HSBC Bank (UK) Pension Scheme
Taskforce On Climate-Related
Financial Disclosures (TCFD) Report

2022

This report has been prepared in line with the Department for
Work and Pensions climate change governance and reporting
requirements and guidance (June 2021).

This report details how the HSBC Bank Pension Trust (UK) Limited as Trustee of the
HSBC Bank (UK) Pension Scheme (“the Scheme”) has followed the
recommendations and guidance as outlined in the most recent TCFD
implementation guidance (October 2021) to the extent it was feasible to do so.
It is anticipated that this Report will continue to evolve, in line with evolving TCFD
guidance, as it becomes available.

PUBLIC



Table of Contents

Executive Summary
Introduction

Approach to climate change

Timeline of key climate-related actions
Governance

Climate governance structure, including the role of persons undertaking governance activities
and those advising the Trustee

Trustee knowledge and understanding of climate change
Strategy
An overview of the DB funding and investment strategy
An overview of the DC assets
Climate-related considerations in setting the Scheme’s investment strategy
Time Horizons
Scenario analysis
Other tools helping the Trustee to identify climate risk in the portfolio
Risk Management
Identifying and assessing climate-related risks in an integrated way
Mitigating clim ate-related risks in an integrated way
Monitoring climate-related risk exposure
Reporting on the Trustee’s management of climate-related risk
Metrics & Targets
Assessment of climate metrics in relation to the Scheme’s investments
Climate metrics for the Scheme’s DB assets as at 31 December 2022
Climate metrics for the Scheme’s DC assets as at 31 December 2022
Climate Metrics Conclusion
The Trustee'’s climate-related targets
What next?
Appendices

PUBLIC

N OO oo W

11
12
13
14
17
19
19
20
21
21
23
27
27
28
28
30
33
36
36
39
40



Executive Summary

Scheme overview

Our Scheme consists of three sections: the HSBC UK Bank plc ("HBUK") Section, the HSBC Bank plc ("HBEU")
Section and the HSBC Global Services (UK) Ltd (“"HGSU") Section. DB and DC benefits are provided by each
section. Within the DC retirement provision, thereis arange of investment funds available for members, including
different default strategies and a number of self-select funds.

Our approach to climate change
As one of the UK's largest pension schemes we recognise climate change as a systemic, long-term financial risk

to members’ retirement outcomes. Over the years we have taken steps to ensure that climate-related
considerations are embedded into our strategic decision-making.

We believe that disclosure and transparency is an important way to improve accountability to our members. We
have been reporting on our approach to climate change in an annual TCFD' report since 2018. We have been
supporters of the TCFD since it was established by the Financial Stability Board ("FSB”) in 2017. TCFD improves
and increases the quantity and quality of climate-related information across the global economy. This is vital for
the robust management of climate-relatedrisks.

This report for the 2022 Scheme vyear is broken down into four key areas, as prescribed by the TCFD
recommendations, and the regulations:

€ Governance: \We continue to operate a robust governance framework in relation to climate-related risks
and opportunities. This enables us to have confidence that climate-related risks and opportunities are
appropriately factored into our investment processes. While the Trustee Board is ultimately responsible for
the oversight of the Scheme’s climate-related risks and opportunities, we are supported by subcommittees
and a full-time management team.

€ Strategy: \We have assessed the impacts of potential future climate outcomes on the whole DB funding
strategy, and the two main default investment strategies which together encompass more than 85% of DC
members and meet the regulatory definition of a “popular arrangement”. The analysis found that there is a
potential loss of value to our members’ investments under different climate change outcomes. Overall, the
relative impact of climate-relatedrisks on the DB part of the Scheme is estimated to be more subdued than
that on the DC part of the Scheme. We have already taken several investment decisions to mitigate this risk,
including investing the majority of the DC default investment strategies’ assets in a climate-tilted equity
strategy. We are committed to continue to take steps to address and limit these potential impacts.

€ Risk Management: \We established a Climate Risk Management Framework in 2020, which ensures that
climate-relatedrisks are identified, assessed and managed appropriately. Our preferred approach to climate
risk mitigation is:

0 Specific consideration of climate-relatedrisks in investment manager and mandate selection

0 Integration of climate-related considerations in fund design, for example, our Global Equities
Fund - Passive

0 Engagement with our investment managers, regulators, industry bodies and policymakers
0 Reducing our exposure to climate-relatedrisks by investing in climate opportunities

€ Metrics and Targets: We monitor a combination of climate-related metrics for the Scheme, which provide
a balanced view of our current and future exposure to climate-related risks. Furthermore, in an effort to
improve our management of the impacts of climate change on the Scheme's investments and the
consequent impact on the financial interests of our members, we have also set a number of climate-related
targets which we aim to achieve. These include:

0 Achieve net-zero greenhouse gas (GHG) emissions across the DB and DC assets by 2050 or
sooner.

"The TCFD is a disclosure framework that helps organisations disclose their approach to climate change, including climate-related risks and
opportunities. The TCFD is aimed at all financial actors, from companies to investors, as the goal is to provide consistent and transparent
information to global markets.
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0 Targeting a real economy emissions reduction interim target of 50% by 2030 or sooner for our
equity and corporate bond mandates, in line with the findings of the most recent
Intergovernmental Panel on Climate Change (“IPCC”) report.

0 Having the ambition of ensuring that all of our corporate bond and equity investments are fully
aligned to the goals of the Paris Agreement by 2030, across both DB and DC assets.

0 Enhancing our engagement and stewardship efforts through our investment managers.

These targets are aligned to the goals of the Paris Agreement of limiting global temperature increases to well
below 2 degrees Celsius (and ideally 1.5 degrees Celsius) this century.

The Scheme's journey so far includes:

@ Investing for a net zero future. To date we have made a number of investment decisions which aim to
decrease risk to the Scheme's DC assets and to increase investment in climate solutions and investments
that are aligned to a net zero future.

@ Engaging for a net zero future. We have communicated our decarbonisation target to all of our Scheme's
asset managers and expect them to align their investment decision-making with these goals. At this stage
of the decarbonisation journey, the Trustee has a strong preference to engage with companies, rather than
exclude companies, toreduce their carbon emissions and speed up the transition toa lower carbon economy.

What's next?

While the Scheme’s approach to managing climate risk is well under-way, in a continuation of this journey, we
will continue to build out our net-zero investment strategy, including providing further detail of the steps we are
taking to achieve our targets and continue to manage climate-relatedrisksin a robust way.

Further information
For further information, you can find the following Scheme documents on the Scheme’s website at
https://futurefocus.staff.nsbc.co.uk. These include:

e A summary of this 2022 TCFD report;

e An ESG jargon buster which explains many of the commonly used terms and phrases relating to ESG,
climate and investment including terms used in this report;

e The Scheme's Climate Action Plan which sets out the Trustee’s net zero commitment, interim targets
and the actions being taken; and

e An ESG bulletin which explains the Trustee's work managing Environmental, Social and Governance
(ESG) risks and opportunities across the Scheme’s DB and DC assets.
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Introduction

Approach to climate change

The Trustee recognises climate change is a systemic, long-term material financial risk to the value of the
Scheme's investments. Therefore, the Trustee believes it has a fiduciary duty to consider the risks arising from
climate change when making investment decisions and seeks to manage these risks on behalf of the Scheme’s
members. This is especially the case for the Scheme’s Defined Contribution (“DC") members, as the value of
their pension pots is directly related to the underlying investments.

The Trustee's focus on climate change risk mitigation plays an important role in how investments are managed
across all asset classes, in both the DC and Defined Benefit (“DB”) parts of the Scheme. At a policy level, the
Trustee is supportive of initiatives that contribute towards mitigating climate change risk on members’
investments. Within this context, the Trustee is supportive of the Paris Agreement to minimise dangerous climate
change by limiting global warming to well below 2°C above pre-industrial levels and pursuing efforts to limititto
1.5°C.

The Trustee's current focus on managing climate risk is through enhancing its engagement and stewardship
efforts with the management of companies inwhich the Scheme's defined benefit ('DB’) and defined contribution
('DC") assets are invested. The Trustee will continue to work closely with the Scheme’s fund managers, to ensure
they are engaging with company management, voting at company shareholder meetings and encouraging
management to run their businesses sustainably and to reduce emissions of greenhouse gases (GHGs).

The Trustee's objective is to encourage real economy GHGs emissions reductions through stewardship and
engagement in order to attempt to limit the impact of climate change and not to simply seek to de-carbonise its
asset portfolio by excluding high GHGs emitting stocks, however the Trustee expects its investment managers
managing pooled funds to make their own decisions with regard to their policies towards achieving net zero
GHGs emissions by 2050.

In line with these beliefs, and to ensure climate-related risks and opportunities are embedded in investment
decision-making, the Trustee became a supporter of the TCFD in 2017 and published the Scheme’s first TCFD
report in 2018.

In 2021 the Department for Work and Pensions (“DWP”) introduced “The Occupational Pension Schemes
(Climate Change Governance and Reporting) Regulations 2021" (the “regulations”), requiring large UK pension
schemes to put in place appropriate governance processes for managing climate-relatedrisks and opportunities
and to report on actions taken annually.

