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ecutive Summary




Purpose of this Analysis

e Thisreportis addressed to the Committee of the Clwyd Pension Fund (the “Fund”).

* Thisreport provides the Fund with an understanding of the listed equity portfolio’s transition capacity using the Mercer
Analytics for Climate Transition (ACT) tool.

e Theaim of the Mercer ACT tool is to:
e SetTotal Fund net zero targets.
* Understand the transition capacity of the Fund’s listed equity portfolio. Use this to:

* Setdecarbonisation targets with net zero emissions by 2050 or earlier (2045 is a realistic ambition that we
highlight later in the document), and interim targets to 2025 and 2030 based on absolute emissions reduction.

» Develop animplementation plan for the listed equity portfolio.
e Setatimetable forincorporating further asset classes over time.

e Help Wales Pension Partnership (WPP), Robeco as the pool’s voting and engagement provider and managers to
deliver on the Fund’s ambition. Work with managers to instil a long-term decarbonisation focus, and explore green
opportunities.

*  Reportthe Fund'’s position to members and wider stakeholders. The analysis is consistent with TCFD reporting
requirements.

*  Wefocus primarily on detailed targets for listed equity in this report which represent c20% of assets, with the aim to
incorporate further asset classes in future years.

The aim of this analysis is to understand the listed portfolio low carbon transition alignment, set

decarbonisation targets consistent with net zero by 2050 or earlier, and provide analysis to form the basis of
engaging with WPP and reporting.
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Summary of Fund proposals for consideration

Scope

1 Total Fund

2 Total Fund

3 Total Fund

4 Listed
Equity
Portfolio
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Proposal

The Fund targets net zero by 2045.
Adopta total Fund target of 50%
carbon reduction by 2030.

Set total Fund low carbon and
sustainable allocation target of 30%
by 2030.

Expand net zero target setting to
incorporate synthetic equity, multi
assetcredit, TAA, property, private
markets and hedge funds over
2022/23

Net zero transition trajectory: consider ¢

adopting listed equity portfolio carbon
reduction targets of 36% by 2025 and
68% by 2030, versus 2021 baseline
position

Rationale

Setting a net zero targetis
consistent with fiduciary
duty as climate change
represents a material,
systemic financial risk.

Supports overall proposed
objective to be net-zero by
2045 and sustainability
ambitions of the Fund.

Consistent with IIGCC Net
Zero Framework and other
investors targeting a ‘Total
Fund’approach.

Overall proposed objective is

to be net-zero by 2045.

Intermediate targets needed

to achieve and monitor
ongoing progress.
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Comments

The Fund will need to work with, and
engage, WPP and partner funds as well
as other investment managers across
asset classes and strategies to help
achieve objectives.

Green taxonomies are currently being
developed so this target would be high
level in nature to begin with.

Commitments already being made to
sustainable allocations in private
markets, with a 4% allocation to local /
impact opportunities.

Different asset classes will require
different methodologies and
approaches. IIGCC working groups are
currently focusing on developing
frameworks for expanding set of asset
classes.

The Fund will need to work with, and
engage, WPP, to help achieve
objectives.



Summary of Equity portfolio proposals for
consideration

Scope

5 Listed
Equity
Portfolio

6 Listed
Equity
Portfolio

7 Listed
Equity
Portfolio

Proposal

Consider setting equity Fund target

of atleast 30% green and
sustainable assets by 2030

Fossil Fuel targets: within the equity
portfolio the Fund should targeta
reduction in potential emissions.
These should be 70% by 2025 and
90% by 2030 for Oil & Gas. For coal
the targets should be 90% reduction

by 2025 and 95% by 2030.
Stewardship target:

70% of financed emissions in key

sectors* aligned to net zero or

subject to engagementby 2025.

90% of financed emissions in key

sectors* aligned to net zero or

subject to engagementby 2030.

*Utilities, energy, materials
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Rationale

Provides practical milestones
and granular targets against
which to measure progress.

Supports sustainability
ambitions of the Fund.

Focusing stewardship on most
carbon intensive emitters will
have biggest potential impact.

Lays the groundwork for any
potential selective divestment,
as appropriate.
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Comments

Collaborate with other Partner funds on
this implementation plan in order to feed
into WPP discussions.

