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Austrians love chocolate, no matter what aggregate state. Solid, as melting bar, liquid, as hot chocolate, or gaseous, as
perfume or aphrodisiac. We have a sweet tooth and love our chocolate. But what does this have to do with sustainability?

A lot, as we believe. The most important ingredient, which also gives it its name, is the cocoa bean from present-day
Mexico, which would be ground and mixed with cold water, vanilla, cayenne pepper, and served as xocólatl**. Cocoa beans
were so precious that they were also sometimes used as currency.

Much has changed in the meantime, and not all for the better. Chocolate does not only consist of water and cocoa beans. In
fact, the cheaper the chocolate, the lower the cocoa content. Instead, there is a whole list of other ingredients such as soy,
sugar, milk, and palm oil. Many come with their own “sustainable medical history”.

Although the cocoa bean originally hails from Mexico, today more than half of global production is derived from
monocultures in Ghana and the Ivory Coast. Plants grown in monocultures are definitely not exemplary of biodiversity. The
growing demand for chocolate increases the pressure to produce more cocoa both fast and cheaply, with environmental
ramifications.

As we are approaching Easter, we therefore believe it is time to deal not only with the sweet aspects of chocolate, but also
to look behind the scenes. After all, we do not want to live without chocolate, but we also want to make sure we can enjoy it
sustainably.

Sincerly

Mag. Gerold Permoser
Chief Investment Officer (CIO), Chief Sustainable Investment Officer (CSIO)

* quote: Dawn French (British actress)

** Xocólatl was the name of the first beverage of the Aztecs that contained cocoa. Directly translated it means “bitter water”. 

Gerold Permoser is Chief Investment Officer (CIO) of Erste Asset Management. In this
function he is in charge of the asset management activities and investment strategies of
all investment funds of the Erste Asset Management Group in Austria, Croatia, Czech
Republic, Germany, Hungary, Romania and Slovakia.
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The EAM Investment Board gives a structured form to the ongoing and responsive dialogue with and among sustainability
research agencies. The Board provides the opportunity for the consultation process between own research and external
research to take place. It also discusses rating details, the ESG‘s assessment of the IPOs of new issuers and sustainability
issues in general.

The times when chocolate was a luxury good are long gone. Consumption has increased continuously and amounts to about
5.2kg per person and year in Europe. While demand has been on the rise, climate change and social problems in production
constitute challenges that have caused an imbalance of supply and demand.

The talks we have had with our research agencies suggest that the main problematic areas in cocoa cultivation are the
environment and social issues. The structure of the chocolate industry itself also poses a challenge. Only eight companies
worldwide buy the majority of cocoa production. Also, it is hard to implement solutions to the problems given the confusing
structure of the supply chain.

High demand, low productivity
Child labour and other adversities in the work standards are well-known problems. Measures towards an improvement of
the situation have been taken, but so far they have only been implemented to an insufficient extent. This is due to the large
number of cocoa farmers in West Africa who are hardly organised and to other raw materials used in the production of
chocolate: sugar, hazelnuts, and palm oil. They come with similar baggage in their production process.

Climate change complicates cultivation
Due to the high demand, a substantial part of the efforts made focuses on the increase in productivity. By 2050 the
cultivation of cocoa will probably have become more difficult in West Africa. The lack of know-how with regard to more
productive and sustainable cultivation methods and the low cocoa price represent significant problems for the local cocoa
farmers and for the supply safety of the chocolate manufacturers. In order to compensate the cocoa farmers adequately,
facilitate education, and modernise the cultivation techniques, the cocoa price would have to be twice as high as now.

There will be chocolate
In the past years a number of initiatives and certificates have been launched, for example Fairtrade, UTZ, and Rainforest
Alliance. They support the development towards sustainable chocolate. However, this field still requires the intense
cooperation of NGOs and chocolate manufacturers in order to facilitate a satisfying future and sufficient income for the
cocoa farmers. The agencies were able to take one worry off of our minds: there will be chocolate in the future. But whether
or not this will be made possible by a more sustainable form of cultivation or by moving production to other countries, is
not clear. The buck would stop with the farmers in West Africa.

[Stefan Rössler]

Chocolate – a luxury good?
Investment Board
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Engagement is of great importance for EAM‘s sustainable investment approach. It combines own initiatives with
collaboration on a national and international level. The structured engagement process is based on the „EAM Engagement
Guideline“ which determines engagement issues, approach and procedures.

