TROY

ASSET MANAGEMENT

Responsible Investment Report N®11

The natural world and its capital

“Only when the last tree is cut down, the last
fish eaten, and the last stream poisoned, you
will realise that you cannot eat money.”

Cree Indian Proverb

As we bid farewell to the winter solstice, we
embark on a new year with days slowly stretching
longer. The promise of spring lies on the horizon,
and we will soon witness nature’s transformation.
Amidst our admiration for nature’s beauty and its
wonder, there lies an often-overlooked question:
what economic value does nature hold?

Natural capital in many ways forms the
foundation for all other types of capital. It
delivers essential services crucial for businesses
and people, including providing resources
(food, water, timber), regulating climate and
disease, and supporting nutrient cycles and crop
pollination. In 2019, the OECD estimated the
annual value of natural ecosystems at $125-140
trillion, surpassing global GDP by more than one
and a half times'.

Over time, human activities have stressed natural
ecosystems and reduced biodiversity. This
degradation poses both business and financial
risks, ranging from the increasing scarcity of raw
materials to less stable supply chains.

New policies to protect the natural environment
will also impact companies. For example,
the EU’s law on deforestation-free products,
which impacts various sectors like agriculture,
energy, construction, and infrastructure, ensures
products consumed in Europe will not contribute
to deforestation or forest degradation. The
regulatory focus is only likely to increase for
companies interacting with biodiversity and
nature.

The Task Force on Nature-related Financial
Disclosures (TNFD)

The financial realm has also found itself under
intensified scrutiny. In September 2023, the
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TNFD released its highly anticipated disclosure
framework. This is a global initiative pushing
businesses to disclose and manage their impact
on nature.

Investors will now have greater transparency
from companies to evaluate the nature-related
risks (and opportunities) impacting the financial
sustainability of their investments. This in turn
means that investment professionals will have to
give greater thought as to how the loss of nature
and increasing regulation has the capacity to
impact the durability of long-term portfolio
returns.

Given Troy’s historically significant exposure
to consumer staples companies, our focus on
biodiversity, deforestation, and water scarcity
has been an important part of our research and
company analysis for some time.

In 2019, we first explored the topics of plastic
use and palm oil and have since explored other
nature-related themes. Our aim is to gauge the
efforts that portfolio companies make to mitigate
their impact on nature and prevent damage to
natural ecosystems. This serves to safeguard the
resilience of their businesses while mitigating
regulatory and reputational risks.

Pernod Ricard and Diageo on sustainable
agriculture

During the quarter, dedicated sustainability
meetings with both Pernod Ricard and Diageo
highlighted their efforts to protect raw materials
against soil erosion and challenging farming
conditions. Both companies rely on commodities
such as grapes, barley, corn, wheat, and agave
for premium spirits.

They seek to use these resources whilst reducing
their own environmental impact by prioritising
regenerative  agricultural  techniques that
enhance the health of ecosystems. Pernod
particularly focuses on preserving land in the
Cognac and Champagne farming regions.

Not only is land degradation from human impact
a long-term risk, climate change is also changing


https://www.oecd.org/environment/resources/biodiversity/Executive-Summary-and-Synthesis-Biodiversity-Finance-and-the-Economic-and-Business-Case-for-Action.pdf
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farming conditions. As summers become hotter,
many grape varieties are becoming less acidic
and sweeter, which may be problematic for
cognac supply 20-30 years from now. Pernod
is investing in the development of new grape
varieties that can withstand the effects of climate
change.

By investing in regenerative agriculture both
Pernod and Diageo are shifting away from
conventional practices to promote natural
processes, minimising chemical use, and
fostering local biodiversity. Pernod has been an
early supporter of the International Union for
Conservation of Nature's Agriculture and Land
Health Initiative. This offers subsidies to farmers
that adopt more efficient and environmentally
friendly equipment. Through its Sustainable
Solutions programme, Diageo collaborates
closely with smallholder farmers, who supply
up to 80% of their raw materials, emphasising
strategic and long-term supplier relations to
promote sustainable supply chains.

These conversations are encouraging for
investors in these businesses. They reveal that
Pernod and Diageo are proactive in taking a
long-term approach and anticipating the lasting
benefits that will flow from their sustainability
initiatives. There is a lot of work ahead but
we believe taking early action will position
these companies favourably for the future.

Nestlé on deforestation

“Keeping your batting average high on future-
focused projects has always been the hallmark
of successful company management.”

