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The purpose of the ree® (responsible engagement overlay)” service is to engage with companies held in
portfalios with a view to promating the adopticn of better environmental, social and governance (ESG)
practices. The reo® approach focuses on enhancing tong-term investment performance by making
companies more commercially successful through safer, cleanes, and more accountable operations that
are better positioned to deal with ESG risks and opportunities. Through a combination of constructive
dialogue and active share voting, reo® works to drive behavioural change with companies, and records
successful ouicomes as ‘milestones’ - changes in corporate policies or behaviour foliowing intervention.

Companies engaged this quarter

Companies engaged 200 Milestones achieved by issue
Milestanes achieved 49 Environmental Standards [
Countries covered 20 Business Conduct [EEEEF

Hurnan Rights Rl
Labour Standards [
pubfic Health B
Corporate Governance R
Climate ¢hange B

Companies engaged by country Companies engaged by issue ™

& Uinited Kingdom 35 E Fnvironmental Standérds 18

B Continental Europe 41 B Business Conduct 106

4 Morth America 74 Human Rights 2

1 Asia (ex Japan) i# Labour Standards 14

* Japan 44 i Public Health 29

B Other B Corporate Governance 74

i dimate Change 20
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* reo” is curently applied 1o £144,2bn ($195billion / £152.3billion) of assets as at 31st December 2017. ** Cempanies may have been engaged on more than one issue, *** This report has been
compiled using data supplied by a third-party electronic voting platform pravider. The statistics exclude ballots with zera shares and re-reqistration meetings. Meetings/ballots/proposats are nat
considered voted if: ballots have been rejected by voling intermediardes {e.g. where necessary documentation (such as Pawers of Altorney, beneficial awner confirmatien, etc.} was not in place);
instructed as “Da nal vole” {e.q. in share-blocking markets); or left uninstructed. This document is for professional advisors only and should not be dreulated to other investars. Past performance
should not be seen as ar indication of future performance. Stock markel and currency moverments mean the valtee of, aad inceme from, lvestraents in the fund are rot quaranteed, They can go
down as well as up and ¥|0U may not get bacE the amouat you invest. © 2015 BMO Global Asset Management. Af rights reserved. BMO Global Asset Management is & trading name of F&C
Management Limited, which s authosised and regufated by the Financiat Condudt Autherity.
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Views and opinions have been arrived at by BMO Global Asset Management
and should not be considered to be a recommendation or solicitation to buy or
seli any companies that may be mentioned.

The information, opinions, estimates or forecasts contained in this documeant
were oblained from sources reasonably believed to be reliable and are subject to
change at any time.

Summary

« Demand growth in the textite sector has led to increasing stress on natural
resources used in textile production.

»  Apparel companies are under pressure o drive innovation in their
manufacturing processes and life-cycle management to mitigate the risk of
raw material shortages and rising sourcing and production costs.

+ [n 2017 we reached out to 19 companies in the sector including fast fashion,
luxury and outdoor and sportswear companies to discuss their approaches
to managing this risk.

« Companies are aware that they cannot ignore this issue and are starting o
implement initiatives in this area, however most initiatives are still working
on a pilot scheme basis,

Background

The apparel industry is well known for its linear economic model i.e. make, use
and dispose. A circular economy model is an alternative to this whereby
attempts are made to keep resources in circulation for as long as possible and
yield the maximum value out of each resource. The creation of long lasting
garments with recyclable qualities, and having the supporting manufacturing
systems in place is key to implementing a successful circular economy model.

Extensive research has shown that natural resources used in textile production
such as land and water are coming under increasing stress. According to the
Pulse of The Fashion Industry Report written by the Boston Consutting Group
(BCG) and the Global Fashion Agenda (GFA), appare! and footwear
consumption will rise from 62 million fons in 2015 to 102 million tons in 2030.
The report predicts a 50% increase in water consumption, 63% increase in
energy emissions and 63% increase in waste creation from the apparel sector
between 2015 and 2030.



With the continued growth in consumption and demand for
products it is likely that textile manufacturers will face
increasing raw material shortages and rising sourcing and
production costs. These stresses will require innovation in
manufacturing processes and life-cycle management. The
implementation of a comprehensive circuiar economy
business model will allow brands to maximise the use of raw
materials and natural resources in the manufacturing
processes; and importantly, reduce their reliance on naw
raw materials,

Key raw materials for the sector inciude cotton, which
according to the World Resources Institute (WRI) is the rost
widely used material in the sector accounting for 33% of all
fibres used. Leatner is widely used in the luxury and
footwear segments of the sector, and polyester is used in
the outdoor-wear and sportswear industries. Rubber is also
an important raw material for the footwear industry. All these
have different environmental impacts and consequently
create challenges that brands need {o consider.

Resource requirements and reuse challenges for raw
materials and manufacturing

Cotton « Around 3% of water used in agriculture is for

growing cotton

= Cotton accounts for around 48% of textile
production

« 1kg of cotton requires 20,000 litres of water;
this makes roughly one t-shirt and a pair of
jeans

s Cotton does not retain its guatity well when
recycled tharefore it is currently not possible to
create products from 100% recycied cotton?

Leather + The leather industry is cne of the fop 10 most
toxic poliuters

« In China the leather industry is one of the top
20 wastewater dischargers

« 400 tanneries are within the Ganges river basin
in India, and the industry is one of the most
pofluting with around two thirds of the
wastewater not being treated before returning
to the river

« Cattle farming is a key driver of deforestation

+ Leather can be recycled into lower quality
teather however it is difficult for leather to retain
its quality during the recycling process?

