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The organization

A global consumer goods company with significant business operations in the U.S. One of the
company’s core missions was increasing sustainability across the globe. Its investment
committee also believed strongly in sustainable-asset investing—importantly, from a financial
risk-versus-return standpoint, rather than from a purely ethical, it's-the-right-thing-to-do point of
view. This was due to the committee’s belief that sustainable business practices have become
so essential in today’s world that they are likely to become subject to future government
regulation and enforcement. Because of this, the committee viewed investing in organizations
that weren’t moving toward the adoption of sustainable business practices as increasingly risky.
On the other side of the coin, the committee believed that organizations that placed a higher
emphasis on sustainability were more likely to improve their bottom lines.

This also meant that the committee generally preferred not to enact blanket exclusions of
specific securities or industries when constructing an ESG-themed option. Instead, the
committee placed greater emphasis on finding investment managers that understood how to
incorporate sustainability factors into a stock-selection process.

The challenges

With an uptick in demand for ESG products in its retirement plans—an increase bolstered by the
company’s recent acquisition of brands with large, sustainability-driven workforces—the
investment committee decided to explore adding an ESG option to its U.S. DC plan menu. This
was an onerous undertaking rife with several challenges, including:

1. Finding a one-size-fits-most option to satisfy most participants seeking an ESG option, given
the wide range of opinions on what the term entails.

2. Navigating the legal and regulatory landscape for ESG-themed investing in the U.S., which
was and continues to be generally more prohibitive than the other countries the company did
business in.

3. Lack of ESG funds in the market. This was due in large part to the prohibitive regulatory
environment in the U.S.

Finally, all these challenges had to be dealt with amid the constraint of keeping the cost of the ESG
equity option comparable to the costs of other equity options in the plan. This was especially
challenging given that the other options were white-label multi-manager funds that offered
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competitive fees over standard options on the menu. Due to this fund being a brand new
investment option, the plan wouldn’t be able to guarantee any assets upon fund creation.

This made it difficult to keep the cost of the ESG option in line with other options. But the
committee was especially concerned about how a higher cost for the ESG option could be
perceived among those who selected it due to its alignment with their personal views. These
participants, the committee worried, may view a higher cost as a tax on doing the right thing—even
though the purpose of adding the ESG option was strictly being done from a return-risk standpoint.

The solution

Given participant and committee interest, we worked with the company on a solution to these
challenges. Our first step was to identify all the considerations that would need to be taken into
account when deciding on an ESG option. As the chart below indicates, these included legal and
regulatory considerations, plan menu considerations, practical considerations (including fees and
existing versus new investment managers) and product considerations (such as asset class and
vehicle type).

Exhibit 1 Adding ESG to a DC plan requires planning
I ———

From there, we conducted a thorough, rigorous assessment of how each consideration could
impact the type of ESG option the company planned to offer, including potential enhancements
and limitations. The legal and regulatory challenges were of particular concern to committee
members, who were understandably apprehensive about the litigation risks in the U.S. To
overcome this obstacle, the client enlisted outside counsel to provide extensive training and
education on the U.S. regulatory environment, and we worked with the investment committee to
diligently assess the pros and cons of the different types of ESG funds. We also worked diligently
with the committee to document the entire process of building out an ESG option, making it
extremely clear that any integration of ESG factors into a fund would be strictly aligned with
improving the plan’s financial performance.

This also included conducting a careful analysis of which tier in the company’s DC plan menu the
ESG option should be added to. The company’s plan menu was comprised of three tiers—which
we believe is a best-practices approach for all DC plans—including a brokerage window as Tier 3.
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We assessed the benefits and challenges of including the option in each of the different tiers by
five factors: participant uptake, time/effort by sponsor, the regulatory/legal impact, the impact on
the plan menu design, and fees. Ultimately, we advised the investment committee to limit its ESG
option to the Tier 2 core menu at launch, with the potential to also offer the option as a building
block in the Tier 1 custom target date funds further down the road if the regulatory environment
permits, as we expect it may. As the chart below shows, our analysis determined that there were
no negative or costly repercussions associated with placing the ESG option in Tier 2 of the plan
menu. Our analysis also showed that adding the option to this tier would be a plus when
considering the potential regulatory and legal impacts, as well as the plan menu design.

