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London Pensions Fund Authority

Climate Voting Principles

Introduction

We recognise that encouraging the highest standards
of corporate governance and promoting corporate
responsibility by investee companies protects the
financial interests of pension fund members.

Our commitment to actively exercising the ownership
rights attached to our investments reflects our
conviction that responsible asset owners should
maintain oversight of the way in which the enterprises
they invest in are managed and how their activities
impact upon customers, clients, employees,
stakeholders and wider society.

The routes for exercising ownership influence vary across
asset types and a range of activities are undertaken

on our behalf by our investment manager, Local

Pensions Partnership Investments (LPPI), including
direct representation on company boards, presence on
investor and advisory committees and participation in
partnerships and collaborations with other investors.

In the case of listed equities, the most direct form of
ownership influence comes through shareholder voting
and engagement. In private markets, ownership influence
may be exercised through managers and direct board
representation needs.

Proxy voting procedure

In most cases, we hold no direct ownership of shares of companies.
However, through the investments managed by LPPI, we have
indirect ownership interests in listed companies across the globe
(see our Equities Dashboard on our website for more information).

To ensure effective and consistent use of the voting rights attached
to these assets, LPPI works with an external provider of governance
and proxy voting services. Voting is undertaken centrally rather than
being delegated to individual managers and is in line with the LPPI
Shareholder Voting Policy. This policy promotes risk mitigation and
long-term shareholder value creation by supporting responsible
global corporate governance practices. The policy is reviewed and
updated on an annual basis to reflect emerging issues and trends.
A quarterly report on voting activity is available from the LPP website.

Voting principles

We have developed the LPFA Climate Voting Principles (the
Principles) to document our position and expectations on the
use of proxy voting on corporate governance and corporate
responsibility matters.

Our commitment to encouraging good corporate governance
through our ownership activities includes a specific focus on
climate-related issues.

We believe stating our own voting principles enables us to make
clear our expectations to our investment manager with regard to
the considerations they should take into account when making
voting decisions and also influence investee company behaviour
by clearly signalling what issues are important to us.

We use the Principles to support effective stewardship through
healthy discussion and debate on voting and engagement
activities undertaken by LPPI to ensure alignment with voting
decisions and our values and long-term goals.

It is not feasible to engage our investment manager on all
companies on all topics. We have therefore prioritised climate
change, which we consider to be most material to our investments
as reflected in our commitment to the Paris Aligned Asset Owners
initiative. We believe by outlining our voting expectations on
climate-related considerations we can have the most impact by
focusing our resources on climate change as a priority theme.

The Principles provide a general framework for proxy voting
analysis, and they apply globally. However, they permit the
discretion to reflect local laws or standards where applicable.
Discretion may be exercised to ensure decisions are tailored to a
company’s individual circumstances and comply with the spirit of
the Principles.
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Introduction

The Principles are reviewed and updated on an annual basis and
are rooted in our Responsible Investment Policy and Climate
Change Policy. The principles also consider international

good practice standards such as the International Corporate
Governance Network (ICGN) Global Corporate Governance
Principles, G20/0rganisation for Economic Cooperation and
Development (OECD) Principles of Corporate Governance, the
Principles for Responsible Investment and the Institutional Investor
Group on Climate Change (IIGCC) Net Zero Voting Guidelines.

Voting review

The Principles provide a framework with which to monitor and
assess LPPI's voting activity and the manner in which they exercise
ownership rights in alignment with our policies, in particular our
Climate Change Policy expectations.

Due to the high number of companies held on our behalf by
LPPI and the short time period during which multiple Annual
General Meetings (AGM) occur, we have created a subset of 250
companies in respect of whose shareholder meetings we follow
LPPI's voting actions (the monitoring list).

As part of that activity, we ask LPPI to report to us how they have
voted on all shareholder meetings within the monitoring list, and to
provide rationales for instances where they have voted differently

to the suggested output of our voting principles. We use Minerva
Analytics to develop, manage and apply a customised voting policy
template to help understand LPPI's voting activity for the monitoring
list. We believe that by reviewing LPPI's voting activity, we can
better understand how our manager is voting in alignment with our
Climate Change Policy and Responsible Investment Policy.

Engagement

Our approach to engagement recognises the importance of
working in partnership to magnify our voice and maximise the
influence of investors as owners. We know that to gain the
attention of companies, we need to join with other investors
sharing similar concerns.

