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(4 Unmitigated
climate risks present
a systemic threat to
financial stability
over the coming
years; asset owners
and asset managers
must respond. 99

Executive summary

At RLAM, we are putting climate at the
forefront of our investment thinking and

decision making.

We recognise the science of climate
change, and our focus on long-term
responsible investment supports

our aims of uncovering climate
opportunities, responding to climate
risks and evaluating the investments

we make against the goals of the Paris
Agreement. Doing so fundamentally
supports our fiduciary duty as stewards

of our clients’ capital.

In November 2020, we published our
first Climate Risk Policy, which describes
RLAM’s three climate-related risks:
investment, strategic, and operational
risk. This policy sets out RLAM’s position
on climate change, including our key
commitments, and how climate risk is

governed and monitored.

Publishing our Climate Risk Policy
followed a commitment we made in June
2020, supporting the Financial Stability
Board’s Task Force for Climate-Related
Financial Disclosure (TCFD). With this

commitment, we aimed to increase

our own disclosure and through this
action encourage others, including the
companies we invest in on behalf of our
clients, to increase the volume and quality

of their own climate disclosures.

The following report, part of our TCFD
commitment, demonstrates our formal
support for the goals of the Paris
Agreement and the scientific evidence
underpinning the need to accelerate the
decarbonisation of the global economy
to minimise the impacts associated with

climate change.

Complementing the publication of our
climate policy, it follows the Climate
Financial Risk Forum (CFRF) guidelines
and describes the climate governance
structures we have putin place and

how we embed climate considerations
into our strategy, risk management

and investment decisions. The report
also demonstrates further details

of our climate integration, metrics,
performance assessment, ambitions and

the next steps we plan to take.
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Figure 1: Weighted average carbon intensity
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Source: RLAM proprietary data and MSCl data as at 31 December 2020. ‘RLAM’
refers to equities and corporate a bonds fixed income assets — 69% of our AUM.
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Our focus this year has been on analysing

and enhancing the quality of climate data,
agreeing our policies and practices

and confirming the structures which

will govern and oversee how we view
climate risk. The initial signs are positive,
RLAM’s overall weighted average
carbon intensity is 31% below our
benchmark, in part driven by a relatively
lower weighting in high carbon emitting

sectors such as oil & gas and industrials.

While continuing to invest in companies
which are innovating to meet the
challenges of climate change, we are
reminded of the gap between the world’s
economy, our benchmarks and our own
portfolio against the goals of the Paris
Agreement. Closing these gaps will be

a global task and so we will continue
playing our part through collaboration,
advocacy and close communication with

our clients.

Looking forward, we will continue to
work with our clients to understand their
requirements for emissions reduction
targets. We understand many asset
owners are actively addressing this
issue, including commitments to net zero

carbon and climate neutrality.

The outcomes of these conversations
with our clients, aided by improvements
in the information available to us, will
guide us in setting credible goals and
targets for the role which RLAM can play
in addressing a changing climate.

~

Figure 2:
Implied temperature rise °C
(warming potential)

)
5.0
[ ]
4.0 @ World business
o0 asusual
""" ® Benchmark
[ ) ® RLAM
EC © Current policies
. ® Country pledges
Paris 2°C
20 | @ Paris 1.5°C
©® 2020 levels
- of warming:
1.0 L

\

Source: RLAM proprietary data and
MSCI dataas at 31 December 2020.

‘RLAM’ refers to equities, corporate and
sovereign bonds — 84% of our AUM.

2020 at aglance

Set up climate governance and
risk management structures

Trained investment teams
and board

Published climate policy and
TCFD report

Developed a climate
integration score

Focused a third of our
engagements on climate

Supported over 50% of
climate proposals

Set up climate metrics

Supported climate advocacy

RLAM’s weighted average
carbon intensity outperforms
benchmark by 31%

RLAM'’s warming potential is
close to the benchmark — both
stillaway from Paris goals

RLAM has 36% less exposure to
fossil fuels than its benchmark
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Introduction

As investors, we believe that climate
systemic risks will crystallise and affect
every company and country without a
new approach. A successful strategy

will result in climate-related risks and
opportunities becoming core factors in
determining perceived asset and project
value. With this in mind, RLAM is putting
climate at the forefront of our investment
thinking and decision-making in support
of our fiduciary duty.

Thisis RLAM’s first TCFD reportin
response to the Climate Financial Risk
Forum (CFRF) guidelines. It describes
our climate governance, strategy

and risk management, and how we
embed climate considerations into our

investment decisions.

The acceleration of human activity on

the planet since the Industrial Revolution
has enabled economic growth, reduced
poverty, and improvements to quality of

life for millions of people.

Simultaneously, the accumulation of
greenhouse gases (including carbon
dioxide) contributes greatly to climate
change. This is a biophysical cycle we
(humans) are altering permanently,
with major impacts that will trigger
further need for adaptation by society

and nature.

The scientific community, embodied by
the Intergovernmental Panel on Climate
Change (IPCC), has demonstrated

the link between economic activity and
climate impacts since 1990, and has
ratified this with increased certainty in
its reports. The IPCC’s 2018 Speciall
Report showed that emissions have
already driven global warming to about
1°C. Fast global decarbonisation is

needed to keep global warming below

1.5°C, the highest temperature increase
for a safe future. This is an ambitious goal
that translates into a commitment for

the world to achieve net zero emissions
by 2050.

Understanding this responsibility,
governments committed in the 2015
Paris Agreement to drive emissions to
net zero in time to maintain temperatures
‘well below 2°C’". But despite this clear
collective vision, economies are still not

aligned to achieving the Paris goals.

At RLAM, we understand the science
of climate change. Our focus on long-
term responsible investment gives

us an opportunity to uncover climate
opportunities and to respond to climate
risks. We therefore aim to evaluate our

investments against the Paris goals.

In 2020, the Financial Conduct
Authority (FCA) and Prudential
Regulatory Authority (PRA), co-chairs
of the Climate Financial Risk Forum
(CFRF) indicated that asset managers
(including the asset management
arms of insurance companies) should
publish climate-related financial
disclosures. It recommended the
emphasis to be placed on forward-
looking assessments of risks and their
impact. Disclosures are recommended
both at the firm and product level. The
latter includes strategies, funds and

segregated mandates.

InJune 2020, RLAM became official
supporters of the Financial Stability’s
Board TCFD with the aim of increasing
its own disclosure and the disclosure of
others, including the companies we invest
in on behalf of our clients. In November
2020, the UK Government published its

‘roadmap towards mandatory climate-

related disclosures’. It established a
pathway over the period 2021-25 for
mandatory climate reporting which
now includes asset managers. With
our first report published in 2021, we
are prepared for this future mandatory

requirement one year ahead of schedule.

€CRLAM s
putting climate at
the forefront of our
investment thinking
and decision making
in support of our

fiduciary duty. 99
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Strategy

Financial implications
of climate change

Beyond an ecological risk, climate
change has become a systemic
economic risk as stated by the Bank of
England, the Financial Stability Board,
the International Monetary Fund (IMF)
and several intergovernmental bodies.
Financial institutions are exposed to
the physical risk of increased climate
impacts and the transition risk from
the decarbonisation of our economies.
However, the transition to a net zero
society can prevent the worst impacts of

climate change and present significant

financial opportunities, with acceleration

in innovation and business model shifts.

Financial risks can manifest as
increasing market, credit, or insurance
risks for businesses. However, the
changes required to decarbonise

the economy and to adapt to climate
change can represent major

investment opportunities.

The financial risks from climate change
are characterised by their wide breadth
and magnitude. While risks are largely
uncertain, their impact is foreseeable

over extended time horizons, and

magnitude and likelihood depends on

actions taken in the near-term.

Transition risks and opportunities
can emerge as a consequence of
adjustments towards a low-carbon
economy. A range of factors influence

this adjustment. These include:

* Climate-related developments in policy

and regulation

* The emergence of disruptive

technology or business models

* Shifting sentiment and demand or

* Evolving evidence, frameworks and

legal interpretations

-
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Figure 3: Definition of climate-related risks: physical and transition risk?
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Possible carbon emissions pathways and their implications to global mean temperature

Warming
projected by
2100

Baseline
~41-4.8°C

Current policies
- 2.7-38.1°C

— Pledges & targets
2.4—-27°C

—— 2°C consistent
1.6—1.7°C

L 1.5°C consistent
1.83°C

Physical risk
Risks arising from
climate and
weather-related
events

Transition risk
Risks arising from
the process of the
adjustment
towards a net zero
carbon economy

Source: Climate Action Tracker. Data as of 23 September 2020.
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Physical risks from climate change
relate to specific weather events (such as
heatwaves, floods, wildfires and storms)
and longer-term shifts in the Earth’s
climate (such as changes in precipitation,
extreme weather variability, sea level

rise, and rising mean temperatures).

We are already seeing the visible effects
climate change is having on the world
and the assets we manage. With global
temperatures increasing;, rainfall
patterns changing, and sea levels rising,
these types of impacts are likely to

intensify over time®.

As a long-time advocate of the need for
asset management firms to be good
owners of assets, RLAM considers

that climate change, alongside other
environmental, social and governance
(ESQG)issues are increasingly affecting
asset prices. By integrating climate
considerations into our decision-making
now, we can bolster climate action
through our investments in companies
that are driving the transition and have an
increasing proportion of revenues linked
to climate solutions. We can also support
real-economy emissions reductions, as
active investors, exercising our rights
through voting and engaging with
companies’ management to influence

their strategies

-

Today
. with available

. information

Decision-making

Figure 4: Timeline to net zero

2020s-2040s
Climate
transition risk
manifests and
locked-in climate
physical risk

2050 net zero
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worst physical
risk, biodiversity
lossand
socialimpact

964
LY

Source: RLAM

Paris alignment, scenario analysis
and stress-testing: Our opinion® ¢

To assess climate risk there are a
number of established tools available. In
2020, we assessed Paris-alignment”
and conducted a scenario analysis of our
equities and fixed income portfolios. Our
analysis comprised approximately 84%
of RLAM’s AUM for alignment against
the goals of the Paris Agreement, while
about 30% of the AUM (Equities) was
covered by scenario analysis.

We assessed 2 Degrees Investing
Initiative’s PACTA and stress-testing
tools®?®, S&P Trucost 2° alignment and
carbon price® tools, and MSCl’s Carbon
Delta' modelling. Each organisation’s
research platform provides valuable
information that could support decision
making but reflect the stillimmature
nature of financial climate data

and analytics.

We believe methodologies for climate
alignment and scenario stress-testing
for asset manager portfolios need
improvement. The climate variables and
the social and economic assumptions
that feed scenarios are reasonable and
based on the latest scientific expertise,
but their applications to finance embed
various assumptions and lack specificity
and granularity.

We decided to disclose the gross
findings of our scenario stress-

testing based on these methodologies.

Notwithstanding their limitations, we
feel they provide a starting point and
signal a baseline for methodological
improvement. We have chosen to
monitor our portfolio warming potential
and integrate this metric into our
investment analysis.

At RLAM we favour scenarios translated
to metrics that help assess the ‘Paris-
alignment’ of our portfolios, as their
calculations have fewer assumptions,
and therefore are more useful for
decision-making. To assess the possible
scenarios’impact on our investments,

an investor must move a step further
away from climate science. At this

point, the assumptions in the available
models become more unreliable in
assessing how climate impact may cause
company-specific costs and change a
company’s valuation.

We support efforts to improve climate
change-related methodologies by
engaging with data providers and
regulators, for example, by participating
in the Climate Financial Risk Forum
(CFRF). Some progress has been made
in supporting a financial industry-wide
set of consistent metrics for scenario
analysis and investment resilience
testing. We will welcome the release in
2021, of the Bank of England’s Biennial
Exploratory Scenario (BES 2021) and
expect it to help us to continue developing
our analysis in this area next year.
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The next decade of climate action is
crucial for avoiding the worst climate
impacts?. The earlier the world acts on
decarbonising, the less physical climate
risk is locked-in. Early and orderly
action also makes the transition less
disruptive, reducing the risk of stranded
investments. We are long-term investors
and look at risk within a long-term time
horizon. Most importantly, we realise
how decisions made in our investments
today may compound risk in the long-
run. For the decades to follow, our
greatest focus is on transition risk and
decarbonisation. We have implemented
metrics that monitor transition and
‘locked-in’ physical risk over the

next 15 years.

Climate risks and opportunities may
impact our strategic business objectives,
which are focused on developing new
client-centric solutions, investing in our
infrastructure, pursuing distribution
opportunities in new markets, and

meeting our regulatory obligations.

To continue delivering our client-

centric offerings, our products and
investment capability must continue to
evolve. We have introduced greater
climate expertise into the Responsible
Investment team and have actively used
this resource in 2020 to advise on

new client opportunities and product
launches. We are also investing in our
infrastructure, climate data and systems.
This includes building summarised
climate portfolio risk reports, and

giving investment teams access to

timely data. Finally, our Responsible
Investment team is working with Risk and
Compliance to continually deliver best
practice, and to support our clients’ own

compliance requirements.
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Area

RLAM policy commitments

What we didin 2020

Climate risk
integration

1 We willempower our
investment teams to integrate
material climate risks, for risk
management and investment
advantage, into investment
analysis and decision-making
in alignment with the goals of
the Paris Agreement, using
the recommendations of the
TCFD and climate transition
pathway tools.

2 We will consider climate
risk in any new fund design
proposals and enhance our
capabilities to deliver climate-
aware and carbon transition
funds that align with the goals
of the Paris Agreement.

Worked with strategic clients to
design lower-carbon solutions
to meet their future investment
needs. Consulted with clients on
future net zero requirements.

We developed a climate risk
score (See more details in
the climate integration tool
section below).

