For the
future

Climate Report (TCFD) 2025

,- ____________ ___,
STITITIIITE

 PiC




Pension Insurance Corporation plc Introduction
Climate Report (TCFD) 2025

1 Introduction 29 Metrics and Targets
4 Governance 37 Focus areas for 2026
8 Strategy 39 Appendix

22 Risk Management

Our 2025 suite of reports

You can find out more about our activities, financial
performance, sustainability strategy and our
progress to becoming a Net Zero business by 2050
on our website and in our reporting suite:

pensioncorporation.com/investors

Annual Report
and Accounts

@ PIC Company Report

For the i
 PiC

Investor Results
Presentation

@ Sustainability Report

future

Basis of Reporting

orthe h t
Forthe . ' @ Climate Report (TCFD)

Climate Report (TCFD) 2025

—y

To us, climate change
mitigation isn’t just
part of sound risk
management, it forms
part of our everyday
business activity as a
long-term, sustainable
business within a
decarbonising world.

For the future.

This report was created in accordance with the recommendations
of the Task Force on Climate-related Financial Disclosures (“TCFD").
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Introductory letter from CIO

Managing climate-
related risks and
capitalising on climate-
related opportunities
are critical to achieving
our strategic objectives
and delivering on

PIC’s purpose.

Rob Groves
Chief Investment Officer

M

Introduction

| am pleased to present our 2025 TCFD
report. This report sets out our
approach to managing climate-related
risks and opportunities, highlighting our
key achievements over the year.

Our approach to managing climate-related
risks and opportunities at Pension Insurance
Corporation plc (“PIC") is driven by our
purpose, to pay the pensions of our current
and future policyholders. This is underpinned
by our strategic objectives: to continue
building a secure and sustainable business, to
carry on leading as a responsible corporate
citizen, and to keep on driving long-term
value growth. The climate-related activities
covered in this report work to support each
of these strategic objectives and are a
critical part of PIC delivering on its purpose.

The physical risks arising from climate change
are material and increasing, as actions to
mitigate climate change do not meet global
ambitions. Despite this, transition risks are
also increasingly material, as new energy
sources displace incumbent technologies
and policy action continues in certain
geographies.

Understanding and managing these risks is
essential in order to build a secure and
sustainable business and drive long-term value
growth.

We also welcome the ongoing expectation
from our stakeholders that we play our partin
supporting the transition to Net Zero, attempting
to mitigate the risks that our business and
society faces from climate change. We are
committed to being a responsible corporate
citizen, in collaboration with our industry peers,
regulators, and policymakers.

Our progress in 2025

2025 is a milestone year in our decarbonisation
journey, as two of our interim decarbonisation
targets come due: operational carbon
neutrality and a 25% reduction in the weighted
average carbon intensity (“WACI") of our public
corporate credit portfolio. We are very proud
to have met both targets. As we expected in
our transition plan, the main contributor to our
portfolio decarbonisation has been the
decarbonisation of our existing investment
counterparties. This is in part testament to the
success of our stewardship approach, and our
investment counterparties commitment to
decarbonising their businesses.

2025 also represents the deadline for our
coal policy, after which we aimed to divest
from holdings breaching our threshold of
10% of revenues from coal extraction and
burning. We have successfully achieved this
aim, as detailed on page 16. Notably, 70%
(by market value) of our counterparties who
breached the 10% threshold when we first set
the policy now meet the threshold, which is
again in part a reflection of our stewardship.

Building on this success, we have rolled out
our five-year engagement strategy, which
highlights the priority areas on which we will
engage with our investment counterparties
across different asset classes.
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The strategy has been successfully put into
practice this year with our Stewardship and
Credit Research teams carrying out 183
engagements. We have also been accepted for
a third consecutive year as signatories to the UK
Stewardship Code.

Looking forward

We remain committed to our 2030 portfolio
decarbonisation target and our long-term
2050 Net Zero target. We also look forward
to making further investments in support of
the transition to a low carbon economy, and
we expect to see increasing opportunities in
this space. It is clear that a successful
transition will require significant investment
in long-term infrastructure and we are well
placed to support this.

We also intend to further develop our
approach to climate-related risks, particularly
in light of the recent supervisory statement
from the Prudential Regulation Authority
("PRA") on this area. We will continue to
improve our climate scenario analysis
capabilities to ensure we are fully capturing
and managing climate risks to our portfolio.

While we are pleased to have made the
progress highlighted in this report, we know
there is more work to do, and remain
committed to our decarbonisation journey and
playing our part in mitigating climate change.

Rob Groves
Chief Investment Officer, PIC

We promote transparency and the information
contained in this report as well as the rest of our
reporting suite demonstrates this.

See our
- Reporting Suite
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TCFD recommendations

The information in this report has been disclosed in line with the TCFD disclosure recommmendations. We consider the disclosures to be fully compliant with the TCFD recommendations and
therefore with the requirements under Chapter 2 of the FCA'’s Environmental, Social and Governance ("ESG") sourcebook. We have also considered the Asset Owner and All Sector guidance
in developing this disclosure. The table below provides page references for each of the TCFD recommended disclosures:

Governance
Disclose the organisation’s governance Describe the Board's oversight of climate-related risks and opportunities. Governance and oversight of climate-related risks and opportunities
around climate-related risks and Page 5
opportunities.
PP Describe management’s role in assessing and managing climate-related Activities by Committee
risks and opportunities. Page 6
Strategy
Disclose the actual and potential impacts of Describe the climate-related risks and opportunities the organisation has Our Enterprise Risk Management approach
climate-related risks and opportunities on the identified over the short, medium, and long term. Pages 25-26
organisation’s businesses, strategy, and - - - . " . ) "
financial planning, where such information is Descr{be Fhe |mpqct of climate-related rlsks or?d oppor;un\tles on the Overview of our sustainability strategy
material organisation’s businesses, strategy, and financial planning. Pages 9-18
Describe the resilience of the organisation’s strategy, taking into Overview of our sustainability strategy
consideration the different climate-related scenarios, including a 2°C or Pages 17-18
lower scenario.
Risk Management
Describe how the organisation identifies, Describe the organisation’s processes for identifying and assessing climate- Our Enterprise Risk Management approach
assesses, and manages climate-related risks. related risks. Page 24
Describe the organisation’s processes for managing climate-related risks. Our Enterprise Risk Management approach
Page 26
Describe how processes for identifying, assessing, and managing climate- Our Enterprise Risk Management approach
related risks are integrated into the organisation’s overall risk management. Page 28
Metrics and Targets
Disclose the metrics and targets used to Disclose the metrics used by the organisation to assess climate-related risks Decarbonisation targets
assess and manage relevant climate-related and opportunities in line with its strategy and risk management process. Page 30
risks and opportunities where such - - - —
information is material. Disclose chpg 1, Scope 2, and, if opproprlote, Scope 3 greenhouse gas Decarbonisation targets
("GHG") emissions, and the related risks. Pages 30-36
Describe the targets used by the organisation to manage climate-related Decarbonisation targets
risks and opportunities and performance against targets. Page 30
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Governance.

