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Update of May 22, 2023

Since this Majority Action analysis was published on April 19, 2023, State Street Global Advisors
(SSGA) appears to have published a new edition of another climate proxy voting guideline
document, “Guidance on Disclosure Expectations for Effective Climate Transition Plans,” dated
April 2023.1 The current version of this document was not available as of April 19 (though a
version dated January 2022 was available at that time). The April 2023 version includes language
on proxy voting that allows SSGA to hold directors accountable for a broader set of climate
considerations:2

“We may consider taking voting action against directors of a company in a relevant sector:
if those directors fail to implement and communicate effective oversight of climate
transition risks applicable to that company and fail to demonstrate responsiveness to us
and sufficient disclosure following engagement.”

s As defined by the IIGCC Net Zero Investment Framework

This goes beyond holding directors accountable based solely on TCFD disclosure, as laid out in the
March 2023 versions of “Proxy Voting and Engagement Guidelines North America (United States &
Canada)” and “Guidance on Climate-Related Disclosures”,3 as detailed in this analysis below.
Those documents remain in SSGA’s Asset Stewardship Voting and Guidance Library.4

The April 2023 version of “Guidance on Disclosure Expectations for Effective Climate Transition
Plans” also includes a brief discussion of just transition, and mentions SSGA being a signatory to
the Net Zero Asset Managers initiative - unlike the March 2023 version of “Guidance on Climate-
Related Disclosures”.

This new document will raise additional questions for SSGA clients and other stakeholders,
including:

¢ Inlight of this new edition of “Guidance on Disclosure Expectations for Effective Climate
Transition Plans,” how should clients and other stakeholders understand the weaker
language in “Proxy Voting and Engagement Guidelines” and “Guidance on Climate-Related
Disclosures”? Why do those latter documents walk back SSGA’s 2022 commitment to hold
climate laggards accountable in 20237

e Which of these overlapping documents has actually guided SSGA'’s proxy voting in the
2023 season?

¢ What are SSGA’s plans to harmonize and strengthen these guidelines going forward?




The following analysis remains accurate regarding the March 2023 versions of “Proxy Voting and
Engagement Guidelines North America (United States & Canada)” and “Guidance on Climate-
Related Disclosures”.

Summary

e State Street Global Advisors (SSGA) this month issued new proxy voting guidelines and
climate disclosure guidance for the 2023 proxy season. Those new documents amount to a
material step backwards on climate. SSGA:

o Fails to follow through on its January 2022 commitment to hold directors
accountable to a clear ten-point list of climate expectations in the 2023 proxy season

o Retreats to a vague TCFD disclosure recommendation to portfolio companies, no
stronger than what it had in place in 2017

o No longer acknowledges that climate is a systemic risk
Deletes mention of just transition in its “Key Areas of Climate Transition Disclosure”
Deletes mention of its being a signatory to the Net Zero Asset Managers (NZAM)
initiative

e Clients and other stakeholders should ask SSGA to clarify the significance of these changes,
especially given that key peer asset managers already outperform SSGA on climate
accountability. Recommended questions that asset owner clients can send to their SSGA
relationship manager are included at the end of this briefing.

Introduction

SSGA is among the top four global asset managers in assets under management, and therefore a
pivotal actor in corporate governance and mitigation (or exacerbation) of systemic risk.5 On climate,
we were encouraged by SSGA’s commitment (in January 2022) that "Starting in 2023, we will hold
directors accountable if companies fail to show adequate progress on meeting our climate transition
disclosure expectations” - where those expectations covered ten key areas of climate performance.6
But in this year’s edition of our annual Climate in the Boardroom report, on asset manager proxy
voting, we wrote: “It remains to be seen whether SSGA’s updated disclosure expectations will spur it
to use its significant shareholder voting power to hold boards of companies in carbon-intensive
sectors accountable for ensuring 1.5°C alignment.”?

In this 2022-23 season, we have been tracking SSGA's proxy voting policies and practices closely
and anticipating SSGA’s usual annual update to those policies.8 In recent weeks, we were very
disappointed to see the climate language in the March 2023 editions of SSGA’s key documents,
especially its “Proxy Voting and Engagement Guidelines” and “Guidance on Climate-Related
Disclosures”.? This new language constitutes a material step backward in SSGA’s systemic risk
mitigation policies and therefore a major regression in discharging SSGA'’s fiduciary duty to its long-
term investor clients.10



This document begins with a red-line comparison of the language on climate-related disclosure in the
2022 and 2023 versions of SSGA'’s proxy voting guidelines and climate disclosure guidance. It then
summarizes these changes.

