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INVESTING FOR A FUTURE WORTH LIVING IN
“IT’S IMPORTANT WE CONTINUE TO USE
OUR SCALE AND INFLUENCE TO CHALLENGE
THE COMPANIES WE INVEST IN TO BE THE
SUSTAINABLE BUSINESSES OF THE FUTURE”
make a difference, and considering the risks and
opportunities that will occur along the way.

Scottish Widows' founding mission was to help our
customers face an uncertain future. This mission
remains as important to us today as it was during
the 1800s. We want to help customers invest their
money in a sustainable future, meeting the needs of
today without compromising tomorrow.

We live in uncertain and challenging times, as
we face into a staggering array of both social and
environmental challenges. Solutions must be found
to these challenges to avoid further severe economic
impacts. The events of 2020 have highlighted that
the course must be changed to create a society
that is sustainable and inclusive, to avoid more
serious disruption in the future. To play our part in
accelerating this change it’s important we continue
to use our scale and influence, along with our fund
manager partners, to challenge the companies
we invest in on our customers’ behalf to be the
sustainable businesses of the future.

Scottish Widows is part of Lloyds Banking Group,
whose purpose of “Helping Britain Prosper” informs
our own strategy and beliefs. We know that the
focus of our purpose must evolve in response to the
current environment and changing customer needs
and expectations. Many individual and business
customers have been impacted by the Covid-19 crisis
and we have a responsibility to help these customers
and to help Britain recover.

Over the course of 2020 we’ve shared our ambitions
in this space with you through our ‘Responsible
Investment and Stewardship Framework’, our
‘Stewardship Policy’ and our ‘Exclusions Policy’.
We’re continuing our transparent approach by
publishing our first annual Scottish Widows
Responsible Investment and Stewardship report.

To do this, we need to continue our journey to
become a much more flexible organisation with a
more agile culture and faster decision making.
During 2020 a series of initiatives to accelerate our
cultural change across the business were launched.
These will be crucial to the delivery of our strategy
and to ensure we continue to respond to the
evolving needs of our customers, colleagues and the
communities we serve.

I’m proud of the progress we’ve made so far and
excited by the prospect of what we’ll achieve as
we move forward with our plans, delivering for
our customers and broader society on this critical
agenda.

These include a focus on greater empathy, promoting
empowerment and simplicity, pioneering new ways
of working to remove barriers to cultural change,
encouraging contrary positions to be advocated to
promote rounded decision-making and reviewing the
tone of our communications.
We look after the retirement and other long term
savings of millions of people and our role is to help
them plan for their long-term financial prosperity.
This means acting on climate, the most urgent
sustainability issue, while there’s still time to

Antonio Lorenzo,
Scottish Widows Chief Executive
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RESPONSIBLE INVESTMENT AND STEWARDSHIP – 2020 HIGHLIGHTS

Dedicated team
established

Fund innovation

Established a Responsible Investment team of professionals
with diverse backgrounds in responsible investment, policy,
the charity sector, data & climate science, integrated within the
Investment Strategy function. Formal governance mechanisms
embedded.

Worked with BlackRock to launch Climate Transition World Equity
Fund, investing over £2bn into it and also opening it up to the
wider market, supporting our aim of working collaboratively with
the industry and allowing other pension funds to benefit from
this investment innovation.

Customer research
carried out

Direct engagement
activities initiated alongside
close Manager Stewardship
oversight

Over 2020 carried out independent research to better understand
our customers’ views on responsible investment, their priorities
and needs so that we’re better able to support them.

Direct Engagement with Oil & Gas majors and UNGC violators;
Key managers engaged with companies across ESG themes and
participated in thousands of shareholder resolutions on our
behalf.

£440m identified
to be withdrawn
from companies on
Exclusions list

Robust new policies
and frameworks
put in place
Set out our Responsible Investment and Stewardship Framework,
underpinned by Stewardship and Exclusions polices also
introduced in 2020, which guides our decisions on asset
allocation, manager selection, fund research and how we engage
with the companies we invest in.

Identified companies with dependence on thermal coal and
tar sands, UNGC violators, and companies involved in the
manufacturing of controversial weapons to be removed from our
investable universe.

Collaboration to
create Net Zero
Investment Framework

2020-23 themes
published
Climate and Board diversity were named as Scottish Widows’
stewardship priorities for the current three-year period, reflecting
the urgency of the climate crisis and the need for boards to make
the best decisions possible during this time.

Among other collaborations, worked with the Institutional
Investors Group on Climate Change to create the Net Zero
Investment Framework, forming a blueprint for asset owners and
managers to align their investments with the goals of the Paris
Agreement.
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MOVING FORWARD ON RESPONSIBLE INVESTMENT AND STEWARDSHIP

INVEST
RESPONSIBLY

OPERATE
AN EXCLUSIONS
POLICY

PRIVATE MARKET
INVESTMENT
OPPORTUNITIES

SEEK TO
INTEGRATE
ACROSS ASSET
CLASSES

OUR
RESPONSIBLE
INVESTMENT
FRAMEWORK

REDUCE
PORTFOLIO
CARBON
FOOTPRINT

FUND RANGE
ALIGNED TO
CUSTOMER VALUES

RESPONSIBLE INVESTMENT – MANAGING RISK AND RETURN
Our role is to help keep our customers' money safe, help them plan
for their financial futures and deliver the best possible investment
outcomes, and our responsible investment approach looks to
achieve this. Large-scale challenges, like climate change, facing
society today make our role even more important.

to empowering our customers to align their views and beliefs with
how they invest.
It’s clear that environmental, social and governance (ESG) factors
can have a financial impact on investments. Our customers look
to us to exercise our judgement on the most appropriate ways
of investing over the long term. So we aim to address material
financial risks and opportunities linked to ESG factors in the
investments we make. This is the foundation of our Responsible
Investment Framework which we have been working to implement
this year, resulting in material changes to capital allocations.

To continue to deliver competitive returns for our customers, we’re
fully embracing responsible investment practices to allow us to
manage risks and returns in a more effective way in the funds
we offer. As the focus on responsible investment grows, so does
people’s interest in investing more sustainably. We’re committed

2020 highlights include:
Launching a Climate Transition fund
with an initial £2 billion investment
and embedding this in our workplace
default investment strategy

Continuing to invest annuity assets in
green infrastructure and social projects
and bringing direct investments in that
space to £8 billion
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Launching our Exclusions Policy,
identifying £440 million of capital to
be redirected away from companies
that don’t meet our standards.
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STEWARDSHIP – A COLLABORATIVE APPROACH FOCUSED ON OUTCOMES
Stewardship is the management of our investments to create
sustainable benefits in the long term for our clients, savers, the
economy, the environment and society. It includes challenging
the companies we invest in to behave more sustainably and
responsibly. We hold shares on behalf of customers who invest
with us which means we are a significant shareholder in many of
the world’s companies. As a result, we’re the stewards of these
investments and have a responsibility to manage and protect them
in the best way possible.

the Institutional Investors Group on Climate Change. We challenge
them to report on the financial impact of climate change on their
business, to improve their business practices and reduce their
carbon footprint.
When we’ve a significant investment in a company and have
concerns that their business practices are not aligned with the
long-term interests of our customers, we’ll always engage with
them first. Where we don’t see material progress, we’ll use our
shareholder rights to challenge the company, and will sell our
shares where it is clear that progress won’t be made.

Most of our customers will invest with us for decades and major
risks that are on the horizon will impact their savings if we
don’t act now. We have been a long-standing signatory of the
UN Principles for Responsible Investment through our parent
company and are committed to being responsible stewards of the
assets we oversee on our customers’ behalf.

We delegate most of our shareholder voting to our fund manager
partners. We work with them to understand their voting practices
and monitor their voting activities. This ensures their approach
to issues, like climate change, preserves or enhances the value of
investments. We will act if we have material concerns.

We strive to influence the companies we invest in to make
positive changes. In 2020 we focussed our stewardship activity
on selecting companies which are failing to address climate
change risks. This is in line with our aspirations as a member of

In this report we’ve summarised our engagement activity, and
that undertaken by our fund management partners, along with
the key outcomes we’ve achieved together.

BE RESPONSIBLE
STEWARDS OF THE
ASSETS WE OVERSEE

REPORTING
AND DISCLOSURE

OUR
STEWARDSHIP
POLICY

INFLUENCE COMPANIES
WE INVEST IN TO DRIVE
POSITIVE CHANGE

EXERCISE STRONG GOVERNANCE
OVER THE ASSET MANAGERS
WE PARTNER WITH

GOVERNANCE
AND ESCALATION

COLLABORATION
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1.1 OUR PRODUCTS AND CUSTOMERS
Scottish Widows Group Limited (‘Scottish Widows’), a major provider of insurance, investment and long-term savings products, is part of
Lloyds Banking Group, which has an overarching purpose of “Helping Britain Prosper”. At Scottish Widows, this means helping our customers
to plan and prepare for their financial futures. We recognise that each of our customers has a unique set of needs and we’re committed to
understanding them, putting our customers at the centre of the decisions we make and helping ensure they have a future worth living in.
Scottish Widows has c6 million customers and c£170 billion total investment portfolio. Over two-thirds of these customers are our Pensions
customers (breakdown below), with the remaining in other products such savings and investments. Of our Pensions customers, we have
around three quarters in our pensions default funds at c2.6m.

TOTAL CUSTOMERS:

PENSION CUSTOMERS
23%

~6m

3%

74%

Workplace pensions

Longstanding pensions*

Individual pensions

~2.6m

40

Customers invested in
Pension Portfolio Funds

Average age

These funds are widely used as a default pension offering, so most
of these customers are not making active investment decisions
and rely on Scottish Widows to invest their assets in a way that
maximises returns whilst managing investment risks.

We take a holistic approach to calculating investors’ time
horizons. Our active workplace customers’ average age is currently
40, and due to auto-enrolment, we have many customers as
young as 20, who may have a 60+ year investment horizon. Our
default funds and investment pathways take this long-term view
when considering ESG risks and opportunities in our investment
decisions. Looking at the future timelines, the key 2050 milestone
for Net Zero emissions commitments is now less than 30 years
away, placing it within many customers’ investment horizon.

*Longstanding Pensions are our closed book of business
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1.2 BREAKDOWN OF OUR INVESTMENTS
Scottish Widows investment portfolio, amounting to just over £170bn at 2020 year-end, includes our ‘customer funds’ made up of mainly
of life and pensions products, retail savings and investments and some institutional business. The portfolio also includes our ‘shareholder
investments’ which comprises of our investments used to manage our liabilities, such as paying annuities,* as well as other surplus capital.
Both our Customer and Shareholder investments are governed by the Responsible Investment and Stewardship Framework, Stewardship
Policy and Exclusions Policy, while direct lending part of Shareholder investments is covered by Lloyds Banking Group External Sector
Statements+.
Our investments demonstrate diversification across regions and asset classes, factoring in the long-term needs of our customers and
members. At the total book level, a lot of the regional and asset class allocation is driven by customer choices.

15%

CUSTOMER VS.
SHAREHOLDER
INVESTMENT
BREAKDOWN

85%

Shareholder Investments

Customer Funds

4%
18%

CUSTOMER
AND SHAREHOLDER
INVESTMENTS:
ASSET CLASS
BREAKDOWN

6%

9%

49%

CUSTOMER
AND SHAREHOLDER
INVESTMENTS:
REGIONAL
BREAKDOWN

43%

53%

18%
Equity

Corporate Bonds

UK

Government Bonds

Loans

Emerging Markets

Global

Other**
*	An annuity is a type of retirement income product that allows customers to exchange pension savings for a guaranteed and regular income for the rest of their life, with no investment
risk for the customer. We invest the proceeds that we receive from our annuity customers by making long-term fixed income investments and loans.
**	'Other' includes asset classes such as loans, property, cash, alternative strategies, money market and cash, in addition to further equity and bond exposure in a small subset of external
multi asset fund wraps.
+ https://www.lloydsbankinggroup.com/assets/pdfs/who-we-are/responsible-business/downloads/sector-statements/lbg-external-sector-statement.pdf
Assets breakdown is constituted of our Total Investment Portfolio of c. £170bn as at Dec 2020
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1.3 OUR INVESTMENT GOVERNANCE
Scottish Widows has varying levels of control over the assets we manage on behalf of our customers, which impacts the type of stewardship
activity we carry out. An overview of this fund structure is shown below. We will refer to these tiers throughout this report.

Tier 1

high
Scottish Widows own Mandated Funds

Our Stewardship & Engagement Options

Regulated funds owned by Scottish Widows’ ACD* with day-today fund management delegated to third party asset managers,
including the monitoring of investee companies on matters
including strategy, performance and risk, capital structure,
environment, social and corporate governance factors. We have
control over voting and engagement for these investments. While
this is mostly delegated to our asset managers, we work in close
collaboration with them and monitor the actions they take on our
behalf. If we’re not satisfied, we instruct our own votes. We have
direct control over investments in this tier which enables us to
engage with our largest holdings directly and gives us the ability
to put forward shareholder resolutions.

