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ITEM IDENTIFICATION:

Responsible Investing Committee 2013-14 Annual Report.

JURISDICTIONAL INFORMATION:

The Business Board is responsible for financial matters including financial policy and investment
oversight. The Responsible Investing Committee is not a governance committee but is advisory
to the Chief Financial Officer. In accordance with the Committee’s terms of reference, its annual
report is provided to the Business Board for information.

GOVERNANCE PATH:

1. Business Board [For Information] (January 26, 2015)

PREVIOUS ACTION TAKEN:

The annual report for the 2012-13 year was provided to the Business Board at its meeting on
January 27, 2014,

HIGHLIGHTS:

The Responsible Investing Committee (RIC) provides a forum for interested parties at the
University to discuss and express opinions on principles related to responsible investing. From
time to time, the RIC may make recommendations to the University about principles of
responsible investing to be considered by the Administration and UTAM. At the same time,
ultimate fiduciary responsibility rests with the Governing Council of the University.
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Business Board — Responsible Investing Committee 2013-14 Annual Report

The RIC was established in 2009. A review at the end of its first three years was
conducted by a working group of three members of Business Board. The working group was
impressed with the work of the RIC over its first three years of operations and concluded that it
should continue and be reviewed again in 2015.

The attached annual report describes the work of the RIC for 2013-14. The key effort
during the past two years has been assessing the feasibility and desirability of becoming a
signatory to the United Nations-backed Principles of Responsible Investment (UNPRI) and
conducting an evaluation of the services provided by the Carbon Disclosure Project (CDP). This
evaluative work continues into the 2014-15 year.

FINANCIAL IMPLICATIONS:

RECOMMENDATION:

For information

DOCUMENTATION PROVIDED:

Responsible Investing Committee 2013-14 Annual Report.

Additional materials providing more detail on the evaluative work of the committee with respect
to UNPRI and CDP are included in the Resources section of Boardbooks.
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The General Policy on ESG Subcommittee {(“ESG Subcommittee”): This group coordinates research
into the different quantitative and qualitative methods of valuating the materiality of ESG factors (e.g. regulatory,
legal, reputational and operational) and how it can inform future ESG integration into the investment policy. it
focuses on ESG factors within businesses that pose risks and opportunities, assesses the long-term financial
impact of shareholder collaboration and the purported effectiveness on any intended social outcomes. This group
leads the feasibility study into becoming a signatory of the CDP and, in collaboration with UTAM, is designing a
multi-year implementation plan.

The Proxy Voting Subcommittee: This group reviews the University's proxy voting record over the
previous year, analyzes the resuits, and collaborates with the ESG Subcommittee to make recommendations on
ways in which to engage external investment managers in the discussion on ESG integration and their capacity
andfor competency to conduct proper due diligence in evaluating ESG issues.

The Community Outreach and Issues ldentification Subcommittee: In addition to creating awareness
on-campus about the RIC, this group canvasses the University community to ascertain a better understanding of
ESG issues considered most important by the University's stakeholders.

These subcommittees are constituted of student and alumni volunteers organized into different Responsible
Investment Working Groups (“RIWGSs”) operating as research groups that focus on topical issues identified by the
RIC. In its 2013-14 term, at the behest of the RIC and in close consuitation with Sheila Brown (Chief Financial
Officer, University of Toronto) and William Moriarty (Chief Executive Officer, UTAM), the RIC focussed its work
efforts on feasibility studies related to the UNPRI and the CDP.

Further discussion of the output of these subcommittees in the 2013-2014 year and future goals can be found in
the subsequent sections of this Report.

Our Partner

During the year, the RIC collaborated extensively with UTAM. Not only did UTAM provide ongoing research
but also demonstrated a significant commitment to furthering the objective of the RIC. Both Bill Moriarty and Lisa
Becker attended the meetings of the RIC, continued a rich dialogue throughout the year, arranged meetings with
external investment managers to explore responsibie investing issues, consistently brought forth suggestions to
guide the work of the subcommittees and proposed a set of responsible investing principles by which UTAM itself
would be governed if approved or endorsed by the University.

