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Background and
lmplementation
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 lnvestment Principles (SlP) and demonstrate adherence to these
policies in an implementation report.

Statement of lnvestment Principles (SlP)

The Scheme has updated its SIP in response to the DWP regulation to cover:

. policies for managing financially material considerations including ESG factors

. policies on the stewardship of the investments

The SIP can be found online at the web address: https://www.tullisrussell.comlwp-
contentluploads/Statement-of-lnvestment-Principles-September-2020.pdf.
Changes to the SIP are detailed on the following pages.

lmplementation Report

This lmplementation Report is to provide evidence that the Scheme continues to
follow and act on the principles outlined in the SlP. 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 2O2Q lor and on behalf
of the Scheme including the most significant votes cast by the Scheme or on its
behalf
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Summary of key actions undertaken over the Scheme reporting year

The Scheme implernented a new investment strategy over the year, which
with the aim to increase the $cheme's expected return whilst maintaining a

level of risk in line with the Trustees' risk appetite.

The new strategic benchmark includes a 35% allocation to LDI with
BlackRock, 25% allocation to lower risk Absolute Return Bonds with l\i{&G,

25% allocation to higher risk Absolute Return Bonds with CAS and a 15%

allocation to Direct Lending with Partners Group. lVost of the asset
restructuring occurred over February and h/{arch 2A2A, with the investrnent
case for Direct Lending to be revisited later in 2020.

To implement the new strategy. the Scheme fully disinvested from gilts and
corporate bonds held with BlackRock and h/l&G respectively, in February
and f\llarch 2A2O.

lmplementation Statement

This report demonstrates that the Tullis Russell 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 po
actions DB

liCv

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

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

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

To hed geTO% of movements These changes to the asset
in interest rates and inflation allocation were reflected in
on a flat gilts basis. the SIP which was updated

in September 2A2O.

Experiencing losses due to To remain appropriately
factors that affect the overall diversified and hedge away
performance of the financial any unrewarded risks, where
ma rkets. practicable.

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

To diversify this risk by
investing in a range of credit
markets across d ifferent
geographies and sectors.

To appoint investment
managers who actively
manage this risk by seeking
to invest only in debt
securities where the yield
ava ila b le suff iciently
compensates the Scheme
for the risk of default.

The Scheme has a large
cash allocation which is

predominantly due to the
earmarked allocation to
Direct Lending being held in
cash.

The Scheme remains in a
strong cashflow position
with significant liquidity
within the invested assets.

The new investment strategy
was designed to mitigate
market risk as far as
practicable whilst ensuring
that the Scheme's assets
generate an appropriate
level of expected return.

The changes to the SIP were
updated in September 2OZA.

The number of credit
managers and breadth of
ma rket exposu re increased
over the period, providing
i ncreased d iversification of
default risk.

Risk / Policy Definition Actions and details on
changes to policy

Policy

@ lsio Group Limited/lsio Services Limited ZQZA.Atl rights reserved Document classification: Public | 4

E



limited to climate change,
which can impact the
performance of the
Scheme's investments.

The potential for adverse
currency movernents to have
an impact on the Scheme's
investments.

managers who

unless
reason why the manager
does not satisfy each criteria

1. Responsible lnvestment
('Rl') Policy / Framework

2. lmplemented via
lnvestment Process

3. A track record of using
engagement and any voting
rights to manage ESG

f actors

4. ESG specific reporting

5, UN PRI Signatory

The Trustees monitor the
managers on an ongoing
basis.

Hedge all currency risk on all
assets that deliver a return
through contractual income

Lrv'Cl b

Trustee$ as
part of the SIP updates in
both September 2Ol9 and
Septernber 2020.

!

The views of Scheme
members and beneficiaries
in relation to ethical
considerations, social and
environmental impact, or
present and future quality of
life of the members and
beneficiaries of the Scherne
in the selection, retention
and realisation of
investments.

Non-financial matters are
not taken into account in the
selection, retention or
realisation of investments
unless specifically requested
as part of the evaluation
criteria when selecting
managers. However, the
Trustees may take specific
non-financial matters into
consideration if they
represent the view of a
majority of Scheme
members.

The overseas currency
exposure within the two
Absolute Return Bond funds
is hedged by the investment
managers.
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Changes to the SIP in
relation to the 2O2O

requirernents

How the investment managers are incentivised
to align their investment strategy and decisions
with the Trustees' policies.

As the Scheme is invested in pooled funds,
there is not scope for these funds to tailor
their strategy and decisions in line with the
Trustees' policies. However, the Trustees
invest in a portfolio of pooled funds that are
aligned to the strategic objective.

;.!

Policies added to the SIP

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

The Trustees review the investment
managers' performance relative to rnedium
and long-term objectives as documented in
the investment management agreements.
The Trustees monitor the investment
managers' engagement and voting activity on
an annual basis as part of their ESG
monitoring process.

The Trustees do not incentivise the
investment managers to make decisions
based CIn non-financial performance.

a

How the rnethod (and time horizon) of the
evaluation of investment managers' performance
and the remuneration for their services are in line
with the Trustees' policies.

