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2019 IMPACT
HIGHLIGHTS

IMPACT OF COMPANIES IN
THE SDG INVEST PORTFOLIO

97 7% A

have targets for reduction
of CO,e emissions

81 7% A 32 7% A

\\ 1/

average number of women
on boards of directors

are committed to
circular economy

23 7%

average number of

78 7% e

are engaged in sustainable

multi-stakeholder initiatives, Value for women in executive
which proactively works : management
for a sustainable future generations

100 7.

are actively working to
mitigate own negative

53 76 A

are part of the
Science Based

Targets initiative impact
7 7

6 2 o N\ 72 O n/a’

are working with their have products/solutions

supply chain to reduce that directly contributes
CO,e emissions to solving the SDGs

/\ Increase compared to v Fall compared to —— Unchanged from the
2018 Impact Report 2018 Impact Report 2018 Impact Report

*) We have changed the scoring methodology (increased requirements). Therefore this number is not comparable with the 2018 Impact Report.
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A LETTER FROM OUR
CHAIR OF THE BOARD

DEAR STAKEHOLDER

Last year in January 2018, SDG Invest was listed at
Nasdaq Copenhagen, and we are proud of the way in
which the market reacted to the investment fund. In just
one year, we have experienced an increase of private
investors in our fund at 250 %, in line with the SDG am-
bition of 'leaving no one behind'. We are continuously
growing to stand stronger with the increase in private
investors and through our active ownership, where we
engage with 100 % of the companies we are invested
in and are an active member of the global partnership
Climate Action 100+ Since our launch of the fund in
2017, we have also proved that investing sustainably

is a profitable alternative to traditional investing. In
2019, SDG Invest had a return of 30,53 % after costs.
We delivered a higher return than the market, and we
are proud to prove there is no compromise between
financial returns and investing sustainably.

With 10 years left to achieve the SDGs, we stand at

a crossroad. The Global Climate Strike with four mil-
lion people involved is a clear statement that people
demand actions from businesses and governments so
they live up to international agreements. Meanwhile,
CEOs of multinational businesses are continuously
stating “now is the time to act to achieve the SDGs".

| agree with their statement. It is time for every actor
to take its responsibility seriously and act.

Every actor needs to do more, and we are nowhere near
achieving the SDGs, nor the Paris Agreement. An obvi-
ous example of this is the climate, where many of the
world's countries have begun to feel the drastic conse-
quences of climate change. Greenhouse gas emissions
continue to rise, and according to the UN, emissions are
now more than 50 % higher compared to 1990 levels.

Furthermore, global warming is causing long-term
changes to our climate system, which threatens to have
irreversible consequences if we do not act now.

In the SDG Invest portfolio, 97 % of the companies have

targets for reduction of CO,e emissions and 53 % of the

companies are part of the Science Based Targets initia-
tive for reducing CO,e emissions in accordance with the
Paris Agreement.

Sustainability is much more than climate, and we invest
in companies that understand their responsibility by
taking a broad sustainability approach, in as they are
acting and taking leadership in the pursuit of achieving
the SDGs.

Through active ownership and by offering a sustainable
alternative to traditional investing, we seek to push and
drive the agenda to create transformational change to-
wards a more sustainable world. The focus of SDG Invest
is to ensure a financial return while creating shared value
and taking leadership in achieving the SDGs. This report
provides insights into focus areas for the companies we
invest in and highlight how they are working with sustain-
ability and creating sustainable impact.

We look forward to your feedback on this report and to

our continuous work towards achieving the SDGs.

KARIN VERLAND
Chair of the Board

W Vs laced

»>Through active ownership and by offering
a sustainable alternative to traditional
Investing, we seer to push and drive the
agenda to create transformational change
towards a more sustainable world«
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10 YEARS TO REACH
THE SUSTAINABLE
DEVELOPMENT GOALS

Five years in and with a decade left to reach the su-
stainable development goals, it is essential to under-
stand where we are headed. Since the SDGs have been
introduced, they have formed a common agenda and
spurred conversation across NGOs, states, businesses,
international organisations, and civilians. They have
formed a companionship across borders because we all
know what to aim for. However, the reality is that we are
nowhere near reaching the goals.

We need to be aware that things are rapidly moving in
the opposite direction of international agreements, as
reported in the SDG Progress Report, and as numerous
reports by the Intergovernmental Panel on Climate
Change (IPCC) have vividly explained throughout 2019.
It is evident that many social and environmental global
challenges are growing.

All companies have a daily impact on sustainable
developments through their products and operations,
and not least throughout their value chains. When it
comes to global companies, this impact is enormous.
In the SDG Invest portfolio, we have 59 companies,
which collectively have more than 5.2 people directly
employed. They impact millions and millions of
people upstream and downstream in their

value chain, through the jobs they create,

and the product and services they provide.

| Impact report | 2019



Companies play a vital role in combating climate
changes. Research from IPCC shows that the emissions
of CO,e are one of the main reasons for the rise of the
global temperature. To reduce this rise, companies

can actively reduce their own negative impact while
transforming their business towards greener energy.
Investors play an essential role in this transformation as
well as through investment choices.

Currently, investments in fossil fuels are higher than
investment in climate activities.2 However, 84 % of the
remaining fossil fuels would need to remain in the
ground to meet the 1.5°C global warming target and
put a brake on climate change, and 59 % of fossil fuel
reserves would have to be left untouched to meet the
2°C global warming upper limit set for countries in the
2015 Paris Agreement.3 Companies and investors are
pivotal for this transformation.

