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The Fund has adopted a comprehensive set of
environmental policies and strategies, as set
out in more detail in the ESG Policy.

As described in the Company’s
Sustainability Impact Statement
published on our website
(www.seqifund.com/investors/
documents-circulars), the Fund also
takes into account, where appropriate
and possible, credit risks arising from
climate change by looking at a range

of climate scenarios. In these scenarios,
investments may be affected by a range
of factors such as economic disruption,
changes in commodity prices (including
power), an increase in the incidence

of extreme weather events, changes

in public policy and demographic
changes.

ACTIONS TO ADDRESS
PRINCIPAL ADVERSE
SUSTAINABILITY IMPACTS

During the year, the Fund has continued
to incorporate its comprehensive set of
environmental policies and strategies
into its investment approach, as set out
in more detail in the Policy. Over the
course of the next year, the Fund hopes
to achieve the following goals:

e continue to promote beneficial
investments through the allocation
of the Fund’s capital;

e continue to work with its portfolio
of borrowers and encourage them
to improve their ESG profiles;

e improve the quality and extent of its
reporting to the Fund’s investors; and

e improve the average ESG score of
its portfolio and remove or reduce
its exposure to the lowest-scoring
investments.

ENGAGEMENT POLICIES

The Fund takes a proactive approach

to managing its loan book, and engages
with borrowers (in relation to ESG
topics) in a number of important ways,
as set out in more detail in its ESG
Policy. In summary, these include:

e incorporating environmental
considerations into loan terms,
such as covenants to comply with
environmental regulations, manage
pollution, reduce carbon emissions
and adopt water and wastewater
management strategies;

e reporting requirements on
environmental metrics such as
carbon footprint, energy intensity
and recycling ratios; and
exercising voting rights in loan
agreements responsibly and taking
account of the environmental
consequences of voting.
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SUStainabiIity continued

ENGAGEMENT POLICIES CONTINUED

GUIDELINES

ﬁcﬁ)ﬁ

Alignment with
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residents: pollution
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ESG POLICY - SUMMARY

Throughout the year, the Company
has continued to incorporate its
comprehensive programme of broad
ESG considerations into its investment
approach.

The Board and the Investment

Adviser take their corporate and social
responsibilities seriously. The Company
already had strong ESG credentials
when, on 10 March 2021, it published
its updated ESG policy and reporting
criteria (www.segifund.com/
investors/documents-circulars),
setting out the criteria and principles
applied to its investing activities.

consumption of
renewable energy

During the last fiscal year, the Company
built significantly on its early ESG work
and can now state the following:

e the Investment Adviser fully
incorporates the UNPRI in its
investment processes and decisions;

e the Company operates its business
and its investment activities in
accordance with the UN Global
Compact;

e the Company complies with the
reporting obligations of the SFDR
(as applicable, in particular Article 8);

e the Company has improved its
ESG score compared to March 2021,
when KPMG LLP last provided
independent limited assurance
under ISAE (UK) 3000 over SEQI’s
portfolio’s overall ESG score.

The assurance opinion can be
found on the Company’s website
(www.seqifund.com/investors/
documents-circulars);

% a5

@ |

Reduced environmental Sustainable economic

footprint development

e Emissions of e Use of farmland and
greenhouse gasses natural buffer zones
and air pollutants e Job creation and

e Usage of workforce skills
environmentally development
friendly and * Support of local
biodegradable social and business
materials. Community

the Company proposed and
negotiated an ESG-linked interest
rate adjustment to its new RCF
facility, which was signed in
November 2021. This allows the
Company to benefit by improving
the portfolio’s ESG profile and
underscores the Company’s
long-term commitment to ESG
and sustainable investment; and
the Company promotes its
lenders’ commitment to ESG
policies by including ESG-linked
positive and negative covenants

in loan documentation where
possible. This is supported by the
customisable nature of private debt
deals, which comprise the majority
of the Company’s portfolio.



During the year, the Board has also
taken steps to assess the Fund’s
carbon footprint by engaging with

each of its key suppliers on their ESG
activities, with a particular focus on the
steps being taken by each to reduce
their greenhouse gas emissions.

