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Scope of work
Royalty Pharma Plc (‘Royalty Pharma’ or ‘the issuer’ or ‘the company’) commissioned ISS ESG to assist
with its Social Bond Framework by assessing three core elements to determine the sustainability
quality of the instrument:
1. Social Bond Framework link to Royalty Pharma’s sustainability strategy – drawing on Royalty
Pharma’s overall sustainability profile and issuance-specific Use of Proceeds categories.
2. Royalty Pharma’s Social Bond Framework (July 2021 version) – benchmarked against the
International Capital Market Association's (ICMA) Social Bond Principles (SBPs).
3. The Selection Criteria – whether the projects contribute positively to the UN SDGs and
perform against ISS ESG’s issue-specific key performance indicators (KPIs) (See Annex 2).

Business overview
Founded in 1996, Royalty Pharma is a buyer of biopharmaceutical royalties and a funder of innovation
across the biopharmaceutical industry, collaborating with innovators from academic institutions,
research hospitals and not-for-profits through small and mid-cap biotechnology companies to leading
global pharmaceutical companies.
Royalty Pharma funds innovation in the biopharmaceutical industry both directly and indirectly—
directly when it partners with companies to co-fund late-stage clinical trials and new product launches
in exchange for future royalties, and indirectly when it acquires existing royalties from the original
innovators.
Its portfolio includes royalties on more than 45 commercial products, including AbbVie and J&J’s
Imbruvica, Astellas and Pfizer’s Xtandi, Biogen’s Tysabri, Gilead’s Trodelvy, Merck’s Januvia, Novartis’
Promacta, and Vertex’s Kalydeco, Orkambi, Symdeko and Trikafta, and five development-stage
product candidates. The therapies in its portfolio address therapeutic areas such as rare diseases,
cancer, neurology, hematology and diabetes.
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ISS ESG ASSESSMENT SUMMARY
SPO SECTION
Part 1:
Social Bond
Framework
link to issuer’s
sustainability
strategy
Part 2:
Alignment
with SBPs

Part 3:
Sustainability
quality of the
Selection
criteria

SUMMARY
According to the ISS ESG Corporate Rating published on 20.11.2020,
the issuer shows a high sustainability performance against the industry
peer group on key ESG issues faced by the Specialized Finance sector.2
The issuer is rated 11th out of 90 companies within its sector.
The Use of Proceeds outlined in the Social Bond Framework are
consistent with the issuer’s sustainability strategy and material ESG
topics for the issuer’s industry. The rationale for issuing social bonds is
clearly described by the issuer.
The issuer has defined a formal concept for its Social Bond Framework
regarding use of proceeds, processes for project evaluation and
selection, management of proceeds and reporting. This concept is in
line with the Social Bond Principles.
The overall sustainability quality of the Selection Criteria in terms of
sustainability benefits, risk avoidance and minimisation is good based
upon the ISS ESG assessment. The Social Bond Framework will (re)finance eligible asset categories which include: Co-fund late-stage
clinical trials and new product launches in exchange for future
royalties as well as acquiring existing royalties.

EVALUATION1

Consistent
with issuer’s
sustainability
strategy

Aligned

Positive

Those use of proceeds categories have a significant contribution to
SDG 3 ‘Good health and well-being’. The environmental and social risks
associated with those use of proceeds categories have been well
managed.

1

ISS ESG’s evaluation is based on the Royalty Pharma’s Social Bond Framework (July 2021 version), on the analysed Selection Criteria as
received in June 2021, and on the ISS ESG Corporate Rating applicable at the SPO delivery date (updated on the 06.07.2021).
2 Essential to the biopharma ecosystem, Royalty Pharma is commonly classified as a bio-pharmaceutical company. The ISS sector
classification ‘Specialized Finance’ is very specific to ISS ESG Corporate Rating methodology. It enables ISS ESG to capture and evaluate the
risks relating to Royalty Pharma funding activity by including lending/financing indicators in the company’s ESG overall assessment.
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ISS ESG SPO ASSESSMENT
PART I: SOCIAL BOND FRAMEWORK LINK TO ROYALTY PHARMA’S
SUSTAINABILITY STRATEGY
A. ASSESSMENT OF ROYALTY PHARMA’S ESG PERFORMANCE
Methodological Note: Please note that this section of the SPO is a partial extract from the ISS ESG
Corporate Rating
The ISS ESG Corporate Rating provides material and forward-looking environmental, social and
governance (ESG) data and performance assessments.
COMPANY

