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Introduction P> Investment Horizon ‘@'

Responsible Investment is defined by the United Nation’s ‘Principles for The London Borough of Hammersmith and Fulham Pension Fund
Responsible Investment’ document as an approach to investing that aims Investment Strategy Statement (ISS) sets out the Fund’s policy on
to incorporate environmental, social and governance (ESG) factors into investment, risk management, LGPS pooling and environmental, social and
investment decisions, to better manage risk and to generate sustainable, governanceissues. Alongside this the Fund’s core investment beliefs set out
long-term returns. the foundation of discussions, regarding the structure of the Fund, its

strategic asset allocation and the selection of investment managers,

The London Borough of Hammersmith and Fulham Pension Fund is incorporating ESG factors into this decision-making process.

committed to being a responsible investor and a long-term steward of the
assets in which it invests. The Fund has a fiduciary duty to act in the best The Fund’s investment priorities over the coming years will be centred
interests of its beneficiaries and this extends to making a positive around the following topics:

contribution to the long-term sustainability of the global environment.

eThe Fund has a 2.5% commitment to renewable
infrastructure. Target assets include solar power and
onshore windfarms. The fund will look to maintain this
allocation and possibly extend it.

There are a wide range of ESG issues, with none greater currently than
climate change and carbon reduction. The Pension Fund recognises
climate change as the biggest threat to global sustainability alongside its
administering authority employer, Hammersmith and Fulham, which has
committed itself to achieving carbon neutrality by 2030.

The Pension Fund acknowledges that the neglect of corporate social
responsibility and poor attention paid to environmental, social and
governance issues is more likely to lead to poor or reduced shareholder
returns. Therefore, the ESG approach has become integral to the Fund’s Real Estate
overall investment strategy and recognises ESG factors as central themes
in measuring the sustainability and impact of the Fund’s investments
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*The Fund has appointed a dedicated affordable housing
manager, Man Group, with an allocation of 2.5%.

eThe Fund has a 45% allocation to equities across two
managers, LGIM and MSIM. The LGIM fund has a low
carbon focus, and the MSIM fund has a strong ESG focus,
specifically avoiding ‘sin” stocks.
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Carbon Journey ’

Historically, the London Borough of Hammersmith and Fulham Pension
Fund has had a strong focus on ESG which was formalised in its first
Investment Strategy Statement, published in 2017. Shortly after a 2.5%
commitment was made towards furthering the infrastructure mandate to
specifically include renewables.

This also led to an investigation into the risks of holding fossil fuel
companies, where consideration was given to the impact of divesting. The
Fund has since committed to reducing its carbon emissions, alongside
Hammersmith and Fulham. The Pension Fund commissioned a carbon
mapping of the Fund’s equity and property investments as at 30 June 2018.
This included metrics such as carbon intensity, carbon emissions, stranded
assets, and energy transition.

Since this mapping took place, the Fund transitioned its London CIV (LCIV)
UK Equity allocation and Legal & General (LGIM) Global Passive Equities
into the LCIV Global Sustain Fund and LGIM World Low Carbon Target Index
Fund. The Global Sustain Fund seeks to provide a concentrated high-quality
global portfolio of companies, however, excludes tobacco, alcohol,
gambling, weapons, fossil fuels, and gas or electrical utilities. The LGIM
World Low Carbon Target Index Fund tracks the MSCI World Low Carbon
Target whereby an Environmental, Social and Governance screening of
companies takes place to remove those companies which do not meet the
required ESG criteria.

During 2021, the Fund commissioned a review of its property mandates
with a view to investing within social supported or affordable housing. Man
Group was appointed to manage a 2.5%

allocation to affordable housing. Determining the carbon cost of
alternative assets has to date been difficult, however, one key driver
in the decision to appoint Man Group was their commitment to
providing the fund with data on the carbon impact of its activities
and ensuring where possible that electric vehicle charging points and
solar panels are installed on its developments.

The carbon to value invested metric is used to reflect how efficient
companies are at creating shareholder value, relative to the carbon
emissions produced. The following graph depicts the Fund’s carbon
to value invested journey across its equity allocations against the FTSE
World Index, from 30 June 2018 to 31 March 2022. The weighted
average carbon to value invested of the Fund has fallen by circa 77%
during this time.
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August 2018

TruCost Carbon review as at
30th June 2018

September 2018

Renewable Infrastructure manager appointed

November 2018 June 2020

Investment in Future Low Investment in MSIM Global
Carbon Fund Sustain Fund

The Greenhouse Gas (GHG) emissions of the Pension Fund are reported in
tonnes of CO2 (tCOz2e). These carbon emissions can be broken down into
three reporting categories as follows:

-R e Scope 1: emissions directly attributable to a company e.g. vehicles
rewm’e

h e Scope 2: indirect emissions relating to a company e.g. heating and
electricity supply of buildings

») e Scope 3: emissions not directly attributable to a company but those
further up and down its value chain e.g. buying products from
suppliers1

.1 tonne of CO2is equal to...

