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1. CONTEXT

As announced in its supervisory priorities for 20231, the Autorité des Marchés Financiers (AMF) has conducted a
SPOT (Supervision of Operational and Thematic Practices) inspection campaign on the system for integrating
sustainability risks?and for making the related disclosures under regulation No. 2019/2088, the so-called ‘SFDR’>
implemented by portfolio asset management companies (AMCs).

This campaign forms part of an ESMA ‘common supervisory action’ (CSA) which straddles the 2023 and 2024
financial years, and which was implemented in coordination with the Asset Management Department (Direction
de la Gestion d’Actifs) works based upon questionnaires. This complements (i) the SPOT inspection campaign on
compliance with contractual non-financial commitments, finalised in 2023, and (ii) the SPOT inspection on SRI
(socially responsible investment) management systems, finalised in 2019.

After three years of implementation of the SFDR Regulation, and considering AMCs’ human and technical
resources investments , a consensus has been emerging among the AMCs part of the audit panel (the ‘Panel’)
regarding (i) the lack of clear guidelines and objectives, and (ii) the use of very generic concepts® ,sometimes
difficult for market participants to understand, which are open to interpretation. As a result, practices vary widely.
Indeed, funds making disclosures under Articles 8 or 9 of the SFDR Regulation, known as ‘Article 8 funds’ or ‘Article
9 funds’, may bring together various realities.

In the course of the discussions held during the SPOT inspections, the Panel also shared the following general
comments, already being considered by the AMF:
- theintent, shared by AMCs implementing ESG/SRI management, to better highlight non-financial performance
supported by non-financial data, alongside information reflecting financial performance;
- the complexity of the information produced for investors due to the use of technical terms and a lack of
popularisation, making it difficult to access, particularly for retail investors®
- the need to direct investment towards real economy financing (production, distribution and consumption
of goods and services in the private and public spheres) and its transition.

On 5 December 2022, the European Commission launched an extensive review of the SFDR Regulation® As part of
this review, the European Commission conducted a public consultation from 14 September to 22 December 2023
to (i) assess the application of the SFDR Regulation (relevance and clarity of its provisions, interactions with other
European texts) and (ii) gather the views of stakeholders on possible changes to the Regulation” in particular on
the introduction of product categories backed by minimum criteria. In a position paper dated 20 February 2024,
the AMF published the key principles it believes should guide the review and update of the SFDR®

https://www.amf-france.org/en/news-publications/publications/annual-reports-and-institutional-publications/supervisory-priorities-
autorite-des-marches-financiers-2023

A sustainability risk is defined in Article 2 (22) of the SFDR Regulation as being an environmental, social or governance event or condition
that, if it occurs, could cause an actual or a potential material negative impact on the value of the investment.

‘Sustainable Finance Disclosure Regulation’ - this regulation, which came into force in March 2021, aims to strengthen sustainability-related
disclosures in the financial services sector with regard to ESG issues in the European Union.

Example: the ‘principal adverse impacts’ that recital 20 of the SFDR Regulation describes as “those impacts of investment decisions and
advice that result in negative effects on sustainability factors”.

In this respect, reference should be made to the study on the readability and comprehension of the non-financial information attached to
responsible investments (so-called ‘Article 8 and ‘Article 9’ products within the meaning of the SFDR Regulation) commissioned by the
AMF and published in July 2023.
https://www.amf-france.org/en/news-publications/publications/reports-research-and-analysis/readability-and-comprehension-non-
financial-information-provided-responsible-investments-july-2023

Opening remarks by Financial Services Commissioner Mairead McGuiness at the European Parliament on 5 December 2022.

Targeted consultation on the implementation of the Sustainable Finance Disclosure Regulation (SFDR).
https://finance.ec.europa.eu/system/files/2023-09/2023-sfdr-implementation-targeted-consultation-document_en.pdf
https://www.amf-france.org/en/news-publications/news/amf-publishes-position-paper-key-principles-it-believes-should-guide-sfdr-
review
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This document does not represent an opinion or recommendation. The practices identified as ‘good’ or ‘poor’
highlight the practices observed during the inspections and analyses carried out, which are likely to encourage
or discourage compliance with the SFDR Regulation. The regulatory reminders provided in the boxes in
section 3 correspond to regulatory breaches identified during the inspections of the institutions on the
panel. The latter will receive a follow-up letter (‘lettre de suite’) recommending the implementation of
remediation plans in respect of the said regulatory breaches.

2. SCOPE

2.1 PRESENTATION OF THE SAMPLE OF AMC INSPECTED

The panel of AMCs inspected is set out in the table below.

Assets under

management

AM 1
> €5bn
of which (i) 93%
under collective
investment
management and (ii)
7% under
discretionary
management (GSM)

AM 2

> €100bn of which (i)
48% under collective
investment
management and (ii)
52% under GSM

AM 3

> €10 billion of
which (i) 99.3%
under collective
investment
management and (ii)
0.7% under GSM

AM 4

< €5bn of which (i)
87% under collective
investment
management and (ii)
13% under GSM

AM 5

> €20bn of which (i)
93% under collective
investment
management and (ii)
7% under GSM

> 150 funds
Number and | <50 funds managed d (55.7% > 50 funds managed > 50 funds managed > 50 funds managed
manage .
type of funds (100% with ESG/SRI 'tthSG/SRI 0 (50% with ESG/SRI (49.5% with ESG/SRI (100% with ESG/SRI
wi
managed management) management) management) management)
management)

Organisation
and staffing

Between 50 and 100
full-time employees,
including 12 financial
managers, and 2
work-study
placement students.

Between 250 and
300 employees,
including 46 financial
managers (excluding
directors)

Between 50 and 100
full-time employees,
including 20

managers

Between 50 and 100
full-time employees,
including 19 financial

managers

Between 150 and
200 employees,
including 52

managers

Clients

Professional and
retail (exclusively
retail in the case of
collective
investment
management)

Professional and
retail

Professional and
retail

Professional and
retail

Professional and
retail

The ESG/SRI funds of the five AMCs on the panel inspected invest primarily in listed assets.

2.2 TOPICS AND METHODOLOGY APPLIED

The work encompassed:

- the organisation and resources used for ESG management;
- theinclusion of sustainability risks and factors in the investment process;
- the transparency of information at the AM (entity) level;
- the transparency of information at the fund level;

- theinternal control framework.

The inspection took place from 1 January 2021 to 31 December 2023.




2.3 APPLICABLE REGULATIONS

The analyses carried out were based on the following texts:

- the Monetary and Financial Code (‘CMF’);

- the AMF General Regulation (‘AMF GR’);

- Delegated Regulation (EU) No. 231/2013 of 19 December 2012 (‘AIFM DR’);

- Regulation (EU) No. 2019/2088 of 27 November 2019 (‘SFDR Regulation’)

- Delegated Regulation (EU) No. 2022/1288 of 6 April 2022 (‘SFDR DR’);

- Regulation (EU) No. 2020/852 of 18 June 2020 (‘Taxonomy Regulation’);

- Delegated Regulation (EU) No. 2017/565 of 25 April 2016 (‘MiFID Il DR’);
The box below lists the main sources of law on which AMF has based its work. The boxes in section 3 quote the
applicable texts to AIF management and state in parentheses the references to the applicable texts to UCITS or
mandate management.

Organisation and resources deployed:

- Article 321-23 (UCITS) of the AMF GR;

- Articles 318-1 of the AMF GR, and 22 and 57 (1) of the AIFM DR;

- Article 21 (1) of the MIFID Il DR (discretionary management - ‘GSM’).

Policies and procedures:
- Articles 321-30 and 321-101 (8), (9) of the AMF GR (UCITS), and 18 (3), (4), (5), (6) and 61 (1) of the AIFM DR
and 22 (1) of the MIFID Il DR.

On (i) acting honestly, fairly and professionally and (ii) providing information that is clear, accurate and not

misleading:
- Articles L. 533-22-2-1 of the CMF, and 321-100 (UCITS) and 319-3 (1) (AIF) of the AMF GR.

Inclusion of sustainability risks and factors, and the principal adverse impacts on sustainability factors in the

investment policy such that the latter is applied in a manner consistent with the objectives of the funds, and in the

interests of unitholders and the integrity of the market:
- Articles 321-101 (6), (7) and (8) of the AMF GR (UCITS), and 18 (1), (2) and (3) of the AIFM DR on due diligence
for the appropriate selection and monitoring of investments.

