of the state and its public establishments; professional or non-professional investors and asset management
companies; representatives of civil society.
21 Energy, social infrastructure, transport, utilities, telecoms.
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Breakdown of greenfin labeled funds by asset class
(number)
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Source: AMF

2.4.5. OTHER EUROPEAN LABELS USED BY ASSET MANAGEMENT COMPANIES

For the production of this report, the AMF questioned some fifty asset management companies concerning the
use of French or European labels inthe management of their ClUs in France and abroad. In addition to the French
labels mentioned above, four other labels attesting to the consideration of non-financial characteristics in their
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management were mentioned. These four labels aretherefore presented accordingto the frequency of their use
observed duringthe survey of assetmanagement companies.

245.1. The Towards Sustainability label

The Towards Sustainability label was created in February 2019 on the initiative of Febelfin, the Belgian financial
sector federation. Febelfin groups together five non-profit organisations representative of the Belgian financial
sector with the exception of insurance companies (Association belge des Banques et des Sociétés de Bourse
("ABB"), Union professionnelle du Crédit ("UPC"), Association belge des Asset Managers ("BEAMA"), Association
belge des Membres de la Bourse ("ABMB"), and Association belgede Leasing("ABL"). This label was placed under
the governance of a Belgian non-profitorganisation: the Central Labelling Agency ("CLA") whose governanceinits
various bodies (management committee, product eligibility committee, etc.) stipulates that at most half of the
members are representatives of the financial sector.

By developing a quality standard for financial market participants, this label addresses all Belgian and foreign
financial products having responsible investment characteristics marketed in Belgium to a client base of retail or
professional investors?? (savings products, collective investment products, life insurance: "euro funds" and unit-
linked lifeassurance policies, structured EMTNSs, discretionary portfolios,?3 etc.). This standard applies to products
marketed as "sustainable","socially responsible" or containing equivalentnotions in their name ("ethical", "SRI",
etc.). The label signatories undertaketo market products containingthese indications toretail clients onlyif they

have firstobtained the label (however, there is no obligation to be alabel signatoryin order to obtain the label).

The "quality standard" or reference document of the Towards Sustainability label isbased onfivekey principles:

i A multi-dimensional approach to responsible investment strategies. In practice, approaches taking non-
financial criteriainto consideration thatcould apply to obtain the label must have at least:

a. a non-financial analysis covering the E, S and G pillars. The label does not specify a minimum
coverage rate for this non-financial analysis but outlines several principles in this respect. To
summarise, an asset should not be structurally held for investment purposes without having a
non-financial analysis?* (e.g. liquidity whichis not "produced for investment purposes" does not
require non-financialanalysis). Thelabel's reference document also describes in detail guidelines
regarding non-financial analysis by asset class (treatment of derivatives, fixed-income
instruments, funds of funds, etc.), although without statingany ban on them;

b. a method for consideration of non-financial criteria such as best-in-class, thematic investment,
normative analysis, etc. Note that the mere establishment of shareholder engagement is not
considered a sufficient method of consideration of non-financial criteriato obtain the label.

ii. Anticipation of controversies by prohibitinginvestmentin certainissuers considered as non-eligiblefor a
responsible investment portfolio. These are, for example, issuers violating the United Nations Global
Compact or firms that derive more than 10% of their revenues from the production of arms,tobacco, or
else from thermal generation based on coal, oil or non-conventional gas. This exclusion list constitutes
the main investment management constraint of the Febelfin label and is deployed in various sectors
(energy, etc.);

22 February2019 reference document of the Towards Sustainability label: "The main scope of the quality standard is all standardised products
that are actively marketed as being socially responsible or sustainable, towards primarily retail, but also private and institutionalclientsin
Belgium.”

23 February 2019 reference document of the Towards Sustainability label: "While tailor-made and discretionary portfolios are not strictly
speaking in scope, they could obtainthe label if compliant with the standard”

24 February 2019 reference document of the Towards Sustainability label: “A socially responsible portfolio shall not systematically (structurally
and permanently) contain assets that cannot be evaluated on their sustainability in any way, i.e. not by any possible internal or external
methodology. Temporary derogations for technical reasons are allowed3L In general, assets in a portfolio donot have to be evaluated if their
only purpose is purely technical or forthe temporary hedging of risks. When assets are structurally held with an investment purpose, they should
be evaluated on their sustainability. As a guideline, when evaluating a more complex portfolio, o ne should look through the intermediate
structures until the entities inthe real economy that are being financed by the investment are reached, i.e. corporates and/or govermments.”
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iii. Transparency, by incentivising fund managers to explain what is taken into consideration in their
responsible investment process and what s their position regarding practices considered unsustainable
suchas risks of harming biodiversity, tax evasion, etc.;

iv. Transmission of useful and comparableinformation for clients concerning the way in which non-financial
analysis is taken into consideration. This information is expressed formally on the label's website and
compares the exclusions madefor each product; and

V. Independent supervision which provides for obtainment of the label followinganauditby aninspection
body formed of the Ethibel Forum and academic institutions (ICHEC and UAntwerpen). They are then
assessed by the CLA's labelling committee.

With 410 funds for €175 billion in assets under management at the start of March 2020, this label excludes no
assetclass,and funds investing mostly in government securities, for example, areeligible.

2.45.2. The Luxflag ESG label

The LuxFLAG ESG label was created in 2014 by the Luxembourg labellingagency, LuxFLAG. Itis availableto UCITS
and AlFs domiciled anywhere in Europe or inequivalentjurisdictions.

The LuxFLAG agency is an independent international non-profit organisation, which aims to promote the
deployment of capital for sustainable investment. The LuxFLAG ESG label is awarded to ClUs which take
environmental, socialand governancecriteria into considerationin their investment process. To be eligiblefor this
label, funds must:

- demonstrate how they take ESG criteria into considerationin their strategy;

- analyse100% of their invested portfolio based on ESG criteria;

- haveanexclusion policy;

- publishtheir portfolioatleastonce a year and report transparently on their investments.

The LuxFLAG ESG label is awarded by the LuxFLAG Board of Directors for a renewable one-year period. After
presenting a candidacy, ClUs are audited by an outside auditor who makes a recommendation to the LUxFLAG
eligibility committee.

At the end of 2019, 101 funds had a LuxLFlag ESG label, representing €40 billion in assets under management.

In addition to the LuxFlag ESG label, the LuxFlag agency proposes three other specialised labels dedicated to
microfinance funds (Luxflag Microfinance), efforts to prevent climatechange (Luxflag Climate Finance)and funds
investinginsectors related to environmental protection (Luxflag Environment).

24.53. The FNG-Siegel label

The German label FNG-Siegel was created in 2015 by Forum Nachhaltige Geldanlagen (FNG), the German
equivalent of the Forum pour I'Investissement responsable (French Forum for Responsible Investment). The
organisation, founded in 2001, promotes responsible investment in Germany, Austria, Liechtenstein and
Switzerland. The FNG is therefore intended for all UCITS or equivalents distributed in one of these German-
speakingcountries. Its aim is to ensure the quality of responsibleinvestment in the region by contributing to the
improvement of fund managers'practices.

The FNG label is awarded to funds having a strategy clearly identified by the asset management company as SR
and whose investment processes comply with transparency and quality criteria. Accordingly, in order to be eligible
for it, funds must:
- Make publican FNG "sustainability profile" thatis lessthan oneyear old. This profile offers an overall view
of the responsibleinvestment strategy based on environmental, socialand governancecriteria;
- Havea certificateof Eurosif Transparency Code compliancethatis less than one year old;
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- Analyseatleast100% of the issuers inthe portfolio based on ESG criteria.

In addition to exclusions concerningthe arms sector and companies violating one of the ten key principles of the
United Nations Global Compact, this label requires that market participants havea policy excludingany company
generating more than 5% of its revenues in the nuclear industry, and in the mining of coal and oil sands or else
employing hydraulic fracturing (fracking) techniques. Regarding the production of electricityin coal-fired plants, a
25% thresholdis applied.

The FNG label also has threelevels of responsibleinvestment quality materialised by three stars. Funds which meet
these minimum requirements are therefore scored out of 100 following an overall analysis of the fund's entire
infrastructure, i.e. institutional credibility, product standards (robustness of the investment process, in-depth
analyses, non-financial reporting, etc.) and the potential impactrelated to the selectivity of securities, theexercise
of voting rights or other engagement activities. This score awarded by the certifier determines the quality of the
label,awarding candidate ClUs a "basic" label ora 1-, 2- or 3-star label.

The FNG label comprises 104 labelled funds for €30 billion in ass ets under managementattheend of 2019. Auditing
is now performed by the University of Hamburg, after havingbeen historically performed by Novethic.

245.4. The Nordic Swan Ecolabel

The Nordic Swan Ecolabel, created in 1989 by the Nordic Council of Ministers which wanted to introduce an
ecological label common to all the Nordic countries (Sweden, Denmark, Finland, Iceland and Norway), applies to
aboutsixty consumer productgroups. The "Financial products" category, introduced in 2017, establishes exclusion,
inclusion and transparency criteria for all UCITS registered for distribution in one or more Nordic countries and
whose assets compriseatleast50% of equities and corporatebonds or green bonds.

The objective of the label is to increase the visibility and commitment of the financial sector with regard to
sustainabledevelopment, and encourage increased traceability between investors' capital and investments made
insustainableprojects.

To determine whether a fund is eligible for labelling, the label defines in particularexclusion criteria covering, inter
alia,companies contributingto the extraction and refining of fossil fuels or to arms production, or issuers tha tdo
not comply with certain international standards or conventions.?> The label also defines exclusion thresholds for
specific economic sectors or activities (natural gas, oil, uranium, etc.), above which an asset management company
cannot make an investment ifit wants to have its fund labelled.

The label also comprises inclusion criteria, which should be complied with and recorded in a dedicated report:
- At least90% of portfoliosecurities havebeen analysed based on ESG criteria;
- More than 50% of the fund must be invested in companies applyinggood practicerules;
- The fund gives priority to companies transitioning towards a more sustainable activity.

Lastly, transparency criteria are imposed on asset management companies, notably via a quarterly report on the
securities making up the portfolio of the ClU thatis a candidatefor labelling.

Other non-mandatory criteria are presented in the label specifications. They each offer points making it possible
to achievea minimum number of points needed to envisagelabelling.

In practice,the NMN (Nordiska Miljomarkningsnamnden - Nordic Eco-labelling Council) determines the criteria to
be met to be ableto enjoy the label. Assisted by a group of experts, it consults representatives of the various
governments, environmental protection organisations, commerceand industry to amend the specifications for the
labels of each sector of activity covered by the Nordic label.

25 |LO Declaration on Fundamental Principles and Rights at Work adopted in 1998, Human Rights, companies having caused serious
environmental damage or involved in cases of corruption.
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An asset management company that wishes to have its product labelled has a third-party organisation certify its
compliance with the criteria adopted by the NMN. An application for certification accompanied by supporting
documents is then sent to the Nordic Swan which takes charge of auditingand monitoring the asset management
company by means of inspections. In order to verify a CIU's compliance with the label, an annual ESG reportis
therefore required, and random checks are performed, including on-the-spot inspections. The validity of the
labellingis thus subjectto compliancewith criteria that are generally laid down for a period of three years. After
these three years, new criteria arelaid down and the firms must make a new application for labelling. The current
criteria of the Nordic Swan Ecolabel for financial products arevalid until 2022.

In 2019, 32 funds were labelled, for €11 billionin assets under management.

2455, The Austrian ecolabel (Osterreichisches Umweltzeichen)

The Austrian ecolabel, created in 1990 at the instigation of the Ministry for Agriculture and the Environment, also
has the specific feature of labellingall general consumer goods (paper, shoes, buildings, etc.).

The financial part of the Austrian ecolabel, intended for financial products having responsible investment
characteristics, was created in 2004. It is intended more specifically for those funds which have the most robust
environmental approaches.ltis nowawarded by the Austrian Ministry for Sustainable Development and Tourism,
supported by a consumer associationin charge of working out and monitoring the labelling process.

This label is intended for all Austrian or foreign financial products wantingto be labelled for their policy of taking
into consideration responsible investment issues. Funds developing a responsible investment approach and
thematic funds are specifically concerned by this label.ltis alsothe firstlabel to specificallyaddress firms in real
estate.

Among the criteria adopted to benefit from labelling, the exclusion of certain sectors of activity (coal, nuclear
power, the arms trade and production of arms, extraction of natural gas and crude oil, etc.) is explicitly required.
Other exclusions applicable to companies and states which contravene international standards and conventions
are imposed (systematic violations of human rights or labour law in particular). This is also the case for states
without a target or measure for reducing greenhouse gases, or havingan expansionary policy concerning the future
development of nuclear power.

The specifications then establish a list of themes to be adopted for the selection of companies eligible for
investment. These selection criteria mustmakeitpossibletoidentify companies orissuers which supply goods and
services that are positivefor society and the environment. The investment policyis assessed accordingto a scale
which determines whether ittakes each of the themes sufficiently into consideration. The label also incentivises
market participants wantingto be labelled to adopt a high rate of selectivity after taking non-financial criteriainto
consideration. The consideration of ESG criteria should lead to a reduction in the investment universe by at least
50% in terms of the number of issuers for the fund to be entitled to labelling. Ifthese criteria resultin a selection
covering 25% of its initial universe, it has three additional points enabling it to envisage labelling of its CIU (see
below).

The third pillar on which the Austrian ecolabel is basedis transparency. Information concerning the consideration
of environmental and social issues mustbe disclosedinaccordancewith the principles established by EUROSIF in
its Transparency Code. A policy of engagement with issuers and votingin general meetings must also be published.

Following an analysis of the fund's compliance with the label, the sum of the points weighted by each criterion

results in a percentage score which determines whether the fund canbe labelled.Ifithas a number of points less
than 65% of the maximum number of points,itcannot be labelled.
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Specialised auditors are tasked with assessing compliance with the label, which is then issued to the fund for a
period of four years. The follow-up procedure examines any changes in the investment strategy. The fund must

alsoinformthe label of any major changeinits strategy in order to confirmits eligibility for the label.

In2019, 116 funds were labelled by the Austrian ecolabel, for €15 billionin assets under management.

2.4.6.

SUMMARY OF THE MAIN CHARACTERISTICS OF FRENCH AND EUROPEAN LABELS (END-2019)

The followingtablesummarises the key figures and the main characteristics of the different European labels atthe
end of 2019. Novethic's half-yearly reports2® also provide a detailed overview of the trends in terms of outstandings
andthe differences inapproach of each label.

Label Label LuxFLAG Label FNG Nordic Swan Austrian Towards
ISR Greenfin ESG Siegel Ecolabel Ecolabel Sustainability
T &
N /4
- 1989 1990
2016 2015 2014 2015 (2017%) (2004%) 2019
Ministry of M|n|st.r.y of Luxfembourg Forum - - Ministry of
. Transition Finance . Nordic Council . .
Initiator Economy and - . Nachhaltige - Agriculture and Febelfin
. Ecological and Labelling of Ministers L
Finance - Geldanlagen Environment
Solidarity Agency
Number of funds labelled 362** 12 101 104 32 116 410***
UCITS
ST dl:zrﬁ;? " Yaie Austrian or
Perimeter UCITS, RIF, PIF European European Austriay’ distributed in foreien UCITS European
and SCPIs / UCITS and AlIFs = UCITS and AlFs : - a Nordic & UCITS and AlFs
Liechtenstein and AlFs
OPCls Country
and
Switzerland
Selectivity rate 20% «Green» . . 50% 50% .
share
ESG coverage rate 90% 100% 100% 100% 90% 100% 100%
m NO YES YES YES YES YES YES

26 OQverview of European sustainablefinancelabels

*Creation of the financial products category
** Figures as at 31 January 2020

*** Figures as at 2 March 2020
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2.4.7. GENERAL OBSERVATION

The labellingtrend seen on the sustainablefinance market in collective investment management has accelerated
significantly in recent years. The planned creation of a real estate label in France and the recent launch of the
Febelfin QS label in Belgium reflect the enthusiasm of assetmanagement companies for these labels which offer
the promiseof greater visibilityina market whichis still little-known by the general public.

However, the diversity of the criteria adopted, with "green" labels which exclude sectors considered as harmful to
the environment, such as coal and oil and gas operations, and those based on screening of ESG criteria with
minimum thresholds to be reached in order to be certified, contribute to the lack of clarity in the market. The same
holds for considerations related to nuclear power ore gas, which aresubjectto different types of treatment. In this
regard, the European classification documents could constitute a starting pointfor a possible convergenceon these
issues.

The heterogeneous nature of the characteristics of thesevarious labels means itis notpossibleto havea clear view
of the European offering regarding consideration of non-financial criteria by ClUs. In a market where the
boundaries between the various countries are diminishing, the initial objective of clarity sought by asset
management companies and their investors could be jeopardised by the lack of comparability of the various
products available.

So discussions on the European level for the production of an ecolabel dedicated to sustainable finance will
probably providesome clarity. The objective is to attract a largefraction of savings to green products, the supply
of which is currently expanding rapidly. Shorter-term, the measures introduced by the PACTE Law in unit-linked
lifeinsurancepolicies should serveas a growth driver for labelled funds with retail clients.

2.5. ORGANISATION OF AMCS

Like for its previous reports, the AMF conducted investigations concerning the means deployed by AMCs to
organisetheir system for takinginto consideration environmental, social and governancecriteria (ESG framework).
These investigations consisted ina new survey of AMCs, supplemented by interviews. Thus, about fifty AMCs were
selected by the AMF to reply to the survey on the basis of criteria such as size, the sector of activity, and the
proposal of a specific offer (range of SRI funds, thematic funds, etc.). In addition, about ten AMCs were contacted
for interviews in greater depth concerning,in particular,their resources.

Nearly all of the AMCs within the scope replied to the survey, namely 51 French AMCs, managing slightly more
than €1,428 billion in assets at end-2018, and thus representing, in terms of AUM, around 65% of the collective
investment management market in France. These AMCs had a cumulativetotal of 8,264 full-time personnel atend-
2018 (or more than 45% of the total personnel of French AMCs).

The responserate shows an increased involvement of AMCs in this field since the last survey. The sampleusedin
the 2017 report represented about one-third of those surveyed (16 AMCs). Therefore, the data submitted by this
enlarged populationarenot directly comparableto the 2017 data to assesschanges.

2.5.1. OVERALL ESG FRAMEWORK

Due to the diversity of non-financial issues (ethics, consideration of the financial risk entailed by non-financial
criteria, consideration of the negative externalities of investments, etc.), AMCs must devote special resources,
outsourced or not, to the consideration of non-financialaspects (andin particular ESG criteria) in managing their
ClUs. For this analysisitis necessaryto have methodologies, tools and above all persons involved in the process.
Without claimingto cover all theexistingissues and systems, several phases of the process can be distinguished:
- Data collection (carbon footprint, rate of absenteeism, existence of governance procedures, proportion
of revenues from controversial activities, etc.), which will generally be supported, as described in
particular for carbon data in section 4, by the services of service providers providing aggregated
databases;
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- Analysis of issuers/investments, which can be performed both quantitatively (building of metrics based
on the collected data) and qualitatively (provision of advice according to predetermined non-financial
lines of thought), and which could lead to the production of non-financial scores or classifications assigned
to the issuers or investments;

- The supply of non-financial information to fund managers, through the combination of this information
with "conventional" financial information, or to establish, where applicable, policies on issuer dialogue
andvoting in general meetings;

- Non-financial reporting, whether it be internal, designed for fund managers, risk managers, company
officers, or external, designed for institutional investors or retail investors, the public or the supervisory
authorities.

The followingsections describethe human resources of AMCs, then their technical resources, before focusingon
service providers. The organisations managing specific asset classes (real estate, private equity) are taken into
consideration generallyin the statistics here, and described in greater detail in the dedicated sections (cf. 3.1 and
3.2).

2.5.2. HUMAN RESOURCES: VARIED ORGANISATIONS WITH MORE NUMEROUS ACTORS

The ESG framework covers various tasks: data collection, analysis of issuers, fund management, reporting, non-
financial risks, relations with issuers, etc. In practice, very few AMCs perform the collection of non-financial data
themselves, preferring to use service providers. Moreover, although around 75% of AMCs state that they factor
ESG risks into their risk management?’ system, the AMF has not identified any organisation in which the Risk
Department is involved in the ESG framework, despite the establishment of several projects.?® Finally, although
more than 80% of the AMCs surveyed statethat they have established a policy of dialoguewithissuers or of voting
formally takingintoaccount ESG aspects, most will in practiceusethe serviceprovided by a proxy recommending
votes on resolutions according to a profile defined as "ESG". The teams allocated to the framework and analysed
in the present section are therefore mostly ESG research teams, management teams or marketing teams. The
AMCs were questioned concerningthe number of people assigned to ESG inthese various functions.

Overall,92% of the AMCs responding statethat they have atleastone person dedicated to ESG in their organisation
(whether it be a fund manager, an analyst, an expert in marketing or communication, or any other function).?® Of
the dedicated resources, the fund manager and analyst functions head the list (44% and 38% of the number of
dedicated people respectively), with the marketing function accounting for 6% on average. "Other" functions (12%)
in practice cover cross-functional positions for small organisations (teams in charge of development of tools and
methodologies, research and disseminationin theorganisation, and reporting), management and company officer
positions, coordinators (notably for entities forming part of a group), and all the employees of subsidiaries
dedicated to non-financial research where applicable.

In 60% of cases, the AMCs state that they have dedicated ESG analysts,and in 55% of cases dedicated ESG
managers. Interms of the trend, the latter figure may appear lower than that of 2017 (63%), although, as already
mentioned, sincethe population examined has been significantly enlarged, it would be mistaken to concludethat
the trend is negative.

The organisations examined differ, and two main types of model can be found there: on the one hand, a model
focused on management, in which certain managers develop non-financial expertise and are assigned to the

27 |n practice by an investment policy excluding the most controversialissuers beforehand, on a s ystematic or else discretionary basis,in that
case relying entirely onthe expertise of the fund managers (firstline of defence withouta secondline).

28 Regarding this, the AMCs and professional associations met expressed on several occasions their mis givings faced with regulators'
requirementsinthis area, notably in light of the principal-cause approach proposed by ESMA in its response in April 2019 to the Call for Advice
sent by the European Commission on the allowance for ESG risksin AMCs' system in UCITS and AIFM regulations. For example, th e AMF has
not identified any AMC which might by itself have identified risk indicators and appropriate processes for taking ESG aspects into consideration
in risk management.

29 Of the AMCs which reportno resources dedicated to ESG, two outsource theirsystem within a group, while the other two, small in size, state
that theyimplementan ESG approach by integration involving the fund managers andall the personnel, without any resources s pecifically
dedicated to ESG.
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management of funds highlighting non-financial aspects (SRI funds, thematic funds, etc.) and on the other handa
model focused on analysis, in which a team of analysts (often grouped together inaresponsibleinvestmentor ESG
department or division) collects (often by means of service providers selected following due diligence), analyses
and disseminates the ESG information then used on various levels by the fund managers (in a binding or even
industrialised manner for the management of funds highlightinga non-financial aspect,andina morediscretionary
manner (by "integration") for the other funds). The bigger AMCs generally give priority to the second model, and
the firstis applied mostly by smaller AMCs that are ESG specialists. However, a trend to convergence between the
two models has started, partly with the aim of developing fund managers' awareness or ESG so thatthey may more
often take into consideration the non-financialinformation madeavailableto them, and partly to bring the analysts
closer to the fund managers sothat they may produce information more appropriateto the specific needs of each
manager.

2.5.3. WIDESPREAD INVESTMENT IN PROPRIETARY TOOLS, DIVERSE REALITIES

79% of the AMCs surveyed state that they have proprietary non-financial analysis tools (system for non-financial
rating, assessment of the carbon footprint, etc.). This figure may appear lower thanin2017 (87.5%), but itremains
high considering that, as mentioned above, the population examined has been significantly enlarged, and now
comprises both mature actors and also new actors which have developed this expertise more recently, and
therefore have fewer dedicated resources. Moreover, the same "proprietary tool" concept covers very different
realities: certain AMCs that are highly developed in this area or large in size have tools capable of aggregating
various sources of data in order to automate the production of scores, enhance qualitative analyses, and ma ke
data available to the fund managers automatically. Other tools consistin practice of tracing the qualitative ESG
analysis performed on anissuer by aggregating it with financial analysis, or developing a reference database of
non-financial data used for the purpose of implementing exclusion policies or monitoring particular constraints
entailed by SRI management.

Regarding discretionary portfolios, 32% of the respondent AMCs stated that they have an ESG offering, but this
seems generally to be a "default" offering, because a very small minority (15%) of these AMCs have formal tools
(statistics, questionnaires, client profile) capable of guiding the proposal of a discretionary portfolio incorporating
ESG or SRI characteristics.

2.5.4. USE OF SERVICE PROVIDERS

The AMF survey questioned the AMCs concerningthe identity of service providers and thetasks entrusted to them.
The survey was ableto confirmthat, as mentioned aboveandillustrated more specificallyin section 4, AMCs make
extensive use of non-financial service providers, not only for the collection of non-financial data, but alsofor the
construction of specific metrics (calculation of a portfolio's carbon footprint, SDG alignment score, etc.), the
production of analyses (an ESG scoreis often accompanied by a report detailing the opinion of a non-financial
ratingagency), controversy watch on issuers (specific event affecting the "virtuous" aspectof the investment, for
example by failure by the issuer or its supply chain to comply with environmental, social and governance
standards), production of reports, assistancein establishing ESG frameworks (e.g. development of a "sustainable"
product offering, establishment of an engagement policy), etc.

It cantherefore be observed that certain service providers,combining several services (aid with voting policy, ESG
analysis, databases, etc.), areused extensively by the market. The survey questioned AMCs freely concerningtheir
service provider selection criteria. The replies were analysed from the viewpoint of the most widely used criteria.
The criteria mostfrequently mentioned arethe coverage rate of the investment portfolio (slightly more than 60%
of respondents), cost(40% of respondents), quality of analysis (38%) and the availability and quality of data (34%).
Aspects such as the transparency of the methodology and the independence of the service provider are found less
often, with 15% and 9% respectively of mentions by AMCs. This dispersioncanalsobeexplained by diverse needs:
some AMCs need onlyrawdata to enrich theirinternal models and their own work, whereas others wantin-depth
analyses.
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Hence, the data quality and independence criteria arenotmentioned infirst position by the AMCs. Various ser vice
providers surveyed stated that they provided services both to issuer companies (production of the company's
carbon balance, strategic counselling) and to asset management companies (provision of carbon databases,
analyses, establishmentof carbon metrics/reports). The combination of the two activities could resultin conflicts
of interest (e.g. favouringa clientcompanyinthe analysis provided to assetmanagement companies).In practice,
the service providers surveyed indicated that they separated the two activities (Chinesewall)inorder to prevent
such conflicts of interest. Of the AMCs surveyed, some indicated thatthey considered this aspectimportant, while
another judged it secondary.

Moreover, the AMCs interviewed (mostly of largesize) stated that they conductdue diligencein advanceto assess
the quality of the data modelling methodologies and, where appropriate, the suitability of the methodology for
the use that will be made of it. Regarding this, several AMCs reported that the service providers' methodologies
were liableto change. Where applicable, they expect systematic notification fromtheir service providers, even if
this practiceis not covered by a contractual arrangement between the AMC and the service provider. Generally,
as illustrated in particular in section 4, the inspections conducted by AMCs on their service providers are not
systematic and seem limited.

Given their significant dependence on service providers, which are unregulated, the AMF questioned the AMCs
concerning the difficulties identified in organising inspections of ESG service providers. Around 60% of the AMCs
questioned identified obstacles to theimplementation of inspections, of which the most frequently mentioned are
the divergence between the firms' methodologies (43% of AMCs identifying obstacles), the lack of technical and
human resources or the costs created for the AMC (23%), and the lack of transparency of the service providers
themselves (20%). Two AMCs called for regulation of these firms, while two others requested a certification.
Certain AMC replies may appear contradictory:for example, one AMC says that the service providers are trusted
third parties while stressing the existence of difficulties in being able to control them because they are not
regulated and their methodologies areproprietaryand not public.

2.5.5. CONCLUSIONS RELATING TO AMC ORGANISATION

The investigations conducted by the AMF were ableto highlight a growing interest in the subject of ESG among
AMCs, demonstrated notably by the responserateto the AMF survey, far higher than for the previous survey (close
to 100% versus a rate of scarcely one-third for the previous survey). The AMCs' system remains primarily focused
on the processes of analysisand consideration of ESG criteriain fund management. Data collectionis still leftup
to serviceproviders, except for a few AMCs, and the Risk Department is notyet involvedinthe process.However,
this paradigm could change, notably with the implementation of the Disclosure Regulation which requires that
AMCs report on the consideration of sustainability risksin their investments (cf. 5.1.2).

The method of organisation of the AMCs differs depending on their resources and their product offering. For
example, some AMCs have established an "ESG" division for concentrating initiatives in this area and to provide
the fund managers with non-financialinformation, while others have chosento specialisefund managers directly
in the sector. However, the need for better communication between the two pleads in favour of a convergence
between these models. The tools on which the systems are based are of varied complexity, ranging from an
aggregation of data, metrics and product analyses by several service providers, allowing the development of a
proprietary rating methodology, to a support tool formalising the qualitative approach of the AMCs. Service
providers have an essential rolein this framework for all the AMCs, even though the inspections performed are
not necessarily adequate, as illustrated in section 4. The AMF therefore reiterates the obligation for AMCs which
emphasise non-financial characteristics to establish data quality and consistency control systems, including for
non-financial data.3°

30 Obligationto provide the investor with information that is clear, accurate and not misleading (Article L. 533-22-2-1 of the Monetary and
Financial Code) and obligations tohave robustand credible data for riskmanagement (Article 321-81 of the AMF General Regulation for UCITS
and Article 45 of Delegated Regulation (EU) 231/2013 for AlFs).
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3. SPECIAL CASES OF IMPLEMENTATION OF NON-FINANCIAL APPROACHES

3.1. PRIVATE EQUITY FUNDS

3.1.1. INITIATIVES OF THE PROFESSIONAL ASSOCIATION AND STUDY CONTEXT

Non-financial aspects, and in particular environmental, social and governance (ESG) issues, are increasingly
addressed by certain private equity fund managers for the selection, monitoring and disposal of their equity stakes.
The professional association of private equity fund managers, France Invest, has in the past few years performed
much work andtaken numerous initiatives inthis area.

In 2010, for example, France Investpublished a first ESG Guide. Updated in 2018, this Guide, prepared by the ESG
Commission of the professional association with the support of PwC, was produced in partnership with about
fifteen asset management companies. Illustrated by numerous case studies, it outlines the major principles of
integration of ESG issues into all the phases in the life of an AMC (from fundraising to the disposal of an equity
stake).

The sector is also organised around several initiatives and actions designed to encourage consideration of non-
financial characteristicsin their work.

For example, many French asset management companies operating inthe private equity sector are signatories to
the United Nations Principles for Responsible Investment (PRI) which generally constitute a first step for AMCs
formalising their commitment to take ESG criteria into consideration in their fund management. At the end of
2017, for example, of the 213 private equity companies having subscribed to the UNPRI worldwide, one-quarter
of them were French asset management companies. Furthermore, every year France Invest produces an annual
report on ESG.

With a view to improving ESG dialogue between institutional investors and AMCs and limiting the workload for all,
Francelnvest has published a number of recommendations designed to standardisethe ESG questionnaires based
on a number of principles established, inter alia, by the UNPRI and the TCFD. These recommendations were
updated in October 2019. Accordingly, a jointreference framework (Due Diligence Definitions and Questionnaire
- DDQ, see below) was adopted and made availabletoall institutional investors and investment mana gers.

Finally, theorganisationisalso behind the publication of a Gender Equality Charter in early 2020 and hasan Impact
Committee whose members must adhere to the France InvestImpact Charter.

Regarding the specific climatetheme, Francelnvest has established an"Initiative Climat" task force. This initiative
notably develops guidelines to assistinvestment managers and raisetheir awareness of climate-related issues. The
initiativenow has 36 signatories and was adopted by the UNPRI at the end of 2018.

In 2019, France Invest published a Cleantech index which presents a ten-year review of French private equity
funding for the energy and environmental transition.

Apart from these various initiatives, as in other fields of investment management, the consideration of non-
financial characteristicsin private equity corresponds to very different realities depending on the firm.

Accordingly, as part of the questionnaire carried out for this report, the AMF specifically analysed the replies
received from several AMCs operating in private equity. Also, and especially in the context of the "Article 173"
information review (cf. section 5), the AMF analysed the information available on the website of an AMC
specialised in private equity, and the commercial and regulatory documentation of several funds. Finally,
interviews were held with four AMCs identified as being particularlyadvancedintheir ESG policy. This section of
the report presents the approaches implemented by the leading AMCs.
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It is specified that, in this section, "private equity fund" refers to FCPR venture capital funds, FCPI innovation
venture capital funds andlocalinvestment funds (FIPs) designed for retail clients, and all professional funds (FPCl,
FPS, OFS, SLP or SCR) whose corporate purposeis to acquireequity stakes in unlisted companies. This section does
not cover approaches relatingtoinfrastructurefunds thatcould implement non-financial approaches (e.g. funding
of "green" projects, wind-power farms, solar panels, etc.), which arein practice open mostly to professional clients.