Strong governance enables us to develop
and implement an effective climate strategy.
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Governance

Governance and oversight of climate-related risks and opportunities

Our Board has ultimate oversight of,
and accountability for, PIC’s climate-
related risks and opportunities.
Oversight is exercised through a robust
governance structure, with specific
responsibilities delegated to the most
relevant Board Committees.

The Board is committed to maintaining a
strong framework of internal controls that
supports the effective identification,
assessment, and management of climate-
related risks. This governance framework
underpins the Board's long-term objective
to safeguard our policyholder’s pension
payments, while empowering the
management team to deliver sustainable
business growth.

Governance of climate risks and
opportunities in practice

Operational responsibility for climate matters
is embedded at management level, while
strategic direction and oversight are
provided by the Board and its Committees.

I:l More information about PIC’s Board committees
can be found in the PIC Annual Report 2025

The chart below illustrates how
responsibilities for climate-related risks and
opportunities are distributed across PIC's
governance structure. This structure is
reviewed annually to ensure it remains
effective and responsive to emerging
climate challenges.

Governance framework

Committee membership is determined to
provide the right blend of skills, experience,
and cross-committee representation. By
maintaining clear lines of accountability and
fostering collaboration between committees,
PIC ensures that climate-related risks and
opportunities are integrated into decision-
making at every level of the business.

PICG Board

PIC Board

Audit Committee

Conflicts Committee*

Board Customer Committee*

Investment and Origination Committee

Nomination Committee*

Board Risk Committee

Remuneration Committee

Executive Committee

Investment
Committee

Sustainability
Oversight Forum

Management
Risk Committee

Sustainability
Engagement Forum

Operating
Committee

Sustainability
Champions

* The Conflicts, Customer and Nomination Board Committees do not have a direct role
in managing PIC's climate-related risks and opportunities.
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Board Committee accountability for
climate-related risks and opportunities
PIC Board

The Board holds ultimate responsibility for
promoting PIC's long-term sustainability,
guided by our purpose and strategic
objectives. This includes maintaining
oversight of climate-related risks and
opportunities and ensuring that sustainability
remains embedded across our business.

To strengthen accountability, a Board
Sustainability Champion is appointed to
ensure climate considerations are integrated
into Board discussions and to support the
Executive Committee Sustainability Lead in
embedding sustainability into PIC's culture
and policies.

The Board approves the firm-wide
sustainability strategy, as advised by the
Executive Committee, as well as our
Sustainability Report. It also receives semi-
annual updates on climate-related matters,
or more frequently where required, enabling
informed decision-making and proactive risk
management. During 2025, climate-related
updates to the Board included:

« dreview of our strategic sustainability
positioning;

progress with embedding sustainability
as business as usual ("BAU");

carbon offsetting strategy and approach
to carbon footprint transparency; and

involvement with industry initiatives,
including the A4S Sustainability Charter
for the Bulk Annuity Process.


https://www.pensioncorporation.com/investors/pic-and-picg-financial-results-and-reports/results
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Activities by Committee

Accountability and
oversight of sustainability
matters need to be carried
out at different levels to be
most effective. lam
delighted to have been
appointed as PIC’s new
Board-level Sustainability
Champion. | look forward to
working with the business
to ensure that we play our
part in minimising and
mitigating the impact of
climate change and deliver
against the broader
sustainability agenda.

Martin Pike
Board Director and Sustainability
Champion, PIC

Governance

Board Risk Committee

The Board Risk Committee advises the Board
on current and potential risk exposure and
appetite. This includes assessing risks related
to climate, and assessing their potential
impact on PIC's strategy and resilience.

The Committee ensures that climate risks are
embedded into the Risk Management
Framework and overall risk strategy. This
includes approving PIC's climate risk appetite
and the Climate Risk Policy. During 2025 the
Committee received regular updates on our
performance against key risk indicators
relating to climate risk.

Investment and Origination Committee

The Investment and Origination Committee
oversees investment policy and strategy, as
well as origination of new business. In relation
to climate, this includes monitoring the
progress of PIC's portfolio against our climate
transition plan, and ensuring the ongoing
development of PIC's climate strategy and
integration within investment decisions.

In 2025, the Committee received a number
of climate-related updates relating to the
management and mitigation of risks within
the investment portfolio. This included
updates on responsible investment strategy,
risk exposure within the portfolio and
responsible investing strategic initiatives.

The Committee also approved PIC’s updated
Stewardship Policy.

Audit Committee

The Audit Committee has oversight of PIC's
financial reporting, and internal and external
audit process. It is responsible for approving
the TCFD report and accompanying TCFD
Reporting Criteria for publication, and also

recommends to the Board the approval
for publication of our Sustainability Report.
During 2025, the Committee also received
a number of updates on the embedding of
PIC’s new Non-Financial Reporting team.

Remuneration Committee

The Remuneration Committee is responsible
for ensuring that climate and sustainability
objectives are considered within
performance scorecards, as part of its
overall role in setting PIC's reward framework
and ensuring it alisns with our culture and
strategic objectives.

Management Committees
Executive Committee

The Executive Committee assists the CEO
in overall management of PIC. It plays

a pivotal role in embedding climate
considerations into PIC's BAU operations.
PIC's Chief Strategy Officer is nominated
as the Executive Committee Sustainability
Lead and helps to ensure that the
Sustainability Strategy is integrated within
business planning and operational
processes, assisted by the Head of
Sustainability.

Activities during 2025 included approval of
the annual Stewardship Report, a review of
PIC's strategic sustainability positioning to
ensure alignment with long-term objectives
and stakeholder expectations, alongside

a number of other updates on sustainability
performance and progress.

As part of their roles, Committee members
continuously monitor trends and regulatory
updates to proactively consider their
potential impact on our strategy, operations
and reputation, and ensure this is considered
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in our climate-related policies. A number
of members have sustainability-related
objectives included within their personal
performance objectives.

Investment Committee

The Investment Committee ensures that
climate considerations are fully integrated
into PIC’s investment decision-making
processes. Its role is to oversee how
investment activity aligns with PIC's
decarbonisation targets and climate
transition plan, while maintaining a strong
focus on long-term value creation and

risk management.

In 2025, the Committee reviewed climate-
related portfolio metrics and ESG risk
exposure across the portfolio, using these
insights to guide investment decisions.

It also monitored progress against PIC's
portfolio decarbonisation targets and
assessed the effectiveness of engagement
activities with high-impact issuers and
sectors.

Management Risk Committee

The Management Risk Committee is
responsible for approving risk preferences
and appetites, which are then submitted
to the Board Risk Committee for review
and approval. This includes developing and
maintaining the Climate Change Risk Policy.

Operating Committee

The Operating Committee is responsible
for operational processes and ensures that
sustainability principles are embedded into
decision making in areas such as supplier
selection and facilities management.

