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INTRODUCTION t

Impact of climate change

Climate change is defined as a change of climate, directly or indirectly attributed to human activity, that alters
the composition of the global atmosphere, and which is in addition to natural climate variability, observed over
comparable time periods (UN Framework Convention on Climate Change).

The Task Force on Climate-related Financial Disclosures (TCFD)?, believed that better information would allow
companies to incorporate climate-related risks and opportunities into their risk management and strategic
planning processes. As this occurs, companies’ and investors’ understanding of the financial implications
associated with climate change will grow, empowering the markets to channel investment to sustainable and
resilient solutions, opportunities, and business models. The International Financial Reporting Standards now
covers the framework for international ESG reporting, risk management and climate related financial
disclosures.

Cheviot’s response

This report sets out the Trustee’s response to the TCFD requirements in respect of the Money Purchase Section
of the Cheviot Pension, an authorised Master Trust. The Section provides the Cheviot Lifeplan? which transitions
through three core funds? as they approach retirement when cash is also introduced. The underlying funds are
also available as self-select funds together with nine other funds which include risk-rated options, a range of
asset classes, retirement options and options where financial return is not the sole criterion.

This report is Cheviot’s fifth TCFD report. It sets out the actions and analysis undertaken by the Trustee in line
with the recommendations for improved reporting and transparency in relation to climate related risks and
opportunities as set out by the TCFD in respect of the Money Purchase Section. The Money Purchase Section
provides wholly defined contribution benefits and therefore there are no relevant covenant or funding strategy
issues to consider.

The report covers the scheme year January 2025 to December 2025. The Trustee’s approach is proportionate
to the assets under management (circa £201m as at 31 December 2025) and the use of an investment platform
which significantly restricted direct engagement with managers or the underlying companies during 2025. The
report meets the requirements of the guidance and requirements set out in relation to climate related risks.

The Trustee’s investment strategy and implementation are delegated to its appointed fiduciary manager, Van
Lanschot Kempen Investment Management (“VLK”). VLK has responsibility for managing environmental
(including climate change), social and governance risks on behalf of the Trustee, within the objectives and
constraints agreed. The Trustee monitors VLK’s delivery through regular reporting and governance meetings.

Within the context of its fiduciary duties, the Trustee is supportive of the Paris Agreement aim of limiting global
warming to well below 2°C above pre-industrial levels and pursuing efforts to limit it to 1.5°C, recognising that
delivery depends on government and policy action.

The Trustee is supportive of initiatives it believes will be in the long-term financial interest of members. TCFD is
one such initiative, as the Trustee believes greater disclosure will lead to better investment decisions. By
delegating the day to day running of the Scheme’s assets, the Trustee are spending a proportionate amount of
time on climate related risk and opportunities, with the knowledge that VLK focuses on these matters on the
Trustee’s behalf.

! Disbanded in 2023
2 The default fund for the purposes of the legislation
3 Previously four funds but reduced to three following a strategic review in 2024.
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This report summarises the Trustee’s current position with regard to the TCFD recommendations. It reflects a
high degree of continuity with last year, with updates where appropriate to reflect VLK’s reporting and data
sources.

Cheviot’s investment beliefs

The Board adopted a bespoke net zero commitment by 2050, considering the Paris Agreement’s objectives. It
also reflects the Board’s fiduciary responsibilities to members and employers and the need for governments and
policymakers to deliver on their commitments to achieve the temperature goals of the Paris Agreement. This
report is underpinned by the Trustee’s core investment beliefs in relation to climate change.

= The Trustee believes that climate change will be a financially material factor now and increasingly so in
the future and must be reflected in asset allocation decisions.

=  Considering these materially financial factors are consistent with the Trustee’s fiduciary responsibilities.

= Progress towards the net zero commitment including establishing the baselines position of the portfolio
and interim targets is essential.

= Long term investors have an opportunity to influence managers and companies in relation to climate
change issues.

=  Where practical, assets will be invested in funds which focus on ESG and climate change issues.

The Trustee considers that VLK’s appointment continues to have a significant impact on its ability to address the
challenges of sustainability. VLK believes that sustainability, including effective stewardship, is fundamental to
successful investment outcomes and to the real-world outcomes for the ultimate beneficiaries of clients’ assets.
It actively considers how climate change, the shifting regulatory environment and potential macroeconomic
impact affect investments and works closely with Cheviot to provide support on sustainability, including on
climate change.

VLK believes that climate change is a systemic risk with potential financial impacts associated with physical
impacts and the transition to a low-carbon economy under different climate scenarios. It shares the Trustee’s
belief that these pose significant investment risks, as well as opportunities, with the potential to impact long-
term value across all asset classes.