We do this through:

+ Membership of representative bodies including Local Authority
Pension Fund Forum (LAPFF) and Pensions and Lifetime Savings
Association (PLSA)

Giving support to shareholder resolutions where these reflect
concerns which are shared and represent our interests

+ Joining wider lobbying activities when appropriate opportunities
arise

Through LPPI, we comply with the UK Stewardship Code (2020).
A statement of compliance, which explains the arrangements
supporting their commitment to each of the 12 principles, is
displayed on LPPI's website.
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Climate Voting Principles

We believe the effective and responsible use of voting rights
encourages companies to recognise, evaluate, adapt to and
report on risks and opportunities, including those which are
climate-related.

The following voting principles outline our approach to
incorporating climate considerations on voting on the following:

Management-proposed routine votes

+ Audit and reporting

+ Board effectiveness and oversight
+ Capital allocation management

+ Executive remuneration

+ Mergers and Acquisitions (M&A)

Climate-specific resolutions

+ Management-proposed transition plans

+ Shareholder resolutions

We may prioritise the review of companies and shareholder
meetings where a climate voting alert is issued by LAPFF, CA100
or other relevant investor organisations, and/or where an asset is
covered by the Transition Pathway Initiative (TPI).

Climate disclosure

We expect investee companies to provide disclosure on how
they may be impacted by climate-related risks and opportunities,
including those related to biodiversity loss and natural capital
depletion, and how these factors are incorporated into corporate
strategy and planning.

When integrating climate considerations into disclosures,
companies should incorporate mandatory requirements and
voluntary climate-related reporting frameworks such as Task Force
on Climate-related Financial Disclosures (TCFD). We encourage
companies to provide reporting consistent with the standards
developed by the International Sustainability Standards Board
(ISSB) and TCFD.

It is becoming increasingly common for companies to publish a
climate transition plan which outlines the steps a company intends
to take to transition its operations and business model towards a
low-carbon economy.

We expect transition plans to become a standard part of corporate
reporting and encourage companies, particularly those in high-
emitting sectors or sectors exposed to climate risks, to disclose a
transition plan.

When assessing transition plans and climate disclosures,
we evaluate companies based on the following disclosure
expectations:

Strategic ambition

Companies should adopt a long-term net zero ambition consistent with
the Paris Agreement goal of limiting the increase in global temperatures
to 1.5 °C by 2050 or sooner.

Reporting should set out the objectives and priorities for responding and
contributing to the transition, a climate-resilient economy, and set out
whether and how the entity is pursuing these objectives and priorities.

It should do so in @a manner that captures opportunities, avoids adverse
impacts for stakeholders and society, and safeguards the natural
environment.

Interim Targets

Companies should adopt short, medium, and long-term emission
reduction targets for Scope 1 and 2, and material Scope 3 Greenhouse
Gas (GHG) emissions. Climate targets should be built around robust
science-based methodologies, and we encourage companies to commit
to the Science Based Targets initiative (SBTi)'s net zero standard.

Emission disclosure

Companies should disclose Scope 1 and 2 and material Scope 3 GHG
emissions in line with the GHG Protocol, along with a satisfactory review
of the company’s measurement and verification process. Companies
should report on current emissions intensity performance (Scope 1 and 2
and material Scope 3 GHG emissions) relative to science-based net zero
pathways.

Decarbonisation strategy

Companies should disclose a quantified decarbonisation strategy setting
out the measures that will be deployed to meet the company’s net zero
commitment and interim targets.

Disclosure should specify the role of renewable energy solutions (for
example, technologies and products that will enable the economy to
decarbonise) in the strategy, including the proportion of revenue or
production that is generated from renewable energy solutions and its
share in overall sales.

Reporting should cover the use of neutralising actions such as Carbon
Capture, Utilisation, and Storage (CCUS). We believe transition plans
should prioritise decarbonisation through direct abatement over the use
of neutralisation actions and offsets.

Allocation

Companies should disclose a capital allocation strategy which includes
a capital expenditure plan consistent with the overall decarbonisation
strategy.

Disclosure should include the stated value of its capital expenditure that
is going towards carbon-intensive assets or products, how it intends to
invest in renewable energy solutions and how the company intends to
balance this with dividend-paying capacity.
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Climate Voting Principles continued

Climate engagement

Companies should disclose how it is engaging with its value chain,
industry peers, government, public sector, communities, and civil society
in order to achieve its climate ambition.

Companies should publicly commit that lobbying will be aligned with the
goals of the Paris Agreement.

Companies should disclose the membership of trade associations and
address instances where there are significant inconsistencies between
a company'’s publicly stated policy positions and potentially conflicting
views of trade associations of which the company may be a member.

Climate governance

Companies should disclose how it is embedding its transition plan within
its governance structures and organisational arrangements. Companies
should establish board-level oversight of the transition plan.

