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INTRODUCTION

The Cheshire Pension Fund (the Fund) is pleased to submit the Fund’s first application
to become a signatory to the UK Stewardship Code 2020.

The Fund is a defined benefit Local Government Pension Scheme (LGPS) and
administers the scheme for almost 340 employers and over 114,000 members in the
Cheshire area. The Fund holds investments assets of over £6bn.

As a long-term investor, the Fund believes that responsible investment can positively
contribute towards investment returns and enhance shareholder value and is therefore
a fundamental part of the Fund's overarching investment strategy. The Fund’s
approach to responsible investment aims to ensure that the consideration of
Environmental, Social and Corporate Governance (“‘ESG”) factors is embedded
across all of the Fund’s investment processes. The Responsible Investment Policy
was first published in 2020 and sets out how the Fund integrates responsible
investment into its investment decision-making, management and monitoring.

The Fund has identified climate change as the most serious long-term risk facing the
Fund’s ability to meet future pension promises. The Fund’s Climate Change Strategy,
first published in 2020, sets out how the Fund manages both the risks and
opportunities to its investment portfolio from climate change. The Climate Change
Strategy also includes the Fund'’s climate change targets which support its overarching
goal to have a portfolio of assets with net zero carbon emissions by 2050 at the latest.

Both the Fund’s Responsible Investment Policy and the Climate Change Strategy help
to align and support the Fund’s investment beliefs, as set out in the Investment
Strategy Statement, with its fiduciary duty to members and employers.

The Responsible Investment Policy and Climate Change Strategy are available on the
Fund’s website, along with the Investment Strategy Statement and other key policies
and documents.

Cheshire Pension Fund | Part of the Local Government Pension Scheme (LGPS)

This submission sets out how the Fund delivers effective stewardship in its role as
an asset owner and covers the period from 1 January 2023 to 31 December 2023.

5. BMy bt

Chief Operating Officer Head of Cheshire Pension Fund

Cheshire West and Chester Council


https://www.cheshirepensionfund.org/

CHESHIRE PENSION FUND
UK STEWARDSHIP CODE 2020 SIGNATORY APPLICATION

Purpose and Governance (Principles 1-5)

Principle 1

Purpose, investment beliefs, strategy and culture

1.1

1.2

1.3

1.4

1.5

1.6

The Cheshire Pension Fund (the Fund) is a Local Government Pension Scheme
(LGPS) administering pension benefits for 114,000 members of the LGPS in
Cheshire. Almost 340 employers participate in the Fund, including the four local
councils - Cheshire East, Cheshire West & Chester, Halton and Warrington,
along with Police & Fire, local colleges, housing associations, academy schools,
parish and town councils, contractors providing services to local councils or
schools and a number of charitable bodies. At 31 December 2023 the Fund’s
investments were valued at £6.4 billion.

Cheshire West and Chester Council (the Council) is the administering body for
the Fund and are therefore legally responsible for managing the Fund on behalf
of all stakeholders.

The Council has delegated responsibility for the management and administration
of the Fund to the Chief Operating Officer who is the Council’s Section 151 Officer
and is the senior responsible officer for the Fund. The Chief Operating Officer is
supported and advised by the Pension Fund Committee, whose membership
includes elected Councillors from the four participating Councils plus a scheme
member representative.

The Pension Fund Committee is in turn supported by an Investment Sub-
Committee, who carry out detailed oversight and scrutiny of Fund investments
and make recommendations to the Pension Fund Committee and Chief
Operating Officer. Further information regarding the governance structure and
delegations of authority within the Fund is set out under Principle 2.

The overarching objective of the Fund is to ensure that there are sufficient funds
to pay member benefits when they are due.

The Fund produces a business plan each year that is approved by the Pension
Fund Committee. The Business Plan sets out the long-term objectives of the
Fund, the strategic priorities and target outcomes for the following four-year
period together with a delivery plan for year one of that period.



1.7

1.8

1.9

The Fund’s Vision is “to provide a secure future for our members”, which is built
on four founding principles:

e Governance

To have effective governance arrangements which allow the Administering
Authority’s Section 151 officer, the Pension Fund Committee, Local Pension
Board, officers, and participating employers to discharge their
responsibilities effectively and compliantly.

e Administration and Communication

To provide high quality, value for money and friendly services for scheme
beneficiaries, potential beneficiaries and employers including clear, timely
and relevant communications.

¢ Funding

To ensure financial sustainability to meet scheme members’ pensions by
actively managing finance and liability risk which deliver stable and
affordable employer contribution rates.

e Responsible Investment

To manage investments in line with the Fund’'s Investment Strategy
Statement and Responsible Investment Policy to achieve required
investment returns.

The Fund’s objectives are structured to deliver our vision and align with these
key principles. We have four key objectives:

e To be a well-managed pension fund that delivers value for money.

e To be a customer focused organisation.

e To communicate effectively with our many stakeholders.

e To increase the availability of online services

Our objectives are delivered via a number of SMART (Specific, Measurable,
Achievable, Realistic, Timebound) activities that we undertake throughout the
year. We monitor the delivery of these activities closely in order to ensure we
can deliver on our promises.

1.10 The Fund strives to deliver continuous improvement and has therefore also

developed the “Pensions Improvement Programme.” The improvement
programme is managed by a dedicated Programme Manager and consists of a
number of individual projects and workstreams focussed on; improving the
quality of the data held by the Fund, improving the level of service we offer to our
members, improving the way we communicate with our members and
strengthening our governance.



1.11 Key deliverables in 2023 included; the launch of “My Cheshire Pension,” the
member self-service portal and development of the “Cheshire Employer Hub,”
the employer portal, implementation of a new Performance Management
Framework, fundamental Cyber Risk review and delivery of the prioritised action
plan, and the fundamental review and redesign of the Fund’'s website (to be
launched in 2024).

Investment Beliefs and Strategy

1.12 The Fund has four key investment related documents:
¢ Investment Strategy Statement (ISS)
¢ Funding Strategy Statement (FSS)
e Responsible Investment Policy
e Climate Change Strategy

1.13 The ISS is an important governance tool for the Fund. The document sets out
the current investment strategy of the Fund, provides transparency in relation to
how the Fund’s investments are managed, acts as a high-level risk register, and
has been designed to be informative for all stakeholders.

1.14 The ISS and FSS are closely linked. The Fund must be able to pay benefits when
they are due, and those payments are met from a combination of contributions
(through the funding strategy) and asset returns and income (through the
investment strategy). If investment returns or income fall short, higher
contributions will be required from employers.

1.15 Both the Responsible Investment Policy (Rl Policy) and the Climate Change
Strategy (CCS), help to align the Fund’s investment beliefs with its fiduciary duty
to members and employers.

1.16 The Fund’s investment beliefs are set out in its ISS, which was formally approved
by the Pension Fund Committee following consultation with key stakeholders:

¢ Funding, investment strategy and contribution rates are linked.

e The strategic asset allocation is the key factor in determining the risk and
return profile of the Fund'’s investments.

e Investing over the long term provides opportunities to improve returns.

e Diversification across asset classes can help to mitigate against adverse
market conditions and assist the Fund to produce a smoother return profile
due to returns coming from a range of different sources.

e Managing risk is a multi-dimensional and complex task but the overriding
principle is to avoid taking more risk than is necessary to achieve the Fund'’s
objectives.



e Environmental, Social and Governance are important factors for the
selection and sustainability of investment returns over the long term.

e Value for money from investments is important, not just absolute costs.
Asset pooling will help reduce costs whilst providing more choice of
investments and will therefore improve Fund returns.

e High conviction active management adds value to returns over the long
term.

1.17 The FSS is prepared in collaboration with the Fund’s actuary, and after

consultation with the Fund’s employers. The key focus of the FSS is to establish
a clear and transparent fund specific strategy which will identify how employers’
pension liabilities are best met going forward, to take a prudent longer-term view
of funding those liabilities, and to support the regulatory framework to maintain
stable employer contribution rates.

1.18 Ultimately 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.

1.19 The Fund’s RI policy sets out the Fund’s approach to responsible investment

which includes embedding the consideration of ESG issues in the investment
process, utilising the various tools available to manage ESG risks and harness
opportunities presented by ESG factors.

1.20 The CCS sets out the Fund’s approach to managing the risks and opportunities

1.21

to its investment portfolio from climate change. The Fund supports the ambitions
of the Paris Agreement (to hold the increase in the global temperature to well
below 2°C above pre-industrial levels and to pursue efforts to limit the
temperature increase to 1.5°C) and has an overarching goal to achieve a portfolio
of assets with net zero carbon emissions by 2050 at the latest.

The Fund aims to ensure that its investment portfolio will be as resilient as
possible to climate related risks over the short, medium and long term. The
publication of a separate CCS (first published in 2020) reflects the Fund’s view
that there is a significant material risk from climate change to the value of the
Fund’s investment assets and this risk needs to be actively monitored and
managed. The CCS also includes a set of beliefs that build on the investment
beliefs set out in the ISS.

1.22 To support the Fund in addressing the risks and opportunities surrounding

Climate Change, the Fund commissions LGPS Central (LGPSC) Limited, the
Fund’s investment pooling operating company, to produce an annual Climate
Risk Report. The Fund has also complied with disclosure requirements of the
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Task Force on Climate-Related Financial Disclosures (TCFD) since 2020, with
the fourth annual report being published on the Fund’s website in December
2023.

Culture and Values

1.23 All Cheshire Pension Fund employees are employees of Cheshire West and
Chester Council, as the administering authority for the Fund. The culture and
values of the Fund are therefore aligned to those of the Council.

1.24 The Council's values are underpinned by a framework which focuses on
Teamwork, Honesty, Respect, Innovation, Value for Money and Empowerment,
also referred to as THRIVE. These are the values that are expected to be upheld
by all employees and are reinforced by the Council’'s Code of Conduct. How
individuals demonstrate these values, and support the Council’s culture, is
considered as part of individual performance reviews and is a key part of
incentivising good stewardship.

Effectiveness and Benefits Delivered

1.25 The Fund is committed to delivering its Vision and key objectives and over the
past year has:

. Provided an LGPS defined benefit scheme to over 114,000 members and
paid retirement benefits to almost 35,000 pensioners and dependants.

. Contribution rates have reduced steadily for the four councils in the Fund,
and these reductions will have delivered savings of approx. £15m in 2022-
23 and 2023-24 alone.

o Reduced the carbon footprint of the Fund’s equity portfolio by 11%, which
is now 51% lower than the benchmark.

. Increased the Fund’s investments in low carbon, sustainable assets with
the allocation to sustainable equities rising from 13.4% in 2022 to 20.7% in
2023, as a proportion of total Fund assets.

. Published its fourth Climate Risk report, in line with the requirements of
the Task Force on Climate-related Financial Disclosures (TCFD). This
reports on the Fund’s carbon footprint and assesses the likely impact of
different climate scenarios on expected investment returns.

o Implemented and promoted the member self-serve portal (My Cheshire
Pension), providing members with more accessibility to their individual
LGPS pension.



Principle 2
Governance, resources and incentives

2.1 Cheshire West and Chester Council (the Council) is the administering body for
the Fund and are therefore legally responsible for managing the Fund on behalf
of all stakeholders.

2.2 The chart below summarises the local governance structure the Council has
established for the Cheshire Pension Fund.

Cheshire West and Chester Council

Chief Operating Officer Audit and Governance
and S151 Officer Committee

Pension Fund Local Pension
Committee Board

[nvestment Pensions Employer
Sub-Committee Forum

Head of Cheshire
Pension Fund

Investments and . Stakeholder
: Operations Governance
Finance Engadement

2.3 The Council has delegated responsibility for the management and administration
of the Fund to the Chief Operating Officer who is the Council’s Section 151 Officer
and is the senior responsible officer for the Fund.

2.4 The Council reviews the discharge of its responsibilities for the Fund through the
Council’s Audit and Governance Committee. Pension Fund Committee minutes
are reported to the Council’s Audit and Governance Committee, who discharge
Council oversight of the Fund. Audit and Governance agenda and papers are
publicly available via the Council’s website.
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Pension Fund Committee and Investment Sub-Committee

2.5

2.6

2.7

The Chief Operating Officer has established an advisory panel, the Pension Fund
Committee, which advises the Chief Operating Officer on all matters relating to
the Fund as required. The Pension Fund Committee’s key responsibilities are to
advise the Chief Operating Officer on the management of the Fund, including the
management of the administration of benefits and strategic management of Fund
assets, taking advice from actuarial and strategic investment advisors. The
Pension Fund Committee has eleven members and includes elected Councillors
from the four participating Councils plus a non-voting scheme member
representative.

The Pension Fund Committee has formed an Investment Sub-Committee to
provide greater focus and oversight on the delivery of the strategic investment
outcomes set out in the Investment Strategy Statement. This includes the
consideration of responsible investment and ESG issues in the investment
process. The Investment Sub-Committee is not decision making but may make
recommendations to the Pension Fund Committee.

