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Introduction




Overview

« We have conducted a survey of Environmental Social and Governance (ESG) investment beliefs for the Trustees of the
Electrocomponents Group Pension Scheme. The survey was conducted in March/April 2022, with all 7 Trustees having taken
part in the survey. The survey aims to update the previous ESG investment beliefs survey conducted in May 2019, and builds on the
Responsible Investment Total Evaluation exercise reviewed at the November 2021 IRSC meeting.

* The survey focused on the following areas:

O Knowledge and understanding — baseline Trustee knowledge and understanding of ESG issues
U Setting beliefs — determine which beliefs are important to the Trustee

U Sponsor alignment and member views

U Implementation approaches — identify preferred approaches to implementing beliefs.

* In the following slides, we provide a summary of the survey results and highlight areas of consensus agreement, as well as areas for
further discussion.

« We then consider potential actions that the Trustee could consider taking forwards.



Today’s Session

Trustee
Discussion
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ESG Integration

Mercer’s Sustainable Investment Pathway

% Mercer

1. Are ESG and climate
change investment beliefs
established?

2. Are ESG and climate
change policies and
governance in place?

3. Are processes aligned to a
strategy? How are internal
and/or external managers
guided to follow ESG policy
and process?

4. Are reporting and
monttoring structures in
place to ensure practices
align with policy?

Portfolio

5. Are climate change and
ESG risks and opportunities
integrated through the
portfolio?

6. Is a clear approach to
voting and engagement in
place?

7. Should sustatnability-
themed ESG and climate
change solutions be part of
investment strategy?

8. Is a robust and defensible
screening framework in
place? Is it monitored?




ESG Beliefs

Workshop




Baseline understanding
Trustee understanding of ESG issues

ESG Beliefs Survey — April 2022: ESG Beliefs Survey - May 2019:

60% 20%

100%

= Well Developed = Fairly well developed = Not Well Developed = Well Developed = Fairly well developed = Not Well Developed

E
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Snapshot of Key Survey Results

100% of Trustees support an above ‘minimum compliance’
approach to ESG (43% supporting a ‘best-in-class’
approach)

100% of Trustees believe that broad 86% believe policies

ESG risk management is the 15t or 2"9 | should align with the
top governance priority Paris Agreement

100% support a Reputation risk
long term view to is the highest
ESG risk ranked risk to
NEREREE] manage

Climate change is
the highest ranked
key ESG theme




What should be our approach to

Sustainable Investing?

What should be our approach to Sustainable
investing:

= Best practice (i.e.
exhibiting leadership)

43% .
= Good practice (or

‘middle of the pack”)

57%

= Manage regulatory
and reputational risk
(i.e. minimum
compliance approach)

Totals may not sum due to rounding.

% Mercer

My view is that ESG issues:

Create neither material risk nor
opportunity and should not be a
priority at this time

Create both risk and opportunity,
each of which should be reviewed

Drive new opportunities, which the
Scheme should explore

Create investment risk, which should
be measured and managed
appropriately

0%

0%

25%

50%

75%

100%

0%

0%
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High Priority Areas

From a prioritisation perspective, rank (from 1 to 5 with 1 being the highest priority) the following issues / approaches in terms of the ones
you feel may be most important for the Scheme:

o
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Broad ESG risk management

Climate change risk m 1 (top)

m2

Investing in strategies that target long-term ESG themes (e.g. energy, =3

generate good risk-adjusted investment returns m4

m5 (low)
Identifying exposure to sensitive areas (e.g. controversial weapons)

Investor stewardship (voting and engagement)

aiib
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Key Themes

Climate change
Diversity, equity and inclusion
Energy efficiency
Waste and pollution
Demographics
Shareholder concerns
Human rights

Health & Safety

Board Structure
Modern slavery
Labour standards

Tax avoidance

Audit quality
Remuneration policies
Biodiversity

Water and resource scarcity

% Mercer
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Sponsor policies on Sustainability and alignment
with the Scheme

The Trustee’s policy on sustainable investment is:

= Aligned with the Sponsor’s
policies on sustainability;

43%

= Takes into account the Sponsor’s
sustainability policies, but does
not mirror them

= Don’t know

Totals may not sum due to rounding.
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Supporting the Paris Agreement

The Scheme’s investments should aim to align with the 8 5 7%
O

Paris Agreement, and/or alignment with the temperature
objective of 2° C or below above pre-industrial levels, and/or of Trustees agree

net zero emissions/carbon neutrality by 2050 or earlier:

All our investment mandates should aim to align with the Paris Agreement,
and/or alignment with the temperature objective of 2°C or below above
pre-industrial levels, and/or net zero emissions/carbon neutrality by 2050
or earlier.

