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Message from the UN Secretary-General

In early 2005, | invited a group of leaders from the international investment community to
develop a set of global best-practice principles for responsible investment. That initiative had its
roots in the growing understanding that while finance fuels the global economy, investment
decision-making and ownership practices do not sufficiently reflect social and environmental
considerations. Indeed, | was concerned that the tenets of sustainable development, despite
increasingly strong political backing and grassroots support,
would continue to have a hard time gaining traction unless they
were better integrated into investment analysis and assessment.

One of the main problems has long been the troubling disconnect
between corporate responsibility as a broadly stated management
imperative, and the actual behaviour of financial markets, which

are too often guided primarily by short-term considerations at the

expense of longer-term objectives. In recent years, even as more
and more companies have embraced corporate responsibility — including through the UN Global
Compact initiative — their efforts, with only rare exceptions, have not been recognized or
rewarded by the financial community. This does not mean there is a lack of interest or desire on
the part of investors. Rather, the predominant factor has been the absence of a set of common
guidelines that individual and institutional investors can use to assess risks and opportunities fully.

The Principles for Responsible Investment respond to this need. Developed by leading
institutional investors in a process overseen by the UN Environment Programme Finance Initiative
and the UN Global Compact, the Principles include environmental, social and governance
criteria, and provide a framework for achieving better long-term investment returns and more
sustainable markets. It is my hope that the Principles will help to align investment practices with
the goals of the United Nations, thereby contributing to a more stable and inclusive global
economy. | invite institutional investors and their financial partners everywhere to embrace the
Principles and bring them to life in their daily activities and decision-making. By acting
collectively on the basis of the Principles for Responsible Investment, we can help protect all

the world's precious assets.

Kofi A. Annan
UN Secretary-General




Signing represents a very real commitment to the Principles,

demonstrating support from the top-level leadership of the whole

investment business. And applying the Principles should not only

lead to better long-term tinancial returns but also a closer

alignment between the objectives of institutional investors

and those of society at large.




Developing the Principles for Responsible Investment

In early 2005 the United Nations Secretary-General invited a group of the world's largest
institutional investors to join a process to develop the Principles for Responsible Investment (PRI).
Individuals representing 20 institutional investors from 12 countries agreed to participate in the
Investor Group. The Group accepted ownership of the Principles, and had the freedom to
develop them as they saw fit.

The Group was supported by a 70-person multi-stakeholder group of experts from the
investment industry, intergovernmental and governmental organizations, civil society and
academia. The process, conducted between April 2005 and January 2006 involved a total of
five days of face-to-face deliberations by the investors and four days by the experts, with
hundreds of hours of follow-up activity. The Principles for Responsible Investment emerged
as a result of these meetings.

The process was coordinated by the United Nations Environment Programme Finance Initiative
(UNEP FI) and the UN Global Compact. The PRI reflects the core values of the group of large
investors whose investment horizon is generally long, and whose portfolios are often highly
diversified. However, the Principles are open to all institutional investors, investment managers
and professional service partners to support.

Following the launch of the Principles, Phase 2 of the process will promote adoption of the
Principles by additional investors, provide comprehensive resources to assist investors in
implementing the Principles and actions, and facilitate collaboration among signatories.




The Principles for Responsible Investment

As institutional investors, we have a duty to act in the best long-term interests of our
beneficiaries. In this fiduciary role, we believe that environmental, social, and corporate
governance (ESG) issues can affect the performance of investment portfolios (to varying
degrees across companies, sectors, regions, asset classes and through time). We also
recognise that applying these Principles may better align investors with broader objectives
of society. Therefore, where consistent with our fiduciary responsibilities, we commit to
the following:

We will incorporate ESG issues into investment analysis
and decision-making processes.
Possible actions:
B Address ESG issues in investment policy statements
Support development of ESG-related tools, metrics, and analyses
Assess the capabilities of internal investment managers to incorporate ESG issues
Assess the capabilities of external investment managers to incorporate ESG issues

Ask investment service providers (such as financial analysts, consultants, brokers, research
firms, or rating companies) to integrate ESG factors into evolving research and analysis

Encourage academic and other research on this theme

Advocate ESG training for investment professionals

We will be active owners and incorporate ESG issues into our
ownership policies and practices.

