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The purpose of the reo® {responsible engagement overlay)” service is to engage with companies held in
portfolios with a view to promoting the adoption of better environmental, social and governance (ESG)
practices. The ree® approach focuses on enhancing long-term investment performance by making
companies more commercially successful through safer, cleaner, and more accountabie eperations 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 outcomes as ‘milestones’ - changes in corporate policies or behaviour following intervention.

Companies engaged this quarter -

Companies engaged 87 Milestones achieved by issue
Milestones achieved 35 Environmentad Standaeds R
Countries covered 12 Business Conduct
Hurnan Rights

Labour Standards

public Health B

COI’PDI’B[E Governance B

limate Change

il 5 10 15

Companies engaged by country Companies engaged by issue **

B Continental Europe 41 H Environmental Standards 43

B Narth America 1 B Business fonduct 38

Japan 1 B Human Rights 9

2 Other 2 # Labour Siandards 41

public Health 43

I Carporate Governarce 20

i Climate Change B

BMO Global Asset Management

* reo s currently applied to £147br (5194bikion / €166billion) of assels as at 30th June 2018, ** Companies may have been engaged on more than ene issue, *** This report has been compiied
using data supplied by = third-narty electronic voling platiorm provider. The statistics exdude ballots with zero shares and re-registration meefings, Meetings/ballots/proposals are net considered
vated if: balots have been rejected by voling intemnediaries (e.g. where necessary documentation (such as Powers of Atoiney, beneficial ownet confimmation, etc) was nat in place); instracted as
“ng ol yote” (e.q. in share-blocking markets); or left uninstrucied. This document is for prolessional advisars anly and should nol be dirculated to other investors. Past perfermance should not be seen
a5 an indication n? futare performance. Stock market and currency moverents mean the value of, and income from, investments in the Fund are not quaranteed. They can go down as well as up and
you may net get back the amount you invest. © 2615 BMO Global Asset Management. AR rights reserved, BMO Global Asset Management s a trading name of F&¢ Managerent Limited, which is
authorised and requfated by the Finandal Conduct Autharity.
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{0 bmogam.com/respansible-investing

Telephone calls may be recorded.

snvo @

ESG Viewpoint

Breaking Bad: Business ethics in the
pharmaceutical sector

Sector: Pharmaceuticals

Issue: Business conduct

©2 Engagement since: 2008

&3 Goal: Comprehensive overhauling of policies and management
systems to mitigate risk of employee misconduct and
requlatory breaches as well as reforming corparate culture

+ Regulatory violations resulting from corrupt employee condudt has emerged as a key
concern in the pharmaceutical industry alongside product quality and safety

« Everincreasing fines and settlements, alongside the cost of remedial actions,
undermine profitability and harms companies’ societal license to operate

« BMO has engaged extensively on this issue and seen improvements in management
programmes and systems; but true reform of corperate culture is only just starting

Key risks

The value of investments and any income derived from them can ga down as well
as up as a result of market or currency movements and investors may not get back |
the original amount invested. i

Screening out sectaes ar companies may resuit in less diversification and hence
mare volatility in investment values.

) Global Asset Management ( Continued )




. -Re_s:'pbns'ib[e 'Inv'ek_:t' '

Business ethics breaches have emerged as the mast material £56

cencern for investors in the pharmaceutical and broader healthcare

sector, and has been the key focus of our engagement with the
sector in recent years. The industry has been repeatedly become
embroiled in allegations with regards to marketing and sales
refated fraud and other lapses in compliance. Companies have

been hampered by substantial risks and mounting costs assotiated

with the prosecution by authorities. We estimate that $50 biflion
have been paid oul by [eading pharmaceutical companies in

the past decade in conduct related requlatory, settfements fines
and costs.

We estimate that $50 billion have been paid out

by leading pharmaceutical companies in the past
decade in conduct related requlatory, settlements
fines and costs.

The US Department of justice {Doj) has led the chasge against
the sector and they have become particulaely emboldened past
the 2008 global financial crisis to pussue ever larger settlermnents,
Alongside the increased financial penalties, we have been
concerned by the reputational damage and operational impact
arising from stricter scrutiny of companies and enforcement

of requlation in the US, UK and Europe. Key trends we see are
“extraterritorial” legislation, meaning that companies may be
prosecuted in countries ather than their home jurisdiction, as well
as strong enforcement actions on companies that fail to prevent
corrupt practices through adequate measures'. [ssues leading to
regulatory action include:

« Minimising side-effects

« Off-label promotion

*+ Price manipulation

+ Bribery, kick-backs and other inducements
+ Anti-competitive behaviour

+ Healthcare system fraud such as false claims

Many of the leading global pharmaceutical companies have fallen
foul of these violations. These include GlaxoSmithKline {GSK),

Johinson & Johnson, Pfizer and Novartis amongst others, Neither

have these breaches been confined to the major developed
markets. We have seen a rapid shift in requlatosy intelerance to
corrupt practices in emerging markets where these had been a
perception that rule of law was weak and paying bribes was a
cast af doing business. This has been most notable in China, as

! For examnple the US Fareign Corrupt Practices Act and the UK Bribery Act

Peesident Xi Jinping has overseen a widescale crackdown: on
graft. GSK was fined $490 million after it was found guilty of
bribery in 20142

Materiality assessment

The focus on the financial impact has largely been on the
immediate cost of dealing with the violations - namely the
headline amount of the regulatory settlement, However,

we consider this amount to be only a portion of the overall
commercial harm that a company suffers when its employees
are caught ‘breaking bad’ We have identified the following
areas which on their oswn may nat he significant but in total
can be material to the company’s perfarmance. Much of this is
also relevant to the finandial industry which has struggled with
similar issues.

* Regulatory fine or settlement: this is often the headline
figure that receives the most publicity in the public
domain. However, this anly amounts to a portion of the
total cost incurred over time to resolve breaches, The size
of these settlemnents has become larger - into the billions
of doliars and euros - in recent years.

+ Litigation cosfs and legal provisions: aside from the
legal costs of dealing with specific violations, companies
set aside reserves to deal with other regulatory penalties
or litigation or darmages thal are expected to be paid out
in the futuse for similar vialations in other jurisdictions.

