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Paris-aligned benchmarks: the

future standard?

Forward-looking ESG approach captures more progressive
companies and a wider range of risks

Investors looking to align their
investments to the long-term objective
of the Paris Agreement might have
felt loss in front of the various low
climate-oriented approach. The new
Paris-aligned benchmarks (PAB) have
brought some clarity.

These benchmarks are designed to
keep global warming to 1.5C above
pre-industrial levels by 2050. The target
is clearly stated compared to other
ESG approaches, which may seek to
reduce carbon emissions, but do not
necessarily have such specific target.

An effective implementation of the
Paris Agreement has to be forward-
looking, through the selection of
companies that have clear, achievable
plans to improve their ESG profile and
effectively mitigate climate change.

With the Paris-aligned benchmarks,
investment managers can not only pick
companies that can make a difference,
but actively encourage these and other
companies to do so through selection
and engagement.

Paris-aligned benchmarks enter
the investment lexicon

The Paris Agreement, a legally binding
international treaty on climate change,
was adopted by 196 countries at COP
271 in December 2015. Ever since, the
EU has sought appropriate financial
benchmarks to ensure the agreement is
translated into real-world action.
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The low-carbon strategies which spang
up in the wake of COP 21 have typically
excluded controversial activities and
typically sought carbon reduction at
inception of around 30%-40% compared
with mainstream indices.

It might be expected that the increasing
weight of investor expectations and
strategies since COP 21 would have led
to companies across the board striving
to reduce their carbon emissions.

This has not materialised yet: in fact,
between 2020 and today, carbon
emissions from companies in the
Bloomberg Developed Markets Large &
Mid Cap index have actually increased.
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Key takeaways:

« Paris-aligned benchmarks (PABs)
are relatively new but are attracting
the attention of growing numbers
of investors, who seek core
equity strategies which effectively
accompany the transition to a net
zero economy.

Ossiam partnered with Bloomberg
to launch its PAB approach in
recognition of Bloomberg's ability
to analyse a large number of
companies and indicators.

+ PAB indices are designed to have
low tracking error to standard
market cap indices and to be
implemented across geographies
so that they can be considered by
investors as building blocks.
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Source : Bloomberg, Ossiam. Past performance does not predict future results.
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Paris-aligned benchmarks were conceived
to drive the Paris agenda in a more
targeted and effective way. Introduced

in 2019 by the European Commission,
PABs require a minimum 50% reduction
in Greenhouse Gas (GHG) emissions
compared to a parent index at launch
and a 7% reduction of emissions every
year after that. This methodology aims to
ensure that emissions reduce to net zero
by 2050.

PABs must also adhere to the EU

Taxonomy Regulation’s “Do No Significant
Harm” (DNSH) requirements by excluding
companies significantly harming at least

one of the 6 EU environmental objectives.

A forward-looking benchmark,
backed by data

The effectiveness of PABs relies on data.
Ossiam, an affiliate of Natixis Investment
Managers, partnered with Bloomberg to
launch its PAB approach, in recognition
of Bloomberg's wealth of corporate data
and its ability to process data to create
genuine informational advantages.

The resulting benchmark was able to
encompass reports and estimates from
some 50,000 companies.

“We wanted to work with an independent
organisation that could run the rule over
a huge number of companies especially
regarding carbon estimates for non-
reporting companies” says Paul Lacroi,
head of structuring at Ossiam.

An advantage of this approach is that

the benchmark is both forward-looking
and has science-based data to back it

up. High-polluting companies are not de
facto excluded from the benchmark if they
are committed to reach net O carbon in
2050, “We want to encourage companies
to set science-based targets.”. However, if
they fail to follow their plan or to reduce
emissions by at least 7% in any one year,
they will be replaced in the benchmark..

Smart methodology leads to
better ESG outcomes

The challenges of assessing companies’
ESG performance can be met with a
thoughtful methodology.

PAB strategies should follow the United
Nations’ precautionary principle that
company emissions data should not be
underestimated. Many companies do not
fully disclose their carbon emissions data,
so benchmark providers must make an
estimate based on industry averages. This
means the estimate can be better than the
actual carbon profile (particularly of heavy
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polluters) which discourages the future
reporting of actual emissions.

Bloomberg uses a machine learning model
to produce its estimates and, from these,
builds in an appropriate cushion for carbon
emission levels, to respect the precautionary
principle. This prevents biases in the index
and, further, encourages companies to
disclose their actual carbon emissions.

Clear, sector-specific analyses can be
applied to test the do no significant harm
(DNSH) principle. DNSH is much broader
than a standard controversy data set and
requires more detail.