The maître chocolatier is one of the favourite images of chocolate commercials. He carefully stirs the liquid chocolate in the
copper pots of his light-flooded studio in the Swiss Alps before scooping out exactly the bar of chocolate that the customer
is longing for. This picture exudes the kind of security and warmth that the consumer hopes their chocolate will provide
them with. But this idyll is only an illusion. The dark side of chocolate is in its ingredients. Erste Asset Management has
entered into a dialogue with numerous chocolate manufacturers in order to discuss the sustainable growing of cocoa.

Competition among sustainable labels
We promptly came across a problem of definition: what does it actually mean, to grow cocoa sustainably? Child labour is
not acceptable. All players agree on that. But apart from that, the market is characterised by a multitude of competing
standards and labels. When Manner decided to buy sustainable cocoa, the company had to choose from four different
standards without knowing which one would prevail on the market. This is detrimental to the cause, because the market
share of a sustainability label is more relevant than its quality.

Initiatives towards higher productivity
The sector is still making efforts to speak with one voice – for example, within the framework of the Cocoa Action Plan,
which Barry Callebaut and Nestlé, among others. While these programmes come with investments in the social
infrastructure of the cultivation regions, they focus largely on boosting the productivity of cocoa farmers. Security of supply
is the driving motive for the industry. According to Mondelez, farmers earn 50% more money from their “sustainable cocoa
programme” than “traditional” farmers. This is above all true because they produce 37% more cocoa – not due to better
conditions.

Price hikes are not accepted
The fair trade standard, which is the only one to guarantee a minimum purchase price, plays a subordinated role. Hershey’s
does not expect “sustainable” cocoa beans to fetch higher prices in the long run. Manner, too, points out that neither the
consumer nor retail would be prepared to accept price increases for fair-trade chocolate.

Barry Callebaut, on the other hand, claims that the price of a bar of chocolate would have to increase by only about 20%.
This would facilitate compliance with both organic and fair-trade standards. There is still a lot to be done to improve the
farmers’ quality of life. And there are also still many grievances – which is probably also why Lindt & Sprüngli referred us to
a CSR report instead of entering into a dialogue with us.

[Dominik Benedikt]

Chocolate (dis)illusion?
Engagement
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Josef Zotter in seiner Schokoladen-
Manufaktur

Josef Zotter was born on 21 February 1961 in Feldbach (Styria, Austria). In 1999 he founded his chocolate factory together
with his wife. Since 2001 he has a special focus on FAIRTRADE and Bio* products. The success speaks for itself.

What was your vision when you set out to manufacture chocolate?
I did not have a vision – I just wanted to make incredibly good chocolate that everyone would benefit from: from the value
chain to the consumer. After my bankruptcy, it was very hard for me to let go of my pastry shops. After that I took a leap of
faith and decided to focus on the manufacture of chocolate in my parents’ former cowshed. Back then I had the hope that
one day my family and I could make a living from selling our chocolate. At the beginning we only had one employee, and
there were three of us altogether. As the enterprise was slowly growing, we would plough back our profits rather than
invest them in fancy cars. We only ever expanded as much as we were able to afford at any given time. I suppose you could
call it healthy growth.

Zotter invests EUR 18mn in order to be able to process chocolate directly from the cocoa bean.
Why is that sustainable?
At first glance this may not look very sustainable at all, but it definitely is in the long run. Not the least since these
investments have kept many different companies busy.

Since opening our chocolate manufactory we have been able to produce “bean to bar”. Today we source cocoa from 14
different countries worldwide, which makes us independent. The direct contact with the cocoa farmers allows us to get the
best quality over the long term. We require both BIO and Fairtrade certification. This is the bare minimum, but ultimately
the quality of the beans is the clincher for the price. For good quality you easily pay up to three times the global market
price. Due to our direct way of processing we can cut out numerous external process steps. 60% of the energy needed for
the entire production process is generated by the in-house energy supply. The cocoa bean shells are turned into energy in
our own cogeneration plant and thus re-enter the production process. We have been certified according to EMAS since
2014; this means that the ecological aspect is measurable and not only lip service.

