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Introduction [PPCetrics |
Carbon Considerations

@

Considering climate aspects when selecting asset classes and

Investment allocation weights
Strategy

Voting and engaging on climate issues

Excluding high-emitting sectors from the portfolio (e.g. coal)

Implementation

Positive criteria (i.e. integration, best-in-class, impact/thematic)
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Investment Strategy
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Investment Strategy PPy [PPCictiic
Emerging Markets S

Average Strategic Asset Allocation (% of total Assets)
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» No trends identified.

Source: average strategic asset allocation of institutional investors consulted by PPCmetrics, total assets 2020: CHF 437 bn.;
https://www.msci.com/index-carbon-footprint-metrics, retrieved on 2 November, 2021
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Alternative Asset Classes S~

Average Strategic Asset Allocation (% of total Assets)
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Source: average strategic asset allocation of institutional investors consulted by PPCmetrics, total assets 2020: CHF 437 bn.
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Implementation
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Implementation
Overview
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Securities

v

v

Direct
Real Estate

l

Active Ownership

Portfolio Management

Construction and
Redevelopment Policy

Proxy Voting

Engagement

Source: Own lllustration

| |

| ;

Negative Positive Construction Redevelopment
Criteria Criteria Policy Policy
Integration Best in Class Themes/Impact
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Implementation
Active Ownership: Examples

[PPCrcirics |

For copyright reasons the
Image cannot be shown.
Link:

https://www.nestle.at/klimaschutz

» Engagement Pool convinced
Nestlé to let investors vote on
climate strategy.

Engagement j§ Proxy Voting
Sustainable Business

Exxon loses board seats to
activist hedge fund in landmark
climate vote

» Exxon case shows that proxy
voting can have an influence on
companies.

Source: https://www.nestle.at/klimaschutz; https://www.nestle.com/media/mediaeventscalendar/allevents/agm-2021;
https://www.reuters.com/business/sustainable-business/shareholder-activism-reaches-milestone-exxon-board-vote-nears-end-2021-05-26/,

retrieved 11/2/2021
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Active Ownership in Switzerland

Total Assets of Members of Swiss Engagement Pools (in CHF bn.)
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» Engagement has become increasingly important for Swiss pension funds.

Source: Own illustration based on Market Screen PPCmetrics 2021 (data of Swiss engagement service providers).
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Implementation
Portfolio Management: Exclusions

Negative
Criteria

 When it comes to exclusions, Swiss pension funds focus on controversial
weapons, however ...

— ... coal and oil exclusions

are more and more For copyright reasons the image

with large pension funds. https://pensionstudy.swisscanto.com/21/
— ... some asset managers de/b-kapitalanlage-und-asset-allocation/

also started to exclude
coal in traditional indexed
products.

Source: https://pensionstudy.swisscanto.com/21/de/download-center/, retrieved on 12 November, 2021
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Portfolio Management: Case Studies

Negative Positive

Criteria Criteria Real Estate

Large pension funds set carbon reduction goals:
e Swiss pension fund 1:
— Reduce carbon footprint by 50% until 2030 (compared to 2020)

— Asset classes: equities and corporate bonds

e Swiss pension fund 2:

— Reduce carbon footprint by 50% until 2024 (compared to the MSCI All Countries
World Index)

— Asset class: equities

e Swiss pension fund 3:

— Reduce carbon emissions by 50% until 2030 (compared to the level at the end of
2018) and by 80% by 2050.

— Asset class: real estate (direct investments)
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Portfolio Management: Thematic/Impact

Positive
Criteria

Market Screen Green Bonds - Total AuM in CHF bn.
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» Assets invested in Green Bonds are increasing.

Source: Market Screen PPCmetrics 2019 and 2021
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Implementation
Challenges

Conflicting goals

* Investors can protect themselves from certain risks through low carbon
investing.

« However, funds with a strong low carbon focus tend to show higher
unsystematic risks (lower diversification).