Consideration and prevention of sustainability risks

- Articles 321-76 and 321-77 of the AMF GR (UCITS), and Articles 318-38 and 318-39 of the AMF GR, Articles
39, 42 and 43 of the AIFM DR (AIF), and Article 23 (2) of the MIFID Il DR (GSM) on the inclusion of an
independent risk management role;

- Articles 321-78 and 321-79 of the AMF GR (UCITS), Article 40 of the AIFM DR (AIF), and Article 23 (1a) of the
MIFID Il DR (GSM) on the establishment and operational maintenance of an appropriate and documented risk

management policy that makes it possible to determine the risks to which collective investments are or could
be exposed;

- Article 321-80 of the AMF GR (UCITS), Article 41 of the AIFM DR (AIF) and Article 23 (1c) of the MiFID Il DR
(GSM) on the evaluation and regular audit of risk management policies and procedures;

- Articles 321-35 (d) and 321-81 (1), (Il) of the AMF GR (UCITS), and Articles 318-40 and 318-41 of the AMF GR,
and 44 and 45 of the AIFM DR (AIF) on the limits and measures of the risks to which collective investments are
exposed or likely to be exposed;




- Article L. 533-10 1 (3) and 11 (3) of the CMF, Articles 321-46 to 321-52 of the AMF GR (UCITS), Articles 30 to 36
of the AIFM DR, Articles 318-13, 319-3 (4) of the AMF GR (AIF), Articles 33 to 35 of the MiFID Il DR (GSM) and
AMF Position-Recommendation No. 2012-19 (3.2.9.2) on the system for managing conflicts of interest.

Directors' liability

- Articles 321-35 (f) (h) and 321-36 of the AMF GR (UCITS), Article 60 (2) (g) (i), (4) of the AIFM DR, and Articles
23 (2b) and 25 of the MIFID Il DR (GSM) on governance and reporting to executive management on risk
management.

Transparency of information at the AM (entity) level:
- Articles L. 533-22-11 and Il of the CMF and D. 533-16-1 du CMF (i) on consideration in the sustainability-related
risk policy of the risks associated with climate change and the risks related to biodiversity, and (ii) on the ‘Article

29’ report of the Energy and Climate law;
- Articles 3, 4, 5 and 12 of the SFDR Regulation;
- Articles 4,5,6,7,8,9,10 and 12 of the SFDR DR.

Transparency of information at the fund level:

- Articles 6,7, 8,9, 10 and 11 of the SFDR Regulation;

- Articles 14, 15, 16, 17, 18 et seq., 23 et seq., 50 et seq. and 58 et seq. of the SFDR DR;
- Articles 5, 6 and 7 of the Taxonomy Regulation;

- AMF Position-Recommendation DOC-2020-03 on the information to be provided by collective investment
schemes incorporating non-financial approaches.

Compliance and internal control systems:

- Articles 321-23 (IV) 321-27 and 321-31 of the AMF GR (UCITS), Articles 57 (1c), 57 (6) and 61 (2a) of the AIFM
DR (AIF), and Articles 21 (1c), 21 (5) and 22 (2) of the MIFID Il DR (GSM) on the introduction of an effective
compliance role that is exercised independently;

- Article 321-83 of the AMF GR (UCITS), Article 62 of the AIFM DR (AIF) and Article 24 of the MiFID Il DR (GSM)
on periodic control;

- Articles 60 (4), (6), 61 (3b) and 62 (2d) of the AIFM DR, Articles 321-36 and 321-83 (4) of the AMF GR (UCITS),
and Articles 22 (2c), 24 (c) and 25 (2) of the MiFID DR Il (GSM) on reports to the management and supervisory
bodies relating to compliance and internal audit.

Terms Meaning

‘best-in universe’

An approach that evaluates issuers’ ESG characteristics and retains the best-rated issuers from an
ESG point of view, irrespective of their sector of activity (an approach that is subject to sectoral
biases, since sectors considered to be virtuous as a whole would be favoured).

‘best-in-class’

An approach that assesses issuers’® ESG characteristics and retains those with the best ESG ratings
as compared to the practices of their peers in the same sector of activity (an approach that does
not favour or exclude one sector over another).

‘breach’ (a fund’s proven
non-compliance with a
commitment)

Non-compliance with a contractual non-financial commitment, which can be of two types. Active
‘breaches’ are the result of a voluntary decision on the part of the AM, such as voluntarily investing
in an issuer that is on an exclusion list. Passive ‘breaches’ are linked to developments external to

9

Throughout this document, the term ‘issuer’ refers to an undertaking issuing securities (on the financial markets) in which the funds

managed by the AMCs may invest.




the AM, for example the downgrading of an issuer's ESG rating by a supplier (following a
controversy), below the minimum rating required for inclusion in the investment portfolio.

Carbon intensity

Carbon intensity is the ratio of a firm's CO2 emissions to its production.

An ESG-related incident involving an issuer from a fund's investment universe that is likely to

Controversy mean that the latter is in contradiction with its ESG commitments (and, if the controversy is not
resolved, lead to its exclusion from the universe in question).
CSR Corporate social responsibility.

’

‘Do No Significant Harm
(‘DNSH’) from the SFDR

A principle aimed at ensuring that the investment does not cause significant prejudice to any
environmental or social objective under Article 2 (17) SFDR.

The SFDR DR specifies that financial market participants must, when explaining how investments
do no significant harm to any of the sustainable investment objectives, explain (i) how the PAI
indicators (see below in the glossary) are taken into account and (ii) whether the sustainable
investment complies with the OECD Guidelines for Multinational Enterprises and the UN Guiding
Principles on Business and Human Rights, including the principles and rights set out in the eight
fundamental conventions cited in the International Labour Organization's Declaration on
Fundamental Principles and Rights at Work and the International Bill of Human Rights*®

ESG

Environmental/Social/Governance.

Forcing

Operation aimed at manually modifying, upwards or downwards, the ESG rating of an issuer that
has been calculated automatically by the rating algorithm. It can be carried out on the basis of
potentially subjective criteria. It is not specific to ESG management and can be used as part of the
process of valuing assets and ‘scoring’ bond issuers.

Green share

Concept defined and used by AM 2 in the panel inspected: “share of turnover from underlying
assets that contributes to the transition”.

Greenwashing

The practice whereby sustainability statements, actions or communications do not clearly and
fairly reflect the underlying sustainability profile of an entity, financial product or financial service.
This practice may mislead consumers, investors or other market participants®

Investment universe

Grouping of assets based on common sectoral, geographical or capitalisation characteristics. An
investment universe is associated with each investment fund and represents the assets in which
the fund may invest.

Net Environmental
Contribution

A simple tool for measuring the degree to which firms and portfolios are aligned with the
environmental transition, on a single scale from -100% to +100%.

Non-financial
commitment/non-financial
constraints

Contractual commitment on ESG aspects made by an investment fund in its legal documentation
(prospectus or KIID/KID). These commitments must be respected at all times and be subject to
appropriate monitoring and controls by AMCs.

Principal adverse impacts (as defined in recital 20 of the SFDR): key indicators used to measure
the most significant adverse impacts of investments on the environment, society and governance

PAls (e.g. greenhouse gas emissions, water consumption, waste management, human rights, diversity
and inclusion, executive remuneration, corruption, etc.).
European Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27
SFDR November 2019 or ‘Sustainable Finance Disclosure Regulation’: refer to section 4. This is the

regulation on sustainability-related disclosures in the financial services sector.

So-called ‘Article 6’ funds
(A6)

Disclosure regime specified in Article 6 of the SFDR Regulation. Although this regime relates to
funds’ consideration of sustainability risks, this name is commonly used by market participants to
describe funds that do not fall under the regimes set out in Articles 9 and 8 of the SFDR Regulation.

For the consideration of DNSH, indicators are defined in Appendix | of the SFDR RTS: mandatory indicators (Table 1), additional climate

indicators (Table 2) and additional social indicators (Table 3).

European Securities and Markets Authority, Progress report on greenwashing, 31 May 2023, p.13, paragraph 13 (link). See also paragraph

14 (pgs 11-13) on the fundamental characteristics of greenwashing.



https://www.esma.europa.eu/sites/default/files/2023-06/ESMA30-1668416927-2498_Progress_Report_ESMA_response_to_COM_RfI_on_greenwashing_risks.pdf

So-called ‘Article 8’ funds
(A8)

Disclosure regime specified in Article 8 of the SFDR Regulation, which applies to funds that
promote environmental and/or social characteristics.