Polyester Five times more energy inlensiva to produce

than cotton

« Made from petroleum which has a negative
environmentat impact during the extraction
process

« Has along useful life - retains quality when
recycled and can be recycled a number of
fimes

PVWE
2 China Water Risk, WWF, COP
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Rubber s 90% of rubber comes from India, Vietnam,
Southern China and Indonesia in some of the
most biodiverse forest habitats, home o many
endangered species

»  Growing demand for rubber drives
deforestation to serve production of this crop.

= Rubber can be produced without clearing
natural forests, a process that shouid be
encouraged

» Rubber is a recyclable material®

Garment +« Water heavily used in production process e.g.
manufact- during fabric dyeing

uring « Water pollution from garment manufacturing
comprises 20% of industrial water poliution
« Five trillion litres of water used in fabric dyeing
ayeart

Innovative solutions for apparel companies exist, and there
are new technologies and businesses emerging to support
apparel companies on their journeys to implementing a
circular economy business model. For example, Lenzing is
an Austrian, man-made fibre producer that is working on a
range of “specialty fibres”, such as Refibra, which is made
out of cotton scraps from factories. In addition, Dyecoo has
developed and supplied water and chemical free textile
dyeing systems to garment manufacturers.

Engagement action

Following research on the challenges associated with key
raw materials, we locked to understand what sustainable
and innovative materials and processes are heing
developed. This allowed us to identify a best-practice
framework for a circular economy:

Risk management
+ Mapping emerging natural resource scarcity in
manufacturing processes and the supply chain.

o Raw material scarcity mapping is an important risk
assessment for apparel companies in addition to
conventional cost mapping exercises.

o Risk mapping is key for companies fo have a clear
understanding of long-term risks and cost impacts,
which in turn can incentivise the development of
circular economy solutions.

Design phase

+ Re-designing garments to increase their potential for
recyclability, such as creating garmenis from single
materials as these are easier to recycle than garments
made from a mix of materials and/or focusing on the
research, development and innovation of fabrics.

2 IWWF
AWRI
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\\



s«  Ensuring mindmal fabric waste at factories

Post sales

+ Take-back schemes that re-use and recycle material
from garments that have been brought back, into new
products.

+« Repair services aimed at extending the useful life of
garments whilst giving brands the image of quality and
durability.

We reached out to 19 apparel companies requesting a
dialogue on their approach to developing circular economy
models that use the best practice elements we had
identified.

Findings
Of the 19 companies, we had discussions with 12, written
responses from two companies and no response from the

remaining five. We classified responsive companies as
either front-runners, followers or laggards.

Seven of the 14 companies that responded were classified
as front-runners. These companies are already actively
working on circular economy initiatives such as pilot
schemes using recycled materials {o make garments,
launching sustainable clothing fines, small scale recycling of
wasfe at manufacturing sites, and research projects. Many
companies have also launched or are piloting garment
takeback schemes where consumers can bring old and
unwanted garments back to the store and these are either
re-sold, donated to charity, recycled or disposed of.
Nevertheless, these companies are not iret in a position to
clearly map-out the scalahility of these inifiatives. We have
specifically chosen to classify these companies as “front-
runners” and not “leaders”, as despite being the most
advanced of the companies we engaged with in developing
circutar economy strategies, they still have a long way o go
in implementing comprehensive circular business modals
that would reduce their reliance on natural resources and
increase control of volatile raw material prices.

Although the “front runners” showed an understanding of the
need to implement circular economy models, we have seen
little indication as to the eventual objectives and scope of
their efforts to inject circular models into their overall
business. Our engagement found that the main driver for
companies to implement circular modets is due to the
customer demand for more sustainabie products. Our
conversations further revealed that many companies are
aware of increasing raw material scarcity but have not
developed a risk-assessment for sustainable, long-term
material sourcing. Only three of the companies we engaged
with have implemented leading risk management practices,
including identification of key raw materials, development of
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a sustainable sourcing policy for these, targets and
implementation programmes on sustainabile sourcing.

As a result, we found that companies were satisfied with
small projects such as a sustainable fashion line, as
opposed to working on scalable projects to convert business
models from & iinear one to a circular one.

Three of the companies that responded were classified as
“followers”. These companies have started to work on
circular economy initiatives but these are still in an early
design phase.

And lastly we classified four of the companies that
responded as laggards. These companies are either
unwiliing to engage on the topic and/or do not show any
evidence on working on this through their disclosures.

Case Study Hennes and Mauniz

Background

The Swedssh cloth:ng brand IS conSIdered an lndusi;y {
leader foz' implementlng sustainable busaness practlces S
and pamcularly for |mplementmg a c:lrcular economy

busmess model.” ' EREIRRE SR

The company has a take- back system whereby

consumers have the opponunity to dispose of thelr old -
garments from any brand. ‘Whilst the garments that are :
still in a good condition are either donated to charity or re- -
sold as vintage preducts, other garments are turned into '
scraps to be used in the manufacturing process, or used
for fibre to fibre recycling. We were, however, - :
disappointed io discover that a small percentage of these :
clothes along with some unsold garments are incinerated. -
We encouraged the company to work on initiatives in '
order to reduce this, such as designing clothing with a_
higher recyclable life to make better use of the fibres in
unsold garments as well as those brought back through
take-back schemes.

Despite its robust commitment on sustainability issues,

the company, like most of its peers, has a long way to go
fo implement circular economy processes that would
reduce its own supply chain waste, capitalise on its own
waste to produce garments from recycled materials, and
innovate ifs products to scale up the use of recycled
content.

