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Why is climate change important
to you and your pension?

Our top priority is to protect and grow the

value of your pension over the long term. This
means carefully managing risks and seeking out
opportunities that could impact its value. Climate
change is a key example; it presents both potential
risks and opportunities for us to take into account
when investing your savings.

Climate scientists have for a long time agreed that
there is a link between greenhouse gas emissions
(GHG) and climate change. As more and more
greenhouse gases fill the atmosphere, they trap
extra energy closer to the Earth’s surface, causing
the planet to heat up. Now this doesn’t mean that
temperatures in the UK will be hotter every year;
there will be ups and downs, but it does mean
that the average global temperature will be much
hotter than if human activity wasn’t releasing
those greenhouse gases.

We also need to be aware of the connection
between nature and climate change. For example,
forests, oceans, and land can help us to absorb
carbon dioxide from the atmosphere if well

cared for, but at the same time climate change
and human actions can degrade these natural
systems, starting a chain reaction that further
degrades, causing further changes to the climate,
and so on.

In 2015, 195 nations agreed to combat climate
change and to work together to limit global
warming and to pursue efforts to limit the
temperature increase to 1.5°C above pre-
industrial levels. Climate scientists have predicted
that in order to do so, the global economy needs
to be “net zero” by the year 2050. This conference
was held in Paris, which is why it is known as the
Paris Agreement.

Net zero emissions means reducing
greenhouse gas emissions as much as
possible and removing any remaining
emissions that are still being released.

By achieving this, society as a whole will no
longer be contributing to the total amount of
greenhouse gases in the atmosphere.

Pre-industrial is the period between the
years 1850 and 1900 that scientists use as a
starting point to judge the impact that fossil
fuel burning has had on Earth’s climate.

Investing your pension means you are buying
ownership in companies around the world, as well
as lending money to companies and governments
and charging them interest. If those companies
are performing well and paying back the loans,
the value of your pension can go up, but it can
also go down if those companies start to fail.

To meet the goals of the Paris Agreement, it is
thought that countries will introduce new taxes
or fees on high-emitting companies or offer
incentives to those transitioning to low-carbon
operations. Companies will also need to plan for
the costs associated with adjusting their business
models to account for climate-related risks. This
means companies need to start thinking ahead
and plan for these changes.

We want companies to demonstrate that they
have a strategy and are taking the risk of climate
change seriously when investing your pension
savings, because if they don’t, we think it could
have a negative impact on the company and
decrease the value of the investment. However,
on the other side of that, if they have a well-
thought-out climate strategy, the business may
perform very well, and that could increase the
value of the investment.
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Did you know?

In 2024, just over 50% of the UK’s electricity
came from renewable energy sources such as
wind, solar, and biofuels.

If you include nuclear power with that, it
means roughly 65% of electricity was from
low carbon sources.

As your pension scheme, we want to work
together with the companies and other financial
institutions to help transition the global economy
to net zero.

Following the Paris Agreement, a group of
experts was brought together to develop a
guide for what companies should be publicly
reporting about the impact of climate change

on their business. The Task Force on Climate-
Related Financial Disclosures (TCFD) released
their recommendations in 2017. Those
recommendations were used as the basis for the
UK regulations (and many other countries) that
require companies and pension schemes to report
their activities in the following areas:

e Governance — Who is responsible for managing
the risk of climate change on your pension?

e Strategy — What types of climate risk are we
looking at?

e Risk Management — How is climate change risk
being managed?

e Metrics and Targets — What is the carbon
footprint of your pension, and what are we
targeting?

A short summary of each section is provided
below.
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Who is responsible for
managing the risk associated
with climate change on your
pension?

The People’s Pension has a Board of Directors
(“the Trustee”) who are responsible for running
the scheme and for looking after all the pots of
money held within The People’s Pension. Some
of those trustees also sit on the Investment
Committee, which is responsible for overseeing
the specifics of how your pension pot is invested.
This committee is tasked with making sure
investment risks, including climate risk, are
managed appropriately.

The Chief Investment Officer for People’s
Partnership (the provider of The People’s Pension)
has been given responsibility for ensuring
investment decisions are aligned with The
People’s Pension’s Climate Change Policy.

The Trustee is kept up to date with the latest
training and discussions on climate change and
spends time making sure their advisers and
managers do the same.

To find out more about how The People’s
Pension is run, please see the Governance
section of this report.

What types of climate risk
are we looking at?

Based on the work by the Bank of England, we
think that there are 3 main ways that climate
change can impact the value of the companies
your pension invests in:

Physical risk — more frequent extreme weather
events causing disruption, eg, a flood stopping a
factory from operating.

Transition risk — the costs to transition to net
zero, eg, money needed to shift from gas to solar
energy.

Liability risk — compensation paid for a company’s
part in worsening climate change, eg, an energy
company being sued.

Over the short-term (3 years) and medium-term
(15 years), we expect the biggest risk will come
from the costs to transition to net zero. Over the
long term (30 years), we expect physical risk to be
the main driver of financial risk if the increase in
global temperature is not controlled.

As well as risks, there could be benefits to the
transition to net zero, and we would want to be
invested in the companies that can access those
opportunities.

The Trustee does not believe climate change is
being adequately considered in global markets, so
it is continually looking at ways that it can manage
the investments to address climate risks.

Your savings are working towards a
net zero target.

Over the year, we have been working hard to
ensure we have what we need to help protect
and grow your savings. We have:

e Updated our Responsible Investment Policy
(RI policy)

e Appointed two new asset manager
partners who are more closely aligned with
the RI policy

e Onboarded new providers of data

e Developed a new investment strategy that
considers climate change when buying and
selling company loans.

e Launched an update to the Ethical Fund,
which has strict climate rules, including
excluding all fossil fuels.

When looking to the future, we analyse what
risks your pension may be exposed to based on
scenarios where the world:

e stays below 1.5°C,
e stays below 2°C, or

e reaches 3°C+ above pre-industrial levels.

A key takeaway from this analysis is that to limit
the investment risk, global governments and
companies need to act now and ramp up their
efforts gradually, rather than waiting until it’s too
late and introducing separate, rushed strategies.

To find out more about our climate strategy,
please see the Strategy section of this report.
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How is climate change risk
being managed?

We spend a lot of time and resources on
managing the climate risks associated with your
pension to ensure it receives the importance it
requires when we are looking at all potential risks
to a member’s pension pot.

The People’s Pension’s Climate Change Policy
outlines our efforts to attempt to manage the
risks and access the investment opportunities of
climate change. The primary tools for doing this
are:

Portfolio construction — how we invest your
savings.

Stewardship — how we work with companies and
other stakeholders on climate issues.

Reporting — how we publicly report and engage
on what we are doing.

Portfolio construction involves finding and using
climate information to make changes to how we
invest eg, investing more or less in a company
depending on how they are planning for a
transition to net zero.

Over the year, our asset manager, State Street
Investment Management, had hundreds of
meetings with companies and voted at thousands
of company meetings. We have our own
guidelines on how we want our asset managers to
vote on certain topics at these meetings, and we
monitor how closely their voting aligns with what
we asked for. In some cases, we want them to
vote against the board of companies when those
companies are not reporting in line with the TCFD
recommendations and other climate-specific
expectations. In March 2025, we appointed two
new asset managers, Amundi and Invesco, to help
us invest your savings in closer alignment with
our approach to responsible investment, which
includes considering climate change within the
investment strategy.

6 | Climate Progress Report

We regularly produce reports and publish policies
to help our members and other stakeholders
understand what we are doing to address how
climate change risks are being managed.

To find out more about how we are managing
climate risk, please see the Risk Management
section of this report.

What is the carbon footprint
of your pension, and what are
we targeting?

The People’s Pension has a target of achieving
net zero greenhouse gas emissions by 2050, with
additional short and medium-term targets aligned
with that goal. To help us on this journey, we
measure a range of climate-related metrics every
year and publish them in this report.

Total carbon
emissions

The emissions that a fund is
responsible for through its
investments.

Carbon footprint  Emissions of a fund or portfolio
for every £1m invested. This
makes it possible to compare
companies or pensions.

Science-based Percentage of the fund invested

targets in companies that have set
targets that have been approved
to be aligned with the goal of
keeping warming below 1.5°C.

Data quality Percentage of the fund where

good climate data is available.

Even though using emissions data for investing
has its challenges, regularly checking a fund’s
carbon footprint helps us see which investments
produce more emissions, based on how much
money is invested. Our aim is to lower this
number over time, showing that the portfolio and
companies we are investing in are responsible for
fewer emissions per £1m invested.

The carbon footprint chart below shows the
evolution of the carbon footprint of the Scheme’s
most popular funds. The default option is made up
of the Global Investments (up to 85% shares) Fund
(dark purple) and the Pre-Retirement Fund (dark
green). The carbon footprint of some funds has seen
a slight increase but overall has remained relatively
consistent compared to last year and is still much
lower than the years prior to that. The increase
was mostly driven by increased investment in less
developed, fast-growing countries that need more
time to transition to net zero.

The Ethical Fund saw a notable drop in its carbon
footprint thanks to its updated strategy, which
excludes fossil fuels as well as a number of other

companies linked to controversial business practices.

These carbon footprint numbers relate to the
emissions from a company’s day-to-day operations
(Scope 1), and the emissions associated with its

Carbon footprint by fund

energy use (Scope 2). Emissions associated with the
company’s supply chains (Scope 3) are less reliable,
so they are generally reported separately.

The science-based targets chart below shows

a continued rise in the percentage of invested
companies that have set science-based targets
approved by a good-practice industry standard.
Companies setting these targets and following
through with them is expected to be a major driver
of real-world change on the pathway to a net zero
economy.

The way we assess companies and set targets will
evolve as the way in which we invest changes into
the future, for example, buying ownership of private
companies, infrastructure, or real estate.

To find out more about the specifics of our
metrics and targets and to see information on
the other metrics listed, please see the Metrics
and Targets section of this report.
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The People's Pension

The People’s Pension is a defined contribution
(DC) master trust open to all UK employers
investing on behalf of around 7m members,
receiving contributions of more than £3bn
annually. As an open and growing master trust, it
maintains a long-term investment outlook.

The People’s Pension Trustee Limited (“the
Trustee”), the Trustee of The People’s Pension
Scheme (“the Scheme”), has prepared this report
to provide an insight into the actions the Scheme
is taking to manage climate-related risks and
access opportunities. The Scheme’s administrator
is People’s Partnership Limited.

Trustees have a duty to consider all material
financial risks when making investment decisions.
The Trustee views climate change as a growing
financial risk and a source of potential growth as
the economy transitions to net zero. The Trustee
also understands that there will be trade-offs

involved (see Responsible Investment Policy) and
is committed to managing them responsibly.

Given the long investment horizons, younger
members may retire into a world more affected
by climate change. When investing in one of the
Scheme’s lifestyle arrangements? also referred
to as ‘Investment Profiles’, risk exposure varies
by age and investment strategy, with younger
members holding more growth assets and facing
greater climate-related risks and opportunities.

State Street Investment Management (formerly
known as State Street Global Advisors) was

the primary asset manager during the review
period. In March 2025, Amundi and Invesco were
appointed as asset managers. Both these asset
managers showed better alignment with the
Scheme’s climate expectations. Asset managers’
climate commitments, including stewardship,

are key to their selection, as outlined in the
Responsible Investment Policy.

Scope

This report covers the period from 1 April 2024 to
31 March 2025. The metrics and scenario analysis
have been provided for funds that are defined by
the Department for Work and Pensions (DWP)

as popular arrangements (funds with £100m+

in assets or 10%+ of total assets).? Six of the
Scheme’s eight funds are shown, which constitute
over 99% of assets:

Global Investments
(up to 100% shares) Fund

Global Investments
(up to 85% shares) Fund

Global Investments 70
(up to 60% shares) Fund

5,000
Ethical Fund 130

Pre-Retirement Fund

Shariah Fund 200

Where relevant, analysis has been split into two
‘pools’ of assets. The Growth Pool (equities and
listed infrastructure) and the Income Pool (fixed
income, excluding cash) of four of the six popular
arrangements.?

