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Welcome to our 2023 Annual Review;which outlines the engagement,
voting and public policy work carried out by EOS on behalf of its clients.

2023 was the hottest year on record, with Canadian wildfiresturning
Manhattan skies a sulphurous yellow, a fatal firestorm in Hawaii, and
Europe’s relentless Cerberus-heatwave. The latter caused heat-related
deaths among workers in.southern-Europe, and forced holidaymakers
to flee resorts. The climate crisis is here,"and engagement remains vital
to help steward companies through the-low carbon transition.

In his article, Will Farrell examines the next phase for collaborative
engagement initiative Climate Action 100+, which will seek to drive
greater company ambition. Justin Bazalgette and Joanne Beatty also
take a closer look at climate-aligned accounting, as a disconnect remains
between companies’ net-zero targets and how they account forclimate
risk within their financial reporting.

Inflation continued to pressure household budgets in 2023, prompting
an intensification of industrial disputes in the UK and Europe, and new
flashpoints in the US and Japan. Major strikes by US autoworkers and
UK rail workers, and a strong push to establish unions in the US,
characterised the fight for higher wages and better terms and
conditions. Emily DeMasi and Velika Talyarkhan examine some of the
key disputes and explain why maintaining good employee relations
makes good business sense.

Our Annual Review also includes Q&As with engagers on Indigenous
Peoples’ rights, our leading natural resource stewardship work, and
our vote policies and guidelines for the 2024 proxy season.

We hope you find this review of our year useful and informative.

Associate Director — Communications & Content
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UN Joint Staff Pension
Fund’s activity for 2023

Engagement overview

In 2023, EOS engaged with
569 companies on 2,730

environmental, social, B Developed Asia 10.5%

governance, Strategy, Com pa nies B Emerging & Developing Markets 10.0%
. . . ¥ Europe 21.4%
risk and communication engaged by e e a75%

issues and objectives. region B United Kingdom 5.8%

B Australia & New Zealand 4.7%

companies engaged

Engagement by theme

A summary of the 2,730 issues and
objectives on which EOS engaged with
companies in 2023 is shown below. Its
holistic approach to engagement means
that it typically engages with companies
on more than one topic simultaneously.
B Environmental 32.5%

B Circular Economy & Zero Pollution 12.3%

1 Climate Change 58.5%

[ Natural Resource Stewardship 29.2%

M Social 27.3%
B Human & Labour Rights 37.3%
¥ Human Capital 47.1%
Engagement P
g g [ Wider Societal Impacts 15.6%

by theme

M Governance 27.1%

[T Board Effectiveness 40.9%
Executive Remuneration 45.7%
Investor Protection & Rights 13.4%
M Strategy, Risk & Communication 13.2%
I Corporate Reporting 30.6%
[ Purpose, Strategy & Policies 47.6%
l [ Risk Management 21.7%
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o4

companies featured
engagements with the

m I B Completed 78 .
Co . p ?ted* B Completed - Substantially 15 CEO or Chalr
ObjeCtlveS M Completed - Partially 8

309

companies featured
engagements with
senior management
or board members

B Discontinued — with some
improvement 3

Discontinued M Discontinued - disagreed 2
. o * ¥ Discontinued - no longer
ObjeCtlveS relevant/material 16
B Discontinued — restarted

as new objective/issue §

public policy interactions,
including consultation
responses, letters,
meetings and discussions

Engagement progress in 2023

EOS made solid progress in delivering engagement objectives across regions and themes. At least one milestone was moved
forward for about 52% of its objectives during the year. The following chart describes how much progress has been made in
achieving the milestones set for each engagement.

Environmental

Social M No change

[l Positive progress
(engagement moved
forward at least one
milestone during the
year to date)

Governance

Strategy, risk &
communication

* The closure rationale is manually selected by each engager from a menu of options, taking a view of the extent to which they believe the objective has been
implemented by the company. In most cases this is necessarily a subjective assessment.
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Supporting the UN Sustainable Development Goals

The chart below illustrates the proportion of 1,847 engagement objectives and
issues on which we have engaged in 2023, which we believe are directly linked to an
SDG (noting that one objective or issue may directly link to more than one SDG).
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The EOS approach

to engagement

EOS at Federated Hermes is a leading stewardship service provider. Our
engagement activities enable long-term institutional investors to be more
active owners of their equity and fixed income assets.

@ Advisory

We work with our clients to develop their responsible
ownership policies, drawing on our extensive experience and
expertise to advance their stewardship strategies.

This is achieved through dialogue with companies on
environmental, social and governance issues. We believe
this is essential to build a global financial system that
delivers improved long-term returns for investors, as well
as better, more sustainable outcomes for society.

Our services

Public
’4 policy
Engagement M
g Engagement

We engage with companies that form part of the public
equity and corporate fixed income holdings of our clients to
seek positive change for our clients, the companies and the
societies in which they operate.

g Voting

We make recommendations that are, where practicable,
engagement-led and involve communicating with company
management and boards around the vote. This ensures that
our rationale is understood by the company and that the
recommendations are well-informed and lead to change
where necessary.

@ Public policy and market best practice

Engaging with legislators, regulators, industry bodies and
other standard-setters to shape capital markets and the
environment in which companies and investors can operate
more sustainably.

Screening

We help our clients to fulfil their stewardship obligations by
monitoring their portfolios to regularly identify companies
that are in breach of, or near to breaching, international
norms and conventions.

The EOS advantage

@ Relationships and access — Companies understand
that EOS is working on behalf of pension funds
and other large institutional investors, so it has
significant leverage — representing assets under
advice of over US$1.4tn as of 31 December
2023. The team’s skills, experience, languages,
connections and cultural understanding equip
them with the gravitas and credibility to access and
maintain constructive relationships with company
boards and executive management teams.

