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Department Legal & Compliance 

Date 03/12/2019  

To BLI 

From Legal 

Regarding  Procedure on implementing ESG eligibility criteria in the BL-Sustainable 
Horizon subfund 

 

1. Introduction 

This document describes the procedures for implementing the various ESG criteria and for ensuring that 
they have been properly implemented within the BL-Sustainable Horizon subfund.  

 

2. ESG and investment policy  
 

2.1. Definition 
 
The term "ESG" stands for the Environmental, Social and Governance (ESG) criteria that constitute the 
three pillars of extra-financial research. Managers use ESG criteria to assess companies’ responsibility for 
the impact of human activities on nature, the organisation of relations between persons, and the alignment 
of interests between shareholders and management. 
 
These criteria are defined as follows: 
 

→ The environmental criterion includes criteria such as waste management, reducing greenhouse 
gas emissions and preventing environmental risks; 
 

→ The social criterion consists of criteria such as accident prevention, working conditions, equal 
treatment and labour-management dialogue, among others; 
 

→ The governance criterion evaluates board composition and diversity, a company’s tax strategy, 
and manager compensation, etc.  
 

Use of these criteria is necessary to a strategy of sustainable development and responsible investment 
that links a company’s financial performance with its environmental and social impact. 
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2.2. The controls carried out 
 
Two levels of controls are undertaken: a first-level control by the managers and the SRI strategist (A) and 
a second-level one by the compliance officer (B). 
 

A) First-level control 
 
On a monthly basis, the SRI strategist reviews ex-ante ESG signals and the ex-post performance of 
portfolio construction, in order to better integrate them into the management process. To ensure that they 
have been integrated efficiently, various criteria are checked. This helps ensure that the investment is 
consistent with ESG and BLI standards. 
 
These criteria can be summarised as follows: 
 

→ Enforcing exclusion criteria; 

→ ESG-based selection; 

→ Selecting securities based on their fundamentals; 

→ A thematic approach. 
 

1)  Exclusion criteria  
 
In accordance with the exclusion criteria, all companies active in certain, certain stipulated sectors are 
excluded from a portfolio, including, in BLI’s case, the manufacture of controversial weapons, such as 
cluster bombs. 
 
Also excluded are companies generating more than 5% of their revenues from activities such as weapons, 
alcoholic beverages, tobacco, genetically modified organisms (GMO) and gambling – sectors that have 
been identified as controversial. 
 

2)  ESG-based selection 
 
ESG-based selection is done through two complementary approaches: 
 

→ Through quantitative screening based on MSCI ratings; 

→ Through thematic selection. 
 

a)  Quantitative screening  
 
Generally speaking, a portfolio’s main allocation consists of securities selected through a quantitative filter 
based on MSCI ESG Manager data. MSCI is a financial services firm that analyses thousands of data 
points and produces ESG data/scores based on several key criteria. 
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For each company, MSCI assigns a rating of 0 to 10 to each ESG factor, such as the environmental, social 
and governance factors. 
 
To be eligible for investment, companies must meet two criteria: 
 

→ Be rated, on average, more than 5; 

→ Not to have a score of less than 4 for any one factor (E, S or G). 
 
A manager may use this screening to reduce his universe of securities.  
 
More details on this methodology can be found in the funds’ investment policy. 
 

b)  The thematic approach 
 
By definition, the thematic approach is used to invest in companies that, because of a lack of exploitable 
ESG data, are deemed ineligible by the quantitative stage, either because they are not rated or because 
their rating is below-standard or irrelevant. This is often the case of small companies that have not yet 
established adequate ESG disclosure channels.  
 
This approach makes it possible to better identify companies whose businesses contribute directly or 
indirectly to achieving the UN’s Sustainable Development Goals (SDGs). This is the case for companies 
whose activities leave room for increased use of renewable energies or the production of healthy and 
natural food, for example. 
 