Where do you source your main ingredients such as cocoa, sugar, vanilla, and milk?
Unfortunately cocoa and sugar cane do not grow in Austria; we source it from the rainforest, for example Peru, Bolivia,
Nicaragua, Panama, Ecuador, Belize, Columbia, the Dominican Republic, Brazil, Ghana, Congo, and India. This means that
all ingredients are also fully traceable – this is very important to me! We get our milk from Bio vom Berg in Tyrol. They still
do alpine farming, and the cows graze on the best pastures – you can just taste it. When we switched to organic production
in 2006, it was very difficult to source the required quantities in organic quality. Back then, Bio vom Berg guaranteed long-
term supply safety. Of course their milk is more expensive – but it is also better! If every bar of milk chocolate sold in
Austria were made with Austrian milk, the price of milk would not be subject to discussion – but a 100g bar for less than
EUR 1 would not be possible anymore, either.

How do you choose your raw material suppliers?
They have to hold the BIO* certificate, and all ingredients have to bear the Fairtrade seal. There are no exclusive supply
contracts or agreements. I demand top quality, and as long as it is provided at a fair price, I am interested in long-term
cooperation.

Do you take good working conditions in the source countries of your raw
materials into consideration?
Of course, I know almost every one of my suppliers personally and visit them frequently. We
discuss our experience and learn from each other. It is a business relationship where we see
eye to eye – I want my suppliers to be able to live from the fruit of their labour, otherwise
there is no point to any of this. We also support the odd special project locally such as the
cocoa instead of coca project in Columbia. Here, coca farmers are helped quitting the
cultivation of drugs by providing them with a regular income.

„My customers appreciate the variety and the passion for
craftsmanship.“
Interview with Josef Zotter
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How do you monitor working conditions?
The Fairtrade agreement is an important prerequisite, because the fair-trade premium is used to invest in infrastructure
such as schools, streets, or clean warehousing. Fairtrade also carries out inspections and checks the social standards. This
guarantees fixed working hours, fair wages, and the prohibition of child labour. This also provides consumers with the safe
knowledge that the purchase of Fairtrade products fosters change. When you can put a face to the name of your trading
partner and you know them personally, it is a good basis for doing business. Intermediaries and wholesalers erode personal
relationships, and the lowest price ends up being the only crucial variable. This is a dangerous strategy that destroys a lot.

Much has been said about the scarceness of cocoa, but that is not true. There is enough cocoa – it’s just that nobody
harvests it anymore, as it is hard work that people just do not really want to do any longer. In Brazil only 40% of the cocoa
beans are harvested, which means 60% remain on the tree. Cocoa farmers cannot make a living on current cocoa prices.
Therefore they prefer moving to the slums of major cities with their families, where they work as day labourers. This is seen
as the first step into a supposedly better life. And we can witness where that leads to on our own doorstep as we speak.

Can you see any potential for improvement at your company and in the chocolate industry?
I do not regard myself as industrial company – we are a crafts enterprise. There is my and my family’s name above the
door. I have 160 employees with me, where many production steps are carried out manually and with love. We put our
know-how and commitment into the chocolate, and we produce 365 different flavours. I suppose I could produce twice the
output with half the number of staff and more machinery, possibly at half the cost. But then my products would be as
interchangeable and anonymous as many industrial products. Who wants that? Not me. My customers appreciate the
variety and the passion for craftsmanship.Therefore we also open our production spaces to visitors and show them how we
work, who we are, and how chocolate is made – “bean to bar”, as I said earlier. Most of them have never seen a cocoa
bean, let alone tasted one. How is a customer supposed to appreciate a product if they have no clue of its complex
production? Therefore we like to show them how it’s done. We work very transparently, which creates credibility and trust
in the customer. You often see this aspect lost in the industry – which is a shame, actually.

*BIO stands for organic farming and production

[Nathalie Boyke]
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Bittersweet chocolate
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Last year we discussed the topic of water and entered into a dialogue with numerous of large bottling companies. The
central topic was the human right of access to sufficiently clean drinking water.

Our discussion with Nestlé, the world’s largest food producer and water bottler, left a few questions unanswered – an
unsatisfactory result for both parties. Therefore we have stepped up the exchange between our analysts and the Nestlé
water experts.

Measures against water scarceness
Nestlé has often been criticised for bottling water. The company can see water savings potential in its agricultural supply
chains and production processes. According to Nestlé, bottling water requires less groundwater than the irrigation of
cultivable land. This phenomenon is particularly pronounced in regions like California.