@ Client focus — EOS pools the priorities of like-
minded investors, and through consultation
and feedback, determines the priorities of its
Engagement Plan.

@ Tailored engagement — EOS develops engagement
strategies specific to each company, informed by
its deep understanding across sectors, themes
and markets. It seeks to address the most material
ESG risks and opportunities, through a long-term,
constructive, objectives-driven and continuous
dialogue at the board and senior executive level,
which has proven to be effective over time.

Our Engagement Plan is client-led
- we undertake a formal
consultation process with multiple
client touchpoints each year to

ensure it is based on their long-term
objectives, covering their highest
priority topics.




Foreword

Head of Responsibility and EOS

At EOS, we have been engaging with
companies on material environmental, social
and governance issues for two decades, and
in 2024 we are very proud to celebrate our
20th anniversary.

2023 was an eventful year of record-breaking temperatures,
signalling that the stakes for COP28 could not have been
higher, and | was privileged to attend the summit in Dubai. In
recent years there has been greater acknowledgement that
policymakers and companies need to raise their ambitions
around climate, and in Dubai | was encouraged to see fresh
attempts to address some longstanding issues in the global
energy and food systems.

For the first time, a deal was reached to transition away from
fossil fuels in a just, orderly and equitable manner. We also saw
a commitment by over 50 oil and gas companies to reach near
zero methane emissions by 2030, and a pledge of over US$7bn
to help farmers reduce their emissions, and adapt to climate
change through innovation and regenerative agriculture.

Such commitments are essential if we are to move away from
carbon-intensive approaches and maintain the availability of
energy and other essential consumer goods and services.
The business case for doing so is becoming clearer, and
something we emphasise in EOS's engagements.

At EOS we have long advocated for a just transition, because
without a plan to make the transition to net zero one that
considers the needs of the ordinary consumer and worker, it

is unlikely to happen at the pace and scale required. Energy, food,
and work are among our most basic needs. Making sure they
remain available to, and affordable for all is therefore essential.

Progressive subsidies can play a role in boosting renewable
energy supplies, while limiting food waste and reducing meat
consumption can help mitigate environmental harm. Throughout
2023, EOS engaged with food manufacturers and retailers asking
them to consider how they could positively influence consumer
behaviour to encourage more sustainable choices.

Our engagement approach on the just transition also spans
reskilling, local community impacts, and supporting customers
through the energy transition. We also encourage companies to
pay the living wage and provide sufficient hours — green economy
jobs must be attractive to help build support for the transition.

COP28 also presented an opportunity for countries to discuss
the progress made since the biodiversity COP15, and to focus
on effectively integrating nature into the response to climate
change. Many countries pledged funding, such as the UK,
which announced more than £85m to tackle global
deforestation, but a large funding gap for nature-based
solutions remains.

EOS has been at the forefront of advocating for the protection
and conservation of the natural world and our related
engagement has intensified. At COP28, Federated Hermes
Limited announced its intention to work with the Global
Alliance for a Sustainable Planet on innovative investment
solutions. The ambition is to create a scalable platform that
aligns impact-focused patient capital with the development
needs of countries on the frontlines of climate change.

Some of the biggest challenges facing the transition to a low-
carbon economy are social rather than simply technical.
Therefore, successfully addressing climate change means
considering financial and wellbeing impacts, particularly for
those likely to be adversely affected by the transition. We aim
to continue doing so through our engagement, which is carried
out on behalf of our clients and their underlying beneficiaries.

Without a just transition there will be no transition.
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Our engagement plan identifies 12 key themes and 36 related sub-themes.
We find this breadth of coverage is necessary to reflect the diversity of the
issues affecting companies in our global engagement programme.

In 2023, extreme weather-related events, ranging from
wildfires in Canada and the Mediterranean, to floods in
California and South Korea, served as stark reminders of
the climate crisis. At the same time, the energy trilemma
that defined 2022 - managing climate risks while ensuring
energy security and affordable access to energy -
continued into 2023.

However, the US Inflation Reduction Act (IRA) of August 2022
underpinned an increase in renewable energy and clean tech
investment,' and energy prices eased in many markets. This
helped to reduce inflation pressures, although a cost of living
crisis persisted.

Geopolitical tensions remained heightened in 2023, with no
sign of an end to the war in Ukraine while the Israel-Gaza
conflict threatened to undo years of progress in Middle
Eastern diplomatic relations. We continued to engage with
companies on how they addressed geopolitical risks facing
their businesses and their approach to safeguarding human
rights in high-risk regions.

Priority themes

In 2024, we will continue to focus on the most material
drivers of long-term value, with our four priority themes:

Climate change

Our engagement remains focused on companies having a
strategy and greenhouse gas reduction targets aligned with
the Paris Agreement, seeking to limit climate change to 1.5°C,
together with aligned financial accounts and political
lobbying. The recent UN Emissions Gap report, which stated

T https://www.ft.com/content/6f83ed81-28a5-46e9-98c4-a2bcf3d5b9fc
2 Emissions Gap Report 2023 | UNEP — UN Environment Programme

that greenhouse gas emissions must still fall by 28% by 2030
to achieve the Paris Agreement 2°C pathway, and by 42% for
the 1.5°C pathway,? highlighted the urgency with which
companies and governments must seek to limit and reduce
greenhouse gas emissions.

The recent UN Emissions Gap report stated that
greenhouse gas emissions must still fall by

28 % .00 i?

the Paris Agreement 2°C pathway,
and by 42% for the 1.5°C pathway.

