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A Long Tradition of Serving Clients Since 1971
For more than 50 years, Western Asset has partnered with clients to deliver superior risk-adjusted returns
over the long term by investing in multiple diversified strategies.
Since our inception, we have served our clients in alignment with our core values of trust, honesty, integrity, teamwork, diversity, mutual respect and personal responsibility, and have adhered to five guiding
principles:
We put our clients first in everything we do.
We listen, understand and seek to help our clients succeed.
We are dedicated to active fixed-income.
We believe that by dedicating all of our resources to active fixed-income, we can provide superior
investment capabilities and service to our clients. We believe that active, value-driven investing can
add significant return and reduce portfolio volatility over a market cycle.
We have a team-based culture.
At all levels of our organisation, professionals around the globe work together to enhance the quality
of our investment thinking and decision-making by communicating information, sharing investment
ideas and collaborating on strategy.
We are globally integrated.
We think and act on a global basis, with specialists around the world who share their expertise and
diverse opinions to meaningfully broaden our opportunity set and improve our ability to diversify
investments.
Risk management is fundamental to how we manage assets.
We integrate risk management into the portfolio construction process and use robust communication and escalation procedures to strengthen our effectiveness and bring transparency to our risk
management process.
These values and principles provide a strong foundation for our environmental, social and governance
(ESG) programme, which we view as an essential component of our value delivery to clients. We have
elevated ESG as a top priority in recent years, and we see attention to ESG factors as a key tenet of Western Asset’s long-term fundamental value investing philosophy.
We are confident that our ESG integration practices enhance our ability to provide exceptional client
service and are consistent with our goal to meet or exceed our clients’ investment objectives within their
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tolerances for risk. As ESG indicators can affect the creditworthiness of fixed-income issuers’ securities
and impact investment performance, we incorporate ESG considerations as a matter of prudent investment principle and have adopted an ESG investment policy that integrates these factors into our credit
analysis of debt issuers.
These practices are also consistent with the Firm’s broader ESG strategy. As a signatory to the United
Nations-supported Principles for Responsible Investment (PRI) Initiative since 2016, we work alongside
other institutional investors around the globe to advance responsible investment. These shared goals
include enhancing the integration of ESG into the investment process, increasing the quality of non-financial disclosures by issuers, engaging with management to improve ESG performance, and elevating
awareness and acceptance of ESG through collaborative initiatives.
We invite you to read further and reach out to your Western Asset representative with any questions
you may have.
Thank you for your interest in Western Asset.

James W. Hirschmann III
President and Chief Executive Officer

“At Western Asset we have an unwavering commitment to doing what’s
right and honoring the trust our clients place in us as stewards of their
capital. And in unprecedented times like these, we are more committed
than ever to using our collective expertise and our dedication to
partnership to help our clients achieve the best possible outcomes.“
James W. Hirschmann III
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Introduction
Western Asset Commitment to the UK Stewardship Code
Western Asset has been a steward for its clients’ assets since 1971, providing active fixed-income diversified portfolio
solutions for clients and delivering long-term results over many economic and business cycles. Western Asset welcomes the expansion of the UK Stewardship Code across all asset classes, including fixed-income, and as a result has
prepared the Stewardship Code Report (“Report”). This allows the Firm to align formally with the Code’s 12 Principles,
and to demonstrate its commitment to responsible allocation, management and oversight of capital to create longterm value for clients and beneficiaries. Western Asset engages with issuers of debt securities to ensure it delivers
long-term financial and sustainable outcomes for its clients. This is because, importantly, stewardship needs to consider how these nonfinancial factors can impact the value of our clients’ assets. To that end, Western Asset has been
collaborating with organisations such as PRI, Transition Pathway Initiative (TPI), and Climate Action 100+ (CA100+) to
advance investor and issuer practices and to support its clients in the area of stewardship and ESG investing. Western
Asset has a comprehensive Diversity, Equity and Inclusion plan to improve its employee recruiting, retention, and
satisfaction, and has received the coveted RICS Ska Gold Rating for renovations to its London offices.
Western Asset is proud of its achievements in the past year. At the same time, we continue to look forward and are
working further to deepen ESG practises across all our offices and strategies, and to explore evolution of clients’
portfolios with respect to ESG.

Reporting Period in Numbers
1 July 2020 – 30 June 2021

£356.4 billion
of assets under
management
globally

£51.2 billion in
responsible/SRI
investment
strategies
managed

18 new client
accounts with
ESG/SRI focus

A fiduciary
mindset since
inception in
1971

188

Engagements

ESG-related
clients located in the
Americas, Europe,
Asia, Middle East,
Australia

Western Asset

772 employees
A culture of
client service

Partnering with
clients to offer
customised
solutions
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Western Asset’s Stewardship Journey
1971
Western Asset Management Company, LLC was founded in October 1971 by United California Bank (which
later became First Interstate), and became an SEC-registered investment adviser in December of that year.
1986
Western Asset begins managing Socially Responsible Investment (SRI) guidelines.
2012
Western Asset adopts an ESG Investment Policy with a mission to advance integration and enable clients to
meet their sustainability objectives.
2015
ESG Integration added to the Firm’s Strategic Business Priorities.
2016
Western Asset becomes a signatory of the UN-supported PRI.
2018
Western Asset appoints a dedicated Global Head of ESG Investments.
2019
Western Asset adds a formal ESG Engagement Policy to advance its stewardship efforts, becomes a
supporter of the Task Force on Climate-related Financial Disclosures (TCFD) and TPI, and hires a dedicated
ESG Research Analyst.
2021
Western Asset becomes a signatory and participant of the Climate Action 100+. Additionally, Western Asset
hires a dedicated ESG Product Specialist.

Stewardship at Western Asset has evolved over the last five decades. The Firm remains as committed as ever to our
role as a fiduciary and to our goal of delivering strong risk-adjusted returns. Although Western Asset has incorporated
ESG analysis into its investment process for many years, the Firm has strengthened its commitment to ESG in recent
years by formalising research frameworks, integrating ESG data into portfolio risk reports and compliance systems
and dedicating additional resources.
Western Asset is a multi-national Firm. It has offices in multiple locations around the world, each reflecting their
own unique local cultures. It has a broad range of strategies and invests in a broad range of instruments. It services
a diverse set of clients. Part of Western Asset’s Stewardship Journey involves the ongoing process of continual improvement. While Western Asset has always been intensely focused on its fiduciary duties, meeting client investment
objectives and maintaining infrastructure and policies that enable it to meet its obligations, the Firm recognises
that the stewardship journey remains a work in progress. There are areas that are less mature than others and where
further strengthening and adjustments are necessary. There are areas where the Firm’s approach will require time to
become more refined, better documented and further integrated into the day-to-day services provided to clients.
Some strategies and instruments, for example, have different ESG implications and require program development
to more fully and thoughtfully address. Some tools and data, for example, are relatively new and staff continue to
improve their ability to both obtain them as well as make use of them.

Western Asset
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There is an ongoing evolution in market practice, regulatory changes, available data and investment perspectives
that will continue to inform this journey. In addition, like any organisation, staff changes over time is a reality, so
Western Asset continues to strive to build a programme that is durable, benefitting from past experience but open
to incorporating perspectives from new joiners where those enhance the Firm’s approach. As with any firm making
the commitments described in this Report, a degree of candour is required to recognise that applying the Principles
in practice will be an ongoing exercise.

Western Asset
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“Signatories’
purpose, investment
beliefs, strategy
and culture enable
stewardship that
creates long-term
value for clients
and beneficiaries,
leading to
sustainable benefits
for the economy,
the environment
and society.”
UK Stewardship Code 2020
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“Signatories’ purpose, investment beliefs, strategy and culture enable
stewardship that creates long-term value for clients and beneficiaries, leading
to sustainable benefits for the economy, the environment and society.”
Purpose
Western Asset1 is one of the world’s leading investment management firms. Its primary business is managing
fixed-income portfolios, an activity the Firm has pursued since 1971. Western Asset’s mission is to be a leader in
diversified fixed-income investment management with integrated global operations, exercising uncompromising
standards of excellence and ethics in all aspects of the Firm’s business, in order to deliver best outcomes for its
clients by maintaining effective markets, delivering strong risk-adjusted returns and optimising client portfolios for
the changing markets and world we live in. In 2021, Western Asset is celebrating 50 years of supporting its clients
by delivering value through investments, and by providing advice and thought leadership to help our clients meet
their investment objectives.
The Firm’s client base is primarily comprised of professional investors, sponsors, and fund selectors and advisors.
Clients have a wide range of investing objectives, regulatory and risk constraints and organisational models. Western
Asset strives to offer a wide variety of strategies across the fixed-income spectrum to meet different client needs. Recognising the diversity of client needs and objectives, the Firm focuses on collaborating closely with clients through
dialogue, thought leadership, and customised guidelines that are tailored to clients’ specific return objectives, risk
tolerance, investment horizons and liquidity needs.
Western Asset recognises that investing globally and being part of a team-based culture that spans geographies and
cultures is beneficial for its clients. The Firm’s clients are based in multiple countries across the globe as well, creating
opportunities for a deeper understanding of different types of clients with their own unique markets, cultures and
investment objectives. As a fiduciary, the inherent diversity of the Firm’s investing universe and business operations
give it a unique platform to help clients meet their investment objectives. The Firms’ offices have their areas of expertise and act as advocates for their home markets, but they do not operate in silos. The Firm’s objective is to be able to
most effectively manage client assets with the most appropriate resources, service our clients where they would like
to be serviced (typically as close to their home location as possible), and to generally strive to help our clients meet
their investment objectives.
The Firm has a history of investing for the long-term on behalf of its clients across global markets, as evidenced by its
diverse client base and the wide geographic footprint of its operations.

1

Western Asset

Western Asset is a global asset management firm comprised of six legal entities operating as one firm. The entities include: Western Asset Management
Company, LLC (the Pasadena and New York offices); Western Asset Management Company Distribuidora de Títulos e Valores Mobiliários Limitada (the
São Paulo office); Western Asset Management Company Limited (the London and Zurich offices); Western Asset Management Company Pte. Ltd. (the
Singapore office); Western Asset Management Company Ltd (the Tokyo office); and Western Asset Management Company Pty Ltd (the Melbourne office).
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Western Asset Assets Under Management (AUM) and Client Accounts By Client Region

North America
Accounts: 846
AUM: £272.3 Billion

UK/Europe
Accounts: 82
AUM: £19.4 Billion

North Asia
Accounts: 29
AUM: £9.4 Billion

Middle East/Africa
Accounts: 16
AUM: £13.1 Billion

Japan
Accounts: 69
AUM: £20.4 Billion

South/Central Asia
Accounts: 23
AUM: £5 Billion

Latin America
Accounts: 318
AUM: £7.8 Billion

Australia/New Zealand
Accounts: 63
AUM: £9.1 Billion

Western Asset At a Glance

Organisational Pillars

AUM by Sector Total £355.7 billion (GBP)

Founded in 1971. Specialist Investment Manager of Franklin Resources,
Inc. since 31 Jul 2020
Fixed-income value investors
£355.7 billion (GBP) AUM
ºº £316.4 billion (GBP) long-term
assets
ºº £39.3 billion (GBP) cash and cash
equivalent assets

Clients first
Globally integrated
Team-based
Active fixed-income
Integrated risk management

Global Investment Grade
£100
Corporate
Sovereign, Treasuries, Agencies £67
MSB/ABS
£47
Cash & Cash Equivalents
£39
Emerging Market Debt
£38
Global High Yield
£22
Local Authority & Municipals
£16
Global Inflation-Linked
£4
Other
£22

772 employees
As of 30 Jun 2021.

Western Asset’s Investment Philosophy
The Firm’s long-term investing perspective drives us to meet client needs and contribute to vibrant and sustainable markets over the long-term. This aligns with the Stewardship Code’s objectives of investing with a longer-term perspective in
mind. The Firm’s long tradition of operating by this philosophy demonstrates that the Firm’s commitment does not come
from any recent understanding but is rather a commitment that is and has always been an essential part of its culture.
The overarching investment philosophy of Western Asset is long-term fundamental value investing, using multiple
diversified strategies. This investment philosophy has not changed since Western Asset’s founding in 1971, and it is
consistently implemented across all of the Firm’s investment strategies. Western Asset’s investment decision-making
process and organisation are specifically designed to align with and to support this philosophy.

Long-term, fundamental value.
 Markets often misprice securities. Prices can deviate from fundamental fair value, but over time, they typically
adjust to reflect inflation, credit quality fundamentals and liquidity conditions. Consistently investing in undervalued securities may deliver superior investment returns.

Western Asset
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 Western Asset seeks to systematically identify mispricings and capitalise on markets and securities that are
priced below fundamental fair value. The Firm does this through disciplined and rigorous analysis, comparing
prices to the analysis of its macroeconomic and credit research teams around the globe.
 Western Asset’s portfolios emphasise its highest convictions. The greater the difference between the Firm’s
view of fair value and markets’ pricing, the greater the potential value opportunity. The greater the degree of
confidence in its view of fundamentals, the greater the emphasis of the strategies in Western Asset’s portfolios.

Multiple diversified strategies and a culture of client service.
 Western Asset seeks diversified sources of returns. Western Asset’s objective is to meet or exceed its investors’
performance objectives within their tolerances for risk. The Firm seeks to diversify investments and add value
across interest-rate duration, yield curve, sector allocation, security selection, country and currency strategies.
Western Asset deploys multiple diversified strategies that benefit in different environments, so no single strategy dominates performance; this helps dampen volatility.
Western Asset is primarily a specialist fixed-income investment manager2 that offers a full range of solutions that can
be tailored to meet the needs of its clients:
Identifying Investment Solutions to Align with Client Objectives and Risk Tolerances
 Protect from rising rates
 Protect from inflation
 Preserve capital

 Diversify globally
 Hedge liabilities
 Enhance income

 Generate tax-free income
 Generate total return
 Achieve ESG objectives

Selected Investment Strategies
Broad Market
 Global Aggregate
 Regional Core/Core Plus
 Regional Intermediate
 Global Sovereign
Long Duration/LDI
 Long Duration
 Long Credit
 Liability-Driven Investing
Inflation-Linked
 US TIPS
 Global Inflation-Linked
 Regional Inflation-Linked

Credit
 Global Credit
 Investment Grade Credit
 Global High Yield
 US Bank Loans
 US High Yield
 Short Duration High Income

Unconstrained/Alternatives
 Macro Opportunities
 Total Return Unconstrained
 Global Total Return
 Multi-Asset Credit
 Global Multi-Sector
 Tail Risk Protection

Mortgage and Consumer Credit
 US Agency MBS
 US Agency MBS Plus
 Structured Products
 Select Credit Opportunities in
Real Estate (SCORE)

Emerging Markets
 EM Diversified
 EM Corporate

US Municipals
 US Taxable Municipal
 US Tax-Exempt Municipal

2

Western Asset

Liquidity/Short Duration
 Liquidity
 Enhanced Liquidity
 Short Duration Constrained
 Short Duration

0.28% of the Firm’s AUM as of 30 Jun 2021 are in equity and other non-fixed-income strategies, which follow the same investment principles outlined
above. These strategies are not featured in this Report due to their de minimus value versus the Firm’s overall AUM.
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While Western Asset considers ESG factors and risks in its investment advice broadly, the Firm also has developed a
variety of best-in-class ESG strategies for clients with more specific ESG investment objectives. For example, the Firm
currently offers a flagship US ESG Core Plus strategy in addition to ESG Municipals, Emerging Markets Local Currency
Supranational and Sustainable Macro Opportunities. We will begin managing a Global Aggregate ESG strategy in
4Q2021, and we expect to launch additional sustainable investment solutions such as Short Duration Blue Chip and
Global Sustainable Corporate strategies in response to client needs in the near future.

Western Asset Organisational Pillars
Western Asset has five organisational pillars that define us as a firm, and that enable us to effectively implement our
investment philosophy. These are the pillars:
 We put our clients first in everything we do.
Clients First

 We listen, understand and help them succeed.
 By meeting or exceeding our clients’ expectations, our success will follow.