>

1. The Sustainable Development Goals Report, UN, 2019 R
2. The Sustainable Development Goals Report, UN, 2019
3. Financial Times, "Lex in depth: the $900bn cost of ‘stranded energy assets", 10-02-2020

SDG Invest

The Accenture Strategy and UN Global Compact's report
‘The Decade to Deliver: A Call to Business Action’ from
2019 is the world's most comprehensive CEO Study to
date on business' contribution to the UN Sustainable
Development Goals, where more than 1,000 top execu-
tives across 21 industries and 99 countries reflect on the
opportunities and challenges to sustainability since

the launch of the Global Goals. The report finds that in
2016, 49 % said business would be the most important
actor in the delivery of the SDGs. However, in 2019, just
21 % of the CEOs believe business is playing a critical role
in contributing to the SDGs. Despite this, 71 % of CEOs
believe that - with increased commitment and action -
business can play a critical role.




SDG INVEST AND THE UN
SUSTAINABLE DEVELOPMENT GOALS

At SDG Invest we contribute to the fulfilment of

the UN Sustainable Development Goals (SDGs)

through the companies in which we invest and
the tools we apply as asset manager.

OUR TEAM'S IMPACT

How the SDG Invest team contributes to the SDGs

QUALITY + Ensure education in sustainable DECENT WORK AND + Ensure financial strength and
EDUCATION development through thought ECONOMIC GROWTH growth to maximise a sustainable

A leadership and external events M development through our
I!!l ' - Active ownership where we engage ' investment product
with all companies in the portfolio, "
international organisations and

sustainable movements

ISR ¢ Introduction of new 13 CLIMATE - Diverting investment in black
ANDINFRASTRUCTURE technologies to promote ACTION energy to green energy by

sustainable development e.g. excluding oil and coal as part of
the Sustainability Scorecard @ our negative ESG screening

PARTNERSHIPS - Active ownership to push the
17 FORTHE GOALS SDG agenda
- Collaboration through international
@ partnerships including the UN Global
Compact, UN PRI, and Climate Action 100+

- Financing and mobilising private funding
for sustainable development
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SDG INVEST AND INVESTMENTS
IN GLOBAL COMPANIES

In SDG Invest, we believe that global companies play an
essential role in the transformation towards a sustain-
able world. By investing in global companies that are
proactively taking leadership in this transformation, the
global companies have greater financial opportunities
and incentives to continuously positively contributing to
the SDGs and in fighting the global challenges. Through
our investments and active ownership, we seek to drive
this change.

In SDG Invest, we work to create sustainable develop-
ment while achieving a good return on investment. Our
understanding of sustainable development is based on
the definition from ‘Our Common Future' also known as
the Brundtland Report from 1987:

»Sustainable development is development
that meets the needs of the present without
compromising the ability of future generations
to meet their own needs.«

Impact report 207
l, RABEGR | 2019

With this definition as a baseline and with the SDGs as a
guideline, the road to achieving the 2030 agenda is clear.
It demands that every actor; companies/businesses, in-
ternational organisations, NGOs, states, and civilians are
collaborating and actively engaged in creating a sustain-
able world where everyone can prosper. A sustainable
business is part of a society that is in harmony with the
land and the scarce resources that people value, while at
the same time manage to deliver strong financial results
so that it will exist tomorrow and keep the capacity to
take leadership on this agenda.

Though the carbon intensity of our portfolio is almost
three times lower than the '"MSCI World ESG Leader’ and
less than the "MSCI World Low Carbon Target', we do not
claim to be a ‘green’ investment fund. To us, sustaina-
bility is much more than a focus on the climate. It is also
ensuring human rights, labour rights, responsible tax
behaviour, partnering to create solutions and systemic
change and much more.




That is why we have identified 43 parameters, which
defines our definition of sustainability and is the founda-
tion of our sustainability scoring. Even before the scoring
process happens, we have excluded the sectors of fossil
fuels (oil, gas, and coal), alcohol, tobacco, weapons,
pornography, mining, and gambling from our invest-
ment universe, as we have identified that these sectors
are negatively impacting sustainable development.

Global companies have the financial strength to scale
innovative solutions across the world. They are able to
form and take part in multi-stakeholder partnerships that
create systemic changes. They impact millions of people
through their value chain, and through their business
model and products. This is why their decisions and
business operations impact the social and environmen-
tal aspects of the world tremendously. Global compa-
nies that are taking leadership on the global challenges
and the SDGs are having an impact that plays an active
role in achieving sustainable development for all.

FUTURE THEMES FOR THE SUSTAINABLE COMPANY
Every year we update our parameters and analyse a
large number of global companies. Through this pro-
cess we follow the latest trends within sustainability.

It also gives us an understanding of where businesses
need to go. Two themes emerge from our perspective:
circular economy and responsible tax behaviour. These
are themes among others that we expect companies to
address to be future fit in a sustainable world as these
are essentials in the underlying business model. In our
portfolio we have the world's most sustainable listed
companies, despite this it is within the transformation to
a circular economy and taking a responsible tax be-
haviour that we see the most room for improvement.

RESPONSIBLE TAX BEHAVIOUR

Responsible tax behaviour is an absolute necessity for

a business to continuously obtain license to operate.
The definition of responsible tax is complex, however an
overall responsible tax behaviour integrates internatio-
nal guidelines and approaches as described in OECD's
BEPS actions. It requires that the company is transparent
and open. The B Team'’s responsible tax principles are a
new standard for responsible tax behaviour by multina-
tional entities. Tax evasion (i.e. not paying taxes) and tax
avoidance (i.e. minimising of taxes) is not responsible tax
behaviour. Companies should implement responsible
tax behaviour in order to be sustainable. Even though
this theme has been taken up by various organisations
such as the Tax Justice Network and Oxfam for many
years, inequality is rising year after year.

Itis a complex area with slow-moving legislation. This is
why we address this issue in our active ownership letter
so that businesses may self-regulate to take a social
responsibility. Despite the possibility that we as inves-
tors would lose short-term returns as the company will
lose short-term profits, we believe companies need to
take this seriously. We believe that the business will gain
from responsible tax behaviour in the long run while
also creating a number of positive impacts in society.
We invest with a long-term perspective.

