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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 web address https://www.zedra.com/wp-
content/uploads/2022/06/Tote-SIP-2020-updated-min.pdf. Changes to the SIP 
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 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 
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Summary of key actions undertaken over the Scheme reporting year 

- An increase in the Scheme’s allocation to the LDI portfolio was completed 
in May 2021, resulting in a hedge ratio of 100% of uninsured liabilities on a 
self-sufficiency basis (an increase from 84% originally); based on cashflow 
data from the 31 March 2018 Actuarial Valuation. 

- Following the completion of the 31 March 2021 Actuarial Valuation in March 
2022, and the agreement of the new Low Dependency target, the Trustee 
will consider the investment strategy. 

- In conjunction with this, the Trustee plans to refine the LDI allocation to 
allow for new cashflow data from the 31 March 2021 Actuarial Valuation. 
This will ensure the Scheme remains in line with its target hedge ratio. 

Implementation Statement 

This report demonstrates that The Horserace Totalisator Board (1968) Pension 
Scheme has adhered to its investment principles and its policies for managing 
financially material considerations including ESG factors and climate change. 

 

Signed:  

Position: Trustee 

Date: 
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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 target a hedge of c.100% 
on a self-sufficiency basis 
(liabilities not covered by the 
buy-in) of these risks. 

The current hedging 
provided by the Scheme’s 
LDI portfolio is c.100% of the 
uninsured liabilities on a self-
sufficiency basis 
(implemented in May 2021). 
The Trustee regularly 
reviews the overall level of 
hedging and, following the 
completion of the 31 March 
2021 Actuarial Valuation, is 
set to review this position 
over the next 12 months to 
allow for updated cashflow 
data. This is currently due to 
be undertaken over Q4 2022. 

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 Scheme meets a large 
portion of the member 
benefits through the buy-in 
policy and Company 
contributions. However, the 
Scheme also holds assets in 
a daily dealt Absolute Return 
Bond Fund with LGIM to 
meet any unexpected 
cashflows and / or 
investment commitments. 
The Trustee reviews this 
position on a quarterly basis 
through the Investment 
Performance 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 
affordable and practicable.  

The Scheme reduces market 
risk by diversifying its assets 
across a range of asset 
classes and investment 
managers. The actual 
allocations are monitored on 
a quarterly basis relative to 
the Strategic Asset 
Allocation (set out in the SIP) 
in the Investment 
Performance Report.  

Managing risks and policy 
actions DB  
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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. 

 

The Scheme reduces credit 
risk by diversifying its assets 
across a range of investment 
managers which provide 
exposures to a range of 
sectors and geographies. 
These positions are 
monitored on a quarterly 
basis relative to the Strategic 
Asset Allocation in the 
Investment Performance 
Report.  

Environmental, 
Social and 
Governance 

Exposure to Environmental, 
Social and Governance 
factors, including but not 
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  

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

4. ESG specific reporting 

5. UN PRI Signatory 

The Trustee monitor the 
managers on an ongoing 
basis.  

ESG actions undertaken: 

The Trustee received 
training in Q2 2021 on their 
investment managers ESG 
policies and how these are 
integrated in their 
investment decisions. 

Managers will be required to 
update the Trustee on 
actions they have taken in 
respect of ESG factors and 
their engagement activity 
when they attend meetings 
with the Trustee.   

More details of the ESG 
policy and how it was 
implemented are presented 
later in this report. 

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

The Trustee hedges the 
Scheme’s currency exposure 
as much as is deemed 
possible. 

There is no direct currency  
risk within the Scheme’s 
investments, as all units are  
held in a Sterling share class.  
Indirect currency risk may  
exist within pooled vehicles if  
underlying investments are  
held in non-Sterling assets. 
 
Any potential currency risks  
are considered as part of the  
Scheme’s strategy reviews 
and investment selection  
exercises. 

Non-Financial Any factor that is not 
expected to have a financial 
impact on the Scheme’s 
investments.  