Public statements on SSGA'’s proxy voting for the 2023 season issued around the same time as
these guidelines, like President and Chief Executive Officer Yie-Hsin Hung's March 31 letter,11 made
no mention of this weakening of climate standards. Clients and other stakeholders should inquire
with SSGA as to the rationale for these changes, how they will impact stewardship activities in the
coming season, and what the process is for revising these guidelines going forward. Recommended
questions are included at the end of this document.

Red-line comparison of key passages:
“Proxy Voting and Engagement Guidelines North American (United States & Canada)”, March 2022
versioni2 vs. March 2023 version13

Note: SSGA’s proxy voting and engagement guidelines for other geographies show similar changes
year on year.

Key:
e Language in plain text appears in both the 2022 and 2023 versions
e lLanguage in red-strikethrough has been deleted from the 2022 to the 2023 versions
e Language in blue bold has been added from the 2022 to the 2023 versions

Climate-related Disclosure

Lhocoesnsiciontdiselecu e shnndarde nrs aotnbliched s flnds that the
recommendations of the Taskforce on Climate-related Financial Disclosures (TCFD)
provide the most effective framework for disclosure of by-which-companiesean
develop-strategiestoplanfor climate-related risks and opportunities make-their
Eusinccsooraerarociiontethedmeosicarelimatachande.

As such, we may vete-againstthe-independent-boardleaderat take voting action
against companies in the S&P 500 and S&P/TSX Composite that fail to provide
sufficient disclosure regarding climate-related risks and opportunities related to
that company, or board oversight of climate-related risks and opportunities, in
accordance with the TCFD framework..retueinrg:
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Red-line comparison of key passages:
“Guidance on Climate-Related Disclosures”, January 2022 version4 vs. March 2023 version15

Key:
e Language in plain text appears in both the 2022 and 2023 versions
e Language in red-strikethrough has been deleted from the 2022 to the 2023 versions
e Language in blue bold has been added from the 2022 to the 2023 versions

At State Street Global Advisors, we believe elimate-changeposes-a-systemicrisktoah
companies-in-ourportfolios—M that managing climate-related risks and opportunities is a
key element in maximizing long-term risk-adjusted returns for our clients. As a result, we
have a longstanding commitment to enhance investor-useful disclosure around this topic.
We have encouraged our portfolio companies to report in accordance with
recommendations of the Task Force for Climate-related Financial Disclosures (TCFD)1
since we first endorsed the framework in 2017. Since then, companies have improved the
quality and quantity of climate-related disclosure and investors have matured their
expectations. Yet-there-ismore-progress-to-bemade:

This guidance outlines our expectations with respect to elimaterelated disclosure of
cllmate related risks and opportunltles and our approach to votlng and engagement on this

Hseeewmee—and—eawete engage W|th portfollo companles to ensure investors receive the
information we needed to assess how companies are approaching climate-related risks

and opportunities and-hold-themaccountable-ontheirprogress.




end;-wWe believe it is our responsibility to provide portfolio companies that have adopted a
climate transition plan with clarity on our expectations for effective climate transition plan
disclosure.



https://ghgprotocol.org/corporate-value-chain-scope-3-standard
https://ghgprotocol.org/corporate-value-chain-scope-3-standard

]

We recognize that there is no one-size-fits-all approach to reaching net-zero and that
climate-related risks and opportunities can be highly nuanced across and within industries.
As-a-firststep;our The expectations set out below serve to provide transparency on the

core criteria we expect companies that have adopted a climate transition plan to address
wheﬂﬂevaepmgemﬂa%e%aﬂsﬁeﬂ—maﬂs in thelr related dlsclosures Furtheipfermation

Figure 1
Key Areas of Climate Transition Disclosure

Category Disclosure Expectations for Companies that Have Adopted a Climate
Transition Plan

Ambition * LDisclose what long-term climate ambition has been adopted by
the company

Targets * |Disclose any interim GHG emissions reduction targets

» ADisclose any commitment to alignment with temperature goals

TCFD Disclosure

* We promote adoption of TCFD-aligned disclosure
» SDisclose any scenario analysis performed by the company
* EProvide emissions reporting and assurance

Decarbonization
Strategy

* TDisclose how the company’s transition plan integratesier into the
company’s long-term strategy

¢ Discuss decarbonization actions

¢ CDisclose carbon offsets utilization

* Discuss decarbonization across the value chain

Capital Allocation
Alignment

¢ IDisclose any integration of climate considerations into capital
allocation decisions

* GDisclose what capital expenditure is made on low carbon
strategies

» GDisclose the company’s approach to carbon pricing

* |Investments in decarbonization

Climate Policy

* Disclosure of any climate change policies and positions

Engagement » IDisclose any trade association review
Climate *» BDisclose board oversight of the climate transition plan
Governance » MDisclosure of management oversight of the climate transition
plan
st T N . . .
EE.EEE Street Globe ACVISOFSS-H-tHE PrOCEsSs O deveroping ot
Physical Risk * PDisclose any physical risk assessment performed by the

company
* PDisclose the company’s physical risk management



https://www.ssga.com/library-content/pdfs/asset-stewardship/disclosure-expectations-for-effective-climate-transition-plans.pdf

