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Executive Overview

In Union Bancaire Privée’s Positive Impact Equity Investment Team, we leverage our influence as
institutional investors to promote sustainability by advocating for executive remuneration tied to
non-financial key performance indicators “(KPIs)”. We actively vote on all companies within the Impact
funds’ portfolios, and in particular we vote on remuneration policies at Annual General Meetings (AGMs),
opposing those without substantial links to sustainability. This reflects our commitment to fostering
sustainable corporate behaviour among our investees and aligning their business practices with long-
term value creation.

Strategic aim

As an impact investor, we want to see ambitious non-financial targets that underpin

the company’s long-term sustainability strategy, and that have sufficient weightings to
influence behaviour. We also want to see these commitments disclosed transparently
to ensure accountability and clarity.

Key highlights of our white paper:

= The current issue: insufficient linkage between remuneration and non-financial KPls

m Importance of linking non-financial KPIs to remuneration for driving long-term sustainable and
financial outcomes

= Ensuring ambitious and impactful remuneration targets
m Best-in-class market practices

= Outcomes of voting initiatives and strategic engagement
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The current issue: insufficient linkage between
remuneration and non-financial KPIs

The misalignment between executive remuneration and sustainability-related non-financial KPIs is a
significant challenge. It often leads to missed opportunities in terms of fostering long-term sustainable
and financial outcomes. Research confirms that companies that do not embed sustainability targets
into executive remuneration strategies, struggle to motivate executives to adopt sustainable practices,
leading to misalignment with societal expectations and stakeholder interests.

Recognising this issue, an increasing number of companies are integrating sustainability into their
commercial strategies to better align with long-term growth objectives. Recent trends show a positive
shift towards incorporating non-financial metrics more extensively across industries.
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As shown in the graph above, the proportion of companies in the USD 5 billion to USD 9.9 billion
revenue range that have adopted ESG metrics as modifiers in executive pay rose from 10.9% in 2021 to
22.8% in 2023. Moreover, for companies with revenues over USD 50 billion, 19.6% had integrated ESG
modifiers by 2023. This reflects a broader movement towards sustainability, with S&P 500 companies
more than doubling the inclusion of environmental metrics from 24.8% in 2021 to 53.6% in 2023, and
the adoption of general ESG metrics surging from 25.4% to 44.5% in the same period.

While these trends indicate a growing awareness of sustainability, a more widespread and deep-
rooted commitment is essential for sustainability to become a cornerstone of business operations.
Despite the progress made, challenges remain regarding the complexity and effectiveness of these
non-financial KPIs. Critics argue that without clear guidelines, metrics may serve merely as superficial
nods to sustainability (greenwashing), failing to reflect truly material targets for the company and its
stakeholders.
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To address these concerns, the Impact team advocates for the implementation of transparent, robust,
and strategically aligned non-financial metrics. This approach ensures that sustainability initiatives
are not only integrated into corporate strategies but are also measurable and impactful, enhancing
corporate performance and accountability, and mitigating risks associated with greenwashing.

Why linkage to non-financial KPls is vital

Integrating non-financial KPIs into executive remuneration is key to driving sustainable leadership and

ensuring long-term business success.

Encourages executives to
balance short-term financial
results with long-term
sustainability goals, benefiting
shareholders, employees, and
the community.

Sustainable
Leadership

Strategic
Decision-

Incentives Making

Encourages executives to
integrate sustainability into
commercial strategy, setting
clear targets and ensuring
transparent disclosure to

Research from institutions
like Harvard Business Review
shows that companies with
strong sustainability practices
significantly outperform their
peers financially over the long
term.

Enhanced
Financial
Performance

Shareholder
Engagement

Prepares companies for
regulatory changes and evolving
market conditions, enhancing
resilience in the global business
environment.

Future-
Proofing
Businesses

Aligns business practices with
societal values and investor
expectations, strengthening
consumer and investor loyalty
through a commitment to

stakeholders. sustainability.

How does the Impact Team ensure that remuneration targets are ambitious enough?