+ Independent compliance monitar: the Doj instructs an
independent compliance monitor to be established as
part of any deal following a regulatory action. This can be
an integral part of any deferred prosecution agreement
that has been agreed hetween Do) and the company.

Fhis involves the Do) selecting and placing a senior
regulatory expert within the company to assess whether
the company is living up to commitments it has made,
They are free to hire what resources they need to da their
job including additional compliance experts and external
consuitants - this can amount to hundreds of people in the
case of large violations. All of this must be paid for by the
company during the duration of the monitor. The resulting
cost can run to kens, if not hundreds, of millions of dollars
per year.

+ Strengthening compliance, interaal controls, and audit

programmes: the most obvious increase in ongaing cost is in
this area and it has been a major area of new recruitment for
companies.

Board and senior management effort: ensuring a
successful navigation af the period of the deferred
prosecution agreement and meeting the monitor’s
expectation of reform takes board and senior management
time. This is an opportunity cost as management’s effort and

? Full analysis of the GSK's China incldent s available in ESG Viewpoint “Bribery in China: Lessons from GSK” February 2014

{ Continued )



time could otherwise be spent delivering on the strategy and
growing the business.

+ Longer-term damage to commercial model: this is the cost
to the business arising from damage to reputation, brand
and societal license to operate. Major controversies can
undermine products and commercial models which may have
been reliant on business practices which are regulated out
of use,

Engagement action

Sales practices in the pharmaceutical secter have been an

area of long-term concern to us and we have been conducting
engagement on this issue for more than a decade, both one-
on-one and collaboratively in the US with investor groups led

by the United Auto Workers. Our engagement intensified as

the regulatory fines and settlements mounted and the poor
business conduct within the industry became increasingly material
to investars. A key turning point was GSK incurring in quick
stccession a USS3 billion settlement in the US in 2012 for bribing
doctors; and the China incident in 2013/14.

Since the start of 2014, we have engaged more than 70 global
healthcare companies on this issue induding many of the
world’s leading research and generic pharmaceutical companies.
We have travelled to the US, Europe, Japan and China to meet
companies and the key recommendations we have been making
to businesses are:

« ({lear oversight and accountability from senior executives
and the board: a strong tone from the top that there is
zero tolerance of corrupt business practices is essential.
There should be clear lines of autharity at the board level
with regular reporting via the Chief Compliance Officer,
and consideration of establishing a board-level committee
dedicated to compliance and business ethics risks.

» Corporate culture reform; as well as the top-level
messaging on cuftural reform, we recommend that
companies track whether this is translating into change. We
have been asking companies to measure and track culture
change, and to disclose the results te assure investors,
employees and other stakeholders that culture is reforming.
Metrics can include more granular whistteblowing usage data
{with geographic and business division breakdowns), and
aggregated results of staff surveys/training on requlatory
compliance.

« Robust policies and sufficiently resourced management
systems: revising Codes of Conduct, establishing responsible
sales and marketing policies, improving risk assessment
processes, and strengthening internal controls should be a
matter of course, Campanies shauld clarify whether they are
backing a single global standard or are taking a market-by-
market approach. The former option is more ambitious but
more challenging to implement, while the latter is more
susceptible to “requlatory arbitrage” by companies which
exploit the weak or non-existent rules in many countries.

» Linking business conduct and regulatory breaches
with pay: targets driven purely by an individual’s sales
record can incentivise employees to break rules to
meet targets and get a larger pay-out. Companies such
as GSK have phased these out, replacing them with a
wider range of metrics including qualitative ones such
as customer satisfaction. Companies should also have
a clawback policy ~which allows for recovery of banus
and ather incentive compensation paid lo executives and
employees found to be involved in misconduct causing
finandial or reputational harm to the company (see
‘Accountability in pay”).

Since the start of 2014, we have engaged more than
70 global healthcare companies.

Risk assessment

Over the years, we have occasionally encountered somewhat
cynical views that ethics issues are purely a cost of doing
business. We do not subscribe to this view. Qur analysis

has been that there are some companies which have
repeatedly attracted litigations, regulatory investigations and
settlements, while there are others - with robust practices

- which have not attracted any. For example, according to
research in the 2016 Access to Medidine Index, only Gilead
and Novo Nordisk (of 20 major global pharmaceutical
companies in the rankings) avoided settlements for breaches
of criminal or civil Jaws or requlations relating to cosruption or
unethical marketing between 20132016 (inclusive).

So, how can investors identify companies which are at higher
or lower sisk of potential violations? Our engagement has
allowed us o narrow down to three risk factors.

1. Countries of operation: does the company operate in
markets which are fikely to result in high penalties for
requlatory breaches (the US} or in markets where the
reguiatory quality and suie of law are weak?

2. How staff are paid: does the company rely on revenue
growth from aggressively growing sales and/ar are sales
teams incentivised with big bonuses for hitting ambitious
{but unrealistic) sales targets? Is the key performance
measure far sales teams solely revenue based or does it
include other factors such as quality of sales, customer
satisfaction and reguiatory knowledge?

3. Drugs portfolio steength: does this company have a

drugs portfolio in a strong competitive position? Would
sales staff possibly need to induce doctors in other ways
than just the efficacy of the drugs themselves?