We will evaluate the credibility of companies' transition
plans, including their reliance on technologies, and seek to
ensure that the governance oversight of investments
adequately tests risks and dependencies. We will also
continue to engage with companies in high methane-
emitting sectors, encouraging them to deploy the best
available technology to identify and mitigate methane
emissions. We will engage on physical climate risks and work
towards a just transition for employees and communities.

Bruce Duguid
Head of Stewardship, EOS



https://www.unep.org/resources/emissions-gap-report-2023
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Engagement themes for 2024-26

® Greenhouse gas emissions reduction
® Physical risk
® Governance and transparency
@ Climate opportunities

S

Climate
@ change
Circular economy and
zero pollution

Natural
resource
stewardship

O

Board
effectiveness

@ Circular economy and waste
@ Pollution

@ Biodiversity and

sustainable food systems
@ Antimicrobial resistance
@ Water stress

@ Board composition and
structure

® Board and management
effectiveness

@ Succession and stability

@ Pay design and transparency e

@ Pay outcomes .
y Executive
remuneration

Investor
protection
and rights

@ Basic shareholder rights
@ Minority protections
@ Debtholder riahts

Human and labour rights

We expect companies to acknowledge the likelihood that human
rights impacts may be present within some operations and supply
chains and to demonstrate appropriate board and executive-level
governance of human rights. We will continue our emphasis on
supply chain rights where there is an elevated risk of forced
labour, unsafe working conditions, and other adverse human
rights impacts. We will also focus on the protection of Indigenous
and community rights, and human rights in high-risk regions such
as disputed territories or areas of conflict.

We will engage on the protection of digital rights in the virtual
world, such as challenges to the right to data privacy, the right
to freedom of expression and protection from unfair biases
that may be amplified by the use of artificial intelligence (Al).
In 2021, the UN Guiding Principles (UNGPs) on Business and
Human Rights reached their 10-year anniversary, and a
roadmap for the next decade of implementation was laid out.?
In engagement, we will continue to promote the corporate
application of the UNGPs, and consider recommending
voting against directors of companies where material
breaches are not being adequately remediated, or if the
company is a laggard on human rights benchmarks.

3 OHCHR | UNGPs next 10 years project

@ DEl and innovation
® Employment terms and conditions
@ Health, safety and wellbeing

Human

capital @ Access and affordability

@ Supply chain rights

@ Digital rights

@ Indigenous and community
rights

@ High geographic risks

Human and
labour rights

@ Conduct and ethics
@ Safe products and services

Wider ® Responsible tax practices
societal @ Anti-bribery and corruption
impacts

@ Business purpose

@ Long-term sustainable
strategy

@ Capital allocation

Purpose,
strategy
and policies

Strategi risk &
communication

@ Sustainability transparency

Corporate @ Audit and accounting
m reporting
Risk
management

® Enterprise risk practices
® Cyber security

Human capital

In 2023 we saw gains in artificial intelligence (Al) revive fears
about the potential negative impacts, including redundancies
in creative roles and increased bias in hiring. The ongoing
cost of living crisis also drove renewed interest in collective
bargaining, as workers fought for improved pay and benefits.
In recognition of these twin pressures, we are intensifying our
engagement on upskilling workers.

We will maintain our focus on diversity, equity, inclusion and
representation, asking companies to develop a strategy and action
plan to close the ethnicity pay gap and to achieve proportionate
ethnic and gender representation at all levels. We will also
challenge companies to consider an expanded range of diversity
metrics, including those related to employee engagement and
a sense of belonging, upskilling and advancement. We will ask
for pay gaps* for different groups, and for companies to report
on workforce changes and wider employee engagement.

Our engagement on health and safety will extend to mitigating
climate-related risks in the workplace, such as heat-stress. At
the same time, we will continue our focus on mental wellbeing
and the actions companies are taking to address and prevent
sexual harassment in the workplace.

4 Race, Gender, and LGBTQ+ wage gaps are real — and they end up costing us all | DiversityJobs.com


https://www.ohchr.org/en/special-procedures/wg-business/next-decade-business-and-human-rights
https://www.diversityjobs.com/career-advice/team-building/race-gender-and-lgbtq-wage-gaps-are-real-and-they-end-up-costing-us-all/
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@ Board effectiveness

In 2024, to enhance the quality of board performance and
corporate decision-making, we will focus on ensuring that
boards make improvements to ethnic diversity that at least
match the recent progress on gender diversity. The goal
should be to achieve a representation that is reflective of the
diversity of the stakeholders the board aspires to serve.

We remain committed to improving a board’s software, which
relates to how it functions, in addition to its hardware, which
relates to its composition and structure. The board should
continuously monitor and assess the prevailing company
culture to ensure it is in line with the company’s purpose,
strategy and values.

Expanding themes

In addition to the above priority themes, we will intensify
our engagement on these rapidly evolving topics, which
rose up the agendas of investors, companies and
policymakers in 2023:

G Biodiversity

We will focus our engagement on halting and reversing
marine and terrestrial biodiversity loss at companies that are
involved in the retail and production of food, including their
global supply chains, as well as other sectors with significant
physical or deforestation impacts, such as mining. We expect
companies to reduce their impacts on biodiversity across the
value chain, following the mitigation hierarchy, and to aim for
a net-positive impact on biodiversity as best practice.

Depending on the specific company context, engagement will
cover issues such as deforestation, water stress, regenerative
agriculture, antimicrobial resistance (AMR), sustainable
proteins and chemical runoff management. As we outlined in
our white paper on biodiversity,” companies must identify,
assess and measure their impacts and dependencies on
biodiversity and ecosystem services, in line with the final
recommendations of the 2023 Taskforce on Nature-related
Financial Disclosures (TNFD) and then identify action plans.