ACTIVITIES OF THE RESPONSIBLE INVESTING COMMITTEE

The RIC was active throughout its fifth year and embarked on two major feasibility studies for the
University. In addition to working closely with UTAM and the CFO, the RIC benefitted greatly from a core group of
volunteers who dedicated countless hours in furtherance of the RIC’s objectives. We thank our student and alumni
volunteers who have been critical in the formulation of our studies surrounding the UNPR! and the CDP.

United Nations-backed Principles of Responsible Investment (UNPRI}

Having passed a resolution in November 2011 that recommended that the University become a signatory to
the UNPRI, the RIC was again active during the 2013-2014 academic year to assess the implications of becoming
a signatory and the work effort that would be involved to implement and sustain signatory status. Given that the
resolution was passed in November 2011 it was incumbent upon the RIC to continue the necessary due diligence
to formulate a comprehensive implementation plan before the proposal is put before the University.



During the 2013-2014 year, the RIC continued to work in close consultation with UTAM towards the
practical implementation plan that will be necessary should the University become a signatory to the UNPRIL.
Included in this work were consultations with several UNPRI-signatory and non-signatory investment managers
during the year, constituting an acceptable peer-group to the University's fund based on factors such as size,
structure, and objectives.

In June 2014, the RIC agreed after aggregating the results of these consuitations that to prepare for a
comprehensive review of the implications of signing onto the PRI that the following steps should be taken:

{1) In acknowledgement of concerns of the organizational readiness of UTAM to undertake a review of PRI
signatory status, and its implications, at this stage of early Rl integration within UTAM that a new date of
2015-16 be set for a comprehensive RIC/UTAM review.

{2) The RIC should continue to work closely with its UTAM partner to determine synergisms in other
shareholder coalitions on their individual value and how their involvement might assist in PRI compliance or
future value, notably the Carbon Disclosure Project (CDP).

(3) To recommend that a future comprehensive review of PRI signatory status in 2015-16 is to include a mock
run, to be conducted by UTAM, of the Reporting & Assessment survey so as to allow for the proper
evaluation of the actual onus.

(4) The PRI as a leading international framework on environmental, social, and governance (ESG) integration
is an appropriate foundation for a General Policy on ESG policy, set to begin development in 2014-15, for
future submission to the Governing Council.

These principles were passed as four RIC resolutions to guide future RIC activities towards a solution to logistical
barriers and the desire of its stakeholders to become a signatory of the PRI if able to do so in an active and
meaningful manner.

UTAM Principles for Responsible Investing

In June 2014, representatives of UTAM engaged in consuitation with the RIC regarding its independentty
developed Principles for Responsible Investing (“the Principles”). The RIC assisted in suggesting a number of
amendments that were mutually incorporated into the Principles. The RIC expresses its appreciation at the
continued support of UTAM of the RIC’s activities and its commitment to investigate the possible benefits of
responsible investing within its objectives and mandate. However, these Principles require the approval of the
University before they can be adopted and remain a continuing project in 2014-2015.

Carbon Disclosure Project (CDP)

The RIC also began exploring the possibility of becoming a signatory to the CDP. This initiative began with
a presentation by the CDP on its value to asset owners, the extensive network of disclosure and the robust data
available to asset owners to incorporate into their investment analysis. At the request of the RIC, the UNPRI
Subcommittee and General Policy on ESG Subcommittee conducted research into the resources available under
the CDP to asset owners and is working with UTAM to develop a muiti-year implementation plan, which shall form
the bulk of the 2014-2015 feasibility report.

In June 2014, the CDP Roadmap was approved to outline the primary research inquiries of the feasibility
study with the RIC passing a resolution that the top three research initiatives to be investigated in 2014-2015:

(1) Historical Trends: Identifying disclosure and performance trends of CDP respondents in relation to their
non-CDP peers and the most common areas of improved scores.