These days we see a greater focus on the issue of
responsible tax from regulators, NGOs, and civilians
which highlights why businesses need to address

this issue seriously and implement a responsible tax
behaviour to be on the forefront of regulations and to
continue its license to operate. It is not sustainable to
evade or avoid taxes. The sustainable way, on the other
hand, is giving back to societies, employees, and infra-
structure - just to mention a few. In this way, societies
can continue to bloom and prosper. A new initiative

for businesses to be a part of and with established
principles to live up to is that of The B Team. You can
read much more about the B Team's responsible tax
principles on page 27.

SDG Invest £
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CIRCULAR ECONOMY

The majority of global companies have emerged from
a take-make-dispose model, and circular economy is
the opposite of this. Within this concept, resources are
reused as much as possible thus keeping resources in
a closed-loop, which minimises the intake of new raw
material and waste output. One of the biggest threats
to our society is over-production, and with people still
becoming richer and greater in number, businesses need
to integrate this concept. Circular economy needs to be
integrated into every business operation as resources
become scarce and to mitigate the threat which over-
production poses to the climate and environment.

Accenture estimates, that at a global scale the circular
economy has the potential to generate $4.5 trillion in addi-
tional economic output by year 2030. Furthermore, circular
economy models drive innovation, which opens for new
business opportunities, while minimising costs on a num-
ber of areas such as energy, raw materials and water.

Though it demands investments, it is necessary for the
company in order to be relevant in the long run - for
investors, for people buying products, and for the environ-
ment and climate as it will regenerate natural systems.

It will take years to integrate circular economy into esta-
blished businesses build on a take-make-dispose foun-
dation. In SDG Invest we do not expect global companies
to be circular yet, however, we expect companies to start
transforming existing practices and integrate the concept
throughout business operations. If companies fulfil their
commitments and invest in circular solutions, they stand
to reap great financial and commercial benefits. This is
the future for companies, and we hope to see companies
address this theme in future sustainability work. Read the
definition and more about how the companies in our port-
folio are performing on circular economy on page 28.

»In SDG Invest we do not expect global companies
to be circular yet, however, we expect companies to
start transforming existing practices and integrate
the concept throughout business operations.«

12 | Impactreport | 2019 ———— ‘
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2 YEARS OF SDG INVEST,
1 YEAR AT NASDAQ COPENHAGEN

Since our 2018 impact report, we had an increase in
private investors by 250 %, and in 2019 we had a return
of 30.53 % after costs. We are extremely proud of these
numbers. Thank you for your trust in us.

25

76

increase in private investors
since our 2018 impact report

The Stockrate model

+ Strong earnings history

+ High financial strength

-+ High economic
stability

SDG Invest

Negative screening

We will continue to work for a sustainable future through
investments. Therefore, we take our active ownership
role seriously, as this is our way to directly influence

the decisions made. The more we are, the stronger we
stand. Leaving no one behind.

B3 7%

return after costs in 2019

SDG Invest Sustainability Scorecard

Exclusion of companies Screening and analysis of

operating in certain
industries

companies' approach to
+ Leadership

- Sustainability

- Governance
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ACTIVE OWNERSHIP
AT SDG INVEST

ANNUAL ENGAGEMENT

In 2019, we had a 100 % engagement rate with the com-
panies in our portfolio. This is part of our active ownership
process. We take our role as investors seriously and we
are constantly seeking to push and drive the sustaina-
bility agenda in a positive direction.

At SDG Invest, we analyse and select companies on the
basis of the financial results of the companies, their work
on sustainability, corporate governance, and their work
on addressing the global challenges as well as the SDGs.
Itis part of our philosophy and promise to the investors
that we do not compromise on returns and sustainability.

Therefore, only the most solid and ambitious companies
are included in the SDG Invest portfolio. Out of 65,000
listed companies worldwide, 59 currently meet the
requirements we set. We are thorough when we assess
our investments, and as a consequence we also know

a lot about the companies in which we are invested. We
actively use this knowledge to start a dialogue with the
companies, with the goal of achieving the SDGs in 2030.
Our analysis identifies how well the company is perform-
ing while highlighting risks and issues where the compa-
ny needs to focus. We therefore send a letter to the Chair
of the Board in each company in the SDG Invest portfolio,
in which we encourage them to address immediate ac-
tions and focus on long-term strategies for sustainability.
As part of this letter, we also have meetings with some of
the companies with representatives from management,
investor relations and sustainability departments.

CLIMATE ACTION 100+

We are proud members of Climate Action 100+, which
is an investor initiative to ensure that the world's largest
corporate greenhouse gas emitters take necessary
action on climate change.

Climate

INVESTOR ALLIANCE
FOR HUMAN RIGHTS

The companies include 100 ‘systemically important
emitters', accounting for two-thirds of annual global
industrial emissions, alongside more than 60 other
companies with significant opportunity to drive the
clean energy transition. We are ‘Participants’ in Climate
Action 100+ which means that we are engaging directly
and actively with companies on the list. We have chosen
to be actively engaged in the five companies from our
portfolio that is on the list. The companies are on the
list due to their size, which means that their absolute
emissions are high, despite a lower carbon intensity.

WE RESPOND TO CURRENT CASES AND ISSUES
We monitor companies for news and developments. If
we consider that the cases are contrary to our investment
principles, we put the companies on our watch list, and
we take direct contact to the company. It is important for
us to understand how they are handling their cases and
how they seek to mitigate a given wrongdoing. We are
aware that we are investing in large companies with com-
plicated supply chains throughout the world. We expect
them to be transparent about issues and dilemmas, as
well as initiating actions that can address and mitigate
any negative impact.

WE DEMAND SUSTAINABLE IMPROVEMENTS

As investor in SDG Invest you can trust that we engage
in difficult dialogues. We dare to put ourselves out there,
demanding action from the companies in our portfolio.
Our active ownership philosophy is that this kind of
approach adds value to the business, as we truly believe
that a sustainable company is a company for the future.

