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Review of Policy on Socially Responsible Investment


Report of Review Group


Background and Remit

A Court group was established by the Secretary of Court in March 2009, comprising Robin Easton (chair), Susan Ashworth, Susan Dunsmore, Eleanor Gordon and Gavin Lee.

The group’s remit was to review the University’s current Socially Responsible Investment policy, approved by Court in 2000, and compare it with some of the policies developed in more recent years by other bodies.  

The underlying issue to the review was that, other than proscribing investment in tobacco, the University had not been prescriptive and had left decisions on Socially Responsible Investment to its various investment managers.  The group was asked to consider whether that approach should continue, or whether the University should be more direct in identifying types of investment which it did not support.


Working Method

The group looked at Ethical policies, Ethical Investment policies or Socially Responsible Investment policies of several Universities, the Co-operative Bank, the Church of England and the Church of Scotland.  These provided a cross-section of types of policies, varying in their approach from very detailed and prescriptive to more general.  The group was mindful that the businesses of the organisations in question would have different objectives and that the level of invested funds involved varied enormously, from £tens of millions through to £6.5 billion, both of which factors may have affected the content of the policies.     

The group also reviewed the Socially Responsible Investment statements of the investment managers appointed by the University for its endowments and by the University of Glasgow Pension Scheme trustees. 

The group met with David Ross, lay member of Court and chair of the Investment Advisory Committee which oversees the investment of the University’s endowments, and with the University’s Director of Finance, Robert Fraser, who is a University of Glasgow Pension Scheme trustee and chair of the Pension Investment Committee.


Findings

Invested Funds

The University has two main funds which hold investments in equities, including shares in companies listed in stock exchanges around the world, and unit trusts, the latter being in increasing use.  The two funds are the University’s endowments, where the interests of the University are managed by the Investment Advisory Committee and the University of Glasgow Pension Scheme where the interests of pensioners are looked after by appointed trustees.  At April 2009 the funds were valued at £96M and £144M respectively.  They are managed by professional fund managers, each fund being split between two different fund managers.

The group noted that there was a difference in the nature of the two funds.  While the endowments belong to the University, for the benefit of people and activities ‘in-house’, the pension fund is held separately from the University, is managed by a group of independent trustees, mainly externally appointed, and is for the benefit of retired staff who have paid into the scheme, or for their dependents.  The duties of the Pension Scheme trustees are formal duties relating to a trust fund outwith the University, whereas member of the Investment Advisory Committee would not have the same trustee status.  As such, the group’s understanding was that a University Socially Responsible Investment policy could not be imposed on the Pension Scheme trustees, but could be recommended.  This is relevant in the context of any potential restrictions being agreed in respect of investments. 

The group was mindful of the findings of the previous review undertaken in 2000 in respect of trustees’ duties.  The report from that time referred to the investment policy of the Universities Superannuation Scheme as being an example of the duty of care on the part of trustees to ensure that funds in their care are invested and managed to produce the best possible performance:    
(a)	Trustees are free to adopt a policy of ethical investment, provided that they treat the financial interests of all classes of scheme members as paramount and their investment polices are consistent with the standards of care and prudence required by law.
(b)	Trustees are free to avoid certain kinds of prudent investment which they consider scheme members would regard as objectionable so long as they make equally financially advantageous and prudent investments elsewhere.  They may also make 'ethical' investments provided these are otherwise justifiable on investment grounds.
(c)	Trustees are not entitled to subordinate the interests of members to ethical or social demands.  The financial performance of the fund, consistent with proper diversification and prudence, is paramount.

The duty of care does not allow for personal prejudice or bias to be used in making investment decisions: the group agreed with this as a general principle applying to both funds, but was also of the view that if the activities of an organisation in which investment was proposed were wholly contrary to the aims of the University, then this could be a consideration and reflected in any revised University policy.  Nevertheless, the group agreed that the interests of those benefiting from the investments of both funds were vital and that it was very important to recognise the need correctly to balance the benefits to the relevant individuals and institution against any restrictions placed on investments which could lead to poorer financial performance.  

Fund managers’ policies

With respect to the Socially Responsible Investment statements of the fund managers, the group established that reliance is placed by the Investment Advisory Committee and the Pension Scheme trustees on these statements being adhered to by the managers.  Socially Responsible Investment statements generally indicate that fund managers will seek to understand the social, environmental and ethical policies of the companies in which they invest.  When evaluating companies for investment, they will consider their social and other policies alongside other factors which they believe will affect the companies’ long-term prospects.   They encourage the companies to adopt and pursue socially responsible business practices.  Emphasis is placed on good corporate governance.  Fund managers are also supplied with client-specific policies.