Active
Fixed-income

Team-Based

Globally
Integrated

 We believe that by focusing our resources on the management of fixed-income
assets we can provide the best service to our clients.
 We believe active value-driven investing can add significant return and reduce portfolio volatility over a market cycle.
 Our investment professionals around the globe regularly share investment ideas and
collaborate on strategy, working together to enhance the quality of our investment
thinking and decision-making.
 Diversity of opinion and specialists based in global investment centers and focused
on market sectors, subsectors, and individual issuers meaningfully broadens our
opportunity set and improves our ability to diversify investments.
 We think and act on a global basis.
 In our culture, effective risk management is critical to successful portfolio management.

Integrated Risk
Management

 Integrating risk management into portfolio construction strengthens its effectiveness.
 Risk management is a team effort.
 Robust communication and escalation procedures underpin the independence and
transparency of risk management.

These pillars have been an inherent part of Western Asset’s culture and how it does business for the last 50 years. The
Firm has also recognised, however, that there are changes in client needs and objectives, and evolutions in thinking
about investing risks, priorities and opportunities to further enrich the engagement of its staff for the ultimate benefit of the Firm’s clients. Western Asset continually strives to cultivate what makes its business durable and to take
advantage of opportunities to make it stronger.
ESG considerations are intrinsic to Western Asset’s philosophy.

Western Asset
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Western Asset’s ESG philosophy
Given its alignment with Western Asset’s long-term fundamental value philosophy, ESG is an important tenet of the
Firm’s investment process and is incorporated across all fixed-income strategies that the Firm manages. ESG research
is integrated within the Firm’s comprehensive general research process and led by its sector specialists, who analyse
ESG factors in conjunction with traditional metrics.
Western Asset believes that ESG factors can affect the creditworthiness of fixed-income issuers’ securities and therefore impact the performance of fixed-income investment portfolios. These factors are wholly consistent with the
Firm’s long-term, fundamental value-oriented investment philosophy.
The types and importance of the ESG factors analysed by the Firm’s research analysts depend on the asset class, sector
and individual issuer. Research analysts are key in defining these for each issuer they cover and thereafter providing
their investment rationales to portfolio managers for considerations. The primary responsibility of portfolio managers
is to synthesise the fundamental and relative value opinions of the research analysts with the technical input of the
traders and risk managers to construct a portfolio that reflects the investment team’s views within the context of each
mandate’s guidelines and risk tolerance.

Risk Management
As part of the Firm’s robust risk management process, Western Asset has developed a proprietary methodology to
conduct climate stress tests on client portfolios. These climate stress tests are run through the Firm’s proprietary risk
system WISER to understand and measure the impact of climate-related risks in a variety of scenarios. The Western
Asset Risk & Quantitative Solutions Department has also developed an optimiser tool that proposes asset swaps
within a portfolio to achieve lower carbon intensity, while maintaining other risk characteristics such as duration, yield
and sector exposure. The optimiser tool may be utilised on a number of different investment strategies managed by
Western Asset.
WISER—A Multi-Factor Risk Management System Built By Western Asset

Common
Language
Risk Platform: same
metrics used by
Investment Management,
Client Service, Risk
Management and others

Coverage

Responsiveness

Consistency

Coverage across
different asset
classes

Ability to timely
and swiftly react to
shifts in the market

Consistency of
modeling
framework and
assumptions, etc.

Best in Class
Modeling
Ability to improve
modeling/enhancing
capabilities

Collaborative Engagement and Investor Initiatives
While Western Asset has been a member of the PRI since 2016, as part of the Firm’s ongoing commitment to collaborative initiatives, Western Asset has either cofounded or signed up to a number of collaborative initiatives, including
being a founding member of the UN PRI Sovereign Working Group and UN PRI Sub-sovereign Debt Advisory Committee, and being supporters of TCFD, TPI and CA100+.

Western Asset

13

P

NCIP

1

LE

RI

People
Western Asset takes a team-based approach to its investment process, combining expertise from its portfolio managers, research analysts, traders and risk managers. The ESG efforts of the Firm are supplemented by a group of ESG
experts. Western Asset appointed a Global Head of ESG Investments in 2018, and added an ESG Research Analyst
in 2019 and a dedicated ESG Product Specialist in 2021 to support research and engagement, thought leadership,
product development and stakeholder engagement.

Culture
Western Asset is committed to being the premier fixed-income investment management firm in the world. Trust,
Honesty, Integrity, Teamwork, Diversity, Mutual Respect and Personal Responsibility constitute our core values.
Continuously shared and applied throughout our company, our values enrich and enhance our efforts to excel, for
our clients, our people and our organisation.
These core values apply to all employees and are integral to the Firm’s success. All employees are expected to adhere
to and apply these values in their day-to-day work and in their interactions with others. Throughout the Firm, we
strive to maintain a culture in which each employee is empowered to contribute to his or her full potential.
In addition to these values, and to enhance overall business performance, the Firm upholds Diversity as a core value
and views it as fundamental to our business. We keep this in mind during the HR recruiting process as it pertains to
attracting and retaining top talent, as well as serving our clients through the most effective business solutions. The
Firm’s business has inherently been infused with an appreciation for different countries, cultures, markets and people.
Western Asset invests in markets across the globe, which requires a day-to-day engagement with issuers, brokers and
service providers with many different traditions. The Firm’s global business model, weaving together a team-based
approach with multiple offices located around the world, requires day-to-day engagement among staff in different
locations. Recruiting from the regions surrounding the Firm’s offices leads to a diversity of staff far greater than would
be the case if the Firm operated out of one office in one location. The Firm’s global client base likewise requires dayto-day interactions with clients from different backgrounds and cultures. These realities provide a strong foundation
for pro-active measures the Firm takes to find ways to better allow employees to be fully involved and contribute.
As testament to the positive and strong culture of the Firm, Western Asset has been named a “Pensions and Investments Best Places to Work in Money Management” for seven consecutive years (2014-2020). Winners are selected
based on the score garnered from employee surveys measuring the employees’ experience and on an evaluation of
the company’s workplace policies, practices and demographics performed by Best Companies Group.

Diversity, Equity and Inclusion
Our Philosophy
Western Asset is committed to serving its clients by achieving excellence in its investment management services. To
reach the Firm’s goals and promote its team-based culture, Western Asset believes it critical that diversity, equity and
inclusion principles be embedded across the entire Firm.
Western Asset is composed of a diverse group of individuals that represent a range of human differences that include, but are not limited to, race, ethnicity, socioeconomic status, gender, gender identity, sexual orientation and
religion. Western Asset understands that a diverse workforce promotes the formation of varied ideas and viewpoints,
enhances independent thinking, and helps create a work environment where the best ideas are identified and implemented. Unlocking the power of that diversity requires an inclusive environment that affords everyone the op-
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portunity to develop individually, advance professionally and participate fully in the Firm’s mission, and to think
more deeply about the best solutions and push harder to solve the toughest problems. The Firm sees this breadth of
diversity as a critical success factor underpinning its culture and global business.
Simply put, Diversity, Equity & Inclusion (DEI) is vital to maintaining one of the Firm’s critical competitive advantages—its diverse, world-class investment and investment-support professionals. Equally, DEI enables the Firm to
maintain the highest level of investment services for the benefit of the clients it serves.

Our Approach
The Firm’s comprehensive approach to DEI globally and affirmative action in the United States provides that all applicants and employees shall be recruited, trained, promoted, retained and compensated strictly on the basis of qualifications for the role and treated equally in these and all aspects of the employment relationship.
Western Asset’s commitment to diversity, equity and inclusion extends to partnerships with clients, vendors and the
global communities it serves. The Firm’s current diversity, equity and inclusion priorities are as follows:
 Enhance the Firm’s DEI Process Infrastructure
ºº Empower the Firm’s globally representative Diversity, Equity, and Inclusion Committee to help drive and
implement our long-term DEI Initiatives.
ºº Sponsor and support the establishment of Employee Resource Groups (ERGs) to promote dialogue and
foster inclusive spaces.
 Attract, develop, promote, retain and compensate a diverse pool of employee talent
ºº Continue to enhance and improve hiring processes to mitigate bias, remove barriers and attract desired
talent to the Firm.
ºº Continue to introduce, enhance and improve talent development practices to grow, promote and advance
a broader set of talent from underrepresented groups.
ºº Sponsor and support the establishment of mentorship programmes to develop young talent throughout
the Firm.
ºº Commit and ensure equitable pay practices across global offices.
 Promote an inclusive culture
ºº Develop employee and leader training to recognise and mitigate unconscious bias.
ºº Consistently listen to the voice of employees to understand and act upon employee sentiment on multiple
dimensions including diversity, equity and inclusion.
ºº Maintain the Firm’s “Symphony” initiative to promote innovation, collaboration and an inclusive work
environment.
 Enhance engagement
ºº Western Asset is committed to ongoing direct engagement with external strategic partner firms on diversity, equity and inclusion, helping to deepen the Firm’s relationships, exposure to best practice and highlighting opportunities for improvement.
ºº Continue to synchronise the Firm’s DEI goals with our parent company’s Corporate Social Responsibility
(CSR) DEI goals.
Western Asset’s approach to diversity, equity and inclusion has the full support of the Firm’s CEO, who serves as the
Executive Sponsor for the DEI Committee. The Firm’s Executive Committee provides the executive leadership and vision
that inform our overall DEI agenda.

Western Asset
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Employee Resource Groups at Western Asset
Western Asset views ERGs as a critical component of its diversity, equity and inclusion strategy that will ensure progress
and accelerate impact. The Firm encourages, supports and promotes the creation, establishment and growth of ERGs
globally as a way of accelerating its diversity and inclusion impact. To date, the Firm’s ERG’s have close to 300 employee
participants, proving the importance and wide appeal of these groups, which offer volunteering opportunities for employees who share similar interests in gender, ethnicity, lifestyle, learning, perspectives and/or goals. The Firm supports
the following ERGs spanning a variety of shared interests and perspectives:
 Unify, Network, Inspire, Teach, and Empower (UNITE) women within Western Asset: UNITE seeks to unify, provide
a network and space to inspire, an environment to teach, and a way to empower women within Western Asset.
 Latinos for Engagement, Advancement and Development (LEAD): LEAD seeks to cultivate a community within
Western Asset that promotes and integrates the Latin/Hispanic culture and traditions, provides support for professional development and contributes to the success of Western Asset’s mission.
 Black Heritage Network (BHN): BHN aims to facilitate the professional development of Black employees by providing an educational forum, creating connections and promoting an inclusive environment at Western Asset.
 Western Asset Pride: WA Pride seeks to provide a forum for education and awareness supporting the professional
growth of LGBTQ+ (Lesbian, Gay, Bisexual, Transgender, Queer and Questioning) individuals by fostering a safe
environment within Western Asset for staff to be authentic in the workplace.
 Asian Pacific Islanders for Engagement and Excellence (APEX): APEX seeks to celebrate and support Asian-Pacific Islander cultures within Western Asset by embracing differences and promoting professional and personal development.
Western Asset’s ERGs provide support by fostering an inclusive and safe working environment and creating opportunities for employees to develop both personally and professionally. Through ERGs, the Firm encourages employees to
engage in open, authentic and global conversations around diversity and inclusion, to learn productively about the
diversity that the Firm involves, to demonstrate the spirit of ally-ship towards their colleagues, and to develop a collaborative sense of community as Western Asset continues on its diversity and inclusion journey. To demonstrate the
Firm’s steadfast commitment to this part of its diversity and inclusion strategy, each ERG is assigned a dedicated sponsor
from the Executive Team. The Executive Sponsor not only lends credence to the ERG but regularly attends meetings,
participates in dialogue, advocates for the ERG and helps to remove barriers and roadblocks.

London Office Fit-Out Case Study
Western Asset has sought to integrate ESG in all areas of its business, not only when investing its clients’ assets. An
example of these efforts is Western Asset’s London office refurbishment during 2020-2021. Western Asset set the foundations of its refurbishment project on sustainability and employee well-being goals. The fit-out achieved:
 Energy efficiency and climate change mitigation: Implementation of energy efficient HVAC at the office reduces
energy usage and lowers operating costs by up to 31%
 Pollution prevention and control: 98.1% of fit-out waste was diverted from the landfill during the project

Western Asset
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 Conservation of resources: Western Asset chose optimal materials and ethical suppliers, including natural and
renewable sources and recycled materials
 Ensuring occupant health and wellbeing: Good levels of thermal comfort, reduced VOC’s, maximisation of natural daylight and suitable levels of ventilation
 Sustainable material use: The fit-out used environmentally sustainable materials including A+ efficient flooring
and low-VOC paints
WASTE

ERGY & CO2
EN

98.1%

Reduced
energy usage

lower operating costs

Diverted 98.1% of waste from
landfill and monitored all waste
streams produced during the
project.

Reduced energy usage through
the implementation of LED
lighting and PIRs and other
lighting controls.

Implementation of energy efficient
HVAC at the office reduces energy
usage and lowers operating costs
by up to 31%.

of waste diverted from landfill

U
ERGY SAGE
EN

31%

As a result of these efforts the refurbishment project received a Ska Gold rating. This is a best-practice environmental
office fit-out criterium that was developed by the Royal Institution of Chartered Surveyors (RICS). Western Asset is one
of only a handful of companies that have achieved Ska Gold certification.

Western Asset
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“Signatories’
governance,
resources and
incentives
support
stewardship.”
UK Stewardship Code 2020
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“Signatories’ governance, resources and incentives support stewardship.”
As a long-term, fundamental fixed-income investor, Western Asset believes that ESG considerations as well as engagement are key to delivering value for its clients. As such, ESG is integrated throughout the Firm and its broader operations.

Oversight
Stewardship and ESG governance at Western Asset starts with the ESG Strategic Steering Committee (ESGSSC),
which is responsible for the coordination of the Firm’s ESG efforts and planning. This committee is comprised of
cross-departmental staff including ESG specialists and receives advice from legal and compliance professionals to
understand regulatory obligations, client needs and operational initiatives. The ESGSSC also ensures that Western
Asset’s Executive Committee is informed of ESG developments and business needs.
Additionally, as ESG is integrated in both the Firm’s investment and business operations, it benefits from the Operations Committee as well as local management committees’ oversight. Each office maintains a local Management
Committee that focuses on local business health and strategy. The Firm also maintains a global Operations Committee that brings together senior managers across the Firm to address operational challenges, strategies and initiatives.
While these committees are not ESG-specific, they address ESG from a variety of viewpoints to ensure comprehensive oversight.

Implementation
Western Asset’s team-based approach to investment management allows for all of the Firm’s investment professionals to leverage the collective experience and judgement of the entire investment team. Investment professionals,
with both sector and product responsibilities, work together as a single unit across the Firm’s global offices.
The primary responsibility of portfolio managers is to synthesise the fundamental and relative value opinions of the
research analysts with the technical input of the traders and risk managers to construct a portfolio that reflects the
investment team’s views within the context of each mandate’s guidelines and risk tolerance.
All of Western Asset’s credit research analysts are responsible for providing fundamental analysis at the industry and
issuer levels, and for opining on industry and issuer risk/reward characteristics. They look specifically at the impact
on individual issuers’ ESG factors, which are taken into consideration in formulating the credit and risk profile of the
investment. Western Asset’s policy is that the research analysts document, for all new corporate bond purchases
(and on an annual basis for existing issuers), those E, S and G factors deemed relevant for the issuer. They opine on
the ESG factors’ influence on the sustainability of the issuer’s business model and on the risk premium appropriate
to its ESG profile.
Western Asset believes that ESG considerations can often have a material impact on valuations. We believe that it
is imperative for research analysts to take a holistic approach and implement material ESG considerations as well as
for portfolio managers to incorporate ESG factors when constructing portfolios, rather than having a separate ESG
team that focuses solely on ESG investing. This structure is consistent with our philosophy that ESG considerations
affect valuations and should be integrated by everyone when making investment decisions, as opposed to having
a siloed team perform this function.
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Western Asset’s approach is to integrate ESG considerations into the research, engagement, portfolio construction
and risk management portions of our investment process as illustrated below:

Macro and Credit
Investment Outlook

Interest Rate Duration
Portfolio Construction
Yield Curve
Security Selection
ESG Issuer Assessment

Strategic
Portfolio

Country

Client
Portfolio

Currency
Client Objectives
and Guidelines

Sector/Subsector
ESG Profile

Risk Management

Strategy Committees
Portfolio Management Team
Sector Teams

Collaboration
Further, the Legal and Compliance, Portfolio Risk and Enterprise Risk departments provide additional elements of ESG
governance by being involved in various ESG-related implementation projects, including those related to research
system development, regulatory change implementation and client-driven initiatives that implicate ESG guideline
and risk monitoring. This involvement seeks to ensure that Western Asset has appropriate controls, oversight and escalation points for its ESG framework, which is evolving on a continuous basis. ESG specialists also work closely with
the Firm’s internal technology team to build systems to support ESG research integration, portfolio construction, risk
management and reporting capabilities.
Ultimately, the Firm holistically integrates ESG in its operations, allowing for close partnership on ESG initiatives.
Western Asset’s chosen approach is a result of the Firm’s fundamental belief that ESG considerations are key in delivering results in fixed-income investments.