Non-financial matters are 
considered in the selection, 
retention or realisation of 
investments. 
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Over the 12-month period to 31 March 2022, there have been no changes to the 
Scheme’s SIP. 

The Scheme’s latest SIP, applicable to this statement, was implemented in August 
2020. The SIP will be subsequently updated upon the finalisation of the Scheme’s 
strategy review in 2022. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Changes to the SIP 
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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 Trustee 
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 

Circumstances for 
additional monitoring and 
engagement 

Environmental, Social, 
Corporate Governance 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 Isio will monitor 
managers’ ESG policies on 
an ongoing basis. 

• The manager has not 
acted in accordance with 
their policies and 
frameworks. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Implementing the current 
ESG policy and approach  
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Areas of assessment and ESG beliefs 

 

Risk 
Management 

1. Integrating ESG factors, including climate change risk, represents an 
opportunity to increase the effectiveness of the overall risk management of 
the Scheme 

2. ESG factors can be financially material and managing these risks forms part 
of the fiduciary duty of the Trustee 

Approach / 
Framework 

3. The Trustee should understand how asset managers make ESG decisions 
and will seek to understand how ESG is integrated by each asset manager. 

4. ESG factors are relevant to investment decisions in all asset classes. 

5. Managers investing in companies’ debt, as well as equity, have a 
responsibility to engage with management on ESG factors. 

Reporting & 
Monitoring 

6. Ongoing monitoring and reporting of how asset managers manage ESG 
factors is important. 

7. ESG factors are dynamic and continually evolving; therefore the Trustee will 
receive training as required to develop their knowledge.  

8. The role of the Scheme’s asset managers is prevalent in integrating ESG 
factors; the Trustee will, alongside the investment advisor, monitor ESG in 
relation to the asset managers’ investment decisions.  

Voting & 
Engagement 

9. The Trustee will seek to understand each asset managers’ approach to 
voting and engagement when reviewing the asset managers’ approach. 

10. Engaging is more effective in seeking to initiate change than disinvesting. 

Collaboration 11. Asset managers should sign up and comply with common codes and 
practices such as the UNPRI & Stewardship code. If they do not sign up, they 
should have a valid reason why. 

12. Asset managers should engage with other stakeholders and market 
participants to encourage best practice on various issues such as board 
structure, remuneration, sustainability, risk management and debtholder 
rights. 
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The Scheme last completed an Impact Assessment in June 2021 and the below 
provides a summary of the underlying manager’s ESG policies. The Trustee intends 
to carry out a new Impact Assessment in Q4 2022. 

 

Manager 
and Fund 

ESG Summary Actions identified Engagement details 

M&G – 
Diversified 
Credit 

M&G have evidenced their 
ability to consider the 
significance of ESG factors in 
this Fund. M&G should 
consider measurable ESG 
objectives for the Fund as 
well as a framework to reach 
net zero by 2050. M&G are 
actively developing tools to 
improve ESG modelling and 
reporting and should 
continue to increase the 
number of ESG metrics 
available for reporting 
purposes. 

M&G should provide specific 
ESG objectives and policy for 
the Fund. 
 
M&G should continue the 
development climate 
scenario modelling and 
temperature pathways. 
 
M&G should continue to 
improve reporting metrics 
such as TCFD requirements, 
and should aim to be able to 
provide specific ESG ratings 
for each asset in the Fund. 

Isio’s research team engaged 
with M&G in Q2 2021 to 
review their ESG policies and 
set actions and priorities. Isio 
reports back to the Trustee 
with updates on the M&G 
engagements. 

LGIM – 
Diversified 
Credit 

LGIM have shown continued 
awareness 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. LGIM have 
improved on a number of 
ESG issues over the last year, 
such as Investment 
approach and reporting. 

LGIM should develop 
specific ESG objectives for 
the Fund and quantify these 
targets, for instance, 
decarbonisation. 
 
