Kratos Pension and Life Assurance Scheme

Engagement Policy Implementation Statement for the
year ending 5 April 2023

Introduction

The Trustees of the Kratos Pension and Life Assurance Scheme (the ‘Scheme’) have a fiduciary duty to
consider their approach to the stewardship of the investments, to maximise financial returns for the benefit
of members and beneficiaries over the long term. The Trustees can promote an investment’s long-term
success through monitoring, engagement and/or voting, either directly or through their investment
managers.

This statement sets out how, and the extent to which, in the opinion of the Trustees, the policies (set out in
the Statement of Investment Principles) on the exercise of rights (including voting rights) attaching to the
investments, and engagement activities have been followed during the year ending 5 April 2023. This
statement also describes the voting behaviour by, or on behalf of, the Trustees including the most
significant votes cast during the year, and whether a proxy voter has been used.

The Trustees, in conjunction with their investment consultant, appoint their investment managers and
choose the specific pooled funds to use in order to meet specific policies. They expect that their
investment managers make decisions based on assessments about the financial of underlying
investments (including environmental, social and governance (ESG) factors, and that they engage with
issuers of debt or equity to improve their performance (and thereby the Scheme’s performance) over an
appropriate time horizon.

The Trustees have decided not to explicitly take non-financial matters into account when considering their
policy objectives.

During the year, the Trustees received training from their investment consultant on ESG issues, including
stewardship and engagement, and investment consultant objectives.

Stewardship - monitoring and engagement

The Trustees recognise that the investment managers’ ability to influence the companies in which they
invest will depend on the nature of the investment.

The Trustees acknowledge that the concept of stewardship may be less applicable to some of their
assets, particularly for short-term money market instruments, gilt and liability-driven investments. As such
the Scheme’s investments in these asset classes are not covered by this engagement policy
implementation statement.

The Trustees’ policy is to delegate responsibility for the exercising of rights (including voting rights)
attaching to investments to the investment managers and to encourage the managers to exercise those
rights. The investment managers are expected to provide regular reports to Mobius (the investment
platform provider) and the investment consultant detailing their voting activity. The Trustees have taken
corporate governance policies into account when appointing and reviewing investment managers.

The Trustees also delegate responsibility for engaging and monitoring investee companies to the
investment managers and expect the investment managers to use their discretion to maximise financial
returns for members and others over the long term.
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The Trustees seek to appoint managers that have strong stewardship policies and processes and are
supportive of their investment managers being signatories to the United Nations’ Principles for
Responsible Investment and the Financial Reporting Council’'s UK Stewardship Code 2020. Details of the
signatory status of each investment manager are shown below:

Investment manager UN PRI Signatory UK Stewardship Code
Signatory

LGIM Yes Yes

Nordea Yes Yes

Columbia Threadneedle Yes Yes

Mobius (investment platform provider) No No

The Trustees review each investment manager prior to appointment and monitor them on an ongoing
basis through the regular review of the manager’s voting and engagement policies and a review of each
manager’s voting and engagement behaviour. The Trustees may also request their investment
consultant's manager ESG ratings to aid them in the process.

If the Trustees find any manager’s policies or behaviour unacceptable, they may agree an alternative
mandate with the manager or decide to review or replace the manager.

As all of the investments are held in pooled vehicles, the Trustees do not envisage being directly involved
with peer-to-peer engagement in investee companies.

Investment manager engagement policies

The Scheme’s investment managers are expected to have developed and publicly disclosed an
engagement policy. This policy, amongst other things, provides the Trustees with information on how the
investment managers engage in dialogue with the companies it invests in and how it exercises voting
rights. It also provides details on the investment approach taken by the investment manager when
considering relevant factors of the investee companies, such as strategy, financial and non-financial
performance and risk, and applicable social, environmental and corporate governance aspects.

Links to each investment manager’s engagement policy or suitable alternative is provided in the
Appendix.

These policies are publicly available on each investment manager’s websites.