We developed a proprietary
in-house fixed-income carbon
data tool (See more details in
the climate integration tool
section below).

We enhanced the climate
credentials and policies of
our Sustainable funds and
supported fund managers
in making climate-aware
investment decisions.

Stewardship

3 We will use our voting rights
and engage with companies
to support policies and
practices that encourage
proactive management of
climate risks and corporate
TCFD reporting.

See figures 5 and 6.

Advocacy

4 We will advocate for policies
and regulation that support
long-term value creation
that avoids or pre-empts
unnecessary climate impact.

We published our position for
#BuildBackBetter1?

We responded to the
IIGCC Net Zero Investment
Framework consultations.

We provided input to IA’s climate
position statement as part of
their Climate Working Group+.

We are a member of the CFRF
Disclosure Working Group.

Green gilt statement.

Communication

5 We will encourage an open
dialogue with our clients
about climate change
risks and opportunities
and disclose information
and datain line with the
TCFD recommendations
where credible and reliable
data exists.

We contributed to the Race to
Zero Dialogues on Energy’®.

We publish aninvestor
expectations document
for utilities?®.

We consulted key clients
ahead of the publication of our
climate policy”.

We contributed to various
webinars including RLAM’s
2020 Investment Series and
London Climate Action Week.

We published our first TCFD
report one year ahead of UK
mandatory requirement.

~

Figure 5: Climate-related
engagement

M Climate
engagement 32%

H Other
engagement 68%

Figure 6: Votes on
climate proposals

\

M For 53%
H Against12%
M Abstain 35%

Source: RLAM
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ESG integration:
considering climate riskin
investment decisions

As responsible investors, we will

incorporate climate risks and opportunities

into our investment analysis and decision-
making processes. During 2020, we

continued building internal models and

capacity to consume, analyse and interpret

climate data across all asset classes.

Identifying climate-associated risks and
opportunities, and risk mitigation are
important elements of RLAM'’s fiduciary
responsibility to our clients. Our climate
risk integration conceptual framework

includes the analysis of risks and

opportunities with four potential outcomes:

1 Immaterial: climate is not used in

financial analysis;

2 Material and positive: climate can be
used to support a better valuation or

an investment opportunity;

3 Material and negative, but the
assessment of the company or
issuer can be enhanced through
engagement: e.g. through mitigation

measures, request for change.

4 Material and negative, and the
company orissueris not an
engagement target, due to business
model/exposure, time horizon or
other reasons: we will consider
whether to underweight the security,

divest, or avoid investment.

Climate integration tools
During 2020, RLAM worked on two

tools to enhance integration of climate

change into our investment analysis.

First, we are developing a climate
transition risk score. This is an in-house
RLAM-wide view on an issuer’s risk
exposure to the transition to a net zero
economy. It considers a company’s

trajectory towards decarbonisation,

the current state of the company’s
exposure and future impacts. The climate
score is built based on three sub-scores
expressing the issuer’s exposure to
climate transition risk, the ability to
transition to a low carbon economy, and

the willingness to undertake the transition.

Second, we created RLAM'’s bespoke
fixed-income carbon data tool to extend
coverage of scope 1 and 2 carbon
emissions data for our fixed income
portfolios, which constitute the largest
segment of our assets and where the
quality of data is typically very poor. We
built the emissions data set through our
detailed understanding of each issuer’s
assets, our knowledge of key fixed
income sectors such as social housing
and utilities, and bespoke research and
engagement with the issuers. We have
data covering 80% of the issuers in

our sterling credit funds, a significant

improvement compared with third party

Figure 7: Climate integration investment decision tree
Climate 4
analysis '\
@ Material Immaterial
Negative o o) Negative Positive
no gathwa but transition better Monitor
P Y ") pathway valuation
o__ Underweight
o divest Engage
=] watchlist
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data coverage which was approximately
55%. The difference derives from our
amplified coverage of private issuers,
social housing bonds and accurate
mapping of securitised issuers back to
their parent entities. We will continue
enhancing our data to provide better
reporting to our clients and improved
understanding of our exposure to
climate risk in fixed income. We believe
this provides our analysts and fund
managers with exceptional insights into
climate risks and opportunities. We also
believe that with increased coverage and
accuracy the results can be a reliable

source of investment advantage.

CASE STUDY 1

Applying our carbon data

tool to one of our ESG

integrated portfolios

Our fixed income carbon data tool has
informed changes in asset allocations.
During 2020, we improved the

carbon emissions coverage for one of
our ESG integrated portfolios from
40% coverage from third parties to
81%. This improvement informed the
fund manager’s decision to reduce

our exposure to bonds issued by the
Tennessee Valley Authority, a US
authority with significant coal generation
exposure. This issuer considerably
increased the portfolio weighted
average carbon intensity, something we
hadn’tidentified earlier due to lack of
data for this issuer which has no equity
parent. The fund manager was able

to substitute the bond with others that
provided the same financial qualities
but with significantly lower carbon
intensity. This improved the portfolio
weighted average carbon-intensity from
181.5 tonnes of CO; equivalent per
million pounds of revenue (tCOzeq/rev)
to 162.9tCOzeq/rev.

Equity

A significant portion of our Active

Equity funds strategies incorporate
climate analysis explicitly within ESG
integration processes. This climate
analysis is conducted in the specific
business model and industrial context of
the company, utilising but not relying on
third-party data vendors and analysis.
Where analysis shows that climate and
transition risk factors are material, the
investment teams’ process does include
specific carbon cost and transition cost
financial modelling in the investment
analysis. Elsewhere our fund managers
consider climate and carbon risks as
part of their broader investment analysis
and decision making, and this work
particularly focuses on the credibility and
likely effectiveness of carbon transition
plans.n 2021 the firm-wide availability
of an ESG dashboard including climate
data will facilitate analysis further. We
continue to invest in the resources

and capabilities to expand the areas in
which climate is explicitly and distinctly

integrated into our broader investment

and ESG analysis.

RLAM'’s Passive and Quantitative Equities
team continue to evaluate ways of
gaining core exposure to regional equity
markets but with improved ESG and
climate profiles. This approach enables
RLAM to construct regional equity
products with core financial objectives
but with the additional benefit of
supporting a transition to a lower carbon
global economy. Furthermore, this
approach will enable RLAM to further
support investors’ efforts to finance
such a transition, as these funds will be
automatically investing in lower emitting

and less carbon-intensive companies.

CASE STUDY 2

Steel Dynamics an unsung hero

We find Steel Dynamics business
model and sector categorisation

has been misunderstood and its
potential to support decarbonisation
underestimated. A combination of deep
analysis and engagement has provided
us with the knowledge to conclude that
this is a wealth creating business with a

sustainable proposition.
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Scrap steel and electric-arc furnaces

(Steel Dynamic) can be bundled in the
same sector as high emitting blast
furnace steel, but the two business
models differ in their circularity and
emissions profile. On the disclosure
front, we engaged with the company and
requested particular disclosures aligned
with the TCFD recommendations.

We expect those to be reflected in the
company’s first TCFD reportin 2021.
While we welcome the company’s
increasing identification of the
environmental benefits of its business
model and commitment to set climate
goals, we will continue our engagement
to evaluate progress against the

TCFD framework.

Steel Dynamics are in the process of
increasing the number of staff in their
Sustainability Division and have also
committed to reporting against TCFD
recommendations by year-end (2020).
The company positively took feedback on

inclusion of climate risk at business level.

Fixed income

Within fixed income markets, we take a
very focused, debt specific and sector-
by-sector approach to looking at climate
risk and any potential physical impacts

on companies we lend to. We have a
preference for secured and strongly
covenanted bonds within our sterling
credit portfolios (the majority of our
fixed income exposure). This gives us
additional control and visibility over our
issuers and use of proceeds. It also helps
to dampen the impact of any significant or
unforeseen ESG risk, including climate-
related risk. Where we undertake in-
depth ESG analysis or engagement with
issuers, our conclusions are integrated
into our credit analysis and influences our

assessment of these issuers.

CASE STUDY 3

Pacific National
In 2020 we undertook a deep dive
into Pacific National, an Australian rail

haulage business that has an issued bond

held in RLAM funds. Around half of the
company’s revenues are generated from
the transport of coal, presenting a clear
risk of asset stranding as economies
continue to decarbonise. As a privately
owned company, with little external credit
or ESG research available, our targeted
analysis allowed us to better understand
the extent of these risks, and whether
lenders are appropriately compensated

by credit spread and lending structure.

Following an in depth review, our analysis
split the borrower’s coal exposure

into two segments: metallurgic coal
and thermal coal. Over half of Pacific
National’s revenue was derived from
metallurgic coal, a key component

in steelmaking, rendering it less
exposed to immediate climate risk.

The remaining exposure is thermal
coal, used in generating electricity,
which is more exposed to stranding as
electricity generation decarbonises
over time. Thermal coal is likely to see
falling demand within Australia, as well
as fromits export markets in Asia. As
reflects our risk identification, mitigation
and evaluation approach to integrated
ESG analysis, this in depth insight
provides additional challenge for the
credit analysts to ensure adequate yield
compensation and appropriate tenor

length for our lending to the company.
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OUR OPINION

Green/climate bonds

At RLAM, we apply a bespoke
approach to ESG integration as
we believe that there is no one-
size-fits-all method that results

in positive investment outcomes.
Our approach to green/climate
bonds is no different. Green/
climate bonds were created to
fund projects that have positive
environmental and/or climate
benefits. While we see their value,
we do not believe that they always
deliver on the green credentials in
reality. Additionally, we note that
there are often instances where
traditional bonds have better
green credentials just without the
green label and so we believe that
we can, at the moment, continue to
direct value towards sustainable
activities without necessarily
relying on green labels.

Given how fast paced the green
bond market is, we continually
review our stance to make sure
that we can evolve our thinking as
the landscape changes. Equally,
we are also monitoring the
developing market of transition,
social and sustainable bonds.
As with green/climate bonds,
they will be assessed in detail
for their environmental or social
impact credentials.

)

Cash

We integrate ESG across our cash funds
and as part of this we apply a blanket
exclusion on fossil fuels, specifically
companies that derive more than 10% of
revenue from the exploration, extraction
and refining of oil, gas or coal. With no
direct exposure to fossil fuel companies,
our carbon impact across this fund

range is low.

However, given the nature of the cash
funds, we do have a significant amount of
exposure to the financial services sector,
within which lending practices to the fossil
fuels industry varies significantly. As a
result, monitoring the lending practices
of banks is an area of increasing focus
within RLAM. We undertook several
engagements this year relating to the
topic. An example of this in action was our
engagement with Lloyds Banking Group
(Lloyds), where we have exposure in our
cash funds and more widely across
RLAM. The bank committed in 2020 to
being net zero by 2050. Off the back of
this announcement we engaged with
Lloyds to understand the detail behind

the commitment and assess the strength

of the announcement.

The engagement has been an ongoing
one, and whilst we were initially
underwhelmed by the detail behind the
commitment, Lloyds has since released
further information and we now view them
as being leaders in this area amongst
peers. Given the fast paced evolving
nature of climate change strategies and
the importance of the topic, we intend to
continue to engage with the bank to
monitor their ongoing performance and

how it compares to peers.

Sovereign bonds

We are evaluating the climate
performance of our sovereign bonds
and gilts by evaluating data from each
issuer. Our sovereign portfolio has

no material exposure to emerging
markets (0.2%), 83.4% are UK gilts and
98.8% belong to G7 countries. We are
assessing the current carbon intensity
of their economies and the implied
temperature by the end of the century

of their emissions trajectories. The
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warming figure includes the strength of
countries’ decarbonisation targets as
expressed in their Nationally Determined
Contributions to the Paris Agreement.
We also monitor the countries’ mitigation
policy effectiveness through the Climate

Performance Index by Germanwatch.

We are working to improve our
understanding of the economic impact
of climate physical risk on countries’
economies. To assess this we used the
Climate Risk Index by Germanwatch.
This evaluates the countries that have
been further exposed to climate-related
hazards, but does not incorporate
future-looking predictions of chronic or
acute weather-related events driven by

climate change.

CASE STUDY 4

UK green gilts

Following the UK Government’s
announcement in November 2020, that
they willissue the UK's first sovereign
greenbondin 2021, RLAM reached

out via letter to the Chancellor of the
Exchequer to both offer our support of the
announcement and provide some insights
on the green bond sector. Whilst RLAM
is fully supportive of the goal of green
bonds, we often see a range in the quality
of the ‘green’ element of issued green
bonds with some slipping into green
washing territory. Acommon issue we
see with green labelled bonds, which we
shared with the Chancellor, is that the
debt is often not ring-fenced and therefore
thereis a risk that debt is serviced by cash
produced from other less environmentally
friendly activities. For example, whilst the
green bond we could be financing is
committed towards building wind farms,
the cash/interest we receive could in
reality be financed from the construction
of anew airport runway. As a result, the

green credentials of the bond are

weakened and in reality not robust to

meet what we believe is best practice.

Following on from our letter, we will meet
with specialists within Her Majesty’s
Treasury to further discuss our views on
green bonds, in the hope that it will help
to strengthen the quality of the UK’s first

sovereign green bond.

Overall, our goalis to help ensure green
bonds issued by the UK Government
are robust so that we can both consider
them forinclusion in our funds and
contribute to supporting a climate

transition in the UK.

Property
The real estate funds managed by RLAM

recognise the growing global risks of
climate change and acknowledge the
responsibility to minimise the impact its

properties have upon the environment.

As part of this, we are aware that the
buildings we own will have to be net zero
carbon to help mitigate this risk, and we
are developing a strategy in order for
this to be achieved. The delivery of this
ambition will require a number of targets
and actions to be met, placing greater
emphasis on the ownership and operation
of energy efficient buildings, the adoption
of renewable energy technology, the
reduction of the embodied carbon within
our developments, and the use of offsets

for any residual emissions.

