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ABOUT A4S

* Founded: By HRH The Prince of Wales in Working with Pensions
2004
* Asset Owners Network

* Purpose: Transform finance to deliver a

sustainable future e ESG Toolkit for Pension Chairs
and Trustees

* What we do: Inspire; transform; scale up
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* Who we work with: Engage at the most ——
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https://www.accountingforsustainability.org/en/about-us/our-networks/asset-owners-network.html
https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit.html

COP26 — SUCCESS AND SHORTCOMINGS

* Momentum

* Climate-aligned finance commitments

* |FRS’s International Sustainability Standards Board
* Bi-lateral agreements

* Formal negotiations and the Glasgow Climate Pact



THE ROAD FROM COP26 — WHAT WE CAN EXPECT

* Details and action — the year of headline commitments-only is over
* Proactive approaches

® Just Transition

* More focus on ‘adaptation’

* The regulatory landscape

® Continued rise in people-led movements

* Aregenerative economy
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TOP TIPS FOR PENSION SCHEMES - GETTING STARTED

® Understand where you are at and get key decision makers on the same page > A4S’s ESG
Maturity Map

® Leverage your peer networks and join existing collaborations, such as:

* A4S’s Asset Owners Network (Pension scheme chairs)
* Occupational Pensions Stewardship Council

* UN-convened Net Zero Asset Owners Alliance

* Principles for Responsible Investment

* Transitions Pathway Initiative

® Use established processes, eg:

 TCFD framework and scenario modelling — help understand your exposure to climate risk and identify
your net zero targets and metrics
* [IGCC’s Net Zero Investment Framework — test out different asset class approaches

* Established internal processes eg investment beliefs / mandates — embed identified objectives and
milestones



https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit/pensions-maturity-map.html
https://www.accountingforsustainability.org/en/about-us/our-networks/asset-owners-network.html
https://www.gov.uk/government/groups/occupational-pensions-stewardship-council
https://www.unepfi.org/net-zero-alliance/
https://www.unpri.org/
https://www.transitionpathwayinitiative.org/
https://www.iigcc.org/resource/net-zero-investment-framework-implementation-guide/

LEVERAGE YOUR POSITION TO EMBED ESG FACTORS INTO THE INVESTMENT
PROCESS (ABOVE AND BEYOND REGULATORY REQUIREMENTS)*

® Set criteria to the manager procurement process, eg this could include:

 Demonstrating their own TCFD implementation
* Having a net zero transition plan
* Being a signatory of UK Stewardship Code / net zero alliance etc

® |Investment mandates — long-termism and long-term metrics

® Embrace the power of stewardship. Find out more:

* Occupational Pensions Stewardship Council
* Findings from the Taskforce on Pension Scheme Voting Implementation
* A4S case studies on stewardship —eg Alecta, Church of England Pensions Board

® Get active! (Shareholder resolution; respond to consultations; participate in collective
initiatives)

r *For further ‘Top Tips’ go to A4S website

ALS


https://www.accountingforsustainability.org/en/knowledge-hub/case-studies/alecta-pension-stewardship.html
https://www.accountingforsustainability.org/en/knowledge-hub/case-studies/church-of-england-pension-board-approach-to-stewardship.html
https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit.html
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WHAT AND WHY

® Atoolkit of resources that bring to life what good looks like.
® Aims to inspire action on next steps to mature the scheme’s ESG integration approach.
®* A'live’ document with new resources continually being added.

® Supports trustees in discussions with fellow trustees, consultants and fund managers about practical
actions they should take.

® Transferable to different jurisdictions and sizes (where appropriate).

® Also useful for service providers, actuaries and pension managers.