The latest available information provided by the investment managers (for mandates that contain public
equities or bonds) is as follows:

Engagement LGIM Global Equity Fixed Nordea Diversified Return Fund

Weights (50:50) Index Fund -
GBP Currency Hedged

Period 01/04/2022-31/03/2023 01/04/2022-31/03/2023
Engagement Purposeful, targeted Our engagement activities entail constructive dialogues
definition communication with an with companies through face-to-face meetings,

entity (e.g. company, conference calls, letters or even field visits. As such, it

government, industry body,  provides an opportunity to improve our understanding of
regulator) with the goal of  ompanies that we invest in as well as the ability to

encouraging change atan  .q.,6nce them. We engage proactively with companies
individual issuer and/or the i ' gage p vely wi pan
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goal of addressing a and other stakeholders on behalf of all internally-

market-wide or system risk managed Nordea funds.

(such as climate). Regular  Nordea’s engagement activities are carried out on behalf

communication to gain of all our funds, and follow this process:

mformatlon as part of Engagement selection process

ongoing research should . Engagement plan with objective

not be counted as .

engagement. . Research and meeting
. Report progress or escalate
The effectiveness of the different tools depends on the
individual engagement case. Engagement is always our
preferred approach, but the ultimate tool is exclusion of
the company from all Nordea’s portfolios. The
Responsible Investment Committee can decide to
exclude a company if its operations are incompatible with
our responsible investment policy or if the company does
not respond to our engagement efforts. In addition to
individual engagement cases, we also collaborate with
other investors. Collaborative engagements often
address a specific topic, and we might take the role of
lead investor in companies where our investments are
substantial.

Number of 467 767
companies

engaged with

over the year

Number of 726 983
engagements
over the year

Exercising rights and responsibilities

The Trustees recognise that different investment managers should not be expected to exercise
stewardship in an identical way, or to the same intensity.

The investment managers are expected to disclose annually a general description of their voting
behaviour, an explanation of the most significant votes cast and report on the use of proxy voting
advisers.

The investment managers publish online the overall voting records of the firm on a regular basis.

All investment managers use proxy advisers for the purposes of providing research, advice or voting
recommendations that relate to the exercise of voting rights.

The Trustees do not carry out a detailed review of the votes cast by or on behalf of their investment
managers but rely on the requirement for their investment managers to provide a high-level analysis of
their voting behaviour.

The latest available information provided by the investment managers (for mandates that contain public
equities) is as follows:

Voting behaviour LGIM Global Equity Nordea Diversified
Fixed Weights (50:50) Return Fund

Index Fund - GBP
Currency Hedged
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Period 01/04/2022-31/03/2023 01/04/2022-31/03/2023
Number of meetings eligible 3,197 197

to vote at

Number of resolutions 41,099 2,391
eligible to vote on

Proportion of votes cast 99.84% 98.83%
Proportion of votes for 81.85% 84.60%
management

Proportion of votes against 18.02% 8.72%
management

Proportion of resolutions 0.13% 1.65%

abstained from voting on

Trustees’ engagement

The Trustees recognise that engagement and voting policies, practices and reporting, will continue to
evolve over time and are supportive of their investment managers being signatories to the United Nations
Principles for Responsible Investment and the Financial Reporting Council’'s UK Stewardship Code 2020.

Appendix

Links to the Engagement Policies for each of the investment managers and the investment platform
provider can be found here:

Investment manager Engagement Policy (or suitable alternative)
Mobius https://www.mobiuslife.co.uk/uploads/2022/09/19e33e1d4480aca4d7a8
(Investment Platform Provider) cd7b9c3c5b78/mobius-life-stewardship-engagement-policy-2021.pdf

Legal & General Investment  https://www.lgim.com/landg-assets/Igim/ document-

Management library/capabilities/Igim-engagement-policy.pdf
Nordea https://www.nordea.lu/documents/engagement-policy/EP _eng INT.pdf/
Columbia Threadneedle https://www.columbiathreadneedle.co.uk/en/retl/about-us/responsible-

business/responsible-investor/

Information on the most significant votes for each of the funds containing public equities is shown below:

LGIM Global Equity
Fixed Weights (50/50)

Index Fund — GBP Vote 1 Vote 2 Vote 3
Currency Hedged
Fund
Company name Royal Dutch Shell Plc BP Plc Rio Tinto Plc



https://www.lgim.com/landg-assets/lgim/_document-library/capabilities/lgim-engagement-policy.pdf
https://www.lgim.com/landg-assets/lgim/_document-library/capabilities/lgim-engagement-policy.pdf
https://www.nordea.lu/documents/engagement-policy/EP_eng_INT.pdf/
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Date of Vote