Possible actions:

B Develop and disclose an active ownership policy consistent with the Principles
Exercise voting rights or monitor compliance with voting policy (if outsourced)
Develop an engagement capability (either directly or through outsourcing)

Participate in the development of policy, regulation, and standard setting (such as promoting
and protecting shareholder rights)

File shareholder resolutions consistent with long-term ESG considerations
Engage with companies on ESG issues
Participate in collaborative engagement initiatives

Ask investment managers to undertake and report on ESG-related engagement

We will seek appropriate disclosure on ESG issues
by the entities in which we invest.
Possible actions:

B Ask for standardised reporting on ESG issues (using tools such as the Global Reporting
Initiative)

B Ask for ESG issues to be integrated within annual financial reports

B Ask for information from companies regarding adoption of/adherence to relevant norms,
standards, codes of conduct or international initiatives (such as the UN Global Compact)

B Support shareholder initiatives and resolutions promoting ESG disclosure




We will promote acceptance and implementation of the Principles
within the investment industry.

Possible actions:

B Include Principles-related requirements in requests for proposals (RFPs)

B Align investment mandates, monitoring procedures, performance indicators and incentive
structures accordingly (for example, ensure investment management processes reflect
long-term time horizons when appropriate)

Communicate ESG expectations to investment service providers
Revisit relationships with service providers that fail to meet ESG expectations
Support the development of tools for benchmarking ESG integration

Support regulatory or policy developments that enable implementation of the Principles

We will work together to enhance our effectiveness
in implementing the Principles.
Possible actions:

B Support/participate in networks and information platforms to share tools,
pool resources, and make use of investor reporting as a source of learning

B Collectively address relevant emerging issues
B Develop or support appropriate collaborative initiatives

We will each report on our activities and progress
towards implementing the Principles.

Possible actions:

B Disclose how ESG issues are integrated within investment practices
Disclose active ownership activities (voting, engagement, and/or policy dialogue)
Disclose what is required from service providers in relation to the Principles
Communicate with beneficiaries about ESG issues and the Principles

Report on progress and/or achievements relating to the Principles using a ‘Comply or
Explain' approach

B Seek to determine the impact of the Principles
B Make use of reporting to raise awareness among a broader group of stakeholders

1. The Comply or Explain approach requires signatories to report on how they implement the Principles, or provide an explanation
where they do not comply with them.

The Principles for Responsible Investment were developed by an international group of institutional investors
reflecting the increasing relevance of environmental, social and corporate governance issues to investment
practices. The process was convened by the United Nations Secretary-General.

In signing the Principles, we as investors publicly commit to adopt and implement them, where consistent with
our fiduciary responsibilities. We also commit to evaluate the effectiveness and improve the content of the
Principles over time. We believe this will improve our ability to meet commitments to beneficiaries as well as
better align our investment activities with the broader interests of society.

We encourage other investors to adopt the Principles.




Frequently asked questions

What is the overall goal of the Principles for Responsible Investment (PRI) project?

The Principles for Responsible Investment aim to help integrate consideration of environmental,
social and governance (ESG) issues by institutional investors into investment decision-making and
ownership practices, and thereby improve long-term returns to beneficiaries.

Why do we need these principles?

Institutional investors have a duty to act in the best interests of those for whose assets they are
responsible. This duty involves giving appropriate consideration to any factor, including ESG
issues, that materially affects performance.

Despite much important work in this area for several years by asset owners and investment
managers, large institutional investors lack a framework for the systematic integration of ESG
issues into investment decision-making and ownership practices. The PRI provides this
framework.

Who developed the Principles for Responsible Investment?