® Somewhat Agree ®m Do not agree m Agree

14
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Opportunities

Rank the opportunities you feel may be most essential for you:

When considering investing, a long-term view is essential and quarterly returns are _
less important.
Well governed companies perform better over he fong term. - |
Investing responsibly and achieving excellent returns are not mutually exclusive. _
Active use of ownership rights, exercised by trustees or investment managers, _
through company engagement can enhance the value of an investment.
We believe it’s important to ensure our investments support the sustainable _
development goals
Environmental, societal and technology change presents investment opportunities _
that we have the competitive advantage to benefit from.
Using voting rights, and influence as owners of capital, is an effective method of _
instigating change, and can increase risk-adjusted returns.

We can achieve attractive risk adjusted returns by being early adopters in -
innovations that help to solve sustainability issues.

m 1 (top) m2 m3 m4 m5 m6 m7 m 8 (low)

Lk
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Managing risks

Rank in terms of managing risks you feel may be most essential for you:
0 1 2 3 4 5 6 7

Reputation risk is a key consideration when thinking about ESG. _
Monitoring ESG risks can provide an early warning for other issues relating to the _
management or financial performance of companies.

All our investment mandates should aim to align with the Paris Agreement, and/or

alignment with the temperature objective of 2°C or below above pre-industrial levels, _

and/or net zero emissions/carbon neutrality by 2050 or earlier.
Climate related risks extend beyond carbon emissions and should also consider _
nature-related, biodiversity-related or natural capital-related issues
Certain ESG issues represent long-term systemic risks that will impact all asset _
classes in all geographies.
ESG risks are multifaceted and not fully quantifiable. _

Incorporating ESG factors into investment decision is detrimental to returns.

We believe that asset managers are best placed to manage all risks related to ESG,
on our behalf.

How an asset manager includes ESG factors in their stock or security selection is not
important for maximising returns.

m]l(top) m2 m3 w4 m5 =6 m7 m8 m9 (low)
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Beliefs for further discussion (1/2)

Beliefs

Current policy / process

Potential further policy /
process

Understanding,
themes and
priorities

Members’
sustainable
investment
views

Members’ ESG
views

Implementation
of beliefs

Regulatory
alignment

@ Mercer

Our approach to sustainable investing should

be [best practice / good practice]

Members believe the Scheme’s investments
[have a wider social responsibility / have a

social responsibility but not at the
expense of profits / I do not know]

Members are more concerned with

[Environmental / Social / Governance]

issues

Our beliefs are best implemented via

[integration / stewardship / thematic

investing / exclusions]

The Scheme’s investment [should /
shouldn’t] aim to align with the Paris
Agreement

Current investment processes
categorised as ‘good practice’, as
per Mercer’s RITE assessment,
however there is no formal
statement on this by the Trustee

No stated policies or process in the
SIP

No stated policies or process in the
SIP

Delegated to underlying
investment managers

Not currently aligned with Paris
Agreement

Agree a consensus view and build
wording into the SIP

Could expand wording to provide
more specific details on the
Trustee’s beliefs and agreed
policies / processes

Conduct member survey

Agree a consensus view and build
wording into the SIP

Understand what alignment with
the Paris Agreement looks like
from a process and portfolio
perspective

17



Beliefs for further discussion (2/2)

Energy beliefs

Portfolio
exclusions

ESG
opportunities

Stakeholder
considerations

ESG risk
management
considerations

The Trustee should consider the materiality of each belief as to whether policies and processes should be established
@ Mercer

Beliefs

Regarding fossil fuels, [we should not invest / we should
only invest where the company has committed to a low
carbon transition / we will leave this decision to our
managers]

We should aim to meet exclusion criteria by [full exclusion /
tilting exposures]

The most important consideration relating to ESG
opportunities is [taking a long-term view / investing in well
governed companies / understanding high returns can
still be achieved by investing sustainably]

The most important consideration in meeting regulators and
stakeholders expectations is [our managers exhibiting
good stewardship / alignment of interests / recognising
long-term sustainable investment is part of our fiduciary
duty]

The most important consideration in managing ESG risk is
[reputational risk / early monitoring of ESG risk warnings
/ aligning with the Paris Agreement or Net Zero targets]

