SPONSORED SECTION

.

Edward Farrington
Executive Vice President
of Retirement Strategies

Natixis Investment Managers

existing guidance on environmental, social and gov-

ernance investing for ERISA plans raised concerns
that it might dissuade plan sponsors from pursuing ESG
- despite growing demand from plan participants. But
Edward Farrington, executive vice president of retirement
strategies at Natixis Investment Managers, welcomed the
guidance and said it may, in fact, lead to greater adoption
of ESG strategies and funds.

T he recent Department of Labor effort to clarify its

“There is demand from participants and interest from plan
sponsors, so it’s very reasonable for the Department of La-
bor, which is responsible for these plans, to issue an opin-
ion,” he said. “The opinion is well formed and well thought
out, and we think plan sponsors will find great managers
that meet the fiduciary responsibility but also provide ac-
cess to the investments that their participants want.”

In a nutshell, the DOL “Field Assistance Bulletin” reaffirms
the department’s guidance from 2015 and 2016, which
allows fiduciaries to consider ESG factors when those
factors might have an economic impact on the plan, but
also states that fiduciaries must not “too readily treat ESG
factors as economically relevant.”

To Farrington, that simply means going back to basics
and putting the needs of plan participants ahead of the
needs of plan sponsors. “l think there’s a connection here
between participant demand, the growing number of in-
vestment managers using environmental, social and gov-
ernance data, and the DOL,” he said. “It was wise for them
to update the 2015 language to reinforce the idea that the
fiduciary’s role is really to be sure that plan participants
have the best possible options for growing their wealth
over time, so they retire the way they deserve to retire.”

Farrington pointed out that the DOL may have been con-
cerned that the growing number of investment managers
offering ESG strategies or funds led to plan sponsors be-
coming more lax in reviewing those options.

“The guidance was clear that when an investment com-
mittee or plan sponsor adds an option to a plan, that op-
tion has to be chosen based on the economic benefit to
the participant,” Farrington said. “When you think about
ESG, socially responsible investing or impact investing as
you’re interviewing managers, it's really important to ask

why they are using ESG, why they are using SRI or what
is their definition of impact, because every manager will
have a different answer.

“We think it’s critical for investment committees and plan
sponsors to ask those questions. They shouldn’t add
something solely because of its social benefits,” he con-
tinued. The answer needs to be about performance, about
investable themes.” The DOL guidance should also give
comfort to investment committees that have been grap-
pling with the issue of including ESG strategies and funds
in their plans.

"It gives plan sponsors some
guardrails, and we think
they'll be very pleased with
the options they find.”

“Investment committees have had a lot of questions over
the past few years about how to update their investment
policy statements for ESG,” Farrington noted. “Just view
the manager as a manager. This may actually be liberating
for investment committees and plan sponsors because
they can feel confident using traditional metrics to evalu-
ate potential managers — ESG or not — and hold them all
to the same standards.”

When the dust settles, plan sponsors most likely will be
happy for the fresh guidance, Farrington said. “It gives
plan sponsors some guardrails, and we think they’ll be
very pleased with the options they find,” he said.

The timing is good because not only is fiduciary responsi-
bility a hot topic, the demand for ESG options is expected
to grow. Research from Natixis found that 82% of plan par-
ticipants want their investments to reflect their personal
values. What’s more, 77% of millennials would like to have
more socially responsible investments in their retirement
plans, and 71% say they would either contribute for the
first time or increase their retirement plan contributions
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if they knew their investments were doing social good.’
That’s important because by 2025, 75% of U.S. workers
will be millennials.

“Over the next six, seven, eight years, millennials will be
the participant base in the 401(k) universe,” Farrington
said. “As an industry, we need to respond to their needs,
their wants, their demands and their hopes. We have to
provide everything we can to be sure that not only are
they participating, but participating at a level that will al-
low them to retire with dignity.”

The other critical factor, which dovetails with the DOLs
updated guidance, is that millennials’ interest in ESG is
not simply about doing and feeling good, Farrington said,
it’s about performance.

“Millennials absolutely have an interest in investing in
companies that they believe will positively shape their
future. Companies that will be around in 10, 15, 20 years
and will benefit from trends that are quite predictable,
like the scarcity of resources, urbanization, the aging
population and the changing nature of financial ser-
vices,” he said.

“The things they care about are additive to the business,”
he continued, citing strong management teams and busi-
ness practices, and the ability to attract the best talent.
“Their attitudes are not simply those of do-gooders;
they’re very pragmatic.”

The DOL guidance also covered how plan sponsors han-
dle qualified default investment alternatives, better known
as QDIAs. The department’s approach was consistent
with its overall view regarding the best interest of partici-
pants. For Farrington, that’s another piece of good news
for plan sponsors.

“The minute you default somebody into an investment,
there is a higher bar, not just an option that someone
might or might not choose,” he said. “The [QDIA] lan-
guage on ESG goes back to the simple notion: Can an
ESG framework exist in a QDIA framework? The answer
is yes, but you better make sure you can prove that when
you do the due diligence on the underlying fund or funds.
We believe that when plan sponsors do that due diligence,
they’re going to find that these two things can coexist.” i
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"Natixis Investment Managers, Survey of Defined Contribution Plan Participants compiled by CoreData Research, August 2016. Survey included 951 U.S. respondents.

This material is provided for informational purposes only and should not be construed as investment advice. There can be no assurance that developments will transpire as forecasted. Actual results may vary. The
views and opinions expressed may change based on market and other conditions.

Sustainable investing focuses on investments in companies that relate to certain sustainable development themes and demonstrate adherence to environmental, social and governance (ESG) practices, therefore
the Fund'’s universe of investments may be reduced. It may sell a security when it could be disadvantageous to do so or forgo opportunities in certain companies, industries, sectors or countries. This could have a
negative impact on performance depending on whether such investments are in or out of favor.

Investing involves risk including the risk of loss. There is no guarantee that an investment in active or passive products will result in a profit or protect against loss.

Natixis Distribution, L.P. is a limited purpose broker-dealer and the distributor of various registered investment companies for which advisory services are provided by affiliates of Natixis Investment Managers.
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