This helps minimise our operational carbon
footprint so that we continue to progress
our climate transition plan and achieve
our entity-level decarbonisation targets.
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Governance

Sustainability Champions and Oversight Forum

Sustainability engagement and
representation across the business

During 2025, PIC continued to hold regular
internal stakeholder engagements to
maintain a coordinated approach to
climate-related actions and reporting across
the business. These engagements took place
through the Sustainability Oversight Forum
and the PIC Talks: Sustainability Sessions,
both of which remain central to embedding
sustainability into our BAU operations.

The Sustainability Oversight Forum provides

a central platform for senior leaders to review
and challenge PIC's sustainability priorities,
including climate-related actions and reporting.
During 2025, the Forum moved to a quarterly
schedule to allow for more focused discussion
and alignment on key sustainability issues while
maintaining timely oversight.

Meetings are attended by senior
representatives from across the business,
including the Chief Investment Officer,

Chief Strategy Officer, Head of Sustainability,
and a senior Risk team representative.

The Forum reviews progress against PIC's
climate transition plan, monitors emerging
sustainability trends, and considers key risks
and opportunities impacting our investment
and operational strategies.

The PIC Talks: Sustainability Sessions are
held quarterly and are open to all employees,
providing updates and training on PIC's
sustainability activities, including those relating
to climate. These sessions play an important
role in building awareness and engagement
across the business and were well attended
during 2025.

Key topics covered included the backlash
towards ESG, electrifying the grid, carbon
offsetting strategies, a deep dive into PIC's
stewardship activity and general updates
on PIC's approach to sustainability and
decarbonisation progress.

In 2025, we welcomed a new cohort of

14 Sustainability Champions selected from
across the organisation, who have continued
to embed sustainability into everyday
business practices. Each champion received
formal training and collaborated through
monthly sessions to share best practice

and drive progress on climate and wider
sustainability-related initiatives.

Some key achievements included:

* The Finance Champion actively engaged
in PRA consultations on sustainability,
including CP10/25. They also advanced
our understanding of how climate change
could impact capital requirements and
how sustainability risk considerations are
factored into capital model assumptions.

* The Data Office Champion began
development of a streamlined process
to consolidate PIC's various ESG data
sources into a single, reliable ‘source of
truth’. This initiative aims to organise data
for easier access and semi-automate
periodic updates, improving confidence
and efficiency in reporting, including
climate metrics.

= 7

» The Debt Origination Champion focused on
creating and maintaining a log of ‘rejected
deals’ due to sustainability-related reasons.
We believe there are valuable lessons that
can be learned from tracking such decision
making factors such as what to look for —
or avoid - in future deals.

. More information can be found in our
Sustainability Report 2025

As a Sustainability Champion at PIC, | leveraged my
data expertise to propose a plan to integrate ESG data
into our new technical infrastructure, enabling a
dedicated ESG database for comprehensive analysis
alongside portfolio holdings and risk analytics.

This experience helped highlight business data-usage
limitations, enabled me to observe ESG initiatives
across PIC, broaden my ESG technical knowledge and
meet fellow colleagues across departments working
towards a common goal.

Mitanshi Nayak
Sustainability Champion, Investment Data Analyst, PIC


https://www.pensioncorporation.com/investors/pic-and-picg-financial-results-and-reports/results

Strategy Risk Metrics
Management and Targets

Strategy.

Our approach to respond to
climate risks and opportunities is designed
to support our strategic objectives.
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Strategy

Overview of our sustainability strategy

Our approach to
managing climate risks
and opportunities is
focused on integration
throughout the investment
process, reflecting our
view that climate change
and decarbonisation are
major economic trends
which can have significant
influence on our
investment portfolio.
Understanding these
trends and ensuring

they are appropriately
considered is critical

to achieving our

strategic objectives.

Cléo Fitzsimons
Head of Sustainability, PIC

Responsible investing: 2025 priorities

In our 2024 TCFD report we outlined our responsible investing priorities in line with
PIC’s strategic objectives. These have remained consistent throughout 2025 as we
focus on long-term progress. Updates on each priority can be found throughout

this section of the report.

Our strategic objectives

To continue building
a secure and
sustainable business

Decarbonising our business
®e0
<

Enhancing our engagement strategy

e

Integration of climate-related risks and
opportunities into investment decisions

e

To carry on leading
as a responsible
corporate citizen

& e

To keep on driving
long-term value
growth

Conducting climate scenario analysis
Gle
<

Establishing and implementing
investment restrictions

Understanding nature-related
risk within our portfolio
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Delivering PIC’s strategic objectives
by integrating climate-related risks
and opportunities

PIC's purpose is to pay the pensions of
our current and future policyholders. Our
investment portfolio of £54.8 billion is
invested to fulfil this purpose.

To deliver on this, we have three strategic
objectives that shape our day-to-day
activities. A key part of achieving those
objectives is understanding and managing
sustainability risks and opportunities,
including those related to climate. Given the
nature of our business model, the majority
of these risks and opportunities pertain to our
investment portfolio, and that is therefore
the focus of our sustainability strategy.

Throughout 2025, we have taken steps
to support these objectives, ensuring we
manage risks that could impact our
investment portfolio over an extended
time horizon.

We apply the following time horizons to
support consistent evaluation of climate-
related risks in line with our risk management
approach:

Risk time horizons

<lyear
Short :
reTm 1-5years
Medium
T 5years+
Long
term
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Introduction Governance Strategy

Overview of our sustainability strategy (continued)

Decarbonising our business

e

We remain committed to our long-term
decarbonisation goals and continue to
implement our climate transition plan. Our
targets include reducing the WACI of our
total investment portfolio by 50% by 2030,
using a 2019 baseline, and achieving Net Zero
emissions across our entire business,
including our investment portfolio, by 2050.

We are pleased to report that we have
achieved our 2025 targets of operational
carbon neutrality (Scope 1and 2 emissions)
and a 25% reduction in the WACI of our
public corporate credit portfolio, using a 2019
baseline. These milestones reflect the
strength of our strategy and the commitment
of teams across the business.

Further details on our progress against
targets can be found in the Metrics and
Targets chapter (page 30). The following
sections detail our approach to meeting our
targets across our investment portfolio and
our operations.

Decarbonising our investment portfolio

Our climate transition plan focuses on
the following actions to decarbonise our
investment portfolio.

Use our influence

We continue to engage with our investment
counterparties to support the
decarbonisation of their businesses. We also
recognise that achieving our portfolio
decarbonisation targets requires broader
systemic change. We continue to use our
influence to encourage industry-wide
alignment with Net Zero goals, actively
engaging with policymakers and participating
in collaborative initiatives.

Forward looking investment strategy

We favourably consider investments that
support the low carbon transition, while
maintaining a focus on long-term value and
risk-adjusted returns. We continue to assess
and manage the evolving risks associated
with the energy transition, particularly for
certain carbon intensive sectors, and factor
this into our investment strategy.

Strategic divestment

Where engagement does not yield the
desired outcomes, we remain prepared to
divest from the issuers whose progress is not
aligned with our decarbonisation goals.