Current policy /

process

No stated policies or
process in the SIP

No stated policies or
process in the SIP

Long-term view taken
when evaluating
investment managers

No stated policies or
process in the SIP

No stated policies or
process in the SIP

Potential further
policy / process

Agree a consensus view
and build wording into the
SIP

Agree a consensus view
and build wording into the
SIP

Agree a consensus view
and build wording into the
SIP

Agree a consensus view
and build wording into the
SIP

Agree a consensus view
and build wording into the
SIP

18



Next Steps




Proposed Next Steps

@ Mercer

Enhance wording in the SIP to reflect the
ESG survey results and today’s
discussions

Establish processes that ensure
Investment decisions refer back to the
relevant belief

Consider the potential impact of the
updated beliefs, policies and processes
on investment strategy

20



Full Survey

Results
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Baseline understanding
Trustee understanding of ESG issues

ESG Beliefs Survey — April 2022: ESG Beliefs Survey - May 2019:

60% 20%

100%

= Well Developed = Fairly well developed = Not Well Developed = Well Developed = Fairly well developed = Not Well Developed

E
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What should be our approach to

Sustainable Investing?

What should be our approach to Sustainable
investing:

= Best practice (i.e.
exhibiting leadership)

43% .
= Good practice (or

‘middle of the pack”)

57%

= Manage regulatory
and reputational risk
(i.e. minimum
compliance approach)

Totals may not sum due to rounding.

% Mercer

My view is that ESG issues:

Create neither material risk nor
opportunity and should not be a
priority at this time

Create both risk and opportunity,
each of which should be reviewed

Drive new opportunities, which the
Scheme should explore

Create investment risk, which should
be measured and managed
appropriately

0%

0%

25%

50%

75%

100%

0%

0%
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Trustee Approach To Risk Management

Do you feel adequately informed about climate-related risks and their Our approach to managing ESG related risks
relationship to investment decision making, your fiduciary duty and and opportunities is:
management of the Scheme?

0% 25% 50% 75% 100%

No — | don’t feel adequately informed 0%

Maybe — | understand the risks but need 100%

more information about how they feed
through into investment decision making,
our fiduciary duty and management of

the Scheme

= |s appropriate
Yes — | understand the climate-related
risks in the Scheme and how they are 0% = Could go further, and should be reviewed

being managed
= Don't know - | need more information to develop a view

as to whether ESG considerations deserve more focus
Totals may not sum due to rounding. o

| —
% Mercer 25
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High Priority Areas

From a prioritisation perspective, rank (from 1 to 5 with 1 being the highest priority) the following issues / approaches in terms of the ones
you feel may be most important for the Scheme:
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Broad ESG risk management

Climate change risk m 1 (top)

m2

Investing in strategies that target long-term ESG themes (e.g. energy, =3

generate good risk-adjusted investment returns m4

m5 (low)
Identifying exposure to sensitive areas (e.g. controversial weapons)

Investor stewardship (voting and engagement)

aiib
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Key Themes

Climate change
Diversity, equity and inclusion
Energy efficiency
Waste and pollution
Demographics
Shareholder concerns
Human rights

Health & Safety

Board Structure
Modern slavery
Labour standards

Tax avoidance

Audit quality
Remuneration policies
Biodiversity

Water and resource scarcity

% Mercer
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2. Sponsor
Alignment and
Member Views




Sponsor policies on Sustainability and alignment

with the Scheme

The Trustee’s policy on sustainable investment is:

= Aligned with the
Sponsor’s policies on
sustainability;

43%

= Takes into account the
Sponsor’s
sustainability policies,
but does not mirror
them

= Don’t know

Totals may not sum due to rounding.

% Mercer

Responses

We seek to achieve alignment of
interests between ourselves, our
beneficiaries and our sponsor

® Do not agree

® Somewhat Agree

m Agree

29



Member Views

Which statement do you believe captures your

members' views more accurately?

Members believe the scheme's
investments have a wider social
responsibility than simply making a profit

Members believe the scheme's
investments have a responsibility to
society however this should not be at the
expense of maximising profits

Members believe that the sole
responsibility of the scheme's
investments is to maximise profits

| am unsure as to what the views of
members are

Totals may not sum due to rounding.