So-called ‘Article 9’ funds
(A9)

Disclosure regime specified in Article 9 of the SFDR Regulation, which applies to funds whose
objective is sustainable investment.

SRI

Socially responsible investment: an approach aimed at applying sustainability principles to
investment (investment that takes ESG aspects into account)!?

Supervisory Briefing

Document published by ESMA to assist the national supervisors in each European country in the
implementation and supervision of specific topics.

Sustainability factors

Environmental, social and personal issues, respect for human rights, and anti-corruption and
bribery!3

Sustainability risk

An environmental, social or governance event or situation that,
could have a significant adverse impact, actual or potential, on the value of the investment*

Sustainable Development
Goals

The United Nations has identified 17 Sustainable Development Goals®>

They address a range of global challenges, including poverty, inequality, climate change,
environmental degradation, prosperity, peace and justice. The goals are interconnected and are
expected to be achieved by 2030.

Sustainable/Sustainability

Relating to environmental, social or governance aspects.

Taxonomy

European Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June
2020: see section 4.

Transparency code

Document specifying, for each fund or group of funds in the ESG range, general data about the
AM and the targeted fund(s), the associated management process, the ESG controls in place, and
the ESG impact and reporting measures carried out.

3. SUMMARY OF KEY FINDINGS

In terms of organisation and human resources for sustainable investment, the five AMCs of the Panel have a team
dedicated to ESG/SRI research and analysis. The staff in these teams have a general background (financial
education), complemented by ESG/SRI expertise. However, the AM 5 introduces a mix of engineering profiles,
which offers a more technical and diversified range of analyses, which is good practice.

Ongoing training for all employees includes (i) external training courses/certification (AMF sustainable finance
certification, Chartered Financial Analyst (CFA) ESG) and (ii) an internal ongoing training programme.

With regard to technical resources, the AMF notes that the majority of companies follow good practice: Four AMCs
have developed an in-house tool, an integrated database that summarises their ESG/SRI process (including, in
particular, financial and non-financial data on issuers). In order to feed these tools, the AMCs use various data
providers depending on the type of requested information. The main providers identified in the analysis of the 5
AMCs are American. New non-US providers are emerging, complemented by open source access to World Bank
data. Finally, the costs associated with these data providers have been rising since the 2021 financial year.

In terms of taking sustainability factors and risks into account in the process of selecting and monitoring
investments, all the AMCs of the Panel apply a method for analysing and evaluating issuers’ ESG/SRI based on their
own rating system. This combines both quantitative and qualitative methods.

This rating system is fed by non-financial data obtained from providers. These are reworked by the majority of the
AMCs (4/5) in order to obtain an analysis of issuers that is as objective and relevant as possible. The ratings thus

12 Definition taken from the SRI Label official website (in French only).
13 Article 2 (24) of the SFDR Regulation.

14 Article 2 (22) of the SFDR Regulation.

https://sdgs.un.org/goals.



https://www.lelabelisr.fr/quest-ce-que-lisr/
https://sdgs.un.org/fr/goals#implementation

obtained are updated monthly (AMCs 1, 3 and 4) and quarterly (AM 2) or, if no particular event affects the
undertaking (e.g. a controversy), it will be analysed again at intervals of between 12 and 24 months (AM 5).

The pre-trade controls implemented by AMCs 1, 3 and 5 automatically prevent these AMCs from investing in the
securities of issuers identified as subject to controversy or with a poor rating (‘forcing’). AM 2 can force its internal
tool under certain conditions in order to correct inconsistencies or data that is deemed to be too old.

An analysis of a sample of securities held by the funds managed by the portfolio asset management companies on
the panel highlights (i) that the pre-investment ESG/SRI analysis cannot be traced for some of the securities of AM
5, (ii) the absence of investment committee minutes (or other formalities) to ensure that the investment decision
is justified and traceable for AMCs 2, 3 and 4, and (iii) that the financial analysis of portfolio construction and
management cannot be traced for the securities of AM 4. On the other hand, the assets of the Article 9 funds of
the AMCs part of the panel were composed only by investments considered sustainable by the AMCs (in
accordance with their definition of sustainable investment), with the exception of cash and hedging derivatives.
None of the AMCs of the Panel has duly documented (on a durable medium) the definition of the concept it has
adopted with regard to the risk of greenwashing. However, this risk, which could lead to conflicts of interest, has
not been observed at any of the 5 AMCs of the Panel.

Finally, all the AMCs of the Panel have set up an investment control and monitoring framework that enables them
to (i) check the rating and controversy linked to each issuer, (ii) check ongoing compliance with investment universe
coherence, (iii) update and monitor on a regular basis the exclusion policies, and (iv) identify, configure and monitor
the funds’ limits and constraints (regulatory ratios (including those linked to ESG/SRI management) and all the
funds’ specific/contractual ratios). The AMCs have also introduced escalation procedures to deal with cases where
non-financial ratios (either assets or liabilities) are exceeded. Concerning the management of specific cases of (i) a
rating downgrade and (ii) a controversy in relation to the investments, it differs from one AM to another
(immediate sale of the security from the managed portfolio, support for the issuer, etc.).

In terms of information on how sustainability factors and risks are taken into account, and first of all information
at the entity level, most the AMCs (4/5) publish their ESG/SRI methodology on their website. In addition, all the
AMCs of the Panel make a “statement on the principal adverse impacts of investment decisions on sustainability
factors”, through (i) a dedicated document published on their website or (ii) their report under Article 29 of the
“loi sur la transition énergétique pour la croissance verte ». However, none of these communications fully complies
with the regulatory requirements. Missing information are due to (i) a lack of available relevant data and/or (ii)
lacking historical data. Finally, even if all the AMCs of the Panel have a remuneration policy (available on their
website), the various versions analysed contain only terse information on how this policy suits to the sustainability
risks’ integration (absence of objective elements to be taken into account in determining the variable remuneration
of the AMCs’ employees).

Secondly, fund-level information must be provided (i) pre-investment through the prospectus/fund rules and (ii)
post-investment through annual reports.

After analysing a sample of 25 funds (five funds per AM), the inspection mission found that most of the required
information had been taken into account. However, at least one deficiency was observed for each of the headings
analysed, which may once again be explained by a lack of relevant available data and/or sufficient historical data.

In terms of the control framework, AMCs 1, 4 and 5 have a policy/procedure dedicated to the organisation of the
compliance and internal control framework. However, these procedures do not detail either the form or the
expectations of the 2" level controls to be implemented (particularly with regard to consideration of sustainability
factors). In addition, the compliance and internal control plans of all the AMCs of the Panel include a check on
compliance with the constraints inherent to taking sustainability factors into account. Finally, since January 2021,
the majority of the AMCs (4/5) have undergone a periodic ESG/SRI audit.



4. FINDINGS AND ANALYSIS

4.1. SUSTAINABLE INVESTMENT ORGANISATION AND RESOURCES

4.1.1. Human resources

The five AMCs of the Panel each have a team dedicated to ESG/SRI research and analysis. AM 3 integrates this team into
the investment team, whereas the teams are independent of one another at AMCs 1, 2, 4 and 5 (even though their work
is complementary). The number of staff on these teams varies between three and 22 (to be compared with the size of

the AM, their assets under management, their commitments to sustainable finance, etc).

The team is organised into
two units and is comprised of
a total of seven people: Five
for the SRI unit and two for
the solidarity unit. These staff

Team comprised
of 20 people: one

Dedicated ESG
team, comprised of
seven people: one

The SRI team consists
of three people: a
director (currently

being recruited) and
two full-time analysts.

Team comprised of 22
people: one manager

SRI team manager and six These staff members and 21 FTEs entirely
members are regularly manager and 19 .
ESG analysts are supplemented by a dedicated to ESG
supplemented by two employees. . . . . .
. P integrated into the part-time project issues.
apprentice analysts (one ‘SRI .
. S, investment team. manager and a work-
intern and one ‘voting’ intern)
. - study placement
for six-month periods.
student.
Management 12 46 20 19 52
teams portfolio managers portfolio managers | portfolio managers portfolio managers portfolio managers

> €5bn under collective ; of which 87% under of which 93% under
. . . under collective L .
of which 93% under collective investment . collective investment | collective investment
Assets under . investment
investment management management management (49.5% of | management (100% of

management

(100% of the funds managed
have an ESG/SRI strategy)

>€100bn
of which 48%

(55.7% of the
funds managed
have an ESG/SRI

strategy)

> €10bn
of which 99.3%

management (50%
of funds managed
have an ESG/SRI
strategy)

< €5bn

the funds managed
have an ESG/SRI
strategy)

> €20bn

the funds managed
have an ESG/SRI
strategy)

The staff in these dedicated teams have a general background (financial education, complemented by ESG/SRI expertise.