5 Our Commitment to Nature (hermes-investment.com)

Digital rights and artificial intelligence (Al)

We will continue to engage companies on our Digital Rights
Principles,” which outline our expectations for the responsible
development and deployment of Al. Digital products and
services can play a critical role in strengthening human rights,
but have also brought unanticipated harms and new
challenges. We engage companies on negative societal
impacts including problematic content on social media;
reinforcement of unintended bias; and health and safety
impacts on children and young people.

While the accelerating deployment of Al is
creating new opportunities for companies,
it also brings with it new risks, including
potential workforce disruption, regulatory
infraction or reputational damage.

We expect companies to balance freedom of expression with
their obligations to remove problematic content and take
action to respect privacy rights online. While the accelerating
deployment of Al is creating new opportunities for companies,
it also brings with it new risks, including potential workforce
disruption, regulatory infraction or reputational damage.

In addition to these priority and expanding themes, we will
maintain our comprehensive engagement plan covering a
broad range of other areas. These include responsible tax

practices, increasing resource efficiency through the
circular economy, reducing all forms of harmful pollution
and seeking positive wider societal outcomes through
increased corporate responsibility.

¢ The Taskforce on Nature-related Financial Disclosures (TNFD) launches its final recommendations |UNEP Finance Initiative

7 EOS Digital Rights Principles


https://www.hermes-investment.com/uk/en/intermediary/wp-content/uploads/2021/02/eos-our-commitment-to-nature-spreads.pdf
https://www.hermes-investment.com/uploads/2022/04/5a8aadeb037fb131b1889c3f6b1a85aa/eos-corporate-digital-rights-principles-04-2022.pdf
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A guide to

Our engagement approach is systematic and transparent. Our proprietary
milestone system allows us to track the progress of our engagements relative

to the objectives set for each company.

Objectives

We set clear and specific objectives within our company
engagements to ensure we achieve positive outcomes. An
objective is a specific, measurable change defined at the
company — an outcome we are seeking to achieve. Each
objective is tracked using milestones. Objectives are regularly
reviewed until they are completed — when the company has
demonstrably implemented the change requested — or
discontinued. Objectives may be discontinued if the objective
is no longer relevant, or because the engagement is no
longer feasible or material.

We may engage with a company on multiple objectives at any
one time, covering a variety of material ESG issues. An
example of an objective could be: “Development of a
strategy consistent with the goals of the Paris Agreement,
including setting science-based emissions reduction targets
for operating emissions (Scopes 1 and 2 emissions).” Each
objective relates to a single theme and sub-theme.

To measure our progress and the
achievement of engagement objectives,
we use a four-stage milestone strategy.

Issues

How does an objective differ from an issue, another term we
use within our engagement? An issue is a topic we have
raised with a company in engagement, but where we do not
precisely define the outcome that we are seeking to achieve.
This can be more appropriate if the issue is of lower
materiality and so we do not anticipate engaging with the
frequency required to pursue an objective. Or perhaps we are
still in the process of identifying what type of change we may
want to see at a company and so are not yet able to set a

precise objective. Issues are frequently used for companies
outside our continuous engagement programme, for example
those where we typically engage only around the annual
shareholder meeting and our voting recommendation.

Milestones

To measure our progress and the achievement of engagement
objectives, we use a four-stage milestone strategy. When we
set an objective at the start of an engagement, we will also
identify recognisable milestones that need to be achieved.
Progress against these objectives is assessed regularly and
evaluated against the original engagement proposal.

o

The company
implements a
strategy or
measures to
(2 address the

concern
The company

(1) acknowledges
the issue as a
serious investor
concern, worthy
of a response

Our concern is
raised with the
company at the
appropriate
level

Milestone Progress

Actions

These are the interactions that take place between our
engagement professionals and the companies or public policy
bodies with whom they are engaging. Every call, meeting or
correspondence is recorded as an action. Actions can be
linked to objectives or issues. We only consider companies to
be engaged when we have an individual interaction with the
company that relates to an objective or issue.
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In 2023 we were able to strengthen our relationship building with companies
by returning to in-person engagements, including several site visits to factories,
following the end of pandemic restrictions. Bruce Duguid, head of stewardship
at EOS, looks back over some of the year’s highlights.

It was a tough start to 2023 for many companies due to

the combined headwinds of higher inflation, interest rates

and geopolitical risks. Many economies were still in the
grip of a cost of living crisis driven by food and fuel

shortages in the aftermath of Russia’s invasion of Ukraine.

This squeeze was compounded by labour shortages
resulting from higher-than-average retirement rates at
the end of the Covid-19 pandemic.

Given this challenging backdrop, we stepped up the intensity
of our engagement on behalf of our clients and took
advantage of the end of Covid restrictions to increase our
in-person engagements. We also returned to making site
visits to improve our understanding of business risks and

opportunities, and to appraise company mitigation strategies.

Some examples included:

@ India - investor roundtables and meetings with ICICI
Bank and KEC International at their company headquarters
in Mumbai.

@ China - site visit of Hon Hai's Zhengzhou manufacturing
plant where engager Kenny Tsang spent time, including
eating in the facility's canteen. We also visited Alibaba’s
campus to discuss its approach to mitigating artificial
intelligence (Al) risks, and saw Geely's electric vehicle
manufacturing site in Hangzhou.

@ United States — we visited the Permian Basin and the
Marcellus Shale to review the risks and opportunities for
oil and gas operations and to investigate company activity.
We had meetings with Kinder Morgan, ExxonMobil and
EQT at their company headquarters.

@ Japan - we made site visits to vehicle manufacturers
Toyota and Honda.

Bruce Duguid
Head of Stewardship, EOS

@ Netherlands - site visit to ArcelorMittal’s steel plant in
Ghent to visit its new carbon capture and reuse plant,
and to watch steel smelting being carried out.

