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INTRODUCTION

The why and what that lies behind ESG



I We live in a world of transition
These changes impact investment
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Source: World Eonomic Forum Risks Report 2020.

The health of ecosystems
on which we and all other
species depend is
deteriorating more rapidly
than ever. We are eroding
the very foundations of
our economies,
livelihoods, food security,
health and quality of life
worldwide.

Intergovernmental Science-
Policy Platform on Biodiversity
and Ecosystem Services,
May 2019

Sustainable, long term capitalism
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UL A complex, interconnected system
.......... We are all in it together
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A sustainable & resilient system
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({111 Environmental and social issues
“Non-financial information” is a misnomer

SIIGIAl CAPITAL

Human rights & community
relations

= Customer privacy

= Data security

= Access & affordability

= Product quality & safety
= Customer welfare

=  Selling practices & product
labelling

EN\IIBBNMENT

GHG emissions
= Air quality
=  Energy management

SOCIAL
CAPITAL

=  Water & wastewater management

=  Waste & hazardous materials
management

=  Ecological impacts

UNIVERSE OF
SUSTAINABILITY
ISSUES

| HUMAN
GOVERNANCE

LEADERSHIP & CAPITAL

Business ethics

HUMAN CAPITAL

Labour practices
Employee health & safety

Employee engagement, diversity
& inclusion

Competitive behaviour

Management of the legal & regulatory
environment

BUSINESS MODEL
& INNOVATION

Critical incident risk management
Systemic risk management

BIISINESS MODEL & INNOVATION

Product design & lifecycle management
Business model resilience
Supply chain management

Materials sourcing & efficiency Fundamental inputs
Physical impacts of climate change 5






({1 One size does not fit all

Investment

Management

No ESG focus

A purely financial
approach

Negative screens

Exclusions based on
generally accepted
standards (e.g.
controversial weapons)
or sector (e.g.
gambling)

ESG integration

The consideration of
ESG factors within the
analysis of investments

ESG engagement

Positive screens

Also referred to as
‘best-in-class’, positive
screens involve
selecting investments
that rank highest on
ESG criteria

Sustainability

Investment in assets
that make a positive
contribution to the
environment or society

Impact investing

Investment with the
purpose of generating a
measurable social or
environment return,
together with a financial
return

Also known as stewardship, ESG engagement includes shareholder voting and integration with company management on ESG issues, with a view to influencing
practices. We are always stewards of people’s money, therefore engagement is an activity that should be undertaken irrespective of the designation of the strategy




I The impact investing spectrum

Investment

Management

AVOID HARM
BENEFIT PEOPLE

“l have regulatory
requirements to meet A“n T“E PIA“ET c“"l"“B“TE

e.g. | have to cut m
( cgrbon emission)”y “l want to support businesses that have a To snull"o“s
positive effect on the world to sustain “| want to help tackle

long-term financial performance” climate change”

DON'T
HILR )

“l am aware of

potential negative
impact but do not try
to mitigate”

“l want t_o btihave “I want to help tackle
responsibly’ “l want a world where all the education gap”

businesses try to have a
positive effect on society”

INTENTIONS

“l want to mitigate risk”

R WHAT Important negative outcomes Important negative outcomes Important positive outcomes Specific important position
g g— g ou’:jc/omfe(s) AND y
: % Hﬂw M“c“ Various Marginal and for few Various eep. an Ic?r:g?t:errnr:ny anaior
T 0

o c AND

.: -g WI'“] Underserved Underserved Various Underserved

o S

n 2

g _% 00"'"“8“'"0" Likely same or worse Likely same or better Likely same or better Likely better

g n

m g HISK Various Various Various Various

May have significant effects Try to prevent significant Have various effects on Have a significant effect on
on important negative effects on important negative important positive outcomes specific important positive

outcomes for underserved outcomes for underserved for various people and the outcome(s) for underserved
people and the planet people and the planet planet people or the planet

Source: The Impact Management Project.



N The UN sustainable development goals

CLEAN WATER
AND SANITATION

o 169 1aRGETS

Each of the 17 goals has a set of
specific targets, which identify the
12 RESPONSIBLE focus areas per goal.

