ESG Materiality
Framework
April 2022

www.nnip.com

ESG Materiality Framework

The integration of environmental, social
and governance (ESG) factors into our
investment process is one of the core
pillars of our responsible investing
framework. It enables us to enhance
our decision making by assessing the
risks and opportunities that individual
companies might face. In turn, we are
better equipped to optimise both shortand long-term risk-adjusted returns. Our
deep conviction that ESG integration
improves performance is underpinned by
our consistent and stringent integration
of ESG factors into 91% of our assets
under management1, up sharply from
74% in 2020.
As a responsible investor with a focus on
sustainability, we are committed to integrating these elements throughout our
investment process, from idea generation
to analysis, portfolio construction, active

ownership, voting and client reporting.
This requires a critical and nuanced
approach. Integrating ESG factors blindly,
by taking ESG data from external providers, can lead to profound issues with data
quality and availability.
We have therefore established a threestep process for ESG integration:
identify material issues; assess a
company's performance; and integrate
our analysis into the investment case.
This document explains the first part of
this process, the identification of material issues, for which we have built our
proprietary materiality framework. It also
explores how this framework informs
our thought processes and our engagement efforts, ultimately strengthening our capacity to generate financial
outperformance.

Identify

Assess
Integrate

1 Figure as of December 2021.
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Introducing the Materiality Framework
For us, ESG integration starts with identifying the issues
that matter to the companies in which we are invested
– in other words, the material, long-term issues and
opportunities that each company might face. For example, the transition to green energy sources may threaten
the ability of traditional energy providers to create value
for investors unless they adapt to focus on new forms of
power generation. Similarly, banks and insurance companies face significant ongoing risks from the threat of data
breaches and other IT security issues.
By identifying material factors like these and carefully
assessing how companies are adapting in response to
them, we can both sharpen the focus of our responsible
investing efforts and strengthen our capacity for financial
outperformance. Material ESG issues are central to a
company’s business model and financial success, as they
affect its short-, medium- and long-term competitiveness.
The core question we ask ourselves is: how sustainable is
a company’s value creation? This is also important to our
clients, who want to ensure that their capital is being put
to work in the most impactful way possible, without hurting financial returns.
NN IP is among the first asset managers to have developed its own approach to materiality in the form of our
proprietary materiality framework, which optimises how
we identify and interpret corporate ESG factors on an
industry level. This approach unlocks potential value
by identifying the associated risks and opportunities. It
captures how ESG issues impact firms in terms of their
inputs, throughput, outputs and outcomes. It also builds
focus in our ESG investment analysis, underpins other
ESG integration tools, provides a link with our engagement efforts, and offers a starting point for discussion
topics in our dialogues with companies. Above all, it
guides our thinking and investment actions across all our
investment teams.
Creation of the Materiality Framework
In order to create our materiality framework, we first
determined what counts as a “material” factor. While
relevant ESG issues are those issues that are currently
important, material ESG issues are those issues that
affect the financial stability of a company, or are a core
part of the company’s business.

Business model
• Environmental
innovation and
opportunities
• Social innovation
and opportunities

Governance
• Corporate
governance
• Corporate behaviour
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We did this by applying our internal quantitative and
qualitative assessment of the investor relevance of material ESG issues, based on our long history of incorporating
ESG issues into our investment process. We overlaid this
with the best-of-breed characteristics of the materiality
frameworks of ESG benchmark and standard setters, and
ESG data providers.
The below four-step approach offers a thorough
breakdown of the process:
• Standard setters: We analysed and quantified material issues identified by organisations such as the
Sustainability Accounting Standards Board (SASB),
Sustainalytics and MSCI ESG.
• Industry group level: We mapped the separate inputs
along the 24 industry groups (GICS).
• Investor relevance: We aligned the differing taxonomies
and regrouped material issues in line with what matters
most to us and our clients, based on the investor
relevance of material issues. We involved our analysts
and portfolio managers to get their perspective and
incorporate their feedback into our framework.
• Momentum: Material ESG issues may change over time
in terms of their relevance and impact. This calls for a
regular and iterative approach at the industry group
level to determine whether the identified material ESG
issuers are indeed still material.
After determining our material factors, we began building
the framework itself, starting with four pillars: Business
Model, Governance, Environmental, and Social. By identifying Business Model as the first pillar alongside environmental, social and governance factors, we emphasise the
need for companies to capture environmental and social
innovation in their ways of doing business. This pillar
focuses on the potential opportunities that can be uncovered by a materiality-based approach, rather than the
risks. The four pillars are further divided into two themes
apiece, as shown in the below infographic.
We have identified a central question at the core of each
theme, which helps us focus our thinking and assess the
real-world impact of companies. For example, for the