The decision has been made not to consider the
climate impact of the 100k+ employers that use
the Scheme as their workplace pension scheme,
as the diversity across sectors and sizes provides
sufficient diversification.

1. For more information on investment profiles: https://thepeoplespension.co.uk/investing-your-pension/

2. The Global Investments (up to 60% shares) Fund has also been included, as it holds the same assets as the other investment profile funds, just with a different proportion of shares.

3. Global Investments (up to 100% shares) Fund, Global Investments (up to 85% shares) Fund, Global Investments (up to 60% shares) Fund, and Pre-Retirement Fund.
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Commitment to
sustainability

The Scheme has published a Responsible
Investment Policy and a Climate Change Policy
to outline the approach to understanding and
mitigating environmental, social and governance
(ESG) risks within the portfolio. Within the year
under review, the Responsible Investment Policy
was significantly updated to outline its objectives,
strategic framework, and stewardship priorities,
including expectations for asset managers,
service providers, companies, and policymakers.
It also acknowledges trade-offs such as portfolio
concentration, company or sector-specific director
concerns for shareholder value, and sold assets
being bought by investors less concerned about
the company transitioning.
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The Climate Change Policy reflects the
prioritisation of climate change as the most
financially material ESG issue, affecting all
sectors and regions. The Trustee plans to review
the policy in the next financial year to ensure

it continues to be fit for purpose in the current
environment.

The primary objective of the Scheme’s responsible
investment (RI) approach is to add financial value
and resilience to its members’ savings through

its portfolio construction and stewardship
approaches. As a complement to the primary
objective, the Trustee aims to encourage
companies to behave in a more sustainable way
for the benefit of society and the world into which
members will eventually retire. Ultimately, this
aim is likely to lead to better and more sustainable
retirement outcomes for members.

Without global mitigation, climate change is

likely to dramatically impact the portfolio and

the Scheme’s members. The Scheme’s Climate
Change Policy aligns with the scientific consensus
that limiting warming to 1.5°C is essential to avoid
the worst impacts.

Climate change

Climate scientists agree that greenhouse gas
emissions drive climate change. These emissions
are cumulative and global, making climate change
a worldwide issue. The Paris Agreement, which
was agreed upon by 195 nations at COP21, sets
goals to limit climate change to, at most, 2°C
above pre-industrial levels and to make efforts to
limit the temperature increase to 1.5°C.

Achieving these goals requires significant
emissions reductions. The Climate Action
Tracker’'s November 2024 update shows a 0.1°C
increase in projected warming compared to the
previous year under current 2030 targets and
optimistic pledges on the chart to the right:

Menu

Global Warming Projections

Policies and action
/ Real world action based on

current policies*

] 2030 targets only
I Based on 2030 NDC targets*”

Pledges and targets
Based on 2030 NDC targest
and submitted and binding
long-term targets

Optimistic scenario
Best case scenario and
assumes full implementation
of all announced targets
including net zero targets,
LTSs and NDCs'

1.5°C - Paris agreement goal
1.3°C - We are here (2023)

0°C - Pre-industrial average

Global mean

temperature

increase by
2100

*Temperatures continue to rise after 2100

tIf 2030 NDC targets are weaker than projected emissions levels under policies and action, we use levels from policy and action
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Governancg

Strategy,

N\Gnd Jde
T Mea o

Governance

The organisation’s governance
around climate-related risks and
opportunities.

Strategy

The actual and potential impacts
of climate-related risks and
opportunities on the organisation’s
business, strategy, and financial
planning.
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Metrics

Targets

Risk Management

The process used by the
organisation to identify, assess, and
manage climate-related risks.

Metrics and Targets

The metrics and targets used to
assess and manage relevant climate
related risks and opportunities.

Task Force on
Climate-Related Financial
Disclosures (TCFD)

The TCED was an initiative aimed at developing
consistent, climate-related financial disclosures
across different areas of the economy to highlight
the risk that climate change poses and to drive
action to address it. Its aim was to create a

global set of standard metrics for sustainability-
related reporting and disclosures. The Scheme
was a public supporter of the TCFD and its
recommendations. The TCFD has since disbanded
but the recommendations have been incorporated
into the International Sustainability Standard
Board (ISSB) Standards under the International
Financial Reporting Standards (IFRS).

The TCFD recommendations are set out across
4 key themes: Governance, Strategy, Risk
Management, and Metrics and Targets.

This report has been produced in accordance
with the requirements of the Occupational
Pension Scheme (Climate Change Governance
and Reporting) Regulations 2021, including the
2022 amendment. This is the fourth annual report
providing detail on the actions the Scheme has
undertaken in relation to climate change, taking
the lead from the recommendations of the TCFD.

This report is structured around the areas shown
in the TCFD diagram- that is, Governance,
Strategy, Risk Management, and Metrics and
Targets. The key recommendations provided by
TCFD on the contents of reports are presented at
the beginning of each section.

Menu

Financed Emissions

This report discusses climate-related risks and
opportunities, often in relation to a company’s or
a fund’s financed emissions. For example, high
emissions intensity may indicate greater risk,
while lower intensity could suggest reduced

risk or a potential opportunity. Understanding

a company’s financed emissions helps identify
where risks lie and highlights sectors or
companies that disproportionately contribute

to the Scheme’s overall emissions. However,

the Trustee recognises the limitations of using
financed emissions alone to assess net zero
alignment due to factors such as reporting delays,
estimation methods, and unquantified trade-offs.
While financed emissions remain a key metric, the
Trustee will continue to explore broader climate
performance indicators, such as science-based
targets and best-practice net zero alignment
frameworks.
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Nature

Climate change is just one example of how human
activity is pushing the planet beyond its natural
limits, which can threaten the stability of our
economy and financial systems. The planetary
boundaries framework helps illustrate the long-
term financial risks of human pressure on Earth'’s
systems. Beyond climate change, many of these
boundaries fall into the broader category of
‘nature’.

Nature refers to different types of ecosystems
across land, ocean, freshwater, and the
atmosphere, such as tropical forests and rivers
and streams. Businesses and financial instruments
can be exposed to both risks and opportunities
from being dependent on, contributing to, and/or
being impacted by changes to these ecosystems.

There is an interconnected relationship between
climate and nature-related risks and opportunities.
It is therefore imperative that financial institutions
are eventually able to integrate both into their
investment decisions.

Nature-related risk is a systemic risk and a
stewardship priority for the Trustee (alongside
climate change and human rights). The
frameworks and data available for assessing
nature-related risks and opportunities are still
developing. Companies are not reporting the
necessary information, but this is expected to
improve following the launch of the Taskforce for
Nature-Related Financial Disclosure (TNFD) and
Nature Action 100 (NA100) in 2023.
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The assessment of nature-related risks and
opportunities is complex, lacking a universal
metric like CO2e (carbon dioxide equivalent) for
climate change. However, the adoption of the
TCFD framework has paved the way for TNFD to
follow a similar path.

In 2022, at the 15th meeting of the Conferences
of Parties to the Convention on Biological
Diversity (COP15) the Kunming-Montreal Global
Biodiversity Framework (GBF) was adopted

by 188 parties. The framework sets out a

vision for 2050 in which 'biodiversity is valued,
conserved, restored, and wisely used, maintaining
ecosystem services, sustaining a healthy planet
and delivering benefits essential for all people.’
Countries, including the UK, have updated their
biodiversity strategies in response, with the UK

publishing its Biodiversity Framework in May
2024.

Nature was added as a stewardship priority in
April 2024. The Scheme’s priorities are climate
change, nature, and human rights, as these are
deemed to be most material to the Scheme’s
stakeholders. Success in each area is also
expected to depend on the others due to their
inherent interdependencies; for example, the
Paris Agreement includes multiple references
to people, communities, and ecosystems.

The Scheme’s Responsible Investment Policy
includes expectations on nature for companies,
policymakers, and asset managers, along with
voting guidelines related to deforestation and land
use.

As part of the knowledge-gathering process for
nature-related risks and opportunities, Leanne
Clements, Head of Responsible Investment at
People’s Partnership (the provider of The People’s
Pension), attended COP16 during the year under
review. Her participation supported the Scheme’s
efforts to better understand the assessment of
trade-offs, engage in roundtable discussions, and
identify key focus areas for future stewardship.

The Scheme has onboarded a data provider
for Nature. Access to metrics, data quality and
coverage are still evolving, and further work is
needed to ensure the data can be integrated
into investment decision-making and public
disclosures. As an initial step, the Trustee is
reporting the percentage of holdings with
deforestation or biodiversity protection policies.

Publicly demonstrating a commitment to

ending deforestation in supply chains or lending
practices is a stated expectation in the Scheme’s
Responsible Investment Policy for companies in
sectors linked to agricultural commodities and
banks.

Menu

Deforestation 12% 8%
policy

Biodiversity 6% 5%
protection policy

Both 3% 2%
Data quality 98% 53%
(coverage)

The updated strategy for the Ethical Fund
incorporates nature-related considerations within
its exclusion criteria. This includes excluding
companies that derive a significant portion

of their revenue from palm oil not certified by

an external good practice initiative, as well as
companies deemed misaligned with several

UN Sustainable Development Goals — including
those related to responsible consumption and
production, life below water, and life on land.

The Trustee will continue to engage with service
and data providers to build capacity to report in
line with best practice frameworks such as TNFD.
It supports integrating TNFD recommendations
into the existing Climate Change Governance and
Reporting Regulations mentioned above.

The Trustee believes it can begin to drive change through supporting industry-wide initiatives and
holding its asset managers accountable to participate in leading industry coalitions.

The Trustee has identified the following initiatives relevant to nature to prioritise:

Memberships:
e FAIRR Initiative (FAIRR)

e Principles for Responsible Investment’s (PRI) Circular Economy Reference Group

Supporter of:
Nature Action 100

Spring: A PRI stewardship initiative for nature

Investor Policy Dialogue on Deforestation (IPDD)
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Roles and responsibilities

The overall governance of the pension scheme is

outlined in the Scheme’s Statement of Investment

Principles (SIP). The fiduciary responsibility sits
with the Trustee.

To govern the Scheme’s investments, the Trustee
has established an Investment Committee (“the
Committee”), which takes responsible investment
into account. The Committee is made up of 3
members of the Trustee Board. The Committee
meets at least quarterly to discuss and review
investment governance, operations, and strategy.
The Committee reviews all investment-related
risks, including climate risk, at least twice a year.
Having climate risks and opportunities on at least
half of the quarterly agendas is proportionate to
the importance that the Trustee places on the
issue.

The Trustee considers climate change to be

the most financially material ESG risk that the
Scheme faces. Therefore, it has a fiduciary duty
to address this risk as part of its investment
decision-making. The Climate Change Policy
details the approach that the Scheme will follow
in fulfilling its commitment to capitalising on the
opportunities and mitigating against the financial
risks associated with climate change across the
assets it manages on behalf of its members.

Agenda items on climate risks and opportunities
that would be brought to the Trustee for
consideration include, but are not limited to:

e Changes to climate-related investment beliefs

e Any material updates to the Climate Change
Policy, which would include portfolio
construction, stewardship, and reporting

Investment strategy changes, which influence
climate-related risks and opportunities.

Ongoing monitoring of performance and
compliance with Trustee policies.

Investment service providers are appointed by
the Trustee to provide advice, recommendations,
training, implementation, and administration
services to the Scheme. Towards the end of the
year under review, the Trustee appointed People’s
Investments Limited as its primary investment
adviser. People’s Investments Limited is an FCA-
regulated subsidiary of People’s Partnership
Limited.