We aspire to be aleader and are
developing a Responsible Property
Investment strategy which will enable

us to achieve this. This will include
targets and objectives, procedures, and
the monitoring of progress to ensure
our real estate portfolios maintain a
programme of continual improvement.
This applies throughout our acquisitions,
developments and asset management of

all commercial property assets.

We have recently completed a

thorough review of our Development
Sustainability Targets which has included
abenchmarking exercise comparing our
own position against our leading industry
peers. This has led to the creation of a
fresh set of targets which we consider
are both aspirational and market leading.

There are 52 targets in total, including:

* All new and major refurbishment
projects to achieve a Building Research
Establishment Environmental
Assessment Method (BREEAM)
‘Excellent’ and develop a pathway to
achieving BREEAM ‘Outstanding’.

* Aminimum Energy Performance
Certificate (EPC) rating of ‘A’is
targeted for all new-build development
projects and a ‘B’ targeted for all

refurbishment projects.

¢ All new build and major refurbishment
projects to undertake an embodied
carbon assessment of materials for
developments, and contractors to map
and monitor the footprint during the

delivery phases.

* Forall new build and major
refurbishment projects an operational
energy net zero carbon feasibility
assessment is to be provided clearly
setting out how the scheme can be

readily adapted in the future to achieve

net zero carbon.




16 RLAM TFCD report2020

Stewardship

Engagement

Climate transition and physical risk is
identified as a key theme within RLAM’s
strategy forming the basis for which

we engage across asset classes and
sectors. We focus our efforts on sectors
where the greatest impact can be made,
as well as stocks which could have the
biggestimpact on the funds in which they

are invested on behalf of our clients.

Our strong preference is to address
climate risks through engagement,
advocacy and prudent investment risk
management, rather than by adopting
strict company or sector exclusions.
However, we recognise our clients may
have their own exclusion requirements
and so we will work closely with them to

design products that meet their needs.

Our climate engagementis
systematically integrated into our
analysis, is specific to the asset class and
when and where the risk or opportunity
may materialise. We prioritise our
climate engagements with companies in
high emitting sectors and where we have

the most material financial exposure.

We evaluate each company’s

energy transition plans, encourage
transparency of disclosure, and urge
changes to policies and practices when
companies appear to be misaligned with

the goals of the Paris Agreement.

In our efforts to generate the best
possible long-term financial and
environmental outcome for our clients,
we will engage with companies in line
with the TCFD recommendations and

encourage them to:

Figure 8: Investor collaboration: CA100+ & IIGCC

Engagement

programme CA100+/1IGCC

Purpose Ensure the companies in which we invest are disclosing
and minimising the risks and maximising the opportunities
presented by climate change.

Asks Secure commitments from the boards and senior

management to:

* Implement a strong governance framework: articulating
the board’s accountability and oversight of climate
change risk and opportunities.

* Take action to reduce greenhouse gas emissions
across their value chain, consistent with the Paris
Agreement’s goals.

Provide enhanced corporate disclosure in line with TCFD.

Companies in scope

100+ ‘systemically important emitters’, accounting for
two-thirds of annual global industrial emissions, alongside
more than 60 others with significant opportunity to drive
the clean energy transition.

* Manage: put in place appropriate

risk management and governance

structures to address climate risk.

* Report: report on theirimpacts and

activities, including scope 1,2,and 3
emissions, and embed climate scenario
analysis and stress testing into their

business planning activities.

* Mitigate: take steps to mitigate the

negative impacts from climate risks
to their business, whether physical or

transition risks.

* Invest: capitalise on opportunities by
redeploying capital to lower carbon
technologies or business activities
that support the transition to a low

carbon economy.

We undertake our climate engagement
as members of Climate Action 100
(CA100+) and the Institutional Investor
Group for Climate Change (IIGCC)

and through our internal one-to-

one engagements. See figure 8.
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CASE STUDY &5

Engagement example:

CA100+ Glencore

What is our goal?

To ensure the world’s largest corporate
greenhouse gas emitters minimise

their impact on climate change and seek
opportunities to accelerate the transition

to net zero.

Why are we doing this?
Climate change is a systemic risk for
investors. Collaborative engagement can

leverage holdings and knowledge.

Outcome thus far

Glencore committed to net zero by
2050 and to cut 40% scope 1,2 and 3
emissions by 2035.

Asks
* Adoption of the CA100+ net

zero benchmark.

* Appropriate targets to reduce
emissions in line with what is required
to stay below 1.5°C.

* Establishing company governance,
strategy, risk management

and disclosure.

Major shift in strategy partly
attributable to engagement pressure

During 2020, we joined the Financing the
Just Transition Alliance, which is bringing
together banks, investors and other
stakeholdersinthe UK to encourage
practical steps to connect climate action
with positive social impact in the run-up
to COP26. We see the transition to net
zero, with its potential impact on jobs,
bills and domestic investment could
generate avoidable social friction. Our
engagement in this area aims to smooth
the energy transition by addressing

such inefficiencies.

CASE STUDY 6

Climate and Just Transition
utilities engagement
Companies in scope

SSE, Scottish Power, Centrica,
National Grid, E.on, EDF and RWE.

What is our goal?

Evaluate risks and opportunities arising
from the transition to net zero. Companies
issue a Just Transition strategy ahead of
COP26 in November 2021.

Why are we doing this?

RLAM has high exposure to the utilities
sector and recognises the opportunity
for the sector to decarbonise the

economy through electrification.

Outcome thus far

We gathered valuable information on all
companies’ net zero plans and how they
are managing climate risk. SSE adopted
adJust Transition strategy in November
2020, the first of its kind globally.

Asks
* Plansto meet net zero requirementsin

the UK and globally.

¢ Climate change public policy and public

communications strategies.

* Plans to scaling responses to the
trends of decentralisation and

democratisation of energy.

* Detail on approach to the Just
Transition including working,
communities, customers and

supply chain.

Collaborative engagement with

Friends Provident Foundation

CASE STUDY 7

SSE’s Pioneer Just Transition
strategy commitment’®

As part of our engagement with utilities
in 2020, SSE asked us to submit a
question to the board at the company’s
AGM, covering our request for SSE

to adopt and publish a formal Just
Transition strategy.

The Chairman replied via video, and

the company issued a written response
committing to develop a Just Transition
strategy; the first commitment of its kind

inthe sector.

Following the AGM we provided
feedback on various drafts of SSE’s
Just Transition strategy along with our
engagement partners and academics
from the LSE Grantham Institute, ahead
of its publication in November 2020.

This pioneering move was followed up in
December 2020 by our call for action
across the utility sector for companies to
publish their Just Transition strategies
ahead of COP26.

CASE STUDY 8

Engagement example:
rolling stock decarbonisation
Companies in scope

Angel, Eversholt, Porterbook.

What is our goal?
Disclosures of strategies to phase out
diesel assets and develop low carbon and

bi-mode alternatives.
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Why are we doing this?

A recent review recommended the
removal of all diesel-only trains by
2040 inthe UK. Lack of preparedness

represents an investor risk.

Outcome thus far

Met the three largest rolling stock
companies and retrieved information that

differentiates their risk.
Asks
* Strategyand preparedness.

¢ Disclosure of decarbonisation
strategy and approach to

environmental matters.

* Preparedness of current fleet for

alower carbon economy.

* Future investment requirements,
including new purchases

and conversions.

RLAM gains early understanding of

the impact of phase out of diesel assets

CASE STUDY 9

Engagement example:
water utilities

Companies in scope

Southern Water, Yorkshire Water,
South West Water

What is our goal?
Ensure UK water companies are
managing their exposure to climate

physical risk.

Why are we doing this?

The UK water utilities sector has a history
of poor leakage and pollution performance.
This coupled with the increasing pressures
that ever-changing weather patterns
bring, as a result of climate change,
means that through our investments in
such companies our portfolios are
potentially exposed in the medium to long

term to the impacts of climate risk.

Outcome thus far

To date, we have gained reassurance
from some utility providers and are
continuing to work with others where

performance is still concerning.

Asks

* Ensure climate risk managementis

embedded into business strategy.

¢ Net zero commitment, inclusion in

management incentives.

* Maintain an environmental
performance score of 8 stars

or above.

* Objective analysis of environmental
performance, as measured by

Environmental Agency annually.

RLAM works to drive change in the

medium to long term

Voting
With regard to our voting rights as a

shareholder, we have a dedicated section

in our voting policy'® for climate risk.

In some instances, we may file or co-file a
climate-related shareholder resolution.
We will on occasion attend and speak

at a company Annual General Meeting
(AGM), or escalate our concerns to other
institutional investors who we believe
may share our views (as described). We
may also voice our concerns through
public statements, individually or with
our collaborators when we feel sufficient
progress in line with the Paris goals has
not been made. We will respond to press
enquiries where appropriate and use
public comments as a tool for improving

stewardship and good governance

around climate risks.
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Excerpt of RLAM Voting Policy

RLAM may abstain or vote against the
chair of the board where climate change
is a material risk to the business and
where we believe engagement has not
been effective.

RLAM will vote for shareholder
proposals requesting companies to
disclose material climate-related
information on their climate risks, or
requesting companies to produce a
TCFD report. RLAM will also support

shareholder proposals at the CA100+
companies where we consider the
proposal to be reasonable, in the best
long-term interests of the company, and
not overly prescriptive in nature.

As an extension of our previous voting
position we will consider voting against
the re-election of the chair of the board
at our most highly emitting companies
where following engagement there has
not been progress on the disclosure of a
climate transition plan.

J

CASE STUDY 10

Barclays plc

In 2020, Barclays was identified in a
public study amongst the biggest
European financers of fossil fuels, highly
carbon-intensive and controversial sub-
industries. Largely in response to this, in
the May 2020 AGM ShareAction filed a
shareholder resolution pushing Barclays
to become a net zero bank. In response,
Barclays filed a counter proposal
committing the bank to becoming net
zero by 2050 across its Scope 1, 2 and
3 emissions, along with commitments to
helping the transition of energy and power

clients and to report annually from 2021.

Before voting, we chose to engage

with both Barclays and ShareAction

in an effort to understand more how
compatible each of the resolutions would
be with existing Barclays’ governance
and environmental lending practices.
The outcomes of our engagements
were positive and we were particularly
impressed by the scale of the bank’s
response. As such, we made the decision
to support the management proposal,

welcoming Barclays’ ambitious strategy.

Outcome: the multiple engagement
conversations with the board,

management and our support of the

‘Zero by 2050’ plan provided us with
much greater comfort over Barclays’
strategic plans and commitmentsin
this area; and reassured us around our

continued investment in the company.

CASE STUDY 11

Climate escalation tactics and
shareholder resolutions

We escalated our climate-related votes
to board elections on two occasions in
2020. At Conoco Phillips, a US-based
multinational gas and oil business,

we were concerned by the company
seeking a no-action relief for a climate-
related shareholder proposal filed for
inclusionin its AGM agenda. As a key
risk area for the company, we were
disappointed that the company has not
allowed shareholders to vote on this
proposal and decided to vote against
the chair of the Governance Committee
and lead director. At Standard Bank
Group, a South African financial services
entity, the company decided to reject
two shareholder proposals regarding
potential climate change risks posed

by the bank’s lending practices to coal,
oil and gas based projects. We have
expressed serious concerns over this
course of action and would ask that the

company allow their shareholders the

opportunity to vote on such proposals
in the future. Given that the board

chairman was not up for election at the

most recent annual general meeting,
we have abstained on the election of the
lead director, who also served on the
Risk Committee.

We have supported shareholder
proposals calling for increased climate
related disclosures at Aena S.M.E.,
Chr. Hansen Holding, Dollar Tree Inc,
J.B. Hunt Transport Services, Inc.,
JPMorgan Chase & Co., Kroger, Ovinitiv,
Phillips 66, Procter & Gamble Co.,
Toronto Dominion Bank, Transdigm
Group, Union Pacific, United Parcel
Service, Walmart, and Yum Brands. We
have also supported a shareholder call
for AGL Energy to align closure dates
of their coal-fired power stations with a
strategy to be set by the company.
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Advocacy and public policy

We believe the right policy framework
supports the identification of investment
opportunities and can encourage the flow
of low-carbon focused capital to address
climate change. We will fulfil our fiduciary
duty as stewards of our clients’ capital
and encourage climate-aware economic
development by advocating for policies
and regulation that avoid or pre-empt
unnecessary climate impact and thus

support long-term value creation.

We review and contribute to public policy
interventions around climate change
through this lens; both individually and
through our membership of trade
associations such as the Investment
Association (IA), Institutional Investor
Group for Climate Change (IIGCC) and
Principles for Responsible Investment
(UNPRI) among others.

CASE STUDY 12

Ofgem advocacy

Every five years or so, Ofgem, the UK
electricity and gas regulator, sets new
price controls which govern companies
that operate in the UK gas and electricity
sector. With new price controls set

for 2021 (RIIO-2), Ofgem released a
draft pricing review in late 2020 for
consultation. Following the release of
the draft controls we engaged with the
regulator, as we had concerns that the
new price controls did not have the right
balance between austerity and investment
and therefore could potentially hinder
much needed investment in technologies
and infrastructure that would support
the energy transition. Our concerns
have been widely echoed by other
industry participants, including energy
companies such as SSE who were
particularly vocal about their concerns

with the draft review.

Whilst Ofgem, at the time of our
engagement, were yet to release the
final pricing review, they were keen to
express that they have listened to us and
others who have expressed concern
about the balance between austerity
and investment in relation to financing
the transition. They were particularly
interested to hear our views on how they
were communicating their message,

as they felt that the focus on austerity
and financial savings was not intended
to be their only priority within the

price controls.