The Board recognises carbon offsetting
as the last stage of an effective
net-zero strategy.

To this end, the Company is currently
considering acquiring credits in
schemes issued through the Gold
Standard marketplace, which provides
an “off-the-shelf” route for organisations
to acquire credits which can be retired
immediately as part of their emissions
reductions strategy. The Board is also
considering investment in UK peatland
restoration through development
projects verified under the Peatland
Code. Damaged peatlands are
estimated to emit around 4% of the UK’s
total annual greenhouse gas emissions.
The amount to be committed by the
Fund, partly funded by contributions
from each Director of 1% of their

annual fees from the Company

(see the Directors’ remuneration

report), will be allocated as roughly 25%
towards immediate offsets in respect

of the year ended 31 March 2022,

and 75% proposed to be committed

to investment in UK peatland restoration
to offset emissions anticipated to be
generated over a minimum of the next
three financial years. Key suppliers

will also be invited to contribute
towards the scheme as part of

their environmental initiatives which,

if successful, will reduce the Company’s
overall financial commitment.

Sequoia Economic Infrastructure Income Fund Limited

The guiding principles behind the

ESG programme are the UNPRI,

to which the Investment Adviser is a
signatory. These principles now cover
investments in private debt, and as such
are highly relevant to the Company’s
business. The Investment Adviser has
incorporated these principles into all
stages of its investment process:

e the origination of new investments
includes enhanced negative and
positive screening;

e due diligence and credit analysis
include thorough assessment of the
potential impact of climate change,
enhanced environmental impact and
technical assessments, and ESG
questionnaires for borrowers; and

e |oan documentation can
include, where appropriate,

ESG considerations. For example,
enhanced reporting by borrowers in
relation to their environmental impact.

The Company’s reporting to its
Shareholders has been expanded
to cover ESG. In particular, it will
take the recommendations of the
TCFD into account, including those
recommendations specific to the
banking sector. The Company aims
to provide best-in-class disclosure.

Annual Report and Accounts 2022 37

During the prior year, the Investment
Adviser retrospectively reviewed the
Company’s existing portfolio and
assessed whether it had been holding
investments which, had these policies
been in place at the time, would not
have been made. The Investment
Adviser positively noted only two “red
flag” investments, including a loan to
an airport services provider, which was
sold in the prior year, and a loan to a
coal export terminal, which matured
during the year in June 2021. As such,
there are no legacy investments
remaining in the portfolio as at the end
of the year. The Company will however
continue its efforts to increase its ESG
score by disposing of its lower-scoring
assets and by favouring credits that
align closer with its ESG policy.

The Company therefore views its
ESG initiative as building upon solid
foundations and being in a period of
continuing evolutionary, rather than
revolutionary, change.
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SUStainabiIity continued

APPLYING ESG PRINCIPLES TO SEQI
ESG principles are applied in three ways to the SEQI portfolio:

1. NEGATIVE SCREENING

The following sub-sectors or asset types are excluded:

military infrastructure, such as military housing;

infrastructure related to the exploration and production of oil and gas, such as oil rigs and platforms, fracking
facilities and facilities involved in tar sands. Note that midstream assets such as pipelines are not necessarily
excluded but are subject to ESG scoring as set out below;

infrastructure related to mining thermal coal;
electricity generation from coal; and
alcohol, gambling and pornography are already excluded by SEQI’s investment criteria.

2. THEMATIC INVESTING (POSITIVE SCREENING)

Currently, SEQI has three ESG investment themes. Positive screening will be employed to increase the Fund’s
exposure to these investment themes, subject to existing concentration limits.

Renewable energy, such as solar, wind and geothermal generation, and directly related businesses including
companies that supply renewable energy.

Enabling the transition to a lower carbon world, such as grid stabilisation, electric vehicles, traffic congestion
reduction and the substitution of coal by gas.

Infrastructure with social benefits, such as healthcare, clean water and education.

As at 31 March 2022, thematic investing covers 61% (2021: 59%) of SEQI’s investment portfolio, split 13% (2021: 17%)
renewable energy, 24% (2021: 23%) enabling the transition to a lower carbon world and 24% (2021: 19%) infrastructure
with social benefits.