The Board of People’s Investments Limited (“the
Board”) is responsible for overseeing People’s
Investments Limited. The members of the Board
have decades of industry experience, covering
subjects such as climate change and responsible
investment. In its role as the adviser, People’s
Investments Limited provides advice to the
Trustee on investment strategy changes.

In practice, People’s Investments Limited works
alongside the other investment service providers
(refer to Figure 1 on the next page) to research
and plan how to implement a proposed change
to the portfolio (whether this is at a policy or
strategy level). Throughout the year under review,
in its advisory capacity, Barnett Waddingham
reviewed proposals to ensure they would be able
to provide advice to the Trustee that the proposals
were suitable. Implementation decisions are

then made by the Trustee. People’s Investments
Limited was responsible for providing advice to
the Trustee from January 2025 onwards.
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Figure 1: The Scheme governance structure (January 2025 onwards).

The Board of The People’s Pension Trustee Limited
(the Trustee)

The People’s Pension Trustee Limited Investment Committee

(the Committee)

Review and provide advice

People's Investments Limited

People’s Partnership

While there is still debate around the best way
to address climate change risk and opportunities,
the Trustee has published in the Climate Change
Policy support for the global goal of keeping
warming below 1.5°C compared to pre-industrial
levels. This is reflected in the SIP.
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Investment
administration manager

Investment
administration

The Trustee has delegated responsibility to the
Chief Investment Officer for People’s Partnership
to ensure investment recommendations reflect
the Scheme’s Climate Change Policy. The Chief
Investment Officer then reports on these matters
to the Trustee.

Menu

Training

How the Trustee and the Committee have increased their climate change knowledge

Climate-related risks and opportunities have been established as the priority responsible
investment issue for the Scheme. Regular training is conducted throughout the scheme year

to ensure knowledge on the subject is maintained and improved. This training and discussion
involves a mix of structured training sessions from experts, joint workshops with representatives
from the Trustee, the Committee, and People’s Investments Limited, as well as shorter
presentations on market and policy updates.

Within the period covered by this report, discussions, workshops, and training have included:

Updates on any reporting requirements (TCFD, SIP, and Implementation Statement).

A gap analysis of the Scheme’s strategy against a best practice framework, including short and
long-term action plans.

Mobilising investors for a Just Transition.

How a fixed income mandate can be constructed to manage climate-related risks and
opportunities.

A review of the market across multiple asset managers and how they approach climate-related
governance, reporting, industry engagement, and voting and engagement.

A review of the strategy for the Ethical Fund, including an emphasis on climate change.

During these sessions, the Trustee held discussions with presenters, including where the Trustee
sought additional information and provided challenges on:

How the Scheme’s climate reporting compares to peers following market reviews from
regulators and consultants.

How segregated accounts allowed for better responsible investment outcomes through
bespoke mandate design and voting capabilities.

How the Just Transition can be embedded into transition plans, and the challenges associated
with doing this.

The way in which asset allocation affects climate targets and portfolio characteristics.

How the investment team is approaching the assessment of climate transition plans, and how
this can be included as part of the Scheme’s climate action plans.
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Time and resources

The People’s Partnership investment team, led

by the Chief Investment Officer, meets with the
Committee on a quarterly basis to deliver analysis,
seek decisions, and provide regular reporting
updates. Due to the importance of climate change
to the Trustee, particularly in response to the
analysis conducted as part of the TCFD process,
climate change risks and opportunities were
discussed consistently throughout the year in both
scheduled quarterly and ad hoc meetings and
workshops.

Within the 2024-25 period, the Committee met
to discuss the following topics relevant to climate-
related risks and opportunities:

e Review the prior year’s TCFD reporting.

e The Scheme’s overall investment climate risk
as well as the climate risk of the Scheme’s
investment funds.

e Approval of a new fixed income strategy, which
includes climate-related targets within the
portfolio construction.

e Agreement of new Investment Management
Agreements, which include specific responsible
investment requirements.

e Approval of an updated strategy for the Ethical
Fund that is fossil fuel-free and decarbonises in
line with the Paris Agreement, in addition to its
business involvement screens.

4. Trustee Guide: Climate Competency - https:/www.icswg-uk.org/resources
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Ensuring service providers
are truly experts

To enable the Trustee to make high-quality
decisions, the fact-finding and analysis are
delegated to the Chief Investment Officer

for People’s Partnership, who receives input
from a range of expert external providers. The
Scheme’s adviser provides advice to the Trustee
on the suitability of any proposed changes to

the portfolio. The day-to-day management

of the Scheme’s assets was delegated to the
Scheme’s primary asset manager, State Street
Investment Management (formerly known as
State Street Global Advisors). The Scheme
reviews the adviser’s and the asset manager’s
climate credentials at least annually. To check the
climate competency of Barnett Waddingham, the
recommendations of the Investment Consultants
Sustainability Working Group (ICSWG)* were
followed. Prior to the appointment of People’s
Investment Limited as the Scheme’s adviser in
January 2025, an extensive due diligence process
was conducted. How People’s Investments
Limited would ensure the climate expectations of
the Scheme would continue to be met and that
climate-related risks and opportunities would be
identified, assessed, and managed appropriately
were included in this process. A process will

also be established to ensure that the climate
competency of People’s Investment Limited
continues to meet the Trustee’s high standards in
subsequent years. The Trustee is comfortable with
the climate competency of Barnett Waddingham
and People’s Investments Limited and, therefore,
has used their services to conduct manager
reviews throughout the year.

As indicated in the Scheme’s Statement of
Investment Principles, in the event that an asset
manager ceases to meet the Trustee’s desired
aims, including stewardship and the management
of climate-related risks, using the approach
expected of them, the Trustee will engage with
the asset manager. Should the collaboration with
the asset manager be deemed unsuccessful by
the Trustee, their appointment may be reviewed
or terminated. The asset managers have been
informed of this by the Trustee.

New mandates with two new asset managers
were agreed upon within the year under review.
The ability to manage the Scheme’s assets to
address climate-related risks and take advantage
of opportunities was a key consideration in the
manager selection process. The Trustee will
continue to review industry best practices and
ensure that their service providers maintain their
current high standards. The Trustee’s expectations
of asset managers are detailed in the Scheme’s

Responsible Investment Policy.

People’s Investments Limited

People’s Investments Limited is committed to
offering continuous learning and professional
development. Members of the investment
team have completed the Sustainable Finance
programme designed by the University

of Cambridge Institute for Sustainability
Leadership and the 2023 Climate Change and
Investment Academy offered in partnership
with Columbia University’s Climate School
and AllianceBernstein. The investment team
also has representatives that have completed
climate-related courses offered by CFA UK
and the Principles for Responsible Investment
(PRI).



https://thepeoplespension.co.uk/wp-content/uploads/statement-of-investment-principles.pdf
https://thepeoplespension.co.uk/wp-content/uploads/statement-of-investment-principles.pdf
https://thepeoplespension.co.uk/wp-content/uploads/TPP-Responsible-Investment-Policy.pdf
https://www.icswg-uk.org/resources

What are climate-related risks?

As set out in the Scheme’s Climate Change Policy, the Trustee believes three main financial risks
capture the range of risks that are likely to manifest because of climate change. This is based on
work by the Bank of England’s Prudential Regulatory Authority. The three risks are:

All three risks can inform investment decisions. However, the extent to which investors can reliably
measure them varies given the availability of data and the need to make assumptions about how
the future will pan out. The Trustee is keeping these risks under review.

Physical risk:

These result from the potential for more frequent or severe extreme
weather events (droughts, flooding, prolonged hot and cold periods) as well
as the steady increase in global sea levels and changing prevailing climate.
These could cause disruption to businesses holding or relying on physical
infrastructure.

Transition risk:

These are associated with the economy moving towards a low carbon
economy. Some sectors are going to require significant investment in
new infrastructure or face penal incentives from government and civil
societythat harm their current business model.

Liability risk:

These come from people or businesses seeking compensation for losses
they may have suffered as a resultof physical or fransition risks. These
may be third-party liabilities (ie, those seeking compensation for damages
of physical risks) or direct liabilities (ie, those seeking compensation for
financial losses).
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Timescales

The different time periods the Trustee looks at The timescales detailed here are representative
when making investment strategy decisions are of periods where climate-related risks and
explained here. The Trustee must also take into opportunities are assessed to understand their
account the average age of Scheme members and impact on the Scheme’s strategy and on the

the likely period in which they are expected to investment horizon of the Scheme’s members.
retire. As an open and growing pension scheme However, the Trustee recognises that, in reality,
with a young member base, the long-term time climate change and the steps needed to monitor
horizon and beyond should be given particular and manage it are continuous. The timescales
consideration because of the time to retirement used will be reviewed and adjusted as necessary.

age and the potential impacts of climate change.

Short term 3 years Climate Members at or reaching
strategy retirement age
review
Medium term 15vyears Majority of Members de-risking along ++ +++ ++

work required  the glidepath moving from
for an orderly  equities to fixed income and

transition to cash
net zero
Long term 30vyears Timeframe for Younger members in the +++ ++ ++
most net zero  growth phase. Will likely
targets retire in a period where

physical risks will be
significant if the temperature
continues to rise

= lower importance, ++ = medium importance, +++ = high importance, for the assessment of the respective time period.
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Short term (3 years)

The Trustee reviews its Climate Change Policy
at least every three years, or sooner if new
information emerges. The Scheme’s investment
strategy is reviewed at least annually and
considers emerging climate-related risks and
opportunities. A 3-5 year horizon aligns better
with expected government policy cycles, such as
updates to nationally determined contributions
(NDCs) under the Paris Agreement, with the
next due in 2025. This timeframe supports more
informed strategic reviews based on anticipated
policy developments.

Medium term (15 years)

The medium term captures 2030 and beyond,
which is the year the Intergovernmental Panel on
Climate Change (IPCC) have stated that emissions
need to be halved in order to stay below 1.5°C.®
This period also covers the continued acceleration
of decarbonisation efforts beyond 2030 and
aligns with the de-risking glidepath of the
Scheme’s default option.

Long term (30 years)

Over 30 years, the Trustee expects significant
global and market shifts. Physical risks like
extreme weather are likely to intensify, especially
if transition lags behind IPCC pathways. To have
a 50% chance of limiting warming to 1.5°C, the
global economy must reach net zero by 2050.
This horizon allows for consideration of the 2050
target and the years beyond, as well as aligning
with the average members’ time until retirement.

5. IPCC, 2023: Summary for Policymakers. In: Climate Change 2023: Synthesis Report.
A Report of the Intergovernmental Panel on Climate Change. Contribution of Working
Groups |, I, and Ill to the Sixth Assessment Report of the Intergovernmental Panel
on Climate Change [Core Writing Team, H. Lee, and J. Romero (eds.)]. IPCC, Geneva,
Switzerland, 36 pages. - https://www.ipcc.ch/report/ar6/syr/

-
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ldentifying and assessing
climate-related risks

Physical risk

Physical risk analysis is currently less reliable

than transition risk analysis due to numerous
assumptions required for weather patterns, an
incomplete dataset for the location of assets, and
current limitations on the amount of data available
for a range of potential increase scenarios.
However, as physical risk grows in importance,
data quality is expected to improve, both in asset
coverage and company disclosure.

Physical risk is more likely to materialise over

the long term, but this is not to say that physical
risks won't be present in the short and medium
term. We are increasingly seeing impacts on
coastal infrastructure and housing, rising average
temperatures, and cost increases due to natural
disasters. The manifestation of physical risks
varies significantly in regions around the world.