[ J
w 1 month’s emissions of the average UK person:

2.6 economy flights from Amsterdam to Romes

m‘ +6,000 km by Citroen Picasso model cara
e

The following chart plots the Fund’s equity allocation by absolute tonnes of CO2
emissions from 30 June 2018 to 31 March 2022. It is estimated that the Fund has
reduced its CO2 emissions by circa 81% over this period.

Where possible the Fund reports on scope 1, 2 and 3 emissions, however as
this data can be difficult to collect, this may vary amongst the Fund’s asset
classes and managers.

Absolute tCO2e per annum
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1:https://www?2.deloitte.com/uk/en/focus/climate-change/zero-in-on-scope-1-2-and-3-emissions.htmi?gclid=EAlalQobChMIjsWNhfKu9QIVgejtCh3 FSQOIEAAYASAAEgLIIfD BwWE 2:https://www.nulacarbon.com/some-notes-on-climate-action/whats-in-a-
tonne#:~:text=As%20an%20example%2C%200ne%20tonne,person%20living%20in%20Sri%20Lanka ! 3:https://www.climateneutralgroup.com/en/news/what-exactly-is-1-tonne-of-co2/ 4:https://www.planete-energies.com/en/medias/close/mechanisms- putting-price-carbon



https://www2.deloitte.com/uk/en/focus/climate-change/zero-in-on-scope-1-2-and-3-emissions.html?gclid=EAIaIQobChMIjsWNhfKu9QIVqejtCh3FSQ0lEAAYASAAEgLiIfD_BwE
https://www.nulacarbon.com/some-notes-on-climate-action/whats-in-a-tonne#%3A%7E%3Atext%3DAs%20an%20example%2C%20one%20tonne%2Cperson%20living%20in%20Sri%20Lanka
https://www.nulacarbon.com/some-notes-on-climate-action/whats-in-a-tonne#%3A%7E%3Atext%3DAs%20an%20example%2C%20one%20tonne%2Cperson%20living%20in%20Sri%20Lanka
https://www.climateneutralgroup.com/en/news/what-exactly-is-1-tonne-of-co2/
https://www.planete-energies.com/en/medias/close/mechanisms-putting-price-carbon
https://www.planete-energies.com/en/medias/close/mechanisms-putting-price-carbon

Impact Modelling

Grassroots & Murra Wirra
wind farms wil generate 2.8%
of Australia’s electricity needs

1,421,598 MWh
renewable energy

MMC homes can significantly
reduce residential water
usage, using 29% less water

Buildings currently account
for 40% of carbon emissions
in the UK — emitting 58.5m
tonnes of CO2 per year —and

enerated
8 than home built to regulation 60% of all waste produced
standards
% -:éi-.--
_’J_ AEEm Modern

Al W

- Methods of
Construction
can reduce

MMC homes can

. reduce the CO2 waste by 90%
Equivalent to o and
emissions of a

3,439 peak 290,239 issi
. . ’ 0 emissions by
jobs during f) ﬂ households ~ "OMe Py 15% 50%

over the v

asset
construction estimated 60-year compa red
life of the home, Wlth. .

saving ~ 137kg of traditional

CO2 per building

e residence methods

n &
rlome constr-u.cted by the fund, usjlr?g The Fund is constructing 373 MMC
10.03 million MMC, can utilise more energy efficient

modular home, and made one of the
largest investments into modular
housing in 2020

Emissions equivalent
t0 2,181,410
passenger vehicles
driven for one year

materials, making them 20% more
energy efficient than traditional brick
and block construction

metric tons CO2e
emissions avoided

Based on a fund size of EUR 1080 million (Hammersmith and Fulham Pension Fund’s commitment is EUR 55 million),
and up to September 2020. Source of information is the Partner’s Group LIFE Impact Report 2020.. *based on
achievements in 2020, source Partner’s Group Corporate Sustainability Report 2020.

Source: Man GPM RI Community Housing Fund
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Task Force on Climate Related

Financial Disclosures E

The proposed new measures will ensure that trustees are legally
required to assess and report on the financial risks of climate change
within their portfolios, in line with the Task Force on Climate Related
Financial Disclosures (TCFD) recommendations. The Financial Stability

The Department for Work and Pensions (DWP) has announced a phased
introduction of the planned new mandatory measures that ensure trustees
are legally required to assess and report on the financial risks of climate

change within their investment portfolios.
Board’s Task Force on Climate Related Financial Disclosures is a global,

Although not yet compulsory for public sector pension schemes, it is private, independent body formed in December 2015.

anticipated these regulations will be extended to the public sector and

therefore the LGPS by 2023. The Board has advised a number of TCFD recommendations in relation

to climate change, which can be split into four thematic areas.

Metrics and Targets: Select and
monitor a minimum of three
climate metrics for the scheme’s

Risk Management: Establish and
maintain processes to identify,

Strategy: Identify climate risks
and opportunities which will

Governance: Establish and
maintain oversight of relevant
affect the scheme’s investment
strategy and consider the
resilience of the strategy.

assess and manage relevant
climate risks and opportunities

climate risks and opportunities
for your scheme investment portfolio, setting

targets to measure performance
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Definer clear roles and
responsibilities for the
management of climate
related risks/opportunities.
Formulate governance
policies, including role and
responsibilities in relation to
climate change.