A48 Access the toolkit here


http://www.accountingforsustainability.org/pensions-toolkit

KEY COMPONENTS

1. An ESG maturity map with suggested
steps that schemes can take to progress
on their ESG integration journey.

2. Practical examples of pension schemes to
bring ‘what good looks like’ to life.

3. Guidance material to highlight the
practical steps eg embedding ESG factors
into different asset class portfolios.

%S Access the toolkit here
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SG MATURITY MAP: EXAMPLE
EHAVIOURS FOR PENSION TRUSTEES

ENGAGING ASSET MANAGERS TO
SUPPORT NET ZERO

BTPS

TCFD REPORTING

TCFD reporting practioal xample - Wes
Midande Pensin Fundoal

ALIGNING OUR MEMBER EXPECTATIONS AN APPROACH TO STEWARDSHIP

‘WITH OUR INVESTMENT STRATEGIES

€ THE CHURCH
I ES( 0 OF ENGLAND

Aligning mamber sxpactations with investment
sirategies

DEDICATING ASSETS TO SUSTAINABLE
OUTCOMES

Environment Agency
Pension Fund

Dedicating as: -

Environmen Aamcy e o e udr

PENSIONS BOARD

DELIVERING A NET ZERO INVESTMENT

STRATEGY

=

Delivering a net zero investment strat
NEST pal s

PONSORS OF PENSION

Sustainable investing
for Sponsors of Pen

EMBEDDING ESG INTO A FIXED INCOME
PORTFOLIO

A summary guide for pension trustees - Fixed
income

EMBEDDING ESG INTO A PRIVATE EQUITY
PORTFOLIO

Fixed income Private equity
investments investments

EMBEDDING ESG INTO A LISTED EQUITIES
PORTFOLIO

Listed Equity Real estate Infrastructure
Investments investments investments

!ummalyn uidis for pansion trustess - Listed

EMBEDDING ESG INTO A REAL ESTATE
PORTFOLIO

EMBEDDING ESG INTO AN
INFRASTRUCTURE PORTFOLIO

Al Y skl for ko tnrvieen
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http://www.accountingforsustainability.org/pensions-toolkit

1. ESG MATURITY MAP

* Qutlines ‘what good looks like’ and embeds ESG
considerations into investment decisions, reporting, and
engagement across the investment chain.

* Assesses what the scheme is currently doing and what steps
can be taken to progress across 4 levels of maturity.

* For example:

® Level 1: a Board could confidently speak about the role
of asset owners in driving better corporate behaviour
around ESG integration.

® Level 3: a Board member would be expected to attend at
least one investee company AGM per year, asking ESG-
related questions as part of the engagement process.

‘Ms Access the ESG Maturity Map here

S

ESG MATURITY MAP: EXAMPLE
BEHAVIOURS FOR PENSION TRUSTEES
;ehﬂ;ﬁﬂw“mﬂwmmﬂulmmcmh
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https://www.accountingforsustainability.org/content/dam/a4s/corporate/home/KnowledgeHub/Guide-pdf/The%20A4S%20ESG%20Maturity%20Map%20-%20Example%20behaviours%20for%20pension%20trustees.pdf.downloadasset.pdf

1. ESG MATURITY MAP: LEVEL O

Level 0 - compliance only.

This table sets out the minimum requirements that a UK pension scheme must currently comply with or needs to start processes in order to comply with near-term regulations as set out in the UK Pension

Schemes Act 2021. P .
_ _ Level O outlines the

Requirement - The Board must: Deadline Type of scheme

Include ESG and stewardship policies in its Statement of Investment Principles (SIP) and publish this online. By 1st October 2020 (if not earlier) DB and DG / Hybrid

Publish ‘implementation statements’ explaining how it has implemented its SIP policies, including in ESG and stewardship, as well as First annual report from 1st October DC / Hybrid re q u I re | l l e nts t h at a

provide further information on its asset manager and investment engagements. 2020 and no later than 1st October
Board of a UK

Include a description of the voting behaviour by or on behalf of the trustees including the use of proxies within the published By 1st October 2021 DC / Hybrid

Implementation Statement. e n S i O n S C h e m e

Publish an Implementation Statement explaining how it has implemented its SIP policies, including policies around voting and First annual report from 1st October DB p

stewardship. 2020 and no later than 1st October .
must comply with,

Following the coming into force of the Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021 on 1 October 2021, the Board in scope must:

as set out in the UK

Disclose — within its governance policies — how it maintains oversight of climate-related risks and opportunities which are relevant to the From 1st October 2021, with the scheme’s first annual TCFD

scheme; as well as the role of any person who undertakes governance activities, or who advises or assists the Board with respect to report produced and published within seven months of the P H S h

governance (excluding legal advisers), in identifying, assessing and managing climate-related risks and opportunities — and the process end of the scheme year underway on 1st October 2021 - e n S I O n S C e I I I e S
by which the Board satisfies itself that the persen is undertaking such identification, assessment and management. Occupational pension schemes with assets under