We find site visits to be a valuable complement to senior level
engagement. Physical presence enables our engagers to
understand the scale and nature of operational risks more
deeply, and the extent to which companies are taking steps
to resolve these. For example, the visit | made to shale gas
operations in Pennsylvania enabled me to understand the
nature of methane leaks and how these are relatively easily
solved through the application of higher quality gas exchange
values, as well as the environmental and social risks around
construction (high) versus operations (low).

Also, seeing the scale of the investment for green solutions at
individual plants is a reminder of the need for a high degree
of confidence in the green transition, and the ability of
companies to take those decisions, based on current public
policy frameworks and the cost competitiveness of certain
green technologies.

Climate change remained our clients’ top concern in 2023 and
we continued to engage companies to set net-zero goals and
1.5°C-aligned targets, including as a lead or co-lead at over 20
companies as part of the collaborative engagement initiative
Climate Action 100+. Important areas of engagement included
asking for climate-aligned accounting, as well as seeking to
limit methane emissions at oil and gas companies.

13
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At COP28 in Dubai, we were encouraged to see a pledge by
50 companies to reduce methane emissions to near zero by
2030. And although the probability of limiting climate change
to 1.5°C is reducing, governments maintained their
commitment to the goal. For the first time, all countries
agreed to “transition away from fossil fuels in energy systems,
in a just, orderly, and equitable manner,” with 116 countries
endorsing the aim to triple renewable energy capacity by
2030 and to double the rate of energy efficiency.” This positive
momentum at the intergovernmental level, coupled with
significant incentives to transition to low carbon, such as those
provided by the US Inflation Reduction Act, will enable
companies to continue to commit to 1.5°C targets, which
remains our engagement goal.

Throughout 2023 we also focused on natural resource
stewardship, in line with the Kunming-Montreal Global
Biodiversity Framework (GBF). This was the result of many
hours of negotiation, including contributions by EOS's Sonya
Likhtman as a representative and spokesperson for the
Finance for Biodiversity Foundation delegation.

The GBF comprises four goals for 2050 and 23 targets to spur
action up to 2030. Highlights include a commitment to
effectively conserve and manage at least 30% of land and
oceans and a pledge to restore at least 30% of degraded
ecosystems.? This has enabled enhanced engagement on
biodiversity, including on the impact of forever chemicals and
pesticides. We explored this in two articles in our Q2 Public
Engagement Report, and we explain more about our work
with food manufacturers, commodity traders and restaurant
chains in the Environmental section of this Annual Review.

Turning to social themes, we continued engaging on sexual
harassment and discrimination in the workplace, building on
our experiences of engagement in 2022 at Activision
Blizzard and with mining companies Rio Tinto and BHP.
Other workplace tensions centred around the right to
unionise, particularly in the US, and the fight for better
terms and conditions.

Bruce Duguid and engager Ross Teverson outside Alibaba's HQ, as
employees prepare for a major shopping day.

" Fossil fuel companies sign up to emissions reduction pact at COP28 (ft.com)
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Engagers Ross Teverson and Sonya Likhtman in Mumbai.

One of the year's major disputes by creative workers — the
Hollywood actors’ and writers’ strike — was driven by renewed
concerns about the use of artificial intelligence following the
release of ChatGPT. In the absence of effective regulation,
EOS has been engaging on the business and wider societal
impacts of Al since 2017. In 2022, we consolidated our
approach to engagement on this topic under the wider sub-
theme of digital rights. And in our Q3 Public Engagement
Report we took a fresh look at the societal challenges posed
by the potential misuses of Al, with examples of our
engagements in the financial services sector.

Documenting engagement outcomes

Over the last two years we have steadily increased the number
of case studies that we provide, to document our engagements
with companies on specific objectives and to demonstrate the
value of active ownership. This follows the trend in responsible
investment to respond to stakeholder expectations for greater
transparency over the nature and results of active ownership.
We continue to work on new ways to demonstrate positive
outcomes arising from engagement, including through case
studies, which identify the metrics of success.

We were pleased to win the Engagement Award at the ESG
Clarity Awards 2023, celebrating those who have put their
heads above the parapet by showing a continued dedication
to sustainable investing and meaningful stewardship.
Commenting on our award, the judging panel cited our
market-leading engagement approach and expertise, and
how we affect change at companies.

In 2024, we will build on the in-person meetings and site visits
of 2023, seeking to achieve enhanced engagement at board
level and executive team level. We believe that good
governance is foundational to achieving positive outcomes
and sustainable wealth creation, and so we continue to focus
on improving board effectiveness, including through board
composition. Building relationships with board directors and
senior company management, while challenging them, is the
best way to influence change. This helps us to achieve
positive outcomes aligned with our clients’ long-term fiduciary
duty to act in their ultimate beneficiaries’ best interests.

2 What does COP15 mean for investors and companies? | Federated Hermes Limited (hermes-investment.com)
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Six years into Climate Action 100+, the collaborative engagement initiative that
targets the world’s biggest emitters has now launched phase two of its programme,
set to run until 2030. Will Farrell examines how CA100+ is enhancing its strategy.

The UN's first global stocktake on climate change served as
a stark reminder of the significant physical climate risks in an
economy misaligned with the goals of the Paris Agreement.’
The UN'’s technical report, published in September 2023
ahead of COP28, concluded that the world was not on track
to limit global warming to 1.5°C above preindustrial levels,
and urged the raising of ambitions to accelerate the energy
transition, with transformation needed on all fronts.2?

The northern hemisphere summer of 2023 was the hottest
since global records began in 1880,* but despite this, and the
other extreme weather events of 2023, countries’ Nationally
Determined Contributions (NDCs) still fall short of what is
required to stay within 1.5°C. Consequently, the effective
management of climate risks and opportunities by companies
is essential to promote long-term shareholder value. CA100+
is responding to this need for urgent action by increasing its
emphasis on the implementation of robust transition plans —
disclosure and pledges are no longer enough.