ESG Strategic Steering Committee
Brishni Mukhopadhyay, CFA
(Reports to Michael Zelouf, CFA, Head of London Operations)
Co-Chairperson
Product Management

Bonnie Wongtrakool, CFA
(Reports to Michael Buchanan, CFA, Deputy CIO)
Co-Chairperson
Investment Management

ESG Committee Members

Western Asset

Roberto Apelfeld, PhD
Risk Management

Mariam Bahmane
Investment Management

Ryan Brist, CFA
Investment Management

Michael Dale
Client Service, Asia/Pacific

Ian Justice
Investment Management

Ahmet Kocagil, PhD
Risk Management

Dennis McNamara, CFA
Investment Management

Sean Rogan
Investment Management

Annabel Rudebeck
Investment Management

Damon Shinnick, CFA
Investment Management

Susan Signori
Client Service, US

Michael Zelouf, CFA
Client Service, UK/Europe/ME
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While many Western Asset employees have knowledge of and are involved in ESG investing efforts, several key staff
at the Firm are focused on ESG investing as subject matter experts from the investment management, client services
and product management perspectives. These individuals’ functions are integrated into the Firm’s day-to-day operations and have substantial visibility and organisational support.
Western Asset has a dedicated Global Head of ESG Investments, Ms. Bonnie Wongtrakool, CFA, who oversees, implements and manages the Firm’s cross-sector ESG strategies, capabilities, analysis, research, and engagement across
the Firm. She is supported by a full-time ESG Research Analyst (Ms. Mariam Bahmane) and ESG Product Specialist
(Mr. Brishni Mukhopadhyay). Ms. Wongtrakool reports directly to the Deputy Chief Investment Officer, Mr. Michael
Buchanan, CFA. Mr. Mukhopadhyay reports to the Head of London Operations. Mr. Mukhopadhyay is strategically
positioned in the Firm’s London office based on increasing regulatory requirements and client demand. Mr. Mukhopadhyay ultimately serves as a steward for our clients’ ESG integration needs.
The Global Head of ESG Investments, together with the ESG Research Analyst and ESG Product Specialist, works with
the Firm’s research analysts across its international offices to advance its credit and sovereign ESG analysis and ensure
that ESG analysis is applied consistently.

ESG Specialty Research and Engagement

Bonnie Wongtrakool, CFA
Global Head of ESG
Investments/Portfolio Manager
Ms. Bonnie Wongtrakool is the Global
Head of ESG Investments in Western
Asset’s Pasadena office, which she joined
in 2003. Ms. Wongtrakool leads the Firm’s
ESG research, engagement, strategies
and portfolios, which express Western
Asset’s ESG capabilities across a wide
range of fixed-income mandates. She is a
member of the Firm’s US Broad Strategy
Committee. Ms. Wongtrakool graduated
Phi Beta Kappa and magna cum laude
with a Bachelor of Arts in Economics
from Harvard College, where she received
the Detur Prize and was awarded the
John Harvard Scholarship for academic
distinction. She subsequently received a
law degree, cum laude, from Harvard Law
School, and is a member (inactive) of the
Massachusetts State Bar. Ms. Wongtrakool
is also a CFA® charterholder.

Western Asset

Mariam Bahmane
ESG Research Analyst
Ms. Mariam Bahmane is a Research
Analyst with Western Asset focusing on
ESG. Ms. Bahmane works in partnership
with Western Asset’s sector research
teams to augment the Firm’s initiatives
in the ESG space. She holds two
degrees from Swarthmore College: a
Bachelor of Science in Engineering,
and a Bachelor of Arts in Economics.
During her time there, she was selected
to be a D.E. Shaw Nexus Fellow,
Karim Abdel-Motaal Scholar, Richard
Rubin Scholar, and Redefine Her Street
Finance Fellow. Ms. Bahmane has also
held a Fellowship in Design Thinking
from the Hasso Plattner Institute of
Design at Stanford University and is
an alumna of the Girls Who Invest programme, which includes Western Asset
among its corporate sponsors.

Brishni Mukhopadhyay, CFA
ESG Product Specialist
Mr. Brishni Mukhopadhyay is a
Product Specialist with Western Asset
focused on Sustainable Investment
and ESG. He works in the London office, and has over 12 years of industry
experience. Mr. Mukhopadhyay holds
a Master of Science in Operations Research (Finance) from Columbia University and a Master of Engineering
in Mechanical Engineering from the
University of Sheffield. He is a CFA®
charterholder. He has also served as
vice chair of the CFA UK ESG working
group responsible for launching the
CFA Certificate in ESG Investing since
inception in 2018.
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Remuneration
The Compensation Philosophy and Process at Western Asset are deeply grounded in the Firm’s mission and core values. In compensation matters, as in all aspects of the Firm’s business, Western Asset takes a highly integrated global
approach and strives to emphasise the Firm’s core values of Trust, Honesty, Integrity, Teamwork, Diversity, Mutual Respect and Personal Responsibility. Western Asset’s compensation structure, covering all employees, is also designed
to ensure that the interests of the Firm’s personnel are aligned with its clients’ interests. In line with this approach, the
Firm’s investment professional incentive programme is structured to reward the entire Investment Team (consisting
of portfolio managers, research analysts, and traders) for their contributions to the Firm, as well as for relative performance of their specific strategies and client portfolios; they are determined by their job function and performance
as measured, primarily qualitatively, by the review process. Adherence to the Firm’s ESG framework is part of the
compensation analysis, among other requirements. For example, annual reviews for research analysts consider the
extent to which the research analyst is carrying out an appropriate level of ongoing analysis and engagement and
whether they are taking a full risk profile of an issuer into consideration as part of the research process, including any
material ESG risk and opportunities factors.

Employee Training and Client Education
The Firm believes that regular formal and informal learning opportunities across Western Asset’s departments are
essential to ESG integration and delivering value for our clients. As part of the Firm’s ongoing efforts to advance
its ESG capabilities, its dedicated ESG professionals conduct internal training sessions for the investment team, client-facing professionals, risk, legal and compliance staff. Western Asset also supports attendance at ESG conferences
and external ESG round tables as well as internal presentations and communications of ESG issues. Training is utilised
extensively to ensure that Western Asset’s staff are clear on their role in ESG integration, including regulatory and
client obligations.
Recent examples of Western Asset’s internal ESG training include:
 Monthly ESGSSC meetings with Investment Team heads and business leaders. ESGSSC meetings provide training and updates on a variety of ESG themes. These meetings are used to facilitate training and transfer knowledge between teams and offices.
 Members of the ESG Team and other internal stakeholders hosted ad hoc meetings to discuss the identification
and valuation of material ESG risks and opportunities as well as portfolio construction built on ESG considerations.
 More formal training sessions included monthly meetings with portfolio managers where the ESG team aims
to disseminate takeaways from the Firm’s ESG research and engagements, and identify ways to improve ESG
integration into the investment process.
 Sustainable Finance Disclosure Regulation (SFDR) training for the Investment Team to ensure it is fully aligned
with the expectations of SFDR and the regulatory obligations around considering ESG risks in investment decision-making. The training also included optimisation of existing research and risk tools. Additionally, staff in the
Legal and Compliance and Portfolio Risk Teams received training to enhance and maintain robust controls that
support the Firm’s ESG framework.
 The ESG Team conducted training sessions with the Client Service & Marketing Department across the Firm’s
offices. This training campaign aimed to familiarise our client service and product specialist professionals on the
ESG research, data, modelling, risk tools and reporting the Firm has developed for its clients.
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 Additional examples of ESG training at Western Asset include the Firm’s sponsorship of the CFA Institute’s Certificate in ESG Investing and presentations by the Firm’s research analysts including the incorporation of ESG
factors into their coverage universe.
Western Asset also presents at global industry conferences and events to help educate investors on ESG integration
and topical ESG-related issues. Examples from this reporting period include the Morningstar Investment Conference
Australia, XP Investimentos in Brazil, Mercer APAC Forum, and FT Investment Symposium. The Firm also organised
workshops for investors across the Deutschland Austria Swiss (DACH) region on climate risk, including the Firm’s
approach to climate-change stress-testing.

Outcome
The number of our engagements increased by 116% from the previous to the current reporting period. Western Asset’s governance structure successfully allows for incentivising stewardship, sharing of knowledge and robust discussion and monitoring of outcomes in relation to supporting the Firm’s client investment and stewardship agenda. This
is achieved through regular meetings involving all relevant investment professionals and senior leadership. Western
Asset believes that the efforts outlined around governance structures and processes above demonstrate our ability
to engage various stakeholders to consider various facets of ESG integration holistically. Western Asset believes that
ESG integration is a dynamic and evolving area, and that having representation from multiple channels allows us to
discuss and debate the implications from all angles to offer credible solutions to our clients.
Western Asset is continuously looking to deepen its resources in the area of ESG to support increasing regulatory and
client demand in this area.

“As a long-term fundamental investor we care
about ESG because ultimately, we want to make
sure that the companies we invest in are around 20,
30 years from now to get our clients’ money back.”
–Dennis McNamara, Director of Portfolio Operations
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“Signatories manage conflicts of interest to put the best interests of clients
and beneficiaries first.”
Western Asset operates as an investment adviser. As a fiduciary to its clients, Western Asset is obliged to provide
services in the best interests of its clients. For legal, regulatory and business reasons, the Firm is and always has been
focused on identifying and addressing potential conflicts of interest. As described above, the Firm has a long tradition
of putting the interests of its clients first. With that priority in mind, Western Asset has adopted compliance policies
and procedures to address a wide range of potential conflicts of interest that could directly impact client portfolios.
These policies are set out in Compliance Manuals and personal trading policies that reflect Western Asset’s global business approach and also are tailored for specific offices and their local regulatory and market environments.
Western Asset strives to effectively identify, prevent, manage and disclose, where necessary, significant conflicts of
interest. Western Asset’s Statement on Conflicts of Interest, which brings together commentary on different potential
conflicts, may be found on our website.

Identification and Mitigation of Conflicts of Interest
Western Asset take steps to identify and address potential conflicts that could arise through its role as investment
manager. In addition, these potential conflicts are monitored, managed and controlled on an ongoing basis. Not all
potential conflicts are actual or material conflicts. The Firm seeks to focus on addressing those conflicts most likely to
have an impact on decisions made for or advice given to clients. The process of identifying and addressing conflicts is
ongoing to ensure the Firm’s approach remains current in light of business, market or regulatory changes. Examples
of common potential conflict of interest areas include:
 Management of multiple client portfolios;
 Breaches and errors management;
 Stewardship, engagement and proxy voting;
 Gifts and entertainment;
 Personal trading, including investments with business contacts, and
 Outside business activities.
Western Asset also considers any circumstances of which the Firm is aware that may give rise to a conflict arising as a
result of the structure and business activities of other members of the group. These include:
 Product development;
 Investment research and advice;
 Proprietary trading, and
 Corporate finance business.
On a day-to-day basis, Western Asset’s staff strive to put the best interests of our clients first and maintain the Firm’s
fiduciary duty. Maintaining this culture begins with recruiting and the tone set by managers with their teams and colleagues with each other. While Western Asset believes that it maintains a strong culture, it takes measures to reinforce
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and strengthen this culture through new joiner and annual training, compensation philosophy, segregation of duties
and reporting lines, escalation procedures, and a compliance programme tailored for the Firm’s business and its risks.
The Firm’s compliance training programme is developed and administered in-house, which allows it to be tailored as
needs evolve and delivered by Legal and Compliance staff rather than a generic outside vendor.
The Firm also maintains ongoing compliance monitoring programmes that are specifically designed to identify conflicts and risks, then tests to validate that the Firm’s control structure has integrity. The monitoring programme allows
the Firm to stay close to changes in the business and gives comfort that the Firm’s practices match its expectations.
The commitment of resources to support the programme is another tangible sign of the Firm’s priorities.

Examples of Conflicts of Interest: Investment Opportunities
Western Asset manages a wide range of strategies to meet different client needs and objectives. Western Asset owes
a fiduciary duty to all of its clients and their individual accounts. Accordingly, the Firm strives to ensure that accounts
are not favoured or neglected. The Firm also often trades for multiple accounts in the same strategy at the same
time. Ensuring that each similarly situated account is treated with equal consideration is important. An additional
consideration is that there may be limited quantities available. Designing technology tools and maintaining consistent practices on a day-by-day basis and trade-by-trade basis helps to ensure clients are each treated fairly. The Firm
takes steps to identify where such incentives might exist and then adopts measures of mitigation and/or disclosure
where appropriate, an example of which is the Firm’s Compensation Philosophy and Process, which seeks to ensure
that the investment team is not remunerated on the merits of a single portfolio but on a team-based, risk-adjusted
and long-term basis.

Examples of Conflicts of Interest: Affiliations
When Western Asset makes trading decisions for its clients, it is obliged to make those decisions on the merits in
the best interests of its clients. Two areas of potential conflict of interest are broker selection and issuer selection.
Western Asset operates as part of a larger financial services company. Its parent is a public company and has other
lines of business. If Western Asset were to recommend that clients invest in securities it or its parent issues, clients
might question whether those were the best ideas for them or whether the recommendation was made because of
the corporate affiliation. Similarly, if Western Asset were to choose to execute trades with an affiliated broker, clients
might question whether that broker was the best choice for trade execution. Western Asset has identified this potential conflict of interest and opted to abstain from such affiliated transactions or trading.

Examples of Conflicts of Interest: Personal Trading
Western Asset’s staff make decisions in managing their own personal affairs. However, they should not be taking
inappropriate advantage of information they learn in the course and scope of their employment. Western Asset has
designed personal trading policies that balance the potential conflict of interest with staff’s need to manage their
own assets. For example, potential investments into commingled fund vehicles managed by the Firm are subject
to pre-clearance and minimum holding periods. Potential investments in many instruments the Firm may trade on
behalf of clients are subject to pre-clearance. While the actual risks of an employee trading inappropriately may be
modest, these types of measures mitigate that risk and also help to reinforce the Firm’s culture and fiduciary duty.
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“Signatories identify and respond to market-wide and systemic risks to
promote a well-functioning financial system.”
At Western Asset, we believe that the core of our existence is to deliver superior long-term investment results to our
clients while adhering to our high standards of personal and corporate accountability. To that end, Western Asset
serves as a contributing and active participant in working groups on a broad universe of globally relevant investment, regulatory and ESG topics, with an aim to promoting efficient investing, responsible corporate governance,
sustainable development and market stability in the interest of our clients, ourselves and our world. The Firm participates in the development of standards and initiatives where we believe our contributions will make an impact. Our
risk management framework encompasses identifying and mitigating the investment, corporate, environmental,
regulatory and social risks that endangers our complex landscape.