Only AM 5 has introduces a mix of engineering profiles (whose field of expertise is linked to the underlying issue being

analysed, such as water or agriculture), thus offering a more technical and diversified range of analyses.

Ongoing ESG/SRI training is provided for all employees and is comprised of:

external training courses/certification: three employees of AM 2 and 28 employees of AM 3 hold the AMF

sustainable finance certification. In addition, around ten employees of AM 5 have taken the Chartered

Financial Analyst (CFA) ESG examination every year since 2022;

in-house training: the five AMCs of the Panel are implementing an ongoing training programme to

disseminate ESG/SRI knowledge throughout their departments.
AM 2 also spreads its ESG/SRI culture and practices through internal ‘ESG/CSR ambassadors’. Therefore,
ten employees have been selected for their interest in these subjects, as well as for their knowledge and

position in the company. The ambassadors come from a wide range of businesses, including portfolio

management, compliance, IT expertise and product marketing. Positioned at all hierarchical levels, they

have a threefold mission: (i) to identify and implement CSR-related actions internally, (ii) to share good

practice with teams involved in ESG/SRI projects and discussions, and (iii) to raise employee awareness of

ESG/SRI issues and sustainable investment.



4.1.2. Technical resources

AMCs 1, 2, 3 and 5 have each developed an in-house tool, an integrated database that summarises their ESG/SRI
process (including financial and non-financial data from issuers). AM 4, on the other hand, has several databases,
but no single centralised tool.

In order to feed these tools, the AMCs go to various data providers depending on the type of requested
information. The main providers identified in the analysis of the five AMCs are the following?!®:

Number of AMCs on the panel

Supplier name Supplier nationality Types of non-financial data supplied using the supplier

Supplier A 4

(former European player - us Data relating to issuers, climate and controversies

acquired by a US group)

4

Supplier B us Data relating to issuers, climate and controversies
: . . 4

Supplier C us Preparation of votes at general meetings

Supplier D Owned by a US group Preparation of votes at general meetings >

New European suppliers are emerging amongst the Panel (e.g. for sustainability, impact and biodiversity data),
supplemented by open source access to World Bank data.

With regard to the costs associated with these data providers, the amounts paid by the Panel are as follows. These
amounts have been increasing since 2021 (including for AMCs 1 and 2 for which the amounts reported in 2023 only
cover nine months).

290 301 278
370 534 418
238 428 558
179 267 280
686 724 888

Ratio of costs paid to external ESG
data providers to total operating
expenses incurred by AMCs

2021 financial year 1.13% 0.18% 0.27% 0.71% 0.96%

2022 financial year 1.14% 0.27% 0.62% 1.28% 0.96%

16 1t should be recalled in this regard that in June 2022, in its response to the European Commission's public consultation on ESG ratings

(https://www.amf-france.org/en/news-publications/news/amf-reiterates-its-call-european-regulation-esg-data-ratings-and-related-
services), the AMF called for regulation of ESG data, ratings and service providers.
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4.1.3.

Comitology

All the AMCs of the Panel have internal committees linked to their sustainable finance system.

Three internal committees are linked
to the sustainable finance system:
- The SRI Committee: this committee
deals with cross-functional SRl issues
that have an impact on the activities
of all the AM's teams;
- The Ethics and Mission Committee:
meets to issue opinions and
recommendations on the ethical
issues referred to it (SRI process,
voting principles, etc.). It also acts as
a think-tank on forward-looking
themes discussed within the SRI

community;
- The Controversy Committee: this
meets when an incident level

allocated by a non-financial rating
agency is in flagrant contradiction
with the AM's own analyses. It may
raise or lower the controversy and
ESG ratings of certain issuers,
compared with the original ratings of
the data provider.

The AM's ESG/SRI governance involves

the following committees:
- The ESG Strategy Committee: it meets
to define and approve the main
principles of the AM's ESG strategy;
- The Sustainability Risk Committee: It
meets in particular to (i) manage and
approve the exclusion lists set up at the
AM to monitor sustainability risks and
the implementation of decisions, (ii)
present and approve the
methodologies applied at the AMC to
manage exposure to sustainability
risks, including the perimeters of the
funds affected by the exclusion lists,
and (iii) deal with the impact of
regulatory changes, topical issues and
any other subject relating to the
management of sustainability risks
affecting the  portfolios  under
management;

- The Commitment Committee: meets
to approve policies, and voting and
commitment reports;
- The ESG Steering Committee: meets
to coordinate all ESG/SRI projects
(defining  timetables, identifying
bottlenecks, ensuring cross-functional
information).

The AM has four committees linked

to its sustainable finance system: -
The Product Committee: dedicated
to building, developing and steering
the deployment of funds (including
ESG/SRI funds);
- The Stewardship Committee:
dedicated to the review of
commitments, controversies,
exclusions, votes and associated
methodologies within the AMC;
- The Sustainable Finance Steering
Committee: dedicated to reviewing
regulatory updates and best
practices, the progress of working
groups (ESG/SRI developments at

funds, sustainability preferences,
corporate regulatory approach);
- The Sustainable Investment

Executive Committee: dedicated to
monitoring the Group's sustainable
development objectives and
providing updates.

Three internal committees are linked

to the sustainable finance system: -
The Risk Committee: this monitors
the exposure of the investment
management company's assets to
issuers that are the subject of serious
controversies (levels 4 and 5 on the
0-5 scale of the controversy
management tool). It also monitors
the ESG ratios as part of the ESG

performance indicators for SRI-
labelled funds;
- The Products Committee: this

monitors the SRI themes developed
on the market, as well as changes in
the SRI strategies implemented by
the funds managed by the AMC
(methodologies, impact
measurements, labels, etc.);
- The SRI Committee: this committee
monitors SRI projects, including the
SRl strategies of funds, the
application of ESG-related
regulations (SFDR, Taxonomy, etc.),
the SRI marketing strategy and
shareholder engagement.

There are 20 committees linked to the

sustainable finance system:
- Three governance committees: (i) the Board
of Directors, (ii) the Executive Committee and
(iii) the Mission Committee. These three
governance bodies are the guarantors of the
AMC's strategy and ensure that it fulfils its
mission as a responsible investor;
- Five Compliance and Risk Committees;

- one New Products Committee;
- eight Investment Committees: (i) an ad hoc
Research  Committee, (i) a Macro

Committee, (iii) an Investment Committee
dedicated to each strategy implemented, (iv)
a Committee dedicated to equity
management, (v) three Committees
dedicated to yield management, and (vi) an
ad hoc Committee dedicated to private
management;

- a Valuation Committee;
- an Essential Service Providers Monitoring
Committee; and
- a Remuneration Committee,




Good practices
» Having an ESG/SRI team that combines financial skill sets with ESG/SRI expertise and technical skill sets (e.g.

engineers) whose area of expertise is linked to the underlying asset being analysed (e.g. water, agriculture, etc.);

> Providing all AM employees with an ongoing ESG/SRI training programme?”:

» Disseminating ESG/SRI culture and practices within the AM through internal ambassadors;

> Having internal committees dedicated to the ESG/SRI system?® (e.g.: controversy steering committee and
shareholder engagement policy committee);

» Developing/having an integrated database to summarise the AM's ESG/SRI research and investment
process (in particular by grouping together issuers' financial and non-financial data).

4.2. CONSIDERATION OF SUSTAINABILITY FACTORS AND RISKS IN THE INVESTMENT SELECTION AND
MONITORING PROCESS

4.2.1. The set of procedures

None of the AMCs of the Panel has a set of procedures entirely dedicated to the ESG/SRI process. Sustainability
factors and risks are taken into account in the process of selecting and monitoring investments (i) within the
general policies/procedures relating to investment, risk management, etc., (ii) which are supplemented, where
appropriate, by ad hoc documents (e.g. thematic exclusion policies, voting and shareholder engagement policy,
ESG risk management policy®

All the AMCs of the Panel have published one or more transparency codes. These describe, in particular (i) the
management process, (ii) ESG/SRI impact measures and reporting, and (iii) the ESG controls. AMCs 2 and 3, on the
other hand, did not have a formal investment and divestment policy/procedure. In addition, the framework
relating to the ESG management of AM 1 does not describe the formalities for or the expectations of pre- and post-
trade controls with regard to the integration of ESG criteria into the investment process.

