


CLIMATE CHANGE UPDATE 2022

Stock Examples - Companies referred to in this report have been chosen for illustrative purposes only to demonstrate
our ESG Integration and Stewardship process and are not intended to be an indication of performance. This information
should not be considered a recommendation to buy or sell any particular security. There is no assurance that any securities
discussed herein will feature in any future strategy run by us. Any examples discussed are provided purely to help illustrate
our investment style or, are given in the context of the theme being explored. The securities discussed do not represent an
entire portfolio and in the aggregate may represent only a small percentage of a strategy’s holdings.

To help us continually improve our service and in the interest of security, we may monitor and/or record telephone calls.
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CLIMATE CHANGE

We are due to publish our first
entity level TCFD-aligned
report in mid-2023. This document
provides an overview of our approach

to climate change and a summary of
key activity in 2022.

BACKGROUND

The Intergovernmental Panel on
Climate Change (IPCC) has concluded
that the climate challenge confronting
humanity is increasingly stark,

and that the world is now close to
crossing a threshold where it will not
be possible to achieve the ‘stretch’

goal of the 2015 Paris Agreement,
namely limiting global warming to
1.5°C this century. Despite well-
intentioned emissions commitments
from governments and private

sector organisations alike, global
emissions are rising again after a

A number of temperature records were
broken in 2022, with the year proving to be
the hottest on record in the UK and many
other countries around the world.

very brief pandemic induced hiatus.
Consequently, atmospheric carbon
dioxide levels continue to increase,

as the chart below from NASA shows.

What are the implications of this? The
IPCC guidance is that we can expect
to see an increasing incidence of the
extreme weather events that have been
experienced in many regions of the
world over the last few years. A number
of temperature records were broken in
2022, with the year proving to be the
hottest on record in the UK and many
other countries around the world.

The state capital of wildfire-prone

GLOBAL EMISSIONS CONTINUE TO RISE

California, for example, recorded an
all-time high temperature of 46.7°C
(116°F) in September.

In addition to heat events, there has
been a marked increase in other
weather-related challenges, which

is why it is important for investors

to understand the full range of risks
arising from climate change in
addition to rising temperatures. Large
parts of Pakistan were submerged in
water in early 2022, and insurance
companies have declared recent floods
in Auckland, New Zealand as the worst
climate-related event in the country’s

320 For millennia, atmospheric carbon dioxide had never been above this line
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Whether ultimately successful or not,
transition efforts are already creating a
range of different risks and opportunities

for businesses.

history. Disruption to polar weather
patterns is resulting in more volatile
winters in many regions - generally
milder temperatures but with the risk of
more frequent extreme cold events.

The second implication of persistently
rising emissions and real-world
physical impacts is that we can now
reasonably expect to see more concerted
intervention from governments,
international agencies and consumers
in many parts of the world in the years
ahead. Most OECD governments

are signed up to the concept of ‘net
zero’, with the fractious international
negotiations now focused on how fast
we need to go and who pays for a just
transition.

UNDERSTANDING
TRANSITION RISK

Whether ultimately successful or

not, transition efforts are already
creating a range of different risks and
opportunities for businesses. To give

a very tangible example of such risks,
take the automobile sector and the
increasing number of countries that
have set a date for the phaseout of

the internal combustion engine. This
regulatory intervention also creates as
much opportunity as it does risk, giving
the electric vehicle sector a collective
‘supercharge’. Understanding our
holdings’ response to such transition
risks and opportunities is a fundamental
part of our ability to generate superior
long-term investment performance.

There continues to be a spectrum of
opinion on the science, causality and
impact of climate change, and the
importance (or otherwise) of taking
concerted action to reduce emissions.

However, transition risks arising from
regulation and changing customer
expectations are tangible, material
and imminent. It is for this reason
that we continue to believe that it is of
material financial importance for all
of our holdings to have the ability to
successfully operate and grow within
a Paris-aligned global economy.

The most significant transition

risks clearly fall on the most carbon
intensive companies in the economy.
Climate Action 100+, the investor-led
collaborative engagement network
(of which we are a member) estimates
that just 166 companies account

for approximately 80 percent of
corporate industrial greenhouse

gas emissions globally. The purpose
of the CA100+ initiative is to focus
investor engagement efforts on these
systemically important companies.

However, it is important to note that
transition risks and opportunities are
not just material to the largest emitters
- every sector of the economy will be
reshaped by the transition to a lower
carbon economy. All companies are
increasingly expected to understand
their full ‘value chain’ carbon emissions
and related environmental impacts, and
to have a plan to significantly reduce
these emissions within the next decade.