S E C T O R

DECILE RANK

TRANSPARENCY LEVEL

ROYALTY
PHARMA PLC

SPECIALIZED
FINANCE

2

HIGH

(Commonly
as

Classified

B i o p h a r m a c e u t i c a l 3)

This means that the company currently shows a
high sustainability performance against peers
on key ESG issues faced by its sector and obtains
a Decile Rank relative to industry group of 2,
given that a decile rank of 1 indicates highest
relative ESG performance out of 10.

ESG performance
As of 06.07.2021, this Rating places Royalty
Pharma 11th out of 90 companies rated by ISS ESG
in its sector.
Key challenges faced by companies in terms of sustainability management in this sector are displayed
in the chart on the right, as well as the issuer’s performance against those key challenges in
comparison to the average industry peers’ performance.

Sustainability Opportunities
Royalty Pharma invests in biopharmaceutical royalties and accelerates innovation through the cofunding of late-stage clinical trials and new product launches in exchange for future royalties. With
this business model, the company contributes significantly to the development of new prescription
drugs and therapies, which are assessed positively for the sustainable development goal of ensuring
health.

3

Essential to the biopharma ecosystem, Royalty Pharma is commonly described as a bio-pharmaceutical company. The ISS sector
classification ‘Specialized Finance’ is very specific to ISS ESG Corporate Rating methodology. It enables ISS ESG to capture and evaluate the
risks relating to Royalty Pharma funding activity by including financing indicators in the company’s ESG overall assessment.
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Sustainability Risks
Royalty Pharma does not have relevant environmental investment guidelines in place, to address risks
from the manufacturing and distribution of the relevant drugs and therapies, but they do have general
social investment guidelines related to relevant clinical trials. While the company is managed
externally and the number of attributable staff is low, it remains unclear how staff related risk, such
as mental health are addressed. With respect to climate change, the company does not seem to have
a clear position, or collect data on relevant emissions. The company has a code of conduct in place,
several issues are however not discussed in detail, such as antitrust violations and insider dealings.

Governance opinion
Regarding Royalty Pharma’s governance structure, the board chair, Mr. Pablo Legorreta, is not
considered independent, as he is also the company's CEO and founder (as at June 16, 2021). However,
the large majority of the board members are considered independent. The company has established
completely independent board committees in charge of audit, remuneration and nomination.
Compensation schemes for the executive team are publicly disclosed on an individual basis and subdivided according to fixed amounts, variable performance-related components and long-term
incentive components, which can incentivize sustainable value creation. Regarding Royalty Pharma’s
governance of sustainability, they have established a board level sustainability committee comprised
of completely independent members. It remains unclear whether sustainability performance
objectives are integrated into the variable performance of the executive team. In the area of business
ethics, the company has implemented a code of conduct covering important issues such as insider
dealings, conflicts of interests and corruption. However, some of these issues are only discussed in
limited detail. Compliance with these rules is supported by anonymous and confidential reporting
hotlines, and detailed procedures to protect whistleblowers.

Sustainability impact of products and services portfolio
Using a proprietary methodology, ISS ESG assessed the contribution of Royalty Pharma’s current
products and services portfolio to the Sustainable Development Goals defined by the United Nations
(UN SDGs).
PRODUCT/SERVICES
PORTFOLIO

ASSOCIATED
PERCENTAGE OF
REVENUE

DIRECTION OF IMPACT

Royalties from
various drugs and
therapies

100%

CONTRIBUTION

Others

N/A

NO NET IMPACT

UN SDGS

N/A

Breaches of international norms and ESG controversies
The company is not facing any controversy.
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B. CONSISTENCY OF SOCIAL BOND FRAMEWORK WITH ROYALTY PHARMA’S
SUSTAINABILITY STRATEGY
Key sustainability objectives and priorities defined by the issuer
Royalty Pharma plays an important role in providing capital to the biopharma ecosystem and thereby
positively impacting human health. Despite the passive nature of its business, it strives to invest in
novel therapies that address unmet patient needs and support ethical business practices that drive
innovation, competition, and patient choice.
Its mission is to accelerate innovation in life sciences, collaborating with innovators to make the
research and development ecosystem more productive. The company does this through collaborating
with academia including universities and other research institutions research hospitals, and not-forProfit Foundations to acquire existing royalties from innovators, as well as acquiring existing royalties
from biopharmaceutical companies and partnering with them directly to co-fund late-stage clinical
trials and new product launches in exchange for future royalties.

