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DETERMINE ESG OBJECTIVES

Charting the Course: Defining Your ESG Objectives
as the Foundation of an Effective Framework

ESG, as non-financial factors and characteristics that can drive long-term value creation,

has been a longstanding consideration for many allocators, with a growing number either
integrating or expressing interest in integrating ESG into their investment strategies. As the
importance of ESG continues to grow, there’s an increasing imperative to be specific about
ESG approaches. Depending on your stakeholders, there may also be an escalating demand
for transparency and tangible results. The key to meeting these demands lies in establishing
clear and measurable ESG objectives.

Institutional Allocator ESG frameworks must start with precise ESG objectives. This sets the stage for transparently
incorporating ESG into the investment process, whether through selecting managers or direct investments. It facilitates
ongoing monitoring and ensures that relevant stakeholders receive comprehensive and insightful reporting on ESG progress.
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Define with Precision:

Start by clearly defining

your ESG Objectives. It's
the cornerstone of your
framework and sets the

Specificity Matters:

Remember, “ESG” is not
asingular objective. Dive
deeper into how you want
to approach ESG to make

Consider All Perspectives:

When defining your
objectives, consider whose
viewpoints are essential.
Stakeholder engagement

Measure for Impact:

Ensure that the outcome of
your objective is measurable.
Quantifiable metrics enable
you to track progress

effectively and demonstrate

direction for your approach. your objectives specific ensures inclusivity and helps

and tailored to your tangible results.

capture diverse perspectives.
organisation’s values

and priorities.

BEYOND BUZZWORDS
Embracing the Diverse Dimensions of ESG Objectives

Don'’t settle for a vague “ESG” objective - it’s a vast landscape with diverse components. Just focusing on the “E” alone
encompasses a multitude of critical factors like carbon emissions, water usage, waste management and sustainable
sourcing. Attempting to address every aspect of E, S and G in your investment process is overwhelming and impractical.

Institutional allocators must be specific about their objectives. What truly resonates with you or your stakeholders? Where
can you enact and sustain genuine change? Trying to tackle too much often leads to achieving little. Instead, hone in on
one or two key focus areas and craft your ESG objectives around them. This targeted approach ensures meaningful
impact and avoids the trap of ineffectual broad-strokes efforts.

Establishing a feedback loop is crucial in this process, defining your ESG objectives is not a one-time exercise. To keep
your ESG framework current, relevant, and deliverable, there should be both proactive and reactive conversations happening
between senior management, investment teams and other key stakeholders.
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NAVIGATING COMPLEXITY
Balancing Multiple Factors in Crafting Your ESG Objectives

ESG objectives for institutional allocators are shaped by a myriad of influences. Pension funds may weigh the needs of
their beneficiaries, sovereign wealth funds might align with government policies and family offices could reflect their own
unique philosophies.

Beyond philosophy, whether that of your stakeholders or your own, there are many other factors that should be considered.
Many jurisdictions are increasing focus on regulatory reporting requirements on ESG for certain allocators. Aligning
your ESG objective with regulatory mandates, or ensuring they can co-exist, promotes coherence amid evolving standards.

An often-underestimated aspect of defining ESG objectives is your investment strategy. Considerations such as asset class,
holding periods, position sizes and portfolio concentration can profoundly impact the effectiveness of ESG approaches.
Assess whether your desired impact aligns with the characteristics of your investment choices. This proactive consideration
ensures that your ESG efforts are not only philosophically aligned but also strategically optimised for tangible results.

One of the most important parts of finalising your ESG objective is how it will be measured; this is the only way to demonstrate
tangible results from objectives. This will require analysis of data availability, targets that should be set and the ability of
external managers and portfolio companies to provide regular reporting.

DIVERSE PATHS
Exploring the Spectrum of ESG Objectives

As institutional allocators globally have started integrating ESG objectives into their investment strategies there is a wealth
of information available in public policies or annual reports to review the directions your peers have taken. Examples of
common themes in ESG objectives include:

C°°;zb Net Zero initiatives with a focus on reducing carbon emissions
S, ) ) )
SU§  Alignment with the UN Sustainable Development Goals
0
@R@ Social Impact in areas such as housing, education or healthcare

é& Improving Corporate Governance

FORWARD MOMENTUM

Implementing and Reporting on your Defined ESG Objectives

After you have established your ESG objectives, it's time to incorporate it into your entire ESG framework. This means
establishing your measurement criteria, crafting your ESG policy and deciding how you will report the outcomes of your
ESG efforts.

There are many different ways to incorporate ESG in your investment process, some more resource intensive than others.
Allocators can consider options such as tilting the investment portfolio to make sure that ESG does not collide with or inhibit
the investment process. Small teams can also make use of outsourced providers in areas such as engagement to allow
the right ESG framework to be implemented despite resource constraints. These important steps will be more fully
explored in further installments of this series.
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AN ILLUSTRATIVE CASE: DUTCH PENSION SCHEME

Taking Beneficiary Engagement to the Next Level

Understanding the needs of your key stakeholders is an important aspect when defining your ESG objectives. A large Dutch
Pension Fund, which stated its ESG program in 2018, has taken some additional steps to ensure its beneficiaries are included

in the process.

Starting with a survey of beneficiaries in 2021, it has since formed a members council comprised of some of their beneficiaries.
The council met for a three-day workshop that included educational sessions from both academic and investment professionals.
The members council was then invited to make recommendations to the Board of Trustees in a public letter, and the board

publicly responded.