The following table shows examples of anonymised investments in each theme:

i) @ A

Renewable energy Enabling the transition to Infrastructure with social
a lower carbon world benefits
A diversified US renewables e German combined cycle gas e Telecom towers
business turbine (“CCGT”) plant e UK specialist healthcare
Hydro power e Grid enhancement assets .

Student housing in a range

Offshore wind turbine repair such as peaker plants of jurisdictions

vessels e US gas pipelines and other o US passenger rail service
US residential roof solar midstream assets

panel business e Nordic specialist shipping

UK electricity supplier
sourcing renewable energy

Spanish solar power portfolios
UK landfill gas



Sequoia Economic Infrastructure Income Fund Limited
Annual Report and Accounts 2022

39

3.ESGSCORNG —m—m™"Fm—0 @ ™ ——m—m— @ @ @

Some infrastructure assets (for example, the electricity
grid) are neither excluded through negative screening nor
positively selected through thematic investing; therefore,

1.

it

is necessary to have a methodology to assess the ESG

profile of these projects.

The ESG scoring methodology has been designed to

be as objective as possible. The score primarily reflects
the current ESG performance of the investment but also
reflects, to a limited extent, the “direction of travel”. For
example, a business that currently significantly contributes

meaningfully to reduce its contribution.

Note that the ESG score is distinct to a credit rating. Some
elements of ESG scoring will directly affect a borrower’s
credit rating (for example, weak corporate governance has
a negative contribution to credit quality) but nonetheless it
is entirely possible for a business with a weak ESG score
to have a strong credit profile, and vice versa.

To facilitate ESG scoring during the investment process,
the Investment Adviser designed an ESG scoring model
that must be completed prior to bringing a new investment
to the Investment Committee. The intention also is to
provide the credit analysts a guide for ESG considerations
at the earliest stages of due diligence. Implementing the
ESG model at the beginning of the deal lifecycle will flag
assets with weaker ESG credentials much earlier.

Finally, the scoring methodology and model have been
calibrated such that renewable energy projects with the
most robust social and governance practices would
receive a score of 100, and a power plant that burns
thermal coal with no redeeming social or governance
policies would receive a score of 0. Needless to say, the
power plant in this example would not make it past the
Investment Adviser’s new business committee.

ESG SCORE DISTRIBUTIONS AS AT 31 MARCH 2022

Over the last year, the portfolio’s overall ESG score increased from 60.59 to 61.88'. For details of how the ESG score is
compiled and derived, please see our ESG policy and reporting criteria www.segifund.com/investors/documents-
circulars. The chart below represents a comparison of the portfolio’'s ESG profile between March 2021 and March 2022.

The main reasons for the change in score are (i) the effect of loans being repaid or sold, (i) the effect of new investments
and (jii) changes in borrower behaviour.

% of portfolio

The removal from the portfolio of all maturing and sold po

sitions since March 2021 contributed to a decrease of

0.16 in the ESG score. Three of the portfolio’s high-scoring investments repaid during the year. This was partially
offset by the repayment of Adani Abbot and Seaport, which had ESG scores of 35 and 40 respectively. While the
Company is not in control of unscheduled repayments, we expect the long-term impact of repaying credits on the
portfolio’s ESG score to be positive due to pre-existing and weaker ESG investments reaching maturity or being

sold, and proceeds being re-invested in greener assets.

The acquisition of new assets improved the portfolio’s ESG score by 1.41. This re-affirms the Investment Adviser’s
commitment to ESG and continuous efforts to deploy capital as defined in its ESG policy.

An upwards revision of three credits, which have shown material commitment to their ESG policies, improved

the portfolio’s score by 0.13. We encourage lenders to improve on their own policies and procedures. As part of

regular credit monitoring, the Company reconsiders the E
when appropriate.

SG scores of its portfolio assets and makes adjustments

The remaining small improvement of 0.22 in the overall ESG score was attributable to changes in assets’ weights

and some cross-effects between the previous categories.