As a result, it is difficult for the Trustee to make
investment decisions that meaningfully address
physical risks. However, over the short term,
transition and liability risks are likely to be more
important to the Scheme’s investments. As

time passes and physical risks become more
prominent, the Trustee expects the quality of
the data and their ability to manage physical
risks coherently to improve. In the meantime, the
Trustee is keeping up to date with developments
in this space, and it will be important for the
Scheme’s asset managers to engage with
companies in the portfolio to understand how
they are managing their exposure to the physical
risks of climate change, and how they are building
capacity and looking to adapt to these risks.

Transition risk

There are several methods for measuring
transition risks. Here are a few instances:

How much do the Scheme’s investments rely on
fossil fuels compared to renewables?

Through investments, does the Scheme own
significant fossil fuel reserves that could become
unprofitable as renewable energy becomes more
popular?

How much money is invested in companies that
would be particularly affected by changing carbon
prices or that conduct business in countries that are
falling behind their targets for reducing emissions?

These risks are expected to be the most
financially significant in the short and medium
term. As countries and companies are assessed
against emissions targets. Such as the UK’s
legally binding goal to cut emissions by 78% by
2035, investment decisions will be increasingly
influenced.

Given the Scheme’s broad exposure to global
companies, it faces various transition risks,
including direct costs incurred by companies to
transition their operations or abate emissions,
changes to input costs eg, electricity and
commodities, and shifts in public demand for
products (which may affect company revenues,
share prices, and their ability to service debt).

Menu

A popular objective is to halve emissions by

2030. As the deadline approaches, governments
may be obliged to take more decisive action,
implementing forceful, sudden, and disorderly
policy changes that expose financial instruments
to significant transition risks. The working

group of experts known as the ‘Inevitable Policy
Response’ commissioned by the UN-backed
Principles for Responsible Investment (PRI) shares
this belief.

Longer term, risks are harder to predict and are
dependent on how governments, companies, and
wider society respond in the short and medium
term to the call to action to decarbonise and stay
below 1.5°C of warming.

Liability risk

Liability risk is harder to quantify and is excluded
from scenario analysis. It involves legal claims
for climate-related damages, likely targeting
companies with high historical or projected
emissions. The Trustee notes a growing number
of climate litigation cases, especially in the US.

Tipping points

Tipping points are critical events that could trigger
irreversible climate and ecosystem changes.
Examples include ice sheet collapse, coral reef
die-off, and Amazon rainforest deforestation.®
These events are interconnected and could lead
to cascading impacts across sectors and regions,
worsening physical, transition and liability risks.

Without action in the short to medium term, it
may not be possible to reverse or at least limit
the damage caused by the global-scale feedback
loops, which will make it more challenging to
manage the risks over the long term.

6. IPCC, 2022: Summary for Policymakers. In: Climate Change 2022: Impacts, Adaptation, and Vulnerability. Contribution of Working Group Il to the Sixth Assessment Report of the

Intergovernmental Panel on Climate Change - https://www.ipcc.ch/report/sixth-assessment-report-working-group-ii
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Climate-related
opportunities

As we look to the future, there is great potential
for growth opportunities through investing in
companies and assets that are poised to benefit
as we transition to a net zero carbon economy.

The Trustee is looking at how, as an asset owner,
it can position the Scheme’s asset allocation for
the benefit of members:

Over the short term: The Trustee is focusing on
the climate-related risk management of portfolio
companies and appropriate target setting. This
will give an indication of how well they manage
their emissions and put plans in place to reduce
them.

The investment strategy of the Growth Pool’s
developed equities will invest more or less in a
company depending on the risk exposure of a
company, the ability to manage that risk, and
the development of low-emission products,
technology, and services. The new investment-
grade credit portfolios designed for the Income
Pool within the year under review were
constructed in a way that considers company
transition plans within both the portfolio
construction and stewardship activities.

Over the medium term: Similar trends are
expected. In addition to the opportunities
available by investing in companies with high-
quality management indicators and high levels of
current green revenue, there is also the potential
for an increased valuation for companies that have
expertise in green or low-emissions technology,
such as owned patents.
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Over the long term: Where the economy stands
currently, it seems likely that the closer we get

to 2050, there will be a greater need for low-
emission, zero-emission, and even negative-
emission technology throughout the supply chain.
Negative emissions technologies are likely to be
of particular importance to industries that believe
they are unable to completely decarbonise, but
these industries cannot stall their transition in
hopes of a future solution that may not be viable.

The Scheme has universal owner characteristics
with a long-term investment horizon and a

highly diversified portfolio. This means that

its investment returns are dependent on the
wellbeing of the economy as a whole and are
therefore effectively exposed to the climate-
related risks and opportunities that affect the
broader market. Within the portfolio, there will be
companies that will be negatively impacted by the
transition to a low-carbon economy, while others
may benefit through increased market share. The
Trustee has taken steps to manage the transition
risks and access opportunities in a significant
portion of the Growth and Income Pool assets but
acknowledges that there is more work to be done.
There remains considerable uncertainty around
how climate-related risks and opportunities will
manifest, particularly in relation to physical and
liability risks. This underscores the importance of a
structured investment decision-making framework
—one that considers climate as a key factor within
a broader multi-dimensional approach that can

be dynamic enough to incorporate new data and
insights over time.

Investment strategy

The Trustee’s belief is that having a well-
diversified portfolio reduces the risk of any one
company or security failing having a significant
impact on the value of the whole portfolio. Climate
change risk is, however, a systemic risk that
cannot be eliminated through diversification alone.

Careful consideration is needed when making
investment decisions, in particular when
considering deviations from traditional ‘market
capitalisation-weighted’ solutions. When moving
away from market capitalisation, consideration
should be taken of what is already incorporated
into market prices, although this is hard to
assess objectively. Alternative capital weighting
methodologies that move away from market
capitalisation may reduce the number of securities
but do so in a way that reduces climate-related
risk or increases exposure to climate-related
opportunities. There may also be the need for
an active management approach in certain
asset classes or regions in order to adjust the
risk and opportunities exposure more effectively
than is available through index selection. The
Trustee is also aware that climate risk is not the
only investment risk that affects the value of
members’ pension savings, and this is given due
consideration when climate-related investment
decisions are made.

When making investment decisions, thorough
analysis (both quantitative and qualitative) is
conducted to ensure the risk and reward of

a change are understood. The Trustee does
not currently believe climate risk is always
consistently or adequately reflected in market
prices and is taking steps to mitigate that risk
within the portfolio.

The Trustee is also aware of the
interconnectedness of climate change and other
ESG risks and opportunities. The Trustee remains
open to exploring the integration of other ESG
risks and opportunities, such as nature and human
rights, into its portfolio construction, subject to

an evaluation of the availability and robustness of
data and analytics.

When making investment decisions, the Trustee
is mindful of the ‘Just Transition’, ie, considering
the social dimension of climate change decisions.
As a pension scheme with approximately 7
million members with a wide range of personal
circumstances, it is important to consider the
social dimensions of the transition to a net zero
economy, which are included as part of the Paris
Agreement.” The Scheme is also a supporter of
Climate Action 100+, an investor-led initiative to
ensure the world’s largest corporate greenhouse
gas emitters take the necessary action on climate
change. As part of the Climate Action 100+
company assessment, companies are rated on
their commitment to the Just Transition and their
plans and progress towards a Just Transition.

7. Relevant excerpt from the Paris Agreement — "Taking into account the imperatives of a just transition of the workforce and the creation of decent work and quality jobs in accordance

with nationally defined development priorities.”
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Climate change resilience

Scenario analysis is an important tool for
assessing the influence climate change could have
on the portfolio’s performance.

Due to the disparity and difficulty in obtaining
data for fixed income compared to equities, the
decision was made to run the analysis primarily on
two investment pools. These pools do, however,
cover over 99% of the assets within the Scheme’s
portfolio, excluding cash.

Cash is generally held in what are known as
money market funds. These invest in short-term,
high-quality, and easily sellable securities. Due

to the short-term nature of the assets held in
cash funds (usually maturing in less than a year),
climate data is generally not available and also
not as relevant for judging the risk of these short-
term securities. This therefore means that funds
that hold cash are likely to have significantly lower
data coverage than those that don'’t (eg, the Pre-
Retirement Fund).

The two pools for which analysis is included are:
growth assets (Growth Pool), which includes
equities and listed infrastructure equity and debt,
and fixed income assets (Income Pool), which
includes fixed income securities such as corporate
and government bonds. The Growth Pool and
Income Pool are not funds that members can
select directly, but they are building blocks for a
number of the funds available to members.®

Scenario analysis and metrics have also been
provided for the Scheme’s popular arrangements
as defined by the DWP.° For more information

on how investment options change as retirement
approaches, please see the Scheme’s webpage on
this topic.

The analysis suggests that growth assets are
more exposed to climate risks but also have
greater potential for exposure to climate-related
opportunities. With the nature of the climate
risks for equities and fixed income assets varying
by timescale, the precise risk exposure for each
member will vary based on their age, particularly
where they invest in a lifestyle arrangement, such
as the default option.

The exposure to climate-related risks and
opportunities of different cohorts of members will
depend primarily on the mix of equities and fixed-
income assets within their individual portfolio. It is
generally expected that younger members will be
invested in higher-risk assets (eg, equities) as they
tend to seek higher returns and have a longer time
horizon to recover from potential losses, and in
fact, market downturns may present opportunities
for actively contributing members to acquire
undervalued assets at lower prices. The extended
time horizon and the exposure to equities do

then mean that younger members invested in

one of the three investment profiles, including

the default option, are potentially more exposed
to transition risk (policy risk plus technology
opportunities). Younger members, however, are
also further away from being able to access their
retirement savings, so they will also potentially be
exposed to the physical risks of climate change

if mitigation is unsuccessful. Members who are
within 15 years of their selected retirement age
will be increasingly exposed to fixed-income
assets, which the analysis suggests could be less
exposed to physical and transition risks. However,
data issues (not just issues with quality, but

also there being no data at all for some assets)
associated with fixed-income assets mean this
could be a flawed suggestion. The Ethical and
Shariah Funds are both 100% equity funds,
meaning they will be exposed to similar risks as
detailed above for younger members. However,
the enhancement to the strategy of the Ethical
Fund is designed to better manage and reduce
the impact of these risks compared to a standard
fund.

8. Global Investments (up to 100% shares) Fund, Global Investments (up to 85% shares) Fund, Global Investments (up to 60% shares) Fund, and Pre-Retirement Fund.

9. The DWP defines popular arrangements as those that are £100m or more of the Scheme’s assets or that account for 10% or more of the assets used to provide money purchase benefits.
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Climate scenario analysis

Climate Value-at-Risk (CVaR) is a scenario
analysis methodology designed by MSCI (a
leading provider of investment decision support
tools) to quantify the expected costs and
opportunities driven by the transition and physical
risks associated with climate change.

Scenario analysis has been conducted ahead

of the three-year requirement, as there were a
number of adjustments to the asset allocation of
the portfolio over the year under review. These
changes included allocation adjustments to both
the Growth Pool and Income Pool, meaning
changes to the four funds used in the Scheme’s
lifestyle arrangements?®. The Ethical Fund

also had a significant change to its investment
strategy; the updated strategy is detailed here.

A significant change to the structure of the
Income Pool was entered into in April 2025 (just
outside of the year under review), so the Trustee
commits to conducting scenario analysis again for
the 2025/26 scheme year to capture this change.

The three scenarios chosen for the analysis
continue to use the Regional Model of Investment
and Development (REMIND) and scenarios
developed by the Network for Greening the
Financial Sector (NGFS). More detail on the
publicly available NGFS scenarios can be found on
their website.

The chosen scenarios allow for a range of
different pathways and help draw attention to
potential future factors. By choosing both orderly
and disorderly transition scenarios, the aim is to
give a sense of how the nature of the transition
could impact the portfolio. As a disorderly

1.5°C scenario has been considered too unlikely
to happen (disorderly action is unlikely to be
successful enough to keep warming below 1.5°C),
a disorderly 2°C scenario has been selected.