The pension fund intends to repeat this exercise every three years, ensuring a dynamic process of receiving stakeholder

feedback to keep their process relevant.
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About Northern Trust

With more than 1,800 global asset owner clients, across
corporations, not-for-profits, public funds, insurance
companies, central banks and sovereign wealth funds,
Northern Trust has an unwavering and longstanding
commitment to support the increasingly sophisticated
needs of complex asset owners and allocators.

Our goal within the Asset Owner segment at Northern
Trust is to empower the missions of our clients, helping
them to maximise investment returns so that they may
then serve their constituents, their communities and
the world we live in.

To learn more

To find out more about how Northern Trust can support your
organisation, please contact your local Northern Trust
representatives, business development teams or:

@ A-Suite by Northern Trust

M A-Suite by Northern Trust | LinkedIn
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About ORC

ORC provides cutting-edge advisory services to institutional
allocators and investment managers globally. With assets
under advisement of over USD1.5 trillion, we support
our clients with comprehending and managing their
end-to-end risk landscape, including ESG.

ORC’s range of solutions encompasses ESG framework
design, ESG due diligence, operational due diligence and
custody and fund administrator selection and monitoring.
We leverage sophisticated technology to provide efficient
and cost-effective solutions to our clients whilst adhering
to a robust framework that ensures the quality of our work.

Complexity is a language we speak fluently; we leverage
our senior team’s over 100 years of practical experience
to proactively raise institutional investment standards.

To learn more

To find out more, please contact ORC at:
@ Enquiries@orclimited.com

@ www.orclimited.com
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© 2024 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, lllinois 60603 U.S.A. Incorporated with limited liability
as an lllinois corporation under number 0014019. Products and services provided by subsidiaries of Northern Trust Corporation may vary
in different markets and are offered in accordance with local regulation. This material is directed to professional clients (or equiva-
lent) only and is not intended for retail clients and should not be relied upon by any other persons. This information is provided for
informational purposes only and does not constitute marketing material. The contents of this communication should not be construed
as a recommendation, solicitation or offer to buy, sell or procure any securities or related financial products or to enter into an invest-
ment, service or product agreement in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. This
communication does not constitute investment advice, does not constitute a personal recommendation and has been prepared without
regard to the individual financial circumstances, needs or objectives of persons who receive it. Moreover, it neither constitutes an offer to
enter into an investment, service or product agreement with the recipient of this document nor the invitation to respond to it by making
an offer to enter into an investment, service or product agreement. For Asia-Pacific markets, this communication is directed to expert,
institutional, professional and wholesale clients or investors only and should not be relied upon by retail clients or investors. For
legal and regulatory information about our offices and legal entities, visit northerntrust.com/disclosures. The views, thoughts, and
opinions expressed in the text belong solely to the author, and not necessarily to the author’s employer, organization, committee or other
group or individual.

The following information is provided to comply with local disclosure requirements: The Northern Trust Company, London Branch, North-
ern Trust Global Investments Limited, Northern Trust Securities LLP and Northern Trust Investor Services Limited, 50 Bank Street, London
E14 5NT. Northern Trust Global Services SE, 10 rue du Chateau d’Eau, L-3364 Leudelange, Grand-Duché de Luxembourg, incorporated
with limited liability in Luxembourg at the RCS under number B232281; authorised by the ECB and subject to the prudential supervision of
the ECB and the CSSF; Northern Trust Global Services SE UK Branch, UK establishment number BR023423 and UK office at 50 Bank Street,
London E14 5NT; Northern Trust Global Services SE Sweden Bankfilial, Ingmar Bergmans gata 4, 1st Floor, 114 34 Stockholm, Sweden,
registered with the Swedish Companies Registration Office (Sw. Bolagsverket) with registration number 516405-3786 and the Swedish
Financial Supervisory Authority (Sw. Finansinspektionen) with institution number 11654; Northern Trust Global Services SE Netherlands
Branch, Vifioly 7th floor, Claude Debussylaan 18 A, 1082 MD Amsterdam; Northern Trust Global Services SE Abu Dhabi Branch, registration
Number 000000519 licenced by ADGM under FSRA #160018; Northern Trust Global Services SE Norway Branch, org. no. 925 952 567
(Foretaksregisteret), address Third Floor, Haakon VlIs gate 6 0161 Oslo, is a Norwegian branch of Northern Trust Global Services SE super-
vised by Finanstilsynet. Northern Trust Global Services SE Leudelange, Luxembourg, Zweigniederlassung Basel is a branch of Northern
Trust Global Services SE. The Branch has its registered office at Grosspeter Tower, Grosspeteranlage 29, 4052 Basel, Switzerland, and is
authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA. The Northern Trust Company Saudi Arabia, PO Box
7508, Level 20, Kingdom Tower, Al Urubah Road, Olaya District, Riyadh, Kingdom of Saudi Arabia 11214-9597 a Saudi Joint Stock Company
— capital 52 million SAR. Regulated and Authorised by the Capital Market Authority License #12163-26 CR 1010366439. Northern Trust
(Guernsey) Limited (2651)/Northern Trust Fiduciary Services (Guernsey) Limited (29806)/Northern Trust International Fund Administration
Services (Guernsey) Limited (15532) are licensed by the Guernsey Financial Services Commission. Registered Office: Trafalgar Court, Les
Banques, St Peter Port, Guernsey GY 1 3DA. Northern Trust International Fund Administration Services (Ireland) Limited (160579)/Northern
Trust Fiduciary Services (Ireland) Limited (161386), Registered Office: Georges Court, 54-62 Townsend Street, Dublin 2, D02 R156, Ireland.
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