Fund currently has a ¢.3.2% allocation to
green companies within the equity
portfolio.

Collaborate with other Partner funds on
this implementation plan in order to feed
into WPP discussions.

Collaborate with other Partner funds on
this implementation plan in order to feed
into WPP discussions.

This approach should be developed with
Robeco to ensure active, collaborative
engagement.



Clwyd Pension Fund
Summary — Decarbonisation of the Listed Equity Portfolio

2045 Target Setting

This report provides the Clwyd Pension Fund with a baseline of emissions, in order to help plan the
decarbonisation journey for the post-2021 period.

The baseline of Scope 1+2 absolute emissions for the listed equity portfolio is currently 46,126 tCO2e,
as at 31 March 2021.

In line with a 2045 net zero target, we recommend the Fund considers:
- By 2025: further c.36% reduction from the 2021 baseline
- By 2030: further c.68% reduction from the 2021 baseline

The focus on absolute emissions for decarbonisation target setting enables a focus on real world
emissions reductions, needed for the world to reach net zero and stop global warming.

We do however also provide the Fund with an understanding of its emissions intensity (Weighted
Average Carbon Intensity “WACI”, and Carbon Footprint). The listed equity portfolio’s WACI and Carbon
Footprint is 175.1 tCO2e/Smillion sales and 77.4 tCO2e/Smillion invested, respectively. Compared to
MSCI ACWI this is €.-9.2% and c.-31.6%, below the benchmark metrics.
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Clwyd Pension Fund
Summary - Transition Alignment of the Listed Equity Portfolio

« Transition Alignment

» Wealso present the transition alignment of the listed equity portfolio, to understand exposure to
assets that are well aligned (“green”) or not well aligned (“grey”) with the low carbon transition.

o We analysed 14 metrics in total, including backward looking metrics (e.g. carbon intensity and
exposure to green revenues) as well as forward-looking metrics (e.g. transition strategy and future
value-at-risk) to understand the transition alignment of individual stocks.

Russell WPP - [ I
Blackrock World ESG [ |
Wellington Local [ —
wellington Core - I

Blackrock EM [ |
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
m Dark Grey mLightGrey mGrey/In-between In-between Green/In-between Light Green m Dark Green

e Thechartshows currently, 94.2% of the listed equity portfolio’s assets are invested in in-between
assets (“yellow”, including “grey/in-between” and “green/in-between”), as compared with 3.2%
invested in light and dark “green” assets. Only 2.6% are invested in light and dark grey assets.*

* Following on the transition results we recommend a target of 30% of the listed equity portfolio in

sustainable and green assets by 2030.

*Numbers pro rated up to 100% based on 95.5% coverage
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Why the Focus on the Transition? A Summary

@ A ®
A “well below 2°C” scenario is

in long-term investors’ best
interests

Employees are asking and
employers need to answer

Risk management for short,

. Regulation
medium and long term 9

Transition to a low-carbon economy is already happening

Climate policies and targets set Technology development and price disruptionin Markets are recognising climate
by governments, companies the energy sector is already evident; costs have in pricing already and investors
and investors are growing in meaningfully fallen. want to be on ahead of the curve.

quantity and quality.

600

Unsubsidized LCOE for US Lithium-ion battery storage 400

SERACETOIERO el ikt

25% of global CO2 emissions ;m 1200

Sol B, £ 00
20 | ind S 800 “ttery Cosgg
- Coal 100
Rl 400
50% of global GDP .

3009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2010 2011 2012 203 2014 2015 206 2017 28 1930 1993 199 1999 2002 2005 2008 2011 2014 2017 2020

Source: Bloomberg ——NextEraEnergy ——ExxonMobile

(1) Climate Action Tracker (http://climateactiontracker.org/) - last updated September 2020; (2) United Nations Framework Convention on Climate Change Race
to Zero Campaign; (3) Lazard; (4) Bloomberg New Energy Finance. (5) Bloomberg, 2020
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Analvytics for Climate Transition
A Framework

Investing for <2°C recognises the risks, opportunities and fiduciary duty in changes happening now and in the future. A low
carbon transition plan answers key questions: How to reduce emissions and meet investment objectives? How to deliver
emission reductions without just divesting high intensity companies? How to set a target that can be implemented and
monitored?