= Materiality assessment: we advise starting by assessing the non-financial factors most critical to
the company and stakeholders. Remuneration should be linked to industry-specific areas where
the company can make significant contributions. These factors should also underpin the company’s
short-, medium-, and long-term strategies (e.g., 2030 and 2050 targets).

= Beyond compliance: we advise against choosing non-financial metrics solely based on regulatory
demands. Instead, companies should focus on a broader range of material factors that truly reflect
the company’s impact potential.

What percentage of sustainability-linked remuneration is considered sufficient or ambitious? How
do we balance financial returns with sustainability performance?

= Meaningful weighting: we recommend a minimum 20% weighting for non-financial KPIs in
remuneration to significantly influence executive behaviour.

m Progressive integration: we advise starting with a lower weighting and increasing it as the company
develops more quantifiable and measurable non-financial metrics.

= Long-term and short-term incentives (LTls and STls): LTls encourage a long-term perspective, while
STls recognise annual progress. It is crucial that non-financial metrics are incorporated into both to
ensure a comprehensive approach.
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= Engagement and direction: looking beyond the percentages, we value the company’s response to
engagement and the progress of their metrics. A clear pathway to increasing the weightings of non-
financial metrics is essential and well-regarded.

Examples of best-in-class market practices

Schneider Electric Natura Orsted

Integrates sustainability Dedicates 30% of short-
directly into its incentive term incentives and long-
structures, with 20% term incentives to social

Aligns 30% its incentives
with ESG targets, such as
the CDP climate score and

of the annual variable engagement, sustainability,
compensation and 25% of and net-zero carbon

the long-term incentive plan objectives, showcasing a
linked to its Sustainability deep commitment to ESG
Impact and External Relative commitments across its
Index. operations.

reductions in scope 1 & 2
emissions, highlighting the
importance of sustainability
in its strategic ambitions.

Note: The securities identified above should not be considered as recommended for purchase or sale.

Strategic Approach - How We Intend to Achieve These Objectives

AGM and EGM approach
Impact team reviews the meeting materials
Portfolio Managers deliberate internally to make voting decisions

Contact the portfolio companies if we oppose a company’s remuneration policy to articulate our reasoning
and expectations for effective linking compensation to sustainability objectives.

ISS modifies and executes our votes

Annual engagement with our portfolio companies via Impact Engagement Framework (IEF) to evaluate the
companies’ sustainability progress, pinpointing deficiencies, and guiding the adoption of best practices
through real-world examples.

Notes: ISS is our proxy voting company; the IEF is an annual questionnaire that assesses and monitors the sustainability aspects of
companies within our funds, facilitating systematic interaction and evaluation of our influence as investors. For more detailed information,
please refer to page 16 of our latest 2023 Impact Report.
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Through continuous engagement and active voting, we have observed a positive trend: an increasing
number of companies in our funds are linking non-financial KPIs with executive remuneration,
reflecting a broader shift towards integrated sustainability practices.

Percentage of companies in our funds with sustainability-linked remuneration
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Source: UBP Impact Team, Impact Engagement Framework, 2023

CONCLUSION

As an institutional investor, the Union Bancaire Privée Positive Impact Equity Investment
Team is dedicated to advancing sustainable corporate practices and acting as a catalyst
for systemic change among listed companies through strategic voting and engagement.
We recognise the transformative power of collaboration and actively seek to exchange
innovative ideas and strategies with stakeholders committed to integrating non-financial
KPIs into executive remuneration. By fostering these initiatives, we aim to drive substantial
and measurable impact, contributing to a more sustainable and prosperous future.

