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Introduction

Playing a key role in shaping
climate change response

We are all responsible for the
short- and long-term impact of
climate change and must work
together to create a sustainable
future. | am proud of the
continuous action PIC takes

to mitigate climate risks, and

of the role we play to identify
opportunities to support the
global Net Zero transition. We
remain committed to doing more
to support the transition while
continuing to fulfil our purpose
of paying the pensions of

our policyholders.”

Tracy Blackwell
Chief Executive Officer,
PIC
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We are pleased to issue our second
report aligned with the Task Force on
Climate-related Financial Disclosures
(TCFD) guidelines. This report outlines
the actions we are taking, and
progress we have made, to mitigate
climate risks and decarbonise our
future economy.

At PIC, we invest in secure, long-term
investments that generate social value to
ensure we are able to back the pensions of
our policyholders over future decades, which
is central to our purpose.

As an asset owner that predominantly invests
in debt investments, we are most concerned
with risk management to prevent the loss of
value within our investment portfolio, which
ensures that we are able to continue paying
our pension obligations. This means we take

a very long-term investment view and assess
potential risks on this basis.

Our purpose helps shape our approach to
climate risk, which cuts across our operations,
as well as our investment strategy. We are
working to factor climate risk even deeper

into our investment decisions, and are actively
seeking investment opportunities that shift our
portfolio towards sustainable assets that have
a suitable risk profile.

The latest estimates show that current policy
to transition the world’s dependency on
carbon will still lead to a warming of 2.7°C

or above by 2100, well beyond the Paris
Agreement target to limit a global temperature
rise of 1.5°C above pre-industrial times.

PIC has set targets to become carbon neutral
across its operations by 2025 and to hold a
Net Zero investment portfolio by 2050. These
targets anchor our corporate commitments
and investment activities. In 2022, we
developed a Transition Timeline to guide this
process, and focused our efforts on improving
the accuracy and reliability of our emissions
calculation by developing a robust

reporting process.

The understanding of climate risk and the
associated investment impact opportunity

is advancing quickly, and we have dedicated
resources to enhancing the coverage and
quality of our climate data. The availability

of climate-related data continues to be a
challenge, particularly in private markets. That
said, we are pleased to share that we have
successfully estimated the carbon intensity

of 78% of our total portfolio, and 83% of our
Matching Adjustment Fund, which is the
portfolio of assets directly backing our pension
liabilities. If we are to accelerate progress on
disclosures, we must engage more with the
companies in which we invest to improve the
standard of ESG data, while recognising that
we continue to operate in imperfect markets.

We must also continue to evolve how we
utilise climate data throughout our
investment process and broader decision
making. Last year, we significantly progressed
the integration of ESG data and climate-
related factors in our real estate investment
process. This included evaluating our property
investments by creating a bespoke due
diligence process to help us identify and
assess the short- and long-term climate

risks facing our investments.

Itis important that climate-related investment
factors are not viewed in isolation when
making investment decisions, as there needs
to be a balance between investing for positive
environmental outcomes and positive societal
outcomes. PIC supports a just transition and
makes efforts to understand the social impact
of its investments.

1 https://climateactiontracker.org/global/
temperatures/#:~:text=Current%20policies%20
presently %20in%20place,C%20above%20
pre%2Dindustrial%20levels.
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Introduction

About PIC

PIC is a specialist insurer that provides
tailored pension insurance buyouts
and buy-ins to the trustees and
sponsors of UK-defined benefit
pension funds. We back our
policyholders’ pensions with
investments that are both secure
and sustainable. A core part of our
investment strategy is finding secure,
long-term assets that generate
considerable social value for current
and future generations, such as
renewable energy, social housing
and urban regeneration.

investment portfolio

policyholders
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Governance

Strategy

Risk Management

PIC’s Climate Commitments
PIC has made clear commitments to reduce our corporate impact on the
climate, as well as the impact deriving from its investments.

Goals:
Carbon neutral (Scope 1

and 2 emissions) as a
business by 2025

Net Zero within all
emissions including

the investment portfolio
by 2050

&

Targets:

Decreasing our
investment portfolio’s
average carbon
intensity by 50% by 2030
from a 2019 baseline

Decreasing the average
carbon intensity of
investments in publicly
listed corporate credit
by 25% by 2025 from a
2019 baseline!

Key Initiatives

Metrics and Targets for 2023

2022 Achievements:

14% decrease

The average carbon intensity of our investment
portfolio is 175 tons CO,e which covers 78% of our
investment portfolio by market value. This was a

14% decrease in carbon intensity compared with the
assets for which we had carbon intensity data in 2021

70% alignment

70% of PIC’s public corporate credit portfolio, where
data is available, is aligned to a trajectory of 2°C or
below, and 41% is aligned to a <1.5°C world?

2.08°C alignment

PIC’s public corporate credit portfolio’s temperature
alignment is currently 2.08°C, with data available for
65.5% of our public corporate credit portfolio

1 Measure as tons COze/$M revenue. Taking into account the quality and consistency of available data.
2 Temperature alignment is the projected temperature rise by 2100 from pre-industrial levels within PIC’s publicly listed credit investments (more detail on temperature

alignment on pages 41-42).

02



Key Initiatives
@ @ @ Introduction Governance Strategy Risk Management Metrics and Targets for 2023 Annex

Transition Timeline

In 2022, we developed a Transition g :
. . . s e Q0 Carbon Neutral PIC S 1&2 by 2025
Timeline outlining the key activities B
we have taken, and p|qn on =] g Reduce corporate credit portfolio emissions by 25% by 2025
. . T
Undertqk'”é: to achieve our carbon 2 -‘E Reduce corporate credit portfolio emissions by 50% ( NZ AOA) by 2030
. . c
reduc?t.lon commitments and . . o E Reduce PIC's total (Scope 1, 2 & 3) emissions by 50% (ABI) by 2030
transition to a Net Zero organisation. Q9
g Net Zero by 2050 h all emissions
These are split across our three areas of o
focus: the decarbonisation of our portfolio, ] .
proactive stewardship and engagement, Decarbonise the portfolio
and targeted \hve§t.ments thgt flhOﬂce Measured carbon footprint Portfolio management actions consider
the Net Zero transition. The timeline of listed credit and ¢.50% climate parameters Stricter carbon parameters applied on all new purchases
incorporates the actions we took in of private assets
2021 Ohd looks towards ZOSO‘The ESG Published annual Carbon parameters applied on all new purchases and assets Aiming to decrease carbon Consider selective
Committee oversees the setting of and TCFD report transferred-in intensity 75% from 2019 levels divestment from high
. . . emitters who have not
monitoring against targets, an i[he ) Established a Net Zero Increase private sector Consider a company’s ) . . responded to our
Board level Investment and Origination Transition working group carbon data coverage downward trend in reducing Aim for 90% portfolio to engagement efforts and are

be Net Zero aligned

Committee is responsible for the delivery carbon intensity when making not credibly aligned to

o . : ; Board level governance Aim to increase quality of investment decisions (plan & progress) achieve Net Zero
of the Trons-ltlon Tlmelme" All committees with input into Transition data used and average data
have a ro[e |n'the execution of ESG asa Timeline quality score Adjust sector limits for high A for 100% corborate credit
cross cutting issue. We will continue to intensity sectors. Decrease portfolio to“be PF;HS alighed
progress the timeline as needed to ensure Strict coal exclusions and will divest in companies that have exposure to comply
itis opproprigtely ouiding our operations >10% direct revenue exposure from coal by 2025
. ) . ' n
investment portfolio and overall business ]
model to achieve our goals. X -
e > Stewardship
hd
In 202_3., we gre Qor\tlnqu to de\lver.thls g Highest emitting corporate credit holdings flagged and being engaged with
Transition Timeline and are developing a
more detailed transition plan that is aligned Stewardship policy Engage with companies directly on becoming Intensify engagements with non Net Zero aligned entities

. . L ublished Net Zero aligned
with the recommendations of the Transition P e

Plan Taskforce! Active member of NZ AOA
engagement track

Annually provide our managers with a list of companies we want engaged on

Joined UN PRI Two year engagement Five year engagement Evaluate engagement success/failures and take action
collaborative engagement plan launched plan launched where needed

Apply high ESG standards across property investments and working with a third
party specialist where needed to do so

£1.5bn invested in

; Continue to invest in climate positive investments within the portfolio
renewables since 2012

1 About the Transition Plan Taskforce (transitiontaskforce.net)

Pension Insurance Corporation plc | TCFD Report 2022 03



OOO®

Key Initiatives

Governance for 2023 Annex

Introduction

Strategy Risk Management Metrics and Targets

TCFD Progress

What is TCFD?

The Financial Stability
Board (FSB) established
the Task Force on
Climate-related
Financial Disclosures
(TCFD) in 2017 to develop
recommendations on
the types of climate-
related information
that companies should
disclose to support
investors, lenders, and
insurance underwriters
in appropriately
assessing and pricing
risks related to climate
change. The FCA listing
rules have made TCFD
reporting a requirement
for UK listed companies,
banks, insurers, and AIM
companies with more
than 500 employees,
as well as LLPs and
non-listed companies
with +500 employees
and a turnover

of +£500m.

Pension Insurance Corporation plc

TCFD Reporting Recommendations
PIC committed to aligning with the TCFD recommendations in 2021 and the table below demonstrates how we have adhered to the reporting recommendations.

Governance

Disclose the organisation’s a) Describe the Board's oversight of climate-related risks and opportunities.
governance around climate-
related risks and opportunities.

Pg. 07-08 - Oversight of ESG and Climate Risk

b) Describe management’s role in assessing and managing climate-related risks  Pg. 07-08 - Oversight of ESG and Climate Risk
and opportunities. Pg.10-11 - Engagement

(2]
+
=
[e]
-+
0]
Jfa
<

Pg. 14-15 - PIC's Responsible Investment Approach
Pg. 16 -17 - Applying our Responsible Investment
Strategy Across our Real Estate Portfolio

Pg. 19-21 - Our Sustainable Assets

Disclose the actual and potential o) Describe the climate-related risks and opportunities the organisation has
impacts of climate-related identified over the short, medium, and long term.
risks and opportunities on the

organisation’s businesses,
strategy, and financial b) Describe the impact of climate-related risks and opportunities on the

organisation’s businesses, strategy, and financial planning.

Pg. 03 - Transition Timeline

Pg. 13 - PIC’s Sustainability Strategy

Pg. 14-15 - PIC's Responsible Investment Approach
Pg.19-21 - Our Sustainable Assets

Pg. 22 — Corporate Initiatives

planning where such
information is material.

c) Describe the resilience of the organisation’s strategy, taking into consideration Pg. 18 - Scenario Testing

different climate-related scenarios, including a 2°C or lower scenario. Pg. 29 - Case Study: Physical Climate Risk Exposure of
our US Municipal Bond Portfolio

@ Risk Management

Disclose how the organisation a) Describe the organisation’s processes for identifying and assessing
identifies, assesses, and manages climate-related risks.
climate-related risks.

Pg. 10-11 - Engagement
Pg. 24-27 - PIC’s Enterprise Risk Management Approach

Pg. 28-29 — Our Approach to Climate-Risk Assessment
Pg. 30 - Managing Climate-Related Risks
Pg. 31 - Climate Risk Developments and Roadmap

b) Describe the organisation’s processes for managing climate-related risks.

c) Describe how processes for identifying, assessing, and managing climate- Pg. 24-25 - PIC’s Enterprise Risk Management Approach

related risks are integrated into the organisation’s overall risk management.

@ Metrics and Targets

Disclose the metrics and targets a) Disclose the metrics used by the organisation to assess climate-related risks
used to assess and manage and opportunities in line with its strategy and risk management process.
relevant climate-related risks
and opportunities where such
information is material.

Pg. 35-42 - Portfolio Assessment

b) Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG)  Pg. 34 - Reducing our Operational Carbon Footprint
emissions, and the related risks. Pg. 35-42 - Portfolio Assessment

c) Describe the targets used by the organisation to manage climate-related Pg. 35-42 - Reducing our Operational Carbon Footprint

risks and opportunities and performance against targets.

The disclosures contained within this TCFD report are compliant with the requirements under Chapter 2 of the FCA ESG Handbook.