As a representative of asset owners, VLK is committed to its role in influencing the companies and organisations
in which it invests to take account of climate change, including the provision of better climate-related financial
disclosures, enabling it to make better informed investment decisions. Further information about VLK’s
approach is available on its website.*

Conclusion

This report summarises the Trustee’s current position in relation to the TCFD recommendations. It has been
approved by the Investment Committee using delegated powers from the Trustee. The members’ factsheet is
attached at the end of the document.

Sir Derek Morris
Chair, Cheviot Trustees Limited
29 July 2026

4 https://www.vanlanschotkempen.com/en-gb/investment-management/sustainability-approach
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Climate oversight

1.1

1.2

1.3

1.4

As an authorised Master Trust, Cheviot has a strong governance structure which is documented in a detailed
Governance Policy. The Trustee’s investment beliefs set out in the Governance Policy include climate
change issues and an Appendix setting out the Trustee’s climate change policy. The detailed policy on
climate change was updated following the appointment of VLK and the move to fiduciary management.

The Trustee concluded that the Investment Committee was best placed to undertake the level of detailed
consideration required in respect of climate change issues. The Investment Committee has delegated
powers in this area and provides quarterly updates to the Board. It also consults the Board on key decisions.

The climate change policy sets out the Investment Committee’s approach to evaluating and monitoring
climate related risks and opportunities (CRRO) under delegated powers from the Trustee. The policy covers
the four areas identified by the TCFD as crucial to the management of climate change risks.

= Governance structure, including training and assessment of the capabilities of its advisers and service
providers on climate related risks and opportunities

= Strategy for assessing the impact of climate related risks and approach to opportunities over different
time periods

= Risk management

= Metrics and targets

The implementation of the Trustee’s investment strategy is delegated to VLK. VLK has articulated an
extensive Responsible Investment Policy to which the Trustee has subscribed by appointing VLK as the
Trustee’s fiduciary manager. Key to this appointmentis VLK’s approach to environmental (including climate
change), social and governance risks, specifically that it considers these fundamental to successful
investment outcomes and to the real-world outcomes for the ultimate beneficiaries of their clients’ assets.

Governance

1.5

1.6

1.7

1.8

Climate change is a substantive standing item on the Investment Committee’s quarterly agenda, and its
members must have sufficient experience and understanding to review this area. Members of the
Investment Committee continue to consider all aspects of the identification, assessment and management
of risks to and opportunities for the Trust from the effects of climate change, based on training and
information from VLK. The members of the Investment Committee assess their own skills annually and
regularly challenge advisers.

The Trustee oversees VLK as it seeks to implement a climate change risk policy across the investments. To
achieve this remit, VLK selects climate-related metrics (and, if appropriate, associated exposure limits) that
best align with the objectives of the Trustee. The climate-related metrics are used to monitor the Scheme’s
progress versus the Trustee’s objectives. Additionally, VLK defines the strategy to be used with the Trust’s
fund managers in a manner consistent with the objectives set by the Trustee.

The framework VLK use is to score all underlying external managers within the portfolio on a Sustainability
Spectrum, between 1 and 5. Levels 1 and 2 are not used within portfolios, and there is a strong
commitment to reducing the carbon intensity of investments to align with the targets set out in the Paris
agreement and to increasing the use of fund in levels 4 and 5. The manager score is reviewed periodically
and VLK engages with the managers if a desirable change is identified.

VLK reports to the quarterly Investment Committee meeting. Any areas of concern are raised and
discussed. An example of quarterly climate reporting is shown below.



Section 1 — GOVERNANCE

ESG Screening

WACI Emissions per GBP mln Invested (EV) Absolute emissions 0il & Gas

Coverage ratio™: 84%/91% AUM

L. L. L. Number of .
Fund Emissions tCO2e Emissions tCO2e Emissions tC02e s nrITe % Total Portfolio
Equities
S5GA World TPI Climate Tr In Eq GBP Acc 41.270.967 2165 .02 98374 53 0.33%
NT EM ESG Leaders Equity Index B GBP Acc 3,663,997 1.59 5.39 48537 22 0.05%
NT EM Sust Sel SDG Ind FGR Fd B GBP Dist 4226484 381 1.85 165.42 6 0.01%
Total Equities 49,161,448 37.04 18.25 1.634.54 a1 0.39%
Corporate bonds
Stote Street EM ESG Sc HC GB GEP Acc Unh 1.196.228 0.00 0.00 0.00 39 0.02%
Insight UK Credit BaM Bond Fds 2041-2045 14,641,074 5.54 2.75 24410 0 0.00%
Insight UK Credit BaM Bond Fds 2036-2040 20,248,620 19.63 10.30 915.25 5 0.27%
L&G ESG EM Govemment Bond (LC) Ind.Fd 2,588,122 0.00 0.00 0.00 0 0.00%
L&G ESG EM Govemment Bond (USD) Unhedge 2,738,589 0.00 0.00 0.00 40 0.02%
Insight Liquidity GBP Plus 5 GBP Dis 6,321,062 0.08 0.0 0.96 0 0.00%
Insight Liquidity GBP Cash Fund 3 13,641,390 0.20 0.0 8.76 1] 0.00%
Total Corporate bords 61,575,085 25.45 13.16 1.169.08 84 0.31%
Total 110,736,533 62.49 314 2,803.61 165 0.70%
Benchmark (MSCI World) 109.42 47.38