Independent Yet Collaborative Risk Management
Western Asset has a robust set of systems and processes that form its integrated global risk management platform.
As an active fixed-income manager, Western Asset positions its portfolios to outperform if future expectations unfold
as the Firm expects, and limits underperformance if the future does not unfold as expected.
To do this effectively, a strong flow of communication between risk managers and portfolio managers is essential.
Maintaining independence between Western Asset’s Risk Management & Quantitative Solutions Department and its
Investment Management Department provides an important counterbalance. The Firm places substantial emphasis
on this collaborative approach. This collaboration is supported by robust systems and processes results in an integrated risk management platform within the Firm’s global team environment.

Western Asset’s Approach to ESG Risk Management
Robust risk management is integrated into Western Asset’s disciplined investment process. Research analysts seek
to incorporate an assessment of material ESG risks such as climate change (physical risks and transition risks from a
move to a low carbon economy), human rights and supply-chain management, product safety and security, diversity and development of talent, transparency, board structure and governance, among others, to better assess the
risks that are likely to affect creditworthiness and valuation. Research analysts understand that a failure to manage
material E, S and G risks could cause dislocations in markets, impairing an issuer’s ability to meet debt obligations.
Therefore, every proprietary investment research framework (more than 50 developed by the Firm) identifies and
assesses material E, S and G risks. Based on the research, research analysts provide an ESG score that we believe is
reflective of the underlying ESG risk.

Identifying and Acting Upon Climate Risk & Decarbonisation
Increasingly, financial regulators recognise climate change as a systemic risk that has the potential to disrupt financial markets, affect returns and have a negative impact on the broader economy. Western Asset understands that
there are various types of risks posed by climate change, whether they be physical (droughts, floods, wildfires and
hurricanes) or transitional (as when transitioning to a low carbon economy). The results of these risks materialising
would entail:
1. The transition process to a lower carbon society that will involve costs, taxes, policy changes, prohibitions,
subsidies, gainers and losers, corporate losses and defaults, sovereign fiscal difficulties, credit downgrades,
political tensions, etc.
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2. Chronic (physical) effects of higher temperature such as rising sea level, floods, droughts, migration, political
tensions, as well as increase of climate (physical) events (wildfires, floods, storms, etc).
To evaluate and address these risks, Western Asset’s Risk Management & Quantitative Solutions Department has
established a dedicated ESG Climate Risk Sub-Group. This team focuses on applying quantitative tools, including the
Firm’s proprietary carbon optimiser and Climate Risk Stress Test models, to analyse potential paths for decarbonisation of portfolios, the potential impact of net zero carbon emissions commitments, greenhouse gas (GHG) reduction
targets, the potential impact of physical risks to the default probability of companies, and other aspects related to
climate risk. The carbon optimiser tool allows Western Asset to be overweight in issuers with low carbon intensity
while underweighting those with high carbon intensity. This serves as a useful tool when modelling portfolios to assess the impact of decarbonised strategies. The climate risk stress test allows Western Asset to measure the exposure
of the portfolio to various climate change scenarios as outlined by the Intergovernmental Panel on Climate Change
(IPCC). This stress test is run in WISER, Western Asset’s proprietary Risk Management system. The ESG Climate Risk Sub
Group owns the models for the carbon optimiser and climate risk stress tests and monitors for their efficiency and
future development.
For clients interested in portfolios with carbon-based targets, Western Asset suggests a dual-track approach to decarbonisation: 1) a portfolio optimised to significantly reduce its initial carbon footprint and related ESG risks (e.g.,
thermal coal production), and 2) an ongoing strategy of portfolio maintenance and issuer engagement to further reduce carbon footprint over time. Given Western Asset’s expectations of increasing scrutiny and costs associated with
carbon emissions, the Firm believes that initial portfolio construction is key in reaching global decarbonisation goals.
As part of our engagement efforts on climate change, Western Asset joined the CA100+ in 2Q2021. Western Asset
has also been a supporter of TCFD and TPI since 2019. As part of these collaborative initiatives, Western Asset seeks
to identify and analyse climate-related risks and opportunities within the investment universe, and to engage as
appropriate to help issuers set decarbonisation targets where none have been set.

Climate Change Related Engagements
Engagement Case Study—Oil and Gas Company
Western Asset engaged with an oil and gas company that has been a laggard when compared with its major integrated peers in providing tangible targets. Specifically, the company had only two goals set forth for emissions:
reduce methane emissions and flaring by 15% and 25%, respectively, when compared with 2016 levels. No other
targets have been disclosed for CO2 and renewables targets. Management acknowledged it had made progress of
reducing GHG emissions through optimisation and efficiency and are on track to achieve this target where focus has
been on carbon capture technology. Nonetheless, the lack of other targets is a concern and one that has the Board
of Directors’ attention and a strategy is likely to be developed. At the time of engagement, there appeared to be no
change in strategy toward renewables like others in the peer group.
Outcome: Western Asset encouraged a strategy be developed and articulated in the future with increased transparency and goal setting. Further, it appears the issuer has begun engagement with third party ESG agencies. Based
on this engagement, Western Asset will continue to monitor and engage with the issuer to understand its progress
towards meeting the aforementioned targets.
Engagement Case Study—Airlines Company
Western Asset engaged with an airline company that owns an oil and gas refinery business. The issuer set a net zero
GHG emissions reduction target but Western Asset took notice that it does not include its refinery segment in the
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target’s scope. Western Asset brought that to the attention of the company and asked what their long-term plans are
vis a vis their refinery segment. In addition, Western Asset asked them to clarify their decarbonisation plan.

Outcome: The company’s CEO disclosed that the board reviews their assets every five years to determine their
alignment with the company’s strategic goals. The refinery business is currently under review and if the asset is not
considered core to the business, the company will consider all options, including potential divestment or carving
it out, while adding outside investors. The CEO further pointed out that sustainable aviation fuel is not a viable
commercial choice at the moment and needs significant blenders of tax credit to incentivise the industry. At this
point, fleet renewal is the main lever to operationalise their net zero GHG reduction target. Western Asset continue
to engage with the issuer individually and in collaboration with CA100+ to bolster its climate governance.
Engagement Case Study—Gas and Electric Utility
Western Asset engaged with a gas and electric utility company that has updated its Green Bond Framework to be
fully aligned with EU Taxonomy. The new Green Bond Framework differs in one key aspect from the previous framework, which the utilities company published in 2019; in addition to the full alignment with the so-called ICMA Green
Bond Principles, which today set the standard for green bonds in the capital market, the new framework is also the
first across Europe to fully comply with the criteria of the EU Taxonomy on Sustainable Economic Activities and the
Draft Delegated Act. The EU Taxonomy defines which economic activity is classified as environmentally sustainable
and thus sets a Europe-wide standard for sustainable investments.
Outcome: Based on this engagement, Western Asset had a positive view and will seek to evaluate the green bond
that the utility company plans to issue.

Identifying and Acting Upon Pandemic Risk
Corporate Response to COVID-19
Western Asset’s global footprint had the COVID-19 outbreak on its radar beginning in January 2020. The Firm mobilised its resources to enable work from home for all Western Asset employees while maintaining its commitment
to providing the highest level of service to clients. Western Asset provided staff with additional IT equipment and
assistance to support a smooth transition to remote working. The expectation is that any future material event will be
handled with the same approach, focused on execution of business processes and employee safety.

COVID-19 Related Engagements
Engagement Case Study—Residential Solar ABS
As part of a review into a residential solar ABS, Western Asset reviewed performance metrics post-Covid, and the extent
of usage of new payment extension programmes. The issuer gave a breakdown of social and geographic impact of
post-Covid extensions on residential solar loans. Our research analyst compared the risks of the COVID-19 crisis to the
risks from past natural disasters like hurricanes and the global financial crisis. Western Asset assessed how the COVID-19
crisis impacted loan performance and sought to identify which population demographic and geographic areas were
most affected. Western Asset discussed the impact of COVID-19 payment programmes on collateral servicing.
Outcome: Based on the engagement, we determined that the total impact of job losses was less meaningful given
the lower unemployment in consumer cohorts represented in the portfolio.

Western Asset

30

P

NCIP

4

LE

RI

Engagement Case Study—EM Energy Company
Western Asset met an energy company at an emerging market (EM) corporate conference. In this meeting we discussed
the current market environment in the country and how COVID-19 could impact the country’s market. The country’s
energy demand declined 10% during the first month of the COVID-19 shutdown and the company is expecting delays
in receivables at around 2% to 3% of total sales. The country introduced several measures to support its population
during the shutdown. The most vulnerable group will see postponement of payments, likely a delay that will be recovered over two years. Western Asset expressed that it likes to see more ESG-related disclosures; however, at this point,
the company has relatively low exposure to risks associated with carbon emissions, energy and water consumptions.
Outcome: Based on these engagements, the key concern here is that the company could become a policy tool or a
funding vehicle for the municipality. Further engagement shall continue to gauge how the company addresses the
issues stemming from COVID-19 and meets our desire to see more ESG-related disclosures.

Promoting a Well-Functioning Financial System
As a leading global fixed-income manager, Western Asset regularly engages with its trading counterparties, bond
syndicate teams at investment banks and regulators to help promote a well-functioning market. These include
the development of new instruments in the fixed-income markets such as “green bonds” and “sustainability-linked
bonds”. In the wake of the global financial crisis of 2008, Western Asset collaborated with other market participants
including the CFA Institute in identifying some of the factors that precipitated the crisis, and discussed practical ways
of mitigating them for the future. Western Asset also responded to FCA questions and surveys on market liquidity
and functioning of money market funds.

Effectiveness in Promoting Well-Functioning Markets
Western Asset has collaborated with the TPI to help develop a framework for assessing the extent to which corporate
fixed-income issuers are progressing in their respective paths to carbon emissions disclosure and reduction. This
collaboration is helping encourage more issuers to provide better climate-related disclosure and this is aligned to
aims of the CA100+ and TCFD which we also support. We have also collaborated with PRI on a number of initiatives
to improve ESG integration across financial market instruments, including participation in committees working on
sovereign ESG ratings and scores and on investment-related aspects of the Sustainable Development Goals (SDGs).
Changes in sovereign debt markets require broad consensus across a range of stakeholders, including the public
sector, the official sector (principally the IMF) and the private sector (investors, banks, legal advisors, etc). Given there
is no international legal architecture governing these markets, which can present challenges for effectively enforcing
contracts, exercising and protecting creditors’ rights often starts with engagement and negotiation. Western Asset
continues to look for opportunities to make engagement progress in this area.
UN PRI Working Sub-Group on SFDR & EU Taxonomy. In January we started work with a sub-group of the UN
PRI’s Sovereign Debt Advisory Committee (SDAC) to review potential implications of SFDR and the Taxonomy regulations for sovereign debt markets. This work has included multiple rounds of feedback to the European Supervisory
Authorities highlighting concerns—or flagging areas of needed clarification—to help ensure these regulations do
not unexpectedly or negatively impact sovereign debt markets. This work has also highlighted areas of needed engagement with sovereign issuers and multilaterals to push for greater disclosure on climate and social dimensions
of government budgets.
IIF Principles Consultative Working Group. The purpose of this group has been to review and revise the Principles
for Stable Capital Flows and Fair Debt Restructuring, which serve as a framework for crisis prevention and resolution,
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particularly in the cases of sovereign debt distress or restructuring and for recent developments across sovereign
debt markets. As a member of the group, we have also worked with the IIF to prepare the 2021 PCG Report on the
Implementation of the Principles. This year’s report will provide a review of some of the key underpinnings of sovereign debt markets, including the use and functioning of collective action clauses (CACs) in recent restructurings,
the proper functioning of creditor committees, and a number of updates on sustainable finance. Western Asset has
submitted a chapter on ESG considerations in sovereign debt restructurings.
IIF Committee on Sovereign Risk Management (CSRM). The CSRM was convened in response to the COVID-19
pandemic, to help coordinate the private sector’s response to stress in sovereign debt markets. The principal role of
the CSRM, to date, has been to shape the private sector response to the G20’s proposal for private sector participation in its Debt Service Suspension Initiative (DSSI).
Debt Restructurings. In 2020 and 2021 Western Asset worked as a member of several restructuring credit committees including the Republic of Argentina, the Province of Cordoba, YPF (reprofiled the maturing 2021s) and the
Province of Buenos Aires. Western Asset played a particularly important role in the three latter restructurings, and
contributed to meaningfully improving terms through active engagement with the issuer, other creditors, legal and
financial advisors, and key multilaterals (IMF & World Bank). Note that in the case of sovereign restructurings, the
protection afforded by traditional bankruptcy mechanisms—e.g., US Chapter 11—is not an option, so it’s very much
an intensive process of engagement and negotiation.
ICMA Primary Markets Committee. The aim of this group is to bring together select buy-side firms (representing
the European buy-side industry) to try to streamline the process for primary issues in investment-grade credit. We
identify bottlenecks in the current process and try to eliminate them. During the course of doing this we liaise with
ICMA’s syndicate and the issuer’s committee so that all areas of improvement are identified to the satisfaction of all
parties. ICMA will then engage with the regulator if needed. As well as sitting on the committee, the Firm has also
contributed an article for ICMA in its quarterly magazine on this topic (Chatham House rules apply).
IPREO Steering Committee. IPREO is owned by IHS Markit and is one of two platforms in the market that enable
primary deals to be bought to the market (investment-grade, high-yield and rates). Western Asset sits on their buyside steering committee with the aim of fine-tuning the platform for all industry participants and to smooth-line
the entire primary deal process from the announcement of roadshows to pricing. The Firm is also currently working
closely with IPREO to help them expand the information they are looking to provide per deal to make it more useful
for the buy-side user, i.e. showing secondary curves for that issuer, etc. (Chatham House rules apply).
TradeWeb. This is one of the bigger electronic platforms (and an approved multi-lateral trading facility) with which
the Firm is engaged with, with the aim of improving Request for Quotes (RFQs) for the buy-side as a whole. The
Firm recently worked closely with TradeWeb to add more functionalities to its portfolio trading segment to allow
for multi-currency trading (including choosing your base currency), the ability for the user to upload their own
reference prices for bonds and for their analytics to provide a bid/offer comparison versus these uploaded levels in
addition to their TradeWeb composite. The Firm also works on a regular basis with TradeWeb to improve RFQs on
the rates side.
MarketAxess. Western Asset has worked closely with MarketAxess on the development of its own portfolio trading
(PT) platform. They have been lacking in deeper analytics and currently cannot perform multi-currency PT. We have
encouraged them to develop its PT segment further in order to provide the buy-side with an alternative robust
choice to TradeWeb.
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Bank for International Settlements (BIS). Western Asset has participated in the central banks’ workshop for liquidity in
fixed-income markets at the Bank of England, where the sterling buy-side and centrals banks convene (via BIS) to discuss factors that may affect secondary liquidity in the sterling market and any potential roadblocks we see in the future.
Association for Financial Markets in Europe (AFME). Western Asset participates in regular small buy-side credit roundtables for investment-grade credit, where we discuss the future of electronic trading and potential problems in liquidity.

“While interest in ESG was already accelerating
prior to the pandemic, the ongoing challenges
of COVID-19 further strengthen the case for ESG
investing.“
–Bonnie Wongtrakool, Global Head of ESG Investments/
Portfolio Manager
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“Signatories review their policies, assure their processes and assess the
effectiveness of their activities.”
Western Asset’s approach to ESG and stewardship is outlined in the Firm’s ESG policies, which encapsulates the Firm’s
approach to engagement, processes for taking into consideration ESG matters in investment decision-making, application of exclusion lists as well as SFDR related requirements. The ESG policies are maintained by the ESG Team and
is further supported by the Legal and Compliance Department.

Review of Western Asset’s ESG Policies
Western Asset has a long-standing compliance framework that ensures the Firm’s policies and procedures, as well as
controls, are reviewed at least once annually, or as a result of material events. The Firm’s ESG framework is supervised
by the Firm’s Chief Investment Officer, Head of Global Credit, Global Head of ESG Investments, Chief Risk Officer and
Director of Global Client Service & Marketing. Western Asset continuously evaluates its ESG integration process to
mitigate ESG risks and improve the robustness of the Firm’s investment and engagement process.
Changes to the ESG-related policies must be made by a collective effort of various subject matter experts, including
the ESG Team, investment professionals, portfolio risk managers, as well as Legal and Compliance staff. Each group
is charged with staying informed of the changes to industry practices and regulations, and ensuring that Western
Asset’s ESG programme evolves in line with these changes.

