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Prudential Staff Pension Scheme — Disclosures in respect of
TCFD for the period ending 31 March 2022

Executive Summary

This report sets out how climate related risks facing the prudential Staff Pension Scheme are being managed by
the Trustee. It covers both the Defined Benefit (DB”) and Defined Contribution (“DC) Sections of the Scheme.

It describes the Trustee Board’s oversight of climate-related risks and opportunities in line with the Climate
Change Paolicy.

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

The Trustee has undertaken scenario analysis to assess the resilience of both the DB and the DC Sections’
strategies over the short-, medium- and long-term time horizons to a number of different climate scenarios.

e For the DB Section, the scenario analysis provides a range of expected impacts on the Scheme’s
solvency funding level between +1.7% and -4.3%.

e For the DC Section, in general, older members are expected to be relatively well shielded from wider
market disruptions caused by emerging transition and physical climate risks.

e Conversely, younger members will be more exposed to a delayed climate transition because the timing
of transition and physical climate risks will be borne when they have accumulated sizeable levels of
retirement savings.

The report also sets out a number of metrics, in line with DWP Guidance, which are used by the Trustee to
assess climate risks and reports these for the Plan year where available.

The Trustee has agreed the following targets in relation to managing climate-related risks, opportunities and
performance:

e Reduce carbon footprint over time and reduce carbon emissions over time with a longer-term target of
reaching net zero by 2050

e Aim to improve carbon emissions data coverage for listed equity and public fixed income to 100% by
2025
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Introduction and background

The Task Force on Climate-related Financial Disclosures (TCFD) was commissioned in 2015 by Mark Carney in
his remit as Chair of the Financial Stability Board. The TCFD was asked to develop voluntary, consistent
climate-related financial disclosures that would be useful in understanding material climate-related risks. In 2017
the TCFD released its recommendations for improved transparency by companies, asset managers, asset
owners, banks, and insurance companies with respect to how climate-related risks and opportunities are being
managed. For the pensions industry, relevant guidance has been produced by the Pensions Climate Risk
Industry Group (PCRIG).

From 1 October 2021, pension schemes over £5bn in size such as Prudential Staff Pension Scheme were
required to start reporting in line with the TCFD recommendations. Further statutory guidance has also been
issue by the Department for Work and Pensions.

The Task Force divided climate-related risks into two major categories: risks related to the transition to a lower-
carbon economy; and risks related to the physical impacts of climate change. The TCFD report noted that
climate-related risks and the expected transition to a lower carbon economy affect most economic sectors and
industries, however, opportunities will also be created for organisations focused on climate change mitigation
and adaptation solutions. The report also highlights the difficulty in estimating the exact timing and severity of
the physical effects of climate change.

[ \ The Task Force structured its recommendations
GOVERNANCE around four thematic areas that represent core
f \ elements of how organisations operate:
STRATEGY governance, strategy; risk management; and

metrics and targets. The four overarching
recommendations are supported by recommended
disclosures that build out the framework with
METRICS AND information that will help investors/stakeholders

TARGETS understand how reporting organisations assess
climate related risks and opportunities. The
disclosures are designed to make TCFD-aligned disclosures comparable, but with sufficient flexibility to account
for local circumstances.

RISK MANAGEMENT

TCFD compliance

We have completed a gap analysis against the recommended disclosures of the Task Force on Climate-related
Financial Disclosures. Our progress is disclosed below, under the four TCFD headings. We recognise that
there is still some work that is underway which will be further disclosed within next year’s report, including steps
to start monitoring our own performance metrics against our targets.

Governance

Disclosure 1: Describe the board’s oversight of climate-related risks and opportunities.
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The Trustee has prepared and agreed a formal Climate Change Policy for the Scheme
that outlines its approach to climate-related issues and further details on oversight of
climate risks and opportunities. The policy also sets out roles and responsibilities
relating to climate-related issues and how these are brought to the Trustee Board’s
attention.

The Trustee has assessed the requirements of the disclosure and put in place an
appropriate budget for advisers and others to assist. An explicit budget has been
allocated to fulfil the climate disclosure requirements and this will be reviewed annually
to ensure sufficient resource.

The Trustee recognises that the overall responsibility for managing the Scheme,
including managing the Scheme with respect to climate-related issues and oversight of
any delegated responsibilities, lies with the Board.

The Trustee has undertaken an in-depth training session on climate change and
metrics during the year at its Q4 2021 Trustee meeting. The assessment of climate risk
and identification of potential opportunities, as well as other climate-related issues
such as policy direction, have been built into the Trustee’s ongoing training plan and
self-assessments. The Trustee has also incorporated Climate Risk into its overall Risk
Register, which provides a framework within which all risks faced by the Scheme are
quantified and sets out how they will be mitigated over time.

The Trustee also received training sessions on climate scenario analysis during Q4
2021 (DC) and Q1 2022 (DB), where it agreed the framework and methodology it
intended to follow for its first year of reporting. Please see the rest of this report for
more information.

Disclosure 2: Describe management’s role in assessing and managing climate-related risks and

opportunities.