Divestments/exclusions

In general, RLAM does not apply blanket
exclusions on climate-related topics.

We find that judgement, pragmatism
and the results of robust engagement
for alow-carbon transition are likely

to deliver more tangible real world

decarbonisation.

However, we understand some of our
clients have fiduciary mandates that
require them to identify and exclude
particular activities. With this in mind,
we maintain a suite of climate metrics,
including company exposure to certain
fossil fuels and climate solutions. This
helps us support our clients’ investment

preferences and capital reallocation.

Green investments

While there is no single definition of
green investments, we observe an
increasing appetite from regulators
(e.g. EU Taxonomy) and clients to
evaluate the ‘greenest’ of products and
portfolios. We have made a commitment
to consider climate risk in any new fund
design proposals, and we are continually
enhancing our capabilities to deliver
climate-aware and carbon transition
funds that align with the goals of the

Paris Agreement.

CASE STUDY 13

Sustainable funds

Our Sustainable funds have a

mandate to invest in companies that

we believe are either ESG leaders
and/or provide a positive ‘net benefit’
to society. Our approach looks at
sustainability holistically — through both
an environmental and social lens. We
undertake detailed ESG and climate
risk analysis, and cross check our views
with anindependent external Advisory
Committee. The funds avoid investing

in fossil fuel companies and have a
significantly lower carbon footprint
than their reference benchmarks. For
example, the Sustainable Leaders fund
has a carbon footprint that is 28% lower
than the FTSE All Share2°.

In the funds we hold SSE plc,a UK
energy utility company which has the
largest renewable energy capacity
across the UK and Ireland. The company
has demonstrated leadership through
committing to grow the amount of
renewable energy they generate and
also cut carbon intensity by 2030 to be
in line with Paris Agreement ambitions.
Through their leadership we believe
they are also contributing towards a net
benefit for society, by leading in an area
thatis integral to the UK’s transition

to net zero.
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(Governance

The RLAM Board has ultimate
responsibility for setting RLAM’s risk
appetite and reviewing our strategic
risks. Our Chief Investment Officer
(Cl0)is aregulated Senior Management
Function (SMF) and is the executive team
member that is accountable for setting
the investment strategy, and overseeing
our responsible investment function,
climate change policy, and approach to
climate investment risk. The ClO, with
support from the investment teams,
updates the board and monitors climate
change riskin line with RLAM’s risk
tolerance threshold. The ClO is also
responsible for ensuring climate change
risk management is embedded across
RLAM’s investment strategies. The
ClOis amember of RLAM’s Executive
Committee and chairs the Investment
Committee. Climate risk training is
provided to the board and both relevant
committees as an induction package and

at regularintervals.

An overview of roles and responsibilities
and our governance structure

surrounding climate risk is detailed in the

following table. See also figure 9.

Role

Responsibility

Head of Asset Class and all
investment managers

Responsible for ensuring material climate risks
are considered within investment decisions

and contributing to engagement and proxy
voting decisions.

Head of Responsible Investment (RI)
and the Rl team

Provides subject matter expertise, support,
information, data and analytics to the investment
teams and oversees day-to-day implementation
of engagement and proxy voting activities
across all asset classes.

Chief Investment Officer (C1O)

Senior Management Function (SMF) with
Executive Committee responsibility for Rl and
climate change.

Investment Committee

Chaired by the ClO. Responsible for monitoring,
oversight and advice to the CIO oninvestment
matters as they relate to Rl and climate change.
The Investment Committee meets 10 times
ayear.

RLAM Board Risk Committee (BRC)

Board-level committee responsible for
oversight of climate risk monitoring ona
regular basis, in line with the RLAM risk
appetite. Updates on climate risks and issues
are reported to the BRC on climate issuesona
regular basis.

RLAM Board

Overall responsibility for agreeing RLAM’s
approach to climate risk. Responsible
investment (including climate) considerations
will be included in the board’s Terms of
Referencein early 2021. The board meets
quarterly and an update on climate riskis
provided on at least an annual basis.
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Figure 9: RLAM governance structure

RLAM Board
Chair: Kevin Parry

RLAM Board Risk
Committee

Chair: Kevin Parry

RLAM Executive
Committee

Chair: Andrew Carter

RLAM Investment
Committee

Chair: Piers Hillier

RLAM Business
Risk Committee

Chair: John Nicol

RLAM CASS
Governance Committee

Chair: Andrew Hunt

RLAM Valuation
Oversight Committee
Chair: Cat Read

RLAM Distribution and
Product Committee

Chair: Rob Williams
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Risk management

RLAM’s risk management framework
consists of a cohesive set of components
designed to sustain and uphold high
standards. This helps to ensure that the
firm’s performance and achievement

of its objectives are not undermined by

unexpected events.

As part of its risk management
framework, RLAM defines risk strategy,
risk appetite and policies which set out
the objectives, limits and tolerances

within which the board expects the

business to operate. Such an approach
provides assurance that the risks to
which RLAM may be exposed are being
appropriately identified and managed
within risk appetite, whilst impact is

being minimised.

Climate risk in RLAM

As an asset manager, RLAM has the
fiduciary responsibility to protect the
assets managed on behalf of our clients

and mitigate the impact that climate

Figure 10: Emerging risk assessment
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Figure 11: Emerging risk assessment
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Extract from RLAM Emerging Risk Profile (covers all legal entities). As of June 2020.

climate change risk may soon become a
key element ininvestment management
threatening our ability to participate
and compete.

Emerging risk description Opportunity/ Impact Timescale
threat

Climate change — Driven by the Opportunity Medium 2-3years

general trends and client demands, and threat

change can have on these holdings.
Therefore, during the course of 2020,
RLAM undertook a number of initiatives
tointegrate climate change into its risk
management framework and ensure that
its climate change strategy is reflected
through different components of this
framework to enable informed decision-

making at various levels.

The risk management framework
consists of a set of tools and procedures
which allows RLAM to identify,

manage and mitigate risks the firm

is exposed to. In particular, climate
change risk has been recognised in the
risk taxonomy, risk and control self-
assessment process and throughout
risk governance. Climate risk is identified
as an emerging risk within RLAM’s risk
register, in recognition of the long-
term nature of some of its impacts.
Additionally, climate-related risks

are captured in our risk management
system and are linked to reputational,
operational and regulatory risks. See

figure 10.

Emerging risks arise from the external
environment as a result of technological,
economic, environmental and/or
geopolitical changes. We manage
emerging risks with the aim of protecting
our business and achieving its strategy.

See figure 11.

Through its integration in RLAM’s risk
register, climate risk is covered and
reviewed by our three lines of defence

operating model. See figure 12.

The structure for identifying, managing
and reviewing RLAM’s climate risks is

displayed. See figure 13.
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Figure 12: RLAM 3-line of defence
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Figure 13: RLAM Climate Risk Management Framework
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We have three principle risks that are
impacted by climate change. These are

described below.

Investment risk

Climate change might affect the
investment returns of assets we manage
for our clients. In our analysis we integrate
material ESG considerations, including
climate change, into our investment
processes to support and enhance risk-
adjusted returns. Investment risk from
climate change is defined by RLAM as the
‘risk that climate change may impact the
investment outcomes for our clients’. This
could be the result of greater volatility in
markets, impacts to companies’ business
models and ultimately the impact on their
financial results. This can also be related
to impacts due to physical disruption to
the operations of companies and issuers

we invest in.

We believe that it is in the best interest of
our clients for RLAM to integrate climate
change in the analysis stage of the
investment process for all asset classes.
It will affect the final investment decision,
when financially material, with the aim of

improving standards, reducing risk and

enhancing returns.

We seek to address and mitigate climate

investment risks in three ways:

1 We ensure climate risk is integrated
into our risk framework and we have
appropriate governance to ensure
itis monitored and assessed with a
view to protecting client assets and
ensuring we can continue to operate

our business.

2 We integrate material environmental,
social and governance (ESG) issues,
including climate risk, into our

investment decision-making.

3 We are active stewards of our clients’
capital and use proxy voting and
engagement as tools to highlight
potential climate risks and influence
company and regulator behaviour
in order to reduce any investment
risks, or improve outcomes

or opportunities.

Strategic risk

Being atransverse?! risk, climate risk
can manifest itself in a variety of ways and
have diverse implications for the long-
term strategic success of our business.
Itis therefore recognised and addressed
as part of our business strategy. RLAM
defines Strategic Climate Risk as ‘the

risk associated with failing to respond
sufficiently to shifting sentiment towards
climate change, which may result in
brand, proposition or market share

being negatively impacted.’

Recent changes observed in consumer
preferences and awareness of the
impacts of climate change require us
to adapt our products and investment
capabilities to incorporate climate risks
and opportunities. We have responded
to this risk by increasing the number of
experts in our Responsible Investment
team who can advise on climate risk.
This expertise focuses on the latest
information on climate science, risk
analysis tools and reporting frameworks,
including the TCFD and the EU
Taxonomy, as inputs to the investment
decision-making process. We have also
purchased additional climate research
and analytics, and are building tools and
systems to help us interrogate data to

build new products and capabilities.

Furthermore, RLAM and other UK
asset managers face an uncertain future
regulatory environment regarding
climate change. The UK regulators
have emphasised the importance of
integrating climate risk within the
financial industry standards, and have
committed to prioritising environmental
issues after the UK leaves the EU.

New regulatory standards are also
coming into force in the EU and we are
monitoring the potential impact of this on
both our strategy and operations. For
example, the FCA DP 20/2 indicated
that ‘In the EU the European Banking
Authority (EBA) will prepare areport
on the introduction of technical criteria
for ESG exposures to use as part of

the supervisory review and evaluation
process. These criteria will include
impact metrics and a definition of ESG
risks. They will submit their findings to

the European Parliament, Council and



TFCDreport2020 RLAM 27

Commission by 26 December 2021.
Based on their finding's, the FCA may
consider introducing its own guidelines
forintegrating ESG into the supervisory

review process.’

Operational risk

RLAM defines operational risk resulting
from climate change as ‘the risk

that climate change may impact our
operations and our ability to manage
assets or continue to serve our

clients.” RLAM’s material exposures to
climate change risks will be evaluated

in our Internal Capital Assessment
Process (ICAAP)22,

RLAM, through its parent, Royal London
Group, manages its operational physical
and transitional climate risk, through
shared services, infrastructure and

the buildings we operate from. As a
mutual, Royal London Group takes a
long-term view when looking at what is

best for clients, members and society as

awhole. Jointly with the Group, we aim
to operate our business in a responsible
manner, seek efficiencies to reduce our
environmental and climate impacts, and
strive for continual improvement. For
example we have installed mechanisms
to shut down heating and cooling
systems on unoccupied floors to

reduce energy use and incorporated

an energy performance contract into
arrangements with our integrated
facilities partner to drive energy use
down further. We have also achieved
BREEAM ‘very good’ or above for any
new buildings we operate from. In 2020,
Royal London announced a commitment
to net zero for our operational Scope 1
and 2 emissions by 2021 ensuring that
our operations will be leading the way on

risk management.

You can read more about our approach
to operational climate risks in the

Royal London Group Climate Change

Commitments Policy Paper.

Figure 14: RLAM Climate Policy strategic commitments

Area RLAM policy commitments What we did in 2020
Risk 1 We willintegrate backward- We undertook climate-risk
management and forward-looking climate training with members of

factors in the stress-testing of
ourinvestments where we are
confident we have good quality
and reliable data.

We will interrogate and seek
toimprove the quality of
climate data, acknowledging
that this is a nascent area and
that data and knowledge is
continually improving.

We intend to conduct annual
training with Fund Managers
across RLAM. This will ensure
that fund managers and
analysts have the required
knowledge, understanding
and access to information
tointegrate climate
considerations into investment
decision making successfully.

the RLAM Board to ensure
that they are knowledgeable
enough to provide appropriate
guidance and challenge on our
climate strategy.

We worked to ensure that all
relevant committee Terms of
Reference?® have been updated,
to reflect the inclusion of climate-
risk responsibilities.

We enhanced the quality of
climate data sets, particularly
through additional research and
data collection (fixed income) and
engagement (equities).

We advocated for changes to
climate data methodologies
through our involvement in the
CFRF and the IA.

We held early discussions on
stress and scenario testing,
modelling and piloting with
RLAM’s Investment Risk team.

What we did in 2020

Agreed climate
governance model

Add climate to Board ToR*

Set up risks and controls
around climate

Trained RLAM Board

Discussed climate at three
Investment Committee meetings,
one ExCotand one Board meeting.

Published our Climate policy
Trained all investment teams
Undertook regular fund reviews

Designed TCFD report
with metrics

* Governance approval early 2021

t Executive Committee


https://www.royallondon.com/globalassets/docs/shared/investment/pdf4pd0019-climate-change-policy-doc.pdf
https://www.royallondon.com/globalassets/docs/shared/investment/pdf4pd0019-climate-change-policy-doc.pdf

28 RLAM TFCD report2020

Metrics and targets

During 2020 we started evaluating
the best metrics to measure risk and
opportunities within our operations and
investments. The systematic disclosure
and analysis of climate data across
multi-asset investment strategies

and hundreds of portfolios is complex
and challenging. At RLAM we are
working with issuers, data providers
and regulators to overcome this issue,
to enhance data quality and expand
coverage, whilst acting now on the

information at our disposal.

In the interest of transparency, we

have chosen to disclose selected
metrics which are defined in Appendix .
This constitutes a first step in our
disclosure. We will increase the level

of our disclosure as our confidence on
the robustness of the data and impact

methodologies improve.

Our objective is to find the clearest and
most decision-useful approach to climate
disclosures. As we are at the beginning
of our journey, it is likely that the data we
reportin 2020 may not be comparable
to future years, or suitable as a baseline.
This is due to the unusual year, where
economic activity was particularly
volatile due to the coronavirus pandemic
and global emissions decreased due

to restrictions imposed to combat the

spread of the virus.