% Mercer

0%

0%

25%

14%

Which areas do you believe are of more concern to
members (number of responses)?

| | 6 e @

Please rank the following in terms of the areas you
feel may be most important for members:

Number of 1t ond 3rd
respondents

Environmental
Social 0 - 0
Governance 0 0 1

@
333
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3. Implementation




Investment beliefs should be implemented using:

o
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w
»
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Integration

Stewardship

Thematic investment

Exclusions

m Priority for all asset classes ® Priority for some asset classes m Consideration for some asset classes i

® Consideration for Trustee specific themes or ethics = Not appropriate for the Scheme ]

% Mercer



Supporting the Paris Agreement

The Scheme’s investments should aim to align with the 0
Paris Agreement, and/or alignment with the temperature 5 S 7 (0)
objective of 2° C or below above pre-industrial levels, and/or

net zero emissions/carbon neutrality by 2050 or earlier: of Trustees agree

All our investment mandates should aim to align with the Paris Agreement,
and/or alignment with the temperature objective of 2°C or below above
pre-industrial levels, and/or net zero emissions/carbon neutrality by 2050
or earlier.

® Somewhat Agree ®m Do not agree m Agree

% Mercer 33



Views on fossil fuel exposures

0% 25% 50% 75% 100%

We want to continue to invest in fossil fuels so we can continue to have a seat

at the table 0%

We only want to be invested in the fossil fuel companies that have committed to 5704
transition their business to support a low carbon economy 0

We do not want any fossil fuel exposure 29%

We will leave this to the discretion of our asset managers 14%

Totals may not sum due to rounding.
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UN Global Compact Exclusions & ESG Manager Ratings:

Management of exposure to companies meeting the exclusion
criteria of the UN global compact, such as nuclear, tar sands,
tobacco, palm oll, fossil fuels, controversial weapons and
gambling should be by:

= Exclusion (no exposure)

= Tilt away (some
exposure, up to a pre-
43%  defined limit)

57% = Varies by exclusion

some exclusions)

= Manager discretion

Totals may not sum due to rounding.

% Mercer

criteria (some exposures;

ESG manager ratings:

72%

= We want best in class managers on
ESG: manager appointments below the
peer group average will be reviewed
with a view to replace

= We would like to have best in class
managers on ESG: the manager’s ESG
rating will be a key factor in the
selection and retention decisions for a
manager appointment but will be
considered alongside other factors

= Other factors around an asset
manager’s capability are more
important to us than an ESG manager
rating

S )
000
]
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Opportunities

When considering investing, a long-term view is essential and quarterly returns are
less important.

We can achieve attractive risk adjusted returns by being early adopters in innovations
that help to solve sustainability issues.

Investing responsibly and achieving excellent returns are not mutually exclusive.

Well governed companies perform better over the long term.

Active use of ownership rights, exercised by trustees or investment managers,
through company engagement can enhance the value of an investment.

Using voting rights, and influence as owners of capital, is an effective method of
instigating change, and can increase risk-adjusted returns.

Environmental, societal and technology change presents investment opportunities
that we have the competitive advantage to benefit from.

We believe it's important to ensure our investments support the sustainable
development goals.

Responses
3 4 5 6

o
[EnY
N
~

m Agree m Somewhat Agree m Do not agree

% Mercer
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Meeting regulatory and stakeholder expectations

Responses

o
=
N
w
Sy
(63}
(o2}
~

Long-term, sustainable investment is consistent with fiduciary duty.
To be a sustainable investor requires adopting a 'whole of fund' approach, incorporating
sustainability considerations across all asset classes and investment decisions

We will seek to innovate, demonstrate and promote Responsible Investment leadership and
ESG best practice.

It is important that our asset managers demonstrate good stewardship of their assets under
management.

We have the capabilities and resources required to take a long-term approach with a strong
focus on sustainability

We believe the social and environmental impact of our portfolio should be measured

Consideration of ESG should extend beyond investments to the pension Scheme’s own
operational impact e.g. use of renewable energy sources, business travel and use of off-sets..

Our members’ views are important to us. We will reflect them in our investment decisions
wherever possible.

We seek to achieve alignment of interests between ourselves, our beneficiaries and our sponsor

||

mAgree mSomewhat Agree mDo not agree

X

w
J
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Meeting regulatory and stakeholder expectations

Rank the opportunities you feel may be most essential for you:

o
=
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w
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It is important that our asset managers demonstrate good stewardship of their assets
under management.

We seek to achieve alignment of interests between ourselves, our beneficiaries and
our sponsor

We have the capabilities and resources required to take a long-term approach with a
strong focus on sustainability

We believe the social and environmental impact of our portfolio should be measured

Our members’ views are important to us. We will reflect them in our investment
decisions wherever possible.

We will seek to innovate, demonstrate and promote Responsible Investment
leadership and ESG best practice.

Consideration of ESG should extend beyond investments to the pension Scheme’s

own operational impact e.g. use of renewable energy sources, business travel and
use of off-sets and adaptation measures to reduce climate impact

Long-term, sustainable investment is consistent with fiduciary duty. _

ml(top) =2 =3 =4 =5 mE6 m7 =m8 EI(low)

% Mercer
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Managing risks

Responses
0

Incorporating ESG factors into investment decision is detrimental to returns.