Both the Pension Fund Committee and the Investment Sub-Committee meet
quarterly and may call additional meetings if required. All members of the
Pension Fund Committee are invited to, and can attend meetings of, the
Investment Sub-Committee.

Local Pension Board

2.8

2.9

The Local Pension Board is a statutory body and its role, as defined by the Public
Service Pensions Act 2013, is to assist the Council in ensuring effective
governance and administration of the Fund and compliance with all relevant
legislation and guidance, and the requirements of the Pensions Regulator.

The Board has a membership of five: an independent, non-voting Chair, along
with two employer and two scheme member representatives. The Board meets
quarterly, and Board minutes are published on the Fund’s website. The Board
produces its own Annual Report which is published within the Cheshire Pension
Fund Annual Report.

Pensions Employer Forum

2.10 The Council has also established a Pensions Employer Forum made up of

representatives from participating employers. The Forum typically meets up to
four times per year and provides important engagement with, and feedback from,
employers on the operation of the Fund and development of administrative policy.



2.11 The Pension Fund Committee may receive recommendations from the Pensions
Employer Forum and Local Pension Board to enable it to advise the Chief
Operating Officer on effective discharge of the Council’s Administering Authority
responsibilities.

2.12 The terms of reference of the Pension Fund Committee, Investment Sub-
Committee, Local Pensions Board and Pensions Employer Forum are included
in the Fund’s Governance Compliance Statement.

Pensions Service

2.13 The Chief Operating Officer and Pension Fund Committee are supported by the
Pensions Service, the officer team lead by the Head of Cheshire Pension Fund.
The Pensions Service has day to day responsibility for the management and
operation of the Fund’s affairs, including benefits administration, investments and
accounting and stakeholder engagement. All of the Fund’s investment assets
are managed by LGPSC (the Fund’s investment pooling company) and other
external fund managers.

2.14 Officers of the Fund use their knowledge and experience, with the help of the
appointed Fund advisers, to recommend policy and strategy to the Pension Fund
Committee. The Administering Authority’s legal services team also provide
support and advice when required. Officers also arrange and deliver training for
the Committee and Board in all subject matters including but not limited to:
investments, responsible investment, risk management and governance. In
doing so, this ensures that the Committee have the appropriate knowledge and
skills to make informed decisions on all matters related to the Fund.

2.15 As an externally managed fund, much of the day-to-day stewardship of assets
and the exercising of voting rights is undertaken by the Fund’s investment
managers, including LGPSC. Details of proxy voting and engagement with
underlying companies is detailed in the quarterly reports produced by the Fund’s
external investment managers and LGPSC. This voting is summarised in a
quarterly Responsible Investment report to the Investment-Sub Committee.

2.16 LGPSC also have a Responsible Investment and Engagement (RI&E) team
which supports the Fund’s stewardship activities.

External Advisers

2.17 Recognising the complexity of pension investment, funding and administration,
the Fund has retained independent external investment consultants (Mercer) and
actuarial services (Hymans Robertson) to support officers as well as the Chief
Operating Officer, the Pension Fund and Investment Sub-Committees, and the
Local Pension Board.



2.18 The Fund’s appointed advisers are invited to Pension Fund and Investment Sub-

Committee meetings as required, and to regular meetings with Fund officers.
Specialist external legal advice is also retained as required.

Training Policy

2.19 The Council recognises the need for Fund Officers as well as Pension Fund

Committee and Local Pension Board members to have an appropriate level of
skills to undertake their roles effectively. To this end the Council’s objectives are
to ensure that:

o Those charged with financial management and decision-making regarding
the Fund are fully equipped with the knowledge and skills required to
discharge the duties and responsibilities allocated to them.

. Those responsible for the day-to-day administration and running of the
Fund are appropriately equipped with the knowledge and skills required to
discharge their duties and responsibilities in relation to the Fund.

. Those responsible for providing governance and assurance of the Fund
have sufficient expertise to be able to evaluate and challenge the advice
they receive, to ensure their decisions are robust and soundly based, and
to manage any potential conflicts of interest.

2.20 To help meet these objectives, the Council has adopted the CIPFA Knowledge

2.21

and Skills Framework and The Pensions Regulator's Code of Practice as the
basis for assessing training and development requirements and for ongoing
delivery planning. These have informed the development and publication of the
Fund’s Training Policy, which details the training strategy for members of the
Pension Fund Committee, the Local Pension Board, and senior officers involved
in the management of the Fund.

The Training Policy is reviewed annually and is supported by regular re-

assessment of individual knowledge and skills. These inform annual Training
Plans which are based on the following key elements:
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Training Plan How delivered

Individual A training needs analysis, The Pensions Regulator —
Training Needs based on the CIPFA Trustee Toolkit (online
Knowledge and Skills learning)

Framework, will be
developed for each member
and officer. Training plans
will be developed based on | External courses e.g. LGA
the priorities identified. Fundamentals training (for
new members)

Hymans Robinson LGPS
Online Learning Academy

In-house training led by
officers, external advisors, or
third-party experts

All-member Appropriate training will be In-house training days
Training provided at critical times to provided by officers and/or
support specific decisions external providers

that the Committee need to
make (i.e. valuation training,

specific investment training) | External training events

Training as part of meetings

Attendance at
seminars/conferences

Continued Members and Officers will be | Industry publications
Awareness required to maintain a .
general level of awareness of Member Briefing packs
topical issues facing the National press releases

wider pensions industry
Attendance at conferences

and seminars

2.22 Three Pension Fund Committee and Local Pension Board joint training sessions

are generally held each year. Stewardship and climate change training is
undertaken annually as part of one of these three sessions. Newly appointed
members of the Pension Fund Committee also receive induction training to
provide a clear understanding of the Fund’s governance, policies, and
performance frameworks. Induction training also provides training on
stewardship and responsible investment, including ESG factors and climate
change. The Council’s Chief Operating Officer is responsible for ensuring that
the policy in respect of training and education is implemented.

2.23 The following training sessions have been held for members of the Pension Fund

Committee and Local Pensions Board over the year to December 2023:
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Date

Content

February 2023

Pensions Governance and Legislation
Cheshire Pension Fund Business Plan 2023-24
Infrastructure

July 2023

Pensions  Financial  Strategy, = Management,
Accounting, Reporting and Auditing Standards
Cheshire Pension Fund Annual Report 2022-23
Overview of Cheshire Pension Fund External
Relationships

Role of the Fund’s Investment Consultants

July 2023

New member induction training (open to all
Committee and Board members)

October 2023

Pensions Administration and Communications
Climate Change
Stewardship and Engagement Themes

LGPS Central

2.24 The LGPS Central pool is a partnership of eight Administering Authorities,

Cheshire,  Derbyshire,

Leicestershire,  Nottinghamshire, = Shropshire,

Staffordshire, West Midlands, and Worcestershire Pension Funds (the “Partner
Funds”) to enter into collective arrangements for the investment of their LGPS

fund assets.

2.25 The Partner Funds have established LGPS Central Ltd (“the Company”), an
arms-length investment company that manages the partner funds’ pooled
investments. The Company is regulated by the Financial Conduct Authority and
is controlled within the meaning of the Public Contract Regulations 2015.

2.26 The Partner Funds and the Company work together to develop pooled

investment approaches which meet LGPS pooling requirements and Partner

Funds’ strategic investment aims, and which deliver the benefits of pooling.

Investment Pooling Governance Structure

2.27 The investment pooling governance structure is shown in the following diagram.
There are separate governance arrangements reflecting Partner Funds’ roles as
both shareholder and customer of the Company.
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Shareholder

LGPS Central Ltd
Forum

Investment

Administering Working Group

Authorities
(Partner Funds)

e o e

Governance

Working Group
Local Pensions IRt Cormiitton Practitioner
Board Advisory Forum
Finance

Working Group

Pension Fund
Committees

Internal Audit
Working Group

Shareholder Forum

2.28 Partner Funds are joint and equal shareholders in the Company. They have
entered into a Shareholder Agreement that governs how Partner Funds manage
their collective relationship with, and ownership of, the Company.

2.29 A Shareholder Forum, comprising the nominated shareholder representatives
from the eight Partner Funds meets at least twice yearly, usually in advance of
Company meetings.

2.30 The Council’'s Shareholder Representative is the Cabinet Member for Finance &
Legal.

Joint Committee

2.31 The Joint Committee oversees client matters, including pooling progress,
delivery of pooling benefits and scrutiny of the investment performance of the
Company’s pooled investment funds. Joint Committee is a public meeting and
takes place twice per year.

2.32 The Joint Committee is made up of nominated representatives from the Partner
Funds, usually elected members, plus a scheme member representative
nominated by the trade unions.

2.33 The Joint Committee is not a decision-making body but can make
recommendations to the individual Partner Funds.

2.34 The Council’s representative on the Joint Committee is the Chair of the Pension
Fund Committee.
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Practitioner Advisory Forum

2.35 The Practitioners Advisory Forum (PAF) is an officer working group made up of
senior pension officers of the eight Partner Funds. It oversees the delivery of
investment pooling and the transition of Partner Fund assets and supports the

Shareholder Forum and Joint Committee.

2.36 PAF is supported by four sub-working groups: Finance Working Group,
Governance Working Group, Investment Working Group, and Responsible

Investment Working Group.
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Principle 3

Managing Conflicts of Interest to put the best interests of clients and
beneficiaries first

3.1

3.2

3.3

3.4

The Fund has an approved Conflict of Interest policy that sets out the process
for identifying, managing and monitoring conflicts of interest in the governance
and management of the Fund.

The Policy supports good governance, in conjunction with other Fund
governance documents, encouraging transparency and minimising the risk of
any matter prejudicing decision making or the management of the Fund.

The basic principle in relation to conflicts of interest is that a member of the Local
Pension Board, Pension Fund Committee or Fund Officer must not put
themselves in a position where duty and personal interest conflict or where their
duties to one conflict with their duty to another, unless expressly authorised.

The aim of Fund’s Conflicts of Interest Policy is therefore to provide guidance to
members of the Pension Fund Committee, the Local Pension Board, officers,
advisers and suppliers on how to manage conflicts when undertaking their roles
in relation to the Fund. It is also intended to provide assurance to the Fund’s
members, employers and wider stakeholders that conflicts are managed
appropriately.

Identification a conflict of interest

3.5

3.6

Declarations are required as part of the appointment process to the Pension
Fund Committee and Local Pension Board, as well as at regular intervals to the
Administering Authority’s satisfaction, normally on an annual basis but,
depending on the circumstances, maybe more frequent.

In advance of any formal meeting, any individual who considers they may have
a conflict of interest related to an item of business on the agenda should advise
the Chair of the meeting and the Head of Pension Fund as soon as possible.
Declarations of interest are also made at the commencement of all Committee
and Board meetings and recorded in the minutes of those meetings.

Managing a conflict of interest

3.7

3.8

If the Committee or Board is of the view that a potential conflict of interest may
become an actual or perceived conflict in respect of one or more of its members,
the Committee or Board must determine the appropriate mechanism for
managing that conflict.

The approach taken will depend on the nature and extent of the potential conflict.
Some possible methods for the management of potential conflicts are:
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e Requiring that the person for whom the conflict exists takes no part in
discussions or does not vote in respect of the matter for which they are
conflicted.

e |If practical the person may relinquish or divest themselves of a personal
interest which is the source of a conflict of interest with their Fund
responsibilities.

e |If the conflict is likely to be persistent and ongoing in such a way that it is
likely to limit meaningful participation in the Committee or Board, that
person should consider resigning from their position.

e The Administering Authority may remove any individual from the Local
Pension Board where they consider there is an actual conflict of interest or
a potential conflict, which it is impractical to manage.

Monitoring conflicts of interest

3.9 All interests declared in meetings of the Committee, the Local Pension Board
and any other formal Pension Fund meetings, are recorded in the minutes of the
meeting and noted in the Pension Fund’s Register of Interests. All actual or
potential conflicts of interest identified outside of meetings are also recorded in
the Fund’s Register of Interests.

3.10 The Register is kept under review by the Head of Pension Fund. All relevant
individuals are required to confirm in writing to the Head of Pension Fund that
the information held in respect to them is correct, normally on an annual basis
but may be more frequently if required.

Example

Following local council elections in May 2023, an existing member of the Pension
Fund Committee was appointed as a Governor/Trustee of an Educational Foundation
that provides bursaries to students from schools in the area for secondary, Further
Education and Higher Education opportunities.

The member raised the appointment as a potential conflict of interest due to the
Foundation having a substantial property portfolio with an externally appointed
property portfolio manager and property consultant.

Following review by the Head of Pension Fund, it was confirmed that neither the
Fund, nor its jointly owned asset pooling company LGPS Central Ltd, had any
contractual relationship with the Foundation itself, the property manager or property
consultant. It was therefore determined that the Committee member’s trusteeship of
the Foundation did not represent a conflict of interest incompatible with membership
of the Pension Fund Committee.