For all useful purposes,itis specified that private equity funds designed for a retail investor clientele come within
the scope of AMF Position-Recommendation 2020-03.

3.1.2. SPECIFIC FEATURES OF THE PRIVATE EQUITY MARKET REGARDING THE ISSUE OF CONSIDERATION
OF NON-FINANCIAL CHARACTERISTICS

Private equity funds select the companies which form their portfolios following due diligence performed by the
AMCs themselves or possibly with the help of service providers. This due diligence involves performing all the
necessary verifications prior toinvestment in order to have reliableinformation with a view to the acquisition of a
stakeinthe targeted company. Becausethey arenot listed, of smaller sizeand often less organised, the companies
targeted by private equity funds are subject to less stringent information reporting obligations than other
companies. In particular, with regard to non-financial information, thetarget companies will usually notbesubject
to the obligation to publish a non-financial statement.3! Thus, in order to collect this information, the AMCs will
usually send out questionnaires and conduct interviews to carry out their due diligence on the subject. Given the
diversity of sectors of activity, AMCs have in practice developed questionnaires that are differentiated according
to the firms, so as to ensure the relevance of the non-financial issues depending on the profile of the target
company.

Therefore, by comparison with the non-financial information available for large enterprises, the AMCs of private
equity funds arepotentially capable of demanding of target companies in-depth information more appropriateto
their needs. However, the collection of this information requires, on the one hand, that the AMC have the
resources to produce a questionnaire adapted to the issues of the target company, and al so that the latter be
capableofreplyingto the queries satisfactorily.

To avoid increasing the workload for target companies which have limited resources to reply to their queries,
certain privateequity firms havestarted work to standardisethese questionnaires fromone AMC to another. Also,
the professionalassociation of private equity firms contributes to the development of marketplace practices and
initiatives through the publication of studies such as its annual ESG report3? and the dissemination of an
engagement charter33 intended for all the firms in the sector. Finally, when several funds invest jointlyina target
company, the due diligencewill be usually performed by the AMC which plans to make the maininvestment, and
shared with the other AMCs, which may possibly carry out their own additional due diligence in order to decide
whether or not to jointhe shareholder base.

Accordingly, given the nature of the investment, the duration of the acquisition process and the time frame for
holding their equity stakes when they are majority shareholders, private equity firms prefer to supportcompanies
inthe consideration of non-financial issues over several years withoutabandoningtheinvestmentin a stakeinitially
showing less satisfactory results from a non-financial viewpoint (except for the implementation of certain sector
exclusions described below). One of the specific features of privateequity is therefore its supportfor the company
throughout the holding period, whichis 5to 7 years on average. Itis generally duringthis holding period that ESG
actions areconducted and monitored. Note that, in some cases, the fund may not be represented inthe corporate

31 Article R. 225-104 of the French Commercial Code, presented in greater detail in section 4 of this report, stipulates thresholds of actiity to be
subject to the obligation of publication of a non-financial statement: permanent workforce of more than 500 employees and revenue thresholds,
or total assets of more than €100m.

32 Sixth Annual ESG Report —Financial year 2018, by France Invest in cooperation with Deloitte, which documents, estimates and qualifies French
private equity exposure to promote Environmental, Social and Governance (ESG) goals in investment firms and in the companies that they
support.

33 Charter of investor engagement for growth, updatedin January 2018.
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governance bodies or not be aligned with its co-shareholders on these non-financialthemes. The majority nature
of the equity stake may therefore prove decisive.

Finally, for certain growth capital funds such as venture capital funds, itis more difficult to assign a significant
weight to the deployment of a non-financial system, to the extent that the main goals of these companies remain,
from the perspective of both the asset management companies and the entrepreneurs, the company's growth and
achievement of financial breakeven.

3.1.3. PRIVATE EQUITY FIRMS' FRAMEWORK FOR CONSIDERATION OF NON-FINANCIAL CHARACTERISTICS

The consideration of non-financial characteristics by the asset management companies that are mostadvancedin
this respect usually concerns all their equity stakes irrespective of the type of fund or investment vehicle. This
considerationis usually described in a document provided by the asset management companies on their website
(ESG charter, responsible investment policy, engagement policy, "Article 173" information, etc.). As described in
detail in the following sections, the ESG approach usually relates to approaches based on an engagement in
investment management which cannot be considered significant.3* Moreover, the commercial and regulatory
documentation of the funds is generally not very expansive on the ESG framework, which is consistent with
Position-Recommendation DOC 2020-03 on the information to be provided by collective investment schemes
incorporating non-financial approaches.

Followingthe analysis of the availabledocuments and various interviews conducted by the AMF, this section aims
to describe the ESG framework deployed by asset management companies specialised in private equity that are
most advanced in this respect, by breaking down each stage of the investment cycle.

As anillustration, the following diagram presents in French various initiatives regarding the consideration of ESG
criteria by AMCs at the level of the target company and accordingto each stage inthe investment process:
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ESG au niveau de la participation.

Source: Francelnvest

34 As mentioned in the introduction, the AMF has also noted the existence of funds, notably with a Greenfin label, focused exclu sively on "green"
thematic investments (such as, for example, the renewable energies sector, with funds investing in ad hoc companies operating solar or wind-
power farms). This approach is not investigated here.
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3.13.1. Exclusions prior to investment

Several asset management companies thatwe met excludefrom their investment universe beforehand companies
performing part of their operations in sectors subject to controversy, including companies involved directly or
indirectly in the production of arms (whether controversial or not), the tobacco industry, alcohol, coal, or else in
the sectors of gambling, pornography, the processing of fur, oil and gas exploration, human cloning or tests
performed on animals, etc. This broad range of exclusions reflects the diversity of approaches atthe levels of both
the asset management companies and the funds themselves. In practice, the AMF notes that AMCs define a
common base of exclusions together with exclusions specific to certain funds attherequest of their investor clients
that can be set under the form of a contractual stipulation between the asset management company andits client.
These exclusion policies haveincreasedin recent years but do not yet constitute the approach mostly adopted by
all privateequityfirms..

The operational deployment of these exclusions also covers very diverse realities from one asset management
company or fund to another, in terms not only of philosophy but also of process. For example, certain AMCs
investigate the indirect contribution of the target company's activity to an excluded sector, by evaluating, for
example, the criticality of the target company's production of a sub-component of arms or electronic cigarettes
with respect to their exclusion policy concerning the arms and tobacco sectors, where others will confine
themselves to a policy of exclusionregardingdirectactivities. Regarding the process, certain AMCs set themselves
no binding obligation concerning the exclusion of predefined sectors, relying on the expertise of the investment
management teams and taking the investor's sensitivity into account in order to determine whether the
investment in a company is acceptable or not. Other asset management companies have more formal tools and
procedures enabling them to exclude certain investments following a thorough investigation based on objective
data. For example, committee type decision making may be systematically adoptedin caseof doubt regardingthe
profile of a company, or else investment may be guided by the existence of a decision tree. Few normative
approaches (e.g., definition of a maximum activity threshold in a controversial business) were noted.

Good practice 1:

The AMF considers as good practicethefactof havinga decisionaid procedure or tools capable of justifying the
exclusion of certainissuersor sectors of activity.

3.1.3.2. Due diligence or pre-investment phase

During this phase, as described previously, AMCs perform an "ESG" analysis of the target company (ESG due
diligence) generally by sending a questionnaire and/or by interviews, alongside conventional financial due
diligence.This approachisapplied systematically for certain AMCs,and ina more discretionary manner for others.
On this occasion, several of the assetmanagement companies we met indicated thatthey used service providers
systematically orin order to examine more fully certain metrics thatcould have consequences for the valuation of
the company analysed. The non-financial data extracted from this analysisis thus used as one measure of the risk
involved ininvestment inthe company.

In supportof these initial results, a dialogue may be initiated with the company's managers in order to raisetheir
awareness of non-financial issues. This phase thus makes it possible to identify or confirm material ESG issues,
notably any involvement in controversial activities (cf. above), or to prepare the ground for the definition of non-
financialimprovement targets. Some AMCs rely on ESG databases to position the target company accordingto a
sector benchmark to help them identify issues (for example, a history of occupational injury rates in all the
companies in which the AMC has invested its funds). In practice, itis noted thatnearly all the AMCs have a common
base of criteria relating to good corporate governance and occupational health and safety. Moreover, the AMCs
focus on a few criteria considered most important according to the target company's size and business. For
example, depending on the target company's sector of activity, the analysis will be focused more on the
environmental, social or governanceaspect.
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3.1.3.3. Investment decision phase

At the time of the investment decision, the non-financial aspects are incorporated in the decision generally as a
tool for measuringthe riskinvolved in the equity stake. However, for all the AMCs surveyed by the AMF, the fund
managers remain free to select target companies irrespective of the resultofthe non-financial analysis performed
duringthe ESG due diligence. The non-financial duediligencethus enriches the overall analysis performed on the
target company duringthe investment decision phase, although, inthe great majority of cases, these analyses are
not by themselves decisive for excluding a target company.3®> They may nevertheless hold back the investment
decision depending on the materiality of the issues (in particular for the sustainability and/or valuation of the
company) and the company's capacity for transforming itself. Examples of investment opportunities excluded
exceptionally because of non-financial considerations were nevertheless mentioned by certain firms. Moreover, it
should be stressed that private equity firms have the ability to act to encourage companies whose ESG due
diligence prior to the acquisition might be mediocre to transform themselves by raising their awareness of the
potential implications of these non-financialissues. This capacity for action will be especially strong when the fund
holds a majority stakein the company.

The asset management companies most active in this respect may, moreover, implement measures to assist the
target company in improving issues considered major, e.g. by inserting specific requirements in the shareholder
pact, or else through side letters. Depending on the AMC, these commitments may be more or less formal and
quantified (for example the commitment may concern the implementation of means to combat absenteeism, ora
quantified objective for reduction in the occupational injury rate). The approach is therefore specific to each
investment caseand cannotbe easily compared.

Good practice 2:

The AMF considers thatitis good practice for private equity firms to formalise their approach to taking ESG
issues intoaccountthrough specific clauses in shareholders' agreements or sideletters.

3.1.34. Equity stake holding phase

The equity stake holding period is a crucial phase for transformation of the company and the operational
integration of non-financial criteria. Following acquisition of the equity stake in the target company, most of the
AMCs state, in their dedicated policy, that they perform monitoring of non-financial performance, which is
materialised by continuing dialogue with the company, including the consideration of non-financial themes and
the monitoring of any non-financial targets determined with the managers of the company at the time of the
investment. The AMC canalso, on this occasion, perform monitoring of controversies affectingthe equity stake or
develop monitoring tools such as, for example, the organisation of periodic reviews of the ESG KPI (Key
Performance Indicators) by the governing bodies or elsethe setting up of collaborativetools between each equity
stake and the AMC on some ESG criteria.Inaddition, certain AMCs send out a regular questionnaire to the equity
stakes, notably based on the monitoring of indicators for measuring non-financial performance. The analysis of
this questionnaire may take the form of a formal report containing, in particular, an identification of the leeway
for improvement of the equity stake. In this respect, some AMCs havecarried outwork to develop a common base
of relevant ESG indicators. However, this base is still small due to the diversity of the companies' sectors and
situations. Accordingly, the tools made available to French private equity firms by France Invest and the UNPRI
have allowed insourcing of the functions in charge of ESG for the firms thatare most advanced in this respect. This
trend has the effect of reducing the work performed by outside service providers, even though certain AMCs
mentioned that during their lifetime they request third-party reviews of their equity stakes with regard to non-
financial aspects.

35 Except for involvement inthe activities judged controversial that were identified during the exclusion phase. See above.
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Most AMCs use all these factors in order to provide their investors with ESG reporting (usually in a dedicated
report). Divergences are noted inthe content of these reports: some reports present indicators aggregated atthe
portfolio level (e.g., the number of equity stakes in the portfolio having environmental certifications, the
proportion of female employees in the equity stakes, etc.), whileothers, stressing the very great diversity of sectors
of activity of the equity stakes, which would not permit the appropriate compilation of aggregated indicators,
prefer to present individual examples of ESG changes (adoption of an ISO standard by an equity stake, monitoring
of an indicator over time, etc.).

For all the AMCs surveyed, the AMF noted that a deteriorationinthe non-financial situation of the equity stake, or
even the failureto achieve non-financial targets determined beforehand, did not constitute, by themselves, factors
calling into question the investment or leading to the replacement of the equity stake's management team. The
asset management companies specialised in private equity specify that they want to focus on supporting the
companies in order to enable them to create value. Corrective measures may be taken in cases of inability to
manage material issues, but the eviction of the management team or early disposal of the equity stake on non-
financial grounds was very seldom noted. Note that the ousting of an equity stake's management team is subject
to constrainingrules which could haveserious legal and financial consequences for the company. These legal and
financialrisks could partly explain the rareness of this type of measure. However, these factors could playa role,
alongside financial factors, in the case, for example, of a second round of financing to increase the equity stake.
Sincethe liquidity of the underlying assets leaves little potential for AMCs to reappraisetheirinvestment decisions
duringtheir life, policies of consideration of non-financial criteriain this asset class could mostly involve heightened
due diligenceahead of the investment phase, even though the holding period remains a major lever of action for
these actors.

Good practice 3:

In cases where the fund manager is the majority shareholder of a company for which an ESG approach has been
put inplace, the AMF considers thatitis good practiceto define the objectives to be achieved and to measure
the results of this approach over time on the various ESGissues considered relevant.

3.1.35. Disposal phase

When selling the equity stake, the discussions held with the AMCs showed that the financialimplicationsinherent
in the disposal generally prevail over the non-financial targets determined beforehand and monitored during
holding of the equity stake. Some non-financial information is made available to buyers. However, few asset
management companies present all these non-financialanalyses. Some actors nevertheless communicate intheir
investment policy on the occasional establishment of ESG Vendors Due Diligence performed by an outside service
provider in order to give an independent viewpoint ("ESG VDD"), non-financial reporting or more generally CSR
information shared directly by the equity stake and made availableto the buyers at the time of the disposal. ESG
VDD takes the form of anauditor a review on the initiative of the shareholders, which aims to presentinformation
on the non-financial performance of the target. It aims mainly to provide a "before and after" view of the non-
financial situationin order to placea valueon the efforts undertaken by the equity stake supported by the AMC,
and potentially highlightany valuecreation generated by this approach. The potential buyers arethus informed of
the target's progress with regard to consideration of environmental, social and governanceissues.

Good practice 4:

The AMF considers thatitis good practiceto make information on the non-financial situation ofa company in
which a portfolio management company holds a stake atthe time of its saleavailableto potential purchasers.
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3.1.3.6. Specific case of funds of funds

In the case of funds of funds where the AMCs are indirectly exposed to the equity stakes by investing in other
private equity funds, the ESG framework established by the fund's AMC relies on the manager of the target fund
and not on the directly held equity stakes.

The AMC therefore firstchecks that the sector exclusion policy of the target fund is consistentwith (i.e. atleastas
restrictiveas)its own policy. The AMC then incorporates the ESG assessment of the target fund manager inits fund
selection process. This ESG assessmentcan be determined by interviews and based on a questionnairefilled in by
the manager of the target fund, which may concern both its own performance interms of social and environmental
responsibilityanditsresponsibleinvestmentpolicy. Duringthefund unitholding phase, the AMC may, for example,
perform monitoring3® of the ESG indicators of its investments. These indicators, which may subsequently be
disclosed to clients, measure the ESG practices of the managers of the target funds, and the non-financial
performance of the underlying equity stakes.

Thus, just like for direct investments, the AMC of the fund of funds proceeds by a non-binding integration
approach. An ESG approach thatis considered mediocre or non-existent will generally notbea sufficientcondition
to ruleout investing. However, itcould be the starting pointfor a dialoguedesignedto assistthefund manager in
improving his practices. Theapproachis therefore very similar to that of direct investments.

3.13.7. Overall view of AMCs' ESG frameworks

As noted throughout this section, the consideration of non-financial characteristics in the investigation of target
companies implies resources and expertise (establishment of a dedicated ESG questionnaire adapted to each
sector, collection and analysis of information, organisation of interviews, dissemination to fund managers and
awareness raising, etc.). The AMF thus notes two main types of ESG frameworks in the AMCs:
- The largestor specialised assetmanagement companies which establish a systemsuch as that described
above;
- Asset management companies, often of modest size, which do not study non-financialissues assuch and
which will sporadically analyse non-financial issues as a potential risk liableto impair the value of a
company.

3.14. CONCLUSION

As shown throughout this section, the observed ESG framework of private equity funds, apartfromthematic funds
not covered by the investigations,3” consists mainly of:

- aninvestment policy based on (i) sector or normative exclusions, according to conditions which may vary
from one AMC to another and which in practiceresultin an expert qualitative approach, and (ii) an
integration approach focused on dialogue and awareness raising for companies' management body
throughout the lifecycle of the investment (due diligence, monitoring, disposal);

- apolicy of engagement by placing non-financial issues on the agenda with the equity stakes and where
appropriate by putting in place improvement targets, whether quantified or not. However, notably
because of the very low liquidity of the assets, a failure to achieve the targets entails no binding
consequences for the fund's management in most of the cases reviewed.

As opposed to the responsibleinvestment policies developed by funds comprisingissuers of listed securities which
consistin the selection, within an investment universe, of the companies that are most committed or best rated
with regard to environmental, social and governance practices, the approach of AMCs in retail private equity is
focused on supporting each equity stake and its managers and raising their awareness of non-financial issues.

36 Also via a regular questionnaire or a data collection platform (case noted for one AMC, this type of tool can facilitate data collection) intended
for managers of the target funds and underlying equity stakes.

37 Funds intended mainly for professionals investedin infrastructure or thematic entities (e.g.specialised companies or projects dedicated to
renewable energies).
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Accordingly, apartfromthe thematic or infrastructureapproaches (possibly labelled Greenfin in the environmental
area), which are in practice still at present marketed mostly to professional clients, most of the ESG investment
policies of the private equity funds reviewed are not considered as approaches based on significant engagement
in asset management at this stage within the meaning of AMF Position-Recommendation 2020-03. This
observation, moreover, is consistent with the AMF's observations, which showthatthe regulatory and commercial
documents of the funds reviewed within the framework of this study do not excessively stress the consideration
of non-financial criteria. However, some private equity firms develop engaged ESG policies both at their own level
and with respect to their equity stakes, in particular during the holding phase. Their ability to upgrade and
transform their equity stakes can therefore, if they allocate the requisite resources, significantly influence
companies ina sustainabledevel opment policy.This is the case,in particular, of certainimpactinvesting funds, a
private equity segment that is expanding rapidly, generally dedicated to a clientele of professional investors (cf.
2.3.1).

Although most of these ClUs do not make their non-financialapproach a central feature of their reports, the AMF
reiterates that AMF Position-Recommendation 2020-03 applies to these funds.

Ideas for work by market participants and the marketplace

In the context of growing interest among market participants in the issues involved in taking extra-financial
characteristicsinto account, the AMF encourages managers of privateequity funds for non-professional clients to
develop approaches that provide objective and formalised evidence of the materiality and commitment of their
extra-financialapproaches, inaccordancewith the provisions of Position-Recommendation 2020-03. To this end,
these players could take advantage of their specificities, and in particular their detailed knowledge of the
companies invested and the influencethey can exercise.

Lastly, the AMF emphasises that the frameworks established by the assetmanagement companies such as those
described above arenot always described exhaustivelyinthe"Article 173" information, which means the investor
cannot always evaluateallthe efforts deployed by the AMCs. Progress could be made inthis area.
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3.2. REALESTATE FUNDS

3.2.1. CONTEXT

Asset management companies specialisedinthe management of real estate ClUs do not escape the growing trend
to take non-financialfactorsinto considerationintheir investment process. For example, an increasing number of
assetmanagement companies statethatthey use metrics translatingthe non-financial performance of a real estate
assetto define its potential return. The energy efficiency of a building, its water consumption, or againits ability
to offer comfort for the tenants areall factors contributing to the future profitability of a real estate asset.

This section therefore highlights the specific features of the French market for real estate CIU management
regardingthe issueof consideration of non-financial criteria.

By real estate ClUs are meant investment vehicles intended for retail clients, including real estate investment
companies (SCPls)and real estate collectiveinvestment undertakings (OPCls) as well as "other AlFs".

For all useful purposes, remember that real estate ClUs intended for a clientele of retail investors and "other AlFs"
come within the scope of AMF Position-Recommendation 2020-03.

3.2.2. THE FRENCH MARKET FOR MANAGEMENT OF REAL ESTATE AIFS

In November 2020, the AMF identified 135 asset management companies authorised to managereal estate assets,
i.e. nearly 20% of French asset management companies authorised by the AMF for cumulative assets under
management of around €70bn in SCPIs and OPCls atend-2019.

The management of real estate ClUs brings together around AMCs the traditionalactors of the real estate market
(developers, solicitors, design offices, surveyors, architects, etc.). Accordingly, around the asset management
company in charge of structuringand management of the portfolio of real estate assets builtupineach of its CIUs,
various stakeholders contribute to the orderly functioning of a system which the assetmanagement companyis in
chargeof on behalfofits investors. The property manager, for example, is responsiblefor day-to-day management
of the real estate asset for its occupants and the facility manager takes care of building maintenance. All these
service providers, to whom should be added real estate experts performing appraisalandvaluation of real estate
assets on behalf of the ClUs, contribute to the viability of this industry. These various service providers play a key
roleinthe collection of non-financial data onreal estate assets.

3.2.3. SPECIFICITY OF THE MARKET REGARDING CONSIDERATION OF NON-FINANCIAL CRITERIA

Real estate assets are regulated by a large number of standards, labels and certifications relating notably to
environmental criteria and, to a lesser extent, social and governance criteria, mainly concerning new housing.
However, most of the existing property stock still consists of old buildings which are not in line with these
requirements. The non-financial qualities of new and existingreal estate assets are therefore very diverse. In this
context, a selection of the assets scoring bestfroma non-financial viewpoint,as is practised for SRI funds managing
transferablesecurities, would have as a consequence the selection of only new real estate assets benefiting from
the most recent standards and certifications. Such a selection would thereforeredirect capital to buildings thatare
already efficient, whereas one of the major challenges identified by the sector, notably in relation to the energy
transition,is animprovementin the non-financial characteristics of existing buildings.

Now, within the framework of their property management, asset management companies are capable, in
particular, of performing renovation work to improve buildings' energy efficiency.3® Thus, the AMF observes that

38 Hence, the ASPIM proposes, via its charter, a list of good practices to be adapted to the asset management company's objective, aimedat
selecting assets "for improvement", which will contribute to efforts toreduce the energy footprint of existing property stock.
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real estate assetmanagement companies have developed a specifictype of approach known as Best-in-progress,
which is capable of translating an asset improvement target from the non-financial viewpoint. This approach is
thus opposed to the Best-in-class approach conventionally used in security investment management, which
appears marginal inthefield of real estate3? (mainly the selection of new buildings...).

The environmental issue thus appears predominant for real estate funds including responsible investment
characteristics. This mainly focuses on the energy efficiency of the assets or their greenhouse gas emissions
resulting from their energy consumption (e.g. via the "DPE" energy efficiency diagnostic established in regulated
conditions)*® and their consumption of other resources (water consumption, waste treatment, etc.).

It is nevertheless followed by social and societal considerations (comfort, health and safety, revitalisation of city
centres, etc.), whichare increasinglytakeninto consideration by asset management companies in the sector. For
example, the revitalisation of city centres seems to be a tangiblelever for real estate investors, in order to make a
positive contributionto the social issueofsustainabledevelopment. This approachalsofits in with the state City
Centre Action Programme®! which aims to encourage real estatefirms to investin the city centres of medium-sized
urban areas.However, the assessmentand objective measurement of the socialimpactofa real estateinvestment
inshops, restaurants, housing, cultural centres, etc. may prove complex. Finally, thegovernance issueremains the
leastobvious to grasp for asset management companies, which incorporateitthrough control of the ESG policy of
the property service providers or elsein some cases via their own CSR performance. The establishment of a CSR
policyis a necessary prerequisitefor good governance of a real estate assetby an AMC. However, the AMC's CSR
performance could not be considered as thesolecriterion for analysing the good governance of a real estate asset.
Moreover, the consideration of this criterion poses a problem of conflict of interest, with the AMC being both judge
andjuryregardingthe satisfactory governance of the property. Accordingly, it seems more objective to perform a
non-financial analysis concerningthe asset andits stakeholders (third parties participating in management of the
ClU's assets) rather than the AMC itself.

Poor practice 1: Applicable to real estate funds

The AMF considers as poor practice the fact of presenting the CSR performance of an asset management
company as one of the solecriteria of "good" governance of a real estate asset, unless this criterion is examined
by a third-party organisationindependently.

3.2.4. ORGANISATION OF ASSET MANAGEMENT COMPANIES FOR CONSIDERATION OF THE NON-
FINANCIAL CHARACTERISTICS OF THEIR REAL ESTATE ASSETS

For the development of joint standards for the consideration of non-financial characteristics in the management
of real estate ClUs, several marketplaceinitiatives have been launched. In 2016, for example, the members of the
ASPIM adopted aresponsibleinvestment charter sharing principles and criteria which can be referred to by asset
management companies whose ambitionis to manage one or more funds "inaccordancewith an SRI policy".

Also, the Sustainable Real Estate Observatory (OID) is an independent non-profit organisation bringing together
private and public firms in the real estate sector.*? The OID's objective is to disseminate best practices regarding
sustainablereal estate by, for example, publishing barometers or guidelines. The OID also develops collaborative
tools designed for real estate professionals, including, in particular, a platform for the collection of energy
efficiency data on real estate assets.

39 |n this caseit takes the form of the selection of buildings having the highest environmental or social properties.

40 The DPE must be established for the construction of new buildings since 30 June 2007 (date of the building permit), for their sale since
1 September 2006, in the case of letting since 1 July 2007, and in real estate advertisements since 1 January 2011. See the website of the
Ministry for the Ecological and Solidarity Transition

41 Through this plan, the government will spend€5bn over five years toimprove the living conditions of the inhabitants of medium -sized cities
and consolidate thesecities' role as a driving force for regional development.

42 Including asset management companies, property companies, institutional insurers, industrial groups, service providers and public partners.
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In parallel tothese marketplace initiatives, several of the largestasset management companies interms of assets
under management commit themselves individually through the publication of charters listing "sustainability"
targets such as the reduction of greenhouse gas (GHG) emissions, climate risk management, the "responsible’
engagement of the stakeholders or the health and safety of tenants.

As partof this work concerningthe consideration of non-financial characteristics by asset management companies
specialisedinreal estate, the AMF has inventoried the resources devoted by asset management companies. This
study covering a restricted scope of five of the largest firms in the sector and those most active on non-financial
issues does not reflect the general approach adopted by all theassetmanagement companies.

From the organisational viewpoint, the asset management companies putin place teams of two or three people
in charge of organising the responsible investment policy and of non-financial analysis of the asset management
company's real estate assets. Some of the assetmanagement companies inthe samplearedeveloping proprietary
tools for ESG analysis and rating. One AMC we met with, for example, has developed a specific audittool making
it possibletoassignan ESG scoreto all theassets inits portfolios.

Moreover, data collection sometimes proves difficult, especially when it concerns tenants' consumption data
(confidentiality, accessibility, reliability, etc.). As a result, itis often delegated to service providers such as technical
assessors and property managers, notably by sending questionnaires. Other asset management companies state
that they rely on a single service provider in charge of the non-financial analysis of real estate assets. The AMF
notes that this use of service providers is becoming widespread for monitoring, data reporting (energy data in
particular), energy audits and sometimes strategic supportin the definition of non-financial criteria.

Recommendation 1: Applicable to real estate funds

When non-financial metrics (e.g., energy consumption, water consumption, greenhouse gas emissions, etc.)are
incorporated in the fund's management objective or are the subject of commitments by the AMC concerning
their improvement, their reliability is critical to ensure the clear, accurate and non-misleading nature of the
information provided to investors. As a consequence, when the AMCs use service providers, the AMF
recommends that they perform samplinginspections on the data provided by the service providers (e.g. once a
year), the results of which could be taken into consideration at the time of their renewal. These inspections
could take placewithin the framework of the AMC's more general inspection process and beadapted according
to the nature of the various sources of data and the various levels of riskinvolved.

From an operational viewpoint, for their funds in a best-in-progress or best-in-class approach, the AMF noted from
its discussions with the firms that the AMCs adopt an ESG analysis approach consisting,in mostobserved cases, of
performing a pre-acquisition auditon buildings. Amap of their total existing property stock may also be produced
after each acquisition and/or regularly. With regard to new buildings already having good environmental and
potentially social characteristics, which make them eligiblefor strategies of the best-in-class type, the AMCs must
make sureto maintainthese good characteristics. They alsoidentify areas forimprovement on existingreal estate
within the framework of their best-in-progress approach.

3.2.5. ASSET MANAGEMENT COMPANIES' OFFER REGARDING CONSIDERATION OF NON-FINANCIAL
ISSUES

3.25.1. ESG integration strategy

Despite a shared desireto fitin with an improvement approach for most asset management companies, the AMF
noted that the responsibleinvestmentstrategies and policies of real estatefirms remainvery diverse.

For example, although these ClUs report on the consideration of non-financial criteria in their management, this
usually takes the form of a policy of non-binding and non-significant integration for the fund management inthat
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it does not generally oblige the fund managers to exclude all or part of real estate assets having the least
satisfactory non-financial characteristics or, for example, to make improvements to the non-financial qualities of
all or partof them.

And yet, the AMF notes that several AMCs promote non-binding approaches in the KID/KIID and commercial
documentation of the SCPIs and OPCIs that they manage. In accordancewith Position No. 2 mentioned in Position-
Recommendation 2020-03, given the integration approach adopted, such a presentation could be considered as
disproportionate inrelationto the non-financial framework established.

This integration approach is itself variable. Some firms produce a map of each of their assets with the help of
technical assessors in charge of gathering the necessary information to establish the non-financial description of
the building (main emissionitems, carbon balance, etc.). Others take non-financial criteria into consideration only
on part of their assets under management without a specific objective and without this being specified in their
various documentation mentioning the consideration of these non-financial criteria.

3.25.2. Other main strategies for consideration of non-financial criteria within the framework of
management of real estate CIUs

The approach most frequently used for bindingand significantconsideration of non-financial criteria is thebest-
in-progress approach reflectinga policy ofimprovement of the assets in the portfolio.

This is performed by the firms invarious ways and covers various|evels of ambition:

- Certain real estate funds may define quantitativetargets for improvement of non-financial performance
ex ante on each real estate asset (e.g. quantified reduction in the consumption of reference primary
energy and/or water consumption);

- Other funds may define objectives for energy efficiency approaches or respect for tenants in the form of
qguantified targets for achievement of DPE scores and respect for tenants on the scale of the portfolio
(method developed internally by the AMCs).

These approaches aretherefore based on the definition of quantifiableindicators and a time frame. However, on
the basis of the sample of funds that it examined, the AMF noted no CIU which:

- expresses quantified objectives inits regulatory documents. These objectives arein practiceset outinad
hoc documents, which is contrary to Position No. 4 of Position-Recommendation 2020-03 which states
that only clarifications of information already present in the legal documentation can be made in the
commercial documentation in order to comply with the clear,accurateand non-misleading nature of the
information;

- presents comparisons orillustrations makingitpossibleto assess thesignificance of the objectives set. It
is therefore difficult to assess the significance of the approach adopted by AMCs, which limits the
assessment of this criterion mentioned in Position No. 2 of Position—Recommendation 2020-03.

Moreover, to ensure that the information provided is clear, accurate and not misleading, the AMF issues a
recommendation.

Recommendation 2: Applicable to real estate funds

For funds developing a best-in-progress approach,the AMF recommends that a presentation of improvement
objectives (quantified or objective) within a defined time frame be produced and monitored by the AMC via:

- anannual review of progress on the announced objectives;

- anexplanation by the AMC of the achievement of the announced objective or not at the end of the

predefined time frame.

If the objective were not achieved, itis recommended that the AMC explainthefailuretoachievesaid objective.
This annual review and the associated explanations concerning achievement of the set objectives or not may be
disclosed toinvestors ina fund report (annual report, ESG report or other).
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The best-in-classapproachisgenerally used for thematic real estate funds. Accordingly, holdings of newreal estate
assets meeting the most recent environmental standards correspond to a significant proportion of the assets held
by ClUs adoptingthis strategy. These are usually new property complying with current standards (e.g. low-energy
housinglabel ("Bdtiment Basse Consommation"). Maintaining good non-financial performance of the assets in the
portfolio is also one of the challenges for AMCs developing this approach. Lastly, depending on the type of real
estate asset, these two approaches may be deployed ina single portfolio.

Conversely, a growing number of asset management companies specialisedinreal estate aredevelopinga thematic
offer by focusingin particular onassets inthe healthcaresector or elderly care homes. However, these thematic
investment products cannot be considered as developing a thematic approach having responsible investment
characteristicsinsofar as, based solely on their investmentuniverse, they embody no promise or commitment with
regard to improvement or selection of the best assets inrelation to environmental, social and governanceissues.
The AMF therefore callsfor vigilance on the partof asset management companies to avoid any highlighting of non-
financial characteristics of their thematic real estate funds which, apart from the selection of assets related to a
sector (old people's homes, hospital or educational centres, student accommodation, etc.) provide investors with
no guarantee concerningthe consideration of non-financial criteria within the framework of management of these
funds.