Identify and then assess the impact of climate-related risks and opportunities which it considers will have an effect over the short term, m::?gﬁniq;(;‘%n?ofe“&?:: ms:e?pl:::t‘:\:'szuggl‘:ﬁ:ds. A Ct 2 O 2 1 .

medium term and long term on the scheme’s investment strategy and, where relevant, the funding strategy.
From October 2022, on the same basis — Occupational

Undertake - as far as it is able — scenario analysis using at least two scenarios where there is an increase in the global average pension schemes with AUM of more than £1 billion.
temperature, (one of which is with an average temperature rise of between 1.5°C and 2°C above pre-industrial levels); and then disclose
the results.

Disclose in a publicly available report, effective processes to identify, assess and manage climate-related risks, and ensure that this is
integrated into the Board's overall risk management of the scheme.

Select, use and disclose at least two emissicns-based metrics and one additional climate-related metric to calculate in relation to the
scheme’s assets.

Set a target for the scheme in relation to at least one of its chosen metrics and report annually on progress against the target.

Have knowledge and understanding of the principles relating to the identification, assessment and management of risks and
oppertunities to its scheme arising from the effects of climate change; and implement trustee training where needed.

‘M'S Access the ESG Maturity Map here e


https://www.accountingforsustainability.org/content/dam/a4s/corporate/home/KnowledgeHub/Guide-pdf/The%20A4S%20ESG%20Maturity%20Map%20-%20Example%20behaviours%20for%20pension%20trustees.pdf.downloadasset.pdf

1. ESG MATURITY MAP: IN PRACTICE

* A4S has written an accompanying guide to help trustees ‘workshop’ the maturity map with their Board.

Key features of the workshop guide:

Appendix 4 — commitments table

A key output of the maturity map workshop will be to establish specific commitments that reflect your own specific priorities, strengths and resources, as a

. A Ste p - by_ste p a Ct i V i ty fo r‘ m a t a n d t i p S fo r ::::‘i:lnh:j:mg We recommend that your commitments are ambitious, clearly defined and measurable, so you will be able to track progress on a regular /
maximizing engagement in a virtual context. =

What do you want to achieve this year?

What priority area (left hand column of maturity 1 Appendix 3 — resource links to date (within the A4S ESG Toolkit for Pension Chairs and Trustees)

does it relate to?

Action area A4S - Case study examples | A4S - Guidance material | External resources

® An outputs template to record consensus on level

of maturity per area, challenges identified and o

drive ESG outcomes

Integrating ESG into investment decision-

agree d next ste PpS. e s

Engaging with beneficiaries

Engaging with sponsors

® Resource links table to signpost you to peer-case

studies and guidance material.

Stewardship

® A commitments table to commit to progress with S

milestones and definitions of success. e

PM'S Access the Workshop Guide here b


https://www.accountingforsustainability.org/content/dam/a4s/corporate/Maturity%20Map%20workshop%20guide%20for%20Asset%20Owners%20(website).docx

2. PRACTICAL EXAMPLES

* A growing bank of case studies produced in collaboration with a variety of pension schemes (DB, DC, small,
large, public, private, single/multi-employer).

* ‘In the voice’ of pensions schemes, focusing on practical steps for trustees, and including top tips for taking

similar action.