Further assurance was provided by the fact that all property-related investments are
currently managed on behalf of the Fund by our externally appointed property
investment manager who have fully delegated authority to determine all buy/sell and
leasing decisions and the role of the Committee is to monitor the manager’s overall
performance and not to advise on individual investment decisions.
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Principle 4

Identifying and responding to market-wide and systemic risks to promote a well-
functioning financial system

4.1 Risk management is central to the overall management of the Fund, as reflected
by the coverage of risk in key documents such as the Risk Management Policy,
the Funding Strategy Statement (FSS), the Investment Strategy Statement (ISS),
the Annual Report and annual Business Plan.

4.2 The Fund recognises that effective risk management is an essential element of
good governance in the Local Government Pension Scheme (LGPS).

4.3 By identifying and managing risks through an effective policy and risk
management strategy, the Fund:
e demonstrates best practice in governance;
e ensures high quality administration;
e improves financial management;
e minimises the risk and effect of adverse events; and
¢ identifies and maximises opportunities.

4.4 The Fund’s risk management process is in line with that recommended by the

Chartered Institute of Public Finance and Accountancy (CIPFA). The main
processes involved in our risk management are shown in the figure below:

Monitoring Identiﬁcatio\
L =, /
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4.5 The Fund’s process for identifying risk is both is both forward and backward

4.6

4.7.

4.8.

4.9.

looking, i.e. horizon scanning combined with learning lessons from past events.
Risks are identified by a number of means including, but not limited to:
o formal risk assessment exercises managed by the Committee, the Board
and the Leadership Team;
e monitoring against the Fund's business plan, agreed objectives and key
performance indicators;
e findings of internal and external audit and other adviser reports;
o feedback from the Board, employers and other stakeholders;
o formal and informal meetings of the Leadership Team or other staff
involved in the management of the Pension Fund;
e meetings with the Fund's advisers;
e liaison with other organisations in the Central region, e.g. Partner Funds in
the local investment pool, and the pooling company LGPS Central Ltd;
e liaison with other organisations, regional and national associations,
professional groups, etc;
¢ legal determinations including those of the Pensions Ombudsman, the
Pensions Regulator, and relevant court cases;
e business planning or strategic workshops; and
e business or service continuity plans.

Once identified, risks are documented on the Fund's risk register, which is the
primary control document for the subsequent analysis, control and monitoring of
risks.

The Fund categorises risks as “strategic”, “operational” or “programme” risks:

e Strategic risks are those which relate to the Fund’s approved objectives, as
set out in the annual business plan.

e Operational risks relate to the delivery of day-to-day Fund “business as
usual” activities.

e Programme risks are those relating specifically to the Fund’s transformation
programme, which is managed and controlled under a specific governance
framework, including programme risk reporting.

Each of the risks identified is given an impact and a likelihood score before and
after any controls are applied. These are combined to give an overall pre-control
and post-control risk score, which is then assigned a Red — Amber — Green
(RAG) rating.

All risks are monitored by Fund officers. Reporting to the Pension Fund
Committee and the Local Pension Board focuses on strategic risks. Any
operational and programme risks assessed as sufficiently significant will be
escalated to strategic risks and included in Committee and Board level reporting.
A full review of the risk register, including all operational and programme risks, is
conducted by the Leadership Team at least annually as part of the annual
business planning process.
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4.10.Having identified and documented key risks and controls, risk monitoring is

4.11.

carried out operationally by the Leadership Team. Officers review emerging
risks, together with risks where the planned or future action due date is imminent.
These reviews allow current controls to be assessed and analysed to ensure
they are still in place and relevant. It also gives the opportunity to identify areas
for improvement and any additional controls required.

New and emerging risks are also discussed at these reviews and added to the
risk register if required. The Fund risk register is regularly and continuously
updated to reflect the outcomes of the monitoring and review process.

Environmental, Social and Governance risks

4.12.The Fund’s investment strategy contains its own policy on Responsible

Investment. Non-compliance with this policy would expose the Fund to both
financial and reputational risk. The Fund believes that effective management of
financially material Responsible Investment risks should support the Fund’s
requirement to protect returns over the long term.

4.13. In identifying and managing ESG risks, the Fund’s stewardship partners include:

Organisation Remit

The Fund is a 1/8th owner of LGPS Central Ltd
which has identified four Stewardship Themes as
the primary focus of engagement. These themes
are viewed as likely to be material to the Fund'’s
investment objectives and time horizon, likely to
have broader market impact and to be of relevance
Central Limited | to stakeholders.

During 2023, LGPSC has been involved in more
than 780 engagements across these themes.
Some examples of engagement are provided
under Principles 9-11.

EOS at Federated Hermes is contracted by
LGPSC to expand the scope of the engagement
programme, in particular to reach non-UK
companies.

Federated ==

Hermes = EOS takes a holistic approach to engagement and

typically engages with companies on more than
one topic simultaneously. Many of the issues and
objectives engaged upon in 2023 were linked to
one or more of the UN Sustainable Development
Goals (SDGs).
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The Fund is a member of the Local Authority
Pension Fund Forum (LAPFF). LAPFF conducts
engagements with companies on behalf of local
authority pension funds. In the year to 30
September 2023 (LAPFF’s reporting year), LAPFF
engaged with 565 companies across a spectrum of
material ESG issues.

On behalf of the LGPS Central Pool, LGPSC is a
member of Climate Action 100+ (CA100+), an
engagement collaboration of more than 700
investors with a combined $68 trillion assets under
management.

CA100+ engages with companies on climate risk
that are responsible for 80% of global industrial
GHG emissions.

Climate —)
Action 100+ ))

/

Investment Risks

4.14.

4.15.

4.16.

The Fund's primary long-term risk is that the Fund's assets will fall short of its
liabilities (i.e. promised benefits payable to members). Therefore, the aim of
investment risk management is to minimise the risk of an overall reduction in the
value of the Fund and to maximise the opportunity for gains across the whole
fund portfolio. The Fund achieves this through asset diversification to reduce
exposure to market risk (price risk, currency risk and interest rate risk) and to
reduce credit risk to an acceptable level. In addition, the Fund manages its
liquidity risk to ensure that there is sufficient liquidity to meet forecast cash flows.

The Fund assesses risks both qualitatively and quantitatively, with the starting
point being the investment strategy review, which is undertaken as a minimum
every three years. The Fund’s approach to risk is informed by the Pension Fund
Committee, its professional advisors and officers of the Fund.

Interest Rates

Long-term interest rates provide an indicator of future investment returns.
Therefore, if interest rates fall, this can indicate that future investment returns are
expected to be lower. Lower investment returns would lead to the investment
strategy underperforming the funding target. To mitigate this risk, the Fund
already has a significant allocation to fixed income assets, such as index-linked
gilts and corporate bonds, which increase in value with falling interest rates. This
higher asset value helps to protect against a possible reduction in future
investment returns on the other assets in the portfolio.
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4.17.

4.18.

4.19.

4.20.

4.21.

Credit Risk

The risk that one party to a financial instrument will cause a financial loss for the
other party by failing to discharge an obligation. The Fund is exposed to this risk
via its fixed income and alternatives investments. This credit risk is mitigated via
diversification to minimise the impact of default by any one issuer. The expected
return from these assets is considered appropriate for the associated risk.

Equities

The Fund holds equities in order to provide the necessary returns to ensure that
the Fund remains viable. The Fund believes that the extra returns that are
expected to be generated by equities over the long term compensates for the
volatility involved in equity investing. The Fund has increased its allocation to
sustainable and low carbon equity strategies to benefit from and facilitate the
transition to a low carbon world economy. The investment strategy is diversified
which helps to mitigate equity risk by investing significantly in bonds and
alternatives.

Alternatives

The risks associated with investing in alternative asset classes including absolute
return, property, infrastructure, private debt and private equity are relevant
considerations when assessing the overall level of risk within the investment
strategy. The Fund believes that over the long term, alternative asset classes will
provide a level of return that compensates for the inherent risk, while providing a
degree of inflation-linkage and cashflow generation. The additional level of
diversification provided by these assets helps to reduce the Fund’s reliance on
equity returns. At the aggregate Fund level, investing in alternative asset classes
reduces the overall level of risk.

Active Manager Risk

The Fund’s asset pooling company LGPS Central Ltd, undertakes extensive due
diligence on its appointed investment managers and the performance and
operation of all appointed managers is monitored on a quarterly basis. This
process is overseen by the Investment Sub-Committee and is advised by Officers
and the Fund’s advisors.

Liquidity risk

The Fund invests in both liquid and illiquid assets meaning that not all assets can
be realised at short notice. Given the long-term investment horizon, the Fund
accepts some liquidity risk given the potential for higher returns. The Fund
monitors its liquidity position carefully to ensure that it is not a forced seller of
long-term assets in order to make day to day payments of benefits. Around 70%
of Fund assets are expected to be highly liquid. Investment in cash flow
generative assets is undertaken to assist the Fund’s cash flow needs.
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4.22.

4.23.

4.24.

Exchange rate risk

The Fund, as a long-term investor, can tolerate some short-term currency
fluctuations, however this is managed carefully by its investment managers who
are monitored against Sterling benchmarks and therefore use hedging
techniques to contain this risk. The Fund does not at present directly hedge
against the risk of foreign currency fluctuations but has the capacity and
processes in place to do so if necessary.

Inflation

Future benefit payments to be made by the Fund are linked to inflation (as
measured by CPI). Therefore, increases in the rate of inflation will increase the
value of payments to pensioners. The Fund invests in assets such as index-
linked gilts, private debt and property with inflation linked income streams to
manage and mitigate this risk.

Demographic risks

The Fund is subject to a range of demographic risks. A more mature membership
base would mean that there were a greater number of pensioner members
receiving benefits than active members paying contributions. The projected
maturity of the membership base is factored into the investment strategy in order
to ensure that as the membership base matures, the Fund is invested in the
appropriate level of income generating investments or investments that are
realisable at short notice and at low cost.

Systemic Risks

4.25.

4.26.

In April 2020 the Fund elevated and prioritised the management of Climate
Change Related investment risk in its revised Investment Strategy Statement
and Responsible Investment policy.

In December 2020 the Fund published its first Climate Change strategy, which
consolidated all of the Fund’s climate change related beliefs, policies and targets
into one document. The publication of a separate Climate Change Strategy
reflects the Fund’s view that there is a significant material risk from climate
change to the value of the Fund’s investment assets and this risk needs to be
actively monitored and managed. The strategy recognises the risk of holding
investment assets with a high carbon footprint and/or a high level of exposure to
fossil fuel assets.
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4.27.These assets pose a particular risk in that markets may re-price fossil fuel and
high carbon emitting assets in response to growing public concerns over climate
change and the response of policy makers to this concern. Therefore, the Fund
has adopted a precautionary approach to climate change investment risk and will
pro-actively manage the risk by:

Every year an independent assessment of publicly listed investment assets
is commissioned to determine the Fund’s overall carbon footprint and
assess potential climate change impacts and opportunities. To minimise its
investment risk, the Fund set a target of reducing the carbon footprint of it
listed equity portfolio year on year and to reduce it to a level that is 50%
lower than that of the general market by 2023, and to increase its
investments in low carbon and sustainable assets. The Fund has achieved
these targets and has developed new targets for inclusion in the updated
Climate Change Strategy which is due for approval by the Pension Fund
Committee in June 2024 following a period of formal consultation with
scheme members, employers and other stakeholders.

Each year the Fund publishes a Climate Risk Report, which fully complies
with the requirements of the Task Force on Climate-related Financial
Disclosures (TCFD). This reports on the Fund's carbon footprint and
assesses the likely impact of different climate scenarios on expected
investment returns.

The Climate Risk report sets goals of engagement with companies, fund
managers and policy makers and influencers. The Fund believes that all
companies should fully adhere to the requirements of the Paris Agreement
on climate change and will actively engage with companies, ideally in
partnership with like-minded investors, to ensure companies align their
business plans with the 1.5C target.
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Principle 5

Review of policies, assurance of processes and assessment of the effectiveness of activities

5.1 The Fund’s procedures and policies are regularly reviewed by the Fund’s officers, Pension Fund Committee, and in some cases,
by the Local Pension Board. These reviews are part of the activities that are undertaken to provide the Fund with effective

stewardship.

5.2 There are a number of ways in which assurance is sought in relation to the Fund’s stewardship, and these are outlined in the

following table.

Source of Assurance

Description

Internal Review and self-
assessment

The Fund’s strategies and policies are subject to robust internal review before being presented to
the Pension Fund Committee for endorsement. Reviews are carried out by the Head of Pension
Fund and members of the Pensions Leadership Team, the Chief Operating Officer and by the
Council’s internal legal and audit teams when required.

Strategies and policies relating to investment, funding and responsible investment are subject to
formal review and consultation at least every three years, or as required to reflect changes to
regulations and guidance, best practice, and wider developments in investment markets and
responsible investment.