It is also important to note that not

all physical and transition risks

arising from climate change will be
intuitively predictable, and certainly
not without company specific nuance. A
virtual reality software company with
principal offices in a high-risk weather
event area may be more susceptible

to climate risk than a traditional
carbon-intensive manufacturing

business in a more stable region. With
respect to regulatory transition risks

at a company level, a high carbon-
intensity business providing an essential
but ‘hard to abate’ service may be less
exposed to transition risks than the
manufacturer of a less carbon-intensive
but ultimately more discretionary
consumer product. Governments are
highly unlikely to phase out essential
services where there is no credible
alternative. Carbon emissions alone do
not provide the full picture regarding
the net ‘social utility’ of different kinds of
businesses across the economy, and the
corresponding transition risks relating
to new regulations or shifting consumer
sentiment.

Furthermore, there will be company
specific ‘second tier’ transition risks
that create commercial issues and
opportunities for other potential
holdings. To stay with the automotive
sector example, a highly efficient,
renewable energy powered company
manufacturing specialist components
for internal combustion engine
vehicles may have relatively low carbon
emissions but high transition risks. For
these reasons, ‘bottom up’ fundamental
analysis of investee companies is
critical.

Therefore, our Research team undertake

qualitative company level research

on climate risks and opportunities as

an integrated part of our investment

research process, including:

- Ensuring that analysis of climate risk
and opportunity is a core component
of our Integrity, Sustainability and
Governance research framework.

- Collection and monitoring of data
on our holdings’ existing carbon
disclosure and climate-related
commitments (tracking alignment
with net zero, Science Based Target
initiatives etc), and reporting on
this to the Investment Management
Committee on a periodic basis.

- Engagement with relevant holdings to
understand their position on climate
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and encourage management to be
proactive with respect to the transition
risks outlined above, adding companies
to our tracked ‘engagements for
change’ list where required.

- We are also currently undertaking
further portfolio and holding
transition risk analysis to enhance our
understanding of climate risks and
opportunities.

- In addition to the above work on
climate change, other material
environmental considerations are
included in our investment analysis.

While our research is proprietary, we
augment our understanding of climate
risks with information and analysis
from external sources, including
third-party research and data
providers, academics, and subject-
matter experts.

Governance of climate risk

The Board of Walter Scott has
delegated responsibility for our
climate change strategy to the
Managing Director in her role as
chair of the Executive Management

Committee. The climate change
strategy is subject to periodic

review and challenge by the Board of
Directors.

Update on Portfolios

As noted above, a relatively small
number of companies represent

a large share of global corporate
carbon emissions. The same is true of
our portfolios. Details are provided
in Table 1 on Walter Scott’s top 20
holdings by weighted average carbon
intensity.

TABLE 1 - TOP 20 WALTER SCOTT HOLDINGS BY CARBON INTENSITY
RELATIVE TO ALL HOLDINGS

Company Name R:::tri:;:::p CrI::Pt:inn;aetre TCFD aligned N:;:\:::::::T (‘;i';b:eﬂ: ;tze::g:z
/ $m Rev)

CLP Holdings 1998 Yes Yes Yes 4450
Air Liquide 2012 Yes Yes Yes 1492
Linde 2010 Yes Yes Yes 1225
&3223:;19 2021 No Yes No 919
Sunny Friend 2019 No No No 747
(R::i'l‘adia” National 2020 Yes Yes Yes 462
Shin-Etsu 1995 Yes Yes No 360
Essential Utilities 2015 Yes Yes No 312
National Grid 2006 Yes Yes Yes 31
ODFL 2021 Yes No No 301
TSMC 2001 Yes Yes No 198
TotalEnergies 2001 Yes Yes Yes 197
Hansol Chemical 2021 No No No 187
SM Investments 2019 Yes Yes No 183
Brembo 2018 Yes No Yes 179
Nissan Chemical 2022 Yes Yes No 178
ﬂfonset:‘ig? 2013 Yes Yes Yes 173
United Urban 2008 No Yes No 161
?:Ei:aLa”d India 2019 No Yes Yes 157
AIrTAC 2021 Yes No No 145

Source of Carbon Intensity data: MSCI. Based on all Walter Scott holdings as at 31 December 2022, emissions data run on 24 March 2023.
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CHART 1 - WALTER SCOTT - COMPANIES

Carbon Intensity* vs Weight (as % of AUM)**
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*Tonnes of Scope 1 and 2 CO, Equivalent Emissions per $m Revenue from last fiscal year available. Companies with emissions higher than 500t/$m are shown at
the 500 mark and are highlighted.