(2) Industry Surveys: Analyze the significance of industry modules as volunteer surveys to how disclosure
and performance benchmarks should be assessed.
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(3) Investor Key Performance Indicators (KPls): Evaluate how investor signatories are able to use and
assess CDP data in decisions and what KPis and internal benchmarks, if any, have been developed by
them.

Industry and Communily Engagement

The RIC continued a tradition of building networks in the investment community, ranging from shareholder
groups to diverse institutional investors (private and public) that graciously participated in the PRI signatory and
non-signatory interviews conducted by the RIC. The RIC remains committed to act as an open forum for the
expression of ideas and information and to promote cooperation in research and awareness amongst the greater
University community.

The Community Outreach Subcommittee continues to be active in developing a strong presence in the
University as the means by which members of the University community may express, and bring forward, the ESG
factors they consider most important. Substantial changes were made to increase the digital presence of the RIC,
such as a revised simpler website and contact system, and digital awareness remains a priority item for 2014-15.

Independent Student-led, Peer-reviewed Research

The Responsible Investing Working Groups (RIWGs) of the UNPRI Subcommittee and the General Policy
on ESG Subcommittee engaged a diverse group of students in research with the assistance of alumni mentors
from the RIC. Students interested in pursuing future careers in this field had the opportunity to meet with business
leaders through various career and network events, often held by partnership organizations at universities across
the Greater Toronto Area.

Proxy Voting Analysis
The good faith efforts of UTAM to support the RIC maintains the highest professionalism including the full
disclosure of proxy voting records and analyses made readily available. Representatives of UTAM actively share

proxy voting related materials and industry research with the RIC that is believed might assist in its analysis and
have remained easily accessible for further guidance.

ACTIVITIES OF THE UNPRI SUBCONMMITTEE

The primary focus of the RIWGs for the 2013-2014 year was an assessment of the implications of the
University becoming a signatory to the UNPRI and effectively implementing it. This assessment reviewed, from the
perspective of the University and within the context of UTAM, the resources available to signatories, the internal
resources needed to fully-engage with the UNPRI and the reputational effects of becoming a signatory. Following
its extensive work in 2012-2013, the Subcommittee completed its assessment with the following items:



What is the UNPRI?

The UN Frinciples for Responsible Investment were established in 20086, through an effort of coordinated by the United Nations
Environment Programme Financial Initiatives (UNEP F1) and the UN Global Compact.

The UNPRI currently has 1262 signalories — 274 asset owners, 802 investment managers, and 186 professional service
partners, There are 51 Canadian signatories — 18 asset owners, 26 investment managers, and 7 professionat service pariners.

Becoming a signatory to the UNPRI means committing to the UNPRI's six principles of responsible investing, but it also grants
signatories access to tremendous resources to aid implementation of the principles, including multiple forums where signatories
come together to discuss and coordinate responsible investing activities.

The UNPRT's six principles of responsible investing:

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

We will be active owners and incorporate ESG issues into our ownership policies and practices.
We will seek appropriale 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.

2 T o

We will each report on our activities and progress towards implementing the Principles.

Signatory Peer-group Survey: Following a rigorous selection process determined with assistance of
UTAM and the CFO, this group conducted a peer-group asset owner signatory and non-signatory survey to
assess the peer-group’s stance on responsible investing and the incorporation of ESG factors into their
investment decision-making framework, the UNPRI services and features that are regarded as most
valuable and the extent to which they engage with the UNPRI. Overall, the survey was designed to assess
the value proposition of the UNPR{ according to the peer-group.

Non-Signatory Peer-group Survey: In conjunction with UTAM and the CFO a sample of academic
investors with similar characteristic to the University’s asset funds were approached. The participants had
either not considered or opted not to sign on to the PRI. The survey aimed to evaluate a correlation, if any,
between its reasons, ESG values, and subsequent actions {either direct or collaborative) on ESG issues.
Results showed evidence of disconnect in institutions’ positions and actual actions, up to and including the
hiring of ESG-related analysts.