Oversight and direction of the stewardship activity
undertaken by delegated asset manager
•
•
•
•

Participating in collective shareholder resolutions
Voting instructions
Collaboration with other investors
Challenging delegated manager where differences in approach

Tier 2
Managed multi-asset pension funds

Our Stewardship & Engagement Options

Degree of control and influence

Scottish Widows pension funds which invest in funds from
multiple external managers. The choice of underlying investments
is within our control. While we can’t compel these asset
managers to take specific action on stewardship, we have strong
relationships, regular dialogue and a good degree of influence. If
we’re not satisfied with the approach to stewardship taken by our
Tier 2 asset managers we can move our investments elsewhere.

Oversight of the stewardship activity undertaken by
investment manager
• Collaboration with other investors
• Challenging external manager where differences in approach

Tier 3
Links to external funds available to self selectors

Our Stewardship & Engagement Options

External funds Scottish Widows customers are invested in. We
have no authority to compel them to take action on stewardship
but can remove them from our fund offering for customers if they
do not meet expectations.

Disclosure of stewardship activity undertaken by investment
manager
• Encouraging managers to comply with our Stewardship Policy
• Monitoring managers’ ratings e.g.PRI, ShareAction.
• Requiring specific disclosures for trust-based schemes to
support trustees’ stewardship activities

Tier 4
Funds offered through technology platforms

low

Our Stewardship & Engagement Options

These are externally managed funds where Scottish Widows
connects individual customers to a fund supermarket or trustees
of external pension schemes to their chosen investment (outside
our fund range). Scottish Widows in effect acts simply as a
technology platform. We do not have control over the clients’
investment decisions nor the investment strategies of the funds.
Therefore, Tier 4 funds are exempt from the expectations set out
in the Stewardship Policy.

Not applicable

*Authorised Corporate Director, a corporate body given powers and duties under the FCA regulations to operate an open ended investment company. Scottish Widows operates two such
bodies, SWUTM and HIFML.
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For SW mandated funds, contractual expectations from Investment
Management Agreements and a Mandate Framework are placed
on the Manager to comply with all applicable mandate and
regulatory requirements, including those in relation to voting and
those concerning maintaining a risk management structure that is
appropriate to the nature and complexity of the products served.
Managers of our mandates are required to work within defined
tracking error ranges. Mandates are usually in place for a minimum
of 5 years to allow for a balance between embedding long-term
decisions while allowing a holistic review of our managers’
performance, including their ESG and stewardship activities,
and taking of action if necessary at certain intervals. Agreements
contain appropriate service-related provisions and termination
rights.

As part of our long-term investment approach we invest across a
range of different types of funds from a variety of asset managers.
The Scottish Widows Asset Allocation team optimises the multiasset funds using projected asset returns over at least a 10-year
time horizon. Alignment to long-term customer needs is ensured
by modelling customer outcomes and aligning to their risk profiles.
Active funds have benchmarks with performance targets over and
above that benchmark. Our annuity investments have matching
adjustment portfolios as required under Solvency II. These assets,
including Direct Loan investments, are matched to long-term
liabilities based on the profile of our annuity customers. For
example, asset duration and returns are aligned while maintaining
credit quality within suitable risk parameters.
If a Manager consistently fails to meet its performance target, and
engagement with them fails, we have the option of selecting a new
Manager or to close the fund on our platforms. We would expect
excess turnover to lead to breaches of these limits and this would
be reported through our breach process. External managers are
monitored by our Fund Manager Assessment Team with regular
reports produced for investment committees. Our internal teams
monitor transaction charges and anomalous levels would be
identified as part of their review process

Where SW funds invest in those provided by external managers,
comprehensive due diligence and optimisation exercises are
undertaken to ensure the investment is consistent with risk
profiles and, where applicable, duration of liabilities. Managers
investing on our behalf are bound by regulatory requirements to
disclose how their investment strategy contributes to medium- to
long-term performance of the assets of funds.
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2.1 SCOTTISH WIDOWS STEWARDSHIP POLICY
Our stewardship approach is central to our investment strategy. Our Stewardship Policy applies to all investments, other than a very small
proportion which comprise of direct loans in our shareholder funds, in our Insurance division. Compliance with the Scottish Widows
Stewardship Policy is mandatory for Tier 1 asset managers and Tier 2 managers must adhere to it on a 'comply-or-explain' basis. The policy is
made up of six key components.

BE RESPONSIBLE STEWARDS OF THE ASSETS WE OVERSEE

1

We focus on the management of long-term risks and opportunities, while ensuring that our
stewardship and engagement activity does not duplicate that of our asset managers, but rather
adds additional value. We aim to ensure that our managers unlock the systemic and structural
changes to the economy which are needed to protect and enhance the value of our investments,
and mitigate the risk of losses over the very long term. We also define core stewardship and
engagement priorities on a three-year rolling basis.

INFLUENCE COMPANIES WE INVEST IN TO DRIVE POSITIVE CHANGE

2

We carry out a variety of engagement activity with companies that we invest in and select
companies to engage with according to our priorities and where we see the opportunity to effect
material improvement. Voting is largely delegated to our asset managers, however we also
reserve the right to direct voting on matters relating to our core priorities or our own mandated
funds.

EXERCISE STRONG GOVERNANCE OVER THE ASSET MANAGERS WE
PARTNER WITH

3

We hold governance meetings with asset managers who manage our own mandated funds at
least quarterly, to review and challenge stewardship and engagement activity in relation to our
engagement priorities. Compliance with our Stewardship Policy is mandatory for delegated
asset managers (Tier 1), where we own the mandate, and our Tier 2 managers must adhere to our
Policy on a comply-or-explain basis. We encourage our Tier 2 and 3 managers, where we don't
own the mandate, to comply with our Policy.

COLLABORATION

4

We will join and support industry-wide work to change and influence policy relating to our
priorities, collaborating with other industry stakeholders to address systemic risks to the future
of well-functioning markets.

GOVERNANCE AND ESCALATION

5

The Stewardship Policy is owned by the Lloyds Banking Group Insurance Executive Committee
and managed by the Responsible Investment Committee and the RI Team. Where our engagement
with a company we invest in does not result in material progress within the timeframes we set
out, we have a variety of steps we can take to escalate our activity.

REPORTING AND DISCLOSURE

6

We publish an annual report to disclose how our Stewardship Policy has been implemented. As
an exception, where disclosure of ongoing or completed stewardship activity has the potential to
negatively affect the smooth functioning of markets, we may choose not to disclose this.
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2.2 OUR RISK MANAGEMENT APPROACH
more frequently if market wide issues emerge. The most recent
example of note related to the market dislocation surrounding
Covid-19. This prompted internal discussion on fund management
and pricing through our Financial Stability Steering Group and
daily discussions with our core fund managers. The former
considered risks relating to fund valuation and liquidity. The latter
aimed to identify risks to funds remaining within their mandated
parameters and consideration of how to address these.

The Insurance Group operates an Enterprise Risk Management
Framework (“RMF”) structured around six components.
1. Role of the Board and senior management - Key
responsibilities of the Board and senior management include:
setting risk appetite and risk policies; cascade of delegated
authority and effective oversight in accordance with the
agreed risk appetite.
2. Risk Culture and the Customer - Supporting the formal
frameworks of the RMF is the underlying culture, or shared
behaviours and values, including tone from the top, clear
accountabilities, effective communication and challenge and
an appropriately aligned performance incentive and structure.

Our role relates primarily to asset allocation and fund selection in
multi-asset funds; and to setting mandates for single asset-class
funds. On multi-asset funds, our discretion has historically related
to traditional asset allocation, but has more recently extended
to the integration of ESG considerations, initially through the
allocation of equity to a low-carbon fund. On single asset-class
funds, we outsource stock selection (within mandated parameters)
for actively managed funds. It is therefore the responsibility of the
fund manager to consider risks in relation to specific stocks, but
within the context of overall risk budgets limits. The constraints
are set out for customers in the fund’s Prospectus and/or other
regulated documents, and reflected through the fund’s mandate
and related documents.

3. Risk Appetite Overview – We define Risk Appetite as “the
amount and type of risk that we either prefer, accept or wish
to avoid” and this aligns to the overall business strategy:
Customer Risk, Strategic & Brand Risk; and Financial Risk.
4. Risk and Control Self-Assessment - An enterprise-wide
framework for the identification, measurement, management,
monitoring and reporting of risk is in place and covers the full
spectrum of risks that we are exposed to including Climate
Risk, introduced in 2020. Risk identification processes are
forward looking and measurement of risks includes stress
testing and scenario analysis, and considers whether relevant
controls are in place before risks occur.

The regular Investment Implementation and Industry Update
papers reviewed at IISC draw from research carried out within
Investments and also by our major third-party fund managers.
Over 2020, these emphasised our work on liquidity management,
LIBOR, Brexit, Responsible Investment and Net Zero, reflecting
both our engagement internally and with stakeholders such as
industry bodies, the Regulator and trustees.

5. Risk Governance - Monthly reporting of risk exposures and
the control environment enables monitoring of performance
against Risk Appetite, and summarises key changes to the
RMF profile. Insurance also operates an Insurance Policy
framework, which defines mandatory requirements for risk
management and control and is aligned to the agreed risk
appetite

RISK IN OUR OWN SHAREHOLDER FUNDS
In our shareholder funds we primarily identify and respond to
market wide and systemic risk through investment in geographies,
sectors and structures that we have extensive experience of,
making use of the wider group knowledge and expertise of our
external asset manager to identify potential systemic risks. We
periodically review our shareholder investment strategy and seek
approval from IISC, considering changes in investment drivers,
risks and regulations. Our consideration of systemic risks, for
instance exposure to climate change is embedded in our credit/
investment processes, both prior to making individual illiquid
investments and as part of the regular (minimum annual) reviews
that we undertake. At an early stage of the emergence of Covid
19, we reviewed our portfolios considering the potential for credit
rating downgrades, instigated weekly reporting and adjusted our
investment appetite.

6. Three Lines of Defence model - The RMF is implemented
through a ‘Three Lines of Defence’ model which defines clear
responsibilities and accountabilities and ensures effective
independent oversight and assurance activities take place.

OPERATIONAL RESPONSE TO THE COVID-19
PANDEMIC
The Risk function monitored the development of Covid-19 and a
substantial workstream was mobilised to allow unprecedented
numbers of colleagues to work from home, as well as
implementing several initiatives to do our part in reducing the
devastating impacts on our customers. The need to ‘build back
better’ after the pandemic was front of mind during the creation
of the Stewardship Policy and we believe our focus on climate and
Board diversity helps serve this purpose.

EFFECTIVENESS OF OUR RISK MANAGEMENT
APPROACH
Scottish Widows operates a prudent approach to risk with rigorous
management controls to support sustainable business growth
and minimise losses. The RMF provides a robust and consistent
approach to risk management across the organisation with
mechanisms for developing and embedding risk policies and risk
management strategies, which are aligned to the risks faced by the
business. This in turn drives the risk profile of the business in line
with risk appetite and through good risk-reward decision making.

RISK IN CUSTOMER FUNDS
We use a variety of sources for reviewing and overseeing market
wide and systemic risks for our customer funds. Any major
issues or risks are reported up to our Insurance Investment
Strategy Committee (IISC). As part of the ongoing asset allocation
review process market forecasts and risks are assessed and
discussed on a monthly basis with our core fund manager and
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2.3 RESPONSIBLE STEWARDSHIP
COLLABORATION WITH ASSET MANAGERS

2020 CASE STUDIES

One of our responsibilities as an asset owner is to enable and
support our asset managers to have the right conversations and
achieve the best outcomes in line with our overall objectives. We’ll
achieve much greater progress by working together and leveraging
our partners’ influence with companies they invest in and their
stewardship resources.

We’ve been working with one of our main asset
managers to support them in their commitment
to improve their ESG practices, including
suggesting that they joined Climate Action
100+, which they have since done.

We also seek to ensure our asset managers’ activity doesn’t
undermine our own activity or our priorities as a steward of
the assets we are responsible for. This is achieved through
strong governance and oversight. Although we’re resolute in
our expectations and the consequence of non-compliance, our
success is built on collaboration and negotiation with our asset
managers where we support and encourage them to exercise their
shareholder rights in a way that accelerates change and benefits
our customers.

The asset manager’s senior leadership has since
committed to integrate sustainability more fully into its
risk management and portfolio construction processes.
For example, the company is now removing investments
with the highest sustainability-related risks from its
portfolio, launching new products with stricter screening
criteria for fossil fuels, and renewing its commitment
to achieving transparency and sustainability in its
investment stewardship activities.

STEWARDSHIP GOVERNANCE
We conduct monthly and quarterly meetings with our Tier 1 and
Tier 2 asset managers, as appropriate, where we oversee their
engagement activity and ESG integration, and discuss specific
activities with investee companies which are relevant to our
stewardship priorities.
For example, when a significant vote is approaching, we discuss
the manager’s approach to it and provide our views. Asset
managers provide us with quarterly updates that outline the
stewardship activity they have been involved in over the previous
period.