PRI Assessment of Western Asset’s ESG Integration
As a PRI signatory, Western Asset is required to publicly report on its responsible investment activity on an annual
basis through the UN PRI Reporting Framework. Western Asset’s 2020 Public Transparency Report is available on the
PRI website: https://www.unpri.org/signatory-directory/western-asset-management-company/1966.article.
In its 2020 PRI signatory assessment, Western Asset received an “A” across all categories: higher than the median in
the Sovereign/Supranational/Agency, Corporate Non-Financials, Financials, and Securitised fixed-income categories
and at the median in Strategy & Governance.
The Global Head of ESG Investments is charged with ensuring that Western Asset complies with its obligations as the
PRI signatory on an ongoing basis.

ESG Team Oversight
The ESG Team is comprised of three ESG specialists: the Global Head of ESG Investments, the ESG Research Analyst
and ESG Product Specialist. The ESG Team, collectively and on an ongoing basis, reviews the Firm’s approach to ESG
through their interaction with portfolio managers and research analysts. This interaction allows the ESG Team to identify which processes require changes or enhancements. In addition, through involvement with industry groups and
initiatives, the ESG Team is able to identify new trends and requirements that need to be integrated into the Firm’s
ESG Framework. The Global Head of ESG Investments may also directly approach the Firm’s senior management to
advocate for additional resources to meet our ESG requirements.

Compliance Oversight of ESG Processes
The Legal and Compliance Department is comprised of three key functions: Regulatory Affairs, Portfolio Compliance
and Global Legal. These three functions are performed across Western Asset’s offices globally through a combina-
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tion of staffing structures and reporting lines. The Firm strives to maintain consistency in approaches across offices
while recognising unique local regulatory obligations and market needs. The day-to-day integration of the Legal and
Compliance staff in the Firm’s operations results in Legal and Compliance staff being better informed of the Firm’s
practices, thus mitigating the risk of failing to identify a risk, an obligation or a disclosure misstatement. This structure
also serves to support the Firm’s ESG investment process by integrating Legal and Compliance in day-to-day ESG processes as well as projects. The Regulatory Affairs and Portfolio Compliance teams are in particular integral to ensuring
that the Firm’s ESG policies, procedures and controls are effective.

Regulatory Affairs
The Regulatory Affairs function takes the lead with respect to regulatory requirements, including timely and appropriate identification, assessment and implementation. Carrying out this function involves close coordination with
colleagues to understand Western Asset’s existing capabilities and to guide the implementation of system and process enhancements necessary to comply with regulatory obligations and best practices for ESG investing. As such,
members of Regulatory Affairs are likewise members of project working groups implementing ESG changes, and are
able to ensure regulatory implications are considered.
Another key role that members of Regulatory Affairs play is providing oversight of defence controls in relation to
ESG investments. The Regulatory Affairs group is responsible for the execution of the Firm’s Compliance Monitoring
Programme, which is currently being enhanced to carry out dedicated ESG integration monitoring that will seek to
ensure that the Firm’s practices relating to ESG are appropriate and effective.
Case Study—Western Asset’s SFDR Preparation
SFDR came into force on 10 March 2021. Western Asset’s SFDR Regulatory Working Group was charged with assessing the requirements and impact of SFDR on the Firm and its clients. These efforts were supported by the Franklin
Resources, Inc., Western Asset’s parent company, which provided additional subject matter experts. The SFDR Regulatory Working Group is comprised of ESG specialists and senior members of the Investment Management, Legal and
Compliance and Risk Management & Quantitative Solutions departments.

Assessment of SFDR and Policy Implementation
 The Legal and Compliance Department reviewed regulatory text and provided direction on interpretation of
the requirements, as well as impact on Western Asset operations. Given that none of the Western Asset entities
are domiciled in the European Union (EU), the Firm itself was not directly impacted; however, many Western
Asset clients are EU entities and are subject to SFDR.
 The ESG Team provided an overview of the Firm’s existing approach to ESG integration in investment decision-making and supported the gap analysis to identify areas that required enhancements or development.
 The Investment Management Team reviewed the research and engagement process carried out by investment
professionals and identified areas that required additional enhancements. This review identified that the Firm’s
existing research tools would need to be further developed to support additional reporting and engagement
monitoring as a result of SFDR.
 The Risk Management & Quantitative Solutions Department reviewed existing portfolio risk tools, including
stress testing, that would be needed to support Article 8 designated funds.
The collective assessment of SFDR impact resulted in creation of the SFDR Sustainability Risk Policy, enhancements to
the Firm’s engagement database, identification of a new external research tool MackeyRMS, and implementation of
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additional monitoring and controls within the ESG framework. To ensure alignment of the Investment Management
Team and the new requirements, extensive training was provided to investment staff. The training ensured that
investment professionals clearly understood regulatory obligations around ESG risks in investment decision-making.
The training also included optimisation of existing research and risk tools. Additionally, staff in Legal and Compliance
and Risk Management & Quantitative Solutions departments received training in order to be able to enhance and
maintain robust controls that support the Firm’s ESG framework.

Outcome
Western Asset’s long-standing processes and functions have supported the evolution of stewardship from fiduciary
obligations to engagement and promotion of ESG at the Firm. Being a signatory to the PRI and participating in various ESG-related initiatives such as the TCFD, TPI and CA100+ has helped frame the Firm’s approach to ESG over the
last decade. This approach has been formalised in the Firm’s ESG policies and procedures. During the reporting year,
as a result of the ongoing review of its ESG framework through communication with internal stakeholders as well as
through engagement with industry groups and peers, the Firm worked to integrate its various ESG procedures into
a holistic ESG Framework. In addition, enhancements were implemented in the Firm’s engagement processes and a
new research tool identified that will allow for greater integration between broader research, ESG assessment and reporting to support both internal and external requirements. While certain asset classes lend themselves more easily
to ESG integration, others are less clear. For example, engagement with sovereign issuers and their ESG assessment
requires additional tools, data and communication protocols. While Western Asset has deep relationships with sovereign issuers, allowing for an effective dialogue, the Firm identified that it needed to formalise and build an operationally sound ESG assessment framework. The sovereign ESG assessment framework was finalised during the period
allowing the Firm’s research analysts to follow a robust protocol and data standards to rate global sovereign issuers.
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“Signatories take account of client and beneficiary needs and communicate
the activities and outcomes of their stewardship and investment to them.”
Understanding Clients’ Needs
Our clients see Western Asset as an extension of their own businesses, and we collaborate closely with our clients to
build customised solutions that meet their investment objectives. Western Asset prides itself on its ability to provide
customised investment solutions for its clients, including ESG solutions. We believe that this tailored approach has
allowed Western Asset to be a valued partner for our clients. As an organisational pillar, Western Asset puts its clients
first in everything the Firm does. Western Asset listens, understands and seeks to help its clients succeed. By meeting
or exceeding clients’ expectations, Western Asset believes its success will follow.

Dedicated client service is a hallmark of Western Asset
We believe our primary responsibility to clients is to provide our unsurpassed investment expertise in identifying
investment strategies based on their specific needs. To complement that effort, we provide an exemplary level of client service and assign each client their own Client Service Executive and Supporting Team. Client Service Executives
serve as a voice for their clients and their needs.
We believe that positioning our Client Service Executives to take the lead role in the relationship delivers a greater
level of hands-on service and allows Western Asset portfolio managers to devote their attention to their top priority:
actively managing our client’s investments.

Understanding Client’s Specific ESG Needs
Western Asset has managed portfolios subject to varying forms of SRI guidelines for clients around the world since
1986. The Firm also has experience managing against guidelines with explicit ESG requirements (e.g., environmental
tilt, positive screening, SRI, etc.). Western Asset works with each of its clients during the onboarding process to customise investment guidelines that suit the specific aims and objectives of each mandate. A few examples of how we
have helped our clients understand the implications of ESG integration include discussions about:
 Reduction in investment universe stemming from SRI exclusions
 Potential change in alpha targets or tracking error from incorporating ESG screens
 Implications of portfolio decarbonisation
This entails continuous engagement with the client to assess whether what is being implemented from an ESG
perspective meets the client’s expectations and escalating where there may be potential mismatches between ESG
expectations and risk-return targets.
Western Asset believes in having honest discussions with clients and works to implement the Firm’s best investment
ideas in each portfolio customised to meet each individual client’s business objectives and constraints. Western Asset
works very closely with the client in drafting guidelines that clearly state the client’s ESG requirements and communicates with the client in terms of how we expect to achieve those goals.
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Western Asset’s ESG Investment Solutions
While Western Asset considers ESG factors and risks in its investment advice broadly, the Firm also has developed a
variety of best-in-class ESG strategies for clients with more specific ESG investment objectives. For example, the Firm
currently offers a flagship US ESG Core Plus strategy in addition to ESG Municipals, Emerging Markets Local Currency
Supranational and Sustainable Macro Opportunities. We will begin managing a Global Aggregate ESG strategy in
4Q2021, and we expect to launch additional sustainable investment solutions such as Short Duration Blue Chip and
Global Sustainable Corporate strategies in response to client needs in the near future.
As part of Western Asset’s ongoing product offering enhancements, the Firm has launched new investment vehicles
and is in the process of developing more to meet EU SFDR Article 8 requirements. These efforts are supported by
Western Asset’s parent, Franklin Resources, Inc. Western Asset’s range of ESG labelled funds align with sustainable
themes such as achieving carbon reduction, SDG alignment and SRI Exclusion.
For example, the Sustainable Global Corporate Bonds Strategy being launched leverages the capabilities of the Firm’s
Investment Management teams across the globe providing a portfolio with a clear focus on sustainability and favourable ESG and carbon profiles. The strategy is managed to maximise excess returns within a controlled level of
volatility against a traditional global corporate investment-grade bond benchmark while ensuring an enhanced focus on sustainable investment without compromising investment performance. The fund’s documentation expressly
mentions specific environmental and social characteristics.
Further ESG solutions are currently under development. These include the following strategies:
 Global Multi-Strategy

 Global Core Plus Bond

 US Corporate Bond

 UK Investment Grade Credit

 US Core Bond

 Global High Yield

 US High Yield

 US Core Plus Bond

These best-in-class strategies apply an enhanced focus on sustainability factors above and beyond the ESG integration utilised in existing mandates.
Using a robust, actionable, and transparent approach, we partner with our clients to meet their ESG, stewardship
and fixed-income investment objectives. We will continue to enhance and augment our ESG resources and platform,
which integrate material ESG considerations across our strategies, and to work with our clients to offer robust and rigorously constructed sustainable fixed-income solutions consistent with clients’ responsible and sustainable investing
beliefs, and as well as their investment return objectives and risk tolerances.

Customisation of ESG Investment Solutions
In addition to providing investment vehicle solutions, Western Asset also supports customised segregated mandate
solutions for its clients.
As an example, through the course of 2021, Western Asset has had several discussions with a client to meet their
needs for a bespoke Global Aggregate ESG Bond strategy that meets their very strict criteria around ESG guidelines
on exclusions, minimum ESG ratings, percentage holdings of green, social and sustainable labelled bonds and minimum carbon intensity reduction relative to the benchmark. As a result of these discussions, the client will be funding
a new account.
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In the reporting period the Firm had over 500 ESG-related discussions with clients. During these discussions, the
Firm’s investment team, client service personnel and the ESG Team worked to understand client concerns, needs and
expectations around ESG. Many of these discussions resulted in dedicated ESG portfolio assessments and impact
analysis, which may over time result in an increasing number of segregated mandates transitioning to customised
ESG solutions.
In Western Asset’s ongoing efforts to advance the integration of ESG into the portfolio management process and
address the evolving needs of its global clients, the Firm will continue to develop ESG solutions.

Client Reporting
Western Asset can customise reporting to accommodate specific client needs. The Firm provides standard ESG reporting for its clients, which highlight the proprietary ESG score of a portfolio versus its benchmark, the E, S, and G
score breakdown of the portfolio and benchmark, ESG coverage, the carbon metrics such as the Weighted Average
Carbon Intensity (WACI) of a portfolio relative to the benchmark’s, as well as the ESG momentum of the Portfolio and
Benchmark. In addition to monitoring and reporting on economic performance and portfolio risk, Western Asset is
also able to report on the following upon request:
 The ESG score and carbon intensity across sectors
 The UN SDG allocation based on the Firm’s proprietary framework
 Exposure to issuers with carbon reduction targets, water consumption targets, robust use of cleaner energy
sources, toxic emission reduction targets and risk management
 Distribution of ESG rating across sectors
 Alignment with Paris Agreement aligned climate scenarios
 Top and bottom 10 ESG contributors and detractors
 Investment in labelled green, social, sustainable and sustainability-linked bonds
 Engagement summary reports
Western Asset is currently enhancing its standard ESG client reporting through the development of its “ESG Dashboard 2.0”. This dashboard will highlight bottom up E, S, and G characteristics of a portfolio and benchmark that
the Firm views as material across a broad group of subsectors. These include fossil fuel reserves GHG equivalent,
allocation to corporates with minority diverse management teams, and allocation to corporates with executive compensation linked to ESG goals.
Specific to climate, Western Asset can report on the WACI, which is the recommended metric by TCFD, Alignment
with Net Zero Initiatives, Alignment with SDGs such as SDG 7 on Affordable and Clean Energy and SDG 13 on Climate
Action, issuers with decarbonisation, water consumption, and toxic emissions reduction targets.

Publications
As part of our commitment to share our research and to educate our clients, Western Asset publishes thought pieces
to showcase our thinking. We believe that this allows us to help our clients understand the implications of incorporating ESG considerations, how ESG considerations can impact valuations and future trends.
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ESG-Focused Blog Posts:
 Assessing Climate Risk in Client Portfolios
 Weekly Municipal Monitor: ESG in Focus During Climate Week
 “Build Back Better” to Boost ESG
 ESG and the Election - Can Red and Blue Make Green?
 ESG and COVID-19 - Prepare for the New Normal
 ESG Investing with Taxable Municipal Bonds
 The Burden and Benefit of European ESG Regulations
 Doing Well While Doing Good Can Limit ESG Downgrade Risk
 ESG From Fringe to Mainstream
 How Can Investors in Sovereign Debt Help Address the Climate Crisis

ESG-Focused White Papers:
 ESG and Bond Portfolio Performance
 An ESG Perspective on the Automotive Industry
 ESG Sovereign Case Study in Indonesia
 ESG Investing in Sovereigns
 Western Asset’s Approach to ESG
 ESG Essentials