This is the Scheme's second report prepared in accordance with the regulations, and sixth disclosure under the
TCFD framework. It provides a status update on how the Trustee is aligning with each of the four elements of
the TCFD framework as set out in the regulations:

Element Description

Governance The Scheme’s governance around climate-relatedrisks and opportunities.

The actual and potential impacts of climate-relatedrisks and opportunities on the
Strategy Scheme’s investments and funding strategy and integration into investment
decision-making.

The processes used to identify, assess, and manage climate-relatedrisks and

Risk Management integration into overall risk management.

Metrics and The metricsand targets used to assess and manage relevant climate-relatedrisks
Targets and opportunities.

This report covers the period 1 January 2022 to 31 December 2022.
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Timeline of key climate-related actions

The timeline below shows the evolution of the Scheme’s TCFD disclosures and key decisions made in relation
to climate change (including “going deeper into climate change” and “net zero ambition”).

20151
2017 #

2018 @

2020 ¢

2021 ¢

2022 @

Climate Change Risk Policy:

In 2015 the Trustee adopted a Climate Change Risk Policy that is recorded in the Statement of Investment
Principles. This policy has guided the Trustee’s approach to climate change since then and it is updated
periodically to reflect any changes and improvements to its approach.

TCFD supporter signatory:

To ensure climate-related risks and opportunities are embedded in investment decision-making, the Trustee
became supporters of the TCFD in 2017. Since then, the Trustee has been on a journey to follow evolving TCFD
guidance.

First TCFD report:

The Trustee published its first TCFD report, following the recommendations of the TCFD as applicable to asset
OWnNErs.

Project Clarity:

The Trustee inaugurated Project Clarity in early 2020, an internal project aiming to help enhance the Trustee's
oversight, and integration, of Environmental, Social & Governance (“ESG”) matters. As part of Project Clarity, the
Trustee defined two priority areas for development within responsible investment: “going deeper into climate
change” and “enhanced engagement”.

Climate Risk Management Framework:

To allow the Trustee to manage climate-related risks effectively, the Climate Risk Management Framework was
built which integrated climate-related considerations into the Scheme’s approach to risk management. The
purpose of this framework is to allow the Trustee to manage the Scheme's climate-related risks robustly and to
supportits climate-related targets.

Net Zero target and Paris Aligned Investment Initiative (“PAIl") signatory: As part of the Trustee's
efforts to manage the impact of climate change on the Scheme’s investments and the consequentimpact on
the financial interests of its members, in 2021 the Trustee set out a commitment to achieve net zero by 2050 or
earlier if possibleto do so. Additionally, an interim target date of 2030 has been set to ensure that sufficient
progress is made towards the ultimate target of reaching net zero GHG emissions. The interim targets include:

e areal economy emissions reduction of 50% by 2030 with respect to a baseline of end December
2019 orsooner for the Scheme’s equity and corporate bond mandates.

e having the ambition of achieving all of the Scheme’s corporate bond and equity investments being
fully aligned to the goals of the Paris Agreement by 2030 across the Scheme’s DB and DC assets.

e enhancing engagement and stewardship efforts through working collaboratively with the Scheme's
investment managers.

Climate Action Plan: As part of the Trustee's membership in PAIl, it committed to publishing a Climate
Action Plan to document the Trustee’s net zero strategy in more detail, including sub-targets for alignment
and engagement. The purpose of the Climate Action Plan, which can be found on the Scheme website, is to
provide transparency aboutthe Trustee’s plan to deliver its net zero commitment.

Stewardship and Voting Policy: The policy sets out how the Trustee aims to practice effective stewardship
as part ofits fiduciary duty to act in the best financial interests of our members. The policy aims to guide the
Trustee in using its influence as an owner of assets to ensure as far as possible they reflect best practice in
terms of ESG, including climate change.
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Governance

Climate governance structure, including the role of persons
undertaking governance activities and those advising the Trustee

The Trustee's investment strategy is built upon a set of investment beliefs, including several beliefs in relation to
climate change, wider ESG factors and stewardship. These beliefs were updated as part of the 2022 review of
the Statement of Investment Principles (“SIP”) for both the DB and the DC parts of the Scheme, which can be
found on the Scheme’s website.

® The Trustee recognises that global systems, such as the planet, itsclimate, its people and societies have
a material impact on the whole of the economic system, today and over the longer term. A robust global
economy, society and planet are critical elements for stable and resilient retirement outcomes for
members. ESG risks and opportunities are important factors to consider in investment decision-making.
Some ESG risks and opportunities may be specific to certain companies or assets, others can have a
material impact on large parts of the global economy and are considered risks to the whole economic
system.

® The Trustee also believes good stewardship and engagement can protect or enhance member retirement
outcomes in the long-term.

Further to this, in 2022 the Trustee has chosen to prioritise a number of system-wide ESG risks which it believes
are considered specially financially material to the Scheme, now and/or in the future. These include climate
change, biodiversity and nature-related losses, including anti-microbial resistance, as well as diversity, equity
and inclusion. The selection of these priority areas will support the Trustee in more effectively integrating ESG
risk management into its investment decision-making. The Trustee expects to evolve the approach on these
system-wide ESG risks over a number of years while continuing to take concrete actions on climate change.

The Scheme’s governance structure enables these beliefs to be deployed, ensuring the Scheme isrun in the best
interests of its members.

While the Trustee Board is ultimately responsible for the oversight of the Scheme’s climate-related risks and
opportunities, itis supported in this by its sub-committees and a full-time management team:

® The Asset & Liability Committee (“ALC0");
® The Audit & Risk Committee ("ARC”); and

® The Pension Scheme Executive (“PSE")

The roles and responsibilities of the Trustee Board, its sub-committees, those undertaking Scheme governance
activities and those advising the Trustee in identifying, assessing, and managing climate-related risks and
opportunities, are documented in the Scheme’s Climate Risk Management Framework. The Framework has been
in place since 2020 and forms part of the Climate Change Risk Policy that is recorded in the Scheme’s Statement
of Investment Principles (See Appendix A). In 2022 the Trustee adopted a Universal Ownership framework to
analyse system risks in its portfolio, which means that it recognises that being a large asset owner it effectively
“owns a slice of the market” and that certain systemic risks, including ESG related risks, cannot be diversified
away. Engagement with its investment managers is used to discuss how these risks can be mitigated through
stewardship and engagement with the companies in which they invest.

In 2021, the Trustee established a Climate Risk Working Group (“CRWG") to identify strategic targets in relation
to climate-related risks and opportunities pertinent to the Scheme. After 6 monthly meetings and discussions
across 2021, the Board approved the CRWG's recommendations tocommit toachieving net zero GHG emissions
across the Scheme’s DB and DC assets by 2050 or sooner. As the group met its objective it was disbanded in
October 2021.

In April 2022, the Trustee appointed a Head of Responsible Investment. This role is to support the Trustee as it
continues to implement its plan to reach net zero within the invested asset portfolios over the coming years and
to liaise with investment fund providers to manage other environmental, social and governance risks to the
Scheme.
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The chart below outlines the current climate governance structure that was in place in 2022.

The Scheme’s Climate Governance Structure

Trustee Board

Asset & Liability Committee

Trustee Board

f

*

Audit & Risk Committee

Asset & Liability
Committee

f

f

Pension Scheme Executive

f

Scheme’s
Advisors

Responsibilities

The Trustee has ultimate responsibility for
overseeing the Scheme's climate-relatedrisks
and opportunities and actions taken to manage
them.

This includes determining both the strategic
climate-related objectives and the detailed
climate-related targets, as well as overseeing
progress made against them.

Key actions over 2022

In 2022 the Trustee was provided an update on
the Scheme’s climate-related actions undertaken
by ALCo on a regular basis (please see detail in
ALCo section below).

Over 2022 a primary focus area of the Trustee was
defining an actionable Stewardship Framework
and Policy to allow the Trustee to manage climate
risks by practising more effective engagement
with investment managers and the wider market.
As a result, in Q4 2022 the Trustee Board
approved the Scheme’s Stewardship and Voting
Policy.

As a sub-committee of the Trustee Board, ALCo
is responsible for ensuring that the Climate
Change Risk Policy, including the Climate Risk
Management Framework, and the Trustee's
climate objectives are implemented into the
Trustee's investment policy.

To achieve this remit, ALCo has been delegated
responsibility from the Trustee Board to review
climate scenario analysis on the Scheme’s
funding and investment strategy and to select
climate-related metrics to monitor. The metrics
are used as management information to monitor
the Scheme's progress versus the Trustee'’s
climate objectives.

ALCo is also responsible for defining the
Trustee's engagement strategy with the
Scheme’s investment managers, consistent with
the objectives set by the Trustee and the
Trustee's Stewardship Policy. This process is
informed by monitoring steps taken by the PSE.
In cases where the PSE believes there are
grounds to carry out investment strategy or

Over 2022 ALCo, along with the Trustee's
advisors, continued to build out a climaterisk
dashboard allowing the sub-committee to
effectively monitor the metrics, their evolution over
time and the Scheme’s progress against the
interim and long-term climate targets.