Summary

DB Section

DC Section

The Trustee has identified climate risk as a strategic priority for the Scheme. The
Trustee considers climate risks and opportunities as set out in the Statement of
Investment Principles (which are reviewed annually) and detailed in the annual
Implementation Statement. The Trustee also considers these risks in general as part of
the monitoring of the assets.

Climate risks and opportunities will be considered as part of the periodic review of the
Scheme’s investment beliefs. Key risks are noted within the Scheme’s risk register and
opportunities are minuted for further action when appropriate.

There are a number of responsibilities delegated to the investment managers (M&G,
BlackRock, Greenoak, Orchard) for the DB Section of the Scheme’s assets. These
asset managers are monitored on an ongoing basis by the Trustee. The Trustee’s
investment consultant assists with the ongoing monitoring of the investment managers,
including rating the approach of the managers with respect to sustainable investment
related issues.

There are a number of responsibilities delegated to the investment managers (M&G,
Baillie Gifford, MFS, L&G, KBI, Schroders, Invesco, AMG GW&K (Trilogy), RBC) for
the DC Section of the Scheme’s assets. These asset managers are monitored on an
ongoing basis by the Trustee. The Trustee’s investment consultant assists with the
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ongoing monitoring of the investment managers, including rating the approach of the
managers with respect to climate related issues.

The Trustee is currently in the process of conducting an investment strategy review in
the Scheme year to assess appropriateness of the DC strategy and alignment to the
agreed climate-related investment beliefs. The Trustee will consider the asset
managers’ approach to climate-related issues as part of this review.

Strategy

Disclosure 3: Describe the climate-related risks and opportunities the organisation has identified over
the short, medium and long-term.

Summary

The Trustee notes that climate-related risks and opportunities will evolve over time as
more information and new investment products come to the fore.

Given the likely time horizon over which members’ benefits are expected to be paid by
the Scheme, the Trustee has agreed short-, medium-, and long-term time horizons of
5, 10 and 30 years respectively. The Trustee notes that the 30-year time horizon
roughly aligns to 2050, the date by which countries bound to the Paris Agreement have
agreed to meet net-zero requirements.

Climate-related risks can be broadly classified into two categories.
Transition to a low carbon economy, including (but not limited to):

e Policy changes, e.g. carbon pricing, seek to create the changes needed in
society;

e Technology development, e.g. renewable energy, and adoption enable the
changes to be implemented

Physical impacts, including (but not limited to):

e Chronic changes, e.g. sea level rise, agricultural systems, impact economic
and social systems;

e Acute changes, e.g. storms, wildfires create damage and give rise to costs of
adaptation and reconstruction

Short term Medium term Long term

Strategy Increased Technological Resource
level regulation change availability
Stock price Consumer Physical damage
T I preferences to real assets as
Increased pricing S sl o
of areenhouse extreme weather
greenno events
gas emissions
Sponsor

covenant risk
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Asset Listed equities Carbon-intensive  Infrastructure
class/sector rporate i r
level Growth assets corpo ale ssu.e s Property
QOil-dependent Er&irsgﬁl};mtenswe Agriculture
issuers
Food
Commodities
Insurance
Opportunities Increased Successful Investment
T investments in opportunities in
new technology infrastructure,
engagement as renewable
topical issue energy and other
lower-carbon
investments
DB Section Some of the identified risks and opportunities over the short, medium and long term for

the DB Section include Environmental, Social and Governance risks and political risks.
The table below provides comment on some of these risks as recognised for the DB
Section in the Statement of Investment Principles.

Risk Comments

Environmental, Social
and Governance
(ESG) risks

Is measured by reference to the Trustee’s assessment of
the policies operated by the Scheme’s investment
managers and the expected impact of portfolio holdings. It
is managed by the Trustee engaging with the Scheme’s
managers where appropriate to try to ensure that their
policies are in line with the Trustee’s approach. The
management of ESG risks within the Scheme will have
relevance to managing Climate Risk.

Political Risk

Is measured by the level of concentration of any one market
leading to the risk of an adverse influence on investment
values arising from political intervention. It is managed by
regular reviews of the actual investments relative to policy
and through regular assessment of the levels of
diversification within the existing policy and by the
diversification of the assets across many countries. Political
risk has an impact on policy change relating to Climate.

Principal Employer
Risk

Is measured by the level of ability and willingness of the
Principal Employer to support the continuation of the
Scheme and to make good any current or future deficit. It is
managed by assessing the interaction between the Scheme
and the Principal Employer’s business, as measured by a
number of factors, including the creditworthiness of the
sponsor and the size of the pension liability relative to the
financial strength of the Principal Employer. Climate
change could potentially impact on the strength of covenant
of the principal employer

DC Section Some of the identified risks and opportunities over the short, medium and long term for
the DC Section include Environmental, Social and Governance risks and climate risks.
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The table below provides comment on some of these risks as recognised by the DC
Section.

Risk Comments

Environmental, Social | The extent to which ESG issues are not reflected in asset
and Governance prices and/or not considered in investment decision making
(ESG) risks leading to underperformance relative to expectations.
Management of ESG risks within the Scheme will have
relevance to managing Climate Risk

Climate Risk The extent to which climate change causes a material
deterioration in asset values as a consequence of factors
including, but not limited to: policy change, physical impacts
and the expected transition to a low-carbon economy.