We’ve worked to resolve a concern with an
asset manager as a result of a recent vote that
went against our stance on climate resolutions.
We identified that one of our asset manager
partners delegated their vote on a climate
resolution against a large European bank
because it perceived there was a conflict of
interest. As a result, the independent body to
which the vote had been delegated voted in a
manner contrary to our stewardship beliefs.

This allows us to review their actions, ensure they are in line with
our principles and challenge any particular actions or lack thereof.
It also enables us to identify whether expected actions have been
taken as a result of any prior concerns or requests for activity that
we have raised.

EXPECTED STANDARDS AND ESCALATION
Compliance with our Stewardship Policy is mandatory for Tier
1 asset managers and Tier 2 managers must adhere to it on a
'comply-or-explain' basis and ongoing compliance with the UK
Stewardship Code is required on a ‘comply-or-explain’ basis. The
investment mandates include a requirement to provide services
in a way that is consistent with the UN Principles for Responsible
Investment (UN PRI), of which we are signatories. We also require
these asset managers to report to the UN PRI.

We’ve investigated why this occurred and how we could
mitigate the risk of similar events happening in future.
We’ve discovered that the asset manager’s guidelines
for proxy voting hadn’t been updated to align to the
manager’s publicly stated principles. We’ve asked for
these to be updated and the manager is keeping us
apprised of the progress. Where conflicts arise in future
on significant votes, Scottish Widows’ preference will
be to direct votes, rather than them being deferred to an
independent body which is not bound by our Stewardship
Policy.

We encourage our Tier 3 managers, where we don't own the
mandate, to comply with our Policy. Additionally, we also closely
monitor their ratings assigned by a credible non-profit third party
like UN PRI or ShareAction. We have no authority to compel them
to take action on stewardship, but we can remove them from our
fund offering if they do not meet expectations.
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2.4 OUR STEWARDSHIP THEMES
We believe we can have most impact by focusing on a small number of specific ESG themes to drive value for our customers and society.
Our core priorities are defined on a three-year rolling basis by our Insurance Investments Strategy Committee and reviewed annually for
continued effectiveness. For the current period that started in 2020 our themes are:

CLIMATE & CARBON

BOARD DIVERSITY

We support the ambitions of the Paris
Agreement to limit global warming by
transitioning to a low carbon economy.
We aim to accelerate this transition by
focusing on engaging with the companies
in our investment portfolios which have
the highest greenhouse gas emissions.

We believe better decisions are made when
there is cognitive diversity on company
Boards. We plan to engage with our investee
companies to achieve better corporate
governance through broader diversity and set
this as a standard against which we expect
those companies to perform.

CLIMATE & CARBON
We have chosen Climate and Carbon as one of our focus themes because:
• A rapid and successful net zero transition will support better outcomes for our customers and broader society
• Climate change risks and opportunities have the potential to materially impact the companies we invest in and we need to support them
to manage both successfully
• Our customers care about climate change and expect us to manage the financial risks appropriately*.
Taking action over the next 10 years is crucial to protect our planet and economy, guiding our ambition requiring us to reduce our carbon
emissions by 50%, to mitigate the worst effects of climate change. Financial services has a key role to play in driving the reduction of
emissions and increasing capital allocation towards low-carbon technologies, and for this reason we put climate change at the centre of our
Stewardship approach.

CLIMATE METRICS
Emissions of investments
'We believe it is appropriate to provide more financial information on financed emissions, although we also recognise this is a rapidly
developing area, with evolving and sometimes limited data availability, data completeness and calculation methodologies.
We expect these areas to continue to improve in 2021 and beyond, helping us to refine our approaches, estimates and understanding of the
climate risk within our portfolios. However, in order to enhance disclosure, whilst recognising these limitations, we detail our estimated view
of the 2018 financed emissions for our Customer funds in the table overleaf.'
We are disclosing 2018 emissions as there was more comprehensive company emissions reporting data available at the time of calculation.
We have used the emerging industry standard for calculating financed emissions developed by the Partnership for Carbon Accounting
Financials (PCAF) and using the S&P TruCost carbon dataset as a key input. The current figures include financed emissions from listed
equities, corporate bonds and cash. Given this is a new discipline that will continue to develop and evolve, it is expected that these numbers
may change in the future and may require restatement as methodologies for calculating financed emissions mature, and data availability and
quality improves.
As currently recommended by PCAF, the financed emissions estimate only includes Scope 1 and 2 emissions of investments. Off balance sheet
contingents or areas where there is no methodology, such as derivatives and government bonds, are not included. Cash is included on a zero
emission basis, in line with the PCAF methodology.
Customer assets are governed by the Responsible Investment and Stewardship Framework, Stewardship Policy and Exclusions Policy. We will
be further developing our approach to reporting appropriate climate metrics and targets for our investments and will set a baseline for the
recently announced Net Zero strategy.
*Customer Research detailed in Section 5.1
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2018 ESTIMATED FINANCE EMISSIONS

Scottish Widows
Customer Assets1

Total Governed
Assets Under
Management
(AUM), £

AUM in scope
according to PCAF
methodology, £

Per cent of AUM
for which emission
data is available

Estimated total
MtCO2e (Scope 1
& 2 emissions, for
investments where
data is available)

Emissions (tCO2e)
per £1m invested
(where data is
available)

120 billion

111 billion

70%

14.2 MtCO2e

168 tCO2e /
£million invested

1 Includes unitised and with-profit fund assets held within the Life and Pension funds of Scottish Widows Limited and mutual funds managed by the LBG Authorised Corporate Directors:
Scottish Widows Unit Trust Managers Limited and HBOS Investment Fund Managers Limited. Excludes Scottish Widows Administration Services Limited.

COGNITIVE DIVERSITY ON BOARDS
We believe cognitive diversity in leadership – including individuals who have different styles of problem-solving and can offer unique
perspectives because they think differently - leads to better long-term value creation for the companies we invest in and, hence, our
customers. Research shows that companies in the top quartile for gender diversity on executive teams are more likely to outperform on
profitability and to have superior value creation.
Both of our stewardship themes reflect the need for us to serve the interests of our customers; we see the selection of these priorities as
responding to the systemic risk of global warming and the market-wide risk of groupthink on boards.
The most gender-diverse
companies globally
outperformed their regional
benchmarks by…

Firms with female CFOs are
more profitable and
generated excess profits
of…

1.7%

$1.8trn

outperformed1

2002-20192

In 24 months post
appointment, female CEOs
saw an increase in stock
price momentum of…

Top quartile companies for
ethnic/cultural diversity at
exec level were more likely
to have industry leading
profitability by…

20%

33%

2

3

Sources: 1 FT “Diverse Companies Do Better ” 2019; 2 S&P Global “When Women Lead, Firms Win” 2019, Russell 3000 universe; 3 McKinsey & Co “Delivering Through Diversity” 2018

BROADER STEWARDSHIP THEMES
Climate Change and Board Diversity are not the only risks and opportunities for our funds. So we aim to capture a broader range of
sustainability themes in our stewardship practices by excluding UN Global Compact (UNGC) violators from our investments. This focuses our
engagement on firms which are not meeting expectations in areas such as human rights and labour practices.
We also support our asset management partners to engage on a broader range of ESG themes on our behalf. We continue to consider other
ESG themes and aim to extend our capacity to engage on further themes in coming years.

Research we carried out in 2020 confirmed our decision to make climate and carbon a stewardship priority. Our survey of pension
savers showed the most popular sustainability investment theme was the low carbon transition, with a 66% approval rating.
Diversity in leadership received a 51% approval rating. This slightly lower score was perhaps driven by the fact that it’s harder
for people to visualise how diversity can impact investment returns. We are, nonetheless, encouraged that for more than half
of respondents the diversity theme resonated. Our decision to make it one of our priorities is backed by extensive research and
consultants’ opinion.
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2.5 HOW WE IDENTIFY ENGAGEMENT TARGETS
CLIMATE & CARBON,
We focus our engagement activity on high emitters in which we have a substantial investment.

Identify our material investments

Identify highest emitters

Order our investments according to size across
all types of assets that we hold in a company.
c.20% of our investments sit in our top 100
holding companies

Focusing on the top companies, we identify
which are the highest emitters as identified
by Climate Action 100+1

We also take direction from the key concerns raised through industry initiatives of
which we are members. This includes involvement in shareholder resolutions or
focusing on particular sectors where it has been identified that significant action can
be taken on carbon transition.

Our immediate
engagement priorities
are those companies in
our top holdings that
are flagged as high
emitters by CA100+,
additionally layered
with the MSCI Global
Industry Classification
Standard

BOARD DIVERSITY
We’ll also target our most material holdings when engaging on Board Diversity. We expect these companies to meet the
minimum guidelines aligned to the Hampton-Alexander and Parker reviews, which is 33% female representation across
Boards, Executive Committees and Direct Reports by the end of 2020 and at least 1 Director from an ethnic minority
background by 2021. We also plan to engage directly with our top holdings to encourage Gender and Ethnicity Pay Gap
reporting, as relevant.

OUR EXCLUSIONS
Policy states that we will not invest in companies which are UNGC violators. Where a company represents more than
0.5% of a relevant stock market index, it will be flagged as a priority engagement target. We’ll use our scale to influence
for change over a three-year period. If there’s no change after that period, the company will no longer be exempt from our
policy and we’ll consider selling out of our investment. Where a company represents less than 0.5% of a relevant stock
market index, we don’t engage but sell out of our investments. This is because our investments in these companies are too
small to enable us to influence them to change. We focus on cases that would make the most difference.

LEADING WITH OUR EQUITY AND BOND HOLDINGS
WITH AN INTENT TO MAKE AN ENTITY-LEVEL IMPACT

A DATA-DRIVEN APPROACH
We use third-party data to identify engagement priorities for
Board Diversity. We currently use publicly available information
such as CA100+ to identify which investee companies to engage
with on climate and carbon targets as this has allowed us to easily
assess the highest emitters in our material holdings so that we
could quickly mobilise key stewardship activities. As we continue
to develop our overall approach to responsible investment and
climate change, we continue to investigate a range of solutions to
both support risk analysis and net zero alignment assessments.

Our stewardship and engagement activities are currently led by our
equity and bond holdings as they represent the largest proportion
of our assets under management. Our activity is focused at entity
level, meaning that as we work with our investee companies
to improve sustainability practices, we’re improving the ESG
credentials of both the equity and fixed interest assets associated
with that entity. We plan to extend our stewardship activity to
further assets in due course.

MAKING IMPROVEMENTS TO ENABLE MORE EFFICIENT STEWARDSHIP PROCESS
At the end of 2020, we put an engagement process framework in place to make our stewardship activity more efficient and
streamlined. The framework allows us to move faster and enables us to participate in more collective actions. As a result, from 2021
onwards we expect to be able to support more activities aligned to our stewardship priorities, detailing who will be engaged with and
how, as well as clear guidance on what we will do directly, what will be done collaboratively through industry initiatives and what
will be delegated to asset managers. We expect to co-operate more often with other Institutional Investors and shareholders, when
exercising our rights, towards achieving a common change objective with an investee company or a policy advocacy outcome.

1 CA100+ is an investor initiative that seeks to ensure that the world’s largest corporate greenhouse gas emitters take necessary action on climate change. The CA100+ list includes 160
‘systemically important emitters’, accounting for two-thirds of annual global industrial emissions.
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2.6 ENGAGING DIRECTLY WITH INVESTEE
COMPANIES TO DRIVE POSITIVE CHANGE
Although we typically delegate authority for engagement to our asset management partners, there are some circumstances where we
choose to engage with our investee companies directly. This would be when the company is a key holding, the issue raised falls under one
of our priority themes, or we’re engaging as part of a coalition with other investors. To date, we’ve focussed on UK-administered companies
reflecting the fact our customer base is overwhelmingly in the UK.
We have a range of shareholder tools that we can employ:

VOTING

ENGAGEMENT

Although voting is largely delegated to our asset manager partners,
we reserve the right to direct voting on matters related to our core
priorities as defined in Stewardship & Engagement Priorities. We have
not been involved in any direct voting or shareholder resolutions in
2020, but we present the results of our delegated votes in section 2.8

We select which companies to engage with according to our
priorities as defined in section 2.4 of our Stewardship Policy and
where we see the opportunity to effect material improvement.
Engagement activity includes but is not limited to:
i. meeting Company Board Chairs or Boards
ii. holding meetings with executives and senior leaders
iii. writing CEO letters.
Throughout the engagement process, we maintain an open
dialogue with the investee company regarding our goals,
priorities, and expected timeframe in which progress should be
made.