Investment Sub-Committee

The Investment Sub-Committee was formed by the Pension Fund Committee to provide greater
focus and oversight on the delivery of the strategic investment outcomes set out in the Investment
Strategy Statement. This includes the consideration of responsible investment and ESG issues in
the investment process.

The Sub-Committee meets quarterly and receives reports on the overall investment performance
of the Fund and individual funds/managers. The Sub-Committee also receives quarterly updates
on responsible investment, including engagement and voting activity in the quarter, as well as any
wider ESG issues and developments.

Pension Fund Committee

The Pension Fund Committee advises the Chief Operating Officer on all matters relating to the Fund
as required. The Pension Fund Committee’s key responsibilities are to advise the Chief Operating
Officer on the management of the Fund, including the management of the administration of benefits
and strategic management of Fund assets.
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The Committee is responsible for endorsing the Fund's: Investment Strategy Statement;
Responsible Investment Policy; Climate Change Strategy; Funding Strategy Statement;
Communication Strategy; Pensions Administration Strategy; Governance Compliance Statement;
Annual Report and Business Plan.

Local Pension Board

The Local Pension Board is a statutory body and its role, as defined by the Public Service Pensions
Act 2013, is to assist the Council in ensuring effective governance and administration of the Fund
and compliance with all relevant legislation and guidance, and the requirements of the Pensions
Regulator.

The Board plays a leading role in providing assurance that the Fund is effectively undertaking its
governance responsibilities.

Climate Risk Report

The Fund receives an annual Climate Risk Report from LGPSC, which assesses the Fund’s carbon
footprint and other climate related metrics. This provides assurance on the progress the Fund is
making on the delivery of its climate change targets.

The report also allows the Fund to form a view on climate risk running through the entire asset
portfolio, to assess the financially material risks and opportunities the Fund may be exposed to and
to identify a series of measures by which the Fund can continue to manage material climate risks.

LGPS Central

LGPSC carry out an Audit and Assurance Faculty (AAF) controls audit of investment operations
annually. The testing includes an assessment of the accuracy of RI&E data implementation in
relation to LGPSC’s Voting Policy, voting implementation and accuracy of voting data. In addition to
the AAF controls, LGPSC carry out quarterly internal quality controls of engagement and voting
data before it is shared with Partner Funds as part of the quarterly Partner Fund Responsible
Investment Working Group meetings.

This working group also provides a platform for information-sharing and debate on LGPSC'’s
provision of RI&E services. Officers from the 8 Partner Funds, including Cheshire, meet to discuss
RI&E matters, discuss key topics, and suggest future areas of focus for the LGPSC RI&E team.
The performance of the LGPSC RI&E team is also reviewed regularly by this group.

The Head of Cheshire Pension Fund was the chair of this working group throughout 2023.

Internal Audit

The Council’s Internal Audit team provides independent assurance that the Fund’s risk
management, governance and internal control processes are operating effectively.

External Audit

The Fund’s Statement of Accounts and Annual Report are externally audited by Grant Thornton.
The Fund’s external investment managers and LGPSC, are also externally audited.
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Independent Advisers

The Fund has retained independent external investment consultants (Mercer) and actuarial services
(Hymans Robertson) to support officers as well as the Chief Operating Officer, the Pension Fund
and Investment Sub-Committees, and the Local Pension Board.

Mercer bring specialist knowledge, technical skills and expertise in markets, investment products,
and responsible investment. They attend Investment Sub-Committee on a quarterly basis to
present a market update and present any relevant reports in addition to providing responses to any
questions from members of the Sub-Committee. Mercer also attend Pension Fund Committee
when required.

Hymans Robertson undertake the formal valuation of the Fund every three years to evaluate the
Fund’s financial position to set employer contribution rates. They also make recommendations on
the assumptions to be used in the valuation. Hymans Robertson attend Pension Fund Committee
to present the valuation results and respond to any questions from Committee members. They also
attend Committee at other times as and when required.

Consultation with members
and key stakeholders

The Fund seeks feedback from its members and stakeholders on its key strategies and policies
through consultation. Views received are carefully considered and, where necessary and relevant,
changes are made to the strategy or policy before being presented to Pension Fund Committee for
approval.

Recent consultation examples include consultation with scheme employers on draft updates to the
Fund’s Funding Strategy Statement and consultation on the Fund’s updated Investment Strategy
Statement. Although outside of the reporting period of this submission, the Fund also consulted on
its updated Responsible Investment Policy and Climate Change Strategy for an eight-week period
ending on 15 May 2024.
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Investment Approach (Principles 6-8)
Principle 6
Client and beneficiary needs and the communication of activities and outcomes

6.1 The Cheshire Pension Fund (the Fund) is a Local Government Pension Scheme
(LGPS). ltis a statutory public service scheme providing defined benefits to its
members based on their earnings and length of service and is administered by
Cheshire West and Chester Council on behalf of all employers in the Fund.
Benefits are funded by member and employer contributions and investment
returns and are guaranteed by statute. Membership is automatic for nearly all
eligible employees taken on or before the age of 75, but they do have an option
to opt out of the scheme.

6.2 The Fund administers the LGPS for almost 340 employers and over 114,000
members in the Cheshire area. The four local authorities are the largest
employers in the Fund. Membership by category and by employer, at 31
December 2023, is shown in the charts below.

Membership

m Active = Deferred Pensioner

Membership by Employer

21%

m Council = Academy Other

6.3 The liability weighted average age of the membership base, calculated at the
previous actuarial valuation in 2022, is set out in the table below.

Membership Category Average Age
Active members 51.9
Deferred members 51.2
Pensioners and dependants 69.0
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6.4 At 31 December 2023 the value of the Fund’s assets was £6.4bn
by asset class is shown in the chart below:

Asset Class Breakdown at 31 December 2023 (%)

1%

42%

'7%

7%
3% 5o 7%

m Equities ® Absolute Return = Property Private Equity

m Infrastructure = Private Debt m Fixed Income m Cash

. A breakdown

6.5 The following chart shows the geographic split of the Fund’'s assets as at 31

December 2023.

Geographic Split at 31 December 2023 (%)

m UK = Global (Developed) = Emerging Markets
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Investment Time-Horizon

6.6

6.7

6.8

6.9

The primary objective of the Fund is to ensure that over the long term the Fund
will be able to meet all benefit payments as and when they fall due. As the Fund
is still open to new employers and members, the timescale over which benefit
payments will be made continues to extend well into the future. The long-term
nature of the Fund’s liabilities allows for a long-term investment horizon. The
Fund believes that a long-term approach to investment will deliver better risk
adjusted returns.

In order that the Fund delivers on its key objectives (ensuring that it takes the
appropriate level of investment risk, giving each employer the best opportunity
possible to achieve its long-term funding objective whilst keeping contributions
affordable), the Fund has over recent years divided employers into four separate
groups, with each group able to have its own distinct investment strategy. This
approach was taken to recognise the different characteristics, cash flows,
maturity of liabilities and funding levels of different employers.

The Fund currently organises employers into the following groups:
e Open Employers
e Academies

Exiting Employers

Exited Employers

Each grouping will have its own investment strategy with its own strategic asset
allocation benchmark. The strategic benchmark is consistent with the Fund’s
views on the appropriate balance between generating required long-term returns,
whilst taking account of market volatility, risk and the nature of the Fund’s
liabilities.

Communication and Seeking the Views of Beneficiaries

6.10 The Fund’s Communication strategy provides an overview of how we will

6.11

communicate with our customers (members and employers) and stakeholders.
An effective communications strategy is vital so that we can meet our objective
of providing a high quality and consistent service.

In our communication to stakeholders, including this report, we seek to provide
an account of our stewardship activities in a fair, balanced, and understandable
manner. The documents produced by the Fund are subject to a detailed review
of a range of documents, e.g., proxy voting activities, engagement case studies,
collaboration with policy makers and third parties, and ongoing dialogue with
stakeholders e.g. members, LGPSC and other external managers. Through this
process we seek to provide fair and balanced reporting of our activities for the
benefit of our members. In this report, case studies represent different asset
classes and managers, and outcomes across our stewardship priorities.
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6.12 The Fund’s latest Communication strategy was approved by the Pension Fund
Committee in May 2022 and sets out the Fund’s core communication objectives
to be delivered over the five-year period 2022-2027, and the delivery vehicles we
will use to achieve these objectives.

6.13 When setting our objectives, we have kept members at the forefront of what we
do. In late 2021, we conducted a survey amongst Active members which gave
us both qualitative and quantitative information, helping us to understand what
worked well and areas for improvement.

Communication Strategy Objectives

6.14 Our core communication objectives are:

Our communications are always clear and with explainable definitions and
terms, we avoid pension jargon where possible, and plain English is used.
Our communications are evaluated, and feedback is used to measure their
effectiveness in-order to provide the service that best supports our
members.

To encourage engagement and interest in member’s pensions, we will
ensure that the services we offer are accessible, intuitive, attractive and
engaging.

We will proactively market and promote the member self-serve portal (My
Cheshire Pension), where possible, in all our core communications, to
encourage members join and use the service.

We will improve understanding of the Fund and enable members to make
informed choices about their pension.

We commit to clear and transparent communications of the Fund’s
investments, including Responsible Investment (RI).

Communications Methods

6.15 We communicate with our members and stakeholders using a broad range of
methods including the following:

Website and online services

Digital delivery via video and webinar functionality
Self Service (via My Cheshire Pension)

Emails

Pensions Help Desk

Letters delivered via post

Roadshows / Pensions in Person

Employer meetings

Newsletters

News articles
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Consultation

6.16 Through consultation, the Fund seeks the views of scheme members, scheme
employers and other stakeholders when significant changes are made to its key
policies and strategies. Two consultations have been undertaken in the year to
December 2023 and these are outlined below.

Investment Strategy Statement — February 2023

In December 2022, the Pension Fund Committee endorsed the Fund’s revised draft
Investment Strategy Statement (ISS) and agreed that the draft could be issued for
consultation with Fund employers, scheme members and other stakeholders. The
consultation was launched on 23 December 2022 and closed on 10 February 2023.

The Fund would normally consult on its draft Responsible Investment policy alongside
the Investment Strategy Statement. However, at the time, all LGPS funds were
awaiting the outcome of the Government’s consultation proposals requiring all
administering authorities to assess, manage and report on climate related risks in a
recommended manner. As the resulting guidance was deemed likely to impact on the
Fund’s Responsible Investment policy and associated Climate Change strategy, it was
agreed that those documents would be reviewed and subject to consultation once the
guidance became available.

The consultation was advertised on the Fund’s website and also sent as a Fund news
item.

Consultation outcome — the Fund did not receive any responses to the consultation. It
was deemed likely that this was because responders in previous consultations have
focused exclusively on the Fund’s Responsible Investment policy, and the Fund’s
approach to climate change in particular.

For future ISS consultations, the Fund will consider how it can increase engagement
and encourage member and stakeholder responses. This could include the provision
of a questionnaire to provide specific questions requiring agree/disagree responses
rather than a general request for feedback.

Funding Strategy Statement — February 2023

In January 2023, the Pension Fund Committee endorsed the Fund’s revised draft
Funding Strategy Statement (FSS) to be issued for consultation with Fund employers.
The consultation was launched on 25 January 2023 and closed on 27 February 2023.

Emails were sent to all Fund employers to encourage feedback, as well as being
published on the Fund’s website and issued as a news item.

Consultation outcome — only one response to the consultation was received,
commenting on the usefulness of the FSS as reference for employers to understand
specific policies that may apply in different scenarios during the employer journey and
relationship with the Cheshire Pension Fund.
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6.17 Although outside of this reporting period, the Fund has also recently consulted
on its updated Responsible Investment Policy and Climate Change Strategy
(which includes the Fund’s new climate change targets). The consultation ran
for an eight-week period, closing on 15 May 2024. The consultation was in the
form of a questionnaire and included a number of questions that respondents
were asked to respond to on a scale of strongly agree to strongly disagree. The
consultation also included sections for respondents to provide additional
comments for both documents. The consultation was launched via a Fund news
item with a link to the Fund website. In addition, the consultation was highlighted
in the Spring/Summer edition of the Pensioner Newsletter. An email was also
sent to all Fund employers with a link to the consultation on the Fund website.
Following evaluation and consideration of the feedback, any proposed changes
to the documents will be reported to Pension Fund Committee for approval before
publishing a consultation response on the Fund’s website.

Freedom of Information Requests and Enquiries

6.18 The Fund regularly receives information requests under the Freedom of
Information Act (2000) relating to its investments. These are all responded to as
fully as possible within the timeframes set out in the act.

6.19 During 2023, the Fund received 10 investment related Freedom of Information
(FOI) requests. These covered matters including investment performance, ESG
policies and geopolitical issues.