More information can be found in our
Climate Transition Plan

Risk
Management

Focus areas
for 2026

Metrics
and Targets

Reducing the environmental impact
of our own operations

At the end of 2024, we moved to our new
office at 22 Ropemaker Street. This move
marked a major milestone in our
sustainability journey, as the building was
designed and fitted out with environmental
performance as a core consideration.

As anticipated, the move to our new building
has led to a significant reduction in our
operational emissions. Our Scope 1and 2
emissions in 2025 were 85% lower than in
2024, reflecting the benefits of the building’s
high energy efficiency and our use of
renewable electricity. We continue to
purchase carbon removal credits to offset
the residual Scope 1and 2 emissions from
our operations. We are being supported by
CURS, a third party specialist in carbon
removals, to access high-integrity credits
from credible projects.

‘ Further details on the carbon removal credits

that we purchased in 2025 can be found in our
Sustainability Report

Appendix
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Overview of our sustainability strategy (continued)

Case study: Engaging with our most carbon intensive issuers

/

For issuer’

We continue to engage with the

most carbon intensive investee
counterparties in our portfolio. This
serves to mitigate climate-related
risks while accelerating the transition
of these companies toward low-
carbon business models, ultimately
supporting our portfolio
decarbonisation targets.

%
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The WACI of our portfolio is heavily
influenced by a small number of carbon
intensive investee counterparties. This
presents a possible transition risk as those
companies may be required to decarbonise
their businesses, and also creates a
challenge for PIC in meeting our
decarbonisation targets.

ansition.

To address this, we undertook targeted
engagement internally via our credit research
analysts and through our external managers
with the top carbon-emitting issuers. Our
approach combined active dialogue and
investment restrictions to influence change.
We assessed the credibility of transition
plans by reviewing emissions reduction
targets, science-based commitments,
capital expenditure and research and
development (“R&D") allocations, and
governance structures.

Con
These efforts have already contributed to
reducing the WACI of some of our portfolio’s
highest emitters, positioning PIC to deliver
on its long-term climate strategy. Looking
ahead, we will continue active engagement
with top emitters, monitor progress against
transition plans, and use divestment as an
escalation tool where necessary.
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Overview of our sustainability strategy (continued)

Enhancing our engagement strategy

®©0

Active engagement remains a cornerstone of
our approach to responsible investment and
a key lever in our climate transition plan. In
2025, we began to implement our new five-
year engagement strategy, which builds on
our previous efforts and sets a clear direction
through to 2030. The strategy focuses on six
core ESG themes: Climate Change, Natural
Capital, Human Rights, Human Capital,
Corporate Governance, and Diversity, Equity,
and Inclusion.

For each theme, we have identified the
sectors within our portfolio most exposed to
the associated risks and opportunities. Our
engagement efforts are targeted at issuers
where we believe we can exert meaningful
influence, and where our stewardship can
support real-world outcomes. This strategy
spans both public and private credit, as well
as our real estate investments, and is
designed to be flexible and responsive to
emerging issues over the five-year period.

The following table outlines our 2025-2030
engagement strategy.
More information around our other ESG

I;I engagement focus areas can be found in our
Sustainability Report

2025-2030 Engagement Strategy
o ]
2 3 El
“

Climate
Change

Human
Capital

Human
Rights

Natural
Capital

Corporate
Governance

Diversity, Equity
and Inclusion

Fixed income - Public and Private

Climate
engagements
with issuers with
significant real-

Engagement with
issuers operating

in sectors with high
pressures on natural

Engagement on
modern slavery,
labour standards
and human rights

Engagement on
corporate culture,
ability to attract,
retain and develop

Engagement

on corporate
governance topics
around Board

Engaging on
Diversity, Equity
and Inclusion
topics at the

world impact on capital where we in the supply workers, and wider and management senior level and

carbon emissions. have meaningful chains. management of effectiveness more widely
exposure and human capital. and executive across the
influence. remuneration. workforce.

Real Estate

Engaging on Engaging on Engaging on topics = Engagement Engaging on Engaging on

climate topics natural capital of modern slavery, = on social value corporate Diversity, Equity

such as embodied topics such building safety and | topics such as governance topics = and Inclusion

emissions, EPC
ratings, building
regulation
emissions,
percentage of
energy demand
from non-fossil
fuels, and type of
offsetting within the
built environment.

as biodiversity
net gain, urban
greening factor,
water usage, and
circular economy
within the built
environment.

other health and
wellbeing topics
within the built
environment.

affordability rate
and community
engagement
within the built
environment.

such as having
necessary policies
in place.

topics within the
built environment.
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Overview of our sustainability strategy (continued)

In 2025, our engagements by focus area We have also focused on sharing knowledge
were as follows: and best practice within teams to embed

a consistent high quality approach to
engagement across the portfolio. As we

For industr

increase the proportion of our investments y
that we manage directly, these internal

,I 83 capabilities become increasingly important. p ro ress

Our stewardship approach is guided by
our Stewardship Policy, which outlines

our expectations for ensagement and
escalation. While active engagement
remains our preferred route to influence,
we recognise that not all issuers respond to
engagement in the same way.

Engagement focus breakdown

Total

engagements*
2024:130

@ Climate Change 31%

® Human Rights 9% Where progress is not made within an

® Natural Capital 28% 18-month period, we escalate concerns to
senior management and may collaborate

@ Human Capital 7% with industry peers. Divestment remains @

@ Corporate Governance 1%  lastresort, but one we are prepared to take

149, ~ when necessary to uphold our climate and

@ Diversity, Equity & Inclusion ) = -
sustainability commitments.

* Specialist third-party engagements not included in
total figure.

ESG engagement platform continues to be FRC UK Stewurdship Code
an effective tool in planning our

engagements and monitoring progress. It
enables us to track engagement activity,
record outcomes, and identify issuers that
are lagging or unresponsive. This data-driven

We are pleased to have maintained

for a third consecutive year our signatory
status to the UK Stewardship Code, which
sets high standards of stewardship.

approach ensures that our engagement The Code comprises a set of 12 principles
efforts are torgeted, meOSUrOble, and Oligned for asset owners to support and report
with our broader sustainability objectives. on information relating to their

governance, investment approach,
engagement activities and actions to
address sustainability issues.

To support the successful delivery of our
engagement strategy, we continue to invest
in the capabilities of our internal teams.

Throughout 2025, significant collaboration STEWARDSHIP
took place between our credit analysts and CODE

our sustainability teams, to align on goals and

enhance the capabilities of both teams.



https://www.pensioncorporation.com/about-us/corporate-governance/stewardship-policy
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Integration of climate-related risks and
opportunities into investment decisions

e

The majority of PIC’s public and private credit
investments are now managed internally.

As a result, our internal investment approach
has become increasingly important in
ensuring that climate-related risks and
opportunities are systematically integrated
into decision making. Our process is designed
to embed sustainability considerations at
each stage of the investment lifecycle, using
a combination of internal expertise, external
data, and information gathered from direct
engagement to inform robust, long-term
investment decisions.