OTHER MECHANISMS
Where applicable, we will make full use of the range of rights allowed
us by our shareholder status. The includes, but is not limited to:
i. Co-filing and signing shareholder resolutions
ii. Meeting Company Board Chairs and other Board members
iii. Holding meetings with companies’ management
iv. Writing directly to companies to raise concerns
v. Raising key issues via companies’ advisers.

ESCALATION
Where a company doesn’t make sufficient progress on our expectations of them, we can use our shareholder rights to challenge it and, where
possible, will divest where it is clear that progress will not be made. Some of our investments are in pooled funds, which means we are unable
to divest from individual companies within those funds if they are not making the progress we expect on our stewardship priorities. In these
cases, we would divest from those funds where we have control and, where we don’t have control, we will continue to apply other means of
escalation available to us such as issuing public statements.
Our engagement works at an entity level so any positive steps that an investee company makes following our efforts will benefit both our
equity and bond holdings in that company. We don't engage with private firms which only have public debt; these are however captured by
our Exclusions Policy.

STEWARDSHIP CONFLICTS OF INTEREST
Stewardship and Responsible Investment have their own set of conflicts that impact the way we can engage with investee companies. So
our Stewardship Policy is underpinned by a stewardship-specific conflicts analysis, which is reviewed annually alongside the overarching
Conflict of Interest Policy that covers the insurance division of the Group including, but not limited to, those related to cross-directorships.
Any additional specific conflicts like those arising from asset class focus are linked to the Manager’s Conflicts of Interest policies, which we
monitor. Our Stewardship-related conflicts fall into two categories: those related to being part of Lloyds Banking Group, and those related to
being a pension provider.
Having a commercial interest in an investee company

Being both a division of LBG and an investor in the group

The primary potential conflict is that we may have a commercial
interest in an investee company that has been flagged as an
engagement target. We may be the provider of their company
pension scheme or they may be a client of the Group’s commercial
banking division, for example. We mitigate this conflict by having
a clear separation between our stewardship function and our
distribution functions.

Engaging with LBG, as we do with other investee companies which
are our largest holdings, presents a potential conflict between the
interests of the bank and outcomes for our customers. However,
our approach is to hold LBG to the same high standards as we
do its peers. This principle has been agreed by our Responsible
Investment Committee to protect the interests of our customers
and the value of their investments.

The case study of engagement with a large European bank in section 2.3 serves as a useful example here; one reason we didn’t vote
ourselves at the AGM was that we hadn’t yet established a specific conflicts of interest procedure as part of our Stewardship Policy.
The stewardship-specific conflicts of interest procedure agreed by the Responsible Investment Committee now provides a set of
actions we can take to represent our members’ interests. For example, when sending out engagement letters to UNGC violators, we
shared them with our colleagues in Distribution so that they could manage their relationships (where there was an overlap) but didn’t
engage in a dialogue about whether to send these letters.
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EXAMPLES OF DIRECT ENGAGEMENT ACTIVITY
We’re in a fortunate position to have been able to participate in some significant engagement activity, both directly with investee companies
and through industry collaborations. As we further embed our processes and grow our Responsible Investment team, we look forward to
leading or participating in even more direct engagements in the coming years.

2020 CASE STUDIES

July 2020

November 2020

We wrote to the CEO of a large Oil & Gas firm, asking for clarification
on actions taken to ensure it meets the commitments the company
made following a shareholder resolution in 2019 to set out a
business strategy consistent with the goals of the Paris Agreement
on climate change. Specifically, the company was asked to provide
details of its greenhouse gas emissions targets, its plans for
investment in both traditional oil and gas as well as low-carbon
technology, its plans to ensure material new capital expenditure is
consistent with the Paris Agreement, and how performance against
these plans will be integrated into executive remuneration.

We announced our Exclusions Policy which was
viewed positively by market commentators. We’ve
selected three exclusions categories which reflect
customer research we undertook, market practice,
and areas of investment risk. Our overarching
principle is to keep exclusions to a minimum,
cutting out areas of highest perceived investment
and reputational risk. Together with our fund
manager partners we use our scale and active
stewardship approach to drive positive change in
the companies we invest in.

The company has subsequently set an ambition of reaching net zero
by 2050 or sooner. Its response to our CEO letter includes specific
interim milestones on how they plan to achieve this ambition
including, but not limited to, the following targets by 2030:
1. A 10-fold increase in investment in low carbon, from $500m to
$5bn
2. A 40% reduction in Oil & Gas operations, amounting to 1 million
barrels per day
3. A reduction in operational emissions of 30-35%

We’ve identified £440m of investments that have
not met our ESG standards and will undergo a
period of divestment. This includes investments
in controversial weapons and companies which
derive revenue from thermal coal and tar sands.
We’ve chosen to divest rather than engage with
these companies as we feel their businesses are
fundamentally mis-aligned with our investment
beliefs and sufficient change would not be possible
to ensure we continue to protect the long-term value
of our customers’ assets.

August 2020
We wrote to the CEO of another large Oil & Gas company,
encouraging it to accelerate its efforts on low carbon transition and
to showcase its strong leadership to the market, as well as asking
for clarification of its plans for capital expenditure post Covid-19, to
ensure this aligns to a green recovery.
In response, the company informed us it has set a net zero target
on absolute emissions by 2050 and has introduced short-term
emissions targets to achieve this which are linked to remuneration.
We’ve been assured it is on the way to meeting the first shortterm target of a 2-3% net carbon footprint reduction by 2021. It
has confirmed that approximately 60% of its capital is invested
into Leading Transition or Emerging Power businesses and that
it’s replacing coal with Liquid Natural Gas, which will provide a
45-55% greenhouse gas emissions reduction when used for power
generation.
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December 2020
As part of the implementation of our Exclusions
policy, 9 companies have been flagged as priority
engagement targets due to their substantial size
(>0.5% of their relevant market indices).
In December, we wrote to the CEOs of these
organisations to inform them they are now flagged
for exclusions under UNGC requirements. We asked
them to take corrective action and keep us informed
of their progress, allowing them 3 years to come
off the violators list before we consider them for
divestment, as required by our policy.
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2.7 RESULTS OF DELEGATED ENGAGEMENT ACTIVITY
Over 2020, we’ve been working with our asset manager partners to closely understand their engagement initiatives on a quarterly basis.
This section outlines the engagement activity that our asset managers have undertaken on our behalf, in relation to the holdings we have
with them. We use this data to guide our discussions with our managers on actions and outcomes, and it also helps inform our own ongoing
engagement priorities.
This information includes a breakdown of the specific themes under Environmental, Social and Governance categories. As asset owners, we
ensure the scope of the fund managers’ activities is across all geographies and discuss the relevant nuances during oversight and governance
meetings. Our own activities are guided by our priority themes and focussed on our most material holdings, spanning multiple geographies.
We discuss our priority themes in depth with our asset manager partners in our regular meetings.
For this report, we have provided an overview of the engagement activity undertaken by our core Tier 1 and Tier 2 asset managers, which
supports our ongoing assessment of their stewardship performance. We also include an analysis of these engagement activities across on Top
20 holdings, which are identified by adding our investments in shares and corporate bonds directly held in SW investment mandates across
customer and shareholder assets, but also the passive funds we hold in our main workplace pension default funds.

ENGAGEMENT ACTIVITIES UNDERTAKEN BY OUR ‘TIER 1’ MANAGERS* - SCHRODERS AND
ABERDEEN STANDARD INVESTMENTS
ENGAGEMENTS ACROSS OUR TOP 20 HOLDINGS
21

SW Priority Engagement themes Top 20 companies

Environmental
Social
Governance

79

Climate & Carbon

Board Diversity & Quality

14

10

39

FIRMWIDE ENGAGEMENT ACTIVITIES BY KEY THEMES
Asset Manager 1 Top 10 Engagement
Themes

Engagements
in 2020

Asset Manager 2 Top 10 Engagement
Themes**

Engagements in
2020

Remuneration

451

Labour & Human Capital

214

Corporate strategy

448

Environment

178

Board structure

394

Board Matters

172

Governance oversight

285

Climate Change

167

Transparency and disclosure

212

Strategy

164

Climate Change

169

Reporting & Disclosure

159

Human capital management

168

Remuneration

125

Diversity

166

Social Issues

94

Human rights

151

Business Conduct

89

Environmental policy/strategy

142

Risk

83

Different managers often have different criteria for recoding individual engagements, and therefore we would offer caution on comparing managers records on a given theme.
*	These are managers of Scottish Widows mandated funds, the part of the portfolio where we hold direct control of the investment mandate (please refer to Section 1.3 for details).
Together these two managers manage most of our mandated funds.
** Related to 508 ESG specific meetings
Each manager also publishes their firm-wide stewardship reports on their website.
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ENGAGEMENT ACTIVITIES UNDERTAKEN BY OUR ‘TIER 2’ MANAGERS* - BLACKROCK AND
STATE STREET
ENGAGEMENTS ACROSS OUR TOP 20 HOLDINGS
72

Environmental

SW Priority Engagement themes Top 20 companies

Social
Governance

133

Climate & Carbon

Board Diversity & Quality

16

15

52

FIRMWIDE ENGAGEMENT – KEY THEMES, REGIONAL BREAKDOWN AND ENGAGEMENT
ACTIVITIES UNDERTAKEN
Key engagement themes:
•
•
•
•
•
•

Climate Change
Environment Risks & Opportunities
Gender, Racial & Ethnic Diversity
Human Capital Management
Board Quality
Executive Compensation

23%
Americas

52%

Asia-Pacific
Europe, Middle East and Africa

25%

Asset Manager 1 Top 10 Engagement Themes

Asset Manager 2 Top 10 Engagement Themes**

2,100 Companies Engaged

2,400 Companies Engaged

3,501 Engagements

2,412 Engagements

Covering 65% of Equity Assets

Covering 78% of Equity Assets

*These are managers of the underlying components of our Multi-Asset Pensions funds (please refer to Section 1.3 for details).
Each manager also publishes their firm-wide stewardship reports on their website.
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2.8 VOTING AND VOTING RECORDS
Our delegated asset manager partners cast votes on behalf of our cutomer funds. It’s important we ensure these votes are being cast in line
with our priorities and in the best interests of our customers.
To do this, we meet regularly with our asset manager partners to discuss upcoming votes and how we would like our votes to be cast. We also
request voting records from them on a quarterly basis which we review. Additionally, we try to influence our managers to join shareholder
resolutions, where they are aligned to our stewardship objectives.
Although we can’t dictate how votes are cast for Tier 2, 3 and 4 funds, we do engage with asset managers of our Tier 2 funds to ensure
alignment with a view to influencing their decision, where possible. As we often hold shares in a particular company that features in the
investment portfolio of a number of funds managed across various asset managers, a key consideration for us is that we do not cancel out
our votes as a result of asset managers voting in opposing directions. Where this conflict arises, we aim to persuade those asset managers
wanting to vote out of line with our priorities to at least ‘abstain’ so that votes cast by other asset managers that are aligned to our thinking
are not negated.
One of our strategic asset manager partners updated its voting policies in the latter part of 2020. We’ll be watching closely to ensure it votes
in line with its public statements.
In 2020, we’ve worked to build the infrastructure for effective stewardship activity, including delivering an engagement framework to guide
our activities. As part of this we’re establishing a formal position and process on voting on our priority themes over 2021. We’ve already
embedded monthly/quarterly meetings with Tier 1 asset managers into our process and are working towards a regular process for taking part
in specific votes.

PROCESS FOR MANAGING VOTING RIGHTS WITH T1 ASSET MANAGERS

MONTHLY/
QUARTERLY
MEETINGS WITH
TIER 1 ASSET
MANAGERS

CONSIDERATION
OF WHETHER
WE NEED TO
INSTRUCT VOTING
ON INDIVIDUAL
RESOLUTIONS

IF DECISION IS
MADE TO VOTE
DIRECTLY

• Forward-looking
conversations with
important upcoming votes
identified

• Aim to achieve a consistent
position across all assets,
regardless of which fund
manager is managing them

• Reasoning is presented
to the Responsible
Investment Committee for
approval

• Confirmation sought on
how the asset manager
plans to vote on these
issues, when possible

• Assessment of any
potential conflicts of
interest

• The decision is taken at the
executive level
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The following is an overview of the voting history of our delegated asset managers over the last year. In addition to the voting activity
conducted by our delegated asset managers in 2020, we continued to engage with the IIGCC, ShareAction and other collaborative initiatives
to understand emerging issues so we can contribute to future resolutions aligned to our stewardship priorities.
For this report, we have provided an overview of the voting activity undertaken by our Tier 1 and Tier 2 asset managers, which supports our
ongoing assessment of their stewardship performance. We also include voting analysis for our priority themes across our Top 20 holdings,
which are identified by adding our investments in shares and corporate bonds directly held in SW investment mandates across customer
and shareholder assets, but also the tracker funds we hold in our main workplace pension default funds. For our Tier 1 managers, we provide
voting analysis for Scottish Widows' share of votes across our portfolio delegated to these managers.