Manage ‘Grey’ Risks . between’ Target‘Green’ Solutions

High carbon intensity, intensity Low carbon intensity,
low transition capacity Qigh transition capacity

1
E ]

' ].Currentemissionsbaseline 9 portfolio possibilities Target and timing
& Calculations completg, dashboard o Analysis complete on ‘grey, green o Setting decarbonisation
drafted - total portfolio and in-between’ transition capacity targets:
ﬁ L e e e - 2030 and interim

targets e.g. to 2025
- Netzero targets to

——— — 2050, or earlier/later

W Dark Gray Light Grey M Grey/In-betu In-betv Green/In-baty W Light Green W Dark Green

4 Transition plan forimplementation

x Integration Stewardship ’Investment ‘ Screening

- Climate change scenario analysis - Engage with companies - Allocate to innovation and solutions - Restrict high carbon
- Monitor developments and prices - Utilise voting rights - Monitor developments and prices solutions where needed
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Low Carbon Transition
Portfolio Metrics Summary

Measures of ‘current’ emissions

intensity
Weighted Average Carbon Intensity :
Carbon Footprint
(WACI) P
e Operational carbon emissions * Operational carbon emissions
e Carbon emissions (Metric tons) /' $ Million e Carbon emissions (Metric tons) /' $ Million
sales * portfolio weights investment * portfolio weights
» Measures the portfolio’s exposure to * Measures carbon intensity of the portfolio per
emissions-intensive companies $ million invested

Used for listed equit
— quity

decarbonisation target setting
Measure of ‘current’ absolute emissions

Absolute Emissions

» Absolute emissions attributed based on the value of investments
e« Carbon emissions (Metric tons) * (investment value/company enterprise value)

* Real world impact in terms of emissions
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Emissions Data
Understanding the Scopes

CO, SF: CH. N.O NF: HFCs PFCs

Carbon footprinting is an
analysis that shows the

amount of greenhouse gas DIRECT
. . INDIRECT EMISSIONS
emissions an entity produces EMISSIONS FROM 072;%’;%'55“
directly through it’s day-to-day e o i
operations and indirectly TREATMENT OF TRIPS
. - PURCHASE OF PURCHASED
through its utility usage and ELECTRICITY, HEAT] f}v : i MATERIALS AND
wider supply chains. OR STEAM ¢ . e SERVICES
. : WASTE
The analysis focuses currently - MANAGEMENT
on carbon dioxide equivalent = =
emissions, Scope 1 and COMBUSTION PROCESSED E
i i OF FOSSIL PRODUCTS
Scope 2 emissions FUELS gl RENTING OR
ovo OUTSOURCED LEASING
PR ACTIVITIES Vel
VEHICLES
SCOPE 2 SCOPE1 SCOPE 3
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Calculate the Baseline




Clwyd Pension Fund
Proportion of Holdings Analysed

20% of the fund holdings analysed*

Private Markets
0,
s / 7%

Tactical Allocation
1%

Fund Asset allocation as at 31 March 2021

Notes: *The data analysed excludes e.g. cash and derivative allocations within the funds analysed.
@ Mercer Copyright © Mercer.

Included in the
analysis
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Setting the Baseline
Absolute Emissions — Listed Equity

Investments analysed Emissions trend e

Mar 2021

Mar 2021
Scope 1+2
=46,126 tCO2e

Scope 1+2
=c.95% coverage of listed

tCO2e

l c.10 wind turbines

Continue to
monitor Scope
3 emissions:
see Appendix
forresults

equity

trajectory

% listed equity and corporate
credit captured in analysis

We analysed listed equity allocations. Whilst Scope 1, 2 and 3 data has been analysed, Scope 3 data quality concerns and
current consensus (IIGCC) suggests total portfolio target setting based on Scopes 1 & 2 only (see right hand chart). Scope 3
details can be found in the appendix.

Whilst emissions intensity give very valuable carbon risk and decarbonisation information, in order to create “real world”
impact the Fund should reduce absolute emissions. Current Scope 1+2 emissions are 46,126 tCO2e, which would require 10
average sized wind turbines to offset.*

Data coverage for this analysis is ¢.95%, we assume companies not covered are represented within the range of companies
that have been covered in the analysis.