In Q2 2022 ALCo reviewed in detail the Scheme'’s
performance against the chosen climate-related
metrics, identifying the largest contributors to the
Scheme's emissions and assessed whether
investment managers are engaging with those
companies. Further details of this are provided in
the Risk Management section of this report.

In Q3 2022 the Trustee’s advisors undertook an
exercise to re-baseline the Scheme’s 2019
emissions (which serves as the baseline for the
Scheme’s decarbonisation targets), recognising
the methodological developments over the past
years. At the Q3 meeting ALCo reviewed the re-
baselining analysis in detail, including changes in
the Scheme’s emissions over time and the
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investment manager changes based on climate
change, itis ALCo's responsibility to approve
actions to address the PSE’s concerns, having
taken formal advice from its professional legal
and investment advisors.

ALCo reports to the Trustee Board on a quarterly
basis, with the Chair of ALCo providing a report
on the matters discussed and decided that is
reviewed by the Board.

Scheme's progress against its target against
baseline.

Alsoin Q32022 ALCo reviewed the Scheme’s
Investor Climate Action Plan, which was
consequently approved by the Trustee Board and
published on the Scheme's website.

In Q3 ALCo reviewed and fed into the production
of the proposed Stewardship and Voting Policy
before Trustee approval.

Similarly, following Trustee approval, the
Stewardship and Voting Policy was also published
on the Scheme's website.

ARC is responsible for ensuring that risks related
to climate change are incorporated into the
Trustee's Pension Risk Framework.

Climate change risk is explicitly identified as a
Scheme risk on the Trustee’s Risk Register, as
overseen by ARC, and reported to the Board on a
quarterly basis. ARC is also responsible for
providing oversight of the internal assurance
carried out in relation to the production of the
Scheme’s TCFD report and ensuring all relevant
controls are in place and evidenced as being
operational.

In 2022, the Trustee's Risk and Emerging Risk
Framework was updated to explicitly reference the
Trustee’s net zero ambition for the Scheme.

In 2022 the Trustee initiateda more formal
assurance process for the production of the TCFD
Report and the metrics contained in the document
by external third parties and the development of
formal process manuals for the production of the
report and the governance oversight of the
process. It isintended that this independent
assurance process will be developed further for
future reports.

To improve the efficiency of the Trustee's
decision-making processes, the Trustee has full-
time executive support from the PSE. The PSE
looks after the day-to-day management of the
Scheme, including climate-related matters. The
Chief Investment Officer and Investment team
have responsibility for ensuring climate-related
risks and opportunities are appropriately
considered in investment decision-making.
Specifically, the PSE is responsible for performing
manager-specific and portfolio-level climate risk
analysis of the Scheme’s alignment versus the
Trustee's objectives, as well as the
implementation of the engagement strategy set
by ALCo. In circumstances where the PSE
assesses that an investment manager has failed
to operate in line with the Trustee's climate-
related objectives, it will engage with the
investment manager with the intention of
providing feedback on agreed mitigation steps,
approved by ALCo. Should persistent
engagement fail to correct an investment
manager’'s misalignment with the Trustee’s
objectives, the PSE will raise its concerns with
respect to investment strategy and/or investment
manager changes to ALCo for approval, with the
ALCo having also taken formal advice from its
professional advisors.

The Trustee is required by law, as referenced
above, to seek expertadvice from qualified
professionals, such as a legal practitioner, an
actuary, or an investment advisor, before it
makes certain decisions. The PSE manages the
relationship with the relevant advisors, as well as

Over 2022 the PSE worked closely with the
Trustee's advisors on developing the climaterisk
dashboard for the Trustee to use as an effective
monitoring tool, understanding the Scheme's
performance against climate metrics and targets
and developing the Trustee's Investor Climate
Action Plan and Stewardship and Voting Policy.
The metrics provided in the dashboard include:
Total Emissions; Carbon Footprint; Weighted
Average Carbon Intensity (WACI); Transition
Pathway Initiative (TPI) Management Quality
score; TPI Carbon Performance score and a
portfolio-level Climate Transition Value at Risk
(VaR.) These metrics are supplemented by views
provided by the investment advisors on the
investment managers' climate capabilities.
During 2022 the PSE also engaged with each of
the Scheme’s investment managers on ESG and
specifically climate-related risks and opportunities
and included climate-related considerations in the
Trustee’'s manager selections. To strengthen the
Trustee's position on this, in 2022 the PSE placed
a heightened emphasis on the importance of
institutional alignment of investment managers
with the Trustee's climate-related prioritiesin the
manager selection exercises undertaken over the
year.

PUBLIC




The Trustee's advisors

making sure that the Trustee has access to the
right advice for the decisions it is taking.

The Scheme'’s investment advisors advise the
Trustee on, and provide objective assessments
of, differing approaches to identifying, assessing,
and managing climate-relatedrisks and
opportunities to help the Trustee meet itsclimate-
related objectives for the Scheme. This includes
informing the Trustee of climate-relatedrisks and
opportunities as relevant for the Scheme.

The advisors are also required to support the PSE
in its role of performing manager and portfolio-
specific climate risk analysis and engagement.
This includes the completion of climate change
scenario analysis on the DB funding strategy and
DC investment strategy, as well as the provision
of climate-related metrics selected by the ALCo.
These metrics feed into a Scheme-level
dashboard and manager scorecards that the
Trustee use to monitor the Scheme's
performance against its climate objectives on an
annual basis and identify investment manager
engagement opportunities.

During the year the Trustee’s advisors worked
alongside the PSE on building the Scheme’s
climate risk dashboard, providing climate metrics
analysis and engaging with the Scheme’s
investment managers on climate change.

Over 2022 a particular area of strategic focus for
the Trustee was building out the Trustee's
Stewardship Framework. The Trustee developed
this framework alongside discussions with all the
Trustee's advisors in respect of key principles and
ideas of what makes a good stewardship policy.

Trustee oversight of third parties

The Trustee operates an outsourced model for Scheme investment activities and does not manage any
investments in-house. Given this model, the approaches and actions taken by Scheme advisors and investment
managers on integrating climate-relatedrisks and opportunities are key. As such, the Trustee's key responsibility
is to maintain oversight of third parties in relationto climate change. This is done principally through setting and
monitoring objectives for Scheme advisors to integrate climate-related considerations and through holding
investment managers to account on climate-relatedrisks and opportunities.

| Trustee oversight Key actions over 2022

Oversight of advisors

® Climate-related objectives are included in
the advisors’ annual objectives to ensure
they are taking adequate steps to identify
and assess climate-relatedrisks and
opportunities.

®  The Trustee annually assesses the delivery
of this advice using the Competition Market
Authority’s Investment Consultant
Objective framework (“CMA Objectives”).
Following its annual assessment, the PSE
produce a report for the Trustee that
provides its view on whether the advisors
have met the requirements set out in their
annual objectives. If the PSE deems the
objectives have not been adequately met, it
will provide suggested escalation steps for
the Trustee to consider.

® Inline with the Trustee's strategic focus, the
advisors’ objectives were updated to reflect
the Scheme’s enhanced ESG engagement
priorities.

® In 2022 the Trustee reviewed the advisors’
ESG and climate-specific objectives and
assessed their performance against them
during the annual CMA Objectives
monitoring exercise. The Trustee confirmed
that the advisors met their objectives for the
year.
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Oversight of PSE

Further, the processes followed by the PSE
and the Trustee's advisors to produce this
TCFD report are captured withina TCFD
Reporting Process Manual, noting key
milestones and requirements. This is a live
document that has been independently
reviewed by the Trustee’s Internal Audit
team. Throughout the report drafting
process, the advisors are required to keep a
log of their progress versus agreed key
milestones and practices. This is assessed
by the PSE against the process set out in
the Process Manual and may be subject to
assurance by an independent third party.
All revisions to the production process are
discussed between the advisors and PSE
and formally documented. The aim of this
approach isto ensure a rigorous process is
followed and continuous process
improvements are captured for completing
future TCFD reports.

The Trustee expects investment managers
to be aware of climate change risks and
opportunities within their investment
processes and manage climate-related
risks on a discretionary basis as applied to
the assets of the Scheme. The Trustee has
also specifically informed the Trustee’s
investment managers of its climate-related
objectives. The Trustee expects the
investment managers to be aware of the
climate-related objectives when making
decisions in relation to the funds the
Scheme is invested in.

Investment managers are required to report
annually on how these risks and
opportunities have been incorporated into
their investment process, including
descriptions of engagement activity
undertaken with companies in their
portfolios and qualitative responses to the
issues raised by the PSE’s analysis, within
applicable guidelines and restrictions.

Over 2022 the PSE met all of the investment
managers at least once to monitor the
managers approach to climate-relatedrisks
and opportunities. The PSE also reviewed
the investment managers’ ESG- and
climate- reporting and highlighted any areas
of concern during the meetings.

The PSE's monitoring of the investment
managers over 2022 is described in more
detail in the Risk Management section of
this report.