Environmental
• Climate change
• Resource use &
pollution

Social
• Product
responsibility
• Human rights &
human capital
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Social Innovation and Opportunities theme, we ask “Is
the firm actively pursuing social innovation and related
opportunities?” For the Resource Use & Pollution theme,
we ask “What is the firm's dependency upon natural
resources and what does it do to manage its impact?” By
asking these questions, we can better determine not just
where a company stands now, but also where it is likely to
stand in the future.
The four overarching pillars are weighted for each
sector, using a combination of external input (SASB,
Sustainalytics and MSCI ESG) and our proprietary view
provided by in-house analysts. We then further subdivide
our selected pillars and themes into 16 material factors.
For example, the Resource Use & Pollution theme is
subdivided into three material factors: Materials Sourcing;
Water Management, Biodiversity & Land Use; and
Pollution & Waste.
We assess the materiality of these 16 factors to each of
the 24 industry groups where ESG factors play a role.
Issues pertaining to climate change, for instance, would
have a different weighting for a software developer than
for an energy company, whereas resource use and pollution – highly material for energy firms – is not considered
material for real estate companies. In this, we do not
differentiate between equity and credit, as we believe that
the material factors for an industry group are the same
regardless of asset class.
Certain factors have more of a widespread impact than
others. This is why Corporate Behaviour and Corporate
Governance are material factors in all industry groups.
They are overarching elements that are equally important
for all industries, as they determine how companies are
run and how they interact with stakeholders.
Using the framework in our investment processes
Our materiality framework reflects our views on material
factors on an industry level, but this is only the starting
point for our analysis of individual companies. We do not
use the framework blindly in our investment processes;
rather, it serves as a foundation for building a case for
investment (or not) in a specific company. This is primarily
carried out by individual investment teams, with ongoing

support from our responsible investing team.
Within the investment process, our investment teams
primarily use the materiality framework to analyse investment opportunities and risks, including potential positive
and negative impacts. For example, one of our 16 material
factors is environmental innovation and opportunities,
a material factor for the household and personal product industry. When analysing a company in this industry
group, our investment experts look into how the company
is actively pursuing environmental innovation and related
opportunities. Are any of its product lines designed to
have positive environmental effects, and has it set explicit
targets for this? Is it committed to reducing its waste
impact by introducing alternatives to plastic, such as
recyclable, reusable and compostable packaging solutions? By asking these questions, we can gain a better
understanding of the ESG risks and opportunities that are
most material to a company, and in turn link these material factors to its (future) financial performance.
The framework is also a valuable tool for focusing our
thinking and our engagement efforts. When building an
investment case, we continually ask ourselves whether
the company has the necessary awareness, ability, and
willingness to improve its scores on its material issues.
We also maintain an active dialogue with the company
in order to best gauge how it is addressing these issues.
To aid in this, we have created an internal ESG dialogue
guide based on the materiality framework, which offers
clear and detailed guidance for engaging with companies
in each industry group. Regular company dialogues and
engagements are essential to improving (long-term) business performance on material issues. Portfolio managers,
investment analysts and the responsible investing team
are all involved in this process.
Our materiality assessment does not end once we have
established a materiality score for a company. Our
investment teams reassess their materiality scores for
individual companies on an ongoing basis, supported
by our responsible investing team and aided by regular
engagement and dialogue with the companies in question. Ultimately, we are committed to better understanding how well a company is prepared for change and the
impact this may have on its value creation.