2022-05-24

2022-05-12

2022-04-08

Approximate size of
fund’s holding as at the
date of the vote (as % of
portfolio)

3.4

1.5

1.3

Summary of the
resolution

Resolution 20 - Approve
the Shell Energy
Transition Progress
Update

Resolution 3 - Approve
Net Zero - From
Ambition to Action
Report

Resolution 17 - Approve
Climate Action Plan

How the fund manager  Against For Against
voted
Where the fund Voted in line with Voted in line with LGIM publicly

manager voted against
management, did they
communicate their intent
to the company ahead
of the vote

management

management

communicates its vote
instructions on its
website with the
rationale for all votes
against management. It
is our policy not to
engage with our
investee companies in
the three weeks prior to
an AGM as our
engagement is not
limited to shareholder
meeting topics.

Rationale for the voting
decision

Climate change: A vote
against is applied,
though not without
reservations. We
acknowledge the
substantial progress
made by the company in
strengthening its
operational emissions
reduction targets by
2030, as well as the
additional clarity around
the level of investments
in low carbon products,
demonstrating a strong
commitment towards a
low carbon pathway.
However, we remain
concerned of the
disclosed plans for oil
and gas production, and
would benefit from

Climate change: A vote
FOR is applied, though

not without reservations.

While we note the
inherent challenges in
the decarbonization
efforts of the Oil & Gas
sector, LGIM expects
companies to set a
credible transition
strategy, consistent with
the Paris goals of
limiting the global
average temperature
increase to 1.5 C. Itis
our view that the
company has taken
significant steps to
progress towards a net
zero pathway, as
demonstrated by its
most recent strategic

Climate change: We
recognise the
considerable progress
the company has made
in strengthening its
operational emissions
reduction targets by
2030, together with the
commitment for
substantial capital
allocation linked to the
company’s
decarbonisation efforts.
However, while we
acknowledge the
challenges around the
accountability of scope
3 emissions and
respective target setting
process for this sector,
we remain concerned
with the absence of
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further disclosure of
targets associated with
the upstream and
downstream
businesses.

update where key
outstanding elements
were strengthened.
Nevertheless, we
remain committed to
continuing our
constructive
engagements with the
company on its net zero
strategy and
implementation, with
particular focus on its
downstream ambition
and approach to
exploration.

quantifiable targets for
such a material
component of the
company’s overall
emissions profile, as
well as the lack of
commitment to an
annual vote which would
allow shareholders to
monitor progress in a
timely manner.

Outcome of the vote

79.9% against

88.5% for

84.3% against

Implications of the
outcome

LGIM will continue to
engage with our
investee companies,
publicly advocate our
position on this issue
and monitor company
and market-level
progress.

LGIM will continue to
engage with our
investee companies,
publicly advocate our
position on this issue
and monitor company
and market-level
progress.

LGIM will continue to
engage with our
investee companies,
publicly advocate our
position on this issue
and monitor company
and market-level
progress.

Criteria on which the
vote is assessed to be
“most significant”

LGIM considers this
vote significant as it is
an escalation of our
climate-related
engagement activity and
our public call for high
quality and credible
transition plans to be
subject to a shareholder
vote.

LGIM considers this
vote significant as it is
an escalation of our
climate-related
engagement activity and
our public call for high
quality and credible
transition plans to be
subject to a shareholder
vote.

LGIM considers this
vote significant as it is
an escalation of our
climate-related
engagement activity and
our public call for high
quality and credible
transition plans to be
subject to a shareholder
vote.

Nordea Diversified
Return Fund

Vote 1

Vote 2

Vote 3

Company name

Johnson & Johnson

Microsoft Corporation

Monster Beverage

Date of Vote

2022-04-28

2022-12-13

2022-06-14

Approximate size of

fund’s holding as at the

2.9%

3.6%

1.3%
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date of the vote (as % of
portfolio)

Summary of the

Report on government

Report on tax

Report on GHG

resolution financial support and transparency emission reduction
access to COVID-19 targets aligned with the
vaccines and Paris Agreement goal.
therapeutics
(shareholder proposal).

How the fund manager  For For For

voted

Where the fund No No No

manager voted against
management, did they
communicate their intent
to the company ahead
of the vote

Rationale for the voting
decision

We think reporting on
the impact of public
funding on the
company's pricing and
access plans would
allow shareholders to
better assess the
company's management
of related risks.

