












































Investing in the market

and Pepsi. They have partnered
with Novozymes for the supply of
enzymes and with Technip Energies
for industrial development.
Research & development remains
a major focus of the strategy and
is based on multiple collaborations
with French academic institutions
including the INSA?? INSA, INRAE?®
the CNRS?* and has established
a strategic alliance with INSA
Toulouse. The company is studying
the possibility of using enzymatic
recycling on other polymers than
PET.

Moving towards
industrialisation

During the pilot stage, which is
almost completed, batches of
food-grade PET bottles were
produced from PET monomers
derived from bottles or textile
waste, a world frst. Carbios is the
only company in the world using
enzymes to have demonstrated
such results, with unrivalled
eFciency. The construction of an
industrial demonstrator in France
began in 2020 and its inaugura-
tion was announced at the end
of September, in keeping with
the scheduled timeline. As a very
important step, this demonstrator
will be used for further engineering
studies and serve as a reference
unit for the future marketing of
licenses and enzymes to polymer
manufacturers.

There'’s more...

This technology was the subject

of an article in the scientific

press (Nature) and Carbios was
recognised as a ‘Technology

Pioneer’ by the World Economic

Forum.

* 39 patents were fled in different
geographical areas (Europe,
United States, etc.)

* The technology allows a return to
the monomers most commonly
used in the PET industry, which
are PTA and MEG®

* The technology employs a low
temperature process: 60 to 70°C

Plastic recycling

There are two types of plastic
recycling, mechanical and
chemical.

Mechanical recycling is the most
widespread, the most mature in
terms of process and industrialisa-
tion, and above all remains simple
and less expensive. It consists in
washing the plastic, then reducing
it into pieces and extruding it as a
new product. The main disadvan-
tage of this recycling method is
the retention of impurities, which
calls for either a fner sorting of the
different types of plastic upstream,
or the use of recycled plastic for
products of lesser quality (this
is called downcycling) and limits
the number of possible recycling
operations (fnite recycling).
Using pyrolysis to crack plastics
is an example of chemical

recycling. The process consists
in heating the plastic to obtain a
naphtha/diesel mixture. The main
advantage is the possibility of
treating a large number of types
of plastics that are abundant in
quantity and under-recycled at
this time. The treatment of mixed
plastics allows a decontamination
of the impurities. This process
has some disadvantages such as
a high sensitivity to oxygenated
(PET), chrome and brominated
plastics and a less favourable
carbon footprint than mechanical
recycling.

Chemical depolymerisation of
the plastic, whether partial or
total, makes it possible to recover
monomers of identical quality to
the original material, as well as
eliminating impurities. There are
three distinct technologies extant
today: methanolysis (reaction
between methanol and PET),
glycolysis (reaction between
ethylene glycol and PET) and that
employed by Carbios, namely
enzymatic hydrolysis of PET.
Many of these technologies are
still at the experimental, pilot or
pre-industrialisation stage.

22. National Institute of Applied Sciences

23. National Institute for Agricultural Research
24. National Centre for Scientifc Research

25. Monoethylene glycol

Any securities mentioned above are for illustrative purposes only and in no way constitute investment advice,
a recommendation or a solicitation to buy or sell.
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Investing in the market

SLB and ESG:

it's complicated

Two years ago, the Italian
group ENEL innovated

by issuing the frst
sustainability linked bond
(SLB) on the market.

Since then, SLBs have grown
signifcantly, especially in recent
months, with a total of €50 billion
issued since the beginning of 2021
and a growing number of issuers,
approaching 80 in total. These
issuers hail from all regions of the
world, including companies from
North America, France, Spain,
China, the United Kingdom, Brazil,
Australia and Germany, among
others; this type of instrument is
also well suited to high yield (HY)
players such as Rexel, Pfeiderer,
Picard ou Nemak.

Asareminder, these SLBs are bonds
whose yield may vary, contingent
on meeting predefned environ-
mental, social and governance
objectives, measured according
to established key performance
indicators (KPIs).

SLB: ESG OK, but let’s not
get carried away...