Materiality of sovereign ESG factors
While the materiality framework is very well suited to analysing companies, our approach for sovereigns
is different, since ESG-related factors are equally important to all countries. Examples include the quality
and availability of education and healthcare, political stability, and the energy sources a country relies on.
We therefore score all countries using the same factors to determine how they compare with each other
from an ESG point of view. This analysis also enables us to identify issues that might cause us to refrain
from investing in a specific country.
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The NN IP ESG Lens
The implementation of the materiality framework within
the investment decision-making process is anchored by
its inclusion in our proprietary ESG Lens. When applied to
corporate analysis, this tool incorporates multiple external
data sources combined with the materiality framework.
For each of the eight themes in our materiality framework, we assess a number of data points using input from
a variety of data providers. For example, for the human
rights and human capital theme, we look at factors
such as employee engagement and gender diversity in
management. These inputs are bolstered by the in-house
expertise of our investment professionals, who provide
detailed feedback to enhance and refine our ESG scores.
The output of the ESG Lens is therefore a comprehensive
score that provides information on a company’s ESG
performance and guides our investment decision-making.
Looking to the future
Material ESG issues may change over time in terms of
their relevance and impact, as can be clearly seen from
the Covid-19 pandemic and from the ongoing climate
crisis. Therefore, although our materiality framework is
complete and is actively being used in our investment
processes, it is not static and is subject to change. We
carefully assess on an ongoing basis whether we need
to make alterations to the framework, in terms of
weightings and individual factors, taking into account
large- and small-scale developments.
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Disclaimer
This marketing communication is a promotional material and is not intended for the general public. It is intended for professional investors, semi-professionals,
eligible counterparties, Swiss qualified investors, and/or institutional investors within the meaning of MiFID and/or the local applicable law. This publication is
not directed at residents of jurisdictions where the distribution of such material is prohibited by law. If made available to a broader audience by a third party
this marketing communication may only be distributed to the audience for which it was conceived. This marketing communication is issued by NN Investment
Partners B.V., which has a license as manager of Undertakings for Collective Investment in Transferable Securities (UCITS) and as Alternative Investment Fund
Manager (AIFM) from the Dutch Authority for the Financial Markets (AFM) in Amsterdam, the Netherlands. This marketing communication has been prepared
solely for the purpose of information and does not constitute an offer, in particular a prospectus or any invitation to treat, or contractual basis to buy or sell any
security, or to participate in any trading strategy, or to provide investment or ancillary services, investment research, or investment advice within the meaning
of MiFID and/or the local applicable law. The content of this marketing communication cannot and should not be the basis for making any investment decisions,
nor does it constitute legal, tax or fiscal advice. It is recommended that investors seek specific and specialized advice from their advisors. No rights can be
derived from the information in this marketing communication. While particular attention has been paid to the contents of this marketing communication, the
reliability and validity of the sources on which this marketing communication is based, no guarantee, warranty or representation, express or implied, is given
to the accuracy, correctness or completeness thereof. Any information given in this marketing communication may be subject to change or update without
notice. Neither NN Investment Partners B.V., NN Investment Partners Holdings N.V. nor any other company within its ownership structure, nor any of its directors or employees can be held directly or indirectly liable or responsible with respect to this marketing communication. Use of the information contained in this
marketing communication is at your own risk. Investments sustain risk. This marketing communication and information contained herein must not be copied,
reproduced, distributed or passed to any person other than the recipient without NN Investment Partners B.V.’s prior written consent. This marketing communication is not directed at and must not be acted upon by US Persons as defined in Rule 902 of Regulation S of the United States Securities Act of 1933, and is
not intended and may not be used to solicit sales of investments or subscription of securities in countries where this is prohibited by the relevant authorities or
legislation. Any claims arising out of or in connection with the terms and conditions of this disclaimer are governed by Dutch law. For more information please
refer to www.nnip.com.
This marketing communication is only intended for the abovementioned investors domiciled in the following countries: Austria, Belgium, Czech Republic,
Denmark, Finland, France, Germany, Italy, Norway, Poland, Romania, Spain, Sweden, Switzerland, United Kingdom, Argentina, Brazil, Chile, Colombia, Mexico,
Peru, Uruguay, Japan, and Singapore.
Additional information for investors in France