Mark Schneider, CEO of Nestlé

Nestlé’s proactive stance on tackling commodity-
driven deforestation has proven already to be a
strategic advantage. The company invested in
deforestation-free supply chains over a decade
ago, committing to zero deforestation by 2025.
This strategic move positioned the company
ahead of regulatory changes, such as the
recent EU regulations on deforestation-linked
commodities.

In 2022, Nestlé achieved over 99% assessed
deforestation-free status across many raw
materials including meat, palm oil, pulp, soy,
and sugar and is now targeting the same
for coffee and cocoa. Their 'Forest Positive’

strategy includes a reforestation goal of planting
200 million trees by 2030, emphasising support
for suppliers and farmers in conservation and
restoration initiatives.

Many of Nestlé’s suppliers are smallholder
farmers. Deforesting land toincrease theirfarmed
land is often an economically advantageous
choice, but one that comes at a cost to the
wider environment. Nestlé’s strategy therefore
strongly emphasises long-term  supplier
partnerships and education, providing financial
support and forward planning to ensure farmers
are not thrust further into poverty due to global
efforts to preserve forests.

Nestlé is in the process of finding ways to
communicate these efforts to consumers, so
that brand perception and consumer loyalty are
enhanced. The company is a prime example of
whatittakesto buildandnurture enduringbrands.
A proactive commitment to environmental
responsibility is aimed at remaining competitive
in a dynamic and changing environment. This
provides insight into Nestlé’s corporate culture
and management'’s foresight.

Large multinationals like Nestlé often face
difficult trade-offs; aligning increased volumes
with environmental responsibility is not without
its challenges. Navigating this delicate balance
requires strategic decision-making to ensure
sustained growth without compromising on
sustainability goals. Nestlé consistently strives
for improvements and acknowledges that
there’s more to do. While not perfect, Nestlé is
an exemplar of a company that is rising to this
complex challenge.

Nature and investing

Extended periods of human activity have resulted
in the gradual degradation of our ecosystems.
Despite this, nature exhibits a remarkable ability
to rejuvenate and repair itself when given the
necessary space to do so.

The TNFD serves as a valuable framework for
organisations to report and address evolving
nature-related dependencies, impacts, risks,
and opportunities. This framework encourages a
more intentional and structured consideration of
these issues by businesses and investors.

As long-term investors, our goal is to invest in
companies that can deliver sustainable and
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growing returns on capital. Climate change and
nature degradation, coupled with increased
regulation, will affect our portfolio companies
over the timescales that we invest, hence the
need to proactively consider such risks.

Our deep research and continuous engagements
with companies aims to ensure their business
models are founded on sustainable practices.
The examples provided underscore the ways
in which our portfolio companies are taking
necessary action for improved future resilience.

While there is considerable work ahead, we
recognise the importance of adapting. Just as
ecosystems can thrive through gradual change,
long-term investors must adapt to address the
growing challenges posed by nature and climate
change. The TNFD's framework will further
strengthen our efforts in navigating these
changes.

Sian-Azilis Evans January 2024
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Voting

NET ZERO
ASSET
MANAGERS
INITIATIVE

VOTES IN FAVOUR OF SHAREHOLDER RESOLUTIONS - 2023

Environmental
12%

Social
50%

VOTES AGAINST MANAGEMENT RECOMMENDATIONS - 2023

2022 2023 Board of
directors
Meetings Held 108 98 17%
Remuneration
Meetings voted 100% 100% 9%,

. . . General
Meetings wrdl at least 1 vote Against 29% 48% Covernance
Management

6%
Management Resolutions Corporate Structure
6%
Total management resolutions 1,643 1,618
Votes against management resolutions* 4% 8%
Votes against ISS recommendations 4% 10%

(BOTH MANAGEMENT AND SHAREHOLDER RESOLUTIONS)

Environmental 4%

Shareholder Resolutions Social 11%
Board of
Total shareholder resolutions 95 79 directors 362
Corporate
. . Structure 13%
Votes in favour of shareholder resolutions 28% 43%
Votes against ISS recommendations 17% 24%
General
. i . . Governance
Source: ISS. *This may include abstentions. Remuneration 13% 239
Portfolio Carbon Footprint (Tons CO2e / $M Invested)*
150 134
: 2019 : 2023
100
69 63
50
9 7 13 12 6 s 12 11
FTSE All-Share Troy Multi-asset Troy UK Equity MSCI World Troy Global Troy Global Equity
Index Strategy Income Strategy Index Equity Strategy Income Strategy

*Carbon footprint calculated using market capitalisation.