Nevertheless, we present?4 an analysis
of backward- and forward-looking
metrics based on a breakdown of asset
classesin RLAM as of 31 December
2020. Over time, enhanced data quality
and improvement in our methodology
will enhance insights and give us

better information to decisively act to
address our climate risks and work

towards alignment with the goals of the

Paris Agreement2® while continuing
to actin the best long-term interests

of our clients.

RLAM assets under
management
and benchmarks

As of 31 December 2020, RLAM
managed £148.4bn. In our first TCFD
report we analyse the following asset
classes: equities, fixed income corporate
and sovereign bonds and Property.

Our analysis in figure 15 excludes
Cash?26é and Derivatives. Throughout

the report we compare our assets with
composites?” of relevant equity and

fixed income benchmarks.

Summary of climate metrics

As shown in the risk section and in Figure
16, our largest impact on the climate is
through our investment activities and that

will be the main focus of this section.

Fixed income and equities

Infigure 17 we show the aggregated
value of backward- and forward-looking
metrics for key asset classes, against
appropriate benchmarks. We aggregate
equities and fixed income values for a

firm-wide perspective.

The metrics we have selected?® will
help our risk management teams, our
leadership team and fund managers

to integrate climate considerations

Figure 15: RLAM AUM covered in TCFD report by asset class

g

B Fixed income (corporate) 39%
M Equities 30%

M Sovereign bonds 15%

& Property 5%

M Notcoveredinreport 11%

Source: RLAM proprietary data as at 31 December 2020

Figure 16: Summary of emissions scope 1,2 & 3

Scope Total Explanation

Scope 1 0.19tCOze Emissions from operating our business3°

Scope 2 69.80tCOze Electricity and heating in our offices®’

Scope 3 —direct 15tCO0ze Air and rail transport from our staff

Scope 3 — investments 5.834 MtCOqe Total scope 1 & 2 emissions associated
toinvestments®2

Source: RLAM proprietary and MSCl data as at 31 December 2020
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in the various processes relevant to
carrying out investment management
activities. In particular, as recommended
by TCFD, we have started using the
weighted carbon intensity to inform
some of our investment decisions and to

communicate with our clients.

Figure 17 shows that our investment
portfolios in equities and corporate
fixed income have lower carbon intensity
and lower warming potential than their

reference benchmarks.

RLAM has been explicit for years about
the limitations found in emissions data,
particularly for fixed income assets. We
find that the data coverage from typical
ESG datavendors is often very low for
this asset class. As previously indicated
and in an effort to combat this industry-
wide shortfall, RLAM developed, in
2020, anin-house carbon intensity tool
which extended carbon emissions data
for our fixed income holdings from 70%
to 84% coverage of our portfolio2®.

We continue our efforts to expand the
data quality across asset classes and

their benchmarks.

Sovereign bonds

Figure 18 shows sovereign bonds
marginally above the benchmark. A
lower score under each metric means
performing better than the benchmark.
In the next sections we will dive into
some of the details that underpin

these differences.

Figure 17: Summary of backward- and forward-looking climate metrics for

equities and corporate debt

Backward-looking

Forward-looking

Weighted average
carbon intensity33

tCOze/$m revenues

Warming potential °C34

RLAM* 100.46 3.73
Coverage % of portfolio value 89% 72%
Aggregated benchmark 145.41 3.75
Coverage % of portfolio value 93% 75%
Performance vs benchmark 31% 1%
Fixed income instruments 86.3 3.95
Coverage % of portfolio value 83% 52%
Fixed income benchmark 155.60 3.87
Coverage % of portfolio value 91% 58%
Performance vs benchmark 45% -2%
Equities 118.82 3.44
Coverage % of portfolio value 97% 98%
Equities benchmark 132.18 3.59
Coverage % of portfolio value 95% 96%
Performance vs benchmark 10% 4%

Source: RLAM proprietary and MSCl data as at 31 December 2020

* RLAM portfolio refers to equities and corporate fixed income portion of RLAM’s
AUM analysed circa 69% of assets.

Figure 18: Summary of backward- and forward-looking climate metrics for

sovereign debt

Backward-looking

Forward-looking

GHG GDP intensity

Warming potential °C

Kg CO2e/USD of GDP3%
Sovereign bonds portfolio 0.2008 3.22
Coverage % of portfolio value 100% 100%
Sovereign bonds benchmark 0.1994 3.19
Coverage % of portfolio value 100% 100%
Performance vs benchmark -1% -1%

Source: RLAM proprietary and MSCl data as at 31 December 2020
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Analysis

Carbon intensity

RLAM’s overall weighted average
carbon intensity (WACI) is 31% below
its benchmark. See Figure 19.

RLAM’s outperformance against

its benchmarks is mainly driven by
relatively lower weighting in high-carbon
emitting sectors such as oil and gas

and industrials.

Over 80% of WACI for our equities and
fixed income investments stems from
exposure to the energy utilities sector.
The skew towards the sector reflects
both how intensive emitters these
companies still are and also, RLAM’s
preference in holding and lending to

the industry.

Implied temperature rise -
warming potential

In the context of climate action efforts to
support the Paris Agreement goals, and
the availability of new methodologies to
assess climate risks and opportunities
thereis increasing interest in forward-
looking information to inform financial

decision-making.

In particular, a metric that is gaining
interest from the financial sector since
the TCFD issued its recommendations
is referred to as ‘warming potential’ or
‘implied temperature rise associated
with investments’ (ITR). These metrics
represent the estimated temperature
rise associated with the greenhouse
gas emissions and other inputs

and assumptions for an entity (e.g.
company). While this approach and its
methodologies are stillimmature and
not without controversy, we still find it a
useful signal, amongst others, to evaluate
emissions trajectories and alignment

with the Paris goals.

intensity by sector — equities
]

4

H Utilities 33.5%
M Materials 30.7%
Energy 9.4%

M Information
technology 5.6%

[ Industrials 7.6%
Health care 3.0%

[l Consumer staples 3.3%
Financials 3.2%

Consumer
discretionary 3.0%

B Communication
services 0.7%

tCO2e/$m revenues
200
150 145.49
100.46
100 86.30
) I
0
RLAM  Aggregated Fixed
benchmark income
Figure 20:
Weighted average carbon

Figure 19: Weighted average carbon intensity

155.60
18218
118.82
Fixedincome Equities Equities
benchmark benchmark
Figure 21:
Weighted average carbon

intensity by sector — fixed income

.\\ \

«

M Utilities 49.3%
M Generalindustrials 16.1%
Structured 14.2%
M Consumer services 5.0%
¥l Real estate 3.6%
Social housing 3.6%

M Banksand
financial services 2.4%

Telecommunications 2.0%
Consumer goods 1.9%

M Supranationals
and agencies 1.7%

[ Other1.3%

Figures are subject to rounding and therefore totals may not always equal 100%.

Source: RLAM proprietary and MSCl data as at 31 December 2020

As shown in Figure 22, RLAM’s
portfolio®® has an estimated warming
potential of 3.66°C and is therefore not
aligned with the Paris Agreement.

RLAM'’s estimated portfolio temperature
is 0.02°C below the benchmark, or just
1% better. We estimate the warming
potential for our equities and fixed

income portfolios to be 3.95°C and

8.44°C respectively. Fixed income is 2%
worse than its benchmark and equities

is 4% better. 72% of RLAM’s warming
potential is driven by scope 3 emissions,
compared to 18% of scope 1 and 10% of
scope 2. Inthe sovereign portion of the
portfolio, RLAM warming potential is
8.22°C against a benchmark pointing to
8.19°C. As the data and methodologies
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Figure 22:
Implied temperature rise °C
(warming potential)
)
5.0
[ ]
4.0 @ World business
0 asusual
® Benchmark
) ® RLAM
3.0 © Current policies
o ® Countrypledges
Paris 2°C
20 @® Paris1.5°C
® 2020 levels
P of warming:
1.0 e
0o

\

Source: RLAM proprietary and MSCI
dataas at 31 December 2020.

to measure future holding performance
improve, we expect to be able to further
integrate this information into our
analysis, ensuring that climate risks to

borrowers are priced appropriately.

Our portfolio is also not within the
‘current policy range of temperatures’ as
calculated by Climate Action Trackers?.
According to their methodology, the
current policies enacted by governments
are likely to lead to warming between
2.7°C and 3.1°C (see Figure 22). The
world’s economy and current policies
are misaligned with the goals of the Paris
Agreement and will require further
policy action and multi-stakeholder
innovation to meet a target of net zero by
2050. This just highlights the amount of
effortinvestors’ face to engage with their

holdings for Paris Alignment.

What are we doing to mitigate
our carbon risk exposure to the
utilities sector and to benefit
from the energy transition
opportunities?

The power utility sectoris at the core

of the energy transition to mitigate
climate change. Globally, electricity and
heat production are the largest sector
emitters of greenhouse gases accounting
for around 38% of emissions, followed
by transport, industry and buildings.
However, the sector is undergoing a
rapid transformation, which is already
contributing to decarbonisation. In the
UK, between 2010 and 2019, emissions
in the power sector fell from 161 MT to
54 MT of COze. In scenarios that achieve
1.5°C warming, the power sector is the
first to decarbonise. Power also enables
the decarbonisation of other sectors,
through the electrification of transport,
heat and some industrial activity.

The sector is a significant contributor
to our overall WACI and therefore it

is a strategic priority in our climate
engagement and stewardship activity.
We aim to be a strong investor voice in
the power utility sector. These are some
of the activities we undertook in 2020
to influence a rapid decarbonisation of
the sector:

¢ We co-lead the Institutional Investors’
Group on Climate Change (IlIGCC*)

* http://www.iigcc.org

power utility sector working group,
which drives forward CA100+
engagements for thirteen European
utility companies.

We partnered with the Friends
Provident Foundation to engage with
the seven largest utilities in the UK on
social and climate issues. We scrutinise
companies’ assumptions and the
alignment of their business models,
infrastructure and investment pipeline
to the principles of net zero. We
suggested the inclusion of Just Transition
principles into their decarbonisation
plans and published our Investors’
Expectations for the sectorf.

We co-authored and published a paper:
Accelerating the Transition to Net
Zero Emissions in the Power Sector?,
presented in the ‘Race to Zero’
dialogues as part of UK Government’s
COP26 presidency efforts.

We reached out to the utility sector
regulator in the UK, Ofgem$, to
request a revision of their Revenue
Using Incentives to Deliver Innovation
and Outputs-2 (RI10-2) ‘Draft
Determinations for Transmission,
Gas Distribution and Electricity
System Operators’. We urged them
to reconsider the achievable level of
returns to ensure it is sufficient enough
to attract the investment required to
achieve net zero.

T http://www.rlam.co.uk/institutional-investors/our-views,/2020/expectations-for-

energy-utilities-just-transition-strategies

¥ https://www.iigce.org/resource/power

§ See Stewardship section for a detailed analysis of this interaction.
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RLAM holdings’ exposure

to green and brown revenues
Other useful metrics that we are
evaluating to monitor and manage
climate risks and opportunities are our
holdings’ exposure to brown and green
revenues. We define brown revenues

as those obtained from any fossil-fuel
activities in oil and gas, thermal coal
mining and thermal coal generation.
Equally we define green revenues as
those obtained from activities associated
with climate and natural capital solutions.
Detailed definitions of these metrics and
methodological shortcomings can be

found in Appendix | and Appendix IlI.

Companies with any revenue associated
to fossil fuels constitute 8% of our
portfolio, while the aggregate
benchmark has 12% exposure. This
means RLAM has 36% less exposure

to fossil fuels than its benchmark; this

is mainly driven by a significantly lower
exposure to the energy sectorin our
Fixed Income portfolios. However,
companies with any green revenues
from climate and natural capital
solutions constitute 28% of our portfolio
(marginally lower than the aggregated
benchmark’s 26%). Our lower exposure
to green revenues can be explained
mostly by the relatively low exposure of
the fixed income portfolio to industrials

and energy sector.

Climate stress-testing

and climate physical risk®®

From 2021, we will continue modelling
forward-looking metrics to measure
climate-related value at risk and
alignment of our investments with the
goals of the Paris Agreement and to
support portfolios’ stress-testing
against a number of scenarios. Climate
Value at Risk (C-VaR) measures the
potential impact on the market value

of investments due to the impact of

climate change transition and physical

Any brown

revenues

0 5 10

revenues
Anygreen

Figure 23: Exposure to brown and green revenues

H RLAM
M Benchmark

26.0%

15 20 25 30

)

Source: RLAM proprietary and MSCl data as at 31 December 2020

Figure 24: RLAM Equities Climate Value-at-Risk under various scenarios

Scenario C-VaR 1.5° C-VaR 2° C-VaR 3° C-VaR C-VaR
‘stress-testing’ AIM/CGE | AIM/CGE | AIM/CGE | moderate | aggressive
% % % physical physical
risk risk
% %
RLAM — equities % -17.47 -11.02 -6.76 -5.82 -7.18
of market valuation
Coverage % of 98 98 98 94 94
portfolio value
Benchmark % of -22.87 -15.63 -8.13 -6.58 -8.70
market valuation
Coverage % of 96 96 96 91 91
portfolio value
Performance vs 24 30 17 19 17
benchmark

Source: RLAM proprietary and MSCl data as at 31 December 2020

risks under different stress-testing
scenarios. This means that, under the
scenarios considered climate risk

and opportunities are presented as a
potential percentage downside valuation
impact. Further detail on the metric

is included in Appendices | and Il. We
selected three scenarios 1.5°C, 2°C and
8°C, all from the Asia-Pacific Integrated
Assessment Computable General
Equilibrium Model (AIM/CGE)29. In this

year’s report we focused this analysis

on our Equities portfolio due to its more

consistent and reliable coverage.