TCFD Report 2022 04
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Industry Collaboration

Collaborative action is essential to successfully assess, mitigate, and manage the short- and
long-term impact of climate change. We are members of several industry groups committed
to driving action and support globally recognised frameworks and projects, including:

THE PURPOSE
OF FINANCE

INASSOCIATION WITH PIC

The Purpose of Finance

PIC founded a project called the
Purpose of Finance with the aim of
facilitating debate from a position of
support on how best to repair the
disconnect between society and
the financial services industry. The
project brings together policymakers,
regulators, people who work in
financial services and others to
tackle this deep-rooted problem.
This includes a wide-ranging debate
about how financial institutions can
focus on and be accountable for
their purpose. Since the project’s
inception, PIC has released
numerous Purpose of Finance
papers including:

e The Purpose of Finance
e The Purpose of Asset Management
e The Purpose of Stock Exchanges

Purpose of Finance podcast
topics include:

e How Can We Re-shape Financial
Markets to Create Fairer Capitalism?
e The Long-term Consequences
of Short-term Thinking
e The Changing World of
Stock Markets

Principles for
Responsible
Investment

=PRI

United Nations’ Principles for
Responsible Investment

(UNPRI)

PIC is a signatory to the UN PRI, as
are all of PIC’s key external asset
managers who help manage the
main public credit portfolio. As a
signatory to the UN PRI we are
committed to enacting the following
six principles, recognising that the
large majority of our investments
are in credit.

1. To incorporate ESG issues into
investment analysis and decision-
making processes

2. To be active owners and
incorporate ESG issues into our
ownership policies and practices

3. To seek appropriate disclosure on
ESG issues by the entities in which
we invest

4.To promote acceptance and
implementation of the Principles
within the investment industry

5. To work together to enhance
effectiveness in implementing
the Principles

6. To report on activities and
progress towards implementing
the Principles

Pension Insurance Corporation plc | TCFD Report 2022

iy SUSTAINABLE 7> &
 DEVELOPMENT \J % ALS

UN Sustainable Development
Goals (UN SDGs)

Also known as the Global Goals, the
UN SDGs were adopted by the United
Nations in 2015 as a universal call to
action to end poverty, protect the
planet, and ensure that by 2030

all people can enjoy peace and
prosperity. The 177 UN SDGs are
integrated as they recognise that
action in one area will affect
outcomes in others, and that
development must balance socidal,
economic and environmental
sustainability. PIC focuses on ten
goals that have relevance to our
business and purpose including goal
3 (Good Health and Well Being),

4 (Quality Education), 6 (Clean Water
and Sanitation), 7 (Affordable and
Clean Energy), 9 (Industry, Innovation
and Infrastructure), 10 (Reducing
Inequalities), 11 (Sustainable Cities
and Communities), 12 (Responsible
Consumption & Production), 13
(Climate Action), and 15 (Life on Landl).

i 9
B E
= '-"._“u___ 3=
s>

THE NET-ZERO ASSET
OWNER ALLIANCE

Net Zero Asset Owner Alliance
(NZAOA)

PIC is proud to be a member of the
NZAOA. The NZAOA was convened
by United Nations Environment
Programme and UN PRI in recognition
of the important role institutional
investors collectively have to play

in fostering the Net Zero transition
the world needs. Members

have committed:

1. To transitioning their investment
portfolios to Net Zero GHG
emissions by 2050 consistent with
a maximum temperature rise of
1.5°C above pre-industrial levels

2. To establishing intermediate
targets every five years and to
regularly report on progress

IABI

Association of British Insurers
(ABI) Climate Change Working
Group & Roadmap

PIC is an active participant in the ABI
Climate Change Working Group. The
ABI developed this working group in
partnership with Boston Consulting
Group, and the Climate Change
Roadmap has set industry targets
to address climate change and help
the UK reach Net Zero by 2050.

The ABI plan has several consumer-
facing elements alongside a host of
behind-the-scenes suggestions on
investment and underwriting. The
roadmap is reviewed and refreshed
every year in line with scientific
evidence to ensure it stays in line
with the Government’s Net Zero
2050 strategy. The ABI Climate
Change Work Group helps facilitate
the implementation of the Roadmap
by the industry.
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Governance.

PIC operates within the highly regulated insurance framework
and is authorised by the Prudential Regulation Authority (PRA)
and regulated by the Financial Conduct Authority (FCA) and PRA.
Strong governance of all risks, including those related to climate,

— % s Us to deliver our purpose while ensuring the stability of
1d investments.

07-08 Oversight of ESG and Climate Risk
09 Stewardship
10-11 Engagement
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Oversight of ESG and Climate Risk

PIC’s management of climate risk is incorporated into the Group’s overall approach to ESG matters. PIC
views climate risk as a cross-cutting risk for our business operations and stakeholders. A Board level ESG

Committee was established in September 2021, and is responsible for ensuring that the Board and its
Committees provide oversight in relation to the Group’s ESG strategy and activities.

ESG Committee responsibilities

The ESG Committee discharges it duties and
responsibilities in accordance with its terms
of reference. The ESG Committee provides
oversight and reviews matters within its
remit and considers recommendations from
executives and management. The ESG
Committee’s terms of reference permit

the Committee to:

1. Oversee the development of and make
recommendations to the Board regarding
the Group's ESG strategy;

2. Oversee the establishment and effective
implementation of ESG policies and codes
of practices, as well as monitor and review
their relevance, effectiveness and further
development;

3.Identify the relevant ESG matters that do,
or are likely to, affect the operation of the
Group and/or its strategy;

4.Ensure that the Group monitors and reviews
current and emerging ESG trends, relevant
international standards, and legislative
requirements, and identify how these are
likely to impact on the strategy, operations
and reputation of the Group. As well as
determine whether and how these are
incorporated into the Group’s ESG policies
and objectives;

5. Set appropriate strategic goals, targets and
ongoing monitoring and reporting of ESG
related matters and KPlIs;

6. Work in conjunction with the other Board
Committees to oversee the identification
and mitigation of ESG risks and the
identification of ESG opportunities;

Pension Insurance Corporation plc | TCFD Report 2022

7. Make recommendations to the Board in
respect of required resourcing and funding
of ESG-related activities, and on behalf of
the Board, oversee the deployment and
control of any resources or funds;

8.Oversee the Group's engagement with its
broader stakeholder community; and

9. Ensure that the Group provides appropriate
information and is transparent regarding its
ESG related policies with the investment
community.

The ESG Committee includes five Non-
Executive Directors who also serve as Chairs
for PIC’s other Board level committees,
including the Audit, Investment and
Origination, Nomination, Remuneration, and
Risk Committees. The ESG Committee works
closely with the Board and other committees
to oversee the identification and mitigation
of ESG risks, including climate risks, as well

as evaluate ESG opportunities. The ESG
Committee currently meets on a quarterly
basis at a minimum. In Q4 2022, PIC's new
Chairman David Weymouth took over the role
of Chairman of the ESG Committee from our
previous Chairman, Jon Aisbitt.

Corporate governance structure
@® Board Committee

@ Management Committee

@ Operational level

Audit
Committee

|

ESG
Committee

Investment
and
Origination
Committee

Risk
Committee

Nomination
Committee

Remuneration
Committee

Executive
Committee

ESG

Oversight
Forum
(monthly)

ESG
Engagement
Forum
(quarterly)

All employees are

invited to this forum

Diversity
and Inclusion
Forum

Charity
Committee
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Oversight of Climate Risk continued

ESG responsibilities

Accountability for integrating ESG throughout
our investment strategy sits with the Chief
Investment Officer, while the Chief Risk Officer
is responsible for the climate change risk
framework and general oversight of climate
change risks. Several members of the PIC
Executive Committee have ESG Business
Function objectives, and each relevant
member is asked to specify detailed KPIs
based on their roles and responsibilities
within the organisation. Three members of
the Executive Committee also sit on the
management-led ESG Oversight Forum,
formed in 2021 and comprised of 15 members
in total, which meets monthly to discuss
ESG-related issues and embed ESG across
the business.

The Head of Responsible Investing, who Chairs
the ESG Oversight Forum, coordinates ESG
efforts across the business and integrates ESG
into the overall investment strategy. The Head
of Responsible Investing also updates the ESG
Committee at the quarterly meeting on items
such as PIC's ESG strategic positioning, ESG
risks in the portfolio and progress towards
climate commitments. More information about
our governance structure can be found in our
ESG Policy. The Responsible Investing team
now comprises of three full time individuals
and is part of the Investment Team.

Employees are informed of climate-related
progress and updates via the quarterly ESG
Engagement Forum. External stakeholders
are updated on the strategy via our public
reporting, including the Annual Report and
Accounts, our ESG report and this annual
TCFD report.

Pension Insurance Corporation plc | TCFD Report 2022

ESG Committee activities during 2022
In 2022, one of the ESG Committee priorities
was to focus on PIC's strategic positioning
toward climate change and the actions we
are taking to achieve our Net Zero goals. Some
of the Committee’s activities are listed below:

e Considered a number of company policies
that are vital to achieving the company’s
climate goals;

e Reviewed PIC's Transition Timeline, including
the proposed actions to decarbonise the
investment portfolios;

e Reviewed and challenged the proposed
methodology, targets, and ambitions of the
transition approach before it was supported
for approval by the Investment and
Origination Committee (IOC) in
September 2022; and

e Supported the development of PIC’s
entity-level Sustainability Strategy and ESG
policy, which were approved by the Board in
September and October 2022, respectively.

ClO and CRO climate-related

business objectives

Rob Groves, the Chief Investment Officer
at PIC, has objectives to ensure the
integration of ESG factors alongside
financial factors in the investment
decision making process. This is
measured through KPIs such as:

e Meeting Net Zero commitments and
transition strategy actions

e Establishing ESG integration frameworks
for all asset and sub-asset classes

Giles Fairhead, the Chief Risk Officer at PIC,
also has as objectives to own the
approach to climate risk management and
embed this throughout the organisation.

v&‘

The risks posed by climate
change are very clear. At PIC,
we believe that action is needed
to ensure an orderly transition
to Net Zero. We have therefore
set our own Net Zero targets
and continue to integrate
climate actions throughout

our investment strategy. We are
a long-term business and firmly
believe that companies that
integrate sustainability within
their business strategy are best
placed to deliver long-term
value, but it is also the right
thing to do for our planet and
our future.”

David Weymouth
Chairman,
PIC

Q

Case study:

Establishing PIC's
Transition Timeline

In 2022, PIC developed a Transition Timeline
to ensure that we meet our climate
commitments. The ESG Oversight Forum,
alongside the Investment Team, was
responsible for ensuring various parts of the
portfolio were included in the Transition
Timeline proposed activities. The group shared
relevant quantitative metrics which formed
baseline parameters for our public credit
holdings, which are now used when
considering the climate implications of
investment decisions. These include metrics
on an investment’s carbon intensity, implied
temperature rises or downward trends, as
well as forward-looking metrics such as a
company'’s alignment to the Paris Agreement
and carbon transition scores. For our private
sector holdings, we have focused our strategy
on enhancing the robustness of our carbon
estimates and attaining a higher quality level
of data. The timeframe for executing the
timeline was supported by the Board level ESG
Committee and approved by the Board's
Investment and Origination Committee.
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Stewardship

Responsible stewards of the
capital we invest.

PIC sees value in setting high stewardship standards when investing and this is
key to PIC's purpose, business strategy and investments.

PIC has a standalone Stewardship Policy
which is aligned with our investment process,
wider business purpose and philosophy.

The Stewardship Policy applies to all our
investments across public credit and private
debt. Our stewardship activities are executed
either directly by PIC or indirectly via our key
managers.

Our Stewardship Policy is updated on an

annual basis, or more frequently if required,

and any changes to policies are approved

by the Board’s Investment and Origination
Committee. Our Stewardship policy can be

found on our website www.pensioncorporation.com

Pension Insurance Corporation plc | TCFD Report 2022 09
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Engagement

Engagement is an integral part of our approach to ESG to help ensure that
short-, medium- and long-term climate risks have been accounted for within
the issuer’s operations, as any climate risk may influence an investee’s ability

to meet its financial obligations. Across the company, we have proactively
increased engagement across our portfolio by communicating our expectations
to external managers and focusing on specific ESG issues, including climate-

related risks.