As assumptions are being used, the Trustee
accepts that there is significant uncertainty on the
output of the analysis, the size of estimates, and
variations across regions.

10. Global Investments (up to 100% shares) Fund, Global Investments (up to 85% shares) Fund, Global Investments (up to 60% shares) Fund, and Pre-Retirement Fund.

Climate Progress Report | 31


http://webpage
https://thepeoplespension.co.uk/pension/basics/investments/investment-funds/ethical-fund/
https://www.ngfs.net/ngfs-scenarios-portal/

1.5°C - Orderly Transition

This assumes global warming
is limited to 1.5°C through
stringent climate policies and
innovation, reaching global net

zero CO2 emissions around
2050.

Emissions Reduction by 2050:
100%+

Carbon Price 2050: $600 USD

2°C - Disorderly Transition

This assumes annual
emissions do not decrease
until 2030. Strong policies are
needed to limit warming to
below 2°C.

Emissions Reduction by 2050:
85%

Carbon Price 2050: $350 USD

3°C

This assumes all country
targets pledged by March
2023 are implemented, even
if they are yet to be backed
up by effective policies and
countries keep their level of
ambition beyond the NDC
horizon.

Emissions Reduction by 2050:
50%

Carbon Price 2050: $60 USD
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Climate scenario model output

Present value of portfolio impact across three scenarios. Values have been rounded to one decimal place. !

Growth Pool -6.1% +1.8% -1.9%

Income Pool -1.2% +0.0% -0.1%

Up to 100% shares  -6.1% +1.8% -1.9%

Up to 85% shares 56% +16% -1.7%

Up to 60% shares -48% +13% -1.4%

Pre-Retirement -3.2% +0.8% -0.8%
Ethical Fund -24% +27% -1.1%
Shariah Fund -55% +0.2% -0.9%

The table shows an estimation of the present
value of the costs and benefits in a range of
different scenarios. The value is then expressed as
a percentage of the current value of the portfolio
and/or company being assessed.

The impact of all three scenarios is similar for all
strategies analysed, albeit to varying degrees
of volatility. The exception to this is the Ethical
Fund, where the strategy has been designed to
go beyond an already strict benchmark? when
managing climate-related risks and increasing
allocation to climate opportunities.

-27% +05% -28% -12% +0.2% -3.6%

-03% +0.0% -0.1% -0.1% +0.0% -0.1%

-27% +05% -28% -12% +0.2% -3.6%

-24% +05% -25% -1.1% +0.2% -3.3%

-20% +0.4% -2.1% -09% +0.2% -2.7%

-1.3% +0.2% -1.2% -05% +0.1% -1.6%

-09% +0.8% -15% -03% +04% -1.9%

-1.9% +0.1% -13% -09% +0.0% -1.6%

Transition risk is greatest when keeping
temperatures lower, and physical risk is greatest
when temperatures rise. The higher carbon prices
included within the scenarios as temperatures are
kept lower are a result of adding a deterrent for
emitting while also incentivising the development
and use of green technologies. The Trustee
considers the updates made to the investment
strategy across the majority of the portfolio

over the past few years to be a significant step

in improving the resilience of the portfolio to
climate-related risks and the ability to access
opportunities.

11. The percentfages in the fable represent the present value of the fufure costs (or potential gains) expressed as a percentage of the portfolio should the scenario be realised. The
fransition risk oufpuf takes info account direct emissions (Scope 1) as well as indirect emissions (Scopes 2 and 3). Technology opportunities are estimated using modelled future low-
carbon revenue and company-specific patent data. Policy risk and fechnology opportunities are modelled to 2050, with physical risk modelled fo 2100.

12. The Ethical Fund fracks a custom index built on fop of an index methodology that seeks to exceed the minimum fechnical requirements laid out in the EU delegated act for Paris
Aligned Benchmarks. The custom approach adds a large number of additional exclusions, including for all companies with revenue linked to fossil fuels.
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Compared to the scenario analysis presented in
the previous reporting period, growth assets are
now assessed as being slightly more exposed

to transition risks under a 1.5°C scenario. This
reflects an increase in policy risk, which is partially
offset by greater technology opportunities. As

we approach key milestone dates for limiting
warming to 1.5°C without sufficient global action,
it is reasonable to expect that transition risks will
intensify, driven by the growing urgency and the
potential for abrupt government intervention. The
physical risk figures provided by the model remain
significantly lower than anticipated across the
board.

This issue is discussed further in the section
titled ‘qualitative assessment of potential climate
outcomes’ below. This analysis highlights the
importance of considering transition risks when
making asset allocation decisions, as the model
indicates these risks are likely to have the greater
impact on the majority of funds. It is important
to recognise that there is no guarantee that an
orderly transition will be achieved. However,
limiting global warming to 1.5°C remains the
stated goal of many governments, and therefore,
the potential impact of 1.5°C-aligned policies on
the portfolio should be carefully considered. While
many entities have committed to achieving net
zero by 2050, it is equally important to ensure
that their strategies for doing so are grounded

in cooperation and action that supports an
orderly transition. This is essential to mitigate
the most severe transition risks. It should also

be acknowledged that there is no certainty the
transition will be completed by 2050.

13. As of 30 April 2025.
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Actions being taken in
response to climate-related
risks and opportunities

Within the year under review, significant work has
been undertaken to understand and manage the
risk of climate change on the Scheme’s portfolio.
Following the move of ~60% of the portfolio into
climate-aware index funds in February 2024, the
subsequent year was spent integrating climate
change considerations into other asset classes eg,
fixed income, and an extensive review of potential
asset manager partners for both equities and
fixed income.

In March 2025, the Scheme appointed two new
asset managers — Amundi and Invesco. Amundi
is now responsible for managing the Scheme’s
climate-aware index funds, which invest in
equities across developed markets. Invesco

has been appointed as the asset manager for
the Income Pool, which, following the manager
transition, will hold approximately 65%?3 of its
assets in the newly created, actively managed
climate-aware strategy focused on investment-
grade corporate bonds.

The move to this new strategy with Invesco
marks the first time the Scheme has integrated
climate-related risk and opportunity research
into the portfolio construction of its fixed income
assets. The investment-grade corporate bonds
portion of the mandate applies the Scheme’s
Exclusions Policy, incorporates decarbonisation
and transition plan targets, and includes
engagement targets linked to those transition
plans.

The Investment Management Agreements

(IMA) between the Scheme and each asset
manager were developed following extensive
engagement to ensure contractual language
around responsible investment expectations was
included. Key areas addressed in the contract
include: alignment with the Scheme’s Responsible
Investment Policy and its asset manager
monitoring expectations, ESG integration (where
applicable), net zero commitments, stewardship
priorities and expectations, and the continued
development of ESG and stewardship reporting.

Qualitative assessment
of scenario analysis and
potential climate outcomes

The Trustee recognises that scenario analysis
results are not definitive forecasts. Like all models,
they rely on assumptions that may not reflect real-
world developments. For example, Climate VaR
metrics assume markets have not priced in any
climate risks or opportunities and then suddenly
do so, which is unrealistic. Therefore, the Trustee
treats these outputs as indicative, not predictive.

Modelling climate risks involves combining
insights from scientists, economists, and financial
experts, which can lead to underestimating the
true threat, especially for physical risks. These
models often overlook impacts on nature, human
life, insurance costs, supply chains, and adaptation
expenses. As such, the Trustee believes the actual
impact of physical risks is likely greater than
shown in quantitative results. Tipping points and
cascading effects further complicate this picture.

Despite these limitations, the Trustee will continue
using current models while contextualising their
outputs to avoid over-reliance.

Transition risks are harder to assess qualitatively,
as they depend on government policies in

key jurisdictions. While many countries have
submitted updated plans under the Paris
Agreement, others have not. Understanding
these plans is essential to gauge how taxes

or regulations may affect investee companies.
As COP30 approaches in November 2025,

the Trustee will monitor progress and gaps in
national commitments. Insights from groups like
the Inevitable Policy Response help assess policy
credibility and momentum.

The Trustee believes investors play a key role in
improving scenario analysis by supporting the
development of better models and scenarios.
However, this should not delay the integration of
climate risks and opportunities into investment
strategies and risk management.

Where quantitative models fall short, qualitative
assessments offer valuable context. The Trustee
uses both approaches as part of a broader
toolkit to evaluate portfolio climate resilience and
remains committed to adopting improved tools
and communicating insights effectively.
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ldentifying, assessing, and
managing climate-related
risks

As noted in the previous section, the portfolio
was divided into two categories: Growth Pool and
Income Pool, which together account for around
99% of the portfolio excluding cash. The Scheme
seeks to identify and assess climate-related risks
at this level, as well as at individual security levels
where appropriate.

The Scheme conducts climate analysis at least
annually as part of the TCFD process, as well as
on an ad hoc basis. This reporting is reviewed
and aggregated by the People’s Partnership
investment team before being provided to the
People’s Investments Limited Board and the
Trustee. An assessment of exposure to certain
climate-related risks is evaluated on assets
covered by data providers. This includes:

e emissions exposure, including top contributors
and emissions split by scope and sector

the percentage of companies in the portfolio
that have committed to aligning with
international climate goals

exposure to fossil fuels, the fuel mix of power
generation, and green revenue

climate-related Value-at-Risk metrics
proprietary risk ratings.

Within the year, a new provider (Absolute
Strategy Research) was also introduced to provide
climate-related insights, macroeconomic views,
and thematic research.

These tools, alongside the Trustee’s own
research and training, allow for a security-level
understanding of how climate change risk
may impact the portfolio (albeit this must be
understood in the context of any limitations to
each data source).

The Trustee undertakes training on investment
topics on an ongoing basis. This regularly
includes climate change topics in line with the
prioritisation of climate change as an ESG risk.
Training throughout the year has been noted
in the Governance section, and these sessions
will continue to cover similar subjects, as well
as training and knowledge sharing on new
developments as required.

During the year under review, the Committee
made a number of climate-related decisions,
including:

e Assessment of asset managers for both
passive developed market equities and active
fixed income. As part of the balanced scorecard
approach to manager selection, the alignment
with the Scheme’s Responsible Investment
Policy was assessed (which includes the
principles listed above). This resulted in the
appointment of two new managers.

The Scheme transitioned the majority of

its assets into segregated mandates. This
allows for greater control, transparency, and
more effective execution of its stewardship
programme.

Climate-related risks and opportunities were
brought into the investment approach for fixed
income for the first time, with the introduction
of climate transition plans and decarbonisation
targets into the investment-grade credit assets
of the Income Pool.

Approval of an Exclusions Policy that considers
stranded asset risk within the assessment

of potential exclusions to be applied to the
Scheme’s portfolio.
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The Trustee has determined that it remains
prudent to retain its net zero ambition for

the Scheme and has developed a strategic
framework to address the climate-related risks
and opportunities that it faces. In order to address
potential risks associated with having a 1.5°C
aligned portfolio, the Trustee has committed to
conducting a yearly monitoring programme of
industry and policy development to understand

if there is a wider industry and policy consensus
that 1.5°C remains achievable and if the climate
strategy remains fit for purpose. The development
of the strategic framework has been driven by the
Trustee’s climate-related investment beliefs and
the research that underpins them. This is detailed
within the Scheme’s Climate Change Policy but is
summarised below.

The strategic framework is divided into three
pillars: Portfolio Construction, Stewardship, and
Reporting, and split into seven principles. The
Trustee has committed to:

Portfolio construction

e Consider and manage climate risks and
opportunities as part of the Scheme’s portfolio
construction (Principle 1).