However, as well as risks, there can be opportunities such as increased member engagement as ESG and
Climate change are topical issues, successful investments in new technology and investment opportunities on
infrastructure, renewable energy and other low carbon investments

Disclosure 4: Describe the impact of climate-related risks and opportunities on the organisation's
businesses, strategy and financial planning.

Summary

DB Section

DC Section

The Trustee has estimated the costs of the additional work undertaken to meet the
requirements under the TCFD as well as additional actions that they may wish to
undertake as part of the Scheme’s financial planning and budget. However, there is an
expectation that these costs will be negated through the reduced risk and improved
position of the Scheme over time through lower impacts of climate change as well as
taking advantage of climate-related opportunities.

In line with embedding climate-related issues into the Scheme’s Integrated Risk
Management (IRM) framework, the Trustee will also consider the impact of climate risk
on the DB Scheme’s liabilities. This will include possible margins of prudence to make
allowance for the economic impacts of climate change as well as the effect of the long-
term effects of climate change on assumptions such as longevity and mortality.

The Trustee engages with its appointed covenant adviser on the impact that climate-
related risks and opportunities may have on the covenant of the Sponsor over the
short-, medium- and long-term time horizons as outlined under the strategy
disclosures.

The Trustee regularly monitors the investments held by the DC Section of the Scheme
and considers climate risks and opportunities, and its impact on the Scheme, as a part
of this monitoring process.

The Trustee is undertaking an investment strategy review in the Scheme year to
assess appropriateness of the DC strategy and alignment to the agreed climate-related
investment beliefs. As part of this review, the Trustee will document the consideration
they give to climate-related issues, opportunities and risks both at a strategy level and
individual asset class level.

The Trustee will provide further information regarding their considerations with respect
to climate-related issues, opportunities and risks both at a strategy level and individual
asset class level in the TCFD report for the Scheme year 31 March 2023.
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Disclosure 5: Describe the resilience of the organisation's strategy, taking into consideration different
climate-related scenarios, include a 2C or lower scenario.

Summary (DB and
DC)

The Trustee is required to undertake analysis to explore the potential impact of
different future climate scenarios on the DB and DC Sections of the Scheme, which
can capture the impact of transition and physical risks.

The Trustee has undertaken scenario analysis to assess the resilience of both the DB
and the DC Sections’ strategies over the short-, medium- and long-term time horizons
to a number of different climate scenarios. The output of this analysis is set out in
Table 2 in the later sections of this report.

According to the analysis:

e For the DB Section, under each of the four scenarios the funding of the
Scheme’s guaranteed benefits is robust to the modelled impact of climate
change over all time horizons, with the impact of the largest shock being
significantly lower than the solvency basis surplus. This reflects the low-risk
asset position held by the Scheme and the significant steps already taken to
hedge longevity risk.

e For the DC Section, the scenarios considered would not have a significant
impact on the Scheme over the short and medium terms but are likely to have
some impact in some scenarios over the medium and longer term. The
Trustee will consider the output from scenario analysis work undertaken as
part of the ongoing investment strategy review for the DC Section. This will
involve consulting the Trustee’s assessment of climate-related risks and
opportunities and embedding the beliefs around climate-related risks and
opportunities within the decisions made regarding asset allocation, as well as
identifying an appropriate asset allocation that would help reduce the risk to
the Scheme based on the scenario analysis output.

Risk management

Disclosure 6: Describe the organisation's processes for identifying and assessing climate-related risks.

Summary

Climate change is a potential long-term material financial risk for the Scheme which
could impact the DC and DB investments, the Company and the world into which their
members will retire. The financial risks and opportunities arising from the impacts of
climate change may include:

° Physical Climate Risk - The physical impacts of a changing climate on
businesses directly or indirectly through their supply chain. This could include
increasing temperatures, changing weather patterns, sea level rise and severe
weather events

o Transition Climate Risk - The impacts of the global transition towards a low-
carbon economic system. This could include changes in industry regulation,
consumer preferences and technology that will impact current and future
investments.

° As well as providing competition to existing businesses, both physical and
transition climate risks may create new investment opportunities.

At a simple level, the Trustee’s risk management process comprises identification,
assessment, monitoring and control of risk. The Trustee currently takes a top-down
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approach, which uses its investment beliefs together with the Climate Change Policy
as the starting point for the risk management process.

Climate risks are identified by the Trustee and their advisers as appropriate. Risks
relating specifically to climate change are discussed by the Trustee and documented in
the Scheme’s Risk Register. Information from a number of sources is used to help
identify risks and all the Trustee and their advisers are responsible for identifying risks
as appropriate.

Once risks are identified, they are then evaluated and prioritised based on the overall
threat posed to the Scheme. This helps the Trustee build up a picture of the Scheme’s
risks more widely and where climate-related risks sit in the overall risk management
framework.

The Trustee notes that evaluation of climate-related risks and opportunities is based
on relevant information and tools being available, as well as the quantification of
climate-related risks and opportunities being a developing area based on continuously
emerging information.