Stakeholder Disclose the company’s:
Engagement * Industry collaboration

* Investor engagement

* Climate expert engagement
* Internal engagement

Voting
Incorporating Our Expectations into Our Proxy Voting Policies

As-is-typical-acrossESG-ssues;-With respect to voting on climate-related disclosure issues,
we will first appreach engage with companies related to our climate-related disclosure
expectations outlined herein, abeve-with-companies-through-enrgagements; focusing on
companles and mdustrles W|th the greatest rlsk and opportunlty If—we—eneeunter—laggards

meeting: [bold in January 2022 verS|on]

Director Elections

Climate-related Disclosure Expectations

Assaeh—State Street Global Adwsors has |mplemented the foIIowmg proxy votmg
guidelines:

o Startinginthe 2022 proxy-season-wWe wilkbegin may takirge voting action
against companies in the S&P 500, S&P/TSX Composite, FTSE 350, STOXX 600,
and ASX 100 indices if companies fail to provide sufficient disclosure regarding
climate-related risks and opportunities related to that company, or board oversight
of climate related risks and opportunities, in accordance with the TCFD framework;

. fing:
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Climate Transition Plan Disclosure Expectations for Significant Emitters

As a complement to this 2022 director voting policy, we wilt have launched an engagement
campalgn on climate transrtron plan dlsclosure targetlng S|gn|f|cant emltters in carbon-

(—h4gh4+ghted—rn—ﬁgure—]r)~ Through our engagements we erI aim to better understand
climate transition plans and strategies, and gain insight on each company’s unique set of

climate-related risks and strategic opportunities presented by the transition.

Shareholder Proposals

Climate-related Shareholder Proposals

Below is the approach when voting on climate-related shareholder proposals:

e FOR We will consider voting for shareholder proposals that we believe will lead to
increased alignment with our expectations for climate-related disclosures;




e ABSTAIN We will consider voting abstain when we support some elements of a
proposal’s request, or recognize a company’s commitment to implement related
disclosure and/or oversight practices;

e AGAINST We will vote against shareholder proposals that we believe are
immaterial, overly prescriptive, or would not further our disclosure and oversight
expectations

Summary of changes in SSGA’s proxy voting guidelines and climate disclosure guidance

In its proxy voting and climate disclosure documents, SSGA no longer acknowledges that
“climate change poses a systemic risk to all companies in our portfolio”.16 (That stands in
contrast to President and CEO Hung’s March 31 letter, which notes the "increasing
consensus that climate change is a potential systemic risk to firms and sectors alike".17)

SSGA has removed explicit director accountability voting language from its proxy voting
policy. It has erased its January 2022 commitment that "Starting in 2023, we will hold
directors accountable if companies fail to show adequate progress on meeting our climate
transition disclosure expectations”.18 Clear criteria triggering boardroom accountability have
been deleted, in particular:

o “If we encounter laggards that are not making sufficient progress regarding climate-
related disclosure as a result of our engagements, we will consider taking action
using our votes, either by supporting relevant shareholder proposals or voting against
directors at an upcoming shareholder meeting”1° (bold in original), and

o “If a company fails to adequately meet our expectations, State Street Global Advisors
may vote against the independent board leader. We view this policy as a natural
escalation of our previously-stated expectations on climate-related disclosure and
history of proxy voting and engagement on the TCFD framework. We expect to
continue to expand this policy in the coming years.”20

Instead, SSGA has retreated to the minimal “disclosure ... in accordance with the TCFD
framework”.21 As SSGA has stated, “We have encouraged our portfolio companies to report
in accordance with recommendations of the Task Force for Climate-related Financial
Disclosures (TCFD) since we first endorsed the framework in 2017722, SSGA has reverted to
a standard it had in place six years ago, an abdication of its fiduciary duty to its clients in the
face of acute and growing portfolio-wide threats from the systemic risk of climate change.