Crystal Wong

Impact Analyst



Disclaimer

This is a marketing document and is intended for informational and/or marketing purposes
only. It is intended to be used only by the person(s) to whom it was delivered. It may not
be reproduced (in whole or in part) or delivered, given, sent or in any other way made
accessible, to any other person without the prior written approval of Union Bancaire
Privée, UBP SA or any entity of the UBP Group (UBP). This document reflects the opinion
of UBP as of the date of issue. This document is for distribution only to persons who
are Professional clients in Switzerland or Professional clients or an equivalent category
of investor as defined by the relevant laws (all such persons together being referred
to as “Relevant Persons”). This document is directed only at Relevant Persons and
must not be acted on or relied on by persons who are not Relevant Persons. It is not
intended for distribution, publication, or use, in whole or in part, in any jurisdiction where
such distribution, publication, or use would be unlawful, nor is it directed at any person
or entity at which it would be unlawful to direct such a document. In particular, this
document may not be distributed in the United States of America and/or to US persons
(including US citizens residing outside the United States of America). This document
has not been produced by UBP’s financial analysts and is not to be considered financial
research. It is not subject to any guidelines on financial research and independence of
financial analysis. Reasonable efforts have been made to ensure that the content of this
document is based on information and data obtained from reliable sources. However,
UBP has not verified the information from third sources in this document and does not
guarantee its accuracy or completeness. UBP makes no representations, provides no
warranty and gives no undertaking, express or implied, regarding any of the information,
projections or opinions contained herein, nor does it accept any liability whatsoever for
any errors, omissions or misstatements. The information contained herein is subject to
change without prior notice. UBP gives no undertaking to update this document or to
correct any inaccuracies in it which may become apparent. This document may refer
to the past performance of investment interests. Past performance is not a guide to
current or future results. The value of investment interests can fall as well as rise. Any
capital invested may be at risk and investors may not get back some or all of their original
capital. Any performance data included in this document does not take into account
fees, commissions, and expenses charged on issuance and redemption of securities,
nor any taxes that may be levied. Changes in exchange rates may cause increases or
decreases in investors’ returns. All statements other than statements of historical fact
in this document are “forward-looking statements”. Forward-looking statements do not
guarantee future performances. The financial projections included in this document do
not constitute forecasts or budgets; they are purely illustrative examples based on a
series of current expectations and assumptions which may not eventuate. The actual
performance, results, financial condition and prospects of an investment interest may
differ materially from those expressed or implied by the forward-looking statements in
this document as the projected or targeted returns are inherently subject to significant
economic, market and other uncertainties that may adversely affect performance. UBP
also disclaims any obligation to update forward-looking statements, as a result of new
information, future events or otherwise. The contents of this document should not be
construed as any form of advice or recommendation to purchase or sell any security
or funds. It does not replace a prospectus or any other legal documents, which can be
obtained free of charge from the registered office of a fund or from UBP. The opinions
herein do not take into account individual investors’ circumstances, objectives, or needs.
Each investor must make their own independent decision regarding any securities
or financial instruments mentioned herein and should independently determine the
merits or suitability of any investment. In addition, the tax treatment of any investment
in the fund(s) mentioned herein depends on each individual investor’s circumstances.
Investors are invited to carefully read the risk warnings and the regulations set out in
the prospectus or other legal documents and are advised to seek professional counsel
from their financial, legal and tax advisors. The tax treatment of any investment in a
Fund depends on the investor’s individual circumstances and may be subject to change
in the future. This document should not be deemed an offer nor a solicitation to buy,
subscribe to, or sell any currency, funds, products, or financial instruments, to make
any investment, or to participate in any particular trading strategy in any jurisdiction
where such an offer or solicitation would not be authorised, or to any person to whom
it would be unlawful to make such Directive — Key Rules and Principles for Sales and
Marketing Communication — May 2022 2 an offer or solicitation. Telephone calls to the
telephone number stated in this presentation may be recorded. UBP will assume that,
by calling this number, you consent to this recording.

This content is being made available in the following countries:

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial
Market Supervisory Authority (FINMA). The head office is Union Bancaire Privée, UBP
SA, 96-98 rue du Rhéne, PO. Box 1320, 1211 Geneva 1, Switzerland. ubp@ubp.
com | www.ubp.com

Union Bancaire Privée, UBP SA | Head Office
Rue du Rhone 96-98 | P.O. Box 1320 | 1211 Geneva 1 | Switzerland
ubp@ubp.com | www.ubp.com

United Kingdom: UBP is authorised in the United Kingdom by the Prudential Regulation
Authority (PRA) and is subject to regulation by the Financial Conduct Authority (FCA)
and limited regulation by the PRA.