Economic and geopolitical turbulence persisted throughout
2023, pointing to a more divided world than that which signed
the Paris Agreement. Higher interest rates hindered the
growth of renewables, as these are usually financed with
significant levels of debt, with major offshore wind projects
scrapped across several regions. However, the International
Energy Agency’s (IEAs) updated Net Zero Emissions (NZE) by
2050 Scenario® depicted economies transitioning away from
all fossil fuels faster than previously expected, to remain
aligned with 1.5°C.

J‘T"l Will Farrell

[\t Theme: Climate Change
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Raising the bar

Encouragingly, in the run up to COP28, policymakers started
to raise the bar on climate action, with a methane charge on
oil and gas producers in the US, carbon border adjustment
mechanisms planned for the EU and the UK, and rekindled
China and US relations signalling greater international
collaboration on climate change. In tandem, the Science
Based Targets initiative (SBTi) continued to publish sector
pathways, providing glide paths for companies in hard-to-
abate sectors. The challenge for companies is to develop
transition plans setting out decarbonisation strategies in line
with these pathways.

Investor engagement on climate change remains vital to help
steward companies through the major transformation
required to adequately manage climate risks. Phase two of
CA100+ recognises this with an updated Net Zero Company
Benchmark, to drive greater company ambition, plus new
sector and thematic engagements. This new phase should
support more intensive engagement on companies’
decarbonisation strategies, capital allocation alignment,
climate governance, and emissions performance.

" https://unfccc.int/topics/global-stocktake/about-the-global-stocktake/why-the-global-stocktake-is-important-for-climate-action-this-decade
2 https://unfccc.int/news/implementation-must-accelerate-to-increase-ambition-across-all-fronts-taking-an-all-of-society
3 https://www.theguardian.com/environment/2023/sep/08/un-report-calls-for-phasing-out-of-fossil-fuels-as-paris-climate-goals-being-missed

4 https://www.nasa.gov/news-release/nasa-announces-summer-2023-hottest-on-record/#: ~:text=The%20summer%200f%202023%20was, (G1SS)%20in%20New%20York.

> Net Zero Roadmap: A Global Pathway to Keep the 1.5 °C Goal in Reach — Analysis — [EA
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Progress of environmental objectives for selected CA100+ companies engaged by EOS, 2023

Company Name EOS Sector Participation 0 1 2 3 4
Air Liquide Chemicals Co-lead

Dow Chemicals Co-lead

LyondellBasell Industries Chemicals Co-lead

Lockheed Martin Industrials Co-lead

Exxon Mobil Oil & Gas Support

Shell Oil & Gas Support

Suncor Energy Oil & Gas Support

Glencore Mining & Materials Support

thyssenkrupp Mining & Materials Support

Hon Hai Precision Industry Tech Hardware & Equip  Co-lead

Caterpillar Transportation Support

Bayerische Motoren Werke (BMW) Transportation Co-lead :gﬁg:gg‘:‘ff ig?:cgt‘fvc’les with progress
Mercedes-Benz Group Transportation Co-lead

Volkswagen Transportation Co-lead

Power Assets Holdings Utilities Co-lead

Source: EOS data

EOS will continue to play an active and important role within
this global initiative, which has over 700 signatories,
representing over US$68tn in assets under management.
Since the initiative’s inception, we have advised on high-level
governance and engagement strategy, as well as leading or
supporting a significant portion of company engagement
dialogues. In 2023, we acted as lead or co-lead engager for
21 companies, while supporting on more than 30.

Investor engagement on climate change
remains vital to help steward companies
through the major transformation required
to adequately manage climate risks.

In October 2023, the CA100+ Net Zero Benchmark® tracked
further progress with 77% of focus companies committed to net
zero by 2050 across at least Scope 1 and 2 emissions. Also, 87%
of focus companies had set medium-term emissions reduction
targets, up from 81% last year. We expect to see more progress
on target-setting as companies respond to the SBTi sector
guidance. For example, following the publication of the SBTi
cement pathway, Holcim and Heidelberg Materials published
1.5°C-aligned targets.

Some 93% of companies have now disclosed that there is
board oversight of climate change, and 91% have aligned their
climate disclosures with the TCFD recommendations. However,
companies need to translate their climate ambition, risk
management, and governance into credible decarbonisation
strategies. Some 41% of focus companies have yet to disclose
the decarbonisation actions they are taking to achieve their
targets. And only 2% have already phased out, or are
committed to phasing out, capital expenditure in unabated
carbon-intensive assets.

¢ https://www.climateaction100.org/net-zero-company-benchmark/findings/

Where companies have articulated transition plans, policy
support is increasingly cited as needful, but only 31% of
companies have committed to aligning their lobbying
activities with the ambition of the Paris Agreement. This
inconsistent messaging from companies can reduce policy
action by legislators, dislocating decarbonisation incentives
and stalling progress.

As the scale of the economic transformation required to
achieve the goals of the Paris Agreement becomes increasingly
apparent, companies run the risk of undermining their social
licence to operate if they fail to act. Continued delay increases
the risk of a disorderly transition, with negative social and
economic consequences, particularly for those workers
stranded in old economy industries.

To avoid this, companies should retrain and upskill workers for
the low carbon economy, to ensure a just transition and buy in
from communities where the company is a major employer. In
phase two of CA100+, this will be an increasingly important
benchmark pillar and we will engage with companies to
develop just transition plans in line with best practices.

Only

0 of focus companies have just
3 A) transition plans developed in

consultation with key stakeholders.