DNSH helps to avoid one aspect of
greenwashing: PAB indices exclude
companies which score highly on one of the
6 EU environmental objectives, but poorly
on others. For example, investors may see
the inclusion of electric vehicle makers in a
portfolio as being good for their ESG profile
and for climate change. But what if an EV
maker helps reduce pollution in city centres,
but is poor at recycling batteries from the
vehicles or sources lithium from mines in
an unethical manner? With the DNSH such
company will be excluded.

Lacroix says: “This is one area where
Bloomberg has a significant edge: it can
map all ESG factors and objectives for all
companies in the index. Many data providers
are unable to handle the size and detail of
data required”

Just as obtaining comprehensive carbon
emissions data from companies poses
challenges, so applying the DNSH test is
challenged by a lack of corporate disclosure.
In addition to excluding companies which
do not pass the DNSH test, the Ossiam/
Bloomberg solution adds a second filter:

it also takes into account the level of
compliance with DNSH in the weighting
scheme, making sure that the positive
impact of the PAB index is at least equal to
the level of the benchmark.

PAB indices are set to be building
blocks

The resulting indices are pure when it
comes to meeting the ideals of the Paris
Agreement. PAB indices respect all the
relevant rules but, importantly, do not
insert additional ESG criteria which can
muddy the water and obscure the path to
the 2050 goal.

As well as offering clear expected
outcomes, PAB indices must be able to
provide investors with the tools to switch
exposures when they need to. Ossiam
views PAB indices as building blocks

for investors to execute their allocation
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decisions. PAB indices, Ossiam believes,
must meet geographical allocation needs,
including niche geographic segments
such as Canada, Japan and Asia Pacific
ex-Japan.

If investors are to deploy PAB indices as
core holdings within their equity buckets,
it is also important that the PAB indices
are as close as possible to mainstream
indices in terms of tracking error.

There must be flexibility too. Guidelines for
PABs are set out in details but are likely

to evolve as policymakers see potential
improvements, so index providers must
be able to evolve too. For instance, in the
future, the EU is likely to address green
energy production in the benchmark.

“There are no criteria for green energy yet
and we can expect the EU to continue to
update its rules to do so,” says Lacroix.
“There is no final state for PABs, so index
providers must be nimble enough to adapt
their methodologies.”

Conclusion: the future of
benchmarks?

Paris-aligned benchmarks are relatively
new, but they are attracting the attention of
growing numbers of investors.

These investors seek financial returns,
but also an approach which is beneficial
to other stakeholders and contributes
meaningfully to solving the climate crisis.

“We think, in time, PABs will be the future
benchmarks for the majority of strategies,’
says Lacroix.

Published in November 2022.



2" NATIXIS

INVESTMENT MANAGERS
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In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is a portfolio
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(société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris. ltaly:
Natixis Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, ltaly. Netherlands: Natixis Investment Managers
International, Nederlands (Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers
International, Nordics Filial (Registration number 516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden.
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is
authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of
Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian
Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. Spain: Natixis Investment Managers, Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid,
Spain. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its
representative office in Zurich, Schweizergasse 6, 8001 Ziirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated
by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated
to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional
investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey
Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material
is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers
authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch)
which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate
in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material.
Registered office: Unit L10-02, Level 10,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates In Japan: Provided by Natixis Investment Managers Japan
Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management
business, investment advisory and agency business and Type Il Financial Instruments Business as a Financial Instruments Business Operator. In Taiwan: Provided by Natixis
Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission
of the R.0.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number 2020 FSC SICE No. 025, Tel. +886
28789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and qualified investors for
information purpose only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only. In Australia:
Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers
and wholesale clients only . In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute
financial advice. This is not a requlated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have
certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider
in New Zealand. In Colombia: Provided by Natixis Investment Managers International Oficina de Representacién (Colombia) to professional clients for informational
purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material
does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors. In Latin America: Provided by Natixis Investment
Managers International. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central
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Uruguayan law 18,627. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a requlated financial entity, securities intermediary, or an investment manager
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accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or
registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of
its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. In Brazil: Provided to a specific
identified investment professional for information purposes only by Natixis Investment Managers International. This communication cannot be distributed other than to the
identified addressee. Further, this communication should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP
90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre
Mendes France, 75013 Paris.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and
from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant
national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire
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Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the
accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the relevant legislation.

Ossiam Natixis Investment Managers
An affiliate of Natixis Investment Managers RCS Paris 453 952 681

French société anonyme governed by an executive board and a supervisory Share Capital: € 237 087 487
board with a share capital of 261 240 € 43 avenue Pierre Mendes France
RCS Paris - 512 855 958 75013 Paris

36 Rue Brunel, 75017 Paris www.im.natixis.com
Www.ossiam.com
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