6.20 The Fund also regularly receives communications and enquiries from scheme
members and stakeholders on a range of ESG and stewardship topics, to which
the Fund responds to in a timely manner. These enquiries frequently relate to
climate change and broader responsible investment themes.
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Principle 7

Integration of stewardship and investment, including material ESG issues and
climate change

Responsible Investment Approach

7.1

7.2

The Fund believes that ESG (including climate change) risks should be
considered on an ongoing basis as a priority and ESG considerations are an
integral part of the Fund'’s strategy as a long-term investor. Both the Responsible
Investment Policy (Rl Policy) and the Climate Change Strategy (CCS), help to
align the Fund’s investment beliefs with its fiduciary duty to members and
employers.

The Fund’s Responsible Investment Policy (Rl Policy) sets out the Fund’s
approach to embedding responsible investment and ESG issues in the
investment process and includes a set of core principles guiding our approach,
along with actions the Fund takes to meet those core principles. These are
outlined in the table below.

Core Principle Actions
We will apply long- term - Investment objectives are clearly set out in the
thinking to deliver long- published Investment Strategy Statement.
term sustainable - Set longer-term performance objectives for
returns investment managers.

- 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 - Apply a robust approach to stewardship, linked to the
sustainable returns Fund’s approach that engagement can positively
from well-governed and effectively influence behaviours.

assets - 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.
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7.3

7.4

7.5

Core Principle Actions
We will use an - Consider the potential financial impact of ESG
evidence-based long- related issues (such as climate change or
term investment executive remuneration) on an ongoing basis.
appraisal to inform - Consider the potential financial impact of
decision-making in the investment opportunities that arise from ESG
implementation of RI related factors (e.g. investment in renewable
principles and consider energies or housing infrastructure).
the costs of Rl - Monitor the carbon footprint of all publicly listed
decisions consistent investment assets (and privately listed, as far as is
with our fiduciary duties 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.

The Fund’s investment assets are managed by external investment managers
and LGPSC. The Fund ensures that managers are aligned with its long-term
interests on all issues including ESG considerations. This is done through regular
meetings and dialogue and reviewing the relevant policies relating to ESG and
stewardship. All of the Fund’s investment managers are required to include a
specific briefing on ESG issues and corporate governance, and all votes cast on
the Fund’s behalf, where relevant.

As part of their manager research, the Fund’s investment advisers, also review
and provide ESG ratings for the Fund’s external investment managers across all
asset classes. The ratings range from ESG1 (the highest rating) where they
believe managers to be leaders in integrating ESG and active ownership into
their core processes, to ESG4 (the lowest rating) where they believe little has
been done to integrate ESG and active ownership into core processes. These
ratings assist in focussing discussions with managers as part of their regular
meetings with the Fund.

An example of the ESG integration process of one of the Fund'’s fixed income
managers is outlined below.
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External manager — Fixed Income

The manager subscribes to the definition of ESG integration, endorsed by the UN
PRI, as the explicit and systematic inclusion of ESG issues in investment
analysis and investment decisions. The asset manager’s implementation of these
principles rests on three pillars:

¢ Integration of ESG issues into investment research

¢ Integration of ESG issues into investment decision-making, and

¢ Portfolio construction, overseen through periodic ESG Portfolio Review for

listed (and in scope unlisted) fixed income and equity.

Consideration of material ESG factors is systematically included into investment
analysis and decision making in all asset classes on an iterative and continuous
basis.

Integration into Investment Research

The Stewardship & Sustainability team, and domain subject matter experts,
undertake and produce thematic research providing thought leadership and working
examples that explore and describe ‘lateral’ ESG factors.

The Research teams comprise career analysts with deep knowledge and insight into
their sectors. They have access to internal proprietary ESG thematic research, as
well as relevant data from other sources. They evaluate the impact and materiality of
these ESG themes within the context of the industries and companies that they
cover, with assistance from the Stewardship & Sustainability team.

In collaboration, these teams deliver actionable investment research that includes
ESG issues, insights and recommendations to fund managers for use within the
investment decision-making and portfolio construction process. For single stock and
sectoral research, the research analysts are accountable for determining the
materiality of ESG factors, which are incorporated into such investment decisions.

Integration into Investment Decision Making

Investment decisions are taken following the consideration of a wide range of
investment drivers. Such drivers will include, but are not limited to: mandate
restrictions, market liquidity, valuations and investment research. Where ESG factors
are material within such drivers, they will be incorporated into decision making.

Examples of how such information is included in the investment process includes:
written research that integrates ESG factors; Stewardship & Sustainability team
publications on thematic ESG issues; face-to-face discussions; sector and ranking
reviews; proprietary tools; and the consumption of external sources, including ESG
data. Again, a variety of external data providers are used to help inform decisions,
including those that specifically provide ESG data to support the integration of
stewardship and investment.

Integration of ESG issues into investment decision-making and portfolio construction,
for listed equity and fixed income funds, is overseen through periodic ESG portfolio
reviews.
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7.6

7.7

Integration across asset classes, geographies and funds

ESG integration varies more between sectors than between asset classes, as
underlying ESG issues typically vary depending on a business or asset’s profile.

Across company types and geographies, one significant variance is the level of
disclosure and ease of access to information and data; larger listed companies
generally produce the best levels of disclosure, while companies in developed
markets generally provide better disclosure than those in developing markets.

Within certain fixed income asset classes, such as asset backed securities (ABS)
and leveraged finance, the integration of ESG can involve multiple parties, such as
the originator/sponsor/servicer, along with the underlying company or asset pool. For
some funds, namely those that invest primarily in sovereigns, ESG integration and

engagement is more limited.

The Fund aims to ensure that its investment portfolio will be as resilient as
possible to climate related risks over the short, medium and long term. The
publication of a separate CCS (first published in 2020) reflects the Fund’s view
that there is a significant material risk from climate change to the value of the
Fund’s investment assets and this risk needs to be actively monitored and
managed. The CSS includes the Fund’s overarching commitment to
decarbonise its investment portfolio with the aim of being carbon neutral by 2050
at the latest. In order set a clear pathway towards net zero, the Fund has set
short term interim targets, 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). The CCS also includes a set of beliefs
that build on the investment beliefs set out in the ISS (Principle 1).

To achieve climate change resilience, the Fund will ensure that material short,
medium and long-term climate change considerations play an integral part in the
stewardship of our investment portfolio. This includes climate change integration
in the selection and due diligence, and continuous monitoring of assets.

ESG Integration at LGPS Central

7.8

As a Partner Fund of the LGPS Central pooling company, LGPSC is an important
partner to the Fund for Rl and stewardship through collaboration, stewardship of
assets managed by the pool and stewardship advice.
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7.9

7.10

An assessment of RI&E is a core part of LGPSC’s manager selection process.
Typically, manager selection is undertaken in three stages: standard
questionnaire, request for proposal, and manager meetings, an RI&E
assessment features in all three. In stages one and two, the RI&E Team draft
questions for insertion and then score the managers based on their responses.
In both stages, a 10-15% weighting is attached to the RI&E questions to reflect
the importance that LGPSC places on ESG integration and stewardship. A
representative from the RI&E Team then attends the manager meetings. A key
objective in the assessment of a manager is whether the ultimate decision maker
is engaged in the integration of ESG factors into his or her decision-making
process. Managers will not be appointed unless they can demonstrate sufficient
awareness of and ability to manage the risks posed by ESG factors.

The Fund has not invested in any new LGPSC funds in 2023. The example
below outlines an example of ESG integration in manager selection for the most
recent LGPSC fund, the Global Sustainable Equities fund, which was launched
in May 2022.

LGPSC Example - Tendering for Global Sustainable Equities fund

In close dialogue with our Partner Funds, it was decided that the fund would be
structured as three-sleeves encompassing Broad, Thematic and Targeted sleeves.

LGPSC’s Active Equities Team advertised for potential managers in June 2021. Each
of the 77 applications were read and marked in a fair, transparent and consistent
manner with support from the RI&E Director and the Investment Risk Team. Eight
applications, comprising three for each sleeve, were taken through to the final Due
Diligence Stage. This took place in September 2021 and consisted of 3-hour
meetings for each manager. Meetings included a 1.5-2-hour presentation followed by
breakout sessions in separate virtual meeting rooms which provided the Team with
further insight on focused areas such as RI&E and Risk. The presentations and
interviews were scored by the Team and resulted in three managers being selected
to manage the £1bn fund.

The funds launched in Q2 2022. The RI&E Team in collaboration with the LGPSC
Procurement Manager conducted a robust procurement process to select a research
provider that could assist us with the measurement and analysis of impact for these

funds. MSCI was selected as the provider.
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LGPS Central Responsible Investment Integrated Status

7.11 To ensure RI&E is fully considered in all investments LGPSC have established
an overarching KPI that 100% of product launches must receive Responsible
Investment Integrated Status (RIIS).

7.12 The RIIS is accorded to a product if Rl will be integrated into the day-to-day
management of the product in a manner that meets standards agreed by the
Investment Committee. The process is designed to give internal and external
stakeholders full assurance that Rl is being integrated with the breadth and
quality they require.

7.13 The criteria for products to receive RIIS are formalised via an asset class specific
RIIS Policy, which is reviewed and approved by the Investment Committee. The
policy establishes the due diligence process that must be followed and the RI
standards that must be achieved when a product is launched in that asset class.
Each asset class specific RIIS policy is co-sponsored by the Director of RI&E
and the relevant Investment Director for the asset class. Co-sponsorship of the
RIIS Proposal ensures that RI&E is integrated into LGPSC investment processes
and decision making.

7.14 The RI due diligence for subsequent fund/product launches is reviewed by the
Investment Committee. Provided the Committee is satisfied that the fund
manager meets LGPSC’s RI expectations for that asset classes, the due
diligence will be approved, and the fund launched if all other aspects of due
diligence are also signed off. This approach aims to:

e support investment objectives
e be an exemplar for Rl within the financial services industry, promoting
collaboration and raising standards across the marketplace.

7.15 The LGPSC RIIS criteria to be met by any product or fund are:

e LGPSC RI&E beliefs are appropriate for the asset class or mandate in
question

¢ Relevant RI&E related documentation supports the decision to invest, e.g.,
policies and procedures at external managers or co-investment companies

¢ Fund managers factor RI&E into their selection of portfolio assets

e RI&E reviews are carried out by the fund managers frequently and at the
appropriate levels

e LGPSC delegated Stewardship responsibilities are carried out thoroughly,
e.g., engaging with companies, shareholder voting, manager monitoring,
industry participation

e Fund managers are transparent in their reporting to Partner Funds and the
wider public (where appropriate).
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7.16

717

7.18

7.19

7.20

LGPSC Monitoring ESG Integration and Engagement

Once appointed, external Public Market Fund Managers are required to complete
a quarterly ESG questionnaire. Some disclosure items are “by exception” (for
example alerting us to changes in ESG process, personnel or portfolio positions)
and others are mandatory. LGPSC receives quarterly data from external fund
managers on the number of engagements undertaken and the corresponding
weights in the portfolio.

LGPSC sets expectations regarding the volume and quality of engagement, and
assesses climate risk, including portfolio carbon footprint and GHG data
coverage. To send a unique voting signal to investee companies, LGPSC votes
its shares - whether externally or internally managed - according to one set of
Voting Principles. While the ultimate voting decision rests with LGPSC, there is
a procedure through which intelligence and recommendations from external fund
managers is captured.

The RI&E Team attends quarterly monitoring meetings with external managers.
The purpose of RI&E monitoring is to analyse the level of ESG risk and climate
risk embedded in the portfolio, determine whether the manager is successfully
integrating ESG considerations into investment decision making in a manner
consistent with the process described during initial due diligence. Monitoring is
achieved through a combination of LGPSC’s own internal portfolio analysis,
inspection of the manager’s responses to quarterly data requests, and via
dialogue at the quarterly meetings.

LGPSC has developed a red, amber, yellow, green (RAYG) rating for manager
monitoring, of which RI&E is a core component. These ratings get updated each
quarter based on the discussion at the manager meetings. The RAYG rating is
split into four possible ratings: red (manager fails to convince, warrants formal
review with potential manager exit), amber (manager warrants closer scrutiny
with potential for going on “watch”), yellow (manager is fulfilling role but with
minor areas of concern) and green (manager shows clear strengths tailored to
requirement). They score managers on four components of their RI&E approach:

e philosophy, people, and process

e evidence of integration

e engagement with portfolio companies

e climate risk management.

Reflecting its importance, the RI&E component carries 13% of the weight in the
overall score.
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7.21

7.22

For private equity funds, LGPSC conduct a review every 2-3 years of each fund’s
RI&E processes. They utilise the same five-pillar scoring framework (policy,
people, process, performance, transparency and collaboration) that they assess
during the original due diligence. The review is based upon literature provided by
the fund and upon responses to specific RI&E questions put to the manager.
Following this, LGPSC rescore the manager on each pillar and assess whether
they have improved since the initial due diligence.

