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ESG and MFA Pooled Investment Funds

About the Municipal Finance Authority of BC

The Municipal Finance Authority of British Columbia (MFA) believes that investment processes that
incorporate ESG factors and other broad systemic issues can lead to better investment outcomes. We are
committed to creating and offering best-in-class investment products to local governments and have
been actively engaged in the Sustainable Investing landscape with the view of offering workable
investment solutions for local governments. As such, MFA will only partner with UN PRI signatories in our
pooled fund product line. Away from our Pooled High Interest Savings Accounts (PHISAs) which are
managed internally by MFA, all the MFA Pooled Investment Funds are currently managed by Philips,
Hager and North Investment Management Ltd. (PH & N). PH & N is a signatory to the United Nations
Principles for Responsible Investment (UN PRI). As indicated in their most recent 2020 Assessment
Report’s Summary Scorecard, the UN PRI rated PH&N an A+ across all categories:
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What is ESG?

ESG investing focuses on using three non-financial factors as a part of a framework in the evaluation of
companies for investment decision-making. Environmental criteria focus on stewardship of the natural
environment and its resources. Social criteria look at the company’s treatment of people and impact on
societal issues. Governance criteria focuses on how an organization is presided over and its corporate
policies.

Although not an exhaustive list, potential issues are listed below:

Environmental Issues Social Issues Governance Issues

©  Waste and Pollution *  Health and Safety *  Bribery and Corruption

. Green house gas emissions *  Customer engagement e Compliance and reporting

° Water management *  Employee relations *  Board composition

. Land use *  Workforce and diversity *  Executive compensation structure
. Climate change risks and opportunities *  Community relations *  Donation and lobbying

: Natural Capital *  Data protection and privacy *  Corporate risk management
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What is Socially Responsible Investing?

Socially Responsible Investing also known as sustainable, responsible, "green" or ethical investing, is any
investment strategy which seeks to consider both financial return and social/environmental good to bring
about social change.

United Nations Principles for Responsible Investment

The United Nations-supported Principles for Responsible Investment (UN PRI) is an international network
of investors working together to put six principles into practice. Its goal is to understand the implications
of sustainability for investors and support signatories incorporating these issues into their investment
decision-making and ownership practices. In implementing the Principles, signatories contribute to the
development of a more sustainable global financial system.

The Principles offer a menu of possible actions for incorporating environmental, social, and corporate
governance issues into investment practices across asset classes. The Principles are designed to be
compatible with the investment styles of large, diversified, institutional investors that operate within a
traditional fiduciary framework.

The 6 principles that guide the UN PRI are as follows:

We will incorporate ESG issues into investment analysis and decision-making processes.

We will be active owners and incorporate ESG issues into our ownership policies and practices.
We will seek appropriate disclosure on ESG issues by the entities in which we invest.

We will promote acceptance and implementation of the Principles within the investment
industry.

We will work together to enhance our effectiveness in implementing the Principles.

6. We will each report on our activities and progress towards implementing the Principles.
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PH&N and Responsible Investing

PH & N believes that being an active, engaged, and responsible owner is empowering in enhancing the
long-term, risk-adjusted performance of portfolios and is part of their fiduciary duty. Their approach to
Responsible Investing is comprised of three pillars and specific actions are taken under each of these
pillars to deliver on its duty of maximizing clients’ investment returns without undue risk of loss.

Integrating relevant ESG factors. First, by tailoring ESG integration tools and processes to their investment
strategies. Second, by focusing on materiality, the attention is put towards those ESG factors that have
the potential to impact the value of the investment. Third, transparency and accountability are key, by
properly disclosing ESG risks and opportunities by the companies and countries in which we are invested
in, it shows that these issuers are accountable in managing their material ESG risks and opportunities,
leading to long-term sustainable performance. Fourth, through improvement and innovation, PH & N is
always exploring new and better ways to integrate material ESG factors into the investment process.
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Active Stewardship. PH & N conveys its views through thoughtful proxy voting, engagement with issuers
and regulatory bodies, and collaboration with other like-minded investors. As stewards of their clients’
assets, they are committed to ensuring that the issuers in which they invest act in alignment with the
long-term interests of their clients. This means conveying to issuers and regulatory bodies their views on
topics such as board structure, executive compensation, gender diversity, and climate change. This is
done by employing the following three methods. First, voting responsibly at the general meetings of their
public equity holdings is an important way to act in the best interest of their clients. Second, their
investment teams meet with the issuers in which they invest on an ongoing basis. Third, they participate
in initiatives that will increase transparency, protect investors, and foster fair and efficient capital
markets.