The Trustee prioritises risks based on the size, scope and materiality of the risk event.
This includes rating the likelihood and impact of the risk event to produce a score
reflecting the threat that the risk event poses to the Scheme, then making a decision
on the appropriate action (mitigation, control or acceptance) based on this score and
available courses of action. Rating the risk’s likelihood and impact may be informed by
scenario analysis and calculated metrics where relevant.

The DB Section of the Scheme will also undertake risk analysis at the individual asset
level. This is known as a bottom-up analysis. In this instance, the Scheme’s investment
managers (M&G, BlackRock, Greenoak, Orchard) are also responsible for the
identification and assessment of climate related risks and opportunities. This approach
will use available information to assess the potential impact of climate-related risks to
investment performance.

The DC Section of the Scheme will also undertake risk analysis at the individual asset
level. In this instance, the Scheme’s investment managers (M&G, Baillie Gifford, L&G,
MFS, KBI, Schroders, Invesco, Trilogy, RBC) are also responsible for the identification
and assessment of climate related risks and opportunities. This approach will use
available information to assess the potential impact of climate-related risks to
investment performance.

Disclosure 7: Describe the organisation's processes for managing climate-related risks.

Summary

Once the risks facing the Scheme have been considered and prioritised, mitigation
strategies are established and monitored to ensure that they remain effective.
Ownership of risks and the corresponding controls is also allocated where appropriate.

Risks that are deemed to be high in likelihood, impact, or both after allowing for
mitigating controls are deemed to take priority for future action. An action in the
context of risk management should aim to either introduce an additional control to
mitigate the likelihood of a risk occurring or reduce the impact of a risk should it occur.
This discussion should also consider whether additional Trustee training is required.

Risks and opportunities are considered in absolute terms and in relation to the risk
appetite of the scheme. Risk appetite can be defined in terms of a willingness to take
risk or the acceptability of risk.
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The Scheme’s approach to stewardship is also a key aspect of the management of
climate-related risk. The Trustee expects their investment managers to consider and
take appropriate steps to manage climate-related risks within their funds, including
engagement with underlying investee companies on their management of climate
risks. The Trustee engages with its investment managers to ensure they take such
considerations into account within their decision making.

The Trustee has a process by which it fulfils the requirements on climate metric
reporting. The Trustee considers reporting from asset managers and advisers on the
climate risks associated with the underlying investments and overall investment
strategy. They consider relevant metrics and scenario analysis (using adviser
modelling tools) to assist estimating the nature of climate risks

The Trustee regularly reviews the DB Section’s underlying managers and actively
seeks their input on how they manage the Scheme’s investments in relation to climate
issues. The Trustee also receives an annual report from their investment consultant
setting out its review of the investment managers’ capabilities, including the extent to
which climate considerations are embedded in their investment processes and, where
relevant, an assessment of the managers’ engagement and voting activities at a
mandate level. Where this assessment indicates that the managers are not in
compliance with the Trustee’s policies or that improvement is required, the Trustee will
raise this with the manager in order to seek improvement.

The Trustee receives annual reports from their investment consultant on engagement
and voting activities of investment managers and monitors performance in line with the
agreed beliefs and resulting expectations for investment managers as well as any
requirements within mandates in place on a quarterly basis. Where investment
managers are not performing in line with expectations, the Trustee engages further
with the manager to understand why and work to improve the performance, further to
which the Trustee undertake a formal review if this does not occur.

Disclosure 8: Describe how processes for identifying, assessing and managing climate-related risks
are integrated into the overall organisation's risk management.

Summary

DB Section

DC Section

Climate risks are identified by the Trustee, their advisers and the appointed investment
managers as appropriate.

Appropriate controls and mitigating actions are determined and put in place as part of
the process to add these risks to the Risk Register. The Audit and Governance
Committee review and assess the risks to the Scheme and consider climate-related
risks as a part of this process.

The Trustee also considers the approach taken to the principal employer to climate
change as set out at:

https://global.mandg.com/~/media/Files/M/MandG-Plc/documents/responsible-
investing/climate-change/MG-approach-to-climate-change 0420.pdf

The Asset and Liability Committee is responsible for overseeing the DB Section
investment management policy and, as a part of this process, considers the risks
surrounding the specific investments used by the Scheme.

The DC Section Investment Committee is responsible for overseeing the DC Section
investment management policy and, as a part of this process, consider the risks
surrounding the specific investments used by the Scheme.
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Metrics and targets

Disclosure 9: Disclose the metrics used by the organisation to assess climate-related risks and
opportunities in line with its strategy and risk management processes.

Summary

DB Section

DC Section

Carbon equivalent risk metrics will expect to form an important part of the Scheme’s
investment decision-making process to measure, manage and disclose climate risk.
The selected metrics will also aid the Trustee in identifying opportunities for further
engagement with investment managers and underlying investee companies.

The Trustee has considered advice from their advisers when selecting which metrics to
use in measuring the climate-related risks and opportunities present for the Scheme.

The metrics chosen by the Trustee are:
e Total Carbon Emissions (absolute emissions based)
e Carbon footprint;
e Implied temperature rise; and
e Data Quality.