As we identify new sustainability initiatives and trends,
we inform our companies, and this gives them a chance
of knowing what investors will look for in the future.

14 | Impactreport | 2019
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THE SDG INVEST
SUSTAINABILITY SCORECARD

6 %

Diver-

sity

24 %
Steward-
ship

SDG Invest £,*

The sustainability scorecard is based on 43 parameters,
which brings the screening beyond standard ESG (Envi-
ronment, Social, Governance). Each parameter uses a
maturity scale to quantify the qualitative data. Therefore,
the scorecard includes 143 different scoring options.

The scoring is comprised of three categories: sustain-
ability, governance and leadership.

In the total score

- leadership weighs 50 %

- sustainability weighs 25 %, and
- governance weighs 25 %.

The scorecard analyses the sustainability profile of the
company and reveals material issues, such as areas

of improvement or leadership parameters, in relation
to the sector. It is a proactive scoring based on expert
knowledge.

3%
Civil society
engagement

7%

Maturity

8%
Responsible
supply chain
management

7 %
Climate and

environment m Sustainability

m Governance

m Leadership

15 %
Oversight

A
\X/orkforce

4%

| Red flags and
crisis handling

The parameters in the scorecard are aligned with the
UN Sustainable Development Goals (SDGs). This gives
a clear depiction of how the company is positively
contributing to the achievement of the 2030 agenda.
Furthermore, the SDGs are directly integrated in the
parameters, especially in the leadership section focus-
ing among others on the company’s approach using the
SDGs as a strategic tool in their sustainability work and
creating specific solutions to achieve the SDGs.

ANNUAL UPDATE: 2019

We update the parameters each year to represent the
latest initiatives, trends, standards, laws and regulations
within sustainability. In the update this year, we have put
greater emphasis on certain areas, for example respon-
sible supply chain management and human rights. We
have also strengthened the level of proactivity the com-
pany needs to show within climate and environmental is-
sues. We strengthen the level of maturity that companies
need to have on circular economy and responsible tax
behaviour, as development happens within these areas.

SDG Invest &%
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IMPACT 1
CO,e EMISSIONS

Science Based Targets

Working with supply chain to reduce CO,e emissions
97 %
93 %

98 %
098 %

Targets for reduction

CO,e emissions disclosure

Companies with Science Based Targets

With the status ‘commited’

With the status 'targets set’

Global companies are huge drivers in reaching the Paris Therefore, we are proud to announce that 97 % of the
Agreement, where 195 of the world's governments have companies in our portfolio have reduction targets on
committed to prevent climate change by limiting global this issue, 62 % are working to reduce emissions in
warming to well below 2°C. To SDG Invest, this is a vital their supply chain (beyond scope 1 and 2), and 53 % are
goal for companies to address. part of the Science Based Targets initiative with either

‘committed’ or ‘targets set’ status.

SDG Invest £
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For global companies it is important to have focus on
the entire supply chain. For example, Kering, the global
luxury group, has learned through their Environmental
Profit and Loss calculations that their biggest environ-
mental impact is in tier 4 at the raw material production.
Therefore, reporting and reducing CO,e emissions in
scope 1and 2 is not enough, if we are to reach the goals
in the Paris Agreement. It is important to us to be able
to see actions by the companies. The presented impact
area is an indication of that.

TOTAL SCOPE 1+2
CO,e EMISSIONS

of the SDG Invest portfolio (in kilo metric tonne)

3,634

We have already excluded fossil fuels and tobacco from
our portfolio, which is a reason why the collective positive
impact from investing in SDG Invest is enormous. For
companies the focus on a low-carbon economy creates
new business opportunities, saves costs, and keeps the
companies in front of legislation (transitional costs). The
transition to a low-carbon economy will catalyse the
development of new technologies and operational prac-
tices. The companies that set ambitious targets now will
lead innovation and transformation tomorrow.

CARBON INTENSITY

of the SDG Invest portfolio (tons of CO,e emissions/$M sales)

SDGInvest £ MSCI MSCI MSCI World
World World ESG  Low Carbon
Index Leaders Target

As of June 29 2018

CASE SCIENCE BASED TARGETS

The Science Based Targets initiative is a collaboration is a collaboration between
CDP, the United Nations Global Compact (UNGC), World Resources Institute
(WRI), and the World Wide Fund for Nature (\W\WF) and one of the We Mean
Business Coalition commitments. Targets adopted by companies to reduce
greenhouse gas (GHG) emissions are considered “science-based’ if they are in
line with what the latest climate science says is necessary to meet the goals of
the Paris Agreement - to limit global warming to well-below 2°C above pre-in-
dustrial levels and pursue efforts to limit warming to 1.5°C.

There are two different status levels, one is that the company is ‘committed’ to

take science-based climate action and the other is 'targets set' to have approved
science-based targets. We are looking for companies with the status 'targets set..

Scope 2 Scope 1
INDIRECT DIRECT

@ Scope 3

II INDIRECT

purchased

9:;‘1?;2‘1 transportation
d: purchased electricity, steam, and distribution
EE heating & cooling for own use

I
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Faciliti
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employee processingof
fueland commuting sold products @
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= - travel
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and distribution  waste
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Source: Greenhouse Gas Protocol

SDG Invest £

vehicles use of sold
products

Downstream activities

WHAT DOES SCOPE

1, 2 AND 3 MEAN?

SCOPE 1 - All Direct Emissions
from the activities of an orga-
nisation or under their control.
Including fuel combustion on site
such as gas boilers, fleet vehicles
and air-conditioning leaks.

SCOPE 2 - Indirect Emissions from
electricity purchased and used

by the organisation. Emissions are
created during the production of
the energy and eventually

used by the organisation.