Source: MSCI ESG Manager, portfolio holdings as at 31 December 2023 and data as at 4 January 2024. Asset Allocation subject to change. The information provided
is based on calculations relating to corporate securities only. Where the fund holds other asset classes, such as cash or government bonds, these are excluded from the
portfolio. The information shown relates to a mandate which is representative of, and has been managed in accordance with, the relevant Troy Strategy. Past performance

is not a guide to future performance. All references to benchmarks are for comparative purposes only.



Current Alignment of our Holdings with Net Zero by 2050

. Net Zero

. Aligned to a net zero pathway
. Aligning towards a net zero pathway

Committed to Aligning

. Not Aligning

Source: MSCI ESG Manager

Engagements
2022 - 44 ENGAGEMENTS WITH 29 COMPANIES

Remuneration 11% Shareholder Rights

Chair/CEO Separation 2%
99% Public Health

2%
Reporting 2%

Clirmate change

Capital allocation 5%

16%
Board Independence
or Oversight
12%
Board Diversity MNatural resource (2.9, water,
16% biodiversity) 25%

Troy has categorised all equity holdings along

an alignment maturity scale in accordance with
the Institutional Investors Group on Climate
Change's (IIGCC) Net Zero Investment Framework
methodology. This reflects our commitment under
the Net Zero Asset Managers initiative to ensure
our investments are on track to meet global
ambitions of net zero emissions by 2050 or sooner.
We currently have engagements underway with

all holdings deemed 'not aligning’, our goal is to
move all holdings along the climate maturity scale
with the ultimate objective of achieving net zero.
For further information please see Troy's Climate
Change Mitigation Policy.?

2023 - 23 ENGAGEMENTS WITH 18 COMPANIES

Remuneration 18% . ’
Financial

Performance
Capital allocation 4%,

4% \ '

Clirnate change
26%

Board Diversity
35% atural resource (2.g. water,
biodiversity)
13%

Source: Troy Asset Management, 31 December 2023. *Environmental, Social or Governance
2This policy outlines the consideration of climate risk in our investment decision-making process for mandates which meet the criteria under Article 8 of the European Union’s

Sustainable Finance Disclosure Regulation


https://www.taml.co.uk/wp-content/uploads/2022/09/Troy-Climate-Change-Mitigation-Policy.pdf
https://www.taml.co.uk/wp-content/uploads/2022/09/Troy-Climate-Change-Mitigation-Policy.pdf

Disclaimer

Further information relating to how ESG integration is applied to the fund can be found in the fund prospectus and investor disclosure document. For further
information relating to Troy's approach to company voting and engagement, please see Troy's Responsible Investment and Stewardship Policy available at
www.taml.co.uk.

Please refer to Troy's Glossary of Investment terms here. The document has been provided for information purposes only. Neither the views nor the
information contained within this document constitute investment advice or an offer to invest or to provide discretionary investment management services
and should not be used as the basis of any investment decision. The document does not have regard to the investment objectives, financial situation or
particular needs of any particular person. Although Troy Asset Management Limited considers the information included in this document to be reliable, no
warranty is given as to its accuracy or completeness. The views expressed reflect the views of Troy Asset Management Limited at the date of this document;
however, the views are not guarantees, should not be relied upon and may be subject to change without notice. No warranty is given as to the accuracy or
completeness of the information included or provided by a third party in this document. Third party data may belong to a third party.

Past performance is not a guide to future performance. All references to benchmarks are for comparative purposes only. Overseas investments may be
affected by movements in currency exchange rates. The value of an investment and any income from it may fall as well as rise and investors may get back
less than they invested. The investment policy and process of the may not be suitable for all investors. Tax legislation and the levels of relief from taxation can
change at any time. References to specific securities are included for the purposes of illustration only and should not be construed as a recommendation to
buy or sell these securities.

All reference to FTSE indices or data used in this presentation is © FTSE International Limited (“FTSE") 2024. 'FTSE ®' is a trademark of the London Stock
Exchange Group companies and is used by FTSE under licence.

Issued by Troy Asset Management Limited (registered in England & Wales No. 3930846). Registered office: 33 Davies Street, London W1K 4BP. Authorised
and regulated by the Financial Conduct Authority (FRN: 195764) and registered with the U.S. Securities and Exchange Commission (“SEC") as an Investment
Adviser (CRD: 319174). Registration with the SEC does not imply a certain level of skill or training.

© Troy Asset Management Limited 2024


http://www.taml.co.uk
https://www.taml.co.uk/wp-content/uploads/2022/08/Glossary_April-2022-1.pdf