“‘Coverage Ratio: A Coverage Ratio of 80%/85% means that 80% of the total number of securities within these funds provide Carbon data and this covers 85% of the total weight of these assets.

1.9 Climate Change risk is explicitly identified as a Money Purchase Section risk on the Trustee’s Risk Register
which uses a rag rated scoring approach to assess risk with mitigations and controls to ensure the scope of
level of risk is understood and it may change over time is identified and monitored. The relevant risk
register is reviewed by the Trustee’s professional advisers at least once each year to ensure that the range
and scope of identified risks remain appropriate. The Investment Committee considers the risk register at
each quarterly meeting and updates the Trustee accordingly where significant changes are identified.

1.10 As part of its fiduciary appointment, VLK has responsibility for oversight of selection, engagement and
realisation of investments by fund managers, within certain guidelines and restrictions. The Investment
Committee requires its appointed fund managers to be cognisant of climate change risks and opportunities
within their investment processes and manage climate-related risks on a discretionary basis as applied to
the assets of the Investment Committee.

1.11 Fund managers are required to (at least) annually report on how these risks and opportunities have been
incorporated into the investment process, including descriptions of any engagement activity undertaken
with companies in their portfolios and qualitative responses to the issues raised by VLK’s analysis, within
applicable guidelines and restrictions. In such circumstances that VLK feels a fund manager has failed to
operate in line with its climate-related objectives, it will engage with the fund manager (and potentially the
benchmark provider in case of passive funds) with the intention of providing feedback on agreed mitigating
steps to the Investment Committee. Should persistent engagement attempts fail to correct a fund
manager’s misalignment with VLK and the Investment Committee’s objectives, VLK will undertake
investment strategy and/or manager changes.

1.12 VLK is expected to advise on, and provide objective assessments of, differing approaches to responsible
investment to help the Investment Committee decide appropriate responsible investment objectives for
the Money Purchase Section. This includes informing the Investment Committee of new responsible
investment opportunities or emerging risks, including different risk metrics.

1.13 The Investment Committee is assisted by their third-party fiduciary management oversight provided by EY
UK. They provide further oversight and independent advice that VLK are considering climate related risks
and opportunities. As an oversight provider, EY UK have visibility across the fiduciary management market
and are therefore able to provide a view on VLK’s performance relative to other fiduciary managers.
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1.14 The climate risks and the sustainability of the investment proposition actively feeds into investment
decisions and forms a key part of the monitoring of investment managers that is delegated to VLK. VLK
have challenged MSCI and ISS, their primary data providers on whether the data provided, the
methodologies used and the overall approach is appropriate. VLK will provide feedback on this process to
the Investment Committee.

Trustee Knowledge and Understanding

1.15 Discussions and training took place in 2025, informed by the appointment of VLK. This included the
provision of specialised training and regular discussion of relevant climate-related topics as agenda items
during Investment Committee meetings, focused on providing a clear explanation of the detail of VLK’s
approach. Sustainability is discussed regularly at the Investment Committee meetings. This includes
training from VLK on the regularly evolving landscape of sustainability and climate related risks and ensures
that the Investment Committee has sufficient oversight on climate related topics.

1.16 Some members of the Investment Committee have also attended external training sessions provided by
alternative providers. All Trustees receive regular updates on climate-related actions.

Assessment of advisers

1.17 There are appropriate agreements in place with all advisers and service providers. The Investment
Committee considers the experience and support of the investment advisers and other advisers and service
providers in this area at least annually against the ICSWG checklist through annual declarations from each
that training consistent with the relevant professional requirements has been undertaken, including
adequate climate-related risk training for the activities being undertaken for the Section. The Investment
Committee ensures that information about the scheme that is relevant to the identification, assessment
and management of risks and opportunities relating to climate change is shared between the persons
tasked with those involved in governance activities related to climate risk management.