ESG risks are multifaceted and not fully quantifiable.

Reputation risk is a key consideration when thinking about ESG.

Monitoring ESG risks can provide an early warning for other issues relating to the
management or financial performance of companies.

Certain ESG issues represent long-term systemic risks that will impact all asset classes in all
geographies.

We believe that asset managers are best placed to manage all risks related to ESG, on our
behalf.

How an asset manager includes ESG factors in their stock or security selection is not
important for maximising returns.

All our investment mandates should aim to align with the Paris Agreement, and/or alignment
with the temperature objective of 2°C or below above pre-industrial levels, and/or net zero
emissions/carbon neutrality by 2050 or earlier.

Climate related risks extend beyond carbon emissions and should also consider nature-
related, biodiversity-related or natural capital-related issues

E Agree

% Mercer

® Somewhat Agree

m Do not agree
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Managing risks

Rank in terms of managing risks you feel may be most essential for you:
0 1 2 3 4 5 6 7

Reputation risk is a key consideration when thinking about ESG. _
Monitoring ESG risks can provide an early warning for other issues relating to the _
management or financial performance of companies.

All our investment mandates should aim to align with the Paris Agreement, and/or

alignment with the temperature objective of 2°C or below above pre-industrial levels, _

and/or net zero emissions/carbon neutrality by 2050 or earlier.
Climate related risks extend beyond carbon emissions and should also consider _
nature-related, biodiversity-related or natural capital-related issues
Certain ESG issues represent long-term systemic risks that will impact all asset _
classes in all geographies.
ESG risks are multifaceted and not fully quantifiable. _

Incorporating ESG factors into investment decision is detrimental to returns.

We believe that asset managers are best placed to manage all risks related to ESG,
on our behalf.

How an asset manager includes ESG factors in their stock or security selection is not
important for maximising returns.

m]l(top) m2 m3 w4 m5 =6 m7 m8 m9 (low)
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Comments from Survey (1/2)

| have interviewed Fund Two recent aspects have created significant Believe we pay more than lip
Managers and I'm impressed turmoil and uncertainty re ESG. service but keen to explore more.
that companies are changing 1. The USA-China relations position Also keen to consider S and G
their structure and taking 2. The Russia-Ukraine conflict and it's potential elements.
ESG seriously. impact on global energy supplies/market

| am unclear what our members
Insufficient ESG information feel in respect of specific

available in credit markets. climate related investments.

The pension scheme is
entirely in credit and not
equity. | think this gives less
opportunity to influence the
Board of Directors.
Members are likely to have a different
view for DB vs DC. The Trustee is no The heart says it should be
There is enough opportunity longer responsible for DC (transferred : a matter of principle for the
In the investment market to to Master Trust). ESG can and should Greenvyash Is a real long term future of the
find the returns our scheme take greatest importance for DB. SIS planet, while the head
needs with very good ESG might suggest that a
credentials. greater priority is funding
retirement until the
uncertainty over HMG
funding of social care is
finally determined.

| am not sure many of our Climate change is THE concern
members are truly concerned or based on climate change experience
understand these areas and the over the past 5 to 10 years and the
link to their investments. extremes of weather creating
damage, danger and risk.

% Mercer



Comments from Survey (2/2)

We should survey our

Members would be very concerned in failure of
members.

any element of ESG.

ECL have developed a strong
sustainability ethic and series
of operating principles.

Again balance between
We are lucky that aspirational aims and
our sponsor takes realistically what is currently
ESG very feasible for scheme of our size

seriously. It will be and with resources available.
interesting to see
how this affects

the Master Trust It is the EC ethos to be a

~ throughits leader and not a follower.
interactions with

the IGC.

Limited only by the Fund
Managers desire to engage
with ESG measurement and

management.

As Trustees we
have a clear
Whilst good to be aspirational, responsibility to
need to balance with size of be actively
scheme and resources involved in these
available. Also need to decisions and
recognise that integration of thinking.
ESG factors will be a journey.

| believe that our ESG
beliefs and strategies are
well developed as are
those of the Company. It
would be beneficial to
both to work together to
achieve closer alignment .

% Mercer

Feel that a more in depth conversation
with Sponsor is required.

Need to understand more

what aligning with Paris
Agreement looks like.

Not sure if question is around

current priorities or general
approaches.

The end goal should be
exclusion but that is not

practical in the short term, e.g.

fossil fuels.
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