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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 trustees 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 web address: PJH-SIP-September2020.pdf.
Changes made to the most recent version of the SIP are detailed on the following
pages.
Implementation Report
This Implementation Report is to provide evidence that the Trustee continues to
follow and act on the principles outlined in the SIP. This report details:
• actions the Trustee has 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 Trustee has 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 31 December 2020 for and on
behalf of the Scheme including the most significant votes cast by the Scheme or
on its behalf.
Summary of key investment strategy actions undertaken over the reporting year
-
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The Trustee implemented the third and final tranche of the inflation hedge
in June 2020. This involved swapping a portion of the Scheme’s allocation
to nominal LDI funds into inflation linked LDI funds to increase the hedge
levels from c.50% to 75% of the inflation sensitivity of the Scheme’s
Technical Provision liabilities.
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Implementation Statement
This report demonstrates that the PJH Group Pension Scheme has adhered to its
investment principles and its policies for managing financially material
considerations including ESG factors and climate change.
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Managing risks and policy
actions

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 c.75% of these
risks on the Technical
Provisions basis. The
implementation of the
inflation hedge was initiated
at 25% and then phased in 3
tranches up to 75% over a
period of around 6 months.

The Trustee implemented
the third and final tranche of
the inflation hedge in June
2020.

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.

No actions to report.

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
practicable.

No actions to report.

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.

No actions to report.

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.
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To appoint managers who
account for ESG factors as
part of their investment
process.
The Trustee monitors the
mangers in this regard on an
annual basis.

ESG actions undertaken:
•

This updated ESG policy
was reviewed by the
Trustee as part of the
SIP update in
September 2020

In future the Trustee will
consider obtaining Impact
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Assessments, which are
formal summaries of each
investment manager’s
approach to and capabilities
within ESG.
Currency

The potential for adverse
currency movements to have
an impact on the Scheme’s
investments.

Delegate responsibility of
currency hedging decisions
within the diversified growth
funds and absolute return
bonds to the respective
investment managers, within
constraints imposed by the
agreed investment
guidelines.

No actions to report.

Hedge currency risks where
deemed appropriate,
following advice from
investment advisers.
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.

No actions to report.
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Changes to the SIP

Policies added to the SIP

Date updated: September 2020

How the investment managers are
incentivised to align their investment strategy
and decisions with the Trustee’s policies.

•

The Trustee invests in pooled funds which
are aligned to the strategic objective. It is
recognised that due to the nature of pooled
funds, there is not scope for these funds to be
specifically tailored to the policies of the
Trustee.

How the investment managers are incentivised
•
to make decisions based on assessments of
medium to long-term financial and non-financial
performance of an issuer of debt or equity and to
engage with them to improve performance in the
medium to long-term.

The Trustee reviews the investment
managers’ performance relative to medium
and long-term objectives as documented in
the investment management agreements.
These objectives being medium-long term in
nature mean that the investment managers
position their portfolios accordingly.
The Trustee will begin to monitor the
investment managers’ engagement and
voting activity on an annual basis as part of
the implementation statement that
supplements the Scheme’s annual report and
accounts from the 31 December 2020
accounts. By doing this, the Trustee may
indirectly incentivise the investment
managers to make decisions based on nonfinancial information.

•

How the method (and time horizon) of the
•
evaluation of investment managers’ performance
and the remuneration for their services are in line
with the Trustee’s policies.
•

The Trustee reviews the performance of all of
the Scheme’s investments on a net of cost
basis to ensure a true measurement of
performance versus investment objectives.
The Trustee evaluate performance over the
time period stated in the investment
managers’ performance objective, which is
typically 3 to 5 years.

The method for monitoring portfolio turnover
costs incurred by investment managers and how
they define and monitor targeted portfolio
turnover or turnover range.