4.2.2. Processes and due diligence for taking sustainability factors and risks into account

All the AMCs of the Panel apply a method for the ESG/SRI analysis and evaluation of issuers based on their own
rating system. This combines both quantitative and qualitative methods. Its aim is to meet the dual materiality
requirements set out in the SFDR regulation: (i) taking sustainability risks into account, and (ii) identifying and
limiting PAIs. The analyses carried out during its implementation must make it possible to identify (i) the ESG/SRI
elements that have an impact on issuers' financial statements and (ii) the negative and positive impacts of these
issuers' activities on certain ESG/SRI factors (examples: contribution to the sustainable development goals?®
(‘SDGs’), carbon impact, water pollution, biodiversity, etc.).

This rating system is fed by the non-financial data obtained from providers (see section 3.1 above). These are
reworked by four AMCs out of five?! in order to obtain an analysis of issuers that is as objective and relevant as
possible. Only AM 4 (i) does not rework the data when applying its quantitative rating method, and (ii) has not
selected any additional PAls.

Good practice already identified as such in the summary of the SPOT inspection campaign on compliance with AMCs’ contractual non-
financial commitments published by the AMF in June 2023.

A good practice that has already been partially identified as such in the summary of the SPOT inspection campaign on AMCs’ compliance
with contractual non-financial commitments published by the AMF in June 2023 (from the perspective of fund structuring).

This policy, identified at AMCs 3, 4 and 5, sets out the ESG risks that concern the AMC (climate, carbon, etc.), presents the challenges of
the PAls and the taxonomy, and describes how exclusions are managed, as well as the requirements of the labels. Lastly, it details the
weekly monitoring of funds through risk control.

Examples: no poverty, zero hunger, good health and wellbeing, etc.

For example, AMC 3's own rating model is based on a number of key performance indicators (‘KPIs’), each of which is compiled from various
raw non-financial data only when the quantity of such data is deemed sufficient.
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The ratings thus obtained are updated monthly (AMCs 1, 3 and 4) and quarterly (AM 2) or, if no particular event affects
the undertaking (e.g. a controversy), it will be analysed again at intervals of between 12 and 24 months (AM 5).

As regards the possibility of AMCs investing in the securities of issuers identified as subject to controversy or with
a poor rating (‘forcing’):

- the pre-trade controls implemented by AMCs 1, 3 and 5 automatically block such an investment by the
management teams;

- AM 4 authorises an exception. For example, an issuer that is not deemed to comply with the AM's ESG
criteria may nevertheless issue a bond that is considered compliant with the AM's ESG criteria if the SRI
team considers that the underlying asset contributes significantly to improving the company's practices;

- AM 2 can force its internal tool under certain conditions in order to correct inconsistencies or data that is
deemed to be too old. It is therefore possible to enter a new value or reuse the previous data while waiting
for feedback from the provider (with whom the AM will set up a weekly dialogue until the inconsistency
is resolved). This entry must be accompanied by an explanatory and justificatory comment in the
dedicated tool that can (i) calculate ESG ratings (ii) manage investment universes and (iii) monitor and
calculate/measure the PAls potentially impacted by this value. All forced data is stored separately in the
tool. After 12 months, the forcing systems become obsolete, and must be closed or renewed (once again
subject to explanations and supporting documents).

An analysis of a sample of securities held by the funds managed by the AMCs of the Panel highlights the following
shortcomings:
- that a pre-investment ESG/SRI analysis could not be traced for certain securities at AM 5 (traceability was
noted, however, for AMCs 1 to 4);
- atAMCs 2, 3 and 4, there were no investment committee minutes (or other formalities) making it possible
to ensure that the investment decision was justified and traceable;
- afinancial analysis enabling the construction and management of the portfolio was not traceable for the
securities of AM 4.

On the other hand, at the end of the analysis above mentioned, the inspection mission noted that the assets of the
Article 9 funds of the AMCs of the Panel were only composed by investments considered sustainable by the AMCs
(in accordance with their definition of sustainable investment), with the exception of cash and hedging derivatives.

In addition, an analysis of the responses to the SFDR CSA questionnaires sent to the Panel at the end of 2023
revealed the following:

- the publication by these five AMCs, on their websites, of Appendix 1 of the SFDR RTS, which specifies, in
particular (i) the method for calculating PAIs at the entity level and (ii) the degree of alignment?? with the
goals of the Paris Agreement?®

- theinclusion of the DNSH principle in the investment process of the 5 AMCs on the panel. These take into
account various elements, including (i) the 14 mandatory PAl indicators?* for AMCs 1, 2 and 5, and (ii) the
transition plans® for AMCs 1, 3 and 5

2 Alignment measures are mathematical measures used to compare the climate performance of a portfolio of assets (e.g. carbon footprint)

with the temperature trajectory scenarios of the Paris Agreement.

International treaty, adopted on 12 December 2015, on climate change mitigation and adaptation, and their adequate financing.

16 compulsory PAls in total: 14 are applicable to undertakings (including two specific to sovereign and supranational assets) and the last
two are specific to real estate assets. In addition to these mandatory indicators, market participants must opt for two additional indicators
(out of 46 potential additional indicators - see DR (EU) No. 2022/1288).

A plan, formalised by the issuers, setting out their objectives and strategy in terms of decarbonisation, as well as the gradual shift away
from fossil fuels and the reduction of polluting activities.

23
24

25

14



4.2.3.

Consideration of the risk of greenwashing

The risk of greenwashing, from the perspective of an AM, is defined as the practice whereby sustainability

statements, actions or marketing do not clearly and fairly reflect the underlying sustainability profile of an entity,

financial product or financial service. This practice may mislead consumers, investors or other market participants.

Moreover, this risk of greenwashing can also give rise to conflicts of interest. For instance, an AM could market to

investors a fund subject to Article 8, the assets of which would in reality consist mainly of securities of issuers with

good governance and/or social performance. However, in order to raise subscriptions, the AM may be tempted to

highlight the environmental/sustainable development features of the fund in its marketing (features that do not

exist or are not in the majority in practice). In addition to the use of inaccurate and misleading marketing, such a

situation would create a potential conflict of interest between the AM and the investors/unit holders. However,

this was not observed by the inspection mission at any of the five AMCs on the panel.

Only AM 1 had mapped the risk of greenwashing in its conflict of interest management system (and more specifically

“the AM's lack of independence [from its parent group] in its decisions regarding the financing of associations and/or

clients”). The regulatory measures stipulate that the AM should “carry out an independent financial analysis to determine

the soundness and relevance of the dossiers submitted. These dossiers are then presented at the Investment Committee

to the AM's management, which makes its own decisions.”)

4.2.4.

Monitoring investments, their sustainability factors and sustainability-related risks

All the AMCs of the Panel have set up a system for controlling and monitoring investments, enabling:

- verification of the rating and the controversy attached to each issuer;

- monitoring of ongoing compliance with investment universe coherence;

- regular updating and monitoring of exclusion policies;

- identification, configuration and monitoring of the limits and constraints inherent to the funds (regulatory

ratios (including those linked to ESG/SRI management?® and all specific/contractual fund ratios).

The AMCs have also introduced escalation procedures to deal with cases where non-financial ratios (either assets

or liabilities) are exceeded. In the specific cases of (i) a rating downgrade and (ii) a controversy in relation to the

investments made, how these cases are managed differs from one AM to another.

When an issuer's rating is
downgraded, rendering it
ineligible, the manager has
one month to dispose of the
securities in the portfolios.
In the event of downgrading
due to a controversy,
portfolio exit is not
systematic. This will be
subject to a decision by the
controversy committee. This
decision will be taken for the
issuer concerned in the light
of the frequency of the
controversies, their
seriousness and the
response/remediation
measures undertaken.

The list of securities subject
to downgrading and/or
controversy, analysed and
validated by the ESG/SRI
team, is sent to
management on a quarterly
basis. The latter has three
months to dispose of the
securities in the interest of
the unit holders.

If the revision of an issuer's
score leads to its exclusion,
or if the issuer is the subject
of a controversy, the
manager has one month to
sell the security. If the
management teams need
more time, a discussion is
held between them, ESG
Research, the Risk
Department, and the
Compliance and Control
Department to decide on
the best exit options in the
interests of unitholders.