40
W Prior year

W Current year
30

20

1

o

Oto 36 36 to 44 44 10 53 53 to 61

611070 70to 78 78 to 87 87 to 95

Included within KPMG LLP’s independent limited assurance scope. The assurance opinion can be found on the Company’s website

(www.seqifund.com/investors/documents-circulars).
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Our progress against the TCFD recommendations

The Company firmly believes that
high-quality climate disclosure is
essential for all Shareholders making
long-term investment decisions.

The following table outlines the
Company’s summary of the TCFD
disclosures made for financial year
2021/22.

WHAT TCFD IS AND
WHAT IT STANDS FOR

The Financial Reporting Council

says that “Users expect companies

to provide full information about the
future impact of climate change on

the business and how the company’s
activities affect the environment”.

In accordance with the net zero target
by 2050, the UK Government also now
expects listed companies to report in
line with the TCFD framework.

GOVERNANCE

This means that greater disclosure

will be required across the areas of
governance, risk, performance and
strategy. Although investment firms are
currently exempt from the provision of
TCFD, the Company expects increased
pressure from investors to lead to
more voluntary compliance across

the industry.

We are pleased to confirm that

we have included in our TCFD
Report climate-related financial
disclosures consistent with the

four recommendations and the 11
recommended disclosures set out
in the June 2017 report entitled
Recommendations of the Task
Force on Climate-related Financial
Disclosures. In October 2021, the
TCFD released additional guidance
implementing the Recommendations
of the Task Force on Climate-related
Financial Disclosures (2021 TCFD
Annex), which supersedes the

2017 Annex of the same name
(2017 TCFD Annex).

In line with the current UK Listing
Rules (Listing Rules) requirements,
our TCFD-aligned disclosures take
into account the implementation
recommendations in the 2017

TCFD Annex. In addition, we have
considered the 2021 TCFD Annex
and applied it where possible. Some
recommendations in the 2021 TCFD
Annex will require more time for us to
fully consider. We will be working to
implement the rest of the 2021 TCFD
Annex recommendations over the
course of 2022 and intend to apply
these more fully in our next Annual
Report. Further details on the TCFD

Recommendations and Recommended

Disclosures are available at:
https://www.fsb-tcfd.org.

Disclose the organisation’s governance around climate-related risks and opportunities.

TCFD RECOMMENDED DISCLOSURES

A. The Board’s
oversight of

The whole Board is responsible for setting the strategy for the Company, including in relation
to climate-related risks and opportunities. The Board meets at least quarterly, during which

WP EICEEIEIEGRIE G they, together with their independent consultants and the Investment Adviser, review the

and opportunities.

risks and opportunities facing the Company, including in relation to climate change. As part
of this, the Investment Adviser prepares an ESG report each quarter for the Board.

The Company has a number of Committees which are tasked with focusing on various
specific elements of climate-related risk and opportunity.

e The Management Engagement Committee is responsible for encouraging the
Company’s service providers to minimise their avoidable greenhouse gas emissions
and offset unavoidable emissions, thereby helping to minimise the Company’s Scope 2
emissions.

e The Audit Committee has responsibility for climate-related disclosures including SFDR
and TCFD.

e The ESG and Stakeholder Engagement Committee reviews and approves the Company’s
ESG policy.
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SUStainabiIity continued

Our progress against the TCFD recommendations continued

GOVERNANCE CONTINUED

Disclose the organisation’s governance around climate-related risks and opportunities.

TCFD RECOMMENDED DISCLOSURES CONTINUED

B. Describe ESG, including climate-related risks and opportunities, has become central to the
management’s Investment Adviser’s approach to infrastructure debt.

role in assessing Climate risks are considered at each stage of the investment process, including the initial
and managing screening of opportunities (where positive and negative screening are applied, as outlined
SUIMEIERECIEENELER i the ESG policy) and in meetings of the Investment Adviser’s Investment Committee.
and opportunities. Risk assessment takes the form of both qualitative analysis (such as scenario testing) and
qualitative assessments (such as approach of the management of investee companies).