The Principles were developed by a group of investment professionals representing 20 large
institutional investors from 12 countries who came together at the invitation of the UN
Secretary-General, Kofi Annan. They were supported by a 70-person multi-stakeholder group of
experts from the investment industry, intergovernmental and governmental organizations, civil
society and academia.

The process was coordinated by the United Nations Environment Programme Finance Initiative
(UNEP FI) and the UN Global Compact.

How will implementing the Principles influence returns?

Implementing the Principles will lead to a more complete understanding of a range of material
issues, and this should ultimately result in increased returns and lower risk. Signatories will be
part of a network, which creates opportunities to pool resources, lowering the costs of research
and active ownership practices. The Principles also allow investors to work together to address a
range of systemic problems that, if remedied, may then lead to more stable, accountable and
profitable market conditions overall.

What are the implications for fiduciary duty?

The Principles are based on the premise that ESG issues can affect investment performance and
that the appropriate consideration of these issues is part of delivering superior risk-adjusted
returns and is therefore firmly within the bounds of investors' fiduciary duties. The Principles
clearly state they are to be applied only in ways that are consistent with those duties.

How do the Principles relate to Socially Responsible Investment (SRI)?

The Principles are designed to be compatible with the investment styles of large, diversified
institutional investors that operate within a traditional fiduciary framework. The Principles apply
across the whole investment business and are not designed to be relevant only to SRI products.
However, the Principles do point to a number of approaches — such as active ownership and the
integration of ESG issues into investment analysis — that SRl and many corporate governance
fund managers also practise.

Do the Principles call for exclusion or screening out of particular companies or sectors?

No. The Principles suggest a policy of engagement with companies rather than screening or
avoiding stocks based on ESG criteria (although this may be an appropriate approach for some
investors). The Principles are generally designed for large investors that are highly diversified and
have large stakes in companies, often making divestment or avoidance impractical.




What does this mean for the investment supply chain?

How will the

What are the

For institutional investors to make these Principles work, they will need to encourage a change in
the way that their agents incorporate ESG issues into their processes. Principles 1 and 4 have
some suggestions on how this may be done. It is also likely that the supply chain — fund
managers, analysts and consultants — will respond to the Principles by offering products and
services to help in implementation.

PRI help investors in their day-to-day work?

The PRI provides investors with a high-level framework for integrating ESG issues into
investment decisions. And as signatories develop policies and procedures for integration, the PRI
secretariat will be on hand to help investors implement them.

The PRI will also stimulate better research on the impacts of these issues on investments, which
will lead to a broader range of products and services for investors.

benefits of signing?
Benefits for signatories include:
B a common framework for integrating ESG issues

B implementation support from a PRI secretariat that will produce guidance materials and
facilitate working groups exploring issues of common interest

B access to examples of good practice from a global network of peers (including many of the
world's largest institutional investors)

B opportunities to collaborate with other signatories, reducing research and implementation
costs

reputational benefits from publicly demonstrating top-level commitment to integrating ESG
issues.

Who can sign?

There are three main categories of signatory. Commitment is expected from the top-level
leadership of the organisation across the whole investment business.

Asset owner: Organizations that represent end-asset owners who hold long-term retirement
savings, insurance and other assets. Examples include pension funds, government reserve funds,
foundations, endowments, insurance and reinsurance companies and depository organizations.
This is the principal category of signatory.

Investment manager: Investment management companies that serve an institutional and/or
retail market and manage assets as a third-party provider.

Signatories self-select the category they fall into, but the Board of the PRI will reserve the right to
make category adjustments if appropriate. While the categories are not designed to be overly
prescriptive, the general rule is that an investor would be considered an asset owner rather than
an investment manager if it manages more of its own funds than of third-party clients.

Professional service partner: Organizations that offer products or services to asset owners
and/or investment managers. Although such professional service partners are not stewards or
managers of assets in their own right, they do have considerable influence over how their clients
address ESG issues. For this group, becoming a signatory is an acknowledgement of the
relevance of ESG issues to investment management. It also represents a commitment to
providing services that support the implementation of the Principles by clients, and to improving
such services over time.




