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Sustainability

A perfect storm

&

Accelerating Global Regulatory Member
change challenges scrutiny pressure

Average tenure in the S&P 500 Require finance's Regulators trying to make the Savers are increasingly focused
has dropped from involvement to solve whole financial chain on sustainability-related issues
50 years to under 15 years over more sustainable
the last five decades
Trustees told to “wake up and
smell the coffee”
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Sustainable investing increasingly important to
end investors globally

76% 64%

of investors felt sustainable have increased their allocation to interested in sustainable investment
investing is more important than sustainable investments over the funds e.g. climate change and
5 years ago past 5 years good corporate governance

SChr()derS Source: Schroders Global Investor Study 2018.
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But sustainat

Confusion over Performance Lack of Questions over
definitions concerns transparency members’ views
Range of different investment Many products in this space Leading to confusion over What do they want?
products under the have not met what the intended approach is
broad umbrella performance expectations
Schroders
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Barriers to investing more sustainably

Which, if any, of the following specific factors do you consider a challenge of investing in sustainable investments?

Performance concerns
Lack of transparency and reported data
Difficulty measuring and managing risk

Cost

Investment committee is not comfortable
making sustainable investments

| do not believe in sustainable investments

| do not consider there to be any challenges to
investing in sustainable investments

Other

0% 10% 20% 30% 40% 50% 60%

SChr()derS Source: Schroders 2018 Institutional Investor Study.

IAPF Annual Governance Conference 2018



Performance concerns
Tick box approaches have struggled

Indexed, latest — 100 Name MSCI pre event MSCI change MSCI post event
BHP Billiton A +1 BBB

140 Volkswagen BBB +3 CCC
Toshiba AAA +3 BBB

130 Olympus AAA +6 CCC
Siemens AAA 0 AAA

120 Compass Group A +1 BBB
Carnival BB +2 CCC

110 BP AA +3 BB
Barclays A +3 B

100 Comcast B +1 CCC
Costco BBB +3 CCC
Experian A +1 BBB

90 Target BB +2 CccC
Sports Direct A +1 BBB

80 ) T T T T T T T T T T T T T T T T T T T T |{/|Oé/d? iB,AB +$ iii

288598388588 esypEegEe — :
P2V SRRRRIRIRIIRIR’IIRIRIRR 06
——Dow Jones Sustainability World ~ =——FTSE4Good Global Average rating pre and post controversy 669 Ga
——MSCI ESG Stoxx Global ESG

Source: Thomson Reuters, MSCI, Schroders, based on data as at 31 January 2017. Ratings adjusted as to numbers as follows: AAA=1, AA=2, A=3. BBB=4, BB=5, B=6, CCC=7.
SChr()derS Companies mentioned are for illustrative purposes only and are not intended to be a recommendation to buy or sell any security.

IAPF Annual Governance Conference 2018




Challenges with conventional ESG ratings

Little consistency or transparency

Less than 20% probability of ESG scores being the same across providers
25%

20%
15%
10%

5%

0%

AAA AA A BBB BB B CCC
W MSCI vs. Sustainalytics B MSClI vs. Thomson Reuters Sustainalytics vs. Thomson Reuters

SChr(>derS Source: Schroders, March 2018.
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What might members want?

Understanding of sustainable investing has become more sophisticated

Which of these phrases describe what you think a Sustainable Investment fund is?

@ 0 ¢

Invest in companies which are Invest in companies that are best Specifically avoids Don't know
proactive in making sure their in class when it comes to companies that are active in

businesses are prepared for environmental social or controversial areas

environmental and social changes governance issues, even

which will affect them if they are not the most

attractive investments

SChr()derS Source: Schroders Global Investor Study 2018.
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What do investors care about the most?