Poor practice 2: Applicable to real estate funds

The AMF considers ita poor practice to highlight non-financial characteristics in the management of a CIU which
cannot provideevidence of a bindingand significant consideration of environmental, social and/or governance
criteria. Ittherefore invites firms whoseapproach consists merely in selectingthematic real estateassets related
to a sector which intrinsically has no non-financial characteristics to restrict their communication to the mere
selection of assets related to that sector or sub-sector without promoting non-financialcriteria (e.g. related to
health or educational aspects).

Moreover, one of the difficulties involved in the establishmentof bindingandsignificantapproaches atpresentis
the absence of guidelines regardingsignificance, becausethe quantified objectives may be variableand based on
diverse market references.

In France at present, for example, no real estate fund has obtained the Greenfin label attesting consideration of
non-financial factorsinits management.*3 In order to promote and lend credibility to the measures undertaken by
assetmanagement companies in this area, the most advanced firms are currently working on the production of a
label adapted to real estate which would take into consideration the specific features of this market and make it
possible,in particular,tolaydownaninitial shared market guideline concerningthe definition of what is a binding
andsignificantapproach for a real estate fund.

3.2.6. CONCLUSION

By developing a so-called best-in-progress approach,assetmanagement companies specialisedinreal estatefund
management wanted to reflect the specific features of this asset class. Since improvement of the environmental
characteristics of the existing property stockis the mainaspectby which assetmanagement companies canactin
favour of building energy efficiency, social and governancecriteriaappearto be used less by companies developing
these products. Regarding this, although the development of thematic products focused on environmental issues

43Contrary to the SR label, in France the GreenFin (formerly TEEC) label allows OPCls and SCPIs to become labelled. The specificfactors allowing
labelling of these twotypes of funds are as follows:

- For SCPIs, the fund must invest at least 90% of its assets under managementin greenreal estate defined by Appendix 1tothe label's reference
document, comprising in particular buildings certified or labelled according toa certification process for new buildings, renovation and building
operation.The remaining 10% mustbe invested inother bonds orother debtsecurities provided thatthey do not concern exclu ded activities;
- For SCPIs, greenreal estate mustrepresent 60% of the fund's assets.
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constitutes a positivedynamic, these products should not be assimilated to "SRI" products involving simultaneous
consideration of the environmental, social and governance pillars.

Since the variety of approaches could create confusion forinvestors regarding a sector that is expanding rapidly,
the AMF insistson the need to keep a sense of proportionin the information provided to investors concerningthe
approach implemented, according to its more or less binding nature with regard to asset selection and
management, and issues recommendations for certain approaches (best-in-progress, thematic approaches).

Just likefor listed assetmanagers, the AMF alsoidentifies theimportant role of service providers inthe provision
of non-financialinformation onreal estate assets. Hence, itrecommends monitoring of said providers which goes
beyond the due diligence performed for the monitoringand selection of traditional service providers selected by
the AMCs. This monitoring may go hand-in-hand with theappending of a "Supplier ESG" charter to contracts signed
with service providers specialised in this field.
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3.3. MONEY MARKET FUNDS

Money market funds represented €336bn in assets under management as at 31 December 2018, distributed
among 245 funds. Of these funds, 37 were identified as claiming "SRI" characteristics,** for €56bn in AUM, i.e.
about 16% of the total in money market funds (including six SRI-labelled funds for €4.5bn in AUM). Although money
market funds taking non-financial criteria into consideration in their investment policy are not very numerous,*
they represent around one-third of the AUM of SRI funds, in other words they are the leading "SRI" assetclass by
AUM accordingto figures published by the AFG in 2018, and the No. 2 classin2019.46

The AMF therefore wanted to examine the functioning of these funds. A review of the regulatory documents was
performed, describingin detail the methodology applied, and supplemented by additional discussions with certain
firms. A summary of this workis presented in part one. Secondly, the AMF endeavoured to assess the characteristic
distinguishing these funds from other money market funds by conducting a quantitative study of the portfolios
based on the data collected by Banque de Franceon ClUs,as at 31 December 2018.

This analysis is based mainly on a description of marketplace methods and portfolio data aggregates. However,
this analysis is not conclusive regarding the explanations for the observations presented below. Moreover, such
a study was not conducted on other assetclasses anditistherefore not possibleto concluderegardingthe specific
features of the money market.

3.3.1. METHODOLOGY OF MONEY MARKET FUNDS PRESENTING THEMSELVES AS SRI FUNDS

The documentation relating to seven money market funds presenting themselves as SRl funds was a nalysed by the
AMF (KIID, prospectus, annual report, Transparency Code, "Article 173" information, monthly factsheets). A
summary is presented of the observed approaches.

33.1.1. General approach of AMCs

All the AMCs managing these funds have adhered, directly or at the level of their parent Group, to the United

Nations Principles for Responsible Investment.*” Some AMCs may adhere to other types of charter (Diversity,
Parenthood, etc.) ortake partin other initiatives (CDP, etc.).

3.3.1.2. Investment policy

Itis specified that this section presents a summary of the approaches noted for seven funds, and is therefore not
representative of all marketplace practices.

All the funds studied adopt a sequenced approach.Inthe firststage, issuers not complying with the policy of the
AMC or the fund in particular (especially in the caseof dedicated funds, for which the investor exclusion policy is
adopted) are excluded from the investment universe. In the second stage, the remaining issuers are selected
accordingtotheir non-financial performance ("SRl filter"), measured by an ESG score. This selection may take two
forms: on the one hand, in general, by an exclusion of a fraction of the investment universe having the lowest
score, and on the other hand, for a fund, by constraints limiting the size of investments in the issuers having the

44 These funds were identified due to their SRI labelling, their name containing the terms "ISR", "SRI", "Responsible" or"Sustainable", ordueto
their presence onthe list of signatoryfunds to the SRI Transparency Code presented by the AFG, together with a verification of highlighting of
the "SRI" aspect in the prospectus.

45 The figure of 37 funds can therefore be compared with the 500 or so funds mentioned by Novethic and presented insection 2.2.1 (less than
8% of funds).

46 The divergences between the figures (€55bnin AUM versus about €51bn by reconstituting the figures of the AFG detailed in section 2) are
due to the fact that the AFG statistics are produced based on the AMCs' reports whereas the AMF's approach was to identify SRI funds by
various aspectsincluding their labelling and their name.

47 The PRI are six voluntary commitments launched by the United Nations in 2006, by which investors undertake to take ESG aspects into
consideration in their decision-making process with regard to investment, shareholder dialogue, incentivising issuers to provide greater
transparency, disseminationand partnershiparound PRIs, and reporting on the measures adopted. A transparency questionnaire is accordingly
demanded of the signatories eachyear, andis partially available onthe website of the UNPRI.
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lowest scores. The present sectionfirstdescribes in detail the implementation of exclusion policies, and secondly
implementation of the "SRI filter".

3.3.1.2.1. Firststage: exclusion policy

Most funds implement an exclusion approach concerning matters of principle (non-cooperative tax jurisdictions,
issuers producing cluster bombs or anti-personnel mines) or sector issues (coal). These exclusions are similar to
those mentioned in section 2 of AMF Position-Recommendation 2020-03. Like what is indicated in that section,
the differentiatingaspectof these factors is in principle not significant, either becausethese exclusions arelegally
applicable by all, even though not all the firms have considered it necessary to report on this (Oslo and Ottawa
conventions), or because certain exclusions in practice concern a very restricted universe (e.g. non-cooperative tax
jurisdictions)*8.

3.3.1.2.2. Second stage: "SRI filter"

Of the seven funds analysed, six stress theimplementation of a best-in-class approach (cf. description below). One
of the funds states in its prospectus that, in addition to executing a "conventional" ESG filter, itadds an issuer
analysisapproach accordingto procedures which are, however, not described in detail in the prospectus and which
are in any case discretionary. The lastfund presents an approach identified as best-in-universe. However, this
approachis based on sector scores, which means this fund’s functioningisin practice very similar to "best-in-class".

B Principleofan ESG score

For all the funds, implementation of the "SRI filter" involves the use of an "ESG score". Most of the AMCs which
manage these funds calculate this score according to an in-house methodology, based on metrics and data
provided by service providers. An AMC relies directly on the scores provided by a service provider.

The ESG scores arecalculated takinginto consideration variousE,S and G criteria for which each issuer, based on
selected indicators for each criterion, is assigned a score®®. These scores are then aggregated by weighting in the
various E, Sand G pillars,andthen at the overall ESG level to obtain the final score, as presented in the following
simplified example:

/

Source: AMF theoretical example

48 The official ministerial decision of 12 February 2010, adopted pursuant to Article 238-0 Aofthe French General Tax Code, indicates, in its
latestversion dated January 2020, a list of thirteen states and territories: Anguilla, Bahamas, British Virgin Islands, Panama, Seychelles, Vanuatu,
Fiji, Guam, US Virgin Islands, Oman, American Samoa, Samoa and Trinidad and Tobago.

49 For example: the rate of absenteeism noted ina company to measure well-being at work, a criterionassignedto the "Social" pillar.
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A scoreis then assigned in relative manner within a sector, e.g. by awarding scores from 1 (best) to 10 (worst),
according to the uniformly distributed scores: 10% of the firms having the best ESG scores in this s ector will be
scored 1, the following 10% will bescored 2, etc. Another approachis toaimata normalised (Gaussian) distribution
of scores:for example inscoringfrom A to E, 5% of the issuersina sector will be scored A, 25% will be scored B,
40% scored C, 25% scored D and 5% scored E, as shownin the following graph:

Distribution of standardized ESG ratings within a sector
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Source: AMF, fictitious example.

Compared with a uniform approach, this distribution makes it possibleto focus on the best and worstissuersina
sector.

Several AMCs also provide for the possibility of adjusting the quantitative score, obtained mechanically, by a
qualitativeassessmentof the ESG appraiser (e.g. assignmentof a merit rating (bonus-malus) of +/-30% to a score
of 0 to 100 on criteria considered material but not taken into account by the quantitative score), or else in a
discretionary manner (decision of an ESG investment committee to reinstate an excluded stock). In the examples
observed, all these operations areexpressed formally and traced.

Accordingly, no "absolute" scoringapproach (based, for example, on the distanceof the issuers compared with an
ideal situationrelating, for example, to a level of greenhouse gas emissions,an absenteeismrate,a maximumwage
gapinacompany, etc.) was noted. Although the relativeapproach reduces theinterpretability of thescores, itmay
be noted that an "absolute" approach, applied to an overall ESG score, would also be hard to interpret in the
presence of very diverseissues (environmental, socialand governance) to be aggregated into a singleindicator.

Moreover, itshould be noted that the sector definitionis not necessarily uniform from one actor to another and
may be adapted with a view to building homogeneous sectors in terms of non-financial issues but also of
appropriate granularity notably with respect to the investment universe of the fund in question. Accordingly, a
given company could beanalysedin differentsectors depending on the actor. Moreover, companies having diverse
activities could, depending on the actor, either undergo allocation to a single sector accordingto its largest
business,or beanalysed by anad hoc assessment methodology by distinguishing, for example, between its various
business lines across several sectors to ultimately obtain an aggregate score.

B ESG criteria takeninto consideration

_45 -



AUTORITE
DES MARCHES FINANCIERS

AMXIF

Based on the information disclosed to investors, the AMF was unable to make an exhaustive comparison of ESG
methodologies: their functioningis described with an uneven level of detail,andinanycaseitis notexhaustive (cf.
1.1.3).

Regardingthe general information collected, the AMF notes thatin general the AMCs take into consideration a set
of themes common to all issuers. For example, the themes commonly mentioned are the climate (Environment
pillar),safety or well-being at work (Social pillar)and managers' pay or the independence of the board of directors
(Governance pillar). Moreover, criteria specific to each of the sectors are taken into consideration according to
their relevance (e.g. more stringent governance criteria for the banking sector, or safety for industry). The total
number of criteria takeninto consideration may therefore vary significantly (between about ten and one hundred
accordingto the AMF's observations).The impactof a singlecriterion (e.g. the combatagainstglobal warming)is
thus potentially diluted, while the approaches from one AMC to another may resultin potentially variable scores
for the same issuer, depending on the aggregation and normalisation criteria, indicatorsandrules chosen. These
results, at the level of the asset management companies, are also found at the level of the non-financial rating
agencies, since the scores obtained by a company may vary significantly from one non-financial rating agency to
another.

B Selection of issuers

The main approach noted for consideration of scores in the investment process is to exclude a percentage of
issuers ("best-in-class" approach), e.g. 20% of 30% of the worst issuers (which would correspondto scores 9 and
10respectivelyinthe uniformexample, orto scores Dand E inthe Gaussian example presented above). One actor
adopts a different approach:it makes no exclusion, butlimits the consideration of poor-scoring assets froman ESG
standpointto 10% of the net assets and imposes an overall averagescorefor the portfolio (issuers'scores weighted
by investments) greater than or equal to 2 on a scalefromO to 4.

Finally, for several funds (three out of seven), itis specified that all the assets are not necessarily covered by the
ESG rating,although with a stated minimum of 90%, consistent with the requirement of the French SRI label, even
though none of the funds examined was labelled. As is permitted by the SRI label, however, the coverage rateis
expressed on different assessmentbases:as a percentage of the net assets for some, and as a percentage of the
issuers inthe portfolio for others.

3.3.1.3. Conclusion regarding the qualitative study

Although they have specific features in theirinvestment policies and universes, the consideration of ESG criteria in
the investment policy of the SRI money market funds reviewed takes placeaccordingto the customary processes
deployed in SRI funds belongingto the other classifications.

However, despite an apparent methodological convergence, several factors of variability should be noted from
one AMC to another, which may account for an intrinsic variability of the results of application of non-financial
filters fromone AMC to another: the variety of approaches (best-in-classvs best-in-universe when this is based on
scores presenting sector biases), exclusion thresholds, divergence of the scoring methodologies (choices of criteria,
of the associated metrics, of the weighting of each criteria and of each pillar...), divergence of data providers,
divergence of sector exclusion policies, etc.

Regarding scoring methodologies in particular,an analysis of the information disclosed to investors illustrates the
fact that, since ESG methodologies are considered as strategic in-house tools, their degree of transparency is
variablefromone AMC to another, and does not make it possible,inany of the seven cases considered, to obtain
complete visibility of the methodology (indicators, scoring procedures, weightings, etc.). Moreover, in this type of
approach taking several pillars into consideration simultaneously, it seems hard to imagine associating the
investment process resulting from the application of the ESG filter to the achievement of precise objectives (such
as, for example, the contribution to the energy transition, or the achievement of sustainable development
objectives)as some funds may sometimes be tempted to do intheir corporate communications.
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3.3.2. ANALYSIS OF THE PORTFOLIOS OF SRI MONEY MARKET FUNDS

The qualitative study highlighted the difficult ex ante comparability of the SRI approaches of the main money
market funds examined. On the basis of the line-by-linereporting of ClUs collected by Banque de France, the AMF
made a comparative analysis of the portfolios of money market funds presenting themselves as "SRI" by
comparison with others, with a view to assessing whether the SRI nature of the portfolios materialised in
differences inthe investment universes or portfolio weightings.

To do so, a database was formed covering the portfolio of 245 money market funds (including 36 identified as
callingthemselves SRI),>° documenting:

- the ISIN code of the securities in the portfolio;

- the amount that they represented in the portfolio of each fund;

- theissuergroupandthe sector of activity to which that ISIN code is attached;

- the SRI nature or not of the fund holdingthe line.

An analysiswas performed, on sectors of activity on the one hand and on issuer groups on the other hand, in order
to assessthe various types of funds.

This work of database building required several adjustment operations which all constitute limits to the significance
of this study.>?

50 By comparisonwith the qualitative study carried out above, the data of an SRI fund were notavailable in the Banque de Franc e database.
51 To compilethe data used as a basis for this study, the AMF used an excerpt from the "CIU collection", which inventories the portfolios of
French ClUs line-by-line each month. The portfolios of 245 money market fundsasat 31/12/2018 were analysedin this way.The ISIN codes
relateto the securities themselves, and their assignment toissuers, issuer groups and sectors of activity required mapping work by the AMF.
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3.3.2.1. Sector analysis

For each sub-group ("SRI" fund, other money market funds), the distribution of the proportions of assets invested
by each fund in each sector of activity was calculated. Sectors of activity were determined by carrying over and
adaptingthe widely used ICB classification (Industry Classification Benchmark). Funds of funds>2 were eliminated,
reducingthe sampleto 134 funds, including 24 identified as SRI. Investments in other funds were also elimi nated.>3
Note that each fund was equally weighted, given the diversity of sizes of money market funds (from €150min
assets under management to more than €40bn), in order to ensure the representativeness of all the strategies.

Equal-weighted average of sector holding by MMF

’[:gflf;ir:;:e ;Z::’::; Standard deviafion
Sector SRI Non-SRI of the % of holdings All

between SRI and in non-SRI MIMEs>4

non-SRI funds
83 Banks 42.2% 43.7% -1.5% 20.9% 43.4%
99 Public 10.5% 16.2% -5.7% 24.8% 15.2%
33 Automobiles 6.5% 8.2% -1.7% 5.4% 7.9%
50 Consumer Services 6.8% 6.6% 0.2% 5.1% 6.6%
20 Industrials 7.0% 5.8% 1.2% 4.8% 6.0%
86 Real Estate 6.5% 4.3% 2.2% 1.9% 4.7%
70 Utilities 5.2% 4.0% 1.3% 3.8% 4.2%
87 Financial Services 3.5% 1.9% 1.6% 2.3% 2.2%
60 Telecommunications 2.5% 1.9% 0.6% 16.6% 2.0%
85 Insurance 2.0% 1.9% 0.1% 1.3% 1.9%
30 Other Consum. goods 1.1% 1.8% -0.7% 2.8% 1.7%
90 Technology 2.7% 1.2% 1.5% 5.5% 1.5%
10 Basic Materials 1.4% 1.0% 0.4% 2.8% 1.1%
40 Health Care 1.3% 0.7% 0.6% 1.6% 0.8%
00 Oil & Gas 0.7% 0.8% 0.0% 1.4% 0.8%

Source: AMF

Overall, therefore, slight sector disparities are observed between funds presenting themselves as SRl and the
others. In all cases except one (real estate sector), it can be seen that the difference between funds presenting
themselves as "SRI" and the others is far less than the standard deviation of the distribution of sector weightings
on the latter. This standard deviation approach nevertheless remains perfectible given the lack of symmetry of the
empirical distributions. This observation is consistent with a best-in-class approach adopted by all the funds and
which means that no sector is ignored.

However, some differences can be noted. For example, while in general money market funds invest a large
proportion of their portfolioin thebankingsector (around 40%), the investment in publicissuersisgreater for non-
SRI funds (16% versus 10% for funds presenting themselves as SRI funds). This could be explainedin particularby
the fact that the SRI nature of a publicissueris more complex to analyse than that of a company. Moreover,
financing of the automotive sector appears lower for funds presenting themselves as SRI (slightly more than 6%

52 Defined in the framework of this study as funds investing more than 50% of their assets in otherfunds.

53 Moreover, as describedin detailin appendix, two "technical" sectors (for lines which were unable tobe assigned to a sector of activity and
for derivatives) were formed, and the proportions were therefore assessedignoring these sectors.

54 For example, the average holding of industrial securities by MMF funds notidentifiedas SRl is 5.8%, with a standard deviation of 4.8%. The
observeddeviation fromthe average investmentin MMF funds identified as SRI (average investment of 7%, i.e. a 1.2% deviatio n) can therefore
be seen asrelatively insignificant.
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versus 8% for the others), whereas one notes a slight over-investment in the utilities sector (5.2% versus 4%).
Whatever the type of fund, the Oil & Gas sector represents onlya small proportion of the assets of money market
funds (less than 1%).

Avariability analysis by a study of quantiles was also carried outto supplement this assessmentbased ona "mean"
and to assess whether certain funds, SRI or not, might be invested in certain sectors more massively than their
peers. This analysisis presentedinan appendix. The analysis confirms theabsence of a material sector deviation.

3.3.2.2. Analysis by issuer group

Money market funds' investments were allocated to more than 400 different issuers.>® Several analyses were
performed to assess thepresence or absence of significantdifferences between SRl and non-SRI funds:

- An analysisregarding theamounts of investments made by each issuerinthesectors considered relevant
(Bank, Automobile, and Oil & Gas sectors)in order to comparethe amounts of investments in the various
issuers by SRl and non-SRI funds;

- An analysisbased onexclusion approaches: two tests were performed, one to identify issuers frequently
invested in by non-SRI funds but not by SRI funds; and the other to compare the portfolios of funds
presenting themselves as SRI, with an example of public exclusion policy, using that published by the
Norwegian sovereign fund;

- Portfolio comparisons between funds of a given AMC (SRI fund on the one hand and non-SRI on the other
hand)in order to assess the proportion of assets common to both of them.

The figures in this section are not directly comparable with those of the previous section, because for this study
the weights of the equity stakes inthe issuers were not amplified by eliminating equity stakes in funds, in contrast
with the previous study.

55 Issuers considered byconsolidated accounting groups.
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3.3.23. Sector analyses

3.3.2.3.1. Analysis of the banking sector

Inthis sector, the AMF selected the 15 leadingbank groups invested in by funds overall. These 15 groups account
for 48% of the total weight of the portfolio securities examined and 84% of the banking sector as a whole. For each
issuer group, the average investment (equally weighted by fund) is reconstructed:

Equal-weighted average of holding by MMF

Difference in

group Standard
holdings deviation of the
Sector SRI Non-SRI observed percentage of All
between SRI | holdings in non-
and non-SRI SRI MMFs
funds

01 CreditAgricole Group 4.0% 5.4% -1.4% 4.9% 5.2%
02 Groupe BPCE 6.1% 4.8% 1.3% 4.6% 5.0%
03 Groupe Credit Mutuel 3.6% 4.2% -0.7% 4.2% 4.1%
04 Societe Generale SA 3.2% 2.7% 0.5% 3.0% 2.8%
05 BNP Paribas SA 2.3% 2.2% 0.1% 2.4% 2.2%
06 Intesa Sanpaolo SpA 2.2% 1.6% 0.6% 2.6% 1.7%
07 Barclays PLC 0.8% 1.6% -0.8% 1.8% 1.4%
08 ING Groep NV 2.1% 1.2% 0.8% 1.6% 1.4%
09 Banco Santander SA 2.3% 1.5% 0.9% 2.0% 1.6%
10 UBS Group AG 1.0% 1.0% 0.0% 1.6% 1.0%
11 UniCredit SpA 1.0% 1.1% -0.1% 1.5% 1.0%
12 Goldman Sachs Group Inc/The 0.4% 0.9% -0.5% 1.6% 0.8%
13 Commerzbank AG 1.2% 0.9% 0.2% 1.4% 1.0%
14 Svenska Handelsbanken AB 0.3% 0.5% -0.1% 1.1% 0.4%
15 Mediobanca Banca di CreditoFi| 0.4% 0.3% 0.0% 1.0% 0.3%

Source: AMF

Thus, no general exclusion of these 15 leading bank groups by SRI funds is noted, and the proportion of investment
inbanks is apparently on the whole not very different for SRI and non-SRI funds (in particular, no mean deviation
between SRI and non-SRI funds is greater, relatively, than the standard deviations noted between non-SRI funds.
A more thorough analysis was carried out on the fiveleading bank groups (all French) invested in, to assess whether
certain MMF funds excluded these banks from their investment universe:
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Comparison of the investment share by issuer group
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How do you read a boxplot?

The boxplotis avisualrepresentation makingitpossibleto understand more easily thedispersion of a set of dots:
50% of the median values are grouped in the boxplot (coloured rectangle in the above graph), while the values
outside the boxplot, 25% above and 25% below, are represented in the form of a line or, when they are very
distant®®, directlyin the form of dots.

We note that there is apparently no particular exclusion of these groups by SRI money market funds. The high
proportion of funds showing zero investment, both for SRI funds and for the others, can be explained by the fact
that half of the funds are not exposed simultaneously to the five groups (for example, about 20% of the funds are
only exposed to one or two groups, and 30% to three or four). In this respect, no difference of behaviour was
identified between funds presenting themselves as SRl and the others.

56Distance from the quartile greater than 1.5 times the interquartile deviation.
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3.3.2.3.2. Analysis of the automotive sector

The same analysis was performed on the automotive sector. This sector being more concentrated, only the five
leading groups were selected. These groups accountfor 8% of the total weight of the portfolio securities examined
and 87% of the automotive sector as a whole. For each issuer group, the average investment (equally weighted by

fund) is reconstructed:

Equal-weighted average of holding by MMF
Difference in sector | Standard deviation
s | nonsw | oo | afvepeioe |
non-SRI funds SRI MMFs
1 Volkswagen AG 0.9% 3.0% -2.0% 3.4% 2.6%
2 Daimler AG 1.7% 0.8% 0.9% 1.1% 1.0%
3 Bayerische Motoren Werke AG 1.4% 0.8% 0.6% 1.2% 0.9%
4 Renault SA 0.4% 0.9% -0.5% 1.5% 0.9%
5 Volvo AB 0.5% 0.2% 0.2% 0.6% 0.3%
Source: AMF

As seen above, funds presenting themselves as SRl are on the whole less exposed to the automotive sector than
non-SRI funds. Regarding the issuers in this sector, Volkswagen is the leading issuer for the universe of non-SRlI
funds (3%), whilethe proportion of investments is relatively lower for SRI funds (0.9%). Volkswagen thus seems to
have been partially replacedinthis sector by Mercedes (Daimler)and BMW, possibly dueto its exclusion fromthe
investment universe of certain SRI funds. However, the noted mean deviation remains lower than the standard

deviation noted in non-SRI funds.

Analysis of the graph gives the followingresults andis ableto confirm the above observations.
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Comparison of the investment share by issuer group
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3.3.24. Search for excluded issuers

Another analysisapproachisasearchforissuersthatmight be potentially excluded from the investment universe
of SRI funds. Most of the approaches identified in thefirstsectioninvolve the exclusion of part of the issuers (either
by sector exclusion as for tobacco or arms, or by exclusion due to an insufficient ESG score). Therefore, the AMF
endeavoured to identify suchissuers.Todo so,two approaches were implemented:
- Ontheone hand,anapproachbased onthe exclusion listpublished by a sovereign fund recognised for its
non-financial approach, the Norwegian sovereign fund;
- On the other hand, an empirical approach based on the fund investment observations in the available
database.

The results of the two approaches arepresented inthe sections below.
3.3.2.4.1.  Analysis of the Norwegian sovereign fund's exclusions

The Norwegian sovereign fund manages around €1,000 billionand isrecognised for having been one of the firstto
take non-financial criteriainto considerationinits investment policy. It publishes a list of companies excluded from
its investment universeor placed under observation, specifying the reason for the decision (production of nuclear
arms, coal or energy directly related to coal, tobacco, a situation of war or violation of human rights, major da mage
caused to the environment, etc.). A listof 155 companies was published in August 2019, with two potential
statuses:exclusion or placingunder observation.
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The AMF cross-checked this listwith theissuers held in the portfolios of French money market funds, and identified
eight common issuers, plusoneissuer for which one subsidiaryisexcluded from the Norwegian fund (Engie) :>7

Company Criterion Decision Date

Airbus FinanceBV Nucleararms Exclusion 02.09.2005
Airbus SE Nucleararms Exclusion 01.01.2006
Berkshire Hathaway Energy Co Coal Observation 10.07.2018
British American Tobacco Malaysia Bhd | Tobacco Exclusion 19.01.2010
British American Tobacco Plc Tobacco Exclusion 19.01.2010
EDP - Energias de Portugal SA Coal Observation 21.12.2016
Engie Energia ChileSA Coal Exclusion 14.04.2016
Honeywell International Inc Nucleararms Exclusion 05.01.2006
Imperial Brands Plc Tobacco Exclusion 19.01.2010
Philip MorrisInternationalInc Tobacco Exclusion 19.01.2010
Safran SA Nucleararms Exclusion 05.01.2006

Source: excerpt from the Norwegian sovereign fund's exclusion list, August 2019

An analysis of money market funds'holding of these issuers or not was performed, with the following results:

SRI Non-SRI Comparison
Issuer O'wn funds Average | Max. O'wn funds Average | Max. | Deviation | o non-SRI
invested invested

Imperial Brands PLC 13% 04% |46%| 31% 07% |66%| -0.3% 1.4%

?;'ggsciﬁr:fé'ca” 4% 00% |1.0%| 15% 03% |85%| -0.3% 1.1%

rnht!'r;’:g‘;rr:; e 0% 0.0% |0.0% 2% 00% |06%| 0.0% 0.1%

EDP - Energias de 4% 01% |2.3% 5% 01% |29%| 0.0% 0.3%

Portugal SA

Engie SA 33% 07% |47%| 24% 05% |46%| 0.2% 1.2%

Airbus SE 0% 0.0% |0.0% 1% 0.0% |1.0%| 0.0% 0.1%

Safran SA 33% 07% |47%| 32% 04% |37%| 03% 0.9%

H |

|n22f:;\::ieolna| e 4% 02% |59%| 13% 02% |51%| 0.0% 0.8%
Source: AMF

Itis noted, therefore, that most of the issuers arevery littleinvested in both by funds presenting themselves as SRl
and by the others, with a few major exceptions:

- Imperial Brands, a company in the tobacco sector, seems to be regularly invested in by non-SRI funds,
whereas only three SRI funds hold this issuer's securities. Generally speaking, only four equity stakes in
tobaccoare noted for SRI funds;

- The French company Engie seems to be regularly invested in by money market funds, notably those
presenting themselves as SRI. Note thatitis the Chilean subsidiary thatis excluded by the Norwegian fund
for the use of coal,and not the parent company;

57 The sovereign fund has ontwo occasions excluded two entities of the same group: Airbus and BAT.
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- Safran, a French company excluded by the Norwegian fund for its contribution to the production of
nuclear arms, is regularly invested in both by funds presenting themselves as ISR and the others. The
subject of nuclear arms seems to be analysed differently by responsible investment firms: for example,
one notes that a fund presenting itselfas SRl invests significantlyin Honeywell, whichis also excluded for
its contribution to the production of nucleararms.

This comparison has highlighted the effective nature of the exclusions, notably concerning tobacco, but also
divergences of views in SRl approaches, especially with regard to nucleararms.Inany case,itis observed that the
exposure of money market funds inthese fields,includingthosewhich do not present themselves as SRI, remains
low. All these issuers accountfor 2.1% of the investments of money market funds.
3.3.24.2. Empirical search for securities potentially excluded

Another approachinvolvedtrying to search,based on the data obtained, for issuers which, on the one hand, are
not invested in by SRI funds (at most two funds out of the 24 inthe study) and, on the other hand, seemed to be
invested in frequently by non-SRI funds. To measure this concept of "frequency", the average rate of investment

of non-SRI funds raised by one standard deviation®8 was measured for each sector. "Frequent" was defined as the
presence of investments for a proportion higher than this percentage.

The application of thesefilters thus made it possibletoidentify three issuers in which non-SRI funds are frequently
invested, as reconstructed here:

Proportion of non-
SRI funds holding

Proportion of SRI
funds holding

Group sector securities of these securities of

issuers these issuers
British American Tobacco PLC 30 Other consumer goods 15% 4%
Goldman Sachs Group Inc 83 Banks 45% 8%
People's Republic of China 99 Public 20% 0%

Source: AMF

One of these issuers (British American Tobacco PLC), moreover, is excluded by the Norwegian sovereign fund
(tobaccoindustryissuer). Of the other issuers, we can note the presence of alargeUS bank invested in heavily by
non-SRI funds (more than 40% of the funds, i.e. 11 out of 24), but very seldomby SRI funds (8%, i.e. 2 funds out of
24), and China, whose securities appear in the portfolios of one-fifth of the non-SRI funds, but no SRI fund.
However, these factors alonedo not make it possibleto concludethat most SRI funds would exclude these issuers
from their SRI universe.

3.3.24.3. Conclusiononthe search for securities excluded from the SRl investment universe

The work carried out on the search for issuers excluded from the investment universe of SRI funds shows the
difficulties of this operation: due to the variability of portfolios from one fund to another, differences in the
exclusion or selection policies implemented at the fund level, and differences in the ESG rating of the issuers

depending on the methodologies applied and the data used. For example, it is difficult to identify which issuer
would be excluded by SRI funds based on non-financial considerations.

3.3.2.5. Comparisons within a given AMC

58 This average rate varies depending on the sector: for example, 15% on average for the banking sector with a standard deviatio nof 20%, and
6% for the public sector with a standard deviation of 11%.
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Some AMCs proposeboth SRI money market funds and money market funds not highlighting this aspect. For these
AMCs, a specific analysis was performed to assess the similarities and differences of both SRI and non-SRI funds.
Thus, the common percentage of the investment portfolio atthelevel of issuer groups was calculated two by two,*°
funds of funds having been excluded from the study. The common percentages of SRl and non-SRI funds were then
compared with one another to assess whether there are very similar funds in a given AMC, and placed in the
perspective of variabilities existing between non-SRI funds. The results are presented below:

Comparison of portfolio similarities by AMCs

B |SRvs.non ISR B non ISR vs. non ISR|

@ |
o
[
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pourcentage de portefeuille commun

0z
I

Source: AMF

One observes, for example, that one-quarter of SRI funds have more than 45% of their portfolio common with a
non-SRI fund managed by the same AMC, some funds going as far as around 80%. These values are not
fundamentally different from those observed between non-SRI funds (one-quarter above 42%, similarities up to
85%).