VOTING ACTIVITIES UNDERTAKEN BY OUR ‘TIER 1’ MANAGERS* – SCHRODERS AND ASI
VOTING ACTIVITIES ACROSS OUR TOP 20 HOLDINGS ON PRIORITY THEMES SHAREHOLDER RESOLUTIONS
7
6
5
4
3
2
1
0
Climate & Carbon
- With Mgt.

Climate & Carbon
- Against Mgt.

Board Diversity & Quality
- With Mgt.

Board Diversity & Quality
- Against Mgt.

VOTING ACTIVITIES UNDERTAKEN ON SCOTTISH WIDOWS' PORTFOLIOS
Proposals Voted

Active Portfolio

Passive Portfolio

Environmental

47

88

Social

25

51

Governance

18,654**

37,656**

TOTAL VOTES SPLIT BY REGIONS AND SECTORS

UK
30%

24%
Aisa
Pacific

Real Estate
6%
Energy 4%
Utilities 5%

Communication
Services 5%
Information
Technology 8%

North
America
17%
Middle East & Africa 3%

15% Industrials

13%
Consumer
Discretionary

Materials 8%

22%
Europe
ex-UK

Health Care 6%

23% Financials

Consumer Staples 7%

4% Latin America

*	These are managers of Scottish Widows mandated funds, the part of the portfolio where we hold direct control of the investment mandate (please refer to Section 1.3 for details).
Together these two managers manage most of our mandated funds.
**	Includes all BAU votes on Governance and also those pertaining to governance around Environmental and Social factors
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VOTING ACTIVITIES UNDERTAKEN BY OUR ‘TIER 1’ MANAGERS* – SCHRODERS AND ABERDEEN
STANDARD INVESTMENTS
VOTING ACTIVITIES UNDERTAKEN FOR SCOTTISH WIDOWS MANDATED PORTFOLIOS SPLIT BY
PRIORITY THEMES AND SHAREHOLDER RESOLUTIONS
Active portfolios

With
M'gmt

Against
M'gmt

Total

Passive portfolios

With
M'gmt

Against
M'gmt

Total

Climate and carbon

79.5%

20.5%

39

Climate and carbon

53%

47%

55

Board diversity/Quality

80.0%

20.0%

5

Board diversity/Quality

62%

38%

16

Shareholder resolutions

67.6%

32.4%

445

Shareholder resolutions

74%

26%

1050

*These are managers of Scottish Widows mandated funds, the part of the portfolio where we hold direct control of the investment mandate (please refer to Section 1.3 for details).
Together these two managers manage most of our mandated funds.
Each manager also publishes their firm-wide stewardship reports on their website.

VOTING ACTIVITIES UNDERTAKEN BY OUR ‘TIER 2’ MANAGERS* - BLACKROCK AND STATE
STREET
VOTING ACTIVITIES ACROSS OUR TOP 20 HOLDINGS ON PRIORITY THEMES SHAREHOLDER RESOLUTIONS
16
14
12
10
8
6
4
2
0

Climate & Carbon
- With Mgt.

Climate & Carbon
- Against Mgt.

Board Diversity & Quality
- With Mgt.

Board Diversity & Quality
- Against Mgt.

FIRMWIDE VOTING ACTIVITIES BREAKDOWN
Tier 2 Managers

Meetings Voted

Proposals Voted

Asset Manager 1

17,008

160,769

Asset Manager 2

19,730

176,680

*These are managers of the underlying components of our Multi-Asset Pensions funds (please refer to Section 1.3 for details).
Each manager also publishes their firm-wide stewardship reports on their website.
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3.1 MOVING FORWARD ON RESPONSIBLE INVESTMENT
We published our Responsible Investment and Stewardship Framework at the start of 2020 to
articulate our ambition, which included our six principles for Responsible Investment and our
Stewardship Commitments. In this we stated that our decisions on asset allocation, manager
selection, fund research and engagement activity are guided by this framework and these principles
are integrated into our overall investment policy, rather than being focussed on a subset of
sustainable funds.
In this section we provide details on the progress we have made on Responsible Investment, as well
as providing an overview of our investments.

INVEST
RESPONSIBLY

SEEK TO
INTEGRATE
ACROSS ASSET
CLASSES

OUR
RESPONSIBLE
INVESTMENT
FRAMEWORK

REDUCE
PORTFOLIO
CARBON
FOOTPRINT

FUND RANGE
ALIGNED TO
CUSTOMER VALUES

RESPONSIBLE INVESTMENT PRINCIPLES

1

OPERATE
AN EXCLUSIONS
POLICY

PRIVATE MARKET
INVESTMENT
OPPORTUNITIES

INVEST RESPONSIBLY
We will be a responsible investor. We will strive to protect our investments from material ESG-related risks and
seek to capitalise on ESG-related opportunities.
Our due diligence processes for third party manager selection now includes the assessment of ESG credentials. New
managers must be UN PRI and Stewardship Code signatories.

2

OPERATE AN EXCLUSIONS POLICY
To help us manage downside risk, we will take a position on the companies we will not support and will implement
exclusions throughout funds managed or mandated by us.
We’ve created an Exclusions Policy which applies across all our investments, including fixed income, to take into account
ESG considerations, identifying £440m to be divested. We also strive to influence our investment partners to apply the
exclusions to the external pooled funds they manage on behalf of a broad range of institutions to benefit more UK pension
savers. For example, Early success of our engagement with one of our partner asset managers has led the investment
manager to introduce an exclusions policy for all their Europe-domiciled passive funds totalling over £20 billion, leading
to an additional divestment of approximately £280 million within our customer pension portfolios.

3
4

REDUCE PORTFOLIO CARBON FOOTPRINT
We will aim to reduce the carbon intensity of our whole portfolio by 50% by 2030 and achieve net zero by 2050.
We invested over £2bn into climate-aligned investments, which resulted in 10% of equities of our Workplace Pension
default now allocated to a new Climate Transition World Equity fund, which we developed and launched with BlackRock.

FUND RANGE ALIGNED TO CUSTOMER VALUES
We will aim to offer an industry-leading fund range to our customers to help support causes that are close to their
hearts while growing their savings for the future.
We’ve launched a range of new sustainable and impact funds for our pensions customers.

5
6

SEEK TO INTEGRATE ACROSS ASSET CLASSES
We will seek to extend our responsible investment principles into all asset classes over time.
For example, Schroders, our strategic partner for active management, achieved full ESG integration by the end of 2020.
For our passive and pooled investments, our investment manager partners demonstrate active stewardship, which we
oversee, influence and enhance with our own targeted activity.

PRIVATE MARKET INVESTMENT OPPORTUNITIES
We will work with policymakers and industry participants to promote private market investment opportunities
required to successfully transition to a lower carbon economy.
We continue to make Direct Loan investments in green infrastructure and social projects, currently lending more than
£8 billion from our annuity assets to support housing, higher education, sustainable energy and infrastructure projects,
supporting low-carbon transition and making a major contribution to LBG's strategy on Helping Britain Prosper.
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3.2 RESPONSIBLE INVESTMENT EXAMPLES
MANAGER SELECTION

DIRECT LOAN INVESTMENTS IN GREEN
INFRASTRUCTURE AND SOCIAL PROJECTS

Our due diligence process undertaken when selecting new
managers now requires us to take account of ESG considerations.
We also introduced a requirement that all new asset managers
are both UN PRI and UK Stewardship Code signatories. For the
Scottish Widows Master Trust, this requirement already applies to
all its managers.

We currently lend more than £8bn from our growing annuity fund
to support housing, higher education, sustainable energy and
infrastructure projects, supporting low-carbon transition and
making a major contribution to Helping Britain Prosper.
We’ve advanced more than £400m to support environmental
initiatives, including wind and solar renewable energy projects.
Following our £178m investment in the Hornsea One offshore
wind farm, currently the world’s largest offshore wind farm with
capacity to power more than one million UK homes, we recently
committed £96m for our first onshore wind farm investment.
We’ve invested £62m in UK solar farms and have also loaned
£66m to support plans for the roll-out of smart meters across the
UK, helping households to potentially save money and cut carbon
emissions.

In 2020 we moved the management of our mandated active
investments to Schroders, which committed to integrate ESG
considerations into all its investments by the end of 2020. This
means ESG considerations will be embedded at all stages of
the investment process, from research and valuation, portfolio
construction, to any decision made on whether to buy, sell or
hold certain assets. For the Scottish Widows Master Trust, this
requirement covers all their managers already.

ALLOCATING £2BN INTO NET ZEROALIGNED PENSION INVESTMENTS AND
EXPANDING OUR FUND RANGE

Our annuity fund has committed more than £750m to address
the continued housing shortage in the UK, including the provision
of more than 7,000 quality rental homes and more than 2,500
specialist residential beds. In particular, we recently made a
£120m loan to fund the supply of high-quality accommodation
to the homeless, supporting vulnerable groups such as women
fleeing domestic violence, ex-servicemen and women, prison
leavers, people with mental health problems and those suffering
from drug and alcohol abuse. We have also made more than
£3.5bn of loans to UK social housing providers, which offer people
an affordable, long-term and secure housing option.

In 2020, we worked with BlackRock to design a new investment
fund that manages exposure to climate risk, provides exposure to
opportunities and aligns to the goals of the Paris Agreement. The
fund does this by applying tilts to an index, which result in a lower
carbon footprint of investments, while also increasing investments
in climate solutions. As a result, compared to its global equity
benchmark, the fund is expected to have emissions which are
50% lower and 60% more green revenue streams .

These long-term investments have important ESG credentials
and provide an excellent match with our annuity fund liabilities,
enabling us to deliver stable returns for our retired customers. Our
commitment to ESG investing will continue during 2021 – we’ve
recently created a new role within our Shareholder Investments
team wholly focused on ESG and we plan to use our capabilities
to make further sustainable investments across a range of sectors
including housing and infrastructure.

Our ~£2bn seed investment, as at Dec 2020, equates to an initial
10% allocation of our workplace pension default – Pension
Investment Approach (PIA). By integrating the new fund into the
default proposition it benefits a wide customer-base. Because the
vast majority of workplace scheme members’ contributions go
into PIA, evolving it to improve its ESG characteristics was very
important to us. It means that members who aren’t making active
investment decisions now have ESG considerations embedded
into their underlying investment strategy. We plan to increase the
allocation to climate-aligned funds over the next 5 years.
We endeavour to support a market-wide transition by making the
BlackRock Climate Transition World Equity Fund available to all
market participants, rather than using it as a restricted mandate
or having an exclusivity clause. We hope that our investment in
research and development can provide a societal benefit as well as
providing long-term value to our customers.
We’ve expanded our fund range to provide more elective funds
focused on environmental and ethical themes, with further fund
launches planned in 2021. Our new thematic funds are fully
ESG-integrated, with some equity funds now focused on ‘impact
investing’, i.e. investments made with the intention to generate
positive, measurable social and environmental impact alongside a
financial return.
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3.3 OUR EXCLUSIONS POLICY
We’ve embedded an Exclusions Policy that applies across all our mandated and managed investments, to further integrate ESG considerations
and continue to implement our Responsible Investment principles. Our policy mitigates long-term investment risk by excluding companies
which exhibit behaviours that pose the most severe risk due to the nature of their businesses and the fact that their future profitability may
be compromised by changing societal preferences and regulatory shifts. Since these exclusions apply at an entity level, they cover both
equities and corporate bonds.

SUMMARY
1. We will not invest in companies where 10% or more of their revenue is derived from Thermal Coal and/or Tar Sand
operations
2. We will also not invest in companies deriving their revenue from the manufacture of biological and chemical weapons,
cluster bombs and anti-personnel mines
3. We will not invest in companies that fail to comply with UN Global Compact principles

THERMAL COAL

We’re working with our fund manager partners to begin divesting
from firms that pose the most severe investment risk due to the
nature of their businesses as per our policy.

Thermal coal accounts for two thirds of CO2 emissions from
power generation. It is believed that power plants using coal
could push emissions well beyond a 2°C scenario; the point at
which it is believed the effects of climate change start to become
catastrophic. Tar sands are also an extremely carbon-intensive
form of energy and a serious cause of environmental pollution. The
carbon and climate change impact of these sectors are not aligned
with our long-term investment strategies and beliefs.

These exclusions will be applied across the group’s life, pension
and OEIC funds - including our workplace default - and will apply
to our own index trackers as well as our active funds. We’re also
working with our strategic investment partners to apply the
exclusions to the external pooled funds they manage on behalf of
a broad range of institutions to benefit even more UK savers in the
future.

UNGC VIOLATORS

Maria Nazarova-Doyle, Head of Pension Investments at Scottish
Widows, said:

The UN Global Compact (UNGC) is the world's largest voluntary
corporate sustainability initiative, working with companies to
align strategies and operations with universal principles on human
rights, labour, environment and anti-corruption, and take actions
that advance societal goals. We’re a signatory to the UN Global
Compact (as part of LBG) and do not tolerate slavery, trafficking
or forced labour in any part of our business or supply chain. We
do, however, have some exposure to active and passive funds
which invest in some UNGC non-compliant companies. While we
go straight to divesting with smaller holdings, where we have
a financially material holding (defined as >0.5% of a relevant
index) in a company that is in scope of the Exclusions Policy, the
company will be flagged as a priority engagement target and we
will use the size of our holding to influence for change over a
3-year period. Following that period, if there has been no material
change, the company will no longer be exempt from our policy and
divestment will be considered.