Improve training and
knowledge in relation to
climate change

e Identify related risks and
opportunities and define
clear goals over the short,
medium and long term.

e Conduct scenario testing for
the scheme’s assets and
liabilities e.g how a
temperature risk of 1.5C to
2.0C will affect the fund

Create a risk register of
climate related risks and
maintain assessments over
the short to long term
horizons.

Incorporate these risks into
the wider integrated risk
management process

Establish the quality of data
available to identify an
appropriate third climate
metric for the scheme.
Select at least one
appropriate target and
measure performance
against and review annually.
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ESG Case Studies @

Environmental

Environmental, Social and Governance factors are key indicators in
measuring the sustainability and suitability of an investment. There is
growing research which suggests, when integrated into business decisions
and portfolio construction, these can offer stability in future returns.

The Fund expects managers to integrate ESG factors into investment
analysis and decision making. Monitoring these effectively can assist with
resolving issues at early stages through effective engagement with
companies and board members. The Fund expects asset managers where
possible to engage and collaborate with other institutional investors, as
permitted by relevant legal codes to ensure the greatest impact.

The measurement of ESG performance is still developing and benefitting
from significant improvements. There are several performance
benchmarks and disclosure frameworks that exist to measure the different
aspects of available ESG data which include carbon emissions and a variety
of social impact scores.

Environmental:

Governance

TZ0Te JUSWILIS JUBWISAAU| d|qisuodsay |
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Governance:
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Voting & Engagement =&

The Committee has delegated the Fund’s voting rights to the investment
managers, who are required, where practical, to make considered use of
voting in the interests of the Fund. The Committee expects the investment
managers to vote in the best interests of the Fund. In addition, the Fund
expects its investment managers to work collaboratively with others if this
will lead to greater influence and deliver improved outcomes for
shareholders and more broadly.

The Fund will continue to collaborate with the London CIV on maintaining
a shared voting policy for the equity managers on the London CIV platform
and actively seek to align these policies with manager insights. Lobbying
with other London CIV clients will give the Pension Fund greater control
and impact over our voting choices and a centralised process will ensure
our voting remains consistent and has the greatest impact.

The Pension Fund views engagement with companies as an essential
activity and encourages companies to take positive action towards
reversing climate change. The Westminster Pension Fund is a responsible
owner of companies and cannot exert that positive influence if it has
completely divested from all carbon intensive producing companies. The
Pension Fund will continue to encourage positive change whilst officers will
continue to engage with the investment managers on an ongoing basis to
monitor overall investment performance, including carbon and other ESG
considerations.

Engagement:
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/ LCIV Global Sustain \
D Cﬂ
53 41

Total Management ESG Engagements
Meetings

ESG Engagements by Topic:

u S

22 17

Environment Social Governance

Of which, engagements on:

® it o
28 14 5

Climate Change Diversity Cyber
Security

\ Source: Morgan Stanley ESG Report Q3 2021 /

/ LGIM Low Carbon \

i
158 126

Number of companies
engaged with

Total number of
engagements
over quarter

ESG Engagements by Topic:

B % 2 D
88 84 84 27

Environment Social Governance Other

Top 5 engagement topics:

1.® 3.8

Climate Change Diversity
2.8 4.
Remuneration Energy

[N
S.
Climate impact pledge
K Source: LGIM ESG Report Q1 2022 /
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Connected Organisations

The Pension Fund recognises that significant value can be achieved through
collaboration with other stakeholders. The Pension Fund works closely
with its LGPS pool company, other LGPS funds and member groups such as
the Local Authority Pension Fund Forum (LAPFF), to ensure corporate
interests are aligned with the Pension Fund’s values.

The Pension Fund actively contributes to the engagement efforts of
pressure groups, such as LAPFF and requires investment managers to vote
in accordance with the LAPPF’s governance policies. In exceptional cases,
investment managers will be required to explain their reason for not doing
so, preferably in advance of the AGM.

The Local Authority Pension Fund Forum are a collection of over 83 local
authority pension funds, with assets under management of over £300bn,
promoting the highest standard of governance with the aim of protecting
the long-term value of pension funds. The LAPFF engage directly with
companies, on behalf of all asset owners and pension fund trustee
members, on issues such as executive pay, reliable accounting and a
transition to a net carbon zero economy.
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ESG Dashboard

Pension Fund officers have developed an interactive dashboard that provides an overview of the fund, specially focusing on ESG. The intention of the
dashboard is to provide further accountability and allow members of the Fund to explore the impact of its investments. The dashboard is available to access

at the following URL:

https://app.powerbi.com/view?r=eyJrljoiYjc2ZTEyZjltODIOYiOONzY2LWJKkNTMtODAWYjNINWN;jYTQ5IiwidCl6ljUwZDhjMTE1LWI3N2YtNDM5NS1hM2JhLTNIN
DA3Y2FmMGQ40CIsimMiOjh9

The following images provide a sample of what the dashboard contains:
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