PRI Reporting and Assessment: This team focused on the annual RAF reporting and worked with UTAM
Chief Compliance Officer and designated RIC representative Lisa Becker, to breakdown the RAF's modules
into an actionable 'mock' trial run for UTAM to conduct. The RAF changed format over the course of the
year, as well as the basis for scoring. In addition, select elements of signatories’ RAFs will now be publicly
available.

In the winter semester, the Subcommittee was tasked along the General Policy on ESG Subcommittee with

designing and completing a feasibility study on becoming a signatory or member of the CDP. For more information
on this initiative, refer to this report’s section on the “Activities of the General Policy on ESG Subcommittee”.

In June 2014, the UNPRI Subcommittee and General Policy on ESG Subcommittee submitted their joint

PRI & CDP Feasibility Report: Our Next Steps on Engaging Shareholder Coalitions. After a thoughtful review of the
research findings of these subcommittees, the RIC concluded it was reasonable to allow time for UTAM's efforts to
enhance its organizational readiness to mature under the Principles for Responsible Investing, if adopted, and
other initiatives so that a future review could be more accurate and effective. For this reason, and due to ongoing
revision to the PRI about the RAF that could substantively differentiate compliance from past years, the RIC
deferred a full and comprehensive review of PRI signatory implications until 2015-186.
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Next Steps

As the RIC decided not to seek immediate continuation of its PRI review, it decided to amalgamate the UN
PRI Subcommittee into the larger General Policy on ESG Subcommittee. All outstanding obligations of the PRI
Subcommittee were transferred, including the final feasibility reports for both the UNPRI and CDP.

ACTIVITIES OF THE GENERAL POLICY ON ESG SUBCOMMITTEE

Research into the PRI Feasibility Study

In the 2013-2014 year, the ESG Subcommittee supported the UNPRI Subcommittee in its research efforts
in the two feasibility reports. In its supporting role of the PRI report, the ESG Subcommittee assisted in secondary
research such as assisting the UNPRI in finding and expanding on relevant factors for the peer groups in the PRI
signatory survey.

Research into the CDP Feasibility Study

After a discovery meeting with representatives of the Carbon Disclosure Project which it had been invited to
by UTAM, the RIC directed the RIWGs to create a feasibility study of becoming a signatory of the CDP. The work
of the Subcommittee entailed a comprehensive review of the services provided by the CDP, the disclosure
standards of the CDP and the rigorous review and auditing process that is conducted on issuer disclosure. The
Subcommittee was also directed to work with UTAM to design a multi-year implementation plan that details how
CDP disclosure would and could be incorporated operationally into
Four Categories of ESG Risk UTAM's investment analysis, through its external investment
«  Regulatory Risk: Comparative managers. As of _June 2014, a targgt .qeadline was' set‘ fo.r late 2015

advantage in the adaptabifity to future for the Subcommittee to release an initial report on its findings.

changes to regulation affecting
business operations;

Legal Risk: Litigation costs of ESG
issues in seltlements or diverted ACTIVITIES OF THE PROXY VOTING SUBCOMMITTEE

economic resources.

Reputational Rislc. Public perceplion
of a business affecting brand loyaity,
consumer tastes, or market share.

operations that may be uncompetitive, proxies voted on behalf of the University throughout the 2012-2013
unsustainable or carry future hidden proxy season. The proxies were voted by the external investment
costs if not adapted to ESG concerns. managers retained by UTAM each of whom, in the case of
. segregated account mandates, submitted their proxy voting records

in respect of securities held in portfolios managed on behalf of the University. The proxy voting records of pooled
fund managers were provided where required by regulation. The following results detail public company security
holdings, including certain pooled funds. With assistance from UTAM, the Proxy Voting Subcommittee was able to
continue in its mandate to review the proxy-voting records of these holdings each year and to include the summary
review of the proxy-voting records in its annual report.

Review of Proxy Voting Records for UTAM'’s Public Holdings

Overall, the Subcommittee found that investment managers were able to disclose their proxy voting policies
and have strong controls to track and report proxy votes cast on behalf of the University.

