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1. INTRODUCTION 

The 2011 Amendment to the Pension Fund Act states: “Prudent investing should give appropriate 
consideration to any factor which may materially affect the sustainable long-term performance of a fund’s 
assets, including factors of an environmental, social and governance character.” 

As TriAlpha Investment Management Proprietary Limited (“TriAlpha”) is also a public signatory to the Code 
for Responsible Investing in South Africa (“CRISA”) we have committed to the following: 

| we will incorporate ESG issues into investment analysis and decision-making processes; 
| we will be active owners and incorporate ESG issues into our investment processes; 
| we will seek appropriate disclosure on ESG issues by the entities in which we invest; 
| we will promote acceptance and implementation of the Code within our industry; 
| we will work together to enhance our effectiveness in implementing the Code; and 
| we will report on our activities and progress towards implementing the Code. 
 
The aim of this framework is to provide ongoing transparency with regards to the way our organisation 
approaches and manages ESG risks across the different portfolios we manage. We have formulated the 
framework in such a way that it not only meets the directive of the 2011 Amendment to the Pension Fund 
Act but also CRISA. 

In an effort to evaluate the appropriateness of the ESG factor integration approach utilised by our underlying 
managers, we have developed a systematic approach that enables us to assign an ESG factor integration 
score to prospective/existing portfolio managers. We in turn use these factor scores in our investment 
analysis, decision-making and post-implementation managing process.  

This framework was formulated in such a way that it can be applied across any mandate and any asset 
class. 

2.  OUR APPROACH 

The incorporation of ESG factors into the investment process can either be value driven, institution driven, 
or ethics driven. Value-driven motivations are based on the premise that unaddressed ESG factors may 
affect the financial value of an asset/ investment performance in the long run, in this instance ESG analysis 
is used as an informational tool in the asset allocation process and can be used as a risk-flagging 
mechanism. Institutional drivers include using a regulatory framework to monitor portfolios for adverse ESG 
issues which is then used to actively engage with the underlying manager. The ethics driven approach is 
used by the underlying manager as a screening process to determine whether an investment fits specific 
ethical criteria. 

As the ethics driven approach may result in the exclusion of whole sectors that are more prone to financial 
losses due to ESG incidents and since implementing such a framework may lead to unwanted biases given 
South Africa’s small investable universe, we have decided against the use of this approach. 

Given the absence of a regulatory framework specifying specific methods for incorporating ESG risk factors 
into the assessment process, we consider the value driven approach to be the most viable approach. We 
believe this stance is appropriate as it allows for more constructive engagement with our underlying portfolio 
managers. We also believe this enhances the chances of ESG factor integration improvements over time, 
while at the same time allowing us to be cognisant of the potential effects ESG risks pose to portfolio 
performance if left unaddressed. 
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This approach is formulated in such a way that it assists us in making more informed decisions which 
includes: 

| To better understand the risks involved in making certain allocations and to be comfortable that it meets 
 our risk-adjusted return objectives; and 
| To provide a level of assurance that ESG risks are effectively identified and managed. 

3. METRICS USED 

Our ESG factor integration approach is based on a subjective assessment that takes into account both the 
mandate under consideration and the responses received to the guidance questions listed below: 

| Does the organisation have processes in place that can identify companies that employ aggressive 
 accounting and/or have weak governance practises? 

| Does the organisation make use of any proprietary ESG scores and what is the frequency of review of 
 these proprietary scores?  

| Does the organisation make use of preference-based screens such as industry and company 
 exclusions and how often these screens are revisited? 

| Do portfolio managers employ a sector-factor matrix (here we look at how many factors are considered 
 for each of the ESG pillars for various sectors)? 

| How is ESG risk factor materiality defined by portfolio manager? 

| How is the ESG risk assessment eventually used in the investment recommendation and on-going risk 
 management process?  

| Can portfolio managers illustrate practical examples of how ESG integration occurred in the investment 
 process?  

| Are specific individuals tasked with performing the ESG analysis? If so, what training has been 
 undertaken by these individuals on ESG issues and what type of research on ESG issues is conducted 
 by these individuals? 
 
The determination of the relevance of questions (and whether more questions should be added the list 
above) depends on the specific asset class and investment style of the portfolio manager under 
consideration, as the specific nature of the mandate and asset class is quite important given the 
idiosyncratic nature of the various strategies.  
 