{ Continued f



Conclusion and next steps

The textile sector shows a range of appreaches to
implementing circular economy business models. The
majority of companies have started to work on and trial
circutar economy opportunities, however the scalability of
these initiatives is still unclear, In addition, it became clear
during our engagement that companies have not fully
considered and understood the rate at which their businesses
could begin to be affected by increasing scarcity and price
volatility of raw materials, as well as scarcity of natural
resources used in the manufacturing process. Developing
enhanced risk mapping will be key for the industry to wake up
to this eventual challenge, however the company approaches
we have seen to date still fall short in making significant
headway in this area.

Circular economy in the appare! industry is a concept being
widely spoken about. Investor engagement on this issue is
slowly ramping up. In addition, there are a number of
organisations addressing circularity questions, including the
Sustainable Apparel Coalition, Wrap, Circular Fashion, The
Ellen McArithur Foundation, and it was a big topic on the
agenda for the Copanhagen Fashion Summit in 2017. More
needs to be done, however, to build momentum and
encourage apparel companies to develop effective risk
mapping tools in order to inform circular business models.

How BMO Global Asset Management can help you

BMO Giobal Asset Management incorporates material ESG
issues into its investment processes across asset classes.
We also offer our Responsible Funds range, which invests in
companias operating sustainably and excludes those not
meeting our ethical and ESG criteria, and our reo®
engagement service, through which we provide engagement
and voting services cavering global eguities and credit.

Caontact us to find out more.

Sustainable Investment Awards

Best Ethicat Investment Fund Best Sustainable investment

Management Group 2016 Fund Management Group 2016
INVESTMENT INVESTMENT

SUSTAINABLE INVESTMENT SUSTAINABLE ENVESTMENT

AWARDS 2016 AWARDS 2016

WINNER WINNER

fast Elhicdl inveslmenl Besl Sustdinghla investmenl

fund Hanagenten! Group fund Managamani Group

rec®is a registered trademark of F&C Asset Management
pic.

Past performance should not be seen as an indication of
future performance. The value of investments and income
derived from them can go down as well as up as a result of
market or currency movements and investors may not get
back the original amount invested.

The screening out of sectors or companies on ethical
grounds may mean a fund is more sensitive to price swings
than an equivalent unscreened fund.

@ 2018 BMO Clobal Asset Management. Al rights reserved. BMO Glchat Asset Management is a trading name of F&C Management Limited, which is authorised and
regulated in the United Kingdom by the Financial Conduct Authority. CM15689 (02/18), UK, AT, BE, CH, DK, F§, FR, BE, IE, IT, LU, NL, NO, PT, ES, SE. FRN:119230.
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Summary

The General Data Protection Regutation (GDPR) comes into effect on

25 May 2018 with the aim of strengthening cybersecurity, increasing privacy
for EU citizens and unifying data legisiation from across the European
Union. It replaces the Data Protection Directive (1995). Unlike its
predecessor, it has extra territorial reach, which effectively makes it the first
global data law.

Since that time there have been vast technological advances impacting alt
parts of our lives, affecting the way that personal data is collected,
processed and stored. In parallel, modern day businesses have never been
more reliant on using data in all aspects of what they do.

Within this context, GDPR aims to enshrine EU citizens' right to privacy by
giving them back controf of who holds their personal data, how it is used and
how well it is protected. This is alongside a backdrop of escalating threats of
cyber-attacks, as personal information is valuable for criminais.

Although GDPR will benefit companies through streamlining the data
regutatory landscape, we foresee it capturing a broader range of global
companies than present, increasing the cost of compliance and reguiring
widespread governance and cultural reform to ensure that data protection
and privacy is a priority. Few businesses are fully prepared, but we think
that an initiat period of grace from regulators will reduce compliance risk.

‘Global Asset Management { continued



Background

Over the past two decades there has been a dramatic gear-
change in how society uses technology, with your average
business now more reliant on the precessing of data than
ever before. This applias to not only how their business
operates, but for some of today's most highly valued
companies it sits at the core of their product offering.
Meanwhile, consumers in both developed and emerging
markets are integrating digital services into their lives at an
unprecedented rafe, with the resuiting data being both
personal and increasingly valuable in nature,

Somewhat inevitably this has led to a similar increase in
cybercrime, as hackers look to take advantage of personal
information being inadvertently accessible through company
systems being put online without the required security
provisions ta keep them out. In addition to this, with
companies so reliant upon technology for their day-to-day
operations, there are increased disruption risks as criminals
look to profit by holding companies for ransom. Finally, the
use of hacking by nation states means that those companies
that can be considered as part of a country’s critical
infrastructure or of strategic importance, such as utilities,
banks and telecommunications being at particular risk.

overlapping data protection rules that currently exist within
individual member states, as well as introducing a “one stop
shop” principle where companies can work with one local
data authority, with the understanding that any agreements
will passport to all others. Given its expanded territorial
reach {detailed below), it will also offer a more balanced
treatment between EU and non-EU companies on how they

handle personat data.

“These new pan-European rules are good for citizens
and good for businesses. Citizens and businesses will
profit from clear rules that are fit for the digital age,
that give strong protection and at the same time
create opportunities and encourage innovation in a
European Digital Single Market”

Véra Jourova, Commissioner for Justice, Consumers and
Gender Equality

“Cybersecurity risks are growing, both in their
prevalence and in their disruptive potential. Attacks
against businesses have almost doubled in five years,
and incidents that would once have been considered
extraordinary are becoming more and more
commonplace.”

