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Integration of Sustainability Risks in the Investment Process

Sustainability risk is defined under SFDR as an environmental, social or governance event
or condition that, if it occurs, the Manager considers could cause an actual or potential
material negative impact on the value of one or more investments in the Funds.

In accordance with Regulation (EU) 2019/2088 of the European Parliament and of the
Council of 27 November 2019 on sustainability-related disclosures in the financial services
sector (“SFDR”), the Manager, in respect of the Fund(s), is required to disclose the manner
in which sustainability risks are integrated into the investment process.

Sustainability risks can either represent risks of their own or have an impact on other risks.
Sustainability risks may contribute significantly to risks such as market risks, operational
risks, liquidity risks or counterparty risks. The assessment of sustainability risks is complex
and may be based on environmental, social, or governance data, which is difficult to obtain,
incomplete, estimated, out of date and/or otherwise inaccurate. Assessment of these risks
can also be qualitative in nature.

Sustainability risks are integrated into the investment decision-making process through
various means, further described below.

Within the broader framework of the Investment Manager’s investment process, soft
parameters like management quality and corporate governance are important inputs that have
always been considered in the evaluation of any investment idea. The Investment Manager
strongly believes that these are critical drivers of shareholder value in the long-run.

More specifically, the Investment Manager believes that ESG factors can be useful and
relevant indicators for investment purposes and could help decision making through
identifying potentially negative events or corporate behaviour. The Investment Manager
expects in the long run there is an outperformance bias towards better run and better
governed companies which incorporate a variety of sustainable aspects. One can easily
access basic ESG information from company disclosures (annual report disclosures on
sustainability which is mandatory by regulation), ministry (environment) websites and also
through primary data research.

The Investment Manager therefore approaches sustainability risk from the perspective of the
risk that ESG events might cause a material negative impact on the value of its products’
investments.

The consideration of ESG and sustainability factors involves the incorporation of longer-
term risk factors including a company’s relationship with its stakeholders as well as its
impact, through both its operations and the products and services it offers, on the
environment and wider society. The Investment Manager uses its influence as an active
owner, and engages with companies to drive positive change. It does not see the integration
of ESG and sustainability information into investment decisions as a separate category of
investing. Rather, the Investment Manager believes that material ESG risks and
opportunities should inform all investment decisions. Hence it attempts to integrate ESG
and sustainability considerations into its investment process — right from idea generation to
portfolio construction — rather than only into specific products.

The process includes the identification of sustainability risk indicators considered to be
financially material to a given issuer or industry, in the context of the relevant investment
objective and policy. Investments of the Funds are/will be assessed and/or assigned scores
for these identified indicators, using external ESG expert reports or proprietary
methodologies, depending on the availability of data.
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The assessment of sustainability risks will be considered in investment decisions as well as
in any engagement activities. The result of this assessment may not necessarily mean that
the Investment Manager will not take or maintain a position in that investment but rather,
the Investment Manager will make a decision based together with other material factors in
relation to the specific investee company or issuer as well as within the framework of the
investment objectives and policies of the Funds.

Summary of Remuneration Policy

The Investment Manager follows a Total Rewards framework, which includes fixed
compensation, performance pay, the One DSP Program (ESOPs) and benefits, while
providing an enabling an environment for learning and growth.

The framework is designed to promote sound and effective risk management (including
sustainability risks within the Investment Manager. References to sustainability risks in this
context are applicable to the Investment Manager’s staff whose work is connected with the
ICAV. For the definition of sustainability risks please refer to the Sustainability Risk Policy
Statement above.

Performance at the Investment Manager is assessed after taking an overall view of what an
employee has achieved along with how an employee has accomplished it. Sustainability risks
are taken very seriously by the Investment Manager. It has hence opted to integrate ESG
considerations from an opportunity and risk perspective into the team’s investment process.
This means that analysts and portfolio managers are actively aware, to the extent possible, of
the ESG footprints of the companies under their research and within their portfolios. For
instance, analysts incorporate ESG scores and qualitative analysis in their stock
recommendations, while portfolio managers review these recommendations, and engage with
investee companies on ESG matters along with the analysts.

Compensation at DSP is influenced by performance, position and potential:
0] Performance

The performance of the analysts is evaluated based on multiple factors including a) the
performance of their inputs to a model portfolio, b) their fundamental theses on stocks and c)
the effectiveness of their stock recommendations (such as a Strong Buy should outperform a
Strong Sell and not vice versa). Performance for the portfolio managers considers not just
fund returns and risk across rolling periods, but also adherence to their communicated
investment frameworks. Given the lack of ESG disclosures for many companies in India, we
do not currently isolate ESG factors while evaluating Analyst / Portfolio Manager performance.
Rather, as described above, ESG forms a part of the overall stock recommendation by the
analysts and stock selection by the portfolio managers.

(ii) Position

The market trend of compensation for the position is another key factor that contributes
towards compensation decisions.

(i) Potential

Potential is the Investment Manager’s view of an employee’s ability to take higher roles and
responsibilities. Compensation is influenced by the value of the role to the firm — economics,
return and criticality to the Investment Manager’s success.
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Components of Total Rewards
The total compensation of staff is comprised of:

(1) Fixed compensation
This includes basic salary, allowances and retirals like provident fund and gratuity.

(i) Performance compensation

This is an annual payment made at the sole discretion of the firm to reward performance. It is
a one-time payment that must be re-established and re-earned for each performance period
(generally a calendar year). The amount changes directly with the level of performance or
results achieved.

Further detail is available in the Investment Manager’s Total Rewards Framework can be
found here.


mailto:https://www.dspim.com/media/pages/mandatory-disclosures/investors-in-dsp-global-icav-funds-icav-ireland/213a7c41e8-1683007014/dsp-tr-framework.pdf