We voted for the
shareholder proposal as
the proposed GRI Tax
Standard would
enhance the company's
transparency in
communicating its tax
practices to investors
globally.

We think that additional
information on the
company's efforts to
reduce its carbon
footprint and align its
operations with Paris
Agreement goals would
allow investors to better
understand how the
company is managing
its transition to a low
carbon economy and
climate change related
risks.

Outcome of the vote

Against

Against

Against

Implications of the
outcome

We will continue to
support shareholder
proposals on this issue
as long as it is needed.

We will continue to
support shareholder
proposals on this issue
as long as it is needed.

We will continue to
support shareholder
proposals on this issue
as long as the company
is not showing
substantial
improvements.

Criteria on which the
vote is assessed to be
“most significant”

Significant votes are those that are severely against our principles, and
where we feel we need to enact change in the company.




Engagement Policy Implementation Statement for the year ending 5 April 2023

Information on the most significant engagement case studies for LGIM as a company for the funds
containing public equities or bonds as at 31 December 2022 (latest available) is shown below:

LGIM - Firm-level

Case Study 1

Case Study 2

Case Study 3

Name of entity engaged ExxonMobil BP Plc J Sainsbury Plc
with
Topic Environment: Climate Environment: Climate Social: Income
change (Climate Impact change (Climate Impact inequality - living wage
Pledge) Pledge) (diversity, equity and
inclusion)
Rationale As one of the world's As one of the largest Ensuring companies

largest public oil and
gas companies in the
world, we believe that
Exxon Mobil's climate
policies, actions,
disclosures and net zero
transition plans have the
potential for significant
influence across the
industry as a whole, and
particularly in the US.

At LGIM, we believe that
company engagement is
a crucial part of
transitioning to a net
zero economy by 2050.
Under our Climate
Impact Pledge, we
publish our minimum
expectations for
companies in 20
climate-critical sectors.
We select roughly 100
companies for 'in-depth’
engagement - these
companies are
influential in their
sectors, but in our view
are not yet leaders on
sustainability; by virtue
of their influence, their
improvements would be
likely to have a knock-
on effect on other
companies within the
sector, and in supply
chains. Our in-depth
engagement is focused

integrated oil and gas
producers in the world,
BP has a significant role
to play in the global
transition to net zero,
hence our focus on this
company for in-depth
engagements. As
members of the CA100+
we commit to engaging
with a certain number of
companies on their
focus list and on
account of our strong
relationship with BP, we
lead the CA100+
engagements with them.

At LGIM, we believe that
company engagement is
a crucial part of
transitioning to a net
zero economy by 2050.
Under our Climate
Impact Pledge, we
publish our minimum
expectations for
companies in 20
climate-critical sectors.
We select roughly 100
companies for 'in-depth’
engagement - these
companies are
influential in their
sectors, but in our view
are not yet leaders on
sustainability; by virtue
of their influence, their
improvements would be

take account of the
‘employee voice’ and
that they are treating
employees fairly in
terms of pay and
diversity and inclusion is
an important aspect of
our stewardship
activities. As the cost of
living ratchets up in the
wake of the pandemic
and amid soaring
inflation in many parts of
the world, our work on
income inequality and
our expectations of
companies regarding
the living wage have
acquired a new level of
urgency.

LGIM’s expectations of
companies:

i) As a
responsible investor,
LGIM advocates that all
companies should
ensure that they are
paying their employees
a living wage and that
this requirement should
also be extended to all
firms with whom they do
business across their
supply chains.

ii) We expect the
company board to
challenge decisions to
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on helping companies
meet these minimum
expectations, and
understanding the
hurdles they must
overcome. For in-depth
engagement
companies, those which
continue to lag our
minimum expectations
may be subject to voting
sanctions and/ or
divestment (from LGIM
funds which apply the
Climate Impact Pledge
exclusions).

UN SDG 13: Climate
action

likely to have a knock-
on effect on other
companies within the
sector, and in supply
chains. Our in-depth
engagement is focused
on helping companies
meet these minimum
expectations, and
understanding the
hurdles they must
overcome. For in-depth
engagement
companies, those which
continue to lag our
minimum expectations
may be subject to voting
sanctions and/ or
divestment (from LGIM
funds which apply the
Climate Impact Pledge
exclusions).

