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Our environment and its natural capital
play a key role in the economy. In many
areas of the world, environmental issues
affect how natural resources can be
assessed and valued. These issues
include increasing scarcity of natural
resources (e.g. water and arable land),
the need to feed a growing population,
the challenges of energy-sector
transformation and the response to
climate change.

We aim to invest in companies that can innovate to
manage finite resources sustainably while meeting the
complex needs of the world's growing and increasingly
urban population. Because we invest for the long term,
we place greatimportance on understanding the
environmental risks of our investments, as well as on
pursuing opportunities that benefit the environment while
providing superior returns.

As investors, we can influence and promote strong

environmental practices through our engagement activities.

Regular dialogue with companies to address environmental

issues is key to understanding important environmental risks.

It also allows us to use our voice to promote best practice
in environmental management. We have a responsibility
to our clients to consider how environmentalissues impact
the value of our investments. How we invest today will
determine the world we live in tomorrow.

Managing environmental impacts

Environmental considerations form animportant part of
our investment decision-making process. We strive to
nmanage our indirectimpact on the environment through
considering how environmental matters affect our
investments. We also offer dedicated investment solutions
that promote sustainable behaviour. Some examples of
the actions we take are outlined below.
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Investing in a changing climate

We consider climate change to be one of the greatest
challenges facing the world today, given its widespread
and proven impacts on the physical environment and
society. It is a complex phenomenon that presents a mix
of physical and transition risks and opportunities for our
investments. Given the importance of climate change,
we outline our approach in more detail in a separate
document avilable at abrdn.com.

Tackling resource scarcity while driving economic growth

As investors, we have the opportunity to help companies
protect the environment and avert the financial costs

of resource depletion. Increasing scarcity of natural
resources such as water and arable land, feeding a growing
population, issues of energy sector transformation and the
response to climate change: these are allissues that affect
how natural resources can be assessed and valued.

In many regions, companies can no longer rely on a stable
supply of good-quality water to grow their business.

The water-supply crisis has been identified as the fourth-
greatest risk to society over the next decade.! We look for
companies to be transparent about their commitment to
adapt and improve water security.

At abrdn, we recognise the intrinsic value of forests.
Deforestation, which is linked to growing demand for
commodiities, presents a significant risk for investors.
Through our engagement with companies, we hope

to drive change and apply pressure for stricter policy
action. Most deforestation is driven by demand for palm
oil, cattle, soy and paper/wood products: so-called forest
commodiities. As a result, large-scale conversion of forests
destroys critical habitats for many endangered species.

To see more about how we are upholding our commitments
on these issues, please refer to our other position statements
on our Sustainable Investing webpage.

* World Economic Forum'’s 2019 Global risk report.


http://www.abrdn.com
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Resource efficiency creates value

We believe that protecting natural capital through greater
resource efficiency will be vital to reduce waste, deliver

clean air and create economic wealth. A circular economy

is based on the principles of designing out waste and
pollution, keeping products and materials in use, and
regenerating natural systems. At abrdn, we examine

the effects of moving towards a circular-economy

model in terms of reducing costs, creating competitive
advantage, transforming the exploitation of natural
resources and reducing greenhouse-gas emissions.

We seek to invest in companies that are rising to meet

the transition from a linear economy to a circular one
through new technologies, products and business models.
Extending the useful life of products has the potential

to offset many environmental challenges. We believe

that companies that recognise the benefits and risks of
supporting a circular economy are likely to perform better
in the long term than those that do not. We have outlined
our approach to plastic pollution and related issues in
separate statement on our Sustainable Investing webpage.

Transparency counts in supply chains

Corporate supply chains are bigger and more complex
than ever before. Effective supply chains are vital to the
success of almost all businesses and can be a significant
source of value creation and innovation.?