Rationale for issuance
Through the issuance of any Social Bonds, Royalty Pharma aims to finance and refinance, in whole or
in part, Social Investments that align with its mission to positively impact human health.

Contribution of Use of Proceeds categories to sustainability objectives and priorities
ISS ESG mapped the Use of Proceeds categories financed under the Social Bond Framework with the
sustainability objectives defined by the issuer, and with the key ESG industry challenges faced by its
sector. Key ESG industry challenges are key issues that are highly relevant for a respective industry to
tackle when it comes to sustainability, e.g. climate change and energy efficiency in the buildings
sector. From this mapping, ISS ESG derived a level of contribution to the strategy of each Use of
Proceeds categories.
USE OF PROCEEDS
CATEGORY

SUSTAINABILITY OBJECTIVES
FOR THE ISSUER

Access to essential
services:
Healthcare

KEY ESG INDUSTRY
CHALLENGES

CONTRIBUTION

Contribution to
material objectives

Opinion: ISS ESG finds that the Use of Proceeds financed through this Social Bond Framework are
consistent with the issuer’s sustainability strategy and material ESG topics for the issuer’s industry. The
rationale for issuing social bonds is clearly described by the issuer.
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PART II: ALIGNMENT WITH SOCIAL BOND PRINCIPLES
1. Use of Proceeds
Royalty Pharma intends to allocate an amount equal to the net proceeds from the sale of any Social
Bond issuances to finance or refinance, in whole or in part, one or more new or existing Eligible
Investments. “Eligible Investments” include investments made by the company or any of its
subsidiaries and affiliates, beginning with the issuance date of any Social Bonds, or in the 24 months
prior to any such issuance.
Investments related to partnerships that fund innovation in the biopharmaceutical industry either:
Directly when Royalty Pharma partners with companies to co-fund late-stage clinical trials and
new product launches in exchange for future royalties, or;
Indirectly when it acquires existing royalties from the original innovators, including from
hospitals, not-for-profit foundations, and academic institutions.
Royalty Pharma will not knowingly allocate proceeds from the issuance of its Social Bonds to activities
involving the exploitation of human rights or environmental destruction. It will allocate investments
as soon as practicable.

Opinion: ISS ESG considers the Use of Proceeds description provided by Royalty Pharma’s Social Bond
Framework as aligned with the Social Bond Principles. Social benefits for the investment category have
been clearly identified.

2. Process for Project Evaluation and Selection
Royalty Pharma regularly analyzes the environmental and social impacts of its business. Additionally,
it conducts thorough due diligence and monitoring with all its investment positions. Pharmaceutical
companies, academic and non-profit institutions with which they work typically have well-developed
and transparent governance policies which seek to benefit wider society through sustainable and
ethical business practices. Selected members from the company‘s Treasury, Research & Investments,
and Legal teams will review and select investments that align with its Social Bond framework. Final
allocation will be reviewed and approved by the Treasurer.

Opinion: ISS ESG considers the Process for Project Evaluation and Selection description provided by
Royalty Pharma’s Social Bond Framework as aligned with the Social Bond Principles. Moreover, the
projects selected show alignment with the sustainability strategy of the issuer. A team of relevant and
diverse stakeholders are involved in the selection process.

3. Management of Proceeds
Royalty Pharma has established an internal process to track an amount equal to the net proceeds of
any Social Bond issued under the Framework and allocate it to eligible investments. Pending
allocation, proceeds may be temporarily invested in cash, cash equivalents, and/or held in accordance
with Royalty Pharma’s internal liquidity policy. The company will allocate investments as soon as
practicable.
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Opinion: ISS ESG finds that Management of Proceeds proposed by Royalty Pharma’s Social Bond
Framework is well aligned with the Social Bond Principles. Identification of temporary investment
processes for unallocated proceeds aligns with ICMA best practices.