UN SDG 13: Climate
action

pay employees less
than the living wage.

iii}) We ask the
remuneration
committee, when
considering
remuneration for
executive directors, to
consider the
remuneration policy
adopted for all
employees.

iv) In the midst of
the pandemic, we went
a step further by
tightening our criteria of
bonus payments to
executives at
companies where
COVID-19 had resulted
in mass employee lay-
offs and the company
had claimed financial
assistance (such as
participating in
government-supported
furlough schemes) in
order to remain a going
concern.

With over 600
supermarkets, more
than 800 convenience
stores, and nearly
190,000 employees,
Sainsbury’s is one of the
largest supermarkets in
the UK. Although
Sainsbury’s is currently
paying higher wages
than many other listed
supermarkets, the
company has been
selected because it is
more likely than many of
its peers to be able to
meet the requirements
to become living-wage
accredited.

UN SDG 8: Decent work
and economic growth
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What the investment
manager has done

We have been engaging
with Exxon Mobil since
2016 and they have
participated willingly in
our discussions and
meetings. Under our
Climate Impact Pledge,
we identified a number
of initial areas for
concerns, namely: lack
of Scope 3 emissions
disclosures (embedded
in sold products); lack if
integration or a
comprehensive net zero
commitment; lack of
ambition in operational
reductions targets and;
lack of disclosure of
climate lobbying
activities.

Our regular
engagements with
Exxon Mobil have
focused on our
minimum expectations
under the Climate
Impact Pledge. The
improvements made
have not so far been
sufficient in our opinion,
which has resulted in
escalations. The first
escalation was to vote
against the re-election
of the Chair, from 2019,
in line with our Climate
Impact Pledge
sanctions.
Subsequently, in the
absence of further
improvements, we
placed Exxon Mobil on
our Climate Impact
Pledge divestment list
(for applicable LGIM
funds) in 2021, as we
considered the steps
taken by the company
so far to be insufficient
for a firm of its scale and
stature. Nevertheless,

We have been engaging
with BP on climate
change or a number of
years, during the course
of which we have seen
many actions taken
regarding climate
change mitigation.

BP has made a series of
announcements
detailing their expansion
into clean energy. These
include projects to
develop solar energy in
the US, partnerships
with Volkswagen (on
fast electric vehicle
charging) and Qantas
Airways (on reducing
emissions in aviation),
and winning bids to
develop major offshore
wind projects in the UK
and US. Our
recommendation for the
oil and gas industry is to
primarily focus on
reducing its own
emissions (and
production) in line with
global climate targets
before considering any
potential diversification
into clean energy. BP
has also announced that
it would be reducing its
oil and gas output by
40% over the next
decade, with a view to
reaching net-zero
emissions by 2050.

We met with BP several
times during 2022. In
BP's 2022 AGM, we
were pleased to be able
to support
management’s 'Net Zero
— from ambition to
action' report
(Resolution 3). Having
strengthened its
ambition to achieve net-

Sainsbury’s has recently
come under scrutiny for
not paying a real living
wage. LGIM engaged
initially with the
company’s (then) CEO
in 2016 about this issue
and by 2021,
Sainsbury’s was paying
a real living wage to all
employees, except
those in outer London.
We joined forces with
ShareAction to try to
encourage the company
to change its policy for
outer London workers.
As these engagements
failed to deliver change,
we then joined
ShareAction in filing a
shareholder resolution
in Q1 2022, asking the
company to becoming a
living wage accredited
employer.

This escalation
succeeded insofar as, in
April 2022, Sainsbury’s
moved all its London-
based employees (inner
and outer) to the real
living wage. We
welcomed this
development as it
demonstrates
Sainsbury’s values as a
responsible employer.
However, the
shareholder resolution
was not withdrawn and
remained on the 2022
AGM agenda because,
despite this expansion
of the real living wage to
more employees, there
are still some who are
excluded. This group
comprises contracted
cleaners and security
guards, who fulfil
essential functions in

10
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our engagement with
the company continues.
In terms of further voting
activity, in 2022 we
supported two climate-
related shareholder
resolutions (i.e. voted
against management
recommendation) at
Exxon's AGM, reflecting
our continued wish for
the company to take
sufficient action on
climate change in line
with our minimum
expectations.