The PSE undertakes the day-to-day
operational management of all investment
activity on behalf of the Trustee in
accordance with a principles-based table of
delegations. The PSE’s delegated authority
is kept under review by the Trustee.

The PSE reported quarterly to ALCo the
decisions and activities undertaken within
its delegated authority in order to update
the ALCo and permit challenge to how its
delegated authority has been exercised,
including where it has engaged with
investment managers on Trustee ESG
priorities.

Trustee knowledge and understanding of climate change

In order to ensure the ongoing suitability of the Trustee’s approach to climate-related risks and opportunities, the
PSE makes sure that the Trustee Directors receive regular training on climate-relatedtopics. The frequency and

"
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level of training that Trustee Directors receive depends on their role and their membership of specific sub-
committees. For example, given the ALCo's responsibility around monitoring climate-related analysis, members
of the ALCo received training on more technical topics such as climate metric calculation methodologies.
Training sessions are delivered in face-to-face meetings from advisors and subject matter specialists and in the
form of training videos prior to Trustee meetings. Climate change has been a component of several interim
meetings, investment away days and strategy days over the year, building on training from previous years. At
these sessions the Trustee Directors receive training from its advisors or on occasion by external experts in a
given field. In addition, the transition to a more digital way of working has allowed Scheme advisors to deliver
shorter and more targeted training sessions in the form of pre-recorded videos. This allowed Trustee Directors
to be better informed and to ask more meaningful questions during quarterly meetings when making decisions.
Specifically, Trustee Directors received the following training in relation to climate change:

®  Paris Aligned Investment Initiatives (e.g. the IIGCC);

® Climate net zero alignment metrics;

® Universal ownership and stewardship, including climate change;
® TCFD carbon emissions metrics calculation methodologies;

® FRC UK Stewardship Code 2020;

® Global system-wide ESG risks (including climate change, biodiversity and nature loss, antimicrobial
resistance and diversity, equity and inclusion).

Recognising the pace of development in this space, ongoing training is essential to ensure that the Trustee and
its sub-committees make informed decisions. The Trustee continues to assess skills gaps and undertake training
accordingly. In 2022 members of the PSE also held one-to-one discussions with each Trustee Director to explore
evolution of ESG beliefs, including climate change. These sessions were supported by background papers and
training material.

Additionally, the Scheme is a member of several Responsible Investment organisations that help ensure the
Trustee remains informed of climate-relatedissues. The Trustee recognises that it is not possible to support all
initiatives and organisations. The Trustee occasionally reviews the Scheme’s associations and consider the
benefits they offer versus the resources needed to be an active member. The Trustee currently supports the work
of the following organisations:

® UN Principles for Responsible Investment (“PRI”)

® |Institutional Investors Group on Climate Change (“IIGCC") and related Paris Alignment Investment
Imitative (“PAII")

® Financial Reporting Council (“FRC") UK Stewardship Code 2020
® Transition Pathway Initiative ("TPI")

® Climate Action 100+

®*  Qccupational Pensions Stewardship Council ("OPSC")

* A4S Asset Owner Network (“A4S”)

Strategy

Climate-relatedfactors are fully integrated into the Trustee’s strategic funding and investment decision making,
sitting alongside traditional investment and risk factors. This is true of both the DB and DC parts of the Scheme.
The Trustee recognises that financially material impacts from climate change are unlikely to manifest uniformly
across time, and therefore considers the potential impacts on the value of the Scheme’s investments over the
short, medium, and long terms.

As stated in the Executive Summary, the Scheme consists of three sections: the HSBC UK Bank plc (HBUK)
Section, the HSBC Bank plc (HBEU) Section and the HSBC Global Services (UK) Ltd (HGSU) Section. DB and DC
benefits are provided by each section. The Scheme holds in assets:
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* DB: £21bn as at 31 December 2022
e DC: £6.2bn as at 31 December 2022

The Trustee completed climate scenario analysis on the DB and DC parts of the Scheme to assess the potential
climate-related impacts on the funding and investment strategy as at the end of 2021. The 2021 scenario analysis
considered the asset portfolio, liabilities, and sponsor covenant of the DB part of the Scheme, and the investment
offerings within the DC part of the Scheme with significant assets under management (“popular arrangements”
%), Results of this exercise were disclosed in the Scheme's 2021 TCFD report and are also included in Appendix
A of this report.

The Trustee is required to repeat this exercise at least every three years, although this can be brought forward
should material strategic changes to the DB and/or DC parts of the Scheme or developments to best practice
methodologies occur.

In 2022, the Trustee’'s ALCo took the decision not to update the scenario analysis for the 2022 TCFD Report. As
part of this decision, a number of factors were considered including: a lack of material changes to the funding
and investment strategy; a lack of material changes in the availability of quality data; a lack of necessity or
urgency to harmonise scenarios across the DB and DC Schemes; and other industry or market changes that may
impact the assessment. This will be reviewed again in advance of the preparation of the 2023 TCFD Report.

Details of the funding and investment strategies of the DB and DC parts of the Scheme as at 31 December 2022
are provided below.

An overview of the DB funding and investment strategy

There are three DB investment strategies, one for the HBUK Section, one for the HBEU Section, and one for the
HGSU Section and these reflect the particular design characteristics and the risk and return requirements of each
section. The HBUK Section contains the majority of the DB assets, while the other two sections, referred
collectively as the Top Up Sections, are considerably smaller in size of DB assets:

| DB Sections Total Assets?
HBUK Section 99.4%
Top Up Section: HGSU 0.5%
Top Up Section: HBEU 0.1%

The Trustee follows a Cashflow Driven Investment (“CDI”) approach in the DB HBUK part of the Scheme. Under
the HBUK Section’s CDI approach, the asset class weights in the portfolio are expected to evolve over time as
asset cashflows are released, reducing the value of the Scheme's assets and impacting the relative proportions
of remaining assets, although itis intended that some reallocations will take place. The assets now comprise
government bonds, cash and hedging instruments, high quality corporate bonds, low-risk illiquid matching
assets, and residual allocations in private equity and property. This asset allocation helps achieve the Scheme’s
overall risk-adjusted return objective for the DB assets to ensure members’ benefits can be paid as and when
they fall due. The investment strategy for the Top Up sections follows a low-risk strategy comprised of matching
assets and a Diversified Growth Fund which is intended to generate an expected investment return that
marginally outperforms the return of the actuarial liability discount rate.

2 A “popular arrangement” is considered to be one in which £100m or more of the scheme’s assets are invested, or which accounts for 10% or
more of the assets used to provide money purchase benefits.

2 Climate scenario analysis was completed on the assets and technical provisions liabilities as at 31 March 2021 on each DB section
independently, using the latest available data at the time the analysis was performed.
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DB (HBUK*) Asset Allocation (31 December 2022)

205 2%62%61%

e

= | DI
= Global Bonds
= Sterling Bonds
Property
= US Dollar Bonds
= Asset Backed Securities
= |Infrastructure Debt
= US Treasuries
= Renewable infrastructure

= Private Equity

* Given the size of the other two sections, this report does not include a breakdown of their assets.

| Fund 2022 Asset allocation (%)
LDI 37%
Global Bonds 30%
Sterling Bonds 13%
Property 5%
US Dollar Bonds 4%
Asset Backed Securities 4%
Infrastructure Debt 2%
US Treasuries 2%
Renewable infrastructure 2%
Private Equity 1%

An overview of the DC assets

Within the DC assets, there is a range of investment funds available for members. The Scheme has different
default strategies for members, depending on the type of benefits they have and where in the targeted strategy
a member isin (i.e., the time to retirement age). In line with the definition prescribed by the regulations, in 2021,
the Trustee considered climate scenario analysis on two fund offerings within the DC part of the Scheme that
meet the regulatory definition of a “popular arrangement” and cover over 856% of Scheme members, and
coverage of these arrangements remained broadly consistent into 2022. These are the Flexible Income Strategy,
the main default option for members with DC-only benefits, and the Lump Sum Strategy, the main default option
for members that have Hybrid benefits (former active DB members on 30 June 2015 who became active DC
members from 1 July 2015). Additional detail on these two arrangements is provided below.

Fund Description

Offering

Flexible For members with only a DC pension pot, the Flexible Income Strategy is the default
Income strategy. It is designed for members, at their retirement or beyond, to take 25% of
Strategy their DC pension pot as a cash lump sum and the balance to provide a flexible income
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(e.g. income drawdown), spreading the amount and timing of withdrawals. Members
can do this by transferring their DC pension pot out of the Scheme, this strategy works
by switching the investment mix of members’ DC pension pots from the Global
Equities — passive Fund into the Diversified Assets — active Fund and then de-risking
into the Global Bonds — active Fund and the Cash — active Fund as the members near
retirement. This design is based on the demographic profile of the membership and
the generous contribution structure combined with the belief that members are likely
to both accrue large pots and choose to take a flexible income. Market trends and
Scheme experience since the introduction of Pension Freedoms in 2015 also indicate
that members with larger DC pension pots are moving away from purchasing
annuities and are choosing flexible income instead.