1.18 The relevant advisers and service providers assessed by the Investment Committee over 2025 in this regard

are:
Adviser Role
Cheviot Management Governance Support and Financial Information
EY UK Independent investment oversight
Mobius Life Limited Platform Provider
VLK Investment Consultant and Fiduciary Manager
XPS Scheme Actuary

1.19 During 2025, the Investment Committee reviewed the TCFD annual planner regularly and its obligations.
The problems with obtaining appropriate and relevant information from managers, and subsequent
challenge by the Trustee, contributed to the decision to move to a fiduciary management structure and to
VLK specifically. Data relevant to TCFD reporting has been included in quarterly reports throughout 2025
and early 2026 providing more visibility to the Investment Committee.

1.20 Other advisers, including the Scheme Actuary, have confirmed that they have sufficient expertise in relation
to climate related issues to undertake their role. This declaration is included in the existing annual process
for confirming fit and proper status and competency training and experience.’

5The Occupational Pension Schemes (Climate Change Governance and Reporting) Regulations 2021, Schedule 1, Part 2, 27(b)
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Background

2.1 As part of its management of non-financial risks, and environmental, social and governance risks, the

2.2

2.2

2.3

2.4

2.5

Investment Committee receives regular monitoring of the underlying fund managers from VLK, who are
responsible for selecting fund managers aligned to their (and the Trustee’s) responsible investment beliefs,
in particular climate risks. The appetite for climate-related opportunities is growing and will continue to
increase. VLK, as the Trustees fiduciary manager, has provided the Trustee with new climate change
focused funds and investment opportunities.

The Investment Committee considered the Climate Action Tracker 2100 warming projections based on
pledges and current policies. It particularly noted that for global warming to peak at 1.5°C by 2100,
emissions need to reach net zero by 2050. It also considered the impact of population growth and the Paris
Agreement, and the actions agreed by governments, whilst recognising that the proposed policies and
actions required a broad global response to be effective.

The discussions concluded that:

= Climate-related risks are systemic and therefore it is not possible to hedge against them
= Climate change will impact the global economy fundamentally
= Climate change risk is an essential part of our strategic investment decision making.

The Investment Committee believes that climate change will fundamentally impact on how the global
economy performs and identified the key risks as transition risks, physical risks, impact on GDP and the
impact on financial markets.

In order to manage climate-related risks and opportunities, the Trustee recognises the need to be cognisant
of both types of risks and the timeframe in which they can be managed. The Trustee would define the
timeframes as short term (3 to 6 years), medium term (7 to 15 years) and long term (15 plus years). VLK
considers this timeframe in the context of climate risk and opportunities when choosing which asset classes
(both liquid and illiquid) to invest in. For example, VLK developed a specific climate change policy in line
with Paris Agreement pathways. The policy aims to be a net zero investor by 2050 and contains short-term
objectives for all listed assets to be net zero aligned by 2025 and all non-listed assets to be net zero aligned
by 2030.

To manage climate-related risks and opportunities and assess their impact on the Scheme’s investment
strategy, VLK have developed climate objectives for their portfolios and underlying objectives.

These include —

2.6

e ESG integration — integrate climate risks and opportunities

e Exclusions — divestments in companies with majority revenues coming from coal mining and tar sands
e Active ownership — set-up sector climate engagements (utilities, oil & gas, real estate)

e Impact —invest impactfully where possible, without compromising financial returns.

Over the short and medium term, key risks emanate from corporates reversing on their commitment to be
net zero aligned despite disclosing a tangible roadmap. Over the medium and long term, there are unique
opportunities to drive the net zero agenda at corporates and beyond. Supporting the transition by investing
and engaging with leading companies across the most climate-intense sectors will reduce the cost of capital
for these entities, and in turn, benefit the beneficiaries of the scheme. By embedding climate change into
their ESG approach, VLK believes it can positively contribute to a stronger future for the beneficiaries of the
Scheme, and benefit from potential opportunities through investing in the leading companies of the future.
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Scenario analysis

2.7 VLK carried out scenario analysis® on the portfolio in November 2024, as part of the triennial review
process, focusing on the core building blocks of the Cheviot Lifeplan in which 98% of assets are invested,
Growth, Moderate and Cautious. The Trustee, after discussion with VLK, determined that there had been
no material or significant changes to the Scheme’s position or investment strategy, and there had been no
material increase in the data available in respect of the scenario analysis and therefore concluded no new
scenario analysis was required in 2025.

2.8 The scenarios considered were disorderly 1.5°C and Disorderly 2.0°C which align with the TCFD
requirements. These scenarios are in line with the Pensions Climate Risk Industry Group (PCRIG) and cover
a spectrum of plausible climate pathways that model potential directions of future climate policies and
interventions. The pathways differ in terms of policy and technology changes, physical risks, and pricing in
mechanisms.