These scenarios aggregate the climate
physical risk with the emissions mitigation
policy risk and the technological upside
or opportunities. The 3°C scenario is
representative of the current national
climate policies. It can be framed as
responding to the question: ‘what could
happen if the world implemented most

of the policies they have now designed to



mitigate climate change?’ RLAM’s Equity
portfolios perform 17% better than
their benchmarks under this scenario.
The 2°C scenario represents the Paris
Agreement overarching goal and it
requires emissions reductions to achieve
net zero by the second half of the century.
RLAM exhibits 30% less value-at-risk
than its benchmark under this scenario.
And finally, the 1.5°C scenario is the most
ambitious of the Paris Agreement’s goals
and requires achieving global net zero
emissions by 2050. RLAM’s portfolio
performs better than the benchmark by

24% under this scenario.

RLAM’s better C-VaR performance than
its benchmark is driven by its relatively
low exposure to the Energy and Materials
sectors. Nonetheless, these sectors
remain the highest contributors to C-VaR
along with the Commercial sector, whose
C-VaR is driven by potential exposure in

value chains (scope 3 emissions).

We are also disclosing the standalone
impact of climate physical risk under an
aggressive and a moderate scenario
which are in the range of plausible
climatic responses to changes in
weather and climatic patterns. RLAM’s
portfolio performs better than the
benchmark by 19% under the moderate
physical risk scenario and by 17% in the
aggressive scenario. With regards to
physical risk, commercial, chemicals
and food and beverage, are the highest

exposed sectors.

Next year we also plan to further evaluate
ways of assessing our investments’
climate physical risks, noting that the
data and tools available to support this
exercise are still at very early stages

of development.

TFCD report2020 RLAM
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GCRI climate physical risk

Figure 25: Set of metrics for sovereign debt
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Source: RLAM proprietary data, MSCl and GreenWatch as at 31 December 2020

Climate risk exposure

in sovereign bonds

The evaluation of investors’ exposure to
climate risks and opportunities through
sovereign bonds portfolios differs from
corporate risks in the relative difficulty in
assessing changes in the country’s credit
risk due to the effects of climate change.
However, we can assess if the issuers’
emissions trajectories are contributing
to exacerbating climate change and if
their territory is particularly exposed

to climate physical risk. For this reason,
we have selected backward-looking
metrics for emissions intensity calculated
as volume of greenhouse gases per
monetary unit of GDP (COze/GDP).
This can be interpreted as an equivalent
to the corporate carbon intensity and
warming potential as a forward-looking
metric that allows to evaluate alignment
with the goals of the Paris Agreement.
The Climate Performance Index and the
Climate Risk Index assess the issuers’
exposure to transition and physical

climate risk respectively.

Figure 26: Implied temperature
rise for sovereign bonds
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Source: RLAM proprietary and MSCI
data as at 31 December 2020
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RLAM’s portfolio performs slightly
worse than the benchmark by 1% both
in terms of emissions intensity and
warming potential. As both benchmark
and portfolio are similarly skewed
towards UK Gilts, there exists little
differentiation. However, as the climate
data and methodology develop further
we shall be able to further integrate
climate considerations in sovereign
bond selection. Notwithstanding this,
exposure to the UK s positive in terms
of climate as the UK outperforms the
G7sinterms of GHG intensity. Its

emissions intensity of 0.18 is only above

France’s with 0.16 and representing
1.4% of RLAM’s portfolio. The UK also
has ambitious policies supporting its
commitment to net zero by 2050.
Additionally, the UK, the second highest
score in the Climate Transition Risk
CCPI Germanwatch Index, and its
warming potential, reflective of its
current trajectory, is of 2.96°C. The UK
seems to be on a better pathway to avoid
disruptive transition risk through its
strong advancements in recent years
towards grid decarbonisation and earlier
policy development. RLAM has no

material exposure to sovereign bonds

Figure 27: Climate metrics for property portfolio

overly vulnerable to the physical effects
of climate change as reflected in our low

score in the Global Climate Risk Index.

Property climate metrics

We have disclosed our EPC ratings
within this report as we believe it is one
indicator that helps us to monitor our
exposure to climate transition risk.

93% of our portfolio is covered by EPC
ratings, of which only 2% have an F or G
rating (the lowest rating) which, as per
the requirements of the Minimum Energy
Efficiency Standards, will be improved to
at least E rating by the 1st April 2023.

Office space Industrial Retail shopping Retail Retail warehouse Total
centres

2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020
Total electricity 28,746 | 27,608 1,892 1,729 585 426 1,045 852 944 8568 | 33,211 31,472
consumption (MWh)
Total fuel consumption 15,649 | 12,789 496 365 194 105 687 404 = = 17,026 | 13,663
(MWh)
Total building energy 149.48 | 120.63 10.27 7.87 32.14 2217 41.51 31.59 1.54 1.14 96.79 7772
intensity by floor area
(kWh/m2)
Total GHG emissions 0.03 0.03 0.002 0.002 0.008 0.005 0.01 0.01 | 0.0004 | 0.00083 0.02 0.02
intensity by floor area
(kgCO2e/m2)
Scope 1 GHG 2,879 2,355 91 67 36 19 126 74 = = 3,133 2,516
emissions (tCOqe)
Scope 2 GHG 7,470 6,609 497 496 154 102 276 204 249 206 8,645 7,617
emissions (location
based) (tCO.e)
Total GHG 10,349 8,963 588 563 190 121 402 279 249 206 11,778 10,132
emissions (tCOse)

Source: RLAM as of 30 September 2020.

Note: Due to the nature of properties carbon, energy and water data, the data presented in this section is taken from 1 October
2019 — 30 September 2020 (Q4 2019 — Q3 2020). In reporting this way, RLAM have been able to report a full-year of actual data
rather than rely on estimates. The need to report Q4 — Q3 data is common within the properties management industry and is driven

by delays in data availability.

Figure 28: Energy Efficiency Ratings per demise measured within the portfolio.

EPC rating A B

C D E F

G No rating Notinscope

RLAM Assets % 4 8

31 34 14 1

1 2 5

Source: RLAM as of 31 December 2020.
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As mentioned previously in the report,
we are now committing to targeting
A-ratings for all new developments
and B for all refurbishment projects, a
commitment which will help to ensure
that over time our overall EPC rating

average improves within our portfolio.

Aspirations and next steps:
setting targets

As Royal London Group ratchets up its
commitments to decarbonisation and
net zero, we focus on increasing our
confidence in the coverage and quality of
the climate data available, and continue
to collectimportant insights from our
client base, to further evaluate the most
credible goals that support our fiduciary

duty and our clients’ objectives.

Our focus this year has been on cleansing
and analysing the data, agreeing our
policies and practices, and confirming
our governance and oversight structure
for climate risk. Fundamentally we are
led by our clients, and will continue to
work with them to understand their
requirements for emissions reduction
targets. We understand many asset
owners are actively looking at this issue
and whether to make a net zero carbon
commitment. Our conversations with
our clients will inform how we develop
targets, their quantum and time horizon,
which are consistent with our fiduciary

duty and follow science-based principles.

We are particularly mindful of setting
targets under data quality constraints,
or where portfolio carbon reductions do
not have animpact on the real economy.
In a world which is not aligned with the
Paris Agreement, it is of the utmost
importance that any decarbonisation
decisions do not have the unintended
consequence of reallocating emissions to
different owners without removing them

from the atmosphere.

Understanding and managing carbon
emissions and future warming potential
at the fund level is within our control. Our
immediate aspiration is to improve how
we integrate material climate risks into
our investment analysis and decision-
making. We can do this by improving

the data quality and availability to fund
managers and investment decision-
makers, and by providing subject matter
expertise to help guide their decisions.
We can also ensure that climate risk is
fully understood and considered when
creating new products or signing new
segregated mandates with clients.
Finally, engagement is a critical tool

we can use to help transition legacy
mandates, particularly those that may
have limited ability to switch or sell
securities due to the specifics of their
investment objectives and client financial
requirements. We are really excited to
be presenting our first TCFD report

in 2021 and in doing so, have opened
our eyes to anumber of areas we can
improve on as well as new areas to
explore. To this end, we will chart a path
to sustainable investment by improving
the metrics and targets for our fund and

investment through the following actions:
* Improve data quality and availability

* Review targets and net zero options

with our clients

* Incorporate climate risk into product

development activity

* Improve our understanding of physical

climate risk

* Use engagementtoaddress
challenging sectors and

legacy products

* Work with others to improve guidance

for the investment industry
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APPENDIXI

Definitions, metrics descriptions
and methodologies

Figure 29: Metrics definitions

Metric

Asset class

Brief explanation of the metric

COze Scope 1

Equities, corporate bonds

All direct company emissions from owned or controlled sources. Other
greenhouse gases are converted to CO; hence reporting is under COze.

https://ghgprotocol.org/sites/default/files/standards_supporting/FAQ.pdf

COgqe Scope 2 Equities, corporate bonds Indirect company emissions from the generation of purchased electricity,
steam, heating and cooling consumed by the reporting company.
COze Scope 3 Equities, corporate bonds Indirect company emissions that occur in a company’s value chain both

upstream and downstream.

Total carbon emissions

Equities

The absolute greenhouse gas emissions associated with a portfolio. Scope
1, Scope 2 and optional Scope 3 GHG emissions are allocated based on an
equity ownership using market capitalisation.

https://www.fsb-tcfd.org/publications/

Weighted average
carbon intensity

Equities, corporate bonds

Portfolio’s exposure to carbon-intensive companies, expressed in tons
COze/$m revenue. Scope 1 and Scope 2 GHG emissions are allocated based
on portfolio weights (the current value of the investment relative to the current
portfolio value).

https://www.fsb-tcfd.org/publications/

Warming potential

Equities, corporate bonds,
sovereign bonds

Warming potential metrics aim to quantify the alignment of a company’s
activities against pathways commensurate with future temperature goals.
This metric incorporates current emission intensity and assumptions to
estimate expected future emissions intensity for an entity. The estimate is then
translated into a projected increase in global average temperature above pre-
industrial levels. It is expressed in °C.

https://www.msci.com/documents/1296102/16985724/MSCI-

ClimateDataMetrics-Feb2020.pdf/73ccf115-0ed2-434b-553f-
f10d0aldfalb?t=1580815710739

Climate Value-at-Risk

Equities, corporate bonds

Climate Value-at-Risk (C-VaR) model aims to provide an assessment on how
climate change may affect the investment return in portfolios based on conditions
associated with global temperature trajectories (e.g. 1.5, 2, 3°C). It is expressedin
% change in market valuation. By evaluating policy impact, technology opportunities
and climate physical risk, under different scenarios associated with those
temperature trajectories, the metric provides insights into the potential stress on
market valuation, translating climate-related costs into possible valuation impacts.

We selected three scenarios from the Asia-Pacific Integrated Assessment
Computable General Equilibrium (AIM/CGE) model. This model is comprised
of four integrated models: an economic model, a spatial model, an emissions
constraints model and a climate model. The model is peer reviewed and its
building blocks and key outputs are accessible through the IPCC database of
climate models.

Integrated Assessment Models, as described by the IPPCC 2018 report,
are: ‘simplified, stylised numerical approaches to represent enormously
complex physical and social systems... important input assumptions include
population growth, baseline economic growth, resources, technological
change, and the mitigation policy environment... the models use economics as
the basis for decision making. This may be implemented in a variety of ways,
but it fundamentally implies that the models tend toward the goal of minimising
aggregate economic costs of achieving mitigation outcomes...”

https://data.ene.iiasa.ac.at/iamc-1.5c-explorer

https://www.tcfdhub.org/wp-content/uploads/2019/07/201711_Carbon_
Delta_Methodologies.pdf



https://ghgprotocol.org/sites/default/files/standards_supporting/FAQ.pdf
https://www.fsb-tcfd.org/publications/
https://www.fsb-tcfd.org/publications/
https://www.msci.com/documents/1296102/16985724/MSCI-ClimateDataMetrics-Feb2020.pdf/73ccf115-0ed2-434b-553f-f10d0a1dfa1b?t=1580815710739
https://www.msci.com/documents/1296102/16985724/MSCI-ClimateDataMetrics-Feb2020.pdf/73ccf115-0ed2-434b-553f-f10d0a1dfa1b?t=1580815710739
https://www.msci.com/documents/1296102/16985724/MSCI-ClimateDataMetrics-Feb2020.pdf/73ccf115-0ed2-434b-553f-f10d0a1dfa1b?t=1580815710739
https://data.ene.iiasa.ac.at/iamc-1.5c-explorer
https://www.tcfdhub.org/wp-content/uploads/2019/07/201711_Carbon_Delta_Methodologies.pdf
https://www.tcfdhub.org/wp-content/uploads/2019/07/201711_Carbon_Delta_Methodologies.pdf
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Weight of companies with
brown revenues

Equities, corporate bonds

The percentage of instruments (by value) held in the portfolio through equity
stake or bonds that have exposure to revenues from oil and gas activity, coal
mining and/or coal-based generation of electricity.

Weight of companies with
green revenues

Equities, corporate bonds

The percentage of instruments (by value) held in the portfolio through equity
stake or bonds that have any exposure to revenues from renewable energy,
energy efficiency, green buildings, sustainable water and agriculture, and
pollution prevention.