SCOPE 3 - All Other Indirect
Emissions from activities of the
organisation, occurring from
sources that they do not own or
control. These are usually the
greatest share of the carbon
Scope 3 footprint, covering emissions
PIRECT associated with business travel,
procurement, waste and water.

investments

ez

franchises

e

leased assets.
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IMPACT 2
HUMAN RIGHTS AND
RESPONSIBLE SUPPLY CHAINS

Responsible supply chain management

Responsible supply chain management with due
diligence procedures incl. follow-up descriptions

Has a specific focus on child labour in human rights work

Actively engaged in securing a living wage in supply chain

Actively working to ensure human rights
with established due diligence procedures

The UN Declaration on Human Rights states that »All
human beings are born free and equal in dignity and
rights.« Instead of creating one goal for human rights,
they are embraced by each of the SDGs. It is the respon-
sibility for companies to respect human rights referring
to the UN's International Bill of Human Rights and ILO's
Declaration on Fundamental Principles and Rights at
Work. There are many reasons for companies to respect
human rights, for example to continuously obtain a
license to operate as it is a moral imperative, for compli-
ance reasons following national, regional and internatio-
nal law, and it can be a tool for business development. If
a company is taking leadership within the field of human
rights the principles and actions in the UN's Guiding
Principles on Business and Human Rights are followed.

At SDG Invest, we look for companies taking a pro-
active approach to mitigating breaches on human rights
and labour rights within their own operations and in

the supply chain. We measure whether the company
has due diligence procedures in place, and what these
procedures entails. We are also looking at the compa-
ny's approach to living wage and child labour, as well as
its responsible supply chain management in relation to
responsible sourced materials. This year we have upda-
ted our scorecard to include living wage and a specific
focus on child labour.

100 %
100 %

93 %

100 % of the companies in the SDG Invest portfolio have
understood their responsibility in the supply chain, thus
they have created policies, which they expect suppliers to
uphold, and 64 % proactively work with responsible sup-
ply chain management conducting social audits with due
diligence procedures and a focus on responsible sourced
materials. This is having a positive impact on millions of
lives throughout these companies' global supply chains.

93 % have a specific focus on child labour in their

human rights policies and approach. When analysing
how companies are actively ensuring human rights

with established due diligence procedures, 60 % of the
companies have this in place. A specific initiative that can
make a tremendous social improvement in developing
countries, is when companies’ choose to pay living
wages instead of the legal minimum wages, which in
many countries is not enough to uphold minimum living
standards. Only 12 % of the companies are actively en-
gaged in securing and paying a living wage throughout
their supply chains. As defined by Global Living Wage
Coalition a living wage is: »The remuneration received for
a standard workweek by a worker in a particular place
sufficient to afford a decent standard of living for the worker
and her or his family.« \We expect this to be an area of
focus in the near future. Through our active ownership we
will seek to drive change towards a fairer wage system.

»>Through our active ownership we will seek to
drive change towards a fairer wage system.«
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»>We looR for a proactive approach to mitigate
breaches on human rights and labour rights within the
companies own operations and in the supply chain.«

CASE RESPONSIBLE SUPPLY CHAIN

MANAGEMENT IN PROCTER AND GAMBLE

Procter and Gamble's vision is to be the company with the
most responsible, ethical, and transparent supply chain.
Partnerships with key NGOs and suppliers ensure they are
focusing on the most critical areas. External inputs have
strengthened their identification of salient issues, and
through this process they have developed strategies to
reduce risk and protect the environment and people who
work in the supply chain.

Two focus areas in raw materials;

+ Within 'Responsible Forestry' P&G is working with
partners to ensure and develop responsible forest
management and forest product sourcing. 100 % of
the virgin wood pulp they purchase for use in their
tissues/towels and absorbent hygiene products
is third-party certified. By 2020, 100 % of the paper
packaging will be made from either recycled or
third-party-certified paper.

- P&G is committed to ensure that their sourcing of palm

oil does not contribute to deforestation while respect-

ing the rights of workers and indigenous people. They

have full transparency and publish their list of suppli-
ers. They have created three pillars to mitigate risks:

— Pillar I - Supplier management with a risk
assessment and verification procedure.

— Pillar Il - Smallholders programme, where the
objective is to improve the livelihood of small-
holders while verifying production practices to meet
sourcing criteria. Specific initiatives are in place.

— Pillar Il - Industry Influence. P&G recognise there
is progress on this area, but still far to go, that is
why they seek to push the agenda of responsible
sourced palm oil industry wide.
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»Nestle is working with local communities, often
direct suppliers in developing countries, on capacity
building and training to ensure labour rights are upheld.«

CASE RESPONSIBLE SUPPLY

CHAIN MANAGEMENT IN NESTLE

For Nestlé, transparency is the new keyword. Therefore,
they are working to make all of their products traceable,
but with more than 700,000 direct suppliers admitted-

ly it takes time to map every one of these, while also
mapping Tier 2, 3 and so on. The objective for the Tier 1
suppliers is that over 80 % of the total spend and volume

is sourced from audited and compliant suppliers by 2020.

In 2018, 61 % of the total spend and volume sourced is
from audited and compliant suppliers. Upstream in their
value chain the objective is also to have priority catego-
ries to be traceable and 70 % to be responsibly sourced.
In 2018, 72 % of the 14 priority categories of raw materials
are traceable and 63 % are responsibly sourced.

Within their definition of responsible sourcing is a policy
against child labour and adherence to international
standards within human rights and labour rights. Nestlée
is working with partners like Danish Institute for Human
Rights, the Fair Labor Association, the International
Cocoa Initiative, Verité, Issara Institute, The Forest Trust,
and ProForest to understand the challenges on these
issues and they have due diligence processes as well
as grievance mechanisms in place.

Nestleé is working with local communities as well as
suppliers in developing countries, on capacity building
and training to ensure labour rights are upheld as well
creating better outputs. In America, Nestlé Purina is
working with over 1000 farmers through public-private
partnerships to help protect the soil, maintain sufficient
water, keep water clean, and protect biodiversity.