Cpas

ASSET OWNERS
NETWORK

DELIVERING A NET ZERO
INVESTMENT STRATEGY

Practical ings Trust

@

WHAT

Nest Corporation s fhe tusteo for the UCsbiggest Wi hawe made specic con
perscn fund by members, National Employment vl achveve s 1 the folow
Saangs Tust (Nesg. This pension scheme was

Created as part of the UK government's atomase. * A65et aiocation
enmiment refonms for workplace pensions

In July 2020, wa anncunced a new climate change -
policy, which sofs ot our ambiton o g our

entre investnent syatogy with Imiting global  An mediase siop was X
warming io 1.5°C. To achieve this, we exgect 10 gousicped market equity
hata owr geenhouse gas emissons by 2000 400 1 clmate aware siral
and reach net 200 groennouse Gas emissions by ¢xk hilon of members
2060 at e lvest. aware fund postoly s

NEXT STEPS

One cnalenge 1 (6 & YACkng Ouf DrOQRSS IDWGrTS Nl 2000 Carton Gm
The mamodoiogy Shoult S0n wih our 15°C paifwey and measurs our o
acmes o assa! Clsces. 'S 30 aSa TN wa'e S8l working on

Buiding 0n Gut wok In COGIopad GOty we scullt ha & @ wmier
wilh Gmanging Market couty. We want 10 Mk SuG that undanyng s
for T 255S1 Cais 2% @S0 On he Aght paih for C0aing 3 15°C workd. T
hens 5 A0t &5 S0ng, thoaugh. Aer Geamining Ta quality of the data, we wil
whither and Now 1T 090 CuF SEEach.

Wa woukd i 10 CRae SORck K 3 TeO-way dAlogue with o members
@ioing frtoch Schtions. Al 1 MOMGNT, e #e Moaly Moaming Mambe
wate Song Mo Ractack coulkd help 1S 10 PROriUE Whas o comy
FRSOUCES. It COUKT IVEN IMEIOVG Ouf SNGRNEMENT with COMOERNES, Dy Showy
Cur ol ISErRaerts NG vidws of & lge numbar of Mambers who Cacd and
s & ARG

Practical example: National Employment Ssvings Trust (NEST)

TOP TIPS

SET OUT YOUR INTENT

CHOOSE THE RIGHT FUND MANAGERS

BE AN ACTIVE SHAREHOLDER

Practical exampie: National Employment Savings Trust (NEST)

CHECK THE NUMBERS

SPEAK T

Practical example: National Employment Ssvings Trust (NEST)

2

‘ Access the bank of practical examples here
A4S P ples Aere
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https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit/pensions-case-studies.html

BANK OF PRACTICAL EXAMPLES

TOPICS COVERED

(i

Engaging with service providers
Stewardship

TCFD reporting (including a deep dive into
metric and target setting and scenario
analysis)

Setting Net Zero investment strategies
Establishing opportunity funds

Engaging with beneficiaries

Access the bank of practical examples here

AtoS alecta @

scornsn’tml.:rs TESCO
———

o5 Environment Agency
ees West Midlands Pension Fund
s Pension Fund

BTPS (X Hsec
pavs 099y [EE

SOUTH YORKSHIRE A
PENSIONS BOARD PENSIONS AUTHORITY



https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit/pensions-case-studies.html

3. GUIDANCE MATERIAL

® A growing bank of resources for chairs and trustees to integrate ESG into their decision-making and processes.

® Aim to facilitate discussions in-house and across the investment chain, highlighting key actions and steps that
can be taken.

s

ASSET OWNERS
NETWORK

EMBEDDING ESG FACTORS
INCOME INVESTMENTS
A summary guide for pension trustd

Fixed income is a diverse asset class that can serve
a range of purposes in pension scheme portfolios.
Investment-grade sovereign and corporate bonds
offer a source of relatively stable, contractual cash
flows, and do not typically exhibit the volatiity inherent
in global equity markets. Long-dated bonds aiso piay
a key role in matching long-term abilities for a range
of institutional investors. There are aiso higher risk and
retum options, including high-yield debt securities
issued by organizations or countries with low credit.
These securities can offer aftractive ongoing retums
to compensate for the higher fisk of default, and
investors wouid benefit from improved credit ratings
in the future.

Ral of ESG o ‘
in achieving these objectives
It is now widely that

For corporaty
ESG issues
in the short,
and avoid o
increasingly
credit ratings|
credit analys{
hofstic unde]
to defauit.

