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Implementation
Statement

Background

The Deapartmant for Wark and Pensions (DWF') has increased regulation ta Improve
disclosure of financially material risks. This regulatory change recognises
Envirenmental, Social and Governance (ESG') factors as financially material and
requires schames to consider how these factors are managed as part of their
fiduciary duty. The regulatory changes reguired schermes to detail their policies in
their Statement of Investment Principles ('SIF) and demonstrate adhersnoe 1o
these policies in an implementation statement.

Statement of Investment Principles ("SIP°)

The Scheme has updaied its SIF in respense to the DWP regulations fo cover

Policies for managing financially material considerations including ESG factors
and climate change

Policies on the stewardship of the investmants

TheSIF can be found onling at the web address
https:/ fwww wellsandes.comicustomer-sarnvice/pensions and recent changes to
the SIP are detailed in this statement

Implementation Statement

This implementation statement is to provide evidence that the Scheme continues to
fallew and act on the principles outlined in the SIP. This report details:

Actions the Trustee has taken to manage financially material risks and implement
the key policies In the Schame's SIP

The current policy and approach with regerd to ESG and the actions taken to
manage ESG risks.

+ The extent towhich the Trustee has followed the Scheme's policies on
engagement, covering engagement actions with its fund managers and inturn
the engagement activity of the fund managers with the companies in the
investrnent mandates.

It is nated that one of the requirements for the Implementation Statement is to
cover the Trustee's and Investment managers approach to voting rights
attached to investments. During the year to 30 November 2027 there were no
voting rights attached to the investments, which are elther credit based or
through derivatives This statement Is therefore focused on the Trustee's and
investmeant managers’ approach to engagement

The pravious Implementation Statement. for the year to 30 November 2020, can
alsa be found anline using the web address sbove.
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Summary of the key actions undertaken over the Scheme reporting year

The Trustee monitors the Scheme's investments an an ongeing basis. including
recelving regular reporting from the Scheme's investment adviser and the
investment managers.

Reporting includes monitoring the Scheme's asset allocation versus the strategic
allocation detailed in the SIP, reviewing the performance of the investment
mianagers versus relevant benchmarks and their stated abjectives, and monitaring
investment nsks.

During the year to 30 November 2021, the Trustee made changes to the investment
strategy to further align the asset allocation with the Scheme's long-term objectives
and reduce risk.

in August 2021, the Scheme made a commitment to an investment in the BlackRock
Diversified Private Debt ("DPD°) Fund. The purpose of the allocation is to rebalance
the Scheme's allccation towards the 17.5% target tor Private Credit. The allocation is
expected to contribute towards mesting the Scheme's return requirermneants within
an acceptable level of risk

Following strong funding level improvement over the period, the Trustes decided to
reduce risk by increasing the interast rate and inflation hedging from B0% to 0% of
Technical Provizions liabilities. The increase in hedging is expected 1o lead to a
more stable funding pesition over time, helping to secure the current strang
position,

Further, following the reporting period, in December 2021 the Trustea de-risked the
Scheme further by reducing the target equity exposure from 25% to 15% of Scheme
assets The change reduces the level of Investmeant risk whilst retaining sufficient
expacted return to meet the Scheme's long-term chjectives.

The SIF was updated after the reporting peried. n Dacember 2021, to reflect the
changes in the investment strategy cutlined above. The Trustes kesps the
Scheme's SIP under ongoing review.

Alongside traditional investment considerations. the Trustee receives reqular
reporting on ESG considerations, for example from the investment managers at
Trustee meetings. The Trustee has reviewed the managers from an ESG
perspective and the Scheme's investment adviser regularly meets with the
investment managers to review their ESG pelicies and practices,

ESG critena weare a key factor within the investmant adviser's due diligence on the
Scheme's new allocation with BlackRock aver the reporting year and BlackRock has
presented on their ESG appreach to the Trustee

Implementation Statement

This report demanstrates that the Trustee of the Charles Wells Directors’ Pension
Schame has adhered to its investment principles and its policies for managing
financially material considerations including ESG factars and climate change
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Risk management

policies and
Implementation

As outlined In the SIP, the Trustee adopts an integrated risk management approach
The three key risks associated with this framework and how they are managed (s

stated below,

Further, & summary of the actions the Trustee has taken to implement this
framework over the 12-month period to 30 November 2021 is included.

