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Introduction

The Cheshire Pension Fund (“the Fund”) is the name of the Local Government Pension
Scheme (LGPS) in Cheshire. Cheshire West and Chester Council (“the Council”) as
the administering authority of the Fund, has a fiduciary duty to act in the best, long-term
interests of the Fund’s scheme members and participating employers.

The Fund’s primary investment objective is to meet its fiduciary duty and to maximise
returns subject to an acceptable level of risk whilst increasing certainty of cost for
employers given the long-term nature of the scheme.

The Fund believes that in order to fulfil this duty, it must have a clear policy on how it
invests in a responsible manner. Consideration of Environmental, Social and Governance
("ESG”) issues are fundamental to responsible investment, particularly where they are
likely to impact on the primary investment objective.

This Responsible Investment (RI) policy sets out the Fund’s approach to embedding
consideration of ESG issues in the investment process, utilising the various tools
available to manage ESG risks and harness opportunities presented by ESG factors.

What is Responsible Investment?

The term ‘responsible investment’ refers to the integration of financially material ESG
factors into investment processes. It has relevance both before and after the investment
decision and is a core part of our fiduciary duty. It is distinct from ‘ethical investment’,
which is an approach in which the moral persuasions of an organisation take primacy
over its investment considerations. Such an approach is often typified by an exclusions
policy whereby certain sectors or groups of companies are excluded at the initial stage of
the investment analysis process.

What is our policy on Responsible Investment?

The Fund’s core principles guiding our approach to Responsible Investment are:
* We will apply long-term thinking to deliver long-term sustainable returns.

* We will seek sustainable returns from well-governed assets.

* We will use an evidence-based long-term investment appraisal to inform decision-
making in the implementation of Responsible Investment principles and consider the
costs

The Fund will invest in sustainable assets to deliver long term financial returns to enable
pension promises to be paid now and into the future. This approach places the full
consideration of financially material ESG factors at the heart of the Fund’s investment
decision making and monitoring process.
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4. What actions will the Fund take to meet these principles?

We will apply long- term thinking to deliver long- ¢ Investment objectives are clearly set out in the
term sustainable returns published Investment Strategy Statement.

« Set longer-term performance objectives for
investment managers.

» Seek to ensure that long term interests are aligned
with that of its investment managers on all issues,
including on ESG considerations.

* Policies relating to ESG will be considered as
part of the Fund’s long term investment planning
process following a thorough and robust
investment appraisal.

We will seek sustainable returns from well- * Apply a robust approach to stewardship, linked
governed assets to the Fund’s approach that engagement can
positively and effectively influence behaviours.
* Engage with companies to improve ESG outcomes
and add value to the Fund.
* Comply with the UK Stewardship Code and work
within the spirit of the United Nation backed
Principles of Responsible Investment (“PRI”).
* Hold investment managers to account to ensure
compliance with this policy.
« Collective engagement through membership of the
Local Authority Pension Fund Forum (LAPFF), the
LGPS Central pool and other opportunities that
arise from time to time.

« Exercise voting rights in all markets where

practicable.
We will use an evidence-based long-term « Consider the potential financial impact of ESG
investment appraisal to inform decision-making related issues (such as climate change or
in the implementation of RI principles and executive remuneration) on an ongoing basis.
consider the costs of RI decisions consistent » Consider the potential financial impact of
with our fiduciary duties investment opportunities that arise from ESG

related factors (e.g. investment in renewable
energies or housing infrastructure).

* Monitor the carbon footprint of all publicly listed
investment assets (and privately listed, as far as
is possible) and actively manage any potential
financial risks that this identifies through a Climate
Change Stewardship Plan.

 Consider investment opportunities that have
positive impacts and recognise that the changing
external environment presents new opportunities
i.e. renewable energy, green technology and social
impact investments.
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How will we monitor performance on Responsible Investment?

The Fund will be transparent and accountable in terms of its performance on
Responsible Investment.