The Global Risks Report 2018, World Economic Forum

Within this context, the European Union has updated its
rutes on data protection that were first introduced in 1995,
Originally this process focused on locking to enshrine the
right to privacy as a universal human right for its citizens;
however during the drafting process this remit was
broadened to also include the security of data as the threat
tevel increased over that ime,

Although the new data rules are much more far reaching
and demanding than those that came before them, the EU
has put forward GDPR as more beneficial to business than
burdensome. This is primarily due to it streamiining the
compliance process by putting an end to the patchwork of
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That being said, despite these advantages there are still
substantiaf challenges for companies to comply with GDPR.
In this viewpoint we wili examine what is new under this
legislation and what the implications will be for companies.

How is GDPR different from existing data regulation?

s Potentially applies to all companies globally: Unlike
the rather ambiguous regulation that went before it, the
scope of GDPR is not defined by where companies that
use personal data are located, but rather where their
current or potential customers are based. The new
regulation will apply to any company that handles
personal data of a European Union citizen, irrespective
of whether this activity takes place inside the EU,
making it the first global data protection law,

s  Widens the definition of personal data: Whilst the
definition of personal data is pretty broad under existing
data laws, it will be further extended under GDPR to
include any data that can be used to identify an
individual. This includes information that might seem
Guite generic or mundane in isolation, but could become
unique and personal when viewed in combination. New
types of information will include the geographicai,
physiclogical, genstic, economic, cultural or social
identity of someone. In addition to this, under certain

\ Continued /



circumstances, personal data now includes online
identifiers such as IP addresses and mobile device 1Ds.

More significant penalties: The most severe breach of
GDPR, such as having insufficient consent to process
customer data or a data leak resulting from inadequate
security provisions, can be fined by up to 4% of annual
global turnover or €20 million {whichever is higher). This
is substantially higher than what is possible under
current legislation, i.e. £500,000 in the LK ar €900,000
in the Netherlands. Overall, there is a tiered approach
for finas, with a fine of up to 2% of annual global
revenue possible for minor breaches stich as not having
records in order or not notifying a data subject about a
breach.

Gives less control to companies and more rights to
data subjects: Unlike the current consent regime for
companies to use customers’ personal data (which is
implicit and opt-out in nature), individual customers will
need to explicitly opt-in for how their data will be used
going forward. Companies will no longer be able o use
long illegible terms and conditions full of legalese to
attain consent. In addition it introduces the right to be
forgotten, for data subjects to see what data is held on
them in an easy and free manner, alongside an overall
restriction on using personal data for anything other
than what it is originally collected for,

Mandates the appointment of a Data Protection
Officer (DPO): Companies that sither systematically
"monitor data subjects on a large seale” or "process on
a large scale specific categories of data” will have to
appoint a DPC. The DPO must have expert knowledge
of data protection [aws, must report to the highest level
of management and can either be a staff member or
outsourced to an external service provider.

introduces a common data breach notification
requirement: Companies can no longer hide data
breaches and inform customers or the market when
they are ready to do so, but rather will be required to
notiy both supervisory bodies and the individual who is
the subject of the data within 72 hours of any breach
that is likely to 'result in a risk for the rights and
freedoms of individuals'. This is more spacifically
defined as where a breach could {rather than has) lead
to, amongst other things, an individual being subject to
discrimination, identify theft or fraud, financial loss or
reputational damage.
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+ Extends liability beyond companies to third-party
providers: Under current regulations the responsibility
for keeping data safe and private sits with the “data
controller”, which is the company that wishes to use the
data somehow and decides how it is processed. By
comparison, “data processors” are those that actually
process the data on behalf of the company, such as
third-party software vendors or a cloud-computing
provider. Responsibility for data protection currently sits
wholly with these “data controllers”, but under GDPR
this liability will also be extended to all third-party
organisations that touch personal data.

«  Allows any European data authority to take action:
By means of exampie, Ireland is currently popular with
US corporations as a residence for their data controllers
because it has a relatively lenient local data protection
authority, but under GDPR any European authority can
take action against an organisation. The bensfit for
companies is that they will have to deal with only cne
supervisory body as compliancefagreements with them
passports to ali others, but at the same time there is a
stronger enforcement regime, as data subjects in any
member state can approach their locally based
regulator with any concerns.

¢ Requires companies to be pro-active and
intentional on data protection: The new legislation
will mandate the principle of ‘privacy by design’, which
requires that data protection be an integrated part of
how systems are designed, rather than an additional
feature or afterthought. Before projects are even
started, companies will also be required to conduct a
privacy impact assessment (PIA}, which sets out what
data peints will be collected, how it is maintained, how it
will be protected and how this data will be shared. The
DPO will be responsible for ensuring that the PlA is
complied with throughout the build and use of such
systems.

What are the consequences for companies?

With modern day businesses having never been more
reliant on processing personal data, few will escape the
implications of GDPR reguirements. We think that the main
consequences of this new data legislation can be
summarised into three different areas:

«  Wider scope of data compliance

At present those companies who are based outside of the
EU and process data of its citizens in their home territory are
not required to comply with EU data protection laws. GDPR

{ continued



extends its qualifying criteria to also include not just how
data is processed, but who the data concerns, meaning that
a wide variety of companies based outside the EU will now
be subject to this new standard that is much more stringent
than what is seen in some other regions. For example, a
Chinese flower delivery company allowing EU citizens to
make orders for fulfilment onty in China is currently not in
scope, but under GDPR it will be.

Scope has also been increased to include a wider range of
data uses through either direct reference, such as profiling
through big data algorithms, or throtigh the broadening of
the definition of personal data to include location data or
online identifiers. Any business that is reliant upon profiling
its customers will now be subject to further procedural
checks, which will reduce the efficiency of these processes.
In addition, individuals will have the right to refuse to be
subject to these processes all together, meaning that
companies need to have a contingency operation in place to
accommeodate these requests.