“The growth of these ‘at risk’ companies is likely to be severely
limited by future regulations and the changing views of
customers and investors, leading to significant falls in their
share prices. We’ve worked hard to implement our exclusions
across our fund range without limiting this initiative to our
actively managed funds. We recognise there’s more we can
do as a company and that this is just one step in the journey.
However, this underlines our commitment to becoming a
market leader in responsible investment and to make a real
difference.”

Our Exclusions Policy came into effect in November 2020
and we’re currently going through the implementation
period which is expected to be completed by the end of
Q1 2022. This is so that trades are made in beneficial
market conditions and over a suitable time frame so as
not to adversely impact the value of our customers’ funds.

2020 ACTION

Our policy will be reviewed annually and will develop
in line with legislative and regulatory developments,
customer expectations and market best practice.

We announced an initial divestment of £440m from companies
that have failed to meet our ESG standards.
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4.1 DRIVING PROGRESS THROUGH COLLABORATION

The 2008 financial crisis highlighted the social responsibility of the financial services industry when it comes to managing risks for
customers, businesses and the wider economy. We have further seen from the events surrounding Covid-19 how our global interconnectedness leaves societies and economies vulnerable to the catastrophic impacts of systemic risks unless collaboration occurs
across markets and governments to keep these risks at bay. We believe that climate change presents such a systemic risk and as such
aim to support transition to a low carbon economy as one of our key priorities.
As well as integrating climate considerations into our investment decisions and engaging with our investee companies to support
their transition to a low carbon economy, we’re also heavily involved in several market-wide initiatives to support low carbon
transition. We believe by collaborating with the wider industry, we can further strengthen our engagement with companies and
policymakers.

SUPPORTING THE DEVELOPMENT OF
CONSISTENT STANDARDS IN GREEN
INVESTMENTS

JOINING FORCES WITH INTERNATIONAL
INVESTORS IN THE FIGHT FOR CHANGE
The Institutional Investors Group on Climate Change (IIGCC) is the
European membership body for investor collaboration on climate
issues, representing investors with more than €33tn of assets. By
collaborating with other investors, we’re better able to influence
policymakers and investee companies. Through the IIGCC, Scottish
Widows was a driving force in gathering the requisite shareholder
support to file the BP climate shareholder resolution, contributing
towards BP now committing to becoming an “energy company of
the future”.

Scottish Widows sponsored and played a key role in the
development of a new British Standard that defines what can be
labelled as sustainable and responsible investment. This reduces
the risk of ‘greenwashing’, whereby investments are labelled as
‘green’ or ‘sustainable’, conveying a false impression that they are
more environmentally sound than they really are. This ensures
people who invest in sustainable assets can be confident that their
money is aligned to a sustainable future and that, as an industry,
we direct more capital to those assets that are making the biggest
difference.

Through the IIGCC, Scottish Widows is also a member of the
Paris Aligned Investment Initiative (PAII). This is a steering
group of leading asset owners which aims to help investors
effectively implement their ambitions to reduce carbon emissions
and increase investments in climate solutions in line with the
Paris agreement goals of keeping global warming below 2°C.
Scottish Widows has been instrumental in supporting the PAII in
developing its Net Zero Investment Framework for asset owners
to align their investments in a consistent manner to meet these
goals, leading its Listed Equity and Corporate Debt workstream. By
working in collaboration with our peers and sharing our thought
leadership, we hope to have a positive influence well beyond the
assets that we manage on behalf of our customers.

FACILITATING COLLABORATION AND RAISING
STANDARDS IN THE SCOTTISH ASSET OWNER
COMMUNITY
Scottish Widows has been instrumental in establishing the
Scottish Responsible Asset Owners Group. The Group has secured
secretariat support from the UN PRI and provides a forum to speak
with policymakers, including the PRA and FRC. The intention is to
raise the bar across the asset owner community by encouraging
those which are still in the early stages of developing their policies
and processes on ESG to join to benefit from sharing of best
practice with peers who may be more developed in this area and
thought leadership.
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USING OUR INFLUENCE TO SUPPORT A GREEN
RECOVERY

ADOPTING INDUSTRY STANDARDS FOR
RESPONSIBLE INVESTMENT

We publicly supported two open letters asking governments
to prioritise green recovery and not give up on sustainability
ambitions and investments in the wake of the global pandemic.
The first one was addressed to the UK’s Prime Minister and the
second one to all EU leaders.

Scottish Widows has been a signatory to the UN Principles for
Responsible Investment (UN PRI) via its parent group, but directly
signed up as an entity in 2020. This initiative is an international
network of investment companies working together to put the six
Principles for Responsible Investment into practice. Its goal is to
understand the implications of sustainability for investors, and to
support the PRI signatories to incorporate these issues into their
investment decision making and ownership practices.

These letters were issued by the IIGCC, the PRI and the UK
Business Group Alliance for Net Zero and called for:
• targeted public investment to support the growth of private
sector investment in low-carbon technologies

The Principles are voluntary and aspirational. They offer a menu
of possible actions for incorporating ESG considerations into
investment practices across asset classes, which we use to guide
our own responsible investment strategy and activities.

• focus on sectors of the economy that can boost the economy,
create jobs, and lower national emissions
• business stimulus packages which include conditionality,
ensuring that businesses receiving governmental support align
their strategies with climate goals.

SUPPORTING WOMEN IN RETIREMENT
Scottish Widows is a key supporter of “Insuring Women’s Futures” and the “Gender Challenge Group”, which are part of wider UK
strategies for financial wellbeing led by the Chartered Insurance Institute and the Money and Pensions Service. The core focus of
these groups is to address the gender pension gap. This ‘gap’ highlights the fact that women often have significantly less pension
income than men due to gaps in their employment history or reduced hours to look after family, and the cumulative impact over time
of women earning less on average than men. Addressing this lack of equality raises the financial wellbeing of society as a whole,
drives reduced inequalities as a sustainability goal and supports economic growth. Supporting this important initiative aligns to our
sustainability goals and supports economic growth.
Through Insuring Women’s Futures, Scottish Widows led a working group which provided recommendations for ensuring better parity
between men and women with regards to pensions sharing on divorce, which has been raised in parliament. To support this initiative,
we’ve created a dedicated website to support women in understanding and managing their pensions. It includes informative videos
that explain the implications of divorce and maternity leave on pensions savings, pensions calculators, and our annual Women &
Retirement reports. These outline challenges in preparing for retirement, industry progress on closing the gender pension gap and
practical advice for women.

PARTICIPATING IN MARKET-WIDE INITIATIVES TO IDENTIFY AND MITIGATE SYSTEMIC RISKS
Pensions Policy Institute: Scottish Widows sponsored and
actively participated in ESG research by the PPI which looks to
identify barriers to ESG investing among pension schemes and
how to overcome them.

Pensions Management Institute: Policy and Public Affairs
Committee representation to contributing to relevant policy
consultations, research and thought leadership initiatives aimed
at achieving a pensions industry fit-for-purpose.

Department of Work and Pensions: Participation in the
Taskforce for Trustee-Directed Voting to enable pension schemes
to express stewardship preferences in pooled funds.

Chartered Financial Analyst Institute: Representation on the
Pensions’ Expert panel
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5.1 A CLEAR MANDATE FROM OUR CUSTOMERS
Over 2020 we commissioned a number of pieces of independent consumer research to enable us to better understand our customers’
views on sustainability and responsible investment and their priorities and needs in this area so that we’re able to support them better. The
highlights from the surveys are shown below, but we acknowledge this is a fast growing area of interest and demand from our customers, and
this is only going to increase with time.

Our customers consider it to be the responsibility of the pension provider to make the right investment decisions to
protect and grow their pension.
Our customers felt that the more detailed decisions on where customers money is invested should be dealt with by the provider,
as they should be the experts.

Our customers expect their provider to be looking ahead in order to meet this
mandate over the long term.
When probed, ‘doing what is best’ extends to future-proofing investment, keeping up with
the times, and responding appropriately to industry changes.

61%

Sustainable investing is important to people regardless of gender, age and
income.
Nearly two thirds of respondents across all age groups said it was important to have clearly
branded fund options which allow them to invest only in environmentally and socially
responsible companies.

Our customers display a preference for clean energy and a low carbon transition
as their top sustainability theme.
This trend towards understanding the importance of protecting our planet and taking action
to stop climate change is also reflected in broader research across sectors and age groups.
Aligning investments in a way that prevents climate change also supports the mandate to
protect long term value.

56%

For the top performing theme of clean energy, over half of the customers surveyed
believe that they would be more interested in their pension investments if
sustainability funds aligned to climate were available.
This suggests that increasing investment options that consider climate and carbon could
serve to increase engagement. Across all themes, over 40% of those surveyed believed that
funds aligned to sustainability themes would increase their engagement. This could further
support our purpose of Helping Britain Prosper, as we expect increased engagement to lead
to better pension provisions.

People struggle to evaluate the financial impact that Responsible Investments have, which fuels uncertainty
around them.
Behind this sits an inbuilt perception that doing good and making money are mutually exclusive, despite increasing evidence that
ESG investments are less volatile and perform better over the long term.
Sources: Scottish Widows 2020 Retirement Report – Investing Responsibly for the Future; Scottish Widows 2020 Report, ESG – What resonates with Pensions Investors
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5.2 COMMUNICATION AND ENGAGEMENT
Communicating clearly and effectively to customers on our stewardship and responsible investment activities and outcomes is vital. From
our research, we know there is a general lack of knowledge and understanding on the topic, with some people believing investing responsibly
would result in compromising returns from their investments.

EMPOWERING OUR CUSTOMERS THROUGH EDUCATION
In line with our purpose of delivering long-term value, we offer a comprehensive education programme to pension customers which
includes information on emerging risks and ESG factors. This is delivered through a variety of channels, from in-person presentations
on site in the workplace, where the bulk of our customers are, webinars to a range of informative ‘Pensions Basics’ videos. Our
Stewardship Policy, Responsible Investment Framework, Exclusions Policy and Stewardship Report are available on our website.

FACE-TO FACE LEARNING AND ENGAGEMENT
We aim to educate employees about their pensions through onsite presentations and ‘pop up’ events. We believe this improves
engagement as many people associate their pension with their
employer and don’t always understand the role that their pension
provider plays.
We aim to help customers take a long-term view to prevent them
taking short-term actions,
for example as a result of
market downturns,
that may affect their
investments and, in
turn, the quality of
life available to them
in retirement.

ONLINE LEARNING
We host a range of “Pension’s Basics” videos on our website.
These cover topics such as “What is the Gender Pension Gap?”,
“How to make the most of your workplace pension”, “What to do
in the build up to retirement” and “How has Covid-19 affected my
pension and investments?”, along with more specific responsible
investment and climate change films.
We also leveraged the wealth of non-pensions specific financial
information available in the Group to meet a growing demand
from workplace customers to provide education and guidance
on a range of financial topics to promote Financial Wellness – be
Money Well.

SCOTTISH WIDOWS PENSIONS BUS
Our annual Pensions bus tour extends our education programme
to the broader public, as well as employers and customers,
demonstrating our commitment to improving financial wellness
across society. We visit a number of workplaces each year
(virtually in 2020), as
well as high profile
sites like shopping
centres across the
country in support
of the Pensions
Awareness campaign.
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6.1 STEWARDSHIP GOVERNANCE, REVIEW & ASSURANCE
The Board of Scottish Widows (‘Insurance Board’) approves our stewardship strategy, including alignment to the Code’s expectation
that the purpose, beliefs, strategy and culture enable effective stewardship, and strategic developments on Responsible Investments.
The RI team produces regular updates to the Board on our progress in developing Scottish Widows' stewardship approach and progress
towards embedding responsible investment principles. The Board delegates the day-to-day governance of related operational activities
to the appropriate committees within Scottish Widows, including Insurance Investment Strategy Committee and Responsible Investment
Committee.

Insurance Board

Insurance Risk Oversight
Committee

Insurance & Wealth
Executive Committee

Independent Governance
Committee

Chief Executive, Scottish Widows
Group Director, Insurance & Wealth

Insurance Investment
Strategy Committee
Delegation of authority

Data flow and/or reporting

Responsible Investment
Committee

RESPONSIBLE INVESTMENT COMMITTEE

General Insurance, Protection and Investments Director
Chief Risk Officer
Chief Operating Officer
Managing Director of Workplace Savings & Distribution
Director of Communications
Director of Investment Strategy & Execution,
General Counsel & Company Secretary
Head of Pension Investments

Executive-level members from across key business functions,
including the Chief Risk Officer, Group Protection, Pensions &
Investments Director, and Chief Operating Officer. This ensures
activity receives the required level of strategic guidance and
support from informed parties who bring a range of experience
from across Scottish Widows.