Stewardship

e Manage and track progress against our climate
stewardship priorities (Principle 2).

e Integrate climate risk into how the Scheme
selects, appoints, and monitors its fund
managers and other service providers
(Principle 3).

e Hold investee companies to account for the
actions they are taking to address climate
change risks (Principle 4).

e Engage with the wider investment industry to
ensure that it is fit for purpose to achieve our
goals (Principle 5).

e Collaborate with other like-minded investors
and stakeholders to increase influence
(Principle 6).
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Reporting

e Annually report on the Scheme’s progress
through appropriate reporting (Principle 7).

Portfolio construction lies at the heart of the
Scheme’s climate change approach and wiill

seek to address transition risks for the Scheme’s
assets, as well as physical risks as data improves
and liability risk where possible. Stewardship is

a complementary pillar to portfolio construction.
The investment community’s stewardship is
critical for driving the real-world economic
changes required to achieve net zero. Stewardship
is also crucial to ensure that the disclosure and
quality of data improves to allow for effective risk
management, portfolio construction, and climate-
related reporting by asset owners.

The Trustee expects the Scheme’s asset managers
to identify and assess climate-related risks within
the assets they are managing, to the extent
possible in the asset class. Asset managers
conduct stewardship and voting on the Scheme’s
behalf, with recent examples provided to the right.
While there are occasions where divestment
would be supported (see the Scheme’s Exclusions
Policy), the primary route to change when
investing is generally through stewardship or
through changes in portfolio construction eg,
investing in funds tracking a different index or
considering climate impact and transition plans in
company assessments within active management.

The Trustee believes that the boards of the
investee companies should regard climate change
as they would any other significant risk to the
business and ensure that the company’s assets
and long-term business strategy are resilient

to the impacts of climate change. How asset
managers vote and engage with companies on
climate-related risks and opportunities formed

a significant part of the manager selection,
appointment, and monitoring conducted
throughout the scheme year. For more information
on this approach, please see the Responsible

Investment Policy.

Case study: Holcim Ltd.

In Q4 2024, State Street Investment
Management (SSIM) and Holcim discussed
several environmental topics identified as
material by the company, including GHG
emissions, water use, and land use and
biodiversity. Holcim discussed its climate
transition plan disclosures and strategy

to support its net zero pledge, including
progress toward achieving the company’s
stated near-term climate-related targets.
They also discussed the company’s strategy
for addressing nature-related risks and
opportunities, including those related to water
management and deforestation and other land
use.

Outcome: Holcim shared progress on their
climate strategy, including their approach to
continued investment in operational emissions
reductions opportunities and trends in
customer demand for Holcim’s low-carbon
products. The company also discussed its
participation in a pilot program with the
Science Based Targets Network (SBTN) to
set freshwater quality targets. As one of the
first companies to set science-based targets
for nature, the company offered insights on
their approach to basin-level assessment

and modelling as well as obtaining supplier
data. Furthermore, the company discussed

its approach to managing risks related to
deforestation and other land use, including
progress on land restoration and rehabilitation
efforts.

The interconnectedness of climate and nature
emphasises the need for the Scheme’s asset
managers to engage investee companies in
discussions on both topics, seeking a joined-
up thinking approach to both.

Case study: Diamondback Energy, Inc.

During SSIM’s engagement with Diamondback
Energy in Q4 2024, they discussed the
company’s approach to managing climate-
related risks, which have been identified

as material by the company, as well as the
company’s climate strategy to support its

net zero ambition. The company outlined its
progress toward its interim GHG emissions
reduction targets. This included programs to
electrify frac fleets, creating a micro-grid to
power certain operations utilizing associated
gas instead of diesel, and replacing natural gas
pneumatic devices with compressed air units
to reduce methane emissions. The company
has also increased capital allocation for
emissions reduction projects and lower-carbon
investments in 2024 to support its climate
strategy.

Outcome: Diamondback Energy has enhanced
disclosure in line with SSIM’s climate-related
disclosure criteria, including disclosing Scope
3 emissions. The company has enhanced
continuous monitoring of methane emissions
to cover approximately 96% of operated

oil production and joined the Oil and Gas
Methane Partnership 2.0, committing to
improving transparency on methane emissions
reporting in line with the initiative’s reporting
protocols.
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Integrating climate-
related risk into overall risk
management

The integration of climate-related risk is an area
the Trustee is continuing to develop, as it will
need to be an ongoing consideration from both

a strategic and financial perspective. To date, the
focus has been on understanding the Scheme’s
exposure to climate risks and exploring ways in
which the risks can be mitigated. Building on the
work reported above, the Trustee will continue to
integrate the following into their investment risk
process:

a) Scenario analysis — to help identify strengths
and weaknesses in the portfolios under
different scenario outcomes.

b) Greenhouse gas emission levels and their
path in the future will be measured and may
influence the weightings in strategies the
Scheme seeks to invest in.

The Trustee has included investment climate
change risk as a strategic risk for the Scheme. As
noted previously, the Trustee accepts that climate
change is likely to be the most financially material
of the ESG risks and should be considered
alongside the other investment risks affecting
members’ pension savings. This is reflected in
the risk score shown in the overall Scheme risk
management register. As part of the Scheme’s
overall risk management process, climate change
and the steps being taken to address it are
discussed by the Committee at least every six

months, in addition to any training, paper reviews,

and decisions.

14. Minor updates to the document were published in July 2025.
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The Trustee believes that risk has many
dimensions, and it is therefore best to view it
through several different lenses. This refers to
both ensuring climate-related risk is addressed
through a multi-factorial approach as well as
integrating climate-related risk into the Scheme’s
overall risk management alongside other sources
of investment risk.

Detail has been provided in the Governance
section above on the steps taken by the Trustee
to ensure it and its service providers have a good
understanding of climate change concepts and
the potential impacts of climate change.

Stewardship

The Scheme’s Responsible Investment Policy was
published in April 2024.** The policy outlines the

objectives of the Scheme’s responsible investment
approach, the strategic framework for achieving
the objectives, and the Scheme’s stewardship
priorities.

The Trustee recognises that stewardship has the
potential to create long-term value for clients and
beneficiaries. Stewardship priorities underpinned
by a robust prioritisation process are essential
for maximising effectiveness. With regard to
climate, the Trustee recognises the importance of
linking its portfolio construction and stewardship
approaches. It is imperative to tackle climate-
related risk within the portfolio and attain real-
world results by means of enhancing company
behaviour. The Trustee has outlined targeted
stewardship activity, including net zero voting
guidelines, to aid in its assessment and monitoring
of its asset managers. If substantial gaps are
identified, an appropriate escalation strategy will
be implemented. During the year under review,
the asset manager’s approach to stewardship
was an important factor in the selection and
appointment of Amundi and Invesco.

In recognition of the importance of investor
collaboration to increase collective influence and
efficiencies in company engagement, the Trustee
is a supporter of Climate Action 100+ and, in
recognition of the role that deforestation plays

in GHG emissions, Nature Action 100 and PRI's
Spring. The Scheme also played a leading role

in garnering asset owner support for the Asset
Owner Statement on Climate Stewardship, which
is discussed further below.

The Trustee also recognises the importance of
other investment actors in achieving the net zero
ambition. The Trustee is committed to engaging
with:

e data and index providers,

e rating agencies and investment consultants to
drive better climate change disclosure,

e policymakers and regulators on driving
regulation related to the net zero transition
in recognition that neither investors nor
companies alone can achieve it.

Memberships of groups such as the Principles
for Responsible Investment (PRI), Institutional
Investor Group on Climate Change (IGCC), and
the UK Sustainable Investment and Finance
Association (UKSIF) help the Trustee act in line
with this commitment through its forums for
investor collaboration on key industry and policy
challenges to achieve net zero.

Further information on the stewardship actions
taken by the Scheme is detailed in the annual
Implementation Statement. The Trustee also
intends to publish a responsible investment
outcomes report for the 2024/25 scheme year
shortly after the publication of this report that

will provide much more detail on the stewardship
actions of the Scheme over the year under review.

Case study: Asset Owner Statement on
Climate Stewardship

In February 2025, in response to asset
manager requests, an asset owner coalition
led by a representative on behalf of The
People’s Pension and representing ~£1.2
trillion of members savings co-authored and
endorsed the Asset Owner Statement on
Climate Stewardship, a new resource for the
sector designed to set out clear and consistent
expectations for asset managers on climate
stewardship.

The Asset Owner Statement on Climate
Stewardship aims to promote constructive
dialogue on climate stewardship and improve
efficiencies within the stewardship chain.

This enables asset manager stewardship
teams to fulfil their asset owner client’s

climate objectives as part of their mandates.
Ultimately, the statement seeks to raise the bar
on climate stewardship across the investment
sector.

The statement defines 5 core principles
expected of asset managers:

1. Industry/market and public policy
engagement should be core to the climate
stewardship proposition across asset
classes.

2. Where permissible, asset managers
should prioritise collaborative initiatives
to achieve greater impact and embed
efficiencies in engagement activities.

3. Asset managers’ prioritisation framework
for company engagement should be
rooted in a robust theory of change that
delivers maximum impact.

4. A systematic approach to voting is
imperative.

5. The stewardship function needs to be
appropriately resourced.
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Introduction

The Metrics and Targets section of this report
focuses primarily on financed emissions ie,
attributing a company’s emissions to its investors,
based on their ownership percentage of the
company'’s total value. Financed emissions offer
a useful summary of the emissions a portfolio is
‘responsible’ for and provide a way to measure
climate performance and offer some insight
into the climate-related risks and opportunities
the portfolio may be exposed to. However, this
approach comes with challenges.

Setting targets to reduce financed emissions

can lead to unintended consequences, and
investors must be aware of the potential trade-
offs. One such issue is ‘paper decarbonisation’,
where an investor can theoretically reduce their
portfolio emissions to near zero eg, through
excluding whole sectors, but this may have little
or no impact on real-world decarbonisation or
supporting the development of climate solutions.
Without considering real-world outcomes, the
systemic risks posed by climate change remain
present across all sectors and geographies, even
if they are not reflected ‘on paper’. While it may
reduce some of the climate-related risk within

a portfolio, given the systemic nature of climate
risk, paper decarbonisation is insufficient; real-
world decarbonisation of the entire economy is
necessary and can be supported through portfolio
construction and stewardship.

The Trustee considers financed emissions as

an important element of the Scheme’s climate
strategy and will continue to use them to assess
the climate performance of the Scheme’s funds
and overall portfolio. However, the Trustee
acknowledges that as we progress towards

net zero by 2050, a broader range of climate
performance assessments are required.

The Trustee uses the Net Zero Investment
Framework 2.0 (NZIF) produced by the IGCC

and its partners to guide the Scheme’s climate
strategy. At present, this includes forward-looking
analysis, such as companies setting science-
based targets and NZIF alignment categories, to
provide insight that financed emissions alone may
not capture.
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Scope 2 Scope 3
(indirect) (indirect)

purchased
electricity, steam, Purchased goods
heating and cooling and services
for own use

Capital goods

Fuel and energy
related activities

Transportation
and distribution

Waste generated
in operations

Business travel

Employee
commuting

Leased assets

Upstream activities Reporting company

44 | Climate Progress Report

Scope 1
(direct)

Company
facilities

Company
vehicles

Scope 3
(indirect)

Transportation
and distribution

Processing of
sold products

Use of sold
products

End-of-life treatment
of sold products

Leased assets

Investment

Franchises

Downstream activities

Metrics

Many metrics are employed in the study and
analysis of climate change to comprehend the
possibilities and risks associated with climate
change for both the entire portfolio and individual
securities. The metrics have been provided based
on the Scheme’s holdings and company valuations
on 31 March 2025.

The Trustee has used guidance from the
Department for Work and Pensions (DWP) as

a foundation for determining which metrics are
reported below. In addition, the Trustee has
chosen to expand the scope of reported metrics
in the additional analysis section to provide

more detail on what is being looked at when the
Trustee is seeking to identify, assess, and manage
climate-related risks and opportunities.