The Trustee acknowledges that there are limitations in data available from investee
companies on emissions of greenhouse gases.. The Trustee will seek to obtain
information, where it is currently missing, for future assessments. In the meantime, the
results of the above metrics have been understood to be reflective of the portfolio, but
the limitations of data availability is noted when using the metrics for decision-making
purposes.

A number of funds within the DB Section invest in government bonds and asset
backed securities, for which there is currently no consensus metric for monitoring
against climate targets. The DB section also invests in private assets where the data
is not available because the entities to whom it lends to are too small and/or not
required by law to disclose data. The Trustee will monitor developments in this space
so these funds can be included in the analysis in future reports.

A number of funds within the DC Section invest in government bonds, for which there
is currently no consensus metric for monitoring against climate targets. The Trustee
will monitor developments in this space so these funds can be included in the analysis
in future reports.

Disclosure 10: Disclose Scope 1, Scope 2 and, if appropriate, Scope 3 greenhouse gas (GHG)
emissions and the related risks.
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Summary (DB and The calculated metrics for each section of the Scheme are presented in detail later in
DC) this report for the period covered by this report.

In future reports, the Trustee will monitor the metrics at least on an annual basis and
identify whether performance has improved or deteriorated over time. Where
performance has deteriorated, the Trustee will look to engage further to understand the
reasoning and undertake any appropriate remedial actions. The metrics will also be
used to monitor the Scheme’s performance in line with climate-related targets (see
Disclosure 11).

The Trustee has been unable to obtain full information to calculate metrics for all funds
in which they are invested and will seek to obtain information for future assessments.

The Trustee acknowledges that at this point, limited data is available on an industry
wide comparison basis and the Trustee has relied heavily on the benchmark set for
each fund and the market knowledge of its advisers in understanding how well the
funds are performing and whether further improvements could be made at this stage.

Disclosure 11: Describe the targets used by the organisation to manage climate-related risks and
opportunities and performance against targets.

Summary (DB and The ability for diversified investors (such as pension funds) to set meaningful climate

DC) targets is inhibited by the paucity in credible methodologies and data currently
available. Like most investors, the Scheme is supportive of the development of target-
setting methodologies, and of the increasing completeness of carbon datasets. The
Scheme wishes to set meaningful and challenging climate targets for its investment
portfolio and work is underway to assess options within the limitations of currently
available data.

The Trustee has agreed the following targets in relation to managing climate-related
risks, opportunities and performance:

e Reduce carbon footprint over time and reduce carbon emissions over time with
a longer-term target of reaching net zero by 2050

e Aim to improve carbon emissions data coverage for listed equity and public
fixed income to 100% by 2025

These targets have been selected because the Trustee recognises the importance of
moving towards a net zero target and because it recognises the significant limitations
around the availability and quality of underlying climate data, and that improving this
area will be key to ensuring future assessments of climate-related risks and
opportunities are as meaningful as possible.
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Climate scenario and portfolio analysis
Climate-related risks can be broadly classified into two categories:

Transition to alow carbon economy, including (but not limited to):
° Policy changes, e.g. carbon pricing, seek to create the changes needed in society;

o Technology development, e.g. renewable energy, and the level of technology adoption which might
facilitate the transition to a lower carbon economy

Physical impacts, including (but not limited to):

° Chronic changes, e.g. sea level rise, agricultural systems impact economic and social systems;
° Acute changes, e.g. storms, wildfires create damage and give rise to costs of adaptation and
reconstruction.

The Trustee is required to undertake analysis to explore the potential impact of different future climate scenarios
on the DB and DC Sections of the Scheme, which can capture the impact of transition and physical impacts.
The Task Force recognised that the use of scenarios in assessing climate related issues and their potential
financial implications is relatively recent and that practices will evolve over time, but believed that such analysis
is important for improving the disclosure of decision-useful, climate related financial information. At least two of
the scenarios must be aligned with the objectives of the Paris Agreement (i.e. a reduction in global warming
potential to between 1.5°C and 2°C above pre-industrial levels), and one scenario should be based on a more
pessimistic outcome. With the support of our advisers, the Trustee has undertaken climate scenario analysis at
the asset class level to estimate the effect of different climate scenarios on retirement outcomes for different
members. Details of the scenario analysis carried out for the DB and the DC Sections of the Scheme are
described below and some background on the methodology is set out in Appendix 2.:

Scenario analysis — DB Section
For the scenario analysis for the DB Section of the Scheme, the Trustee considered four separate scenarios
which are in part defined through their success, or otherwise, in meeting the Paris Agreement target.

The scenarios (described in the table below) differ in the size of the physical risks, based on the resulting
temperature impacts, but also in the size of the transition risks. The Climate Emergency scenario, where
decisive action is taken, and the Inevitable Policy Response scenario, where transition is more disorderly due to
delays in meaningful action, represent bigger transition risks than the Global Co-ordinated Action scenario.

Scenario Description

Lowest A “business as usual’ outcome where current policies continue with no further attempt to
common incentivise further emissions reductions. Socioeconomic and technological trends do not shift
denominator markedly from historical patterns.

Temperature rise hits ¢.3.5°C with low transition risk but high physical risk.