Client Driven Solutions and Reporting. Transparency and accountability are key to maintaining meaningful
relationships with their clients and delivering on their fiduciary duty. Examples of such reporting:
responsible investment reports, climate-related disclosures, proxy voting disclosures, reporting on their
Responsible Investment commitments, RBC GAM responsible investment survey, and ESG insights.

Fossil Fuel Free Short-term Bond Fund and ESG Integration

In addition to employing ESG integration, the Fossil Fuel Free Short-term Bond Fund does not invest in
any corporate securities of entities directly involved in the “extraction, processing and transportation of
coal, oil or natural gas”. The Fund employs a commonly used screen that excludes fossil fuel-related
companies. Sustainalytics, an independent market leading ESG ratings firm, manages and provides the
definition and screening methodology.

The Fund invests primarily in a
well-diversified portfolio of short-
term fixed-income securities
issued by Canadian governments
and corporations.

The Fund will not invest in
securities of issuers
directly involved in the extraction,

processing and transportation of
coal, oil or natural gas.

The Fund Manager consults with
Sustainalytics to develop a second layer
of the Fund’s framework. Sustainalytics
conducts recurring assessments on the
performance of companies against the

Fund’s ESG framework.
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The Fund excludes issuers that
have been identified in the Carbon
Underground 200 list.

The Fund invests in businesses
committed to impactful
environmental solutions.

Companies that have significant

ownership in ineligible companies
are also considered ineligible for
investment.

CU 200

Exclusionary screening is applied
to companies deriving > 10% of
its revenue from oil and gas
supporting products or services
.e.g., companies involved in rental
of tailor-made equipment,
geophysical engineering,
chemicals to support drilling.
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Money Market Fund, Government Focused Ultra-short Bond Fund, Short-term Bond Fund and
ESG Integration.

All of MFA’s pooled funds managed by PH&N employ ESG integration. In addition, like the Fossil Fuel Free
Bond Fund, the Government Focused Ultra-short Bond Fund (GFUS BF) does not invest in fossil fuel
related companies. The composition of allowable investments in the GFUS BF are primarily government
and government related securities and have a maximum 25% exposure to Big 6 Canadian Banks.

Through information gathering and
assessment of a company’s operating UL USLU UL SpCLITIG HvesUTI
environment, possible risks and
opportunities that could led to
impactful credit outcomes for the
company can be pin pointed.

strategies. It is essential to look at a
corporate bond in its entirety.

Relevant information such as
regulatory conduct, industry
characteristics and historical trends
are incorporated into the

: e investment/credit analysis.
For a more sizeable and qualitative ESG / y

coverage, the Fund Manager includes
pertinent research and findings from
third party data providers such as MSCI

and Sustainalytics. Only factors deemed
to materially affect investment
fundamentals or an issuer’s debt
servicing capabilities will influence the
team’s final internal credit rating and
investment decision.
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ESG factors are incorporated into
investment decisions with a view to
provide a high level of current
interest income earned by investing
in the highest quality fixed income
securities.
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Mortgage Fund and ESG Integration

Invests in legal, high quality, high Building green certifications such
integrity businesses and real estate as LEED are credit positive. In
owners who have shown their ability most cases, properties with
to successfully manage real estate buildings certifications have lower
through time. operating costs.

Value is placed on a borrower’s
reputation and on how they
manage their real estate
portfolios.

To protect the integrity of the Fund,
searches are conducted on all
borrowers, some of these include
legal, credit, anti-money laundering,
bankruptcy, and criminal searches.

Environmental reports and, if
necessary, remediation reports for
every financed property is
Cash businesses such as casinos are required Properties with Building
considered credit negative by the Condition Assessments are
Fund manager, no financing goes into considered favorable to ensure
these types of properties. health and safety concerns.

Pooled High Interest Savings Accounts

MPFA provides access to three Pooled High Interest Savings Accounts at extremely favorable rates for our
Members. The current offerings are three of Canada’s leading Big 6 banks, National Bank, CIBC, and
Scotiabank. Most Members consider these funds to be fossil fuel free given that they are direct deposits
into entities not “directly involved in the extraction, processing and transportation of coal, oil or natural
gas”. In addition, the Canadian Big 6 banks have significant commitments to helping create sustainable
futures for all Canadians.

Please find the ESG disclosures provided by each of these institutions below:

National Bank of Canada
https://www.nbinvestments.ca/content/dam/bni/publication/publication-report-esg-advances-2019.pdf

Scotiabank:
https://www.scotiabank.com/ca/en/about/responsibility-impact/esg-publications-policies.html

CIBC:
https://www.cibc.com/en/about-cibc/corporate-responsibility.html
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