( continued |




Accountabl ty m pay

become Increasmgly commonplace in CEItalﬂ |ndustnes such
as banks and pharmaceuticals, and in markets such the US,
UK, Switzerland and France. They tradltlonally cover material
finandial restatements but there are now increasing moves for

dawbacks to also cover instances where employees are held
accountable for a broad range of misconduct We consider
clawbacks as an essential and effective way for employers to
both incentivize certain behaviours and to hold employees
accountable for their actions. .- o

staff.m;scpnduct there is growing recogm_t_lo_n tha_t_ effective
compensation policies can deter unethical behaviour. In light
of this, a working group comprised of Amgen Bristol-Myers
Squibb Company, Eli Lilly, Johnson &johnsnn Merck &
Co., Pfizer, and thirteen institutional investors (including
BMO. Global Asset Management), endorsed a set of principles
called the ‘Principal Elements of a Leading Recoupment Policy”
(Aprll 2013) atmed at deterring ethical breaches3

."lr: 2016 we conducted an engagement p{()ject m wh:ch we
'urged 30 Ieadmg pharmaceutical companies to establlsh

1. A compensatlon clawback pollcy -uwh:ch weuld allow
for recovery of banus and other incentive compensation
pald to executives and any employee wha'is involved
in misconduct ‘causing financial ar reputatmna] harrn to

- .the company. We provided a suggesteci wdel clawback

- Clear disclosures and regular reportmg of dawback
= policy implementatian which would allow investors
-+~ ‘and:gther interested stakeholders to assess whether the
G -’-_-;clawback policy has been put to use. This shoufd include
‘details of whether the clawback was used in the reporting
. -period, the nature of the incident which prompted it
. andhat moneta[y value was clawed back, - '

While many compames were wnlilng to, fmplement a C!awback
policy covering misconduct, very few were wiiling to commilt
to ongoing annual disclosures of whether clawbacks were
used in the reportirig period. Shire was one of the few to

do so. We also conducted engagement on the same issue
with major: financial companies, It is worth noting that -
:jPMorganchase have now agreed to do so, and clawback
“reporting s available in its aﬂnual proxy statement;

Verdict

Over the past five years, we have seen a widespread
recognition from the pharmaceutical industry that conduct of
employees poses a serious fisk to commercial performance,
We have seen efforts by the companies to improve senior
executive and board-level oversight and accountability on this
issue, and to; revise and strengthen management systems
to assess, identify and monitor potential conduct-related
regulatory breaches. Many of the companies are open and
willing to discuss the issue and the challenge of reform

in an honest fashion. We have had good access to senior
executives and board members for in-depth discussions.
This has provided signal of how seriously companies are
taking reform.

We have had good access to senior executives and
board members for in-depth discussions. This has
provided signal of how seriously companies are
taking reform.

What we are still not seeing sufficiently is companies deary
linking these issues to pay autcomes in a transparent fashion,
nor are we seeing meaningful performance reporting ir:

this area. On the latter point, US companies in particular

have been refuctant to disclose how they are performing in
this area.

Finally, despite the fact that companies are taking the

issue serlously, we need to be realistic in recognising that
genuine culture change takes time, particularly for the large
multinational firms. Tap-level messages being heard and
followed by employees in distant markets is one of the key
hurdles in implementing long-term change, with the loyalty
of employees in many markets often likely to be with their
line manager than a Chief Executive in another continent.
The time in the industry is for companies not to just say that
cufture reform is taking place but to show investors the hard
evidence that it really is happening.

*hitp:ffwww.sawtrust.org/AdminCenter/|ibrary.Files/Media/501/In%20th e%20News/UAW% 20R MBT%20-%20Recoupment%20Press % 20R aleasedh 20-Aprifs204%320

2013%20830%20AM%20_FINAL.pdf

*¥or clients of the ree engagement overlay service this is provided as a confidential appendix 1o this ESG Viewpoint




How BMO Global Asset Management can help you

BMO Global Asset Management incorporates material £SG issues
into its Investment processes across asset dasses. We also

offer our Responsible Funds range, which invests in companies
opesating sustainably and exdudes those not meeting our ethical
and ESG criteria, and our reo® engagement service, through which
we provide engagement and voting services covering global
equities and credit,

Contact us fo find out more.

‘4 bmegam.com/responsible-investing

reo® is a registered trademark of F&C Asset Management plc.

BMO

Global Asset Management

Sustainable Investment Awards

SRV

WEEK

SUSTAINABLE INVESTMENT
AWARDS 2016

WINNER

Best Ethical Investment
Fund Management Group

Best Ethical Investment
Fund Management
Group 2016

SUSTAINABLE INVESTMENT
AWARDS 2016

WINNER

Best Susiainable Investment
Fund Management Group

Best Sustainable Investment
Fund Management
Group 2016

Past performance should not be seen as an
indication of future performance.

© 2018 BMO Globa) Assel Managerment. Al rights reserved. BMO Global Asset Management is a trading name of F&C Management Limited, which is authorised and
regutated in the United Kingdom by the Hnancial Canduct Autherity. CMi7180 (06/18): FR, DE, IT, N{, NG, PT, €5, SF, CH, UK, IR, A%, BE, OK, F, LU
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Vicki Bakhshi  Emma Lupton

Birector, GSI Associale,
Analyst, GSI
Contact us

Institutional business:
{1 +44 {0)20 7011 4444

{=) institutional.enguiries@
bmogam.com

Adviser sales:
14, 0800 085 0383
|§311 sates.support@bmaogam.com

£1) bmogam.com/adviser

Discretionary sales:
R, +44 (0)20 7011 4444
(52} client.service@bmogam.com

(£ bmogam.com

Telephane calls may be recorded.

Key risk

Capital is at risk and investors may not
get back the original amount invested.

BMO {

Advancing SDGs
through engagement

) Global Asset Management

= Why: The Sustainable Development Goals (SDGs) provide a
universally-recognised framework for assessing and accelerating
progress lowards a more sustalnable worEd

- What: As shareholdefs we dISCUSS |mportanl envwonmenlel and
social issues with the companies we, and our dients, invest in to
create posmve behavsoural change

s How We are engaging W|th (ompanles on SDG targets where we
can have the most impacl and influence.

What are the Sustainable Development Goals?

The Sustainable Development Goais {SDGs) set oul a roadmap for a more sustainable
global ecanomy and society by 2036. Developed by the United Nations, they

were endorsed in 2015 by all 193 member states, They build on the Millennium
Development Goals (MDGs), but are broader in scope, and have a critical difference -
whilst the MDGs facused on government actions, the SDGs look to all stakeholders,
including the financial sector and business, to support implementation.