Methodology

2.9 Working with MSCI ESG, a percentage figure is shown in the quantitative metrics which represents the
present value of the aggregated future policy risks costs, technology opportunity profits and extreme
weather event costs and profits expressed as a percentage of the portfolio’s market value, should the
scenario in question be realised. This is based on the listed equity and corporate bonds where data was
available.

2.10 Several assumptions were made when constructing the scenario analysis. To arrive at a simplified holistic
view, assumptions on interplay of risks and how they offset or cumulatively add up lead to a simplification
of risks. In addition, the scale of climate change and the result of crossing over a tipping point remains a
heavily investigated and discussed topic. Despite these limitations, the data and analysis provided by MSCI
was seen as useful. The magnitude of change will continue to be refined over time as the quality of the
data improves.

2.11 Physical climate risk scenarios define possible climatic consequences resulting from increased levels of GHG
emissions, and the ensuing financial burden (or opportunity) shouldered by businesses due to impacts on
their facilities. Using the past 35 years of observed weather patterns to set a historical baseline as well as
climate models, MSCI ESG Research brings both acute and chronic climate developments into perspective
by modelling both costs from asset damage and business interruption respectively.

2.12 Climate scenario analysis is a complex and detailed process and there are some important limitations to
modelling. The scenarios are hypothetical and not forecasts or predictions and therefore very sensitive to
inputs. Similarly, the analysis assumes that the investment strategy is constant and set whereas it will
evolve and change in reaction to progress or otherwise towards the objectives of the Paris Agreement.

2.13 As the Trust is defined contribution, it does not have a funding strategy and therefore it is not possible to
test the resilience of the funding strategy.

6 VLK was appointed just over 1 month into 2024 Scheme year as the Trustee’s investment manager. The selection criteria
provided for improved data and methodologies to ESG matters including climate related risks opportunities and scenario
testing. Sophistication in these areas was part of the rationale for VLK’s appointment. VLK’s approach and methodology to
scenario analysis is fundamentally different from that of the Trustee’s predecessor manager meaning that it would not be
able to undertake methodologically sound scenario analysis with data from the Trustee’s previous manager without material
revisions to its methodologies which would be a disproportionate in terms of VLK time and cost to the Scheme for the short
time the previous manager was in place in the Scheme year. The Trustee decided that it would be disproportionate in terms
of its time and costs the costs to the Scheme to seek to engage the previous manager to undertake scenario analysis for the
short period of its appointment in the Scheme year particularly given that such analysis would not be comparable with that
produced by VLK. The Trustee asked VLK to undertake the scenario analysis as if had been appointed for the full Scheme
year using assumptions to simulate the position before its appointment. Given the circumstances, the data for the short
period before VLK’s appointment was treated by the Trustee as unobtainable.
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Conclusions

2.14 The quantitative analysis shows the portfolio is relatively resilient under the different scenarios. Based on
the analysis, the Group’s assets could fall by 12.45% in the 1.5°C scenario, which would result in a fall in
the values of members’ funds. Considering the resilience to a shock is increasingly becoming part of the
portfolio construction process and VLK believe this will become even more pressing if we were to move
away from a global average temperature increase of 1.5°C.

2.15 The analysis did not allow for changes in asset allocation over time. The analysis was conducted over two-
time frames:

short to medium term 0-10 years in which the key risks emanate from corporates reversing on their
commitment to be net zero aligned despite disclosing a tangible road map and

medium to long term 10 years + during which there are unique opportunities to drive the net zero
agenda at corporates and beyond. Supporting the transition by investing and engaging with leading
companies across the most climate intense sectors will reduce the cost of capital for those entities
and in turn benefit investors. By embedding climate change into their ESG approach, VLK believes it
can positively contribute to a stronger future for its clients and benefit from potential opportunities
through investment in the leading companies of the future.

2.16 Climate scenario analysis is a complex and detailed process and there are some important limitations to
modelling. The scenarios are hypothetical and not forecasts or predictions and therefore very sensitive to
inputs. Similarly, the analysis assumes that the investment strategy is constant and set whereas it will
evolve and change in reaction to progress or otherwise towards the objectives of the Paris Agreement.

2.17 The key outcomes of the scenario analysis and the potential impact on the Scheme’s assets were:

All the funds were likely to be negatively impacted by the risk posed by climate change.

The restructuring of the portfolios to align with VLK’s strategy reduced the likely fall in assets
measured by Climate Value at Risk (Var) estimated in each of the core funds, across the three
scenarios.

