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Introduction >

Responsible Investment is defined by the United Nation’s ‘Principles for
Responsible Investment’ document as an approach to investing that aims
to incorporate environmental, social and governance (ESG) factors into
investment decisions, to better manage risk and to generate sustainable,
long term returns.

]
Investment Horizon ‘@'

The City of Westminster Pension Fund Investment Strategy Statement (ISS)
sets out the Fund’s policy on investment, risk management, LGPS pooling
and environmental, social and governance issues. Alongside this the Fund’s
core investment beliefs set out the foundation of discussions, regarding
the structure of the Fund, its strategic asset allocation and the selection of

investment managers, incorporating ESG factors into this decision-making

The City of Westminster Pension Fund is committed to being a responsible orocess

investor and a long-term steward of the assets in which it invests. The Fund
has a fiduciary duty to act in the best interests of its beneficiaries and this
extends to making a positive contribution to the long-term sustainability of
the global environment.

The Fund’s investment priorities over the coming years will be centred
around the following topics:

UK government has pledged to target net zero greenhouse
gas emissions by 2050, therefore significant investment is
required within renewables infrastructure.

eThe Fund has committed a 6% asset allocation to

Renewable renewables infrastructure, with a number of specialist

Infrastructure managers to be considered.

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, Westminster City Council, which has
committed itself to achieving carbon neutrality by 2030.

eThere is potential within the real estate asset allocation
for further diversification, alongside the long lease
property mandate.

eMoving in to residential property or affordable housing
could offer another form of diversification, whilst socially
benefiting the community.

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
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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Real Estate

*To help meet the UK target of net zero carbon emissions
by 2050, the UK government will issue its first green bonds
in 2021.

eThere is potential for a future review of the Fund's existing

==l le)ale M allocation to corporate bonds and exploring options
available within the green bonds space.

Page | 3




Carbon Journey ’

The City of Westminster Pension Fund has committed to reducing its
carbon emissions, alongside Westminster City Council. The Pension Fund
appointed TruCost to undertake a carbon mapping of the Fund’s equity and
property investments as at 30 September 2019. This included metrics such
as carbon intensity, carbon emissions, stranded assets and energy
transition.

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

Alongside this, a 6% commitment has been made towards investment
within renewable infrastructure, with funds to be transitioned from the
Hermes Property Fund. A fund manager selection process took place
during December 2020, with the aim of having cash invested during 2021.

June 2020
Strategic Asset

September 2020

\ ESG equity
Allocation manager
Review selections

October 2019

TruCost Carbon Review as
at 30 September 2019

November 2020

Global Sustain &

During November 2020, the Pension Fund commissioned TruCost to
undertake a Carbon Review of the Fund following the transition into the
ESG equity mandates, as at 31 October 2020.

The carbon to value invested metric is used by TruCost 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 against the benchmark, within the equity
allocation, from 30 June 2019 to 30 November 2020. The Pension Fund has
been benchmarked against the FTSE World Index.
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ESG Case Studies

Environmental Governance

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.

Environmental:

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.

0207 e 3USWI3L1S JUSWISAAU| 3|qisuodsay |

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.
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Social: Governance:
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Contact Talk with a Resolve
Teladoc Doctor your Issue

TELADOC. T/ "B &
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Fund Key Facts ]}a

Carbon Footprint

249
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Voting & Engagement sg&

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
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Nike case study

As part of the LCIV Global Sustain Fund, Morgan Stanley have
engaged with Nike on a number of issues including labour,
carbon, diversity and inclusion.

Given the complexity of the Nike supply chain, the labour
conditions within outsourced factories remain a concern,
however they have implemented initiatives to mitigate these. As
part of this, the company conducts hundreds of audits of suppliers
including unannounced audits. Morgan Stanley have also
engaged with the company on using modern technology, such as
apps, to receive direct feedback from factory workers.

Alongside this the company have adopted aggressive targets to
reduce direct and indirect emissions and has shifted to using
more sustainably sourced cotton. They have also reduced the
water use per garment by 25% since 2015.

To improve diversity across the company, Nike have introduced a
requirement to have diverse slates of candidates for internal and
external recruitment.

1/

Source: Morgan Stanley ESG Report Q3 2020




/LCIV Global Sustairﬁ
.
54 44

Total Management ESG Engagements
Meetings

ESG Engagements by Topic:

O % o

13 22 27

Environment Social Governance

Of which, engagements on:
sess O
® it &
11 5 8

/LGIM Future Worlch

A
Lo

168 158

Total number of Number of
companies engaged
engagements '
with

ESG Engagements by Topic:

O % o

10 114 68

Environment Social Governance

Top 5 engagement topics:

1.2 3.%

Gender and COVID-19
ethnic diversity

2.% 4.8

Remuneration Disclosures

Climate Diversity Cyber
Change Security
\ Source: Morgan Stanley ESG Report Q3 2020 /
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Public Health
Source: LGIM ESG Report Q3 2020
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61

Total number of Number of
engagements companies engaged
with

ESG Engagements by Topic:

g % &

10 18 37

Environment Social Governance

Percentage resolutions voted:

91% 4%

v X

With Against
management management

K Source: Baillie Gifford Proxy Voting Q3 2020 /

Data as at 30 September 2020
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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), Pensions and Lifetime
Savings Association (PLSA) and ShareAction 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 the Local Authority Pension Fund Forum (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.

Local Authority Pension Fund Forum

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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LAPFF Case Study

The LAPFF produce quarterly engagement reports, covering all
ESG related issues from climate change, governance, human

rights and cyber security.

Over the quarter to 30 September 2020, the LAPFF engaged with
27 companies, including Sainsbury, Tesco and the National Grid.

At the National Grid 2020 AGM, LAPFF
asked the National Grid to commit to its
delayed setting of scope 3 carbon
emission  reduction targets. The
company published a response on its
website, signifying that it would provide
information on scope 3 targets in
October.

Alongside this, the company has set a
target of aiming for a carbon-neutral
grid by 2025, including the provision of
electric vehicle charging stations.

BHP, Tesco,
Sainsbury,
ArcelorMittal,
National Grid

__Source: LAPFF Quarterly Engagement Report 30 September 2020




Pensions and Lifetime Savings Association

The City of Westminster Pension Fund is a member of the PLSA, who aim
to raise industry standards, share best practice and support members. The
PLSA works across a range of stakeholders including governments,
regulators and parliament to help the implementation of sustainable
policies and regulation. They represent over 1,300 pension schemes
totalling £1.3tn in assets under management, including those in the public
and private sectors.

The PLSA provide an important source for training, support and guidance
on regulations and pension support services.
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ShareAction»

ShareAction is a registered charity who promotes responsible investment,
working with investors to help influence how companies operate their
business on a range of Environmental, Social and Governance (ESG) factors.
This includes areas such as climate change, gender diversity, living wages,
decarbonisation, biomass and healthy markets.

ShareAction

Most recently, ShareAction has been working on a Healthy Markets
coalition group. The Healthy Market Initiative aims to make food retailers
and manufactures take on accountability for their role and impact on
people’s diets. The City of Westminster is a member of the Healthy Markets
coalition and along with other members, represents over S1 trillion in
assets under management. The Fund has actively engaged with
ShareAction on this initiative, attending coalition meetings, as well as
contacting our equity managers and the LAPFF on their behalf to see if they
would be willing to engage.
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