** Approximate dollar invested proportionate weights of companies across all discretionary portfolios within Walter Scott.

NB. Holdings as at 31 December 2022. Emissions data run on 24 March 2023, sourced from MSCI.

Looking across our portfolios, there The most significant transition risks

is limited exposure to more carbon-

intensive industries, such as utilities | clearly fall on the most carbon intensive
and fossil fuels, where the transition Companies ,in the economy.

risks outlined previously are more
pronounced (see chart 1).

Our portfolios typically have be less pronounced. A number of We expect all our investee companies
greater exposure to industries, our holdings are also in a position to disclose emissions data to the CDP
such as healthcare and information to support the transition through and report according to TCFD
technology, where transition risks, the provision of their core products recommendations, in order to

while still applicable, are likely to and services. provide financially relevant climate
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information and data, although
we recognise that in many
markets there is still considerable
work to be done to meet this
standard.

Climate change and long-term
performance

Tt is important to emphasise that
our objective with the above
monitoring and engagement work

is about creating value for our clients
over the long term.

Unaddressed climate change

is a systemic risk to long-term
performance for all companies, hence
our analysis of all holdings. We want
to ensure that our holdings could
successfully operate and grow within
a Paris-aligned global economy. We
also focus on understanding whether
holdings are exposed to additional
transition or physical climate risks,
and factor that into our analysis.

There can be a perception within
ethical investment and beyond that it
is somehow misguided or unethical
to hold higher carbon-intensity
companies. To challenge this view,
we would reiterate that many of
these companies provide the energy
and infrastructure foundations of
our current global economic system.
They typically provide products and
services that are highly valued by
society, such as reliable electricity or
consumer staples, and are therefore
difficult to phase out entirely.

These companies are also often

key suppliers to the lower carbon-
intensity healthcare and information
technology companies that tend to
dominate sustainable investment
funds. Carbon intensity alone is just
one factor relevant to policy makers
seeking to determine the ‘net social
utility’ of different sectors. Much more
important for us as long-term investors
is the overall ‘direction of travel -
have management set appropriate
decarbonisation targets, and would

allocating capital to this transition
benefit shareholders? We will be
publishing our first comprehensive
TCFD-aligned firmwide report in the
summer of 2023, which will provide
further information and analysis on
the important topics above.

o7



CLIMATE CHANGE UPDATE 2022

MSCIDISCLAIMER: NOTICE

AND DISCLAIMER FOR
REPORTING LICENSES

Certain information contained herein
(the “Information”) is sourced from/
copyright of MSCI Inc., MSCI ESG
Research LLC, or their affiliates
(“MSCI”), or information providers
(together the “MSCI Parties”) and may
have been used to calculate scores,
signals, or other indicators. The
Information is for internal use only and
may not be reproduced or disseminated
in whole or part without prior written
permission. The Information may not
be used for, nor does it constitute, an
offer to buy or sell, or a promotion

or recommendation of, any security,
financial instrument or product, trading
strategy, or index, nor should it be taken
as an indication or guarantee of any
future performance. Some funds may
be based on or linked to MSCI indexes,
and MSCI may be compensated based
on the fund’s assets under management
or other measures. MSCI has established
an information barrier between index
research and certain Information. None
of the Information in and of itself can be
used to determine which securities to buy
or sell or when to buy or sell them. The
Information is provided “as is” and the
user assumes the entire risk of any use

it may make or permit to be made of the
Information. No MSCI Party warrants
or guarantees the originality, accuracy
and/or completeness of the Information
and each expressly disclaims all express
or implied warranties. No MSCI Party
shall have any liability for any errors

or omissions in connection with any
Information herein, or any liability for
any direct, indirect, special, punitive,
consequential or any other damages
(including lost profits) even if notified of
the possibility of such damages.

REGULATORY INFORMATION
Walter Scott & Partners Limited (Walter
Scott) is an investment management firm
authorised and regulated in the United
Kingdom by the Financial Conduct
Authority in the conduct of investment
business. Walter Scott is a 100% owned
non-bank subsidiary of The Bank of New
York Mellon Corporation. Walter Scott is
registered in the United States under the
Investment Advisers Act of 194.0.

Walter Scott provides investment
management and advisory services to
non-UK clients and, Walter Scott is
responsible for portfolios managed on
behalf of pension plans, endowments
and similar institutional investors.

Walter Scott is registered with the

SEC in the United States of America,

as an Exempt Market Dealer in all
Canadian provinces and, with the FSCA
in South Africa.