LGIM should continue to 
develop the capability to 
show how various climate 
scenarios may affect the 
Fund. 
 
It would be beneficial for 
LGIM to be able to provide 
ESG ratings for the assets 
held in the mandate, even if 
this is their own internal 
scoring from their Active ESG 
view tool. 

Isio’s research team engaged 
with LGIM in Q1 and Q3 2021 
to review their ESG policies 
and set actions and priorities. 

LGIM – 
Liability 
Driven 
Investment 

LGIM have evidenced their 
ability to integrate ESG 
factors in their LDI fund 
range through counterparty 
review and engagement. 
 

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

Isio’s research team engaged 
with LGIM throughout 2021 
and Q2 2022 to review their 
ESG policies and set actions 
and priorities. 

ESG summary and 
engagement with the 
investment managers  
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LGIM integrates ESG factors 
in their processes by using 
proprietary tools to quantify 
and monitor ESG risk. 
 
LGIM have shown that they 
are improving their reporting 
processes, with ESG LDI and 
Derivatives reports available 
on an ad hoc basis which 
include engagement 
summaries.  
 

LaSalle – 
Real Estate 
Debt 
Strategy III 
(“REDS III”) 

LaSalle demonstrate that 
ESG is a key consideration in 
the investment process and 
is integrated throughout the 
origination of deals. LaSalle 
has been a leading business 
in their commitment to ESG 
within the wider industry. 
  
However, LaSalle’s ESG 
influence is restricted by 
their position as a debt 
investor, meaning they have 
limited control over the 
underlying real estate. 
Reporting remains a key area 
for improvement but LaSalle 
has made positive steps to 
improve the quality of data 
and reporting within the 
asset class. 

LaSalle should look to 
implement a fund level ESG 
policy that clearly aligns with 
the firm policy. They could 
set fund level ESG 
objectives. 
 
LaSalle could implement a 
scoring system whereby they 
provide a rating based on the 
findings from the initial 
screening of the loan and 
monitor how this changes 
over time to determine how 
effective their engagement 
is. 
 
LaSalle could look to provide 
evidence of engagement 
activity and detail the actions 
taken to create a positive 
outcome. 
 
LaSalle could provide 
commentary on engagement 
activities on a regular basis 
(not only available on 
request). They could also 
provide commentary on ESG 
issues and ESG 
characteristics of new loans, 
specifying the risks that have 
been identified and any 
mitigation strategies that are 
written into business plans.  

Isio’s research team engaged 
with LaSalle throughout 2021 
to review their ESG policies 
and set actions and priorities. 
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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 2022. 

 

Fund name Engagement summary Commentary 

LGIM LDI Funds LGIM has continued to 
engage with a number of 
industry participants on long 
term strategic issues in 
relation to LDI. 

LGIM leverages the wider capabilities of the global 
firm to engage with companies. The team also 
regularly engages with regulators, governments, and 
other industry participants to address long term 
structural issues, aiming to stay ahead of regulatory 
changes and adopt best practice. 
 
LGIM’s Investment Stewardship team are 
responsible for engagement activities across all 
funds. 

LGIM Absolute 
Return Bond 
Fund 

Total Engagements: 125 
 
Environmental: 80 
 
Social: 34 
 
Governance: 62 
 
Other: 26 
 

LGIM have a strong and integrated ESG approach 
for pooled funds which follows a robust framework. 
At a firm level, LGIM regularly monitor companies 
and where engagements are unsuccessful, the team 
will assess where problems arose and new 
approaches to be employed. LGIM engage with 
regulators, governments, and other industry 
participants to address long-term structural issues. 
 
LGIM have not provided company names, however 
the top five engagement topics are: Climate Change 
(with 48 engagements), Remuneration (25), Board 
Composition (21), Climate impact pledge (20) and 
Energy (14). LGIM have engaged with 57 unique 
companies and 27% of eligible fund value has been 
engaged.  