To achieve this the Fund wiill:

e publish the Investment Strategy Statement on the Fund’s website in line with the
scheme regulations

e explain decisions relating to the setting of the investment policy

e publish the Responsible Investment Policy on its website together with the Climate
Change Strategy

* review the Responsible Investment Policy on an ongoing basis and formally consult on
the policy at least every three years

e publish an annual report using the recommendations of the Taskforce on Climate-
related Financial Disclosures (TCFD)

 extend reporting to cover biodiversity in line with the recommendations of the Taskforce
on Nature-related Financial Disclosures (TNFD) in advance of regulatory requirements

e undertake an annual review of corporate governance, voting and engagement activity
undertaken by the Fund and its underlying managers, including an evaluation of the
outcomes and effectiveness of engagement activity

e report a quarterly summary of voting and engagement activity to the Investment Sub-
Committee

e ensure that its decision makers are properly trained and kept abreast of ESG issues

¢ include ESG as standing item on the Investment Sub-Committee (or equivalent)
agendas with a view to reporting on manager performance in relation to ESG investing,
and noting any hot topics / issues arising

e undertake a fundamental review of any specific ESG issues that are considered by the
Investment Sub-Committee to have a potentially material financial impact

e consider and respond to feedback from stakeholders in relation to issues of concern.

Responsible Investment and LGPS Central Ltd

The Fund has joined with seven other LGPS Funds (Derbyshire, Staffordshire,
Shropshire, Leicestershire, Nottinghamshire, West Midlands and Worcestershire) to
create the LGPS Central pool. This is one of eight pools across the LGPS.

The pool was set up to deliver the Government’s requirement for all administering
authorities in England and Wales to join together and pool the way they manage their
investment assets to drive economies of scale and increase opportunities in asset
classes which partner funds may not have the capacity to invest in individually.

In April 2018, the partner funds created a jointly owned company called LGPS Central
Ltd, a Financial Conduct Authority accredited investment company, to manage their
pooled investment assets, collectively valued at some £56bn.
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To date the Cheshire Pension Fund has transitioned over £1.8billion of assets across
to LGPS Central (approx. 30% of the Cheshire Fund'’s total assets) and this figure will
increase as LGPS Central launch new investment products.

It is expected that the Fund’s ability invest in a responsible way will be enhanced through
LGPS Central due to the inherent benefits of scale, collectivism and innovation that will
result from the project.

LGPS Central Ltd has developed a Responsible Investment & Engagement Framework
(LGPSC Framework) incorporating the investment beliefs and responsible investment
policies of the eight Pension Funds within the LGPS Central pool which will be applied to
both internally and externally managed investment mandates. The LGPSC Framework
contains the following beliefs:

e Long-termism

A long-term approach to investment will deliver better returns and the long-term nature
of LGPS liabilities allows for a long-term investment horizon.

¢ Responsible Investment

Responsible Investment is supportive of risk adjusted returns over the long-term, across
all asset classes. Responsible investment should be integrated into the investment
process of the Company and its investment managers.

e Diversification, risk management and stewardship

Diversification across investments with low correlation improves the risk return profile.
A strategy of engagement, rather than exclusion, is more compatible with fiduciary duty
and more supportive of responsible investment, because the opportunity to influence
companies through stewardship is waived in a disinvestment approach. Even well-
diversified portfolios face systematic risk. Systematic risk can be mitigated over the
long-term through widespread stewardship and industry participation.

e Corporate governance and diversity

Investee companies and asset managers with robust governance structures should be
better positioned to handle the effects of shocks and stresses of future events. There
is clear evidence showing that decision-making and performance are improved when
company boards and investment teams are composed of diverse individuals.

¢ Fees and remuneration

The management fees of investment managers and the remuneration policies of
investee companies are of significance for the Company’s clients, particularly if in

a low-return environment. Fees and remuneration should be aligned with the long-
term interests of our clients, and value for money is more important than the simple
minimisation of costs. Contributing to national initiatives that promote fee transparency
such as the LGPS Code of Transparency is supportive of this belief.
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¢ Risk and opportunity

Risk premia exist for certain investments; taking advantage of these can help to improve
returns. There is risk, but also opportunity, in holding companies that are on an
improving trajectory in respect of financially material ESG issues. Opportunities can be
captured so long as they are aligned to the Company’s objectives and strategy, and so
long as there is a sufficient evidence base upon which to make an investment decision.

e Sustainable business practice

We expect investee companies to consider relevant, material social and environmental
risk factors in their long-term strategic business planning such as climate change
related risks, including biodiversity loss, and human rights related risks. We believe
these can have a significant effect on the value of a company’s assets over time, and
on its ability to generate long term returns for shareholders.