IERD GOOD HEALTH QUALITY GENDER
HUNGER AND WELL-BEING EDUCATION EQUALITY

/e

DECENT WORK AND INDUSTRY, INNOVATION 10 REDUCED 11 SUSTAINABLE CITIES
ECONOMIC GROWTH AND INFRASTRUCTURE INEQUALITIES AND COMMUNITIES

CONSUMPTION
AND PRODUCTION

el 231UNIQUE
INDICATORS

I » — Each of the 169 targets has at least
'4 V one indicator, which helps to tangibly
= as
measure progress towards SDGs.

1 CLIMATE 1 LIFE 15 LIFE 1 PEACE, JUSTICE 1 7 PARTNERSHIPS
ACTION BELOW WATER ON LAND AND STRONG FOR THE GOALS
INSTITUTIONS

The Sustainable Development Goals (SDGs): A universal call to action to end poverty, protect
the planet and ensure that all people enjoy peace and prosperity.

Source: United Nations.



REGULATION

A coercive approach



N The EU Taxonomy

Investment

Management

INTENDED TO PROVIDER  Aevios =taproductiowe
co M M 0 N n EFEH EN cE » |ntended to capture ESG funds broadly
* Products that do not invest in environmentally friendly activities
Po I NT WH I c “ s “ 0 “ ln must include a disclaimer stating that the relevant investments
“... do not take into account the EU criteria for environmentally

“ EI.P EN n sustainable investments.”

GHEENWASHING Compliance deadlines

= 31 December 2021 for first set of financial products disclosure
requirements

= 31 December 2022 for second set
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U A changing regulatory landscape

Investment

Management

ECTT—
110+ s recurnrony

Common definition for sustainable Reporting requirements for ESG risk
economic activities integration in the investment process
ALSO - BUT EU'S LEADING THE WAY
-

ESB benchmark categories to enable New ESG labels for Green Bonds and
performance comparison and indexing Green Funds for funds to seek compliance
Q2-Q3: Expected Q3-Q4: Expected
Dec: EU Expert Group May: EU Action Jun: technical Expert implementation of new establishment of new
(‘HLEG’) established Plan published Group (‘TEG’) established Disclosure requirements Benchmarks

2015 2016

Dec: UN2030 Dec: EU Expert Group Jan-Dec: EU Expert Group (‘'TEG’) final Q2-Q3: Expected Q3-Q4: Expected
Agenda (‘SDGs’) (‘HLEG’) final report reports on 4 topics together with final Implementation of Implementation of new
approvals in the EU parliament. new Taxonomy ESG Labels
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U A changing environment for pensions
Tightening regulatory & legal requirements

Investment

Management

UK DWP
INVESTMENT
REGULATIONS

EUROPEAN
REGULATIONS

From October 2019, pension trustees must update their schemes SIP to set up out their policies on
ESG, climate change and stewardship activities.

From 2020, additional requirements apply from 2020 to trust based DC schemes. Similar changes are
anticipated for contract based schemes and their IGC’s following an FCA consultation, expected in the
first quarter of 2019.

New governance regulations came into force 13 January 2019 designed to implement the second
European Pensions Directive (IORP Il) with potentially further reaching implications in terms of
integration of ESG into trustee risk control processes.

Changes are also expected to flow from amendments to Shareholder Rights Directive, to be
incorporated into national law by 10 June 2019.

EC Action Plan on Sustainable Finance looks to bring new rules on ESG to all financial market
participants.

EU has indicated they will make TCFD mandatory if its not voluntarily adopted by 2023.

TCFD-based reporting is to become mandatory for PRI signatories in 2020. While reporting will become
mandatory, disclosure will be voluntary.

13






I Four pillars of sustainable investment
el A context based approach

Management

GIVIL SOCIETY CARES

RISK STEWARDSHIP
GROWTH  Rot o RPPRORCH  blobounes

Identification of enduring, Deep insights Recognition that a scheme Transparent disclosure of
structural themes linked to understanding emerging acts as a steward of the social and environmental
transition across the risks that could impair a interest of others and has a impacts of underlying
economy. For example: scheme from meeting its responsibility to shape better portfolio activities alongside
= Energy transition financial objectives. Three societal outcomes through: clear statement of purpose:

key perspectives: = Voting = TCFD reporting
Voting record

» Food security
= Future of mobility

= Systematic — stranded = Engagement .

