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Outline

e Highlight opportunities for retail and
institutional investors

e Explore key climate change challenges

e Examine options for how to construct the
‘perfect’ climate change fund

e Our response: the EIRIS Climate change
toolkit for investors
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Changing climate shifting retail
investors

e Evolving expectations - 59% of UK
consumers want financial institutions to
prioritise climate change and take part in
‘reforming the old’ and ‘building with the
new’

e Lack of choice - small number of funds
available which climate change funds

e Opportunities for out-performance
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Priority for institutional investors

e Assets significantly at risk — key challenge
for companies and the economy

e Profitable "solutions" investment
opportunities

e Fiduciary duty - engagement designed to
reduce systemic risk and re-examination
of valuation models where relevant
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Climate change challenges

e The hard road ahead
e The rising price of carbon
e Current state of play

e Disclosure
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The hard road ahead
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The rising price of carbon

e National & international targets e.g. EU 20/20/20

e Carbon pricing
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EUA stands for European Allowance (EU CO2 right)
CER for Certified Emission Reduction (Kyoto offset carbon credits)

Source: Chevreux

e Carbon taxation
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The current state of play

Company responses required to achieve IPCC reductions

Current

Approx 25% reduction by 2020 {incl GDP
graowth at 5% pa)

Approx 25% reduction by 2020 {excl GDP —
growth)
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Disclosure challenges

Absolute emissions

Normalised emissions

Scope disclosed

External verification

Product emissions
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Looks good but caution required!
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Inve

e The

e Climate change ‘solution’ companies

e The
Car
Car

stor solutions

‘perfect’ climate change fund

EIRIS Climate change Toolkit

bon Profile
bon Risk Factor

Car
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The '‘Perfect’ Climate Change Fund?

e New economy companies likely to
benefit from the transition to a low carbon

economy

e Old economy companies with an
effective strategy in response to climate

change

e An Engagement program to encourage
improvements in disclosure, performance
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Climate Change 'Solutions’ firms

e Drawn from the FTSE AWD Index

e Subset of larger group of firms delivering
‘environmental solutions’

e Includes in addition to climate change,
Waste, water scarcity and environmental
advice

e Based on turnover thresholds (10-90%)
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Climate Change Solutions firms
include...

e Renewable and alternative energies

e Energy management and energy efficiency
e Sustainable transport

e Climate change technologies

e Financial services

e Renewable energy

e Alternative energy

e Public transport

© EIRIS
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EIRIS Climate Change Toolkit

e Carbon Risk Factor
— Quantify a company’s climate change risk

e Carbon Profile
— risk in portfolios vs. a reference benchmark

e Carbon Engager

— with portfolio companies to reduce climate-
change related risks
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Carbon Risk Factor

100 Carbon solutions i Score for eaCh
— " company on a scale
Competitive
o from zero to 100

— e Below 50 considered
a0 Rizks mitigated

. unmitigated risk
i e Above 50 risk is
considered mitigated

Unmitigated risk ° (Above 75 consjdered a
0 carbon solutions
company’

15
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Carbon
Profile

© EIRIS

European Sustainable
Dewvelopment Fund

This carbon profile is designed to help a European
fund manager to understand the quantitative
climate change impacts of the holdings of their
fund and provide an analysis of the relative carbon
petfarmance of the portfolio.

The benchrnark selected for this comparison 15 the
Crowe Jones Eurostoxx 50,

How is Carbon Performance calculated?

EIRIZ’ climate change performance analysis is
based on a combination of (1) Impact
Assessment and (2) Management Response.
Climate Change Impact is based on a
companies’;

Business activities (%% turnover derived from
carbon intensive activities)

Direct Emissions (from operations and production
facilities)

Indirect emissions (supply chains)

Product emissions {associated with products or
services)

Each sectoris assigned to one of four categores:
wvery high, high, medium or low climate change
impact based on their direct, indirect and product
ermissions.” The table below illustrates the
distribution of companies by carbon impact in this
fund ws, its benchrmar:.