Supply chains often span multiple countries and include
numerous suppliers, which can make them opaque
through outsourcing and offshoring. Given the complexity
of many supply chains, businesses can be exposed to
risks such as resource depletion. However, appropriate
management of supply-chain risks can provide many
environmental benefits. These include fewer pollution
incidents, reduced environmental footprint (e.g. carbon,
water, ecological) and increased efficiencies resulting in
financial value and creation of opportunities.®

2UN Global Compact: https://www.unglobalcompact.org/what-is-gc/our-work/
supply-chain/business-case

3UN PRI https://www.unpri.org/infrastructure/managing-esg-risk-in-the-supply-
chains-ofprivate-companies-and-assets/é15.article
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How to ensure we protect the environment?

1. Investment approach

We consider environmental risks and opportunities

as anintegral part of our investment process across

all asset classes and sectors. A good understanding

of environmental issues allows us to make better
investment decisions for our clients. We work hard

to encourage companies to tackle environmental
issues, and we expect them to demonstrate their
commitment to improve their environmental
performance. We strive to understand how well our
investments manage the environmental issues to which
they are exposed. Among these are carbon intensity
reductions, energy-efficiency measures, water use,
supply-chain management and innovation to protect
natural capital. We embed expertise within investment
teams and complement this through collaboration
across asset classes and our ESG Investment team.
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We seek to align long-term capital allocation to benefit
society as a whole and be a force for positive change.
In the absence of an adequate policy framework, we
can harness private-sector capital allocation to help
address some of the biggest environmental risks and
opportunities faced by society globally. We draw upon
anumber of international frameworks for guidance on
corporate environmental business practices.

The demand for disclosure

We encourage greater transparency of the companies
in which we invest. Although data availability

has improved in recent years, investors still lack
comparable and reliable data in many environmental
areas to provide consistent analysis of these issues.
This includes understanding which investments are
best placed to capture the opportunities stemming
from the shift to a low-carbon economy. We welcome
the growing shareholder interest in improved
environmental disclosures from companies, in line with
the recommmendations from bodies advocating best
practice such as the Task Force on Climate-related
Financial Disclosures (TCFD). 4

Environmental destruction poses significant risks

for long-term investors. These risks are financially
significant and have the potential to affect the
corporate performance of investee companies. As
investors, we play a critical role in financing sustainable
business opportunities and encouraging companies to
make significant environmental progress.

Approach to engagement

At abrdn, we engage actively and regularly with
companies. Our level of engagement varies depending
on the significance of the issues identified. It allows

us to monitor performance, challenge on key issues

and promote a forward-looking approach. When
appropriate, we escalate our engagement to achieve
improvement in an investee’s environmental practices.
Examples of where we have engaged on environmentall
issues are available in our Quarterly ESG Report onthe
Responsible Investing page of our website.

4 TCFD: https://www.fsb-tcfd.org/supportive-quotes/

abrdn Position Statement - The Environment

4. Voting and shareholder resolutions

We believe itis our duty to be active and engaged
owners of companies, to seek to improve financial
resilience and to drive change across geographies and
asset classes. Where we believe we need to improve
environmental standards, we will use our ability to vote
to influence corporate behaviour and incentivise action
across a portfolio. Our ESG Investment team is well
resourced with stewardship expertise and a dedicated
proxy-voting capability that can provide escalation

on environmental matters. Our voting record on
environmental issues, as well as other ESG-related
matters, is available on our website.

Sustainable investing at abrdn

As aleading global asset manager,
we believe that investing sustainably
can help generate long-term value
for our clients. How and where the
world chooses to invest has critical
implications for the well-being of society and
our planet. Equally, investments that could have
negative social and environmental impacts can
pose risks for the investment performance we
can deliver for our clients.
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Environmental Social and Governance (ESG)
considerations are an integral part of our decision-
making when investing your capital. By understanding
how ESG factors affect our investments, we believe
that we can generate better outcomes for our clients,
society and the wider world.

To help us achieve this, our dedicated, 20-strong
ESG Investment team works closely with colleagues
across all asset classes. Dedicated ESG asset-class
analysts provide an additional layer of expertise.

Please visit our abrdn.com for more detail.


http://www.abrdn.com
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