4. Reporting
Allocation Reporting
The Social Bond Impact Report will be published on Royalty Pharma’s website beginning one year after
the issuance of its first social bond, and annually thereafter until all proceeds have been fully allocated.
The report will include:
The amount of net proceeds allocated to each Eligible Social Investment either individually or
by category, subject to confidentiality considerations
Expected impact metrics, where feasible
A selection of brief investment descriptions; and
The outstanding amount of net proceeds to be allocated to Eligible Social Investments at the
end of the reporting period.

Impact Reporting
Where feasible Royalty Pharma’s Social Bond Report will include qualitative and if practical
quantitative social performance indicators, such as total number of patients impacted by new
therapies.

Opinion: ISS ESG finds that the reporting proposed by Royalty Pharma’s Social Bond Framework is
aligned with the Social Bond Principles. The issuer has clearly defined the scope and level of reporting,
and reports will be publicly available and developed annually until net proceeds are fully allocated.

External review
It is expected that any Social Bond Report by Royalty Pharma will be accompanied by
Assertions by Royalty Pharma’s management as to the amount of the net proceeds from
the sale of the Social Bond that have been allocated to Eligible Investment;
A report from an independent registered public accounting firm in respect of its
examination of management’s assertions on the allocation of proceeds conducted in
accordance with attestation standards established by the American Institute of Certified
Public Accountants.
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PART III: SUSTAINABILITY QUALITY OF THE ISSUANCE
A. CONTRIBUTION OF THE SOCIAL BOND FRAMEWORK TO THE UN SDGs
Based on the assessment of the sustainability quality of the Social Bond Selection criteria and using a
proprietary methodology, ISS ESG assessed the contribution of the Royalty Pharma’s Social Bond
Framework to the Sustainable Development Goals defined by the United Nations (UN SDGs).
This assessment is displayed on 5-point scale (see Annex 2 for methodology):
Significant
Obstruction

Limited
Obstruction

No
Net Impact

Limited
Contribution

Significant
Contribution

Each of the Social Bond’s Use of Proceeds categories has been assessed for its contribution to, or
obstruction of, the SDGs:
USE OF PROCEEDS

Investments in
health-related
research

CONTRIBUTION OR
OBSTRUCTION

SUSTAINABLE DEVELOPMENT GOALS

Significant
Contribution
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B. MANAGEMENT OF ENVIRONMENTAL AND SOCIAL RISKS ASSOCIATED WITH THE
SELECTION CRITERIA
The table below presents the findings of an ISS ESG assessment of the Selection criteria against ISS
ESG KPIs.4
ASSESSMENT AGAINST ISS ESG KPI

Business ethics, lobbying and ethical marketing
Royalty Pharma did not recently engage registered lobbyists, both federal and state, to
support any legislative or regulatory activities. If Royalty Pharma financially contributes to
any political campaigns, this information would be publicly disclosed on the Federal Election
Commission website (https://www.fec.gov/data/) and disclosed in its UK Annual Report.

-

Royalty Pharma is not involved in the marketing of its royalty products and, thus, cannot
systematically ensure that all marketing practices will be responsible. However, it considers
the marketing practices of the pharmaceutical companies financed during the preinvestment process for all the Royalties and commits to respect the highest ethical standards
in its investment decision-making process.

Ethics in research and development
Royalty Pharma partners only with companies operating under the oversight of major
regulatory agencies that according to the issuer generally adhere to PhRMA’s Principles on
Conduct of Clinical Trials and BIO's Principles on Clinical Trials.
Royalty Pharma's role in the biopharma ecosystem primarily involves the funding of latestage clinical trials in human subjects, or the acquisition of approved and marketed products.
Thus, most of the research financed does not include clinical trials on animal subjects.
Water management and pharmaceutical residues

-

Royalty Pharma’s portfolio is comprised of a variety of small molecule and biological
compounds. Biological compounds and some small molecules have a negligible
environmental impact due to their high biodegradability. Limited information is available on
the % of small molecules compounds for which an environmental impact assessment was
conducted to assess their biodegradability.