The AMC distinguishes
between active and passive
ratio overruns (whether
linked to a controversy or a
rating downgrade). In

practice, when an asset ratio

overrun is identified, the
manager has one month to
dispose of the securities in
the portfolio. If the overrun
is passive, this period is
three months.

In the event of
controversy, portfolio
exit is not systematic.

Monthly discussions are
held with the
undertaking concerned
for a period of 18
months. If the rating is
downgraded below the
eligibility threshold,
management has three
months to dispose of the

security.

26

Example: the percentage of sustainable investment.
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Since January 2021, the number of securities sold as a result of (i) the implementation of an exclusion policy, (ii)

the downgrading of an issuer's ESG/SRI rating or (iii) an issuer controversy, has ranged from three (AM 5) to 39

(AM 4). The inspection mission did not observe any disposals of securities that exceeded the required timeframes.

AM 1

27 securities were sold: -
two in connection with coal-
related activities (following
an increase in the exclusion
level in the SRI
methodology);
- 13 due to a downgrade in
the ESG/SRI rating;
- 12 after the associated
level of controversy had
increased.

AM 2

35 securities were sold: - 21
because their rating was
downgraded and/or they fell
into the bottom 20% of issuers
according to rating and were
therefore excluded from the
investment universe;

- 13 for inclusion on the list of
‘major ESG risks’?":

- one after it was added to the
exclusion list under the fossil
fuel policy.

AM 3

38 securities were sold: - six
following major controversy;
- nine due to a downgrade in
the ESG/SRI rating;
- six following an update to
the thresholds for the
exclusion policies for
unconventional
hydrocarbons and coal in
2022; - 17 due to a negative
contribution to the SDGs in
2022 and 2023.

AM 4

39 securities were sold: -
one following a social
controversy;

- two after an increase in the
level of related controversy;
- 36 following an ESG/SRI
downgrade.

AM 5

three securities were
sold following a major
controversy.

Reminder of assets under management

> €5bn of which 93% under
collective investment
management (100% of the
funds managed have an
ESG/SRI strategy)

> €100bn of which 48% under
collective investment
management (55.7% of the
funds managed have an
ESG/SRI strategy)

> €10bn of which 99.3%
under collective investment
management (50% of funds

managed have an ESG/SRI
strategy)

< €5bn of which 87% under
collective investment
management (49.5% of the
funds managed have an
ESG/SRI strategy)

> €20bn of which 93%
under collective
investment management
(100% of the funds
managed have an
ESG/SRI strategy)

Regulatory reminders relating to the breaches observed among the panel

> Article 18 (1), (2) and (3) of the AIFM DR: “1. AIFMs shall apply a high standard of diligence in the selection
and ongoing monitoring of investments.

2. AIFMs shall ensure that they have adequate knowledge and understanding of the assets in which the AIF
is invested.

3. AIFMs shall establish, implement and apply written policies and procedures on due diligence and
implement effective arrangements for ensuring that investment decisions on behalf of the AlFs are carried
out in compliance with the objectives, the investment strategy and, where applicable, the risk limits of the
AIF [...]” (and Article 321-101 (6), (7) and (8) of the AMF GR);

Article 31 of the AIFM DR: “The AIFM shall establish, implement and apply an effective conflicts of interest
policy. That policy shall be set out in writing and shall be appropriate to the size and organisation of the
AIFM and the nature, scale and complexity of its business [...] “ (and Articles 318-13 and 319-3 (4) of the
AMF GR);

Article 61 (1) of the AIFM DR: “AIFMs shall establish, implement and maintain adequate policies and
procedures designed to detect any risk of failure by the AIFM to comply with its obligations under Directive
2011/61/EU, and the associated risks, and put in place adequate measures and procedures designed to
minimise such risk and to enable the competent authorities to exercise their powers effectively under that
Directive” (and Articles 321-30 of the AMF GR);

27

‘Major ESG risks’ are securities that have been identified as entailing high sustainability risks that could (i) call into question their economic
and financial viability or (ii) have a material impact on the value of the undertaking, resulting in a substantial loss of stock market value or

a significant downgrading of their rating by the rating agencies.
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Good practices

> Implementing a critical analysis and reprocessing the non-financial data obtained from providers?®

» Having pre-trade controls that automatically block investments in securities issued by issuers identified as
subject to controversy or with a poor rating?®, while retaining the opportunity for duly justified forcing.

» Not formally taking into account the concept of greenwashing in the AM's risk management system.

4.3. TRANSPARENCY OF THE INFORMATION ABOUT THE CONSIDERATION OF SUSTAINABILITY FACTORS
AND SUSTAINABILITY-RELATED RISKS
4.3.1. Information at the entity level

The five AMCs of the Panel publish information on their websites, as listed below. Only AM 3 does not publish its
ESG/SRI methodology3®

(i) the ESG/SRI methodology,
(ii) the Article 29 energy (i) the engagement/voting

transition for green growth
law report, (iii) the fossil fuels
policy, (iv) the engagement
and voting policies, (v) the
engagement and voting report
for the last financial year, (vi) a
report on voting rights at
general meetings during the

policy, (ii) the Article 29
energy transition for green
growth law report (which
contains information on the
ESG/SRI methodology), (iii)
the coal exit, exclusion of
controversial weapons, and
oil and gas sector policies, (iv)

past financial year the sustainability risk policy
(supplementing document (v)), and (v) the consideration of
and (vii) an educational guide adverse impacts policy.
to sustainable finance.

(i) the
engagement/voting
policy, (ii) the
transparency code,
(iii) the Article 29
energy transition for
green growth law
report and (iv) the
exclusion policy.

(i) the ESG/SRI
methodology, (ii) the
engagement/voting

policy, (iii) the

transparency code and
(iv) the Article 29
energy transition for
green growth law
report.

(i) the ESG/SRI
methodology, (ii) the
engagement/voting policy,
(iii) the transparency code
and (iv) the Article 29
energy transition for
green growth law report.

All the AMCs make a “statement on the principal adverse impacts of investment decisions on sustainability factors”.
AMC s 1, 3 and 5 communicate on this subject through a dedicated document published on their website. AMCs 2
and 4, on the other hand, communicate this through their report under Article 29 of the “loi sur la transition
énergétique pour la croissance verte ».

None of these communications fully complies with the regulatory requirements. The fact that information is
missing is due in particular to (i) a lack of relevant available data (see below) and/or (ii) insufficient historical data
(for example, in the ‘Engagement policies’ section, the recent implementation of the regulations means that it is
not possible to communicate at this stage on “how those engagement policies will be adapted where there is no
reduction of the principal adverse impacts over more than one period reported on”).

2 The failure to implement a traceable upstream control of the quality of the non-financial data feeding issuers' ESG rating system was

identified as a poor practice in the summary of the SPOT inspection campaign on AMCs’ compliance with the contractual non-financial
commitments published by the AMF in June 2023.

Good practice already identified as such in the summary of the SPOT inspection campaign on compliance with AMCs’ contractual non-
financial commitments published by the AMF in June 2023.

Definition and monitoring of non-financial commitments, issuer rating system, management of exclusions/controversies, etc.
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PAIs’ Consideration

Publication of a sustainability impact statement on the website

OK: the 5 AMCs

Article 4 Regulation (EU°
2019/2088)

If published on the website, does it contain:

Summary section

the name of the financial market participant to which
the adverse sustainability impacts statement relates

OK: the 5 AMCs

Article 5 a) Regulation (EU°
2022/1288)

the fact that the principal adverse impacts on
sustainability factors are considered

OK: the 5 AMCs

Article 5 b) Regulation (EU°
2022/1288)

the reference period of the statement

KO: AMC 4

Article 5 c) Regulation (EU
No. 2022/1288)

a summary of the principal adverse impacts

KO: AMCs 3 and 5

Article 5 d) Regulation (EU
No. 2022/1288)

Section on the Description
of the principal adverse
impacts on sustainability

factors

information on one or more climate or other
environment-related indicators

OK: the 5 AMCs

Article 6 1.a) Regulation
(EU No. 2022/1288)

information on one or more additional indicators for
social and employee matters, respect for human rights,
anticorruption and anti-bribery matters

OK: the 5 AMCs

Article 6 1.b) Regulation
(EU No. 2022/1288)

information on any other indicators used to identify and
assess the principal additional adverse impacts on a
sustainability factor

OK: the 5 AMCs

Article 6 1.c) Regulation
(EU No. 2022/1288)

Section on the Description
of policies3! aimed at
identifying and prioritising
PAls

the date on which the governing body of the financial
market participant approved those policies

KO: AMCs 1,3,4and 5

Article 7 1.a) Regulation
(EU No. 2022/1288)

how the responsibility for the implementation of those
policies within organisational strategies and procedures
is

allocated

KO: AMCs 3 and 5

Article 7 1 b) Regulation
(EU No. 2022/1288)

the methodologies to select the indicators referred to in
Article 6(1), points (a), (b) and (c), and to identify and
assess the principal adverse impacts referred to in
Article 6(1), and in particular an explanation of how
those methodologies take into account the probability
of occurrence and the severity of those principal
adverse impacts, including their potentially
irremediable character

KO: AMCs 1,2 and 3

Article 7 1.c) Regulation
(EU No. 2022/1288)

any associated margin of error within the
methodologies referred to in point (c) of this
paragraph3% with an explanation

of that margin’

KO: AMCs 1,2 and 3

Article 7 1 d) Regulation
(EU No. 2022/1288)

The data sources used (yes/no)

31

To be read here in the sense of ‘approaches’.