M&G Alpha 
Opportunities  
Fund 

Total Engagements: 22 

Environmental: 18 

Social: 1 

Governance: 3 

 

M&G’s activities are consistent with their ESG 
policies, and they have a systematic approach 
around engagements in which specific objectives 
are outlined in advance and measured based on the 
outcomes from the engagements.  
 
Examples of significant engagements include: 
 
- Engie – M&G engaged with Engie, a French 

multinational electric utility company on its plans 
for the period post 2030 to Net Zero in 2045. 
Engie announced that it was going to build 
capacity for 80GW of renewables by 2030 and 
then accelerate renewable supply further. Engie 

Engagement  
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sees huge demand in renewables, and gas will 
be part of the transition – the company will 
convert its coal plants to gas and all gas will 
become green by 2045. 
 

- Infineon Technologies – After M&G engaged 
with the company regarding whether they could 
adopt science-based targets, the company 
confirmed that it already adopted a 1.5°C 
pathway without formally incorporating SBTi 
targets, and that it was looking into what the 
reporting/cost implications were of formally 
adopting SBTi targets. The company said it 
appreciated investor opinion, and would keep 
M&G up to date on what its cost/benefit analysis 
showed. 

 
- Royal Dutch Shell – M&G engaged with the 

managing director of the Nigerian team to 
gather information following oil spills and a UN 
Global Compact Red Flag as ascribed by a third 
party data provider. Shell is working hard to 
improve the situation in Nigeria following the oil 
spill, and have been making progress on total 
volume of spills over recent times. 

Partners Group 
Private Market 
Credit Strategies 
2015 Fund 

Total engagements: 3 

Corporate: 3 

Partners Group maintain ongoing contact with the 
management teams of their portfolio companies 
however, given their position as lenders they will 
typically rely on the equity sponsor to report ESG-
related concerns and drive ESG improvements. 
Investing in private companies also reduces the 
transparency of the information available to assess 
ESG risks.  

Affordable Care – Partners Group had a call with 
equity sponsor, Berkshire Partners, who announced 
they had an agreement in place to sell the business 
to a new private equity owner, Harvest Partner. The 
programs’ second lien debt and equity investments 
with Affordable Care were realised following the 
acquisition. 

Partners Group 
Private Market 
Credit Strategies 
2016 Fund 

Total Engagements: 4 

Corporate: 4 

Partners Group maintain ongoing contact with the 
management teams of their portfolio companies 
however, given their position as lenders they will 
typically rely on the equity sponsor to report ESG-
related concerns and drive ESG improvements. 
Investing in private companies also reduces the 
transparency of the information available to assess 
ESG risks.  

Examples of significant engagements include: 

Cote Bistro - PG took sole equity ownership 
following the 2020 restructure. 

LaSalle 
Commercial Real 
Estate Debt Fund 

Total Engagements: 1 
 
Environment: 1 
Of which relating to 
Climate change: 1 

As a real estate debt investor, LaSalle do not have 
management control over the underlying assets, 
therefore their ability to dictate ESG initiatives at the 
asset level is limited. However, LaSalle’s preference 
is to work with strong sponsors who incorporate ESG 
and rely on their engagement as the equity owners.  
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An example of a significant engagement includes: 
 
WILLOW MEZZCO S.À R.L. – as a Debt Fund, LaSalle 
requests relevant ESG related information as part of 
its ongoing post-close loan monitoring, which 
presents the level of sponsor engagement the Fund 
typically has in relation to ESG matters relating to the 
fund collaterals. At origination of Project SUS, a 
mezzanine loan secured against a London luxury 
hotel provided in 2018 by LREDS III, wording was 
included in the facility agreement to ensure that the 
borrower obtains and at all times maintains an EPC 
for the collateralised asset, showing an asset rating 
of not less than B. 
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Document classification: Public 

This report has been prepared for the sole benefit of the Trustee of 
Horserace Totalisator Board (1968) 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. 
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