As part of regular portfolio monitoring and
risk mitigation processes, our credit analysts
and Sustainability team review and question
any meaningful corporate investee roll-back
from publicly stated climate-related
commitments. Such roll-backs are escalated
as priority discussion points in subsequent
engagements with the company, where we
re-affirm the importance of sustainability
considerations to PIC.

Our information sources

We use a range of sources to support our
assessment of sustainability and climate
risks in our investment decisions:

o MSCI ESG data: we use MSClI's climate
metrics to evaluate an issuer’s exposure to
climate-related risks, including greenhouse
gas emissions, decarbonisation targets,
and alignment with a low-carbon economy.

« Sustainalytics ESG risk scores:
Sustainalytics provides sub-scores such
as ‘Average Exposure’ and ‘Manageable
Risk Factors’, which help us understand
sector and issuer-specific ESG risks,
and ‘Management’ scores, which
provide information on how well
borrowers are managing those risks.

« Credit analyst expertise: our analysts apply
their sector-specific knowledge to identify
material sustainability-related risks and
assess how these may affect long-term
creditworthiness.

Direct engagement with issuers:
engagements with borrowers’
management teams provide qualitative
insights into sustainability governance,
transition plans, and resilience strategies.
This is particularly valuable in private
markets, where public information can

be limited. We also use sector-specific
sustainability due diligence questionnaires
across key sectors such as utilities, housing,
and infrastructure, to identify material
risks and opportunities.

Our internal processes

The insights gathered feed into our
proprietary ESG rating methodology to
support consistent and evidence-based
decision-making. Analysts assign scores
across ESG issues based on sector-specific
rating methodologies, providing a high/
medium/low score for each ESG areaq,

as well as a combined score. This is applied
to allinvestments where no Sustainalytics
rating is available.

In turn, the ESG rating alongside the other
information gathered are considered by
investment teams to inform the overall
decision-making process. Climate-related
risks are frequently discussed at Credit and
Investment Committees, when considering
specific investment opportunities and overall
risk frameworks setting out our approach to
managing these risks.

Externally managed investments
and decision-making approach

Alongside our internally managed
investments, we engage external managers
to manage a portion of our portfolio. Where
managers operate under a specific
Investment Management Agreement ("IMA”"),
our investment policy, stewardship policy, and
sustainability-related objectives are reflected
in that IMA. We also include sustainability-
related considerations in our due diligence of
the manager’s investment approach. We
maintain regular contact with these external
asset managers on climate-related issues,
integrating their insights into our own
investment approach where appropriate.

Where managers do not operate under

a specific IMA, we assign an ESG rating to
the manager as part of our due diligence
process. The rating approach is two-fold:

« Strategy rating: rating the extent to which
sustainability-related risks are integrated
into the investment strategy that we are
considering. Factors affecting this rating
include the existence of ESG policies and
evidence of implementation, emissions
reporting, stewardship activity, and
other factors.
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« Manager rating: rating the fund manager’s
overall approach to integrating
sustainability into their investment process.
Factors affecting this rating include the
level of ESG oversight and governance,
resources committed to sustainability,
and others.

These ratings are blended into a single rating;
the ratings vary depending on the nature of
the strategy. Sustainability considerations are
more easily incorporated and measured for
some strategies and in these cases we would
weight more heavily towards the Strategy
rating. For strategies where this is not the
case, we would weight more heavily towards
the Manager rating.
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Case study: Considerations for rejecting potential deals

For better

decision-making.

An important indicator that our
responsible investment strategy is
appropriately implemented is the
number of investment opportunities
declined due to sustainability
concerns.

During 2025, through the processes we
have in place, we declined to invest in over
£1 billion worth of private debt deals for
sustainability-related reasons, including
over £0.2 billion for reasons relating to
climate risk.

This is compared to a total of £2 billion of
private debt investments sourced in 2025,
and demonstrates our willingness to reject
deals that we do not deem to meet our
climate-related criteria.

Given the nature of public markets, it is not
possible to track an equivalent number

of declined public deals. However, we also
apply our climate risk appetite to public
deals, as set out by our investment strategy,
and ESG-related factors are considered
when excluding issuers from our investible
universe.

Establishing and implementing
investment restrictions

Our responsible investment strategy

is primarily based on engagement, but
recognises the need to also put in place
restrictions or exclusions on sectors
where we do not consider the returns
to compensate for the risks arising from
the transition to a low carbon economy.
We have the following climate-related
restrictions in place on our portfolio:

« 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 have successfully achieved our aim
to divest from holdings that breach this
10% limit by 2025, and full details on the
implementation of this policy can be
found in the box below.

Coal exclusion policy — progress
since implementation

We implemented our coal policy in 2020
to align with our long-term credit views
on the viability of coal as a source of
energy. At that time, we had circa £500m
of exposure to issuers in breach of the
10% revenue threshold.
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« Oil: As with coal, the long-term demand
outlook for oil is uncertain as energy
markets undergo meaningful structural
changes. While oil is likely to remain in the
energy mix for longer than coal, we have a
cautious approach to long-term investment
in the sector. We will make no new
purchases of companies who exclusively
focus on upstream activities. We aim
to divest from these holdings over time.

PIC will continue to invest in major
integrated oil companies where such
companies have decarbonisation
commitments and have a credible strategy
to deliver them. We believe such
companies have an important role to play
in the transition to a low carbon economy.
Our cautious approach also includes
concentration and duration limits for
specific subsectors and a low allocation
overall. As of 31 December 2025, this sector
represents less than 1% of PIC’s portfolio.

Our approach has been to engage

with these issuers to encourage the
replacement of coal-fired power plants
with cleaner sources of electricity,
where appropriate. We aimed to avoid
divestment where possible, although we
were prepared to take this action if our
engagement did not achieve the desired
outcomes. The graph on the following
page gives an indication of how this initial
exposure of circa £500m has reduced
over time.
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Coal exclusion policy

100%

Starting position

When we first implemented
the coal exclusion policy,
we held circa £500 million
of exposure across circa 40
investment counterparties
who were in breach of our
10% revenue threshold.

(70)%

2

Investment
counterparties now
meeting threshold

The majority of our
progress (circa £350 million)
on the policy has been
investment counterparties
replacing coal revenues
with alternative sources of
revenue, reducing their %
below our 10% threshold.

(23)%

3

Investment
counterparties still in
breach of the threshold
no longer held

Circa £100 million of our
initial exposure relates to
investee counterparties
which continue to breach
the threshold and are no
longer part of our portfolio.
The reasons for divesting
from such issuers may be
driven by a range of
factors, including market
conditions or changing
credit views, and is not
necessarily directly a result

of our coal exclusion policy.

7%
I

Remaining holding

in investment
counterparties above
threshold at 2020
market values

This leaves circa £50 million
of our initial exposure in
investment counterparties
who continue to receive
over 10% of their revenues
from coal extraction and
burning.

(5)%

5

Reduction in
market values

Since the policy was
implemented we have
reduced our exposure to
these investment
counterparties, both
through active portfolio
management and run-off
of the portfolio, meaning
we have a very small
residual exposure to
companies who breach our
10% revenue threshold.