Executive remuneration should be linked with climate targets and
delivering the transition. Climate metrics should be directly linked to
the delivery of the transition plan, be transparent and measurable and
comprise a material portion of the executive pay package.

Just transition

Companies should consider the impacts of transitioning to a lower-
carbon business model on their workers and communities. We
encourage companies to commit to decarbonise in line with the ILO's
‘Guidelines for a Just Transition’ or another defined set of just transition
principles.

Disclosure should set out how the company intends to consult

with workers, local communities and other key stakeholders and
support workers (for example, job retention, training, redeploy, and/or
compensation) negatively impacted by decarbonisation efforts.

Climate risk and accounts

Companies should provide disclosures on risks associated with the
transition through reporting aligned with ISSB and TCFD reporting
frameworks, including scenario analysis.

Where climate change is a material financial risk, companies should
appropriately reflect these risks in the assumptions and estimates used
to prepare their financial accounts. The annual report should contain
an affirmation that climate risks are incorporated into the accounts via
a statement that the directors have taken account of climate change in
signing off the financial statements.

The external auditor should disclose how it has considered climate risks
as part of the audit process.

At a minimum, we expect all companies to provide disclosure on:

+ Anambition to achieve net zero by 2050
+ Scope 1 and 2 and material Scope 3 GHG emissions data
+ Board-level oversight for climate and sustainability risks

+ Transparent disclosure with reference to an internationally
recognised sustainability reporting framework

We will look for more comprehensive and detailed disclosure from
companies in sectors materially impacted by climate in line with
the disclosure expectations set out above.
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Climate Voting Principles

Management-proposed transition plans

We are supportive of boards voluntarily putting forward an advisory
resolution seeking shareholder approval of the transition plan, also
known as 'say on climate’. Companies should annually report on the
progress of implementation of the climate transition plan.

Transition plans should include clear, specific and quantified
information on the actions that a company intends to take to
decarbonise operations and on how the physical and financial
effects of climate change and the transition to a low carbon
economy will impact operations in the medium to longer term. We
encourage companies to consider the recommendations of the
Transition Plan Taskforce when developing transition plans.

We believe an advisory shareholder say on climate encourages
better disclosure and transparency around transition plans, as

well as strengthening board accountability and providing an
opportunity for shareholders to provide direct feedback on climate-
related disclosures.

We encourage companies to put the transition plan up for a
vote every three years (or sooner if material changes are made).
We consider this timeframe provides investors with meaningful
assessment on progress against the climate strategy.

Where company transition plans do not meet our reporting
expectations discussed above, we support withholding support
from the resolution to approve the transition plan.

We believe the board accountability link for transition planning
should be maintained and support reinforcing a vote against the
transition plan with votes against the re-election of relevant board
members with climate oversight responsibility.

Audit and reporting

Financial reporting

Financial statements and auditor reports are important documents
that serve multiple purposes. They not only help assess a
company’s annual performance but also provide insight into its
governance, business model, strategy and long-term outlook.

We believe companies are at risk of material misstatement
where their financial statements leave out the financial impacts
associated with climate change and decarbonisation.

We encourage companies to incorporate climate-related risks,
including those related to biodiversity loss and natural capital
depletion, when preparing both the annual financial statements
and narrative reporting in a consistent manner. To this end, there
should be disclosed affirmation from the board that climate
change and a company’s strategic ambition on climate (including
associated transition and physical risks) have been considered
when preparing the financial statements.

Companies that are likely to be materially impacted by climate
risks are encouraged to disclose whether climate has informed
critical accounting assumptions.

We support voting against the resolution to approve the report
and accounts and/or the re-election of members of the audit
committee where there is no indication that the financial impact of
climate risks is reflected in financial reporting.

External auditors

Audit reports provide shareholders with external and objective
assurance that the financial statements accurately reflect the
company'’s financial position and prospects.

Auditors should disclose how they have taken account of climate-
related risks (including those related to biodiversity loss and natural
capital depletion) in the audit process and check that key accounting
assumptions and judgements made by the board are reliable.

Auditors should alert shareholders to potential weaknesses in the
company’s accounting for climate risks and financial statements.
This is particularly important for companies that are materially
exposed to climate risks.

We support voting against the resolution to (re-)appoint the
external auditor where there is no evidence to indicate the auditor
has considered climate-related matters in the audit process.

Sustainability disclosure

Climate risk and decarbonisation are interlinked with a number
of other sustainability-related risks, including natural capital and
social factors.

Appropriate disclosure on material sustainability-related risks that
a business is exposed to is crucial to shareholders as these factors
can have a material impact on company performance, long-term
value creation and ability to deliver on the climate transition plan.

