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Background and
Implementation
Statement
Background
The Department for Work and Pensions (‘DWP’) is increasing regulation to improve
disclosure of financially material risks. This regulatory change recognises
Environmental, Social and Governance (ESG) factors as financially material and
schemes need to consider how these factors are managed as part of their fiduciary
duty. The regulatory changes require that schemes detail their policies in their
Statement of Investment Principles (SIP) and demonstrate adherence to these
policies in an implementation report.
Statement of Investment Principles (SIP)
The Scheme has updated its SIP in response to the DWP regulation to cover:
• policies for managing financially material considerations including ESG factors
and climate change
• policies on the stewardship of the investments
The SIP can be found online at the following link .
The changes to the SIP over the 2020/21 reporting year are detailed on the
following pages.
Implementation Report
This Implementation Report is to provide evidence that the Scheme continues to
follow and act on the principles outlined in the SIP. This report details:
• actions the Trustees have taken to manage financially material risks and
implement the key policies in its SIP
• the current policy and approach with regards to ESG and the actions taken with
managers on managing ESG risks
• the extent to which the Trustees have followed policies on engagement, covering
engagement actions with its fund managers and in turn the engagement activity
of the fund managers with the companies they invest
• voting behaviour covering the reporting year up to 5 April 2021 for and on behalf
of the Scheme including the most significant votes cast by the Scheme or on its
behalf
Summary of key actions undertaken over the Scheme reporting year
-
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There were no changes made to the Scheme’s investment strategy over
the year. The Scheme’s strategic asset allocation remains in line with the
benchmark stated in the SIP.
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Implementation Statement
This report demonstrates that the Erskine Hospital Limited Retirement Benefits
Scheme has adhered to its investment principles and its policies for managing
financially material considerations including ESG factors and climate change.

Signed
Position
Date
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Managing risks and policy
actions DB

Risk / Policy

Definition

Policy

Actions

Interest rates
and inflation

The risk of mismatch
between the value of the
Scheme assets and present
value of liabilities from
changes in interest rates and
inflation expectations.

To hedge 45% of the impact
of interest rate and inflation
risk on the value of the
Scheme’s liabilities (on a
gilts basis).

The Trustees have
monitored and maintained
the Scheme’s hedging
through semi-annual
reporting.

Liquidity

Difficulties in raising
sufficient cash when
required without adversely
impacting the fair market
value of the investment.

To maintain a sufficient
allocation to liquid assets so
that there is a prudent buffer
to pay members benefits as
they fall due (including
transfer values), and to
provide collateral to the LDI
manager.

The Trustees monitor the
Scheme’s liquidity position
as part of semi-annual
reporting.

Market

Experiencing losses due to
factors that affect the overall
performance of the financial
markets.

To remain appropriately
diversified and hedge away
unrewarded risks, where
affordable and practicable.

Credit

Default on payments due as
part of a financial security
contract.

To diversify this risk by
investing in a range of credit
markets across different
geographies and sectors.
To appoint investment
managers who actively
manage this risk by seeking
to invest only in debt
securities where the yield
available sufficiently
compensates the Scheme
for the risk of default.

Environmental, Exposure to Environmental,
Social and
Social and Governance
factors, including but not
Governance
limited to climate change,
which can impact the
performance of the
Scheme’s investments.

To appoint managers who
satisfy the following criteria,
unless there is a good
reason why the manager
does not satisfy each criteria:
1. Responsible Investment
(‘RI’) Policy / Framework
2. Implemented via
Investment Process
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The ESG policy was
reviewed by the Trustees as
part of the SIP update in
September 2019. The
Trustees still deem this
policy to be appropriate.
The Trustees received
summaries of the ESG
integration within each
investment mandate as part
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3. A track record of using
engagement and any voting
rights to manage ESG
factors

of the H2 2020 investment
report.

4. ESG specific reporting
5. UN PRI Signatory (or
equivalent)
The Trustees monitor the
managers on an ongoing
basis.
Currency

The potential for adverse
Hedge all currency risk on all
currency movements to have assets that deliver a return
an impact on the Scheme’s
through contractual income.
investments.