Cefinition

Actions taken in

implementing the policy

Investment

Funding

Covenant

The risk that the Scheme's

position detericrates due to
the assets underperforming.

The extent to which there
ara insufficient Scheme
assats avallable 1o cover
ongoing and future liakility
cash flows.

The risk that the sponsoring
company becomes unable to

cantinue providing the

required financial suppert to

the Scheme.

Selecting an investment
objective that is
achievable and is
consistent with the
Scheme’s funding basis
and the sponsonng
company's covenant
strength

Investing in a diversified
portfolio of assats

Funding risk is
considered as part of the
investment strategy
review and the actuarial
valuation,

The Trustes will agres
an appropriate basis in
conjunction with the
investment strategy to
ensure an approgriate
journey plan is agreed to
manage funding risk
over time,

When developing the
Schemes investmant
and funding objectives,
the Trustee takes
account of the strangth
of the covenant ensuring
the level of risk the
Schemeis exposed tois
at an appropriate level
for the covenant to
support

The Trustes monitors
the performance of tha
Scheme's assats versus
the Investment abjective
an an ongaing basis.

The Trustes recelves
regular funding updates
and has received a
30/MJ2020 funding
update

As part of the 301172019
Actuarial Valuatian
process the Trustees
received funding advice
from the Scheme
Actuary An appropriate
funding basis was
agreed based on,
amongst other
considerations, the
investment strategy.

The Trustes recelves
regular updates on the
financial parformance of
the sponsoring
campany.

As part of the 301172019
Actuarial Valuation
process the Trustees
recaived covenant
advice from its advisers
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Risk management
policies and
iImplementation:
continued

As outlined In the SIP, the Scheme is exposed to a number of underlying risks and
financially matanal considerations relating to the Scheme’s investment strategy

The Trustee's policies in respect of these issues, including how financially material
considerations are taken into account in the selaction, retention and realisation of
investments are summarised below. A summary of the actions the Trustee has
taken to implement the policies over the 12-month period to 30 November 2021 is

also included.

Definition

Actions taken in

implementing the policy

Interestrates  The risk of mismatch To hedge 90% of these risks  The target hedge was
and inflation between the value of the on the Technical Provisions  increased from B0% to 0%
Scheme's assets and basis through the LD over the year to 30
prasent value of liabilities portfalic. MNovember 2021, further
from changes in Interest reducing interast rate and
rates and inflation inflation risk
expectations
Liguidity Difficultias In raising Ta maintain a sufficient The Trustes monitors the
sufficient cash when allocation to liguid assets g0 level of liquid assets
required without adversely that therg is a prudent buffer available to the LDl ang
impacting the fair markat to pay members’ penefitsas  synthetic equity manager on
value of the investment they fall due {inciuding an angoing basis:
transfer values), and to
provide collateral to the LD Sufficient liguidity was
and synthetic aguity malintained over the penod
manager. to ensure all cashflow
reguireaments wera met ina
timealy and cost-efficient
manner,
Market Experiencing losses dueto  To remain appropriataly The Trustee maintained a
factors that affect the overall  diversified and hedge away  diversified portfolio over the
performance of the financial  any unrewarded risks, where  year to 30 Novermnber 2021
markets practicable Aftar year-end, in Decembar
2021 the Trustes reduced
the Scheme's equity
exposure from 25% to 15%.
The change significantly
reduces markef risk
Credit Default on payments dueas  To diversify this risk by The Trustee maintained a

part of a financial security
contract

investing In a range of credit
markets acrass different
geagraphies and sectors.

diversified portialio of cradit
assets over the year to 30
Movember 2021
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The Scheme's new
allacation to the BlackRock
Diversified Debt Fund
manages credit risk through
significant diversification
across private credit
strategies, alongside
diversification of sectors and
geographies.