Generally, the record shows that investment managers were very active during the year, voting at all but
three meetings out of approximately 2500 meetings. While there was strong support for management proposals,
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1. What principles of responsible investment or ESG risks are addressed within the questions of a
company's response(s)?

2. Are there analogies between the targeted firms, industries, jurisdictions that the CDP has annual
responses from and the University's funds?

3. How do the disclosure and performance benchmarks of the CDP differ? What does each offer in terms
of value to the investor?

4. Can the impact of CDP membership on the disclosure or performance standards of respondents be
approximated? If so, what do those historical trends suggest?

5. How does the CDP validate its data? How does it assess strengths and weaknesses in a company’s
response?

6. What is the significance of its industry modules? What is the impact of volunteerism?

7. How do other investor signatories utilize and assess CDP data? Has this led to any changes in
standards or benchmarks whether formal or informal?

8. How user friendly and accessible is CDP data?
9. What are the benefits and hard costs of becoming a signatory versus a member in the near future?

Principles of Responsible Investment (PRI)

The RIC will continue to prepare for a 2015-2016 comprehensive review of PRI signatory status and
connect how shareholder coalitions, including but not limited to the CDP, may offer a new set of information or
implementation tools to aid in:

(a) The maximization of the value of PRI services and its related benefits.
(b) The minimization of barriers to PRI compliance and/or reporting structures.
(c) The augmentation of the opportunity for meaningful involvement with other members

Responsible Investment Principles for the University

While applauding the Principles that have been proposed by UTAM, the RIC will develop a set of
responsible investment principles for the University itself that may offer added guidance vis-a-vis UTAM’s mandate
and will submit them for formal approval by the University.

Review of Proxy Voling Records for UTAM's Public Holdings

The Proxy Voting Subcommittee will continue its analysis of the University's proxy voting record, make
recommendations to UTAM on new areas of focus for its investment managers’ proxy voting record and move
forward with other recommendations as approved by the RIC.

Community Qutreach Initiatives

The Community Outreach Subcommittee will increase the visibility of the RIC on campus and amongst
Canadian universities and investor groups. Digital awareness is to be a priority of the 2014-2015 year, with an
emphasis on more active student recruitment and with an increased capacity to reach out to students, faculty, and
alumni about upcoming Rl events.
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Common traits regardless of time as a signatory was a positive impression of these educational
webinars and network events as knowledge transfers that helped raise ESG awareness in their
own small internal staffs; increased awareness was often correlated with a new ESG risk or
opportunity that was identified that the investment fund could hedge against or exploit the
advantages. Little discussion was given to the PRI's vast database on best practices, including
resource-constrained organizations, as it was felt these were given 'life' best through the peer-to-
peer interactions within the PRI though it was not discounted especially for those in the early
stages of building an ESG strategy and metrics.

The Engagement Clearinghouse was seen as the primary tool offered by the UN PRI to
actively engage externally on ESG issues, rather than internally build organizational knowledge
and capacity, and it was seen as very low effort to return-on-investment per engagement, Actual
usage was routinely seen as lower than merit by the value within the Engagement
Clearinghouse. However, it should be noted this must be contextualized as useful to small staff
sizes or public investors; private investors who were also interviewed in the course of the PRI
Signatory Assessment were more likely to find such a pooling of shareholder influence to be less
valuable than direct engagement afforded by theirresources.

However, little to no respondents cited information benefits from the Secretariat outside of
the webinars and peer networks and principally in relation to practical ESG application. An
exception was the PRI Academic Network's webinars, but these were scarcely mentioned and
never were rated as one of the "top" services of a PRi signatory. Signatories were more likely
to refer to how the PRI connected them to a shareholder coalition (such as the CDP} that
offered robust ESG data analytics andtoolsets.

! Institutional names have been excluded from this report based on pre-agreed conditions of anonymity; for more information
feel free to contact the RIC Executive atric@utoronto.ca.
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