Source: US EPA GHG Equivalencies Calculator. *2.32 yyaverage capacity X 0-34 X 8,760 hours/year x 1,000 kWh/MWh x 6.6204 x 10 metric tons CO,/kWh reduced
=4,632 metric tons CO,/year/wind turbine installed.
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Decarbonisation — Absolute Emissions
Sector Assessment (Listed Equity Portiolio)

Other*
Consumer 3% Consumer

Discretionary Staples
2% 3%

Industrials
6%

Information
Technology
6%

Utilities
9% :
WEWELS
55%

91% Sector
Scope 1+2 Recognition

Materials, Energy, and Utilities contribute the highest proportion across Scope 1+2 emissions.

With a focus on Scope 1+2 absolute emissions, Materials, Energy, and Utilities account for c.80% of total
absolute emissions.

Notes: Figures may not sum due to rounding. Analysis of listed equity allocations only. Analysis captures carbon dioxide equivalent emissions (see Appendix
on limitations). Data coverage of c.95%. *includes Financials, Healthcare, Real Estate and Communication Services sectors.
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Global Equity

EM Equity

Clwyd Transition Alignment

Fund Assessment (Listed Equity Portfolio)

Transition Assessment by fund weight (%)

By contribution to fund carbon intensity

Russell wpp [ | | 1133.1
Blackrock World ESG [N B | | P 1973
Wellington Local ~ | | N | 238.7
Wellington Core [ | 164.5
Blackrock e [ | I | 2852
0% 20% 40% 60% 80% 100% O 50 100 150 200 250 300
m Dark Grey m Light Grey m Grey/In-between In-between

Green/In-between = Light Green m Dark Green

* The listed equity portfolio is composed primarily of
,including and grey/in-between assets.

* The highest proportion of grey assets are found within the
BlackRock EM fund. This is mostly due to allocations to Materials
(i.e. China Resources Cement) and Energy (i.e. Coal India) sectors.

e The fund with the highest proportion of green assets is BlackRock

World ESG, in part due to allocations to electric Automobile
Manufacturers (i.e. TESLA INC.) industry classified as dark green.

@ Mercer

* The fund with the highest carbon intensity is the BlackRock
EM, largely driven by exposure to utilities (main driver Saudi
Basic Industries Corporation SJSC) and materials (main
driver ULTRATECH CEMENT LIMITED) sector.

* The BlackRock World ESG and Russell WPP are the least
carbon intensive funds.
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Clwyd Pension Fund
Decarbonisation Methodology (Scope 1+2)

Three different “decarbonisation curves” to set targets to 2025,
2030, with net zero by 2050 or earlier:

1.5°C Net Zero Accelerated: This targets a 50% reduction by
2030 and is more ambitious than the Intergovernmental
Panel on Climate Change’s (IPCC) 1.5°C scenario that
requires emissions to fall by 45% by 2030.

European Policy Curve: aligning with the EU objective of a
60% emissions reduction to 2030, and objective to achieve
climate neutrality in 2050. The EU Policy curve is not
necessarily aligned with a specific scientific target, but does
set out to align with the Paris Agreement of “well below
2°C” scenario.

UK Policy Curve: aligning with the UK Objective of a 68%
emissions reduction to 2030, and achieve climate neutrality
in 2050. The UK Policy curve is not necessarily aligned with
a specific scientific target, but does set out to align with the
Paris Agreement of “well below 2°C” scenario.

Note: 2050 is the average net zero target year cited to achieve a
1.5°C scenario, according to the 90x 1.5°C scenarios analysed by
the IPCC.

@ Mercer

Emissions (from 100% Baseline as at Mar 2021)

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

2020

2025 2030 2035 2040

=== JI{ Policy Decarbonisation Curve
=== Furopean Policy Decarbonisation Curve
e 1 50C Net Zero Accelerated

Notes: Analysis captures carbon dioxide equivalent
emissions (see Appendix on limitations).
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Target Setting - Listed Equity
Recommended Targets

» Setalong-term total portfolio target: we recommend adopting the UK Policy Targets as the route to

net zero by 2045.