Pensionschef
consider a raj
these when
income inves|
factors, how!
their abiity to

When it com|
with issuers

social and | gvemince fisk factors can affect both
sovereign and corporate issuers’ creditworthiness,
and thus ulimately their abity to meet their debt
cbligations (e not to defaut). Govermance factors
have hsmncalry been incorporated into credit anatyss

are aso bemg considered in the context of evaiuamg
the quality of the debt instruments, and the abiity of a
borrower to meet its debt obligations.

In the context of govemment debt, the importance
of assessing govemance risk factors such as political
stabilty, institutional strength and the ruie of law, is well
recognized. In paralel, however, environmental risk
factors, such as cimate disasters, energy and food
security are increasingly seen as infliencing economic
factors such as tax revenues and a govemment's
abiity 10 attract foreign investment. ESG factors, in
impacting a country’s economy, can also infuence
underlying inflation and interest rates — core metrics to
consider when assessing the potential interest rate risk
of any bond investment.

the marketing
engage with
and ESG-relal

Within foeed
support sped
bonds and

designed to
beneits. inve]

way 1o achie]
fixed income

ESG maturity map

TheAASESGmammymap part of its ESG Toolkit
for Pe Ch ind Trustees, sets out example
befeviours or legting ESG o bed ncome
investment decision making. At the beginning of a
pension scheme’s journey, trustees might seek to

Level 1
Understanding
Example TheBDa-d
behaviours «can confidently discuss the role that ESG

dent, amrmxr-smhaveasg-mx
future pension values and
ity o por Iong -term retrement income|
beneficanes
« can confidently discuss the types of
engagement it can have with companies
whose debt it owns (especially where it he
large debt hoidings), despite not having
ownership rights
can confidently discuss the different
approaches asset managers can take to
integrate ESG factors into debt investing.
and that investing in sustainabity-firked
bonds - eg green bonds, sustainabity
bonds, etc ~ is only one avenue of
incorporating ESG considerations into det
investments

Practical actions that trustees can take

CEN

Education Armange for all tnsstees

about the ESG risks

income, including:
~ How ESG factors affect credit ratings, interest rate risk and defauts, and therefore

bond yields and pricing:
~ The diflerent factors within ESG that impact corporate and sovereign fixed income:
. and how

g in
thesa can be integrated into the schemes asset mbx.

External *  Ensure there is a consistent approach to assessing new and existing external managers on
manager capabiities around fixad income ESG investing, by examining:
expectations - QﬂwwclE%mtmmhmsmmwmammmmm
- Qawalmascmmwmuscnmemwgmmmm
investing:
- ESG strategies ‘across fxed income offer;

~ Use of ESG analysis and data by fixed income portioio ms
~  Whether the manager uses engagement as a tool to achieve desired outcomes in its
fixed income investing.

Direct fixed = Overses the development of a framework for embedding ESG factors into the direct
income foced income vestment process, corerng soveragr. investment-grade and high-yeekd
investing corporate del
. Wurkwvlham(ralmawvasdeSGmmm!nmwmmmm
can be incorporated fixed income yield and price analyss.
«  Estabiish whether the scheme could and should nvest in bonds which aim to achieve
posiive environmental and social cutcomes, such as green bonds.

integyste ESG o debt mestment decisd

# practices, particuial
on cmﬁl ratings, defavits and bond pricing

Level 3

Deepening

The Board:

*  has implemented a framework for integra]
ESG factors into debt investments, cover
both drect and / or fund-level investing by

‘external managers

has tested an approach to engagement

around ESG issuss for investments made|

external managers

has a process for continual assessment
of external managers’ ESG investment

;
H
!
;
H
1
g

to engage with company management on)
56 issues

?

Include fixed income in the scheme’s overall approach to stewardship.

Use the influence and rights as a debtholder to engage with company
management on ESG issues (especilly at both issuance and reissuance points
when engaged investors can impact pricing and the inclusion of specific ESG-
related covenants).

Work with extemal managers to ensure any externally managed fixed income
portiolios are aligned with the scheme's overall strategy.

Collective Gollaborate with other large debtholders, as el as aligning engagement goals
action with equity investors, to increase influence and persuade companies to take action
on relevant and material ESG issues.
«  Coliaborate with other pension schemes to articulate market demand for green o
sustainable govemment bond issuance.