Responsible Investment Engagement Themes

Working in partnership with LGPS Central, the Fund has identified the following four key
engagement themes for particular focus during the year:

¢ Climate Change

e Natural Capital

* Human Rights

» Sensitive/Topical Issues

LGPS Central Ltd has appointed a specialist engagement provider, Hermes EOS. Each
year, LGPS Central Ltd produces an Annual Stewardship Report and also reports on
their activities and progress in a quarterly Stewardship report. These reports are publicly
available at:

Responsible Investment — LGPS Central

In addition to the focus on the four themes outlined above, LGPS Central Ltd have a
wealth of active engagement activity on numerous other themes including executive
remuneration, board composition, diversity and workforce rights.

Engagement versus Exclusion

The Fund believes that its influence as a shareholder is most effective by engaging with
companies, in order to influence behaviour and enhance shareholder value.

Consequently, the Fund will not seek to impose on investment managers a disinvestment
approach that excludes certain types of investments, companies or sectors except where
barred by UK law. If one of the Fund’s existing investment managers seek to introduce
an exclusions policy to apply to an investment product that the Fund is already invested
in, then the Fund will consider the benefits/disbenefits of the policy change on a case-by-
case basis.



https://www.lgpscentral.co.uk/responsible-investment/
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The Fund actively engages with companies in which it is invested through LGPS Central
Ltd, its investment managers and though membership of the Local Authority Pension
Fund Forum (LAPFF).

Ultimately the Fund retains the right to disinvest from certain companies or sectors in the
event that all other approaches are unsuccessful, and it is determined that the investment
is no longer aligned with the interests of the Fund or that the issue poses a material
financial risk.

Specifically, in respect of climate change, the Fund will not seek to impose on investment
managers an approach to disinvest from companies or sectors on a mechanistic basis.
For example, calls to disinvest from fossil fuel companies by default take insufficient
account of the relatively high carbon footprint of many companies outside of the energy
sector. In addition, there is strong evidence that some companies within this sector are
transitioning effectively to a net zero carbon emissions position and/or are engaging
positively with the requirements of the Paris Climate Change agreement. The Fund
therefore believes that it is not sensible to disinvest from such companies when pursuing
a holistic and evidence-based approach to managing and monitoring climate change risk.

Exercise of Voting Rights
The Fund exercises its ownership rights by actively voting stock it holds.

The Fund delegates responsibility for voting to LGPS Central Ltd or the Fund’s directly
appointed investment managers, who are required to vote wherever the Fund has a
voting interest.

For Fund assets managed by LGPS Central Ltd, wherever practicable, votes must be
cast in accordance with LGPS Central’s Voting Principles (available on LGPS Central’s
website) at:

Voting-Principles-2024-2.pdf (lgpscentral.co.uk

For Fund assets managed by appointed external investment managers, votes must be
cast in line with industry best practice as set out in the Combined Code of Corporate
Governance with a clear focus on enhancing long term shareholder value.

Investment managers’ quarterly performance reports are required to include a specific
briefing on corporate governance, detailing all votes cast on the Fund’s behalf. The
Investment Sub-Committee receives these reports on a quarterly basis and any
exceptions or examples of non-compliance are addressed directly with the Fund’s
managers.



https://www.lgpscentral.co.uk/wp-content/uploads/2024/04/Voting-Principles-2024-2.pdf
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UK Stewardship Code

The UK Stewardship Code (the Code) is a voluntary code for asset managers
(investment managers), asset owners, and service providers (such as proxy advisers,
investment consultants, and data providers). Its stated aim is to encourage active and
engaged monitoring of corporate governance in the interests of beneficiaries.

The Code comprises a set of 12 ‘apply and explain’ Principles for asset managers
and asset owners. To become a signatory to the Code, organisations must submit a
Stewardship Report to the Financial Reporting Council (FRC) demonstrating how they
have applied the Code’s Principles in the previous 12 months.

The Fund is committed to becoming a signatory to the Code and will submit a
Stewardship Report for assessment by the FRC in line with the required deadlines.

Climate Change

The Fund recognises that financial markets will be impacted by climate change and
by the response of climate change policy makers. Risks and opportunities related to
climate change are likely to be experienced across the whole of the Fund’s portfolio.