The Trustee monitors portfolio turnover costs
indirectly as part of their ongoing monitoring
of the Scheme’s assets and investment
managers.
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•
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The duration of the Scheme’s arrangements with
the investment managers
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•

The Trustee are aware of the duration of the
Scheme’s arrangement with each of its
investment managers (e.g. as part of ongoing
monitoring). Ultimately, however, the duration
of each arrangement is determined by its
suitability and contribution to meeting the
Scheme’s overall investment objectives.
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Implementing the current
ESG policy and approach

ESG as a financially material risk
The SIP describes the Trustee’s policy with regards 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 current assessment criteria 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 Trustee
may wish to review the Scheme’s ESG policies and engagements periodically to
ensure they remain fit for purpose. The Trustee may also look to adopt a set of ESG
beliefs later in 2021.
Implementing the Current ESG Policy
Areas for engagement

Method for monitoring and
engagement

Circumstances for
additional monitoring and
engagement:

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

•

•

•

•
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The investment managers
provide reports on how
they have engaged with
issuers regarding social,
environmental and
corporate governance
issues.
The Trustee receives
information from their
investment advisers on the
investment managers’
approaches to
engagement.
The monitoring of ESG
factors within the
Scheme’s investments will
be undertaken on an
annual basis.

•

Managers have not acted
in accordance with their
policies and frameworks.
The manager’s policies are
not in line with the
Trustee’s policies in this
area.
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ESG summary and
engagement with the
investment managers
The Trustee has discussed potentially commissioning a review of the managers’
ESG policies which could be presented in the form of an Impact Assessment report.
We will provide this information in the future, if the Trustee decides to carry out an
Impact Assessment.
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Engagement

As the Scheme invests via pooled funds managed by external fund managers, the
managers provided details on their engagement actions including a summary of the
engagements by category for the 12 months to 31 December 2020. Please see
below for a summary relating to the Funds the Scheme had exposure to over this
period.
Fund name

Engagement summary

Commentary

M&G Total Return
Credit Investment
Fund

Total Engagements: 8

M&G engage with investee companies on an
integrated basis where their stewardship actives are
undertaken collectively by the investment team,
research analysts and members of their Corporate
Finance and Stewardship team. The manager aims to
have open dialogue and proactively engage on any
issues which may affect a company’s ability to deliver
long-term sustainable performance.

Environmental: 5
Governance: 5

*Environmental and Governance
engagements do not sum to total
engagements due to some
engagements overlapping into
several categories.

Examples of significant engagements include:
BASF:
M&G engaged with BASF, a multinational chemical
company, surrounding the topic of their climate
strategy. The manager held concerns due to the
company’s inadequate disclosure on their positioning
in climate change. Thus, M&G sent climate baselining
questions to the BASF’s management. As a result,
M&G were better able to understand the company’s
strategic positioning in the area of climate change.

EDF:
M&G created dialogue with EDF on the issues with the
Brazilian hydro generation project alluded to in their
annual reports. M&G were able to better understand
the issues and EDF have agreed to continue to update
and disclose any further updates on the matter.
Further to this, M&G believe EDF appear to be
performing better than what the ISS, the responsible
investment arm of the Institutional Shareholder
Services, implies.
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BlackRock Dynamic Total engagements: 897
Diversified Growth
Environmental: 520
Fund

BlackRock engages with their companies through
their Investment Stewardship team in order to provide
feedback on their practices and inform their voting
decisions.

Social: 395
Examples of significant engagements include:
Governance: 806
Standard Chartered:
BlackRock opened dialogue with the company’s
board, sustainability team and executive management
around climate risk and to gauge the extent to which
climate change is incorporated into their strategic
framework. BlackRock believes the company is a
leader in the financial sector with regards to their
climate related practices and disclosures. As a result,
the manager believes Standard Chartered is in a
unique position to have a positive role in the transition
to a low-carbon economy with the company’s aims of
creating $35 billion in clean energy technology and
renewable power between 2020-2025.
Woodside:
Following several years of engagement with the
company, BlackRock expressed public concern about
the insufficient progress made on climate risk and
reporting within the firm. While BlackRock agreed with
the intention of a shareholder proposal submitted to
the company’s 2020 shareholder meeting, they were
concerned that the proposal bundled a request for
public targets aligned with the Paris Agreement for
Scope 1, 2 and 3 emissions by 2021. Calculating targets
for Scope 3 emissions is an evolving practice and
BlackRock did not believe it appropriate to require the
company to publish this information within such a
short time frame.
LGIM Diversified
Fund

No data available

LGIM were unable to provide engagement data in
relation to the Diversified Fund for the 12 months to 31
December 2020. Isio will continue to engage with
LGIM with the aim of them being able to provide this
information for future statements.