Finally the new data regulation extends responsibility from
just data controllers (i.e. the company who uses the data for
its business) to those who only process data. Given the
recent move towards ‘cloud computing’ and the out-sourcing
of technology infrastructures provided to third parties, those
companies that provide such services will now be exposed
to high regulatory risk across their client base. In addition,
data controllers will need to ensure that everyone who
interacts their customers' data on their behalf, be that
transferring, storing or processing, handies the data
apprepriately and securely. This introduces the concept of
data supply chain management, which similar to
conventional supply chain management, sets in place due
diligence procedures to ensure that ail those involved are
robust and do not expose them to undue compliance risks.

* Increase in cost of data compliance

The most obvious potential cost from GDPR is the
substantially increased penalties for non-compliance, where
companias can be fined by up to 4% of annual global
turnover or €20 million (whichever is higher). Given GDPR's
extended territorial reach, it is also foreseen that EU data
authorities will be able {o enforce penalties through locai
authorities, including many regions where it already has
history of co-operation.

This was seen when the UK telecommunications company
TalkTalk was fined just £400,600 in 2016 for a poor
cybersecurity controls that allowed the leaking of personal
data on 21,000 customers the year before, being near the
maximum permissible under current UK data laws. By
comparison, this fine could have been up to £72 million
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{4% of its global annual turnover for that year) under GDPR.
The risk here is only made worse by the increased difficulty
in complying with GDPR and the large penalties for not
doing so.

“If & business can't show that good data protection is a
cornerstone of their practices, they're leaving
themselves open {o a fine or other enforcement action
that could damage bank balance or business
reputation.”

Elizabeth Denham, UK Information Commissioner

Alongside this, there is the substantial compliance costs that
will be associated with the new requirements of GDPR. The
systems and procedures that companies use to process
data will need to be upgraded to be able to meet new
requirements, including audit procedures that prove proper
consent or facilitating requests by data subjects to see what
data is held or exercise their right to be forgotten, For those
companies that have not already invested in good data
governance or robust processing procedures, there will be a
substantial amount of capital investment required to catch
up with the standards now expected of them. In addition,
there will be a slowing down of productivity as resource is
allocated to dealing with these requests as part of business-
as-usual processes.

+ Revenue impact on data-reliant products and
services

The other main cost will come in the form of loss of revenue
from existing business practices either being frustrated
through new provisions or prohibited together. For years,
companies have used customer data in an unrestricted way
through obtaining implicit consent from users on an opt-out
basis.

“More than 8 in 10 firms falling under the scope of
GDPR say they'll need to adapt products to comply”

{APP-EY Annual Privacy Governance Report 2017

e o
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Some sectors, such as refail, have become dependent upon
this to curate the online experience of their customers based
on personal data and their purchase history. Under GDPR
individuals will not only have fo opt-in for their data to be
coliected, but also what it can specifically be used for. Given
that consumers are becoming more aware of keeping their
personal data private and protected, the expectation is that
many will not provide the consent needed for retailers to
maximise customer spend under their current established
business practices. By further means of example, a 2017
survey by PageFair discovered that only a very small
proportion {3%) of those asked believed that the average
user would explicitly consent to “web-wide” tracking for the
purposes of advertising (tracking by any party, anywhere on
the web). By comparison, under current legislation this
practice is permissible without consent and widely adopted.

e Culturaligovernance reform on data compliance

An underlying principle of the new [egislation is that
companies should work to create a cuiture of privacy within
their organisations. Like any successful effort {o shape
corporate culture, it needs to be led by those in a position of
authority by ‘setting the tone from the top'. However,
anecdotal evidence has suggested that senior ranks getting
a proper grasp of the issue has proven to be a challenge for
companies, as data privacy and security has historically
been viewed more of an operational issue rather than of
strategic importance for consideration at board level.

“The survey of almost 900 members of the Institute of
Directors... shows that nearly a third of company
directors have not heard of GDPR, while four in 10
don't know if their company will be affected by the new
regulations.”

UK Institute of Directors, October 2017

In addition to this, there is the requirement for certain
companies that are data processing intensive to appoint a
Data Protection Officer {DPO) who must report to the
highest level of management. For those companies that do
not already have governance procedures in place for
considering data privacy and security issues, work will be
needed to fully establish this new role and ensure that it has
the internal authority and correct reporting-ine fo be
effective.

BMO) Global Assct Managemoent

The same is true for having procedures in place for reporting
data breaches, which under GDPR companies wilt need o
do within 72 hours of discovery. Those companies that
already have reporting lines establishing and procedures in
place for doing so wili be at an advantage, such as banks
who go as far as playing ‘cyber war games' to rehearse the
process. However, recent incidents at Equifax and Uber
have demonstrated that in practice some companies prefer
to conduct a fuil investigation that can take several months
before informing those outside the company. Such action
will be impermissible under GDPR, For those companies for
which this is a new concept will have to face a steep
learning curve.

Finally, this cultural shift will need to manifest in GDPR’s
privacy by design principle. In practice, this will require
companies to take such considerations into account early on
within their strategic planning or product development
process rather than as a factor to take into account after the
fact.

Conclusions and next steps

Although GDPR provides an opportunity for giobal
companies to have a simpler and more productive
relationship with data regulators in Europe, in an area that is
increasingly relevant for all businesses, it does pose
challenges. EU lawmakers have established a high
watermark for global data protection regulation, the cost of
which getting to a point of full compliance and ensuring that
they stay there will be substantial. At the same time, for
those companies that embrace the challenge and implement
the requirements effectively, we consider that they will be
more secure, have a better understanding of the cyber-risk
exposure and be able to leverage brand loyalty through
taking customer privacy seriously giving them a competitive
advantage.