Nestlé deals with these problems largely by resorting to technical solutions: e.g. by sourcing water from deep levels of
groundwater that the local population and agriculture cannot access. In addition, Nestlé cooperates with local business and
agriculture. It is the company’s goal to cut water consumption, avoid contaminating the groundwater, and thus protect the
drinking water. Agricultural suppliers receive a bonus if they produce water-efficiently.

Higher water prices as solution?
Nestlé is aware of the fact that these measures alone will not solve the problem of water scarceness. The company
therefore has declared itself in favour of higher water prices, which would reflect the total costs of sustainable water
management. They would probably still fall short of the level needed to achieve a significant change among companies.
The question of how the effects of the cost of water on the poor population could be absorbed remains unanswered. Among
the people affected are for example the inhabitants of the region around Nestlé’s controversial water plant in Sheikhupura
(Pakistan).

To us as sustainable investor it therefore seems that the market on its own will not suffice in order to guarantee the human
right of water. Regulations need to be stepped up to manage how this vital resource is handled. Otherwise there is the risk
of agents passing on the responsibility for the sustainable treatment of water to others, and the buck stops with the
weakest, who end up without water.

Here Nestlé is setting a positive example: its sources in San Pellegrino are subject to strict rules, and have worked without a
conflict for more than a century.

[Dominik Benedikt]

The human right of water
Review
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„Chocolate producers have to consider the impact of their products on the health of their customers more and more.” says
Gerold Permoser, Chief investment Officer (CIO) and Chief Sustainable Officer (CSIO) of Erste Asset Management.

I am late with my article on chocolate. The deadline is approaching fast, and I am writing these lines 30,000 feet above the
Atlantic, on the way from New York to Vienna. But somehow I am finding it hard to focus on chocolate. I have taken too
many impressions from New York with me. 

In NYC, the consumption of Marijuana was legalised in January. Officially, for medical reasons. Unofficially, because the goal
is to destroy one of the most lucrative markets in the world: the drug market. As pedestrian I have many times had the
chance to notice a “medical emergency” from close by. In spite of many a suspicious waft, no intoxicating effect as far as I
am concerned. Looking at my Bloomberg screen, I have to say, unfortunately not.

In New York, everything is bigger and more impressive than in other cities. The sweets are remarkable as well. Triple
chocolate cookies, the size of a basketball, are not uncommon. In contrast to Europe, the menus also come with calorie
information. The effect is more beneficial to the expansion of one’s consciousness than the aforementioned wafts I had
been subjected to. Real dessert kryptonite.

What is the learning point of the story? I think it is impressive how fast the political environment can change. Marijuana
used to be illegal until very recently. Today the first marijuana producers are thinking about floating their companies on the
stock exchange in an IPO*. Chocolate producers have to consider the impact of their products on the health of their
customers more and more.. If they fail to do so, the legislator will take measures on their behalf; with all sorts of, usually
negative, results. 

From our point of view, companies with high competence in the field of ESG are very well prepared to face such challenges.
While this conclusion does not expand one’s consciousness, it may turn into a realisation that can boost the performance in
the long run.

*IPO means “Initial Public Offering“; it is used in connection with companies that go public by floating their stock on the stock exchange.

[Gerold Permoser]

Chocoholic?
Lasting Words
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December 2015 - February
2016 

The definition of our investment universe is the corner stone in building our funds.

Admitted

Microsoft Corporation (sector: systems software), EAM ESG rating 02/2016 of B-; global leader in the development
of standard software. The product range covers, among other things, operating systems for PCs and mobile
terminals, server software, and developer tools. Since 2010 the company has offered the products also as cloud
services.

Responsible-Investment Universe
Changes
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Erste Asset Management recognized the importance of responsible fund management early on. Over the course of the past
decade we have developed and successfully introduced a broad range of sustainable funds. The following funds are
available in line with Erste Asset Management’s „Responsible Investment Approach“.

Equity funds
All funds are denominated in Euro.

Fund name

year-to-
date, in 

%
2015, in 

%
2014, in 

%
2013, in 

%
2012, in 

%
2011, in 

%
Mgmt. fe
e, in %

Volume i
n Mn.