Access to medicine
While approx. 35% of Royalty Pharma’s royalties are generated outside of the US, there is
limited data available on the geography (developed vs developing countries) and population
(vulnerable, low income etc.) covered by the therapies. However, the products on which
Royalty Pharma receives royalties are sold in most countries.
-

4

Royalty Pharma does not control drug pricing and is not involved in the marketing of its
royalty products, but supports access to high-quality healthcare for all. The issuer’s
investments tend to focus on therapies with growth driven by volume vs. price increases.

The assessment in this section does not use the ISS ESG Corporate Rating methodology.
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Health benefits of products and drug safety (good manufacturing practices)
Royalty Pharma is not involved in the manufacturing process of the therapy but most of its
partners responsible for it comply with international standards for good manufacturing
practices. Moreover, Royalty Pharma’s investment process involves conducting due
diligence and evaluation of product safety and quality of the underlying therapies.
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DISCLAIMER
1. Validity of the SPO: As long as Royalty Pharma Plc Social Bond Framework (July 2021) remains
unchanged
2. ISS ESG uses a scientifically based rating concept to analyse and evaluate the environmental and
social performance of companies and countries. In doing so, we adhere to the highest quality
standards which are customary in responsibility research worldwide. In addition, we create a
Second Party Opinion (SPO) on bonds based on data from the issuer.
3. We would, however, point out that we do not warrant that the information presented in this SPO
is complete, accurate or up to date. Any liability on the part of ISS ESG in connection with the use
of these SPO, the information provided in them and the use thereof shall be excluded. In
particular, we point out that the verification of the compliance with the se- lection criteria is based
solely on random samples and documents submitted by the issuer.
4. All statements of opinion and value judgements given by us do not in any way constitute purchase
or investment recommendations. In particular, the SPO is no assessment of the economic
profitability and credit worthiness of a bond but refers exclusively to the social and environmental
criteria mentioned above.
5. We would point out that this SPO, in particular the images, text and graphics contained therein,
and the layout and company logo of ISS ESG and ISS-ESG are protected under copyright and
trademark law. Any use thereof shall require the express prior written consent of ISS. Use shall be
deemed to refer in particular to the copying or duplication of the SPO wholly or in part, the
distribution of the SPO, either free of charge or against payment, or the exploitation of this SPO
in any other conceivable manner.
The issuer that is the subject of this report may have purchased self-assessment tools and publications
from ISS Corporate Solutions, Inc. ("ICS"), a wholly-owned subsidiary of ISS, or ICS may have provided
advisory or analytical services to the issuer. No employee of ICS played a role in the preparation of
this report. If you are an ISS institutional client, you may inquire about any issuer's use of products
and services from ICS by emailing disclosure@issgovernance.com.
This report has not been submitted to, nor received approval from, the United States Securities and
Exchange Commission or any other regulatory body. While ISS exercised due care in compiling this
report, it makes no warranty, express or implied, regarding the accuracy, completeness or usefulness
of this information and assumes no liability with respect to the consequences of relying on this
information for investment or other purposes. In particular, the research and scores provided are not
intended to constitute an offer, solicitation or advice to buy or sell securities nor are they intended to
solicit votes or proxies.
ISS is an independent company owned by entities affiliated Genstar Capital ("Genstar"). ISS and
Genstar have established policies and procedures to restrict the involvement of Genstar and any of
Genstar's employees in the content of ISS' reports. Neither Genstar nor their employees are informed
of the contents of any of ISS' analyses or reports prior to their publication or dissemination. The issuer
that is the subject of this report may be a client of ISS or ICS, or the parent of, or affiliated with, a client
of ISS or ICS.
© 2021 | Institutional Shareholder Services and/or its affiliates
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ANNEX 1: Methodology
ISS ESG Social KPIs
The ISS ESG Social Bond KPIs serve as a structure for evaluating the sustainability quality – i.e. the
social and environmental added value – of the use of proceeds of Royalty Pharma’s Social Bond.
It comprises firstly the definition of the use of proceeds category offering added social and/or
environmental value, and secondly the specific sustainability criteria by means of which this added
value and therefore the sustainability performance of the assets can be clearly identified and
described.
The sustainability criteria are complemented by specific indicators, which enable quantitative
measurement of the sustainability performance of the assets and which can also be used for reporting.
If a majority of assets fulfill the requirement of an indicator, this indicator is then assessed positively.
Those indicators may be tailor-made to capture the context-specific environmental and social risks.
To review the KPIs used in this SPO, please contact Federico Pezzolato (details below) who will send
them directly to you.

