Engagement objective
Environment

Effective water risk management strategy in place, with focus on water-stressed assets
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BHP Group (BHP) has set goals to reduce its fresh water extraction and to collaborate
on integrated water resource management in all the catchments where it operates.
Hermes EOS has engaged with the company since 2015 towards meeting these
milestones and on developing a robust water risk management strategy.

Background

Water is a critical input for the mining industry. Water scarcity or
excess, variability and quality can impact a miner’s ability to process
and transport ore, suppress dust and store mining waste (also known as
tailings). Climate change is already exacerbating water-related issues,
as we have seen in the prolonged droughts in Chile and Australia, and
floods in northern Brazil. This has forced investment in new solutions
to access water, such as the US$3.4bn invested in a new water
desalination plant to provide water to the Escondida copper mine

in Chile, which is majority-owned by BHP.

Competing demands for water from both industrial and domestic users
based in the same catchment area, often areas where water is already
scarce, are a potential source of tension between miners and local
communities, putting their social licence to operate at risk. An effective
water management framework should include actions at asset-level
but also, critically, at basin-level in co-ordination with other water
users and authorities.

Our engagement

BHP has shown leadership in the mining industry regarding its
awareness of the climate change risks to its business, following the
publication of its first climate change portfolio analysis in 2015. While
welcoming the new level of reporting, we were concerned that the
company should show similar leadership in its ability to understand
and manage the water-related risks to its business, and to report these
to investors.

We started engaging with BHP on water-related risk management in
2015. We engaged regularly at management and board level including
with: the head of sustainability in 2015, 2016 and 2017; the chair

of the board in 2017; and the chair of the sustainability committee

in 2018. We acknowledged that water risk analysis and reporting is
different to that for climate change and generally more challenging,
as consolidated reporting does not provide enough information about
water risks. Asset-level assessment and disclosure is necessary due to

the site-specific nature of water-related risks. As we raised these issues,
we were assured of the priority given to water management by the
board and its commitment to showing leadership on the issue.

Our engagement included attending an investor roundtable, convened
by the company, on the importance of water risks and how best

to appraise and report on these. We also provided feedback on its
developing water management framework, in conjunction with a
group of selected investors.

Changes at the company

We were pleased to see the company'’s first enhanced water report
published in 2018, which disclosed the company’s performance and
risks at individual asset level, consistent with our expectations. It also
presented a five-year target approved by the board to reduce fresh
water withdrawal by 15% (2017-2022) and a long-term goal, in line
with UN Sustainable Development Goal 6, to collaborate on integrated
water resource management in all the catchments where BHP operates
by 2030.

Company overview

BHP is a natural resources company, extracting,
processing and marketing commodities such

as iron ore, coal, copper, nickel and oil. It has
operations in Australia, South America and
North America.

The company has two parent companies, BHP
Group Ltd, listed in Australia, and BHP Group
Plc, listed in London, but it operates as a single
economic entity run by a unified board of
directors and management team.

Case studies are shown to demonstrate engagement, EOS does not make any investment recommendations and the information is not an offer to

buy or sell securities.
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Engagement case study, July 2019

The company’s water stewardship policy appears reasonably
comprehensive and is based on five pillars: risk, value, technology,
disclosure and collective action.

m Risk and value: the company will fully integrate water-related issues
and effectively value water in the decision-making processes

m Technology: the application of new technologies will be a key
component in the improvement of water management practices

m Disclosure: the step-change in disclosure brought about by the
inaugural water report prompted the company to refine its water
data collection systems and develop a deeper understanding of the
materiality of water risk at each site

m Collective Action: BHP will seek to collaborate with stakeholders
in each catchment area to address shared water-related issues

Next steps

We continue to engage with BHP on water stewardship, providing
feedback on its progress towards its medium and long-term water
management targets. We also engage with the company on diversity
across the workforce, remuneration policy, community relations and
tailings storage facilities safety standards.

Case studies are shown to demonstrate engagement, EOS does not make any investment recommendations and the information is not an offer to
buy or sell securities.
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HERMES INVESTMENT MANAGEMENT

We are an asset manager with a difference. We believe that, while our primary purpose is to help
savers and beneficiaries by providing world class active investment management and stewardship
services, our role goes further. We believe we have a duty to deliver holistic returns — outcomes for
our clients that go far beyond the financial — and consider the impact our decisions have on society,
the environment and the wider world.

Our goal is to help people invest better, retire better and create a better society for all.

Our investment solutions include: Why Hermes EQS?
Private markets Hermes EOS enables institutional shareholders around the world to
Infrastructure, private debt, private equity, commercial and meet their fiduciary responsibilities and become active owners of

public companies. Hermes EOS is based on the premise that
companies with informed and involved shareholders are more likely to
High active share equities achieve superior long-term performance than those without.

Asia, global emerging markets, Europe, US, global, small

and mid-cap and impact

residential real estate

Credit

Absolute return, global high yield, multi strategy,

global investment grade, unconstrained, real estate debt
and direct lending

Stewardship
Active engagement, advocacy, intelligent voting and
sustainable development

Offices
London | Denmark | Dublin | Frankfurt | New York | Singapore

For more information, visit www.hermes-investment.com or connect with us on social media: m m u
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