Risk not
es 1)

ERSTE RESPONSIBLE STOCK GLOBAL –7,97 10,87 15,21 17,52 9,51 –4,90 1,50 182,1  

ERSTE RESPONSIBLE STOCK EUROPE* –10,95 10,67 6,89 18,55 20,88 –23,03 1,50 39,9 A

ERSTE RESPONSIBLE STOCK AMERICA*** –6,03 8,55 7,37 22,21   1,80 46,3*** A

ERSTE WWF STOCK ENVIRONMENT** –8,90 9,48 12,51 55,88 –7,35 –25,66 1,50 88,9 A

Performance calculated according to the OeKB (Österreichische Kontrollbank AG) method, as of 29 February 2016. The management fee is included inthe performance. Subscription fees
applicable at the time of purchase of up to 5.00% and other fees that may reduce returns, such as individual accountand deposit fees, are not included in this presentation. Past performance is
not a reliable indicator of the future performance of a fund. Pleasenote that it is not possible to draw any conclusions on the volatility or risk of an investment from annualized averages for
multi-year periods.
* Fund merger: ERSTE RESPONSIBLE STOCK AUSTRIA and ERSTE RESPONSIBLE STOCK EUROPE EMERGING were merged with ERSTERESPONSIBLE STOCK EUROPE on 28.08.2015; performances
until 27.08.2015.
** Renaming and shift of focus as of 8 April 2013 (former name: ESPA STOCK AMERICA)
*** in USD

1) Risk notes

A The ERSTE RESPONSIBLE STOCK EUROPE, ERSTE RESPONSIBLE STOCK AUSTRIA, ERSTE RESPONSIBLE STOCK EUROPE EMERGING,ERSTE RESPONSIBLE STOCK AMERICA, ERSTE WW
F STOCK CLIMATE CHANGE, and ERSTE WWF STOCK UMWELT funds may displayincreased volatility due to the composition of the portfolio. As a result, share values may be subject 
to significant fluctuations even overshort periods of time.

B The ERSTE RESPONSIBLE STOCK AUSTRIA fund is an index fund pursuant to Paragraph 128, section 5 line 1 in conjunction with Paragraph75 of the InvFG 2011 (Investment Fund Ac
t, Austria). The aim of the investment strategy is to emulate the VÖNIX (VBV Austrian SustainabilityIndex).

Responsible funds at a glance
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Bond funds, mixed funds
All funds are denominated in Euro.

Fund name

year-to-
date, in 

%
2015, in 

%
2014, in 

%
2013, in 

%
2012, in 

%
2011, in 

%
Mgmt. fe
e, in %

Volume i
n mn.

Risk not
es 2)

ERSTE RESPONSIBLE RESERVE 0,08 0,05 1,78 0,31 5,33 0,60 0,24 126,4  

ERSTE RESPONSIBLE BOND 1,68 –0,37 9,75 0,42 10,57 0,94 0,60 133,3  

ERSTE RESPONSIBLE BOND EURO-CORPORATE 0,87 –1,13 7,55 1,45 12,89  0,60 156,3  

ERSTE RESPONSIBLE BOND EMERGING CORPORATE 0,35 0,55 6,00    0,96 73,4  

ERSTE RESPONSIBLE BOND GLOBAL IMPACT* 1,21 –2,08     0,60 37,3  

ERSTE RESPONSIBLE BALANCED –1,25 –2,26 7,63 1,65   1,00 19,4 a)

Performance calculated according to the OeKB (Österreichische Kontrollbank AG) method, as of 29 February 2016. The management fee is included inthe performance. Subscription fees
applicable at the time of purchase of up to 5.00% and other fees that may reduce returns, such as individual accountand deposit fees, are not included in this presentation. Past performance is
not a reliable indicator of the future performance of a fund. Pleasenote that it is not possible to draw any conclusions on the volatility or risk of an investment from annualized averages for
multi-year periods.
* Fund inception during fiscal year (on 01.06.2015), annual performance can therefore not be shown.

2) Risk notes

a) The ERSTE RESPONSIBLE BALANCED fund may invest significant amounts in investment funds (UCITS, UCIs) pursuant to Paragraph 71 of the InvFG 2011 (Investment Fund Act, Aust
ria).

Microfinance funds
All funds are denominated in Euro.