Therefore, while this operation makes it possible to check that there exists no SRI money market fund having an
identical portfolio composition to that of a non-SRI fund, it does not make it possibleto detect a systematic
differentiation of portfolios.

3.3.2.6. Conclusion regarding the quantitative study

The quantitativestudy carried out on fund portfolios aimed to assess to what extent the impactof SRI policies on
the portfolios of money market funds is identifiable. The results were able to highlight isolated differences
between the portfolios of SRI and non-SRI funds, notably due to the effects of certain exclusions (tobacco).
Moreover, the SRl impactseems to concern certainsecurities thathaverecently been the subjectof controversies
(Volkswagen). On the other hand, a lack of consensus between SRI funds is found on certain subjects such as
nuclear power, while no security heavily exposed to coal was able to be identified in the portfolios of either SRI
funds or non-SRI funds.

Furthermore, itis noted that SRI funds are on the whole generallyinvested in the same sectors of activityas non-
SRI funds (which is consistent with their best-in-class approach), with a particular preponderance for bank issuers

59 For example, ifa fund Ainvests 30%in company X and 70% in companyY, and a fund B invests 50% in company X, 30% in company Y and
20% in company Z, the common investment percentage will be: 30% (commoninvestmentinX) +30% (commoninvestmentinY)+0% (common
investment inZ) =60%.
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specific to money market funds. Moreover, while the AMF identified no case of an SRI fund "copying" the
investment portfolio of a conventional fund, the similarities may sometimes prove significant (around 80% of the
portfolioinvested inthe same issuers by an SRl fund and a non-SRI fund managed by the same AMC).

Hence, this firstquantitative study conducted on the subject, within a framework having certain limitations (one-
off study ata given date, quality of process data on allocation by sectors/groups), does not make it possible to
conclude on the existence of a significant overall difference in the investments of SRI money market funds
compared with other funds. This lack of a significant difference on the aggregate level could have several
explanations:
i The lack of consistency of funds' individual SRI approaches which, overall, would account for the lack of
difference in SRl approaches compared with non-SRI approaches;
iil. The weak statistical significance of the exclusions made in relation to the intrinsic variability of money
market funds'investment approaches;
iii. Possible specific features of the investment universe of money market funds operating in a universe
selecting securities of positive creditquality;
iv. The lack of factors of comparison relativeto another assetclass than money market instruments.

Note that this conclusion, which is collective, does not automatically call into question the significantly binding
nature of the individual non-financial approaches implemented by managers in their money market funds.

This study sheds some initial light on the subject generally and, where applicable, could be supplemented in the
future by studies concerning other sectors (equities, bonds), or more detailed analyses of types of specific SRI
methodologies (e.g., SRI analysis of a financial entity). In any case, based on the initial results provided by this
study, and without bringinginto question the tangible effects of "responsible" approaches ontheindividual level 50
the AMF wants to encourage AMCs to be cautious in their communication regarding the potential "collective"
impactand reallocation aspectofsocially responsibleinvestment flows.

60 For example, the AMF noted that AMCs had announced thatthey had beenobligedto divest some short-dated paper normally held on a buy-
and-hold basis, because the non-financial score had deteriorated.
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3.4. USE OF DERIVATIVES AND SYNTHETIC EXPOSURE BY CIUS HAVING NON-
FINANCIAL CHARACTERISTICS

In order to fulfill the financial objective of the CIU, AMCs can implement, exclusively or cumulatively, two kind of
strategies. On one hand they can use the money collected from the client in order to investitin the assets provisoned
by the investment policy (e.g. for an index-tracking fund, invest in the underlying of the index). On the other hand,
the portfolio manager can expose the CIU to the financial performance of the assets (forinstance using a derivative
contract). In such case there is no need to buy the asset. Such strategy is called « synthetic » exposition.

The AMF has noted that certain funds wanted to develop strategies of synthetic exposure to the performance of
assets, baskets of funds orindices identified as "green" or "ESG". This type of strategy is practised regularly, notably
for index-based management (e.g. a fund indexed to the CAC 40). Inthe particular contextof funds incorporating
a non-financial aspect, however, this type of mechanism raises the question of the effective impact of the
investment made by the clientgiven the exposure to whichit may be subjected. The AMF therefore endeavoured
to understand the mechanisms of these funds, by questioning several AMCs and banks which organisethesefunds.
This sectiondescribes the functioning of these funds and proposes a series of recommendations and a position.

Apart from the last section, and in line with Position-Recommendation 2020-03, this section does not deal
specifically with structured products such as formula UCITS and 'FIVG' general investment funds.

3.4.1. SYNTHETIC REPLICATION: THE USE OF TOTAL RETURN SWAPS

This section describes in detail the approach generally used by fund managers on account of the ClUs that they
manage in order to expose them synthetically to a performance: exposition via derivative products, and in
particular the use of total return swaps (TRS). Within the meaning of the SFTR regulation,®® a TRS is a derivative
contract "by which a counterparty transfers the total economic performance of a benchmark bond, including
interest income and fees, capital gains and capital losses resulting from price fluctuations, and credit losses, to
another counterparty".

In practice, this section deals with a specific TRS case: those which enable the CIU to define contractually the
performance that it receives from one or more counterparties by swapping for that purpose the performance of
securities that it holds. This system can be implemented either directly via the conclusion of a single TRS, or
indirectly by swappingviaa first TRS the performance of the basket of assets held in return for a market benchmark
(e.g. LIBOR or EURIBOR adjusted by a contractual spread) before concluding a second TRS swapping a market
benchmark adjusted by a contractual spread with the appropriate performance in order to achieve the promised
return. Note that, for reasons of efficiency, each stage can in practice be performed with one or more
counterparties (conclusion of one or more TRSs of the same type). This method is generally defined in opposition
to that consistingfor a ClU of achievingits investment objective by a "direct" investment in the securities to which
it wants to be exposed. TRSs are used, for example, by systematic management funds including Exchange Traded
Funds (ETFs) usingso-called "synthetic" methods of replication of the index or assetbasket, as opposed to those
developing so-called "physical" replication methods which invest directly in the basket of securities or the index
whose performance they promise to deliver. In practice,inthe latter case, certain optimisation techniques make
itpossible, when the basketor the indexarebroad, to investin only partofthe assetbasketor the index by limiting
the trackingerrorin order to limitthe operating costs of implementation.

The use of these instruments has numerous advantages, notably that of enabling ClUs to be exposed to markets
on which access is costly, or else whose performance is hard to replicate (such as emerging markets, for example).
It also makes itpossibleto have a potentially better quality of replication thanthat obtained by direct investment
in securities, sincethe performance is promised contractually, whereas a physical replication ETF may be subject
to unknown factors such as replication divergenceor sampled replication tolerances which may generate tracking
errors.

61 Regulation (EU) 2015/2365 of the European Parliament and of the Council of 25 November 2015.
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The following simplified diagram®? presents the general functioning of a synthetic replication fund with TRS :

Clu
Performance of assets held
T .
Assets COUNTERPARTY
held Contractual performance of assets
= = = e = o - —

Source: AMF

In practice, apartfromthe necessary remuneration of the counterparty, the contractual performance of the assets
received may be adjusted by a spread factor, positive or negative. This spread depends on several market
parameters, in particularlendingand borrowing of the various securities.

As a result, two types of assetare to be consideredin the functioning of this type of CIU:

- Assets to which the CIU is exposed without holding them: the fund does not hold these assets butreceives
their performance via the TRS;

- Assets held by the CIU without exposure to them: the fund holds these assets butsells their performance
viathe TRS. In an "unfunded" synthetic structure (a structure commonly used in France), the fund is the
owner of these assets. Although they are the property of the fund, these securities are sometimes
(improperly) called "collateral" for the CIU in that the CIU will not be exposed to the variation of their
valueexcept inthe caseof a counterparty default.

This diagramshows that, in the caseof a synthetic replication, theassets actually held by the CIU areeconomically
of secondaryimportance to the yield profile of the CIU (they are economically ofimportance for the fund onlyin
the event of a counterparty default) by comparison with the securities to which the CIU is exposed via the TRS.

The use of this financial techniqueis widespread and regulated by several documents such as the ESMA guidelines 3
or the SFTR®* which cover, in particular, thetransparency for investors of the framework of use of these techniques.
It must also take into consideration the requirements provided for by the EMIR®> (reporting, contractual
arrangements, counterparty risk management, etc.).

3.4.2. USE OF TOTAL RETURN SWAPS BY ESG OR THEMATIC FUNDS HAVING RESPONSIBLE INVESTMENT
CHARACTERISTICS

The AMF notes anincreasein the use of TRSs within the framework of funds stressing the consideration of ESG
criteria in their communications. In July 2019, less than five French ClUs showing these characteristics were
identified by the AMF. This trend appears more pronounced for other listed fixed-income products (certificates,
exchange traded notes, etc.) and structured products.

62 |n the present case, we consider replication with a single counterparty, and ina single stage without going through a market benchmark.

63 ESMA guidelines on listed funds and other questions related to UCITS (ESMA 2014/937) with which the AMF complies (Position DOC-2013-
06).

64 Regulation (EU) 2015/2365 of the European Parliamentand of the Council of 25 November 2015 relating to the transparency of securities
financing transactions.

65 Regulation (EU) 648/2012 of the European Parliament and of the Council of 4 July 2012 on OTC derivatives, central counterparties and
trade repositories.
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Now, the use of derivatives is subject to misgivingsin asset management with consideration of non-financial
criteria. As an illustration, the use of TRSs for purposes of exposure is prohibited in the reference documents of
the SRI and GreenFin public labels.%¢ In contrast, other foreign labels such as the Belgian private label Towards
Sustainability accept such derivatives, notably provided that the exposure portfolio and the portfolio held arein
compliance with the label's requirements.®” This use alsoincludes an obligation of ESG due diligence on the
counterparties of these instruments. The Luxembourg label LuxFlag does not exclude the use of derivatives and
lays down no specific conditions.%®

Without claiming across-the-board application to all situations (derivatives used for the purpose of hedging, etc.),
the specific case of funds stressing the consideration of ESG criteria in selecting the securities to which they are
exposed and using TRSs raises specific questions concerning the hedging operations performed by the
counterparties of the CIUs' TRSs, and in particular:
1. Arethe assets to whichthe ClUs are exposed - and whose selectiontakes ESG criteria into consideration
- actually invested in by the TRS counterparties and, if so, in what conditions (proportion, systematicity,
etc.)?
2. Are the assets held by the ClUs — and whose selection can also take ESG criteria into consideration -
actuallyinvestedin, consideringtheentire structuringscheme (fund and counterparty)?

Whilethe firstquestion applies generally to derivatives offering exposure (swaps, futures, structured notes, etc.),
the second is more specific to synthetic replication.

To answer these questions,the AMF questioned four of the largestFrench investment banks and the Association
Frangaisedes Marchés Financiers (AMAFI). The descriptions given beloware based on these discussions.

3.4.3. INVESTMENT IN THE SECURITIES TO WHICH CIUS ARE EXPOSED VIA THE TRS

The bank counterparties of the ClUs, which must pay to the funds the performance after consideration of ESG
criteria, state that they cover the exposure by systematic physical replication of the exposures proposed to the
funds without taking market risk. The counterparties say that they do not have a risk budget enabling them to
make material deviations from the exposure proposed to the ClUs. In practice, the securities can be either taken
from the counterparty's existinginventory, or bought.

The differences by comparison with an actual direct investment by the fund are apparently mainly intraday
deviations due to proxy hedges used, for example, inresponseto a rapid adjustment of the notional amount (e.g.
acquisitionduringa trading session of a Euro Stoxx 50 future as a proxy for exposure to the EURO iSTOXX® 50 ESG
Focus).

At this stage, however, the counterparties stated that they gave no contractual commitment to ClUs concerning
an actual investment in the assets to which they are exposed or reporting to enable them to assess the quantities
of securities actually invested in by the security counterparties for their TRS covering.

Moreover, the counterparties can optimise their hedging portfolio (optimisation of long positions or "securities
cash") and thereby improve the profitability of said counterparties, but also the financial conditions proposed to
the funds. This improvement generally involves lending the securities held. All the counterparties questioned
permit themselves to perform, without any limit of time or proportion, lending of securities held to cover the
exposure delivered to ClUs. This possibility would have a material impacton the TRS financial conditions enjoyed

66 For equity fund management, the reference documents of the SRI [abel and the Greenfinlabel provide as follows: "Use of derivatives for the
purpose of exposure: the use for the purpose of exposure must be of a temporary nature. The fund's reporting and any suppleme nts provided
should enable each asset management company to explain how it proceeds, and in particular illustrate the temporary nature of the use of
derivatives for the purpose of exposure."

67 Regardingstructured products, the |abel's reference document provides as follows: "Structured products typically consist of an asset portfolio,

providing the funding, and a derivatives part, providing the return. In principle, both parts of the portfolio need to be eva luated on their
sustainability. "

68 Cf. reference document of the LuxFlag label
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by ClUs: the impact depends on market conditions but was assessed at up to more than 20 basis points by some
firms at May 2020. This is because, apart from the receipt of financial income, the use of securities lending also
makes itpossibletoreduce the equity capital blocked for the leverage ratio. Hence, these securities could belent,
for exampleto allowthe exercise of voting rights by a borrower orin order to perform short selling of thesecurity.
In this type of scheme, the fundholders benefit indirectly from part of the revenues resulting from the securities
lending performed. Note that withinthe framework of a physicalreplication fund, the fund would also be ableto
lend the securities to itself. In that case, however, the applicable regulations would imply a higher level of
information for the investor (the information appearinginthe prospectus and the results in the regular reports).
Also,in practice, many AMCs wanting to communicate concerningthe non-financial aspects of this type of product
limitthis possibility of lending, notably to be ableto exercisetheir voting rights.

Thus, sincelending transactions are performed by the counterparty on assets which are not held by the fund, the
fundholders, unlike in a physical replication scheme, are generally not informed of the possibility of performing
securities lending transactions by the counterparties, or of the compatibility of such lending with the "governance"
criterion that the CIUs may stress in their investment target or policy. Note that the securities held by banks can
alsobelent to other desks for their own requirements (e.g. market-making desk).

Regarding the optimisation techniques implemented thereby, the bankingfirms we met stated that they gave no
precise details to ClUs concerning the securities lending that could be performed and the compatibility of that
lending with the ClIUs' investment policies and investment objectives. They also did not identify requests along
these lines fromthe AMCs.

And yet, unlike the question of the effective investment of money in exposure assets, these questions of
"optimisation" of CIUs' revenues by using securities lending are not specific to the use of TRS but concern more
generally asset management with consideration of non-financial criteria.

3.4.4. INVESTMENT IN SECURITIES HELD BY THE CIU AND EXERCISE OF VOTING RIGHTS

The discussions with the counterparties show that the securities held by the ClUs are hedged by the counterparty
by various methods, includingin particular:

- In-house offsetting by a buying interest (use of the counterparty's in-house books);

- Establishment of a short position via a borrowing transaction. Although this scheme is not the only one
employed, the counterparties may decide to perform these transactions for equity exposure by the
following methods:

o At the time of the CIU's acquisition of the security: The counterparty borrows the security over
alongperiod® ata price P, given atthe startof holding by the fund and simultaneously sells that
security. The security can be soldto the CIU directlyto avoid placingtwo orders on the market.
That creates a shortposition onthebank's balancesheetwhichis compensated for by the regular
receipt of the performance of the security held by the fund;

o When the security is sold by the CIU: The counterparty terminates the borrowing transaction,
and buys the security backatits priceatthetime P, inorder to honour its obligation of restitution
to the lender counterparty: the transactionis without market risk for the counterparty.

By this transaction, the counterparty is therefore exposed to fluctuations in the value of the security held
by the CIU and sees the performance to whichitis exposed via the TRS neutralised. Theresidual difference
between the two transactionsis due to the cost of borrowing the security incurred by the counterparty
andwhichisreplicatedinthe TRS.

Therefore, taking into consideration the entire scheme (CIU and counterparty), there is strictly speaking no
investment (i.e. no net inflows on the securities in question) in the companies to which the funds are exposed:
one actor (the CIU) has bought the security, and another (the counterparty) has shorted it or offset it with its in-
house interests.

69 |deally, a duration corresponding tothe date of expiry of the fund, or else a shorterduration which will make it necessary to roll the position
in the future.
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Regardingthis, the highlighting of the consideration of ESG criteria in the choice of securities held by the CIU entails
a risk of mis-selling. The aim is therefore to ensure consistency between the system put in place and the CIU's
"image" with investors, so as not to "display" securities that might be controversial among the CIU's assets. And
yet, these securities aregenerally not the same as those to which the CIU is exposed.

The discussionswith the AMCs also show that there are heterogeneous practices regarding exercise of the voting
rights of the securities held by the CIUs when they are equities. As mentioned above, some AMCs generallyregard
these securities as substitutable "collateral” with no long-term vision:they therefore do not all develop a policy of
engagement regardingthese securities.In particular,sincethe securities lendingand borrowing market is usually
more attractive at the time of general meetings, the securities held by the CIU may be replaced by other securities
inthe phaseof exercisingvotingrights.

Moreover, regardingthe securities to which the fund is exposed and which may be held by the counterparty, the
discussions with thecounterparties showthatatthis stagethe latter exercise novoting righton the assets to which
the ClUs are exposed, whichis consistentwith the lendingor shortselling of these assets by the counterparties.

3.4.5. COMPARISON WITH OBSERVED PRACTICES AND POLICY PROPOSAL

The aforementioned discussions with the French bank counterparties of TRSs highlight several specific features
that must be taken into consideration when ClUs stress the consideration of ESG criteria, both in their assets held
andthe assets to which they areexposed.

For example:

- The assets to which the funds are exposed arein principle covered by an investment by the counterparties,
although they do not give AMCs a contractual commitment or means of verificationin this respect. The latter
can, on the basis of these securities, perform securities lending transactions for the purpose of optimisation
and generally do not exercisetheir voting right, which means the AMCs cannot communicate concerningthe
existence of an engagement policy onthe exposure portfolio of these ClUs;

- The assets held by the funds are in principlesubjectto no net investment flow due to the hedge established
by the counterparty;

- There arevariablepractices concerning the exercise of voting rights when these funds are exposed to equities.

The AMF notes that the regulatory documents of the ClUs usingthese practices generally stress:

- The building of an exposure portfolio consisting of assets selected by various approaches taking non-
financial criteria into consideration: thematic approaches, best-in-universe with exclusion, etc. These
documents give no precise details concerning the hedging portfolio established by the counterparty
(actual investment in the assets, securities lending, etc.);

- The consideration of ESG criteria in selection of the securities held, in the investment objective and/or
the investment policy of the CIU. Depending on the case, the fund may or may not apply a non-financial
filter more or less demanding to these securities, which will then be described in detail inthe prospectus
or not. Inthe absence of such a filter, CIUs may decide to hold securities which haveno direct relation to
their thematic or ESG strategy (e.g. direct holding of automotive or textile stocks for thematic funds
exposed to renewable energy stocks).

Also, one AMC wrongly indicatedinits Transparency Code thatits section on shareholder engagement applied to
allits ClUs without mentioning that itdid not apply to those usinga synthetic replication approach.

Moreover, ex-post reportingon the CIU's ESG performance generally concerns the exposure portfolioand not the
portfolio of assets held, although this is not always mentioned. For example:

- some ClUs stressinga reduction of their carbon footprintexplainintheClU's essential characteristics that
the calculated carbon footprint only takes into consideration the assets to which the ClU is exposed, and
not that resulting from the securities thatitholds;

- some ClUs stressing a thematic sector exposure communicate concerningthe ESG ratings of the exposure
portfolio, without communicating concerningthe portfolio held.

These observations lead the AMF to express the following position and recommendations.
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Position no. 1 applicable to certain collective investment schemes communicating on the consideration of
extra-financial criteria in the management of the fund.

Inview of the existing operational or contractual framework, the communication on the consideration of extra -
financial criteria for funds making very significant use of Total Return Swaps should be proportionateand limited
to the reduced communication category (within the meaning of AMF Recommendation Position-2020-03),
subjectto meeting certain conditions mentioned below.

1. The AMF considers that,inthe absence of certainty that the non-financial characteristics of the funds'
exposure will notdeteriorateas a resultof the hedging method chosen by the counterparty, funds that
use total return swaps (TRS) for a very significant proportion of their net assets cannot communicate
centrally onthe consideration of non-financial criteria.

2. Inorder to be ableto communicatein areduced way on the use of extra-financial criteriain funds
that use TRS for a very significant proportion of their net assets, the AMF considers that:

a. these funds must not mention in their marketing documents or DICI the extra-financial
characteristics of the securities held by the funds and whose performance is exchanged
through TRS ;

b. overall, the approach implemented by the fund - including its exposure portfolio - must be
significantly engaging;

c. holders must be informed in the legal documentation that the voting rights attached to the
securities to which the UCI is exposed will not be exercised by the counterparties, except in
specific situationsto be described;

This positionis alsoincluded in the scope of position no. 7 of the position-recommendation DOC-2020-03
relating to the marketing in France of foreign UCITS. This position will come into force six months after the
publication of this report for all relevant funds in existence at that date. If the funds concerned are unable to
demonstrate that there has been no deterioration in their non-financial characteristics as a result of the hedging
method chosen by the counterparty, they may, for example, take advantage of this period to adapt their
communication on the consideration of non-financial criteria.

Ideas for work by market participants and the marketplace

Inorder to change the current context the emergence of best practices, counterparties and asset management
companies could establish a robust and homogeneous framework for development of the offering of ESG
exposure products, inrelation, for example, with professional associations. This framework could allow ClUs, in
particular, to:

- have information concerning the exposure hedging methods (without calling into question the need
for separation between the activities of the counterparties and the funds);

- have a reasonable assurance which allows for the absence of degradation of extra-financial
characteristics, possibly accompanied by periodic reporting on the amount of securities held in this
way;

- where applicable, have information concerningthe existence of lending transactions on the securities
to which the ClIU is exposed and their conditions: maximum percentage, repatriation of the securities
at the time of voting on a significantresolution, etc.

AMF could assess the proposals and systems implemented by the market participants in response to this issue
and, if necessary, review the scope of the aforementioned Position.
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3.4.6. SPECIFIC CASES OF FORMULA FUNDS

Formula funds are a specific case of funds using TRSs to achieve their investment objective. These products, just
likestructured debt securities (andin particular structured EMTNs), generally use TRSs to deliver their formula. As
indicated in the AMAFI-AFG guide, these products useas underlyings for their formulas indices usingan "ESG filter"
and thus stressing non-financial characteristics (low-carbon, energy transition funding, etc.). For the three banks
surveyed, the assets under management relatingto these products aresignificantly greater than the AUM on delta -
one products described earlier.

Due to the presence of the formula's mechanisms, these products in practiceinvestonly partially in theunderlying
index. This is becausethe counterparty has an evolving hedging portfolio consisting of various derivative financial
instruments (options, volatility hedges, etc.). As a result,only part of the amounts invested isinfactallocated to
the acquisition of components of the underlying assets of this index whose non-financial characteristics are
stressed in the products' commercial documentation. This quantity is variable because it is determined by the
definition of the hedging portfolio, which depends on changes in market conditions (evolution of the index, option
volatilities, etc.), the formula in question, and the passage of time.

Due to the rapid growth of these products, the AMF will assess the advisability of making changes in its policy
concerningthe marketing of ESG index products, in cooperation with the professionalsand their associations.
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4. REFERENCE BY CIUS TO GREENHOUSE GAS EMISSIONS

4.1. INTRODUCTION

When presenting the "business growth and transformation action plan" (PACTE Law), the legislator entrusted the
AMF with the role of "monitoring the quality of information provided by collective investment management
companies on their investment strategy and the way they manage risks related to the effects of climate change".’°
This role reinforces the action already carried out by the AMF, notably within the framework of work performed
for monitoring the implementation of "Article 173" (see section 5). In this new report, the AMF has decided to
investigate the quality of information relating to greenhouse gas emissions (GHG), data that is used increasingly
frequently by asset management companies for various purposes. This section will not cover the other climate
metrics (in particular climate transition scores) since they are less mature and their use is still limited to certain
market participants atthe time of the investigations. Moreover, it should be pointed out thatin this firstwork in
this area the AMF focused on greenhouse gas emissions measured by the companies which are then invested in
by the funds in the form of securities. Accordingly, measurement of the carbon footprint of a building, which is
relevant in the context of a real estate fund, is not dealtwith here.

How are greenhouse gas emissions measured?

As defined by the GHG Protocol, there are 6 families of greenhouse gases identified by the Kyoto Protocol.”!
Their influence on the climate systemis calculated by their "global warming potential". This corresponds to
the radiativeforcingof one kilogram of the gas in question compared with that of one kilogram of CO; over a
time frame of 100 years. For example, according to the fifth IPCC report, the warming power of methane is
about thirty times greater than that of CO,.”? The greenhouse gas emissions of an entity over a given period
of time are therefore measured in tonnes of CO, equivalents or tCO;e.

Asset management companies use information relating to the carbon emissions of issuers (companies,
governments) financed by the funds from various viewpoints and by various metrics. For example, this informa tion
canbe used inorder to:
- inform investors of GHG emission data for the portfolio to show the attention they pay to the subject,
generally by comparingitwith a benchmark;
- take carbonemissionsinto considerationin their investment objective or investment policy:

o either by aggregating numerous other qualitativeand quantitativedataintheformof E, Sand G
scoring, or else as a direct and primary factor of selection (low-carbon funds which promise an
investment portfolio having, for example,a carbonintensity 50% less than that of the benchmark
investment universe, such as the stocks making up the Euro Stoxx 50 index);

o orby highlightingan initiative concerningtheabsolute amount of emissions:funds for which the
AMC "offsets" the carbon footprintby buying carbon certificates (which this year gaveriseto the
publication ofan AMF Guide), but also funds stressingaspects of "neutralisation" of the carbon
footprint, by developing methodologies offsetting "avoided" emissions and "induced" emissions;

- take them into consideration in their risk management (e.g. "transition" risks involved in the
establishment of a low-carbon business model and which may result from the imposition of new

70 Cf. Article L. 621-1 of the Monetary and Financial Code introduced by Act No. 2019-486 of 22 May 2019 relating to business growth and
transformation (PACTE Law, Article 77129°).

71Gases identified by Annex Il to Directive 2003/87/EC : carbon dioxide (CO,), methane (CHa), nitrous oxide (N20), hydrofluorocarbons (HFCs),
perfluorocarbons (PFCs), and sulphur hexafluoride (SFg).

72 The limitation of sucha conversionis due notably to approximations in consideration of the time factor. The global warming potential of each
greenhouse gasis not the same over time: one tonne of methane has a potential 28 times that of CO, over 100 years (and thus represents 28
CO; equivalents, 100years being the default period taken into consideration), buta potential 84 times that of CO, overtwenty years
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regulations, changing consumer preferences or commodity prices, etc., and "physical risks" due, for
example, to the increased frequency of natural disasters, especially concerninginfrastructurefunds);’3

- takethem into consideration for the purpose of dialoguewith the issuer as partof an engagement policy
of the AMC.

At this stage, the AMF notes that littleuse is made of these data for purposes of risk management or inclusionin
engagement policy. However, the consideration of this informationin risk management will probablyincreaseas
the risks related to global warming become more obvious,and to meet customer expectations. A number of fund
managers, in France and worldwide, have also undertaken to apply the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD) publishedinJune2017. Certain recommendations specifically concern
assetmanagement (pp. 38 et seq.):

- Regarding the strategy pillar, description by asset managers of the way in which the risks and
opportunities related to climatechangeare factored intoinvestment decisions;description of the impact
of the low-carbon transition on financial products;

- Regarding risk management, description of engagement with the companies in the portfolio (including
encouragement of greater transparency); description of the way in which the risks related to climate
change are possiblyidentified and evaluated in each investment product or strategy (with details on the
specific resources and tools);

- Regardingthe metrics and targets, detailed description; description of changes inthe metrics if necessary;
while recognising the limitations, the TCFD recommends publishing the weighted mean of the carbon
intensity of investment portfolios and strategies when the data is available or can be reasonably
estimated; description of methodologies.

Lastly, regulatory developments will also encouragethis trend:

- Onthe European level:

o changesinthe UCITS and AIFM frameworks to explicitly include the consideration of ESG risks in
fund managers' organisations, processes and risk management;’4

o entry into force of European Regulation 2019/2088 (Disclosure Regulation) which requires that
AMCs publish information at their level and at the level of their products regarding the
consideration of, on the one hand, the risks of financial impact on investments ("sustainability
risks"), and, on the other hand, the risks of negative externalities of those investments on ESG

aspects ("sustainability factors"), cf. section Erreur ! Aucun nom n'a été donné au

signet..
- Onthe French level:updating of the Article 173 framework as provided for by the Energy and Climate law.

In this report, the analyses have focused mainly on the use of these data for the purpose of communication and
for use inthe investment objective or investment policy.

Depending on the case, carbon information could be of prime importance in ClUs' management style and
communication. To support this trend, and to monitor the conditions of development of this type of product,
after reviewing existing practices the AMF wanted to clarify its requirements with regard to market participants

using such data.

In this respect, as recalled by the review of SPOT inspections on the SRI management frameworks systems of asset
management companies and the integration of ESG criteria published by the AMF,”> the various uses of data
relatingto greenhouse gas emissionsimply, for the AMC, that itcheck the quality of the data, with specific features
depending on the use. As outlined in section 4.5, these requirements are proportional to the degree of
sophistication of the use made of it. For example, a lower level of vigilanceis required for AMCs using this
information for the purpose of ex-post reporting as compared with those incorporatingitin their investment
objective.

73See, for example, FFA, Guide d’évaluation du risque climat dans les portefeuilles d’investissement (2018); 1ACE, Gérer les risques de
transition de son portefeuille (2017).

74These changes, providedfor by the European Commission's Action Plan, gave rise toan ESMA technical advice, published on30 April 2019.
75 Cf. Publication of the review on12 July2019.
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The process of production and use ofinformation relating to greenhouse gases is fairly similarto that for other ESG
data. In practice, carbon data is generally produced by the issuer and then collected, verified, harmonised and
completed by service providers (non-financial rating agencies, suppliers specialised in carbon ratings or
methodologies). The AMCs then factor this information into their process and, where applicable, aggregateit at
the portfolio level. In some cases, notably in the absence of data provided by the issuer, the data can also be
estimated. The process can be illustratedin a simplified manner by the following diagram:

4

\

eProduces carbon information (carbon emissions across the consolidated scope, analysis of
products' life-cycle carbonintensity, methodological note on these aspects, etc.)

*Repliesto demands from investors (AMCs, institutional investors, etc.) and their mandators
(non-financial rating agencies)

J
~N

e Collects the information published by the issuer

*Verifies, harmonises and completes the information (modelling of missing parts / unreported
data)

eProduces dedicated metrics and analyses (climate score, 2°Calignment, etc.)

provider J

ESG service

*Buys the databases, metrics and analyses fromthe service providers
eProducesits own addditional metrics/analyses
eDiscusses with the issuer as part of its policy of dialogue based onthis information

Source: AMF

However, this diagramdoes notapply systematically: for example, some AMCs endeavour to collector model data
themselves, without going through a service provider. As described in detail below, a non-profit organisation,

CDP,’® established the main reporting database, bringing together the information disclosed by more than 8,000
companiesin2019.

This section describes themain stages in the production of greenhouse gas emissions soas toanalysethe areas of

attention for AMCs when they use this data, notably within the framework of their investment objective, their
investment policy and communication with clients.

It thus describes:

- the use made of the carbon data by AMCs in practice (metrics used, publications made, examples of funds
taking this data into consideration), highlighting the main points requiring attention in order to ensure
the data's relevance (underlying assumptions, limitations, checks);

- the process of formation of carbon data (principles for calculation of issuers' carbon emissions, case
studies of the publication ofa GHG balanceby issuers);

- the process of data collection to establish carbon databases

The aim of this report is not to provide recommendations for issuers’” or the non-financial ratingagencies, butto

illustrate how calculation and approximation procedures can have an impact on the uses ultimately made of the
data by AMCs.

76 Formerly Carbon Disclosure Project, founded in2009.

77 Readers interested in a more exhaustive view may referto the AMF's 2019 CSR Report.
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Good practicerules, positions and recommendations for AMCs are expressed throughout the document and are
recapped at the end of the report. The positions and recommendations will be covered by an update of the AMF's

policy.

4.2. USE OF GHG EMISSION DATA BY AMCS

One of the main uses of carbon data by AMCs is to allow the publication of carbon metrics at the level of their
funds. Due to the very nature of the funds, itis the aggregation of the carbon emission metrics of the various
companies held in the portfolio that makes it possible to obtain the metric at the fund level. This aggregation is
based on several methodological choices and assumptions. While these methodological choices are necessary for
easier communication, they require the introduction of precautions and instructive explanations for investors.

This section first outlines briefly the principles for construction of these metrics at the level of a fund, and its
limitations, then describes the procedures for use of this information by the AMCs from two aspects: publication
of the information and use in the fund's objective.