DEGENT WORK AND
SEOHDNIGEROWTi

PEACE JUSTICE PARTHERSEIPS
AHDSTRONG TORTHEGOALS SUSTAINABLE

: I?IS“IIJIIBINS DEVE!:OPMENT
¥ @ GEALS
(Figure 1)
The SDGs are stiuctured around 17 Goals (Figure 1). Each Goal has a set of targets

setting out specific objectives to achieve the Goal, with 3 total of 169 targets across
the 17 Goals.

Continued )




Since the SDGs came into force in January 2016, they have been
increasingly widely adopted as a common and consistent way to
articulate sustainability; a survey of 470 corporate sustainability
reparts by PwC found that 62% referenced the SDGs. Amongst
policymakers, the SDGs are one of the key foundations of the
European Commission’s Action Plan on Sustainable Finance, as
well as the G7 Summit which took place this year in Canada.

What is the role of investors?

Finance has a critical rale to play in achieving the SDGs, by
channelling capital towards solutions. We belleve that the financial
sector cannot be a passive bystander to sustainability chaflenges,
and should waork actively alongside corporates and governments
within their privileged and trusted pasition as stewards of capital.

“Our clients, rightly, have high expectations
when entrusting their money to us. In my view,
fulfilling those expectations is not just about the
guarterly financial returns we deliver to them.
IUis also, | believe, about being a responsible
member of the investor community, and
supporting the development of a sustainable
global economy - which, ultimately, will
underpin our own and our clients’ long-term
prosperity and security.”

- Richard Wilsan, CEO & €10, BMO Global Asset Management

We also believe that utifising the SDGs can have advantages
from a fiduciary duty standpeint?, by providing a macroeconamic
view of the key trends in sustainability that can help to shape
investor thinking about future opportunities.

Uttimately, achieving the vision of the 2030 Agenda, of a stable
environment and society, is essential for laying the foundations
to long-term global prosperity and investment performance.

! Glabal SDG Reparting Challenge, PwC, 2617
?The SDG investment case, UN PRI, 2017

Recognising these points, a growing aumber of investors are
already working to embed the SDGs in their processes. Examples
of actions include:

# Selecting one or more $0G to frame the social and
environmental objectives of & pension fund

“ Mapping existing investments to the SDGs, across portfolios
or asset classes

Setting targets for a proportton of future investments to align
with $bGs

Using SDGs in company engagement

~ Referencing $DGs in reporting on responsible investent
activities

Goal 17 {Partnership for the Goals) strongly promotes a
collaborative approach, and investors are joining together to
share information about their approach to the SDGs, given the
importance of the Goals. One example is the PRi-led 'SDGs

in Active Ownership Working Group’, which we are an active
member of. This group is looking at $DG application from a listed
equity and corporate fixed income perspective.

A roadmap for SDG engagement

The link between the 5DGs and engagement, in our view, is orie
of the most direct ways that investors can see real sustainability
impact from the actions they take.

The principle of using investor engagement to promote positive
financial impact, through working with companies to address
material ESG risks, is well-established. What is so far less discussed
is haw we can articulate the positive societal and environmental
impacts of engagement. We believe the SDGs provide an

ideal framework to analyse this wider impact, by providing a
comprehensive taxonomy for describing sustainability abjectives
which is commonly undesstood by investors, corporates and
goverpments.

At BMO Global Asset Management our starting point was to
establish a baseline by analysing the links belween our existing
engagement activities and the SDGs, This process started in 2016,
when our approach was based on mapping our seven high-level
engagement fopics? to the 17 SDGs.

* Al the time these were: Envirenmental Standards, Business Ethics, Human Rights, Labaur Standards, Public Health, Corporate Governance and Social and

Environmental Governance

(((m!inued)
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Good Health and Well-Belng

Gender Equality .

Clean Water and Sanitation

Decent Wark and Economic
Growth

Industry, innovation and
Infrasiruciure S

2017 engagement data, excduding post-AGH letters

{Figure 2)

In 2017, we took our analysis further by matching our 43 more
granufar engagement sub-themes to the 17 Goals. {Figure 2)*.

The highest proportion of SDG-linked engagement related to Goal

13 (Climate Action). Other engagement activities linked strongly to
Goal 12 (Responsible Production and Consumption), Goal 5 (Gender
Fquality) and Goal 6 (Clean Water and Sanitation).

17% of our engagement aclivities didn't directly support a spedific
SDG; these were instances where we engaged on corporate
governance issues alone. In our mapping wark, we corcluded
that corporate governance engagement does not have a link to
any single Geal, Rather, we see good governance and board-level
oversight as a foundation for the achievement of all 17 Goals, with
well-governed companies better able to manage sustainability
risks and epporiunities. The main exception in this mapping is
our engagement an board diversity, much of which covers gender
diversity issues, which we see as supporting Goal 5 (Gender
Equality).

We have continued to develop our methadology in 2018 on how to
engage in relation to the SDGs and have now mapped the 169 S0G
targets to our engagement sub-themes, and vice versa, enabling
15 to have a more granular approach.

12017 Responsible Investment Review, BMO, 2018

.. Nes0G

[
-
Sustainable Cties and 120

Peace, Justice and Strong
Institutions

e Life an Land g

o Cimate Action -5 24"

Responsible Consumption and
Production

e COmmunities

Not all 169 targets are directly applicable for investors and
companies, as some are more effectively addressed by other
stakeholders, such as policy makers. We have, therefore,
identified 40-50 targets to Initially focus on, where we believe
ow engagement can have the most impact to influence
positive change,

The process of analysing the targets underpinning
the SDGs has helped to strengthen our asks and
recommendations o companies.

Mapping is a key step towards establishing a baseline and to be
able ta report effectively on how actions support the SDGs. But
investors can go further by using the SDGs as a way to shape the
engagement agenda itself. For us, the process of analysing the
targets underpinning the SDGs has helped to strengthen our asks
and recommendations to companies, and we are increasingly
referencing specific SDG targets in our communication with
companies; examples of which are set out in Figure 3.

Continued




ba \ Targets 6.3
) and 6.4

s

Background

The UN predicts a global shorlfail In water supply
of 40% by 20303, Agriculture accounts for 70% of
water uses, and 90% of energy production is water
intensive’. These are contributing lactors to many
regicns facing increasing, and extreme, water
scarcity and/or stress, such as South Africa, China,
Brazil and California.