Lump Sum For members with Hybrid benefits, the Lump Sum Strategy is the default strategy. It is
Strategy designed for members to use all of their DC pension pot for a cash lump sum at their
target retirement age or beyond. This strategy works by switching the investment mix
of members’ DC pension pots from the Global Equities — passive Fund into the
Diversified Assets — active Fund and the Global Bonds — active Fund and then de-risks
into the Cash — active Fund as the member nears retirement. The rationale for this
design is the belief that many members with Hybrid benefits are expected to use all of
their DC pension pot as part of their overall Scheme tax-free cash lump sum at
retirement.

The main investment fund used in the Scheme’s default investment strategy, the Global Equities - passive fund,
has Legal and General Investment Management’'s (“LGIM’s") Future World Fund as its underlying investment
(75% GBP currency hedged). This isa multi-factor global equity fund which targets stocks with a balanced factor
exposure while incorporating climate change considerations in the core investment thesis. These include
achieving at minimum a 30% reduction in carbon footprint and a minimum 50% reduction in carbon reserves
intensity relative to an index without climate considerations. This is achieved through a combination of tilting.
The fund also excludes companies that derive more than 25% of their revenue from coal extraction or coal power
generation. As part of this the fund is designed to favour investment in companies which are less carbon-
intensive or earn green revenues. This approach was developed by the Trustee, in conjunction with LGIM, the
investment manager, FTSE Russell, the equity index provider which the fund tracks and Redington, one of the
Trustee's investment advisors, to help the Trustee meetits climate-related ambitions. The Trustee also appointed
Schroders Investment Management Ltd to manage a diversified growth fund which seeks to mitigates ESG risks
and which is incorporated into the DC default investment strategies. For Freechoice members there are also
several other alternative self-select investment funds that members can include within their personal investment
portfolio. In the last review of the DC strategy, the Trustee confirmed that the Scheme's lifecycles are adequately
and appropriately diversified between different asset classes and the self-select options provide a suitably
diversified range of funds for members to choose from. The Trustee reviews the investment arrangements for
consistency with their beliefs, including those on ESG risk management, including climate change and
stewardship, on a regular basis. The Trustee also monitors the relevant members’ behaviour to check whether
assumptions made about how members will access their benefits are borne out in practice. The Scheme's full
DC asset allocation is shown below:
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DC Assets at 31 December 2022

» Global Equities - passive

. 1%
1% = Diversified Assets - active
1% 1%
10/1% ‘ = Global Equities - active
(]
\ ‘ Global Bonds - active

» Cash - active

O Il
= [slamic Global Equities - passive
= Emerging Markets Equities - active

= UK Equities - active

8%

%

= Property - active

= North American Equities - passive

= Sustainable and Responsible Equities -
active

= Fixed Annuity Tracker - passive

= UK equities - passive

= Inflation Linked Annuity Tracker - passive

= Asia pacific (exc Japan) Equities - passive
European (exc UK) Equities - passive
Japanese Equities - passive

= Sterling Corporate Bond Funds - active

| Fund 2022 Asset allocation (%)
Global Equities — passive 64%
Diversified Assets — active 13%
Global Equities — active 8%
Global Bonds - active 3%
Cash — active 2%
Islamic Global Equities — passive 2%
Emerging Markets Equities — active 1%
Property — active 1%
UK Equities — active 1%
North American Equities — passive 1%
Sustainable and Responsible Equities — active 1%
Fixed Annuity Tracker — passive 1%
UK equities — passive 1%
Inflation Linked Annuity Tracker — passive 0.3%
Asia pacific (exc Japan) Equities — passive 0.3%
European (exc UK) Equities — passive 0.2%
Japanese Equities — passive 0.1%
Sterling Corporate Bond - active 0.1%
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Climate-related considerations in setting the Scheme’s investment
strategy

The Trustee is cognisant that the diversified nature of the DB and DC investment portfolios means that the source
of climate-relatedrisks is likely to be asymmetric and varied. For example, climate change risk could affect:

®* The creditworthiness of the issuers of the fixed income assets;
®* The rental values of the real estate assets;

® The dividend paying capability, and therefore the share prices, of companies in the listed equities
portfolios.

The Scheme has material exposure to long-dated creditin the DB portfolio, and developed market equities in the
DC portfolio, both of which pose differing climate risks across different time horizons. Given the differing
timespans over which climate-related market impacts are likely to occur, the specific types of climate risks are
unlikely to be constant. As a result, and to account for these differing sources, the Trustee has evaluated the
impact of asset-related climate risks through three lenses:

Physical Risk

Physical risks from climate change are those which arise from both gradual changes in climatic conditions and
extreme weather events. They can be event-driven (acute) or longer-term shifts (chronic) in climate patterns and
include risks such as a rise in sea levels, with impacts including flooding, and the destruction of biodiversity.
These physical risks could have financial implications, such as direct damage to assets and indirect destabilising
impacts from supply chain disruption. Other potential impacts of physical changes in the climate are wider
economic and social disruption, including mass displacement, environmental-driven migration and social strife.

Transition Risk

Transition risks occur in the process of moving to a low-carbon economy. This includes policy (e.g., abrupt
imposition of carbon taxes or emission limits), reputational impacts, risk of stranded assets, as well as shifts in
market preferences, norms and technology — the severity of the impact will depend on whether the transition is
orderly or disorderly.

In 2022 the Trustee commissioned the calculation of Climate Transition Value-at-Risk (“CTVaR”) on the Scheme's
DB and DC assets to allow the Trustee to monitor the transition risk of itsassets more closely. The output of this
analysis is included in the Scheme's climate risk dashboard that the Trustee monitors on an annual basis. The
CTVaR metric uses resource and sector models to deliver market-based estimates of the financial impact of a
transition on the Scheme’s assets on an asset-by-asset basis for mandates where line-by-line holdings are
available. The CTVaR analysis covers 95% of the DC assets and 89% of the DB assets of the Scheme.®

For the Scheme’s publicly listed equity securities, the CTVaR measures the potential value lost during the
transition to a low-carbon economy by adjusting downward the future value of a company'’s business-related
cashflows, thereby reducing the value of the company’s equity in today’s terms. To assess the impact on the
Scheme’s publicly traded bonds, the CTVaR assesses the maturity and credit rating of the bond as well as the
company’s ongoing ability toservice its debt over time. Most of the developed market sovereign debt isassumed
to have no transition risk under the debt CTVaR methodology. This stems from the fact that only the sovereign
debt issued by countries whose economics rely heavily on commodity production and/or exports are assumed
to face transition risk in the CTVaR model. These assets comprise only a small proportion of the Scheme’s
sovereign debt investments.

® The non-CDl, illiquid matching and alternative credit portfolios have been excluded from the analysis as transition risk data for the underlying
assets within these mandates is not currently available.
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For the HBUK portfolio as at 31 December 2021 (the latest available data at the time of analysis), the CTVaR was
£29.6m, which represents 0.1% of total DB assets. This is principally because most of the Scheme's corporate
debt holdings are in Buy & Maintain portfolios, which generally avoid companies with high levels of transition
risk. Additionally, much of the portfolio has a high credit rating and many of the investments with the biggest
transition risk are in shorter-dated mandates, which reduces their contribution to CTVaR. This is because maturity
is accounted for in the calculations and shorter-dated debt holdings are expected to face less transition risk
exposure in general given they will mature before the full effects of the climate transition are realised. Most
contributors to the HBUK portfolio’s transition risk exposure are companies with significant exposure to fossil
fuels and/or commodity prices, both of which may be already negatively impacted by the climate transition.

For the DC portfolio as at 31 December 2021 (the latest available data at the time of analysis), the CTVaR was
£87.2m, which represents 1.3% of total DC assets. This is principally the result of the Scheme’s equity
investments in large, consumer-orientated multinational corporations that face higher transition risk as a result
of evolving consumer habits in line with the global transition to a low-carbon economy.

The Trustee is cognisant that the results of this CTVaR model, like other models, are dependent on the
assumptions embedded inits calculation methodologies and on the quality of data available. As such, the Trustee
recognises the inherent limitations of such modelling exercises and the need for caution when interpreting the
results. Nevertheless, it is helpful to periodically review the results that the modelling produces to understand
changes in the output and to understand what may be driving those changes.

Reputational Risk

The TCFD considers reputational risk to be a sub-category of transition risk and defines it as a "risk tied to
changing customer or community perceptions of an organization's contribution to or detraction from the
transition to a lower-carbon economy”.

The reputational risk the Scheme is exposed to is mainly in relation to stakeholder and wider civil society
perception - stakeholders being entities such as members and regulators, and civil society including activist
groups, peers and the media. The risk would materialise if the Scheme were failing to meet public expectations,
for example if the Trustee or appointed investment managers, were found to be taking insufficient steps to
manage climate risks, and/or changes to the legislative framework under which the Scheme operates occurred.
In this context, the Trustee believes the reputational risk to the Scheme is less substantial than the reputational
risk for a company that might be affected by a loss of customers as a result of reputational damage.

