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Our active pension fund

© Statutory member of LGPS

@ £1.5bn assets belong to 21,000 members

© 12,000 staff (93%) & 9,000 ex-employees

© Costs staff 5.5 - 7.5% and employer 16.5%
© Key remuneration benefit — av. pension £9k
© Fund will pay pension benefits to 2150

@ Need for strong long term investment returns




Financial and strategic governance
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£1.2bn budget on
environmental
protection and water
management

Corporate Strategy
and environmental
policies
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Organisational governance

Agency Board

4 Non-Executive Board
member nominees

4 Executive management
nominees

5 Active member

Pensions Committee EHITEEE

1 Pensioner nominee

1 Deferred nominee

Investment Sub-Group Benefits Sub-Group




Retirement and climate change

Years to 45 years

retirement o5 Rt 2055

25 years 2045

15 years 2035

S years

02 Active fund

investment Some climate

horizon change risk
2015
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History of “greening” process

Government’s green agency invests
millions in eompanies that pollute
1996-2002 e

Phasel

SIP and 2 pilots

Phase 2

il F 1 8 b oF . v
l-hm'l-nln"ﬂ 1 sl Fvvm g o

2003-2009

Overlay strategy

Environment

Agency




“Greening” our investment strategy

© Fiduciary duty and environmental issues

2 “Green” investment and financial performance
© Investment strategy asset allocation

© Environmental overlay strategy

© Fund manager selection & new contracts

2 Joint research with fund managers

© Collaboration with other investors

© Benchmarking against other pension funds




Our fiduciary duty & environmental iIssues

e

e

© “Taking account of financially
material environmental risks and
opportunities, that can affect current
and future financial returns, is
entirely consistent with acting in the
best long term financial interests of
pension fund beneficiaries”

“Knowingly ignoring and not taking
account of financially material
environmental risks and
opportunities is a potential breach
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Environmental governance and
financial performance T

© Good corporate environmental
governance helps to deliver
better financial performance

Corporate
Environmental Governance

@ Strong evidence from over 70
studies in last 5 years and 15

case studies
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Green Investment market

£3,000 INVESTMENT TRUST COMPETITION

MONEY #m
OBSERVER & i

© Businesses with good
environmental record
can offer good financial
returns

© Leading companies in
environmental services
sector growing revenues
at 10% pa

@ Environment
Agency

THAT WON'T COST
THE EARTH

Your guide to high-performance
green and ethical shares, funds and trusts
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Green Investment market

© Sustainability and ma“da'le

environmental issues — risk

& opportunity for investors |
O Asset owners and fund \’/

e

Manager Surveys forecast

grOWth In Interest and Fiusﬂrnr;tueﬂut:uiq I'-\
importance sustainahle \

investing
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Our investment philosophy

@ Businesses that manage environmental
risks, Impacts, and opportunities are more
sustainable

© Good for environment and economy and
good for shareholders and investors




Our strategic asset allocation

@ Old Allocation
Prudent strategy M New Allocation

Less equities and
more fixed income
with diversification
INnto new asset
classes to reduce
overall fund risk
and benefit from
their financial
returns

40

Equities - UK Equities - Gilts Cash Property  Private Equity
Global
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Our environmental overlay strategy

® Applies across all asset classes
and investment activities

® Appoint fund managers who
Integrate environment risks and

opportunities into their investment
processes

Environmental overiay strategy

© Monitor and report financial and
environmental performance

ENVIRONMENT
X AGENCY
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Collaboration and activism

® Member UKSIF & Environmental Investors Network

© First LGPS signatory to UN PRI & only UK pension
fund in UNEP report on good practice in RI

© Founding member UK and EU Institutional Investors
Group on Climate Change

© Founding signatory Carbon Disclosure Project &
Forestry Disclosure Project
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Progress so far

© Overall fund and fund managers “greenness”

@ Financial performance - public equity, private
equity, and property funds

© Environmental performance — foot-printing and
clean technology




Active fund — Investments by “greenness”