Outcome
In Western Asset’s ongoing efforts to advance the integration of ESG into the portfolio management process and
address the evolving needs of its global clients, the Firm will continue to work with its clients to develop solutions as
well as customise segregated mandates that address their ESG and financial objectives. For example, Western Asset
has worked with clients to understand the relevance and consequences of incorporating ESG criteria into the portfolio construction, expected risk and return parameters. We also help clients understand the implications of future
trajectories and trends on portfolio construction from a risk return perspective, based on ESG guidelines. Integration
of ESG requirements in existing portfolios with set investment objectives, guidelines and risk tolerances is complex
and requires considerable thought and analysis. Western Asset seeks to support its clients’ ESG advancement intentions, while informing them of unintended consequences as well as how to optimise portfolios.
To assist its clients in fulfilling their stewardship reporting needs to their beneficiaries, Western Asset takes action
during its regularly scheduled client review meetings to document and discuss details of recent stewardship and
ESG-related investment activities and their outcomes, as applicable. Western Asset has considered the feedback from
its clients and has increased the level of ESG reporting in its reporting materials, including details of portfolio ESG
metrics and engagements with companies over the reporting period as a result.
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“Signatories systematically integrate stewardship and investment, including
material environmental, social and governance issues, and climate change, to
fulfill their responsibilities.”
Given its alignment with Western Asset’s long-term fundamental value philosophy, ESG assessment is an important
tenet of the Firm’s investment process and is incorporated across all fixed-income strategies that the Firm manages.
ESG research is integrated into the Firm’s comprehensive credit research process by the research analysts who analyse
ESG factors in conjunction with traditional metrics. Western Asset believes that ESG factors can affect the creditworthiness of fixed-income issuers and therefore impact the performance of fixed-income investment portfolios. These
factors are wholly consistent with the Firm’s long-term, fundamental value-oriented investment philosophy.
The types and importance of the ESG factors analysed by the Firm’s research analysts depend on the asset class,
sector and individual issuer. The dialogue between research analysts and the issuers' management team is a key
component in its evaluation of these factors.
Although bondholders obviously possess very different legal rights than shareholders, Western Asset believes it can
impact corporate ESG practices given its role in determining issuers’ cost of debt capital.
Western Asset's engagement approach is based on the principles of the UN Global Compact (UNGC). Material
issues such as physical and transition effects of climate risk and environmental management, diversity and development of talent, labour rights, human rights, supply chain management, product safety and security, transparency
in reporting, governance and corporate management are some of the issues that are considered within our ESG
analysis framework.
Western Asset also works with issuers to help them understand the importance of addressing key ESG concerns. We
encourage issuers to set targets, and where targets have been set, we work closely to understand whether these are
credible. Where targets are not credible, we seek to help issuers design a credible pathway that aligns with ESG best
practices.
Western Asset believes that issuers with superior ESG practices have a lower cost of debt, favourable future bond
spreads and tend to experience lower drawdowns during periods of market stress. Conversely, issuers that are
deemed to be lower in ESG quality tend to have higher risk affecting their future ability to meet debt obligations
and must compensate investors with a higher premium. Poor-quality ESG issuers are also more likely to be adversely
affected by developments such as legal sanctions, the introduction of new regulations, or shifts in consumer sentiment. It is therefore imperative that issuers and asset managers understand, measure and allocate strategically to
mitigate these risks while seeking to benefit from opportunities that ESG megatrends may usher in.
As long-term, value-oriented investors, the Firm seeks compensation in wider spreads from issuers that lag their
peers in ESG practices. Conversely, we generally favour issuers whose ESG profiles we believe will improve but whose
spreads overcompensate for historical deficiencies.
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Western Asset’s Integrated Approach
The illustration below depicts our approach to integrating ESG considerations into our research process which is
not a siloed approach. It combines our proprietary ESG analysis, with inputs gleaned from engagement alongside
traditional financial metrics. Western Asset adopts an integrated approach to ESG considerations by materially embedding it into our analysis of issuers.

The Benefits of an ESG Integrated Approach
Integrated approach to ESG investments incorporates ESG analysis throughout the overall investment
process without emphasis on any particular factor. By analysing many factors that may impact future
cashflow, including environmental, social and governance concerns and engaging with issuers, we believe
we can meet both fiduciary and regulatory obligations while making a positive economic impact.
Engaging with borrowers on the need for accurate
and consistent disclosure of ESG risk exposures,
seeing how well they are managed and being clear
has direct influence on their borrowing costs, can
create a positive feedback loop of better disclosure
and ESG risk management, improved their financial
performance and lead to more sustainable
long-term portfolio returns.
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Although Western Asset has incorporated ESG analysis into its investment process for many years, the Firm has
strengthened its commitment to ESG in recent years by formalising research frameworks, integrating ESG data into
portfolio risk reports and compliance systems, and dedicating additional resources.
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Integrating ESG Across Multiple Functions at Western Asset
ESG considerations are fully integrated into Western Asset’s research, portfolio construction and risk management
processes.






Proprietary Sector Frameworks
 Sector-specific frameworks to identify material ESG factors
 Relevance of each factor varies by sector
 Takes a forward-looking perspective
Issuer ESG Analysis
 Includes quantitative and qualitative factors
 Data sources include MSCI ESG Research, World Bank, BloombergNEF, S&P Trucost, Transition
Pathway Initiative, NGOs, academic institutions
 ESG ratings and comments uploaded to internal database
Relative Value Assessment
 ESG performance evaluated in the context of issuer, subsector and broad market valuations
 Favor issuers whose valuations lag ESG improvements
 Favor issuers with strong governance but wider spreads due to legacy ESG issues
Ongoing Engagement
 Regular interactions with issuer management in order to assess risk, push for change and
track progress

Research
Western Asset’s research analysts are responsible for providing fundamental analysis at the industry and issuer levels and for opining on industry and issuer risk/reward characteristics by incorporating material ESG considerations.
Western Asset’s research analysts have developed proprietary investment frameworks to evaluate ESG risks and opportunities for more than 50 credits, subsectors, sovereign and structured fixed-income asset class. Research analysts
evaluate the impact of individual issuers’ ESG factors, which are taken into consideration in formulating the credit and
risk profile of the investment. Research analysts understand that ESG factors are very contextual in nature and ESG
risks and opportunities vary across sectors. By incorporating an assessment of material risks and opportunities, based
on ESG considerations, research analysts are better able to assess the key issues likely to affect the creditworthiness
of issuers. Research analysts also engage actively with issuers to understand the issuer’s ability to address ESG concerns, which allows them to formulate forward-looking perspective of an issuer rather than rely solely on third-party
information, which can be dated. Western Asset’s policy is that research analysts document, for new corporate bond
purchases (and on an annual basis for existing issuers), those E, S and G factors deemed relevant for the issuer. They
opine on the ESG factors’ influence on the sustainability of the issuer’s business model and on the risk premium appropriate to its ESG profile. The Firm seeks to identify issuers with improving but undervalued ESG profiles and avoid
issuers with deteriorating or overvalued ESG profiles. The Firm believes that its research analysts are best equipped
to analyse ESG factors in conjunction with traditional metrics given their deep expertise in the sectors and industries
they cover.
A sample ESG framework for the airlines sector for instance includes an assessment of average airfleet age; GHG
emissions/revenues and fuel consumption per passenger mile; use of sustainable aviation fuel under environmental considerations; accidents and safety management, labour relations, profit-sharing; employee retention
programmes; professional development and management under social considerations and board composition
(independent directors, female leadership); split role of CEO/Chair; board/management incentive and compen-
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sation packages; accounting, and audit practices under governance considerations—just to highlight several
key criteria.
Moreover, Western Asset has also developed a proprietary UN SDG framework that seeks to identify issuers that
contribute to the advancement of the UN SDGs either through their issuance of bonds with sustainability-aligned
use of proceeds or through their best-in-class sustainability practices. Currently, we have chosen to focus on eight
specific SDGs where data is available and where we can credibly demonstrate alignment with broad sustainable
themes as depicted in the illustration below.
UN Sustainable Development Goals
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Western Asset continuously seeks to improve its processes, including those around engagement and ESG integration. As a result of this ongoing process, during the reporting year, we have enhanced our ESG Tear Sheet which provides comprehensive ESG overview at an issuer level; updated and automated our SDG reporting; and augmented
our proprietary sovereign ESG framework to align with the elements of EU Taxonomy.

Portfolio Construction
Building on the rigorous ESG research conducted by research analysts, Western Asset’s portfolio managers construct the portfolio considering ESG risks, amongst other relevant risks, while seeking to benefit from opportunities.
Each portfolio undergoes rigorous top-down analysis that draws on ESG considerations, amongst a number of
other factors. Duration and yield-curve positioning are set based on the Firm’s macroeconomic views. The Firm’s ESG
industry and subsector outlook supplements the portfolio construction process.

Risk Management
Robust risk management is integrated into Western Asset’s disciplined investment process. Research analysts seek
to incorporate an assessment of material ESG risks such as climate change (physical risks and transition risks from a
move to a low carbon economy), human rights and supply-chain management, product safety and security, diversity
and development of talent, transparency, board structure and governance, to name a few, to better assess the risks
that are likely to affect creditworthiness and valuation.
Additionally, Western Asset has developed a proprietary methodology to conduct climate stress tests on client portfolios. These climate stress tests are run through the Firm’s proprietary risk system, WISER, to understand and measure
the impact of climate related risks in a variety of scenarios. Western Asset applies a shadow carbon price based on
emissions to calculate impact on the issuer’s ability to meet debt obligations. The methodology uses climate path-
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ways, based on data published by the IPCC linking potential future carbon prices to temperature rise. Western Asset’s
Risk Management & Quantitative Solutions Department has also developed an optimiser that proposes asset swaps
within a portfolio to achieve lower carbon intensity while maintaining other risk characteristics such as duration,
yield and sector exposure. This tool can be utilised across a number of strategies managed by Western Asset.
Engagement Case Study—Cybersecurity
Western Asset noted to a large retailer that they have no disclosures on cybersecurity governance and risk management. In our meeting, we asked their Chief Sustainability Officer to provide more transparency around their cybersecurity’s lines of defence, technology capabilities, and cyber governance. We also inquired about the role of the Board
of Directors’ audit committee in cybersecurity governance and the cybersecurity and technical skills represented in
the board. We investigated the roles of the Chief Technical Officer, Chief Compliance Officer, and Chief Information
Security Officer in cybersecurity management, as well as the frequency of trainings, policies around approval of third
parties, escalation processes, violation penalties, scenario planning, and external auditing.
Outcome: This was a positive engagement; it resulted in not only additional reporting on cybersecurity governance
a month later but also in more confidence around their management quality of cybersecurity risks. We have a positive outlook of the retailer’s ESG profile and continue holding the bonds.
Engagement Case Study—Sovereign Engagement
Western Asset engaged with a sovereign issuer over how they have been managing and preserving natural capital.
We also asked the issuer for their plans for thematic issuance (green/social/sustainability/sustainability-linked bonds)
and encouraged them to lead the way for frontier emerging market sovereigns in this area. ESG-labelled issuance by
frontier markets is limited, yet we continue to signal and encourage EM sovereigns to layer in ESG targets and/or use
of proceeds to their issuance.
Outcome: The country has not yet issued an ESG-labelled bond and Western Asset continues to work with stakeholders to encourage and signal interest for ICMA-aligned ESG-labelled issuance.
Engagement Case Study—Human Rights & Supply-Chain Management
In light of forced labour allegations on the Uyghur minority group in China, Western Asset conducted engagements
with issuers that were allegedly implicated through their supply-chain in the controversy. We asked issuers to take
additional independent audits to further scrutinise their supply chain in Xinjiang, disclose better information on the
results and quality of audits, improve grievance mechanisms, and provide remediation when needed.
Outcome: Issuers were responsive to Western Asset requests. Some conducted additional audits, others exited high
risk supply-chain relationships with evidence of forced labour. We also noted that some issuers with complex supply chains were not transparent about implementation of auditing best practices. In such instances, we reflected a
negative view on our ESG score for the issuer on the basis of lack of transparency and disclosure around concerns on
human rights and supply-chain management issues. We engaged with those issuers and communicated our investor expectations with them. We will continue to monitor and engage, and hold such issuers to account until we are
satisfied that they will continue to meet our expectations.
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“Signatories monitor and hold to account managers and/or service providers.”
Usage of ESG Data Providers
Western Asset subscribes to a variety of third-party data providers to complement our proprietary research, with respect to ESG consideration. These sources include MSCI, the World Bank, nongovernmental organisations, academic
institutions, the Carbon Disclosure Project (CDP), BloombergNEF, S&P Trucost, the Transition Pathway Initiative, ISS,
DIVER and Creditscope.

Oversight of Third-Party Relationships
Oversight of ESG data providers rests on the well-established third-party oversight framework at Western Asset. All
third-party relationships are managed on a day-to-day basis by the relevant business area. This oversight includes
regular management meetings, monitoring of service level agreements or other relevant metrics, review of key control reports (e.g., SOC1 or SOC2), and monitoring of the financial health of the vendor. Western Asset also has in
place a broad vendor management programme run by its Enterprise Risk/Assurance Group, which includes a Vendor
Management Committee comprised of senior individuals from across the Firm. The purpose of the programme is to
ensure a consistent approach to monitoring the operational, information security and resilience risks of any vendor or
service provider utilised by Western Asset.

Engaging with Data Providers to Improve Data Quality
Western Asset works with third-party agencies to understand their views and rationale around ESG considerations
where relevant. We are also aware that third parties revise their assessment and we seek to understand the rationale
where such revisions are not fully explained. On a few occasions, Western Asset flagged inconsistencies to service
providers and asked for rectification. For instance, we found an issuer’s CO2 emissions to be overstated in one of our
data providers’ output. We alerted the service provider, who confirmed and corrected the inaccuracy. We also noted
a few inconsistencies between company ESG disclosures and ESG labels. We notified the data provider and inquired
them to correct its output.
In addition, the Firm has engaged with a number of credit agencies to refine their ESG methodology. The ESG Team
provides feedback to credit rating agencies on new and existing ESG frameworks it is looking to launch and/or expand. The Firm welcomes opportunities to cross-pollinate and brainstorm thoughtful and robust ESG frameworks
with ESG service providers.
Engagement Case Study—Engaging with Issuers on ESG Third-Party Data
Western Asset engaged with a pharmaceutical firm on the product and safety front. We pointed out to the pharmaceutical firm that ESG data providers state that less than 20% of their owned facilities certified to widely accepted
standards. They stipulated that the number is incorrect and that all of their facilities have to undergo internal audits
and external inspections on a regular basis, including by the FDA and the EMA as part of their license to operate. In
addition, their supply chain and contract manufacturers go through the same level of inspection by both their teams
and third-party auditors. Moreover, the pharmaceutical firm has a branch that tracks side effects after treatment as
well as a dedicated lab that tests samples to identify counterfeit medicine. Based on the engagement, we confirmed
that the data provided by third party data vendors was incorrect. However, we shall keep monitoring the firm to
gauge progress.
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Outcome
Western Asset engages and assesses various ESG frameworks from a wide variety of ESG providers on a continuous
basis in its search for material data that could aid the Firm to improve its ESG analysis and integration. During the
reporting year, Western Asset carried out an analysis of external research systems that could support its growing
ESG framework, and has selected MackeyRMS to provide a comprehensive investment research, engagement and
reporting tool.

“We’ve seen increasing demand for low carbon,
sustainable solutions from clients and are delighted
to offer the Short Duration Blue Chip Bond Strategy
which uses Western Asset’s proprietary ESG
framework and seeks to meet minimum thresholds
for carbon reduction, SDG alignment and portfolio
ESG ratings.”
– Annabel Rudebeck, Western Asset Head of Non-US Credit
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“Signatories engage with issuers to maintain or enhance the value of assets.”
Western Asset’s Engagement Philosophy
Although bondholders obviously possess very different legal rights than shareholders, Western Asset believes it can
impact corporate ESG practices given its role in determining issuers’ cost of debt capital.
Western Asset explores a wide range of investment opportunities, encompassing many private as well as public
issuers. The dialogue between its research analysts and issuers’ management is a key component in its evaluation of
these opportunities. Engagement with management allows Western Asset’s research analysts to obtain additional
perspective on ESG concerns that are inadequately addressed by existing policies and disclosures. In some cases,
particularly with privately held issuers, the Firm’s research analysts serve to increase awareness of the importance of
ESG considerations through their conversations with management.
When deciding upon issues to engage, Western Asset is guided by its Engagement Policy that is based on the principles of UNGC. These include themes such as:
 Climate risk and environmental management
 Diversity and development of talent
 Human rights and supply chain management
 Product safety and security
 Transparency in reporting
 Governance and corporate management
Engagement can also be based on the criticality of an ESG factor based on new information or news that emerges
about a particular issuer. This is important as it allows us to understand an issuer’s ability to assess the importance of
ESG issues and then incorporate it within their assessment.
Additionally, engagements can also take place on wider themes. For example, given the recent spate of cybersecurity
related attacks on various industries, Western Asset initiated engagements with multiple firms across various sectors
to assess their preparedness to withstand cyber attacks, demonstrable audits of cyber security assessment and plans
to implement cyber security policies and assessment where these were absent.
Ultimately, as long-term, value-oriented fixed-income investors, Western Asset seeks compensation in wider spreads
from issuers that lag their peers in ESG practices. Conversely, the Firm generally favours issuers whose ESG profiles
it believes will improve but whose spreads overcompensate for historical deficiencies. By reinforcing the linkage
between ESG practices and the cost of capital in our meetings with issuer management, we push issuers to improve
their behaviour around material issues.
Western Asset’s ESG policies are publicly available on our website.
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Breakdown of Western Asset’s Engagements During the Reporting Period
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*Please note that there were a number of
engagements during the reporting period where
multiple themes and E, S and G issues were discussed.