We are pleased to share that we exceeded our
climate-related engagement target in 2022 of
engaging with 20 counterparties in the most
carbon intensive sectors of our portfolio. With
the help of our external managers, over 50
climate-specific engagements were held with
over 35 different portfolio companies within
carbon intensive sectors such as Utilities, Basic
Materials, Industrials and Energy.

For our private market investments, we
engage directly with organisations both at
the point of capital raise and during the tenure
of the investment. We expect our investee
companies to respond to our engagement
requests and to openly discuss any concerns.
Our credit analysts try to include ESG topics
into all direct discussions with companies and
record the details and outcomes of the
engagement on our newly formed
Engagement Platform.

Climate-related topics discussed both via
managers and directly during 2022 include:

Climate alignment and strategy
Decarbonising and minimising emissions

Net Zero and climate-relevant commitments
Transition plans and timeframes to meet
climate commitments

Climate risk and oversight

Pension Insurance Corporation plc | TCFD Report 2022

e Disclosures and reporting of carbon
emission metrics

e Transparency around year-on-year progress
against climate commitments

e Carbon efficiency of real estate assets

e Circular economy

e Pollution and waste

Engagement strategy - 2023 roll out
During 2022, PIC received Board-level
support for a two-year engagement strategy
which includes engagement targets across
‘B’ & 'S’ topics through four specific
engagement channels:

Directly by our credit analysts

Outsourced investments engagements via

our key external managers

e Engagements assisted by selected third
parties for specialty asset classes

e Collaborative engagement initiatives

A key part of our engagement strategy will

be to measure progress year-on-year of our
portfolio companies on the agreed topics and
desired outcomes. Our Engagement Platform is
available to our investment teams and will act
as a central database for engagement records
including measured outcomes and tracked
progress. For example, a successful outcome
would be if a company makes climate
disclosures in line with our expectations,

reduces its carbon intensity in a meaningful
way or implements certain recommended
energy efficiency measures. We are rolling out
our engagement strategy at the beginning of
2023, and we look forward to providing an
update in next year’'s TCFD report.

Working with our key external managers
PIC works with asset managers to help
manage a portion of our portfolio. We have
Investment Management Agreements in place
that outline their investment mandates and
govern the stated objectives. We have a
dedicated member of the Public Credit Team
who closely manages the liquid credit external
manager relationships and the portfolios

they manage on our behalf. We also have
important manager relationships within

our private credit and our Diversified Capital
Fund. The relevant PIC teams meet with the
managers monthly to review the portfolio and
investment universe. ESG and stewardship
activities are discussed on a quarterly basis,
including what climate issues the managers
have engaged with investee companies on
and any material outcomes. We require
bespoke reports from our managers quarterly,
which includes climate disclosure summaries.
On occasion we have asked our managers for
follow up calls with their analysts on certain
high risk or controversial areas in their reports.

Schroders
Q

Case study:

Working with Schroders
to better understand
transition plans

We have worked with Schroders, one of
our key external managers within the
public corporate credit portfolio, to
engage with investee companies on

ESG topics, including a company'’s
transition to Net Zero and approach to
decarbonisation. Schroders takes action
to understand how investments are
adequately prepared for the risk climate
change poses and will interrogate the
ambition level of a company’s transition
plan, governance processes, progress
and performance measurements, as well
as any risks or uncertainties around their
proposed actions. Schroders also uses
proprietary research to identify global
and sector relevant transition plan trends,
and we will increasingly use these insights
to inform our own direct engagements.

10
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Q

Case study:
Discussion on our
outlook for oil with
Schroder analysts

We discussed the outlook of oil across
our portfolio with Schroders Oil & Gas
analyst to assess how comfortable
we were with our exposure. The
discussion reinforced our view that
we did not want to hold a significant
weight in the oil sector and where we
did have exposure, to ensure it was of
a short- or mid-term duration.
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Q

Case study:

Supporting burgeoning
green agendain

South America

with JP Morgan

We had an in-depth discussion with
JP Morgan about their interaction with
the Chilean government on a green
bond that was being issued and we
were looking to invest. The Chilean
government has enhanced its green
bond framework as well as applied
strict governance over the use of
proceeds. We were encouraged

by the wider efforts the Chilean
government is taking, such as
publishing ‘the Climate Act’ which
includes a binding goal of Net Zero
emissions by 2050 and follows IPCC
recommendations. As a result, we
went forwards with the green

bond investment.

Stewardship escalation policy

Itis crucial to escalate stewardship activities
where engagement or influence does not
prove effective. Our Stewardship Policy
specifies that if improvements by issuers

are not made despite multiple engagement
efforts within a period of 18 months, we

and our asset managers will consider forms
of escalation. We require that our asset
managers escalate the ESG concernin a
proactive and effective way and they are
mandated to report back any new information
or evidence to PIC.

We will also consider escalating a matter by
collaboration with groups such as the ABI's
Climate Change group or NZAOA engagement
groups. Divestment will be considered if
escalation measures have not been
successful, as we believe divestment in
isolation will not solve the global, long-term
climate change challenges we face.

Collaborative engagements

Solvency Il reform

PIC values the importance of working closely
with policymakers and regulators, as well as
our industry and society more generally, to
manage risks and maintain an open, proactive
dialogue. We actively participate in public
policy debates affecting the financial services
sector and wider economy.

We responded to the Treasury’s call for
evidence on Solvency Il reform, as well as the
future regulatory framework and subsequently
participated in the PRA's review of Solvency II.
We are supportive of reform that incentivises
tens of billions of pounds of long-term
investment into the levelling-up agenda and
the race to Net Zero, whilst maintaining strong
policyholder protection.

UN PRI

PIC has been a signatory to the UN PRI since
2019, and from 2021 we have required all
external asset managers who manage a
segregated mandate on our behalf to also
be signatories to the UN PRI. All our managers
have maintained an A+ or equivalent rating.

We have also joined a group of 120 investors
within a UN PRI-led collaborative engagement
whose objective is to engage on Social and
Human Rights related issues mostly within the
metals and mining, utilities and renewables
sectors. We were particularly drawn to this
collaborative engagement given the need for
a just transition. Most industry engagements
with high emitting sectors are focused on
environmental issues, which certainly have
their merit. However, we feel that outcomes
on these engagements, even if positive, should
not be at the expense of social factors. We
will be one of six participating investors

within a small group and given a focus list

of companies to engage with. We look forward
to starting this engagement in 2023.
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PIC’s Sustainability Strategy

In 2022, PIC launched its firm-wide sustainability strategy, which aims to create
long-term value as we fulfil our purpose, and subsequently leads to sustainable
benefits for the economy, the environment, society and all our stakeholders.

Defining and launching our sustainability
strategy has helped us articulate the key aims,
principles and areas of focus across our key
stakeholders - including the people who rely
on us. Our mission through communicating this
strategy is to give our pension partners,
policyholders and employees a sense of
community and engagement as we all continue
to transition to a more green and sustainable
way of working.

We recognise that asset owners have a
responsibility to be drivers of long-term
change, and this includes mitigating climate
change through responsible business and
investment practices. Our sustainability
strategy helps align PIC's company-wide
sustainability efforts with our sustainable
investments, including setting the long-term
goal to create social value and a transition to
a low carbon economy.

As part of our sustainability strategy, we seek
to invest in climate positive solutions, such as
green energy innovations and regeneration
projects that transform high emitting
brownfield assets to green alternatives. We
have also implemented investment restrictions
across coal and oil sectors and have set
targets to be carbon neutral in our operations
by 2025 and for our investment portfolio to be
Net Zero by 2050.
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PIC’s sustainability strategy

Long term sustainable business
e Prioritising policyholder security
and service
e Robust governance process
and oversight
e Inclusive and diverse workforce

Protecting the environment
e Funding the transition to a low
carbon economy
e Aiming for Net Zero
e Avoiding some of the highest emitting
sectors (such as coal and tar sands)

Creating long term
value as we fulfil
our purpose

Sustainable, safe and inclusive

communities
e Investing across the UK to provide
essential services

e Providing local employment and skills
development opportunities
e Financial and non-financial
charity support

Responsible investor
e Using our influence as investors to
drive change
e Active member of the Responsible
Investing Industry
e Integration of ESG in our
investment process

See our ESG report for more detail
WWW.pensioncorporation.com
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PIC’s Responsible Investment Approach

Our philosophy and approach

Given the purpose of PIC is to pay the pensions PIC’s responsible investment approach
of our current and future policyholders, it is

our responsibility to protect our investment
portfolio from the impact of all types of risks.
ESG risks and opportunities have always been
an inherent part of PIC’s approach to assessing
the suitability of long-term investments. We . .
recognise that environmental factors and RQSpOﬂSlble investor
issues, specifically climate change, have social
and financial implications across all time
horizons. We are committed to reducing the
carbon intensity of our portfolio by transitioning
our investments towards companies and

projects that contribute to aless carbon- PIC POthOlIO

intensive economy.

PIC’s investment time horizons
Given the long-term nature of our

liabilities, we must set appropriate £ ESG | ESG reporting : . Stewardship& Inc?u.stry ‘ B o
time frames that provide secure and : . . it Managerbespoke i Engagement S participant: b imate Change i
stable cash flows that can pay our ] Integration D quarterly ESG Standalone UN PRI signatory, Net ;i decarbonisation to Net :
policyholders over multiple decades. ¢ Withinallinvestment : : reporting, yearly PIC Stewardship Policy, & ¢ Zero Asset Owners 1 : Zero, TCFD reporting,
As a result, we define our investment processesincluding i i ESGreport TCFD,UN : ! Engagement strotegl ¢ ¢ Alliance member, ABI ! Climate Risk
timeframes as: 1 within manager ! PRI transparency . £ datab Yoo Climate Change ! 1 management, Climate

] selection p report, Net Zero i ngggoirﬁfgltolgﬁfgrrgse b Working Group L scenario testing
Short-term 0 -7 years ; Progress Report participant ;
Mid-term 7 - 15 years
Long-term 15+ years
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PIC’s Responsible Investment Approach continued

ESG integration

We ensure that ESG factors are considered across our direct and indirect
investments, and this starts with due diligence and manager selection.

Internally managed investments

PIC manages a portion of its public credit
portfolio internally, as well as most of its
private credit portfolio. In both cases, ESG is
considered at the early stages of the credit
analysis and investment process. Our analysts
engage directly with the management of
underlying companies to understand their
ESG capabilities, competencies and resiliance,
especially as data is less readily available in the
private portfolio due to the nature of these
investments. We have developed sector
specific questionnaires which are now used in
our due diligence process to understand the
potential risks facing the businesses. So far, our
due diligence questionnaires incorporate ESG
factors for the following sectors: Real Estate,
Student Accommodation, Infrastructure,
Utilities, Housing Associations, Education, and
Not for Profit. These highlicht ESG-specific risks
or opportunities, including climate, that should
be considered as part of the investment
proposal, internal risk ratings and ultimately
the final bid price.

We invest for the long-term, so the investment
team is responsible for identifying forward-
looking material environmental risks and liaising
with our Head of Responsible Investing about
any concerns. We also integrate MSCI Climate
Data into our investment decisions. We apply
a set of climate-related parameters to flag
investments that should be avoided given
their climate position. This climate position is
influenced by factors such as GHG emissions,
commitments to decarbonise, as well as
forecasted competitiveness in a low

carbon economy.
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In terms of assessing publicly listed corporate
credit, we work with our credit analysts to
conduct a detailed risk assessment across our
credit-investment decisions. We also work with
Sustainalytics to rate industry risks.! They
provide us with an Average Exposure Score,
which is their view of the total ESG risks in that
sector, and an Average Manageable Risk score,
which is their view of what portion can be
managed and therefore how resilient the
company is to the sector exposure. Our
analysts then apply their own analysis to
Sustainalytics’ management score, which

acts as an assessment of the firm’s capability
to manage the identified sector risks. These
findings guide us when setting lending
timeframes for investees, as depicted

in the following graph.