Source: CA100+ Net Zero Benchmark Key Findings
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Challenging companies on climate action

In 2023, we continued to push for progress where companies
lagged best practice, while also encouraging efforts where
progress had been made. For example, we welcomed the
reduction in carbon emissions at Stellantis in line with its
commitments, and the development of a plan for transitioning
to zero-carbon vehicles.’

In March, we led the CA100+ in-person meeting with
ConocoPhillips, scrutinising the scenario analysis
underpinning its capital allocation decisions. The company
argued that it uses four scenarios, all of which are consistent
with 1.5°C, but did not plan to adopt the IEAs NZE by 2050
Scenario. We asked the company to disclose the differences
in assumptions between its internal scenarios and the NZE
scenario. Since March, ConocoPhillips has explained that its
internal scenarios assume an earlier use of direct air capture,
nature-based offsets, and carbon capture and sequestration
technologies. The credibility of these assumptions will be a
focus of ongoing engagement.

Early in the year, we challenged Repsol on the inclusion of
Scope 4 "avoided” emissions in its carbon intensity indicator.
The company acted on this feedback, providing the relevant
disclosure at its ESG day later in the year. We welcomed this,
but continued to push on the ambition of its 2020 Scopes 1-3
emissions reduction target, given that this was almost
achieved in 2022.

Voting season focus

After a busy year of say-on-climate votes in 2022, we continued
with intensive engagement in 2023 to inform the analysis
distributed to CA100+ signatories and our vote
recommendations to clients. However, as part of a wider market
trend, some companies chose not to put their climate
strategies to the vote this year. This was especially the case for
oil and gas companies, which many investors suspected of
stalling on climate strategy development.

7 https://www.stellantis.com/en/responsibility/carbon-net-zero-strategy

In some cases, our engagement identified significant
improvement to the climate strategies at laggard companies,
and we recommended support for directors, while encouraging
further progress to meet our minimum thresholds. For example,
at ConocoPhillips we reinitiated support for the re-election of
the public policy and sustainability committee chair as a result
of the company joining the Oil and Gas Methane Partnership
2.0, and increasing the scope and ambition of its Scopes 1 and
2 emissions reduction targets.

At the 2022 AGM of building materials supplier CRH, we had
recommended opposing the re-election of the audit
committee chair, the ratification of the auditor, and the
acceptance of the financial statements and statutory reports.
This was due to uncertainty about how material climate risks
were being considered in the accounts, and what a 1.5°C
pathway might mean for its financial position. However, this
year we were able to recommend support for the audit
committee chair and auditor, in recognition of the company’s
willingness to improve its disclosures and alignment, and its
response to engagement on the topic.

Planning to meet ambition

The value of strong emissions reduction targets will only be
realised if company strategies can effectively transform
businesses into something fit for the future. Increased scrutiny
of decarbonisation strategies during collaborative
engagements was therefore a key trend for 2023. This included
encouraging the CA100+ focus companies’ own value chain
engagements, such as at Hon Hai, which has kicked off a
supplier engagement programme to encourage progress on
Scope 3 emissions reduction. In April 2023, EOS was invited to
visit the Hon Hai production campus in Zhengzhou. As a
CA100+ engagement lead, the visit provided us with significant
insights into Hon Hai’s net-zero commitment versus the on-site
implementation, including via an exclusive presentation of the
company’s decarbonisation strategy.

For many focus companies, decarbonisation will not be linear
and no single technology offers a complete solution. For
example, the chemicals sector requires myriad solutions to
decarbonise hundreds of different products, many of which
remain nascent. This means that investors and their
representatives must employ a holistic lens when engaging
with companies, as the desired outcome may not be
immediately obvious.

We have emphasised the importance of well-articulated and
comprehensive transition plans across the chemicals sector.
These go beyond serving investors assessing alignment with
the Paris Agreement, because developing a comprehensive
transition plan requires companies to confront abatement
challenges and develop business models that capture the
system transformation expected.

At Posco, we have asked for greater clarity over timelines for
the company’s implementation of hydrogen-powered
steelmaking and how this is expected to transition the hard-to-
abate sector. Continuing our co-lead role for Air Liquide, we are
encouraging the company to provide a comprehensive and


https://www.stellantis.com/en/responsibility/carbon-net-zero-strategy
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Volkswagen

Our engagement with Volkswagen has focused
strongly on climate lobbying since the start of 2019.
We have asked the German automotive company to
align with the Institutional Investors Group on
Climate Change investor expectations on climate
change-related corporate lobbying® and the new
Global Standard on Responsible Climate Lobbying.’

In our view, progress at the company has been slow.
In 2022, we made a supporting statement for a
shareholder resolution filed by seven European
investors, urging the company to explain how its
lobbying activities helped to address climate risks.
We stated that since the start of our engagement
with Volkswagen, nearly half of the European
companies in scope for the Climate Action 100+
initiative had published at least one climate lobbying
review, and the majority had committed to repeating
this disclosure annually.

This shareholder proposal was rejected by the company,
resubmitted in 2023, and again rejected. In February, we
met with VW's public affairs department, which

coherent transition roadmap for the business, indicating
implementation timelines for each green technology identified
and how these will complement one another.

The public policy challenge

In many sectors, companies are markedly reliant on the policy
environment to guide how decarbonisation will look in different
regions. For example, transitioning gas utility companies could
opt for decarbonisation strategies based on district heating,
electrification via heat pumps, or hydrogen heating. Companies
are understandably unwilling to commit significant capital
expenditure to one solution over another where policy has yet
to guide investment. In these cases, we are asking companies
to outline a roadmap for decision-making on technology, so
that delayed policy guidance does not perpetuate planning for
business-as-usual.