Can we sign up on behalf of our SRI fund or ESG practice only?

No. The objective is for the Principles to be integrated within the mainstream investment and
ownership practices across the investment functions of an entire organization. They are not just
applicable within specific asset classes or product lines (this applies for all categories of
signatory). The Principles have been designed as a commitment from the top-level leadership of
the whole investment business. It is recognized that this may take some time, but on balance,
the drafting signatories believe that a whole-of-organization commitment is important to the
mainstreaming process.

Does signing involve a financial commitment?

There is no compulsory fee associated with signing the Principles. However, there is a suggested
(but entirely voluntary) fee of $5,000-10,000 to help the work of the secretariat in supporting
signatories and promoting the Principles.

What resources will be required to implement the Principles?

Investors will choose to implement the Principles in different ways, and those choices will affect
resource requirements. At a minimum, institutions should allocate sufficient staff time to properly
understand the types of activities that are suggested in the Principles, investigate how other
investors have used them and begin the implementation process.

What happens if we sign but can't comply?

There are no legal or regulatory sanctions associated with the Principles. They are designed to be
voluntary and aspirational. There may be reputational risks associated with signing up and then
failing to take any action, but the commitments are, for most signatories, a work in progress and
a direction to head in rather than a prescriptive checklist with which to comply. The initial focus is
on innovation, collaboration and learning by doing. As the project develops over time, the Board
will consider how signatories can monitor and report on progress.

Who governs the Principles for Responsible Investment project?

The Principles will be governed by a board, a majority of whom will be asset owners, elected
from within the asset owner category of signatories. The UN will be represented and there will
be space for additional members to be appointed by the board as required.

What difference will the Principles make in the world?

While these Principles are designed to enhance the delivery of long-term returns to beneficiaries,
their implementation will also focus greater attention on ESG issues throughout the investment
and corporate sectors. New research and better metrics will be developed to support investors as
they become increasingly active owners. Encouraged to adopt a more systematic approach to
managing ESG issues, corporate management will take more interest in these extra-financial
drivers of risk and reward, which will come to define corporate profitability in the medium and
longer term. In this way, the Principles for Responsible Investment will contribute to improved
corporate performance on environmental, social and governance issues.




Acknowledgements

Project leads

Paul Clements-Hunt, Head of Unit, UNEP FI

Gavin Power, Senior Advisor, UN Global Compact

James Gifford, Lead Project Manager, PRI

Jacob Malthouse, Head of Programme: Investment, UNEP Fl

Project team
Gordon Hagart, Philip Walker, Trevor Bowden, Yuki Yasui, Ken Maguire,
Natalie Ryan, Careen Abb, Adam Garfunkel

Consultant
Jane Ambachtsheer, Mercer Investment Consulting

Chair of Investor Group
Colin Melvin, British Telecom Pension Scheme

Chairs of Expert Group
Nick Fitzpatrick, Carlos Joly

Advisory Group (process)
Matt Christensen, Stephen Davis, Steve Waygood, Jean-Pierre Sicard,
Raj Thamotheram, Ariane van Buren, Caroline Williams

Thank you to Paul Gilbert and Divyesh Hindocha
from Mercer Investment Consulting for assistance with facilitation
of the Investor Group.

Meetings were kindly hosted by the following organizations:
UN Global Compact

Caisse des Dépots

Toronto Stock Exchange and the National Roundtable

on the Environment and the Economy, Canada

Mercer Investment Consulting

Institute for Responsible Investment, Boston College

The PRI implementing agencies are indebted to Lead Sponsor Caisse des Dépots,
Supporting Sponsors ABN AMRO Asset Management and Insight Investment, and
Professional Supporters FTSE Group and KPMG Sustainability.

The agencies would also like to extend their special thanks to the members of the
PRI Investor and Expert Groups for their invaluable contribution to the process.

Designed and produced by Rebus, Paris,
and printed in the EU on CyclusPrint, a certified chlorine-free,
ecologically de-inked, 100% recycled paper.




