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Overview

XPS has collated the views of over 200 pension scheme trustees and professionals
across over 80 defined benefit pension schemes on the extent and means by which
ESG and sustainability should feature in their pension schemes’ investment strategies.

In this short note we summarise the key findings of this survey.

Key findings:

The vast majority of trustees feel it is 90% of trustees are in favour of This extends to creating positive
important to consider ESGrisks as part addressing climate change risk impact for society as long as it is not
of investment decision making. within their investment strategy. at the cost of financial performance,

with 90% supportive of this.

40% 46%  84%

However, there is room for significant There was no consensus that member  However it was considered important

progress as only a 40% of trustees views on ESG should be reflected in to communicate the responsible

thought their scheme’s policy the investment strategy. Less than half  investment approach to the

reflected their preferred approach. agreed they should. membership, with 84% agreeing
with this.

Source: XPS ESG beliefs survey results

What trustees can do:
IQrDiscuss and establish your scheme’s ESG beliefs and priorities using our free online survey
IQrSeek to fully understand ESG and climate risks and how they relate to your scheme

MUndertake training to fill any gaps in understanding

@00

MReview your current investments against your policy and consider whether there
is scope for change to adopt a more responsible investment strategy

MAssess options for how your chosen approach is best monitored

- y /4

bl We've started to see some schemes taking action to

of this survey suggest that will only continue. There is
NGt clear appetite for investment fund products that are
Head of ESG research differentiated to meet these needs.

' address ESG and climate change risks, and the results
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Why XPS consider it essential
to establish trustees’ views on ESG

The stern hand of Regulation has been steering pension scheme trustees to think hard
about how risks in relation to environment, social and governance (ESG) factors are
appropriately addressed within their strategy.

However, the relationship between ESG factors and financial implications is complex, with significant
interdependence and notable unknowns. Furthermore, there are different perspectives on where lines should
be drawn. As it stands the regulations themselves provide little guidance on what a scheme’s policy should
be. Most are focused on disclosing a scheme’s chosen policy, or reporting on its implementation, rather than
setting it in the first place.

ESG factors affect schemes differently, depending on where they are in their journey. A well-funded scheme
with a credit driven strategy that is close to buyout, will have very different ESG risk exposures and mitigating
options versus a scheme which is still open to accrual invested heavily in equities and with a time horizon of
decades. Therefore, an important initial step in the process of establishing a suitable ESG policy for a scheme
is to discuss and establish the trustee board’s collective beliefs and desired approach for that specific scheme.
There is room for more than one right answer when it comes to ESG.

The outcome of these discussions can inform the approach in many different ways, ranging from factoring in
ESG considerations into investment decisions and good stewardship via the scheme investment managers,
through to more specific strategies focused on sustainable themes such renewable energy, or impact
strategies pursuing the UN Sustainable Development Goals.

y / 4

ESG can affect schemes differently - it’s important for
trustees to identify their beliefs and priorities in the context
of broader objectives.

Summary views of the trustee group

e char el reresents g vl Vi 2P

XPS has used an online survey to help clients
collate these views in a time efficient way and offers
this to both clients and prospects at no charge.

If you wish to use the survey for your scheme

please click here and we will provide access for you
and your colleagues and will arrange for you to receive
a collated report free of charge.
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mailto:alex.quant%40xpsgroup.com?subject=Please%20can%20you%20send%20me%20a%20link%20to%20the%20ESG%20beliefs%20survey.%20Thank%20you.

An extract of the survey results:

@ 94% feel ESG important in investment decisions making

Question:

It is important that ESG 1 % 40%
factors are explicitly
considered as part of 5 40/
the investment decision 50/ o
making process by our (o)
fund managers.

l Strongly agree l Neutral l Disagree
Source: XPS ESG beliefs survey results l Agree Don’t know l Strongly disagree

@ 90% responded that schemes should mitigate climate change where practical

Question:

. y o (o)
Taking steps to mitigate o o
exposure to climate risks
where practicable is an 480/
important consideration. 90/ (o]

(o]
l Strongly agree l Neutral l Disagree
Source: XPS ESG beliefs survey results l Agree Don’t know l Strongly disagree

90% think that schemes should actively pursue positive impact to society where this does not
detract from financial objectives

Question:
The scheme should 3 % 44%
actively pursue positive
impact to society where 460/
this does not detract from (o) (o]
financial objectives. (o]

l Strongly agree l Neutral l Disagree
Source: XPS ESG beliefs survey results & Agree Don’t know A strongly disagree
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@ 40% think the current investment policy reflects their preferred approach

Question:

Our current investment
policy reflects my
preferred approach

in relation ESG and
sustainability.