8 https://www.iigcc.org/resource/investor-expectations-on-corporate-lobbying/
? https://climate-lobbying.com/

confirmed that the company was planning to publish a
report before the 2023 AGM. However, in the run up to the
meeting we did not see any detailed drafts or a public
commitment to publish the report.

For this reason, as well as our concerns about the
misalignment between the short- and medium-term
emissions reduction targets and a 1.5°C trajectory, EOS
recommended a vote against the discharge of the
management board ahead of the AGM. Following our
clients’ effective voting deadline and only days before the
annual meeting in May, Volkswagen published its first
Association Climate Review 2023. We welcomed this as a
step in the right direction following four years of
engagement on this issue.

Lisa Lange
Sector lead: Transportation

It is important for companies to develop strategies to reduce
their emissions footprint, but we recognise that public policy
and technology development will play a crucial supporting role.
Companies must assess and disclose the financial
consequences of the risks and opportunities that arise from
their own climate-related actions and the systemic economic
impacts of the energy transition and climate change. We are
therefore increasingly scrutinising and engaging companies to
ensure that their lobbying of policymakers helps rather than
hinders the development of responsible climate policy.

At Repsol, Centrica, LyondellBasell and Danone, where we co-
lead CA100+ engagements, we were pleased to see these
companies working to improve transparency and the Paris
Agreement alignment of their lobbying activities — for example,
by reviewing the Global Standard on Responsible Climate
Lobbying. We closely monitor company performance on this
indicator in the Net Zero Benchmark.
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Q&A: Natural Resource Stewardship

Theme co-lead:
Natural Resource Stewardship

Theme co-lead:
Natural Resource Stewardship

Throughout 2023, worrying reports of deforestation,

water pollution and soil depletion continued to
dominate news headlines, ensuring that preservation
of biodiversity and the natural world remained high
on the investor agenda. There is a growing
recognition of the financial risks associated with
companies’ impacts and dependencies on nature and
the ecosystem services it provides. These services
include pollination, water quality management and
fertile soils, all vital for life to thrive.

We responded to this challenge by engaging with
companies in the sectors with the biggest exposures,
such as food and beverage producers, encouraging
them to develop strategies to avoid and mitigate
their most material impacts on nature, whilst aiming
for an overall net-positive impact.

Q. How did we engage on deforestation in 2023?
Can you give some examples of successful
engagements?

A. We deepened our engagements on deforestation
with food and beverage companies, commodity traders
and fast fashion companies. Companies in these sectors
source or produce soy, coffee, beef and leather, rubber,
and pulp and paper — commodities commonly linked to
deforestation, particularly in the Amazon rainforest.

We expect companies to commit to deforestation-free
and conversion-free production and sourcing by 2025. The
commitment should cover all commodities, regions and
suppliers, including indirect suppliers. We encourage a
commitment to achieving full traceability of commodities
across all tiers of the supply chain, to demonstrate that the
company’s value chain is deforestation and conversion-
free. There should also be an explicit commitment to
respect human rights. Companies should focus on the
implementation of this commitment by articulating a clear
strategy for how their operations and supply chain will
become deforestation and conversion-free. This includes
setting clear expectations for suppliers and creating

mechanisms to enforce them. Ongoing due diligence and
monitoring of suppliers and operations will be critical for
effective implementation. Equally, ongoing collaboration
will be necessary to tackle this complex issue.

We have seen progress from General Mills, following
our engagements on deforestation in 2022 and 2023.
We encouraged the company to set a commitment for
its supply chain to be deforestation-free by 2025. It had
previously shown some resistance to this, but in our
most recent engagement in Q3 2023, its chief
sustainability officer agreed to consider setting a
deforestation-free target by 2025.

We also continued to engage on deforestation through
the Finance Sector Deforestation Action (FSDA)
collaborative initiative. Following the letters on
deforestation that we sent to the target companies as
part of the FSDA group, we had good engagements with
numerous companies on the FSDA list. This included
Adidas, a German sportswear apparel company, Yum!
Brands, a US restaurant chain, Cargill, a global soft
commodities trader, Bunge, a US agribusiness and food
company, and Archer-Daniels Midland, a food processing
and commodities trading company.

For example, we met with the chief sustainability officer
of Yum! Brands on multiple occasions as part of our
direct engagement, and with the FSDA collaborative
engagement, and asked the company to increase
commodity traceability in its supply chain. It underlined
the challenge of tracing the soy in its cattle feed back to
its origin. We shared some deforestation tools that the
company could use to help improve traceability, which it
agreed to consider.

We also engaged with Brazilian meat supplier JBS for a
second time through the collaborative FSDA
engagement to discuss enhancements to its
deforestation due diligence process. Although the

"We have seen proéress from
General Mills, following our
engagements on deforestation
in 2022 and 2023.
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company has a commitment to achieve 100% traceability
of its supply chain by 2025, we raised our concern about
a recent controversy related to the purchase of cattle by
JBS from a rancher involved in deforestation. We
challenged the company on the lessons learned and how
it could prevent this from happening again. The head of
sustainability said that the due diligence process that
feeds into the purchasing system had been enhanced to
include a reputational assessment of the supplier, its
subsidiaries and related companies, the individuals that
control them, and their family members. We asked the
company to confirm if its data on supplier due diligence
was independently verified.

Our vote policy has included a deforestation dimension
for several years, targeting those companies and financial
institutions that are lagging on deforestation disclosure
and risk management. In 2023, we recommended voting
against the election of directors at food companies such
as WH Group and Toyo Suisan Kaisha, and at financial
institutions such as Charles Schwab and AIG due to
deforestation concerns.

Q. We also increased our engagement focus on
pesticides and regenerative agriculture. What did we
ask companies to do in this area?

A. We're seeing more companies turn towards
regenerative agriculture as a way to limit their contribution
to land use change and pollu