2%
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Companies we still hold
who we consider to
have a reasonable

plan to transition

away from coal

The investment
counterparties that we
continue to hold have
credible plans in place to
reduce their coal revenues
below the threshold in the
near future. This assessment
is based on their near-term
capital expenditure plans
and any recent changes to
plans as a result of a
perceived change in the
outlook for coal-fired power.
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Conducting climate scenario analysis

Climate scenario analysis (“CSA”") involves
analysing the possible risks to our business
under a range of future climate scenarios,
which is an important tool in understanding
and managing climate-related risk.

Over the past three years, we have refined
our approach to CSA, with our focus on
producing information that can actively
support decisions for our use cases.

The top down analysis completed in 2023
remains relevant as an overall assessment
of our exposure to different climate
scenarios given our stable business model,
full details of this can be found in our

2023 Climate Report (TCFD).

In previous years, our approach has developed as follows:

2023 - Top down analysis

2024 - Sector specific

Given our streamlined business model, our
primary use case is long-term investment
decisions, both on a case-by-case basis and
at a portfolio level. This has in turn guided
how we develop our approach.

In 2025, we have reviewed our CSA approach
to ensure it is designed to support our
primary use case of informing investment.
The key consideration for this review is the
significant uncertainty involved in the
analysis.

2025 - combined approach

Approach High level top down analysis to assess
physical and transition risk.

Scenarios Network for Greening the Financial System
(“NGFS"): Net Zero 2050, Delayed Transition,
and Current Policies.

Scope Whole portfolio

Advantages of .
this approach

Widely recognised scenarios for
consistency with peers.

Disadvantages

High level analysis means results have

Develop sector-specific scenarios focused on

transition risk, and assess the risk of these
scenarios at an individual issuer level.

Developed in-house on a sector-by-
sector basis.

Material sectors in our portfolio where
transition risk is prevalent.

Covers whole portfolio, which means it can e
be applied to a wide range of use cases.

The analysis aligns with the level of

granularity at which investment decisions
are made - issuer level - meaning decision- e

useful information is produced.
Scenarios are easily understandable as

they are based on key transition indicators e

for each sector.

Covers a smaller proportion of the portfolio e

Develop an overarching scenario that
represents our best estimate view of the
transition and build out sector-specific
scenarios that are consistent with this.

Developed in house on a sector-by-
sector basis, to be consistent with
an overall scenario.

Material sectors in our portfolio.

« Aligns with the level of granularity at which
investment decisions are made.

Easily understandable scenarios that

can be considered in isolation for a
specific sector.

Drives consistency across sector-level
scenarios

Smalller proportion of the portfolio given

of this approach

limited use in investment decision making.

It is challenging to engage stakeholders in
the scenarios due to complexity.
Relatively modest results are hard to
justify given broader understanding of
climate risks.

given the work involved in developing
sector-specific scenarios.

This is turn limits the breadth of use cases
for which this can be applied.

the work involved in developing sector-
specific scenarios.
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For example, when attempting to analyse
long-term physical risk, there are several
layers of uncertainty:

« Emissions pathway: there is uncertainty
over how the energy transition will play out,
and therefore the pathway for greenhouse
gas emissions.

+ Temperature increase: a given emissions
pathway could lead to a range of
temperature outcomes, depending on how
sensitive the climate is to those emissions.

Physical risk impacts: a given temperature
increase could lead to a range of impacts
on physical risk, based on how the climate
reacts to increased temperatures. There
is also geographic variation in the likely
impacts.

« Asset values: a given physical risk impact
could lead to a range of outcomes on the
value of assets, depending on the market
dynamics and the ability to adapt to
the changes.

Similar layers of uncertainty exist in climate
transition risk analysis. In this context, we
consider it extremely challenging to develop
a best estimate scenario that covers the
whole economy through the above layers
of uncertainty. It is also challenging to
understand where a given scenario

(e.g. an NGFS scenario) lies in the potential
distribution of outcomes, meaning the
scenarios are of limited use in informing
investment decisions.


https://www.pensioncorporation.com/content/dam/pic/corporate/documents/investors/-pic-and-picg-financial-results-and-reports/results/2023/PIC-climate-report-TCFD-2023.pdf.downloadasset.pdf
https://www.pensioncorporation.com/content/dam/pic/corporate/documents/investors/-pic-and-picg-financial-results-and-reports/results/2023/PIC-climate-report-TCFD-2023.pdf.downloadasset.pdf
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We have therefore continued to focus our
CSA on producing granular sector/issuer-
specific output. Our approach going forward
will therefore be as follows:

Step 1: High level scenarios

We have developed best estimate, fast
transition, and slow transition scenarios
in-house, based on a small number of
macro indicators, such as global oil and
gas demand. These are high level scenarios
which form the basis of all our CSA.

Step 2: Develop scenarios
for specific use cases

Where we have a specific use case, such

as credit analysis on a specific issuer or of

a particular sector, we further develop the
scenarios, through the layers of uncertainty
highlighted above, for that issuer or sector.
For example, if we were considering
investment in an auto manufacturer, we
would consider the electric vehicle uptake
that is consistent with our best estimate view
on global oil and gas demand, as well as any
nuances for the geography in which the
manufacturer operates. This produces a
consistent approach across the portfolio,
while also facilitating detailed analysis for the
use cases where this is needed. Our view is
that only this detailed analysis can support
investment decisions and we are therefore
focused on making that analysis possible.

Step 3: Perform detailed analysis

We then use these more detailed scenarios
to perform the scenario analysis. In the
example above, this would consider

the product offering of the specific auto
manufacturer, their creditworthiness and
ability to invest in new technologies, etc. For
some use cases, we have leveraged third-
party tools to provide the underlying analysis,
where the scenarios available are consistent
with our internal scenarios. In some cases we
perform the analysis directly to both
qualitatively and quantitatively inform
investment decisions.

In 2025, our focus has been on understanding
and prioritising our use cases, developing this
overall approach to meet the high priority
use cases, and developing our high level
scenarios which will drive consistency across
sector and issuer-level analysis. We will
continue to roll out the approach in 2026.
Given our relatively stable investment
portfolio and our overall cautious investment
approach to sectors with increased climate
risk, our analysis from previous years remains
relevant in assessing our overall exposure

to climate risk.

3
H
s

.
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Understanding nature-related
risk within our portfolio

Alongside climate-related risk, we are also
paying increased attention to understanding
our potential exposure to nature-related risk.
A report by the Green Finance Institute, with
input from DEFRA, HM Treasury, and the
Financial Conduct Authority (“FCA"),
concluded that lower economic growth
driven by the degradation of nature could
cause a 6% reduction to UK GDP'. Due to the
long-term nature of our liabilities, we
recognise the importance of understanding
and managing our exposure to nature-
related risks, and we have used the
Taskforce for Nature-related Financial
Disclosure (“TNFD") framework to guide

us in our initial work in this area.