Initially, the primary winners of GDPR will be consumers
rather than business, but in the long-run there is an
opportunity that it will incentivise increased transparency
and competition in the market. Those companies that
operate across several different jurisdictions will alsc benefit
for the streamiined compliance process. By fully embracing
such a high standard of practice on data governance,
international companies can be confident that their
compliance will passport to all of their global operations,
thereby avoiding the headache of patchwark regulatory
requirements that are currently in place.

it has been reported that a minority of companies will be
ready for GDPR on 25 May 2018, but similarly data
regulators have said that they will not be conducting a witch-
hunt come “G-day”, but rather giving an initial grace period

{ continued



to accommadate for this. At the same time, given the scale
of change that may be required for those companies that
have not taken data protection seriously up until now, the
time it will take to reform practices and become fully
comphant may extend beyond this grace persod

Top engagement questlons for com pan:es '

- W:ll you be fully GDPR oompilant by 25 Mey _018'?

9 s, there stlll work to do? When wrli thls o
work be completed'? s

GovernanceiOvers:ght B

. How does the Board _manitor data prrvacyl
_ :;_oybersecunty lssues‘? -.: _é:j

. Is there to be suff orent Board experttse on data
i ::rseues to] be ‘able to prov:de effectave overe|ght’?

« " Have yo appomted a Data Protectson Off cer’? Who
do they report to? : Ll

. .Do you have a breach notrfroatton procedure n
: --.:establrshed’? Have you rehearsed it

Productsl()peratlons

::EDo you. foresee any produot Ilnes being advereely
o ;-'affeoted by new restrictions on data use’? : -i o

e Are you able to meet potential demands to report on
data use to customers or delete data aEtogether’?

. _- _Do you have a polrcy of pnvacy by dessgn"

Cybersecurlty B

'W|th|n your Enterprlse Rrsk Management system? '

-: - Have you adopted any industry standards fo_r cyber_ 3
. risk management, i.e. 180 270017 . - '

° Do you stress—test your data securrty systems’?

What due drlrgence do you undertake on thard
processors_l technology vendors? . :

—party data _ :

Given the stakes involved, a key question as far as we are
concerned is how companies, and in particular their boards,
will effectively oversee their GDPR compliance and data
protection procedures. In particular, explicit provisions
regarding the introduction of a DPO role need to be tailored
by each company into its existing management reporting
lines. Other requirements, such as injecting data privacy into
company culture and the 72 hour breach reporting

BMO 220 Global Assot Muanagemont

reguirement, also have immediate corporate governance
implications on its cyber-risk management.

Cyber risk is an important and emerging consideration
across all sectors, with GDPR drawing a clear line in the
sand on what is expected from companies to navigate these
waters. Therefore, we will continue engaging with both
leading and lagging companies to help drive stronger
practices across in this area.

{ continued i



How BMO Global Asset Management can help you

BMO Global Asset Management incorporates material £ESG
issues into its investment processes across asset classes.
We aiso offer our Responsible Funds range, which invests in
companies operating sustainably and excludes those not
meeting our ethical and ESG criteria, and our rec®

i engagement service, through which we provide engagement
- and voting services covering global equities and credit.

Contact us to find out more.

Sustainable Investment Awards

Best Ethical Investment Fund Best Ethical Investment Fund
Management Group 2016 Management Group 2018
INVESTMEN INVESTMENT
SUSTAINABLE INVESEMENT SUSTAINABLE INVESTMENE

AWARDS 2018 AWARDS 2016
WINNER WINNER

Rast Eibke ol Invesimant Genl Einicdl Invesiment
Fund Managansnt Gioup Fund Mahagament Group

reo® is a registerad trademark of F&C Asset Management
pic.

Past performance should not be seen as an indication of
future performance. The value of investments and income
derived from them can go down as well as up as a result of
market or currency movements and investors may not get
back the originat amount invested.

The screening out of sectors or companies on ethical
grounds may mean a fund is more sensitive to price swings
than an equivaient unscreened fund.

© 2018 BMO Global Asset Management. All rights resenved. BMO Globa! Asset Management is a trading name of F&C Management Limited, which is authorised and
regulated in the United Kingdom by the Financial Cenduct Authorlty. CM15763 (03/18). UK, AT, BE, CH, DK, FI, FR, DE, [E, IT, LU, NL, NO, PT, ES, SE. FRN:119230.
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shrepshire County Council reo® Report 1st Quarter 2018

Priority Companies and Your Fund

The table below highlights the cempanies on BM®'s annual priority engagement list with which we have engaged on your
behalf in the past quarter and which you currently hold within your portfolio. Priority companies are selected through a detailed
analysis of client holdings, proprietary ESG risk scores, engagernent history and the BMO Governance and Sustainable
investment team's judgement and expertise. Each priority company has defined engagement objectives set at the beginning of
each year. Engagement activity kevels for priority companies are more intensive than far companies where we engage more
reactively. We provide reporting on our engagement with priority companies in the form of case studies which follows the
1able below. For full fist of priority companies please refer to the Appendix at the end of this report. For full details of our
engagements with companies please refer to the online reo® client portal.
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Rating of a company's ESG risk exposure and risk management compared ta industry peers. Source: MSCI ESG Research inc.