The group understood that, since 2000, no direct investments had been withdrawn under the fund managers’ Socially Responsible Investment statements nor any concerns about companies’ practice been drawn to the attention of the Investment Advisory Committee or Pension Scheme trustees.  

The group considered that it was reasonable to rely on the fund managers to adhere to the Socially Responsible Investment Statements; a monitoring system would not be practicably possible to implement.  In addition, the group noted that regular reports were made to both the Investment Advisory Committee and Pension Scheme trustees in respect of the health of the funds and in respect of governance matters of the companies; therefore below the surface of the Socially Responsible Investment Statements it was the case that fund managers met companies and monitored standards of company governance.
   
Information on Investments

The group noted that information about the investments made by the fund managers did not appear on the University’s website, although details were available if requested.  

The group also noted that Court did not currently receive reports on the investment funds in any detail.  

Restrictions on investments

At the time of the review in 2000, it had been agreed by Court that tobacco companies were a case where the University would not wish investments to be made: it was known that cigarette smoking was a major cause of cancers, the University was a leading centre in the UK for research against cancers and there was therefore a clear case for the University declining to invest directly in tobacco companies.  The group established that Court’s wish with regard to this had been followed since 2000 by the fund managers for both funds.  The group agreed that this should continue, given the clear conflict between the University’s activities and the consumption of tobacco.  The group noted that it was possible that as part of pooled funds/unit trusts, which were increasingly used as investment vehicles, there might on occasions be some link to tobacco companies where the details would not be evident to the fund managers, but that this would not involve direct investment in the industry. 

The group considered whether the restriction on tobacco industry investment should be widened to include other areas.  In this respect, the policies of other organisations referred to above were examined.  The group noted that the Co-op Bank’s ethical policy related to its lending rather than to investments.  Nevertheless, the policy provided useful points for consideration: it would decline to lend to organisations involved in certain activities, e.g. those which departed from the principles of the Universal Declaration on Human Rights; organisations which did not abide by standards for international development (e.g. failed to implement basic labour rights); and businesses whose activities had adverse ecological impacts.  

Some policies set upper limits on the level of involvement of companies in certain activities, proscribing ‘substantial’ involvement in e.g. gambling, alcohol, tobacco, the defence industry, where ‘substantially’ was defined as a percentage of total company turnover being derived from these sectors.  One Church had detailed rules with respect to the defence industry, with different levels of exclusion applying, with (broadly) a distinction being made between ‘non-offensive’ or peacekeeping equipment and ‘offensive’ equipment suppliers. 

One University, which permitted representations to be made by groups from within the University about areas of investment they objected to, stated that the key criterion against which specific cases would be considered would be whether the activity was “wholly contrary to the University’s values either as reflected in the Mission Statement, the Goals and the Corporate Plan or in regard to wider issues of social, environmental and humanitarian concerns; this could include human rights abuse, discrimination on grounds of race, gender or disability and serious and persistent environmental damage”.

The group did not favour a list of proscribed areas, nor options involving percentages.  It had concerns about the practicalities of these, particularly with respect to tracking the content of pooled funds/unit trusts, which were increasingly purchased by the managers of both funds.  The group agreed that a policy allowing the possibility of excluding areas which were wholly contrary to the aims of the University, using a mechanism permitting representations on specific grounds, could work at a practical level.  The needs of funds’ beneficiaries would still however have to be considered.  

Representations about Investments 

The group considered whether interested groups should, formally, be able to make representations to the University regarding its investments.  Such representations are provided for in several of the other organisations’ policies examined.  The group agreed that this should be permitted, but that a clear framework was needed.  For example, representations might only be permitted if they related to named companies whose activities were clearly demonstrated to be in serious conflict with the University’s core values.  Cases might only be considered if made by recognised local trade unions, the recognised student representative body or through a University committee, and a body would need to be identified to consider the cases.  Court would need to agree on the appropriate body to receive representations.    

Conclusions and Recommendations

The group concludes that the policy agreed in 2000 has been followed but that some expansion of it is needed to reflect the points made above in the Findings section.   