Priorities for engagement and influencing company behaviours

Areas of importance to potential investors on a scale of 1 (not at all important) to 10 (extremely important)

V N >SN 76 74

Ending bribery Pollution from Treatment of
and corruption operations/use of company workforce
renewable energy

73 70 6.7

Climate change Selling unhealthy or Diversity of the
addictive products company's workforce

SChr()derS Source: Schroders Global Investor Study 2018.
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Comprehensive Active Transparency Providing

approach ownership clarity
Integrating the risks of the Deeper and more Reporting on engagement, Being clear on what we are
future, in investment terms meaningful engagement voting and the sustainability targeting with
profile of portfolios different approaches
Schroders
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Comprehensive approach
Unique sustainability insights

Climate progress dashboard Q E;E

Folltical ambition Corporate planming

Aspiration 3.60 A 3‘3:
e a— ) Shows how climate change will ) Equities: highlighted benefits of

3.4° 4.6° 4.3° impact a number of industries, and being the cleanest player in
the scale of the challenge challenged industries. Reflected in
stock selection

Carban prices. s cagacity Oil nd g3 production

el 340 | 400 5.0° 5.6°
Demonstrates the gap between

Carbon Value at Risk (CVaR) winners and losers between and Fixed Income: demonstrated need
Corbon footprin (S} us Carbon Vo (4 within sectors for ongoing R+D for auto.
- Positioned in best invested names

Engaged with companies not
disclosing enough on the risks

50%

Carbon VaR (%)

Event for non-exec directors to
educate them on the systemic risks

-100% =% . -
0 1,000 2,000 3,000 4,000

Carbon footprint (Y$mn)

SCh r()ders Source: Schroders.
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Comprehensive approach

[dentifying emerging trends and actively engaging with companies

2015: Thematic research

c, Schroders
Talking Point
Is sugar turning
Big Food into the

next Big Tobacco?

Ny
Adjust portfolio positioning
Fixed income portfolios reduce their sugar

exposure ahead of the announcement of
many sugar taxes

SChr(>derS Source: Schroders.

2016: Sugar roundtable

— Engaged with companies to better
understand how they are managing
their exposure

).

1E5e0 Morrisons
WHITBREAD
. by g)eg_a
N S (o .
;f/::\‘/_j/\ % = SOFT DRINKS o) :';@
Nesic  (Ploty Unilover
Associated b
SsocClate
Blritish Foods BRITVI e
plc

TATEXLYLE

2017: Investor expectations

Calls for greater transparency
and more consistent data

Outlines five core principles
for board consideration

Provides suggested KPIs
and categories

Endorsed by over 20 investors globally
representing £1.8 trillion

Board Nutrition
oversight

Lobbying

strategy
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Comprehensive, forward-looking approach

Analysing impacts not yet reflected in financial statements

Companies contribute to society and
|, impose costs on it, neither of which are
1° reflected in their financial statements.

>

vl ll!"

<

— €A

Those social deficits and credits can be

quantified. They are borne by the public

sector today or create debts that will be
repaid in the future.

SCh r()ders Source: Schroders.
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We have identified a range of quantifiable impacts

Business activities with measureable social costs or benefits

Waste generation @ Innovation

Subsidies Royalties

Air pollution Alcoholism
Nuclear waste laxgtion
Malnutrition
Carbon emissions Companies Smoking

Biodiversity loss Obesity

Water use Salaries and
compensation

Injuries and
fatalities Employees

Training Gambling

SChr(>derS Source: Schroders.
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SustainEx: focusing on the ‘E" and 'S’ of ESG

Comprehensive research-driven process

Over 400 academic = = == =
50 and industry studies of social impacts = =
and externalities e

measures of social or
environmental impact 70 reported data
points for each company,

estimated where not disclosed . = = :LLE!
e.g. wages, taxes
~9k
L I — v e
: = ek
Unconventional data ————1 = +HE Y -
from public sources e.g. patent . - varie s 8 A EE E

registrations, stress perceptions

large global
companies examined

SCh r()ders Source: Schroders.
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Calculating impacts

Three approaches to calculating company level impacts

Global value
| |
E Unit activity
| |

Estimated annual global social N Define activity responsible
burden/impact for impact

Quantify or estimate
— level of activity for
each company

Estimated impact of
individual actions

Calculate baseline
requirement based on
company exposure

Impacts which vary
between countries

SChr()derS Source: Schroders. We make additional adjustments to account for missing data points or extreme values.