PIC’s propriety ESG assessment at a glance

Low

ESG term risk (manageable risk in sector)
Mid

High

Bad Average Good
ESG management competency

Outsourced investments

via managers

The management of the remaining portion
of our public credit portfolio and selected
mandates within our private credit portfolio
is outsourced to external managers. Climate
risks are integrated at the very beginning of
our process whereby managers’ ESG and
sustainability capabilities, resources, and
track record are assessed within our selection
process and on an on-going basis. It is
important that the managers who run our
portfolios are good stewards of our capital

as they indirectly represent PIC through their
stewardship actions with companies invested
into on our behalf. Through these working
relationships, we leverage their capabilities
and are often able to apply their knowledge to
some of our internally-managed investments.

nomies | sustainaytics MSC £

1 Neither Sustainalytics nor its content providers are
responsible for any damages or losses arising from any use

of this information and use is subject to conditions available

at https://www.sustainalytics.com/legal-disclaimers/.

| am incredibly proud of the
progress PIC has made over the
last two years in integrating
climate risk and steering capital
towards assets alighed with our
Net Zero commitment. As an asset
owner, we have a responsibility to
ensure the long-term value of our
investments is protected, which

is why ESG and climate change
form an important part of our
corporate and investment
approach. There is always more
progress to be made and | am
looking forward to continuing

to develop our responsible
investment strategy.”

Cléo Fitzsimons
Head of Responsible Investing,
PIC
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Applying our Responsible Investment Strategy Across
our Real Estate Portfolio.

One of the major challenges of the Net Zero
transition is the built environment, and the
value of our real estate portfolio is reliant on its
ability to adapt to the changing environmental
conditions and ultimately contribute to a low
carbon economy. PIC is committed to helping
the property sector transition to be more
environmentally friendly as we consider this a
forward-looking investment opportunity and
the right thing to do for our society.

To support this commitment, last year we
strengthened our environmental design and
construction standards across our real estate
portfolio. We partnered with Buro Happold,
built environment consultants, to bolster our
due diligence process and have created an
in-depth ESG due diligence assessment that
we use to benchmark all incoming real estate
investments against.
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Real estate due diligence approach

An important part of this assessment includes
a deep dive analysis into environmental topics
impacting this sector, including climate change
mitigation and adaptation. We review a range
of environmental and climate-related risks and
opportunities as part of our process when
considering asset selection, acquisition,

and development.

We have set minimum ESG Baseline Credentials
that go above and beyond current regulatory
standards. The key environmental metrics we
measure include climate change, ground
flooding, construction, energy in-use and
embodied carbon. Through our due dilisgence
process we allocate a Net Zero carbon rating
to each project using relevant KPIs such as:

Embodied emissions

Net Zero carbon in construction
Offsetting

EPC rating of building

Percentage carbon reduction
Modelling undertaken

Percentage demand from electricity
On-site energy generation
Renewable energy procurement

The Net Zero carbon rating is.then combined
with a range of other ESG rating themes to form
anoverall ESG rating for the project. So far, we
have assessed the majority of our existing real
estate investments and we are planning on
working with all our investments to achieve

a minimum baseline score of B, which is two
ratings below the top score of A+ as depicted

in the following graph.

ESG real estate scorecard

Themes Number of Metrics/KPIs Key

Net zero carbon [N
Biodiversity and Ecology [N
climate change [N
Materials and Circular Economy [N

Health & Wellbeing

. Environmental
Social

Governance/
Management

Social Value
Policy

Monitoring

.... . D rated: Regulation

C rated: Planning policy
B rated: Good practice

A rating: Best practice

. A+ rating: Pioneering

Themes

Metrics/KPls
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PIC’s Responsible Investment Approach continued

Q

Case study:

Championing Brownfield
Site Development at
Miller's Quay

We also value the importance of investing in
brownfield site developments to reduce ‘urban
spraw!l’ and leave greenfield and rural areas
intact. An example is our £130 million
investment in the Miller's Quay residential
development. The cornerstone project in the
largest regeneration project in the UK, which
will kickstart the broader development of Peel
L&P’s Wirral Water scheme, a 500-acre
brownfield site and former dockland.

Energy efficient and low carbon technologies
are embedded throughout the design,
including solar power systems and air source

heat pumps to reduce carbon emissions. Case study:
Miller’'s Quay will also be surrounded by parks, .
green spaces, dockside walkways and cycle FIrSt Street quCheSter
routes, so residents will have access to cycling a Net Zero Investment
f;?jLOCQeGIgzconlliif(jcglcjlZfiglr?.lijgg:ﬁgsgalg;rEO acre brownfield site We opplied this due diligence process to A To meet the project’s Net Zero target qnq
cleliere e Ui le e clokre s the First Street Manchester project, an olfflce achieve a Iow cctrbon‘ footprint, the building
olace toldirect sUrface walter aned mitigate development let to the UK Goverrjment S has been designed with the following features:
climate risks. Drainage solutions include the Deportmght & leveling Ly Heusing eine ) .
e g Co‘mm‘un‘ltles‘ The de\{elopment plans for e A solid fagcade to reduce SO|‘OI’ gain and ‘
planting and fres pits deslsnedrto thls bU|Id|.ng will allow it to bgcome Net Zero redgge engrgy de'mqnd for internal cooling;
accommodate a one in 100-year storm in operot|onA, ondAour due d|l|g§nce process ° Addmonal insulation in the facade to

’ trees planted awarded this project an ‘A’ rating. We improve the thermal performance of the
R eeften, ol e fes aerss dhe i Qetermined thot Fhe projept megts our building and reduce heqting losses; qnd
Waters reglenerotion project, including Miller’s |nvestm¢nt ;rlter|o and aligns with our ° Noturol open ponel yent|lot|on by using
Bl Gl el e ochie\l/e BREEAM respo‘n5|ble investment strotegy, so opemhg panels within the facade and
“Exce,llent“ standards. These sites are also have invested nearly £105 million in reo!ucmg the Qnergy requirement of the
reepiad 6 pUt I pleee Sanles i blo- the development. office ventilation system.
diversity improvements, and so far, more than
1,600 trees have already been planted.
Following our due diligence practices, we
awarded this site a ‘B’ rating. The scheme
was awarded the ‘Deal of the Year’ Award .

invested

at Insider’s North West Residential Property
Awards in January 2023.
Pension Insurance Corporation plc | TCFD Report 2022 17
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Scenario Testing

In 2022 we performed a Climate Change Stress
and Scenario Test (SST) to identify our asset
classes most materially exposed to climate
risks and qualitatively understand how they
may be impacted. The Climate Financial Risk
Forum (CFRF) Narrative Tool was used to apply
the Network for Greening the Financial System
Scenarios (NGFS) of Orderly Transition;
Disorderly Transition; and Hot House on our
business and investment portfolio exposures.

Network for Greening the Financial System Scenarios

High

Disorderly Too little, too late

The output of the assessment highlishted
that our highest risk exposures are within
the investment portfolio, as opposed to our
liability exposure. The latter is likely to be
neutral or slightly positive in the majority of
climate scenarios. Our three highest sectoral Delayed
risk exposures on a materiality basis were transition
linked to consumer products, transport and
utility sectors. Further understanding these
exposures has assisted in developing our risk
appetite statements and risk identification.
The qualitative information provided has
helped us define areas of focus for climate-
related SST in the future and developing this
further is a priority for PIC in 2023. Net Zero 2050

O
We were also able to assess our US Municipal (1'5 C)
Bond portfolio exposure to various climate Below 2°C
scenarios through a proprietary tool created
by Wellington Management, who manage lici
a segregated mandate on our behalf. An B
example of the assessment performed is
found in our Risk Management section (pg. 29)
where a map helps visualise geographic
locations with higher climate risk exposure.

Divergent Net
Zero (1.5°C)

Transition risks

Current

(o] [.[-11)Y Hot house world

Low

Low High
Physical risks

Source: Climate Financial Risk Forum Guide 2021: Scenario Analysis (fca.org.uk)
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Our Sustainable Assets

Supporting a just transition PIC’s total investments in
We believe that careful consideration sustainable assets

needs to be made to ensure that positive

environmental impacts are not made at

the expense of negative social impact. We

support ajust transition and our responsible
investment strategy attempts to maximise
investments in climate action opportunities,
while attempting to avoid or minimise any
negative social externality.

£10.3bn

To fully understand the relative environmental
and social impact of our investments, we
discuss each asset on a case-by-case basis
across multiple groups, including within the
ESG Oversight Forum, Credit Committee and
Investment Committee. We focus on the total

! ; ‘ B Housing Associations/Social Housing 21%
net social or environmental benefit created v -
. . o ) B Regulated Utilities (Water, Electric
including carbon emissions saved, jobs and 21%

- - ; ) and Gas) o

apprenticeships created, and the wider social - .
value of the investment. An example of this Education 18%
is the inclusion of ‘Regulated Utilities’ in our B Healthcare 12%
Sustainable Assets categorisation. Although I Renewable Energy 10%

this sector can be relatively carbon intensive,

. . . . Municipals (education, health, social
it also plays a vital role in providing the

basi ” f heat and electricit activities, local authorities) 7%
asic necessities of heat and electricity - .
to households. M Not for profit 5%
M Green or Sustainable buildings

At the end of 2022, PIC had £10.3 billion assets including Build-To-Rent 3%
categorised as ‘Sustainable Assets’ and each Sustainable Transport 2%
year we evaluate how these assets help to B Project Finance (funding

create positive impact, such as for the sustainable initiatives) 1%

environment and the communities in which
the company operates. This includes assessing
how a company promotes economic growth,
environmental care, and social well-being
objectives. We also map the impact created
by our Sustainable Assets to the UN SDGs, as
we believe a sustainable company’s business
model must be meaningfully linked to solving
one or more of the UN SDGs, and demonstrate
positive ESG credentials, such as a reduction in
GHG emissions.

Pension Insurance Corporation plc | TCFD Report 2022 19
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Our Sustainable Assets continued

Emissions avoided through our
£1billion renewable energy portfolio

As of 31st December 2022, our renewable
energy portfolio was valued at c.£1 billion.
Investments in the portfolio include UK
offshore wind projects as well as solar assets.
Given the large size of investments PIC makes
in renewables, we often have to look outside
of the UK to find projects with large enough
funding requirements and demand. As a result,
we have frequently helped finance a number
of solar projects in Spain.

During 2022, our c.£1 billion renewable
portfolio provided enough power to heat
approximately 45,500 UK homes. At the

same time, this investment, assuming it would
otherwise have been invested in a traditional
fossil fuel, helped avoid 152,421 tons CO.e from
being emitted into the atmosphere. This is the
equivalent of taking almost 100,000 petrol
engine cars off the road for a year!

1 Avoided emissions calculated using a GHG conversion
factor from BEIS/DEFRA, average car mileage from Average
Car Mileage UK (2023) | NimbleFins and a UK household
figure based on the domestic emissions and number of
households for each local authority in the UK, from the UK
Government’s Office of National Statistics.
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Incorporating ESG objectives and
climate reporting into a private

lending covenant

In October 2022, PIC completed a £102 million
debt financing deal to support the delivery of
new rolling stock to Corelink Rail Infrastructure
Ltd, which included two new electric multiple
unit fleets and one new diesel multiple unit
fleet. The two new electric rail fleets are being
built to help the UK'’s rail system transition
towards an energy efficiency rail service,

as the optimised fleet of electric trains will
produce significantly lower levels of noise

and exhaust gas pollution. The transaction
represents PIC's first rolling stock infrastructure
deal. The trains will be leased to the West
Midlands rail services. As part of the
investment, Corelink has committed to
ongoing reporting on a comprehensive list of
ESG criteria which will allow us to better track
the environmental and social impact of our
investment portfolio.

QO

Sustainability-linked private
placement into Umicore

In November 2022, PIC invested €57 million
into a 12-year sustainability-linked private
placement with Umicore, a leading
multinational sustainable technology
company. Umicore specialises in recycling
metal-based materials and has very high
standards and a strong sustainability track
record. Umicore's operations are divided
into three segments:

1. Catalysis: development and production of
catalyst formulations and systems used to
abate harmful emissions from combustion
engines, for use in fuel cells and chemical
and life science applications

2. Energy and surface technologies:
development and production of materials
that power rechargeable lithium-ion
batteries and enable the transition to
electromobility

3. Recycling: recovery of precious and other
metals from a wide range of waste streams
and industrial residues

Umicore has committed to achieving Net Zero
GHG emissions by 2035, with intermediate
milestones of a 20% reduction by 2025 and
50% reduction by 2030 versus a 2019 baseline.
The company has also established a
sustainability framework which these targets
are based upon, and the sustainability-linked
feature of this issuance has a coupon
adjustment if the company’s Sustainability
Performance Targets are not achieved.

