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WG15a = ESG and the Trustee

Importance of ESG

Akey consideration for trustees is to invest in a meaningful way to facilitate positive changes in the world.
Investing meaningfully ensures trustees can fulfil their fiduciary duty to act in the best interests of the
scheme beneficiaries while contributing to a more sustainable future. ESG breaks down into
Environmental, Social and Governance:

e Environmental criteria examine how a company performs as a steward of the planet which
includes climate change risks.

e Social criteria examine how a company manages relationships with employees, suppliers,
customers, and the communities where it operates.

e Governance defines a set of rules and best practices, along with a series of processes that
determine how an organisation is managed and controlled.

Integrating ESG factors into investment decision-making is a proactive and forward-thinking approach
that benefits both investors and broader society. Members increasingly care how their pensions are
invested.

Pi's ESG beliefs

As an employee-owned organisation, Pi believes ESG applies to all our people and to the way in which we
structure and deliver our services. We clearly set out our principles and approach to robust and practical
ESG. We therefore believe as a business that we have a clear responsibility to:

e Reduce our negative impact on the environment by operating in a sustainable manner wherever
possible.

e Manage our relationships with our employees, suppliers and clients in a fair and equitable
manner. This includes ensuring any sub-contractors operate a fair and equitable employment
policy.

e Maintain the highest standards of governance in the management of our company in line with our
polices on Ethics and Behaviours and Environmental, Social and Governance, demonstrating best
practice in line with our values which are key in all our interactions.

The stance of TPR and DWP

The Pensions Regulator (TPR) has emphasised the importance of ESG considerations for pension
schemes. Integrating ESG into investment decision-making supports better risk management, enhances
long-term financial performance, and aligns pension schemes with societal expectations.

In particular, the General Code of Practice introduced on 28 March 2024 sets out TPR’s expectations on
how occupational pension schemes should be managed and the policies, practices and procedures that
should be in place to maintain an Effective System of Governance (‘(ESOG’). The Code includes specific
modules on Stewardship and Climate Change which should be included within an ESOG.
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In terms of Stewardship, the Code requires that Trustees should include the consideration of ESG factors
in investment decision making and the impact of ESG factors on the balance of risks and returns over the
longer term. Trustees should also include consideration of environmental factors as part of the risk
assessment process assessing both the risks and opportunities associated with forecasts of climate
change.

TPR has launched a new ESG resource to provide further support to Trustees in terms of ESG and Climate
Change, see link: Environmental, social and governance (ESG)

The new DB funding code which came into force in November 2024 set guidance and expectations on
managing DB Scheme funding and investment risks. As part of the code, when reviewing the employer
covenant, Trustees are required to consider whether;

e theemployer's business model is resilient to a transition to a low carbon economy and

e other ESG-related risks and opportunities facing the employer and how these may impact on the
employer's prospects, see link: The Pensions Regulator's defined benefit funding code of
practice - GOV.UK

TPR introduced new Covenant guidance in December 2024 to provide practical guidance for trustees of
DB schemes on how to assess and monitor the employer covenant in accordance with the DB funding
code. This includes guidance on how trustees could consider ESG-related risks and opportunities as part
of the assessment of their employer covenant, see link: Assessing covenant: detailed guidance-The
Pensions Regulator

The Department of Work and Pensions (DWP) has issued its formal guidance on stewardship; both
statutory guidance applicable to the implementation statement and non-statutory guidance applicable to
the Statement of Investment Principles (SIP).

In setting stewardship priorities trustees are recommended to select at least one and up to three of the
following priorities for each scheme:

1. Climate change

Diversity, equity and inclusion
Business Ethics

Biodiversity loss

Human rights

S S

Corporate transparency

Trustees are expected to set their own voting policy and to explain in their SIP how they will monitor and
engage with their investment managers and in their annual Implementation Statement outline how this
has been implemented within the year, see link: Reporting on Stewardship and Other Topics through the
Statement of Investment Principles and the Implementation Statement: Statutory and Non-Statutory
Guidance - GOV.UK (www.gov.uk)
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Guidance to help define a meaningful ESG strategy

We believe that any time spent on ESG by a trustee must ensure maximum impact, with a clear process to
follow and knowing what questions to ask your investment adviser. We provide guidance and support for
a responsible investment strategy, managing the broader risks and opportunities as companies grapple
with the ESG transition and new regulations. This applies for schemes of all sizes.