Levels of individual
typically engaged with
include lead
independent director,
investor relations,
director and CFO.

zero emissions by 2050
and to halve operational
emissions by 2030, BP
has also expanded its
scope 3 targets,
committed to a
substantial decline in oil
and gas production, and
announced an increase
in capital expenditure to
low-carbon growth
segments.

Levels of director
typically engaged with
include the chair, the
CEO, head of
sustainability, and
investor relations.

helping the business to
operate safely.

Levels of individual
typically engaged with
include the Chair, the
CEO, and head of
investor relations.

Outcomes and next
steps

Since 2021, we have
seen notable
improvements from
Exxon Mobil regarding
our key engagement
requests, including
disclusre of Sope 3
emissions, a 'net zero
by 2050' commitment
(for Scopes 1 and 2
emissions), the setting
of interim operational
emissions reduction
targets, and improved
disclosure of lobbying
activities. However,
there are still key areas
where we require further
improvements, including
inclusion of Scope 3
emissions in their
targets, and improving
the level of ambition
regarding interim
targets. We are also
seeking further
transparency on their
lobbying activities.

We will continue
engaging with BP on
climate change, strategy
and related governance
topics. Following the
company's decision to
revise their oil
production targets, we
met with the company
several times in early
2023 to discuss our
concerns.

Since filing the
shareholder resolution,
Sainsbury’s has made
three further pay
increases to its directly
employed workers,
harmonising inner and
outer London pay and is
now paying the real
living wage to its
employees, as well as
extending free food to
workers well into 2023.
We welcome these
actions which
demonstrate the value
the board places on its
workforce. We have
asked the board to
collaborate with other
key industry
stakeholders to bring
about a living wage for
contracted staff.

1
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The company remains
on our divestment list
(for relevant funds), but
our engagement with
them continues.

Information on the most significant engagement case studies for Nordea as a company for the funds
containing public equities or bonds as at 31 March 2023 is shown below:

Nordea — firm
level

Case Study 1

Name of entity
engaged with

Waste Management

Wuxi Lead Intelligent
Equipment Co Ltd.

Nestlé

Topic Environment - Climate Environment - Climate Environment -
Regenerative
agriculture

Rationale Waste Management (WM) is North  Wuxi Lead Intelligent  Nestle S.A. is a

America’s largest comprehensive
waste management environmental
solutions provider. The company,
through its subsidiaries, provides
collection, recycling and disposal
services to millions of residential,
commercial, industrial and
municipal customers throughout
the U.S. and Canada. WM has the
largest disposal network and
collection fleet in North America, is
the largest recycler of post-
consumer materials and is the
leader in beneficial reuse of landfill
gas, with a growing network of
renewable natural gas plants in
North America. Due the nature of
WM’s business, the company has a
relatively large carbon footprint.

Nordea Asset Management is a
founding member and signatory of
the Net Zero Asset Managers
(“NZAM”) initiative, a global
coalition of asset managers
working for the achievement of net-
zero greenhouse gas emissions by
2050, and adopted a historic set of
climate targets to support this

Equipment Co Ltd is a
manufacturer of high-
tech equipment and
solution. It engages in
the development,
design, production and
sale of high-end
automation equipment,
battery modules, laser
equipment, etc., as
well as smart-
manufacturing solution
for EV manufacturers.
Its customers include
many renowned
names in the EV
industry, e.g. CATL,
BYD, Volkswagen,
BMW, etc. The
company is also a
leading high-tech
enterprise recognised
by the Ministry of
Science & Technology
of China.

Wuxi Lead’s product
supports the “green
transition” of various

multinational packaged
food company, that
manufactures and
markets a wide range
of food products. The
Company's product
line includes prepared
dishes, milk,
confectionery, bottled
water, coffee, food
seasoning and pet
foods.

Nestle continues to be
a holding with an
impact intensive
business model and is
therefore one of our
long term
engagements. We
previously pushed the
company specifically to
improve traceability in
its deforestation-linked
supply chain on which
Nestlé has made
improvements in the
last years.

12
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ambition. For companies in high
carbon emitting sectors such as
waste management Nordea Asset

Management engages to

understand their decarbonisation
strategy, and we have been in
dialogue with WM since 2019.

industries, e.g. EV,
renewable energy, 3C,
logistics, etc., by
providing intelligent
manufacturing solution
with the aim to
increase technological
capability, resource
and energy-efficiency.
The company currently
does not have a high
ESG rating from data
providers, mainly due
to the fact that it lacks
English disclosure
regarding ESG issues.
Additionally, although
the company performs
better in energy-
intensity versus
industry peers, it still
lacks a concrete
decarbonisation plan.
The engagement is
therefore, focused on
establishing bilingual
disclosure that is in line
with international
standards, as well as
its decarbonisation
plan for the near and
long-term future.