IMPORTANT INFORMATION

FOR USA

Walter Scott & Partners Limited
(Walter Scott) is authorised and
regulated in the United Kingdom by the
Financial Conduct Authority. Walter
Scott is also registered as an investment
adviser with the US Securities and
Exchange Commission (SEC). Securities
offered in the US by BNY Mellon
Securities Corporation (BNYMSC), a
registered broker-dealer. Investment
advisory products offered in the US
through BNYMSC employees acting in
their capacity as associated investment
adviser representatives of BNYMSC.

IMPORTANT INFORMATION
FOR CANADA

Walter Scott is registered as an Exempt
Market Dealer (EMD) (through which
it offers certain investment vehicles

on a private placement basis) in all
Canadian provinces (Alberta, British
Columbia, Manitoba, New Brunswick,
Newfoundland & Labrador, Nova
Scotia, Prince Edward Island, Quebec,
Saskatchewan and Ontario) and is
also availing itself of the International
Adviser Exemption (IAE) in these
same provinces with the exception

of Prince Edward Island. Each of the
EMD registration and the IAE are

in compliance with National
Instrument 31-103, Registration
Requirements, Exemptions and
Ongoing Registrant Obligations.

IMPORTANT INFORMATION
FOR AUSTRALIA

This material is provided on the
basis that you are a wholesale client
as defined within s761G of the
Corporations Act 2001. Walter Scott
is registered as a foreign company

under the Corporations Act 2001. It is
exempt from the requirement to hold an
Australian Financial Services License
under the Corporations Act 2001 in
respect of these services provided to
Australian wholesale clients.

IMPORTANT INFORMATION FOR
SOUTH AFRICA

Walter Scott is registered as a Foreign
Financial Services Provider with the
Financial Sector Conduct Authority in
South Africa. FSP No. 9725.

RISK FACTORS & IMPORTANT
INFORMATION

The statements and opinions expressed
in this report are those of Walter

Scott as at the date stated and do not
necessarily represent the view of The
Bank of New York Mellon Corporation,
BNY Mellon Investment Management
or any of their respective affiliates.

BNY Mellon Investment Management
and its affiliates are not responsible for
any subsequent investment advice given
based on the information supplied.
This is not intended as investment
advice but may be deemed a financial
promotion under non-US jurisdictions.
The information provided is for use by
professional investors only and not for
onward distribution to, or to be relied
upon by, retail investors.

All investments have the potential
for profit or loss and your capital may
be at risk. Past performance is not a
guide to future results and returns
may increase or decrease as aresult
of currency fluctuations.

Investing in foreign denominated
and/or domiciled securities involves
special risks, including changes in
currency exchange rates, political,
economic, and social instability,
limited company information,
differing auditing and legal standards,
and less market liquidity. These risks
generally are greater with emerging
market countries.

The material contained in this report
which may be considered advertising,

is for general information and reference
purposes only and is not intended to
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provide or be construed as legal, tax,
accounting, investment financial or other
professional advice on any matter, and

is not to be used as such. The contents
may not be comprehensive or up to date
and are subject to change without notice.
Walter Scott assumes no liability (direct
or consequential or any other form of
liability for errors in or reliance upon

this information.

If distributed in the UK or EMEA,

this report may be deemed a financial
promotion provided for general
information only and should not be
construed as investment advice. This is
not investment research or a research
recommendation for regulatory
purposes. This report is not intended for
distribution to, or use by, any person or
entity in any jurisdiction or country in
which such distribution or use would be
contrary to local low regulation. Persons
into whose possession this report comes
are required I inform themselves about
and to observe any restrictions that
apply to distribution of this report in
their jurisdiction.

As stated this document does not
constitute investment advice and should
not be construed as an offer to sell or a
solicitation to buy any security or make
an offer where otherwise unlawful.

You should consult with your advisor

to determine whether any particular
investment strategy is appropriate.

This document should not be published
in hard copy, electronic form, via the web
or in any other medium accessible to the
public, unless authorised by Walter Scott.

Trademarks, service marks and logos
belong to their respective owners.

© 2022 The Bank of New York Mellon
Corporation. All rights reserved.
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Glen Scouller
Sand and seaweed, Colonsay
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WALTER SCOTT & PARTNERS LIMITED,
ONE CHARLOTTE SQUARE
EDINBURGH EH2 4DR
TEL: +44 (0)131 225 1357
FAX: +44 (0)131 225 7997

WWW. WALTERSCOTT.COM

Registered in Scotland 93685. Registered Office as above.
Authorised and regulated by the
Financial Conduct Authority.
FCA Head Office: 12 Endeavour Square,
London E20 1JN - www.fea.org.uk
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