Inevitable Delays in taking meaningful policy action result in a rapid policy shift in the mid/late 2020s.
policy Policies are implemented in a somewhat but not completely co-ordinated manner resulting
response in a more disorderly, but still just, transition to a low carbon economy.

Temperatures rise by around 2°C meaning low-medium physical risk but transition risk is
high.

Global Co-
ordinated
action

Policy makers agree on and immediately implement policies to reduce emissions in a globally
co-ordinated manner. Companies and consumers take the majority of actions available to
capture opportunities to reduce emissions.
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Compared to the “Inevitable policy response”, we see similar temperature rises of around
2°C with low-medium physical risk again; the co-ordinated nature of the response sees less
transition risk (low-medium).

Climate A more ambitious version of the Global coordinated action scenario where more aggressive
emergency policy is pursued and more extensive technology shifts are achieved, in particular the
deployment of Net Emissions Targets at scale.

This scenario sees a medium level of transition risk and low physical risk due lower
temperature rises (around 1.5°C)

31 December

2021 position

Assets (Em) 7402
Liabilities (Em)* 6834
Surplus (Em) 568

Funding Level 108%

*Liabilities measured on a solvency basis

In the analysis, the Trustee considered from a top-down perspective the possible impact on the Scheme of the
four alternative climate scenarios. In each case, it was assumed that the full impact (on both assets and
liabilities) is immediately priced in, resulting in an instantaneous change in the funding level. In practice, it is
more likely that any impacts will evolve more gradually over time, though asset markets can move quickly once
possible costs are understood. The table below shows the expected impact on the Scheme’s solvency funding

level with the “change in funding level” representing the change from the funding level at the date of the analysis
(31 December 2021) of 108%:

Scenario Lowest common Inevitable policy Global co- Climate

denominator response ordinated action emergency
Change in funding 1.7% -4.1% -4.3% -4.1%
level

Under each scenario the funding of the Scheme’s guaranteed benefits is robust to the modelled impact of
climate change, with the largest shock being significantly lower than the solvency surplus. This reflects the low
risk asset position held by the Scheme and the significant steps already taken to hedge longevity risk.

Scenario analysis — DC Section

For the DC Section of the Scheme, we have explored the following real-world scenarios as part of this analysis
(which, although named differently, are similar to those for the DB Scheme):
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Scenario Description

Head in the No or little policy action from governments for many years. Growing fears over ultimate
sand consequences leads to market uncertainty and price adjustments. Ineffective and piecemeal
action increases uncertainty. Transition impacts exceeded by physical risks. Little or no
expectation of reducing global warming to <2°C.

When modelling this scenario, we have assumed a greater likelihood of market disruption in
the long-term driven by transitional impacts and material physical climate impacts.

Delayed No significant action in the short-term, meaning response must be stronger when it does
transition happen. Shorter and sharper period of transition. Greater (but delayed) transition risks but
similar physical risks in the long term. A relatively high expectation of reducing global
warming to <2°C.

When modelling this scenario, we have assumed a greater likelihood of market disruption in
the medium term driven by mainly transitional impacts. The likelihood of material long-term
physical climate impacts is slightly higher under this scenario.

Green Concerted policy action starting now e.g. carbon pricing, green subsidies. Public and private
revolution spending on “green solutions”. Improved disclosures encourage market prices to shift
quickly. Transition risks in the short term, but less physical risk in the long term. A relatively
high expectation of reducing global warming to <2°C.

When modelling this scenario, we have assumed a greater likelihood of market disruption in
the short term driven by mainly transitional impacts. The likelihood of material long-term
physical climate impacts is lowest under this scenario.

These scenarios were chosen as they satisfy the guidance provided by the Department for Work and Pensions,
and provide an intuitive way to help understand the range of potential impacts different climate scenarios may
have in terms of member outcomes. By taking a broad view, across a range of stressed scenarios, the Trustee
feels it has the ability to take action (where appropriate) to respond to and mitigate against the most severe
potential impacts.

The assumptions underpinning these scenarios are provided in Appendix 2. At the time of writing there is no
industry consensus on how to model different climate scenarios. The Trustee has therefore relied on the views
of its advisers, underpinned by their research and development. The Trustee expects its adviser to continually
test whether their approach represents good practice relative to the wider industry and to be proactive in
suggesting revisions to improve over time.

The main limitation is that the future is unknown, and as for any forward-looking modelling, requires
assumptions to be made. These assumptions may or may not be borne out in practice, so the outputs from this
analysis should not be relied upon as an exact assessment of potential member impacts which could be better
or worse than indicated. This limitation cannot be removed, but managed over time by monitoring

For Defined Contribution arrangements such as the DC Section of the PSPS, impacts should in the first
instance be considered as the impact on retirement outcomes for different cohorts of members. This is in line
with the requirement to define short, medium and long-term in the context of assessing climate risks. These time
periods are defined as follows:

e Short-term: Members aged around 60 who can start to draw on their pension savings, but may be
expected to retire fully in at least 5 years;

e Medium-term: Members aged around 50 today with at least 15 years until they are expected to retire;

e Long-term: Members aged around 25 today with at least 40 years until they are expected to retire.
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The following table sets out the results of the climate scenario analysis for these different cohorts of members. It
should be noted that these are all stressed scenarios, and therefore generally reveal a ‘worse’ position relative
to central expectations:

Impact on retirement Short term Medium term Long term
outcomes for different

Members retiring in at Members retiring in at Members retiring in at
least 5 years least 15 years least 40 years

Head in the sand unchanged

Delayed transition unchanged unchanged -6%

climate stresses

unchanged -6%

Green revolution unchanged unchanged unchanged

In general, older members are expected to be relatively well shielded from wider market disruptions caused by
emerging transition and physical climate risks. This is because they are invested across a range of markets,
providing diversification. Conversely, younger members will be more exposed to a delayed climate transition
because the timing of transition and physical climate risks will be borne when they have accumulated sizeable
levels of retirement savings.

The Trustee has concluded that it is unlikely that strategic asset allocation decisions (such as the choice
between investing in equity or bond markets) will lead to improved mitigation of real-world climate risks for
members, without compromising on their long-term retirement outcomes. The Trustee believes that climate risks
and opportunities will be better managed through implementation decisions, which could improve financial
outcomes within asset classes, and effective stewardship with underlying companies to drive real world
changes.

Climate metrics

Emissions-based metrics

The Trustee is required to adopt at least one absolute emissions and one intensity-based emissions metric to
support its assessment of climate-related risks and opportunities. After considering the available data and
advice, the Trustee has decided to use the following emissions-based metrics:

Metric Description

Total GHG Emissions This is a measure of absolute carbon emissions and represents the
estimated Scope 1 + Scope 2 greenhouse gas emissions from a
portfolio. This is expressed in terms of thousand tons of CO2 equivalent
emitted by the companies invested in by the portfolio, weighted by the
size of the allocation to each company.

Carbon footprint, measured in A measure of a portfolio’s carbon intensity. This is expressed in terms of
tonnes of COze per £million tons of CO:z equivalent emitted per million pounds invested, weighted by
invested (EVIC) the size of the allocation to each company. Is measured using scope 1

+ scope 2 emissions.

Other climate metrics

The Trustee is required to adopt at least one non-emissions-based climate metric to support their assessment of
climate-related risks and opportunities. After considering the available data and advice, the Trustee has decided
to use the following non-emissions-based metric:
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Metric Description

Proportion of Scope 1, 2 and 3 This metric aligns with a recognition that there are limitations in the

emissions data coverage availability and quality of carbon emissions data for all portfolio holdings.
This metric helps to measure progress in making improvements in
coverage over time.

Although, not currently required to do so, the Trustee has also used a fourth metric, a portfolio alignment metric,

Metric Description

Portfolio Alignment Metric Implied temperature change from current portfolio. This metric sets out
the extent to which investments are aligned with the Paris agreement
target of limiting the increase in the global average temperature to 1.5°C
above pre-industrial levels

The following table sets out the climate metrics adopted by the Trustee for the period ending 31 March 2022 for
the DC Section:
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Total GHG Carbon Proportion of Implied
Emissions footprint Emissions Temperature
(tCO2e) (tCO2e/Em Data Rise
Invested) coverage

6,479 27.87 99% 2.13
1,952 22.40 97% 2.13
4,434 50.86 100% 2.24
3,396 33.85 96% 1.90
2,267 56.47 97% 2.07
151 5.03 95% 1.64
979 3251 949% 1.92
586 3082 98% 2.09
326 34.22 98% 2.09
261 27.43 98% 2.09
474 23.39 58% 0.84
178 26.28 76% 1.33

M&G Episode Allocation 55 8.18 44% 0.31

Invesco Targeted Returns 241 35.72 54% 0.87

M&G Total Return Credit 337 34.19 68% 1.05
Investment

M&G Oversea Equity Passive 8,152 90.10 93% 2.32
M&G UK Equity Passive 2,850 73.44 96% 1.92
M&G All Stocks Corporate Bonds 377 21.79 97% 1.15

LGIM Ethical Global Equity Fund 337 45.23 99% 2.05

Total — DC Section 23,083 42.85 95% (funds 2.0
with data)

88% (of total
DC Section
assets)

Source: Underlying holdings data has been sourced from Fund Managers. Climate metrics are based on analysis provided
by MSCI. Valuations based on data provided by Prudential (excludes reserve account). There is not yet an industry
consensus for determining the level of carbon emissions associated with government bonds and short-term money market
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instruments. As such, the Trustee has been unable to gather data for the M&G Index-Linked Gilts Passive, M&G Index-
Linked Gilts active, M&G Long term Gilts Passive and M&G Fixed Interest Funds. Total DC assets £580m

The following table sets out the climate metrics adopted by the Trustee for the period ending 31 March 2022 for
the DB Section (Total DB assets c(7bn)):

Proportion of
emissions data
coverage

Alpha Opportunities Fund 7,150 91.1 (69.2 50.9%

Total GHG Emissions Carbon footprint
(tCOze) (tCOze/Em Invested)

Active Matched Portfolio 26,525 N/A 58.9 (44.7 N/A 40.9% N/A

Buy and Maintain Credit 77,857 N/A 95.1 (72.2 N/A 41.5% N/A

Total — DB Section 110,082 83.3 (63.3 42.3%
(funds with
data)