The Scheme's investmeant
advizer meats with the
Scheme’s investmeant
managers on a regular basis
to menitor pertfolio risk

Environmental. Exposure to ESG factors,
Social and including but not limited to
Govermnance climate change, which can
("ESG") affect the performance of
the Scheme's invastments.
Currency The potential for adverse

currency movements to
have an impact on the
Scheme's investments

To appoint managers who

satisfy the fallowing criteria,

unless there is a good reasaon

why the manager does not

satisty each criterion;

1. Responsible Investrment
Policy / Framework

2. Consideration of ESG
factors integrated into
Investment process

3, Atrack record of using
engagement and any
woting rights to manage
ESG factors

4. ESG specific reporting

5. UN PRI Signatary

The Trustee monitors the

managers on an ongoing

basis

Tt invest in funds that hedge
all or the majority of currency
risk

The Trustee has carried out
an in-depth review of the
investment managers' ESG
policies and practices

The Trustes's investment
adviser meets with the
investment managears
regularly to monitor their
ESG policies.

ESG was considered a key
factor as part of the due
diligence on the new
BlackRock mandate and
ESG would be a key part of
the investment criteria for
any new mandates for the
Scheme

The vast majority of Scheme
assets were held in steriing
denominated assets over the
penod
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Changes to the SIP

After year-end, in December 2021, changes were made to the Trustee's SIP to
reflect changes in the Investmeant strategy

The changes include the addition of the BlackRock Diversifiad Private Debt Fund
The investment will increase the allscation to Private Credit back towards the 17.5%
target overtime:

The 5IP was updated to reflect the Trustee increasing the target level of interast rate
and inflation hedging frem 80% 1o 90% of Technical Pravisions liabilities,

The SIP was also updated to refiect the Trustee's decision to reduce the target equity
exposure from 25% to 10% of Schame assets
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Current approach and
implementation of ESG
and Stewardship policies

The "Stewardship of investments” section of the SIP ocutlines the Trustee's policies
in relation to stewardship of the Investments, including ESG

Stewardship

All decisions about the day-to-day managemant of the assets have been delegated
to the investment managers. This includes decisions about

e Selection, retention, and realisation of investments including taking into
account all financially material considerations in making these decisions.

=  Theexercise of nghts (including voting nghts) attaching to the investments

¢ Undertaking engagement activities with investee companies and other
stakeholders, where appropriate.

The Trustee lakes the investment managers policies in the above respecls into
account when selecting and monitoring the investment managers

In order to ensure the investment managers’ stewardship of the Scheme's assets
is in line with the Trustee's policies, the Trustee meets with the investment
managers and receives regular reports from the Scheme’s investment adviser.

Environmental, Social, Governance (‘ESG’) factors
and the exercising of rights

The framework for monitoring the managers from an ESG perspective is set out in
thie SIP as cutlined below

Method for monitoring and engagement

¢ The Trustee s investment managers provide pariodic reports on how they
have engaged with issuers regarding social, ervironmental, and corporate
govarnance Issues

« The Trustee receives infarmation from its investment adviser on the
investment managers approsches to engagemeant.

Circumstances for additional manitoring and engagement.

* The manager has not acted in accordance with ther policies and
framewaorks.

s Themanagers policiesare not in line with the Trusiee's policies inthis
area.

Through the engagement described above, the Trustee will work with the
investrmant managers Lo improve their alignment with the above policies. Where
sufficient improvement is not cbserved, the Trustee will review the relevant
investment manager's appaintmant and will consider terminating the arrangement
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As outlined on the following page, the Trustee has undertaken a detailed review
of the investment managers from an ESG perspective and has met with the
investment managers to discuss their ESG policies and practices. The Trustee s
comfortable that the investment managers' ESG policies and practices satisfy its
requirements. Further, the Trustee is comfortable with the new investment
mandate with BlackRock from an ESG perspective and has received an update on
BlackRock's ESG policies over the reporting year.

The Scheme's investment adviser engages with the investment managers on a
regular basis including regarding ESG factors.

The Trustee expects that the Scheme's investment managers will engage with
investee companies, including on ESG factors. A summary of the investment
managers' engagement activity over the year to 30 November 2021 is outlined
later in this report.
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Manager

ESG summary

The Trustee has carried out a review of the Scheme’s invastment managers from an
ESG perspective with the assistance of the Scheme’s Investment adviser

The key findings of the review are summarised below:

The investment managers are integrating ESG factors within their investment
decisions, Each of the managers has demonstrated that ESG factors are baing
given significant attention at a business level, highlighted by in-house ESG tearns,
ESG policies and engaging with third parties on ESG issues

The credit managers (Apollo, Aegon, Alcentra) have outlined that ESG factors are
considered within their analysis of companies, broader risk management and the
delivery of long-term raturns. Wheare ESG practices are |ess established within LD
and derivative strategies (such as syntheatic equity), Schroders have cutlined the
steps they are taking to integrate ESG factors through their engagement with
counterparties

& summary of the individual investment managers' ESG policies and practices is
outlined below, A further summary has been added tor BlackRock which was
invested in during 2021 and reviewed as part of the due diligence on the Fund.