With such a complex and massive value chain, it is
absolutely essential to understand where they have a
negative impact and how to mitigate this impact. They
still need to continuously improve, but they are taking
leadership on the agenda and they are transforming their
business. Nothing is done overnight, it takes time and
Nestlé is taking their responsibility seriously.
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IMPACT 5
SUSTAINABILITY FOCUS AND
WORK WITH MATERIAL ISSUES

Working actively to mitigate own negative impact

Working actively to mitigate own
negative impact with external partners

Materiality assessment updated within the last 3 years

Sustainability reporting with KPIs and long term strategy

Audited reporting (multiple KPIs and
sustainability reporting method as minimum)

To SDG Invest it is essential that the company address
its negative impacts, and especially that it understands
where it needs to focus. It does not make sense for a
textile company to have its main focus on paper printed
at the office following the principle of proportionality.
Identifying the material issues to have an integrated
sustainability strategy is done through a specific
‘materiality assessment’ exercise. The analysis identifies
and prioritises the companies’ most important impacts,
while taking into account stakeholders' interests. 95 % of
the companies in the SDG Invest portfolio have pub-
lished their materiality assessments.

To take leadership on sustainability and to actively seek
to solve global challenges, it is essential that the compa-
ny understands and mitigates its negative impact. 100 %
of the companies in our portfolio are actively working to
mitigate their negative impact, and 69 % are working with
external partners to mitigate own negative impact.

100 %
100 %

95 %

100 %
100 %

By working in partnerships with external partners the
company is able to enhance efforts in mitigating negative
impact. As we use publicly available material in our anal-
ysis it is important that we can trust the validity of the
published data. Therefore, we look for audited sustain-
ability reports. Last year, we were looking for audited
sustainability data. This year, we have tightened our
evaluation of sustainability data, so that it is no longer
enough to have Scope 1and 2 of CO,e emissions audit-
ed. The audited data has to be on multiple KPIs within
environmental and social aspects, and the underlying
method should be a part of this audit as well.

53 % of the companies have audited multiple relevant
KPIs and their reporting method. 100 % of the compa-
nies in our portfolio report on sustainability with the
inclusion of KPIs and a long-term strategy with specific
targets for their work.

g,

QO

12.6 Encourage companies, especially large and transnational companies, to adopt sustainable
practices and to integrate sustainability information into their reporting cycle
12.6.1 Number of companies publishing sustainability reports

SDG Invest £
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CASE WORKING WITH EXTERNAL PARTNERS TO
MITIGATE SECTOR AND BUSINESS RISKS

Taiwan Semiconductor Manufacturing Company (TSMC)
uses the AA1000 Stakeholder Engagement Standard as
a starting point in their materiality analysis to ensure a
standardised approach in their stakeholder engagement
process, which is part of identifying material issues.

Furthermore, TSMC partners with other enterprises to
proactively learn from one another, share experiences,
and provide training and guidance to reduce safety and
health risks in the supply chain.

TSMC shares experiences in occupational safety and
health risk management with the Taiwan Semiconductor
Industry Association (TSIA).

Furthermore, on behalf of TSIA, TSMC participates in the
annual Joint Steering Committee, a working group of
World Semiconductor Council, and shares experiences in
occupational risk management.

This approach of working with external partners to
mitigate negative risk is used in the areas of industry
dialogue and development, technology innovation,
corporate governance, environmental sustainability
and human rights and supply chain management.

TR T
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»TSMC's approach of working with external
partners to mitigate negative risk is used in the
areas of industry dialogue and development,
technology innovation, corporate governance,
environmental sustainability and human

rights and supply chain management.«




IMPACT 4
SDG FOCUS AND SOLUTIONS

Products/solutions that directly contributes to solving the SDGs

Redesign of existing products to target global challenges
Innovation of SDG related products
Use the SDGs as a strategic tool in sustainability work

Commitment to be an active company in solving global
challenges addressed by CEO/Chair in CEO/Chair letter

Have initiated developing products
that directly seeks to solve the SDGs

Have products that directly seek to achieve the SDGs
Fully integration of the SDGs in sustainability work
Addresses the SDGs in reporting

It is essential that new business models and products
emerge to achieve all of the 17 SDGs. ‘Business as usual’
will not solve anything. This year we have strengthened
the parameters assessing the company's SDG focus and
solutions contributing to solving the SDGs. Therefore,
the 2018 data is not comparable to 2019 data. Nonethe-
less, 72 % of the companies in our portfolio already have
products that directly seek to achieve the SDGs. The
two cases of Xylem and Chr. Hansen are examples on
this, which you can read more about in the case section
of this chapter.

88 % of the companies in the SDG Invest portfolio are in-
novating products which contribute to solving the SDGs.

100 %

While innovation and solutions specifically contributing
to the SDGs are essential part of business development,
the companies' existing products also need to be rede-
signed to fit a sustainable world. 100 % of the companies
in the SDG Invest portfolio are doing this.

The SDGs provide a roadmap for sustainable leadership.
The 45 % that are using the SDGs as a strategic tool have
integrated this roadmap and agenda in the company's
sustainability work with specific actions. This agen-

da needs to be integrated at the level of the CEO and
board of directors, this is why we assess whether it is
addressed at both these levels.

CASE 82 % OF CHR. HANSEN'’S PRODUCT
PORTFOLIO HAVE A DIRECT POSITIVE
CONTRIBUTION TO THE SDGS

A large-scale assessment of Chr. Hansen's entire
product portfolio with more than 3,000 products shows
that 82% have a direct positive contribution to the SDGs
no. 2, 3, and 12. This is achieved by promoting sustain-
able agriculture, improving global health and reducing
food waste. This data is audited by a third-party.

Besides that, Chr. Hansen has set specific targets for
these three SDGs:

+ SDG 2: Cover 25 million hectares of farmland with
their natural solutions by 2025.

- SDG 3: Launch 6 new products with a documented
health effect by 2022. They have already launched
4 new products.