Non-financial

Any factor that is not
expected to have a financial
impact on the Scheme’s
investments.
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Non-financial matters are
not taken into account in the
selection, retention or
realisation of investments.
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Changes to the SIP

Policies added to the SIP

Date updated:
23 September 2020
How the Trustees monitor the investment
management arrangements of the Scheme
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•

Please see Appendix C of the Scheme’s SIP
for the Trustees’ policy in relation to the
investment management arrangements for
the Scheme.
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Implementing the current
ESG policy and approach

ESG as a financially material risk
The SIP describes the Scheme’s policy with regarding to ESG as a financially
material risk. This page details how the Scheme’s ESG policy is implemented, while
the following page outlines Isio’s assessment criteria as well as the ESG beliefs used
in evaluating the Scheme’s managers’ ESG policies and procedures. The rest of this
statement details our view of the managers, our actions for engagement and an
evaluation of the stewardship activity.
The below table outlines the areas which the Scheme’s investment managers are
assessed on when evaluating their ESG policies and engagements. The Trustees
intend to review the Scheme’s ESG policies and engagements periodically to
ensure they remain fit for purpose.
Implementing the Current ESG Policy

Areas for engagement

Method for monitoring and
engagement

Environmental, Social,
Corporate Governance
factors and the exercising
of rights and engagement
activity

•

•

•

•
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Circumstances for
additional
monitoring and
engagement

The Trustees will obtain
•
regular training on ESG
considerations in order to
understand fully how ESG
factors including climate
change could impact the
Scheme and its investments;
•
As part of ongoing monitoring,
the Trustees will use any ESG
ratings information provided
by their investment consultant
to assess how the Scheme’s
investment managers take
accounts of ESG issues;
Through their investment
consultant, the Trustees will
request that all of the
Scheme’s investment
managers provide information
about their ESG policies, and
details of how they integrate
ESG into their investment
processes on an annual basis.
As part of any manager
selection exercise, ESG
considerations are included as
part of the evaluation criteria.

The manager
has not acted
in accordance
with their
policies and
frameworks.
The manager
has received a
‘red’ ESG
rating from
the
Investment
Consultant,
signifying that
ESG
considerations
are below
satisfactory.
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ESG summary and
engagement with the
investment managers
Manager and
Fund
LGIM Passive
Equity

ESG Summary

Actions identified

Engagement details

LGIM have shown a
strong commitment to
highlighting, identifying
and managing ESG risks
across their entire fund
range, including their
passive equity funds.

Isio has proposed
LGIM could
consolidate the ESG
score of underlying
portfolio companies
to generate an
overall score that
allows investors to
digest the ESG
impact of the funds.

Isio engaged with the
manager on behalf of
the Trustees over the
period.

LGIM are a market leader
in their approach to ESG.
They have developed a
clear and comprehensive
framework for scoring
portfolio companies on
ESG factors. They
actively communicate
these scores to the
companies and engage
with them directly to help
mitigate ESG risks
moving forwards.

LGIM
Corporate
Bonds
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LGIM is aware of ESG
issues and the effect on
long-term returns within
its Fund offering. They
have also taken steps to
integrate these issues
within their investment
process at a business
level. However, there was
a lack of fund-specific
information with respect
to risk management and
reporting and given the
direction of travel we
would expect these
points to be addressed in
the coming months

Isio also suggested
that LGIM should
incorporate ESG
reporting into their
standard quarterly
reports.