The materiality threshold of the applicability of the questions are set on a subjective basis and the evaluation 
is performed by the TriAlpha Investment Committee. Manager ESG Reviews are a standing agenda item 
at the monthly investment committee meeting. 
 
Should none of the guidance questions be applicable and if no further questions are added to the proposed 
list above, the assessment on the appropriateness of the ESG factor integration utilised by the underlying 
manager will not play a role in the due diligence evaluation/operational review of an underlying manager.  
 
In an event of at least one question being considered material (either through the list of guidance questions, 
or questions added by the investment committee), responses to the guidance questions is deliberated on 
thoroughly, after which a score which varies from 0-10 (with 0 representing the worst possible response 
and 10 the best possible response) is assigned to each response received. The higher the score the more 
appropriate, in the committee’s view, the response received in relation to the question posed. All the scores 
assigned to the responses received will carry an equal weight and therefore the final score can vary 
between 0 – [# of questions * 10] depending on the number of material questions applicable (for example, 
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should 8 questions be considered material the final score may vary between 0 – 80). The final score is 
converted to a percentage (final score as % of the maximum score achievable). This forms the basis of our 
assessment on the appropriateness of the portfolio manager’s ESG factor integration. 
 
For any prospective allocation this process occurs during the due diligence phase and should the 
prospective investment manager be successfully appointed, this process occurs bi-annually as part of the 
due diligence review process.   

4. ESG REVIEW & RISK RESPONSE 

We have defined an ESG risk assessment score of 50% as being the threshold which can be described as 
adequate from an ESG risk assessment perspective. 
 
Should the ESG risk assessment score amount to lower than 50%, inadequacies are identified, and 
remedial action agreed upon between the portfolio managers and ourselves in terms of how this score can 
be improved over time in order to achieve and maintain a score of at least 50%. Milestones are set in an 
agreed action plan.  
 
For prospective portfolio managers, should no action plan be agreed upon, no allocation shall be made.  
 
As part of the bi-annual due diligence review process for existing allocations, should the ESG risk 
assessment deteriorate below the 50% threshold, the same process outlined above should be followed (i.e. 
inadequacies should be identified, and remedial action should be agreed upon between the portfolio 
managers and ourselves). Again, these milestones should be set in an agreed action plan. Should no action 
plan be agreed upon, we reserve the right to reconsider the allocation made to the portfolio manager. The 
risk of this occurring shall be communicated to the manager throughout the review process. 
 
The focus is to ensure managers maintain or improve their ESG risk incorporation over time. Given the 
structure of our engagement it provides for a systematic measurement and monitoring process while setting 
clear objectives, measured against specific milestones should inadequacies exist. 

5. REPORTING 

Progress on the success of the remedial action agreed upon is monitored and reported on until such time 
allocations made to a portfolio manager have been returned.  

Underlying managers are requested to provide us with an update on their specific questionnaire responses 
bi-annually. 

We shall aim to share this ESG risk assessment information with stakeholders as part of our ongoing report-
back process. 

An Action Plan Breach Report is maintained and updated regularly. Progress on the implementation of the 
remedial action pursued shall also be contained in this Breach Report. 

Any unmet milestones should lead to the formulation of a new Action Plan. If no new Action Plan can be 
formulated within an agreed upon time-period, a re-evaluation of the investment thesis may be undertaken. 

6. POTENTIAL LIMITATIONS IN OUR APPROACH 

We acknowledge the following potential limitations in our approach: 
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| There is a lack of standardised definitions and models in how ESG factors can be incorporated into the 
investment process, hence the possibility that our approach might differ to that of other market 
participants; 

| There is a reliance on self-interpreted data to questionnaires;  
| ESG analysis faces the same limitations as traditional analysis in the sense that it may not necessarily 

lead to investment insights; 

| There is a lack of evidence-based cause-and-effect attribution to the ESG factors; and 

| There is a lack of independent verification. 

7. CONTINUOUS IMPROVEMENT & REVIEW OF THE FRAMEWORK 

While this framework sets out our initial approach in terms of how we incorporate ESG risk factors in our 
investment process, going forward we will remain vigilant of initiatives to expand our scope of ESG 
integration.  

As our understanding of these factors evolve over time and as we get a better understanding of how these 
risks affect the long-term performance of allocations we will update our approach accordingly. 

This framework is reviewed annually. 
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