Fund name

year-to-
date, in 

%
2015, in 

%
2014, in 

%
2013, in 

%
2012, in 

%
2011, in 

%
Mgmt. fe
e, in %

Volume i
n mn.

Risk not
es 3)

ERSTE RESPONSIBLE MICROFINANCE 0,10 3,44 4,11 2,54 3,20 2,48 1,00 30,8 x)

Performance calculated according to the OeKB (Österreichische Kontrollbank AG) method, as of 29 January 2015. The management fee is includedin performance. Subscription fees applicable
at the time of purchase of up to 5.00% and other fees that may reduce returns, such as individualaccount and deposit fees, are not included in this presentation. Past performance is not a
reliable indicator of the future performance of a fund.Please note that it is not possible to draw any conclusions on the volatility or risk of an investment from annualized averages for multi-year
periods.

3) Risk notes

x) The ERSTE RESPONSIBLE MICROFINANCE fund may invest significant amounts in investment funds (UCITS, UCIs) pursuant to Paragraph 7line 1 of the InvFG 2011 (Investment Fund
Act, Austria).

The Austrian Financial Market Authority (FMA) herby warns: The ERSTE RESPONSIBLE MICROFINANCE invests entirely in assets pursuant to Paragraph 166, Section 1 
line 3 of the InvFG 2011 (Alternative Investments), which represent a higher investment risk compared to traditional investments. In particular, these investments may
result in a loss or even a total loss of capital invested.

[Alexander Osojnik]
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It is based on four criteria:

Further information on www.novethic.com

A  Excellent
B  good
C  statisfactory
D  inadequate, not investable
E  insufficent, not investable

The Novethic SRI Label is awarded to Socially Responsible Investment (SRI) funds that demonstrate a systematic
integration of Environment, Social and Governance (ESG) considerations in fund management. The label provides investors
with a guarantee of transparency and of the traceability of their investments.

EAM Rating for Fonds with the Novethic SRI Label 2015
All funds are denominated in Euro.

Fund name

Average ESG-Rating

Exclusion RateFunds Funds-Universe

ERSTE RESPONSIBLE STOCK GLOBAL C+ C- 66,3%

ERSTE RESPONSIBLE STOCK EUROPE C+ C- 57,1%

ERSTE RESPONSIBLE BOND C+ C- 64,6%

ERSTE RESPONSIBLE BOND EURO-CORPORATE C+ C- 64,7%

ERSTE RESPONSIBLE BOND EMERGING CORPORATE* BBB BB 24,3%

Average ESG-Rating and Exclusion Rate
The Average ESG Rating of the Fund refers to all securities actually held by the fund, whereas theAverage ESG Rating
of the Fund Universe denotes the average of all securities that are rated for thefund, based on the stringent
sustainability criteria of Erste Asset Management.

The Exclusion Rate indicates how many securities from the respective fund universe are rate “notinvestable” for the
respective fund. For example, a 60% exclusion ratio means that only 40% of allpotential securities are investable for the
fund.

EAM-specific ESG Rating
The EAM-specific ESG Rating ranges from A+ to E. It scrutinises exclusively those
companies that have already been rated by the three ratingagencies cooperating with
Erste Asset Management. In evaluating ESG criteria, EAM takes a very stringent approach.
Thus, only 41,8% of the approx.3,800 companies currently rated (i.e. the EAM Total
Universe) are investable (with a rating from A+ to C). At the moment, the average rating
of theEAM Total Universe is C–. The investable universe is further restricted by exclusion
criteria. Only one company achieves our current top rating of A–.

*The EAM Emerging Markets ESG Rating
The rating of ERSTE RESPONSIBLE BOND EMERGING CORPORATE hinges on the analysis of the management of the
respective issuer via ESG riskfactors on the basis of a model adapted for emerging markets. In the process, the companies

Environment, Social and Governance (ESG) assessment of at least 90% of the portfolio
a transparent SRI selection process
regular information on the SRI qualities of investments
full publication of the portfolio’s composition

EAM Funds carrying the Novethic SRI Label 2015
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are compared on a scale of AAA to C. Companieswith environmental benefits are accounted for on the basis of criteria of
exclusion.

All Data (Average ESG-Rating for Funds, the Funds Universe and the Exclusion Rate) per 29.02.2016.

[Dominik Benedikt, Alexander Osojnik]
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