' Imp())ax IPM
Sarasin 2% 3%

9% ECM
7%
Robeco SV\:IP
6% 4%
Generation
v %

Legal & General
35%

Environment

Agency




Our overall fund “greenness”

O Some engagement & voting
@ Active engagement, voting, environmental footprinting and best in class selection
m Fully integrated ESG
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Public equity managers - financial
performance

© First appointment

© Sarasin Partners +15% since inception

© Recent appointments
© Generation Investment Management +14% since inception

® Impax Environmental Markets Fund +18% since inception
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Sustainable public equity
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Our voting on shareholders environmental
resolutions

Public disclosure on our website
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Global private
equity manager

30% In clean tech
funds

Case study for other
pension funds.
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ROBeCO

Responsible Investment in Sustainable Private Equity

A Cose Study

The Environment Agency Pension Fund mandate with
Robeco Private Equity




Sustainable private equity
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Property
fund manager

© Benchmarked greenness of
UK/EU property funds

© Best practice property
funds — Hermes & Aviva’s

lgloo Regeneration Fund

© Igloo +6% in 08/09
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Research with fund manager

Joint report with Standard
Life Investments

Carbon management and
carbon neutrality of 550
FTSE all-share companies
to influence other funds and
fund managers



Our funds reducing environmental footprint

B EAPF Active equity
MSCI World Developed
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Positive environmental impact
- public and private equity
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£150m

Invested
across
our
portfolio




Disclosure - Responsible Investment
Review

“The aim of the report is to Q9 rseney ™"
demonstrate to our fund
members and other Responsible Investment Review
stakeholders that the B
Environment Agency's active
pension fund is managed
responsibly, with strategies
and policies for the investment
and management of the funds
assets that are both financially
robust and environmentally
credible.”
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Our benchmarking
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Next steps - Phase 3 - 2010-2015

© 2010 triennial valuation of assets and liabilities

© Review investment strategy & asset allocation

© Refresh environmental overlay strategy

© Climate change risks and opportunities

© Review fund managers & new investment products
© Improve financial and environmental performance
&

® Continue to learn, Innovate, evolve
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Climate change & pension funds

i il oA LA |

© Environmental issues
and climate change are
on the investment
agenda of leading
pension funds

© Need to understand and
take account of the -/+ R
financial impacts, risks e
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Climate change and pension funds

© Consensus that climate
change is a physical and
economic reality

® Investment implications —
short, medium and long
term strategies
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New long term investment themes

© Clean tech and bio-technology

© Environmental advice and consultancy

© Renewable energy and energy efficiency

© Materials recovery and recycling

© Water treatment and conservation

© Eco-agriculture and eco-system services

© Sustainable forestry and construction

® Public infra-structure and mass transportation
© Social services and health care
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New investment funds and products

© Investment opportunities in L)z

the “green”, “eco-tech”, CleaIlteCh
“clean-tech” areas are i prisri
Increasing

© Specialist funds and
products for investing Iin
renewables, water, waste,
sustainable forestry and
eco-system services

© Leading funds investing to | _' *'Efbg
diversify their portfolios 12 St GOTRTES
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Next steps — continued rigour

© Pensions Committee and investment advisors
© Thorough research and due diligence

© Collaboration with other investors

© Financial performance paramount

© Environmental benefit preferred

“by 2015 we will assess, whether in light of global
"green" economic stimuli, 25% of our pension fund is
Invested in companies who are contributing to the
green economy”
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Future long term strategy and
performance goals

—I—l—l—l— Positive financial performance

Positive environmental
contribution to green economy

—I—I—l—l— Negative environmental footprint

2010 2050 2100

Environment

Agency




Influence other funds




13 November 2009
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wmandate Influence the market

sustainahle
investing
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Questions and Answers

Further information
howard.pearce @environment-agency.gov.uk

www/environment-agency.gov.uk/pensions
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