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New regulation, the evolution of responsible investing, integration,
and strategies about environmental, social, and governance issues
were discussed at Benefits and Pensions Monitor’s ‘ESG… Are You
Ready?’ breakfast seminar held in October. Speakers included Robert Walker, vice-president, Ethical Funds and ESG services with NEI
Investments; Brian Minns, manager of sustainable investing with
Addenda Capital; Michael Long, senior policy analyst with FSCO;
and Jordan Berger, corporate secretary – OPTrust. NEI Investments
and Addenda Capital were the lead sponsors of the event.
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ith the deadline almost here, are investors and
pension plan administrators ready for FSCO’s
requirement to disclose whether they incorporate
environmental, social, and governance (ESG) factors into their investment practices and, if so, how?
The Financial Services Commission of Ontario (FSCO) established a policy for an ESG disclosure requirement under the Pensions and Benefits Act (PBA). The ‘ESG requirement says the
statement of investment policies and procedures (SIP&P) shall
include information as to whether ESG factors are incorporated
into the plan’s investment policies and procedures and, if so, how
are those factors incorporated. The requirement is expanded upon
in FSCO’s Investment Guidance Note 004.
“The requirement stems from the 2008 ‘Ontario Expert Commissions Report,’ also known as the ‘Arthur’s Report.’ It made the
recommendation to disclose sustainable responsible investment
(SRI) practices,” says Michael Long, senior policy analyst with
FSCO. “When the government introduced its intention to develop
this requirement, it broadened the reference from SRI to ESG factors. That was announced in the government’s 2011 budget and the
regulation was passed in November 2014.”
Long says it’s important to stress that the note does not, on its
own, require an administrator to incorporate ESG factors; simply
that they must disclose their policy on the incorporation of ESG
factors. “So it is not prescriptive. It is about disclosure.” Also, the
requirement focuses on how the administrator incorporates ESG
factors into their own investment policies and procedures, not
necessarily how their managers incorporate it.
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“The guidance note does not go into a detailed discussion of all
the different approaches to incorporate ESG factors as we do not
want to prescribe or endorse any particular approach. It is not our
intent or purpose,” says Long. However, it does give two examples
to show two ends of the spectrum. One is the financial perspective
integrating ESG factors into the fundamental investment analysis
to the extent that they are material to investment performance and
the other is a moral or ethical perspective, such as ethical screens,
which reflects somewhat of an earlier approach to ESG investing.
Administrators have until January 1 to make a decision on whether
or not to incorporate ESG factors and once decided upon, to add the
appropriate disclosure language into their SIP&P. They have until
March 1, 2016, to file the SIP&P with the disclosure with FSCO.
Consider Fiduciary Duty
Long says that in deciding whether to incorporate ESG factors
administrators should consider their fiduciary duty under section
22 of the PBA. If they do incorporate ESG factors, the disclosure in
the SIP&P should cover the scope of the ESG application and can
include a broad statement incorporating or addressing all ESG factors or it can be a statement that a plan is focusing on, for example,
the environment. Long further explained that “the rationale for
incorporating or not incorporating ESG factors should be documented by the administrator internally (e.g., in a memo or meeting
minutes). It could be documented in the SIP&P itself, but this is
not required.”
Another requirement in the legislation, which becomes effective July 1, involves statements to former and retired members.
These are going to have to include some information on the SIP&P
and ESG factors. Long says it does not require the full ESG disclosure and can simply consist of some generic or general statements
stating that there is a SIP&P and that information on whether or
not ESG factors are incorporated can be found in the plan’s SIP&P.
Interest in ESG factors for investing has increased and evolved
along with public interest and the demand for change.
There was a time when it was believed that if you filed a resolution with a company at its annual general meeting, it could not
refer to environmental or social issues. That changed in about
2001. From then and into this century, there has been a migration
of mainstream asset owners towards practices that consider ESG