- SDG 12: Reduce global yogurt waste by 1.2 million

tons by 2022.
12 tetetn CHR HANSEN
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CASE THE PURPOSE OF XYLEM
IS TO ADDRESS WATER ISSUES
Examples of Xylem solutions:

- Essence of Life is a portfolio of affordable, field-service-
able irrigation systems that meet the needs of farmers
in emerging markets. Essence of Life seeks to em-
power farmers in the developing world who have been
underserved by existing farming innovations. Through a
‘hybrid value chain” concept, Essence of Life is chang-
ing the lack of water access for smallholder farmers.
Xylem has developed a ‘smart system'’ to enable data
analytics of water flow increasing efficiency and help in
extreme weather events avoid flooding as well as stop
general water waste.

»We will develop and launch innovative solutions that
create major water, energy and cost efficiencies, helping
utilities solve water challenges for millions of people living
at the base of the global economic pyramid. We will drive
awareness of water innovation and its powerful oppor-
tunities within the water sector and across the business
and public domains.« - ambition of Xylem from their

Sustainability Report 2018 l

Let's Solve Water

GOOD HEALTH CLEAN WATER
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IMPACT 5
DIVERSITY AND INCLUSION

Acknowledge gender pay gap

Policy and KPIs for diversity and inclusion

Average percentage of women in executive management

Average percentage of women in board of directors

By 2030, there must be gender equality, but at the current
pace, it will at the earliest be in 2120, shows the Global
Gender Gap Report 2020 from World Economic Forum.
When the first Global Gender Gap Report came in 2006,
it would take 257 years before economic equality was
achieved. This gap is now reduced to 202 years. On a
global scale median hourly pay of men is 12% higher than
that of women, according to the UN Progress Report.

Gender equality has its own SDG, but as UN Women
points out gender equality is present in all of the SDGs.
Companies with gender diversity are more likely to
financially outperform peers, as found by McKinsey & Co.
in their ‘Delivering through diversity' report from 2018.
Derived from the SDGs, we are measuring how each
company is performing on gender diversity on boards of
directors and in executive management.

50 %

52 %
47 %

In our portfolio the average number of women on a board
of directors is 32 % and at executive management level
the number is 23 %. We will continuously address gender
diversity at these two levels in our active ownership.

52 % of our companies are taking leadership within
gender equality by having programmes in place for
diversity and inclusion. These programmes are followed
with specific targets and with an annual follow up. 50 %
of the companies in our portfolio are acknowledging the
issue of a gender pay gap. Closing this gap will assist in
ensuring an economic equality. We urge all companies
to publicly address this issue, and to create a gender
pay gap report to get the full overview of the issue, and
last not but least, close this gap.

LIGESTILLING
MELLEM KBNNENE

¢
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»>Comypanies with gender diversity are more
lirely to financially outperform peersi«

CASE AXFOOD IS TAKING LEADERSHIP
WITHIN DIVERSITY AND INCLUSION
By 2020, the goal is that 20% of Axfood's managers will

come from an international background. By the same

year, the balance between men and women in manage- Board of
ment positions will be within a range of 40%-60%. directors

Today more than 22 % of Axfood's employees have a
background outside Sweden. More than 30 languages
are spoken within the Group, and at Axfood Snabbgross,
store employees wear nametags that show which lan-
guages they have a command of. Many of Axfood's stores
offer internships to newcomers and asylum seekers.

Executive
committee

Furthermore, Axfood state they do not have a gender
pay gap.

LIGESTILLING
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IMPACT 6
RESPONSIBLE TAXATION

Public country-by-country reporting

Responsible tax policy

Publish effective tax rate

Multinational companies and new technologies create
challenges for established tax laws and international frame-
work agreements. It is therefore important that the company
proactively addresses its tax behaviour in a responsible way
to ensure sustainable development. This includes explain-
ing tax practices and outcome.

When companies implement responsible tax behaviour,
they positively impact the SDGs due to creation of better
conditions for responsible investment and sustainable
growth. Tax is an important resource for the state, for public
services, and investments. For instance, tax is a tool for
combatting poverty as well as ensuring better welfare

for both younger and older people. Consequently, tax
contributes to SDG 1 and SDG 3, as well as a number of
other derived effects from this development.

Responsible tax behaviour is an emerging issue and an area
where companies are able to take tremendous leadership.
Despite the possibility that we as investors would lose short-
term returns as the company will lose short-term profits,

we believe companies need to take this seriously. We be-
lieve that the business will gain from responsible behaviour
in the long run while also creating a number of positive im-
pacts in the society. We invest with a long-term perspective.

2019 7%
2018 5%

98 %
93 %

Therefore we look for companies that are taking leader-
ship on this agenda. 41 % of the companies in our portfolio
have adopted a group-wide responsible tax policy, while
98 % have published their effective tax rate. Transparency
is needed within responsible tax behaviour, nonetheless
itis only 7 % of the companies that are publishing a
country-by-country report. Through our active owner-
ship we will seek to drive companies towards a more
responsible tax behaviour.

1 7 PARTNERSHIPS
FORTHEGOALS
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CASE THE B TEAM RESPONSIBLE TAX PRINCIPLES
When The B Team Responsible Tax Principles were
launched in February 2018, they aimed to raise the bar
on how business approaches tax and transparency. The
Responsible Tax Principles are seven principles with
underlying parts that encompass responsible tax beha-
viour. At the time, The B Team recognised that better

tax policy and practice will not happen overnight. The
Principles serve as a starting point for companies wishing
to demonstrate a commitment to responsible tax. Imple-
mentation requires energy, resources and leadership

Over time, The B Team Responsible Tax Principles have
gained momentum and credibility. Importantly, the
principles have become increasingly embedded within
the 15 companies endorsing them. Each endorsing
company has begun to demonstrate how the principles
are guiding their approach to responsible tax.

Unilever, who is part of the SDG
Invest portfolio, was one of

the founding members

of these principles.