We expect companies to publicly disclose information on their
exposure to and management of material environmental and
social-related risks and opportunities and the role of the board in
overseeing sustainability-related factors.

To support consistency and comparability in sustainability
disclosure, we encourage companies to adopt an internationally
recognised sustainability reporting standard, such as the ISSB
reporting standards.

Where a company has not provided adequate transparency in how
they address and mitigate material sustainability issues, we will
support voting against the annual report and accounts and/or the
resolution to approve non-financial information.

We advocate withholding support in the event a company does not
meet our minimum climate disclosure expectations — particularly
in instances where the company has not put forward its climate
transition plan to a shareholder vote.

Board effectiveness and oversight

The board is responsible for promoting the long-term sustainable
success of the company, generating value for shareholders

and contributing to wider society. this includes the company'’s
approach to mitigating and adapting to the transition and physical
risks that could impact the long-term value of the company.

Effective and well-composed boards with the necessary
governance structures in place are integral to ensuring oversight of
the company’s strategic direction, risk management, and delivery
on the company’s climate ambitions.
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Climate Voting Principles

The board should comprise a sufficient mix of directors with
relevant knowledge, independence, competence, industry
experience and diversity of perspectives to ensure awareness and
understanding of climate-related risks and opportunities (including
those related to biodiversity loss and natural capital depletion) and
generate effective challenge, discussion and objective decision-
making in alignment with the company’s climate strategy.

The board should have clear oversight responsibilities for climate
and other material sustainability-related risks and opportunities.

The board should determine the most effective way to integrate
climate considerations into its structure. This may mean assigning
a named individual director or a dedicated board subcommittee
with oversight of the board as a whole.

As part of its oversight function, the board should ensure that
material climate-related risks, opportunities and strategic decisions
are consistently and transparently disclosed to shareholders.

We believe that directors should be held accountable for a
company’s climate strategy and climate-related disclosures. Where
a company falls short of our minimum disclosure expectations or
where we identify material climate governance shortcomings, we
will support voting against the election of board directors.

We will usually support targeting the chair of the board, lead
independent director and/or the chair and members of the board
subcommittee with climate oversight responsibilities. Where
appropriate, we may also advocate withholding support on the
resolution to approve the discharge of the board.

Capital allocation management

Capital allocation practices include repayment of debt,
repurchasing of shares, paying dividends, investment in innovation
and technologies and approach to mergers and acquisitions
activity.

The board should disclose a clear policy on the company’s
approach to capital allocation. The policy should clarify how

a sustainable balance of capital allocation is achieved among
different and potential trade-offs between company, shareholder,
and stakeholder interests, while maintaining a sufficient level of
capitalisation and liquidity to cushion against foreseeable risks.

Companies should set out their approach to dividends, including
both policy and practice. There should be evidence that the
financial position of the company has been appropriately
considered by the board when distributing dividends and returning
capital to shareholders.

Companies materially impacted by climate change should
consider the implications for dividend-paying capacity of
decarbonisation and the transition plan (for example, potential
adjustments to distributable reserves that would impact
dividends). The board should confirm that the capital allocation
policy has appropriately considered climate risk alongside other
relevant factors.

Executive remuneration

Disclosure on remuneration should be fair, balanced and
understandable and sufficient for shareholders to make an
informed voting decision.

Remuneration policies and practices should be designed to
support strategy and promote long-term sustainable success.
The remuneration committee should take into consideration the
company’s business strategy and key performance indicators
(KPIs) as a starting point to ensure there is robust alignment
between the drivers of executive remuneration and the company’s
overall strategy. This should include the incorporation of material
environmental and social metrics in performance-related pay.

We believe linking environmental and social issues to executive
pay can encourage effective management of sustainability risks by
incentivising executives to be responsible for achieving sustainable
business goals. This is especially important for companies
operating in high-impact sectors.

We expect companies to use sustainability metrics that accurately
reflect the most significant material risks facing a company.
These metrics should be meaningful, measurable, aligned with the
company'’s strategy and appropriately weighted.

We will support voting against remuneration policies and incentive
plans where companies with a high environmental and social risk
impact do not incorporate sustainability metrics into executive
incentive structures.

We expect climate to be incorporated into the strategy of
businesses and therefore encourage the inclusion of climate KPIs
in incentive pay plans. Where climate-related performance metrics
are incorporated, these should be:

+ Aligned: Aligned with the company’s climate transition plan and
net zero strategy

+ Defined and measurable: Metrics should be quantitative and
science-based, focusing on achievement of GHG emissions and/
or climate solutions

+ Material: Climate-related performance metrics should comprise
a material portion of executive remuneration of at least 10%
of the total incentive pay (annual and/or long-term incentive)
component

We encourage an appropriate balance of short-term and long-term
climate KPIs in order to drive meaningful progress. Short-term
metrics can help maintain momentum and ensure immediate
actions are taken, while long-term metrics align with broader
strategic goals. Accordingly, climate KPIs should be situated within
the appropriate incentive plan. For example, given the long-term
focus of emissions reductions, this KPI should be reflected in the
long-term incentive plan through performance targets linked to the
achievement of interim emission targets set out in the transition plan.

