APPENDIX A

TREASURY MANAGEMENT — ENVIRONMENTAL, SOCIAL AND GOVERNANCE (ESG) September 2023

What is ESG?

ESG stands for Environmental, Social and corporate Governance. In investing terms, it means the
consideration of ESG factors alongside financial factors in the investment decision-making process.
An organisation with a high carbon footprint would not score well on environmental impact; one that
negatively affects people’s health would not score well for social impact; and one without appropriate
structures and processes to ensure good corporate decision-making and behaviour would not rate
highly for governance.

When considering investing its available resources (short-term cash flows), the Council needs to
consider the Environmental, Social and Governance implications of decisions to invest. Treasury
Management Practice note 1 in the Chartered Institute of Public Finance and Accountancy (CIPFA)
Treasury Management Code of Practice 2021 sets out the following:

‘The organisation’s credit and counterparty policies should set out its policy and practices relating to
environmental, social and governance (ESG) investment considerations. This is a developing area, and
it is not implied that the organisation’s ESG policy will currently include ESG scoring or other real-
time ESG criteria at individual investment level.” (Emphasis applied)

Many local authorities have declared a climate emergency and Councils are taking steps to reduce
their own carbon emissions within their area. The target for the UK is to achieve net-zero by 2050.
Some Councils consider 2050 too long and are working towards achieving zero net carbon well ahead
of 2050. The Welsh Government published its Net Zero Strategic Plan in September 2022 setting out
the Welsh Ministers’ ambition for the public sector to be collectively net zero by 2030. Local
authorities have a huge role to play in terms of alleviating the climate crisis by encouraging greener
infrastructure, increased cycle to work schemes, more flexible working and home working to reduce

home to work commuting and implementing a range of energy efficiency measures such as solar
panels and low carbon heating.

Local authorities are significant providers of social value in their services. The provision of social
housing and social care to those in need are key services. Councils are also providers of recreational
services such as parks, playgrounds, community land and provide opportunities for healthy living and
exercise.

Local Authorities, as public bodies, are accountable for the actions they do and, being in the public
eye, look very much to uphold the highest standards of conduct and behaviour, therefore
demonstrating strong governance. Decisions must be lawful and based on objectivity and reliable
advice where needed. Meeting agendas and minutes are posted to websites, increasing transparency
and scrutiny of their decision making.

The Council’s Treasury Advisors, Arlingclose, provide some information as regards organisations that
have signed up to some major ESG-related initiatives, their latest update being 13 January 2023. The
Council will consider these organisations when lending monies, though would not limit its decisions
to solely these organisations. Local authorities are included as appropriate organisations for ESG
purposes. The Council’s bankers, Barclays Group, have signed up to UN Principles for Responsible
Banking. The UN Principles support banks to take action to align their core strategy, decision-making,
lending and investment within the UN Sustainable Development Goals, and international agreements
such as the Paris Climate Agreement. The Principles for Responsible Banking include the Net-Zero
Banking Alliance, which is the climate-focussed initiative of this global framework. Other banks also
signed up that the Council use include: Handelsbanken (through Svenska Handelsbanken) and Lloyds
Banking Group (including Bank of Scotland).
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Arlingclose have also provided information regarding investment bodies. The Council uses Money
Market Funds and the four funds it uses have signed up to the UN Principles for Responsible
Investment, UK Stewardship Code 2020 and the Net-Zero Asset Managers Initiative. The UN Principles
for Responsible Investment provides possible actions for incorporating ESG issues into investment
practice. In implementing the Principles, organisations contribute to developing a more sustainable
global financial system.

The UK Stewardship Code sets high stewardship standards for those investing money on behalf of UK
savers and pensioners. Stewardship is the responsible allocation, management and oversight of
capital to create long-term value for clients and beneficiaries leading to sustainable benefits for the
economy, the environment and society. The Code applies to asset managers who manage assets on
behalf of UK clients or invest in UK assets. The Net Zero Asset Managers initiative is an international
group of asset managers committed to supporting the goal of net zero greenhouse gas emissions by
2050 or sooner, in line with global efforts to limit warming to 1.5 degrees Celsius; and to supporting
investing aligned with net zero emissions by 2050 or sooner.

The Council is committed to being a responsible investor. This means recognising the importance of
long-term financial health and stability of the financial markets, and to understand that external non-
financial factors, such as the environment, social stability and strong governance are key factors to
consider.

The Council has recognised climate change as a long-term and material risk. The Council declared a
climate emergency in June 2020 and set up its Climate Emergency Response programme, which has a
commitment to achieve Net Zero carbon emissions by 2030 across its operations. The Council
developed its 2030 Net Zero Carbon Strategy, approved by Council on 13 December 2022. It is
recognised that the resource challenge faced by all public bodies in Wales to achieve net zero carbon
by 2030 is significant.

The Treasury Management Strategy sets out the following:

‘ESG Policy: Environmental, social and governance (ESG) considerations are increasingly a factor in
global investors’ decision making, but the framework for evaluating investment opportunities is still
developing and therefore the Council does not currently include ESG scoring or other real-time ESG
criteria at an individual investment level. When investing in banks and funds, the Authority will
prioritise banks that are signatories to the UN Principles for Responsible Banking and funds operated
by managers that are signatories to the UN Principles for Responsible Investment, the Net Zero Asset
Managers Alliance and/or the UK Stewardship Code.’

Proposed amendment/addendum to the Council’s Treasury Management Strategy

In terms of its Treasury Management activities, it is proposed that the Council adopts the following
commitments as part of its Treasury Management Strategy:

e Ensure as far as possible, that its investment parties are committed to the principles of ESG

e The Council and its counterparties will seek to act with integrity at all times in their dealings

e The Council will seek to encourage positive ESG behaviour

e The Council will comply with any industry standard ESG guidelines that may arise and always
seek to ensure best practice in managing its treasury investments.
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The Council’s approach in practice

As noted above Local Authorities by their very nature will meet ESG requirements. This Council does
not invest in any specific schemes of any other local authority to which it lends money but lends
purely for short-term cash flow purposes. As such, it is not intended that any further checking of other
local authorities will be undertaken (other than if the advice from our Treasury Advisors is to not invest
due to specific financial concerns).

The Money Market Funds that the Council use have also signed up to relevant ESG commitments and
so no further checks will be undertaken when using these funds.

The Council will continue to review any updated guidance received from the Council’s Treasury
Advisors in relation to ESG considerations.

This is a developing area for Treasury Management and the Council will continue to monitor progress
and develop its policies in line with guidance from both CIPFA and the Council’s Treasury Management
Advisors.