13 CLIMATE
ACTION

)

-

Safeguarding nature for years
to come

PIC has a meaningful and longstanding
investment in The National Trust — one of

the UK's largest charities and Europe’s largest
conservation body. PIC lent £100 million to the
Trust in 2018, structured as two tranches of
£50 million, with the first having been paid in
2020 and the second being drawn last year

in 2022 to match the Trust's requirements.
The debt is long-term and matures in 2063,
enabling the funds to be used strategically to
maintain and invest in existing heritage assets
and conservation. The National Trust is one of
the most respected, trusted and recognised
charitable brands in the UK, it was founded

in 1895 by three people with the aim of
protecting the UK’s heritage and open

spaces for everyone to enjoy.
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Investment restrictions:

Given the long-term nature of our investments
and the increasingly tight parameters that
regulate our industry, we have given careful
consideration to how we implement
investment restrictions coupled with
engagement practices. Therefore,

we have imposed the following
climate-related restrictions:

e Coal extraction and burning and Tar Sands:
No new purchases in companies that derive
more than 10% of turnover from coal
extraction and burning, and Tar Sands.

We aim to divest from all of our holdings
breaching the 10% limit in these areas
by 2025.

e Oil sector: No new purchases in companies
in this sector, including exploration and
production, drilling and field services. We are
committed to divesting from these holdings
over time. Since putting this restriction in
place, we have sold over £500 million of our
oil and gas holdings so that this sector now
represents less than 1% of our portfolio.
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In 2022, we tightened the wording specifically
around coal exclusion within our Investment
Management Agreements (IMAs) and

performed an intensive review of any portfolio

holdings that broke this threshold. We have
put the following process in place for our
managers to engage with a company that
does not comply with our coal and Tar Sands
investment restrictions:

1. Engage directly in-person or over the phone
with those companies who could credibly
make the 2025 deadline and continue to
encourage dismantling or divesting of
coal assets

2. Sell any assets whereby the company
management was not willing to engage on
the topic of decreasing their coal holdings

3.Sell any assets that do not have a credible
plan to meet our threshold

In 2021, we sold several portfolio holdings
that were unable to align with our 10% coal
threshold by 2025 and we entered 2022 with
only a handful of portfolio holdings which had
some coal exposure. From those companies
we have engaged with four of them over

the course of last year. All except one have
credible plans in place that should align them
with our 2025 target, and in many cases the
company no longer has any coal exposure.

Coal policy in action

o}

Case study:
At the start of 2022, we identified that
our holding in Anglo American’s EUR
10-year bond met our coal investment
criteria as the company was on track
to derive less than 10% of their
revenue from coal by 2025,

and the company has specific
decarbonisation plans in place.

However, because of the ongoing war
in Ukraine and the subsequent spike in
coal prices, Anglo American’s revenue
from steelmaking coal in H1 2022 was
c.11%. As a result, and in line with our
policy, we have not invested further in
this company. This case was brought
to the ESG Oversight Forum for
discussion as it was identified that the
company does exhibit credible plans
to continue to decrease its coal
exposure. It was agreed that we
should not buy new holdings, but

we could keep our existing ones and
monitor the situation as we progress
towards our 2025 deadline.

Key Initiatives

Metrics and Targets for 2023

Q,

Case study:

We were presented with the
opportunity to invest in a Comision
Federal de Electricidad Bond issued
by the government in Mexico. As part
of our due diligence, we consulted our
partner analyst JP Morgan to assess
the bond. Even though the bond'’s
revenue exposure from coal was
below our 10% parameter, we decided
not to invest as the company did not
have ambitious or proactive plans to
decarbonise any further and did not
align with our decarbonisation
investment objectives.
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Corporate Initiatives

Effectively managing climate risk starts with long-term commitments which must be matched by
our business operations and actions. We are making a series of small changes to our behaviour to
realise our ambitious targets. These help promote awareness of climate change across the firm
and improve our environmental performance. We are proud of the strong climate engagement

of our employees, who also share our values for sustainable change. Our Head of Responsible
Investing hosts a quarterly company-wide ESG Engagement Forum to ensure all employees are
kept abreast of PIC’s ESG and climate initiatives.

To raise awareness of the implications of climate change and improve our sustainability
credentials we have taken the following actions

U %)
S

No single-use plastic utensils in Increased number of recycling bins,

kitchen areas since 2021 strategically located across each floor
NP -

Use of energy-efficient LED lights Switch off air conditioning during

throughout our office space evenings and weekends

Pension Insurance Corporation plc | TCFD Report 2022

Risk Management Metrics and Targets

FSE

Use of Forest Stewardship Council
(FSC) certified paper in our
‘follow-me’ printers

Partnered with a charity to hold a
conservation management day on
Hampstead Heath for PIC employees

Key Initiatives

for 2023
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@ Risk Management.

Delivering on our purpose requires sound risk management
and a strategy that builds climate resilience through
investments with a lasting positive impact for current
and future generations. As a part of this, PIC continued
to embed climate change risks into our overarchlng rlsk
appetite framework in 2022.

24-27 PIC's Enterprise Risk
Management Approach

28-29 Our Approach to Climate-Risk
Assessment

30 Managing Climate-related Risks

31 Climate Risk Developments
and Roadmap
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PIC’s Enterprise Risk Management Approach

In our strategy section of this report (pgs. 12-22), we have set out our Net Zero activities and
sustainability ambitions that support the management of climate risks. Executing an effective
sustainability strategy, coupled with our sound risk management practices, means we are able
to manage our exposure to the physical and transition risks associated with climate change.

Our Enterprise Risk Management (ERM)
Framework is designed to support our business
ambitions and includes the following core
objectives:

e To set out the risks that we are able, and
willing, to accept and give PIC sustainable
returns that pay our policyholders. While
also identifying risks which may damage
our business, and therefore require close
management and mitigation;

e To ensure we have appropriate capital to
deliver our strategy and remain resilient
through periods of stress;

e To provide a framework within which
authority for taking risks can be
appropriately delegated and controlled
throughout the organisation. This enables
the Board to draw assurance that the risks
to which we are exposed are being
appropriately identified, managed and
where necessary minimised; and

e To ensure we remain forward-thinking
in assessing what could happen to the
business and what actions could be taken
now and/or in the circumstances to manage
or mitigate the risks.
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Within the ERM Framework, we have a risk
management cycle and Risk Taxonomy that
help the business assess the sufficiency of our
financial resources, the effectiveness and
resiliency of our operations, and the ability to
meet external expectations. The framework
defines a consistent approach to managing all
risks. Our work has defined climate change as
a cross-cutting risk, meaning that climate
change related impacts will drive risk events
in our current risk profile.

Our forward-looking approach to managing
climate change risks focuses on resilience
across a range of potential climate-related
outcomes. Our overarching ERM approach
helps us to deliver on PIC’s strategic objectives
to drive long-term value growth, be a
responsible corporate citizen, and develop

a secure and sustainable business.

E: Sound risk
management is
fundamental to
meeting our
obligations to our
policyholders now and
in the future. Therisks
which come from
climate change and
the transition to
sustainable energy
use cut across our
operations and
investments. We wiill
continue to evolve our
approach to
monitoring and
managing climate risk
as the industry’s
understanding of the
risks develops.”

Sally Bridgeland

Chair of the Board Risk
Committee

PIC
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PIC’s Enterprise Risk Management Approach continued

Risk Management in action
PIC’s ERM Framework sets out the processes by which risks are identified, analysed, mitigated,
monitored, and reported on.

When it comes to assessing climate change-

Enterprise risk management (ERM) cyc|e related risks we use a number of approaches
aligned to each element of the risk cycle.

e Identify: conduct climate risk assessments
and identify immediate actions to manage
any physical or transition risks. For example,
the analysis provided by our third parties, or
due diligence performed on potential assets
we are considering for investment.

Identify
The tools and techniques
used by PIC to identify
risks to the business

e Analyse: use our sector specific dashboards
and due diligence to analyse the key risks
facing an investment, such as using flood
risk assessments.

e Mitigate: alongside short-term portfolio

Report Analyse changes, establish long-term goals and
How PIC reports on risks The methods by which action plans that are aligned to our
and culmination of risks are assessed by PIC Net Zero targets and Transition Timeline,
previous steps within the on both aninherent and and take into consideration engagement

risk management cycle residual basis and divestment actions. Noting our short-
term actions taken to date including
introducing covenants and reviewing
new private assets.

e Monitor and report: provide qualitative
reporting through appropriate governance
channels to ensure best practice action
is being taken in line with PIC's
business goals.

Mitigate
PIC puts in place
appropriate mitigation
techniques which bring
the risk to an acceptable

Monitor
Risk are monitored on a
periodic basis to ensure
they remain within
approved appetite, limits
and targets

level at an appropriate
cost
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PIC’s Enterprise Risk Management Approach continued

In 2022, we conducted a bottom-up risk assessment to ensure that subsequent
risk management activities and developments are focused on the most material
risks to the business from a climate change perspective.

The summary below is the result of a PIC’s Risk Taxonomy and summary of qualitative impact arising from climate
qualitative risk assessment and identifies related risks
the risks that sit within PIC’s Risk Taxonomy,
as defined by the Board which will continue to Lead Taxonomy Sub Taxonomy risks Impact of Physical Impact of Transition
be reviewed annually. The assessment shows Risks driving the impact Risks Risks
the potential impact on PIC's risk profile if Solvency Market, credit, Significant Significant
climate-related risk drivers increase, and

e A counterparty
the significance of the impact should be
considered in the context of other climate Liquidity Asset liquidity, Significant Significant
risks only. collateral

Operqtionql People and resources, Moderate Low

processes, physical
infrastructure, systems
and technology

Legal and Legal, regulatory Low Moderate

regulatory compliance

Conduct Culture, market Low Moderate
interactions

Strcteqy Business strategy, Moderate Moderate
implementation,
reputation
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What is transitional climate risk vs

physical climate risk?

Transition risks are the risks associated
with transitioning to a lower-carbon
economy. This could include extensive
policy, legal, technology, and market
changes to address mitigation and
adaptation requirements related to
climate change. Depending on the
nature, speed, and focus of these
changes, transition risks may pose
varying levels of financial and
reputational risk to organisations.

Physical risks are the risks associated
with the direct impacts of climate
change. These risks can be acute,
meaning driven by events, or chronic,
resulting from long-term shifts in climate
patterns. Physical risks can have
financial implications for organisations,
such as direct doamage to assets and
indirect impacts from supply chain
disruption. An organisation’s financial
performance may also be affected by
changes in water availability, sourcing,
and quality; food security; and extreme
temperature changes affecting an
organisation’s premises, operations,
supply chain, transport needs and
employee safety.

We also include the consideration of
litigation risks arising from climate-
related issues, and this is an area we
will continue to monitor.
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PIC’s Enterprise Risk Management Approach continued

Our approach to risk

assessment

As part of PIC's risk
identification processes there
are a number of climate-
related risks which remain on
the emerging risk dashboard
to ensure oversight is given
while these are not actively
managed within the ERM
Framework. The results and
summary of both backward-
and forward-looking risks are
included within the Own Risk
and Solvency Assessment
(ORSA) report.