TNFD definitions

« Dependencies: aspects of
environmental assets and ecosystem
services that a person or an
organisation relies on to function. An
ecosystem service is considered to be
the direct and indirect contributions
that ecosystems provide for human
wellbeing and quality of life. For
example, a company that PIC lends to
may be dependent on the ecosystem
services of water flow, water quality
regulation and the regulation of
hazards like fires and floods.

Impacts: a change in the state of
nature which may result in changes to
the capacity of nature to provide
social and economic functions.

Nature-related risks: potential threats
posed to an organisation that arise
from its dependencies and impacts on
nature. These risks may be physical,
transition, or systemic risks.

Nature-related opportunities: activities
that create positive outcomes for
organisations and nature through
positive impacts or mitigation of
negative impacts.

Last year, we conducted an assessment

of the dependencies of our portfolio on
ecosystem services and the pressure placed
by our portfolio on natural capital. This was
based on the ENCORE? database. This gave
us an indication of physical and transition
nature-related risks in our portfolio. Where
assets have high dependency on ecosystem
services, they may be at risk of those
ecosystem services no longer being delivered
due to the degradation of nature, in turn
affecting the value of the asset. Alternatively,
where assets place high pressure on natural
capital, they may be at risk of government
policy aimed at supporting nature increasing
their cost of doing business, or changing
consumer views leading to reputational
challenges.

We refreshed this analysis in 2025 and the
following graph show the breakdown of our
portfolio between Very high, High, Medium,
Low, and Very low dependencies on
ecosystem services.

1. www.greenfinanceinstitute.com/wp-content/
uploads/2024/06/GFI-GREENING-FINANCE-FOR-
NATURE-FINAL-FULL-REPORT-RDS4.pdf

2. www.encorenature.org/en
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1.1 Portfolio market value breakdown by
dependency on one or more ecosystem services

@ No dependency —%

® Very low —%

Low 62%
@ Medium 5%
@ Hich 5%
® Very high 28%

The following graph shows the breakdown
of our portfolio between Very high, High,
Medium, Low, and Very low pressure on
Natural Capital:

1.2 Portfolio market value breakdown by pressure
on one or more components of natural capital

@ No pressure —%
® Very low —%

Low 21%
@ Medium 62%
@®Hioh 9%
® Very high 8%

Based on this analysis, our exposure to
nature-related risks is consistent with our
exposure at year end 2024. Note the ENCORE
database is based on the ISIC classification?,
which is not a classification used by PIC.

We therefore have translated to our internal
sector classification, which we consider

to be the best classification to capture

the underlying risk to our assets. There is
judgement involved in this mapping and the
above graphs should therefore be considered
with caution.

3. The International Standard Industrial Classification
of All Economic Activities https://unstats.un.org/
unsd/classifications/Econ/isic


https://unstats.un.org/unsd/classifications/Econ/isic
https://unstats.un.org/unsd/classifications/Econ/isic
www.greenfinanceinstitute.com/wp-content/uploads/2024/06/GFI-GREENING-FINANCE-FOR-NATURE-FINAL-FULL-REPORT-RDS4.pdf
www.greenfinanceinstitute.com/wp-content/uploads/2024/06/GFI-GREENING-FINANCE-FOR-NATURE-FINAL-FULL-REPORT-RDS4.pdf
www.greenfinanceinstitute.com/wp-content/uploads/2024/06/GFI-GREENING-FINANCE-FOR-NATURE-FINAL-FULL-REPORT-RDS4.pdf
www.encorenature.org/en
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In our judgement, physical nature-related
risks are likely to be more material in the short
term. We therefore considered further the
ecosystem services upon which our portfolio
is most dependent. If these ecosystem
services are assessed to be materially at risk
then this could translate to financial risk in our
portfolio. Based on the ENCORE analysis, the
ecosystem services upon which our portfolio
is most dependent are:

1. Visual amenity services

2. Water purification

3. Water flow regulation

4. Water supply

5. Rainfall pattern regulation

Based on our expert judgement, the
depletion of visual amenity services is unlikely
to cause a material risk to businesses that we
lend to. The real estate sector has “Very high”
dependence on visual amenity services,
based on the ENCORE database, andis a
sector in which we have material exposure
across housing associations, student
accommodation, equity release mortgages,
and other areas. In our view, while likely to be
a factor in the attractiveness of the asset,
visual amenity services are not a material
driver to the credit risk of these asset classes.

This highlights the challenges of relying on
sectoral analysis, in particular where
mappings across sectoral classifications are
required. We have therefore focused on the
water-related risks to conduct a more
detailed analysis of our potential exposure.

The sectors driving the majority of our High
and Very high dependency on water-related
services are utilities and healthcare/
pharmaceuticals. We have briefed the credit
analysts that cover these sectors about this
consideration and it is an ongoing part of
their analysis and engagement with

the sector.
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Case study: Managing water-related risk of our investments

Issue

Orbia, a multinational company with
specialism in polymers, materials and
infrastructure, is dependent on water,
particularly in its chemical business groups
both for cooling and as a raw material.
Water stress may cause significant
operational disruption and, in the long-
term, could potentially impact the
company'’s license to operate.

On 21 May 2024 Orbia was forced to
temporarily shut down its facilities in
Altamira, Mexico, due to extreme
temperatures and drought causing water
scarcity and interrupting the water supply
to both industry and residents.

Orbia has set an ambitious commitment to
achieve a net-positive water impact, and we
seek to understand the company’s plans to
address its water stress risks.

Action

Our external manager J.P. Morgan Asset
Management (“JPMAM")! engaged with Orbia
on our behalf, who acknowledged that water
stress is a material business risk and has been
included in the company’s climate risk
assessment since 2019. The company
highlishted that the drought in Tampico,
Tamaulipas Mexico, as an acute, not chronic
event, did not appear in their risk
management models. Orbia assured that the
operational risk was limited in the short term
as they were able to meet client needs within
their diversified global portfolio.

For nature-rellated%"f:fr-

risk management. ;

In the longer term, Orbia indicated that it is
contributing to a water management project
in the water-basin where their site operates,
along with other industrial water users.

At a group-level, Orbia set an ambition to be
net positive on water with key outcomes: (i)
reduction in water volume through improved
efficiency, (ii) improving quality of wastewater
discharge, and (i) contribution to collection
action and community water, sanitation and
hygiene (“WASH") programmes. The company
mentioned that it is in the early stages of
assessing how to meet this ambition and
which sites to prioritise.

For instance, the company shared
challenges with moving to closed loop water
management in its resin plants (which
represent around half of Orbia’s water
consumption), due to the hish dependency
on water and cost (only one site in EL Salto
in Mexico has a closed loop).

As the company develops its strategy,
JPMAM encouraged Orbia to consider
quantifiable and measurable targets,
which investors find useful to assess how
the company is addressing water risk and
to compare with peers. The company
indicated plans to disclose a more
detailed roadmap to meet their water
commitment in the next 18 months.

Outcome

We welcome Orbia’s commitment to be
watter positive but acknowledge plans to
manage operational water risk are still being
developed and industry-wide best practice
is still emerging. We wiill continue to monitor
progress by the company and encourage
disclosure for water management both at
group and business level to facilitate
assessment of related risks.