ENVIRONMENT, SOCIAL, AND GOVERNANCE (ESG) | December 2015

environment, social, and governance (ESG)
A BENEFITS AND PENSIONS Monitor SPECIAL EVENT
data in investment decision-making, says Robert Walker, vicepresident, ethical funds and ESG services, at NEI investments.
“There is a lot of speculation about why this has happened.
People tend to focus on developments such as climate risk, something that has been put on the agenda of the world’s largest asset
managers and asset owners and it is something that is being taken
increasingly seriously. There were also disasters such as the BP
spill in the Gulf of Mexico and the Deepwater Horizon drilling rig
explosion, which took the lives of 13 people in 2010.”
Walker says there had been a view that some people working in
the responsible investing space had managed to avoid BP because of
its long track record of poor safety culture. “When some responsible
investors managed to avoid that stock, it prompted interest in the
idea that something was being captured in ESG data that was not
being picked up in conventional perspectives on the gas companies.”
He also believes the global financial crisis helped prompt investors to look beyond financials and at the prominence of ethical issues.
Continues To Grow
“There is now notionally $60 trillion globally in assets under
management that are looking at ESG criteria with varying degrees
of interest and success, and that number continues to grow.
“At NEI Investments, we have a belief that companies integrating best ESG practices into their management systems will provide
higher risk-adjusted returns to shareholders and also contribute to
long-term sustainable value for all company stakeholders including customers, suppliers, employees, and the communities where
they locate their operations.”
NEI Investments, which will celebrate its 30th anniversary next
year, is an investment management company that has two main
brands: Ethical Funds and Northwest Funds. The company has a
sub-advisor business model so it is a manager of managers. It has
a three-part program to help put its investment pieces into practice:
ESG evaluations, corporate engagement, and public policy.
“Our process starts with an assessment, looking at companies
individually and by their sector to determine where our risks are as
a fund manager and which risks we believe are most prevalent in
our portfolio. From there, we establish what we call our baseline
expectations, the minimal standards that companies need to obtain
to address the risks, specifically the ESG risks they face. From there,
we make a decision about whether or not they can make it into our
fund. We also have what we call targeted analytics, like stretch goals,
that would allow companies to do better. As part of the corporate
engagement strategy, we use these goals to get companies to attain
more ambitious targets when it comes to ESG performance.
“We place a heavy emphasis on engaging companies in a very
active dialogue to encourage them to improve their ESG performance.
That really is the heart and soul of what we do at NEI Investments.”
When Walker started in the field in the 1990s, he says “there really
was not much in the way of advice or services to supply the kind of
information that investors needed. One of the barriers we faced was a
lack of ESG reporting by issuers of capital on public markets.”
Since then, a number of industry associations have been established as well as service providers.

companies and part was looking at another style of investing in
this space – shareholder action or corporate engagement, as we call
it. There was a need to change provisions in the Canada Business
Corporations Act (CBCA) to allow shareholders to file resolutions
that specifically had environmental and social content.”
Over the years, NEI has engaged with government and other
standards organizations on a wide variety of issues enabling the
environment for implementing ESG practices. “We were one of the
early firms engaging government on proxy voting disclosure and
on changes to the CBCA to allow us to file resolutions on environmental and social issues,” says Walker. “More recently, we have
been working with a wide variety of investors through the United
Nations (UN) Principles for Responsible Investment (PRI) on sustainable stock exchanges trying to make ESG factors a requirement
for companies to get listed on stock exchanges; a program which is
gaining traction globally. Beyond that we also have been engaging
heavily on broader issues that we believe are material, such as climate risk and human rights issues.”
Commitment To Sustainable Investing
Addenda Capital is a Canadian institutional investment manager
that serves institutional investors and private wealth clients. Although
the firm deals with multiple asset classes from Canadian equities
to U.S. equities, international equities, commercial mortgages, and
fixed income, it also has a commitment to sustainable investing.
“For us, sustainable investing is integrating considerations of
environmental and social and governance into our investment
decisions and into our activities as an investor overall,” says Brian
Minns, manager, sustainable investing. “The objective for our
approach is to add value for our clients, to improve the long-horizon investment performance of our investment strategies, and to
remain consistent with fiduciary duty.”
The firm has composed a comprehensive sustainable investing
policy and is also active with standards organizations, including
the UN PRI.
Minns says it’s important to note that Addenda offers an ESG
approach, not a product per se. “It is an investment approach that
we are applying across asset classes and across different investment strategies. We are working to enhance that approach across
our entire portfolio.”
There is a lot of compelling research available now from academics and practitioners that ties ESG issues with good corporate performance, financial performance, and market performance.
This research also shows corporate managers see value in sustainability and investors are paying more attention to ESG issues.