THE B TEAM

SDG Invest &%
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IMPACT 7
CIRCULAR ECONOMY

Commitment to circular economy

One specific focus area with a 100% target

Actions taken to integrate circular economy principles incl.
initiatives, timeline and/or KPIs in business operations

In SDG Invest, we assess the company's efforts and
ambitions to take part in a circular economy. There has
been a massive increase in the understanding of how
the circular economy can transform businesses, which is
also evident in the increase of companies committed to
circular economy. 81 % of our companies are committed
to circular economy. For a company to take leadership
on this agenda, we are looking for specific actions. 22 %
is working with circular economy with one specific focus
area. We have included this maturity level to include
targets such as reaching 100 % renewable energy. This is
however not circular economy in its entirety.

Circular economy should of course encompass all
business operations. 22 % of all the companies in our
portfolio are actively working to close the loop with set
targets and specific initiatives. Circular economy can
systemically make changes. Though it will take many
years for large established global companies to trans-
form their business operations. It is all about integrating
this agenda and constantly improve on this area. Future
fit businesses will understand this transformation and
seek to reap the benefits from this concept.

81%

»In the not-so-far future, our products will No
longer be seen as waste at their end of life, but
rather as sources of valuable resources for new

products. adidas has already made the first
steps toward creating a closed-loop product.«

1. Source: Ellen MacArthur Foundation

— adidas

SDG Invest &
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CASE NOVO NORDISK’S

CIRCULAR BUSINESS MODEL

In 2018, Novo Nordisk set an ambition to have zero
negative environmental impact. To get there, a new
environmental strategy was adopted that addresses
risks across the entire value chain, including climate
change, water and resource scarcity, pollution, and
plastic waste. The strategy embraces a circular mind-
set - designing and producing products so that they
can be recovered and re-used, and reshaping business
practices to minimise consumption and eliminate waste
by turning it into new resources. The circular approach is
not new to Novo Nordisk. Since 1972, the company has
been a part of the world's first industrial symbiosis with a
circular approach to production at its manufacturing site
in Kalundborg, Denmark.

CLEAN WATER
ANDSANITATION

E novo nordisk

CASE ADIDAS’ CIRCULAR BUSINESS MODEL
Adidas strengthens its commitment to circular econo-
my with the FUTURECRAFT.LOOP - a 100% recyclable
performance running shoe, where each component is
made from 100% reusable TPU. The FUTURECRAFT.
LOOP project is aimed at tackling the problem of plastic
waste, enabling a “closed loop” or circular manufactur-
ing model, where the raw materials can be repurposed
again and again. But not just repurposed into a water
bottle or a tote, but into another pair of high-perfor-
mance running shoes.

In 2019, adidas produced 11 million pairs of shoes
containing recycled ocean plastic through intercepting
plastic waste on beaches, remote islands, and in coastal
communities. adidas is committed to using only recy-
cled polyester in every product and on every applica-

tion where a solution exists by 2024.
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IMPACT 8
PARTNERSHIPS FOR
SYSTEMIC CHANGES

Engaged in multi-stakeholder initiatives, which
proactively works for a sustainable future

Engaged in multi-stakeholder initiatives or
sustainable partnerships to create systemic change

SDG 17 is an innovative and absolute essential goal, if
we are to achieve the SDGs. SDG 17 started discussions
around the world for different actors to create partner-
ships and multi-stakeholder initiatives to drive sustaina-
ble development forward. It allows for companies to talk
about growth while creating systemic change. SDG 17
potentially impacts the other 16 SDGs in a positive way,
when partnerships are addressing global challenges.
Last year, we reported 95 % of the companies in the SDG
Invest portfolio were part of multi-stakeholder initiatives
or sustainable partnerships, however this year we have
chosen to strengthen the definition.

95 %

Now, we are discussing multi-stakeholder initiatives or
multi-stakeholder partnerships which proactively works
for at sustainable future. With this change, we have 78 %
companies doing exactly this.

Partnerships are pivotal when addressing the global

challenges such as reaching the Paris Agreement. The
Science Based Targets Initiative and the Task Force on
Climate-related Financial Disclosures are partnerships
which have been established to reach the Paris Agree-
ment. At SDG Invest we believe this is the way to move
forward and to have the greatest impact as possible.

1 7 PARTNERSHIPS
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»>Partnerships are pivotal when addressing the global
challenges such as reaching the Paris Agreement «
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CASE LOOP ELIMINATES THE NEED FOR
SINGLE-USE SHIPPING MATERIALS

LOOP is like the milkman of the 1950s, but with a
21st-century reboot. Back then, in some countries, milk
was delivered to your door in glass bottles. When these
were empty, they were left outside, collected by the
milkman, washed and refilled.

This system brings together major brands and retailers

with the idea of shifting from a model that is ‘disposable’

(where packaging is thrown away or recycled after use)
to one that is 'durable’ (where packaging is reused and
any leftover product is either recycled or reused).

This is how it works: Consumers buy online directly
from LOOP's website or from a partner retailer. You get
your products delivered in a reusable tote - this also
eliminates the need for single-use shipping materials
like cardboard boxes. Once you have finished the
product, LOOP picks it up from your home, replenishes
products as needed and returns the refilled shipping
tote to the consumer.

| yb(id
m >

It started as a coalition of large companies - inclu-
ding manufacturers, retailer Carrefour, courier UPS
and resource management company SUEZ - along
with TerraCycle, a leader in recycling. All partners had
the same goal: to develop supply chains that are more
‘circular’ from design through to consumer use.

Today, Loop partners include - among others - Procter &
Gamble, Nestle, PepsiCo, Unilever and Danone.

1 7 PARTNERSHIPS
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FEEDBACK

We are looking forward to your feedback.
Please send feedback to info@sdginvest.dk.
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each company-towares even greater '
sustainability and SDG impact.«'

Methodology/disclaimer
Data is derived from the companies’ publicly available material. The analysis is based on company reports from FY-2018.