Source: XPS ESG beliefs survey results

9%

7%
44%

5%
35%

l Strongly agree l Neutral l Disagree
l Agree Don’t know l Strongly disagree

Question:

Our members are likely
to have ESG related views
that we should look to
reflect in our policy.

Source: XPS ESG beliefs survey results

3%
12%
3%
36%

l Strongly agree l Neutral l Disagree
l Agree Don’t know l Strongly disagree

7%
39%

@ 84% think that it is important to communicate the scheme’s responsible investment policy

to members

Question:

Communicating the
scheme’s responsible
investment approach with
members is important.

Source: XPS ESG beliefs survey results

1%
1%

14%

27%
57%

l Strongly agree l Neutral l Disagree
l Agree Don’t know l Strongly disagree
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The way forwards

We observe a widely held view that ESG and climate change represent financial risks
to the long term prospects of pensions and that these risks should be mitigated.

We believe now may be a turning point for pensions schemes and expect that this
recognition of importance will turn into action.

We propose that the following will facilitate this progress:

» Innovation in fund products to ensure trustees are able to employ
a strategy which effectively delivers on their ESG and climate
change objectives;

Clear fund labelling so as to avoid confusion between responsible
investment, sustainable investment and impact investment.

For example, we would propose the development of a UK specific
equivalent of the EU Sustainable Finance Disclosure Regulation,
which helps identify funds that incorporate ESG risk a management
and sustainable issues into decision making;

Enhanced practices and reporting from fund managers for
existing fund products to ensure accountability around effective
integration and risk management;

Proactivity of advisors to bring the latest thinking to pension
schemes and champion continuing improvement in the asset
management industry; and

Trustees to challenge their advisors to place sufficient
weight on ESG aspects within overall strategy advice and fund
recommendation and to provide training to fill in any gaps in
trustee knowledge.
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It's clear there is
growing demand
for ESG integration
into pension scheme
investment strategy
from trustees; the

investment markets
must continue to
provide solutions which
meet the shifting needs
of one of their greatest
sources of capital.

Alex Quant
Head of ESG research

If you would like to find out more on sustainable investment and ESG

please contact Alex Quant:

Alex Quant
Head of ESG research

11 0208059 7652

E alex.quant@xpsgroup.com

u @xpsgroup

m company/Xpsgroup

Alternatively, please speak to your usual XPS Investment contact.
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Important information: Please note the opinions expressed herein do not take into account the circumstances of individual pension funds and
accordingly may not be suitable for your fund. The information expressed is provided in good faith and has been prepared using sources considered
to be reasonable and appropriate. While information from third parties is believed to be reliable, no representations, guarantees or warranties are
made as to the accuracy of information presented, and no responsibility or liability can be accepted for any error, omission or inaccuracy in respect of
this. This document may also include our views and expectations, which cannot be taken as fact. The value of investments and the income from them
can go down as well as up as a result of market and currency fluctuations and investors may not get back the amount invested. Past performance is
not necessarily a guide to future returns. The views set out in this document are intentionally broad market views and are not intended to constitute
investment advice as they do not take into account any client’s particular circumstances.

Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within the meaning
of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents. This document should not be
distributed to any third parties and is not intended to, and must not, be relied upon by them. Unauthorised copying of this document is prohibited.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying

of this document is prohibited.

© XPS Investment 2021. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No. 03842603.
XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392..

All registered at: Phoenix House, 1 Station Hill, Reading RG1INB.
XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

This report should not be relied upon for detailed advice. Permission for reproduction of material in this document must be sought in advance of any public domain use.
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