Mirova is watching this growth
in SLBs with great interest... and

caution. In our view, these instru-
ments have a major drawback: in
theory, they can allow issuers with
a poor ESG profle to issue a bond
that is supposed to promote the
ongoing environmental and social
transition without having to make
too great an effort to improve their
practices or the ESG impact of
their operations. It is not so much
a question of possible greenwas-
hing which is easy to detect, but
rather the risk of issuers setting
themselves ESG objectives that are
not very ambitious, not ambitious
enough in relation to their potential,
or less ambitious than those they
would have set themselves if
they had had to issue real green
bonds, social bonds, or sustai-
nability bonds. This represents a
real problem, at a time when the
climate emergency seems to us
to require a commitment from
every economic actor who can
take action. In short, baited by the
possibility of fnancing themselves
on the most dynamic segment

MAJOR ISSUERS OF SLBS AS AT 15 SEPTEMBER 2021

Issuer Country Total issued in SLB format, in $M
ENEL Italy 8,607
Suzano Brazil 2,750
Novartis Switzerland 2,196
NRG Energy United States 2,000
Public Power Corporation Greece 1515
n Repsol Spain 1491
FEMSA Mexico 1449
n ENI Italy 1,217
n China Construction Bank China 1,150
Orbia Mexico 1,100

Any securities mentioned above are for illustrative purposes only and in no way constitute investment advice,
a recommendation or a solicitation to buy or sell.
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Investing in the market

of the bond market, ESG, these
issuers fnd SLBs to be a means
of accessing it cheaply, since, as a
reminder, they themselves set the
objectives they wish to achieve.
As for asset managers who are
not convinced by SRI?*® but see
that their clients are asking for it,
these SLBs allow them to add an
environmental and social touch
without having to make the effort
of adapting their management and
portfolios in depth to what a true
ESG strategy implies.

Step up coupon is
a contradiction

Another disadvantage, which is
better known, stems from the
apparent contradiction linked to
the step-up coupon that most of
these instruments include if their
KPIs are not achieved.

This is because granting additional
remuneration to SRI investors who
have chosen to support a company
because it has done less well than
expected in terms of environmental
performance, for example, may
indeed seem somewhat contra-
dictory, if not cynical. The banks
that advise issuers of SLBs have
circumvented this problem by
suggesting the introduction of
step-downs if targets are met. Itis
up to each investor to make up his
or her mind on this point.

It is up to each investor to form
his/ her own opinion on this misa-
lignment of interest but to have
a procedure for maintaining or
exiting the SLB which it appears
that the issuer becomes likely not
to respect the KPIs will ultimately
constitute an obligatory passage.
Implicitly, this invites to choose
both the SLBs of which KPIs are the
most ambitious and among those,
those who have the best probabi-

lity of being reached: this requires
a double challenge, since the
more ambitious and more difcult
the issuers impose themselves
ambitious KPIs and the more
difFcult the possibility of achieving
them will prove to be. From there,
it will take the investor to provide
meticulous but essential work to
ensure that by adding an SLB to a
portfolio, he is indeed doing ESG.

An instrument that could
be of greater interest,
especially for HY

Does this mean we should
reject SLBs outright? Certainly
not, because they could play a
favourable role in fnancing the
current environmental and social
transition, provided that their
issuers really take the trouble to do
so. And there is nothing to prevent
them from doing so. If companies
set themselves really good and
ambitious KPIs, but prefer to avoid
predefning a use of proceeds that
is too restrictive in their case, then
SLBs can help them.

We are thinking in particular of
companies, such as HYs, that
are implementing a serious ESG
strategy but do not have the means
to issue green or social bonds,
where the use of funds, so valuable
for measuring their impact, may
lack Ffexibility. This may also be
the case for smaller or fast-growing
groups that need more fexibility
than larger, well-known issuers,
particularly in order to cope with
unforeseen cash fow pressures or
to seize a development opportunity
that may present itself.

Other issuers for whom SLBs may
have an interest in the distant
future: those who have already
fnanced and implemented most
of their environmental transition,

for example through the issuance
of green bonds in the 2020s, and
who by issuing an SLB to refnance
such green bonds, will show the
validity and confdence they have in
the effects that these investments
will have had on their operations. In
the case of these issuers, the green
bonds will have fnanced their
transition and started operating
the assets necessary for it, and
the issuance of a subsequent SLB
will show that these assets do
have an impact, which the KPIs will
measure. This phase is however
not for now: it will be necessary to
wait until the 2030s or even 2040.