4.2.1. PUBLICATION OF CARBON DATA BY AMCS: WHICH METRIC FOR THE PORTFOLIO?

Inits ESG questionnaire, the AMF asked 50 AMCs about their procedures for calculatingthefunds' carbon metrics.
These AMCs are among the biggest inthe marketplace or among those most involved insustainablefinance. The
statistics appearing below can therefore not be mechanically extended to all the AMCs in the marketplace. They
allowthe less advanced AMCs to compare themselves with their peers.

This questionnaireshows that:

- The great majority of AMCs surveyed calculatea carbon footprintorintensity for at leastone of the funds
that they manage (92%). The AMCs not performing these calculations are specialised in specific asset
classes(real estate, private equity, infrastructure);

- They generally do not calculate this type of metric for all their funds. Most focus on funds incorporatinga
climate aspect (SRl and thematic funds), having reached a certain level of assets under management
(funds with more than €500min AUM subjectto the particular obligations of Article 173), or elseinvested
in specific asset classes (limitation by some AMCs to their equity funds, for which the calculation of a
carbon footprint can be done more easily, by an equity approach, see below).

- About two-thirds of the AMCs state that they use a service provider to help them perform calculation
of portfolios' carbon footprintorintensity.

Two types of metrics are primarily used by AMCs:

- The carbon footprint of the portfolio or of the fund's benchmark, which assignsan estimated amount of
carbon emissions based on theinvestments observed in the portfolio. Likethe carbon footprints of issuers,
this represents an absolute amount of emissions in tCOze. It therefore corresponds to an interpretable
physical quantity. However, it is more complex to estimate than a metric at the level of a company
(multiple booking of emissions, attribution of emissions to the portfolio, etc.). Moreover, so that the
quantity may be directly meaningful to the investor, it is often divided by the fund's assets (tCO.e/€m
invested) soas toallowinvestors to havea clearer idea of theamount of greenhouse gas emissions related
to their own investment.

- The carbon intensity of the portfolio or benchmark, whichis a metricassessingthe average emissions of
the issuers in the portfolio relative to their revenue. Unlike the carbon footprint, this is a portfolio average
indicator which is expressed in tCO2e/€m of revenue. This quantity can be calculated more easily butis
alsomorecomplex to interpret, because itdoes not correspondto a real quantityandis based onthe fact
that revenue is a relevant factor of explanation of emissions for all the sectors compared in this way’2.

78 One of the suggested advantages of the intensityapproachis thatit canadjust for "volume effects": for example, betweentwo carmakers
producing 2 million and 5 millionvehicles peryear respectively, the formerwill intheory have less carbon emissions than the other due to the
volume effect, which does not necessarily mean that it is more efficient from the viewpoint of carbon emissions relative to e ach vehicle
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The following table lists the characteristics, advantages and disadvantages identified with regard to the two
metrics.

Carbon footprint of the Average carbon intensity of the
portfolio portfolio

( 3\ ( 3\

-tCO2e/€m in revenue
-tCO2e or tCO2e/€m invested .
- Assessment of the quantity of carbon

- Measurement of physical emissions needed for the production of an

L ) \economlc activity )
s ) - N
Advantages: Advantages:

- Physicalinterpretability - Easyto calculate
\ J
( A

Disadvantages: Disadvantages:

- Problems of attribution of emissions to - Difficulty of interpretation (strong
\the investor, multiple counting ) assumption of homogeneity of revenue)

Source: AMF

The choice of one or other of the metrics is a matter for each AMC in light of the specific features of the funds
managed. On the other hand, certain investment objectives such as offsetting a carbon footprint are necessarily
based on a metric of the carbon footprint and not carbonintensity.Inany case, these aretwo static metrics which
have the advantage of being ableto be aggregated at the portfoliolevel and are therefore easy to report on, but
which give absolutely no indication of the portfolio's positioning in relation to the effort for transition to a low-
carbon economy. For example, the portfolio may be invested in a company which is at present a major carbon
emitter/with high GHG intensity but whichis committed to transformationinitiatives which will be ableto make a
significant contribution to transition efforts in the coming years, or on the contrary in companies that have low
carbon emissions/GHG intensity but which operate in sectors of activity (luxury goods, media, etc.) whichin theory
have no impacton the energy and ecological transition.

Moreover, the communication with investors mustbe adapted to each metric, takinginto accountits assumptions
andits limitations.

Indeed, in order to calculate these indicators at the portfolio level, the AMC must answer several structural
guestions.

The most important of them is the meaning to be assigned to the aggregation of carbon metrics calculated atthe
level of the various issuers. Such an aggregation is based on an assumption of comparability between the raw data
of the issuers' carbon footprints. This assumption is generally pooled with those related to the incorporation of
carbondatainthe investment objective and is discussed more fully below.

Other issues, morespecific tothe calculation of metrics atthe portfoliolevel,aredetailed in this table.

produced. Assuming homogeneity of products and prices, the inte nsity approach makes it possible to correct this bias. However, toretum to
the example above, itcan be conjectured that the carmakerselling more vehicles will also have a higher market capitalisation and moredebt:
thus, for an equalamount of holdings inthe fund's portfolio, the fraction of emissions assigned tothe fund willbe smaller.
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Indicator atthe CIU level
Issue
Carbon footprint Carbonintensity
How to allowfor multiple emission counts inthe portfolio? Concerned Not concerned
How to calculate the proportion of issuer emissions for
which the CIU is responsible? Concerned Not concerned
How to take into consideration certain assets: derivatives,
. . . .. Concerned Concerned
cash,lending/borrowing, assets with missingdata, etc.?

The AMCs, by themselves or via theservice providers on which they rely, gave different answers to these questions,
which results invariabilityin the metrics used, apartfrom the variability dueto differences inthe data used.

42.1.1. Carbon footprint: consideration of emissions for which the CIU is responsible

Just likefor a company (see below), the metric of a portfolio's carbon footprintaims to measure the emissions for
which a portfoliois regarded as being responsible. However, itis necessaryto adapt this view to the nature of a
fund, which usually holds only fractions of a company or assets, without a dominant influence.’® In practice, a
fraction of the emissions is attributed to the fund in proportion to the fund's "involvement" inthe company. This
involvement can be measured intwo main forms:

- Onthe one hand, an equity approachinwhichthe involvement is measured based on the percentage of
the capital held by the fund (which could be seen as a good approximation for the percentage of voting
rights): for example, a fund which owns 2% of the capital of a company will be attributed 2% of the
company's emissions.

- Onthe other hand, an enterprise value approachinwhichthe fund is attributed a percentage of carbon
emissions corresponding, roughly speaking, to the company's funding (sum of the company's equity and
debt). For example, a fund whichowns €1m inshares and €3m in bonds of a company whose enterprise
valueis estimated at €400m will beattributed a fraction of (1+3)/400 = 1% of the company's emissions.

Note that these approaches areunabletoaccount for allocated fundingissues,such as,in particular, green bonds.
A holder of green bonds could justify considering only differentiated carbon emissions related to the specific
project that it finances. For consistency, therefore, it would be necessary for the other asset holders to isolate
these specific emissionsandtheallocated amounts in order to calculatetheir carbon footprint (in principle higher)
on the residual scopes.

These two approaches alsoraise questions of stability over time. For example, to go back to the example above, if
we assumethat the company carries out another debt issuefor €50m, the percentage of emissions attributed to
the fund will decreasefrom 1% to 4/(400+50) ~ 0.9%, i.e. a 10% reductionin carbon emissions withoutany tangible
action by the company or the AMC. These approximations do notinvalidatethe AMCs'approaches as such, because
they are necessary the disclosureof a simplified quantity toinvestors, subjectto appropriate explanations.

42.1.2. Carbon footprint: emission scopes and multiple counts

The emissions of a company arereported by "scope", distinguishing between directand indirectemissions.

79Excluding real estate funds, which generally own whole buildings, and excluding private equity funds, which may have a dominant orevena
majorityinfluenceina company.
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The emission scopes of a company

Calculation of a company's greenhouse gas balanceis based on the principle of consideration of emissions for
which a company can be considered economically responsible, and not merely the emissions thatit produces
directly. Accordingly, emissions aredivided into three scopes:
- Scope 1:emissions generated directly by the company (e.g. the emissions of a factory chimney);
- Scope 2: emissions generated during production of the sources of energy used by a company (e.g.
emissions related to production of the energy used by the company to run its factory);
- Scope 3: emissions produced by the company's entire user chain:
o upstream emissions (e.g.emissions generated by the raw materials used by a company, such
as metals for a carmaker);
o downstream emissions: emissions generated by the use of a company's products (e.g. the
use of a carmaker's vehicles by the user).

This approachis summarised by the following diagram:

Scope 2 Scope 1
INDIRECT DIRECT
- Scope 3 Scope 3
.Il INDIRECT INDIRECT
wn .
goods and transportation -
services and distribution
purchased electricity, steam, -

d heating & cooling for own use investments

- |eased assets e 6\ m
Facilities
capital J
goods ,' # ; franchises
employee processingof
fuel and commuting sold products @
activities
b
i, s B =
vehicles use of sold
transportation products
and distribution waste end-oflife
generated in treatment of
operations sold products
Upstream activities Reporting company Downstream activities

Due to the overlapping of emission scopes, by mechanically adding together scopes 1,2 and 3 for all the companies
in the portfolio of a fund we obtain an amount of GHG emissions greater than the actual emissions of those
companies.Schematically,ifa fundinvests in both an electricity producer and a company thatis a customer of that
producer, the application of the above methodologies will resultin counting the electricity producer's carbon
emissions twice: once inits scope 1, and a second time in scope 2 of the customer company. If the customer
company supplies a productthat is then used by a third-party company in the fund's portfolio, the latter will also
count these emissions inits scope 3 if it takes it into consideration. In practice, since companies are seldom
exclusively customers of one another, identifyingthese double counts is difficult.

The questionnaire produced by the AMF shows that the calculations of metrics take into consideration scopes 1
and 2. A single AMC stated that it only took into consideration scope 1, to avoid double counting. On the other
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hand, only one-third of the AMCs said they took into consideration aspects of scope 3, which is frequently
calculated by a service provider. And yet, as indicated below, such a lack of use could be understandable given
that thereis at present no consensus on these quantities or calculation on a substantial part of the investment
universe. Itis therefore necessaryto explain clearly toinvestors the choices made by the AMCs and their potential
consequences.

Depending on the methodology, the consideration of scope 3 may be confined to the upstream scope (suppliers),
or even to tier-one suppliers. Asaresult, the question of multiple counts or the absence of consideration of scope
3 emissions potentially concerns numerous AMCs.

Several approaches havebeen identified to deal with the problem of multiple counts:

» lgnore the multiplecounts

This approach could be judged conservativeif one wants to measure the carbon footprintin absoluteterms (e.g.
inorder to offset it, cf. 4.2.3.3). Intheory itdoes not make it possibleto correctly analysethe comparisons between
a portfolioandits benchmark. However, assuming homogeneous investment universes between the fund and the
benchmark (in particular regarding the sectors of activity),itcould be considered that the double-counting biases
are similar between the benchmark and the fund.

» Divideby 3 (inthe event of consideration of scopes 1,2 and 3) or by 2 (consideration of scopes 1 and 2)

This approach makes it possibleto correct the excessively conservativeaspectof the previous approach, without
impactingcomparability (proportional ratio).Itis based on strong assumptions, notably as follows:

- The fund invests inall the companies contributingto the lifecycle of a product, in proportions c onsistent
with the lifecycle;

- The carbonemissions areall related to the production of energy (scope 1 of the energy producer), which
is used to manufacture an intermediate good (scope 2 of the intermediate good manufacturer) which
itselfis used to deliver an end product (scope 3 of the end product manufacturer).

The reality is far more complex, with portfolio sector weightings not necessarily correlated to product life-cycle
considerations, cases of loss of emissions (scope 1 without re-use by someone else) or longer processes involving
numerous intermediary companies, each one incorporating the emissions of the previous one (for example, if a
singlegood goes through five different intermediaries, all included in thefund's portfolio).

» Adopt a "valuechain"approach

This approach consists in measuring the emissions of a product by a "life cycle" approach, then identifying the
value added by each company at each stagein its manufacturing. Each company will be attributed an amount of
emissions correspondingto the fraction of its valueadded in the chain. For this approach, which means attributing
the carbon emissions of a product to the entity that profits from its value rather than the one that actually emits
greenhouse gases, it must be possibleto cross-check the product lifecycles with companies' operations, and this
may prove complex. In practice, the AMF has observed no concrete implementation of this approach.

Moreover, since certain companies own all or part of other companies, double counti ng may occur, especially in
cases where a company andits subsidiary, both in the portfolio, report emissions, eachinits scope, with the scope
of the parent company including that of the subsidiary. Double counting would be even more significant if
consideration were given to estimated emissions on sovereign bonds, which include all the corporate emissions
generated on the sovereign’s territory. However, this casehas apparently not occurredin practice.

Hence, the various methodologies described for elimination of multiple counts appear either impossible to
implement in practice, or subject to significant biases and limitations. Accordingly, at the present time there
apparently exists no harmonised methodology, and this may adversely affect the legibility and comparability of
carbon footprints.
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4.2.13. Consideration of particular assets

A fund's portfolio consists of equities and corporate debt securities, but also sovereign bonds, cash, derivatives,
securities lending and borrowing transactions, etc. Methods exist for estimating the carbon footprint or carbon
intensity of countries based on corporate approaches (modelling of unreported data by means of proportional
approaches to metrics such as gross domestic product, the attribution of a fractionto a fund in proportion to the
fraction of the government debt held, etc.). However, these methods seem marginal and very uncertain dueto the
small amount of available data and the extremely aggregated nature of the intensity indicator taken into
consideration (GDP).

For other assets, questions of principleare posed which are notvery obvious:for a derivative, should one take into
consideration the emissions of the counterparty? How to assess the emissions based on a derivative of negative
market value? The AMF notes that some AMCs have carried out work on the consideration of derivatives. The
approaches identified consistof assessingonly the derivatives directly linked to an underlyingasset(single-name
or equity-indexed futures or options) by a transparency approach (in delta). The long and short positions are
apparently not offset, and the carbon footprint emitted by the counterparty is apparently not taken into
consideration.

Furthermore, the funds may own units of other funds. The AMCs may therefore take this type of asset into
consideration either by transparency (which makes it possibleto ensure a methodological uniformity at the
portfolio level butrequires havingthe composition of the target fund), or based on the reporting performed by the
manager of the fund held (which then creates the risk of having differentiated approaches, for example if the fund
held adopts an"equity" approach andthat which holds itadopts an "enterprise value" approach).

Afinal option used by some AMCs is not to take these assetsinto consideration. The AMCs will inthatcase proceed
either by ignoringthose assets and providinga carbon footprint only on a portion of the portfolio, or proceeding
by extrapolationinorder to posta carbon footprint on all their fund's portfolio: hence, the AMC will assumethat
the emissions comingfromthe "unknown" partof a fund's portfolio are proportional to those of the "known" part
(e.g., if the known carbon emissions of a fund's portfolio come from companies accountingfor 75% of the fund's
portfolio and amount to 3 tonnes of COze, then the AMC will estimate at 25%/75%*3 = 1 tonne of COze the
emissions on the missing part, estimating the total footprint of the portfolio at 3+1 = 4 tonnes of COe). This
approachis,inpractice,alsoused forvanillaassets (e.g. corporate securities) on which the AMC has no emissions
data.

In practiceand on the basisof the questionnaire produced by the AMF:

- Debt securities: About 40% of AMCs state that they do not take debt securities into consideration in
calculating the carbon footprint of their portfolio, confining themselves to equity securities ("equity"
approach). This can be explained in some cases by the fact that these AMCs manage or calculate their
carbon footprint only on equity funds.

- Deposits and cash: 94% of the sample do not take into consideration the cash position of ClUs. The three
AMCs which state that they take cashinto consideration aggregate the deposits with the total exposure
to the issuer (creditinstitution) and use an "enterprise value" type approach to the issuer in order to
determine the proportion of carbon emissions to be attributed to the fund.

- Derivatives and temporary securities transactions: Likewise, 94% of the sample do not take into
consideration derivatives and temporary securities transactions. A specific caseofthe consideration of
derivatives in total return swap situations is discussed in section 0 of the report: since the fund is
economically fully exposed to the performance of the basket of assets received, the fund's carbon
footprintis generally calculated on this basket of assets and not on the assets held directly by the fund.

As a result, therefore, the publications of CIUs' carbon metrics are at this stage concentrated mainly on a part of
equity-fund assets.
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The remarks made in this section on particular assets arevalid for both carbon footprintand intensity approaches.
Indeed, not taking certain assets into considerationin calculatingthe average intensity of the portfolio inevitably
amounts to consideringthatthey have anintensity equal to the mean of the others.

4.2.2. PUBLICATION OF CARBON DATA BY AMCS

As described above, the use of carbon data is a generally complex operation which depends on several assum ptions
necessary toformintelligible metrics, representative of the portfolio. Areview of the publications made by several
AMCs led to the following observations:

- The information can be disclosed in various ways: as part of the "Article 173" information dedicated to
the fund (in a dedicated report or in the funds' annual reports, cf. section 5), but also in monthly
factsheets.

- The metric which seems to be used most is that for the carbon intensity (tCO,e/€m revenue), ahead of
the investment intensity (tCO,e/€m investment). In both cases, the metric is compared with the
equivalent metric of an imaginary portfolio invested in the fund's financial benchmark (e.g. comparison
of the fund's revenue intensity with the revenue intensity of the CAC 40).

In the examples investigated, the source of the service provider used is always mentioned. The coverage rate of
the fund's portfolio (given the lack of consideration of certain assets, such as cash, derivatives, etc., cf. section
4.2.1.3), is less frequently mentioned.

Some of the firms surveyed alsoindicated that they were startingto develop communication metrics focused on
the funds'"2°C or 1.5°C alignment", either in qualitative form or by expressingthe GHG emissions trajectoryin the
form of a temperature rise (for example, consideringthatthe fund's GHG emissions arealigned with a temperature
rise trajectory of +3°C, whereas the benchmark would be aligned on "+4°C"). The scenarios are varied and cover
diverse environmental factors, without taking all these factors into consideration similarly: environmental
challenges (climate change; water constraints); evolution of natural resources (shale gas, phosphate, etc.);
regulatory changes (carbon price, air pollution); lower cost of clean energies; changingsocial norms and consumer
behaviour;litigation risks, etc. Moreover, their degrees of granularity differ, which impacts analysis of the portfolio:
some are situated atthe level of the economy (macro), others atthe level of a given sector or resource, and others
at the level of a company. Moreover, the sector coverage of these scenarios diverges substantially. There are
accordingly a diversity of approaches that canresultin different amplitudes, making itimpossibleto compare the
alignmentof one fund with another. The firms surveyed say they areaware of the major methodological limitations
of such a metric, but emphasise on the one hand the easily understandable nature of this method of
communication, and also the fact that it is widely used in a scientific context, itself based on numerous
approximations (extrapolation of the performance of a portfolio to a global economy with demographic and energy
assumptions, etc., variability of climate models, etc.).

While it is noted that some AMCs clearly explain the principles of carbon footprint calculation in their
communications with fundholders, the AMF only seldom noted an explicit presentation of methodological
limitations, suchas:

- No consideration of scope 3 and the reasons for this (data quality, little coverage of the entities in the
investment universe, etc.);

- Difficulties inherentin the aggregation of carbon data from various issuers;

- Biases dueto comparison with the benchmark indicator when the fund is invested in assets for which the
GHG emissions are underestimated or even not calculated relative to the index. This is the case, for
example, when the scope 1 and 2 carbon footprints of a fund invested significantly in the transport or
energy sector are compared with a benchmark in which this sector is more diluted, insofar as the
emissions for which this sectorisconsidered responsible areconcentrated massively on the use of vehicles
(scope 3 downstream) and the mining of materials needed for their manufacture (scope 3 upstream);

- Moreover, the information is sometimes reported in a positive form (mentioning the factors taken into
considerationin calculating the carbon footprint), sothatitis notpossiblefor the unsophisticated reader
to identify the missingfactors or assess therelevance of the information presented.
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4.2.3. FUND INCORPORATING A "CARBON" PROMISE

As mentioned in the introduction, AMCs can use the carbon data collected within the framework of the CIU's
investment objective. In this case, these data play a fundamental role, and their quality and reliability are especially
critical.

An overview of the various strategies observed in the firms related to the carbon theme (low-carbon funds,
offsetting, carbon neutrality)is presented below, highlighting special points for attention.

4.23.1. Best-in-class and best-in-universe funds

Some funds develop issuer selection methodologies based on a scoringsystem of which one component could be
the carbon footprint or carbonintensity.

This resultsina need for comparability of data from one issuer to another to be able to distinguish between two
issuers on the basis of their GHG emissions data. This need is especially significant for best-in-class approaches
which require comparison between issuers operatinginidentical sectors.

4.23.2. Low-carbon funds

Several funds, customarily usinga designation such as "low-carbon",aim, withina given investment universeand
in accordance with more or less pronounced sector constraints, to integrate a carbon metric and objective into
their investment policy.

The stated objective varies. It may be to exclude the most carbon-intensiveissuers (best-in-class approach based
on revenue carbon intensity), or to have a target for the total reduction in the portfolio's carbon footprint
compared withits investment universe (a bindingapproach, e.g.to reduce by 50% the carbon emissions attributed
to the fund compared with the investment universe). The investment universe is generally based on the
composition of a recognised index (e.g. the CAC 40). The index providers can, moreover, sometimes directly
providea low-carbon version of the index by reweighting: the fund could then be anindex fund trackingthat low-
carbonindex.

In order to meet this quantified objective, the AMCs generally use systematic management models. This ensures
that the stated reduction promiseis achieved, while avoiding portfolio concentrations on a few sectors or a few
issuers.Inthat case, constrained optimisations of the initial investment universeare performed (minimisation of
the carbon footprint of the portfolio under constraint of diversification by sectors and by issuers, or of the tracking
error relativeto the benchmark index) in accordance with mechanical rules. In these circumstances the AMF
recommends mentioning the binding nature of the investment policyin the investment objective.89 Moreover, in
the case of UCITS, these additional constraints must be covered by a detailed presentation in the i nvestment
objective.?!

This type of methodology may require providinginformation concerningthe absoluteamount of emissions of the
fund's portfolio. This requirement therefore goes beyond a mere comparability between issuers.

4.233. "Carbon offset" funds

80 Cf. Position-Recommendation DOC-2011-05 relatingto theregulatory documentsof ClUs: "When a UCITSimplementsa systematic investment
strategy using a mathematical model, the AMF recommends mentioning this characteristicin the investment objective.”
81 Cf. Question 8cof the ESMA UCITS Q& A.
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The principle of the "carbon offset" fund is to buy and destroy carbon reduction certificates for an amount
correspondingto the amount of emissions calculated for the fund.

So far, this type of strategy has developed on portfolios having been subjected to a first "decarbonisation" filter
limiting the amount of the carbon footprint attributed to the portfolio (and hence the cost of the residual
offsetting). Moreover, as yet no fund proposes offsetting on scopes 1, 2 and 3 (onlyscopes 1 and 2).

This approach, which promotes a tangible impact on carbon emissions by stimulating the market for issuance of
carbon certificates, was the subject of the AMF publication of a guide identifying points for attention and good
practices, includingin particular, with regard to the carbon footprintitself:

(1) the fact of presenting comprehensive and preciseinformation on sources of data;

(2) the factof measuringthe carbon footprintday after day and not atthe end of a given period, to avoid
anyrisk of "windowdressing" and represent precisely the carbon emissions attributed to the portfolio
actually held throughout the period;

(3) the fact of specifying the emission scopes used to perform this offsetting and of illustrating the
existence of non-offset carbon emissions by means of examples.

To be ableto highlighta "neutralisation" of the carbon footprint, this type of approach requires capturing precisely,

orfailingthatina conservative manner, the "absolute" amount of the carbon emissions attributed to the portfolio.
4.2.34. Use of avoided emissions

Certain funds marketed in France refer to avoided emissions, either by incorporating this metric in the fund's

investment process, or as part of its communicationinthe case of a fund financing decarbonisation projects (e.g.
a green bond fund).

Avoided emissions

Avoided emissions correspond to the emissions that the investments made by the company have enabled it
to avoid, or have enabled others to avoid. The development of this metric is designed to quantify the
transition efforts made by a firm, or the carbon benefits expected from the implementation of a "green"
project, interms of GHG emission data.

For example, the installation of a train line helps limit travel by car, which is more polluting, while the
development of renewable energies makes itpossible, for a lower carbon cost, to produce a quantity of energy
which would otherwise have had to be generated by more polluting methods (e.g. coal -fired power stations).

The use of avoided emissions can allow the development of investment approaches giving priority toissuers
engaged in the transition to a low-carbon economy, or be disclosed to investors for the funding of a "green"
project. However, communication on the consideration of avoided emissions in the selection of issuers by
AMCs should be kept under control. Like the emissions actually generated, avoided emissions are the
resultant of assumptions and estimates, standardisation of which is the subject of work at the level of the
GHG Protocol?2.

Moreover, it must be remembered that avoided emissions are a hypothetical quantity (they are assessed
based on the difference between a given scenario and the emissions actually detected) which are therefore
by nature not taken into consideration in the issuer's carbon balance and cannot be taken into consideration
for offsetting emissions actually generated.

82 Cf. in particular the WRIdocumenton the GHG website: "Estimating and reporting the comparative emissions impacts of products", January
2019, for a progress report onthis subject.
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For more information, the AMF suggests that interested readers refer to the technical data sheet produced
by the ADEME inJanuary 2020, which summarises the functioning of this quantityandthe issues posed by it.

The AMF has noted certain AMCs which useavoided emissions estimate perissuer,according to methods provided
by service providers (and not merely based on issuers reporting thatthey have this type of emissions, who aretoo
scarce). These avoided emissions can then be aggregated at the portfolio level by the same principles asfor actual
emissions. This quantity may be useful because itmakes it possibleto quantify the total effort to limitgreenhouse
gas emissions by the issuers ina portfolio.

Insome cases, however, the AMF has noted that certain firms communicated concerningthese avoided emissions
by presenting them as a "decarbonisation tool"in the case of project funding (green bonds), or that in other cases
these avoided emissions were placed opposite generated emissions, with the fund's portfolio being builtsoas to
ensure that the two quantities are of equivalent size.83 To illustratethis second case, a simplified examplein which
afundinvests intwo companies, Aand B, up to 7% of the market capitalisation for the former and 2% for the latter,
is provided below :

Fund

Issuer X Issuer Y :
portfolio

Portfolio emissions -
baseline scenario: 7%*300
+2%*450 = 30 tCO2e

Portfolio real X emissions :
7%%*100 + 2%*400 = 15
tCO2e

Real Xemissions : 100 Real X emissions : 400
tC02e tC02e

Portfolio avoided e missions

:30-15 =15 tCO2e

Source: AMF: imaginary examples

Conceptually, avoided emissionsand generated emissions are nothomogeneous: the former are hypotheti cal,and
the latter alreadyinfactreflectthe optimisation work performed by the issuers (transition from 300 to 100 tonnes
of COz equivalentfor company Xand from 450 to 400 for company Y in the above example). Thus, it does not seem
possible to carry out this second stage of "subtraction" of avoided emissions from generated emissions because
the avoided emissions are already deducted from generated emissions.

Moreover, the AMF has endeavoured to understand the procedures for building estimates of avoi ded emissions
atthe level of anissuer.Generally, itseems that the amount of emissions is estimated according to methods which

83 Like for low-carbon funds, constraints of diversification by issuerand by sectoror tracking-error constraints are established in order tobuild
a product weakly decorrelated from "conventional" funds within a systematicinvestment management framework.

-77 -


https://www.bilans-ges.ademe.fr/fr/actualite/actualite/detail/id/123

AUTORITE
DES MARCHES FINANCIERS

AMXIF

vary depending on the sectors of activity and the data available (e.g. for the energy sector: comparison of emission
factors with those resulting from the target energy mix inthe IEA's 2°C scenarioin 2025, for the sector...).

This approach, which is then aggregated at the level of a portfolio, is technically advanced and requires numerous
simplifying assumptions given the limitations described earlier: carbon emissions are calculated from emission
factors containing margins of uncertainty,and issuers may be present in several sectors, which are not necessarily
homogeneous. Moreover, the methods for calculation and publication of companies' carbon emissions, even
withina given sector, cannotguarantee their comparability.

On the other hand, ifthese avoided emissions arecalculatedinanappropriateand auditable manner, they may be
used as anindicator of thetransition efforts madeby anissuer or of the beneficial contribution of a "green" project
to the climate. Depending on its method of estimation, the consideration of avoided emissions in investment
decisions can therefore be used by funds implementing an investment strategy giving priority to firms committed
to the reduction of their GHG emissions or firms helping to avoid emissions in sectors that are significant
greenhouse gas emitters.

Use of greenhouse gas emissions data by AMCs: main points

Regarding AMCs' disclosure of greenhouse gas emissions data for the funds managed by them:

¥v" Numerous AMCs calculateand publish a metric of greenhouse gas emissions for at least one of the
funds that they manage. These publications are mostly focused on equity funds of ClUs having a non-
financialinvestmentobjective or pursuantto Article173;

v Two methods of calculation are predominant: GHG emissions and the carbon intensity of the
portfolio. Each method is based on a common principle of aggregation of issuers' data. Their
implementation depends on choices and assumptions specific to each AMC (scopes of instruments
taken into consideration, existence of double counting, etc.).

And yet, the AMF observes that the AMCs do not communicate very frequently on the methodological
limitations of the data presented, even for very advanced calculations of trajectories of portfolios'
contribution to global warming. Moreover, itis noted that fixed methods of division of funds' greenhouse gas
emissions by fixed factors (e.g. division by 2 or 3) are used to deal with questions of multiple counts, which
couldresultinanunderestimation of the reported emissions.

Regardingthe useof greenhouse gas emission data in theinvestment objective of the funds managed, several
approaches have devel oped:

v" fund with objectives of selection of entities generating the least emissions (best-in-class or best-in-
universe);

v" funds with an objective of reducing emissions (low-carbon);
v" funds with an objective of offsetting their carbon footprint;
v' funds taking into consideration avoided emissions to quantify issuers' transition efforts.
These investment objectives are sometimes ambitious, e.g. for funds whose objective is to have a small or

even zero carbon footprint. They require data that are comparable between issuers or precisein absolute
terms, depending on the investment objective aimed at.
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4.3. PRODUCTION OF CARBON DATA BY ISSUERS

Issuers discloseinformation concerningtheir greenhouse gas emissions mainlyviatheir non-financial statements,
whose regulatory framework is described first. Secondly, the principles of carbon emissions calculation are
described briefly. A final section presents concrete examples of the publication of carbon data by a sample group
of companies inorder to illustratecertain points for attention to be taken into consideration by AMCs.

43.1. INFORMATION TO BE PRODUCED IN THE NON-FINANCIAL STATEMENT

There are at present no regulatory requirements on the European level concerning regular and exhaustive
publication of companies' carbon balances?*.

The non-financial statementto be includedinthe management reportis provided for by Directive 2014/95/EU (the
"Non-Financial Directive"). The French systemapplies itto listed and unlisted companies exceeding certain revenue
thresholds,?> and provides for due diligence on two levels:

- All companies having published a non-financial statement are subject to an obligation of certification of
presence of the statement®® issued by a Statutory Auditor;

- Ifcertain revenue thresholds are exceeded,®” companies must also have the information verified by an
accredited outside service provider ("independent third-party organisation" - ITPO), which checks the
procedure that led to the production and publication of the data (consolidation, application of the
definitions and collection procedures) and the consistency of the indicators adopted with regard to
identified risks. The ITPO does not check monitoring of the indicators inthemselves.

Regarding climate issues, the system requires publication of the policies and main relevant greenhouse gas
emission components together with the measures taken to combat global warming and the proactive reduction
objectives for the medium or long term.88 The stipulated scopeis thatof the consolidated accounts. The nature of
the publication (organisational scope, scope of emissions, chosen metric)is leftto the judgment of the issuer.

In practice, various initiatives have devel oped upstream, complementing the regulations in order to produce
recommendations, questionnaires and reports on a voluntary basis, and thereare several existing standards: SASB,
GRI, recommendations of the TCFD,8° CDP questionnaire, etc. For its part, the European Commission has issued
recommendations supplementing Directive 2014/95/EU,°° and concerning, in particular, the fact of using a
recognised marketplace standard to calculatecarbon emissions (methodology of the greenhouse gas protocol or
ISO Standard 14064-1:2018), the use of a harmonised presentation table, the fact of publishing 100% of scope1,
the presentation of factors relating to the reliability of information, and various additional guidelines relating to
each emissionscope.

43.1.1. Principles of calculation of a company's GHG balance
Issuer
Source: AMF

84 See, in particular, the May 2019 report by Patrick de Cambourg presented to the Minister for the Economy and Finance: Ensuring the
appropriateness and quality of companies' non-financial information: an ambition and an asset for a sustainable Europe.