This marketing communication and the investment products referred to in this marketing communication may have not been authorised by the French Autorité
des Marchés Financiers (the “AMF”) and it does not constitute an offer or an invitation to buy or sell securities or any other investment products. Past performance is not a reliable indicator of future results. This marketing communication is only available in English and it is therefore intended for investors understanding the English language. This marketing communication is strictly confidential and may not be distributed to any person or entity other than the recipient thereof.
Additional information for investors in Spain
This is a marketing communication issued by NN Investment Partners B.V. (the “Company”), a limited liability company, duly incorporated and existing under the
laws of The Netherlands, with registered address at Schenkkade 65, 2595 AS, The Hague, The Netherlands. The Company operates in Spain through the entity
NN Investment Partners B.V., Branch in Spain, with Spanish Tax Identification Number W0035783J and domiciled at Paseo de la Castellana (ed c), 141 - PLT 19,
Madrid, 28046, Madrid (the “Branch”). It is registered on 30/04/2010 in the Register of Investment Services Companies of the European Economic Area with
Branch of the “Comisión Nacional del Mercado de Valores” with the number 53. In Spain, this marketing communication is addressed exclusively to professional clients and eligible counterparties within the meaning of articles 205 and 207 respectively of Royal Legislative Decree 4/2015, of October 23, 2015, which
approves the consolidated text of the Securities Market Law.
Additional information for investors in Switzerland
Representative and Paying Agent in Switzerland is State Street Bank International GmbH, Munich, Zurich Branch, Beethovenstrasse 19, 8027 Zurich, Switzerland.
NN Investment Partners Schweiz A.G. is affiliated with Ombud Finance Switzerland (10 Conseil-Général, 1205 Genève, Switzerland) (the “Ombudsman”), an
ombudsman service within the meaning of Art. 74 et seq. of the Swiss Financial Services Act. The Ombudsman is offering a mediation procedure in connection
with the financial services offered by the NN Investment Partners Schweiz A.G. Further information on the Ombudsman and its service is available at www.
ombudfinance.ch.
Additional information for investors in United Kingdom
This is a marketing communication issued by NN Investment Partners B.V. (the “Company”), a Dutch limited liability company registered as an overseas
company (registration number FC032623) and as a branch (registration number BR017698) in the register of companies for England and Wales, with its registered address at 25 Old Broad Street, London EC2N 1HQ. The Company is authorised by the Netherlands Authority for Financial Markets and deemed authorised and regulated by the Financial Conduct Authority. The nature and extent of consumer protections may differ from those for firms based in the UK. Details
of the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a limited period while seeking full authorisation, are available on
the Financial Conduct Authority’s website.
This document is intended only for persons capable of being classified as professional clients or eligible counterparties, within the meaning of the Conduct of
Business Sourcebook (COBS 3 – Client categorisation) which forms part of the UK Financial Conduct Authority’s Handbook of Rules and Guidance. The units
to which this document relates are available only to persons capable of being classified as professional clients or eligible counterparties as defined above. This
document is intended only for persons having professional experience in matters relating to investments. This document must not be acted upon by persons
who do not have professional experience in matters related to investments.
Additional information for investors in Argentina, Brazil, Chile, Colombia, Mexico, Peru and Uruguay
For US investors (US Persons as defined in Rule 902 of Regulation S of the United States Securities Act of 1933) NN Investment Partners is relying on SEC Rule
15a-6 under the Securities Exchange Act of 1934 regarding exemptions from broker-dealer acting as the chaperoning broker-dealer for NN Investment Partners
for the purposes of soliciting and effecting transactions with or for US Institutional investors or major US institutional investors.
Additional information for investors in Japan
This marketing communication is not a disclosure based on the Financial Instruments and Exchange Act (“FIEA”). Accordingly, this marketing communication
may not be circulated or distributed directly or indirectly to persons in Japan other than professional investors under Paragraph 31, Article 2 of the FIEA.
Additional information for investors in Singapore
This marketing communication is distributed in Singapore by NN Investment Partners (Singapore) Ltd (company Registration No: 199602506R, “NNIP SG”). This
document is for informational purposes only and is not the basis for any contract to deal in any security or instrument, or for NNIP SG or its affiliates to enter
into or arrange any type of transaction as a consequence of any information contained here. It does not constitute a distribution, an offer to sell or solicitation
of an offer to buy any securities nor constitute investment or other advice or a recommendation to buy any securities, and was prepared without regard to
the specific objectives, financial situation or needs of any particular person who may receive it. The contents of this marketing communication have not been
reviewed by the MAS.
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