Shropshire County Council reo® Report

1st Quarter 2018

Fngagements and Your Fund: Red rated

The table below highlights the companies with which we have engaged on your behalf in the past quarter and which you
curzently hold within your partfolio. The table is split by ESG risk rating, For full details of eur engagements with cempanies
please refer to the online ree® dient portal.
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shropshire County Coundil reo® Report 1st Quarter 2018

Fngagements and Your Fund: Orange rated

The table below highlights the companies with which we have engaged on your behalf in the past quarter and which you
currently hold within yaur portfolio. The table is split by ESG risk rating. For full details of our engagements with companies
please refer to the online reo® client portal.
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Shropshire County Council reo® Report st Quarter 2018

Engagements and Your Fund: Yellow rated

fhe table below highlights the companies with which we have engaged on your behalf in the past quarter and which you
cinrrently hold within your portfolio. The table is split by ESG risk rating. For full details of our engagements with companies
please refer to the online reo® client portal.

Themes engaged

J 5 B )
: | g £ £ S s £
| S, = o " 5 w8 5
| z ETD 9 & 2 a gz g
! e 2] b4} e A % R u
! T _:'g £ g g'g = 95 a
i SE 8 ] § =25 3 g2 &
Name ) ) Country  |sedor &S | fsGRating] && a z 85 [ Se G
ABN AMRO Group NV . Netherlands " Financials Clvenew g SRR P
AlA Group L1 Hong Keng i fAnanclals ‘ YELLOW e 9
Alsin Sefki cotld . Cr i apan oo Consmer fx*fuow- ' :
e o : Discretionary i &
Andriz AG Auslria  Industrials v ! YEELOW e
Anglo Amarican PLC o L | United Kingdom - - Malerials """} v | YELLOW @
AP Moller - Maersk A/S Denrmark i Industrials l YELLOW @
Bank of America Cerp © Unlted States -+ ¢ Financlals o000 0 YﬂLeW : o ©
Bayer AG Germany | Health ¢are v | YELLOW ' @ @ ()
BB&T Carp S Uniled States CFiRangals ~ 0 E YELLOW L @
Baoking Haldings Inc . United States Consumer YELLOW
L . i Biscretionary ‘ . e
BPRIC : ‘ ST United Kingdom Energy ST VELOW e '
Beitish American Tabace PLC S United Kingdom ‘ cgnsumer5|§|)!es o | YELLOW @ @ & & @ e
Charles Schwab Comp/The SUTE T United States ! Financials R YELLOW . [
Citigraup Inc United Slales i Finandials YELLOW @
Coca-Cala CofThe 2 SR inited states ! Consumer Staples -5 YELLOW e
i
Deutsche Bank AG Geimany 5 Financials VEELOW e
Disco Comp -, Lo fapan - Information ST YEELOW :
: Technolugy : @
DNB ASA Nosway j Financlals YELLOW [ &
oowbuPontine . © I  unded States - Materdals 1 velkow @
Eni Sph Itak Fner YELLOW
0 . i | Feray . [}
Expertan PLC : Do United Kingdora i Induslrials - "~ YELLOW & e
£xxan Mobil Corp Uniled Statas l Energy YELLOW @
Glovosmithklica pLc 7T - i uUnited Kingdom  © Healthcare - o/ | YELLOW e e @
i
NTOCHU Corp Japan | tndustrials YELLOW e
Jopan Retait fund lnvestment Cap - .+ Japan - Reslfsiate - i vELow @
| P
Iohnson & Johnsan United States ? i Health Care v | YELLOW & @
Kajima Corp NS " Japan {Industelals YELLOW &
Mastercard nc United States Informalion YELLOW
. . . ! Technology ® e
Missabishi Chemical Holdings Cosp n ffapan 0 Matedals S vRIOW L o o
Mitsubishi UFj Lease & Finance Co Lid Japan ‘ Finandials YELLOW &
Nikon Carp =7 . L lapan L YELLoW @
Nordea Bank AB ‘ Sweden YELLOW & ] ] @ &
Resona Holdings inc Japan ! Finandials YELLOW &
Raoval Bank of Scotlard Group PLC United Kingdom I Financlals ‘ ‘ YELLOW ’ &
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Fngagements and Your Fund: Yellow rated

Themes engaged
— " [
3 2 £ s 5
5 .. T - » ‘m g2 £
-y £% g o= k=4 £ ga Y
3 g ¥ 5 58 z L& &
SE £3 K] E 2% ] &3 E
Name | country Sector & 8 | £56 Rating S a z 3F H 28 =
Royal Mall PLC United Kingdom * Induslrials yeow, ) ; o
Sage Group PLC/The United Kingdom  : Informalion v | YELLOW
_ B Technology _ o & )
Shire PLL United States - Kealih Care CLYELOW |
Sodiele Generale SA France Finandials YELLOW &
sumitoma Coip Japan - B Indusials . | YELOW ]
UniCredit SpA laly Financials V' ] YELLOW @ e
Westesn Union £o/The " United States - "¢ tnjormation v YELOW @ & '
: * Techaology

ESG Risk Rating:

Rating of a company's ESG sisk exposure and risk management campased to industry peers, Source: MSCEESG Research Inc.

Jap quarltile:

Second quartile:

i

Thigd quartile:

Bottor guartile:




Shropshire County Council reo® Report 1st Quarter 2018

Engagements and Your Fund: Green rated

The table below highlights the companies with which we have engaged on your behalf in the past quarter and which you
currently hold within your partfolic. The table is split by ESG risk rating. For full details of our engagements with companies
please refer to the anline reo® dient portal.