85 Cf. Article R. 225-104 of the French Commercial Code.

86 Fourth paragraph of Article L. 823-10 of the French Commercial Code.

87Article R. 225-105-2, I and |l of the French Commercial Code

88 Cf. Articles L.225-102-1and R. 225-105 of the French Commercial Code.

89 Task Force on Climate-related Financial Disclosures, aninitiative of the Bloomberg Foundation.

9 |n particularthe guidelines of the European Commissionin support of Directive 2014/95/EU relating to companies' non-financial information,
and Recommendation 179/2013 of the Commission relating to universal methods for measuring GHG performance by the life cycle approach.

-79 -


https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32014L0095&from=FR
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32014L0095&from=FR
https://www.legifrance.gouv.fr/affichCodeArticle.do;jsessionid=77F2EDBEF3F93DE8CCE679ACB51F6C13.tplgfr38s_1?cidTexte=LEGITEXT000005634379&idArticle=LEGIARTI000035431525&dateTexte=20190729&categorieLien=cid#LEGIARTI000035431525
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000035255487&cidTexte=LEGITEXT000005634379&dateTexte=20170722
https://www.legifrance.gouv.fr/affichCodeArticle.do;jsessionid=77F2EDBEF3F93DE8CCE679ACB51F6C13.tplgfr38s_1?idArticle=LEGIARTI000035431554&cidTexte=LEGITEXT000005634379&dateTexte=20190729&categorieLien=id&oldAction=&nbResultRech=
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000022496405&cidTexte=LEGITEXT000005634379
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000035431532&cidTexte=LEGITEXT000005634379&dateTexte=20170901
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:52019XC0620(01)&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32014L0095&from=FR
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32013H0179&from=FR

AUTORITE
DES MARCHES FINANCIERS

AMXIF

The principles of calculation of these emissions are defined by the GHG Protocol.°! Standards extensively
replicating the GHG Protocol have also been established, such as 1SO Standard 14064-1 2018, and sector guides
have emerged.?? The document entitled "Method for producing greenhouse gas emission balances in accordance
with Article L. 229-25 of the Environment Code" (hereinafter "Environment Code methodology") presents in an
instructive and detailed manner the steps in calculation of a company's carbon balance. For these reasons, this
guide will beused for instructive purposes as a benchmarkin the present section, although without constitutinga
recommendation of use.

The purpose of the company's establishment of a GHG balanceis to enable it to identify the major emission
components on whichitcanact, inorder to contribute to the reduction of emissions and combatglobal warming.
In the mind of its designers, the GHG balanceis therefore a business-centred decision aid tool, in principle not
designed for comparability, as indicated by the warning notices produced by the Environment Code
methodology?3® and by the GHG Protocol respectively.?*

The duality of use of this data is specified by the European Commission in its guidelines. "[T]lhe Non-Financial
Reporting Directive has a double materiality perspective:

1. The reference to the company’s “development, performance [and] position” indicates financial
materiality, inthe broad sense of affectingthe value of the company. Climate-related information should
be reported if itis necessaryforan understanding of the development, performance and position of the
company. This perspective is typically of most interest to investors.

2. The reference to “impact of [the company’s] activities” indicates environmental and social materiality.
Climate-related information should be reported if it is necessary for an understanding of the external
impacts of the company. This perspective is typically of mostinterest to citizens, consumers, employees,
business partners, communities and civil society organisations. However, an increasing number of
investors also need to know about the climate impacts of investee companies in order to better
understand and measure the climateimpacts of their investment portfolios."

Thus, the use of GHG emissions for purposes of comparison between issuers to know the impactof a company on
its environment was not the original framework in which the carbon balance was conceived. However, the
importance now being acquired by non-financial risks and opportunities have led to development of the concept
of materiality in accordance with the second meaning, which incentivises issuers to produce more comparable
information.

Determination of the GHG balanceofanissuerisinpracticebasedon:

- determination of the scopes that can be covered by reporting: scope of responsibility in the chain of the
production and use of goods and services, and organisational scope of the company (subsidiaries and
controlled entities covered);

- definition, in these scopes, of activity data relating to the issuer (number of kilometres travelled by a
company's vehicles, quantity of goods produced, number of employees, etc.) and application of emission
factors to this data to convert itinto carbon emissions.

These various aspects require making methodological choices which may vary from one issuer to another. This
section focuses on the main sources of differentiationidentified.

43.1.2. Determination of scopes

91 GHG for GreenHouse Gas.

92 For example, a methodological guide for the oil sector published bythe IPIECA trade association.

93 Environment Code methodology, notice to the reader, p. 8:"7) The application of this method may resultin different methodological choices
by its users. As a consequence, the GHG emission balances resulting fromthe use of this method cannot be used for purposes o f comparison
without having verified beforehand that any methodological differences will create nosignificant biases in the comparisons."

94 GHG FAQ on scope 3:"The Corporate Value Chain (Scope 3) Standard is designed to enable comparisons of a company’s GHG emissions over
time. It is not designed to support comparisons between companies based ontheir scope 3 emissions. Differences in reported e missions may be
a result of differences in inventory methodology, company size or structure."
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43.1.2.1. Emissionscopes

Calculation of a company's greenhouse gas balanceis based on the principle of consideration of emissions for
which the company is responsible, and not merely the emissions thatit produces directly.

Scopes 1 and 2 are generally regarded as easier to report based on the company's in-house data (production of
goods, energy bills, etc.). The principal emission-generating companies relating to these scopes are energy and fuel

producers. By comparison, service companies generate relatively few emissions directly or via their energy

(:onsumption.95

The situation is different for scope 3, on the other hand, which is by nature harder to analyse due to the large
number of emission components concerned and the difficulty of estimating the related carbon emissions.
Communication on scope 3 therefore varies fromone company to another in practice, with some choosingnot to
communicate concerning the subject, and others partially/selectively according to their perception of the
materiality of these emission components and the availability of the related data. However, scope 3 accounts for
a significant proportion of the emissions attributable to companies in certain sectors (automotive sector, banks,
etc.) and therefore represents information thatis potentiallyimportantfor an assessmentof the company by the
investor.

43.1.2.2. Organisational scope

Regarding the question of a company's subsidiaries and controlled entities, several approaches are possible:2®
"Share of capital" approach in which the reporting company consolidates emissions of the goods and
activities in line with its equity investment (e.g. taking into consideration 20% of the emissions of a
company inwhich it owns 20% of the capital);

- "Control" approach in which the company consolidates 100% of the emissions of the installations over
which itexercises financial control (entities fully consolidated in the consolidated accounts) or operational
control (e.g. a plantowned by a company but operated in practice by the company which establishesits
GHG balance, and which therefore has control over all the decision-making processes capable of impacting
the plant's greenhouse gas emissions).

A financial control approach has the advantage of similarity of scope with the scope of consolidation of the
accounts, but the disadvantage, unlikean operational control approach, of not accounting for the whole scope of
emissions on which the company can act directly in order to reduce them (e.g. a production plant whose
management is delegated to a third party). Depending on the use made of the data by the AMC (for purposes of
comparison, or for purposes of dialogue), a preference may take shapefor one or the other approach.

43.1.3. Activity data and emission factors

The carbon emissions of a process (e.g. manufacturing of a product) are measured by recording the masses of
greenhouse gases®’ concerned in CO2 equivalents emitted over a given period of time (generally one year) during
the various stages of its manufacturing (e.g. recording the quantity of gas emitted by a factory chimney for
production).Sinceitis usually not possibleto measureinreal timethe greenhouse gas emissions of alla company's
activities,in practiceapproximationsareused, based on aruleby whichin principlethe quantity of gas emitted is
proportional to anappropriate measurable quantity ("activity data"): litres of fuel consumed, kilograms of material
burned. For example, itis estimated that one kilogram of burnt wood produces about 73 grams of CO e .%8

95 Accordingly,a comparative study of the carbondatarelating to about twenty CAC 40 issuersin various sectors showed that th ree issuers
together accounted for about 95% of scope 1 emissions and 65% of scope 2.

96Cf. Environment Code methodology, section 6.

97 Gasesidentified by AnnexII to Directive 2003/87/EC: carbon dioxide (CO2), methane (CHa), nitrous oxide (N20), hydrofluorocarbons (HFCs),
perfluorocarbons (PFCs) and sulphurhexafluoride (SFe).

98 Wood containing 20% moisture. See the ADEME GHG balance website for detailed explanations concerning this example.
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The factor for "converting" the activity data into CO2 equivalent emissions is called the "emission factor". This
method has the advantage, at the cost of approximations on this proportionality relation, of not requiring
continuous measurement over the entire production chain to calculate GHG emissions. Hence, this method has
establisheditselfasin mostwidespread useby issuers.

Amount of
carbon

Activity data Emission
25 000 L of factor

emissions
57tC0O2e

unleaded 2.28 kg
gasoline CO2e/L

Source: AMF, emission factor in bilan-ges.ademe.fr for road use

There are various sources of emission factors thataremore or less granular, which can be brought together at the
instigation of public organisations such as ADEME, by NGOs, etc. Issuers can also conduct their own analyses to
refine their approach to emission factors. For example, they can distinguish between two manufacturing processes
for a given fuel and attribute a different emission factor to each of them. Hence, due to the large number of
processes involved in the calculation of carbon emissions acrossall sectors of activity, geographic differences, the
variety of activity data available, etc., there is no exhaustive reference document of the emission factors and
activity data used by issuers, nor any obligation for companies to refertoa particular source.’®

The methodological differences relating to the calculation of scope 2 (indirectemissions dueto the company's use
of energy) illustrate the diversity of approaches that may exist among issuers for calculating a metric that is in
principlecomparablefromone issuer to another. There arein practicetwo methods of calculation:100

» The location-based approach aims to ascertain the average energy mix of a country or region (what
quantity of energy is produced from what type of source: coal-fired power station, nuclear power,
renewable energies, etc.). Based on this information an average emission factor can be calculated and
appliedto the quantity of energy used by the company inthat country;

» The market-based approach using contractual recognition of energy sources. Contractual instruments
make it possible to certify the source of an energy, in particular a renewable energy (energy attribute
certificates,'%1 bilateral contracts with energy suppliers, etc.). They can be acquired by companies, which
canassociate with themthe emission factor consistent with the certified energy source. Using this market-
based methodology for the calculation of emissions, an emission factor estimated on the residual mix of
non-certified energies is applied to the energy sources not identified by a contractual instrument
(unclaimed energy).

The location-based approach is the easiest to implement, since the market-based approach, which can highlight
issuers' efforts, requires justifications. In practice,some issuers communicateon a location-based approach, and
others on a market-based approach. Some communicate concerning a combination of both: market-based in
certainregions in which such contractual instruments existand areused, and location-based in other regions. The
information associated with issuers' publications does notnecessarily makeitpossibletoidentify which approach
is adopted.

43.2. ILLUSTRATION OF POINTS FOR ATTENTION FOR AMCS

The non-financial statements of a restricted samplegroup of four CAC 40issuers all belonging to different sectors
were analysed by the AMF with a view to providing AMCs with tangible examples of companies'establishmentof

99 The Environment Code methodology requires (p. 21) using by default the emission factors of the ADEME database but allows the use of
specificfactors provided thatjustifications be given.

100 Cf, in particular the guidelines of the GHG Protocol on the calculation of scope 2.

101 Miscellaneous instruments issued inaccordance with international standards oftenadopted on a voluntary basis.
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and communication concerning their GHG emissions. This work illustrates for AMCs the diversity of approaches
adopted and the multitude of choices made by companies in light of theregulatory and methodological framework
described above.192 This information can therefore guide AMCs in their analysis of this information. The AMF's
2019 report on CSR extends these findings to a broader sample of companies. In short, the following points for
attention were noted concerningthe reliability and comparability of data.

43.2.1. Location of information

The four non-financial statements examined areincludedinthe issuers'registration document. It was noted that
some issuers, although notidentifying carbon emissions as a priority risk due to their activity, provide detailed
information on each of the scopes to comply with marketplace standards or in anticipation of investors'
requirements. In the four cases examined, the information presented in the statement is enriched by a
methodological note presented at the end of the statement which specifies, in particular, the scope selected for
production of the figures (geographic, by sector of activity, etc.) and the major methodological principles of
calculation (calculation standard applied, source of emission factors).

Inthe caseof three issuers,documents supplementing the non-financial statement were produced on a voluntary
basis: specific climate report, Corporate Social Responsibility (CSR) report, and thematic fact sheets available on
the website.

43.2.2. Verifications

As mentioned before, companies exceeding the thresholds provided for in the regulations 13 must have their non-
financial statement verified by anindependent third-party organisation (ITPO). Apresentation of the due diligence
performed and a reasoned opinionindicatingtheabsenceof any "significant" anomalyareaccordingly recorded in
an"independent third-party organisation report" whichis appended to each of the four non-financial statements.
These verifications are especially difficult to performin thatthe reporting reference frameworks differ substantially
intheir construction from one issuer to another, notably because of references to different standa rds (e.g. GRI vs
SASB, see above). In practice, the reports of third-party organisations distinguish between the concepts of
"moderate assurance" and "reasonable assurance", depending on the extent of the due diligence performed.
Based on the observations regarding the four issuers, the third-party organisations communicate concerning the
aspects audited, without always emphasising those which were not, so that in this caseitis not possible for the
AMC to easily comprehend the level of validation of the figures (e.g. scope 3 may not have undergone sample
checks by the independent third-party organisation, even in cases where it accounts for a large proportion of
emissions).

In the case of one issuer, the AMF noted imprecision regarding the scope of verification: for example, the ITPO
report indicates that "direct and indirect GHG emissions" are covered, whereas in practice the scope 1 and 2
emissionindicatorsaretakeninto consideration, withoutconsideringscope 3, contrary to what the wording might
suggest.

Furthermore, the AMF noted that one company statedinreplyto a CDP questionnairethat100% of its scopeland
2 emissions were audited, whereas on readingthe latestITPO report it can be deduced that a smaller proportion
of the consolidated data on key indicators (including scopes 1 and 2) was audited. Also, for one of the companies
anerror was noted between the sumof scopel andscope?2 emissions,and thetotal amount of scope 1 and scope
2 emissions, in the same table. These indicationsillustrate that the fact that information has been audited or
declared 100% audited without additional information concerning the nature of the audit work performed does
not necessarily provide non-financial rating agencies and AMCs with an assurance of the reliability of the figures
produced.

102 Readers interested in a more exhaustive view may referto the AMF's 2019 CSR Report.
103 Cf, section 1.1.1: companies with a balance sheet of more than €100m, or more than €100m revenue, or 500 employees.
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43.2.3. Scope

Regarding the organisational scope, out of the four non-financial statements by French companies examined by
the AMF as part of this study, three chose a financial control approach, and the fourth an operational control
approach. Some companies exclude subsidiaries from their scope for reasons of materiality. Moreover, some
companies may choose to exclude subsidiaries because they make separate statements. It is noted that a given
company may communicate concerning different scopes depending on the document in question: for example,
one company included a subsidiary in its non-financial statement and excluded it from its CSR report. All these
factors could be liabletoinfluencethe non-financialratingagencies' and AMCs' perception of the issuer, whether
in a context of comparability or estimation of the total amount of emissions of a portfolio, especially if the
emissions indifferentscopes depending on the issuer areadded together.

Regarding the emission scopes, the consideration of emission components is variable from one company to
another, notably depending on the assessmentof the materiality of certain components depending on the sector
of activity. Moreover, the scope may change over time. For example, in 2018 a company incorporated the emission
figures for its commercial vehiclefleet, which represented about 20% of its scope 1.

Insome cases,itwas noted that the figures reported inrelation to a given financial year varied from one report to
another (for example, the scope 1 figure for 2017 is not the same between the 2017 and 2018 reports). These
differences are partly due to variations in the organisational scope (acquisition or disposal of subsidiaries), and
partly to progress in the methodologies (consideration of new emission components), but also to updating of
emission factors.Inorder to provide the most accuratepossibleinformation, for example, the issuer recalculates
the figure for the previous year on a pro forma basis. However, the information provided in the methodological
note is not always sufficiently detailed to make it possibleto understand all these factors of variability. The
consideration, for a given reporting period, of one amount of emissions rather than another requires making a
choiceand may lead to different results for the non-financialratingagencies and AMCs.

43.24. Calculation of emissions

Regardingthe calculation of scope2 by a location-based or market-based approach, for the four issuers examined,
the practices aredifferent:only one issuer, which communicates concerninga combination of thetwo approaches,
describes its methodology in detail. In the other three cases, no methodological information is provided but the
approachusedisinpracticelocation-based.

Moreover, since companies do not necessarily have relevant data on all their facilities, or do not want to repeat
certain measurement operations each year,approximations can beputin place(e.g. based on the observation that
a component accounts for 25% of the total emissionsina financial year, reconstitute an approximated figure the
following year). On the basis of the four issuers examined, these approximations, which may concern significant
components, are not always described in the issuers' non-financial statements or in sources that are easily

accessible to the public. Generally, none of the companies surveyed presented qualitative or quantitative

information relating to the uncertainty involved in the carbon emission measurements performed.104 These

examples show that the non-financial rating agencies and AMCs do not necessarily have access to items of
information making it possible to assess the uncertainty inherent in the calculation of a company's carbon
emissions, which could potentially affect their perception of the issuers.

43.3. CONCLUSION

Production of GHG emission data by issuers: main points

104 The production of information relating to uncertainty is covered by recommendations inth e European Commission's guidelines.
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As noted throughout this section, establishingthe greenhouse gas emissions balancefor a company requires
a large number of assumptions and implementation choices (emission factors, definition of the scope).
Moreover, the estimated emissions contain a fraction of uncertainty related both to the measurement of
activity data and emission factors (potentially imperfect estimation of activity data, e.g. the number of
kilometres travelled by the company's vehicles, existence of significant confidence intervals for emission
factors, as shown by the ADEME's databaseof factors)andthe simplifying choices madefor certain emission
components (application of rules of three).

The communication examples presented for a small number of issuers showthat the informationrelating to
the options taken is not always exhaustive, whereas that relatingto uncertainty was not noted in practice. In
addition, occasional shortcomings regarding the production of this information (differences of figures and
scope) were noted.

Inthe spiritofthe non-financial statement, the GHG balanceis a tool to be used firstofall by the company to
quantify the impactof such emissions onits valuation. However, in a context of use by AMCs, the GHG balance
is liable to influence their perception of the issuer when they are interested in the issuer's impacton its
environment. Therefore, both the Environment Code methodology!®> and the GHG Protocol1%® produce
warningnotices relatingto the comparability of carbon balances.

This context explains the need to use verifications and audits by parallel sources on the quality and
comparability of the data disclosed.

4.4. ESTABLISHMENT OF CARBON DATABASES BY ESG SERVICE PROVIDERS

ESG Provider

The information presented in this section results from discussions held by the AMF with several carbon service
providers, non-financial rating agencies and asset management companies.

Source: AMF

44.1. COLLECTION PROCESS

As mentioned before, there is currently noregular and standardised reporting requirement for companies' carbon
data across all their activities. Carbon information from all the issuers in the investment universe is therefore
collected by various means:
» Direct request to issuers for their own calculation (e.g. by means of ESG questionnaires);
» Manual collection of the information availablein documents published by the company (in particularthe
non-financial statement);
» Lookup inprivatedatabases produced by non-profitorganisations (CDP in particular), by service providers
or by non-financialratingagencies.

Manual collectionisin practicetedious for AMCs (especiallyin light of comparability difficulties), while sending out
questionnaires istedious for issuers. Hence, various intermediaries have developed all-inclusive offerings providing

105 Methodologyl.229-95, notice to thereader, p. 8:"7) The application of this method may result in different methodological choices by its
users. As a consequence, the GHG emission balances resulting from the use of this method cannot be used for purposes of comparison without
having verified beforehand that any methodological differences will create no significant biases in the comparisons."

106 GHG FAQ on scope 3: "The Corporate Value Chain (Scope 3) Standard is designed to enable comparisons of a company’s GHG emissions over
time. It is not designed to support comparisons between companies based on their scope 3 emissions. Differences in reported emissions may be
a result of differences in inventory methodology, company size or structure."
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accesstoissuers'largecarbon databases. This data is collected in practice either by sending out a questionnaireto
the issuers (a questionnaire which may serve as a reference due to the critical size reached by the intermediary,
whichincreases the chances of a reply from companies), or by collectingthe publicly availableinformation (which
from an overall standpoint amounts to the AMCs pooling the manual collection efforts described above). For
example, every year a non-profit organisation, CDP,%7 sends to issuers regarded as critical questionnaires
concerningclimate change generallyand collecting,in particular,information on their greenhouse gas emissions.
This organisation collects in this way about 6,000 answers a year from companies worldwide, and provides its
collected datain a partially monetised manner, servingas a reference for numerous AMCs and service providers.
Moreover, certain non-financial rating agencies choose to rely solely on the information available in public
databases (including the CDP database), without endeavouring to collect the information individually by
themselves. In some cases, the service providers may also check, correct or add to the carbon data, where
appropriate by modelling. Finally, some AMCs, motivated by considerations of cost,data quality and information
management, have developed their own processes for collecting and modelling carbon data. The processes
developed by these AMCs, notably modelling, are similar in their principles to those of the other actors.

44.2. MODELLING PROCESS
44.2.1. Modelling principles

If the datais not available, most of the actors perform modellingto add to their database. Modelling may also be
performed to verify the reported data.l%8 To do this, several approaches were noted; the main ones are described
below. They mostly proceed by the following steps:

1. Assignment of the companyto a sector/breakdown by sector;

2. For each sector, modelling of carbon emissions or intensity;

3. Ifnecessary, aggregation of sector emissions to obtain the modelled carbon data.

B Assignment by sector

The company is assigned to a sector of activity, or, where applicable,its activities are broken down among several
sectors of activity, defined by the owner of the methodology. A more or less strong granularity was noted: between
about thirty and over one hundred sectors.

Several actors stressed that they had developed their own sector approach, usually adapted from standard or
commonly used sector references (GICS,19% ICB,10 sector NAF,111 etc.), in order to identify homogeneous sectors in
terms of carbon risk profile. For example, one actor stressed that an oil transport operator, which could be
classified in the oil sector from an economic viewpoint, was classifiedin the transport sector inits "carbon" map
of sectors, to take into consideration the emissions generated (which are in principleidentical whatever the
identity of the goods transported).

B Modelling methodologies

For each sector of activity, the company's carbon emissions are modelled by an approach specific to that sector.
Two approaches for this were identified: the "physical" approach and the "statistical" approach.

The "physical" approach aims toidentify appropriateavailableactivity data and emission factorsinthatsector, on
the basis of the available information published by the issuers, or themselves modelled (kilometres travelled,

107 Formerly Carbon Disclosure Project, foundedin 2009.

108 One actor does not develop this offer and indicates in case of absence that the data was not reported. Another performs syste matic
modelling of its investment universe covered, whether the data has beenreported or not.

109 Global Industry Classification Standard (GICS) designed and maintained by MSCI and S&P.

110 |ndustry Classification Benchmark (ICB launched by Dow Jones and FTSE.

111 Nomenclature d’activités frangaises (NAF) produced by INSEE.
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tonnes of cement produced, number of employees, etc.) in order to "recalculate" the carbon emissions. The
determination of activity data and emission factors can be based on the expertise of the actors 112 and on public
sources (GHG, ADEME, etc.).

In the "statistical" approach, carbon emissions are deduced from comparable data observed on sector peers,
which implies an assumption of uniformity of behaviour of the various issuers inthesector. Two sub-approaches
are identified: on the one hand, the use of sector averages (attribution to a company of the observed sector
average of the emissions of companies initssectorin proportion to their revenue), and on the other hand, the use
of linear regressions on the basis of explanatory factors (revenue, number of employees, etc.).

B Scope of coverage of the modelled data

The various service providers indicate that they cover issuer bases of variable size (between 5,000 and 25,000
issuers). The AMF endeavoured to estimate the proportion of data modelled in all the databases made available
to the AMCs by the service providers. However, this information was not disclosed by some of the actors
surveyed. By way of illustration, oneactor makes estimates for about 80% of the number of issuers covered, which
would represent 35% of scopel and 2 emissions.

44.2.2. Transparency with regard to AMCs

Some actors offer their clients complete transparency of the carbon data collection process (initial figures,
dialogue, end figures), but most provide only the end figures, possibly accompanied by an analysis. Sometimes, the
sourceof these figures is disclosed, at least in the reported/modelled form. In other cases, the informationis not
indicated inthe databasebutis availableatthe client's request. Moreover, although all theactors met stated that
they indicateto their clients themain principles of data collection and modelling, completetransparency regarding
the process,and in particular regarding the modelling methodologies, is not systematic, the latter being regarded
as expertise to be protected. For example, in an informal context the AMF asked several unregulated actors to
send their carbon methodology, without obtaininga response.

44.23. Points for attention noted by the AMF

The approach by sector averages is easyto implement. However, whileitis useful especially for approximation of
the total carbon footprint of a portfolio, it may be noted that it creates an incentive not to disclose the data for
the companies with the highest carbon emissions in a sector. Ifthey do not report a figure, these companies will
be attributed the sector average by default, and this will undulyimprove the perception that a rather inattentive
user will haveofthis company.

In general, moreover, the statistical methods are based on the CO; equivalents reported by the companies. The
modelling of carbon emissions is therefore based on a core assumption: that emissions behave homogeneously
from one company to another ina sector. This assumption limits the comparison that can be made between the
emissions of two actors in a given sector. And yet, depending on the investment objectives, such a comparison
may be intrinsic to the method of selection of the securities in the portfolio.

Finally, thesuitability of these methods may be questioned ifinsufficientobserved data is availableina sector. For
example, one firmindicated thatit had established a rule demanding at least two observed data items per sector
to be able to perform modelling. However, no rule for controlling the ratio of modelled information to observed
information was noted: it could therefore be assumed that it is possible to have about fi fty issuers modelled on
the basis of a couple of them for a given sector.

As already mentioned, the issuers seldom mention the uncertainty related to their carbon reporting (which may
depend on the uncertainty related to the emission factors themselves or the simplifying rules for assessment of

112 Some actors performtheroles of both adviserto the issuers and provider of data to financial market participants.
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certain components). The service providers using a "physical" modelling approach do not mention these
uncertainties either. As regards the service providers using a "statistical" approach, it was noted that one actor
indicates a confidence interval based not on the intrinsic uncertainty of the emissions, but on the modelling
deviations relativeto the observed data (standard deviation of the data that was used to build the sector average).
This uncertainty can therefore not be interpreted directlyin absoluteamounts, but rather to assess therelevance
of the sector uniformity assumption. Finally, oneactor gives a more qualitativereportona "confidencescore" built
from various items: controversies, proportion of emissions audited, etc.

4.4.3. PROCESS OF VERIFICATION/VALIDATION BY SERVICE PROVIDERS

The verification of carbon emissions reported by a company entails consistency checks on sources (e.g. by
comparingthe non-financial statement, the company's website, the information available from other marketplace
actors), trend checks (variation of carbon emissions reported by an issuer over time), and sector checks
(comparison of carbon emissions with companies in the same sector).

Most of the actors providefor a dialogue with the company, by submittingto it the figurethat they have selected
as constituting their carbon emissions (possibly within the broader framework of their ESG analysis of the issuer),
soas to prompt them to respond. The responserates arevariabledepending, in particular,onthe company's size
and geographicregion. This dialoguecan sometimes lead the company to disclose new information or correct its
publications.

Production of GHG emission data by ESG service providers: main points

The providers of GHG emission data perform work of collection and enrichment of the data forwarded by the
issuers.Due to the current fragmentation of reporting, such a stage is necessary for buildinga databasethat
canbe used by AMCs.

This enrichment phase involves modelling. This modelling can be based on methodological principles similar
to those employed by the issuers (physical approaches), but with inevitably less granularity. This type of
approachallows actorstogaininterms of comparability atthe expense of data precision. Modelling can also
use peer-based statistical approaches. This type of method may give the illusion of having data concerning
issuers when it merely uses extrapolation from sector averages. The use of these statistical approaches
therefore does not make itpossible,in principle, to compareissuers closely, especially when sector emission
averages are used.

In this respect, the use of these methods may also raise questions of transparency of the methodology used,
because some of the actors surveyed were reluctant to provide the AMF with detailed methodological
information.

4.5. CONCLUSION REGARDING THE QUALITY OF GHG EMISSIONS INFORMATION AND
AMCS' CHECKING SYSTEM

45.1. AMCS' CHECKING OF PORTFOLIO CARBON FOOTPRINT CALCULATIONS

The checks performed by AMCs on the greenhouse gas emission data of issuers inthe portfolioinvolves abinitio
selection of these service providers and ex-post checks on the quality of the reported data.

45.1.1. Ab initio checks: selection of service providers
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The ESG questionnairesent to about fifty AMCs asked questions freely on the criteria for selection of ESG service
providers. The answers were analysed from the viewpoint of the criteria recurring most often. Those most
frequently mentioned are the coverage rate (slightly more than 60% of respondents), the cost (40% of
respondents), quality of analysis (38%) and availability and quality of data (34%). Aspects such as the transparency
of the methodology and the independence of the service provider are found less often, with 15% and 9%
respectively of mentions by AMCs. This dispersioncanalso be explained by diverse needs: some AMCs need only
raw data to enrich their internal models and their own work, and others need in-depth analyses.

Hence, the data qualityand independence criteria arenot mentioned infirstposition by the AMCs. Various service
providers surveyed stated that they provided services both to issuer companies (production of the company's
carbon balance, strategic counselling) and to investors (provision of carbon databases, analyses, establishment of
carbon metrics/reports). The combination of the two activities could resultin conflicts of interest (e.g. favouringin
the analysis for investors a company which is also a client). In practice, the actors surveyed indicated that they
separated the two activities (Chinese walls) in order to prevent such conflicts of interest. Of the AMCs surveyed,
some indicated thatthey considered this aspectimportant, whileanother judged it secondary.

In practice, the AMCs interviewed (mostly of largesize) stated that they conduct due diligencein advanceto assess
the quality of the data modelling methodologies and, where appropriate, the suitability of the methodology for
the use that will be made of it. Regardingthis, several AMCs noted that the service providers' methodologies were
subjectto change, and thatthey expected a systematic notification by their service providersin that case. However,
itseems that this practiceis notcovered by a contractual arrangement between the AMC and the service provider.

45.1.2. Ex-post checks: greenhouse gas emission data

The review of SPOT inspections published in July 2019 specifies that none of the five AMCs inspected performs
checks on the quality of ESG data during their life. The answers received to the questionnaire sent to about fifty
AMCs, among the largestand/or most engaged inresponsibleinvestment, confirmthat a significant proportion of
AMCs perform no checks on ESG analyses and metrics in general:

- 50% of the AMCs surveyed state that theyregularly check the portfolio's carbon footprint (this includes
the existence of overall consistency checks between various sources of data). [tmay bea check performed
by the AMC on the serviceproviders, e.g. by means of recalculation with a proprietary tool, or a check by
a service provider on the work of the AMC or of another service provider/another source of data. The
figures may also be reviewed by the fund manager (within the framework of checks on the fund's
reporting) or by the fund's Statutory Auditor. The checks may consist, in particular, of consistency checks,
on the main quantities and on year-on-year trends. Several AMCs mentioned that they had started work
to establish more checking in this area (in particular by putting in place industrialised checks on
reconciliation between two sources);

- 15 % of the AMCs surveyed state that they perform a regular ex-post sample check on the ESG data
provided by their service providers (these data includethe issuers'carbon footprintin particular);

- One of the fifty or so AMCs surveyed mentions that it performs a regular ex-post sample reconciliation
with the data coming from issuers' non-financial publications.

Several AMCs consider thatthe existence of specialist non-financial service providers can ensure a sufficient quality
of the information used, without having to establish checks. Several AMCs also stressed the extra costs and
resources that would be required to putinplacechecks.

4.5.2. ILLUSTRATION OF DATA VARIABILITY: SAMPLE OF 28 ISSUERS

To illustrate the convergence of estimates of greenhouse gas emission data, the AMF asked several actors (non-
financial rating agencies, carbon service providers, asset management companies themselves using service
providers), for their carbon data relatingto a listofslightly less than thirty major French companies inthe SBF 120
Index. Among the four unregulated actors asked, only two responded positively to the request. On the collected
answers, the AMF performed checks by cross-checkingtheinformationfromvarious actors and, on two examples,
by comparingitwith the issuers'data.
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The following graph shows therelative differences in greenhouse gas emissions between the four aforementioned
sources (containing both AMCs and service providers) of data on the 28 issuers. Each boxplot represents the
relative deviation from the mean of the data reported for 28 issuers x 4 reporting entities.

Relative differences in tC02 reportedin 2017 on 28 issuers between 4 data sources:

Scope 1 Scope 2 Scope 3

200%
The lower line of the boxplot
represents the first quartile (25% of

150% values arebelow it).
The median line of the boxplot

100% represents the median (50% of
values arebelow it).

0% The upper line of the boxplot
represents the third quartile (75% of

0% values arebelow it).
o

The values outside this range

50% represent extreme data (outliers).

= (1]
Note that for greater clarity the
outliers of scope 3 have been

-100% truncated (since the principal outlier
shows up to a 4800% deviation from
the mean).

Source: AMF

The results show:

Significantly smaller deviationson scopes 1 and 2 than for scope 3. Nevertheless, these two scopes show
a variability which is not insignificant: the mean of the absolute value of relative deviations is equal to
16% for scope 1 and 13% for scope 2. This variability can apparently be explained basically by the size of
the issuers concerned, becausethese deviations areespecially smallfor the largeissuers inthe portfolio
(no deviation on scope 1 for issuers in the energy sector). However, one notes regularly thatthree of the
four sources show identical amounts for scopes 1 and 2. And yet, no systematic source bias was ableto
be identified.