= Demographic shifts business assets = Advocacy = Engagement activity

= Specific — stranded
business models

= Systemic — market
failures

= Education = Environmental & social
policies
Annual report

Circular economy

Growing regulatory imperative



Wi Practical steps for trustee boards
Getting ahead of the curve

ESTABLISH CLEAR REVIEW EXISTING MEMBER
INVESTMENT PRINCIPLES STRATEGY & MANAGERS CONSIDERATIONS

= Going beyond mere compliance = Establish strategic opportunities = |dentify appropriate strategy for DB
_ o versus funding status & resources & DC (where applicable) e.g. ESG

= Provide trustee training on ESG & as a default option

systematic risks = Differentiate between active &

_ _ _ passive approaches = Develop a clear communication

= Annual review & scenario testing strategy to members of ESG

under TCFD = Approach ’Fo engagement & integration into investment

stewardship principles

An integrated approach
16



I An action plan for pension funds

Investment

Regulatory imperative

Management

Establish a set of principles

Assess competency of existing
managers and consultant

Set the role of sustainability in
investment strategy

Document approach

Periodic review of managers

Establish role and extent of
stewardship activities

Climate scenario stress testing

Reporting to members

Trustees receive training on ESG
Establish responsible investment principles
ESG a part of the risk assessment, including climate change

ESG assessment a central part of manager selection

Focus on how managers integrate ESG consideration into
investment process over third-party labels

Establish the separate role of active and passive managers in
achieving sustainability objectives

Sustainability used as a lens to identify investable opportunities
across asset categories

Use the SIP to set out ESG priorities and sustainable investment
focus

Update SIP for new learning and regulatory change

Encourage a high standard of reporting by managers to better
compare and contrast across asset categories

Increase standards for new managers

Require managers to report on their voting record and
engagement activities with companies

Emphasise the importance of governance at managers
Establish areas of systemic risk and consider exclusions

Climate scenario as a formal part of the risk register

Use of scenario tools to understand the potential risks in portfolios
over multiple time horizons

Includes information on policies, strategy and actions, including
voting record, in annual report

Establish plan for reporting under TCFD

Recognise benefits of transparency for member engagement

Trustees undertake ongoing training/education to keep abreast of
emerging ESG trends

Identify clear sustainability goals

All investment managers must demonstrate high levels of ESG
integration and reporting

Managers hold themselves to the same high standards as
expected of investee companies

Sustainable investment themes a central part of asset allocation
approach — passive & active

Clear alignment strategy alignment with delivery of a 2 C world or
better

Detailed and structured policies on how ESG and sustainable
themes are used to meet objectives

Establish integrated approach to management of climate change
and other systemic risk

Requirement for outcomes based reporting that details the
environmental & social footprint of the portfolio

Quantitative measurement of alignment with the Paris Accord
Establish key engagement priorities and direct underlying
managers on voting or engage directly with investee companies

If resources are constrained, use a third-party proxy voting service

Detailed risk assessment across the entire portfolio to assess risk
from stranded assets, as well as transition risks

Exclude highest risk assets

Produce a separate Responsible Investment report on an annual
setting out key scheme level ESG metrics, voting & engagement
record, statement of principles

Adopt TCFD reporting

Getting ahead of the curve
17



({1111 Conclusion

nnnnnnnnn

Not all schemes are equal, need to take a context based approach taking into consideration
resources and situation, in the context of changing legal and regulatory requirements

Sustainable investing as an opportunity to take a fresh look at how we look at investment risk,
asses growth opportunities and recognise our complex impact on the world around us

There are no easy answers and care needs to be taken to avoid ESG/Sustainability washing at
the expense of delivering demonstrable change

First and foremost we have to be good investors — asset managers and owners alike — and
sustainability should be a lens through which to view the world to make us better at our jobs

The complex, interconnected nature of the sustainability calls for a system-level approach that
involves the way we invest and the manner with which we engage with our investments

Turning aspirations into practical action
18



Important information
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