SSGA has eliminated expectations for carbon-intensive sectors. In 2022, SSGA set out
expectations it had for all companies in the oil and gas, utilities and mining sectors, including
emissions reduction targets, scenario planning, and emissions disclosure.23 A long
discussion of those expectations has been completely deleted. No expectations specific to



these sectors appear in the March 2023 version of the “Guidance on Climate-Related
Disclosures”.24

e SSGA reframes its “Key Areas of Climate Transition Disclosure” as “Disclosure Expectations
for Companies that Have Adopted a Climate Transition Plan”, implying that transition plans
are optional, and not a general expectation for SSGA’s portfolio companies.25

e In its “Guidance on Climate-Related Disclosures”, SSGA has deleted mention of just
transition. There is no longer any reference to Just Transition in the March 2023 version of
either this document2é or the “Proxy Voting and Engagement Guidelines”27,

e SSGA is no longer explicitly supportive of “global regulatory efforts to establish a mandatory
baseline of climate risk disclosures for all companies”.28 (It is worth noting that
InfluenceMap’s sustainable finance policy engagement analysis has SSGA in the “D”
performance band, among the worst global financial institutions on this metric.29)

e SSGA has deleted mention of its being a signatory to the NZAM initiative.30 SSGA’s peer
among the big four asset managers, Vanguard, infamously exited NZAM last December.31

e SSGA has deleted language specifically discussing climate-focused corporate political activity
shareholder proposals.32

Conclusion: Looking Ahead to the 2023 Proxy Season

SSGA'’s material step backwards in terms of using its stewardship power to mitigate systemic climate
risk is all the more concerning in light of SSGA’s previous public leadership in highlighting boardroom
accountability as a crucial lever. As recently as July 2022, the head of SSGA stewardship described
director voting as “the most effective tool we have” for conducting stewardship.33 That followed a
December 2021 interview in which the head of stewardship said, “One area where | think we can
improve is to provide greater clarity about our expectations on what an effective climate transition
plan looks like. ... We are in the process of developing a set of expectations or underlying themes
that we think all companies should take into account. That could include topics like climate strategy
and governance, how companies are considering a Just Transition, capital allocation planning,
emissions targets, and goals.”34 SSGA articulated exactly that set of expectations in January 2022,
setting out a promising path forward - and with this new set of guidelines, has abandoned that path.

In fact, President and CEO Hung’s March 31 letter on SSGA's proxy voting agenda affirms that “our
team has found that votes in director elections are far more effective at focusing board attention on
issues we believe important to long-term value and on which we have engaged with a portfolio
company,”3> making SSGA’s walking back of its director accountability commitments on climate all
the more jarring.

Among the four biggest global asset managers, SSGA appears to have joined Vanguard3é in taking a

significant step backwards in response to politicized, short-term pressure, contrary to the best
interests of long-term diversified investors. We expect SSGA will face heightened scrutiny from asset
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owners who are concerned that the asset manager’s voting will not be protecting their interests.
Majority Action encourages clients and other stakeholders to contact SSGA and to integrate proxy
voting metrics into their criteria for asset manager selection and retention.

In contrast to SSGA’s backsliding on climate accountability, peer asset managers have shown
notable progress in the last cycle. Franklin Templeton, for example, held 4.7% more management-
sponsored directors accountable in 2022, year-on-year, at climate-critical S&P 500 oil and gas,
electric power, and financial services companies. Global leaders Amundi and Legal and General
Investment Management voted in favor of just 67.8% and 81.1% of management-sponsored
directors at those companies, respectively, vs. SSGA, which voted for 95.9%.37

Going forward, SSGA should update its proxy voting policies to feature, at minimum: (1) an intention
that proxy voting be aligned to the goal of limiting global temperature rise to 1.5°C; (2) a clear and
explicit expectation that portfolio companies take action on emissions consistent with a 1.5°C
pathway, including target setting and capital allocation, instead of merely disclosing how the
company perceives and manages its own climate risks; and (3) a commitment to vote against
directors at companies that have failed to meet the climate performance targets.38 Majority Action
encourages SSGA'’s asset owner clients to consider these criteria in its decisions regarding SSGA in
the future.

Suggested questions for SSGA

e Why has SSGA walked back its commitment to hold climate laggard companies accountable
via proxy voting, including voting against directors?

e How will SSGA’s new proxy voting guidelines impact its voting on climate in the 2023 proxy
season?
o For example, consider five U.S. Climate Action 100+ (CA100+) focus companies in
the oil and gas sector: Chevron, Kinder Morgan, Marathon Petroleum, Phillips 66,
and Valero. All five fail to have even a net zero ambition, but do not fail their TCFD
disclosure assessment, per the CA100+ Net Zero Company Benchmark.3° Will SSGA
rubber-stamp these boards?

e Does SSGA continue to “believe climate change poses a systemic risk to all companies in our
portfolio”?

e Does SSGA intend to withdraw as a signatory to the NZAM initiative?

e Does SSGA “support[] the global regulatory efforts to establish a mandatory baseline of
climate risk disclosures for all companies”?

e What are SSGA’s plans for revising its climate proxy voting guidelines going forward?

Majority Action is available to answer any further questions clients and other stakeholders may have
about SSGA’s climate board accountability policy (investors@majorityact.org).
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