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= BAIl Working Group on Sustainable Finance & ESG (permanent
working group): preparation of opinions for consultations on all levels
(I0SCO, European Union, Germany), dialogue and exchange of
information

= BAI PAIl Best Practices Roundtables (ad hoc) for RE, Infra, PE/PD
= (BAI) Standards for ESG Due Diligence for Alternative Investments?
= BAIl Webinars on ESG topics

= BAI Workshops on ESG topics (September 2019, June 2021, next in
2022)

= BAI AIC: Pre-Event on ESG Data & Research, Key-Note Speeches etc.
(https://www.ai-conference.com/)

= BAIl Infomails & Newsletters with ESG topics
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Application of sustainability-related
: provisions under MiFID Il &IDD

Sustainability preferences of client mustbe
ascertained. However, information on
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product disclosures will be unavailable.
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@mGing Group: What we have done & what we will do ‘ BN/ e

» First draft published on the BAI website
Real Estate (General Guidance, Real Estate PAI, Infrastructure PAI)

* Public consultation phase until 25 February 2022

- Feedback and questions to
bommer@bvai.de , jegor.tokarevich@sof-ltd.com \

« Working Group with colleagues experienced in PAI calculation
Corporates for Private Equity / Private Debt — applications welcome!

(PE / PD)

 Applications to bommer@bvai.de \
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BAI Best Practices for Principal Adverse Impact (PAI) Indicators under SFDR
Draft Version 1.0 13/12/2021

I General Remarks & Disclaimer
Com| Im=see Compery. | YA | g
These Best Practices wera drafted during muliple BAI Roundtables with markel parficipants from the altermative ¥ |Pricuem | Paiomepen | ntertisemr sstor | ntortieesrs it e S E e | ot o Ot Soee A= T SRR Commers
investments industry. The purpose of the Reundiables was o discuss the curent existing and drafl regulatary 5 o g ? . 3 .
requirements and document the understanding of some technical aspects of PAI by the participants. ILis important to oo e = et o s s, e 5 . e [ T [ o thrcre e s vy oot ber s
mention tha various aspects have been controversially discussed by the participants. In such cases different views and [ et i e e e e s 5o e seen
inlerpretations were documented in the Best Practices. This document is not a legal opinian, a financial advice or any ety prcuiie by the FE5etFENGT a1 he ZCRVARE SrEUKEED By the tenant: [t
other regulated activity. It is a documentation of different opinions of BA| Roundtable participants and BAI disclaims any 2| o e - u
and allliability arising from actions taken in respanse to this document
I Timeline
c Case em = Sy i Sar e e o PGS S EE=E oo o G e
The following timeline is applicable with regard to PAI KP1s: e o ——— sstionst dia mignt e reure for commercs a3 escte
comparsan o relevant sendard ot enegy perormaroe i (G i the
o AT ] = o e ErRINES o s v g g i
(no PAI 1o be reported until PAI RTS come into force) Gote (oonservatie sesumpao) or (4 aDDbation (s CoRCErVaRn
PAI RTS enter into force 112023 assumption)
Art. 4 disclosures (company level) Base case i based on the currert drafts: A e T 5
i ot s are s ety fom e asset ona quartely basis: sconracoes
. First PAI reference period: o 1M2022-3112/2022 (7) 21t e o ouid calulae the GO2 emissions based on eaognized methodologies here e o e vt e dr s
. First PAl disclosure: & until 30/6/2023 (*) | suboontractors and regular asset reports for
"Note: See EU COM letter as of 25/11/2021 L’””;i'i‘f‘n :\,wmi{h:m‘: ?Zﬁg“‘;fs:';‘l‘:.‘“ o ;.‘ia’lsm“'vﬁ?f“j‘m‘w i
Ar. 7 pre-contractual disclosures (Tund By 3011272022 okl foctor) ouriry Specii waues for e e -
S eon ey ; o LCA o o

level) the project phases wih a high GHG intensiy su

Ar. 11 annual report (fund level) Timeline and interprelation according lo At 4 remeiion 2r e el 3ot v
Further PAI reporting and disclo: based on (e.g. orvoluntary

can be additionally made indapendently from the regulatory provisions abave.

Currently thers is an uncertainty to which extent PAI KPis also have to be caloulated for the purpose of the DNSH
assessment for sustainable investments (Art. 2 (17) and Art. 2a SFDR). Art. 2a SFDR states that .. ] the principie of
‘do no significant harm’ refarred to in point (17) of Article 2 of this Regulation consistent with the content,
methodologies, and presentation in respect of the sustainability indicators in relation to the adverse impacts
refarred to in paragraphs 6 and 7 of Article 4 of this Regulation.”