LGIM should
provide more detail
on how they have
engaged with the
companies found in
the Corporate Bond
Funds including
information on the
ESG issues that
have been
raised/addressed,
and the outcome of
LGIM intervention.
LGIM should
provide standard
and regular
reporting (not only
available on
request), in relation
to the Corporate
Bond Fund
outlining: 1) the
exposure to ESG
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risks; 2) carbon
emissions exposure;
3) a fund-specific
summary of voting
and engagement
activity.
LGIM Long
Lease
Property

LGIM have a strong and
integrated ESG approach
which follows a robust
framework. At a firm level,
LGIM have a strong
history of active
engagement and
collaboration on ESG
related topics.
LGIM believe that
sustainable investments
are crucial to provide
resilient, long-term
investment returns.
The use of third parties,
such as Evora, to advise
on ESG policies, shows
strong commitment to
ESG at both firm and
portfolio level. LGIM are
also pioneering on social
value creation and have
achieved their carbon
emissions target two
years early.

LGIM LDI

LGIM have a team
dedicated to
understanding and
assessing the impact of
ESG factors for the wider
business.

LGIM have
identified key areas
they must
implement to
become net zero
carbon across their
real estate portfolios
by 2050, including:
the introduction of a
new property
management model
and technologies –
It would be useful to
have more evidence
of LGIM’s progress
in implementing
these actions
Isio proposed that
LGIM could provide
more granular
information/data on
the diversity metrics
in place at portfolio
level, including
ethnicity, gender
and social mobility
stats.

LGIM should include
the ESG scoring of
counterparties in
regular client
reporting of LDI
Funds.

LGIM use proprietary
tools to quantify and
monitor ESG risk. LGIM
believe engaging with
regulators, governments
and other industry
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participants will help
mitigate ESG risk.

M&G Alpha
Opportunities
Fund

M&G have evidenced
their ability to consider
the significance of ESG
factors in this Fund. M&G
should consider
measurable ESG aims for
the Fund and increase
the number of ESG risk
metrics that are being
monitored. Although
M&G are actively
developing their
integrated ESG approach
in investment decisions,
M&G should consider
more in-depth reporting
for clients and progress
reports on aims for the
Fund.

M&G currently have
a qualitative
approach and are
working towards a
more quantitative
scorecard approach.
M&G should seek to
roll this out for all
analysts and to
develop an
integrated ESG
scoring system that
captures not only
the issuer level but
also the sector and
country levels.
M&G should clearly
publicise
engagements
throughout the
quarter as part of
their quarterly
reporting, and on
their website. In
addition, M&G
should provide
updates on past
engagements.
M&G should
increase the number
of risk metrics they
monitor, such as
climate change and
portfolio’s sensitivity
to these metrics.
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Engagement

As the Scheme invests via fund managers the managers provided details on their
engagement actions including a summary of the engagements by category for the
12 months to 31 March 2021

Fund name

Engagement summary

LGIM Equity
Fund range
(passive)

LGIM currently do not
provide details of their
engagement activities at
Fund level, however, this is
something they are looking to
implement going forwards,
and Isio remains in contact
with LGIM surrounding the
firm’s engagement reporting.

LGIM Cash Fund

LGIM Active
Corporate Bond
Fund
LGIM LPI Income
Property Fund

Commentary

LGIM’s Investment Stewardship team are
responsible for engagement activities across all
funds. LGIM share their finalised ESG scorecards
with portfolio companies and the metrics on which
they are based.

Due to the nature of most of the leases within the LPI
Fund, LGIM can only engage with the tenants of the
assets which are held in the Fund, and their overall
influence as a landlord is limited. They maintain
dialogue with all occupiers, and as part of this ESGrelated behaviours are encouraged.

LGIM LDI and
Gilts

LGIM have engaged with a
number of industry
participants on long term
strategic issues in relation
to LDI, including:
- The introduction of
central clearing;
- The LIBOR transition;
- Recognising the pricing
issues with bilateral RPI
swaps.

LGIM leverage the wider capabilities of the global firm
to engage with companies. The team also regularly
engage with regulators, governments and other
industry participants to address long term structural
issues, aiming to stay ahead of regulatory changes and
adopt best practice.

M&G Alpha
Opportunities
Fund

Total engagements: 8

M&G have a systematic approach to engagements
whereby specific objectives are outlined in advance
and results measured based on the outcomes from the
engagements.