As previously mentioned,

we define climate change
related risks as a cross-
cutting risk. Below we have
highlighted the key climate
risk drivers across physical
and transition risks aligned to
PIC’s Risk Taxonomy, and how
we consider these may
impact our existing risk
profile. Identification of these
risks has been embedded
within the risk appetite
framework and has been
informed by qualitative
analysis:

Pension Insurance Corporation plc

High level
risk driver

Physical

Transition

TCFD Report 2022

Climate risk Risk Potential impacts on
related drivers preference  PIC'srisk profile
Acute physical risks: refer to those that are event-driven, Exposure to asset values reducing as a result of actual or expected
including increased severity of extreme weather events, climate risk impacts. This includes:
such as cyclones, hurricanes, or floods. e Direct damage to or loss of value in our real estate investments (e.g. property)
e Lack of coverage for insurance of investments
e Disruption to operations through increasingly occurring and severe
weather impacts
e Reinsurer increased catastrophe losses and climate-related
concentration risks lead to increased claims and potential impacts on
Minimise balance sheet and credit quality
e Exchange rate devaluation or fluctuation due to local adverse weather
Chronic risks: refer to longer-term shifts in climate Exposure to asset values reducing as a result of actual or expected
patterns such as sustained higher temperatures that may climate risk impacts. This includes:
cause sea level rise or chronic heat waves. e Damage to our physical asset investments through rising water levels
e |Increased operating cost caused by increasing temperatures
e | ack of reinsurance availability if mortality rates improve
e Permanent supply chain issues that materially impact third parties
e Climate migration impact labour and talent availability
Policy and legal risks: Policy actions around climate Regulatory landscape in relation to climate change is continuously
change continue to evolve. Their objectives generally evolving leading to the following risks:
fall into two categories - policy actions that attempt to e |Increased compliance costs
constrain actions that contribute to the adverse effects e Requirement to divest at a loss due to changes in legislation
of climate change or policy actions that seek to promote e |Increased building regulation and standards for the Build-to-Rent and
adaptation to climate change. other infrastructural assets
e Increase scrutiny around climate and ESG related reporting
Market risk: \While the ways in which markets could be Exposure to asset values reducing as a result of actual or expected
affected by climate change are varied and complex, one climate risk impacts. This includes:
of the maijor risks is of shifts in supply and demand for e | osses through stranded assets with high carbon intensity
certain commodities, products, and services as climate- e Credit risk exposure through credit spreads and downgrades
related risks and opportunities are increasingly e Opportunity to increase returns from assets held in companies
considered. supporting the transition to a low carbon economy
Technology risk: Technological improvements or innovations Accept e Required investment in new technologies that support the Net Zero

that support the transition to a lower-carbon, energy
efficient economic system can have a significant impact on
organisations. For example, the development and use of
emerging technologies such as renewable energy, battery
storage, energy efficiency will affect the competitiveness
of certain organisations, their production and distribution
costs, and ultimately the demand for their products and
services from end users.

Reputation risk: Climate change has been identified as
a potential source of reputational risk tied to changing
customer or community perceptions of an organisation’s
contribution to or detraction from the transition to a
lower-carbon economy.

transition. These include risks around the choice of new technology,
as well as its price and availability

e Write off of investment in old technologies that support high carbon
intensity assets, or in technologies which no longer meet the needs of
PIC, such as carbon capture solutions

e Reputation or brand value damage from future litigation, such as not
meeting published Net Zero targets or for not transitioning to a low
carbon economy fast enough to contribute to a sustainable future,
regardless of set targets
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Our Approach to Climate-Risk Assessment

Building climate change risks into PIC’s risk
management process allows the business to
continue to identify, analyse, mitigate, monitor,
and report on climate risks to which the
business could be exposed to. This ensures that
climate-related risks and opportunities are
built into the day-to-day decision making of
the business.

In addition to reviewing the Level 1and Level 2
risk appetite statements and including
climate-related considerations for those that
are most material, we have set climate
specific preferences and appetite statements
for climate risk, physical risk and transition risk
to support the cross-cutting nature of the risk
type within PIC’s Risk Taxonomy.

The taxonomy of these risks are set outin a
table within the Risk Management in Action
sub-section of this report on pg. 25.
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Level 1risk Climate change

Risk definition The potential for adverse
consequences arising from
the impacts of climate
change, including physical
risks arising from climate
driven events, and
transition risks arising from
the process of adjustment
to a low-carbon economy.

Risk

Minimise
preference

PIC has limited appetite for
the impacts arising from
climate change risk. We aim to
manage our operations and
portfolio in such a way as to
reduce climate change risk
whilst continuing to generate
returns from our core
operations. PIC is committed
to supporting the objectives
of the 2015 Paris Agreement
and as such will take steps
to decarbonise our portfolio
and reduce our GHG
emissions in line with our

Net Zero commitments.

Risk appetite
statement

Level 2 risk Physical climate change

Transitional climate change

Risk definition The potential for adverse
consequences arising from
acute (event-driven) and
chronic (long-term shifts

in climate patterns) risks
associated with

climate change.

The potential for adverse
conseqguences arising from the
process of adjustment towards
a low carbon economy, with
drivers including policy,
technological innovation, market
factors and reputational.

Risk

Minimise
preference

Accept

PIC has limited appetite for the
impacts arising from physical
climate change risk. We aim to
minimise our exposure to
physical climate change risk
through techniques such as
regional due diligence, lending
decisions and the purchase

of insurance.

Risk appetite
statement

PIC has a limited appetite
towards negative transition
climate change risks whilst
embracing the opportunities
afforded through climate change
transition. We aim to manage our
exposure to transitional climate
change risks through maintaining
oversight of changing policy and
regulations, whilst divesting in
certain sectors and companies
to avoid stranded assets.
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Our Approach to Climate-Risk Assessment continued

Q

Case study:

Physical Climate Risk Exposure of our

US Municipal Bond Portfolio

PIC’s US Municipal Bond Portfolio is managed
by Wellington Management. They provide
data to assist in the identification of physical
climate risk exposure in our portfolio by
analysing chronic and acute physical risks of
climate on a geographic basis. This tool helps
us identify areas and assets that could require
additional considerations from a physical risk
perspective and allows us to consider the
impact on broader risk types. The data is used
by both Wellington and our credit analysts for
their individual credit assessment to evaluate
the issues that are relevant to a specific credit
and/or geography.

Pension Insurance Corporation plc | TCFD Report 2022

ACG score - I

1.000

Acute scores

r L

Each credit is assigned a geographic level

and climate risk factors are mapped to that
specific geography. Risk factors considered
include heat, drought, hurricane, wildfire, and
inland flood. These factors are grouped into
chronic risk factors (heat and drought) and
acute risk factors (hurricane, wildfire and
flood). Chronic risks are averaged to create
one chronic risk score, while acute factors are
each scaled to penalise negative outliers in
any one category and combined together. The
chronic and acute scores are then averaged
to create the combined score. The acute score
is weighted higher based on the more
immediate impact to Muni credit.

Wellington Management use these scores

to better understand which of our individual
credits are most exposed to certain physical
climate risks and do a deeper dive to establish
if those risks are being mitigated appropriately
by the issuer. The tool is also used for portfolio
level reviews to monitor geographic
concentration in vulnerable regions. It can
also be used to assess various climate change
scenarios with the Intergovernmental Panel on
Climate Change (IPCC)’'s RCP8.5 scenario used
for an initial assessment of our exposures. The
mapping of that scenario can be found in the
illustrations opposite.

Source: Wellington Management
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Managing Climate-Related Risks

Both our assets under management and our insurance liabilities will grow as we engage in
more pension risk transfer business, so it is vital that we continue to proactively manage
climate change risks. At PIC, we have taken a number of steps to manage the risks starting
with the identification of the material exposures below.

Material risk areas

Risk management actions

PIC Risk Taxonomy: risks impacted

Time horizon*

Climate risk drivers impact the value
and availability of current and future
investment values

Decarbonisation targets for 2030 to support our
broader Net Zero ambition including metrics
developed and investment decisions made to
support meeting the Net Zero strategy.

Development and pursuit of engagement strategy
and stewardship.

Enhanced climate risk assessment introducing
ESG sector scorecards and formally assessing
flood and other climate-related risks in our built
asset investments.

Market risk

Credit risk (counterparty default,
downgrades and defaults)

Solvency / liquidity related risks

Short, medium and long term
(linked to physical risk events, and
potential disorderly transition)

The impact on PIC's reputation

Continuous monitoring of UK and broader global
climate and ESG related requirements within existing
horizon scanning processes, which are reported to
the ESG committee.

Work with industry bodies to identify and manage
sources of climate risk and support appropriate
market initiatives and forums.

Continue to engage with our key stakeholders to
monitor climate-related exposures.

Legal and regulatory risks, which may lead
to further financial risks

Strategy risk

Short to medium term

Operations

Enhancements to business continuity and
operational resilience frameworks to consider
climate-related risks.

Physical infrastructure risks
Systems & technology risks

Process related risks

Medium to long term

(see Strategy section / Responsible Investment Approach pg. 14 for PIC’s definition of time frames)
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Climate Risk Developments and Roadmap

In 2022, we continued to enhance our capabilities to assess and manage climate-related risks,
and we continue to develop and refine our approach.

We have identified the below priorities to bolster our climate
risk assessment and subsequent actions, including:

Consider how to develop future-proof climate
change metrics to monitor the risk profile of
the business and ensure we remain within our
risk preferences.

Continue to develop robust climate scenario
testing capabilities and process, as well as new
models to assess climate specific risk within
investment decision making processes.

Embed climate-related risks into PIC’s Risk and
Control Self Assessment process.
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@ Metrics and Targets.

In this section we set out the metrics framework we use
to measure, manage, and mitigate the climate impact
of our business including our investment portfolio and
own operations.

33 Metrics and Targets

34 Reducing our Operational
Carbon Footprint

35-42 Portfolio Assessment
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Metrics and Targets

We share how we measure the emissions of PIC’s operations and our portfolio and outline
the actions we are taking to reach our Net Zero targets. As our approach evolves, we will
adopt additional portfolio metrics relevant to our stakeholders, and we continue to monitor
regulatory data transparency guidance and requirements.

We remain committed to our four corporate
and portfolio targets which are aligned
with a maximum temperature rise of 1.5°C
above pre-industrial levels as outlined in
the Paris Agreement.

e Carbon neutral (Scope 1and 2 emissions)
as a business by 2025

e Net Zero through all emissions by 2050

e Decreasing our investment portfolio’s
average carbon intensity by 50% by 2030
from a 2019 baseline

e Decreasing the average carbon intensity
of investments in publicly listed corporate
credit by 25% by 2025 from a 2019 baseline!

We set targets against what we
can measure. This is why we have
invested in measuring the
footprint of our investment
portfolio and our own operations.
Climate and wider ESG
considerations are embedded
into our investment decision
making process, and we seek
specific climate data on the
underlying assets we invest in. We
focus on the quality, robustness
and comparability of the datain \
which we base these decisions,

and we are committed to working

with the industry to improve the B
availability and quality of climate-
related data.”

These targets are reflected in the 2021-2050
Transition Timeline on pg. 3.

Rob Groves
Chief Investment Officer,
PIC

1 Measure as tons COze/$M revenue. Taking into account the
quality and consistency of available data
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Reducing our Operational Carbon Footprint

We are working across the business to calculate the emissions we use in line with the
Greenhouse Gas Protocol Corporate Standard, along with the UK Government GHG
Conversion Factors for Company Reporting standards.

We operate within a leased building, so we
have limited control over the emission and
energy saving actions we can take within
our facilities.

However, when possible, we have taken
efforts to reduce the impact of our own
operations, including installing LEDs and
Passive Infrared Sensors throughout our
offices and using energy efficient laptops.
Given our continued efforts, our CO.e
emissions per full time employee (FTE) has
reduced by 18% from 2021. On an absolute
basis, however, our CO,e emissions have risen
by 9%, given various factors such as increased
headcount by 26% and a general 'return to
work’ trend following various COVID-19 related
work from home guidelines in 2021.
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Streamlined energy and carbon reporting disclosure for the period January to December 2022

Material

2020 (UK & 2021 (UK & % change from 2022 (UK & % change from
risk areas offshore) offshore) 2020 -2021 offshore) 2021-2022
Total energy consumptionusedto 1,012,564 893,748 -M.7% 974,288 +9.0%
calculate emissions in kWh
Emissions from combustion of gas  94.3 819 -13.1% 81.7 -0.2%
in tons CO,e (Scope 1)
Emissions from purchased 16.5 94.8 -18.6% 1019 +7.5%
electricity in tons CO.e (Scope 2,
location-based)
Total gross tons CO.e based 210.8 176.7 -16.2% 183.6 +3.9%
on above
Intensity ratio: gross tons CO.e/ 0.044 0.042 -4.5% 0.044 +4.8%
floor area
Intensity ratio: gross tons 0.678 0.471 -30.5% 0.386 -18.0%
CO,e/FTE

34



@ @ @ Introduction

Key Initiatives
Governance Strategy Risk Management Metrics and Targets for 2023 Annex

Portfolio Assessment

In 2022, we continued our efforts to understand the total impact of our business,
including calculating the Scope 3 carbon emissions of our investment portfolio.
We worked with an independent third party on a consulting basis to estimate
the carbon intensity of 78% of our total portfolio.