After an investment has been made, the Investment Adviser continues to monitor it for
changes to its climate-related risk profile. Primarily this is undertaken through regular
discussion with, and information gathering from, the borrowers that the Company has
lent to. This is further enhanced in some cases by bespoke climate-related covenants and
undertakings included within loan agreements.

The Investment Adviser considers climate-related risks not only in relation to individual

investments, but also aggregated at the portfolio level. For example, it is necessary to
assess correlations of climate-related risks.

KEY DEVELOPMENTS
e For the 2020/21 financial year, the Company engaged e In March 2022, the Board formed an ESG
KPMG to provide an independent limited assurance and Stakeholder Engagement Committee as
process under ISAE (UK) 3000 on our ESG scores discussed above.

for the SEQI portfolio. We understand that we were
the first FTSE 250 investment fund to undertake such
a process. This mandate has been renewed for the
2021/22 financial year, providing an independent
oversight of our analysis.

STRATEGY

Disclose the actual and potential impacts of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning where such information is material.

TCFD RECOMMENDED DISCLOSURES

A. Describe the The Company is well positioned to take advantage of the climate-related opportunities,
W ELCEEIEIELRIE G since the transition to a low carbon economy is likely to require very significant capital, and
and opportunities governments around the world will look to the private sector to finance this, at least in part.
I NG ERTEEH I EER These opportunities include: renewable energy, grid enhancement, energy storage, electric
identified over the vehicle charging, energy efficiency projects and improved mass transit systems. Moreover,
short, medium and traditional lenders such as banks are not always well positioned to adapt quickly to new
long term. technologies and that will increase the need for private debt. The Company is already seeing
significant lending opportunities in many of these areas and expects this demand for capital
to increase over time.
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STRATEGY CONTINUED

Disclose the actual and potential impacts of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning where such information is material.

TCFD RECOMMENDED DISCLOSURES CONTINUED

A. Describe the At the same time, the Company is exposed to climate-related risks, primarily through its
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climate-related risks
and opportunities
the organisation has
identified over the
short, medium and
long term continued.

. Describe the impact
of climate-related
risks and
opportunities on

the organisation’s
businesses, strategy
and financial
planning.

investment portfolio. The key risks are:

e transitional risks, namely that some assets may become less profitable, or
even worthless, as a result of legislation, regulation or market changes. For example,

a carbon tax might mean that it is no longer economic to operate a gas-fired power plant;

e technology risk, namely that some parts of the infrastructure sector are developing
rapidly, such as energy storage and hydrogen fuel systems, which may result in changes
to markets that are difficult to predict. For example, the development of better batteries
may make some “peaker plants” (power plants that operate when electricity prices
spike) redundant;

e physical risk, namely that one consequence of climate change is the increased frequency
of droughts, flooding, fires, storms or other natural phenomena. For example, businesses
located in coastal areas may need to invest substantially in sea defences or otherwise
harden their assets; and

e social and economic risks, namely that climate changes may make some areas much
more difficult to live in, resulting in economic hardship, mass migration and potential
political instability.

It is not possible to put precise time scales on these risks, but it is reasonable to assume

that they are all currently present to a certain extent, and that they are likely to grow

over time.

The impact of the climate-related opportunities is that the Company will be able to deploy
capital on attractive terms to a wider range of sectors than currently. This will increase the
diversification of the Company’s portfolio and help it to deliver an attractive risk-adjusted
return to Shareholders.

Conversely, avoiding sectors where there is an unduly high level of climate-related risk, or
even limiting the Company’s exposure to sectors where there is some climate-related risk,
will decrease the portfolio’s diversification.

The Investment Adviser’s view is that, between these two factors, there will be a net benefit
for the Company’s strategy. This is because the Company is already avoiding the most
at-risk sectors, and is only beginning to see the full range of opportunities that are likely

to arise. Moreover, avoiding borrowers with a high degree of climate-related risk is simply
prudent lending and should be done regardless of any ESG strategy.

One purpose of the Company’s ESG score is to help track resilience to climate change,
amongst other things. Part of the investment strategy is to improve the portfolio’s weighted
average ESG score over time, which can be achieved by improving the portfolio’s resilience
to climate change risks.