The scope 3 data show very substantial variability, with an average absolutevalue of relative deviations
equal to 218%. On these data, the absolute deviation from the mean was less than 20% in only 10% of
cases. As a result of this, therefore, and consistent with the difficulties of consideration of scope 3
mentioned above, there is great uncertainty regardingthese amounts.

Hence, even for majorissuers, the AMCs have to usedata thataresometimes significantly different. This variability
illustrates the current lack of convergence of the method for estimating GHG emissions, and the need to perform
proportional checks on service providers in order to have an understanding of the data used.

Moreover, insome cases the AMF noted that two actors mentioned the same data source (CDP inthis case), but
giving a different figure. This could be explained by the fact that this actor,in addition to a data collection activity,
alsomakes its own estimates and verificationsand produces a second data set corrected and supplemented with
this information. Hence, the actor's mention alonemay not be sufficientto characterisea data source.
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The AMF questioned the AMCs on their willingness to publish the line-by-line details of the carbon footprint of
their funds' portfolio, for example in their report on the composition of their portfolio. Half of the AMCs
questioned said they were favourable to this. The main reasons mentioned by the AMCs unfavourable to this
practicearethe impossibility of disclosing the data, the fact that the data are the property of the service provider,
the lack ofa methodological consensus which would bringinto broad daylightthe disparitiesand lack of coverage
of the whole portfolio. However, several AMCs stated that they held the information available for investors if
requested.

Regarding the consistency of the information with that published by the issuers concerninga company,itis noted
that one actorindicated as its sourcethe non-financial statement, although the AMF was unableto find the figure
in said report. Moreover, another figure pointed to an incorrect source (the non-financial statement for the
previous year). Also, for one issuer having chosen to communicate concerninga strategic subsidiary (consolidated
inthe accounts)inone source and not includeitinanother source,the AMF noted that one actor had adopted in
its database the figure excluding the subsidiary, although this point was not mentioned in the accompanying
analysis.

4.5.3. POINTS FOR ATTENTION CONCERNING THE QUALITY OF DATA RELATING TO GHG EMISSIONS

In light of all the uncertainties emphasised, the use of greenhouse gas emission data requires establishing
appropriate checks to comply with regulatory requirements .113

When this data is essential for theinvestment objective, the nature of the carboninformation produced by issuers
requires checks and a thorough review to be ableto guarantee its comparability and therelevance of the absolute
amounts of emissions produced. This requirement is strengthened by the diversity of processes for the collection,
harmonisation, verification and completion of information. The AMF also noted in some cases that the figures
reported by the service providers did not correct the biases observed at the issuer level, or else could contain
unexplained deviations from the published sources. Furthermore, certain modelling methodologies used by the
service providers make the data rather unsuitable for certain uses (the use of sector averages does not allow
comparability, for example). For the few observed cases in which the service provider indicates some assessment
of the data's uncertainty, the measured uncertainty concerns either the modelling deviation relative to the
reporting by the issuers, or a more qualitativeassessmentrelatingto the confidence to be assigned to the figure
given by the issuer. Hence, the intrinsic uncertainty relating to the amount of emissions (duein particular to the
uncertainty concerning emission factors) is not captured, and this may prove problematic for the comparisonand
estimation of absoluteamounts.

And yet, only half of the AMCs state that they perform checks, the nature of which often remains confined to
consistency checks between indirectsources, without cross-checkingwith,in particular,the issueritself,and only
15% saythat they perform samplechecks on ESG data. As a consequence, inorder to guide AMCs and strengthen
the carbon information feedback system, the AMF introduces a Position and a series of good practices. The purpose
of this Position is to makethe regulatory obligation to perform checks on data quality proportional to the criticality
of its use. Therefore, and to encourage the use of these data by AMCs, the AMF considers that their use for the
purpose of ex-post reporting or risk management, without commitments in the CIU's investment objective or
investment policy, requires less duediligencethan their use inthe framework of the investment process.

Position 2 applicable toasset management companies authorised in France

Checking of data relatingto GHG emissions

(1) In order to have reliabledata, AMCs which use greenhouse gas emission data should putin placea system for
checking the quality and consistency of these data, proportional to the criticality of use of these data. When they
determine the frequency and scope of this system of checks, AMCs take into consideration their use, by decreasing

113 Obligation to provide the investor with information that is clear, accurate and not misleading (Article L. 533-22-2-1 of the Monetary and
Financial Code) and obligations tohave robustand credible data for risk management (Article 321-81 of the AMF General Regulation for UCITS
and Article 45 of Delegated Regulation (EU) 231/2013 for AlFs).
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order of criticality: (a) in the investment process or (b) in the information disclosed to investors or the risk
management of those funds.

Recommendation 4 applicable to funds authorised for marketing in France

(1) The AMF recommends to AMCs which use a service provider to obtain greenhouse gas emission data that they
check that said serviceprovider:

-includes inits process for production of these data a stage of verification of the quality of the data produced;

- monitor the consistency of the exchange rates used in the various aspects of production of greenhouse gas
emission data (modelling, aggregation to measure the carbonintensity of a portfolio, etc.).

Good practice 2

When selectingthe serviceprovider

(1) Have an instructive presentation and askto have access to the data collection and modelling methodology in
order to understand:

- the principles involved (e.g., the existence of a dialogue with the issuer, the use of modelling by a physical
approachrather than by sector average, etc.);

- the limitations and their significance (assumptions of uniformity of behaviour by sector, approximation of activity
data by proportional rules and frequency of cases in which thatoccurs, etc.);

- the rules established to prevent or manage these limitations (existence and relevance of confidence interval
metrics, observation sample of minimum size to perform extrapolations, etc.).

Duringthe provision of services

(2) Always ask for the source of the data (source of information if reported, precise details concerning the
total/partial modelling of data, date on which the data was collected, etc.). The source should, in particular, be
sufficiently precise to be able to ensure its uniqueness (accordingly, citing a service provider as a s ource may be
insufficientifthe latter provides several data sets, depending on the quality of the checks thatitapplies);

(3) Ask to be systematically kept informed of changes of methodology;

(4) Ask for the methodological documents to systematically and conspicuously recap the main assumptions and
limitations underpinning the methodologies used, and the precautions for use.

Ex-post checking
(5) In proportion to the use made of the data (and in particular theinvestment objective), perform regularsample

checks inorder to compare the information produced by companies and the information provided by the service
providers.

Other aspects of data checking

(6) Check issuers' carbon intensity or emissions data by means of:

- consistency checks by sector or intime;

- comparisons with alternative data sources (information available in public databases, produced by a different
service provider from the serviceprovider used, etc.);

Ideas for work by market participants and the marketplace

(1) Given that some of these practices depend on relations between AMCs and service providers, professional
associations could promote thinking concerning a universal framework for dialogue between service providers
and asset management companies, likethe initiative conducted with companies by various entities including the
MEDEF and AFEP and published in January 2019, or again the preparation of model contractual provisions with
service providers allowing extensive dissemination of these good practices.

(2) Actors could develop robust methodologies for estimation of the uncertainty relating to the data and to
communicate relevant information on this subject. The AMF notes, for example, that emission factor databases,
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such as thatof the ADEME, contain an estimate of the uncertainty related to each emission factor makingit possible
to measure that uncertainty by a "physical" approach.

4.54. POINTS FOR ATTENTION CONCERNING THE HIGHLIGHTING OF GHG EMISSION DATA BY CIUS

All the factors noted above show the existence of good practices, but also currentlimitationsto the use of carbon
data (quality of data, lack of checking work), and the resulting risks with regard to communication. Hence, itis
necessary for AMCs to ensure they communicate ina balanced manner on the promises made by certain funds or
the use of certain methods to ensure that the information providedis clear,accurateand not misleading.

As a consequence, the AMF issues the following positions, recommendations and good and poor practices. The
positions and recommendations will be ultimatelyincorporatedinthe AMF Policy.

Position 3 applicable tofunds authorised for marketing in France

Calculation of metrics relatingto GHG emissions

(1) To ensure that the information provided to investors is correct, clear and not misleading, the AMF considers
that, to be able to communicate concerning portfolio carbon footprint metrics correcting the effects of multiple
counting by means of fixed factors based on expert opinion (e.g. divisionby 2 or 3), itis necessary to demonstrate
the conservative nature of the factor thus adopted and to make that demonstration public, or atleast keep the
demonstration availableto anyone who requests it.

(2) Usually, the absence of data of sufficientquality/available methodologies means itis not possibleto calculate
the carbon metric in question for all the assets forming the fund's portfolio. Under these conditions, certain
practices involve extrapolating this metric to the entire portfolio fromthe known data for a subset. To ensure that
the information provided to investors is correct, clear and not misleading, the AMF considers that, to be able to
communicate ex-post concerning greenhouse gas metrics used in this way, it is necessary to demonstrate the
appropriateness of the metric in light of the use made of it, and to make that demonstration public, or at least
keep the demonstration availableto anyone who requests it.

Consideration ininvestment policy

(3) Given the complexity of the process for producing greenhouse gas emission metrics, and in particular the
numerous methodological decisions, assumptions made and approximations performed, generating in particular
uncertainties concerning the amounts and insufficiently conservative aggregation biases, the AMF considers that,
to be able to communicate regarding a CIU on aspects such as "neutralisation" of the carbon impact or the
achievement of a "zero carbon" objective, AMCs must atleast be able to demonstrate the conservativenature of
the approach employed to estimate the carbon footprint. This requires, in particular, the consideration of all
relevant emissions of the issuers in the portfolio (in particular scope 3, despite the difficulties of assessing it).
Moreover, this demonstration must be public,oratleastkept availablefor anyone who requests it.

(4) Funds taking avoided emissions into consideration cannot highlight offsetting effects (e.g. asserting that a
portfoliois carbon "neutral" becausetheavoided emissions areequivalentto the emissions generated), or suggest
a comparison between those emissions and the emissions generated. However, these funds may communicate
concerning the methodological benefits of this practice in quantifying issuers' efforts to limit greenhouse gases.
Moreover, funds whose purposeis to fund "decarbonisation" projects may communicate concerning the emissions
avoided by implementing these projects.

(5) Funds wanting to highlight the consideration of greenhouse gas emissions in their investment objective must
insertin their KIID a warning notice indicating that these data are based on estimates. Furthermore, and where
applicable, the following warnings mustalso be mentioned inthe funds'KIID:

- absence of consideration of scope 3, explaining, where applicable, the reasons for such anabsence (insufficient
availabledata, etc.);
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- the fact that the strategy implemented may lead to investment in stocks that are significant emitters of
greenhouse gases (e.g. a low-carbon fund which reduces the weighting of this type of issuer in the portfolio without
excluding them).

This positionis includedinthescope of Position 7 of Position-Recommendation 2020-03 relating to the marketing
of foreign UCITS in France.

Recommendation 5 applicable to funds authorised for marketing in France

Instructive presentation of the use, calculation and limitations of data relatingto GHG emissions

(1) When the investment objective includes GHG data, and in order to ensure that the information provided to
investors is correct, clear and not misleading, the AMF recommends that AMCs indicateto investors:(a) the uses
made of GHG data inthe investment management process, (b) the process of production of these data (including
processing performed by any intermediaries), and (c) the limitations of these data. This information could be
reported in a separate document from the regulatory or commercial documentation, which would then refer to
this document (e.g. an"instructive guide on greenhouse gas emissions",a Transparency Codeorinan"Article 173"
report).

As anillustration, this information could, in particular,includethe following aspects:

- issuers'processfor measuringthecarbon balance (activity data, emission factors, emission scopes), associated
limitations and checks (existence or absence of an auditand nature of that audit, significantapproximations,
providing examples);

- the process of collection of these data, and in particular the fact that they can be derived from modelling,
whilespecifyingthe principles, limitations and checks for this;

- an indication of the emission scopes that have not been taken into account when estimating a carbon
footprint, together with the reasons for these exclusions, and an illustration of the existence of carbon
emissions nottaken into consideration, by means of examples;

- adescription of the process of calculation of the carbon footprint or carbonintensity of the portfolio,andin
particular the aggregation methodology adopted and its limitations (equity approach, enterprise value
approach, intensity, etc.);

- information specifyinghowthe metric is appropriatefor the use made of it,in light of these limitations.

Inaddition, the following good and poor practices arenoted:

Good practice 3

Publication of data relatingto GHG emissions

(1) In the communication document, provide an instructive introduction to the principles of calculation of the
carbon footprint or intensity of a fund, and refer to a more detailed source.

(2) Following on from good practice 1 of the 2017 AMF report on sustainable financein collective investment
management relating to publication of the methodological limitations, disclose the portfolio coverage rate,
indicating, where applicable, the nature of the items not covered (issuers with no data, assets not covered) and
the rule adopted for the part not covered (extrapolated with justifications of the adequacy of this approach, or
ignored).

Considerationininvestment policy

(3) Given the current limitations of the quantitative approaches, supplement the quantitative carbon-based
investment strategies with qualitative approaches making it possible to assess issuers' climate strategy and their
effective emission reduction efforts.

Framework for consideration of avoided emissions
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(4) The technical data sheet published by ADEME in January 2020 sets out a series of recommendations (criteria
for selection of the benchmark scenario, critical review by an independent third party, no fragmentation of
emissions among "those responsible", conditions of communication regarding clean emissions). The AMF
incentivises AMCs which use and communicate concerning avoided emissions to comply with these
recommendations when they estimate avoided emissions themselves, or to make sure that these
recommendations are complied with by their service providers/by the issuers in the portfolio where applicable.

Poor practice 3:

Publication of data relatingto GHG emissions

(1) In the case of a comparative publication with a benchmark, not checking the suitability of comparison of da ta
relating to GHG emissions, notably with regard to the following aspects: absence of bias due to the limitation of
scopes, coverage rate, and methodological divergences in building the data .114

(2) Indicating the scope of calculation of the data relating to GHG emissions in the form of an exhaustive list of
items taken into consideration, without indicating explicitly the missing items nor their relevance (for example,
indicatingthatonlyscopes 1and 2 aretaken into considerationinstead ofindicatingthatscope3 is nottaken into
consideration,and thatthe latter could be significantin the presented context of use).

(3) Communicating concerning an alignment of the portfolio with a transition scenario without presenting the
principles, limitations and methodological biases of the approach.

4.6. FUTURE WORKON CLIMATE AND ESG REPORTING

Many asset management actors note, duringinterviews conducted by the AMF or in other contexts, their growing
concern about the cost, opacity and quality of ESG data in general, and carbon data in particular. These AMCs
would therefore like to see the emergence of mandatory standardised reporting of non-financial information for
issuers onthe European level, or even globally,soas to be ableto collectcomparabledata easilyandatless cost.

For their part, issuers mention the increasing, andincreasingly diverse demands concerning non-financial aspects
from investors, rating agencies (non-financial or conventional), or again index providers, implying increased
resources and costs to cope with this.

So far,a principal-causeapproach defined by materiality (assessed by the issuer itself) has been preferred by the
European regulations. However, there are many voices demanding further progress on the subject of climateand
non-financial reporting (on this subject, see the report cited above submitted to the Minister for the Economy and
Financeby Patrickde CambourginJune 2019, which proposes an action plan in order to achieve, at least on the
European level,}15 a standardisation of non-financial information (themes, indicators, methodologies, common
terminology) so that the latter may have a similar status to that of financial information). The question of the
framework, supervision andrules (transparency, organisation, conflicts of interest, etc.) applicable to non-financial
data providers and ratingagencies will also be posed, in light of their increasingly decisive role for financial markets,
as confirmed by the analyses performed for this report. Moreover, the European Commission's technical expert
group has already recommended the establishment of a system of accreditation of the outside auditors used within
the framework of green bond issuance.

Finally, within the framework of the European Commission’s Action Plan for Sustainable Finance, indi ces labelled
"carbon transition" and "aligned on the Paris Agreement" are expected to appear, while new ESG transparency
requirements will beimposed on conventional indices,inaccordancewith technical specifications currently being
prepared.11® These technical specifications,and the associated reporting requirements, could providea reference

114 Regarding this, it should be noted that Article 8 1 (b) of the Disclosure Regulation, for financial products which promote environmental
characteristics, provides that "ifan index has been designated as benchmark index, information indicating whether and how that index is
appropriate for those characteristics".

115 proposal confirmed by V. Dombrovskis in his speech of 28 January 2020 on the European Green Deal.

116 TEG Final Report on Climate Benchmarks and ESG Disclosures, September 2019. It is then planned for the European Commission topublish
a draft delegated act for consultation, before formal enactment.

-905 -


https://www.ademe.fr/sites/default/files/assets/documents/fiche-technique-emissions-evitees-2020-02.pdf
https://minefi.hosting.augure.com/Augure_Minefi/r/ContenuEnLigne/Download?id=01ED55F0-89AA-41D3-82C6-265D07D914F7&filename=1294%20-%20Rapport%20de%20Cambourg%20VF_Ambition%20atout%20pour%20une%20Europe%20durable.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R2088&from=EN
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/190930-sustainable-finance-teg-final-report-climate-benchmarks-and-disclosures_en.pdf

AUTORITE
DES MARCHES FINANCIERS

AMXIF

framework helping to achieve market convergence on aspects of calculation of the carbon footprint of fund
portfolios.

5. IMPLEMENTATION OF ESG INFORMATION OBLIGATIONS ("ARTICLE 173-
VI LTECV" FRAMEWORK)

Article L. 533-22-1 of the Monetary and Financial Code!!? requires that AMCs, on behalf of their funds,18 publish
information concerning the procedures for taking ESG criteria into consideration in the investment policy,
specifying the nature of the criteria takeninto consideration and, where applicable, the way in which voting rights
areexercisedinaccordancewith these criteria.This articleis supplemented by Article D. 533-16-1 of the Monetary
and Financial Code.

A review of application of this setup, co-signed by the Treasury, the Ministry for the Ecological and Solidarity
Transition, ACPR and the AMF has been published in early July 2019, analysing the information provided by the
thirty leading asset management companies in terms of assets under management. This application review reveals
the great diversity of publicationsin terms of quality, quantity, relevanceand comparability, explained by the lack
of maturity of the indicators and methodol ogies, especially regarding assessment of the contribution to compliance
with long-term environmental goals.

Following on from this work on the substance of "Article 173" publications, the AMF decided to carry out a review
of the form, by making an exhaustive inventory of the existence of regulatory publications produced by the whole
perimeter of application,namely 510 asset management companies and 500 funds having assets exceeding €500m
noted in June 2019.11% A qualitative analysis of the content of the information was also performed on several of
these funds.120

Following a recap of the European regulatory requirements and developments expected in this area, a summary
of this work is produced. Conclusions of this work lead AMF to issue positions, recommendations, good and
practices thatsupplements the one expressed inthe previous AMF report on the topic.

5.1. RECAP OF REPORTING REQUIREMENTS AND THE OUTLOOK

5.1.1. RECAP OF REPORTING REQUIREMENTS

ArticleD. 533-16-1 of the Monetary and Financial Code provisionsthatin practice, AMCs must produceinformation
on two levels:

- firstly on the level of the AMC itself (in 1° of Il of the article: presentation of the general approach,
content, means of information of clients, list of funds including E, S and G criteria simultaneously and
proportion of assets under management, the entity's adherence to initiatives, ESG risk management policy
where applicable);

- andsecondly onthe level of each fund for which the assets under management exceed €500m, with more
detailed information on the consideration of ESG criteria (in 2°of Il of the article:nature, criteria, source
of data, methodologies, impacton investment policy).

Also, "Article 173" information documents must be mentioned inthe prospectuses ofall thefunds, as provided for
by the second paragraph of Article L. 533-22-1 of the Monetary and Financial Code.

117 provisions enacted by paragraph VI of Article 173 of Act No. 2015-992 of 17 August 2015 on energy transition for green growth (LTECV).

118 Al| UCITS and AlFs excluding real estate, securitisations and: UCITS, 'FIVG' general investment funds, private equityfunds, funds of altemative
funds, FPVG, FPS, SLP and employee savings scheme funds (Article D. 533-16-1 of the Monetary and Financial Code, | 1°).

119 Dye to fluctuations in assets under managementand authorisation withdrawals/awards, the figures vary depending onthe period of time
considered.

120 Since informationatthe fund level was not investigatedin the application review.
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The information on the AMC level must be presented "in an easily identifiable manner on the entity's website and
updated each year".12! The information on the level of each fund must be presented in the fund's annual report
and also on the asset management company's website. Professional funds and general investment funds (FIVGs)
reserved for at most twenty fundholders arenot subjectto this requirement of publication on the website, except
those for which there is no publication elsewhere on the AMC's website.122

These obligations have been in force since 30 June 2017.123 The standardised presentation of the approaches,
without any constraint regarding how to take ESG criteria into consideration and the public nature of the
information, were designed to allow comparison between actors and promote the emergence of best practices.
After two years in application, as provided for by Article 4 of Decree 2015-1850, the DGT/MTES/ACPR/AMF joint
report presented a review of the application of these measures. This review observes great heterogeneity of the
approaches andidentifies several good practices, whichareincorporatedinthegood practices issued by the AMF,
presented insections 6.2.3 and 6.3.5 respectively.

5.1.2. OUTLOOK: EUROPEAN DISCLOSURE REGULATION AND ARTICLE 173

Within the framework of the Action Plan on Sustainable Finance proposed by the European Commissionin March
2018, the European Union in April 2019 enacted a European Regulation on the publication ofinformation relating
to sustainableinvestmentand sustainability risks (the "Disclosure Regulation"). As described in detail by the AMF's
July 2019 publication on the subject (European regulatory progress review: progress on sustainable finance work
(Disclosure and Benchmark)), this regulation aims to define on the European level harmonised rules applicableto
all financial market professionals for the publication of information relating to sustainable investment and
sustainability risks.

Regardinginformation which does not concern the regulatory or commercial documentation for the products, the
objectives of the DisclosureRegulation aresimilar to thoseof Article 173-VI in France, which preceded and inspired
it. The Disclosure Regulation carries over the principle of information on two levels (information on the level of
the entity and on the level of the product) and, in a limited fashion, the principle of "comply or explain". However,
the "Disclosure" framework differs from the "Article 173" framework on several aspects,as summarised below.

121 Cf, 2° of IV of Article D. 533-16-1 of the Monetaryand Financial Code.

122 Cf, 3° of IV of Article D. 533-16-1 of the Monetaryand Financial Code. "unless they are the subject of a publication on the asset
managementcompany's website", the following funds are exempted from publication on the website: FFA, FPVG, FPS, FPCI, SLP and FIVG
comingunder Article L.214-26-1 of the Monetary and Financial Code whichare reserved for atmost 20 fundholders.

123 Cf, Article 2 of Decree 2015-1850.
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Type Article 173 —Article D. 533-16-1 CMF Disclosure Regulation
AMCs managing UCITS and certain AlFs
(excluding securitisation and real estate in AMCs managing UCITS and AlFs
particular)

Information on policyrelating to the integration

of sustainability risks
Description of the consideration of y

On the entity ESG criteria o risks at the level of
level critena orrisis a elevel o Publication on consideration of the negative
the actor, list of products taking | Art. 3 S
8l 1° . . S . sustainability consequences:
non-financial criteria into | &4 . . e
. A e  Transparencyon consideration ("explain");
consideration, adherence to . .
e Declaration on reasonable due diligence
charters, codes, etc. C " " -
policies ("comply") for entities with more
than 500 employees.
ForUCITS and AlFs promotingnon-finandal criteria
("Article 8") or having a sustainable investment objective

For UCITS and certain AlFs having AUM
exceeding€500m

On the ("Article 9")

product level Ex-ante: Description of the nature Ex-ante: Description ofthe ESG characteristics
(excluding and method_s of Fonsi.deration of (Art. 8) orthe sustainable investment objective
information ESG  criteria |n_ |n\{estment (Art. 9) and the methods used

in the management and in voting and o .
regulatory engagement Art. 10 &;Lst:Descr.lp'Flon of the exjcentt.o which the
and 8l | 2° 811 ESG characteristics are complied with (Art. 8)
commercial Ex-post: orthe overa|Isustain.abi|i.tyi.mpact ofthe fund
documents) e Review of implementation of bymeans ofappropriate indicators (Art. 9)

voting and engagement policy;
e Contributon to meeting
environmental targets

Regarding the scope of application in the area of asset management, the Disclosure Regulation applies to AMCs
and all the funds that they manage, whereas the "Article 173" framework does not cover certain AlFs (including
securitisation and real estatefunds).

Regarding the content, the Disclosure Regulationrequires thatactors communicate, on the level of the entity and
for all their products124;

- the main negative impacts of the investments (both the financial impact through the consideration of

sustainability risks125 and the product's negative impacton sustainability factors),12¢

- for those funds stressing ESG characteristics (Articles 8 and 9), how they achieve their objective.
Article 173, forits part, aims to describe more generally the consideration of ESG criteria intheinvestment policy,
with a focus on compliance with global warming limitation goals. The "risk" aspect, when it is taken into
consideration,is limited to the AMC level.

Finally, regarding the location of information relating to the products, the Disclosure Regulation provides for
informationfirston the level of precontractual information and on the entity's website, andin routinereports only
for products having ESG characteristics. The "Article 173" framework, for its part, covers precontractual
information only by a reference to the prospectuses on the website and in the annual report,12? and requires
information in the annual reports for all the strategies (including those not stressing ESG characteristics, in that
casebyan"explain"approach), butincludinga condition of minimumsize of the fund (€500m in AUM).

124 The Disclosure Regulationalso imposes consideration of the negative impacts of the investment policy on sustainability facto rs for AMCs
exceeding athreshold of 500 employees, with no possibility of applying an "explain" policy. This approachis a paradigm change by comparison
with Article 173, where the "comply or explain" approach is systematic. However, the scope of this change should be tempered by the high
threshold of activity which shouldin practice concernonly a small number of AMCs in the French market.

125 "systainability risk", an event or situation in the environmental, social or governance field which, ifit occurs, could have a major negative
impact, real orpotential, on the value of the investment resulting from a negative sustainabilityimpact;

126 "systainability factors", environmental, social and personnel issues, respect for human rights and combating corruption and acts of corruption
127 Article L. 533-22-1 of the Monetary and Financial Code: "[the Article 173 information docume nts] are mentioned in the UCITS or AF
prospectus coming within [the scope of application of Article 173]."
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Moreover, the content of the Disclosure Regulation obligations will depend very significantly on the level-2
documents currently being prepared. For example, since the European document does not have maximum
harmonisation, the energy and climate lawamended the text of Article L. 533-22-1 of the Monetary and Financial
Code based onthe "Article 173" framework to take into consideration this new European reality while keeping the
specific features of the French framework. For example, the amended text makes it possible, in particular, to
maintain the publication by French financial actors of information on their contribution to the energy transition,
and on the alignment of investment strategies on the international climatechange limitation goals. Furthermore,
the reference to indicative targets consistent with the National Low-Carbon Strategy was kept. Finally, the
amended text allows an extension of the framework to the consideration of risks related to biodiversity.

The positions, recommendations and good and poor practices presented in this section are therefore of great
importance for preparingthe entry into force of the new Disclosure Regulation.

5.2. IMPLEMENTATION ON THE LEVEL OF ASSET MANAGEMENT COMPANIES

5.2.1. INVENTORY OF PUBLICATIONS

The AMF inventoried the information published on the websites of the 500 or so AMCs coming within the scope of
application of Article 173, firstly by a letter, then by follow-up correspondence and finally by manual searches on
the entities' websites. Following this analysis, the AMCs were classified partly according to whether or not a
publication exists on their website (which is a regulatory obligation), and partly, if there is such a publication, on
its overall quality. Regardingthis, three categories emerged:
- Onthe one hand, AMCs which state that they take ESG criteria into consideration (atleastone E, S or G
criterion, for at least one of their funds);
- Onthe other hand, AMCs which state that they do not take ESG criteria into consideration;and
- Finally,alastcategory of AMCs which do not take ESG criteria into consideration for at least one of their
ClUs but state that they are "sensitiveto" ESG issues.

The latter category is a reflection of the numerous actors who state that they do not take ESG criteria into
consideration formally but that they pay qualitative attention to the subject, watch future developments before
committing themselves, or whose formal ESG approach consists merely of the application of mandatory normative
filters (e.g. issuers not complying with the Oslo Convention which bans involvement in the production of cluster
bombs). These standards, having a not very differentiating effect for a European investment universe, must in
practicebe applied by all AMCs, although not all of them choose to communicate concerningthis.

The results of the inventory work, updated since the information presented in the application review of Article
173128 gnd finalised atthe end of September 2019, are presented insummary form below.

Numberof Percentage of the Percentage of assets under

management by AMCs in

AMCs number of AMCs
the category
Total number of AMCs 510 100% 100%
Publication ofinformation 508 99.6% 100.0%
Those taking ESG criteria into consideration 199 39.0% 88.3%
Those not taking ESG criteria into consideration 135 26.5% 3.4%
Those not taking E.SG criteria into cgrfstderat/o.n but 174 34.1% 8.3%
saying they are sensitive to the issue

128 |n particular, the total number of AMCs between the two documents decreased from 521 to 510 as a result of AMCs that discontinuedtheir
business or, afterverification, were found to manage only funds outside the scope of Article 173. Moreover, the number of AMCs not reporting
fellfrom49toafewfollowingremindersand additionalinvestigationsconductedbythe AMF. Lastly, thesituationofthe t hree AMCs mentioned
in the application review of Article 173 was regularised.
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No publication 2 0.4% 0.0%
Source: AMF

The 2017 figures, which did not includethe category of AMCs "sensitiveto" ESG issues,arerecapped below.

Percentage of assets

Percentage of the under management
O G HIES numberifAMCs by AMCs irg1the
category
Total number of AMCs 516 100% 100%
Publication ofinformation 350 68% 88%
Those taking ESG criteria into consideration 194 38% 78%
Those not taking ESG criteria into consideration 156 30% 4%
No publication of information 166 32% 12%
Source: AMF

The comparison between the two studies shows an increase in the publications inventoried by the AMF (almost
100% in 2018 versus 68% of AMCs representing 88% of AUM in 2017). The number of AMCs statingthat they take
ESG criteria into consideration for atleast one of their funds has remained practically stable (slightly less than 200).
The reader's attention is drawn to the fact that when an AMC says it takes ESG criteria into consideration for at
leastone of its funds, that does not mean that 100% of its assets take ESG criteria into consideration, or notin the
same way. For example, the figure of 88% of AUM represented bythe AMCs statingthat they take ESG criteria into
consideration for at least one of their funds does not mean that 88% of the AUM of the investment funds take ESG
criteria into consideration. It simply indicates that most of the large actors state that they take ESG criteria into
consideration for atleastone of their funds.

Duringits work, the AMF held instructive discussions with AMCs on several occasions to prompt them to improve
their information, or to publishitif this was not yet done (especially for small AMCs or AMCs forming part of a
group which had not identified theregulatory requirement to produceinformation onthe AMC level). Thus, several
AMCs organised publication, and others improved the accessibility and quality of the information available
followingthese discussions.

Moreover, insome cases,the AMCs do not have a website (very small organisations, or AMCs operating withina
group). This situationis not provided for by the Monetary and Financial Code. Itis noted that in this casethe AMCs
concerned disseminated the information either via the website of an organisation in their group, or via
management reports of the AMC or each of its funds. This situation was consider ed acceptable by the AMF, which
inthe above table classified the AMCs as having published information.

As regards the residual AMCs thathave not published information, these arevery small AMCs. The AMF is working
to regularisetheir situation.

5.2.2. PRACTICES NOTED
5.2.2.1. Location of information

The "Article 173" informationis usually lodged either in a dedicated "ESG", "SRI" or "responsibleinvestment" tab
availabledirectly onthe AMC's home page, or inthe "Regulatory Information" atthe bottom of the page, alongside
other information that must be published on the entity's website (conflict of interest management, selection of
intermediaries, etc.). For some small organisations, the information is merged with the mandatory information
specific to the website ("legal notice" or "legal and regulatory notice").

More rarely, the information is presented in a somewhat less obvious manner in one of the tabs of the AMC's
website such as "strategy", "our philosophy"/"our values", or "get to know us".

For some AMCs which highlight a "responsible" offer, the information is sometimes not easily accessible or
distinguishablefrom marketing information related to that offer.
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5.2.2.2. Information structure

The information may be delivered intheform of a report or a dedicated policy downloadable on the AMC's website,
or inthe form of a page/part of a page.

When the ESG criteria aretaken into consideration, the level of detail of the informationis highlyvariable:some
"Article 173" reports on the AMC level may have about thirty pages, others merely a few paragraphs.

Although a model plan is provided for by the implementing decree,'2° not all the AMCs comply with it, and this
may sometimes detract from the clarity of the information.

5.2.2.3. Content of the information

For those AMCs which state that they take ESG criteria into consideration, the information will cover aspects such
as a description of the investment process (exclusions, ESG rating methodology, etc.), the technical and human
resources deployed, and the votingand engagement policy. Due to the failureto follow the model plan mentioned
above, certain information is sometimes seldom or poorly documented (in particular, the list of managed ClUs
which simultaneously takeinto consideration ESG criteria and the proportion of these ClUs in the total amount of
assets managed by the AMC).13% Also, some AMCs noted that they did notwant to disclose the name of professional
funds or reserved 'FIVG' general investment funds which, moreover, arethe subjectof no communication on their
website (these funds being, for example, dedicated funds bearingthe name of their investor).