The recent SFDR RTS on Taxonomy Disclosures as of 22/10/2021 stated that PAI have to be calculated for DNSH
("SFDR RTS relating fo the principle of Do Mo Significant Harm (DNSH) (which require taking into account the
adverse impact indicators of Annex | of the RTS'). This confirms the already published proposal in the SFDR RTS
as of 2/02/2021: “The ESAs note the feedback on the preliminary DNSH proposals in the consultation paper. While
acknowladging the criticism regarding the link betwean the DNSH disciosures and the PAI indicators, the ESAS note
that tha amnawarmant in Article 3a/1) nf SFNR ranuiras the FSAc fn maks tha NNEH dierineirae rnncictont™
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The Regulatory Purposes of PAI KPIs
Adverse Impact Disclosures
(Art. 4/7 SFDR)

—

Entity Level Product Level

Sustainable Investments
Disclosures (Art. 8/9 SFDR)

Product Level

 Art. 4 SFDR  Art. 7 SFDR « Art. 8 with sust. inv,, Art. 9 SFDR

*  “Opt out” option for  Mandatory, if Art. 4 * Mandatory for DNSH disclosures of
entities < 500 employees SFDR disclosures sustainable investments

 Format, Scope,  Format, scope, 0  Format, scope, frequency unclear?
Frequency based on frequency based on « After 1//20237
Draft RTS Draft RTS

» Disclosure in 2023 for Pre-&post-contractual => BAl WG understanding: no quant. -
the ref. period 2022 discl. by 30/12/2022 SFDR disclosures required i




M = mandatory KPI Sovereigns &
A = additional KPI .
Supranationals (2M + 8A

PAI KPI Categories

N
Real Estate Assets

2M + 8A

Investee Companies

17M + 37A
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marks —/Assessment Level & Look-Through in SPV StructurEé BW,,,,

* General look-through requirement through funds & SPVs
(Art. 4 Draft RTS 2 February 2021)

 Real Estate Projects (acquired via SPVs)
-> Look-through to the RE object (hotel, office etc.)
-> RE object to be assessed in the PAI category “real estate”

 Infrastructure Projects (acquired via SPVs)
-> Option 1: look through SPVs, assess the real asset in the
category “investee company”

-> Option 2: no look through SPVs, assess the SPVs in the
category “investee company”

-> Option 3: look through SPVs, assess the real asset in the
category “real estate” 0z

Real Asset
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Real Estate Projects

Construction
Company  ™_
constructs
O&M main->
Provider tains /
provides
equipment
Manu- JHip
facturer

owns/
leases

Real Asset

mana-
ges

SPV
Directors

-> direct / primary
activity of the real estate
object (e.qg., renting ou
space), not the tenant

Infrastructure Projects

-> on the level of the e
real asset (some inv.
company KPlIs

irrelevant)

-> on the level of the e
service providers /

SPV




% \PAI KP _ Exa m ple ‘ BM:W:MEOH matters.

Energy consumption in GWh of owned real estate assets per square meter

MEIERT I {<-B subcontractors and regular asset reports for the assessed
period (e.g. with [monthly] smart meters or [annual] energy
bills) or from utility

dynamic

o |[JT]F-14[e] B periodic GwWH / m2 of the relevant area

m quarterly = %2 annual (if annual available)

Comment no clear definition of area (net vs. gross. vs industry standards e
e.g., ZIA, CRREM, GRESB)

greenwashing risk: the higher the area, the better the KPI
value
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QMM ‘r‘ePAI KPI — Example

Average unadjusted gender pay gap of investee companies

payroll (SPV level), ESG reporting (service provider level)

depends on the selected approach

o [JTIET{[] M (average gross hourly earnings of male paid employees —
average gross hourly earnings of female paid employees) /
average gross hourly earnings of male paid employees
Comment Approach 1: general irrelevance for the real asset

(e.g., “0” = for no pay gap, “N/A” => aggregation difficult

Approach 2: SPV employees / service provider level
(e.g., SPV directors vs. material service providers vs. aggregation)
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« Different PAI purposes:

« C

Art. 4 & 7 SFDR (adverse impact) -> clear format, timing, scope
Art. 8 incl. sust. inv. & 9 SFDR (sust. inv.) as part of DNSH
-> format, timing, scope currently unclear

urrently many technical questions and room for interpretation for RE / Infra

Look-through level (OpCo vs. HoldCo vs. Real Asset)

Activity level (asset only, SPV, service provider?)

Selection of the right set of KPIs for infrastructure assets

(investee company vs. real estate)

KPIl-specific methodological questions (e.g., definition of area, N/A KPIs?)
Data quality (final vs. estimates, audited vs. unaudited etc.)




« Judgement of different interpretations based on

* Regulatory requirements (Draft RTS 2 February 2021)
* Greenwashing risk
« Operational feasibility (‘common sense”)
* Potential double counting
(“if | report the PAI KPI, will it be also reported somewhere else?”)

* Next steps:

 Provide BAI with the feedback re the first Draft PAl Best Practices Infra/ RE
* Apply for the BAI WG on PAI for Corporates (PE / PD)
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Outlook 2022 on Alternative Investment Asset Classes (in German):

25. Januar 2022: "Assetklassenausblick zu Private Equity und Private Debt"

10. Februar 2022: "Assetklassenausblick zu Real Assets und Infrastruktur®
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