To ensure regular and in-depth scrutiny of our Responsible
Investment and Stewardship activities, we’ve established a
Responsible Investment Committee (RIC). The accountable
executive for responsible investment is our General Insurance,
Protection and Investments Director. The RIC is a sub-committee
of our Insurance Investment Strategy Committee (IISC). While
responsible investment and stewardship matters are discussed at
IISC, the RIC ensures an appropriately in-depth level of attention
is given.

FURTHER OVERSIGHT AND GUIDANCE
There are a number of Executive and/or specialist committees
providing expert oversight and guidance within their fields
on responsible investment issues. These committees include
the Insurance & Wealth Executive Committee, the Unit Linked
Investment Management Committee, the Insurance Investment
Strategy Committee, and the Customer and Product Committee.
For example, the Exclusions Policy was reviewed by the
Responsible Investment Committee and the Insurance Investment
Strategy Committee, with Risk oversight in both forums, before
being approved and coming into effect.

With strong Board support, the RIC plays a pivotal role in setting
the sustainability agenda across the business; providing the
strategic direction of our responsible investment activities and
support to ensure it is embedded throughout the organisation
and gets cascaded down into all other lines of business. While
our top-level Investment committee in the business (IISC) also
has RI matters on the agenda at every meeting, having the RIC in
addition to that as a sub-committee of IISC ensures that RI and
stewardship matters get the right level and depth of attention. The
RIC deals exclusively with responsible investment, stewardship
and engagement matters.

Critical investment decisions and commitments (including this
report) are additionally reviewed and approved by the Insurance
Board, as appropriate according to our governance structure
above. The Board also signs off the Annual Report and Accounts
for Scottish Widows. Furthermore, from 2020, our Group Internal
Audit function, which is independent of any committee, includes
responsible investment in its scope and assesses our processes
and deliverables against the commitments made in our policies
and our governance framework.

The RIC meets at least quarterly to ensure important decisions
on responsible investment and stewardship strategy and
implementation are made in a timely matter.
We recognise the companies which are most successful in
delivering change on sustainability matters are those where
change is driven from the top down. So our RIC includes
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INDEPENDENT GOVERNANCE COMMITTEE

All policies are approved by the appropriate committees at
Executive level and the Insurance Board as required. Our existing
policy framework also requires these policies to be reviewed
annually to ensure their continued effectiveness.

The Independent Governance Committee (IGC), an independent
external body which oversees our workplace pension investments,
has ESG considerations as part of its governance remit. We
present to the IGC on ESG and stewardship matters at our regular
meetings, to help them assess members’ exposure to ESG risks
and understand how we take account of ESG opportunities, while
being active and responsible stewards of our customers’ pension
savings. This provides an additional layer of governance of our
sustainability strategy and activity.

OUR FUND MANAGER PARTNERS
We ensure the activity of the fund managers of our delegated
assets is independently assessed by requiring them to report
under the UN PRI as part of our contractual arrangement. We also
expect them to become signatories to the Stewardship Code. If
our fund manager partners are not successful in being invited
to become signatories, we’ll review the feedback received from
the Financial Reporting Council (FRC), which is responsible for
the Code, to determine whether their stewardship activity hasn’t
delivered on their action plans or if we can support them to
improve their practices, with the ambition to become signatories.

Each year, the IGC also assesses the value for money our products
deliver to our customers. This assessment includes how well
the funds in which these policies are invested are managed and
whether they’re delivering what they are supposed to. Feedback
from the IGC is very valuable to us and we work hard to ensure
we incorporate any recommendations that improve the value for
money we offer our customers.

REGULATORS AND INDUSTRY BODIES
We have regular dialogue with the FRC, FCA, DWP and other
regulatory bodies, and other organisations responsible for
setting industry standards for products and customers, to
understand how we’re performing against regulatory standards
and market best practice. This dialogue also enables us to collect
feedback to improve our policies, activities and reporting. This
includes feedback on whether our reporting is fair, balanced and
understandable. For example, we took the opportunity offered to
share an early version of this report with the FRC, and acted on
its feedback in finalising the report. Separately, we continue to
engage with the PRA to develop our internal capability to respond
to emerging requirements to manage the financial risks from
climate change.

REVIEW AND MONITORING OF OUR
POLICIES
It is critical that our Stewardship and Exclusions policies are
subject to robust review and monitoring procedures, as they drive
our stewardship activity. Prior to being published, our policies go
through a rigorous review process by various functions, including
Risk, Legal, Responsible Investment and others. For example,
during the process of developing our Stewardship Policy we took
an early draft to our Policy Forum for its input, and developed
subsequent drafts through an iterative process of collaboration.
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6.2 ENABLING OUR COLLEAGUES TO DELIVER EFFECTIVE STEWARDSHIP
Our 5.5-strong Responsible Investment team, established over 2020 is led by the Head of Pension Investments. We have dedicated
Stewardship and Responsible Investment leads within the team, which consists of professionals with diverse backgrounds in responsible
investment, policy, non-profit, data and climate science. Through our Emerging Leaders Programme, a tailored rotation programme, we have
also begun hosting young trainees within the team reflecting the importance to the organisation of embedding awareness of sustainability
issues amongst its emerging leadership population. We start 2021 with a significantly larger team, with new additions including in our
Shareholder Investments team, in line with our developing ambition in stewardship and responsible investment areas.

RESPONSIBLE INVESTMENT LEADERSHIP
Craig Thornton joined Lloyds Banking Group as General Insurance Director in 2013,
he became responsible for Protection in 2016 and more recently has expanded his
responsibility to cover Investment Strategy. Craig moved from Aviva where he was UK
Life CFO and a member of the UK Board, having previously held roles as UK Commercial
Director and UK CRO. A qualified actuary by profession, Craig has significant experience
across general and life insurance as well as wholesale markets through spending 11 years
at Swiss Re. Craig was Chair of the Industry Advisory Board which supported and led to the
creation of Flood Re. Craig re-joined the ABI Board in October 2018 and has recently been
appointed Chair of ABI’s General Insurance Council.

Maria Nazarova-Doyle is Scottish Widows’ Head of Pension Investments, a new role
with dual leadership of both the Responsible Investments and Investments Propositions
functions, which was created to ensure seamless integration of RI principles into our
investments. Maria has a passion for responsible investment and is an active voice on
ESG issues, hosting regular webinars and publishing articles on sustainability issues.
Maria joined Scottish Widows in 2020 with years of experience in leading DC investment
consulting propositions with a number of employee benefit consultancies and has
a background in private equity. Her depth of pensions and ESG experience and the
uniqueness of her dual role at Scottish Widows makes her perfectly placed to drive the
integration of responsible investment into the wider investment strategy.

Dr Stephen Porter joined the Scottish Widows Responsible Investment team in November
2020 to lead the firm’s responsible investing strategy and initiatives. He brings more
than 20 years of experience in buy-side asset management and investment consulting,
and a decade of higher-education academic teaching and research in climate change and
responsible business, and investment. This range of experience provides Stephen with
rare insight into the fast-evolving ESG landscape. which he can apply to our responsible
investment propositions

Shipra Gupta joined the Scottish Widows’ Responsible Investment team in August 2020 to
lead our stewardship strategy and initiatives. She brings more than 19 years of experience
working in Management Consulting, Financial Services, Healthcare and a Social enterprise,
across developed and emerging markets. Specifically, she has spent the past 9 years of
her career focusing on ESG and Impact, embedding them into existing propositions and
developing new propositions. Shipra has also served as a Trustee on ShareAction’s Board.
Her wide-ranging experience brings new perspectives and a view of best practice in the
market, ensuring Scottish Widows’ stewardship plans are a leading example of how to
deliver long-term value to our clients and customers.
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EMBEDDING DIVERSITY INTO
RECRUITMENT PRACTICES

We have partnered with the Cambridge Institute for Sustainability
Leadership (CISL), which has delivered in-depth sessions with
350 members of our Actuarial team and the top 75 leaders in LBG,
and will continue to offer training to a broad range of colleagues.
We also sponsor colleagues, regardless of business function, to
complete the CFA Certificate in ESG Investing. The number of
colleagues who signed up for the exam increased 7-fold in 2020
compared to the previous year. This demonstrates the speed at
which our sustainability agenda is spreading and the company’s
willingness to support colleague development in this field.

As we have outlined, Board Diversity is one of our key priorities
for the companies we invest in. We believe better decisions are
made when there are a range of perspectives around the table.
We’re dedicated to delivering this at Scottish Widows too. Our
Responsible Investment team has a 60/40 female-to-male gender
split and has representatives from different cultural backgrounds.
To ensure we continue to recruit diverse talent we’ve carried out
research into unconscious bias, the results of which have been
applied to our recruitment process to ensure inclusivity.

EMBEDDING SUSTAINABILITY INTO
PERFORMANCE REVIEWS

In June 2020, the Scottish Widows Board published its standards
on board diversity. On gender diversity, female directors
accounted for 42% of the Board which is higher than the stated
objective to maintain at least 30% of the Board as women. The
Board will also aim to meet the objectives of the Parker review
for at least one Black, Asian and Minority Ethnic (BAME) Board
member by, or as soon as possible after, the target date of 2021.

As well as our commitment to upskilling our workforce, we’re
introducing sustainability-related objectives in our performance
review process for all colleagues in the investment functions from
1 January 2021. Given the diverse nature of job roles, colleague
objectives encompass the obligation to ensure ESG factors are
considered in decisions made and that ESG perspectives are
included in investment decisions. Colleague objectives encompass
the obligation to ensure ESG factors are considered in decisions
made and that ESG perspectives are included in investment
decisions.

The Board also places emphasis on ensuring diversity in senior
management roles at Scottish Widows and supports parent Lloyds
Banking Group’s objective of achieving 40% of senior roles held
by women by the end of 2020 and 8% of senior roles held by
members of BAME communities by the end of 2020, achieving
37% and 7.7% respectively. This ambition is underpinned by a
range of LBG policies to help provide mentoring and development
opportunities for female and BAME colleagues and to ensure
fairness of career progression opportunities. Progress on this
objective is monitored by the People Committee of the Board and
built into the assessment of executive performance.

To support this, we encourage all colleagues to complete our
group-wide training on sustainability. We’ll review this initiative
to evaluate its effectiveness and use the results to further develop
our approach to performance assessments and incentives. In
addition, from 2021 we are linking Executive Compensation to our
carbon reduction and diversity targets, with their scorecard linked
7.5% each towards the two KPIs.

For any recruitment at Senior Manager level and above, we insist
that at least one woman and one BAME candidate are included
on the shortlist. Final recruitment decisions are made purely on
merit but introducing the requirement for diversity in recruitment
operations ensures that we’re giving equal opportunity to
individuals to demonstrate the value that they could bring to our
organisation.

ADDITIONAL SUPPORT
Our ambition is to be a leading asset owner in Responsible
Investment and Stewardship. We recognise that given the size and
scope of our assets under management we may need to consider
further recruitment activity to deliver on our ambition for leading
practice. Despite the events of 2020, we’ve invested in external
support as we develop our longer-term plans for implementing our
Responsible Investment strategy. While our existing team worked
to put in place the necessary infrastructure for future stewardship
success and carried out stewardship activity, these temporary
team members (procured as secondments from a consultancy firm)
support us with reporting on our activities. This has enabled us to
continue to drive forward our stewardship activity and maintain
sustainability as a key future priority for the business. Where
we’ve worked with investment consultants and other service
providers, they have been sourced, and are monitored, in line
with LBG’s robust procurement processes to ensure they deliver
on our requirements. This includes both a rigorous procurement
process at the start of the engagement, as well as regular checks
on ongoing work.

EMBEDDING SUSTAINABILITY INTO
OUR CULTURE THROUGH WIDESPREAD
EMPLOYEE TRAINING
Although responsibility for delivering on our stewardship agenda
sits in the Responsible Investment team, it’s our ambition to
embed our sustainability values at all levels of the business as a
key component of Scottish Widows’ beliefs, strategy and culture
This will ensure sustainability is embedded into the day-to-day
decisions made across a wide range of business functions.
To achieve this, the Responsible Investment team delivers training
and support to colleagues, to enable them to better understand
customer needs with regards to responsible investment. The team
regularly communicates to colleagues to ensure they’re fully aware
of our strategic plans and developments.