The Climate VaR was the highest for Paris Disorderly (1.5°C) in all funds, supporting the conclusions
that the impact over the short term could be severe and sudden and pose a real risk to DC members
approaching retirement over the next 5-10 years.

All scenarios had the same physical risk which is why the Disorderly (2.0° C) has the lowest climate
VaR.

The Cautious Fund has the lowest climate Var relative to the other funds due to its large allocation to
UK government bonds and lower allocation to equities.

2.18 There was no data which the Trustee was unable to obtain to identify potential impacts for all the assets
of the Scheme in the scenario analysis.

2.19 The Trustee has made a bespoke net zero commitment rather than an industry standard. The intention is
to recognise the interdependency of any individual commitment and government policy and the
requirement for the Trustee to act in accordance with its fiduciary responsibilities to members. This
commitment is consistent with VLK’s approach.
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Net zero commitment

As stewards of our members’ capital, we have a responsibility to deliver investment returns
and manage risk over the long term in line with our fiduciary duties. We recognise the climate
crisis that is facing the globe. The transition to a lower carbon world will impact every
inhabitant, economy, and investment, either positively or negatively. Our fiduciary duties
require us to identify the risks and opportunities that are present and invest accordingly.

A world where global warming is not contained to significantly below 2 degrees above pre-
industrial levels is expected to impact overall portfolio returns and risks. Countries across the
globe are making Net Zero Commitments. This will be followed by new policies and
regulations that will impact the companies we invest in and lend to, and the associated risks
and returns our portfolio can deliver.

The Trustee will manage its investments in line with achieving net zero emission greenhouse
gas emissions by 2050. Our commitment is based on governments and policymakers
delivering on their commitments to achieve the temperature goals of the Paris Agreement.

The Trustee will keep this under review to ensure it aligns with members’ interests and trustee
fiduciary duties.

Cheviot Trustees Limited
Adopted July 2022
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Background

3.1 Cheviot has a robust risk assessment process in place in which the impact and probability ratings of climate-
related risks are integrated into the existing risk management framework. Risks are overseen by the
relevant Committee, in this case, the Investment Committee. The climate related risk is assessed as a red
risk (impact 4 and probability 4) given the uncertainty of the situation, current likelihood of a Failed
Transition and the financial impact that would result for different sections of the membership over
different timescales.

Climate change and ESG risks

3.2 The Investment Committee has delegated the identification, management and assessment of climate
related risks to VLK as fiduciary manager whilst still overseeing climate change and ESG risks as part of its
usual oversight process as described in more detail in section 2.

3.3 The Investment Committee recognises that stewardship can be used to help manage the climate-related
risks to the Scheme. It recognises the importance of engagement, rather than exclusion, as a means to
encourage greater disclosures and better practices with regard to climate-related risks. At the same time
it is the fiduciary duty of the trustees to manage the climate risk of the investments. VLK is responsible for
appointing asset managers that are aligned to this approach and monitors and will report regularly to the
Investment Committee on the underlying managers’ voting and engagement (including on climate specific
issues).’

3.4 For VLK, prioritising climate-related risks is part of their responsible investment framework and investment
process. To manage these risks, they screen their portfolios and engage with companies, including on a
look through basis with external underlying asset managers. Companies in which they invest that lag on
transparency or clear carbon reduction targets compared to their peers, can be selected for an engagement
process directly and/or in conjunction with the asset manager in whose portfolio that company sits. The
rationale behind these engagements is that they expect that due to the energy transition, lagging
companies in these sectors run the most material physical and transitional risks (e.g. because of their assets
becoming stranded), and doing such engagement with the asset manager alongside can help to incentivize
improvements in the asset managers’ own responsible investment process.

3.5 As an example, VLK has directly invested in a climate transition focused equity fund as its core equity
exposure, tracking the FTSE Developed TPI Climate Transition ex Coal ex Controversies ex Nuclear ex
Tobacco Index. The Index combines data and analysis from FTSE Russell and the Transition Pathway
Initiative (TPI).

3.6 Joint engagements are also achieved via their active membership in IGCC (Institutional Investor Group on
Climate Change) and the Principles for Responsible Investment. VLK is also part of an international
engagement initiative called Climate Action 100+ that was launched in December 2017 and targets over
150 carbon intensive companies.

Metrics

3.7 The Investment Committee considered the best way to understand how exposed the Scheme is to climate
and carbon risk to inform a strategy to mitigate the risks as best as possible and identify any opportunities,
considering various metrics (absolute emissions intensity, portfolio alignment and additional climate
change).