Been A Long Process
“It has been a long process of helping companies build up
reporting formats to convey how they are executing a range of ESG
issues – information we can use to make our investment decisions.
“There was also need for intellectual capital for the various
strategies that could be put in place. Eventually, there was enabling
legislation that would help us do this work more effectively. Part
of that was a proxy about disclosure requirements for mutual fund
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“ESG is not just about the value for shareholders,” says Minns.
“It’s about all stakeholders including customers and employees.”
With this in mind. Addenda has three key aspects to its ESG
approach. “The first is promoting sustainable financial markets.
This is about raising standards; not about individual companies.
So, for example, we recently signed on to a letter through the UN
PRI that has gone to stock exchanges around the world to encourage them to get the companies that are listing on those exchanges to provide better disclosure. We, as investors, are looking for
enhanced disclosure of material ESG data. The exchanges can play
a role in terms of encouraging the companies to provide that data
to investors. NEI is leading the effort with the TSX here in Canada.
“The second aspect is promoting ESG integration into the
investment universe and into investment decisions.”
Minns uses an example of climate changes in Alberta. “Our
Canadian equity team builds discounted cash flow models for all
the companies in our investment universe that they are covering.
Within the energy companies, we have a line item in there for carbon cost. So we have estimated what the carbon costs might be and
we have stress tested that to give us an insight into what that means
for the intrinsic value of those companies that we are investing in.”
The third aspect is stewardship. “We put together these portfolios of companies, but it is about looking after these portfolios
over time, especially around ESG issues. This includes voting the
shares as well as monitoring ESG performance. We voted in more
than 250 meetings last year and we also followed up with many of
those companies to understand their governance practices better
and to advocate for better disclosure of governance policies.”
Not Ready
Minns isn’t sure if many pension plans are ready to address
head-on a whole suite of sustainable investing options, ideas, and
thoughts, but he sees the disclosure requirement as an opportunity
to move forward. “Each individual, investor, and pension fund is
going to have their own approach that makes sense for them. This
is true for our company as well.”
When Addenda Capital noticed the trend of sustainable
investing, it started down the path about five years ago with education and debate by having discussions internally and with major clients. “It made sense philosophically for us as an investment house
to go down this path and we started to plot a course,” says Minns.
At the time, the firm was just bringing in its Canadian equities team
so it knew it would be adopting sustainable investing practices.
“From there, we expanded into U.S. and international equities, and
then, fixed income and commercial mortgages. We knew we could
not do everything all at once, but over time, working with the different asset classes, different investment teams, helping them to
adopt this approach to sustainable investing.
“The firm now has a sustainable investing committee that has
representatives from all the different asset classes helping to oversee its approach. The committee provides insight when we are
looking at regulatory submissions or broader initiatives that we are
undertaking and provides oversight to make sure that the path that
we are going down makes sense.
“Finally, it is about continuous improvement for us. How do we

continue to get better at sustainable investing? This is not something where we reach an end result, but something we are trying to
improve continually.”
Minns expects the journey for pension plans and other organizations will be similar to Addenda’s. There are some lessons to be
learned, he says. “The first is getting buy-in, the second is keeping
that buy-in and continuing to move forward. The third is being
genuine and realistic about what you are trying to accomplish.
“It has to be more than just policy and process. It has to be about
feeling that it is helping you to be better investors.”
Journey Into ESG Universe
OPTrust has been a strong proponent of responsible investment
in the past and looks forward to continuing its journey into the ESG
universe. With assets of $17.5 billion, the OPSEU Pension Trust
(OPTrust) invests and manages one of Canada’s largest pension
funds and administers the OPSEU Pension Plan, a defined benefit
plan with more than 86,000 members and retirees. The trust was
established to give plan members and the government of Ontario
an equal voice in the administration of the plan and the investment
of its assets, through joint trusteeship.
OPTrust is a large plan with a diversified portfolio. “We recognize that ESG factors have the potential to affect investment risks and
returns, and our reputation,” says Jordan Berger, corporate secretary.
Its approach to ESG reflects its fiduciary duty and its commitment to the UN PRI. Berger says the UN PRI provides a useful
forum for integrating ESG factors into the investment process and
is supported by more than 1,200 signatories globally.
“Our commitment to RI is enshrined in our SIP&P; a separate,
public RI policy; and our supporting investment policies. Material
ESG factors are incorporated across all asset classes, throughout
the investment process, although implementation details differ
between assets managed internally and externally.”
In 2007, it added a reference to ESG to its SIP&P and, in 2008,
it created a responsible investment group, mainly focusing on
public markets. A year later, it adopted a responsible investment
policy. “In 2010, we brought all of that together under the framework of the UN PRI.
“From our perspective, engaging the PRI process and its assessment process in good faith has been very helpful for us in terms of
integrating into the broader discussion about responsible investment, but also bringing some discipline into our internal processes.
“Then, in 2011, we started to step up our engagement with companies and started to do a lot more collaborative engagement.”
As for the FSCO guidance note, “We will not be identifying
specific ESG factors that we focus on – there are too many factors
that could potentially be material, dependent on the investment,
geography, or market conditions at play.
“For me, it is extremely important to focus on material ESG
factors because I am not sure, from a fiduciary duty perspective,
how a pension fund can spend funds on ESG research or ESG mitigation without establishing a link to materiality,” he says. BPM
Nienke Hinton is Benefits and Pensions Monitor’s staff writer.
nhinton@powershift.ca
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