Nonetheless, it is acknowledged that the importance of retaining the confidence of Scheme members in the
Trustee's ability to effectively manage climate-relatedrisks on their behalf, noting that a loss of confidence, and
the adverse reputational implications that may ensue, could potentially be financially material.

The Trustee therefore considers the potential implications for the Scheme's reputation as it pertains to climate-
related factors within the decision-making frameworks.

Liability Considerations

On the liability profiles for the three DB sections of the Scheme, there are likely tobe direct impacts to mortality
to consider, as well as indirect impacts from changes to lifestyles resulting from climate change. The mortality
outcomes from climate change are impossible to predict accurately and will depend on complex interactions
between various factors. In the UK, it is considered unlikely that the direct effects of climate change on weather
patterns and global temperatures will have a significant impact on life expectancies®. However, the disruption
and impact of transition risks on economic activity could have a more significant effect.

Whilst the Trustee has insured broadly half of the liabilities associated with retired members within the HBUK
section against mortality impacts, including climate change, transition risk remains relevant for the Scheme and
is therefore subject to ongoing assessment.

4 As presented by WTW to the Asset and Liability Committee in a Climate Change Scenario Analysis paper delivered in November 2021.
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As noted earlier, the ALCo took the decision not to update the scenario analysis for the 2022 TCFD Report
because there had been no material changes to the investment strategy. Below is a summary of the conclusions
from the 2021 scenario analysis, with the detailed outcomes included in Appendix A.

Time Horizons

Climate-relatedfactors can have a material financial impact on the value of the Scheme’s investments over the
time horizon applicable to each benefit type, with the impact of time horizons likely to vary depending on the
nature of the invested assets. The Trustee therefore believes that by taking such factors into account in the
investment process, the Scheme will be better positioned to deliveron its investment objectives.

. Comment
Horizon

| Time
The short-term time horizon is a period of 3 years, up to 2025, for both the DB and DC parts
of the Scheme. This relatively abrupt period will allow the Trustee to evaluate the short-term

risks faced by the Scheme from sudden climate-related behavioural changes.

Over the short-term, the climate risk exposure of the Scheme is expected to be almost
entirely related to transition risks. This is likely to be most applicable to the equity and
corporate credit assets, given the Scheme’s investment in these assets is mainly in issuers
from developed markets where climate-related policy and societal behavioural changes are
expected to occur more quickly and on a wider scale. Higher volatility due to climate change
considerations is also a risk the Trustee is aware of.

The medium-term time horizon is a period of 8 years, up to 2030, for both the DB and DC
parts of the Scheme. This is aligned with the interim decarbonisation and alignment targets
in support of the goals of the Paris Agreement.

Short-term

Over the medium-term, the climate risk exposure of the Scheme is also expected to be
predominantly transition risk, although the increasing frequency and severity of extreme
weather events means physical risk is likely to be more prevalent than in the short-term. This
is likely to have more of an impact on the Scheme’s investments in real assets, such as
infrastructure assets in the DB portfolio and property assets in the DC portfolio. From a
transition risk perspective, a larger scale re-pricing is likely to happen in the medium term,
impacting various geographies and sectors.

Medium-
term

For the DB section of the Scheme, due to the reliance of the CDI portfolio on long-term cash
flows to make liability payments, the Trustee has adopted a multi-decade investment long-
term time horizon in the region of 20 to 30 years.

For the DC section of the Scheme, the majority of the DC assets are invested in the default
investment option, which is designed to generate returns sufficiently above inflation whilst
members are some distance from retirement, but then to switch automatically and gradually
to lower-risk investments as members approach their retirement date and take their DC
pension pot. These assets therefore also have a multi-decade investment time horizon,

Long-term | |\ 1ich can extend from 20 years up to 50 years or even longer.

Over the long-term, physical risk— as a consequence of locked-in physical impacts from
previous decades - is also expected to be a more significant contributor of climate-related
risk to the Scheme, however, transition risks still exist and will likely be material. Physical risk
could materialise across the Scheme's portfolio via write-downs in real asset valuations due
to direct physical damage, orin the form of indirect impacts such as supply chain
distributions and weaker productivity owing to temperature effects that may negatively
impact business profitability.

Scenario analysis

The Trustee completed scenario analysis on the DB and DC sections of the Scheme to assess the potential
climate-related impacts on the funding and investment strategy as at the end of 2021. Results of this exercise
were disclosed in the Scheme’s 2021 TCFD report and are also included in Appendix A of this report.
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The relative impact of climate-related physical and transition risks on the DB part of the Scheme was estimated
to be more subdued than the DC part of the Scheme. This reflected the nature of the assets held across each
part, with equity securities, which make up much of the DC portfolio, expected to suffer a larger loss in value
than the sovereign bonds and investment grade credit that make up the majority of the DB portfolio.

How these climate-related risks will materialise across the Scheme’s assets and liabilities, and over what time
horizons, remains uncertain. Nonetheless, irrespective of this uncertainty, the climate scenario analysis detailed
in Appendix A highlighted that these risks do exist, and the Trustee therefore believes that appropriate risk
management steps should be taken to address and limit the potential impacts of these risks.

Sponsor covenant

There are three Sponsoring employers for the Scheme but in this report “Sponsor” references HSBC Bank UK
Plc given that the key Sponsor risk is with the HBUK section as it represents 99.4% of the assets. Given the
strong funding position and Technical Provisions surplus, the Scheme has a low reliance on the Sponsor to
achieve itslong-term objectives. Nonetheless, the Trustee recognises that the Sponsor of the Scheme is likely to
be affected by climate change which, in turn, may impact the resilience of the Scheme’s investment and funding
strategy over the short-, medium-, and long-term. Climate change is a topic that has been covered within the
assessment of the investment and funding strategy. Also, the Trustee has noted the Sponsor’'s 2021 and 2022
TCFD Reports which outline the risks to which they are exposed, along with the Sponsor’'s Energy Policy, released
in December 2022.

The Trustee is confident that the Sponsor recognises the risk that climate change may pose to its operations and
wider business strategy. Importantly, the Sponsor has taken steps to incorporate climate-relatedfactors into its
wider governance and risk management practices, noting that in November 2020, the Sponsor formalised its
overall approach to climate risk management and developed plans to integrate climate risk into the Group-wide
risk management framework. Over the past twoyears, this has continued todevelop, and the Sponsor is building
resource and capability to further understand and mitigate climate change and wider ESG risks in its business
activities. To date, the Sponsor has undertaken exploratory and wide-ranging quantitative stress testing and
scenario analysis in relation to climate-relatedrisks, considering the impacts across short-, medium-, and long-
term time horizons. Some of the output of these processes is reported in its most recent TCFD disclosure
embedded in the Sponsor's Climate change remains an area of focus for the
Sponsor and further climate stress-testing and scenario analysis is expected to be completed over time.

These actions represent positive and meaningful steps by the Sponsor to address climate-relatedrisks, and the
PSE will continue to engage with the Sponsor on this topic with the aim of deepening the understanding of the
climate-relatedrisks. This will inform the Trustee’s ongoing assessment of the strength of the Sponsor's covenant,
and in turn, the Trustee will consider any impact this may have on the Scheme’s investment and funding strategy.

Other tools helping the Trustee to identify climate risk in the portfolio

Aside from performing climate scenario analysis on the investment and funding strategy, the Trustee also
monitors a suite of climate metrics, which help identify areas of risk in the portfolio. The five key metrics used by
the Trustee are disclosed and explained in detail in the Metrics and Targets section of this report: absolute
emissions, carbon footprint, weighted average carbon intensity {“WACI"), Transition Pathway Initiative ("TPI")
Management Quality (“MQ”") score and TPI Carbon Performance (“CP”) score.

The Trustee formally monitors two non-emissions-based climate metrics, in conjunction with analysis of the
underlying investment funds’ total absolute emissions, carbon footprint, and WACI. This allows the Trustee to
receive a balanced view of the Scheme’s short- and medium-term exposure to climate risks. In 2019 the Trustee
adopted the TPl MQ score as a forward-looking indicator of the Scheme's exposure to climate transition risk.
The Trustee continues to monitor the TPl MQ scores of its investment funds, where possible, by assessing the
relative proportion of each fund’s financed emissions attributable to low (i.e., greater transition risk) and high
(i.e., lower transition risk) TPl MQ score companies.

In 2022, the Trustee also adopted the TPI CP score as an additional means to assess the emissions pathways of
companies in the Scheme's portfolios against the temperature goals of the 2015 Paris Agreement of keeping
temperatures well-below 2°C compared to pre-industrial levels.
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During the year the Trustee also followed the PAll's Net Zero Investment Framework (“NZIF”) to assess the
alignment of the Scheme’s listed equity and publicly traded corporate bond assets. The Trustee aims to classify
assets into five distinct categories of alignment from “achieving net zero” to “not aligned”.

. Aligning
Aligned to a
Achieving Ir?et ero towards a

Not aligned
net zero net-zero 9

th
e pathway

To do so, the Trustee started collecting alignment data using open-source metrics recommended by the NZIF
alongside the metrics produced by TPI:

1) Climate Action 100+ ("CA100+") Net Zero Company Benchmark.

2) Science Based Targets Initiative ("SBTi").