1. The present information was sourced from JPMAM
Investment Stewardship Report (or other sources)
and includes information that was obtained at an
earlier date. It is presented as such and has not been
updated, verified or audited. While JPMAM views
engagement as an important part of understanding
the risks and opportunities facing companies/issuers
held in client portfolios, such engagement may not
be effective in identifying such risks and
opportunities and JPMAM does not guarantee any
particular results or company/issuer performance as
aresult of such engagement. Other than for the
information provided in the case study, JPIMAM is
not responsible for any information in this report.
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Risk
anagement.

Integrating climate risks into our risk
management approach supports the long-term
resilience of our business.
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Our approach to risk management

Climate change has the
potential to increase risk
across multiple areas.

We are committed to
integrating climate-related
risks into our risk
management processes

so we can secure the best
possible outcomes for our
stakeholders.

Sally Bridgeland
Chair of Board Risk Committee, PIC

Enterprise Risk Management Framework
We apply our Enterprise Risk Management (“ERM”) Framework across

the business to build a consistent approach to managing risks.
The risks are aligned to five key areas:

Solvency Liquidity Sustainability Customer Value

Our ERM Framework consists of our

Risk Governance Framework, Risk Policy
Framework, Risk Processes and Risk
Appetite Framework:

The Risk Appetite Framework sets the
level of risk the Board is willing to take, in
which areas, and how performance
against risk appetite will be measured.

» The Risk Governance Framework sets out
PIC's risk management responsibilities.

We assess the physical and transitional risks
associated with climate change across

« The Risk Policy Framework sets, embeds, each of these areas.

and monitors the standards applied to
each risk area.

This section gives more detail on how the
Risk Processes and Risk Appetite Framework
are applied to climate-related risks.

» The Risk Processes are the techniques
and tools used to identify, assess,
mitigate, monitor and report risk
throughout PIC.
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Physical vs transition risks

Physical climate risks relate to the direct
consequences of climate change, which
can be either acute, driven by specific
events, or chronic, arising from long-term
shifts in climate patterns. These risks can
impact organisations financially through
direct asset damage and indirect effects
such as supply chain disruptions.

Transition risks encompass the risks
associated with the shift towards a
lower-carbon economy, involving
changes to policies, regulations,
technologies and market dynamics to
address climate change mitigation and
adaptation requirements. Depending on
the nature, pace, and emphasis of these
changes, organisations may face varying
degrees of financial and reputational risk.

We consider transition risks to be the
more material climate risk in the medium
term. Depending on actions taken to
mitigate climate change, physical risks
may have a greater long-term impact.
However, changes in climate and
weather systems are likely to play out
over the longer term, whereas transition
risk could materialise more quickly. We
also remain conscious that financial
markets are likely to price in the impacts
of risks in advance of potential
outcomes, potentially accelerating the
timeframe over which these risks
materialise for PIC.
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Applying our risk management
processes to climate-related risks
Risk identification and analysis

We carry out climate risk assessments to
determine potential exposures and
recommend actions for managing climate-
related risks, including utilising third-party
analysis and conducting due diligence on
potential new assets. We use the following
risk management processes in our
consideration of climate-related risks:

Own Risk and Solvency Assessment and
Stress and Scenario Testing: we evaluate
the potential impact of risks on PIC's
business using qualitative and quantitative
scenario analysis, which considers potential
climate-related risks.

Risk and Controls Self-Assessment: this is a
qualitative process designed to assess the
potential impact of non-quantifiable risks
on PIC’s business. Climate-related risks are
explicitly considered in this process.

Investment due diligence: climate risk
analysis is embedded throughout our
responsible investment approach given our
investment portfolio represents the most
significant area of climate risk exposure.

Our risk taxonomy categorises the risks most
likely to impact our business. The taxonomy

provides consistent reference for all internal
stakeholders and includes a comprehensive
breakdown of manageable risk categories.

The table overleaf shows relevant elements
of the taxonomy, and our view of the
potential impact of physical and transitional
climate-related risks on each lead taxonomy
risk. This is informed by our climate risk
assessments.

As indicated on the following page, we believe
that climate-related risks are most likely to
impact solvency and liquidity risks and have
provided further detail about the potential
impact of physical and transition risks in the
second table overleaf.

Risk management processes

PIC uses tools and
techniques to identify
current and emerging risks
to the business.

Report

PIC reports on risks. Reports
are discussed and debated
by the Management and
Board Risk Committees.

Monitor

PIC monitors risks to ensure
they remain within
approved appetite limits
and targets.

Analyse
PIC assesses risks
on both an inherent
and residual basis.

Mitigate
PIC puts in place mitigating
controls to bring the risk
to an acceptable level
at appropriate cost.
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Our approach to risk management (continued)
Potential impact Potential impact
Risks Sub risks of physical risk of transition risk
Solvency Market, credit concentration, counterparty default Significant Significant
and downgrade
Liquidity Asset liquidity, collateral posting Significant Significant
Operational People, process, physical security and safety, information Moderate Moderate
technology, legal and regulatory
Conduct Culture, market interactions Low Moderate
Franchise value Sustainability, reputation, financial targets Moderate Moderate
Potential impact Potential impact
Lead taxonomy risks Sub taxonomy risks of physical risk of transition risk
Solvency Market, credit concentration The actual or anticipated impacts of physical climate change The actual or anticipated impacts of the transition to a low-
may result in reduced asset values, driven by factors such as: carbon economy could lead to reduced asset values, driven by
« Direct damage to our real estate investments leading to factors such as:
a loss of value or reduced attractiveness to tenants. « Shifts in consumer demand (or supply of energy, goods and
« Rising insurance costs or the unavailability of insurance for services) potentially causing assets to become stranded.
assets due to the increasing likelihood and severity of « Regulatory changes could lead to certain sectors or
physical climate risk events. businesses becoming less profitable or creditworthy than
« Operational or supply chain disruptions impacting expected (or indeed, promote investment in sectors that
investments caused by more frequent and severe climate- are more exposed to climate risks).
related events. « Increased building regulation and standards could require
additional investment in existing real estate assets to meet
new standards.

« New technologies arising from attempts to mitigate climate
change could lead to reduced demand for legacy
technologies.

Counterparty default and downgrade Physical climate change could adversely impact our Transition risk could negatively impact our counterparties in

counterparties, such as derivative counterparties or reinsurers,  similar ways to those highlighted in the Market risk section of
in ways similar to those outlined in the Market risk section of the  the table on page 26.
table on page 26. They may also experience issues operationally.
In addition, reinsurers often maintain diverse product portfolios,
meaning they may have direct exposure to physical climate risks
through general insurance products.

Liquidity Asset liquidity Acute physical climate risk events could lead to a reductionin  The transition to a low carbon economy may leave assets

Collateral posting

PIC’s ability to liquidate an asset without incurring significant stranded and reduce liquidity in assets reliant on the
costs, especially if the asset or sector is significantly impacted by continuing use of fossil fuels.
physical clima