Environmental and social risks assessment methodology
ISS ESG evaluates whether the assets included in the asset pool match the eligible project category
and criteria listed in the Social Bond KPIs.
All percentages refer to the amount of assets within one category (e.g. wind power). Additionally, the
assessment “no or limited information is available” either indicates that no information was made
available to ISS ESG or that the information provided did not fulfil the requirements of the ISS ESG
Social Bond KPIs.
The evaluation was carried out using information and documents provided to ISS ESG on a confidential
basis by Royalty Pharma (e.g. Due Diligence Reports). Further, national legislation and standards,
depending on the asset location, were drawn on to complement the information provided by the
issuer.

Assessment of the contribution and association to the SDG
The 17 Sustainable Development Goals (SDGs) were endorsed in September 2015 by the United
Nations and provide a benchmark for key opportunities and challenges toward a more sustainable
future. Using a proprietary method, ISS ESG identifies the extent to which Royalty Pharma’s Social
Bond contributes to related SDGs.
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ANNEX 2: ISS ESG Corporate Rating Methodology
The following pages contain methodology description of the ISS ESG Corporate Rating.
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ANNEX 3: Quality management processes
SCOPE
Royalty Pharma commissioned ISS ESG to compile a Social Bond SPO. The Second Party Opinion
process includes verifying whether the Social Bond Framework aligns with the Social Bond Principles
and to assess the sustainability credentials of its Social Bond, as well as the issuer’s sustainability
strategy.

CRITERIA
Relevant Standards for this Second Party Opinion
ICMA Social Bond Principles
ISS ESG KPI set:
o Pharmaceuticals KPI set

ISSUER’S RESPONSIBILITY
Royalty Pharma’s responsibility was to provide information and documentation on:
Framework
Asset pool / Eligibility criteria
Documentation of ESG risks management at the asset level

ISS ESG’s VERIFICATION PROCESS
ISS ESG is one of the world’s leading independent environmental, social and governance (ESG)
research, analysis and rating houses. The company has been actively involved in the sustainable capital
markets for over 25 years. Since 2014, ISS ESG has built up a reputation as a highly-reputed thought
leader in the green and social bond market and has become one of the first CBI approved verifiers.
ISS ESG has conducted this independent Second Party Opinion of the Social Bond to be issued by
Royalty Pharma based on ISS ESG methodology and in line with the ICMA Social Bond Principles.
The engagement with Royalty Pharma took place in July 2021.

ISS ESG’s BUSINESS PRACTICES
ISS has conducted this verification in strict compliance with the ISS Code of Ethics, which lays out
detailed requirements in integrity, transparency, professional competence and due care, professional
behaviour and objectivity for the ISS business and team members. It is designed to ensure that the
verification is conducted independently and without any conflicts of interest with other parts of the
ISS Group.
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About ISS ESG SPO
ISS ESG is one of the world’s leading rating agencies in the field of sustainable investment. The agency
analyses companies and countries regarding their environmental and social performance.
As part of our Sustainable (Green & Social) Bond Services, we provide support for companies and
institutions issuing sustainable bonds, advise them on the selection of categories of projects to be
financed and help them to define ambitious criteria.
We assess alignment with external principles (e.g. the ICMA Green / Social Bond Principles), analyse
the sustainability quality of the assets and review the sustainability performance of the issuer
themselves. Following these three steps, we draw up an independent SPO so that investors are as well
informed as possible about the quality of the bond / loan from a sustainability perspective.
Learn more: https://www.isscorporatesolutions.com/solutions/esg-solutions/green-bond-services/
For Information about SPO services, contact:
Federico Pezzolato
SPO Business Manager EMEA/APAC
Federico.Pezzolato@isscorporatesolutions.com
+44.20.3192.5760
Miguel Cunha
SPO Business Manager Americas
Miguel.Cunha@isscorporatesolutions.com
+1.917.689.8272
For Information about this Social Bond SPO, contact: SPOOperations@iss-esg.com

Project team
Project lead

Project support

Project supervision

Armand Satchian
Associate
ESG Consultant

Marta Farina
Analyst
ESG Consultant

Viola Lutz
Associate Director
Deputy Head of Climate Services
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