The group concludes that restriction on investment in tobacco companies should continue.  The University should not at this stage identify further types of investment which it will not support.  However, the group also concludes that there should be a mechanism for representations to be made by University of Glasgow-based groups.

The group also considers that more information should be available to the Court and to the wider community about the investments.

The recommendations below should be notified to the Investment Advisory Committee as a requirement and to the Pension Scheme trustees as a recommendation, to be transmitted in both cases to the respective fund managers.   





The group’s recommendations are:-

	There is a need for the existing University policy to be augmented; a draft revised statement is attached for consideration;
	The existing restriction on direct investment in tobacco companies should continue;
	Decisions on Socially Responsible Investment should continue to be the responsibility of the fund managers, who should be provided with the revised policy;  
	There should exist a right for interested groups to raise concerns, as reflected in the revised policy, within a prescribed framework, if an activity invested in is demonstrably wholly contrary to the value system of the University;

As a matter of good practice and openness, and in order to allow for interested groups to raise concerns in line with recommendation 4., details of investments should be published annually on the University’s website; 
	There should be regular reports to Court on the investments, via the Finance Committee report, which should include specific reference to the socially responsible investment policy.






Current agreed position

The [2000] Working Group considers that the Court should commit itself formally to "socially responsible investment" and that it should actively encourage its fund managers:

(i)	to include a commitment to SRI within their investment policies; and 
(ii)	to use EIRIS (or a similar service) to monitor the behaviour of companies in SRI

When a fund manager does not follow this line, the University should consider whether or not to change the manager at an appropriate and cost-effective point in time. 

More narrowly, the one business activity in which the University should continue to instruct its fund managers not to invest is the tobacco industry as such an investment runs entirely counter to the University's direct interests in research.

Other activities on which concern has been expressed such as aerospace and defence should be dealt with via the SRI polices of the fund managers used by the University.

Fund managers should be asked to supply copies of their voting records in relation to companies where concerns may have been expressed about lack of attention to social, ethical or environmental matters.


Suggested future policy

The Court is committed to "socially responsible investment" and will via its Investment Advisory Committee and Pension Scheme Trustees actively encourage its fund managers:

(i)	to continue to commit to SRI within their investment policies; and 
(ii)	to continue to use the Ethical Investment Research Service (EIRIS) (or a similar service) to monitor the behaviour of companies in SRI

When a fund manager does not follow this line, the University should consider whether or not to change the manager at an appropriate and cost-effective point in time. 

The one business activity in which the University should continue to instruct its fund managers not to invest is the tobacco industry as such an investment runs entirely counter to the University's direct interests in research.

Fund managers should be asked to supply copies of their voting records in relation to companies where concerns may have been expressed about lack of attention to social, ethical or environmental matters.

Groups from within the University may make representations in respect of an investment or investments held by the University, where those groups have concerns.  Such representations will be considered on the following basis:

1. The key criterion against which specific cases would be considered would be whether the activity complained of and substantiated by the concerned group, was wholly contrary to the University’s value systems either as reflected in the Mission Statement or the Strategic Plan or in regard to wider issues of social, environmental and humanitarian concern. 
2.  Expressions of concern should be related to specific companies whose activities or values appear, on the basis of clear evidence, to be so far removed from the University’s core values as to give grounds for serious concern.  Cases would only be considered if brought forward by the SRC as the recognised student body, or a recognised trade union, or via the University’s committee structure.
3.  Cases would be considered by a Court group in the first instance.  The group will comprise 2 lay members of Court, a Senate Assessor, an SRC representative from Court and the Secretary of Court.  The group would be expected to take into account the current extent of the fund managers’ engagement with the company with respect to the concerns raised. It would be for the group to decide whether there were sufficiently strong grounds to warrant engagement with the company through the mechanisms established by the fund managers where this was not already in hand, or to request strengthening of that engagement if already active.   The group would ask the Investment Advisory Committee or the Pension Scheme Trustees to communicate with the fund managers about these issues.  
4.  If a situation arose in which such engagement did not assuage serious concerns raised about a particular company, it might be concluded by the Court on the recommendation of the Court group that it should disinvest in the company.  The Investment Advisory Committee or Pension Scheme Trustees would be requested to make the financial consequences of such a decision clear to the group during the course of its deliberations.  

The University will publish annually on its website a list of companies and other funds in which investments are held.

An annual report will be made to Court via the Finance Committee in respect of the investment funds.