In situations where a company does not report
their emissions, there is a need for the data
provider to estimate the levels of emissions for
scopes 1, 2, and 3. There are limits to the accuracy
of the collection and assessment of all climate-
related metrics, which might affect the findings

of the analysis presented in this reporting. These
estimations, or even the company-reported
emissions, are not guaranteed to be accurate.

Menu

How are greenhouse gas emissions
classified?

Greenhouse gases are categorised according
to their ‘Carbon dioxide equivalence’ and their
source.

The following graphic illustrates the different ways
that a business contributes to overall emissions:

- Scope 1 - direct emissions associated with the
production of its goods.

- Scope 2 - indirect emissions associated with
the energy needed to produce its goods.

- Scope 3 - indirect emissions associated with
the businesses’ supply and distribution chains.

As shown in the illustration on the left, based on
work from the Greenhouse Gas Protocol, scope
3 emissions are significantly more complicated
than scope 1 and 2. Reporting accurate scope

3 emissions requires an understanding of both
upstream and downstream supply chains, as well
as emissions from products sold. A company’s
scope 3 emissions are, however, very important
to understand because they can be responsible
for the majority of the emissions the company is
responsible for.

Where available from data providers, scope

3 emissions data has been provided in this
section of the report. Since it is rare for Investee
companies to report on Scope 3 emissions, the
data provided relies significantly on estimation.
Therefore, it should be viewed with caution.
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Metrics reported on:

Absolute emissions

Emissions intensity

Emissions intensity
(sovereigns)

Portfolio alignment

Total carbon
emissions
(tCO.e)

Carbon footprint
(tCO,e/E£M invested)

Carbon intensity
(tCO,e/£M GDP)

Binary target
measurement (SBTi)

Allocated emissions to all financiers measured by
Enterprise Value including Cash (EVIC¥). Measures the
total carbon emissions for which an investor is responsible.
Emissions are apportioned based on EVIC. Any assets that
do not have data (eg, short-term cash assets) are excluded
from this calculation.

This choice is aligned with the recommendation provided
by the DWP.

Allocated emissions to all financiers (EVIC) normalised by
£m invested. Measures the carbon emissions for which
an investor is responsible per million invested. Emissions
are apportioned based on EVIC. Any assets that do not
have data (eg, short-term cash assets) are excluded from
this calculation.

This choice is aligned with the recommendation provided
by the DWP.

Measures a portfolio’s exposure to carbon-intensive
economies, defined as the portfolio-weighted average of
sovereigns’ GHG intensity (emissions/GDP).

This choice is aligned with the options for sovereign
bonds provided by the DWP.

The Science Based Targets initiative (SBTi) drives
ambitious climate action by enabling organisations to set
science-based emissions reduction targets, which can
then be validated by SBTi. The metric is the percentage

of companies in the portfolio with SBTi-approved

targets as measured by MSCI. This is a simple count

of the percentage of the portfolio and does not remove
securities that are not able to set SBTi-aligned targets, eg,
Sovereign debt.

This choice is aligned with the recommended options
provided by the DWP.

* - EVIC = Enterprise Value including Cash = Company market capitalization + Preferred Stock + Minority Interest + Total Debt.
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Non-emissions-
based metric

Non-emissions-
based metric

Data quality
(data coverage)

Data quality
(reported
vs.estimated)

This measure aims to represent the proportion of the
portfolio for which the Trustee has data. Due to the
difficulty in obtaining full coverage for the Scheme’s
assets, this metric shows the percentage coverage given
by the climate data provider.

Improving climate reporting will remain a key engagement
topic to reduce the reliance on estimations going forward.

This choice is aligned with the recommended options
provided by the DWP.

For scope 1 + 2 data, when reported data is not available,
emissions are estimated using MSCl'’s estimation models.
Data is collected from sources such as the Annual
Reports, Corporate Social Responsibility Reports, or
websites. In addition, they will also use data reported
through CDP (formerly the Carbon Disclosure Project)

or government databases when reported data is not
avadilable through direct corporate disclosure.

A company’s reporting must be aligned with the
Greenhouse Gas Protocol and represent emissions across
all its geographies and operations. If this is not the case,
MSCI will apply their emissions estimation models.

In order to help understand the quality of the data being
provided, it is important to understand whether the data
is being reported by the company or estimated.

MSCI estimates all scope 3 data used for this analysis,
due to the inconsistency and volatility of reported Scope 3
emissions data.

This choice is provided in addition to the requirements.
However, it is aligned with the recommended options
provided by the DWP.
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-4.0%

Growth Pool 734,057
Income Pool 212,955
Up to 100% shares 44,525
Up to 85% shares 827,041
Up to 60% shares 2,323
Pre-Retirement 145,201
Ethical Fund 1,201
Shariah Fund 3,983

3,807,344
1,626,745
230,939
4,556,897
13,942
1,072,848
12,292

46,212

333

33.9

338

33.7

28.6

9.1

19.7

+18.9%
-37.9%
+18.9%
+7.3%
-3.9%
-24.9%
-81.0%
-8.8%

175.5

2545

1755

186.1

202.1

2114

92.8

229.0

-39.6%
-4.0%
-11.3%
-17.1%
-30.2%
-74.3%

-8.8%

237.1

Growth Pool
Income Pool

Up to 100% shares
Up to 85% shares
Up to 60% shares
Pre-Retirement
Ethical Fund

Shariah Fund

48.8%

27.5%
48.8%
44.5%
39.2%
27.3%

48.9%

55.8%

+5.2%
+5.9%
+5.2%
+5.3%
+4.3%
+4.6%
+3.0%

+1.3%

Growth Pool 99.6%
Income Pool 61.4%
Up to 100% shares 99.6%
Up to 85% shares 90%

Up to 60% shares 82.4%
Pre-Retirement 67.3%
Ethical Fund 100.0%
Shariah Fund 99.3%
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99.6%
61.5%
99.6%
90.0%
82.5%
67.3%
100.0%

99.3%

90%
56%
90%
83%
75%
61%
89%

95%

10%
6%
10%
9%
8%
7%
11%

4%

0%
38%
0%
8%
17%
32%
0%

1%

Menu

NZIF Alignment

62.4%
57.8%

Aligned
Aligning
Committed

Not aligning

N/A

18.5% 18.6%

15.7% 14%
o

6.1%

0
3% 0.1%

Growth Pool Global Index

Portfolio Alignment has been assessed using the Net Zero Investment Framework (NZIF) 2.0 developed
by the IIGGC and other partners as part of the Paris Aligned Investment Initiative (PAll). MSCI has
supplied the data. The alignment categories make up the alignment maturity scale developed by

NZIF: achieving net zero, aligned, aligning, committed, and not aligned. Companies not rated by the
data provider are denoted by N/A in the chart. Note: Category 6 of the NZIF criteria, capital allocation
alignment, has no available data point from MSCI; therefore a high-impact company can be considered
‘aligned’ by meeting all other criteria. More info on NZIF can be found here.

LCT Assessment
76%
67%
N Asset standing
. Product transition
| Operational transition
. Neutral
. Solutions
15%
13%
11%
7%
o0 3% 3% 4% .
’ I I
Growth Pool Global Index

MSCI ESG Research’s Low Carbon Transition (LCT) Risk assessment is designed to identify potential
leaders and laggards by measuring companies’ exposure to and management of risks and opportunities
related to the low carbon transition. The assessment is derived from company disclosures and estimates.
Companies are assessed through involvement in carbon-intensive operations and involvement in or
solutions for carbon-intensive products.

Climate Progress Report | 49


https://www.iigcc.org/hubfs/NZIF%202.0%20Report%20PDF.pdf

Menu

Top contributors to Growth Pool emissions (Scope 1 + 2) Top contributors to Growth Pool emissions (Scope 3 [estimated])

Growth Contribution
Pool Weight to Emissions

SBTi approved
Target?

Growth Contribution
Pool Weight to Emissions

SBTi approved
Target?

Company Company

10

11

12

13

14

15

16

17

18

19

20

Anhui Conch Cement Co.,,
Ltd.

Tata Steel Ltd.
Holcim Ltd.
ArcelorMittal S.A.
Ultratech Cement Ltd.
Heidelberg Materials AG

Air Liquide S.A.

China Honggiao Group Ltd.

Grasim Industries Ltd.
Enel S.p.A.
Veolia Environnement S.A.
NextEra Energy, Inc.
JSW Steel Ltd.
Duke Energy Corp
Southern Company
Iberdrola S.A.
Hindalco Industries Ltd.
Amazon.com, Inc.
Mitsui O.SK. Lines, Ltd.

Shree Cement Ltd.

Values are rounded.
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Materials

Materials
Materials
Materials
Materials
Materials
Materials
Materials
Materials
Utilities
Utilities
Utilities
Materials
Utilities
Utilities
Utilities
Materials
Consumer Discretionary
Industrials

Materials

0.0%

0.0%

0.1%

0.0%

0.0%

0.0%

0.1%

0.0%

0.0%

0.2%

0.1%

0.2%

0.0%

0.1%

0.1%

0.4%

0.0%

2.5%

0.0%

0.0%

4.0%

3.4% -

3.0% -

2.9% Yes

2.6% -

2.6% Yes

2.1% Yes

1.9% Yes

1.6% -

1.6% -

1.5% Yes

1.4% Yes

1.4% -

1.3% -

1.2% -

1.2% -

1.2% Yes

1.1% -

1.0% -

0.8% -

0.8% Yes

34.4%

10

11

12

13

14

15

16

17

18

19

20

Amazon.com, Inc.
Hitachi, Ltd.
Toyota Motor Corp
Tesco PLC
Apple Inc.
BAE Systems plc
Walmart Inc.
Rio Tinto Group
TotalEnergies SE
Sony Group Corp
Rolls-Royce Holdings plc

Hyundai Mobis Co., Ltd.

Samsung Electronics Co.,
Ltd.

Airbus SE
Vibra Energia S.A.
Tata Motors Ltd.

Eicher Motors Ltd.

JD.com, Inc - Class A
shares

Hindustan Petroleum Corp

Ltd.

Hon Hai Precision Industry
Co., Ltd.

Values are rounded.

Consumer Discretionary
Industrials
Consumer Discretionary
Consumer Staples
Information Technology
Industrials
Consumer Staples
Materials
Energy
Consumer Discretionary
Industrials

Consumer Discretionary
Information Technology

Industrials
Consumer Discretionary
Consumer Discretionary

Consumer Discretionary

Consumer Discretionary

Energy

Information Technology

2.5%

0.3%

0.2%

0.3%

3.5%

0.2%

0.6%

0.0%

0.1%

0.7%

0.1%

0.0%

0.3%

0.1%

0.0%

0.0%

0.0%

0.1%

0.0%

0.1%

9.2%

1.8%

1.6%

1.5%

1.3%

1.2%

1.2%

1.2%

1.1%

1.0%

1.0%

1.0%

1.0%

1.0%

0.9%

0.8%

0.8%

0.7%

0.7%

0.7%

0.7%

21.0%

Yes

Yes

Yes

Yes

Yes

Yes
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Total Carbon Emissions (TCO2e)

Total Carbon Emissions (S1+2) by Sector and Weight in Growth Pool by Sector
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Sectoral contribution to Growth Pool emissions (Scope 1+2)
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. Community Services
Consumer Discretionary
Consumer Staples
Energy

Financials

\g

Health Care
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30%

25%

Percentage of Growth Pool

&

Industrials

Information Technology

Materials

Real Estate

Utilities

Communication services
Consumer discretionary
Consumer staples
Energy*

Financials

Health care

Industrials

Information technology
Materials

Real estate

Utilities

* - SBTi does not currently accept commitments or validate targets for companies in the oil and gas or fossil fuel sectors.