Emissions Reduction UK Policy Targets European Policy 1.5°C Net Zero
(%) needed to 2045 Targets Accelerated
NetZero

2025 36% 32% 25%
2030 68% 60% 50%

100%
90%
80%
70%
60%
50%
40%

2021)

30%
20%
10%

0%
2020 2025 2030 2035 2040 2045

Emissions (from 100% Baseline as at Mar

=== JI{ Policy Decarbonisation Curve === Furopean Policy Decarbonisation Curve

e .5°C Net Zero Accelerated
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Listed Equity Portfolio
Summary Recommendations

b1 11 Decarbonise the portfolio

-+ °
2025

Emissions Reduction Target:
36% reduction by 2025 and 68.0%

Decrease allocation to high carbon
portfolio exposures.

Fossil Fuel Reduction Targets:

e 70% by 2025 and 90% by 2030 for oil
& gas.

e 90% reduction by 2025 and 95% by
2030 for coal.

reduction by 2030 (vs 2021 baseline).

Continual improvementin asset alignment with
the low carbon transition.

Focused Engagement:

A targeted focus on the top holdings identified
across the material sectors of energy, utilities,
materials, industrials sectors and emerging
market allocations identified in this analysis - in
proactive voting and engagement. Working in
conjunction with WPP and Robeco target:

e 70%* of financed emissions in material sectors
aligned to net zero or subject to engagement
by 2025.

e 90%* of financed emissions in material sectors
aligned to net zero or subject to engagement
by 2030.

e Transition ImprovementTarget:
Shift all grey exposures into other transition
categories by 2030.

Increase allocation to low-carbon /
sustainability-themed exposures,
including transformative solutions. For
example, introduce an allocation to
sustainable global equities.

e Green Solutions Target:
Target 30% of the listed equity
portfolio in green and sustainable
companies by 2030.

Refine this to include a target allocation
to climate solutions.

Other asset classes: The Fund already
has a 4% target asset allocation to local
/ impactinvestments which are likely to
include low carbon sustainability
themed investments.

*in terms of financed emissions. These are GHG emissions that result from activities in the real economy financed by an investor's

lending and investment portfolios.
@9 Mercer
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Listed Equity Portfolio
Summary Recommendations

e Forthelisted equity portfolio, achieve

€.27.6% of emissions reduction by
2023 (vs 2021 baseline).

e Monitor fossil fuel exposures and
ensure they are reducing.

* Incorporate Scope 3 within emissions
reduction efforts.

Other asset classes:

Develop emissions baseline for private
market assets, in order to build total
portfolio baseline/targets.

Conduct annual stewardship monitoring,
going forward.

Consider an initial focus on the Emerging
market mandates, as well as top grey
companies identified, for engagement within
the listed equity portfolio.

Identify the top 10-20 key climate change
holdings and work with managers, WPP and
Robeco to understand actions and outcomes
from engagement.

* Within the listed equity portfolio,
achieve ¢.12% of the shift to green
and sustainable companies by 2023.

Other asset classes:

Continue to identify and allocate to
climate mitigation/ adaptation
opportunities within private market
mandates, as a priority, followed by
understanding what s possible in other
asset classes.

p 1P WA+ Communicate decarbonisation targets to WPP and listed equity managers, and consider setting individual manager targets.

22 * Review reporting metrics for each of the components above and prepare a TCFD report for stakeholders.

Notes: Further analysis will be required to understand what is feasible within private markets.
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Incorporating other asset classes
Taking a whole of portfolio approach

- Wesetoutasuggested timeline below for when asset classes will be covered by the ACT analysis.

- Foranumber of the asset classes the initial focus may be on disclosure over measurement, or the use
of proxies to estimate emissions.

@ Mercer
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Listed Equity 2021
TAA 2022
Synthetic Equity 2022
Multi Asset Credit 2022
Property 2022
Infrastructure 2022/23
Private Equity 2022/23
Private Debt 2022/23
Hedge Funds 2022/23
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Important Notices

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2021 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to
whom it was provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any
other person or entity, without Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change
without notice. They are notintended to convey any guarantees as to the future performance of the investment products,
asset classes or capital markets discussed. Past performance does not guarantee future results. Mercer’s ratings do not
constitute individualised investment advice.

Information contained herein has been obtained from a range of third party sources. While the information is believed to
be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as to
the accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential or
incidental damages), for any error, omission or inaccuracy in the data supplied by any third party.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial
instruments or products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or
strategies that Mercer may evaluate or recommend.

For the mostrecent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your
Mercer representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see
www.mercer.com/conflictsofinterestMercer
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