Themes engaged
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Your Fund: Green rated

Themes engaged
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Engagements and Your Fund: Green rated

Themes engaged
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Texas Instsuments [ne United States Information GREEN
) L Technology e )
Toray Industrles Inc T T jepen S Materials ot o GREEN & N A
Toranto-Dominien Bank/The Canada ‘ Financials GREEN ! & &
TOTAL SA T T e | fneray -l GREEN & e Y Y
|
Traveters Cos In¢/The ; United States J finandals GREEN I @ @ @ ] )
Travis Peckins PLC ; ST United Kingdom - Industials ) GREEN L] o S
UBS Group AG Switzerlznd | Financials GREEN e @
Veitex Pharmaceuticals inc e ; 7 United States i Healthcare ~ 0% - GREEN e
Visa Inc Uniled States Information GREEN
L . | Technalagy 4
Vodafone Group PiC - Lo e 1. United Xingdom - Telecommunication . | . GREEN @ g .
- | Services s ]
Waters Corp United States i Health Care GREEN @
Whilbread PLC -~ - 0% 5 0L nited Kingdam - Consumer - GReEN e
’ Discretionary H
Wi pLL United Kingdom | Consumes GREEN
} Discreltonary @
Zurich Insurance Group AG C : Swilzetland " Hinandials SUE U GREEN @
ESG fisk Rating: Rating of a company’s ESG risk exposure and risk management compared to industry peers, Sousce: MSCI ESG Research Inc.
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Top quartile: ﬁ Second quartile: Bottom quartile:
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Milestones and Your Fund

1st Quarter 2018

The table below highlights the companies with which we have recarded miestones an your behalf in the past quarter and
which you currently hold within your portfolio. Milestones are engagement outcomes which we have identified and is rated on
the extent o which It protects Investor value, For full details of our engagements which led to these milestenes please sefer {0

the online ree® client portal.

Name
Duske %nergy Caip
Kaobe Sleel itd
Ryanair Holdings PLC

SAP SE

o0

ABN AMRO Group NV
AGE Energy Lid
Akzo Motiel Y -+

Appie [ac

AXA SA

Bank of America Carp
Barclays PLC .
8NP Paribas SA

Cigna Corp

Credit Agricele SA
Credit Suisse Group AG

palrmter AG

285 Group Holdings 1td
Diageo PLC

tragas SA

Fresenius SE & {o KGah
Gas Nalural 506G SA

liarmes [nternational

Iberdrofa SA

Kindar Morgan inc/DE
Kobe Steel Lid
lafasgeHolcim Lld

Lloyds Banking Gmuﬁ PL.C
Mitsubishi Corp

Natzanal Australia Bank Lid
Naltanal Grid PLC

Newmont Mining Corp

Country

1 United Slales

fapan
Ireland

Germany

Nelherlands

hustralia
Natheilands

United States

Fraiice

United States

‘1 United Kingdom

Feance

Uniled Stales
France
Swilzettand
Genmany
Sirgapore
United Kingdom
Spain

Germany

' Spain .

France
Spain

Ursed States

' Japan

Switzerland

Uinited Kingdom

Japan

Austzalia

United Kingdom

: United States

K]
S,
B ET
3] gz
SE g€
Sectar & B | ESG Rating Ga
Utifities * | ORANGE
Materials GREEN
 Industrials o v i ORANGE
{nformation GREEN
Tedwology | |
| Financials L YRLOW
Utilities (ORANGE
Matedals GREEN -
informationp GREEN
Technology
Finandials | GREEN
Financials YELLOW
Fnandials ORANGE
Financials l GREEN
{ Health Care RED
Finangials ‘ YELLOW
Financials - GREEN
Consumer YELLOW
Discrelionary
Financials | GREEN
Consumer Staples I GREEN
Energy GREEN
Heallk Lare ‘ RED
" ytilities | GREEN
Consumer ORANGE
Discrelfonary
- Utilities GREEN
Energy © | oraes
CMaterials GREEN
! Malerals YELEOW l
Finandals ORANGE
I
} Industrials ORANGE ] [
| Financials DGREEN
|
i Ulikities I GREEN ]
Malerials ' GREEN

Business Ethics

Themas engaged
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ESG Risk Rating:
Top quartile:

Second quartife:

10w Third quartile:

Rating of a company’s £5G risk exposure and risk management compased to industry peers. Source: MSC ESG Research tn

Boltorn quartile:

e
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Themes engaged

w &
8. £ 2 = s 5
™~ 2o 2% 2 EF %
3 £ § & Z2E 3z 8z ¢
NS e e o Noountry | lsedor .. fE8|EGRang) Em 8 F S8 & 838 8
Nordea Bank AR Sweden ! Finangials YELLOW &
Novarlis AG " | switzerland * -+ Health Care v | ORANGE &
Sotiele Generale SA Fronce Financials YELLOW @
s.ﬂl.vaVSA N %Belgium Sl Malerials GREEN °
Stalodf ASA Narway Energy GREEN ®
sumitome Mitsui Financial Group Inc Sl Japan . .:3 Finangials ~ -+ SREEN ()
Swiss Re AG Switzerland 1 Financials GREEN 8
Tesco PEC S : S ':. United Kingdom B §(ansumer§laples . < GREEN [ ]
Textron inc United States industrials I ORANGE e
Toray Iadusirtes In¢ Japan RO Materals V' - GREEN (::]
TATAL SA ' France Energy GREEN o
Unicredit SpA S ety T Finandols <y yalow S g
Waters Corp United States Health Care GREEN &
Westpac Banking Corp L R Au;lra_lia S :. I Hnangials ¢ : . GREEN :
o
Krager Co/The : | United Slates * - Censumer Staplas * | ORANGE - @
Roche Holding AG Swilzertand Health Care E v ] GREEN &
ESG Rislc Raling: Rating of a company's £SG risk expasure and risk management compared o industry peers. Source: MSCI ESG Research Inc.
Top quartife:  [oGRED Second quartle: - Yelfow: | hird quartite: ] 8ottam quartife;
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