ESG Summary

Apollo Semi-liquid
Credit Portfolio

Aegon Absolute
Return Bond Portfolio

Alcentra Direct
Lending Portfolio

Schroders LDl and

Synthetic Equity
Portfolios

BlackRock Diversified
Private Debt Fund

Apollo have a specialist ESG officer for ensuring ESG is integrated &t the businass level
Within the Fund, ESG is considered at the pre-acquisition phase and embedded in the
due diligence. Apolle provided evidence of reporting and gave examples of material ESG
factors. Apollo’'s client reparting in relation to ESG factors is less extensive than some of
their peers

Aegon have demenstrated they have sufficient ESG specialists and a robust process for
integrating ESG factors. However, evidence of angagemant and reporting on ESG factars
could be improved further

Alcenira have a specialist team that helps suppert the business in achieving their ESG
refated objectives. They have a dedicated team which s responsible for co-ordinating
ESG related work ESG is integrated within its fundamental credit and risk analysis

Schroders have a strong team providing ESG support at a business level However, the use
of this ESG team within the LDI and Synthetic Equity mandates is limited, especially
around engaging with potential counterparties on ESG issues. Wae believe it is a positive
sign that Schroders have recognised these are areas for improvement in this mandate.

BlackRock incorporate material environmental, social and gevernance information inte
mvesstment decisions with the ebjective of improving the financial eutcomes of clients’
portfolios

The Fund has asatisfactory approach te ESG nsks. However, tha Fund could improvea
further by having a DPD-specific ESG policy (currently the wider BiackRock policy is used)
and a greater level of ongoing reparting on ESG. BlackRock has, however, presentad to the
Trustee on ESG insignificant detail over the reporting year
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Engagement

The Trustee delegates the day to day management of the Scheme's assets to
investmeant managers. Datails of the Investment managers’ engagemsant actions,
including a summary ef the engagements tor the year to 30 November 2021, are
included balow

Manager Engagement summary  Commentary

Total engagements: 43*  Apolle has a clear due diligence and engagement framewark.
The team continually engages with portfolio companies through
discussions with management, and these engagemants have
been a key driver for the production of formal company ESG
reparts and Key Performance indicators. As bond investors,
Apolle’s voling rights are limited, making it more difficult to
engage with portfolic companies in comparison to equity
investors,

Examples of significant engagements include

Adani Transmission Limited - Apallo met with the campany to
discuss steps to improve a broad range of ESG issues, These
Included reducing exposure to coal, improved governance
structures in the arganisation and the appaintment of a new
CFO. As a result, the company aims to Increase the proportion
of renewable enargy In Its power mix and a Corparate
Responsibility Committes has been set up for independeant
directors to diseuss and be accountable for ESG commitments.

Apollo Semi-liquid
Credit Portfolio

Ecopetrol SA - Apallo engaged with Ecopetrol and sought to
understand how the business will reduce its reliance on fossil
fuels Ecopetrol confirmed that the acquisition of Inferconexion
Elgctrica [154) will bea key driver in reducing thedr reliance on

*Trig is basac on the 2021 fossil fuel extraction, |54 has some renewsble engrgy assets

calardar year rather than tha | d ol t sition E trol will B ficall

voir 1o 30 Nevember 237 already and post-acquisition Ecapetrol will be specifically
looking to include hydrogen prajects in the business's growth
strateqy.