GHG intensity of GDP

Sovereign bonds

GHG intensity of an economy per USD million GDP nominal. As disclosed in
Emissions Database for Global Atmospheric Research (EDGAR) by our data
provider. It considers emissions from fossil fuel use and industrial processes.
The metricis expressed in Kg Co2e/USD GDP.
https://data.jrc.ec.europa.eu/collection/edgar

Energy Performance Propert EPCs are a rating scheme to summarise the energy efficiency of buildings

gy RERWY) g gy Yy g

Certificate (EPC) Rating in the European Union (including the UK post-Brexit). The building is given a
rating between A (very efficient) and G (inefficient).
RLAM’s EPCs have been allocated per demise, rather than per asset. This s
because areas within assets can be allocated different EPC ratings e.g. retail
shopping centres can consist of a mix of buildings with different EPC ratings.

Total electricity Property Electricity consumption kilowatt hour (kWh) — based on metered building

consumption (kWh) consumption data.

Total fuel consumption Property Fuels consumption kilowatt hours (kWh). Fuels refers to natural gas

(kWh) consumption only within building types.

Total building energy Property Energy (electricity + fuels) kilowatt hours per meter squared (kWh/m?2).

intensity by floor area

(kWh/m?

Total GHG emissions Property GHG (total Scope 1 & 2) kilogram of carbon dioxide equivalent per meter

intensity by floor area squared (kgCOz2e/m?).

(kgCOze/m?) Calculated using the Greenhouse Gas Protocol methodology and by applying
the UK Government’s GHG Conversion Factors for Company Reporting
(2019) (2020).

Scope 1 GHG emissions Property Direct greenhouse gas (GHG) emissions (direct GHG emissions are

(tCOe) emissions from sources that are owned or controlled by the reporting entity).
Calculated using the Greenhouse Gas Protocol methodology and by applying
the UK Government’s GHG Conversion Factors for Company Reporting
(2019) (2020).

Scope 2 GHG emissions Property Indirect greenhouse gas (GHG) emissions from consumption of purchased

(Location based) tCO.e) electricity (indirect GHG emissions are emissions that are a consequence of
the activities of the reporting entity, but occur at sources owned or controlled
by another entity).
Location based: a location-based method reflects the average emissions
intensity of grids on which energy consumption occurs (using mostly grid-
average emission factor data).
Calculated using the Greenhouse Gas Protocol methodology and by applying
the UK Government’s GHG Conversion Factors for Company Reporting
(2019)(2020).

Total GHG emissions Property Scope 1 GHG emissions plus Scope 2 GHG emissions.

(tCO.e)

Calculated using the Greenhouse Gas Protocol methodology and by applying
the UK Government’s GHG Conversion Factors for Company Reporting
(2019)(2020).



https://data.jrc.ec.europa.eu/collection/edgar
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Definitions and acronyms

TCFD
The Financial Stability Board Task

Force on Climate-related Financial
Disclosures was set up to develop
voluntary, consistent climate-related
financial risk disclosures for use by
companies in providing information to
investors, lenders, insurers and other

stakeholders.

CFRF

The Climate Financial Risk Forum
(CFRF)is an industry forum jointly
convened by the Bank of England
Prudential Regulation Authority (PRA)
and Financial Conduct Authority (FCA)
inearly 2019. The forum’s aimis to build
capacity and share best practice across
industry and among financial regulators,
to advance the sector’s responses to the

financial risks from climate change.

Climate transition risk

Transitioning to a lower-carbon
economy may entail extensive policy,
legal, technology, and market changes
to address mitigation and adaptation
requirements related to climate change.
Depending on the nature, speed, and
focus of these changes, transition risks
may pose varying levels of financial

and reputational risk to organisations.
(Source: TCFD)

Climate physical risk

Physical risks resulting from climate
change can be event driven (acute) or
longer-term shifts (chronic) in climate
patterns. Physical risks may have
financial implications for organisations,
such as direct damage to assets and
indirect impacts from supply chain
disruption. Organisations’ financial
performance may also be affected by

changes in water availability, sourcing,

and quality, food security and extreme
temperature changes affecting
organisations’ premises, operations,
supply chain, transport needs, and

employee safety. (Source: TCFD)

Climate stress-testing

Astresstestis a projection of the
financial condition of a firm or economy
under a specific set of severely adverse
conditions. This may be the result

of several risk factors over multiple
periods of time. Stress-testing is a risk
management tool used to increase a
firm’s awareness of its business model
vulnerabilities to climate risks. Firms
might consider sources of transition and
physical risks that will be particularly
difficult for them to withstand.

(Source: CFRF)

Paris Agreement*°

The United Nations Framework
Convention on Climate Change’s Paris
Agreement was signed in December
2015. Nearly 200 governments agreed
to strengthen the global response to

the threat of climate change by ‘holding
theincrease in the global average
temperature to well below 2°C above
pre-industrial levels and to pursue
efforts to limit the temperature increase
to 1.5°C".

Net zero (adapted from the Paris
Agreement Article 4)

To achieve the long-term temperature
goal set out in the Paris Agreement,
aglobal peaking of greenhouse gas
emissions must occur followed by rapid
reductions thereafter. This is to achieve
abalance between anthropogenic
emissions by sources and removals

by sinks of greenhouse gases (net

zero emissions).

IPCC

The Intergovernmental Panel on Climate
Change (IPCQ) is the United Nations’
body for assessing the science related to
climate change. The IPCC was created
to provide policymakers with regular
scientific assessments on climate
change, its implications and potential
future risks, as well as to put forward

adaptation and mitigation options.
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APPENDIXII

Our opinion on warming and scenario
stress-testing market-available tools

Different actors, from academia and
NGOs to traditional financial data
providers are innovating in developing
data that can support investors’ decision-
making with regards to climate. Various
methodologies exist for different asset
classes; we are reviewing three data
providers which provide solutions for
equity and fixed income asset classes.
Figure 30. We gained valuable insights
by triallingin our portfolio all three
methodologies described below, and

selected data provider 3 for this report.

Paris alignment and
implied temperature rise

At RLAM we favour scenarios translated
to metrics that help assess ‘Paris
alignment’, as their calculations have fewer
assumptions, and therefore are more

useful informing for decision-making.

Data provider 1’s tool evaluates if the
portfolio’s current underlying assets

and planned CAPEX follow the IEA’s
Sustainable Development Scenario in the
following five years. This scenario aligns
with ‘below two degrees’ warming. The
tool focuses on high emitting sectors as
Utilities, Oil and Gas and Steel.

Data provider 2 alignment approach
measures companies in high-emitting
sectors against emission intensities and
physical production levels (Sector
Decarbonisation Approach, or SDA
methodology) or in low-emitting sectors
or for companies with diversified business
activity, it measures contraction of
carbon intensity in line with what scenarios

require to remain below 2°C of warming.

Data provider 3’s metric, divides for
scope 1 emissions a global IPCC-

modelled carbon budget by sector and

Figure 30: Forward looking methodologies critique

tracks companies’ emission intensity
trajectories against the required sector
intensity reductions necessary to meet
the Paris Agreement goals. It also
includes scope 2 and scope 3 alignment
to global trajectories and the notion

of ‘avoided emissions’ through low-

carbon products.

Scenario analysis and
climate risk stress-testing

To assess the possible scenarios’
impact on our investments, we move

a step further away from climate
science. At this point, we find potentially
further unreliable assumptionsin the

available models.

Data provider 1 stress-test tool offers
three scenarios aligned with BOE and
CFRF recommendations. Scenario Ais

asudden, disorderly transition, Scenario

Paris alignment metrics Stress-testing metrics
Data provider 1 Data provider 2 Data provider 3 Data provider 1 Data provider 2 Data provider 3
Scenarios | IEA IEAand IPCC IPCC Bank of England IRENA IPCC
source
Pros Direct links Alignment Embeds several Provides 3 Provides 3 Provides 12
to production with SBTI carbon budgets scenarios simple scenarios scenarios
facilities methodology includes scope transparent geography- assessing policy,
and CAPEX 1,2and 8 and approach specific and technology upside
company targets including current | and physical
tax baselines climate risk
Cons Portfolio-level Does not cover Only based on Sector-level Only assessing Complex
analysis only scope 2 or 3 carbon intensity analysis only carbon tax assumptions
restrictive to one norincludes including policy risk and calculations
scenarioandafew | company’s avoided emissions
sectors targets

Source: RLAM research




Bis along-term orderly transition. Both
Aand B bring the globe to below 2°C.
This methodology’s scenario C sees the
world carry onin a business-as-usual
trajectory (and thus, higher than 2°C).
However, this tool value-at-risk is given
at a gross-sectorial level with very
limited granularity that does not support

stock-selection.

Data provider 2 carbon price tool
provides risk exposure to the carbon
price —interpreted as carbon tax

— in high, medium and low price
scenarios based on OECD and IEA
assessments. This allows conducting
stress-testing of climate policy risk.
The tool is geographically-specific,
incorporating countries’ mitigation plans,
as submitted to the Paris Agreement,
as well as current national and regional

carbon prices.

Data provider 3’s value-at-risk

provides stock-specific level information
based on asset-level data. However,
layered calculations and assumptions
make it hard to evaluate. They provide
twelve scenarios from four modelling
groups that feed into IPCC integrated
assessment models. These include a
1.5°C and a 3°C scenario and ten below
2°C scenarios with different levels of
warming overshoot and development
trajectories. They also provide separate
physical climate risk scenarios, including
an aggressive and a moderate one, which
represent plausible responses of the

climate to warming trajectories.

'I'¢
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APPENDIX I

Methodological and data
assumptions and limitations

Our disclosed metrics are subject to
potential limitations due to the emerging
nature of climate data applications and
methodologies in finance. We endeavour
to improve climate data in finance through
our engagement with companies and data
providers. We believe that technology
innovations in the space will make data
more easily accessible and auditable in
the near future. We are also working with
regulators, for example, through the
Climate Financial Risk Forum (CFRF) in
the UK to support disclosure
standardisation. We believe that itis in
our clients’ best interest for us to
disclose the available information, whilst
we caveat the validity of assertions by

clearly stating the sources of uncertainty.

We have found four areas where
assumptions and limitations are

most evident:

1 Issuers’ carbon emissions datais
incomplete and can be inconsistent
across sectors, asset classes

and geographies.

Most greenhouse gas disclosures are
voluntary, relative to financial data,
companies’ reported emissions data

is subject to less rigorous auditing.
Issuers disclose emissions with different
levels of transparency, coverage, and
methodologies, making disclosures
less comparable. For example, they may
aggregate all greenhouse gases into
CO; equivalent values or reveal their
operations’ carbon intensity and not the
absolute emissions. Furthermore, there

are instances in which emissions are

inherently hard to monitor and measure,
such as methane emissions that leak
from oil and gas infrastructure. Specific
geographies, such as the US and China,
are further behind in disclosure along
with relatively low emitting sectors such

as finance.

When issuers don’t report scope 1and
2 emissions, data providers’ estimation
methodologies that allow for further
coverage make emission data less
reliable. Methodologies to estimate
emissions can be based on companies’
production data, historical companies’
emissions reports or by using the sub-
industry segment intensity average. We
have enhanced scope 1 and 2 emissions
with in-house research for fixed-income
sterling credit instruments based on
detailed knowledge of the issuers,
capital structure considerations and

underlying assets.

Given the lack of issuer data and
inconsistencies in reporting we

selected to disclose our holdings’

scope 3 emissions as estimated by data
providers following the GHG protocol
methodology. The scope 3 estimation
methodologies cannot follow entirely

the GHG Protocol as it would require
complete understanding of each
company’s entire value chain and market.
Nonetheless, the methodologies are
based on bottom-up company-specific
data when available, but can also use top-

down sector intensities.

The comparability and up-to-dateness
of companies’ disclosures is limited by

data providers’ research cycles and the

rapid moving landscape of corporate
and policy climate pledges. Timing of
disclosure varies across jurisdictions
and companies, with announcements on
climate strategy or emissions targets
not necessarily following the financial
disclosure schedule. This is compounded
by any data provider schedule (the
workflow by which they prioritise

companies’ research).

2 [ssuers’ financial data can be
inconsistent. The allocation of
revenues to specific company ‘green’
or ‘brown’ activity has boundaries

which can be disputable and uncertain.

The financial data standardised by
ESG data providers used in this
report may differ to data used in our
internal financial analysis. For example,
conversion rates and differences in
tax system reporting make data less
comparable. To assess companies’
performance, we use the financial data
from various data providers, including
the ESG data vendors used in this
assessment. This includes revenue,
market capitalisation and enterprise
value used in this analysis. We cross-
refer these data sets to ensure the
financial data quality of our investable
universe, but some uncertainties

still persist.

Issuers seldom disclose the percentages
of revenues for business activities
specific to the ‘green’ and ‘brown’
taxonomies. Therefore, this is estimated
by ESG data providers. For our

definition of fossil fuel revenues, we
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chose revenues generated from three
sources: oil and gas, coal mining and
thermal coal generation. We selected
the percentage of issuers in our portfolio
with any revenue related to a ‘brown’
activity as the best proxy for our selected
metric. While this approach is binary, it
limits the data providers’ assumptions
needed to allocate a specific percentage

of revenues to a business segment.

Taxonomies for defining ‘green’ are
being developed, but standardised
‘green revenue’ data is not yet available.
Notably, the EU taxonomy that

entered into force in 2020 will bring
standardisation to green products
definitions. We used MSCl’s sustainable
impact definition*' to identify companies
with revenues streams from climate and
natural capital solutions. This includes
activities in renewable energy, energy
efficiency, green buildings, sustainable
water and agriculture, and pollution
prevention. We decided to disclose the
percentage of issuers with any revenue

related to these activities.

38 Metrics to assess Paris Alignment or
the implied-temperature response
of issuers’ emissions trajectories
are still evolving. Warming potential,
our selected metric, makes various
necessary assumptions that embed

uncertainties in its results.