We will support voting against the remuneration policy and/

or remuneration report where a company has not included any
climate-related performance metrics, which are measurable
and quantifiable, within either the incentive pay component of
executive remuneration. For those companies in high climate
impact sectors, we will support voting against if climate-related
performance metrics do not comprise at least 10% of the total
incentive pay opportunity.
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Climate Voting Principles

M&A activity

Our approach towards investment decisions, such as mergers,
acquisitions, disposals, and related party transactions, is to
consider them on a case-by-case basis.

We evaluate each decision based on its potential to benefit

the company and shareholders in the long run. We encourage
companies to fully disclose relevant information and provide for a
separate resolution on all issues which require the shareholders to
vote on, for example, the effect of a merger on the remuneration
packages of board members.

We will take into account the potential sustainability and climate-
related risks of proposed transactions, including those related

to biodiversity loss and natural capital depletion. This includes
whether climate has informed the due diligence process in regard
to the potential impact of the transaction on the company’s climate
strategy and net zero commitments, regulatory compliance of the
interested parties, and any ongoing or potential environmental
related litigation.

We will closely review resolutions seeking shareholder approval of
carbon-intensive asset transfers. Whilst disposal of carbon-intensive
assets may reduce a company’s own GHG emissions, it may not
result in real-world GHG emission reductions if assets move from
industry leaders on the energy transition to industry laggards.

Shareholder resolutions

Shareholder resolutions are resolutions put forward by
shareholders who want the board of a company to implement
certain measures, for example around environmental or social
practices. Whilst they are most common in the United States
and Canada, they are becoming more common in other markets
including Australia, Europe, Japan and the United Kingdom.

We consider support for meaningful shareholder resolutions as a
key mechanism for driving positive change in companies and are
supportive of resolutions that promote good environmental, social
and governance practice while enhancing long-term shareholder
and stakeholder value.

We value the right of shareholders to submit resolutions to
company general meetings. While we recognise different
jurisdictions have different rules in place for the filing of
shareholder resolutions, we are generally supportive of initiatives
that seek to introduce and/or enhance the ability to submit
shareholder resolutions.

We believe that voting on shareholder resolutions should not be
used as an escalation tactic for engagement, but as a normal
means of representing ownership interests to the company based
on the merits of the resolution.

We evaluate shareholder resolutions on a case-by-case basis with
consideration of the following factors:

+ The proposal: The content and intent of the resolution and the
credibility of the proponent behind the resolution

Prescriptiveness: The prescriptiveness of the resolution request
and whether the resolution seeks to direct companies on how
they should manage their business and constrain the decision-
making of management and the board of directors

+ Materiality: The materiality of the issue raised in the resolution to
the company and the sector in which it operates

Company practice: The performance and disclosure of the
company relating to the subject matter and whether the board
has recently made any public commitments to address the issue

Climate Shareholder Resolutions

We will support shareholder resolutions that encourage companies
to recognise, evaluate, adapt to and report on climate related risks
and opportunities, including those related to biodiversity loss and
natural capital depletion, or which urge them to evolve their current
approach where further development is warranted.

We will therefore generally support voting in favour of shareholder
resolutions that seek:

+  Ambition: Adoption of a net zero commitment aligned with the
goals of the Paris Agreement

+ Interim targets: Introduction of science based GHG emission
interim targets and/or discussion on how existing interim targets
align with the long-term goal to reach net zero by 2050

Transition plans: Disclosure of a detailed climate transition
plan and/or reporting on performance and progress against the
transition plan

+ Risk management: Enhanced reporting on climate risk
management, including board-level oversight for climate,
accounting for climate change practices and adoption of ISSB
and TCFD disclosure frameworks

+ Emission disclosure: Disclosure of Scope 1 and 2 and material
Scope 3 GHG emissions

+ Paris-aligned lobbying: Enhanced disclosures on how a
company’s climate-related lobbying aligns with the goals of
the Paris Climate Agreement and the company’s net zero
commitment

+ Just transition: Enhanced reporting on how the company
considers the impacts from transitioning to a lower-carbon
business model on its workers and communities

For more information, please contact: corporate@Ipfa.org.uk
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