Fig. 1 Climate Change Impact

This scale i1s then combined with the impact
assessment to produce a ‘"Carbon Risk Factor’,

The Carbon risk factor assesses each company’s
climate change performmance on a 100 point scale,

The average weighted score of the portfolio will
reflect the extent to which the fund is investing in
the companies of lower carbon intensity and also
those that are managing their risks, JJ

Table 1. Performance overview

D]
Fund Eurostoxy

50
Total value (Euros m) 2FEEEE 1723251
Carbon performance 48.57 46.23

Carbon out

performance Cge
Sector allocation Z2.04
Company allocation 0.3

cimak Chawe Inpad compalsm

= 5F6

E

el

B GiFe

; HFe 1

= 2T 4

o

s

Lo Medum High Wery high
DEerchinak mFure

Table 1 above illustrates the fund’s total carbon
performance relative to the selected benchrmar.
The fund has a lower carbon impact than the
benchrnark {26% of its holdings are in high & very
high impact sectors relative to 41% in the
benchrnark), The overall market cap weighted
out-performance of these holdings is 2,34 points
better than the benchrnarl;.”




Worse <---------------- §getor ------------------> Better

How are FTSE companies responding?

Household Goods

Chernicals

Pharmaceuticals & Biotechrnology
Electricity

Food Producers

ez, Weater 8 MultiLtilties

rining

Forestry & Paper

Qil & Gas Producers

Automohiles & Parts

Beversges

General Retailers

Aerozspace & Defenze

Tokacco

Leizsure Goods

Food & Drug Retailers

Perzonal Goods

Health Care Equipment & Services
Incdustrial Engineering

Travel & Leisure

Conetruction & Materialz
Electronic & Electrical Equipment
Fized Line Telecommunications
Life Insurance

Banks

Media

Mabile Telecommunications
Software & Computer Services
Technaology Hardware & Eguipment
General Financial

Industrial Metals

Monlife Insurance

General Industrisls

Support Services

Inclustrial Transportation

il Equipment, Services & Distribution
Real Estate
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Key - Result
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Carbon Engager

« Carbon Engager reports

- identifies high priority companies &
issues for engagement

 Supports active ownership
 Monitor progress over time

© EIRIS



|
E ‘ NS Experts in Responsible Investment Solutions _

Carbon Engager Categories

e Opportunity Maximisers - Best practice
companies

e Issues Managed - Good Practice

e First Steppers - Some engagement with the
Issue

e Non-Starters -No climate change strategy
e Poor Disclosers

e Laggards - Bottom quartile performance for
their sector

19
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Lonza customised profile

RS

Country: Switzerland
Sector: Pharmaceuticals & Biotechnology
Lonza SEDOL: 7333378

Based on Carbon Engager policy

Main Activities
Profile generated on: 20 Feb 2009 Lonza Group AG (LONZAGROUP). The Company's principal activities are the developm
production and sale of complex pharmaceutical value-added organic chemical
overall results and score interr_nediates, which are sgpplied to the pharman_:eutin:al and agruchemin_:al indu;tries_.
additionally, the Company is active in the exclusive custom manufacturing for life sci
Best Positive: '+, Warst Negative: Mone companies and also manufactures biocides, polymers and additives. It is also invalve:
Result; (see key) Issue managed the generation and distribution of hydroelectric power mainly to industrial customers,

Organic Fine & Performance Chemicals accounted for 42.4% of 2006 revenues; Exclu

Raw Score 2 Synthesis & Biotechnolagy, 37.6%, Paolymer Intermediates, 21.6%, and Others, 7.3%
Carbon 2 [&nnual report, 31/12/2006] [Company website, 17/09/2007)
Engagement Company website: www.lonza,com
assessment

mrraroorldge Sector Issues
» G00d response to climate
change {high imbact)
Good climate change Lonza is part of the FTSE Pharmaceuticals & Biotechnology sector, Sectar specific st
disciosure (Righ impact) environmental and ather ethical {SEE) issues that arise in this sector (but which may
cub- apply to every Campany) include:

total 2

- hmmmmmba MAAIAInA N TibkallaAbia] Aumemawkss FiAable- | mrmm Airm s im -
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Conclusions

e Company performance lags significantly in
terms of climate change performance

e Investors need to adopt strategies to factor in
the impact of climate change and secure
financial returns

e EIRIS Climate Change toolkit provides analytical
tools to identify risk, measure impact and
understand how well companies are responding.

21
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Thank you!

For further details on the
EIRIS Climate Change Toolkit or
other EIRIS research
please contact Lisa Hayles
020 7840 5727
WWW.eiris.org
lisa@eiris.org
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