Action

Engaging compaaies within highly exposed
sectors and geographies, facusing on water risk
assessments, tha implementation of targets and
slrategies, opportunities and the gevernance of
water rejated [ssues.

Ocean | '4:':&*.\,,_.'_’?'
Plastics & ; Target14.1

Background

More than 8 miliion lennes of plastic are discarded
into the cceans each year; by 2050 it is eslimated
that there could be more plastic than fish in the sea
(by weight}s,

Action

Engaging food & beverage companies currently
lo encourage Lhe reduction of single use plastic
packaging, the increase of recycled material in
packaging, innovation of materials and a strategic
approach ta implernentation.

.

{Figure 3)

Level
Oversight

2w\ Targets 2.1
_ i ) and 2.2

Background

Obesity rates continue Lo rise rapidly, particularly

in low and middle-income countries, and the fiscal
costs of nutrition-related diseases are increasing as
a resull. Governments are implementing new palicy
measures such as the sugar tax in Mexico, the UK
and rmany others.

Action

Engaging with relevant companies to assess
nutrition policies and procedures, including
reformulation, labelling and responsible marketing.

/ stz
Modern /[ Y
Slavery \\ il / Target 8.7

Background

The International Labour Grganisation (JLOY reports
that 21 millien workers globally within carporate
supply chains ase subject to moden slavery’,
including forced labous, chitd labour and trafficking,

Action

Engaging companies within high-risk sectors such
as foad, construciion, textiles, hotels/restaurants
and retail to encourage best practice managerment
of this issue, including laking rasponsibility beyond
Tier 1 suppliers.

Goal 2, Target 2.1: By 2030, end hunger and ensure access by all people, in particutar the poor and pecple in vulserable situations, including

infants, to safe, nutritious and sufficient food all year round.

Goal 2, Target 2.2: By 2030, end all forms of malnutrition, including achieving, by 2025, the internationally agreed targeis an stunting and wasting
in children under 5 years of age, and address the nutritional needs of adolescent girls, pregnant and lactating women and older persons.

Goal 6, Target 6.3: By 2030, improve water quality by reducing pollution, efiminating dumping and minimizing release of hazardous chemicals
and materials, halving the propartion of untreated wastewater and substantially increasing recyding and safe reuse globally.

Goal 6, Target 6.4: By 2030, substanlially increase waler-use efficiency across all sectors and ensuse suslainable withdrawals and supply al
freshwater to address water scarcity and substantially reduce she number of pecple suffering from water scarcity.

Goal 8, Target 8.7: Take immediate and effective measures to eradicale forced labour, end modern slavery and human trafficking and secure the
prohibition and efimination of the worst forms of child labous, including recruitment and use of child soldiers, and by 2025 end child labsor in 3l

its forms.

Goal 14, Target 14,1: By 2025, prevent and significantly reduce marine pollution of all kinds, in particular from land-based activities, including

marine debris and nutrient pollutios,

SUN, 2016, “FAQ, 2018, TUNESCG, 2014, *UNER 2018, *OFCD, 2016

{ continwed )



“The 2030 Agenda is our
roadmap and its goals and
targets are tools to get there.”

UN Secretary-General Anténio Guterres

Our experience so far is that corporates welcome this development  sustainability effectively, to satisfy a wide range of stakehatders.
in engagement approach. With demands growing for sustainability By working with the common fanguage of the SDGs, investars and
reporting thal is time intensive to praduce, there is increasing corporates can build a mase effective engagement relationship.
pressure to prioritise and find ways te communicate on

4 ™
A shift in perspective
We see the SDGs and their application as emblematic of 2 We believe a further shift is now taking place towards
shift in perspective in the investment industry. There has impact, as the financial sector takes greater responsibility
already been progression within respansibie investment for the consequences of its decisions on the wider economy
from values to valuation, as investors came to realise that and society; and the SD&s are at the heart of this. We
the ESG Issues previously seen as purely ethical could be believe this a positive trajectory for our industry and and we

financially material, and then worked to integsate these into will continue to strive for leadership within this area.

mainstream investment processes.
2) ‘o) 4 ’?zé;S>
5) B S

Values Valuation Impact

views and opinions have been arrived at by BM0 Global Asset Managernent and should not be considered to be a recormmendation or
solicitation to buy or sell any praducts that may be mentioned.
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Blockchain solutions to ESG problems

Cryptocurrencies have been surrounded by hype and
controversy - but the technology behind them, blockchain,
is rapidly demonstrating its potential as a powerful

b7

David Sneyd . . :
Vice President, Analyst, Gsl sustainability solution.
Contact us Blockchain offers advantages where information needs to

be accurately stored and shared amongst multiple
parties, with uses already identified in ESG reiated areas
including supply chain management, renewable energy
distribution and proxy voling.

Institutional business:
Q,_,u +44 (0)20 7071 4444

(51) Institutional.enquiries
@bmogam.com

Discretionary Sales: & At the same time, this relatively new technology has
{8y +44 (0Y20 7011 4444 several issues to overcome. These include high energy
i54) dient.service@bmogam.com intensity, lack of requlations and industry standards,

and data privacy laws.

UK Adviser Sales:
{R,) 0800 085 0383

&3 sales.support@bmogam.com

With their dramatic rise, and subsequent fall, in value over the course of this year,
cryptocurrencies like Bitcoin and Ethereum have sparked heated debate in 2018. Unlike
conventional currencies that are reliant upon a central banking system, these virtual
Telephone calls may be recarded. currencies use encryplion tools to facilitate financial transactions directly between
users in a decentralised manner over a network.

D.u bmogam.com/responsible-investing

Although the broader investar community remains sceptical of the speculative nature

Key risks of these new currencies, the architecture that underlies them, namely blockehain

The value of investments and any technology, has got much more traction. Estimates put spending on blockchain at
income derived from them can go Us$2.1 billion in 2018, double of that in 2017, with the potential to reach U5%9.2 billion
down as well as up as a result of by 2021, As part of this, we have seen several blue-chip companies now heavily
rarket or currency movements and investing in the technolegy with a view to developing a far broader set of applications.
investors may not get back the original This includes providing solutions to many of the environmental, social and governance
amount invested. {ESG) issues that companies face every day.
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) Global Asset Management




What is bloclcchain technology?