3.8 The Investment Committee has reviewed the metrics following the appointment of VLK and aligned the
reporting. It considered the metrics for the 2025 scheme year and concluded that no changes were
necessary. Where possible, the Trustee will report on the following quantitative metrics on an annual basis.

(i) Percentage of portfolio with data coverage

7 The transition to VLK’s preferred funds was not completed until May 2025 and so the data remains limited for this report.
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(ii) Absolute total emissions in tCO2e;
(iii) Carbon footprint (per £m invested);
(iv) Scope 1, 2 and 3 Emissions

(v) Portfolio temperature alignment and
(vi) Climate VaR under different scenarios

3.9 The results of the analysis of Cheviot’s listed holdings for the year to 31 December 2025 are shown in the
Appendix as assessed by VLK on available data from Mobius and VLK’s own sources. This analysis includes
liquid listed equities and corporate bond assets where the data was available. The Investment Committee
notes that data availability is likely to improve and public disclosure should increase the speed at which the
data becomes available. Data for less liquid asset classes is less readily available, which is a known
limitation in the investment industry. Cheviot’s approach is to exclude the portfolio without coverage and
assume the portfolio is invested pro-rata in the asset classes where data is available. The portfolio and
asset class coverage is expected to be expanded in future reports, as the data improves.

Targets

3.10 The Trustee has an ambition to set meaningful targets that are in line with its investment and climate
objectives, including aligning its portfolio with achieving the goals of the Paris Agreement. It is taking a
considered approach to setting climate-related targets. Comparing the quantitative metrics of this report
provides a basis on which targets and objectives are reviewed and set.

3.11 The shorter-term target is to improve the data coverage and quality, both to include more of the Scope 3
emissions than is currently available, and also to improve the consistency of the ITR metric. VLK have set
their medium-term sustainability goals as investing in underlying funds which score highly (3 out of 5 or
above) in their sustainability spectrum and secondly for liquid and illiquid assets to be Paris aligned
(between 1.5°C and 2.0°C pathway) by 2030.8 Given VLK’s fiduciary management role, the Trustee has also
adopted these targets.

3.12 The Investment Committee will review sustainability and stewardship with VLK, including engagement and
voting activities, as a part of its effort to set and monitor meaningful climate-related targets across the
portfolio.

3.13 Progress is reviewed on a long-term holistic basis, as the Trustee considers how to meet its climate goals
and their fiduciary duty to meet members’ benefits. With respect to targets, the Trustees have asked VLK:

(i) toimprove data coverage
(ii) toinvest in strategies that are aligned with their long-term climate ambition
(iii) to engage with existing providers to achieve net zero ambitions.

3.14 Based on the holdings at the end of the Scheme year:

e 100% of managers have made a firm level commitment to Net Zero (see paragraph 2.11 above)
o 0% of strategies have a strategy level commitment to Net Zero.

Climate Metrics
3.15 The tables below set out the results of the Trustee’s agreed metrics for the equities and credit in the
portfolio. The data is sourced from Mobius, the Scheme’s investment platform and MSCI. Data below is

8 These targets were revised by VLK in 2026 as it was not possible to aligh completely by the year end.
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Section 3- Risk Management, Metrics and Targets

{

shown for the Growth Fund which is where the Cheviot Lifeplan® strategy is invested for the majority of

the Cheviot Lifeplan.

3.16 The previous data as at 31/12/2024 was estimated based on anticipated portfolio holdings and available
data at the time as the strategy was transitioning to VLK’s core strategy (see footnote 7 for more detail).
Data for 2025 is taken primarily from Mobius with additional data supplied by VLK where it is not available
from Mobius. Data is gathered as far as the Trustee is able and not all data is as at 31/12/2025. The data
below is the most accurate data available.

3.17 The reduction in emissions year on year is partly due to the estimated data

changes to portfolio holdings and reporting of underlying companies.

available in 2024 as well as

Money Purchase Section Metric Data source 31.12.24 31.12.2025

Portfolio

Portfolio coverage % of total portfolio covered by analysis Mobius 90.9% 93%
weighted by value

Absolute Emissions (Scope | Total Portfolio, tCO2e Mobius 50,050 34,469

1and?2)

Carbon Footprint Total Portfolio, emissions per £m Mobius 35 25
invested

Scope 3 Absolute Total Portfolio, tCO2e Mobius 383,261 158,198

Emissions

Portfolio implied Degrees Celsius Mobius 2.0 1.61

temperature rise*

Climate VaR Climate Value at Risk MSCI ESG Not -25.9%

(1.5°C scenario) available

Climate VaR MSCI ESG Not -23.4%

(2°C scenario) available

*The Implied Temperature Rise (ITR) metric provides an indication of how well public companies align with global
temperature goals. Expressed in degrees Celsius, it is an intuitive, forward-looking metric that shows how a company aligns
with the ambitions of the Paris Agreement -which is to keep a global temperature rise this century well below 2°C above pre-
industrial levels and to pursue efforts to limit the temperature increase even further to 1.5°C.