Exhibit 2: Options to add ESG to DC plan menu
. __________________________________________________________________________________________________________________|

Drawing on our extensive manager research capabilities, we thoroughly vetted and ultimately
selected what we believed to be best-of-breed managers for the ESG fund. The creation of the fund
was an extensive process that played out over several months, as we discovered that there were
many managers who felt that it was too early in the game to be building an ESG fund. We
disagreed, and pressed on until we located managers that utilized a fully integrated ESG approach.
Importantly, these managers were also able to offer a fund at a suitable price, addressing one of the
key challenges the company was facing in the construction of the fund: keeping costs comparable
to the other equity options.

The results

Our custom-built, ESG-themed option for the company’s DC plan menu was approved by the
investment committee and will be available to all of its U.S. plan participants in June 2021. The
white-label fund naming convention embraced by the plan meant that a name needed to be
determined for the new option. Diversified Equity Sustainability Fund was ultimately selected.
Despite this fund addition taking longer than usual, the company is elated to be on the doorstep of
fulfilling a goal to include an ESG option that aligns with its goal of bettering the financial
performance of its DC plans. As an investment solutions provider dedicated to improving the
financial security of individuals across the globe, we’re proud to stand alongside them.
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For more information

Call Russell Investments at 855-771-2966 or visit russellinvestments.com/dc

Important information

This case study represents a unique situation faced by a global consumer goods company seeking to add an ESG option to its US DC plan menu,
while navigating several legal and regulatory, plan menu, product and practical considerations. Case studies are problem-solving stories. We select a
situation that is indicative of problems clients in this category are facing. The recommendations described do not represent a standard strategy or set
of recommendations made for all advisory clients with similar issues. Each client has unique requirements, challenges, and constraints, and our
advisory solutions are tailored to each client’s specific needs. Every client’s situation, experience and needs are different, and Russell Investments
does not imply that the solution herein is appropriate for any other client.

The case study provided is for illustrative purposes only and is meant to provide an example of a type of financial issue a client may have and our
process and a methodology to address it. Individual client results will vary based on individual circumstances and market conditions. The results
presented were based on a period of fluctuating marketing conditions and the underlying asset allocation, market criteria and assumptions, or the
investment advice/strategy followed may have changed materially. There is no guarantee that all clients will experience the same results.

The information expressed herein represents the current, good faith views of the author(s) at the time of original publication and has not been updated.
Any predictions, opinions, and other information contained in this material are subject to change continually, without notice.

Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of
any investment, nor a solicitation of any type. The general information contained in this publication should not be acted upon without obtaining specific
legal, tax and investment advice from a licensed professional.

Please remember that all investments carry some level of risk, including the potential loss of principal invested. They do not typically grow at an even
rate of return and may experience negative growth. As with any type of portfolio structuring, attempting to reduce risk and increase return could, at
certain times, unintentionally reduce returns.

Diversification and strategic asset allocation do not assure profit or protect against loss in declining markets.

Russell Investments' ownership is composed of a majority stake held by funds managed by TA Associates, with a significant minority stake held by
funds managed by Reverence Capital Partners. Russell Investments' employees and Hamilton Lane Advisors, LLC also hold minority, non-controlling,
ownership stakes.

Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks,
which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell Company. The members of
the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE
RUSSELL” brand.

Copyright © 2021-2022. Russell Investments Group, LLC. All rights reserved. This material is proprietary and may not be reproduced, transferred, or
distributed in any form without prior written permission from Russell Investments. It is delivered on an "as is" basis without warranty.

First used: May 2021, Revised November 2022 Al-29487-11-25

Russell Investments / Client case study / Adding an ESG option to a DC plan menu /4