60%

38%

80%

0%

20%

58%

58%

58%

51%

64%

50%

+10%

+5%

+5%

+7%

+8%

+5%

+6%

+9%

+1%

-6%

+1%

+2%

+1%

+4%

+10%

+10%

+5%

+23%

Menu
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Commentary on metrics

Summary

e The emissions intensity of the Growth Pool
has increased compared to last year, but it is
still significantly lower than years prior. The
Income Pool is significantly lower than previous
years. Both can be attributed to asset allocation
changes within the year under review.

e The percentage of investee companies with
approved science-based targets has increased
across all funds. These targets could be a driver
for real-world change.

e Certain sectors remain responsible for large
portions of global and portfolio scope 1+2
emissions, but the Growth Pool’s investment
strategy invests more in companies in these
sectors that are setting science-based targets.

e The Growth Pool has a slightly higher
allocation to companies that are deemed
to be ‘aligned’ and ‘aligning’ based on NZIF
categorisation. Care must be taken here due to
the availability of data being a concern, but this
is encouraging.

e Over 30% of the Growth Pool’s scope 1+2
emissions come from just 20 names, or just
~4% of the investment. Scope 3 emissions are
slightly more spread out, but the top 20 names
still contribute over 20% of the emissions vs.
~9% of the investment.

In previous reports, emissions data for the Growth
and Income Pools were shown as a range from
multiple sources. For this period, data is provided
solely by MSCI. The shift to segregated mandates
and new asset managers around the scheme
year-end introduced data gaps, making this year’s
metrics potentially less reflective. The Trustee
plans to work with managers to improve data
quality for future reporting.

As of 31 March 2025, the Growth Pool’s scope
1 and 2 emissions intensity increased from the
previous year, mainly due to higher allocation
to emerging markets equities. These markets
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present unique challenges, and the Trustee is
exploring best practices. There are important
additional considerations in these markets that
the Trustee does not take lightly, for example,
the principle of ‘common but differentiated
responsibilities’ outlined in the Paris Agreement
ie, that developed market economies should be
expected to decarbonise faster than emerging
market economies due to different national
circumstances.

The Income Pool saw a notable drop in emissions
intensity, largely due to a shift toward shorter-
term investment-grade credit. However, fixed
income data coverage remains limited, with just
over 60% corporate coverage. As a result, most
analysis focuses on the Growth Pool, though this
will expand as data improves.

The Scheme’s Responsible Investment
Policy highlights stewardship as a key tool

for influencing corporate behaviour. Setting
science-based targets is a core expectation for
companies and asset managers. Companies

that set and follow through on science-based
targets are expected to be major drivers of real-
world decarbonisation and may serve as a better
indicator of alignment with the Paris Agreement,
alongside alignment assessments, than financed
emissions alone. The share of the portfolio with
SBTi-approved targets has increased, suggesting
greater exposure to companies with credible
decarbonisation plans. The Trustee will continue
tracking target adoption by fund and sector

and monitor developments in NZIF alignment
assessments.

Materials, Utilities, and Industrials remain

the largest contributors to emissions in the
Growth Pool. Within developed market equities,
exclusions and tilting reduce exposure to the
Energy sector, reallocating capital to other high-
impact sectors. This reallocation results in a
lower total emissions footprint compared to a
global index. However, it can also lead to greater
concentration of emissions among the remaining
sectors, which now contribute more significantly
to the smaller overall total. Sector and regional

concentration is a key consideration in the
Trustee’s investment decision-making process,
and steps are taken to mitigate unintended
impacts on the portfolio, but some sectors are just
inherently more carbon intense than others.

The Growth Pool shows a modest increase

in companies aligned or aligning to net zero
compared to a global index. However, with
~60% of the global index still ‘not aligned,” more
progress is needed. Alignment assessments are
expected to play an increasingly important role
in how climate considerations are integrated into
company assessments, and ensuring availability
of high-quality data is essential for this process.
This is why the Responsible Investment Policy
emphasises the need for greater disclosure on
capital allocation and lobbying activities, as well
as for climate-related issues to be adequately
addressed in annual reports and accounts.

The top 20 companies now contribute 34% of
scope 1+2 emissions, up from 30%, though

the share with SBTs remains stable. This
concentration offers a stewardship opportunity;
engaging a small group could influence a large
share of emissions. The Trustee is working with
asset managers to explore how they can engage
directly with companies on behalf of the Scheme.

For the first time, the report includes the top 20
contributors to scope 3 emissions. Generally,
companies with the highest scope 1+2 emissions
are not the same as those with the highest scope
3 emissions, although there are exceptions. The
Top 20 for scope 3 is slightly less concentrated,
with approximately 5% of the Growth Pool
contributing around 20% of emissions. While
scope 3 data is less reliable than scope 1+2,
understanding its sources is still necessary to
understand the source of what is generally the
largest scope of emissions.

Equity data coverage remains high, near 100%.
Fixed income data lags but has improved year-
on-year. During the year under review, fixed
income assets were primarily invested in index-
tracking strategies. Post year-end, approximately
65% of the Income Pool transitioned to actively
managed, climate-aware strategies managed

by Invesco, which is expected to improve data
coverage significantly. Filling data gaps remains

a priority for the Trustee. Recent efforts to
address this include engaging new data providers,
updates to methodologies to be more reflective
going forward, and incorporating data coverage
considerations into asset manager selection,
appointment, and monitoring, such as embedding
contractual language that outlines the Scheme’s
data expectations and requirements. The Trustee
therefore expects fixed income data quality

to improve in the next report and will monitor
progress throughout the year.

Decarbonisation is unlikely to follow a smooth,
linear path. Year-to-year fluctuations are
expected, and emissions may rise in some

years due to necessary developments, such as
shifting from estimated to reported emissions or
improving asset coverage. As seen in the Growth
Pool, emissions can also increase due to asset
allocation changes driven by non-climate factors
like regional allocation views driven by improved
member outcomes.

Data challenges in fixed income assets make
analysis for funds heavily allocated to the

Income Pool less reliable due to lower coverage.
Sovereign emissions are calculated using different
methodologies than corporate fixed income,
requiring a separate intensity metric.

Engagement with service and data providers is
ongoing to improve all aspects of data quality,
not only through broader coverage via estimation
models, but also through enhancements in
methodology and transparency.
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Timing of the data

The Trustee relies on data providers to collect
and/or estimate emissions data for the portfolio
holdings. Data providers collect emissions data
from corporate sources such as Annual Reports,
Corporate Social Responsibility Reports, or
websites. In addition, they will also use data
reported through CDP (formerly the Carbon
Disclosure Project) or government databases
when reported data is not available through
direct corporate disclosure. When companies do
not disclose data at all or the disclosed data is
not satisfactory, estimation methodologies are
used based on other information reported by
the company, eg, fuel mix, estimations based on
previous carbon reporting, or industry-specific
information.

There are a number of lags in the process, as
companies need to calculate their emissions and
prepare their reporting, and data needs to be
collected or estimated by the data provider before
it can be analysed as part of the TCFD process.
MSCI updates their emissions data throughout the
year following publication of companies’ annual
filings on a rolling schedule, within four months
for the majority of companies.

The Trustee has used the most recent data
available from the Scheme’s data providers. This
does, however, mean that emissions data is a
potentially inaccurate reflection of the scheme
year of this reporting. The Trustee has followed
the DWP guidance on this issue and obtained the
most recently available data. Analysis suggests
that approximately 93% of the emissions data is
from 2023.

15. Assessed against a 2023 baseline. Targefs are measured against Scope 1+2+3.
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Targets

The Scheme’s Climate Change Policy is aligned
with the scientific consensus of keeping warming
below 1.5°C compared to pre-industrial levels.

On 31 March 2025, approximately 60% of the
Scheme’s total assets were invested in strategies
designed to align with the Paris Agreement

goal of 1.5°C. The management of climate-
related risks and opportunities in the portfolio’s
remaining assets is a work in progress. Following
the transition of the investment-grade corporate
bonds to the new actively managed, climate-
aware strategy, this number is expected to rise
significantly.

The Trustee takes setting a target seriously and
believes that before publicly stating an emissions-
based target, there needs to be a plan in place

to meet that target, and there needs to be a high
level of trust in the data being used. Setting a
target with incomplete data poses the risk of
having either an unachievable or not ambitious
enough target once data coverage has improved.

In order to achieve alignment with the 1.5°C goal,
the Trustee has set a target'® of:

e Net zero greenhouse gas (GHG) emissions by
2050.

In addition to this long-term goal, the Trustee has
set the following shorter-term emissions-based
targets:

e Halving its GHG emission intensity by 2030 for
the Scheme’s growth assets.

e 30% GHG emission intensity reduction by
2025 for developed market equities.

Within the scheme year, the Trustee set shorter-
term targets of:

e Halving GHG emissions intensity by 2030 for
investment-grade corporate bonds.

e 30% GHG emissions intensity reduction by
2025 for investment-grade corporate bonds.

The Scheme is on track to achieve these short and
medium-term targets due to the significant work
conducted over the past few years, including the
introduction of climate-aware developed market
index strategies, strategy research on how to
manage climate-related risks and opportunities
within fixed income, and the appointment of two
new asset managers who are more aligned to the
Scheme’s Responsible Investment Policy.

Across the four funds that make up over 99%

of the Scheme’s assets, emissions intensity has
decreased by approximately 50% (ranging from
48% to 52%) compared to the 2023 baseline.
The shorter-term targets set in previous years are
ahead of schedule (2030 target) or have been met
(2025 target). The targets set within the scheme
year, as noted above, will be assessed in next
year'’s reporting cycle.

The long-term target of net zero by 2050 is a
portfolio target, but there is an acknowledgement
that in order to achieve this, considerable real-
world decarbonisation is needed in order to
construct a well-diversified global net zero
portfolio.

Due to the change in investment strategy and the
appointment of a new manager for the majority
of the Scheme’s fixed income assets, the Trustee
feels comfortable setting an emissions-based
target that covers fixed income for the first time.
These targets have also been incorporated into
the contractual language of the Investment
Management Agreement (IMA)?.

Work is still ongoing to understand the ability to
set appropriate and achievable emissions-based
targets in other parts of the portfolio. The Trustee
acknowledges there is perhaps more nuance
needed in the remaining assets eg, ensuring a
‘Just Transition’ can be achieved within emerging
markets, and data limitations in cash equivalents
and alternatives.

This report will be the primary format for setting
public climate-related targets; however, there
may be occasions where targets are launched in
other documents. All targets set for the Scheme’s
portfolio will be kept under review and will be
assessed at least annually.

The Trustee intends to follow its strategic
framework on climate to help meet the targets
that have been set. The key climate stewardship
area of focus is improving data quality and
company disclosures within company transition
plans and TCFD disclosures. This also involves
engaging with asset managers and data providers
to ensure they are improving in this area in a way
that enhances the Trustee’s ability to use this
data for portfolio construction decisions. As data
improves, there will be more comfort in using
climate data within the investment decision-
making process.

The Trustee also intends to use membership

with collaborative investor groups such as the
Principles for Responsible Investment (PRI), the
Institutional Investor Group on Climate Change
(IIGCC), and the UK Sustainable Investment and
Finance Association (UKSIF) to leverage investor
demand to improve company reporting, as well as
push service and data providers to improve their
offerings.

The Trustee also acknowledges that there are
potentially more complex asset classes that the
Scheme may decide to invest in that may have
poor climate disclosure (eg, private markets). The
ability to access climate data on private markets
will form part of the research process following
the Scheme’s announcement of its intent to invest
up to 10% of its growth assets in private markets
by 2030 and the subsequent signing of the
Mansion House Compact shortly after the year’s
end.

In the event that the target cannot be met for any
asset class that the Scheme invests in, further
work will be conducted to understand the reason
for the difficulty in obtaining the data and engage
with the relevant parties on any obstacles.

16. On the basis that they remain compatible with the other Investment Objectives set out in the IMA.
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