Total engagements: 45*  As bond investors, Aegaon do not have vating nghts and
therefore company engagement is a key part of the ESG
process Engagements are carriad out on an angaing basis as
part of the risk analysis and due-diligance process

ﬂ.ﬁgﬂn Absolute *Thisizbased on the 203 _ . .
R.E't!.ll"l'l Bﬂﬂd Partfolio calendar year rather than the Aegon will identify kay issues, including ESG factors, and look to

year 1030 Novarmber 2021 eficourage company management to implement best practices
fram an ESG perspective

Their mast significant engagement during the year related to
Barclays ple, specifically on their fossil fuel funding strategy
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Aegon worked with a group of investors and the company to
formulate a plan to meet & commitment to Met Zero by 2060
This includes setting hard targets for reducing exposure to the
maost carbon-intensive sectors. setting an annual carbon limit
for funding activities, and amending policies relating to fracking
and oll sands

Aleentra currently does  Aleantra has engaged with each of its barrowers on a full rangs

not share a log of of ESG topics Alcentra send cut an annusl engagement
company engagements  questionnaire which allows them to underatand their borrowers’
but have shared approaches to managing ESG risk (policies in place. priorities,
qualitative iInformation initiatives, etc.) and measure engagament and progress through
an their appraach gualitative and gquantitative meatrics. Their response rate to date

to the guestionnaire has been Y0% (100% when excluding thaose
borrowars going throuah a sale or refinancing process) and they
look to use these respeonses to further engage with borrowers
Where they can, they utilise their strong relationships with
management teams and shareholders to ask guestions, make
_ recommendations and share their expenences around ESG in

Alcentra Direct the private debt market. It is well documented that the shift

Lending Portfolio towards ESG integration in private markets is not without its
challengaes, including 1ssues around acceass 1o data and data
standardisation. Through the questionnairs, they hope to
overcome some of these data barriers. Further, they work with
the European Leveraged Finance Association Private Debt
Commitiee to advance ESG engagement and the unification of
data standards across the market more generally,

As lenders, thay typically do not participate in voting. but where
they do have a representative on the board, they would exercise
their influgnce through such roles. In the limited occasions
where they have equity holdings, they engage with the
management team directly as well as sometimes via the board.

Schroders does not Schroders engage with a wide range of market participants on
share a log of fund ESG issues. Including existing and potential counterparty banks,
engagements for the LO|  the Bank of Engiand, the Debt Management Office,
and Synthetic Equity governments. and clearing houses,
portfelios: nowever, they
have provided Schreders actively engage on industry initiatives and regulation
gualitative information within the LDl sphere to represent views of clients to key public
on their approach. bodies and effectively daliver better cutcomes for clients. They
engage directhy with various Government bodies such as the
Schroders LDI and Bank of England on market liquidity and gilt issuance. Over
E}ﬂ!hﬂﬂﬁ Bquity 2021, the giit market continued to innovate in the ESG sphere
Portfolios with green giits being issued by the DMO in September and
' October,

Cther topics discussed in (nvestor engagement includs:

- Possible green projects to signal the UK's climate ambitions
to future generations.

- How to promote public accepiance of green expenditure.

- Reohustness of metrics for measuring impact

BlackRock currently Az with many private market funds, BlackRock do not yet
BlackRock Diuraﬁiad does not share a log of produce regular engagament reporting for the DPD fund
Private Debt Fund company engagements  However, they are proactively leading in the market to suppart
but have shared middle-market companles with their reporting, permitting
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gualitative information BlackRock to better engage on the topic. ESG chteria are
on their apgroach. integrated within the OPD fund's investment processes.

BlackRock provide an annual mandatory ESG guestionnaire to
all berrowers: This maniters key ESG factors and helps to
provide triggers for engagement whare improvement |s
required.
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Voting

There were no vating rights attached to the Scheme's investmeants over the 12-
month period to 30 November 2021 The majority of the assets are credit based
where there are no voting rights attached The Scheme's equity mandate invests In
equity index derivative contracts rather than physical stocks, and therefara no
vating rights are attached to the investment
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Seme of the infarmation provided in this report is pravided by the Scheme's
investment managers, and g0 we are reliant on these third parties for the
gocuracy of these data sets, Although we endeavour to provide accurate
and timely information, there can be no guarantes that such informaticn is
accuraieas of the date it 1s received or that it will centinue to be sccuratein
the future, Mo sne shiould act on such inforrmation witheut appropriate
professional advice after a tharough examination of the situation

teia Serycas Ld g authonsad and regulated by the Fnancisl
Conduct Authonty FRh 22378
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