SININILVLS TVIONVYNIH

NOILYINJOANI TYNOLLIaay



44

Sequoia Economic Infrastructure Income Fund Limited

Annual Report and Accounts 2022

SUStainabiIity continued

Our progress against the TCFD recommendations continued

STRATEGY CONTINUED

Disclose the actual and potential impacts of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning where such information is material.

TCFD RECOMMENDED DISCLOSURES CONTINUED

C. Describe the
resilience of the
organisation’s
strategy, taking
into consideration
different
climate-related
scenarios, including
a 2°C or lower
scenario.

KEY DEVELOPMENTS

Overall, the Company believes that its strategy is resilient to climate change.

In order to assess resilience, it is necessary to consider a range of scenarios. Broadly speaking,
in 2°C or lower scenarios, transitional risks will be high but physical and social-economic risks
will be low. In higher temperature scenarios, the converse will be the case.

There are two potential impacts of climate-related risk on the Company.

Firstly, some sectors within the infrastructure market may become uninvestible in the future,
for example assets in the hydrocarbon value chain such as gas-fired power stations. This is
especially likely to be the case in low temperature increase scenarios, where the economy
has transitioned rapidly to a low carbon state. Currently, under its ESG policy, the Company
is avoiding those sectors where there is a near-term or medium-term risk of them becoming
uninvestible, such as coal-fired power stations or upstream oil and gas assets. Therefore,
this potential impact can be considered long-term. Should it happen, the Company’s
portfolio might over time become less diversified; however, in the opinion of the Investment
Adviser, this risk is more than outweighed by the opportunities described above.

Secondly, the credit quality of some of the borrowers that the Company lends to might
deteriorate. For example, extreme weather events might materially increase the cost of
insuring some assets, or they may not be insurable without investing in asset-hardening.
This risk is mitigated in a number of ways:

e each of the borrowers has equity capital at risk ahead of the loan. This acts as a “shock
absorber”. The equity capital needs to be lost before the Company can lose money;

e the Company’s loans are typically short-dated; they are mostly due to be repaid within
five years. That is before many of the most serious climate risks are likely to manifest
themselves;

e the Investment Adviser undertakes thorough due diligence on each company that the
Company lends to, and assessing their exposure to climate risk is part of that. In other
words, the Company is not likely to make a loan to a business that has poor resilience to
climate change risk; and

e the investment portfolio is highly diversified, in terms of the location of its borrowers and
the sectors and sub-sectors they operate in. This will reduce the effect of many risks,
such as technological disruption or unexpected regulation or legislation.

e After adopting its ESG policy in the 2020/21 financial e We have replaced these with, inter alia, loans in new
year, the Company began disposing of, or in some sectors such as energy efficiency projects that are
cases waiting for the natural repayment of, its loans positioned to take advantage the opportunities that
to borrowers in sectors that were not permitted under arise from the transition to a low carbon economy.

the ESG policy (for example, a loan to a coal export
terminal). This process was completed during the
2021/22 financial year. This means that the Company
no longer has exposure to sectors with the highest

levels of transition risk.



RISK MANAGEMENT

A. Describe the

organisation’s
processes for
identifying

and assessing
climate-related
risks.

. Describe the

organisation’s
processes

for managing
climate-related
risks.
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Disclose how the organisation identifies, assesses and manages climate-related risks.

TCFD RECOMMENDED DISCLOSURES

Climate-related risks are primarily assessed at the level of each investment, and form part of
the Investment Adviser’s due diligence and underwriting process.

Typically, third-party expert reports will be commissioned to assess key risks. For example,
engineers might review the physical condition of the borrower’s assets, including their
exposure and resilience to extreme weather risk. This will then be analysed in tandem with
a review of the borrower’s insurance policy, and its other resources to cover uninsured risks.

Each investment should also be analysed, where possible, in different climate scenarios,
with the goal of identifying (a) credit rating changes arising from climate change and (b)
elevated climate event risk. These items should be assessed separately as a standard credit
rating framework struggles to incorporate event risk.

Climate-related risks are thus identified, and where possible quantified, in the due diligence
phase of an investment, and discussed in the Investment Committee. Risks that are
unacceptably high will result in an investment not being made.