Collecting data on the Scheme’s multi-asset and multi-manager portfolios in a way that allows the Trustee to
classify Scheme assets into different alignment categories has proven to be a challenge to date. The Scheme’s
alignment metrics (CA100+, SBTi, TPl MQ, and TPI CP) were only available for a very small proportion of the
Scheme’s investments —though these did account for a higher percentage of financed emissions (as the CA100+
and TPl metrics in particular cover the most polluting companies with higher emissions). The Trustee is looking
to increase coverage of alignment assessment to allow disclosure of progress. The Trustee will continue to collect
alignment data from its managers as well as from ESG data providers via its investment advisors, noting that
coverage is expected to improve significantly over time. One of the ways in which the Trustee is working on
improving the availability of data is by engaging with its investment managers and setting clear expectations of
them in regards to climate metrics provision. For example, the Trustee has sent a letter to each of the Scheme's
investment managers, which included details of the Trustee’'s expectations of managers’ ESG data provision.
The Trustee will also continue monitoring the development of other alignment metrics and the Trustee expects
to report on the alignment of Scheme assets in scope in the future.

The Trustee undertakes this activity todevelop a picture of the source of the Scheme’s climate risks by assessing
whether the most carbon intensive portfolios are those mainly consisting of underlying companies with higher
or lower transition risks. This will allow the Trustee to focus engagement efforts on those portfolios where it can
be most impactful. This is an ongoing exercise on which the Trustee hopes to provide further detail on in future
TCFD reports.

Please see the previous year's report for detail on the results of the scenario analysis undertaken as well as
the methodological approach and information regarding the analysis’s limitations.

Risk Management

Identifying and assessing climate-related risks in an integrated way

The Trustee considers climate change to be a systemic, long-term financial risk to the Scheme’s investment
portfolio, though it acknowledges that itis difficult to measure with a single number, metric, or lens. To ensure
climate-relatedrisks are assessed in an integrated manner, the Trustee has explicitly identified “Climate Change
Risk” as a Scheme risk on the Trustee Risk Report, as overseen by the Audit & Risk Committee, and reported to
the Board on a quarterly basis. This ensures climate risk is given due consideration alongside the other
investment risks identified for the Scheme.

As discussed in the Governance section of this report the Climate Risk Management Framework, established in
2020 and which aligns with the Scheme’s existing Risk Management Framework, clarifies the roles and
responsibilities of the Trustee Board, the Trustee’s sub-committees, the PSE, and Scheme advisors with regards
to identifying, assessing and managing climate-relatedrisks. Having this framework in place allows the Trustee
to manage climaterisk in a considered and effective manner by considering both top-down {Scheme-level) and
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bottom-up (mandate-level) perspectives. The Risk Management Framework, illustrated in the diagram below,
follows a circular approach that ensures identified risks are managed on an ongoing basis. At a more granular
level:

® The Trustee delegates authority to its ALCo to approve metrics that identify, assess, and monitor the
climate-relatedrisks of its appointed investment managers’ portfolios.

® The PSE reviews the Scheme’s investments versus the ALCo-approved metrics and recommends
mitigating actions to the ALCo for approval where necessary. The investment managers are required to
provide descriptions of engagement activity undertakenwith companies intheir portfolios and qualitative
responses to issues raised by the PSE’s climate risk analysis.

®*  Where feasible, mitigation of climate-relatedrisks is factored into the mandates the Trustee has with its
appointed investment managers.

®* For all appointed investment managers, evaluation of ESG risk management, which includes climate-
related risks, is a part of all investment manager selection exercises, the investment manager on-
boarding process, and continued due diligence or monitoring that the Trustee undertakes.

The Trustee also delegates the authority to the PSE, and advisors, where appropriate, to engage with the
Scheme’s investment managers as they deem necessary.

The Trustee’s Approach to Climate Risk Management

Top-down risk identification and assessment process
Atthe Schemelevel, scenario analysis is used toidentify and assess climate-related risks and opportunities under
different climate outcomes and circumstances. This includes consideration of the possible impacts that physical

and transition risks could have on the Scheme. The results of the scenario analysis are shared with ALCo who
assess them in the context of the Trustee Board's overall climate change risk mitigation objectives.

Bottom-up identification and assessment process

To assess risk atthe mandate-level, the Trustee makes use of climate-related metrics to identify and assess risks
pertinent to the Scheme's portfolio of assets, as discussed in the Strategy section. The Trustee acknowledges
that measuring climate-relatedrisks and opportunities from an investment perspective is complex, requiring new
data and analysis. The Trustee therefore primarily uses five metrics: Total Absolute Carbon Emissions; Carbon
Footprint; WACI, all three of which are backward-looking emissions-based metrics; and TPl MQ score and TP
CP score, forward-looking metrics based on climate governance, commitments, and projected emissions
pathways for companies in which it invests. These metrics seek to provide a balanced view of the Scheme's
current exposure to transition risk as well as an indication of the underlying holdings’ future trajectory. As
described in the Strategy section, over 2022 the Trustee also assessed the CTVaR of the DB and DC portfolios to
provide additional insight into which issuers are most exposed to climate transition risk and to begin to quantify
the financial risk of the climate transition. It also made use of the Climate Action 100+ Net Zero Company
Benchmark score and the Science Based Targets Initiative's assessment of company targets in an attempt to
classify Scheme holdings into different categories of alignment.
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The Trustee recognises that climate-related metrics remain incomplete and have mixed levels of accuracy and
therefore does not rely on any individual metric to drive investment decisions. The Trustee also recognises the
pace of change in the development of climate-related metrics and keeps its selection of metrics under active and
ongoing review.

The five key metrics are incorporated into manager-level scorecards that assess the investment managers’
integration of climate risk factors into their overall investment and risk management processes. The scorecards
are used to monitor the year-on-year progress of each individual mandate against the Scheme’s climate risk
management objectives, as well as any mandate-specific targets. To supplement the annual climate metric
analysis and in line with the Trustee's focus on stewardship in 2022, the scorecards also monitor engagement
and voting statistics (where relevant) of the investment managers, and include an overarching qualitative
assessment formed by the Scheme’s investment advisors. The purpose of the scorecards is to enable the PSE
to assess and monitor the climate-relatedrisk exposure of the Scheme and to identify mandates where changes
could be made if appropriate to keep them in line with the Trustee’s objectives. In 2022, the scorecards were
predominantly used to support and inform PSE engagements with investment managers.

Recognising their specialist risk identification and management skillset, the Scheme’s investment managers are
also invited to share their own assessment of climate-relatedrisks identified within the portfolios they manage.
This forms part of the regular engagement that the PSE and investment advisors perform with investment
managers, the results of which influence the PSE’s assessment of investment managers initsreporting of climate
risks to ALCo.

Mitigating climate-related risks in an integrated way

Once risks have been identified and assessed appropriately as described above, the next step following the
Climate Risk Management Framework is to take appropriate and proportionate actions to mitigate these risks.
The Trustee has a preference for engagement as a means to mitigate the Scheme’s climate risk exposure,
however it will also make use of additional approaches deemed appropriate. This includes:

® Engagement with investment managers and policymakers,
® Consideration of climate-relatedrisks in investment manager and mandate selection,
® Integration of climate-related considerations in fund design, and

® Seeking to limitexposure to climate-relatedrisks by investing in climate opportunities.

Engagement with investment managers to mitigate climate risk in the portfolio

To help protect the Scheme's investments, the Trustee requires the Scheme’s appointed investment managers
to be cognisant of climate-related risks and opportunities within their investment processes and to manage
climate-relatedrisks on a discretionary basis, as applied to the assets of the Scheme, considering both transition
and physical risks. The investment managers are required toreport annually on how these risks and opportunities
have been incorporated into their investment processes, including descriptions of any engagement activity
undertaken with companies in their portfolios and qualitative responses to the issues raised by the PSE’s climate
risk analysis, within applicable guidelines and restrictions.

The Trustee also delegates voting rights to its investment managers and, where permissible, expects them to
vote consistently with the Trustee’s climate-related objectives, in line with the Trustee's fiduciary responsibility.
Where this is not possible, for example within pooled fund structures, the Trustee has made the Scheme’s
climate-related objectives clear to the Scheme's investment managers and will engage with them should
monitoring of their voting activity highlight inconsistencies with Scheme policies.

In 2022 the Trustee adopted a framework for effective stewardship, formulated in the Scheme's Stewardship
and Voting Policy. The framework sets out the Trustee's expectations of the Scheme’s investment managers’
voting and engagement processes, the significance of stewardship in the appointment and monitoring of
investment managers, and how the Trustee holds its investment managers to account versus expectations. It
also details the Trustee's priority stewardship themes, selected based on the materiality of the financial risks that
they pose. One of the priority themes pertains to climate change and the risks associated with significant
increases in global temperatures. The Trustee will use the stewardship framework to assess and ultimately
improve the alignment of the assets managed by investment managers to the Trustee's net zero ambition, with
the intention of mitigating the climate risks facing the Scheme.
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Throughout 2022, the PSE, supported by the investment advisors, engaged with all of the Scheme’s investment
managers on matters relating to the climate risk exposure of the assets they manage on behalf of the Scheme.
This engagement focussed on three overarching themes:

1.
2.