MSCI ACWI MSCI Global Environment
Apple 3.59%|Tesla @ -
Microsoft 3.07%|Nio 2.88%
Amazon 2.27%|Digital Reality Trust 2.42%
Facebook 1.24% |Vestas Wind Systems 2.41%
Alphabet A 1.22%|Samsung SDI 1.98%
Alphabet C 1.18%|Alexandria Real Estate 1.59%
) |Tesla Co.96%]0rsted 1.49%
Nvidia 0.78%|BYD 1.46%
Taiwan Semiconductor 0.78%|Central Japan Railway 1.37%
JPMorgan Chase 0.75%|East Japan Railway 1.26%
Total 15.84%|Total 54.56%

Source: Ceccarelli, Marco and Ramelli, Stefano and Wagner, Alexander F., Low-carbon Mutual Funds (February 11, 2021). Swiss Finance Institute
Research Paper No. 19-13, European Corporate Governance Institute — Finance Working Paper No. 659/2020; MSCI factsheet as of 9/30/2021.
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Reporting
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Reporting
Swiss Pension Funds

Reporting on sustainability efforts 01.01.2018 - 31.12.2020
All pension funds (2020: 316 PF)
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» Important to monitor and report on implemented strategies.

Source: Own evaluation based statements in annual reports and websites of Swiss Pension Funds (PF).
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A Higher Carbon Intensity Is Not Always Worse...

« Challenge lies in the detail...

Worldwide Worldwide Green
Bond Market Bond Market

395.25

Carbon Intensity*

191.92

Carbon Intensity*

» Problems with the allocation of CO, to individual projects.

*Weighted Average Carbon Intensity (Scopel&2; in tons of CO,-equivalents per USD M sales)
Source: www.ishares.com/ch/institutional/en/products/316313/ishares-green-bond-index-fund-ie; www.ishares.com/ch/institutional/en/products/291773/
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Challenge of Illiquid Asset Classes R

« In 2020, bp reduced its carbon emissions substantially.
« Thatis great news, isn'tit...?

Scope 1 (direct) and Scope 2 (indirect) GHG
emissions (operational control boundary)?

(MteCOze)

Il Scope 1
60 Scope 2
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» Need for more transparency in private market investments.

Source: bp sustainability report 2020, retrieved on 14 October, 2021.
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Summary
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Summary

* We see the following trends in how Swiss pension funds consider carbon
throughout the investment process:

6% Investment Strategy

Allocation to more carbon-friendly alternative asset classes

More attention to proxy voting and engagement

Exclusions of high-emitting sectors (e.g. coal sector) are becoming

=~ Implementation
more common

Large pension funds setting reduction targets

» Courage to go own way.
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Investment & Actuarial Consulting,
Controlling and Research

PPCmetrics AG
Badenerstrasse 6
Postfach
CH-8021 Zurich

Phone +41 44 204 31 11
E-Mail zurich@ppcmetrics.ch

PPCmetrics SA
23, route de St-Cergue
CH-1260 Nyon

Phone +41 22 704 03 11
E-Mail nyon@ppcmetrics.ch
Website WWw.ppcmetrics.ch

Social Media in| =

PPCmetrics (www.ppcmetrics.ch) is a leading Swiss investment consultant, investment controller, strategic investment advisor, and pension actuary. Our clients are institutional investors (e.g., pension fund, benefits plan,
insurance, health insurance, foundation, NPO and treasury department) as well as private investors (e.g., private clients, family offices, family foundations or Ultra High Net Worth Individuals UHNWI). Our services include
investment consulting and investment advice as well as the definition of an investment strategy (Asset Liability Management ALM), portfolio analysis, asset allocation, the development of investment guidelines, legal
consulting, asset manager selection, the implementation of public tenders, investment controlling, actuarial consulting, and activities as pension actuary.
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We publish more than 40 articles on
various topics per year.

Our experts share their knowledge
and opinions with the public.

Experience our conferences,
which we organize several times
per year.

PPCmetrics AG
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