Measurement  « Actively iuak:rsvrayshvlhescmm to generate ESG metrics from the redl estate

empioyed through constnuction, social tenants housed and
social businesses provided with commercl / office space;
- Emvironmental metrics - including carbon emissions, trees piated and water recycied.

This summary guide for pension trustees is part of an ESG Tookit for Pension Chiairs and Trustees by The
Prince’s Accounting for Sustainability Project.

S Access the guidance material here
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THE PENSION LANDSCAR

The importance of sustainable investing
continues to grow in the UK pensions
landscape. Regulatory policy has acknowi-
edged the financially material impacts of envi-
ronmental, social and governance (ESG) factors
on investment decisions; defined benefit (DB)
and defined contribution (DC) pension scheme
consolidation is changing the size and shape
of assets under management; and there is
some evidence of a growing demand from
members, enabled by increased reporting and
oniine technology (dashboards, apps, etc), for
investments to reflect their values.

In spite of the shock that the COVID-19
pandemic has delivered to the global
economy, with both pension schemes and
sponsors adjusting to the crisis, the focus
on sustainable investing has not dissipated.
The pandemic highlighted the fragility of the
financial assumptions on which we rely to
invest and secure our employees’
in retirement, reinforcing the need for effective
risk management, governance and a long-term
outiook.

The pandemic has demonstrated just how
rapidly nature can impact society and the
economy. For many this has reinforced the
urgency of the response needed to avert the
climate crisis, an even greater existential threat
that needs to be addressed if individuals — your
employees — are going to retire into a thriving
society on a healthy planet. In managing this
threat, we must take on board the lessons
learnt from COVID-19 on preparedness and
long-term planning.

TIPS ON ENGAGING YOUR MEMBERS

1. Ris very much a two-way process
If we raise expectations then we need to follow this up and do something with the
‘answers that members give us.

2. Go digital
All our member engagement is now online: which has allowed us to generate member
surveys relatively easily, quickly and cheaply with a large part of our membership.

3. Break the response data down
Across different demographics and membership type to be able to taior future comme-
spondence accordingty.

4. Use relatable language
Break down ‘ESG' into the language and issues your members are reading and talking
about.

5. Use communication experts frame and order
As non-experts in this field it's sasy to set leading questions inadvertently.

Plan for the
Successful member engagement will generale interest and more queries so make sure
‘you have enough resources in place to meet the demand.

=

7. Bring members’ money alive!
Use case studies to show where members' money is invested and the types of impact
itis making.

8. Signpost relevant i i d
So members can leam mare about these issues and what it might mean for their own
financial planning.

Robert Gould, Chair of the Environment Agency Pension Fund



https://www.accountingforsustainability.org/en/activities/projects/pensions-toolkit/pensions-guidance.html

FEEDBACK

“A4S’s ESG Toolkit for Pension Chairs and Trustees
will help you navigate through a changing
landscape.”

Emma Howard-Boyd, Chair of the Environment
Agency and Co Chair of A4S’s Asset Owner

“We used the A4S Maturity Map in a Climate Training
session with our Board. It was extremely useful to
give the Trustees a picture of where we were, vis-a-vis
other schemes, and where we might aspire to be

Network
across different parameters. It provided a good
framework to prompt a thought-provoking discussion
"A4S’s ESG Maturity Map helps put the trustees around our status, our goals and our specific areas of
back in control of the agenda. It enabled me and focus when it comes to climate risk.”
my peer trustees to challenge and probe further Catherine Claydon, Chair of BBC Pension Scheme
into previous statements and responses from our and British Steel
investment consultants.”

Marcus Hurd, Professional Trustee, ndapt

';As ;



COMING SOON...

® TOP TIPS FOR PENSION SCHEMES ON EMBEDDING ESG INTO THE EMPLOYER COVENANT PROCESS

FIND OUT MORE...

* EMAIL KERRY.PERKINS@A4S.ORG FOR ENQUIRIES AND SUGGESTIONS FOR ADDITIONS TO THE
TOOLKIT
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@ Accounting for Sustainability (A4S)

@ info@ad4s.org

@ www.accountingforsustainability.org
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