LGPSC believe that the extent to which, and the way, ESG is integrated into fixed
income investing varies significantly by the type of issuer (corporate, sovereign,
supranational, municipal, etc) and a one-size fits all approach is unlikely to be
optimal. They reflect this belief in their selection process for fixed income
mandates. For example, when tendering for equity mandates, they usually ask
for one example demonstrating how ESG has been integrated into the
investment decision making process. During the selection of LGPSC’s Multi
Asset Credit Fund, they asked managers to provide three examples each
pertaining to a different type of issuer to ensure that RI&E was being fully
incorporated into all aspects of the portfolio.

Updating on Responsible Investment Activity

7.23

The Fund aims to keep its stakeholders aware of RI activities through:

e Publishing its Responsible Investment Policy and Climate Change Strategy
on the Fund’s website

e Reporting to Investment Sub-Committee on stewardship activities
(including voting decisions) on a quarterly basis as part of the Responsible
Investment update

e Reporting annually using the recommendations of the Taskforce on
Climate-related Financial Disclosures (TCFD)

o Publishing investment related news items and updates on the Fund’s
website and including in member newsletters.
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Principle 8

Monitoring and holding managers and/or service providers to account

8.1

Although all of the Fund’s investment assets are managed by LGPS Central Ltd
and other external fund managers, the Fund recognises that the ultimate
responsibility for RI and the stewardship of Fund assets lies with the Fund itself.
The monitoring of external managers is therefore fundamental in the effective
stewardship of Fund assets, as well as ensuring that the Fund’s requirements
relating to investment performance and responsible investment are met.

Monitoring Investment Performance and Responsible Investment

8.2

8.3

8.4

8.5

The performance of the Fund’s investment managers is reviewed on a quarterly
basis against benchmark and target returns and reported to the Investment
Sub-Committee. Investment managers’ quarterly performance reports are also
required to include a specific briefing on ESG issues and corporate
governance, and 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.

Regular review meetings are held with the Fund’s external investment managers
to discuss investment performance, to review the integration of ESG risks into
portfolio management, and to discuss any broader ESG activities and issues.
Review meetings are held with all managers on at least an annual basis, and
more frequently if any performance issues are identified. The outcomes of these
meetings, and any issues identified, are reported to Investment Sub-Committee.

The Fund’s investment advisers, along with officers of the Fund, monitor the
performance of the Fund’s external investment managers and attend Investment-
Sub Committee and Pension Fund Committee to support officers, respond to
questions from Committee members and present information when required.
The investment adviser also attends the manager review meetings with officers.

As set out under Principle 7, the Fund’s investment advisers also provide ESG
ratings for the Fund’s external investment managers across all asset classes.
The ratings range from ESG1 (the highest rating) where they believe managers
to be leaders in integrating ESG and active ownership into their core processes,
to ESG4 (the lowest rating) where they believe little has been done to integrate
ESG and active ownership into core processes. In July 2023, the status of one
of the Fund’s multi-asset credit managers was upgraded to ESG2, to reflect their
strong advances with integration and stewardship, extended ESG analysis to all
underlying asset classes of multi-asset credit consistent with its obligations under
the Net Zero Asset Managers initiative, and extensive investment in its
Sustainable Investments team.
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Monitoring LGPS Central Performance

8.6

8.7

The Fund includes the performance of all of its pooled investments with LGPSC
in the quarterly performance information reported to Investment Sub-Committee.
This provides the Committee with the opportunity to raise any issues for
escalating to LGPSC.

The Investment Working Group (IWG) and Responsible Investment Working
Group (RIWG) are partner fund led groups that provide the forum for partner
funds to engage with, and hold, LGPSC to account on investment performance
and to discuss responsible investment matters, including engagement and voting
activity.

LGPS Central Monitoring of External Managers

8.8

8.9

For investments made through LGPSC, monitoring of engagement undertaken
by the external managers is conducted by LGPSC.

For active equities, external fund managers are monitored to ensure the
ongoing application and efficacy of their approaches to Rl and stewardship.
Managers report on a quarterly basis to LGPSC in respect of how engagement
activities have been discharged during the period in review. These managers
are all long-term investors with sizeable positions in their highest conviction
portfolio holdings, giving them excellent access to company management which
they use effectively to drive company change.

8.10 LGPSC views engagement with fixed income issuers as essential and value

8.11

accretive, both via information gains and via the potential to influence company
management. LGPSC observes this belief when selecting and onboarding
managers and look for evidence of robust issuer engagement. Any manager
unable to provide this is marked down.

Once appointed, LGPSC monitors engagements undertaken by fixed income
managers during quarterly meetings and seeks to determine whether the
manager is delivering the level of engagement that was discussed during initial
due diligence. LGPSC challenge accordingly if the response is unsatisfactory.
These discussions subsequently feed into LGPSC’s manager scoring system.
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Engagement (Principles 9-11)

Principle 9

Engagement with issuers to maintain or enhance the value of assets

9.1

The Fund actively engages with companies in which it is invested through LGPS
Central Ltd, its investment managers and through membership of the Local
Authority Pension Fund Forum (LAPFF). However, the Fund is ultimately
responsibility for the Rl and stewardship of the Fund’s assets, and therefore sets
clear expectations for its external investment managers to consider ESG factors
when selecting investments and ensuring good stewardship practices are
followed through engagement and voting.

9.2 Examples of external investment manager engagement are provided below.

Listed Equities
Company — Amazon
Engagement Theme — Climate Change

Engagement Objective — a meeting was held with the company's head of ESG
engagement to discuss progress and developments in Amazon's climate strategy.
With one of the largest value chains in the world, Amazon's sustainability initiatives
mitigate risk of supply chain disruptions, support its brand and reputation, contribute
to operational efficiencies and long-term cost savings.

Engagement - Amazon has positioned itself as a climate leader by setting
ambitious decarbonisation targets and establishing The Climate Pledge to
accelerate climate action by the world's top companies. However, recent
developments indicate challenges to delivering on its climate strategy. The
company's decision to step back from its SBTi commitment was discussed. Amazon
referred to methodological differences with the SBTi regarding business complexity
and differentiated pathways, both organisations' approach to offsets and Amazon's
ongoing development as a high growth business. The company are looking at
alternative organisations to validate its emissions targets and we hope a new supply
chain standards report, due in 2024, provides more insight into how the company is
progressing climate action and sustainability across its value chain. Finally, the
manager repeated their encouragement for Amazon to broaden the scope of its
targets to include upstream emissions from first-party and third-party sellers on its
platform. Given the company's systemic importance, the manager believes this
would be an important catalyst for decarbonisation across the value chain.

Outcome — The manager remains supportive of Amazon's long-term aspiration to
be net zero by 2040 and understand the pathway to this goal will be challenging.
They asked for greater transparency in how Amazon plans to achieve its objectives
and outlined their belief that external validation of its targets is important to ensure
accountability beyond its immediate emissions boundary. The company's progress
will continue to be monitored and further and engagement undertaken when
necessary.
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Fixed Income
Company: Whitbread
Engagement theme: Gender Diversity

Engagement objective: Raise concerns regarding the lack of gender diversity and
increase the number of female Board members.

Action taken: The manager engaged with Whitbread, within the hotels industry,

on human capital management following the retirement of their female CEO, on the
basis that gender diversity has now dropped to 27%. The manager met with the
Head of Investor Relations, and stressed the importance of good board gender
diversity and how this is interpreted through our new voting policy, where we typically
look for progress towards 40% female participation at the AGM.

Outcome: The company disclosed that 2 female board members had left in quick
succession, however the Chair and wider Board takes diversity extremely seriously
and highlighted how the group had previously exceeded its target for female
leadership participation, with 42% of the top 100 managers now female (versus a
target of 40%). The company also recognised that there are currently, at the time of
engagement, no female colleagues in any of the senior positions on the Board, but
this is likely to be addressed at the next appointment. The manager will follow up
in due course.

LGPS Central Engagement

9.3

9.4

9.5

In collaboration with the Fund and the other seven Partner Funds in the pool,
LGPSC have identified four core engagement themes which are set for a three-
year period. These four themes, set out below, have continued to be the focus
for the year (2023).

Climate Change

Plastic Pollution

Responsible Tax Behaviour

Human Rights

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

Alongside LGPSC'’s direct engagement, they also have several partners who
engage which companies on their behalf, including EOS at Federated Hermes
(a specialist engagement provider appointed by LGPSC) and LAPFF. Through
these partnerships, LGPSC was able to engage with 460 companies on material
ESG related issues in 2023 on behalf of the Fund.
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9.6 Examples of LGPS Central Engagement are set out below.

Company:
Adidas AG

Engagement theme:
Net Zero Strategy

Engagement objective:
Request for clarification of net zero targets by 2050.

Action taken:
Engagement with the company to gather information on their Net Zero Strategy.

Outcome:

Adidas has officially confirmed that its 2030 and 2050 environmental goals, including
a 30% reduction in emissions from 2017 and achieving climate neutrality by 2050,
are applicable to both Scope 3 downstream (logistics, product use, end-of-life) and
Scope 3 upstream (supply chain to own operations).

The 2030 target has been successfully verified by the Science-Based Targets
initiative (SBTi), and the company aims to achieve the same verification for the 2050
goal next year. Adidas committed to climate neutrality by 2050 as part of the UN
Fashion Charter, aligning with the SBTi Net-Zero standard.

Company:
Li Ning

Engagement theme:
Human and labour rights

Engagement objective:

Li Ning is a leading Chinese sportswear brand with products covering
running/training shoes, basketball shoes and sports fashion apparel. Li Ning has
established a Code of Conduct for the Group’s suppliers and prohibits and opposes
any form of forced labour. For the sufficient assessment of this Code, Baillie Gifford
stated further transparency on the company’s due diligence and social audit
processes is required to validate the effectiveness of the Code. In 2022 the company
was included on a third party watchlist for not upholding the principles of the United
Nations Global Compact.

Action taken:
Sought further transparency on supply chain due diligence and to learn more about
Li Ning’s approach to social and environmental issues.

Li Ning has confirmed that it does not use three suppliers mentioned in international
reports regarding the risks of forced labour. It also provided more details on its
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supply chain due diligence. Li Ning reaffirmed its commitment to zero forced labour
and supplier sourcing practices.

Outcome:

Baillie Gifford have encouraged further transparency in this area to ensure more
accurate evaluation of the company’s practices and will continue to follow up with the
company to learn more about its plans.

Baillie Gifford will continue to monitor the company’s adherence to these
commitments and encourage further disclosure and supply chain transparency.

Company: Eskom Holdings SOC Ltd

Engagement theme: Controversy linked to UNGC Principle 7: Approach to
environmental challenges.

Engagement objective: Concerns were raised around the fact that the company
has been found to be non-compliant with the UN Global Compact's Principle 7. The
concern relates to poor air quality due to particulate emissions and the associated
health risks, which have been reported extensively in the media and through the
company's own research. The company applied for the fourth time to delay its
compliance with the Minimum Emission Standards (MES) for 11 of its coal power
stations in South Africa. This has led to severe widespread health and safety
implications. In the last two years, particulate matter emissions from its facilities have
affected 8.7 million people.

Action taken: EOS asked the company when it plans to meet the MES or whether it
plans to shut down the non-compliant plants. EOS urged the company to be
transparent about the timeline, and the plan for meeting the MES and complying with
all air quality regulations. EOS encouraged the company to assess the risks
associated with the inevitable regulatory, market and physical changes that will result
from climate change, in line with the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations. Transitioning to non-coal energy sources
would help to address both the issues of poor air quality and climate change. Finally,
EOS shared the 2020 Corporate Governance Principles for South Africa with the
company.

Outcome: The company responded to EOS and aligned its reporting to the TCFD
recommendations. This will be published in its integrated report in the coming
months. The company will also be submitting to the CDP for increased transparency.
We are pleased to hear that the company aims to respond separately to queries and
concerns about air quality. EOS intend to follow up on the company’s progress on the
plan.

9.7 Details about how the Fund monitors the responsible investment activities of its
external investment managers is set out under Principle 8. As noted, the Fund
receives quarterly stewardship reports from investment managers, including
engagement and voting activity. 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.
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Principle 10
Participation in collaborative engagement to influence issuers

10.1 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, and that working collectively with other partners increases the
individual power and influence of investors to deliver change.

10.2 As part of the LGPS Central investment pool the Fund works collaboratively with
the other Partner Funds and LGPSC on engagement. This increases the
influence the Fund can have as an investor and the resources available to
undertake engagement activity on its behalf. LGPSC has a dedicated RI&E team
and has appointed EOS as its specialist engagement provider.

LGPS Central Collaborative Engagement

10.3 LGPSC actively supports and engages with a number of responsible investment
initiatives and has continued to have active involvement in investor collaborations
across numerous ESG issues and covering the four core engagement themes
set out in Principle 9. LGPSC also supported stewardship theme related industry
standards and benchmarks, which clarify investor expectations of companies
and provide a mechanism for measurement of progress.