After having set a
target of 100%
traceability for its
primary supply chains
for meat, palm oil, soy
and sugar for 2022 and
for cocoa and coffee
for 2025, Nestlé just
recently reported that
they are at 99.1% and
on track for their 2025
traceability target.
Nestle is now at a point
where improved
technology, e.g.
satellite monitoring as
well as improved
management of anti-
deforestation initiatives
and deforestation
related controversies
pays off.

What the
investment
manager has
done

The waste management sector is
among the largest emitting source
of carbon dioxide, but also
methane globally. When we
initiated the dialogue with WM in
2019 we were interested in climate
and environmental data reported
according to the Task Force on
Climate — Related Financial
Disclosures (TCFD). In Q1 2022,
our engagement with WM
demonstrated visible improvements
in regard to their recycling ambition
as well as their decarbonisation
strategies. The purpose of this
follow-up engagement was to
receive a status update on WM'’s
emissions initiatives, and reporting.
Furthermore, deep dive into their
methane emissions management,

We met with Wuxi
Lead’s IR and Board
Secretary at its HQ in
China. Although Wuxi
Lead has not publicly
announced any climate
targets, they told us
that they have internal
targets on emissions -
to reduce 15% of total
emission by 2025
(using 2019 as
baseline). The
company in fact
achieved 75% of this
target in 2021, by
increasing the usage of
hydrogen power and
energy storage in
production facility.

While it has improved
its supply chain
traceability
substantially in recent
years, we started
engaging Nestlé in
2021 on its
regenerative
agriculture practices, a
topic that should get
more attention from
investors and policy
makers due to its
tremendous
importance for the
achievement of global
climate and
biodiversity targets as
well as improving
livelihoods of farmers.
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and gain insights into the
company’s forward looking
objectives. And lastly, to further
encourage the implementation of
ESG incentivisation schemes

They are therefore in Nestlé currently targets
the process of sourcing 20% of its key
reviewing and making  ingredients through
revised targets in near regenerative

future, and will agriculture methods by

within the company.

announce the targets
once ready. Apart from
emission, Wuxi Lead
also has targets on
waste gas, waste
water, etc., which are
monitored daily and
had no breach in 2022.
When asked about
emission disclosure,
Wuxi Lead said they
are calculating scope 1
and 2 emission, using
both the CDP (Carbon
Disclosure Project) and
China’s regulatory
methodology.
However, we noted
that their GHG
intensity accounting
measurement was
different from
international standard.
Nordea hence
suggested the
company to align
measurement with
international practices.
Nordea also suggested
the company to
consider installing PVs
on the factory’s roof to
lower the electricity-
purchase from the
state grid, at the same
time to reduce
dependence on state
grid during peak
season. Wuxi Lead
currently has an
ISO14001
environmental
management
certificate and has
been awarded the
“green factory” title by

2025 and 50% by
2030. It is scaling and
rolling-out its
regenerative
agriculture practices as
regenerative sourcing
currently accounts only
for 6.8% of total
ingredient sourcing.
Given that
regenerative
agriculture — when well
done — can improve
climate-, biodiversity-
as well as social
outcomes and reduces
the company’s diverse
risks in these areas,
we welcome that
Nestlé is resourcing
the topic sufficiently,
but expect and push
for further
improvements. We
discussed regenerative
practices in Nestlé’s
different high impact
segments (coffee,
cocoa, soy, dairy) with
their dedicated experts
and the IR office and
received updates on
the scale, the
challenges in each
segment and how it
affects yields for
farmers.
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Jiangsu Provincial
government in 2022.

Outcomes and
next steps

Our engagement with WM has
given us further insights on how the

company is progressively

addressing their environmental
footprint and we see ongoing

improvements within the
company’s ESG aspects.