3.19 The Climate VaR position as at 31 December 2024 was not available. The Climate VaR position as at 31
December 2025 is based on the developed equity position (c. 85% of coverage). The overall coverage is
43% in part due to lack of data for gilt/LDI/illiquids.

3.20 The short-term target of improving data coverage and quality is being met by the increase from 90.9% to
93%. The available data for the portfolio implied temperature risk (ITR metric) is more limited but has
improved to 74% of the assets. The data is not available from the underlying managers in respect of the
rest of the portfolio. The percentage will vary over time depending on the underlying managers but will
be considered by VLK when appointing new managers in the context of the wider investment decision. The
target set by the Trustee is to increase the percentage of ITR coverage by 2% per year.

% The default fund for the purposes of the legislation.
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SUMMARY FOR MEMBERS

THE CHEVIOT PENSION

THE IMPLICATIONS OF CLIMATE CHANGE

Climate change! is rarely out of the news. It refers to changes to the climate which result either directly or indirectly
from human activity. The recent record breaking temperatures this summer in Europe provide a sobering view of
the future and are an example of the current impact of climate change caused by carbon emissions.

WHAT IS THE PARIS AGREEMENT?

The Paris Agreement was a landmark international treaty
on climate change adopted by 196 Parties in Paris, on 12
December 2015 and entered into force on 4 Movember
2016, Its goal is to limit global warming to well below 2,
preferably to 1.5 degrees celsius, compared to preindustrial
levels. To achieve this, counties aim to reduce greenhouse
gas emissions as soon as possible to achieve a climate
neutral world by 2050.

IMPACT ON RETIREMENT INCOME

The Investment Committee has continued to consider
climate related risks and opportunities as part of its
investment strategy. After considering various different
projections of the future impact of climate change, it
believes that it will be a financially material factor now and
increasingly so in the future.

If countries do not meet the objectives of the Paris
Agreement, the impact on your pension savings is likely
to be significant in the mid to longer term. This is because
the physical risks of climate change such as floods, coastal
arosion, rising sea levels, etc are very likely to impactonthe
wider fimancial structure and future investment returns.

If countries meet the Paris Agreement objectives but only
at the end of the period to 2050, this is also likely to lead
to severs and sudden impact on markets. Equities, or
company shares, are the assats likely to be most affected
by climate change but generally are expected to provide
higher returns over the long term. More resilient assets,
such asgovemment bondsand cash produce lower returns.

CHEVIOT'S RESPONSE

Whilst Cheviot has incorporated climate change and other
ESG issues into its decision making, it has found it difficult
to assess the data required to measure progress effectively.
The Board therefore appointed a new investment adviser
and manager, Van Lanschot Kempen. VLES approach to
sustainability was a key driver for the appointment.

The approach is managed under three core pillars
exclusion - not investing in companies involved in
controversial activities or conduct, ESG integration -
ensuring sustainability risks are adequately considerad in
irvestment analysis and processes and active ownership
- using its influence to improve corporate behaviour and
specific ESG issues and achieve positive change.

The Trustee is confident that VLK will help it improve
compliance and emgagement, and enable Cheviot to
manage and monitor its commitment to reaching net zero
going forward more effectively.

NET ZERO COMMITMENT

The Board has approved a commitment to target net
zero emissions by 2050, reflecting the Paris Agreement’s
objectives, as it believes this is in members financial
interasts. The commitment is based on the Trustee’s duty
to act in the best financial interests of the members and
reflects the need for governments and policymakers to
deliver on their commitments to achieve the temperature
goals of the Paris Agreement. The net zero commitment

can e found hera,
DATA CHALLENGES

To measure the scheme's progress towards a net zero
commitment, the Imvestment Committee has agreed to
measure the absolute emissions, carbon footprint and
temperature alignment (a measure of the global warming
temperature outcome implied by companies’activities and
targets) of the scheme's investments.

The data available at the end of 2025 was an improvement
from the year end 2024 and VLK has provided additional
data which was not available from Mobius to improve the
reporting

CLIMATE CHAMNGE REPORT
The Trustea’s full reporton its work on the impact of climate
change is available hera,

1 This factsheet is 2 summary of Cheviot's Task Force on Climate-related Financial Disclosures [TCFD) report. The reporting of climate related risks and
opportunities. By identifying dimate related risks and opportunities, the Trustee can indude them in their investment strategy
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