10.4 Examples of LGPSC collaborative engagements are set out below.

Company: Société Générale
Engagement theme: Climate Change
Engagement objective: Cease direct financing for new oil and gas fields.

Action taken: In February 2023, LGPSC co-signed a letter to Société Générale’s
Chief Executive Officer and Chairman of the Board of Directors, requesting that the
company commit to stopping direct financing for new oil & gas fields. LGPSC
attended an engagement call with the firm’s Chief Sustainability Officer in September
2023.

Outcome: The company committed to cease financing upstream oil and gas pure
players and new greenfield projects from 1st January 2024. The firm also unveiled its
refreshed Oil and Gas policy with several new net zero targets. There is potential to
re-engage with the company in H1 2024 to discuss extending the commitment to
cease financing new oil and gas fields. There is also an opportunity to include state-
owned companies in this commitment and to discuss the firm’s approach to the Just
Transition.
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Company: Various
Engagement theme: Marine Pollution

Engagement objective: Encourage technological solutions to prevent synthetic
microfibers from entering the marine environment.

Action taken: Australian Asset Management firm First Sentier, led the engagement
initiative, working alongside the Marine Conservation Society and 30 institutional
investors, to address the microfiber pollution problem. The engagement targeted 13
washing machine manufacturers and policy makers to encourage technological
solutions to prevent synthetic microfibers from entering the marine environment.

Outcome: As a result of investor influence Grundig and Electrolux have developed
microfibre filters for its machines and Samsung have announced plans to develop
machines with filters in partnership with Patagonia. In addition, a law will come into
force in France banning the sale of machines without a filter from January 2025.

Company: Barrick Gold
Engagement theme: Responsible Tax Behaviour
Engagement objective: Improvements in transparent tax reporting.

Action taken: Ongoing engagement regarding Barrick Gold’s approach to
transparent tax reporting. The company published their inaugural tax report in April
2022. The report was a positive step in the right direction towards tax transparency.
However, areas of improvement were identified to further improve transparency.
LGPSC liaised with peer investors to provide feedback on the report and set
expectations on Barrick Gold’s 2023 tax transparency report. The report prompted
another round of investor feedback and collaboration.

Outcome: Members of the International Council on Mining and Metals, including
Barrick Gold, will be required to undertake country-by-country reporting by 2025. This
will likely be a focus area for future engagements.

LAPFF Engagement

10.5

10.6

The Fund believes that the greatest impact on behaviour can be achieved when
working together with others. It is a member of the LAPFF which exists to
promote the investment interests of local authority pension funds and to
maximise their influence as shareholders in promoting corporate social
responsibility and high standards of corporate governance amongst the
companies in which they invest. The Fund actively supports the work of LAPFF
and sees this as an important element of its stewardship responsibilities.

In 2023, LAPFF engaged with 565 companies covering a wide range of

engagement themes including; climate change, environmental risk, human rights
and governance.
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10.7 Examples of LAPFF engagement are set out below.

Company: Various
Engagement theme: Diversity — 30% Club Investor Group

Engagement objective: The 30% Club Investor Group runs multiple initiatives.
Initially, the focus was on enhancing gender diversity within UK boards, advocating
for a minimum representation of 30 percent of women on FTSE 350 boards and in
senior roles within FTSE100 firms. More recently, the group has expanded its
objectives to encompass promoting a range of diversity considerations through every
level of a business.

Action taken: Alongside other investors, LAPFF joined a series of engagements
with various companies: Sanwa Holdings, Bridgestone Corp, Kamigumi Co, and
Marubeni Corporation. Japanese companies tend to lag behind EU, UK and some
US companies when looking at the promotion of diversity and inclusion. None of the
companies LAPFF engaged were members of the Japanese Charter of the 30%
Club. Nonetheless, all companies provided positive dialogue on diversity and
inclusion more widely than just the boardroom. LAPFF is also leading on
engagements with KKR & Co Inc, and Shinhan Financial Group as the 30% Club
Investor Group’s Global Workstream continues to seek increased diversity levels at
board and senior level outside of the UK and EU. LAPFF wrote to these companies
in September 2023.

In progress: LAPFF hopes to secure meetings with both KKR and Shinhan
Financial in the fourth quarter of 2023. The 30% Club Investor Group offers valuable
opportunities to engage alongside other investors as part of a core group.

Company: Various
Engagement theme: Water Stewardship

Engagement objective: LAPFF is co-chair of the Valuing Water Finance Initiative
(VWEFI), a global investor-led effort, facilitated by the NGO, Ceres. The aim of the
initiative is to engage companies with a significant water footprint to value and act on
water as a financial risk and drive the necessary large-scale change to better protect
water systems.

Action taken: During the year under review, LAPFF met with Burberry Plc to discuss
the company’s approach to water stewardship. A headline aim of the VWFI is to work
with companies so as not to negatively impact water availability or water quality in
areas across their value chain. Water scarcity poses a material risk throughout
Burberry’s cotton and leather supply chains whilst disposal of wastewater at
manufacturing sites and dye houses risks polluting local watersheds. The company
outlined its process for assessing risk at a commodity, regional and individual facility
level. Burberry has made good progress in identifying water risk in recent years.
LAPFF also met with beverage manufacturer Constellation Brands during 2023 to
discuss the company’s approach to water stewardship. The engagement built on an
initial call held during 2022 in which the company had committed to undertaking a
water risk assessment covering its supply chain. LAPFF encouraged the company to
set targets to prevent it negatively impacting water availability in water scarce areas.
LAPFF met with McDonalds as part of a coalition of investors to discuss the
company’s approach to managing environmental risk across its agricultural supply
chain. McDonalds has previously undertaken a water risk assessment, but to date
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has not disclosed the results of this assessment. During the call LAPFF requested
the company disclose the findings to facilitate a better understanding of the material
risks facing the company.

Outcome: The VWFI has released an assessment and benchmark of Burberry,
Constellation Brands and McDonalds. LAPFF will review the benchmark to identify
potential shortcomings with regards managing water risk across the three focus
companies. The VWFI benchmark will provide a means through which performance
on this issue can be tracked over time.
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Principle 11
Escalation of stewardship activities to influence issuers

11.1 As outlined under Principle 9, the Fund actively engages with companies in which
it is invested through LGPS Central Ltd, its investment managers and through
membership of the Local Authority Pension Fund Forum (LAPFF).

11.2 The Fund expects its investment managers and LGPSC to take appropriate
action, acting on behalf of the Fund, when engaging in stewardship activities.
This includes escalation of stewardship activities when required.

11.3 Individual managers have their own policies for escalation of stewardship
activities including; enhanced engagement with companies, voting against
company resolutions, escalation of engagement to Chair or Senior Independent
Director, collaboration with other investors or relevant industry initiatives and
ultimately divestment.

11.4 LGPSC will also use escalation to enhance the chances of achieving long-term
engagement outcomes. Examples of how LGPSC might escalate include, but are

not limited to:
e Additional meetings with the management or the directors of an investee
company

e Escalating the dialogue from the executive to the board of directors or from
one board member to the Chair and/or a more amenable board member

e Collaboration with fellow investors and/or with partnership organisations

e Public statement

e Voting against management (e.g. against the annual report, the
appointment of directors or auditors)

¢ Filing and/or co-filing shareholder resolutions

e Attendance and raising questions at the company AGM

11.5 LGPSC also expects its external managers to escalate any engagement where
there is lack of progress relative to engagement objectives, on any material ESG
topic.

11.6 Through its involvement in collaborative engagement projects, like CA100+,
LGPSC is continuously assessing the need for escalation depending on
individual companies’ response to expectations from investors. Going into 2023,
CA100+ had released three iterations of its Benchmark Framework, which allows
for an evaluation of company progress against Paris alignment on key
parameters including short-, medium-, and long-term targets; decarbonisation
strategy; capex plans, and climate governance.
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Escalation Examples

Company: Cloudflare
Engagement Theme: Executive remuneration

Issue: The investment manager engaged with the company to communicate
concerns regarding the compensation committee's decision to reprice options and
amend performance targets for outstanding awards, and to explain their decision to
oppose the executive pay resolution.

Action: The investment manager opposed the executive compensation as they did
not find that option repricing and lowering of targets undertaken this year is aligned
with the long-term interests of shareholders.

Outcome: The investment manager opposed the executive compensation resolution
and followed up with a letter to the board reiterating expectations for executive
remuneration and their commitment to be constructive shareholders.

Company: Lonza Group
Engagement Theme: Corporate Reporting

Issue: Audit quality and integrity is at risk when the same assurance provider is
maintained for long periods. In line with international good practice, we wish to see
mandatory rotation of the audit firm after 20 years’ tenure, with an open and
competitive re-tender process at the interim point of 10 years. Supporting this is EU
regulation which requires an absolute maximum auditor tenure of 20 years (although
this does not strictly apply to Lonza, domiciled in Switzerland).

Action: Ahead of the 2021 AGM, EOS contacted Lonza to raise concerns regarding
the fact that it had the same auditor since at least 1999 when it was independently
listed. Accordingly, they recommended a vote against the re-election of its auditor at
the 2021 AGM. EOS contacted the company again ahead of the 2022 AGM to
reiterate their concerns. However, the company did not provide any reassurance that
this would be addressed so engagement was escalated by recommending both a
vote against the re-election of the audit firm and the audit committee members too.

Outcome: For its 2023 AGM, Lonza was seeking shareholder approval for the
election of a new audit firm, and EOS contacted the company to share their
appreciation for this.

Company: Rio Tinto

Engagement Theme: Board Effectiveness - Board oversight of social performance
and cultural heritage management

Issue: In May 2020, Rio Tinto carried out blasting operations which, although were in
line with their mine development plan and included relevant legal approvals,
destroyed Juukan Gorge in Western Australia. The site was of high cultural
significance with evidence of continuous human occupation for over 46,000 years.
The incident caused international outcry and prompted the mining industry in
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Australia and beyond to focus on the practices and legislative frameworks that
allowed such destruction to occur.

Action: Engagement focused on the role of the board in overseeing social
performance and cultural heritage management. EOS heard that the sustainability
committee had been overly focused on safety and climate to the detriment of other
areas, had not engaged sufficiently with stakeholder groups and did not get adequate
reporting from the business.

EOS engagement with the company included a face-to-face meeting with the board
chair in 2020 where he acknowledged the board-level shortcoming and provided an
update on the company’s actions since the incident and subsequent board report. In
further meetings in 2021 and 2022, EOS pressed for greater disclosure, ensuring
that reporting accurately reflected the views of traditional owner groups through
aggregated feedback.

The 2022 EOS engagement built on this, requesting that disclosures included robust
data on the status of relations with traditional owners. They also pressed for greater
disclosure on how the governance structure oversees the risks and the resulting
changes made by company.

Outcome: Over the period 2021-23, EOS noted improvements in the strengthened
role of the sustainability committee of the board. This included implementing a
board review of cultural heritage management, reviewing the community and social
performance (CSP) governance and assurance model, refreshing the CSP
standard, monitoring the implementation of heritage management, including CEO
and board escalation routes, and development of 2022-26 CSP targets. They also
noted that oversight by the company's internal and external auditors had improved,
as well as the introduction of an Indigenous Advisory Group that will advise
management and the board. The board has undertaken community-related crisis
planning.

Given the ongoing importance of these issues to the company, EOS will continue to
engage as part of broader engagement on human rights, including as part of the
PRI Advance collaborative engagement initiative.

LAPFF Escalation

11.7 Each year LAPFF engages with many companies, often directly with Chief
Executives and company chairs. When engagement activity is not deemed to be
effective, LAPFF will escalate its engagement. This escalation may include voting
recommendations to LAPFF members in respect of a company’s AGM to directly
promote change or filing shareholder resolutions with companies to progress
action on a given topic. LAPFF’s guidelines on escalation are available on its
website.
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Exercising rights and responsibilities
Principle 12
Actively exercising rights and responsibilities

12.1 The Fund considers voting to be a key part of the stewardship process and
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.

12.2 For Fund assets managed by 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.

12.3 In order to ensure that the governance practices employed by the Fund’s
investment managers are aligned to that of the Fund, 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 as part
of their Responsible Investment update. Any exceptions or examples of non-
compliance are addressed directly with the Fund’s managers.

12.4 For Fund assets managed by LGPSC, voting information is reported as part of
the quarterly performance reports and also included in the quarterly Responsible
Investment update reported to Investment Sub-Committee. LGPSC also include
voting activity in their quarterly and annual Stewardship Reports and provide
updates to the Partner Fund Rl Working Group meetings.