Data providers’ methodologies, using
the latest available science widely used
to inform policy, will inevitably need

to evolve with changes in scientific
understanding. This could make

our year-on-year disclosures non-
comparable. The scientific inputs to
the warming potential model used

by our data provider are UNEP Gap
report#2 carbon budgets based on IPCC
reviewed research. Carbon budgets

link economic activity to levels of carbon

emissions and these emissions to a level
of warming by the end of the century.
The relationship between emissions and
warming is well-established by science,
but other assumptions remain subject

to scientific debate. IPCC assertions
and models have inherent uncertainties,
probabilistic claims and confidence
ranges typically used in climate science.
For example, the remaining carbon
budget may change with new findings,

as well as the upper boundary or worst-
case warming scenario, or the possibility
of warming overshoots (a period where
global mean temperatures rise above
warming targets before settling back
down). Some modelling assumptions are
socio-political, for example, the rates

of population and economic growth

and the relative importance of carbon
removal strategies to expand the carbon
budget through ‘negative emissions’
(taking greenhouse gases from the
atmosphere). Animportant update of
climate models and science baselines will
occur in 2022 with the Sixth Assessment
Report’s publication by the IPCC.

Further uncertainties arise from

the application of the science to
company emission intensities and their
trajectories over time. In our selected
metric to assess alignment, companies’
current and future carbon intensity
(factoring emissions targets when
available) is placed on curves establishing
the relationship between emission
intensity per dollar of revenue and
temperature. These curves are based
on carbon budgets and are designed
for scope 1, 2 and 3 emissions and for
avoided emissions from low-carbon
technology. A temperature/intensity
curve is done for each sector for scope
1 emissions, effectively distributing the
carbon budget across industries*3. The
distribution of sector emissions follows

national policies but has embedded

further assumptions. The curves for
scope 2 and 8 have additional sources
of uncertainty. For example, the energy
mixes for electricity production is
assumed the same globally and we

find shortfalls on scope 3 emissions
estimations, as explained above. Finally,
the curve estimating the contribution
of avoided emissions has major
assumptions and uncertainties arising
from the trajectories of low carbon
technology development and their

revenue contributions.

Other sources of uncertainty in the
methodology include company emissions
targets, which required standardisation.
The targets are made comparable by
using the number of years the target

is applicable to, and the percentage
reduction of emissions per year. There is
lack of clarity on how these targets help
evaluate a company’s alignment with the

Paris goals.

4 Metrics that stress-test the value of
financial instruments due to climate
change transition and physical risk
are still evolving. Climate Value at Risk
(C-VaR), our selected metric, relies
on necessary climate model socio-
economic assumptions and cost and
valuation calculations that reduce

confidence in the metric.

The metric consists of three models,
policy C-VaR, physical C-VaR and
technology C-VaR, in each climate
impact is calculated at asset-level and
translated into impact on cost or return

for the next 15 years.

i Policy C-VaR calculations make
necessary assumptions on how much
acompany may need to reduce its
greenhouse gas emissions due to
climate policy and how much this may

cost. Assumptions include countries
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adequately disclosing their plans to

the UNFCCC and implementing them.
Further, carbon prices, to estimate
costs are taken from IPCC referenced
Integrated Assessment Models (IAM)*+4
and scenarios. IPCC IAM scenarios
assumptions are openly auditable and
can be considered the latest science
which informs policy. However, these
models have assumptions around

GDP growth, technology uptake, and
marginal abatement costs, which mean
inherently each scenario for which a
carbon price is taken, will show only

one possible alternative future.

i Physical C-VaR makes assumptions

on the climate impact on a company’s
assets from climate change and

how costly this could be in terms of
increased business interruptions and/
or asset damages. It uses climate
impact models that include chronic
hazards such as gradual temperature,
precipitation and snowfall changes and
acute hazards such as coastal flooding
and cyclones. Generally speaking, the
impact of emissions on warming has
lower uncertainties than the planet’s
warming effects on weather and
climate and its implications in specific
locations. Beyond the difficulty of
accurately estimating the increase in
vulnerability of assets due to climate,
estimating how much this may cost the
business has additional assumptions,
for example how costs are aggregated
from asset to business balance sheets,
assumptions of companies’ lack of

adaptive capacity and insurance costs.

iii Technology C-VaR has embedded

various assumptions on green

technology ownership and uptake

to estimate how much a company

may benefit from transitioning to
alow carbon economy. For this
analysis, millions of low carbon
patents granted by various patent
authorities are assessed. Using
current green revenues and patent
analysis to understand companies’ low
carbon innovation, a model simulates
which companies may benefit when
policies from IPCC IAM models that
reach different warming goals are
implemented globally. Assumptions
are made on: technology uptake, the
returns these technologies will yield
and crucially that patent ownership and
citations are a good starting point to

understand transition opportunity.

Further assumptions are embedded

in the consolidation of each of the sub-
model costs and its expression as a final
aggregated financial metric. Yearly
costs from the three models are added
using different assumptions in line with
some |AM climate modelling. Including
that climate policy cost peaks in the next
decades and that climate physical risk
costs grow steadily. Once all costs are
added, a discount rate is applied to bring
these to present value. Discount rates
are controversial within climate models,
and economists*® have argued for
different discount rates to be applied to
climate cost, given that tail risk has very
high impact. The final C-VaR expresses
the present-value costs of climate
impacts over the current enterprise
market value. An additional model splits
this C-VaR into equity and debt following
reasonable assumptions in line with

market practice.
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Cross reference to TCFEFD elements

TCFD sections and where to find them

TCFD indicators

Report sections

Governance

Disclose the organisation’s
governance around climate related
risks and opportunities.

Describe the board’s oversight of climate-related
risks and opportunities.

ARA%6 — Strategic Report
Climate Policy (page 5)
Governance (page 22)

Describe management’s role in assessing and
managing climate-related risks and opportunities.

Governance (page 22)

Climate Policy (page 5)

Strategy

Disclose the actual and potential
impacts of climate-related risks and
opportunities on the organisation’s
businesses, strategy, and financial
planning where such information

is material.

Describe the climate-related risks and opportunities
the organisation has identified over the short,
medium, and long term.

Strategy (page 7)
Risk management (page 24)

Describe the impact of climate-related risks and
opportunities on the organisation’s businesses,
strategy, and financial planning.

Strategy (page 7)
Risk management (page 24)

Describe the resilience of the organisation’s
strategy, taking into consideration different climate-
related scenarios, including a 2°C or lower scenario.

Strategy (page 7)
Metrics (page 28)

Ui

Risk management

Disclose how the organisation
identifies, assesses, and manages
climate-related risks.

Describe the organisation’s processes for
identifying and assessing climate-related risks.

ARA — Strategic Report
Climate Policy (page 4)
Risk management (page 24)

Describe the organisation’s processes for managing
climate-related risks.

ARA — Strategic Report

Strategy (page 7)
Risk management (page 24)

Describe how processes for identifying, assessing,
and managing climate-related risks are integrated
into the organisation’s overall risk management.

ARA — Strategic Report
Risk management (page 24)

Metrics and targets

Disclose the metrics and targets
used to assess and manage

relevant climate-related risks and
opportunities where such information
is material.

Disclose the metrics used by the organisation to
assess climate-related risks and opportunities in line
with its strategy and risk management process.

Metrics (page 28)

Disclose Scope 1, Scope 2, and, if appropriate,
Scope 3 greenhouse gas (GHG) emissions, and the
related risks.

Metrics (page 28)

Describe the targets used by the organisation to
manage climate-related risks and opportunities and
performance against targets

Metrics (page 28)
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Notes

1 https://unfcce.int/process-and-meetings/
the-paris-agreement/what-is-the-paris-
agreement

2  https://climateactiontracker.org/global/
temperatures/

8 https://www.ipcc.ch/sr15/chapter/
chapter-3/

4  https://www.un.org/en/climatechange/
science/key-findings

5 See Appendix Il for our full opinion on market-
available tools for Paris alignment and
stress-testing.

6 See Assumptions and limitations for a
description of the methodology we selected.

7 See Appendix | for definitions of Paris
Agreement and net zero.

8 https://2degrees-investing.org/wp-content/
uploads/2020/03/PACTA-leaflet.pdf

9  https://www.transitionmonitor.com/
wp-content/uploads/2019/07/BoE-Stress-
Test-Methodology.pdf

10 https://www.trucost.com/capital-markets/
the-corporate-carbon-pricing-tool/

11 https://www.carbon-delta.com/climate-value-
at-risk/

12 https://www.rlam.co.uk/intermediaries/
our-views/2020/esg-factors-will-remain-
important-in-post-coronavirus-economy/

13 https://www.iigcc.org/resource/net-zero-
investment-framework-for-consultation/

14 https://www.theia.org/sites/default/
files/2020-11/1A%20Climate%20
Change%20Position%2011.11.20%20.pdf

15 https://www.irena.org/events/2020/Nov/
Race-to-Zero-Dialogues-on-Energy

16 https://www.rlam.co.uk/intermediaries/our-
views/2020/update-on-rlam-2020-climate-
engagement-and-advocacy-our-focus-on-
energy-utilities/

17 https://www.rlam.co.uk/globalassets/media/
literature/policies/77700_climate_risk_
policy_nov_20_v5-final.pdf

18 See further detail in RLAM’s Stewardship and
Rl report 2020.

19 RLAM voting policy can be found here:
https://www.rlam.co.uk/globalassets/media/
literature/policies/68781_voting_policy_
uk_2020_final.pdf

20 As of 31 December 2020.

21 Notariskinits own right but one that will manifest
itself through risk channels. Global Association of
Risk Professionals (GARP): https://www.garp.
org/newmedia/gri/climate-risk-management-
guide/Challenges_052919_PDF.pdf

22 The ICAAP is an ongoing assessment of the
risks to which an investment firm is or might
be exposed and levels of capital considered
adequate to cover these risks; itis a regulatory
requirement that such assessment be
performed at least annually.

23 Governance cycle completed their approvalin
early 2021.

24 Detailed description of all methodologies
used, assumptions and limitations is included in
Appendix .

25 To hold global average temperature increase
to ‘well below 2°C above pre-industrial levels
and pursuing efforts to limit the temperature
increase to 1.5°C".

26 This refers explicitly to cash holdings and FX
rates, Money Market Instruments are included
in the fixed income portion of the report.

27 The Equity benchmark is created using a
weighted composite of all RLAM equity fund
benchmarks, including for example FTSE All-
Share Indexand MSCI ACWI. The individual
benchmarks are aggregated using the values of
their associated portfolios.

For Fixed income, the composite benchmark
adds the ICE BofA Sterling Non-Gilt Index and
ICE BofA BB-B Global Non-Financial High Yield
Constrained Index, in the same proportion of
RLAM’s fixed income investment grade and high
yield assets.

The Sovereign bonds benchmark is built by
weighting the FTSE Actuaries UK Conventional
Gilts All Stocks Index in the same proportion as
RLAM’s exposure to UK Gilts and JPM GLOBAL
— All Maturities Ex United Kingdom.

28 For afull explanation of the metrics review
Appendix | and Appendix Il for the assumptions
and limitations.
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29 RLAM’s fixed income portfolio is already -66%
lower than the benchmark with 70% coverage
from data providers only.

30 The only scope 1 emissions are from two
company cars.

31 We have used the location based method to
calculate these emissions as opposed to the
market based method.

32 Calculation based on equity ownership
portion method using Market Capitalization
as denominator, with 97% coverage of
emissions for our Equity portfolio (c.a. 30% of
our AUM). Extending calculation to estimated
Scope 3 emissions of our investments for the
same portion of our Equity portfolio results in
39.39 MtCOge.

33 Weighted average carbon intensity based
on Scope 1 and 2 emissions as per TCFD
recommendations.

34 Warming potential includes Scope 1,2 and 3 of
emissions and companies targets trajectories.

35 Unit of GDP are expressedin 2011 USD
purchasing power parity terms.

36 RLAM portfolio in this graph refers to our
equities, fixed income and sovereign bonds
which are approximately 84% of our AUM,
76% of this value was covered by the warming
potential metric.

37 https://climateactiontracker.org/

38 See methodologies, assumptions and limitations
inthe Appendices.

39 See Appendix | for an explanation about
these models.

40 https://unfccc.int/sites/default/files/english_
paris_agreement.pdf

41 https://www.msci.com/
documents/1296102/16472518/ESG_
ImpactMetrics-cfs-en.pdf/7a03ddab-46fd-
cef7-5211-c07ab992d17b

42 https://www.unenvironment.org/emissions-
gap-report-2020

43 Page 49 of UNEP-Fidocument: https://
www.unepfi.org/wordpress/wp-content/
uploads/2019/05/TCFD-Changing-Course-
Oct-19.pdf

44 See Appendix | and https://www.ipcc.ch/sr15/
chapter/spm/

45 https://archive.ipcc.ch/publications_and_data/
ar4/wg3/en/ch2-ens2-4-2-1.html

46 https://www.rlam.co.uk/globalassets/media/
literature/policies-and-regulatory/rlam-
annual-report-and-accounts-2020.pdf

Report re-issued in June 2021 — restating
values in % difference with benchmark now
calculated in reference to the benchmark
instead of the portfolio in line with market
practice. In addition swapping ‘aggressive’
and ‘moderate’ misplacement in figure 24,
editing figure 26 for clarity (now showing
USA and UK) and renumbering of figures
from 26 to avoid repetition.

Allinformation is correct at December
2020 unless otherwise stated.

Telephone calls may be recorded. For
further information please see the Legals
notice at www.rlam.co.uk.

Issued in June 2021 by Royal London Asset
Management Limited, 55 Gracechurch
Street, London, EC3V ORL. Authorised
and regulated by the Financial Conduct
Authority, firm reference number 141665.
A subsidiary of The Royal London Mutual
Insurance Society Limited.

Ref: BR RLAM PD 0064
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