LGIM Investment
Grade Corporate
Bond Fund

No data available

Decisions with respect to any client investments in
fixed income securities are made by investment
professionals in LGIM’s Credit Research and Portfolio
Management teams. Each bondholder resolution is
evaluated on a case-by-case basis where the voting
decision will be guided by what is in the best interest
interests of LGIM’s clients and based on the details of
each transaction.
If necessary, LGIM may engage with the issuer to
guide its assessment of the relevant election. In
addition, LGIM may occasionally be asked to
participate in bondholder committees to discuss
restructuring and in such an event will act in
accordance with its internal policy and procedures on
bondholder committees and restructuring.
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LGIM LDI Funds
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No data available

Within LDI, LGIM view ESG as an essential component
and integrate ESG into their LDI approach on a topdown and bottom–up basis by:
• Governance: Engaging with regulators,
governments and other industry participants
to address long-term structural issues
• Counterparty review: Analysing ESG-related
criteria in the assessment of counterparties
through LGIM's updated proprietary ESG
tools and dialogue between ESG specialists
and active investment teams
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Voting (for equity/multi
asset funds only)

As the Scheme invests in pooled funds via third party fund managers, the managers
provided details on their voting actions including a summary of the activity covering
the reporting year up to 31 December 2020. The managers also provided examples
of any significant votes. Please see below for a summary relating to the relevant
funds that have the ability to vote and that the Scheme had exposure to over this
period.
Fund name

Voting summary

BlackRock
Dynamic
Diversified
Growth Fund

Meetings voted:
955

Examples of significant votes

Commentary

Chevron Corporation – BlackRock
voted in favour of a resolution where
shareholders proposed Chevron
should report on climate lobbying
Votes cast: 12,209
aligned with Paris Agreement Goals.
The rationale behind the vote was
Votes ‘for’
management: 11,418 that in BlackRock’s view, Chevron
could provide investors with a more
detailed explanation of the
Votes ‘against’
alignment between
management: 689
their political activities and the goal
of the Paris Agreement to limit
Vote ‘abstain’: 115
global warming to no more than two
degrees Celsius.
Santander – The shareholders of
Santander requested that the
company prepare a report on the
risk of discrimination in vehicle
lending and any steps which have
been taken to prevent racial
discrimination against borrowers.
BlackRock voted for the shareholder
proposal, as they believe
discriminatory lending practices (of
all forms) are a material risk to the
company’s business and
shareholders would benefit from
increased and improved disclosure
on compliance programs, processes
and procedures, as well as risk
mitigation processes and
procedures, to prevent
discriminatory lending (including
racial discrimination).
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BlackRock uses
the Institutional
Shareholder Services
(ISS) electronic platform
to execute vote
instructions, manage
client accounts in relation
to voting and facilitate
client reporting on voting.
BlackRock
conducts an annual due
diligence visit at ISS, a
quarterly review of vote
recommendations, a
monthly review of
unexecuted international
ballots including a root
cause analysis and a
weekly account level
reconciliation to ensure all
accounts are voted.
In addition, BlackRock
conducts regular
conference calls with
ISS to manage ongoing
production and service
needs.
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LGIM Diversified
Fund

No data available
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LGIM were unable to provide fund
level voting data for Diversified Fund
for the 12 months to 31 December
2020. Isio will continue to engage
with LGIM with the aim that data will
be available in the future.
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This report has been prepared for the sole benefit of the Trustee of the PJH
Group Pension Scheme and based on their specific facts and
circumstances and pursuant to the terms of Isio Group Limited’s services
contract. It should not be relied upon by any other person. Any person who
chooses to rely on this report does so at their own risk. To the fullest extent
permitted by law, Isio Group Limited accepts no responsibility or liability to
that party in connection with the Services.

Isio Service Ltd is authorised and regulated by the Financial
Conduct Authority FRN 922376.
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