12.5 The Fund includes a summary of all voting activity carried out on its behalf as
part of its Annual Report.

LGPS Central Voting Approach and Exercising of Rights

12.6 LGPSC views voting as a core component of stewardship activity and takes a
long-term perspective whereby all voting activities undertaken aim to:
e Support the long-term economic interests of stakeholders
e Ensure boards of directors are accountable to shareholders
e Encourage sustainable market behaviour across companies and sectors

12.7 LGPSC take a principles-based approach to voting and are guided by LGPSC'’s
established Voting Principles. At high level, it expects companies to:
¢ Adhere to essential standards of good governance for board composition
and oversight
e Be transparent in their communication with shareholders
e Remunerate executives fairly
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e Protect shareholder rights and align interests with shareholders
¢ Promote sustainable business practices and consider the interests of other
stakeholders

12.8 EOS provide LGPSC with voting recommendations based on their Voting

Principles which are input into the voting platform prior to the vote deadline. The
voting recommendations are then cast as voting instructions if there is no further
intervention, except in the case of share-blocking votes.

12.9 LGPSC also establish a “Voting Watch List” annually that consists of

approximately 50 companies which carry material ESG risks, cover larger
holdings and/or are captured by collaborative engagement initiatives in and
outside of the Stewardship Themes, such as the CA100+. Votes at these
companies are given particular scrutiny ahead of the AGM.

12.10 Ahead of each voting season, the Voting Watch List is shared with EOS who

provide a more detailed analysis to substantiate their voting recommendations
for companies on this list ahead of relevant AGMs. Ad-hoc interactions/meetings
are sought with EOS regarding core engagements, where either they or LGPSC
would like further input from the other ahead of a vote.

Voting Activity and Outcomes

12.11 In 2023, the Fund voted on a total of 408 resolutions through its externally

appointed investment managers, voting with management on 352 resolutions,
against management on 37 and abstaining on 19. An example of a voting
decision, setting out the voting rationale and outcome is provided below.

Company: Kering SA

Issue: The investment manager engaged with the company to discuss proposals on
the agenda for its 2023 Annual General Meeting. Their primary goals were to test for
levels of stretch in remuneration, register their disappointment in the consistently
poor board attendance of a particular Board member, and understand the key
learnings from the inquiry into the Balenciaga scandal - an incident that had
implications for brand equity.

Voting rationale: The manager voted against the remuneration report, believing the
Balenciaga scandal to be of direct relevance to ESG metrics contained in the
executive annual bonus and, therefore, should have been reflected in the
performance outcome. These metrics included "entrench Kering's culture and
values" and "strengthen the culture of ethics within the group”. The fact that the
related components of the plan paid out at 100 per cent was an indication of a weak
remuneration structure and deficient application of the policy.

Outcome: The manager opposed three resolutions on executive remuneration
reports due to concerns with the stretch of ESG performance targets, and lack of
downward discretion to reflect the Balenciaga scandal.
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12.12 For Fund assets managed by LGPSC, 15,910 resolutions were voted in total in
2023, voting with management on 13,375 resolutions, with management by
exception on 100 resolutions, against management on 2,383 resolutions and
abstaining on 52 resolutions.

12.13 The chart below shows the proportion of resolution type with recommended
votes against management, and examples of voting decisions, including
rationale and outcome, follow.

Global Breakdown

Hm Board structure 47.2%
m Remuneration 24.5%
m Shareholder resolution 16.6%
m Capital structure + dividends 4.3%
B Amend Articles 1.6%
® Audit + Accounts 3.7%
m Governance 0.0%
Investment/M&A 0.0%
Poison Pill/Anti-Takeover Device 0.1%
Other 2.0%
Total: 100.0%

Company: NIKE
Theme: Human Rights

Voting rationale: A shareholder proposal was put forward requesting NIKE to report
on its gender and racial pay gaps, including various associated risks. NIKE does not
publish for its U.S. or global workforce the same gender pay gap statistic as it
publishes in the UK. The company is facing a lawsuit filed in 2018, by two former
employees alleging the company promoted a culture of sexism and fear of retaliation
as well as unequal pay for women. The median pay gap statistic provides benefits
such as transparency and comparability across time and organisations, as well as
measuring the representation of women and racial and ethnic minorities in senior
positions. As the company discloses its pay gap data for its UK workforce, investors
would benefit from a report concerning the unadjusted median pay gap data for its
U.S. or its global workforce. This report would allow them to better gauge how well
the company is advancing opportunities for women globally and for racial and ethnic
minorities in the U.S. It also assists in mitigating risks related to the increasing public
scrutiny on gender and racial/ethnic pay equity issues. This is particularly relevant for
NIKE as the company is currently facing a lawsuit alleging sexism and unequal pay
for women. LGPSC supported this shareholder resolution because they would
benefit from global median pay gap statistics that would allow us to compare and
measure the progress of the company’s diversity and inclusion initiatives.

Result: The proposal received 29.6% support which sends a strong signal to NIKE’s
Board on investor concern over the firm’s approach to Diversity, Equality, and
Inclusion.
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Company: Glencore
Theme: Climate Change

Voting rationale: LGPSC expect companies’ carbon reduction targets to be
underpinned by a robust Climate Transition Plan, believing that companies with a
strong implementation plan to achieve its carbon reduction goals demonstrates to
investors that they are better placed to manage the risks and opportunities
associated with climate change.

LGPSC voted in favour of a shareholder resolution requesting that Glencore’s
Climate Transition Plan, that is to be presented at the 2024 Annual General Meeting,
includes disclosures of how the Company’s projected thermal coal production, and
the associated capital expenditure, aligns with the Paris Agreement, and the extent
to which there are any inconsistencies between the Company’s projected thermal
coal production and the IEA Net Zero Scenario timelines for the phase out of
unabated thermal coal for electricity generation, in both advanced and developing
economies. Glencore’s investment in the transition has not grown in 2022, despite
record EBITDA on the back of coal which we find concerning. Therefore, the
provision of the requested information would make the Company’s plan more
transparent, and better equips shareholders to evaluate the effectiveness of
Glencore’s management of climate risks.

Result: The proposal received 29.2% support from shareholders. Although the
proposal did not pass, (over 50% support required), it can be regarded as a
significant vote and sends a strong signal to the Company about shareholder
expectations in relation to its Climate Transition Plan. Glencore have stated that they
will publish an update on this engagement in accordance with the UK Corporate
Governance Code within six months of the 2023 AGM.

Fixed Income and Private Markets - Exercise of Right and Responsibilities

12.14 We expect all of our Fixed Income and Private Market managers to fully
exercise their rights and responsibilities. Examples of how this is approached
are provided below.

Fixed Income
Company: Jet 2
Theme: Gender Diversity

Issue: Improvement of diversity and inclusion practises throughout the organisation
by increasing board gender diversity and setting diversity targets throughout the
workforce - following on from letter sent by the manager at the start of 2022, outlining
their voting policy.

At the time of the engagement, all six members of the Jet2 plc board were male. The
Airline are currently in the final stage of the selection process for an additional board
member and is expected to announce the new appointment in the coming weeks.
The company highlighted that they are focused on finding the right individual for the
role based on skillset and cultural fit rather than meeting diversity targets. The
company confirmed that skillsets of interest at present include sustainability and
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people management and are looking to add to other sectors, such Retail, to broaden
the pool of applicants.

Jet2 do not set diversity targets. The company philosophy is people, service, profits,
and as such, they believe that improved diversity in senior leadership can be attained
by effective succession planning, employee retention and talent management
initiatives as opposed to targets. Furthermore, the Airline continues to push for
women to apply for pilot jobs due to their only being 5.8% of Jet2 pilots being female.
The company has also announced the release of their pilot and engineering
apprenticeships, working closely with the local schools and universities.

Outcome: While Jet2 does not currently meet the manager’s minimum expectations
on board diversity they felt there was sufficient evidence to suggest that the company
is taking positive steps with regards to workplace diversity and will therefore continue
to monitor upcoming announcements for news of the appointment additional board
members.

Infrastructure Investment Fund
Sector: Utilities
Objective: To set emissions reduction goals supported by an action plan

Issue / Reason for Engagement: El Paso Electric (EPE) face transition risks in the
form of climate-related regulatory and policy changes, technological evolution, and
customer demands

Scope and Process / Action Taken: Through IIF’s ownership (100%), asset
management and governance structure, the team worked together with management
to set specific carbon reduction goals with action plans in place.
As a result, goals have been set and published:

e 80% carbon-free energy by 2035

e 100% pursuit of decarbonization of generation portfolio by 2045

EPE is working directly with its regulators on approval for energy transition and
climate adaption projects. In 2023, EPE received regulatory approval to expand its
Texas Community Solar Program with an additional 10 MW solar facility. This new
solar facility will add to EPE’s existing, fully subscribed, Texas Community Solar
Program and offer a discounted rate for income-qualified customers. The expansion
will bring the program’s total capacity to 15 MW of community solar energy. This
project will be the second expansion of its community solar program since its initial
launch, giving even more customers the option of receiving their energy from a local,
renewable energy resource without having to install their own distributed generation
system.

Outcomes and Next Steps:

EPE plans to meet the 2035 goal through 1) the continued deployment of renewable
energy resources, 2) storage solutions, 3) the use of new fuels and technologies and
4) increased efficiency. 5) EPE plans to continuously evaluate alternative energy
technologies, fuels, and efficiency strategies as those solutions develop over the next
decade

EPE recognizes that climate risks are best addressed through long term resource
and portfolio transitions but also identifies and implements nearer term projects and
strategies to help mitigate these impacts, including: dedicated renewable energy,
battery storage and microgrid resources to government and large commercial
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customers; voluntary renewable energy subscriptions for residential and small
commercial customers; transportation electrification plans; and demand response
programs. EPE also has a similar community solar program in New Mexico that has
been submitted for regulatory approval.

Private Credit Fund
Sector: Utilities, Abrdn

Objective: To understand the company's environmental performance and efforts to
drive forward the industry as a whole.

Issue / Reason for Engagement: The manager wanted to understand the
environmental performance of the company in light of recent changes to UK water
regulation.

Scope and Process / Action Taken: Abrdn first held an ESG-centric priority
engagement with the company in December 2022 as part of a sector thematic
engagement program on the UK water utilities industry. As part of this thematic
project, abrdn established a holistic view of the UK water sector and its constituents -
identifying the sector's leaders and laggards whilst understanding what best practice
looks like. This company was identified as one of the industry's leaders, further
evidenced by being the only UK water company to ever receive 4/4 stars for 4 years
in a row in the Environment Agencies Environmental Performance Assessment.

Both the meetings in 2022 and 2023 were held via video call with the Group
Treasurer and Chair being present at these respectively. The engagements were
both led by abrdn's on-desk Fixed Income ESG team.

Following the sector engagement thematic in 2022 / early 2023, abrdn were asked to
take part in a collaborative investor group engagement with the UK water sector, it's
regulators and industry bodies. This was primarily driven by the increased headline
risks observed by the industry. abrdn took a leading role in this collaborative
engagement particularly from a debt-holder perspective as the sole fixed income
representatives in the group.

Outcomes and Next Steps:

The engagement reaffirmed abrdn's position that the company stands out as a leader
in an increasingly struggling sector. Management’s approach to the environment,
biodiversity and emissions all reinforced this. The company outlined how they plan to
ensure they maintain this role going forward.

Regarding the setting of milestones, investor's options are limited given the heavily
regulated nature of water companies within the UK. Where companies spend opex
and capex is largely determined by the industry's regulator, Ofwat, leaving minimal
scope for any additional discretionary spending milestones to be set by investors.
There are however a few areas which are given less regulatory attention and this
includes on-site renewable energy generation. When doing a comparison across the
industry, the company's 100% renewable sources by 2030 is market leading and
they are progressing well against this. Whilst abrdn did not set a milestone for the
company against this, they did use this as a standard to set milestones against for
the rest of the industry.
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Abrdn intend to continually engage with the company. Given their market leading
position, the company's approach to topics such as biodiversity and nature-based
solutions will be in focus for future engagements.

Private Equity Fund
Sector: Pharmaceutical company , Keensight Capital

Objective: To define and implement a robust corporate sustainability policy that
aligns with industry best practices

Issue / Reason for Engagement: A robust sustainability policy that aligns with best
practice will help ensure that the company manages its ESG risks and opportunities
effectively

Scope and Process / Action Taken: Frequent and constructive meetings and
written communications to guide the company in refining their sustainability policy.
Keensight actively engaged with the C-suite (Compliance Director, HR Director),
ensuring a comprehensive understanding of the strategic imperatives.

Keensight's dedicated ESG team led this engagement, leveraging expertise to
provide examples of best practices, offer structural guidance, and conduct thorough
policy reviews.

Outcomes and Next Steps:

The engagement has successfully met the stated objective with the establishment,
approval, and communication of the corporate sustainability policy.

The established corporate sustainability policy has delivered a transformative
outcome, significantly enhancing the structure of the company's priorities and
commitments. By codifying sustainable practices and principles, the policy provides a
clear roadmap for the organisation, outlining key priorities and commitments that
align with ESG imperatives. This structured approach serves as a guiding framework,
influencing decision-making processes and daily operations.
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