Western Asset’s Engagement Process
Western Asset’s engagement process is aligned with the principles of the UNGC. The UNGC principles are widely
accepted corporate sustainability principles that meet fundamental responsibilities in the areas of anti-corruption,
human rights, labour and the environment. The 10 principles of the UN Global Compact are derived from the Universal Declaration of Human Rights, the International Labor Organization’s Declaration on Fundamental Principles and
Rights at Work, the Rio Declaration on Environment and Development, and the United Nations Convention Against
Corruption.
Engagement activities are led primarily by the sector research analysts and conducted in partnership with the ESG
Team. Engagement is performed at a variety of touchpoints: around primary issuance, earnings reports, investor
conferences, and ad hoc. The Firm begins an engagement by asking issuers to respond to questions and suggestions,
and to elaborate on their plans to disclose and integrate sustainability into their business strategy.
As part of our engagements, Western Asset’s research analysts have access to senior executives of firms that include
but are not restricted to CEOs, CFOs, Heads of Sustainability, Heads of Investor Relations and other relevant senior
personnel best placed to understand and address our ESG concerns.
All engagements are documented and tracked to assess appropriate progress by issuers on material issues. The
timeframe for resolution of issues is dependent upon the complexity and degree of change required. For example,
a request to improve reporting might be expected to resolve more quickly than a request to set a long-term carbon
reduction target. Engagements that do not produce expected results by issuers can result in reduction in exposure
or divestment.
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Western Asset seeks to achieve the following objectives through issuer engagement around these themes:

Climate Risk and
Environmental
Management

Diversity and
Development
of Talent

Human Rights
and Supply Chain
Management

Transparency
in
Reporting

Product
Safety and
Security

Governance and
Corporate
Management

Engagement Resources and Data
ESG considerations are fully integrated into Western Asset’s research, investment process and risk management.
Western Asset’s research analysts are responsible for providing fundamental analysis at the industry and issuer levels, and opining on industry and issuer risk/reward characteristics by incorporating material ESG considerations,
amongst others. Portfolio managers rely on proprietary ESG research conducted by our research analysts to support
their investment decisions. Given research analysts’ experience in covering issuers, we believe that they are in the
best position to assess the impact of material E, S and G considerations on an issuer, utilising one of more than 50
sector proprietary frameworks. The proprietary research may be complemented with data from third party sources.
The internal ESG research frameworks utilised by research analysts incorporate data from sources such as MSCI,
the World Bank, nongovernmental organisations, academic institutions, the Carbon Disclosure Project (CDP),
BloombergNEF, S&P Trucost, the Science Based Target Initiative, and the Transition Pathway Initiative. In contrast to
third party ESG data providers, Western Asset’s research analysts take a forward-looking approach to an issuer’s ESG
performance, consider qualitative as well as quantitative factors, and view issuers from a holistic perspective of related subsectors. The Firm believes this results in a more meaningful assessment of an issuer’s ESG profile. Additionally,
Western Asset’s proprietary, independent ESG research process enables it to consider investment opportunities outside of the universe of issuers rated by third-party vendors, whose coverage omits many of the issuers that Western
Asset analyses in the high-yield and EM sectors.
We believe that research analysts are best positioned to engage on these ESG considerations with management to
help issuers understand the importance of addressing ESG concerns and then based on the engagement incorporate material information into valuations. Research analysts engage actively with issuers to understand the issuer’s
ability to address ESG concerns, which allows them to formulate forward-looking perspective of an issuer rather than
rely solely on third party information, which can be dated. Western Asset’s policy is that research analysts document,
for new corporate bond purchases (and on an annual basis for existing issuers), those E, S and G factors deemed
relevant for the issuer. They opine on the ESG factors’ influence on the sustainability of the issuer’s business model
and on the risk premium appropriate to its ESG profile. The Firm seeks to identify issuers with improving but undervalued ESG profiles and avoid issuers with deteriorating or overvalued ESG profiles. The Firm believes that its research
analysts are best equipped to analyse ESG factors in conjunction with traditional metrics given their deep expertise
in the sectors and industries they cover. This analysis is then shared with the portfolio managers, who are ultimately
responsible for holistically considering all investment risks as well as client guideline requirements prior to making
an investment decision.
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Engagement Case Study—Corporate Engagements
Western Asset held a series of meetings with the management team of a major US exploration and production company. The issuer has large gas assets and prior to our engagements, did not have any emissions reduction targets,
methane best in class management, nor executive compensation linked to their climate performance.
The Firm met with the executive team in 2020 and 2021 with the following engagement objectives: 1) commit to
emissions reduction targets; 2) accurately report on their methane footprint (methane emissions data was found
under-reported in the US by 60% compared to EPA protocol, according to EDF), and 3) link executive compensation
to their climate targets.
Outcome: In the second half of 2021, the company delivered on all of our engagement goals. They committed to
net zero Scope 1 and Scope 2 GHG emissions by or before 2025; they announced their participation in the OGMP 2.0
Initiative, the new gold standard to accurately monitor methane emissions and report them to stakeholders; and the
Compensation Committee added GHG intensity as an item for 2021 executive compensation. We have a positive ESG
outlook for this energy issuer and remain holders of the bonds.
Engagement Case Study—Sovereign Engagements
Sovereign engagement presents unique challenges that differ from corporate engagement. For instance, depending on the nature of the sovereign, institutional strength may vary with multiple formal and informal centres of
decision-making and power, which can impede effective engagement or clarity on policy decisions. Additionally,
typically large owners of sovereign debt tend to be other central banks and domestic institutions who often tend
to be less sensitive to ESG considerations, which can present challenges to institutional asset managers. Moreover,
election cycles may sometimes pose challenges should subsequent governments not honour the commitments
made by their predecessors. Certain sovereigns may have unstable governments that impairs alignment of policy
and decision-making over the long term. Furthermore, sovereign bonds often lack strong covenants unlike their
corporate peers. However, despite these challenges, Western Asset believes in engagement as a way to engage with
sovereigns to help them understand the risks to debt issuance resulting from material ESG considerations.
We asked a sovereign province to consider a sustainability-linked structure to replace its existing debt (i.e., use the
exchange process to layer in ESG to the bond documents). In this process, the Firm worked with the underwriter to
make the bond structure work and design ambitious and realistic KPIs for the sustainability-linked framework. We
also brought the World Bank in to work through theoretical logistics and feasibility of re-structuring the existing
bonds into a sustainability-bonds structure.
Outcome: The sustainability-linked restructuring plans did not come to fruition for a number of reasons. First, given
that ESG targets, particularly environmental ones, often extend beyond the mandate of the country’s economic
authorities, sustainability-linked sovereign debt introduces a number of political perception and planning issues that
complicate a sovereign’s ability to commit to ESG conditions. Second, timing and logistical challenges to sovereign
restructurings are material. Resolving disconnects around a heterogenous base of creditors with varying attitudes to
ESG makes it all the more complicated. Finally, transparency around impact is still limited, exacerbating ‘greenwashing’ risks. Western Asset continues to work with issuers and other stakeholders to tackle these challenges and ensure
that such restructurings are sound once they do occur.
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Engagement Case Study—Supranational Engagements
Over the reporting period, the Firm engaged with a number of supranational institutions to evaluate the alignment of
their ESG labelled bond programmes with the United Nations Sustainable Development Goals and ICMA Principles.
We inquired about the impact of their project portfolios and were pleased about the transparency of their impact
report. In addition, we investigated the governance of its bond issuance programmes and learnt its industry leadership role in setting principles and criteria for ESG labelled bonds. We also discussed how its sustainable financing was
impacted by COVID-19 and evaluated how it manages local currency risk.
Outcome: Based on this engagement, we came out positive about its sustainable financing programmes and thus
indicated our interest in participating in future issues. We remain in touch with these supranational institutions and
stay appraised of their ESG labelled bond portfolios.
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“Signatories, where necessary, participate in collaborative engagement to
influence issuers.”
Western Asset seeks to join well established groups that are aligned with our priorities around ESG to ensure maximum impact from its collaborations with peers, asset owners and issuers. For example, membership in CA100+, the
largest stakeholder engagement group which includes asset managers and asset owners aims to improve governance 100 most polluted issuers.
Western Asset has been involved in several collaborative initiatives which seek to shape standards around stewardship.
Key ESG Milestones and Initiatives
• PRI signatory since 2016
• In 2017, as a founding member of the UN PRI SDG (Sustainable Development Goals) Advisory Committee, Western Asset advised the PRI Executive on activities to encourage and
support signatory alignment of investment policies and asset allocations with the SDGs.
• In 2018, as a founding member of the PRI Sovereign Working Group, the Firm helped
provide guidance for signatories to integrate ESG and conduct engagement in sovereign
debt analysis.
• In 2019, the Firm adopted an ESG Engagement Policy to advance its stewardship efforts
and became a supporter of the TCFD and TPI.
• In 2020, as a founding member of the UN PRI Sub-sovereign Debt Advisory Committee,
Western Asset collectively engaged with other investors on plastics and circular economy
with petrochemical and packaging companies among others.
• UN PRI Plastics Engagement Group: In 2020, Western Asset joined the PRI Plastics Engagement working group.
• In 2021, the Firm became a signatory and participant in CA100+.
• Founding member of PRI Sovereign Debt Advisory Committee and SFDR Working Group
• Founding member of PRI Sub-sovereign Debt Advisory Committee
• Founding member of PRI Plastic Investor Working Group
• Participation in key industry climate initiatives
ºº Supporter of TCFD
ºº Supporter of TPI
ºº Signatory of CA100+

Engagement Case Study—UN PRI Plastics Engagement Group
In this collaborative engagement group, we engage with issuers to progress towards the New Plastics Economy
Global Commitment, as established by the Ellen MacArthur Foundation in collaboration with the United Nations
Environmental Programme (UNEP).These include: 1) eliminate problematic or unnecessary plastic by 2025; 2) move
away from single use plastic where relevant by 2025; 3) ensure 100% of plastic packaging is reusable, recyclable, or
compostable by 2025, and 4) work towards a higher bar of post-consumer recycled content across all plastic packaging post 2023, and report annually on progress.
Outcome: Some of our engagements saw traction; some issuers committed to the above goals, started reporting
on their baseline and progress towards the goal, dedicated capex to mechanical and plastic recycling, and aligned
executive compensation to their circular economy targets. However, Western Asset recognises that ongoing effort
will be required to achieve the desired goals.
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Engagement Case Study—CA100+
In 2021, we became a signatory and participant of CA100+. Our role as a collaborating investor involved contributing insights, identifying engagement questions and leading specific sections of company meetings. Issues covered
include 1) asking investee companies to implement strong climate governance with direct board oversight of climate change risk and opportunities, 2) taking action to reduce GHG emissions in line with Paris Agreement goals,
including setting science-based targets, and 3) improving disclosures to be in line with TCFD recommendations.
Outcome: Based on engagements, some issuers have committed to targets, others are in the process of internal
discussions to align their business policies to meet these targets. We note that where issuers have set targets, we
seek to understand whether these are realistic and achievable and work with issuers to help set credible goals.
Engagement Case Study—Transition Pathway Initiative
Western Asset has collaborated with the TPI to help develop a framework for assessing the extent to which corporate fixed-income issuers are progressing in their path to carbon emissions disclosure and reduction.
Outcome: This collaboration is helping encourage more issuers to provide better climate-related disclosure and
this is aligned to aims of the CA100+ and TCFD of which we are also supporters.

Outcome
As we have furthered our collaborative engagements, Western Asset has recognised the need to continue its efforts
to identify groups that will serve its objectives around engagement and to take a more active role in existing collaborations. Western Asset believes that by participating in collaborative initiatives, we can shape the dialogue on what
good ESG practices should look like and work with issuers on how to improve their management of material ESG
considerations. Furthermore, being part of these larger engagement collaboration groups, sends a louder and clearer
message to issuers, who are more likely to act swiftly knowing that multiple asset managers and owners may stop or
limit investments in their companies, as a result of inadequate ESG practices.
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“Signatories, where necessary, escalate stewardship activities to influence
issuers.”
Although bondholders possess very different legal rights than shareholders, Western Asset believes it can impact
issuer ESG practices given its role in determining issuers’ cost of debt capital. As long-term, value-oriented investors,
the Firm seeks compensation in wider spreads from issuers that lag their peers in ESG practices. Conversely, the
Firm generally favours issuers whose ESG profiles we believe will improve but whose spreads overcompensate for
historical deficiencies. Western Asset can escalate issues internally with issuers and ultimately reduce exposures to
issuers where there is no constructive response. Western Asset manages client accounts against guidelines, and/or
benchmarks, which may limit our ability to apply ESG considerations.
Western Asset believes that successful engagement takes significant time and effort. The Firm begins an engagement
by asking issuers to respond to questions and suggestions and to elaborate on their plans to disclose and integrate
sustainability into their business strategy. The Firm then aims to intensify focus by tracking issuer progress on improvements and initiatives. Western Asset currently tracks ‘next steps’ to each engagement activity in an engagement
report. If an engagement with management regarding a material matter is unsuccessful, the Firm may decide to
divest exposure to that issuer. Where an engagement has not resulted in the desired outcome, research analysts escalate it internally within meetings with the Western Asset ESG Team to debate the materiality of the issue and what
the appropriate next steps are. These could include further engagement to help the issuer understand the criticality
of the underlying issue and the risks posed. Escalation may lead to continued engagement or divestment depending
on the severity and imminence of the underlying ESG concern.
Engagement Case Study—American Cruise Line
Western Asset met with an American cruise line to discuss reporting expectations and best practices. The Firm views
the company’s upcoming single-asset single-borrower (SASB)-aligned sustainability report positively; noting that
the issuer will be the first cruise line to publish a SASB-aligned report. The issuer will improve their sustainability
narrative by beginning to disclose necessary data points like scope 1 and 2 emissions. Previously, their reporting on
ESG efforts had been fragmented. The Firm asked the cruise line to consider linking executive compensation to their
sustainability goals. Management mentioned that it would be open to it in the future. This would not be a current
consideration given limited cash flows due to the pandemic. Western Asset confirmed that the GHG reduction goal
(40% GHG reduction across the fleet by 2030 vs. 2018 levels) stated in the company’s report was not a company
specific goal but rather an industry goal. The cruise line will be considering committing to its own reduction target
once technology solutions become scalable. The cruise line mentioned participating in a research and development
(R&D) fund. The company walked the Firm through its current energy efficiency and emissions’ reduction efforts.
Those included itinerary optimisation, fleet retrofitting, cold-ironing, exhaust gas cleaning systems, and wasted heat
recovery. LNG-type ships are currently not in the picture for this issuer. Western Asset discussed the different measures management took to handle lockdowns and employee reparation during the pandemic. The Firm noted that it
was more successful than peers at managing COVID-19 related controversies. Finally, Western Asset recommended
the issuer engage with ESG third-party providers, as some of the cruise line’s third-party assessments were either
inaccurate or unjustifiably negative.
Outcome: The company announced it would work towards offsetting the majority of its direct emissions (Scope 1) as
a response to the series of engagements we had with it. The company announced offsetting 3 million Metric Tonne
CO2e (MTCO2e) over three-year period. This represents about one-third of its 2019 emissions. We confirmed from the
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company that the offset budget felt appropriate, as it is managing no revenues from the pandemic and it plans to
revisit its offsets every year and gradually increase its offsets over time. We also inquired about offset governance and
learnt that it only purchased high-quality VCS or gold standard offsets and worked with World Kinect to ensure the
projects were properly vetted. The $5 billion over the 10-year R&D fund announcement is still not confirmed and is
an industry initiative that the issuer would potentially chip in, if the fund is approved.
Engagement Case Study—Emerging Markets Metals & Mining Firm
A metals and mining issuer suffered a series of infrastructure failures. Following those events, Western Asset conducted multiple engagements with the issuer to confirm that management is committed to de-risking and improving its
ESG practices. Western Asset determined that the issuer has made progress in deactivating its highest risk infrastructure. In addition, the issuer has invested heavily in technology that would reduce its reliance on this infrastructure
for metals processing. In addition to infrastructure safety, the issuer is committed to best-in-class climate actions,
including targets aligned with the 2 Degrees Scenario and engaging with its suppliers to decrease its indirect GHG
emissions.
Outcome: Western Asset believes the company’s ESG outlook is improving. Based on the engagement the outcome
was that Western Asset remained a holder of the issuer given strong fundamentals and improving ESG outlook.
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“Signatories actively exercise their rights and responsibilities.”
Different asset classes provide different mechanisms and avenues for asset managers to engage with issuers. As
Western Asset is primarily a fixed-income manager, Western Asset engages with issuers through direct communication with senior management where issues are discussed and expectations set. In addition, Western Asset may be in
a position, on a rare occasion, to vote proxies. As part of new issues or work outs, Western Asset seeks to ensure that
covenants serve the needs of our clients and the research analysts will participate in covenant negotiations. Finally,
Western Asset may also participate in various types of debt restructurings where it can, most directly, shape the path
forward for the issuer.