'APF Annual Governance Conference 2018

Share global cost between
companies based on activity

Calculate burden associated
with company actions

Compare actual contribution
to required baseline




SustainEx: analysis based on economics
Objective and quantifiable

L 2

Identify impacts Definition and assumptions

Alcohol consumption results in significant health costs Attribute global social burden of alcohol use based on Estimate share of global alcohol sales for each company
and indirect social costs companies’ share of production using reported data. Multiply by global cost estimate

Company A

Company B
Company C
Company D
Company E
Company F

Company G
Company H
ok Company |
BILLION . Company J
: Company K
Company L
Company M
Company N
Company O
Company P
Company Q
Company R
Company S

0% 5% 10% 15% 20% 25% 30%

SChr(>derS Source: Schroders.
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Bringing the analysis together

Issue-by-issue analysis for each company

Extensive analysis of social Impact estmates n impact estimates Extensive analysis of social mpact estima

Overall impact
represents the sum

— i - - — — of individually
| | ' E ——==== calculated
== social impacts
) ) ! 4

OO l__ T T T T // T T T T ; %
-5.0
-10.0
-15.0
-20.0

Salaries and  Innovation Training Community Employee Taxation  Discrimination  Alcohol — +  Total

benefits donations stress production

SChr(>derS Source: Schroders.
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Active ownership and transparency

Engaging with companies on material ESG issues

2017 en= aiement toiics Effectiveness of requests for change
Environmental Social Governance b company enaa ed
Biodiversity Customers Accounting practices ( y p y g g )

Success level of company engagement
Climate change Data security Auditors 100%

Environmental policy/

strateqy Health and safety Board committees
g:\éirsoerg\lj?ceer;tal products Human capital management Board structure 80%
Environmental supply chain Human rights Business integrity 0%
Forests Labour standards Corporate strategy
Pollution Nutrition and obesity sESsGta?r?avljiTirgj Ztcgtaqu(i/ 40%
Waste management Product safety Governance oversight
Water management Social policy/strategy Remuneration 20%

Supply chain management Shareholder rights

Succession planning 0% : : : :

Transparency and disclosure 2013 2014 2015 2016 2017
Voting B Achieved B Almost B Some change B No change & No further change required

SChr()derS Source: Schroders, as at 31 December 2017. Governance engagements are included from 2014 onwards.
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he benefits ©

Investment Delivering Better Investment
insight alpha stewardship focused
A deeper understanding of A forward looking approach to Active ownership to mitigate Products that meet beneficiary
how the world is changing capital allocation the risks that cannot be expectations in performance
eliminated and sustainability terms

The views and opinions contained herein are those of the Schroders Sustainable Investment team and are subject to change. No investment strategy or technique can

SChr(>derS guarantee future results.
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Important information

. Marketing material for professional investors and advisers only. This material is not suitable for retail clients.

. This presentation is intended to be for information purposes only. The material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not
intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroder Investment
Management Limited (Schroders) does not warrant its completeness or accuracy. No responsibility can be accepted for error of fact or opinion. Reliance should not be placed on the views and
information in the presentation when taking individual investment and/or strategic decisions.

. Past performance is not a reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors may not get back the amount originally invested.
. Schroders has expressed its own views and these may change.
. The forecasts included in this presentation should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own assumptions which

may change. We accept no responsibility for any errors of fact or opinion and assume no obligation to provide you with any changes to our assumptions or forecasts. Forecasts and assumptions
may be affected by external economic or other factors.

. Issued by Schroder Investment Management Limited, 1 London Wall Place, EC2Y 5AU, who is authorised and regulated by the Financial Conduct Authority. For your security, communications
may be taped or monitored.
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