Source: M&G

Please Note: We are unable to report on funds containing government bonds and asset backed securities as
there is currently limited industry data for this. In addition M&G were unable to supply data for the Debt
Opportunities Funds and the Long-dated assets portfolio. Putnam, Orchard, BlackRock and Greenoak have
been unable to supply data at this time. There is currently no industry consensus on the approach to be taken to
determine the GHG emissions for private markets debt assets. With any approach likely to include many
assumptions due to limited data, the Trustee has determined that it would be appropriate to exclude these
assets until there is sufficient underlying data and/or an industry consensus methodology can be adopted. The
Trustee has been able to gather data in relation to 74% of the assets held by the Scheme (excluding
government bonds and asset backed securities).

The total greenhouse gas emissions for the Scheme (DC and DB sections combined) was 133,165 tCOze, and
the carbon footprint was 69.7 tCO2e/£m invested. The overall level of emissions data coverage for the Scheme
was 60% (in respect of the assets reported on above).

Climate targets

Targets are necessary to monitor progress towards longer term net zero and carbon reduction goals as well as
the objectives of the Paris Agreement. The Trustee is required to establish at least one climate-related target
based on the selected climate metrics. The IIGCC published their Net Zero Investment Framework
Implementation Guide in March 2021. The guide is aimed at investors, with recommended actions, metrics and
methodologies to maximise progress towards achieving net zero global emissions by 2050 or sooner. The
[IGCC suggest adopting < 10 year targets at the portfolio level and to review and update these at least every 5
years. The Trustee has adopted targets as set out in Disclosure 11 earlier in the report.
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Appendix I: Glossary and definitions

Carbon footprint, measured in tonnes of COze per £million invested
Carbon Intensity is a normalised measure of the emissions allocated to a portfolio,

y ( Current value of investment in Entity

7 x (Entity's S 1+ 2 GHG emissi
Entity s Enterprise Value including Cash (Entity's Scope 1 + emlsswns))

Current portfolio value (Em)
ESG
Environmental, Social and Governance

EVIC
Enterprise value including cash. This is a measure of overall corporate value including equity shares, debt and
cash.

Financial Stability Board

The Financial Stability Board is an international body that monitors and makes recommendations about the
global financial system. It was established after the G20 London summit in April 2009 as a successor to the
Financial Stability Forum.

Greenhouse Gases (“GHG”)

Greenhouse gases are gases in the Earth’s atmosphere that are capable of absorbing infrared radiation and
thereby trap and hold heat in the atmosphere. The Kyoto protocol covers six categories of greenhouse gas
(GHG) emissions: carbon dioxide (CO3z), methane (CHa4), nitrous oxide (N20), hydrofluorocarbons (HFCs),
perfluorocarbons (PFCs) and sulphurhexafluoride (SFe).

lIGCC
The Institutional Investors’ Group on Climate Change. The [IGCC aims to support and enable the investment
community in driving significant and real progress by 2030 towards a net zero and resilient future.

Paris Agreement

The Paris Agreement is a legally binding international treaty on climate change. It was adopted by 196 nations
at COP 21 which was held in Paris on 12 December 2015. The Paris Agreement came into force from 4
November 2016. Further support for the principal goals of COP 21 were agreed in the Glasgow Climate Pact
made in November 2022 at COP 26.

Its goal is to limit global warming to well below 2, preferably to 1.5 degrees Celsius, compared to pre-industrial
levels.

Scope 1 Greenhouse Gas Emissions
Scope 1 emissions are direct emissions produced by the activities of the emitter.

Scope 2 Greenhouse Gas Emissions
Scope 2 emissions are indirect emissions generated by the electricity, heat, or steam consumed and purchased
by the emitter.

Scope 3 Greenhouse Gas Emissions

Scope 3 emissions are other indirect emissions, such as the extraction and production of purchased materials
and fuels, transport-related activities in vehicles not owned or controlled by the reporting entity, electricity-
related activities not covered in Scope 2, outsourced activities, waste disposal, etc.

TCFD
Task Force on Climate-related Financial Disclosures

Total Financed Carbon Emissions in tonnes COze
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Total Financed Carbon Emissions measures the emissions that are allocated to a portfolio, based on the
investors share of the capital (Enterprise Value) in each Entity within the portfolio

Current value of investment in Entity
Z ( — - - - x (Entity's Scope 1 + 2 GHG emissions))
Entity s Enterprise Value including Cash
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Appendix 2: Climate Scenario analysis methodology

We recognise that there is no single methodology for exploring the potential impact of different climate
scenarios on members’ long-term outcomes. For the purpose of the analysis undertaken to date, the Trustee
relied on the methodology developed by our investment advisers.

For the DC Section, their approach draws on stochastic analysis of future potential outcomes, with emphasis on
pathways demonstrating greater levels of market volatility/disruption during periods aligned with the climate
scenarios described above. The following table illustrates the impact of each scenario on global equity returns,
credit spreads, CPI inflation and real yields. In all instances the horizontal axis represents time (years) and the
vertical represents the annual percentage return / yield:
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