3)  Fundamental research 
 
Fundamental research is an important step in identifying the company’s competitive edge, determining 
how sustainable that edge is and how much long-term potential it has. Factors considered here include 
historical profitability and past management decisions. This is basically an assessment of how solid the 
company’s fundamentals are.  

Additional information on this methodology is available in the funds’ investment policy. 
 

4) Qualitative evaluation 
 
After the quantitative and fundamental research stages, each company’s sustainability performance is then 
assessed qualitatively by the manager, backed by the SRI strategist. 
 
Qualitative assessment captures relevant sustainability information on a company that might not have 
emerged through quantitative research. The reason for this is that MSCI’s ratings do not cover companies’ 
responsibility and sustainability, but only their ability to control ESG risks.  
 
Qualitative assessment helps ensure that short-listed companies are sufficiently sustainable and 
responsible. 
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Based on these findings, the manager will be able to decide whether or not to consider a company for 
potential inclusion in a fund. 
 

5) Evaluation of compliance with the standards of the French Label ISR 
 
A further step in the procedure is to check whether the framework set by the French Label ISR is being 
adhered to. This ensures that  

→ the investment universe has been reduced by at least 20%, 

→ an ESG analysis is available for each company and, 

→ that the fund has a minimum 20% better rating (MSCI ESG Quality Score) than the investment 
universe. 

 
B) Second-level controls 

 
1) Procedure followed 

 
At least once per month, BLI’s SRI strategist sends the following documents and information to the 
compliance officer:  
 

→ A recap of the total portfolio (except cash) with all MSCI ESG ratings (Annex 1) and portfolio 
weightings; 

→ The Excel file contains all relevant ESG data, and the average ESG scores of the portfolio and 
each issuer; 

→ A link to an ESG analysis for each issuer; 

→ The outcome of the post-ESG-review portfolio reduction (via a print screen of the Excel sheet); 

→ A list of all issuers deemed “thematic”; 

→ A link to the ESG assessment of all issuers deemed “thematic”. 
 
On a monthly basis, the SRI Strategist sends a follow-up report (in Excel format) to the compliance officer 
for review. The report includes all companies in the BL-Sustainable Horizon portfolio and the corresponding 
data.  
 
The compliance officer then selects a sample of researched companies for which the data listed in the 
table have been checked in comparison with MSCI data. 
 
The compliance officer will discuss any discrepancy with the SRI strategist and compare the scores in 
question. If they are below the MSCI benchmark scores, the compliance officer will conduct a more in-
depth review of the companies in question. 
 
Note: In addition, automatic mails/alerts are sent if the data of the companies in the portfolio changes. 
Once an alert is issued, the SRI strategist, the manager and the compliance officer are informed 
immediately. They can then discuss suitable responses.  
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2) Reporting 
 

2.1 Monthly report  
 

Based on the information provided by the SRI strategist, BLI’s compliance officer determines whether all 
ESG risk characteristics are present.  

For each characteristic, the compliance officer conducts at least several one-off controls and documents 
his findings.  

If an event occurs that is closely related to risk management, the compliance officer contacts the SRI 
strategist and the portfolio manager (or his back-up). Such events are documented and investigated if they 
constitute a breach of the fund’s ESG policy. In the event of an active breach, BLI’s management 
committee shall be so informed.  

Any active or passive breach must be resolved immediately, in the investors’ best interests. In any case, if 
a breach has not been resolved within six months, the compliance officer shall intervene to do so (see 
point C: Procedure in the event of non-eligibility). 

The compliance officer summarises the findings at the end of the monthly report.  

2.2 Annual report  
 

Each year, BLI’s compliance officer produces a summary of all his research and findings on the year’s 
risks in a separate report. The report is submitted to the BLI executive committee and, in the event of 
material issues, to the BLI board of directors and to the BL SICAV fund. 

C) Procedure in the event of non-eligibility based on ESG criteria 
 

When it has been determined that a company no longer complies with ESG criteria, the manager has six 
months from that moment to sell that company’s securities. This is long enough for the manager to execute 
a sale order in optimum market conditions, while protecting the investors’ best interests. 