In particular, WM has finalised their
sustainability goals last fall. In
particular, SBT is currently
reviewing their 2032 (FY2031)
reduction target of 42% in scope 1
and 2 emissions. Furthermore, WM
states that rigorous discussions are
currently taking place at board level
and between senior executives to
integrate sustainability into
compensation plans. WM aims to
incentivise sustainability within five
dimensions; climate, circularity,
safety, representation, and social
impact, whilst avoiding complexity.
From our discussion, we can
expect something to be designed
by the end of the year, keeping in
mind that KPIs of their sustainable
business units (e.g., landfill gas to
energy) — already part of the
compensation — are actually
sustainability metrics. For example,
volumes of gas captured are
inversely tied to emissions

reduction KPls.

In light of WM not having a scope 3
target, the company stated scope 3
emissions only represent 14% of
the overall footprint, which is very
little compared to most companies
which are setting net zero targets.
Thus, scope 3 targets are not
WM’s main focus. That being said,

reducing emissions is

interconnected to improving landfill
management and landfill gas
capture but at the moment it is
technologically not possible to
capture 100% of fugitive emissions.
WM plans to review opportunities

Through our dialogue,
we noted that Wuxi
Lead generally shows
willingness to improve
on its ESG
management. Over the
years, we also noted
improvement in many
areas such as labour
management, more
R&D effort into clean
technology and
hydrogen powered
smart-manufacturing,
as well as supply chain
management. We will
continue to hold
dialogues with the
company, and
acknowledge that the
current low score is a
result of a lack of
English information.
Lastly, we will review
the ESG rating based
on disclosure
information in its first
English ESG report in
April 2023.

The engagement
provides us with
necessary detail on the
importance of
regenerative
agriculture practices
and enables us to
better compare it to its
peers while pushing for
progress on a few key
metrics. Improving its
track record on GHG
emissions, protecting
biodiversity and
ensuring yields for
farmers are not
obscure ideas.
Regenerative
agriculture can deliver
these improvements
partly.

Put simply, nature and
farmers underpin our
lives and Nestlé’s
business. Nestlé is
aware of the economic
imperative and also
expects increased
attention from policy
makers, investors as
well as end-
consumers. Where the
regulator has not
clearly defined
regenerative
agriculture, it is our
expectation to Nestlé
that it will be ambitious
in its own definition of
the term and that it will
continue making
defendable claims
towards regenerative
agriculture in absence
of clear
standardisation. Nestlé
actively responds to
investor views, so we
have a good chance of
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and levers to reduce fugitive
emissions from landfill.

In light of the company’s recent
CDP score downgrade, we see that
WM has been penalised by an
increase in GHG emissions. WM
states that this is partly due to the
acquisition of Advanced Disposal
and the integration of their
emissions to their carbon footprint.
However, WM expects to see
improvement next year with
approval of science based targets
and an increase in renewable
energy use — 50% of last year’s
electricity usage in direct
operations will be covered by
renewable energy, up from 20% in
previous years.

In terms of Methane emissions
data collection and reporting, WM
uses an industry aligned model to
model the emissions profile of their
landfills. The GHG emissions
breakdown (with methane) is
included in their CDP report, rather
than in their ESG report.
Interestingly, WM plans to measure
methane emissions by 2025
instead of modelling them. At the
moment, they are testing different
technologies (more than 100 sites
already equipped with direct
surface monitoring and satellites),
layering them on top of each other
to define the most accurate. WM
expect the measured emissions to
be lower than modelled emissions
because the model assumes 20%
fugitive emissions while they
actually capture more than that
(collection efficiency > model).
Although in early stages, WM is
learning from agriculture and O&G
industries on how to best measure
and monitor. Of the 80% of
methane emissions that are not
modelled, ~55% of methane is
flared on site, whereas ~45% is
directed to a renewable natural gas
or a renewable electricity facility.

effectively advocating
for changes and higher
ambition on this key
topic. We will be in
touch again shortly
with Nestlé.
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Lastly, in regards to labour related
topics, 2022 has been a year
where WM has experienced
stabilisation of turnover. They are
working on attracting and retaining
workers, especially frontline
workers. In 2021, they had
proactively made a market wage
adjustment ahead of peers.
Consequently, high inflation in
2022/2023 has positioned them to
become an employer of choice.
Due to this proactive step, no
adjustment is currently needed. In
addition, the company has seen a
stabilisation in turnover. According
to WM, improved turnover rates
combined with automation at
recycling facilities helped a lot to
improve on safety metrics and
performance.
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