Where possible, we have adjusted our private
markets emissions calculation methodology to
align with the Partnership for Carbon Accounting
Financials (PCAF) so that we adhere with industry

best practice. PCAF also provides guidance on data

quality scoring per asset class, facilitating data
transparency and encouraging improvements to
data quality in the medium and long term.

The reporting landscape continues to evolve,
and with this comes increased access to
transparent public information and data. We
have maintained our efforts to consistently
report the coverage of the carbon metrics
across the public debt portion of our portfolio.
However, the industry faces significant data
limitations when sourcing information from
privately sourced debt markets and is
therefore less easily covered in comparison.
Please see our appendix for an overview of
the methodology we use to estimate our
portfolio’s emissions metrics.

We have aligned our calculation methodology
with PCAF as far as possible. However, there
are a small number of assets within our
portfolio for which PCAF have not explicitly
produced a measurement methodology
including Sub-Sovereign bonds and
Supranational bonds. For the purposes of our
calculations, we have aliched our approach
for Sub-Sovereign bonds to the PCAF
approach for Sovereign Debt and aligned
our approach for Supranational bonds to

the PCAF approach for Corporate bonds

and listed equity. Further detail on the
methodology for each asset class can be
found in the appendix on pg. 45.
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\ a Partnership for
P‘ A F Carbon Accounting
N / Financials

What is Partnership for Carbon Accounting Financials (PCAF)?

PCAF is a global partnership of financial institutions that work together to develop and implement a harmonised
approach to assess and disclose the GHG emissions associated with their loans and investments.

In order to drive consistent emission reporting for financial services firms, PCAF provides the following for a range
of asset classes:

e Attribution factor - the proportion of the emissions of the underlying asset that should be attributed to the investor. This factor is
applied to the reported, or estimated, emissions of the asset to produce PIC's Scope 3 emissions.

e Data quality score — a scoring system based on the level of accuracy and reliability of the data used to calculate the emissions
attributed to the investor. For example, emissions data that is publicly reported by a company and verified by an independent third
party would achieve a high data quality score of 1. Whereas estimated emissions data based on the average emissions of a company
in a sector would achieve a low data quality score of 5.

1 https://carbonaccountingfinancials.com/about
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Portfolio Assessment continuved

Portfolio targets and metrics

We have committed to decreasing our
portfolio average carbon intensity, on a Scope
Tand 2 basis, by 50% by 2030, where data is
available. To achieve this, we have set an
interim target, in line with guidance from the
NZAOA target-setting protocol, to decrease
our public corporate credit portfolio (worth
c.£18.6 billion) average carbon intensity by 25%
from 2019 levels by 2025.

Our focus during 2022 has been on improving
the accuracy and reliability of our emissions
calculation and developing a robust
reporting process. All of our portfolio metrics
are as of 31st December 2022.

Total portfolio metrics as of
31December 2022

There are a range of metrics that can be
calculated and disclosed in relation to the
investment portfolio. For the convenience
of users of this report, the following tables
summarise the full suite of metrics that we
have calculated for both the full portfolio,
and the Matching Adjustment portfolio
which backs policyholder liabilities. Further
detail on each of the metrics and a more
granular breakdown can be found in the
following sections.

We have also calculated the climate value

at risk on our public credit portfolio based

on the MSCI methodology. However, given the
uncertainty in the underlying methodology
over the timescales in question, and the lack
of coverage of our private assets, we have
decided not to disclose this metric at year-end
2022 as it is potentially misleading. We are
working to improve our scenario analysis
capability in 2023, and we are developing
methodologies that can be applied to

our private assets as well as our public

credit portfolio.
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Total portfolio

What % of portfolio

What % of the emissions
is from actual company

Disclosure Value Unit holdings are covered? reported data?
Total financed GHG emissions (Scope 1and 2) 2,515,706  tons CO,e 61% 96%
Total financed GHG emissions (Scope 3) 4,495,997  tons CO.e 27% 70%
Carbon footprint (Scope 1and 2) 103 tons CO,e/EM 61% 96%
£ invested!

Carbon footprint (Scope 1and 2) 85 tons CO,e/$M 61% 96%
us$ invested?

Carbon footprint (Scope 3) 423 tons CO,e/EM 27% 70%
£ invested'

Carbon footprint (Scope 3) 352 tons COze/$M 27% 70%
uUss$ invested?

Weighted Average Carbon Intensity (WACI) 21 tons CO,e/EM 78% 70%
(Scope 1and 2) revenue'

£

Weighted Average Carbon Intensity (WACI) 175 tons CO,e/$M 78% 70%
(Scope 1and 2) revenue?

Uss$

Weighted Average Carbon Intensity (WACI) 1,055 tons CO,e/EM 33% 56%
(Scope 3) revenue'

£

Weighted Average Carbon Intensity (WACI) 877 tons CO,e/$M 33% 56%
(Scope 3) revenue?

uss$

Implied temperature rise/portfolio alignment? 2.08 °C 31% N/a
Science Based Targets exposure* 4.2% % of portfolio N/a N/a

(weighted av. basis)

£1=$1.2029 as at 31/12/2022

wN =

are significant.

£1=$1.2374. For revenue, conversion has been based on average exchange rate over the year.
Temperature pathway the mandate aligns to, expressed as a projected increase in global average temperature. This should capture projected Scope 3 emissions for sectors where these

4 Exposure to companies with carbon emission reduction targets listed on the Science Based Targets Initiatives (SBTi) database.
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Matching Adjustment fund

What % of the emissions

What % of portfolio is from actual company

Disclosure Value Unit holdings are covered? reported data?
Total financed GHG emissions (Scope 1and 2) 2,021,592 tons COze 63% 95%
Total financed GHG emissions (Scope 3) 4,387,879 tons COze 32% 70%
Carbon footprint (Scope 1and 2) 100 tons CO,e/EM invested! 63% 95%
£
Carbon footprint (Scope 1and 2) 83 tons COze/$M invested? 63% 95%
Us$
Carbon footprint (Scope 3) 425 tons CO,e/EM invested’ 32% 70%
£
Carbon footprint (Scope 3) 353 tons COze/$M invested? 32% 70%
us$
Weighted Average Carbon Intensity (WACI) (Scope 1and 2) 219 tons CO,e/EM revenue! 83% 67%
£
Weighted Average Carbon Intensity (WACI) (Scope 1and 2) 182 tons CO,e/$M revenue? 83% 67%
us$
Weighted Average Carbon Intensity (WACI) (Scope 3) 1,065 tons COze/EM revenue! 40% 56%
£
Weighted Average Carbon Intensity (WACI) (Scope 3) 886 tons COze/$M revenue? 40% 56%
Us$
Implied temperature rise/portfolio alignment? 2.08 °C 36% N/a
Science Based Targets exposure* 5.0% % of portfolio (weighted av. basis) N/a N/a

1 £1=$1.2029 as at 31/12/2022

2 £1=%$1.2374. For revenue, conversion has been based on average exchange rate over the year.

3 Temperature pathway the mandate aligns to, expressed as a projected increase in global average temperature. This should capture projected Scope 3 emissions for sectors where these are significant.

4 Exposure to companies with carbon emission reduction targets listed on the Science Based Targets Initiatives (SBTi) database.
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Portfolio Assessment continuved

Weighted Average Carbon Intensity
(WACI) breakdown

The table below shows a granular breakdown

Total Portfolio - Scope 1and 2 Emissions WACI as of 31 December 2022

} WACI (tons Contribution to
of tge V\./AtC| byt Secttok: V\éeHPzaove Qleflned USS COze / $m portfolio WACI (tons % of portfolio Market value (Em) Market value (Em)
carbon intensity as the emissions per Asset class revenue) CO:e / $mrevenue) WACI covered by WACI total portfolio
million of revenue generated. The WACI of the
overall portfolio is 175 tCOze / US$ million Sovereigns, Sub-Sovereigns 147 52 30% 13,354 13,848
revenue with a 78% data coverage. This is and Municipals
14% deCﬁeose compared to 2021 where data Property 155 14 8% 3,478 5,382
was available.
Telecoms, Media and Technology 29 2 1% 3,149 3,167
By normalising US$ million revenue, we can . 3
compare like-for-like metrics across different Utilities 1,049 87 49% 3,097 3,725
assets and economic sectors using the carbon Financials 5 0 0% 2 557 2081
intensity measure. It also gives a clear ! !
indication of the progress in decarbonising Other corporate bonds 40 2 1% 1,960 2,944
the portfolio over time. K
Industrial 361 12 7% 1,292 1,454
Renewable energy 57 2 1% 1,014 1,014
Education 44 1 1% 812 877
Infrastructure 156 2 1% 464 736
Other assets 34 0 0% 20 3,736
Total' 1752 175 100% 31,191 39,865

Pension Insurance Corporation plc | TCFD Report 2022

1 Apparent discrepancies resulting from rounding
2 Thisrepresents the WACI of our overall portfolio, which we would not expect to be a sum of the individual economic sectors as it is a weighted average.
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Whilst carbon intensity is a useful measure to compare like-for-like between
different assets and economic sectors, it is important to understand the
potential drawbacks to this approach:

e Changes inrevenue - an increase in
revenue intensity, with no real-world impact
in terms of emissions reduction. This is not
necessarily desirable, as the reduced PIC Public Corporate Credit WACI*
carbon intensity would initially suggest that
emissions had in fact reduced, which may
be misleading.

* Data is from MSCI with a coverage of 86% for the 2022 year data. This represents £18.6bn (or 46.7%) of our total portfolio.

e Foreign exchange rates - given that carbon

intensity is based on the emissions per US$ 30
million revenue, there could be significant
changes in the carbon intensity of assets
with revenue in other currencies driven by 300
changes in exchange rates. For example, a 289
UK-based company may have consistent
emissions and revenue from year-to-year, Seo
but a change in the exchange rates N [ J 225 216
between GBP and USD could lead to 3 237 [ J 503 °
a change in carbon intensity. This is 2 % P9 x
particularly relevant for our portfolio given § % 200 |
our focus on UK-based investments. = 2025 target
o £ YE 2022
. } 2 @ 144
e Inflation - in the long term, we would expect 9 - - - g
revenues to increase with inflation. This cg ™ Oct 2021 - last disclosed figure in TCFD
would lead to a reduction in carbon R
intensity, with no reduction in emissions. © 2030 target
100
50
© 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Time (years)
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Carbon footprint breakdown -

total portfolio as of 31 December 2022
Given the limitations discussed above, it is
also important to measure absolute financed
emissions, as per the PCAF methodology.
Financed emissions represent the proportion
of the emissions from the underlying asset
that we are responsible for as a result of our
investment. The proportion of the emissions
that are attributed to PIC is set by PCAF, and
further detail on the asset class specific
attribution factors can be found in the
appendix. To compare asset classes and
economic sectors within the portfolio, we
consider the financed emissions per £ million
invested of the total portfolio with data
coverage of 61%. The breakdown of this can
be found in this table:

Pension Insurance Corporation plc | TCFD Report 2022

Carbon footprint by economic sector (Scope 1and 2)

Carbon Contribution to

footprint (tons portfolio carbon Market value (Em)

COe / €m footprint (tons CO.e / % of Portfolio covered by carbon Market value (Em)
Asset class invested) £m invested) carbon footprint footprint total portfolio
Sovereigns, sub-sovereigns 152 63 61% 10,061 13,848
and municipals
Property 12 1 1% 2,846 5,382
Telecoms, media and technology 10 1 1% 3,149 3,167
Utilities 368 22 21% 1,449 3,725
Financials 1 0 0% 2,201 2,981
Other corporate bonds 20 2 1% 1,836 2,944
Industrial 256 12 2% 1149 1,454
Renewable energy 6 0 0% 1,014 1,014
Education 56 2 2% 685 877
Infrastructure 68 0] 0% 83 736
Other assets 40 0 0% 13 3,736
Total 103’ 103 100% 24,486 39,865

For calculating our carbon footprint, we have a lower coverage of our portfolio due to challenges in accessing Enterprise Value Including Cash
data, which is used in the attribution factor for corporate bonds.