32 Article 7 1. C) of EU regulation No. 2022/1288.
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Article 7 1.e) Regulation
(EU No. 2022/1288)

Section on Engagement
policies

where applicable, brief summaries of the engagement
policies referred to in Article 3g of Directive 2007/36/EC
of the

European Parliament and of the Council33

OK: the 5 AMCs

Article 8 1.a) Regulation
(EU No. 2022/1288)

a brief summary of any other engagement polices to
reduce principal adverse impacts

OK: the 5 AMCs

Article 8 1 b) Regulation
(EU No. 2022/1288)

the indicators for adverse impacts considered in the
engagement policies referred to in paragraph 1;

KO: AMC 5

Article 8 2.a) Regulation
(EU No. 2022/1288)

how those engagement policies will be adapted where
there is no reduction of the PAls over more than one
period reported on

KO: all the AMCs

Article 8 2 b) Regulation
(EU No. 2022/1288)

Section on References to
international standards

the indicators used to consider the principal adverse
impacts on sustainability factors referred to in Article
6(1) that measure the adherence or alignment referred
to in paragraph 1

KO: AMC 5

Article 9 2.a) Regulation
(EU No. 2022/1288)

the methodology and data used to measure the
adherence or alignment referred to in paragraph 1,
including a description of the scope of coverage, data
sources, and how the methodology used forecasts the
principal adverse impacts of investee companies

KO: AMCs 1,3 and 5

Article 9 2 b) Regulation
(EU No. 2022/1288)

whether a forward-looking climate scenario is used and,
if so, the name and provider of that scenario and when
it was designed

OK: the 5 AMCs

Article 9 2.c) Regulation
(EU No. 2022/1288)

where no forward-looking climate scenario is used, an
explanation of why the financial market participant
does consider forward-looking climate scenarios to be
irrelevant.

KO: AMCs 3 and 5

Article 9 2 d) Regulation
(EU No. 2022/1288)

The inspection team did not identify any original content or approach when consulting the information presented above
at the AMCs of the Panel. The strict framework required by the regulations for the presentation of this information leads
to a binary approach on the part of these AMCs (minimal response to the information requested or no response).

Finally, although all the AMCs of the Panel have a remuneration policy (available on their website), the various versions
analysed include only terse information on how this policy suits the sustainability risks’ inclusion. Indeed, they do not
describe the objective information (and the associated weighting) that must be taken into account when calculating the
variable remuneration of AM employees (whether or not dedicated to ESG analysis/research).

4.3.2. Fund information

Fund-level information must be provided (i) pre-investment through the prospectus/fund rules and (ii) post-
investment through annual reports.

After analysing a sample of 25 funds (five funds per AM), the inspection mission found that most of the required
information had been taken into account. However, at least one deficiency was observed for each of the headings
analysed.

33 Directive on the exercise of certain rights of shareholders in listed companies
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SFDR Appendices information

. . . . . Yes: 12 Yes: 10
Environmental and/or social characteristics promoted by the financial product No: 1 No: 2
Sustainability indicators used to measure the attainment of each of the environmental or Yes: 12 Yes: 10
social characteristics promoted by the financial product No: 1 No: 2
. - . . . . . . Yes: 12 Yes: 10
In particular: Objectives of the sustainable investments that the financial product partially intends to make No: 1 No: 2
_— N . . N Yes: 12 Yes: 10
Description of the contribution of sustainable investment to these objectives No: 1 No: 2
Description of how the sustainable investments that the financial product partially intends to make do not
cause significant prejudice to an environmentally or socially sustainable investment objective
. . - . Yes: 10 Yes: 9
Description of how adverse impact indicators have been taken into account No: 3 No: 3
Explanation of the alignment of the sustainable investments with the OECD Guidelines for Yes: 10 Yes: 9
Multinational Enterprises and the UN Guiding Principles on Business and Human Rights No: 3 No: 3
In particular: Inspection team comment in relation to the previous point: This explanation is terse for the five
' AMC 1 funds tested.
Mention of the following statement: “The principle of ‘do no significant harm’ only applies to
the investments underlying the financial product that take into account the European Union's Yes: 9 Yes: 9
criteria for environmentally sustainable economic activities. ) )
. . L . o . . No: 4 No: 3
The investments underlying the remaining portion of this financial product do not take into
account the European Union's criteria for environmentally sustainable economic activities.”
Does the description of the financial product's investment strategy include:
The binding elements of the investment strategy used to select investments in order to Yes: 12 Yes: 10
achieve each of the environmental or social characteristics promoted by this financial product No: 1 No: 2
The committed minimum rate to reduce the scope of investments considered prior to the Yes: 12 Yes: 10
application of this investment strategy No: 1 No: 2
L . . . Yes: 12 Yes: 10
The policy implemented to assess the good governance practices of investee companies No: 1 No: 2
. . . . Yes: 12 Yes: 10
Description of the asset allocation planned for the financial product
No: 1 No: 2
Inspection team comment in relation to the previous point: The text and explanatory diagram in
the prospectus do not match up for one Article 9 fund in the sample tested at AMC 1.

Description of the alignment of sustainable investments with an environmental objective with the EU taxonomy Yes: 10 Yes: 11
Inspection team comments: AMC 2 justifies the absence of this description in the documentation for the two funds No: 3 No: 1
classified under Article 9 of the SFDR regulation in the sample tested by referring, in the documentation for these funds, to
the complexity of collecting data from the firms in the markets targeted [by] the activities aligned with the taxonomy.

Transparency in the promotion of environmental or social characteristics and sustainable investments
in the periodic reports
Article 8 . . . - Yes: 10
. . The extent to which environmental or social characteristics are met N/A
financial product No: 2

20



Article 9

The overall sustainability-related impact of the financial product by means of relevant

sustainability indicators; or
Yes: 10

financial product | Where an index has been designated as a reference benchmark, a comparison between the No: 3

overall sustainability-related impact of the financial product with the impacts of the
designated index and of a broad market index through sustainability indicators.

N/A

Yes = required information found in the document analysed
No = required information missing from the document analysed

Regulatory reminders relating to the breaches observed among the panel

> Article 5 (1) of the SFDR Regulation: “1. Financial market participants and financial advisers shall include in

their remuneration policies information on how those policies are consistent with the integration of
sustainability risks, and shall publish that information on their websites.”

Article 11 (1) of the SFDR Regulation: “Where financial market participants make available a financial
product as referred to in Article 8(1) or in Article 9(1), (2) or (3), they shall include a description of the following
in periodic reports: (a) for a financial product as referred to in Article 8(1), the extent to which environmental
or social characteristics are met; (b) for a financial product as referred to in Article 9(1), (2) or (3): (i) the overall
sustainability-related impact of the financial product by means of relevant sustainability indicators; or (ii)
where an index has been designated as a reference benchmark, a comparison between the overall
sustainability-related impact of the financial product with the impacts of the designated index and of a broad
market index through sustainability indicators.”

Article 5 c) and d) of the SFDR DR: “In the summary section in Table 1 of Annex |, financial market participants
shall include all of the following: [...] (c) the reference period of the statement; (d) a summary of the principal
adverse impacts.”