As regards specifically the risks associated with the ESG criteria,'3!itis noted that these risks and the procedures
employed to identify and measure them are seldom mentioned. Several AMCs and the AFG were questioned to
obtain a better understanding of this lack of information. It seems that this concept of "risks associated with ESG
criteria”, whichis covered by no regulatory definitionin national law, is understood in various ways.Some speak
of the impact of an "ESG" event on the financial performance of an asset (e.g. a scandal concerning an issuer, a
natural disaster destroying means of production, etc.), while others may communicate concerning the negative
externalities (alignment of portfolios with a transition scenario). Lastly, other AMCs, in line with what the AFG
proposes in its professional guide on Article 173, includein "ESG risks" a risk of failure to comply with the
investment constraints of funds taking ESG criteria into consideration, which would be more like a compliance
risk.132

The AMF notes that the Disclosure Regulation proposes a definition of "sustainability risk" based onE, S and G
aspects and focused on the financial impact.133

More specifically regarding AMCs acting within a group (insurer subsidiary AMC, AMC in a group of several AMCs,
etc.), it was found on several occasions thatthe "Article 173" information produced was identical to or referred to
the information available on the group level, or relating to another entity (insurer, AMC), with out permitting a
clear distinction between the framework applicabletothe AMC (e.g. pooled ESG research)and aspects whichare
not applicabletoit.

5.2.24. Specific cases

Information provided by AMCs which state that they do not take ESG criteria into consideration

129 In 1° of Il of Article D. 533-16-1 of the Monetary and Financial Code: presentation of the general approach, content, means of information
of clients, list of funds including E, S and G criteria simultaneously and proportion of assets under management, the entity's ad herence to
initiatives, ESG riskmanagement policy where applicable.

130 Third indent of 1°of Il of Article D.533-16-1 of the Monetary and Financial Code: " [...] list of managed undertakings for collective investment
mentioned in1° of | which simultaneously consider social, environmental and governance quality criteria; proportion, as a percentage, of the
assets of those organisations in the total amount of assets managed by the asset management company;"

131 Fifth indent of 1° of Il of Article D. 533-16-1 of the Monetary and Financial Code: "when the entity implements a risk management policy,
general description of its internal procedures to identify the risks associated with social, environmental and governance quality criteriaand the
exposure of its business to those risks, and general description of those risks".

132 Question 4.9 of the Professional guide on Article 173: "[...] Accordingly, level-two checks may be performed by asset management companies
to verify that the investment constraints determined by the client in the mandate or defined in the prospectus are complied with."

133 Article 2(22) of the Disclosure Regulation : " 22) "sustainability risk": an event or situation inthe environmental, social or governance field
which, ifit occurs, could have a majornegative impact, real or potential, onthe value of the investment ;".
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Despite the recommendations published by the AFG professional guide,'3* numerous AMCs often merely mention
that there is no consideration of ESG criteria without explaining why, even though this is explicitly required by the
implementing decree.'3>

Of those which provide reasons, the AMF notes, in particular, certain small AMCs, specialised in private equity,
which point out that from their viewpoint ESG concerns are not yet a priority for this type of issuer in their life
cycle, or that they do not haveresources to devote to this. Others manage index funds and develop no engagement
policy.Finally, others cite the lack of appetite on the part of clients, or else the lack of mature methodologies for
consideration of these criteria.

AMCs which do not take ESG criteria into consideration butindicatesensitivity to the issue

For several AMCs, ambiguous expressions were noted, which mean that the reader cannot easily understand
whether or not ESG criteria aretaken into consideration,andin particular their bindingand significantnature. For
example, some AMCs provide, sometimes at length, a definition of what ESG is, or of the UN Principles for
Responsiblelnvestment (PRI), while others give details of "engagement" and "attention" paidto ESG issues, or else
the fact of "endeavouring" to take ESG criteria into consideration. The fact that, in practice, ESG criteria are not
taken into consideration formally, or elsethat the AMC focuses on the financial aspectofinvestments, is specified
only at the end of the communication.3® Such information therefore appears disproportionate to the system
actually established by the AMC.

Conversely, some AMCs start their communication by first stating clearly that they do not take ESG criteria into
consideration formally, and explaining the reasons for this, before then describingin detail possible initiatives,
qualitativeapproaches and other research aspects.

5.2.3. CONCLUSION - "ARTICLE 173" INFORMATION ON THE AMC LEVEL

The AMF notes progress in terms of publication by AMCs compared with its previous report, especially following
the reminders sent out.
Despite this progress, the AMF notes the persistence of major problems:

- Inmany cases,when there is no consideration of ESG criteria, the information provided does not explain
the reasons, which could be considered as contrary to the requirements of Article D. 533-16-1 1I-4° of
the Monetary and Financial Code;

- The model planforinformationrelating to the AMC (1° of Il)is seldom respected, and the practiceof the
table of correspondence suggested in the previous AMF report is seldom complied with; as a
consequence, it is difficult for the AMF to effectively assess the compliance of the information with the
regulatory requirements and this does not permit comparability of the AMCs' systems;

- Some AMCs withina group produce automated information which does not always reflect with sufficient
precision thesystem applicableto the AMC inits group;

- Some AMCs, despite the lack of formal consideration of ESG criteria, want to communicate concerning
their initiatives, approaches and research on the subject, without the information necessarily being
proportionate or expressed in a manner that enables the reader to understand clearly the lack of
systematic and formal consideration of ESG criteria.

Alargenumber of these observations remain relevant within the framework of the Disclosure Regulation (cf.5.1.2)
which requires, in particular, whenever the AMC fails to take into consideration the main negative impacts of
sustainability factors, "clear" information regardingthis lack of consideration (Article4 1 b).

134 Questions 4.1and 4.2.of the Professional guide on Article 173 which provide examples of reasons for the failure to take ESG criteriainto
consideration.

135 4° of Il of Article D. 533-16-1 of the Monetary and Financial Code: "Where applicable, [indicate the] reasons why the entity provides only
partially ordoes not provide some of the information mentioned in1° [...] of I1.”

136 For example, on a 9-page document representingits "Article 173" information, an AMC outlines its general philosophy, top -down and
bottom-up integration processes, and examples of criteria, before mentioning on page 5 that: "these criteria are taken into considerationby
the investment teams on a quadlitative basis, when they are judged relevant". The information therefore appears disproportionate.

-102 -


http://www.afg.asso.fr/wp-content/uploads/2016/10/GuidePro_LoiTE_Art_173_2016_10_24_.pdf
https://www.unpri.org/
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000035530991&cidTexte=LEGITEXT000006072026&dateTexte=20180103
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R2088&from=EN
http://www.afg.asso.fr/wp-content/uploads/2016/10/GuidePro_LoiTE_Art_173_2016_10_24_.pdf
https://www.legifrance.gouv.fr/affichCodeArticle.do?idArticle=LEGIARTI000035530991&cidTexte=LEGITEXT000006072026&dateTexte=20180103

‘ AUTORITE
| DES MARCHES FINANCIERS

AMXIF

Accordingly, in line with the good practices identified respectively by the previous AMF reports on sustainable
finance, the review of the application of Article 173, and the reminders of the regulations thatit gaveinits Review
of SPOT inspections on SRI management systems publishedinJuly 2019, the AMF presents below a review of the
regulatory reminders, positions, recommendations and good practices identified in relation to the "Article 173"
information produced on the AMC level. This review supersedes the material presented in the previous AMF
report.

Reminders of the regulations on the publication of information under "Article 173"

AMCs not taking ESG criteria into consideration

In accordance with the requirements of 4° of Il of Article D. 533-16-1 of the Monetary and Financial Code, AMCs
must explain the reasons why the AMC does not provide, or provides only partof the information mentioned in 1°
of Il of said article.

Position 4

Legibility of the information

(1) In order to ensureits clarityand comparability,andin accordancewith the provisions of Article L. 533-22-2-1
of the Monetary and Financial Code, AMCs must comply with the model plandescribedindetail in 1°of Il of Article
D. 533-16-1 of the Monetary and Financial Code, where applicablein accordance with a code produced by a
professionalassociation as provided for by the lastparagraph of 3°of IV of Article D. 533-16-1. Failingthat, a table
of correspondence of the information provided with this planis demanded.

Information on the list of UCIs simultaneously considering ESG criteria

(2) AMCs that manage funds simultaneously considering the E, S and G criteria, which are reserved funds (funds
coming under Article L. 214-26-1 of the Monetary and Financial Code) or professional funds which, moreover, are
the subject of no communication ontheir website, must either disclosethelistinaccordancewith the thirdindent
of 1° of Il of Article D. 533-16-1 of the Monetary and Financial Code, or explain the reasons for the lack of
publicationinaccordancewith 4° of |l of said article.

AMC part of a group

(3) The information required by 1° of |l of Article D. 533-16-1 of the Monetary and Financial Codeis specific to each
AMC. An AMC actingwithina group mustdescribethe ESG framework that is applicabletoitand cannotbe content
to reproduce the description of the group system or to refer to the informationissued by the latter.

Recommendation 6

Legibility of the information

(1) The AMF recommends publishinginformation relating to the AMC (1° of Il of Article D.533-16-1 of the Monetary
and Financial Code)in a singledocument, easilyaccessible on the AMC's website (for example, via links from the
pages dealing with sustainable development subjects) and written in French if the AMC is addressing refail
investorsin France.

Good practice 4

Legibility of the information
(1) Inserta lexicon or glossary listing the terms used and defining the main concepts addressed (ESG criteria chosen,
in particularmetrics relatingto climate change).

Description of the approach
(2) Describethe prospects for changes in the entity's strategy and points for improvement and efforts to be made
to improve the system.
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(3) In the information provided by the AMC clearly distinguish between approaches applied to all the funds and
approaches applied to certain funds only (SRI funds, thematic funds, etc.).

Poor practice 4:

Legibility of the information
(1) For some AMCs which highlight a "responsible" offer, the information available on the website is not easily
accessible or distinguishable from marketing information.

Risk management

(2) Inresponseto the fifthindentof 1° of | of Article D.533-16-1 of the Monetary and Financial Code which requires
a description of the system for management of the risks associated with environmental, social and governance
criteria,some AMCs describethe complianceriskrelated to funds presenting ESG characteristics. This information
seems inappropriate.

5.3. IMPLEMENTATION ON THE FUND LEVEL

The AMF performed identification of all the funds havingassets under management exceeding €500m inJune 2019
(500 funds). For all these funds, it performed identification of the "Article 173" information relating to the fund
available (i) in the fund's annual reportand (ii) on the AMC's website, asking for the information from the AMCs
managing the greatest number of funds concerned and verifying manually for the others. For a sample of about
one hundred of the largestfunds, a more thorough analysis was performed in order to better understand the
structure and content of the information in relation to the detailed plan proposed by 2° and 3° of Il of Article D.
533-16-1 of the Monetary and Financial Code.

5.3.1. SUPERVISION OF THE SCOPE OF OBLIGED FUNDS

1° of IV of Article D. 533-16-1 of the Monetary and Financial Code limits the obligation of production of specific
information at the fund level to funds having AUM exceeding €500m without specifying at what time this
requirement should be assessed. A fund may temporarily go above the €500mthreshold.

The AFG Guide proposes to the actors anannual spotcheck: "[...] reporting on “Investment ESG information” must
be performed whenever the individual net assets appearing in the inventory exceed €500m. The reporting date may
be the CIU closing date or any other date judged more appropriate for reporting ESG information (in particular, on
31 December or the closing date ofthe asset management company managing the CIU [...]".

Duringchecking on the presence of the "Article 173" information atthe fund level, the AMF questioned the leading
AMCs concerning their practices. The five answers received show that most AMCs obey the AFG's
recommendations and perform a spot check at the end of the fund's reporting period. Some AMCs establish
supervision in the preceding month or weeks to anticipate the workload due to the number of reports to be
produced. Others, finally, havechosen to systematically include this information for all their funds, whatever their
size.

For example, some funds may have exceeded or gone below the €500m threshold between the date determining
the need to establish "Article 173" information specific to the fund and the date chosen by the AMF to carryout
its study.

5.3.2. INVENTORY OF PUBLICATIONS
5.3.2.1. Publication in the annual report

The work on identification of "Article 173" information presented in theannual report of funds havingassets under
management exceeding €500m inJune 2019 provided the following overall results:
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o) d O d aple e e po

be % 0 be % of A %
Other 14 2.8% 2.8%
Of which funds where the information consists of a mere reference 11 2.2% 2.5%
to the information at the AMC level e =
Of which funds having a lifetime of less than one year 3 0.6% 0.3%
No access to the annual report - impossible to perform verification 13 2.6% 1.6%
Total number of funds 500 100% 100%

Source: AMF

For most funds the AMCs produced "ESG" informationinaccordancewith the regulatory requirements. For more
visibility, certain AMCs chose to produce a dedicated report for each fund, appended to the annual report. Some
AMCs do so systematically, and others only for funds which highlight ESG aspects (responsible investment or
thematic funds). Insome cases, however, no mention is made of this dedicated report in the annual report, which
detracts from the visibility of the information and does not allow full compliancewith the provisions of Article D.
533-16-1 of the Monetary and Financial Code which requires thattheinformation berecorded inthe annual report
Three funds having a lifetime of less than one year and not requiring the production of an annual report were

noted.
Regarding the absence of information, this may be due to the fact that the funds have not yet published their first

annual report. In two cases,the AMC, which also manages other funds for which the obligationis complied with,
said that the absence of information was due to an operating problem that it undertook to correct for the next
financial year. In the other cases, the AMCs apparently had a poor knowledge of the regulatory requirements.
Certain fund annual reports (13 reports representing 1.6% of the funds) were unableto be consulted.

5.3.2.2. Publication on the website

The work on identification of "Article 173" information provided on the website of the AMCs in relation to funds
havingassets under management exceeding €500m inJune 2019 provided the following overall results:

Information available on the website

Number % of number % of AUM (%)

L ——

Other 15 3.0% 1.6%
Of which open-ended UCITS or FIVG funds, in practice reserved 13 2.6% 1.4%
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0.4% 0.2%

‘ Of which ClUs open to marketing exclusively via a distributor

Pro and reserved funds without communication 144 28.8% 19.4%

Total number of funds

Source: AMF

The findings should be viewed cautiously with regard to the availability ofinformation on the website. For example,
certain AMCs that were askedto fill inananalysis file beforehand indicated that the information was available by
pointingto the "Article 173" information relating to the AMC and not to each fund. Sample checks were performed
inthis case.

As mentioned insection 5.1, the information relating to the funds must be published on the AMC's website, except
for the professional funds and FIVG general investment funds referred to in Article L. 214-26-1 which, moreover,
are the subjectof no communication on the AMC's website.137

Itis noted inpracticethat most AMCs placethe fund's annual report online on the fund's dedicated page on their
website, as well as the dedicated "Article 173" report of each fund where applicable, to comply with the
requirements concerningthe publication ofinformation on the website. Moreover, one AMC chose to produce a
single Article 173 report available on its website for several funds of the same category, in accordance with the
provisionsof Article D. 533-16-1 of the Monetary and Financial Code.

5.3.3. QUALITATIVE REVIEW OF FUNDS' "ARTICLE 173" INFORMATION

A more thorough analysis of the quality of the "Article 173" information of the funds was performed on about one
hundred of them.
This analysis shows that, although the plan provided for by 2° and 3° of Il of Article D. 533-16-1 of the Monetary
and Financial Codeis very detailed, the information provided is very often far poorer. For example, the annual
report of relatively few funds complies with the planstipulated by the decree:

- Nature of criteria considered;

- Information used for the analysisandimplementation of these criteria;

- Methodology andresults of the analysisimplemented on the criteria;

- Incorporation of the results of the analysis in theinvestment policy.

This failureto comply with the planinthedecree meant thatitwas not possibleto performa thorough comparative
study of the funds. However, the following general observations were ableto be made.

In practice, thosereports providing detailed information will, sometimes after briefly recapping the methodological
principles applied, provide quantitative information on ESG indicators of their portfolio, sometimes relative to
benchmarks. Some funds provide qualitative comments, and in particular they produce focus studies of the best
rated issuers,andissuers thatare the subject of controversyor are rated poorly, providinginformati on to justify
their presence inthe portfolio.

5.3.3.1. Links between the information at the fund level and the information at the AMC level
In cases where the fund has no specific feature compared with the general ESG framework of the AMC, certain
AMCs indicatethis clearly,and mention the major principles of this framework before referring to the information

availableatthe AMC level. This presentation procedure facilitates readingfor the investor.

In other cases, on the other hand, the links between the information availableatthe fund level and that available
at the AMC level is less clear. The followingsituations were identified:

137 3° of IV of Article D.533-16-1 of the Monetaryand Financial Code.
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- Intheir annual reports, certain AMCs merely make references to the AMC's website without any other
comment,138 which very adversely affects the legibility of the information.

- When the fund has a different approach from the general approach described at the AMC level, the
information available sometimes consists of a generic communication replicating the information
availableatthe AMC level. This situation may occurin particular:

o when the fund highlights a specific ESG characteristic (SRI, thematic, etc.);

o when the fund does not apply the AMC's framework (dedicated fund with its specific framework,
fund not considering ESGcriteria);

o when the system presented at the AMC level is not appropriate for it (e.g. inthe caseof an
employee savings scheme fund invested in securities of the employee's company for which the
broadintegration system described as applied to all thefunds is notrelevant).

Moreover, for AMCs usinga single"Article 173" information model deployed for all their funds, the AMF observes
aspects that are sometimes ambiguous:

- For example, inthe case of one AMC, the single model starts with a rather long pres entation of the AMC's
general process of consideration of ESG criteria (7 pages). For one of this AMC's funds which does not
take ESG criteria into consideration, itis onlyon the eighth page that the reader has information on this
absence of consideration, invalidating defacto the seven preceding pages of presentation.

- Another AMC, for funds not taking ESG criteria into consideration, promotes in its "Article 173"
information at the fund level the existence of other funds takingsuch criteria into consideration, as part
of a general presentation of the AMC's approach.

- Finally,one AMC, after presenting on one page its engagements andits history, says brieflythatthe fund
"does not claim to currently factor in E, S and G aspects formally", before disclosing a report presenting
the portfolio breakdown by ESG score,a comparison of the fund's average scoreand that of its index,and
carboninformation. The factthat the words indicating theabsence of formal consideration of ESG criteria
areinserted between two sets of ESG information diminishes theclarity of the information.

Thus, the "Article 173" information produced is not always appropriatefor the fund.

- Onthe one hand, when the fund adopts a specific ESG approachrelativeto the AMC's general ap proach
(e.g. particular exclusions, responsible investment or thematic fund), the level of information provided
does not correspond to the requirements of 2° of Il of Article D. 533-16-1 of the Monetary and Financial
Code.

- On the other hand, when the fund adopts an ESG approach which has lower requirements than the
general framework presented by the AMC, or is even non-existent, the information provided concerning
the approaches applied by the AMC elsewhere could potentiallylead the reader into error.

5.3.3.2. Consistency of information between funds

While, as seen above, the information produced by AMCs at the level of each fund is sometimes too standardised
and inappropriate for each fund, the AMF also noted cases in which the information from various funds of the
same AMC results in potentially inconsistent messages. For example, one AMC asserts in the "Article 173"
information of a fund which does not consider ESG criteria that here is not enough information to calculate a
carbon footprint, whereas for another SRI-labelled fund, this footprintis calculated and published in a monthly
factsheet. Now, inthe firstcasethe benchmark indexis the Euro Stoxx 50 whileinthe second casethe indexis the
MSCI Europe, consisting of 450 stocks includingvery extensively the stocks forming the Euro Stoxx 50.13% [t seems
hardlycrediblethatthere is notenough data to calculate the carbon footprint of a portfolio consisting of 50 stocks
on the one hand, but enough to calculatethe carbon footprint of a portfolio containing 450 stock, including very
extensively those 50 stocks, on the other hand.

138 For example, in the form of the following indication: "The information concerning criteria relating to compliance with social, environmental,
and governance quality (ESG) objectives is available on the website of the asset management company [link to the AMC's website]".

139 A comparison was made betweenthe twoindices one month apart (July 2019 for the MSCI Europe and August 2019 for the Euro Stoxx50).
This showed a single stock of the Euro Stoxx 50 index not includedin the MSCI Europe index.
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5.3.3.3. Lack of consideration of ESG criteria

For those funds which do not consider ESG criteria, the AMF identified only few fund annual reports presenting
explanations for this lack of information, which could be considered as contrary to the requirements of 4° of Il of
Article D. 533-16-1 of the Monetary and Financial Code. The AMCs contacted on this subject reported that they
would produce this information by the next deadlines.

5.3.34. Engagement strategy

Lastly, the AMF identified few cases in which information was provided concerning the fund's engagement
strategy, in accordancewith the provisions of Article D. 533-16-1 of the Monetary and Financial Code.*? However,
in order to comply with the requirements of said article, the fund's "Article 173" information should explain the
failuretoreport this information 14!

5.3.4. INFORMATION AVAILABLE IN THE PROSPECTUS

The AMF conducted a partial review of the prospectuses of funds coming within the scope of application of the
"Article 173" system. Inlight of the provisionsofthe second paragraph of Article L. 533-22-1 of the Monetary and
Financial Code, "Article 173" information documents should be mentioned in the prospectuses of all the funds
covered by the scope of application of the "Article 173" framework (whether they be above or below the €500m
threshold).

Based on the investigations performed, we noted, inlinewith regulatory requirements, generic indicationsinthe
prospectuses of funds of varyingsizes (above or below €500m), presenting ESG characteristics or not, r eferring to
the information available on the AMC's website and to the CIU's annual report: "information relating to the ESG
criteria taken into consideration by the asset management company is available on its website at the following
address: [link] orin the CIU's annualreport". On the other hand, one AMC chose to indicatethat this information
isavailable"simply on the written request of the fundholder".142

It was also noted for certain private equity funds that this informationis absent from the prospectuses. Regarding
this, it should be remembered that for employee savings scheme funds and private equity funds, the prospectus
may consist of the regulations or the statutes,*3 which must in that case comply with the obligations of Article
L. 533-22-1 of the Monetary and Financial Code.

Within the framework of the Disclosure Regulation (cf. 5.1.2), the AMF notes that information relating to the
consideration of ESG criteria for funds which stress this aspect will be included directly in the precontractual
documentation.

5.3.5. CONCLUSION - "ARTICLE 173" INFORMATION ON THE FUND LEVEL

The AMF notes that on the whole most of the funds having morethan€500min assets under management produce
dedicated information in relation to the "Article 173" requirements. Regarding the content, itis noted that the
information produced very seldom exploits all the possibilities offered by Article 173. Moreover, there are still
problems. For example, when there is no consideration of ESG criteria, it is noted that in many cases the
information provided does not explain the reasons for this, which could be considered as contrary to the
requirements of Article D. 533-16-1 II-4° of the Monetary and Financial Code. Furthermore, the model plan

140 p, 533-16-1 1I-2°d iiof the Monetary and Financial Code: "ii. Implementation of a strategy of engagement with issuers:

— presentation of engagement policies applied with issuers;

— presentation of the voting policy;

—review of the implementation of these policies."

141 In accordance withthe provisions of Article D. 533-16-1 11-4° d ii of the Monetary and Financial Code: "Where applicable, reasons why the
entity provides only partially ordoes not provide some of the information mentioned in1°to 3°of II."

142 Excerpt from the prospectus of a CIU: "The Fund’s full prospectus, the latest annual report, information on ESG criteria and the latest interim
statement will be sent within one week simply on a written request by the fundholder."

143 Cf, Article 25 Il of AMF Instruction 2011-21 relating to employee savings scheme funds and Article 5-2 of AMF Instruction 2011-2 2 relating
to private equity funds.
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stipulated by this articlefor information relating to the fund (2° of I1) is seldomrespected, whilethe practice of the
table of correspondence mentioned in the previous AMF report is seldom complied with. Given this situation, itis
not possibleto effectively assess theinformation's compliance with the regulatory requirements and this adversely
affects the comparability of systems from one fund to another.

Also, some AMCs produce for their funds industrialised information which does not always reflect with sufficient
precision thesystem applicableto the fund.

Lastly, the indications inserted in the prospectuses with regard to the requirements of the second paragraph of
Article L. 533-22-1 of the Monetary and Financial Code are not always clarified sufficiently, and this obligation is
not always complied with.

Many of these factors remain relevant within the framework of the Disclosure Regulation (cf. 5.1.2) where the
information links between AMC and fund still exist. Inaddition, itisrequested that, where there is no consideration
by AMCs of sustainability risks for their funds, the precontractual information should contain"clear and concise"
information concerning this lack of consideration (Article 6 1), and reasoned explanations if there is no
consideration by the AMC of the main negative impacts of sustainability factors (Article 7 2).

Hence, followingonin particular fromthe reminders of the regulations giveninits review of SPOT inspections on
SRI management systems publishedinJuly2019,the AMF wants to present a review of the regulatory reminders,
positions, recommendations,andidentified good and poor practices applicableto funds.

Recap of the regulations

Funds not taking ESG criteria into consideration

(1) Inaccordancewith the requirements of 4° of Il of Article D. 533-16-1 of the Monetary and Financial Code, funds'
annual reports must explain the reasons why the information mentioned in 2° of Il of said articleis not provided
or is provided only partially.

Informationin funds'prospectuses

(2) In accordance with the requirements of the second paragraph of Article L. 533-22-1 of the Monetary and
Financial Code, "Article 173" information documents should be mentioned in the prospectuses of all the funds
covered by the scope of application ofthe "Article 173" framework. It should be remembered that this provision
applies for all the funds concerned by Article 173, whatever the size of their AUM, including funds whose
prospectus consists of regulations or statutes (employee savings schemefunds, privateequity funds).

Position 14

Legibility of the information

(1) The "Article 173" information relating to the fund must contain appropriateinformation on the consideration
of ESG criteria by the fund, within the framework of the model plandetailedin 2° of Il of Article D. 533-16-1 of the
Monetary and Financial Code. In this regard:

- When the AMC applies toa fund a specific ESG framework by comparison with that whichit describes atits own
level, itis not possible to proceed by reference to or replication of the "Article 173" information relating to the
AMC without providing additional information.

- Inorder to ensureinformation thatis clear,accurateand not misleading, when the fund does not take ESG criteria
into consideration, or takes them into consideration less than under the AMC's general framework, the "Article
173" information relating to the fund must mention this clearly, limitreferences to the AMC's general framework
inthe partapplicableto the fund, and contextualisethe presentation of anyadditional ESGinformation (e.g. when
presenting a score allocation or carbon information by comparison with an index, warn that said comparison is
associated with no objective, and specify the reason for said presentation).

(2) 3° of IVof Article D. 533-16-1 of the Monetary and Financial Coderequires that"Article 173" information atthe
fund level be presented inthe fund's annual report. As a consequence, when the fund's "Article 173" information
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is the subjectof a dedicated report, the annual report must explicitly mention that dedicated reportso as to allow
the reader to easilyreferto it. The dedicated report may alsobeappended to the fund's annual report.

(3) The "Article 173" information relating to the fund mustcontaininformation on the engagement strategy applied
to the fund inaccordance with the provisionsof Article D. 533-16-111-2°d ii of the Monetary and Financial Code. If
the fund's strategy is similar to that of the AMC, this information mustbe presented clearly.

(4) In order to ensureits clarityand comparability,andin accordancewith the provisions of Article L. 533-22-2-1
of the Monetary and Financial Code, the informationrelatingto funds must comply with the model plandetailed
in 2° of Il of ArticleD. 533-16-1 of the Monetary and Financial Code, where applicableinaccordancewitha code
produced by a professional association as provided for by the last paragraph of 3° of IV of Article D. 533-16-1.
Failingthat,a table of correspondence of the information provided with this planis demanded.

Informationin funds'prospectuses

(5) The provision of "ESG information" simply on a written request is not considered as complying with the
requirement of mentioning "Article 173" information documents as provided forin thesecond paragraph of Article
L. 533-22-1 of the Monetary and Financial Code.

Good practice 5

Legibility of the information

(1) Inserta lexicon or glossary listing the terms used and defining the main concepts addressed (ESG criteria chosen,
in particularmetrics relatingto climate change).

(2) In order to comply with the obligations of publication of the fund's "Article 173" information on the AMC's
website, publishthefund's annual reporton the AMC's website.

(3) Incases where the fund has no specific feature compared with the general ESG framework of the AMC, certain
AMCs indicate this in the annual report and indicate the major principles of this system before referring to the
information availableatthe AMC level, makingit easier for the investor to read.

Poor practice 5:

Legibility of the information
(1) In the funds' annual reports, certain AMCs merely make references to the AMC's website without any other
comment, which very adversely affects the legibility of the information.

Consistency of the information

(2) One AMC asserted in the "Article 173" information of a fund not taking ESG criteria into consideration that it
was not possible to calculate the fund's carbon footprint, for want of available data. The same AMC publishes
elsewhere the carbon footprint of another fund, labelled, whichinvestsina far broader universe than that of the
firstfund. The information providedis not consistentoverall.

5.4. OVERALL CONSISTENCY OF THE INFORMATION

The transparency of the AMCs and funds regarding non-financial aspects will soon be governed by a dual regulatory
framework, consisting of, on the one hand, the Disclosure Regulation together with its level-2 normative
components, and, on the other hand, a specific national framework which supplements it. For funds marketing
themselves as "SRI" or "responsible", a third requirement may possibly be added to these two frameworks, that of
producing a standardised Transparency Code prepared for members of the AFG. This document is currently
presented intwo parts, one relatingto the AMC and the other relatingto the funds covered by the document.

In line with the recommendation expressed in section 5.2.3 regarding the publication of information relating to

the AMC in a single document, in order to limit the number of documents and ensure clarity of information, the
AMF invites the professional associations to work again, once the regulatory context has stabilised, on new
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harmonised models of presentation of information which will takeinto consideration all theapplicable regulatory
requirements regarding ESG.

5.5. CONCLUSION

The work carried out by the AMF for preparingand complementing the application review of Article 173 concerned,
on the one hand, the "Article 173" information produced at the AMC level and, on the other hand, the "Article
173" information produced at the level of each fund having AUM exceeding €500m. It took placein a changing
context due to the introduction of the Disclosure Regulation onthe European level. However, as showninsection
5.1.2, the "Article 173" and "Disclosure" systems show similarities in their principles. The observations made
(information expressed both at the level of the AMC and of each CIU, "explain" principle), therefore remain
relevant.

Hence, followingthe work performed, progress in terms of publication was noted atthe AMC level by comparison
with the previous AMF report, especially following the reminders sent out to the AMCs which, after instructive
discussions, allowed the establishment of "Article 173" information. Thus, in August 2019, only two AMCs were
identified by the AMF as having still not published "Article 173" information. Moreover, this first inventory
operation carried out at the fund level was able to show that on the whole the funds complied with the
requirements of publicationinthe fund's annual report (19 funds, i.e. 4% of the number and 3% of AUM, did not
produce the required regulatory information in their annual reports). Publication on the website is globally
complied with (15 funds, i.e. 3% of the number and 2% of AUM did not produce the required regulatory
information).

Despite this progress, the AMF notes residual major problems. For example, forinformation atboth the AMC level
and the fund level, when there is no consideration of ESG criteria itis noted that in many cases the information
provided does not explain the reasons for this, which could be considered as contrary to the requirements of
Article D. 533-16-1 1I-4° of the Monetary and Financial Code. The AMF therefore gives a reminder of the
regulations on this point. Furthermore, the model plans stipulated by this article for information relating to the
AMC (1°of Il) and for information relating to the fund (2° of 1) respectively areseldom respected, while the practice
of the table of correspondence mentioned in the previous AMF report is seldom complied with. Given this
situation, the AMF cannot effectively assess the information's compliancewith the regulatory requirements, and
this adversely affects the comparability of frameworks between AMCs on the one hand and between funds on
the other hand. The AMF therefore recalls the need to respect the model plans provided for by the decree, or
failingthatestablish a table of correspondence.

Moreover, probably driven by the need to be operationally efficient, certain AMCs produce industrialised
information which does not always reflect with sufficient precision the framework applicable, either to the AMC in
the group to whichitbelongs, or to the fund inthe AMC's general framework. The AMF therefore gives a reminder
of the need to produce information relevant to the scope considered. In particular:

- An AMC actingwithina group must describethe ESG framework whichis applicabletoit.

- The informationrelatingto a fund must describefaithfully and clearly the framework which is applicable
to it: in particular, the information must describe any additional frameworks applicableto a fund by
comparison with the general approach of its AMC, while conversely the information relatingto the fund
should not be weighed down by information relatingto the AMC which is notapplicable.

Moreover, despite a lack of formal consideration of ESG criteria, some AMCs want to communicate concerning
their initiatives, approaches and thinking on the subject. In such cases the communication shall remain
proportionate, to ensure that the information remains clear, accurate and not misleading. In any case, the
information must be subordinated to clear,accurateand non-misleadinginformation relating to the fact that ESG
criteria arenot taken into consideration by the AMC, and the reasons explainingthis choice.
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