General ESG: 0
Environmental: 1
Social: 2
Governance: 5
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M&G Analysts are expected to have a more granular
awareness of key ESG risks which impact the
individual issues they monitor. Where engagement is
deemed to be necessary, analysts engage with issuers
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Human Capital: 0

supported by M&G’s Corporate Finance &
Stewardship (“CF&S”) Team, allowing them to leverage
their expertise and sustainability themes.
Examples of significant engagements include:
Quadient – M&G engaged with the automation and
communications company to encourage further
disclosure and policies relating to human rights and
modern slavery given the nature of the supply chain.
This engagement allowed the company to explain its
full ESG strategy to M&G and look in greater depth,
particularly relating to conflict minerals and human
rights. M&G asked the company to publish full public
policy documents on human rights, supplier practices,
business ethics and data privacy. The company was
receptive to M&G’s questioning, and they intend to
publish this, and supplementary information, on its
website in the near future. M&G will continue to
monitor and follow up as appropriate.
AB InBev – M&G engaged with the multi-national
drinks company, urging it to set emissions reduction
targets, post 2025, as well as a net zero target for 2050
or sooner. M&G met with the investor relations and
sustainability teams, who explained the company's
challenges on reducing emissions. These primarily
focused on the heat required in the brewing process which is currently two-thirds of its energy
requirements - and product packaging. The company
is clearly aware of its challenges and is working on
solutions, which could include the increased use of
returnable glass bottles and recycling plastic for
packaging. M&G are now giving the company time to
work through these solutions and await its next ESG
report. M&G will then decide if further near-term
engagement is necessary.
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Voting (for equity/multi
asset funds only)

As the Scheme invests via fund managers the managers provided details on their
voting actions including a summary of the activity. For ease of reporting, the
following information covers the year up to 31 March 2021. The managers also
provided examples of any significant votes.

Fund name

Voting summary

LGIM World
Equity Index
Fund

Meetings eligible to Whitehaven Coal – LGIM voted for a
vote for: 3,421
resolution which asked the
company to report on the windResolutions eligible down of the company’s coal
operations, with the potential to
to vote for: 40,987
return increasing amounts of capital
to shareholders. LGIM has publicly
Resolutions voted
advocated for a ‘managed decline’
for: 99.84%
for fossil fuel companies, in line with
global climate targets, with capital
Resolutions voted
with management: being returned to shareholders
instead of spent on diversification
81.38%
and growth projects that risk
becoming stranded assets. The
Resolutions voted
resolution did not pass, with only 4%
against
voting in favour. However, the
management:
environmental profile of the
18.07%
company continues to remain in the
spotlight.
Resolutions
abstained from:
0.55%
Barclays - Barclays put forward a
resolution setting out its long-term
plans in relation to its commitment
to tackling climate change. This was
approved by 99.9% of voters. LGIM’s
focus will now be to help Barclays
on the detail of their plans and
targets, more detail of which is to be
published this year.

LGIM’s Investment
Stewardship team are
responsible for managing
voting activities across all
funds.

LGIM World
Emerging
Markets Equity
Index Fund

Meetings eligible to LGIM were unable to provide
vote for: 3,998
examples of significant votes,
stating that there were no
Resolutions eligible significant votes made in relation to
to vote for: 36,036
the securities held by this fund
during the reporting period.
Resolutions voted
for: 99.89%

LGIM’s Investment
Stewardship team are
responsible for managing
voting activities across all
funds.
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Examples of significant votes

Commentary
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Resolutions voted
with management:
85.23%
Resolutions voted
against
management:
13.40%
Resolutions
abstained from:
1.38%
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The information contained herein is of a general nature and is not intended
to address the circumstances of any particular individual or entity. Although
we endeavour to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or
that it will continue to be accurate in the future. No one should act on such
information without appropriate professional advice after a thorough
examination of the particular situation.
Isio Services Limited is authorised and regulated by the
Financial Conduct Authority FRN
922376
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