The road to greenwashing is
paved with good intentions

Now that we know the generic term
‘SLB' can conceal bonds that are not
really ESG in nature, if at all, as well
as others that actually contribute to
the environmental and social tran-
sitions underway, there remains the
question of how to sort them out.
As we have already written, and will
repeat, the success of SRI, like all
successes, will inevitably attract
its share of free riders who want
to take advantage of the windfall
without having to devote too many
resources to it. Some issuers are
fnding a way to adopt this strategy
with SLBs, but they will only fool the
least meticulous investors.

There is still no secret method:
investors committed to a convic-
tion-based SRI approach will
conduct a rigorous analysis of
each SLB before adding it to their
portfolios, if appropriate. As for
the less sincere or more reticent
investors, they take the risk of
investing in SLBs issued by the
least sincere or most hesitant
issuers: asinus asinum fricat?

26. Socially responsible investment
27. Literally, ‘The donkey rubs the ass.

Any securities mentioned above are for illustrative purposes only and in no way constitute investment advice,
a recommendation or a solicitation to buy or sell.
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Getting involved

Social Taxonomy

The Sustainable Finance Platform, the stakeholder group o¥cially responsible for
advising the European Commission on implementation of its taxonomy project,
published a draft report for a social taxonomy proposal this summer. The European
Commission must decide by the end of the year whether or not to develop such

a taxonomy, based on the platform's recommendations.

This draft report provides a line
of though quite distinct from the
environmental taxonomy currently
being developed. The latter lists
activities that can be considered
green for investors in order to
meet the European Union's envi-
ronmental objectives. Through
two dimensions, described as
‘vertical’ and ‘horizontal’, the
social taxonomy project takes into
account not only the activities of a
company (those with added value
in terms of access to essential

products and services), but also its
processes (decent work, consumer
protection, communities...) In this
respect, it is closer to a social
evaluation criterion. For each
objective, the principle of ‘do no
harm’ must also be respected. The
social taxonomy may also include
criteria relating to governance as
related to environmental and/or
social objectives (e.g., diversity
in the governing bodies / senior
management, share of executive
compensation linked to environ-

mental and social considerations,
etc.)

While fnalisation of the environ-
mental taxonomy is still a matter of
much debate, the implementation
of a social taxonomy is an oppor-
tunity not to be missed to ensure
social issues remain on the sustai-
nable fnance agenda. A decision
expected by the end of 2021.

Advocacy Update

The autumn and the end of the year
will be marked by a particularly
busy calendar and the completion
of a number of European texts on
sustainable fnance. The European
Union's environmental taxonomy,
given the anticipated fnalisation of
the draft delegated act for climate
objectives, is the focus of much
attention.

This text is at the heart of negotia-
tions among Member States, the
Parliament and the Commission,

with the challenge of deciding
whether to integrate sensitive
sectors in a second text, planned
for the autumn (nuclear, natural
gas, agriculture, aviation, etc.)
The ‘green’ taxonomy for the
other environmental objectives
(water, pollution, circular economy,
biodiversity) is currently being
developed. By the end of the year,
the European Commission will
also have to make a decision as
to whether it undertakes to develop

other taxonomies (for instance, a
taxonomy of ‘signifcantly harmful’
or brown activities, those ‘without
significant impact’ or neutral,
social, etc.)

Finalisation of texts implemen-
ting the SFDR? regulation is also
on the agenda, as well as the
announcement (a priori scheduled
for early 2022) of an initiative to
promote sustainable governance
at European companies.

28. Sustainable Finance Disclosure Regulation
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Measuring impact

Mirova Consolidated Equity

Impact on the achievement of the

EXPOSURE TO POSITIVE/COMMITTED
IMPACT ON SDGS
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Impact mapping to the SDGs

CLIMATE STABILITY
Limit GHG levels to stabilize global temperature
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https://www.mirova.com/en
https://www.periscope.digital/
http://www.mirova.com/en/research

ADDITIONAL NOTES
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In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch ofces 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 ofFce of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of
Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3).
Registered ofFce: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number:
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Nederlands (Registration number 50774670). Registered ofce: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers,
Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Ofce). Registered ofce: Kungsgatan 48 5tr, Stockholm 111 35, Sweden.
Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian
Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In France: Provided by Natixis Investment Managers International — a portfolio management company authorized by the Autorité des Marchés Financiers
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