1 This represents the carbon footprint of our overall portfolio, which we would not expect to be the sum of the individual economic sectors as it is normalised by £million invested.
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Data quality

High quality data is essential to ensuring
emissions are accurately calculated and are
therefore a useful metric for key decision-
makers. Our own reporting is reliant on our
investee companies accurately sharing their
emission calculations. We support the call for
increased data transparency and encourage
others to do the same. For example, we
continue to request that Housing Associations
disclose all data in accordance with the
voluntary Good Economy Sustainability
Reporting Standards for Social Housing.

Split of PIC’s investment portfolio’s
2,515,706 tons CO2ze by data quality

Scores Definitions
Score1 Audited GHG emissions data or s 1 31%
actual primary energy data W Score °
L)
Score2 Non-audited GHG emissions data, W Score 2 52%
or other primary data Score 3 3%
Score3 Averaged data that is peer/ l Score 4 10%
(sub)-sector specific M Score 5 4%
Score4 Proxy data on the basis of region
or c_ountry - As shown in the above chart, 10% of the
Score5  Estimated data with very financed emissions have a data quality score
limited support of ‘4, which implies they have been calculated
based on proxy data. This refers to sector-
Source: PCAF

based proxies on private and public corporate
bonds, where no emissions data is available for
the underlying corporate. An emissions factor
per US$ of revenue is calculated for companies
in a specific sector and extended to companies
for which no emissions data is available in the
same sector. An approximate emissions figure
can then be calculated based on the revenue
of the company. Currently, the entirety of our
Score 5 data (estimated data with very limited
support) is our ERM portfolio which is based on
regional average emissions per property.

Pension Insurance Corporation plc | TCFD Report 2022

Global temperature levels

What is considered pre-industrial temperature levels?

The Intergovernmental Panel on Climate Change (IPCC) refers to pre-industrial temperature
increases when compared with the 30-year global average of combined air temperature
over land and water temperature at the ocean surface. The 30-year timespan accounts
for the effect of natural variability, such as the El Niflo and La Nifa phenomenon.!

Current temperature records

2022 was the fifth warmest year on record since 1959, with the average global temperature
almost 1.2°C above pre-industrial levels. Europe registered its hottest summer on record,
despite the La Nifa phenomenon which is proved to have a cooling effect, repeating for

a third year in a row. Instead, carbon dioxide concentrations in the atmosphere averaged
around 417 parts per million last year, the highest level for over 2 million years.?

According to the European Union’s Copernicus Climate Change Service the last eight years
have been the eight warmest on record. The annual average temperature was 0.3°C above
the reference period of 1991-2020, which equates to approximately 1.2°C higher than the
period 1850-1900. Atmospheric carbon dioxide concentrations increased by approximately
2.1 parts per million, similar to the rates of recent years, but methane concentrations in the
atmosphere increased by close to 12 parts per billion. This is higher than average but below
the last two years’ record highs.

1 https://www.ipcc.ch/site/assets/uploads/sites/2/2018/12/SR15_FAQ_Low_Res.pdf
2 https://climate.copernicus.eu/copernicus-2022-was-year-climate-extremes-record-high-temperatures-and-rising-
concentrations

M
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Implied temperature rise

While the carbon intensity and the financed
emissions give us an understanding of the
existing emissions in the portfolio, we should
also consider how the emissions are expected
to change over time. For example, an oil and
gas company may heavily invest in renewable
energy and reduce its reliance on carbon
intensive operations as part of a credible
public transition plan. Itis likely that the oil
and gas company would have high emissions
intensity at the end of 2022, but this does

not present a complete picture given the
commitment to transition. To allow for this,

we need a forward-looking metric such as an
implied temperate rise metric.

We have assessed the implied temperature
rise of our corporate credit holdings, where
data is available, using MSCl's implied
temperature rise model and based on the
issuer’s most recently reported Scope 1and 2
emissions and estimated Scope 3 emissions.
An implied temperature rise considers the
existing and expected future emissions of the
issuer and compares the emissions to Paris-
aligned pathways for the specific economic
sector and region of the issuer. Where the
current and future emissions are above the
1.5°C pathway, the overshoot is converted to
an implied temperature rise caused by

that company.
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Given the complexity in calculating this metric,
we only have coverage for a subset of our
publicly listed portfolio from MSCI. There

is data available for 65.5% of our public
corporate credit, which is 46.7% of the total
portfolio. This means that there is temperature
alignment data for 30.5% of the total portfolio.

Public corporate credit temperature alignment — where data is available

For the assets where data is available, 41% of
our exposure is aligned to a <1.5°C world, with
a further 29% aligned to a <2°C world. We

use this data to inform our climate-related
engagement strategy and activities, detailed
on pgs. 14-17, to encourage climate action
and Paris-alignment within our portfolio
companies. Currently, our weighted average
implied temperature rise for the assets where
data is available is 2.08°C, which we are
pleased to report is a decrease from our

2021 figure of 2.37°C. Some of the drivers

of this decrease include our portfolio
decarbonisation efforts, a natural
decarbonisation of the companies we invest
into and having access to more data on
companies with lower temperature alignment.

29%: < 2°C

41%: <1.5°C

(note 29% + 41% = 70% for which we have data of our
corporate credit portfolio)
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We will action activities outlined in our Transition Timeline and
draft our first PIC Transition Plan that includes Board level support
in the second half of the year.

We commit to progress our climate risk assessment priorities and
subsequent actions as outlined in the Risk Management section of
this report. This includes enhancing scenario testing capabilities
and embedding climate-related risks into PIC’s Risk and Control
Self-Assessment process.

Our stewardship actions, including the roll out of our engagement
strategy, will be a key initiative. We plan to step up our
engagement with investees through our specific engagement
channels to encourage them to decarbonise.

We will look to increase the quality of our reported data, and
where possible implement automated data collection mechanics,
as well as work to increase the coverage of carbon metrics across
our investment portfolio.

We commit to further embed ESG across all aspects of our
business to help achieve our short- and long-term sustainability
goals, such as expanding our climate-related due diligence
assessments to new sectors.
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Emissions Metrics Methodology

GHG emissions

To calculate the GHG emissions Metrics and
Targets section of our report, the following
data is required for each asset:

e Absolute GHG emissions — the total GHG
emissions arising from the asset in 2022.

e Attribution factor - the proportion of
emissions from the asset that should be
attributed to the investor in order to
calculate financed emissions and the
carbon footprint. PCAF sets the attribution
factors by asset class. Full detail on the
PCAF methodology can be found here.

e Revenue - revenue arising from the
asset in 2022, in order to calculate the
carbon intensity.

For the majority of our exposure, the above
information was sourced from MSCI, which
itself sources data from company disclosures.
Where material asset classes and sectors
were not covered by the MSCI database,

we have manually estimated the required
information to calculate the GHG emissions
metrics. Our estimation approach by asset
class is as follows:

Sovereign bonds

Absolute GHG emissions are provided by MSCI,
which in turn sources emissions from the
Emissions Database for Global Atmospheric
Research (EDGAR). Carbon intensity is
calculated as tons CO,e / PPP-adjusted

GDP ($m).
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UK universities

For universities, data coverage by MSCl is
limited. Therefore, we have manually sourced
data for emissions, revenue, and total equity
and debt outstanding of UK based universities
from the Higher Education Statistics Agency.

UK local authorities

As noted in the main body of this report,

we have treated Sub-Sovereign debt in the
same way as Sovereign debt. For UK local
authorities, GHG emissions data and GDP

is sourced from UK government statistics.

No PPP-adjusted GDP is available at a local
authority level, and we have therefore
applied an adjustment factor in line with the
adjustment factor between the UK wide GDP
and the PPP-adjusted GDP. In line with the
PCAF methodology for Sovereign debt, this
PPP-adjusted GDP is used for both the
financed emissions and the carbon
intensity calculation.

Equity release mortgages (ERM)

We have taken an approximate approach to
measuring the emissions in the ERM portfolio.
We have sourced the domestic GHG emissions
for each local authority and the number of
households by local authority, both from

UK Government statistics, to calculate the
average emissions per household in each
region. Similarly, we sourced average rent per
household by region from UK Government
statistics for the carbon intensity calculation.

Renewable energy

Whilst intuitively one may expect that
emissions associated with renewable energy
projects would be zero, there are in fact
emissions associated with operating and
maintaining projects. To estimate the
emissions associated with these projects, we
have used public studies on the operational
emissions per kWh of energy produced,
combined with our own data on the energy
production capacity of the projects in which
we have invested. Emissions per kWh of
energy produced were sourced from the
National Renewable Energy Laboratory (NREL).
For the carbon intensity calculation, we have
estimated the revenue of the projects based
on the average day ahead price of electricity
over the year, sourced from OFGEM.

Student accommodation

There are two types of assets within the
student accommodation sector in the PIC
portfolio: publicly traded corporate bonds
held with student accommodation companies
and private debt instruments secured against
specific student accommodation buildings.
The corporate bonds are treated in line with
the remaining corporate bonds in the portfolio,
with calculations based on MSCI data.
However, given the private debt is secured
against the specific underlying properties,
these assets are aligned to the Commercial
Real Estate asset class within the PCAF
methodology.

For those assets, emissions are calculated
based on the actual electricity and gas used
in the student accommodation buildings

over the academic year 2021/22, which

has been provided by the building landlords.
The revenue has been estimated based

on the average rent in private student
accommodation blocks by region, sourced
from Unipol / NUS's University Accommodation
Costs Survey.

No data is available for the value of the
student accommodation buildings and these
assets are therefore not included in the
financed emissions calculation.

Housing associations

Where housing association data is not
available from MSCI, we have manually
collected data from the reporting of the
individual housing associations, which is
typically aligned with the Good Economy
Sustainability Reporting Standards for Social
Housing. Where revenue data is available but
emissions data is not available for a specific
housing association, we have used a sectoral
average emissions intensity to estimate the
emissions for that housing association.
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Summary of our Calculation Methodology

PIC asset class

PCAF asset class mapping

Financed emissions formula

WACI formula

Corporate bonds

Corporate bonds and listed

equity

>

Par value

Issuer EVIC

X Issuer emissions

>

Market value

Issuer emissions

Portfolio market value

Issuer revenue

Sovereign bonds

Sovereign debt

Par value

PPP-adjusted GDP

X Sovereign emissions

Market value

Sovereign emissions

Portfolio market value

PPP-adjusted GDP

Supranationals

Corporate bonds and

listed equity Par value o Market value Issuer emissions
Issuer EVIC X Issuer emissions Portfolio market value Issuer revenue
UK Local Authorities  Sovereign debt
e Par value Market value LA emissions

(LA)

PPP-adjusted LA GDP

X LA emissions

Portfolio market value

PPP-adjusted LA GDP

UK universities

Business loans and
unlisted equity

Par value

Total equity+debt outstanding

X Issuer emissions

Market value

Issuer emissions

Portfolio market value

Issuer revenue

Equity-release
mortgages

Mortgages

Outstanding loan balance

Property value at last valuation

X Household emissions

Market value

Household emissions

Portfolio market value

Available rent on property

Housing associations

Business loans and
unlisted equity

M ™M ™M ™M ™M ™M

Par value

Total debt+equity outstanding

X Issuer emissions

Market value

Issuer emissions

Portfolio market value

Issuer revenue

Renewables

Project finance

2

Par value

Total project debt outstanding

X Project emissions

Market value

Project emissions

Portfolio market value

Project revenue

Student
accommodation
(secured on
underlying building)

Commercial real estate

No data available

M M M MM MM MM M

Market value

Issuer emissions

Portfolio market value

Issuer revenue
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Disclaimer

This disclosure was developed using information from MSCI ESG Research LLC or its affiliates or
information providers. Although PIC’s information providers, including without limitation MSCI
ESG Research LLC and its affiliates, (the “ESG Parties”) obtain information (the “Information”)
from sources they consider reliable, none of PIC or the ESG Parties warrants or guarantees the
originality, accuracy and/or completeness of any data herein and expressly disclaim all express
or implied warranties, including those of merchantability and fitness for a particular purpose.
The Information may only be used for your internal use, may not be reproduced or
redisseminated in any form and may not be used as a basis for, or a component of, any financial
instrument or products or indices. Further, none of the Information can in and of itself be used to
determine which securities to buy or sell or when to buy or sell them. None of PIC or the ESG
Parties shall have any liability for any errors or omissions in connection with any data herein, or
any liability for any direct, indirect, special, punitive, consequential or any other damages
(including lost profits) even if notified of the possibility of such damages.
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