Having been invented aver 10 years ago as part of 8itcoin’s
development, blockchain technology is @ method by which
information is stored and shared between different parties,

In its simplest form it can be best described as a “distributed
ledger” technology. A "ledger” is essentially a list that gathers in
one place a collection of transactions or records of information.
“Distributed” means that this ledger is shared between a
network of peers rather than stered in a central location and
adrninistered by a single authorily.

Figure 1: Centralised vs decentralised distribution

Centralised Ledger

|

Transaction

Central
. authority

User

(original)

Decentralised Ledger

- 7 Transaction
Ledger [ User User Ledger
(duplicate} A $ (duplicate)
Ledger User Ledger
{duplicate) (duplicate)

Blockechain technology achieves this by creating a continuously
growing list of records, called blocks, which are linked together
in a sequence to create the ledger, tach block is linked to the
previous block using ayptography in a form that is virtually
impossible to decode, and can contain information such as a
location or other aitribute, This means that inside every block is
a complete history of everything that has ever happened in the
chain before it. This information is packaged through “hashing”,
which is a cryptography technique that takes an input and turns
it into a fixed-size alphanumeric string of characters.

'saurce: IDC Worldwide Semi-annual Blockehair Spending Guide, 2017

BMO 9 Giobal Asset Management

Whenever someane on the network wishes to make an entry,
or create a new block, the proposed transaction is broadcast

to everyone on the network, which is then evaluated by
netwark users running a compiex algarithin (“proof-of-work™),
or solving a mathematical puzzle, to check it is valid against a
pre-set criteria that evolves as the ledger grows. This is needed
because anyene on the network, whether they are known to
be trustworthy or not, can attempt to add information into the
blockehain, making it necessary for all new information to be
reviewed and confirmed before being accepted. Consensus
amongst users is then required and achieved by a majority

of those on the network individually concluding that the
peoposed transaction is valid against some pre-set criteria.

The block is then created, time-stamped and given a unigue
identifier. Finally, each user within the network is provided with
an updated version of the ledger, complete with this latest
transaction.

Figure 2: lllustration of a blockchain

.Z-__mocm UBLOCK 2 ; BLOCK 3 o

"

Hash block 2 L

¥

| Hash block 1

Transaction 1 Transaction 4 Transaction 7

Transaction 2 Transaction 5 Transaction 8

Transaction 3 Transaction & Transaction &

Timestamp 1 Timestamp 2 Timestamp 3

Proof of wark 3

3

Praof of work 2

Proof of warl 1

There are two main types of network in which blockchain
systerns operate. Ceyptocureency networks are public in nature,
meaning that anyare can join the network and read the ledger,
or use it to send transactions. Public networks typically allow
users {but not transactions) to remain anoaymaous. Those on
the network who are willing contribute the processing power to
build and verify biocks through the process previously described
are rewarded through coins or tokens, such as Bitcoins, through
an arrangement kaown as “mining”.

By comparison, private blockchain networks allow control over
who can conduct transactions or access the ledger, and do

not reward the processing of transactions through mining, but
instead take on the cost of processing themselves.

( continued )



What makes blockchain technology us'e_fu_l?

Blockchain offers a new method by which to record
information in a manner that is more open, but also
secure, and share it with multiple users. Whilst it
was devefoped for cryptocurrencies, the potential

recording and distribution of information is central taa -
lot of how companies operate, The attributes that make
|t useful For other appllcations mclude -

More coilabora ive - W|th no central authonty -
- eeded to fadlttate or control transitions, this means .
that two or more parties who do not know ore =
*:another can work confldentlally together without the -
o need formlddle-men Which can add meffluenues
sand expense. '

f_--_'More 'transp'atent - the ledger provides an open . * i
- ‘and detailed Jist.of every transaction or record of .. - -
- mformatlon, accessrbie by, a!i in publlc networks, or a

- selected 'en_ce for pnvate neiworks -

. Mnre secure Ehe Iedger is nei stored in
“one Io_cat_ron_, but rather {Jl_Jp_Elca_t_ed across the
entire network, meaning the ledger cannot be -
_ manipulated_ stolen or comjpteci fmm a single

. :Mc.)'ré' accurate - the btotkchaiﬁ is:constructed by -
consensus of Users in the network, with each new
hlock autamatlcally checked _befnre it is added B

. More consmtent users on the network have :'-: o
identical copies of the ledger as opposed ta there -
being multiple individual copies that are stored
iocally and can become unsynchronised

° Mdfe timely - the blockchain updates at set
Jr~intervals, with the fedger held by each individual
~-user being updated near-instantly

applications go far beyond this, given that the accurate. - :
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What ESG problems could it solve?

There are a numnber of areas that cornpanies are trying to exploit
this technology to the benefit of stakeholders:

« Supply chain traceability

It is commonplace for companies to have supply chains
invelving hundreds of suppliers, with individual products
passing through multiple parties befare reaching the end-
cansumet. This can lead to real challenges for companies
who wish to ensure that their own expectations on conduct
and quality, such as product safety, environmental or labour
standards, are maintained throughout the supply chain,

Using blockechain technology, companies are able to record
the journeys of their products more accurately and mare
cheaply. With all suppliers invited into the network, every
tme a product changes hands within the supply chain, its
precise location and time-stamp is documented by creating
a new block, with the ledger creating a permanent history of
every product from its manufacture through to its sale.

Given the number of suppliers involved, a centralised
process would be cumberseme and would need to involve
intermediaries to fiaise hetween parties. However, with

a blockchain network each party is synchronised in the
informaticn it receives, with each transaction validated by
other usets on the network. Having an accurate record of
where a product hias come from and who has been involved
can be invaluable for responding to product recalls or
understanding the exposure from issues being found with a
specific supplier.