The team is also supported by LBG’s central Sustainability function
at Lloyds Banking Group, along with a number of colleagues in
other functions, such as Risk and Finance, with sustainability and
climate risk as a core part of their remit.
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7.
LOOKING AHEAD

We welcome the Financial Reporting Council’s move to raise the bar on stewardship with its new Stewardship
Code. As an industry, we need to accelerate improvements in the quality of stewardship and engagement to
meet the vast challenges we face as a society on issues such as climate change, equality and inclusion.
In 2020, we invested heavily to establish a robust responsible
investment and stewardship infrastructure – creating policies,
processes and frameworks and building a specialist team. Having
laid the groundwork with our policies, specifically our new
engagement framework, we’re able to accelerate our stewardship
activity in 2021. The framework clearly delineates when we’ll
act, when we’ll join collaborative actions, and how we’ll decide
whether to support new campaigns. We welcome the ever-growing
market attention on ESG factors in general, and stewardship in
particular, and look forward to playing a bigger role.

IIGCC Net Zero Investment Framework, which we helped develop,
and will encourage our peers to adopt the framework too.
To inform our future focus, we’ll continue to commission research
to address risk-mitigation in our investment portfolios and help us
uncover, better understand, and positively influence issues facing
society to support the long-term wellbeing of our customers.
We’re also working with a technology partner to develop a web
tool to boost customer and member engagement on ESG issues.
Pension scheme members will be able to see and understand the
impact their pension investments have on the world around them.
The tool will also help guide our fund range development and
stewardship initiatives on an ongoing basis.

Alongside dialling up our engagement activities on cognitive
diversity on Boards and climate change, our biggest focus for
2021 will be on initiating work to align all our investments with
limiting global warming to 1.5°C above pre-industrial levels by
targeting net zero carbon emissions in our investments by 2050.
To achieve this goal, we’re targeting significantly increasing
investment in companies adapting their businesses to be less
carbon-intensive and those developing climate solutions by 2025
and halving the carbon footprint of our investment portfolios by
2030. By committing to gradually reduce the overall emissions
embedded in our investment portfolios across our entire book to
net zero, we’ll be assisting and incentivising companies we invest
in to embark on decarbonisation pathways of a scale and pace
needed to meet the objectives of the Paris Climate Agreement.
We acknowledge that the extent to which we can meet our targets
will depend on the pace towards net zero of the wider economy.
However, our future investment decisions on asset allocation,
company exclusions and shareholder engagement will be driving
the transition to carbon neutral in the real economy. We’ll use the

INDUSTRY ROLE
A core focus of our responsible investment and
stewardship activity in 2020 has also been working with
our peers to ensure that change happens at scale. We’re
now focusing on using the foundations we’ve built to
drive further activity with asset managers and investee
companies, as well as continuing to support industry
initiatives. We look forward to leading, or participating in,
more collective engagement opportunities with investee
companies, as well as cross-market collaborations and
initiatives to continue our contribution to well-functioning
markets.
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APPENDIX: MEETING THE REPORTING REQUIREMENTS
OF THE STEWARDSHIP CODE
Principle

Type

Expectation

Main Section/s
Reference

Contributing
Pages

CEO’s Letter
and referenced
throughout the
report

2, 4, 5, 13, 40

1

Context 1

Signatories should explain the purpose of the organisation and an outline of
its culture, values, business model and strategy

1

Context 2

Signatories should explain their investment beliefs, i.e. what factors they
consider important for desired investment outcomes and why

3

3, 4, 13, 27 - 29

1

Activity 1

Signatories should explain what actions they have taken to ensure their
investment beliefs, strategy and culture enable effective stewardship

2.1, 3.1, 6.2

3, 13, 27, 39, 40

1

Outcome 1

Signatories should disclose how their purpose and investment beliefs have
guided their stewardship, investment strategy, and decision-making

2, 3

4, 5, 15, 16, 27

1

Outcome 2

Signatories should disclose an assessment of how effective they have been
in serving the best interests of clients and beneficiaries

2.3, 2.6, 3.2

15, 20, 28

2

Activity 1

Signatories should explain how their governance structures and processes
have enabled oversight and accountability for effective stewardship within
their organisation and the rationale for their chosen approach

1.3, 2.3, 6.1

10, 15, 37-38

2

Activity 2

Signatories should explain how they have appropriately resourced
stewardship activities, including:
• Their chosen organisational and workforce structures;
• Their seniority, experience, qualifications, training, and diversity;
• Their investment in systems, processes, research and analysis;
• The extent to which service providers were used and the services they
provided

2.4 – 2.5, 6

16-18, 37-40

2

Activity 3

Signatories should explain how performance management or reward
programmes have incentivised the workforce to integrate stewardship and
investment decision-making

6.2

40

2

Outcome 1

Signatories should disclose how effective their chosen governance
structures and processes have been in supporting stewardship

6.1

37-38
(supported by
examples of
policies and
case-studies)

2

Outcome 2

Signatories should disclose how they (their chosen governance structures
and processes) may be improved

6

38, 40

3

Context 1

Signatories should disclose their conflicts policy and how this has been
applied to stewardship

2.6

19

3

Activity 1

Signatories should explain how they have identified and managed any
instances of actual or potential conflicts related to stewardship

2.3, 2.6

15, 19

3

Outcome 1

Signatories should disclose examples of how they have addressed actual or
potential conflicts

2.3, 2.6

15, 19

4

Activity 1

Signatories should explain how they have identified and responded to
market-wide and systemic risks, as appropriate

2.2, 2.4

14, 16-18
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Principle

Type

Expectation

Main Section/s
Reference

Contributing
Pages

4.1, 6.1

31-32, 38

4.1

31-32

4

Activity 2

Signatories should explain how they have worked with other stakeholders to
promote continued improvement of the functioning of financial markets

4

Activity 3

Signatories should explain the role they played in any relevant industry
initiatives in which they have participated, the extent of their contribution
and an assessment of their effectiveness, with examples

4

Activity 4

Signatories should explain how they have aligned their investments
accordingly

2.6, 3.1, 3.3

20, 27, 29

4

Outcome 1

Signatories should disclose an assessment of their effectiveness in
identifying and responding to market-wide and systemic risks and
promoting well-functioning financial markets

2.2

14

5

Activity 1

Signatories should explain how they have reviewed their policies to ensure
they enable effective stewardship

6.1

38

5

Activity 2

Signatories should explain what internal or external assurance they have
received in relation to stewardship (undertaken directly or on their behalf)
and the rationale for their chosen approach

2.2, 6.1

14, 37-38

5

Activity 3

Stewardship reporting is fair, balanced and understandable

5

Outcome 1

Signatories should explain how their review and assurance has led to the
continuous improvement of stewardship policies and processes

6.1

37-38

6

Context 1

Signatories should disclose the approximate breakdown of the scheme(s)’
structure, for example whether it is a master trust, occupational pension
fund, defined benefit or defined contribution, etc; and the size and profile
of their membership, including number of members in the scheme and the
average age of members.

1.1, 1.2

8, 9

6

Context 2

Signatories should disclose the length of the investment time horizon
they have considered appropriate to deliver to the needs of clients and/or
beneficiaries and why

1.1, 1.3

8, 11

6

Activity 1

Signatories should explain how they have sought beneficiaries’ views
(where they have done so) and the reason for their chosen approach;

2.4, 5.1

17, 34

6

Activity 2

Signatories should explain how the needs of beneficiaries have been
reflected in stewardship and investment aligned with an appropriate
investment time horizon;

1.1, 2.4

8, 16-17

6

Activity 3

Signatories should explain what they have communicated to beneficiaries
about their stewardship and investment activities and outcomes to meet
beneficiary needs, including the type of information provided, methods and
frequency of communication

5.2

35

6

Outcome 1

Signatories should explain how they have evaluated the effectiveness
of their chosen methods to understand the needs of clients and/or
beneficiaries

2.4, 5.1

16-17, 34

6

Outcome 2

Signatories should explain how they have taken account of the views of
beneficiaries where sought, and what actions they have taken as a result

2.4, 5.1

17, 34

6

Outcome 3

Signatories should explain where their managers have not followed their
stewardship and investment policies, and the reason for this

2.3

15
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Principle

Type

Expectation

Main Section/s
Reference

Contributing
Pages

7

Context 1

Signatories should disclose the issues they have prioritised for assessing
investments, prior to holding, monitoring through holding and exiting. This
should include the ESG issues of importance to them.

2.4, 3.1-3.3

3, 16-18, 27-29

7

Activity 1

Signatories should explain how integration of stewardship and investment
has differed for funds, asset classes and geographies

2.5, 3.2

18, 28

7

Activity 2

Signatories should explain how they have ensured:
• Tenders have included a requirement to integrate stewardship and
investment, including material ESG issues; and
• The design and award of mandates include requirements to integrate
stewardship and investment to align with the investment time horizons
of clients and beneficiaries

1.3, 2.2, 2.3, 3.2

11, 14, 15, 28

7

Outcome 1

Signatories should explain how information gathered through stewardship
has informed acquisition, monitoring and exit decisions, either directly or
on their behalf, and with reference to how they have best served clients
and/or beneficiaries

2.6

20

8

Activity 1

Signatories should explain how they have monitored service providers to
ensure services have been delivered to meet their needs

1.3, 2.1, 2.3,
2.8, 3.2, 6.1

10, 11, 13, 15,
23, 28, 38

8

Outcome 1

Signatories should explain how the services have been delivered to meet
their needs OR the action they have taken where signatories’ expectations
of their managers have not been met.

2.3, 2.6, 2.7, 2.8

15, 20-25

9

Activity 1

Signatories should explain the expectations they have set for others that
engage on their behalf and how OR how they have selected and prioritised
engagement (for example, key issues and/or size of holding)

1.3, 2.1, 2.4, 2.5

10-11, 13, 16-18

9

Activity 2

Signatories should explain how they have developed well-informed and
precise objectives for engagement with examples

2.4, 2.5

16-18

9

Activity 3

Signatories should explain what methods of engagement and the extent to
which they have been used

2.6, 2.7, 2.8, 7

19-22, 24, 41

9

Activity 4

Signatories should explain the reasons for their chosen approach, with
reference to their disclosure under Context for Principle 1 and 6 (purpose of
organisation and approx. breakdown of schemes)

2.4

16, 17

9

Activity 5

Signatories should explain how engagement has differed for funds, assets,
or geographies.

2.5

18

9

Outcome 1

Signatories should describe the outcomes of engagement that is ongoing or
has concluded in the preceding 12 months, undertaken directly or by others
on their behalf. E.g.
• How engagement has been used to monitor the company
• Any action or change(s) made by the issuer(s)
• How outcomes of engagement have informed investment decisions
• How outcomes of engagement have informed escalation
Examples should be balanced and include instances where the desired
outcome has not been achieved or is yet to be achieved

2.6

20
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Principle

Type

Expectation

Main Section/s
Reference

Contributing
Pages

2.5, 2.6, 4.1, 7

18, 20, 31-32,
41

10

Activity 1

Signatories should disclose what collaborative engagement they have
participated in and why, including those undertaken directly or by others on
their behalf. E.g.
• Collaborating with other investors to engage an issuer to achieve a
specific change, or
• Working as part of a coalition of wider stakeholders to engage on a
thematic issue
Signatories should provide examples, including the issue(s) covered, the
method or forum, and their role and contribution.

10

Outcome 1

Signatories should describe the outcomes of collaborative engagement

2.6, 4.1

20, 31-32

11

Activity 1

Signatories should explain the expectations they have set for asset
managers that escalate stewardship activities on their behalf, OR how
they have selected and prioritised issues, and developed well-informed
objectives for escalation

1.3, 2.1, 2.3, 2.6

10-11, 13, 15,
19

11

Activity 2

Signatories should explain when they have chosen to escalate their
engagement, including the issue(s) and the reasons for their chosen
approach, using examples

2.5, 2.6

18-20

11

Activity 3

Signatories should explain how escalation has differed for funds, assets or
geographies

2.6

19-20

11

Outcome 1

Signatories should describe the outcomes of escalation either undertaken
directly or by others on their behalf (as with principle 9)

2.6

19-20

12

Context 1

Signatories should state the expectations they have set for asset managers
that exercise rights and responsibilities on their behalf, OR explain how
they exercise their rights and responsibilities, and how their approach has
differed for funds, assets, or geographies

1.3, 2.8

10, 11, 23

12

Context 2

For listed equity assets, signatories should:
• Disclose their voting policy, including any house policies and the extent
to which funds set their own policies
• State the extent to which they use default recommendations of proxy
advisors
• Report the extent to which clients may override a house policy
• Disclose their policy on allowing clients to direct voting in segregated
and pooled accounts
• State what approach they have taken to stock lending, recalling lent
stock for voting, and how they seek to mitigate ‘empty voting’

2.8

23

12

Activity 1-4

For listed equity assets, signatories should
• Disclose the proportion of shares that were voted in the past year and
why
• Provide a link to their voting records, including votes withheld if
applicable
• Explain their rationale for some or all voting decisions, particularly
where: there was a vote against the board, there were votes against
shareholder resolutions, a vote was withheld, or the vote was not in line
with voting policy
• explain the extent to which voting decisions were executed by another
entity, and how they have monitored any voting on their behalf

2.8

24, 25

12

Outcome 1

For listed equity assets, signatories should provide examples of the
outcomes of resolutions they have voted on over the past 12 months.

4.1

31
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