Reflecting the potential material effect of climate change, and the impact on the assets
and liabilities of the Fund, a separate Climate Strategy has been developed. In the
document the Fund commits itself to:

i) Support the Paris Climate Agreement, which seeks to limit increases in global
temperatures below 2 degrees centigrade. By extension, the Fund expects all
investee companies to align their business activities with the Paris Agreement.

i) The belief that climate change is a long-term material risk and therefore it is correct
that the Fund consider it as an integral part of its statutory fiduciary duties.

iii) The belief that climate change may impact the Fund through asset pricing, life
expectancy, employer covenants, long term inflation and interest rates.

iv) The belief that the transition to a low carbon world economy presents both risk and
opportunities and therefore, the Fund will consider climate change as a part of all
asset allocation, manager selection and individual investment decisions.

v) Decarbonise its investment portfolio to deliver net zero emissions by 2050 at the
latest.

vi) Support the long-term aim of net zero by 2050 or sooner by setting specific short-
term interim targets to lower the carbon footprint of its equity portfolio year on year
compared to the general market.

vii) Increase the level of sustainable investments to support the net zero transition,
where attractive financial return targets are available.
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11.3 Further details of the Fund’s approach to climate change are included in the Fund’s
Climate Change Strategy document which is available at:

Climate Change | Members (cheshirepensionfund.org)

12. Net Zero

121 In line with the goals of the Paris Agreement, the Fund has an overarching commitment
to decarbonise its investment portfolio to deliver net zero emissions by 2050 at the
latest. In order set a clear pathway towards net zero, the following short term interim
targets have been set, which align with guidance from net zero initiatives including the
Institutional Investors Group on Climate Change (IIGCC) and the Net Zero Asset Owner
Alliance (NZAOA).

42% reduction in the carbon footprint of the Fund’s equity portfolio (scope 1 and 2 emissions) by 2025
increasing to 50% by 2030.

Engagement target of at least 90% of financed emissions in material sectors assessed as net zero,
aligned, aligning, or the subject of direct or collective engagement and stewardship actions, by 2030.

50% of assets under management in material sectors that are achieving net zero, ‘aligned’ or ‘aligning’ to
net zero by 2030.

25% of total Fund assets invested in low carbon and sustainable assets by 2026.

12.2 The Fund believes that the above targets can be delivered without jeopardising its
fiduciary duty to act in the best long-term financial interests of members and employers.



https://www.cheshirepensionfund.org/members/about-us/how-we-manage-our-investments/climate-change/
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Glossary

Decarbonisation: reduction in carbon emissions.

Engagement: dialogue with a company concerning particular aspects of its strategy,
governance, policies, practices, and so on. Engagement includes escalation activity where
concerns are not addressed within a reasonable time frame.

Financed Emissions: the absolute amount of greenhouse gas emissions associated with
a particular holding or portfolio. This is calculated by assuming the investor is responsible
for their share of the company’s total emissions. For example, if an investor owns 10% of
a company which emits 1000 tonnes of CO2, the investor’s financed emissions will be 100
tonnes.

Paris Agreement on Climate Change: The Paris Agreement is a legally binding
international treaty on climate change, adopted in December 2015. Its goal is to limit global
warming to well below 20C, preferably to 1.50C, compared to pre-industrial levels.

Portfolio Carbon Footprint/ Carbon Footprint: A proxy for a portfolio’s exposure

to potential climate-related risks (especially the cost of carbon), often compared to a
performance benchmark. It is calculated by working out the carbon intensity (Scope 1+2
Emissions / $M sales) for each portfolio company and calculating the weighted average by
portfolio weight.

Scope 1 Greenhouse Gas Emissions: Direct emissions from owner or sources controlled
by the owner, including: on-campus combustion of fossil fuels; and mobile combustion of
fossil fuels by institution-controlled vehicles.

Scope 2 Greenhouse Gas Emissions: Indirect emissions from the generation of purchased
energy

Stewardship: the promotion of the long-term success of companies in such a way that the
ultimate providers of capital also prosper, using techniques including engagement and voting.

Taskforce on Climate-related Financial Disclosures (TCFD): the Task Force on Climate-
related Financial Disclosures has developed consistent climate-related financial risk
disclosures for use by companies in providing information to investors, lenders, insurers and
other stakeholders.

Taskforce on Nature-related Financial Disclosures (TNFD): The Taskforce on Nature-
related Financial Disclosures (TNFD) has developed a set of disclosure recommendations
and guidance that encourage and enable business and finance to assess, report and act on
their nature-related dependencies, impacts, risks and opportunities.

United Nations Principles for Responsible Investment: six principles for Responsible
Investment that are a voluntary and aspirational set of investment principles that offer a range
of possible actions for incorporating ESG issues into investment practice.

Voting: the act of casting the votes bestowed upon an investor, usually in virtue of the
investor’s ownership of ordinary shares in publicly listed companies.
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