Article 7 (1) a), b), c), d) and e) of the SFDR DR: “1. “In the section ‘Description of policies to identify and prioritise
principal adverse impacts on sustainability factors’ in Table 1 of Annex I, financial market participants shall describe
their policies to identify and prioritise principal adverse impacts on sustainability factors and how those policies are
kept up to date and applied, including all of the following: (a) the date on which the governing body of the financial
market participant approved those policies; (b) how the responsibility for the implementation of those policies
within organisational strategies and procedures is allocated; (c) the methodologies to select the indicators referred
to in Article 6(1), points (a), (b) and (c), and to identify and assess the principal adverse impacts referred to in Article
6(1), and in particular an explanation of how those methodologies take into account the probability of occurrence
and the severity of those principal adverse impacts, including their potentially irremediable character; (d) any
associated margin of error within the methodologies referred to in point (c) of this paragraph, with an explanation
of that margin; (e) the data sources used.”

Article 8 (2) a) and b) of the SFDR DR: “2. The brief summaries referred to in paragraph 1 shall describe all of
the following: (a) the indicators for adverse impacts considered in the engagement policies referred to in
paragraph 1; (b) how those engagement policies will be adapted where there is no reduction of the principal
adverse impacts over more than one period reported on.”

Article 9 (2) a), b) and d) of the SFDR DR: "2. The description referred to in paragraph 1 shall contain information
about all of the following: (a) the indicators used to consider the principal adverse impacts on sustainability factors
referred to in Article 6(1) that measure the adherence or alignment referred to in paragraph 1; (b) the methodology
and data used to measure the adherence or alignment referred to in paragraph 1, including a description of the
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scope of coverage, data sources, and how the methodology used forecasts the principal adverse impacts of investee
companies; [...] (d) where no forward-looking climate scenario is used, an explanation of why the financial market
participant does consider forward-looking climate scenarios to be irrelevant.”

Article 14 of the SFDR DR: “1. Financial market participants shall present the information to be disclosed pursuant
to Article 8(1), (2) and (2a) of Regulation (EU) 2019/2088 in the format of the template set out in Annex Il to this
Regulation. That information shall be attached as an annex to the documents or the information referred to in
Article 6(3) of Regulation (EU) 2019/2088. 2. Financial market participants shall include in the main body of the
documents or information referred to in Article 6(3) of Regulation (EU) 2019/2088 a prominent statement that
information about the environmental or social characteristics is available in the annex to those documents or that
information. 3. Financial market participants shall provide at the beginning of the annex to the documents or the
information referred to in Article 6(3) of Regulation (EU) 2019/2088 all of the following information: (a) whether
the financial product intends to make any sustainable investments; (b) whether the financial product promotes
environmental or social characteristics, without having as its objective a sustainable investment.”

Article 19 of the SFDR DR: “1. For the financial products referred to in Article 5, first paragraph, of Regulation (EU)
2020/852, financial market participants shall include in the section ‘What is the asset allocation and the minimum
share of sustainable investments?’ in the template set out in Annex Ill all of the following information: (a) a graphical
representation in the form of a pie chart: (i) in accordance with Article 15(1), point (a)(i), of this Regulation; (ii) in
accordance with Article 15(1), point (a)(ii), of this Regulation; (b) a description in accordance with Article 15(1), point
(b), of this Regulation; (c) where the financial products invest in economic activities that contribute to an environmental
objective and the economic activities are not environmentally sustainable economic activities, a clear explanation of
the reasons for doing so; (d) where the financial products have sovereign exposures and the financial market
participant cannot assess the extent to which those exposures contribute to environmentally sustainable economic
activities, a narrative explanation of the proportion in total investments of investments that consist of those exposures.
[...] 4. For financial products that invest in an economic activity that contributes to a social objective, financial market
participants shall include in the section ‘What is the asset allocation and the minimum share of sustainable
investments?’ in the template set out in Annex Il the minimum share of those investments.”

Article 50 of the SFDR DR: “1. For financial products that promote environmental or social characteristics, financial
market participants shall present the information referred to in Article 11(1) of Regulation (EU) 2019/2088 in an
annex to the document or information referred to in Article 11(2) of that Regulation in the form of the template set
out in Annex IV to this Regulation. 2. Financial market participants shall include in the main body of the document
or information referred to in Article 11(2) of Regulation (EU) 2019/2088 a prominent statement that information
on the environmental or social characteristics is available in that annex.”

Article 58 of the SFDR DR: For financial products that have sustainable investment as their objective, financial
market participants shall present the information referred to in Article 11(1) of Regulation (EU) 2019/2088 in
an annex to the document or information referred to in Article 11(2) of that Regulation in the form of the
template set out in Annex V to this Regulation. Financial market participants shall include in the main body of
the document or information referred to in Article 11(2) of Regulation (EU) 2019/2088 a prominent statement
that information on sustainable investment is available in that Annex.”

Article 6 of the Taxonomy Regulation: “Where a financial product as referred to in Article 8(1) of Regulation
(EU) 2019/2088 promotes environmental characteristics, Article 5 of this Regulation shall apply mutatis
mutandis. The information to be disclosed in accordance with Articles 6(3) and 11(2) of Regulation (EU)
2019/2088 shall be accompanied by the following statement: ‘The “do no significant harm” principle applies
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only to those investments underlying the financial product that take into account the EU criteria for
environmentally sustainable economic activities. The investments underlying the remaining portion of this
financial product do not take into account the EU criteria for environmentally sustainable economic activities.”

Good practices

» Producing a dedicated document to information linked with the “statement on the principal adverse impacts
of investment decisions on sustainability factors”.

» When producing prospectuses for Article 8/9 SFDR funds, ensuring that:

o the alignment of sustainable investments with the OECD guidelines (for multinational companies)
and the UN guidelines (on business and human rights) is explicitly presented, for instance in the form
of a comparative table;
the text and explanatory diagram used to describe the asset allocation are consistent with one another;
it is formally specified in which instances the absence of a description of the alighment of the
sustainable investments (having an environmental objective) with the EU taxonomy is linked to
difficulties in collecting suitable and usable external data.

> Not publishing its ESG/SRI analysis methodology on its website.

4.4. INTERNAL CONTROL FRAMEWORK

AMCs 1, 4 and 5 have a policy/procedure dedicated to the organisation of the compliance and internal control
system. All the AMCs on the panel demonstrate elements relating to the internal control framework in the
procedures dedicated to the different areas covered (e.g. investment procedure). However, these procedures do
not detail either the form or the expectations of the 2" level controls to be implemented (particularly with regard
to consideration of sustainability factors).

The internal control and compliance plans (‘ICCPs’) of all the AMCs on the panel include a check of compliance with
the constraints inherent to taking sustainability factors into account (compliance with the management process,
compliance with investment constraints, existence and relevance of information for unitholders, compliance with
the voting policy, etc.). However, only the ICCPs of AMCs 1, 4 and 5 provide for checks on ESG/SRI data providers3*

With regard to periodic audits, since January 2021, only AM 1 has not been the subject of a mission/audit covering
ESG/SRI issues.

Regulatory reminders relating to the breaches observed among the panel

> Article 321-27 of the AMF GR: “Asset management companies shall monitor and, on a regular basis, to
evaluate the adequacy and effectiveness of their systems, internal control mechanisms [...] and to take
appropriate measures to address any deficiencies.” (and Articles 61 (2) (a) of DR No. 231/2013 (AlFs), and
21 (5) and 22 (2) or MIFID Il DR (GSMs));

> Article 321-30 of the AMF GR (UCITSs) and Article 61 (1) of DR No. 231/2013 (AlFs): see above;

34 These checks cover the framework and quality of the services supplied by the providers.
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> Article 321-31 (I) (1°) of the AMF GR (UCITSs): "I. - The asset management company shall establish and
maintain an effective compliance function that operates independently. Its role is to: (1) Monitor and, on a
regular basis, assess the adequacy and effectiveness of policies, procedures and measures implemented
for the purposes of Article 321-30, and actions taken to remedy any deficiency in compliance of asset
management company and the relevant persons [...];” (and Article 57 (6) of the DR No. 231/2013 (AlFs));

> Article 321-83 of the AMF GR: “Asset management companies, where appropriate and proportionate in
view of the nature, scale, complexity and range of their business, shall establish and maintain an effective
internal audit function which is separate and independent from their other functions and activities and which
has the following responsibilities: To establish and maintain an effective audit plan to examine and evaluate
the adequacy and effectiveness of the asset management company's systems, internal control mechanisms
and arrangements To issue recommendations based on the result of work [...]; To verify compliance with
those recommendations; To provide reports on internal audit issues [...].” (and Articles 62 of DR No.
231/2013 (AIFs) and 24 of MIFID Il DR (GSMs).
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