The Investment Adviser monitors each loan at least twice a year (and more frequently if
required). This includes a review not just of credit quality, but also of the borrower’s ESG
profile, including climate-related factors. To assist in this, each borrower is sent annually
a detailed questionnaire including qualitative and quantitative topics which will assist the
Investment Adviser in updating its analysis.

A range of steps can be taken as a result of this ongoing monitoring of investments. For
example, the internal credit rating may be adjusted, the loan may be considered for disposal,
or the decision may be made not to participate in a refinancing of the loan, when it comes

to its maturity date. In other words, if it becomes clear that a borrower’s resilience to climate
change is deteriorating, the Company can choose to dispose of the loan.

Similarly, if a sector is beginning to experience higher levels of climate-related risks, the
Investment Adviser will avoid making new loans in it. Given the relatively short maturity
of many of the loans in the portfolio, this will rapidly have the effect of decreasing the
Company’s exposure to that sector.

45
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SUStainabiIity continued

Our progress against the TCFD recommendations continued

RISK MANAGEMENT CONTINUED

Disclose how the organisation identifies, assesses and manages climate-related risks.

TCFD RECOMMENDED DISCLOSURES CONTINUED
C. Describe how Climate risk is integrated into the entire investment and risk management process.

processes for At a very early stage, in considering whether to dedicate resources to a potential new
identif){ing, loan, the Investment Adviser will apply negative and positive screening, and estimate the
R borrower’s ESG score. Some potential investments will be rejected at this stage if the
and managing climate-related risks are likely to be unacceptably high.

ClmaterCIatearISKS Following the due diligence process, the Investment Committee will consider ESG matters

re integr in . . . .
fh: :)rtgeagniztae':i’c:n}: as a part of the deliberations. The investment’s ESG score will be agreed upon by the
committee.

overall risk
management. Subsequently, the investment is considered by the Investment Manager and in some cases

the Risk Committee of the Board, who take into account both credit quality and ESG profile,
including, where appropriate, resilience to climate change.

Finally, each quarter, the Investment Adviser prepares for the Board an ESG report, which
reviews the overall portfolio.

KEY DEVELOPMENTS

e The Company has a comprehensive framework to identify and assess climate change risk. This is fully integrated into
its loan approval, monitoring and risk management processes.
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METRICS AND TARGETS

Disclose the metrics and targets used to assess and manage the relevant
climate-related risks and opportunities where such information is material.

TCFD RECOMMENDED DISCLOSURES

A. Disclose the
metrics used by
the organisation
to assess
climate-related risks

Currently, the Company uses the ESG score as its key metric for assessing the
environmental profile of its investments. This ESG scoring framework helps the Company
allocate capital between projects and to measure its progress over time in a quantitative
way. The methodology blends the “E”, “S” and “G” components without allowing strength
in one area to offset entirely weakness in another. For example, a polluting company will

and opportunities
in line with its
strategy and risk
management
process.

. Disclose Scope

1, Scope 2 and, if
appropriate, Scope
3 greenhouse gas
emissions and the
related risks.

. Describe the
targets used by
the organisation

to manage
climate-related risks
and performance
against targets.

always get a poor score, even if it has excellent social and governance policies. Moreover,
the Fund’s policy is not to lend to companies with a very low E score, of less than one,
regardless of the overall ESG score.

Going forward, the Company is looking to widen its range of metrics including potentially
greenhouse gas emissions. However, currently this is not possible as the data that is
available, in the context of a private debt portfolio, is not comprehensive enough to
accurately calculate this type of metric. The ESG score serves as an analogous metric.

The Company expects to be able to make Scope 1 and Scope 2 disclosures in the near
future, and is working with the companies that it lends to in order to calculate or estimate its
Scope 3 greenhouse gas emissions.

Currently, the primary target used is to improve year-on-year the portfolio’s weighted
average ESG score.
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KEY DEVELOPMENTS

e The Company has improved the average portfolio ESG score from 60.59 to 61.88 over the course of the current
financial year, largely as a result of making loans with a strong environmental profile, such as renewable energy and
energy efficiency projects.
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