France: Sales and distribution are carried out by Union Bancaire Gestion Institutionnelle
(France) SAS, a management company licensed by the French Autorité des Marchés
Financiers, - licence n®° AMF GP98041; 116, av. des Champs Elysées | 75008 Paris,
France T +33 1 75 77 80 80 Fax +33 1 44 50 16 19 www.ubpamfrance.com

Luxembourg: through UBP Asset Management (Europe) S.A., a Management Company
authorised under Chapter 15 of the Law of 17 December 2010 relating to undertakings
for collective investment (the “2010 Law”) and an Alternative Investment Fund Manager
authorised under the Law of 12 July 2013 (the “AIFM Law”), which manages undertakings
for collective investment subject to Part | of the 2010 law and other types of funds
which qualify as alternative investment funds. 287-289, route d’Arlon P.O. Box 79 1150
Luxembourg T +352 228 007-1 F +352 228 007 221.

Hong Kong: UBP Asset Management Asia Limited (CE No.: AOB278) is licensed
with the Securities and Futures Commission to carry on Type 1 — Dealing in Securities,
Type 4 — Advising on Securities and Type 9 — Asset Management regulated activities.
The document is intended only for Institutional or Corporate Professional Investor and
not for public distribution. The contents of this document have not been reviewed by
the Securities and Futures Commission in Hong Kong. Investment involves risks. Past
performance is not indicative of future performance. Investors should refer to the fund
prospectus for further details, including the product features and risk factors. The
document is intended only for Institutional Professional Investor and not for public
distribution. The contents of this document and any attachments/links contained in
this document are for general information only and are not advice. The information
does not take into account your specific investment objectives, financial situation and
investment needs and is not designed as a substitute for professional advice. You
should seek independent professional advice regarding the suitability of an investment
product, taking into account your specific investment objectives, financial situation and
investment needs before making an investment. The contents of this document and
any attachments/links contained in this document have been prepared in good faith.
UBP Asset Management Asia Limited (UBP AM Asia) and all of its affiliates accept no
liability for any errors or omissions. Please note that the information may also have
become outdated since its publication. UBP AM Asia makes no representation that
such information is accurate, reliable or complete. In particular, any information sourced
from third parties is not necessarily endorsed by UBP AM Asia, and UBP AM Asia has
not checked the accuracy or completeness of such third-party information.

Singapore: This document is intended only for accredited investors and institutional
investors as defined under the Securities and Futures Act (Cap. 289 of Singapore)
(“SFA”). Persons other than accredited investors or institutional investors (as defined
in the SFA) are not the intended recipients of this document and must not act upon or
rely upon any of the information in this document. The financial products or services
to which this material relates will only be made available to clients who are accredited
investors or institutional investors under the SFA. This document has not been registered
as a prospectus with the MAS. Accordingly, this document and any other document or
material in connection with the offer or sale, or invitation for subscription or purchase,
of this product may not be circulated or distributed, nor may the product be offered
or sold, or be made the subject of an invitation for subscription or purchase, whether
directly or indirectly, to persons in Singapore other than (j) to institutional investors under
Section 274 or 304 of the Securities and Futures Act (Cap. 289) of Singapore (“SFA”),
(ii) to relevant persons pursuant to Section 275(1) or 305(1), or any person pursuant to
Section 275(1A) or 305(2) of the SFA, and in accordance with the conditions specified
in Section 275 or 305 of the SFA, or (jii) otherwise pursuant to, and in accordance with
the conditions of, any other applicable provision of the SFA. This advertisement has
not been reviewed by the Monetary Authority of Singapore.

ESG information providers: Altthough Union Bancaire Privée, UBP SA, ESG information
providers (the “ESG Parties”) obtain information from sources they consider reliable, none
of the ESG Parties warrants or guarantees the originality, accuracy and/or completeness
of any data herein. None of the ESG Parties makes any express or implied warranties of
any kind, and the ESG Parties hereby expressly disclaim all warranties of merchantability
and fitness for a particular purpose, with respect to any data herein. None of the ESG
Parties shall have any liability for any errors or omissions in connection with any data
herein. Further, without limiting any of the foregoing, in no event shall any of the ESG
Parties have any liability for any direct, indirect, special, punitive, consequential or any
other damages (including lost profits) even if notified of the possibility of such damages.
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