The Trustees review the performance of all of
the Scherne's investments CIR a quarterly
basis and net of all costs to ensure a true
measurement of perforrna nce versus
i nvestme nt o bjectives.
The Trustees evaluate performance over the
time period stated in the investment
managers' performance objective, which is

typically3toSyears.
Investment manager fees are reviewed
annually to make sure the correct amounts
have been charged and that they remain
c0mpetitive.

a

a

a

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

The Trustees do not directly monitor turnover
costs. However, the investment managers are
incentivised to minimise costs as they are
measured on a net of cost basis.

o
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The duration of the Scheme's arrangements with r
the investment managers

The duration of the arrangements is

considered in the context of the type of fund
the Scheme invests in.

o For closed ended funds or funds with a

lock-in period the Trustees ensure the
timeframe of the investment or lock-in
is in line with the Trustees objectives
and Scheme's liquidity requirements.

o For open ended funds, the duration is
flexible and the Trustees will from
time-to-time consider the
appropriateness of these i nvestments
and whether they should continue to
be held.
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I mplernenting the current
ESG policy and approach

ESG a$ a financially material risk

The SIP deseribes the Scheme's poticy 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 lsio'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.

lmplementing the Current ESG Policy

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

Through the manager
selection process ESG

considerations will form
part of the evaluation
criteria
The Scheme's investment
advisor lsio will monitor
managers' ESG policies on
an ongoing basis

When attending Trustee
meetings, investment
managers will be asked to
present to the Trustees on
actions they have taken in
respect of ESG factors and
their exercise of rights and
engagement activity;
The Trustees are provided
with a report detailing the
managers' ESG policies as
well as a summary of
actions lsio has engaged
with managers on to
ensure the scheme is not
exposed to risks relating to
Environmental, Social or
Governance factors.

The manager has not
acted in accordance with
their policies and
f rameworks.

I

a

Method for monitoring and
engagement

Circumstances for
additional monitoring and
engagement

Areas for engagement
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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 over the
12 month period to 5 April 2020.

Total engagements: 142

General ESG: 18

Governance: 37

Social: 23
Environmental: 21

Soclal & Governance: 34
Environmental &

Governance: 5
Environmental & Social: 4

Total engagements: 17

General ESG: 1

Governance: 12

Environmental: 4

CQS have a clear and robust due diligence process
and investment framework. CQS develop strong
engagement and communication with the
management teams of the portfolio companies in
which they invest and in turrl'bring about positive ESG

related change.

An example of a significant engagement includes:

Aveanna - CQS became concerned around negative
press that A,veanna were providing poor care for at-
risk children and focusing on profits over quality of
care. CQS held a call with the firm's CEC who provided
data evidence which gave comfort to CQS. CQS also
spoke with the Firm's training department which
provided additional comfort to CQS. CaS have
remained invested following this engagement.

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

Where engagements are deerned to be necessary,
analysts engage with issuers supported by lVl&G's

Corporate Finance and Stewardship {CF&S) Team,
allowing them to leverage their expertise in
sustainability themes. IM&G monitor the success of
engagement by assessing whether they have met their
objective and log this in a central system.

Examples of significant engagements include:

CPI Property Group * Following announcement of a
lawsuit, hl&G engaged with the CFO to ensure best
practice governance was followed and to improve
comrnunication with bondholders. As a result, CPI
appointed a second independent director on the
board, changed the group auditor and created the

Fund name Engagement summary Commentary
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BlackRock were unable to
provide engagement data

l\l&G were unable to
provide engagement data.

'Head of Capital l\flarkets' role, in order to improve
communications with bondholders.

Italmatch - hl&G spoke with management to better
understand the ecological impacts the firm's

At firm-level, BlackRock engages with companies and
issuers through its lnvestment $tewardship team,
which is responsible for applying firm wide corporate
governance practices and has re$ponsibility for
engagement and proxy votin! practices.

Within LDl, BlackRock has started to engage with
derivative counterparties on governance issues and is
currently developing an Environmental screen for
assessing banking counterparties. The default cash
funci within the Liability h1{atching Funds (LhlF) is

LEAF, which is the firm's environmentally aware money
market fund. lssuers will be excluded from direct
investment if they have below average Environmental
practices as viewed by l\l$Cl.

BlackRock currently do not collect engagement data
for the underlying LDI and cash funds.

IVI&G eurrently do not collect engagement data for the
cash fund,
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"ilris report has b'een prepared for the sole benefit cf the Trustees of the
Tullis Russell Ferrsion Scherne and besed on their specific facts and
circurnstances and pursuant to the terrns of isio Group LimiteC's services
cr:ntract. lt should not be relied upon by any other person Any perscn who
chooses to reiy on this report does so at their own risk To the futlest extent
permitted by law, lsio Gror:p Limrted accepts no responsibility or tiability to
that pai-ty in connection with the Services.

lsic Grotip Linrited is an A.ppointed Reprsssntative cf
Kpl,/ic LLF r,vhich rs authorised and regulated Oy the
Frnanciai Condi;ct Authoritv FRN 210513