Food glant Walmart recently described how adopting
blockehain within its live foad business reduced the time

Using blockchain technology, companies are able
to record the journeys of their products more

accurately and more cheaply.
{ Continued )




to track produce from six days to two seconds. Chinese
e-commerce giant JD.com has also announced similar
plans to use blockchain technology to monitor their
meat supply chain against the use of illegai drugs by pig
farmers, which is a real issue in the region.

» Renewable Energy Distribution

on an electricity grid, electrons generated from renewable
sources are indistinguishable from those generated by
fossil fuels, which is an issue for end-consumers who

may have a preference for green energy. To keep track of
how much clean energy is produced, a system based on
tradable certificates works by renewable-power plants
logging their output in a spreadsheet, which is then sent
to a registry provider, where the data gets entered into a
separate system and a certificate is created, A second set
of intermediaries broker deals between buyers and sellers
of these certificates, and yet another party verifies the
certificates after they are purchased. This whaole process
increases inefficiencies in the system and reduces the
attractiveness of investing in green power.

By comparisen, blockchain technology offers the
opportunity for smaller-scale energy producers to trade
enerqy peer-ta-peer with consumers in their local area,
rather than submit their power into the grid. Such an
initiative has been launched by the British energy company
Centrica, within its local energy market programme,

An automated system could take data on the amount of
energy produced from renewable sources, record this,
braker a price and then send it out to homes on the
local grid while recording incoming payments for erergy
purchased, Through the use of simart contracts, which
execute avtonatically when pre-set conditions are met,
transactions can be made and recorded on the blockchain
without a central distributor. This simplifies what is an
otherwise complicated multi-layer system, with power
producers, transmission system operations, distribution
system operators and suppliers all conteibuting to
{fransaction costs.

« Anti-money faundering

For financial institutions the current “Know Your Customer”
{K¥C) process, which involves performing a thorough
background check on clients in order to detect fraud or
suspected money faundering, can take days or even weeks

Without a single point of entry, it is maore difficult
for hackers to either steal the data or corrupt it for
ransom purposes.
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ta satisfy the increasingly stringent demands of regulators.

Using blockchain technology, the process of monitoring
custorner activity In real-time can be substantially improved
by providing mare timely information to all of those involved.
Due to the shared nature of the ledger, a database of all
client activity and background information would be available
to those on the network, with any updates to a dient’s

status or fraudulent transaction could be communicated and
updated in near real-time.

it also allows for betier co-operation with different

financial institutions, who can all join the same network, as
cryptography can be used o ensure that only transaction
information is shared without revealing cenfidential
information on individual custamers. To do so, financial
institutions will need to think hard about how confidential
information is shared, but with the right data governance and
access controls, these concerns can be overcome. Ultimately,
the risk of non-compliance due to delayed or inaccurate
reporting would be greatly diminished.

Cybersecurity

Protecling confidential data is more important for companies
than ever before, By storing data across its network, the
blockchain and its use of a distributed ledger eliminates

the vulnerabilities that come with data being held centrally.
Without a singte point of entry, it is more difficult for hackers
to either steal the data or corrupt it for ransom purpeses.

The use of a distributed platform also adds resilience to a
company’s operations against a Distributed Denial of Service
{DDoS), being cne of the most common types of attacks.
DDosS attacks attempt to make online services unavailable
by overwhelming servess with traffic from multiple
sausces, causing the infrastructure to become overloaded.
As the infrastructure behind the blockchain is distributed
amongst many users, it does not have a single point of
failure, so if one user goes down then the integrity of the
network is raintained, as long as at least one of the users
remains connected.

Proxy voting

Sharehalders” ahility to exercise thelr voting rights is an
important tool in fulfilling their stewardship responsibilities
and holding companies to account. However, the current
proxy voting systern can be cumbersorme and inefficient,
with vote instructions being transmitted through a series of
disconnected intermediaries. The currently proxy systems
do not easily allow for auditing ar reconciliation of votes

at shareholder meetings, as many of those within the
instruction chain, such as sub-custedians, custodians and
company registrars, have separate record-keeping systems.

The 2018 voting season saw blockchain used at a shareholder
meeting for the first time, with proxy distributor Broadridge
Financial Solutions providing just such a service at Banco
Santander’s 2018 AGM. By using blackchain technelogy

CContinued )



a company can create a distributed ledger for each
shareholder meeting, with all shareholders eligible to
vate at the meeting added as members into the netwaork.
Each time a vote instruction is made, an additional

biack is added to the blockchain containing the specific
instructions. The main advantage would be that is it
tamper-proof and since there is only one record-keeping
systern, it removes the need to reconcile different
databases. Overall this can give more confidence in the
integrity of the vote results from that meeting.

Risks of blackchain technology

Despite the potential benefits that can come from
implementing blockehain technelogy to address business
issues, as an emerging technotogy there are stilt many risks
connected to its deployment that need te be resolved before
the full potential of bleckehain can be realised:

- High energy use - with each user on the network required
to individually process cryptographic calculations and
the requirement for mining to power its eperation, the
pracessing power (and therefore electrical power) needed
to implement a blockchain network is subsiantial. By
means of illustration, one estimate suggests that the
bitcoin network used just over 32 terawatt hours last
yeat, which is more than the nation of Denmark over the
same period.

« Unregulated landscape - as the technology is still
relatively new there is still a time fag on regulation being
intreduced, which makes investment riskier as there could
be substantial compliance costs on the horizo if today’s
architecture designs are not complianl with tomorrow’s
jaws. This is particularly relevant given that blockchain is
being rapidly integrated within finance services, which is a
heavily requlated industry.

+ Mo internationally recognised standard - although
the averalt concept of what constitutes a blockchain
network is relatively fixed, the exact mechanics of how
it works can vary widely. This can result in different
blockchain netwarks becoming sifoed and unable to

cross-communicate, limiting their usefulness at scale. It also
increases the cost of investrnent as development Is morse
difficult, with an equivalent situation being having to build
an operating syster, such as Andraid or j0S, every time you
wish to develop an app.