Proxy Voting
Western Asset is primarily a fixed-income manager where proxy voting is uncommon. When opportunities to vote
proxies do arise, these are considered based on the investment merits of the instruments and strategies involved.
If the voting rights have not been reserved by the plan fiduciary, it is Western Asset’s policy to vote solely in the interests of plan participants and beneficiaries and for the exclusive purpose of providing economic benefits to them.
All Western Asset-voted proxies are logged when received, and the materials are then distributed to an appropriate
portfolio manager or research analyst who makes recommendations for the specific vote. Upon receipt of these recommendations, a member of Western Asset’s Compliance Department will log the rationales, and vote the proxy as
per the recommendations, in accordance with the Firm’s Proxy Policy and Procedures. Depending on the best interest
of each individual client, Western Asset may vote the same proxy differently for different clients.
As a general proposition, Western Asset votes to encourage disclosure of information material to an issuer’s business.
This principle extends to ESG matters. What qualifies as “material” can vary, so votes are cast on a case-by-case basis
but consistent with the overarching principle. Western Asset recognises that objective standards and criteria may
not be available or universally agreed and that there may be different views and subjective analysis regarding factors
and their significance.
As a general matter, Western Asset votes to encourage management and governance practices that enhance the
strength of the issuer, build value for investors, and mitigate risks that might threaten their ability to operate and
navigate competitive pressures.
Situations can arise in which different clients and strategies have explicit ESG objectives beyond generally-considered
material ESG risks. Votes may be cast for such clients with the ESG objectives in mind. Votes involving ESG proposals
that are not otherwise addressed in the Firm’s policy will be voted on a case-by-case basis consistent with the Firm’s
fiduciary duties to its clients, the potential consequences to the investment thesis for that issuer, and the specific
facts and circumstances of each proposal.
Targeted environmental or social issues that are the subject of a proxy vote will be considered on a case-by-case
basis. Constructive proposals that seek to advance the health of the issuer and the prospect for risk-adjusted returns
to Western Assets clients are viewed more favourably than proposals that advance a single issue or limit the ability of
management to meet its operating objectives.
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Covenant Negotiations
Western Asset carries out extensive analysis of issuers in which it invests on behalf of our clients. Negotiations may
occur for new issues as well as where there are bond restructurings. The research analyst will first raise concerns internally and where there is interest to participate in the new issue, will take steps to raise concerns in covenants with
the issuer. Where negotiations are not successful, Western Asset is unlikely to participate in the new issue as a result.
Western Asset carries out extensive analysis of issuers in which it invests on behalf of our clients. As part of the
Firm’s stewardship responsibilities to its clients, research analysts will analyse quantitative, qualitative, and non-financial (including ESG) factors and trends that affect the issuer’s creditworthiness. This analysis includes a detailed
assessment of the indentures and covenants of issuers’ specific bond issues. The analysis of bond issues’ indentures
is focused on assessing the quality and robustness of covenants designed for bondholder protection. Examples of
bond covenants include Change of Control (CoC) covenants that allow investors to put (sell) their bonds back to the
company at 100% (or more) of the par value when majority ownership/control of the company changes and credit
quality falls (therefore raising the risk of default). Analysts will seek the strongest covenants from issuers on behalf
of bondholders and the strength of covenants will determine whether and at what yield analysts recommend an
investment in a bond.
Covenant negotiations may occur for new bond issues as well as where there are balance-sheet or liability-management events that could result in bonds restructuring from their original terms. If the research analyst has concerns
about the terms of an indenture or the details or absence of specific covenants, they will first escalate internally to
the senior investment management leadership responsible for portfolios for which the investment is considered.
Where there is sufficient interest to participate in the new issue, research analysts will communicate any covenant
concerns to the issuer via the issuing bank’s bond syndication team. Where negotiations are not successful, Western
Asset may decide not to participate in the new issue. In other cases, where there is a judgement that bondholder
protections exist but could be stronger, the Firm may decide to limit the size of the investment and seek a higher
spread over risk-free rates as a condition of investment.

Debt Restructuring
Western Asset views debt restructurings, whether in developed or emerging markets, as an unavoidable part of
managing credit assets, which represent a significant portion of our AUM. While our intensive bottom-up research
process attempts to minimise our exposure to companies and sovereigns that may default or restructure, our fiduciary duty to clients requires that we attempt to maximise recoveries if we find ourselves in these situations. There
are times when new information about an issuer could merit a sell-down of the position, but we often try to work
with fellow bondholders to achieve a better financial outcome.
At Western Asset, bond trading at distressed prices does not automatically trigger a sale unless instructed by the
client. Rather, the Investment Management Department may hold onto such securities when analysis demonstrates
a high probability of upside potential. When an issuer becomes distressed or moves into bankruptcy, Western Asset
assigns increased resources to review the credit and ensure clients’ interests are protected.
Involvement in Creditors Committee
Since corporate bond restructurings or bankruptcy can be a medium- to long-term process, Western Asset must determine if involvement will have a positive impact on the portfolio before deciding to participate in any action. Can
Western Asset influence the proceedings? Can the Firm add value? Is this in Western Asset’s portfolios’ best interests?
Would it protect client’s portfolio’s interests? To that end, the Investment Management Team conducts a complete
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financial analysis, including scenario, step-down, and break-up value analyses, which in combination provide a reasonable estimate of asset value. Depending upon the range of values and the corresponding upside potential, the
Investment Team determines whether Western Asset should become involved in the creditor’s committee, retain
counsel outside of the creditor’s committee, continue to hold and monitor or sell the bonds at market value.
If Western Asset decides to become an active participant, the Firm seeks to align its interests with the other members
of the bondholders committee. Generally, Western Asset has sought a voice at the negotiating table, which typically
is comprised of three to seven of the largest, most experienced bondholders. Western Asset’s philosophy is to work
closely with management and their financial and legal advisors in order to maximise value to the bondholders within
a reasonable timeframe.
Corporate Bond Restructurings
In the event that the business environment changes so that an issuer’s ability to generate cash flow for interest
payments is impaired, the Firm will revisit its asset valuation model to determine the relative value prospects of continuing to hold the issuer. The investment decision will be influenced by the determination of the analyst’s review in
terms of recovery value and time value of money. If the determination of the analyst is that the risk-adjusted total rate
of return prospects are greater than that of other comparable investment options, the investment decision will be
to hold the distressed or defaulted issuer. If specific portfolio guidelines restrict the holding of issuers rated below a
certain rating, those guidelines will be honoured. However, a holding would not be sold specifically to avoid a default
or working through the recovery.
Dedicated Distressed Analyst
Although one of Western Asset’s top priorities is to preserve capital and avoid defaults, the reality is that defaults do
occur in the global high-yield credit markets, and with a reasonable degree of frequency. When a default occurs,
the workout period can be long, arduous, time-consuming and often complicated. Western Asset has a dedicated
workout Portfolio Manager/Analyst who has worked on distressed situations for over 30 years, and who shepherds
the Firm when it becomes party to a creditor’s committee. Handing the workout over to the distressed analyst allows
other credit analysts to be focused on current opportunities in the market rather than being consumed by the legal
complexities of a workout. Western Asset’s dedicated distressed analyst is supported by the Firm’s Legal and Compliance Department as well as outside legal counsel that the Firm may retain.
Covenant Negotiation Case Study—Property Company
Western Asset was among a group of institutions taken “private” in the context of a particularly complex new issue
in the property sector. This provided an extended period for the investor group to understand the transaction (and
perhaps influence deal structure/covenants) prior to the formal public marketing process/launch of the transaction.
The deal structure was such that a significant amount of legacy debt was remaining in place, secured on many of the
best properties owned by the borrower group. The new unsecured bonds would have direct recourse to a relatively
limited pool of unencumbered properties, and a subordinated interest in the properties where the secured debt
was remaining in place. Our opinion was that the unencumbered properties directly supporting the new unsecured
bonds were relatively unattractive (focus on retail space with very uncertain prospects in the face of COVID-19).
Outcome: Despite our engagement with management/structuring bank, we were unable to get comfortable with
the risks inherent in the transaction (rated BBB- / Baa3 negative outlook). Given the complexity of the borrower debt
structure, it was not apparent that an improved covenant structure could be designed to allay our concerns. We
also noted that the bonds were structured/marketed as “green” with 50% of the borrower group properties meeting
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the specification of “green eligible” based on (for example), a BREEAM score of “very good” (or better); however, the
proceeds of the unsecured bonds were largely going to refinance a loan against retail properties that themselves
were not green eligible. This seemed a clear mismatch between the actual use of bond proceeds and how they were
notionally allocated (i.e., while unsecured bonds are funding the entire portfolio, the specific properties that green
lenders would be most interested in remained subject to prior ranking secured debt).
Ultimately the deal garnered solid demand with other investors able to get comfortable with the risks, and less concern about the potential “green window dressing” that we had identified.
Voting Case Study—Oil & Gas Company
As a bit of background, funds managed by Western Asset collectively acquired an ownership stake (>5%) in an oil
and gas company following the conversion of debt securities into common stock as part of the formal Chapter 11
reorganisation process completed in 2020. As a member of the Equity Steering Committee, Western Asset played a
proactive role in selecting a new board of directors to serve on the company’s board post-emergence. Importantly,
the steering committee specifically sought a diverse group of industry leaders we believed would best reflect and
execute very specific shareholder principles centred on conservative capital allocation, proper management incentive compensation structures, commitment to ESG, and longer-term value creation for all stakeholders. Using our
industry relationships, Western Asset was successful in recruiting three individuals to serve on the board (of seven
members including the CEO), who serve today as board chair, audit committee chair, and compensation committee
chair. We believe the compensation programme in particular that the company has devised is unique in the industry, specifically formulated to align both the board of directors and management members with the short- and longterm interests of all stakeholders, not just common stock holders. As such, affirming these principles via proxy voting
was relatively straightforward this year. We continue to have frequent dialogue with the management team around
formulating an ESG framework, but note strong progress to date on this front, particularly given the short time since
Chapter 11 emergence and relatively small scale of the company versus larger capitalised and higher rated peers.
Outcome: Western Asset most recently gave the issuer feedback on its first ESG report. We suggested areas for
improvement in a range of topics including methane emissions management, setting up ambitious and credible
emissions reduction targets, working towards TCFD disclosures, and disclosing reserves in proximity of indigenous
land. The company’s executive team was engaged in the discourse and took our feedback to the Board of Directors.
The Firm will continue engaging with the management team as it works towards its ESG objectives.
Exercising Responsibilities Case Study—UK Pub Retailer and Brewer
This UK pub retailer and brewer was hit very hard by the impact of COVID-19 and subsequent UK government-mandated lockdowns. The Firm has been confident in the recovery of the sector and have remained invested in the
name throughout.
The issuer has a secured debt structure with a set of bondholder friendly financial covenants, one of which is a
requirement for free cash flow to debt service cover ratio to remain above 1.1x (tested every quarter based on the
most recent 12 months trading). As a consequence of COVID-19, the UK pub retailer and brewer had to approach
bondholders for a waiver of the financial covenants and would have experienced an event of default if this had not
been granted (conversely borrowers with a senior unsecured debt structure, where bondholder protections are
weaker in that the only financial event of default is a failure to make debt service payments as they fall due, have
been able to manage through COVID-19 simply by raising significant amounts of liquidity and have not needed to
seek covenant waivers).
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Outcome: The Firm agreed to support the UK Pub Retailer and Brewer’s management and noted the package of
bondholder-friendly measures put in place as part of the covenant waiver process: secured debt structure was supported by provision of £165 million subordinated loan made available by the wider group that could be used for
debt service in the secured structure (in effect this is an equity injection), and the wider group agreed to mitigate
operating costs of the secured debt structure by limiting recharges to a maximum of £5 million per four-week period
(these recharges cover all employee costs, insurance costs and supply costs). The ultimate shareholder had previously
(in March 2000) decided to prepay the entire outstanding balance of the Class A1 bonds and the Class A3 bonds—
reducing the debt service burden faced by the secured debt structure (again an action that could be viewed as an
equity injection).
Covenant Negotiation Case Study—European Real Estate Service Provider
This european real estate services provider was issuing secured and unsecured bonds and term loan at the start of
2021. While the Firm liked the credit profile, we judged some of the covenants in the bond documents as aggressive
from the market standard perspective (allowing for value leakage away from us). The covenants we identified as
non-standard and aggressive were:
 Ability to sell assets and pay dividend even in case of event of default. The terms would allow the company to
transfer value by deeming transfer of assets/values to the unrestricted subsidiaries (that has purchased debt or
equity of issuer or parent company) as a permitted investment that is not constrained by covenants or by using
carve-outs in general investment clause as well as ability to make restricted payment while in default.
 Portability was allowed at leverage 0.5x turn higher than starting leverage—market standard is to incentivise
deleveraging before company can be transferred into new ownership without triggering COC.
 The guarantees of the notes were all subordinated, so the notes are in effect subordinated debt of the group.
Guarantor coverage was also poor at 33.8% of EBITDA.
Outcome: Western Asset communicated with our syndicate contact that we would like to participate in the deal if
these covenants were tightened to market standard. However, given the investor demand for the credit, our demand
for tightening these covenants were not heeded to. We decided to pass on the new issue as we deemed covenants
to be aggressive and not in the best interests of our clients.

Outcome
Western Asset’s long-standing research programme has ensured that the Firm carries out robust analysis of issuers it
invests in. Having dedicated research analysts ensures that the Firm can engage and influence issuers and ultimately
exercise rights on behalf of its clients.
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Conclusion
As demonstrated in this Report, Western Asset is committed to acting as a steward of its clients’ assets. This commitment is underpinned by our core values on Trust, Honesty, Integrity, Teamwork, Diversity, Mutual Respect and
Personal Responsibility. Western Asset believes that by incorporating these values into our daily practices, we are
able to act in the best interests of our clients, our employees and our organisation. We appreciate that engagement
is multi-faceted and it can take time to achieve meaningful change. However, as fiduciaries of our clients’ capital,
Western Asset collaborates with clients to seek outcomes that ultimately support their long-term interests.
Western Asset believes ESG integration is a cornerstone of good stewardship, and view it as an essential component of our long-term, fundamental value-investing approach. Our engagement with issuers is a key aspect of this
approach, as is our participation in industry initiatives that help advance ESG integration and the preservation of
well-functioning financial markets. After 50 years of service with a primary focus on fixed-income investing, Western Asset remains dedicated to delivering results for its clients, and we have a number of planned enhancements to
our ESG programme in the upcoming year. Reflecting on our achievements while also looking towards the future,
we have sought to demonstrate in this Report Western Asset’s commitment to transparency and accountability
to our clients, and to becoming a signatory to the UK Stewardship Code 2020, which is now inclusive of all asset
classes, including fixed-income.
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