As trustees we abide by the following three stage process:
1. Understand the ESG views of the sponsor and the members

It is essential to understand the sponsor’s ESG views and policies as well as understanding the views of
the members. Many sponsors will have their own Corporate Social Responsibility and Environmental
policies, and it will usually be appropriate for trustee policies to be consistent with these principles.
Understanding members’ views is often more challenging, given the likely diversity of views and difficulty
in ensuring any views received are representative of the wider population. However, this can be easier in
some cases (e.g. charities) where members can reasonably be assumed to have similar views in some areas.
This will help the trustee to target its efforts in relation to ESG.

2. Establish an ESG strategy

Translate the ESG strategy into clear objectives with the investment adviser and by integrating ESG
factors into investment decisions. For example:

e Identify material ESG factors quantitative as well as qualitative.

e Develop an asset manager engagement framework that promotes good governance,
consideration of social factors and value-drivers, climate-aware risk management and ESG
related disclosures.

e Adopt responsible ownership practices through collective engagement and proxy voting. While
divestment may result in increased cost of capital for a company and act as an incentive for
improvement, there is an argument, that engagement can achieve the same ESG result coupled
with financial benefits to the investors.

e Screen and select investments with the investment adviser, consider implementing ESG screens
and filters to exclude companies involved in controversial activities and to identify sustainability
practices and potentially tilt portfolios towards companies that are transitioning towards a
greener solution.

3. Implement an oversight and monitoring framework

Trustee supervision of the implementation of your ESG policy by the investment managers is key to
fulfilling fiduciary duties:

e Measure and monitor impact, set up regular reporting on ESG metrics with the investment
adviser, which need to be transparent and concise. Previously, guidance was provided via the
framework established by the Task Force on Climate-related Financial Disclosures (TCFD), which
has now been disbanded. The TCFD framework is, however, still available and provides a useful
tool in managing climate-related risks and opportunities, see link: TNFD - Task Force on Climate-
Related Financial Disclosures

e Ensure that any climate scenarios are realistic and reflect the most up to date scientific
knowledge (see link: Emperor's New Climate Scenarios-a warning for financial services)
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e Other useful resources to consider include the following links:

o USS and University of Exeter develop new climate scenarios to help tackle climate
change | Green Futures Solutions

o Climate Scorpion - the sting is in the tail

Keep abreast of best practices and regulatory trends

A number of international initiatives have been developed to focus on enhancing transparency and
disclosure of climate and biodiversity related risks. These include the International Sustainability
Standards Board (ISSB) and the Task Force on Nature related Financial Disclosures (TNFD)

The ISSB was established by the Financial Stability Board (FSB) to continue the work of the TCFD and to
develop standards that provide capital market participants with the right information to support
economic and investment decision making via its International Financial Reporting Standards (IFRS)
Sustainability Disclosure Standards.

e ThelISSB hasissued two IFRS Sustainability Standards to date:

o IFRS S1 - General Requirements for disclosure of sustainability - Related financial
information. IFRS S1 provides a set of disclosure requirements designed to enable
companies to communicate to investors about the sustainability-related risks and
opportunities they face over the short, medium and long term.

o IFRS S2 - Climate-Related Disclosures. This sets out specific climate-related disclosure
requirements for a company to disclose information about its climate-related risks and
opportunities and fully integrates previous TCFD recommendations, see link: IFRS -
Introduction to the ISSB and IFRS Sustainability Disclosure Standards

The TNFD was established in 2020 and is aimed at addressing biodiversity-related risks and
opportunities. It has developed a set of disclosure recommendations and a guidance framework for
businesses and financial institutions to assess and report on their impacts and dependencies on nature,
see link: TNFD - Taskforce on Nature-related Financial Disclosures

Reviewed: August 2025
Next review: August 2026
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