Relatively slow - applications that use blockchain
technology need to process the entire history of that
blockehain evesy time a change is made, meaning that
transactions can be slow compared to normal computer
processing. For example, Bitcoin handles seven transactions
a second and Ethereum around 13, whereas payments
company MasterCard is capable of handling mare than
44,000 per secand.

compliance with data laws - the ‘Right to be Forgotter,
which has mest recently been enshrined in the EU's General
Data Protection Regulation (GDPR), poses a challenge to

a technology that guarantees that nothing will be erased
within a blackehain.

underlymg architecture, more companies seem (o be
“taking blockchain technology seriously and reflecting
+{hat in their investment, On the face of it this seems -
“to be for good reason, with what is promised being a .
~fundamental shift in how we stare and share information,
' There are already a wrde range of applications currentiy in

That bemg said, mvesto:s shouid be aware of the scale of
“Ihe task at hand in trying to integrate relatively early stage
"technology into long-established processes and business
- ecosystems. The ssues identified can and probably will .
““be overcome with additional research, development and
.co-operation, but this pracess will be expensive, take time

: What is clear s that, given ihe current tevel of uwestment
“and its wide range of poientlal applications, blockehain.
'technology is not going away. It might not grab the

One estimate suggests that the bitcoin network used
just over 32 terawatt hours last year, which is more
than the nation of Denmark aver the same perfiod.
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“headlines in the way that its cryplocurrency €ousing -

“back-office) and behind-the-scenes it could provide .-
‘exciting opportunities in helping companies tackle the S
: sustamab:hty Issues that their businesses face. ..~

Unhke the cryptecusrencses that gave blrth to sts

development including many that address traditional ESG
problems, with the inmai results on |mprovmg effluency
Iookmg promtsmg .

and, as industry standards amerge, uit|mately fesuit in
there belng winners and EOSEIS :

have done so before it, but in the background {or rather

Continued )




How BMO Global Asset Management can help you

BMO Global Asset Management incorporates material ESG issues
into its invesiment processes across asset cfasses. We also

offer our Responsible Funds range, which invests in companies
operating sustainably and excludes those not meeting our ethical
and ESG criteria, and our reo® engagement service, through which
we pravide engagement and voling services covering global
equities and credit.

Contact us to find out more.

Juy hmogam.com/responsible-investing

Capital is at risk and investors may not get back the original amount invested,

reo” is a registered trademark of F&C Asset Management plc.

BMO Global Asset Management
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shrapshire County Council reo® Report 3rd Quarter 2018

Priority Companies and Your Fund

The table below highlights the companies on BMO's annual priority engagement list with which we have engaged on Your
behalf in the past quarter and which you currently hold within your partfolio. Priority companies are selected through 3 detailed
analysis of client holdings, proprietary ESG risk scores, engagement 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 levels for priority companies are more intensive than for companies where we engage fore
reactively. We provide reporting on our engagement with priority companies in the form of case studies which follows the
table below. For full list of priority companies please cefer 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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; ” u
! 5., = 2 £ y
| Respaaseto | S & g £ EE 3 ¢
Name _ | Sedlor 156 Ra!lagi gagement 2z & 2 _ =8 & St_g
Arﬁazgﬁ.cﬁm Inc . . mnsumerniscretlonaﬁ i Paor o @
Associated British Foads PLC Consumer Staples GREEN Adequate ] & ;]
Rayer AG ' | Health Care Ui viuow - Adequate e &
Beclon Dickinson and Co lieatth Care GREEN & e
BHP Bilton Ltd ©. | Mhalerials veow  Good e : ®
VS Health Cop Health Care YELLOW i @® @
Generél.élearié ICo Iriﬂus{rials YELLOW i poar [ R ::i°. .
GlaxoSmithKline PLC Health Care YELLOW Gaod &
HSBC Hoklings PLC Finandials Vellow | Good e @
International Conselidated Ailines Group SA Industrials RED Adequate ) & &
Jobnson & fobson 1 Health Care T YELOW - Adeguate ' e
Kerry Giaup PLE Loasumer Slaples GRFEN Good
Meliler-foledo Internalianal Inc E Healh Care g GREEN i
Nestle SA Consiimer Staples GREEN Goad
Novartis AG " Health Care ORANGE i Good
Rache Hatding AG Pharmateuticals, Biotechnology GREEN Adequate
Ryanair Haldings Pt Industsials VElLOW | Good
VF Corp Consumer Discretionary GREEN ] Pgor
Vistra Eneroy Corp - S Utities . P
XPO Logistics In¢ tndustrials REG Adequate

ESG Risk Rating: Rating of a comgany’s ESG risk expasure and disk management compared fo nduslry peers. Source: MSC| ESG Research Inc.

Top quartile: 1 Thied quartie: Bottom quartile:

%’% Second quartile:




shropshire County Council reo® Report 3rd Quarter 2018

Engagements and Your Fund: Red rated

The table below highiights the companies with which we have engaged on your behalf in the past quarter and which you
currently hold within your partfelic. The table is split by ESG risk rating. For ful details of our engagements with companies
please refer to the online reo® dient portal,
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shropshire County Council reo® Report 3rd Quarter 2018

Engagements 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 your portfolio. The table is split by ESG risk rating. For full details of our engagements with companies
please refer to the online ree® dlient portal.
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shropshire County Coundil reo® Report 3rd Quarter 2018

Fngagements and Your Fund: Yellow rated

The table below highlights the companies with which we have engaged an your behalf in the past quarter and which you
currently hald within your portfolio, The tabie 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

3rd 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
cuirently hald within your portfolio, The table is split by ESG risk rating, For full details of our engagements with companies
please refer to the online ree® client portal.
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Engagements and Your Fund: Green rated
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ESG Risk Rating:

Ratiag of 2 company's £5G risk exposuee and risk management compared to industey peets, Source: MSCI £5G Research Inc.
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Milestones and Your Fund

The table below highlights the companies with which we have recorded milestones on your behalf in the past quarter and
which you currently hold within your portfolio. Mifestones are engagement outcomes which we have identified and is rated on
the extent to which it protects investor value. For full details of our engagements which led to these milestones please refer to
the online reo® client portal.
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ESG Risk Rating: Rating of a company’s ESG risk exposure and risk management compared to industry peers. Saurce: MSCHESG Research [Rc.
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