The manager’s conviction in its own commitments to supporting the transition to net zero.

Making the manager aware of the Trustee's priority ESG themes (including climate change) and
reinforcing the value the Trustee places on engagement as a risk management lever and its expectations
of them to use it to create long-term value for the Scheme’s members.

Understanding climate risk as part of the Scheme’s HBUK Section’s illiquid asset allocations, including
real estate and renewable infrastructure.

The intention of this engagement was to initiate an ongoing process of improvement with the investment
managers rather than act as a catalyst for significant immediate changes to the individual mandates managed
on the Scheme'’s behalf.

To highlight two specific examples:

In June 2022 the PSE used the manager scorecards to identify a climate laggard issuer held inone of the
DB section’s largest mandates that was not subject to climate-related engagement by the investment
manager during the preceding calendar year. This issuer was highlighted as being a material contributor
to the Scheme’s absolute emissions. The PSE, supported by their investment advisor, used this
information as the basis for targeted engagement with the investment manager. In response, the
investment manager explained that the issuer was not featured on the focus list for engagement by their
dedicated Responsible Investment team as, although it had not yet made a net zero commitment, it had
demonstrated a significant reduction in Scope 1 and 2 emissions intensity from 2006 to 2020 and had
met its 2030 absolute emissions reduction target well ahead of schedule. The PSE highlighted to the
manager that it had not included scope 3 emissions in its analysis and that scope 3 was material for this
company given its sector classification. The PSE retained some comfort with the manager’s response,
however this remains an area of ongoing monitoring for this mandate.

Over 2022 the PSE, on behalf of the Trustee, has also engaged with one of the Scheme’s sustainable
equity fund managers concerning its alignment with the Trustee's climate objectives and the overall
quality of the manager's systems supporting its sustainable investing philosophy. Following persistent
underperformance of the mandate’s investment return, which was against expectations, the PSE
performed a review in May, focusing on understanding if the portfolio was still a suitable investment for
the Scheme. A follow up review in August took place looking at the practices and investment theses
underpinning the portfolio’s holdings. This assessment remains ongoing and the mandate remains under
enhanced oversight by the PSE.

Engagement with industry, and through policy advocacy to help mitigate
systemic climate risk

Noting that active participation in industry initiatives and public policy consultations can provide valuable insight
as to current best practice regarding climate risk management processes and to help to achieve our objectives,
the Trustee completed five climate-related public engagements during 2022. These are described in the table

below.

_Engagement Purpose Details ofengagement
Department The DWP Conulted on whether to The Trustee set out its broad agreement with the
of Work and amend the Climate Chahge proposal on the alignment metric, however noted
Pensions Governgnce and Relportmg caution given the immaturity of methodologies and
(“DWP") Begulanons to reqmre.Schemes Fo poor quality of data inputs.

- include a forward-looking portfolio
Climate and alignment metric in their TCFD The Trustee highlighted historical actions to
Investrpent reporting that assess the alignment mitigate the risk of unintended consequences and
Reportlng_ of a security or portfolio with expressed concern that subjective metrics may
Consultation achieving the goals of the Paris lead to bad investment decision-making. It was
Agreement. also highlighted thatthe Paris Agreement was not
based on achieving a 1.5°C world, rather its aim is
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The second part of the consultation
sought feedback on steps the DWP
was considering to improve the
stewardship practices adopted by
trustees and ultimately reported in
the annual SIP Implementation
Statement.

to get to well below 2°C, and ideally to 1.5°C. This
is a subtle but material point.

On the proposals relating to implementation
statements, the Trustee's response welcomed the
policy proposals as a means to improving
stewardship practices in the investment value
chain. Particularly the proposals to align with the
principles of the 2020 UK Stewardship Code was
welcomed.

International
Sustainability
Standards
Board
(“ISSB")
Consultation
on
Sustainability

The body responsible for developing
a global baseline of sustainability
disclosures for capital markets —
launched a consultation on its first
two proposed standards regarding
climate-related risks and
sustainability disclosures.

The Trustee was strongly supportive of the IFRS
Foundation’s introduction of sustainability and
climate-related disclosure standards.

The Trustee noted that there is considerable value
to the Scheme in having verifiable, comparable,
and decision-useful climate-related data. It will
improve investors’ ability to gain the necessary
insights to fully understand sustainability and
climate risks and opportunities associated with the
entities in which they invest. The Trustee is a firm
advocate of globally agreed Standards intended to
improve climate- and sustainability-related data
quality and robustness. The Trustee emphasised
that the ISSB Board, in itsopinion, should
implement standards that recommend that

Standards o .
corporate entities assess not only the impact of
climate change on theirfinancial health but also
their contribution to the risks of climate change.
Further, the Trustee believes the introduction, and
international adoption of the proposed Standards
will help remedy the issue of reluctance to disclose
non-uniform data.
The Trustee responded to two
consultations from GFANZ over In the first consultation, the Trustee noted its
2022: support for the GFANZ in itsvital aim of getting
) signatories to show how aligned their portfolios
First, GFANZ released a report that 9 . . 9 P ,
rovided a practitioner perspective are with global climate goals. It was the Trustee’s
Glasgow P ) X view that investors need comparable and decision-
9 for measuring the alignment of . .
Financial , , . useful data about forward-looking climate-related
investment, lending and underwriting . . : :
Alliance for o . . risks, with market consistent methodologies to
activities with the goals of the Paris . .
Net Zero g ensure that investment managers are building and
Agreement and critical 2050 global maintaining portfolios that create real-world
(“GFANZ") net zero objectives. The report gp

Consultation
on Portfolio
Alignment
and Net-zero
Transition
Plans

proposed and sought guidance on
portfolio alignment use cases as well
as enhanced guidance for designing
and implementing portfolio
alignment metrics.

Second, GFANZ released a set of
recommendations and guidance on
“Net Zero Transition Plans for the
Financial Sector”.

decarbonisation.

The Trustee submitted a response letterto the
second consultation to feedback the needs of
asset owners, noting its support for building on the
recommendations of the TCFD, the emphasis on
effective engagement, and the guidance’s cross-
sectoral applicability. The PSE also made several
recommendations to refine the standards to better
reflect the Scheme's practical experience and
views to meet the needs of asset owners.

Response to
House of
Commons'

The House of Commons' EAC
released a report on 'The financial

In its response to the EAC's letter, the Trustee set
out its net zero plans and explained its approach to
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Environment Sector and the UK's Net Zero fossil fuel investment, which is centred on
al Audit transition'. engagement.

Committee
(“EAC")

Mitigating climate-related risks via investment manager and mandate
selection

The Trustee has sought to integrate climate change considerations into the Scheme’s investment approach for
DC members for a number of years. This includes partnering with LGIM, FTSE Russell, and Redington to first
develop the Future World Fund in 2016, and later evolve the fund further in 2021, which is a climate-tilted
passively managed multi-factor global equity fund. More recently in 2021 the Trustee worked with Schroders, an
investment manager within the Scheme’s DC pension fund arrangements, to develop a bespoke diversified
growth pooled fund with enhanced ESG (including climate change) risk management characteristics.

As noted above, the Future World Fund forms part of the growth phase of the lifecycle default investment options
for DC members. The principal aim of the fund is to provide investors with exposure to a well-diversified global
equity investment portfolio which uses climate tiltsand investment factors (principally quality, value, size & low
volatility) todetermine the benchmark weights of the underlying companies in which to invest.

The Future World Fund also benefits from LGIM’s Climate Impact Pledge®. Firstly, LGIM identified the 15 climate-
critical sectorsthat are responsible for more than half of greenhouse gas emissions from listed companies. LGIM
focuses on over 1,000 companies, requesting engagement with them on the plans they are developing for a
sustainable future. If, after a year of engagement, the companies are not implementing viable plans to transition
to a sustainable future, LGIM pledges that it will vote against the re-election of the companies’ chairs atthe next
annual general meeting using all the voting interests from their assets under management. The result of LGIM's
activity and efforts of other shareholders can be seen inthe overall number of companies within LGIM's invested
universe setting net zero targets, which has almost doubled since October 2020. Secondly, the Future World
Fund will divest from such companies, even though they remain part of the benchmark index. As of 2022, LGIM
excluded 14 companies from the Scheme’s global equity exposure as an outcome of the manager’'s Climate
Impact Pledge, as shown in Appendix C.

During 2022, the Trustee sought toimprove the positive climate characteristics of the Emerging Markets Equities
— active Fund within the Freechoice options available to DC members. This allocation now includes a fund that
takes a sustainable approach to investing in emerging markets by allocating the fund’s assets to companies that
demonstrate improving sustainability characteristics. Sustainable companies are those that the underlying
investment manager believes to have effective governance and superior management of environmental issues.

Over the six months from May to October 2022, the PSE met on a number of occasions with one of the
investment managers who was also involved in a manager selection exercise within the DC section of the
Scheme. The aim of these engagements was to understand whether there was 