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Responsibility has always been central to 
our investment ethos, factoring sustainability, 
ESG and stewardship considerations into 
everything we do. We have embraced 
continuous ongoing refinement to 
maximise the effectiveness of our role as 
stewards of intergenerational essential 
infrastructure assets. 

Through the years, notwithstanding the evolution of the 
macroeconomic environment, we have stayed true to our 
active ownership approach and continue to promote the 
risk management, value and broader benefits of ESG 
integration within our portfolio, as well as with co-
shareholders and other stakeholders.

The Covid-19 pandemic has highlighted some of the 
previously less talked about challenges facing society, such 
as social, educational and wealth inequality, loneliness and 
isolation and the importance of good mental health. Whilst 
we believe that responding to the climate emergency 
continues to trump all other considerations, we have been 
very mindful of these societal issues as we engaged with 
portfolio companies on their Covid-19 response focusing on 
workforce wellbeing and vulnerable customers. COP26 
in Glasgow highlighted the enormity of the challenge 
represented by the climate emergency and, perhaps for 
the first time, showcased the vital role that the financial 
services sector could, and should, play in combatting the 
emergency. The business case for authentic corporate 
responsibility has never been so self-evident.

Infrastructure investors and asset managers will play a critical 
role facilitating Net Zero but must also be mindful that 
maintaining legitimacy, and being trusted to own and operate 
essential infrastructure, will require ever greater focus on the 
S in ESG. Navigating the multiple risks represented by the 
climate emergency whilst maintaining legitimacy in the public 
domain, will require multifaceted skills and capabilities, great 
values and an authentic regard for the planet’s wellbeing. 
We believe that successfully navigating the obstacles 
ahead will necessitate the constant evolution of our 
industry. Attracting and retaining great talent who are 
authentic in their commitment to the interests of clients and the 
planet’s wellbeing will be the essential cornerstone of a modern 
successful investment manager. A truly diverse workforce, 
rooted in an inclusive culture with great values, will promote the 
first class decision making and idea generation, that will ensure 
that our clients’ fiduciary interests are protected alongside 
those of wider society and the planet. Each member of the 

infrastructure team of Federated Hermes is fundamentally 
aware of the role our assets play in the transition to Net Zero, 
and the communities they serve. We are supported by an 
expert team at Federated Hermes International’s Responsibility 
Office and our  Stewardship business, EOS at Federated 
Hermes. They will continue to provide invaluable support on 
the journey ahead. 

We expect 2022 to be characterised by increasing political 
focus and broader public debate on the harsh economic 
realities of achieving Net Zero whilst counting the cost of 
fighting a global pandemic. Affordability of climate solutions 
will be closely scrutinised and, we expect, may lead to policy 
changes and, eventually, even greater focus on reducing 
consumption and promoting innovation as critical elements 
of achieving a Just Transition. We look forward to work 
with our portfolio companies, co-shareholders and 
investors on the journey ahead.

This report provides an overview of our sustainability and 
stewardship approach and activities over the past 12 months. 
In 2021, aiming to better serve our investors’ needs for timely 
quantitative ESG information, we have split our Responsible 
Investment Report into two separate documents: an investor 
focussed ESG KPIs Supplement, shared with investors at the 
end of September 2021, and this publicly available 
Sustainability and Stewardship Report. As reporting 
guidelines and what constitutes best practice continues to 
evolve, we remain committed to transparently providing our 
investors and society at large with timely, compelling and 
robust non-financial disclosure.

The Infrastructure team of Federated Hermes 
Contact: #InfrastructureIR@hermesgpe.com

Letter from the team
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Federated Hermes is a global leader in active, 
responsible investment, with $668.9bn assets 
under management, and $1.7tn assets under 
advice via EOS.1 Infrastructure is one of the 
four pillars of its private markets platform, 
with $19.2bn asset under management 
across infrastructure, real estate, private 
equity and private debt. 

About us

The Infrastructure team of Federated Hermes (“FHI”) was 
established in 2011 and has c.$4.0bn2 assets under management. 

Since establishment, our UK portfolio has included onshore 
wind, rooftop solar generation assets, energy metering, energy 
from waste and recycling, sustainable transport and regulated 
utilities. Our portfolio currently comprises 12 primarily direct 
equity investments across multiple sectors, each serving an 
individual public purpose.

 Iridium Hermes Roads   | Toll-roads

 A Shadow toll road portfolio of six shadow toll roads located in Spain

 A Combined network of 233km across five regions

 Scandlines   | Marine infrastructure

 A Transportation infrastructure company operating two short-distance, 
high-frequency routes between Germany and Denmark

 A Owns and operates the world’s largest hybrid ferries fleet

 Southern Water   | Water utility

 A 7th largest WASC in the UK

 A Provides water and wastewater services to more than 7.0 million 
customers

 Thames Water   | Water utility

 A The largest WASC in the UK

 A Supplies 2.7 billion litres of drinking water, on average, each day

 Ventus   | Wind energy generation

 A 813MW, 205 Vestas turbines

 A One of the largest European renewables portfolio of 2019

 Viridor   | Energy from waste

 A UK’s largest energy from waste operator

 A 3.1 million tonnes of waste diverted from landfill and processed in 
20/21, generating 2,412.0 GWh of electricity

 Anglian Water Group (“AWG”)   | Water utility

 A 4th largest in the UK, serving more than 6.0 million customers
 A Top performing company in the sector

 ASG I, ASG II   | Solar energy generation

 A c.9,000 solar PV systems with installed capacity of 34.5MWp
 A Partnership with the largest UK developer of “free solar”

 Associated British Ports (“ABP”)   | Ports

 A UK’s leading and best connected port owner and operator
 A Handles around 25% of all UK seaborne trade via 21 ports

 Cadent Gas (“Cadent”)   | Gas distribution network

 A 131,000km of pipelines serving c.11,000,000 customers, representing c.50% of 
Great Britain’s gas customers

 A Actively promoting the transition to hydrogen

 Eurostar   | High-speed rail services

 A Over 200 million passengers since 1994

 A Sole operator of fully electric train link between UK and Europe, serving 
13 destinations (before COVID-19)

 Fallago Rig   | Wind energy generation

 A 144MW, 48 Vestas turbines

 A Onshore UK wind farm with prominent community and environmental 
protection programmes

London

Paris

Calais
Lille

Aime la PlagneLyon

Madrid

Autovia de 
la Mancha

Autovia de 
los Pinares

Santiago, 
Brion

Avignon

Brussels

Rostock

Gedser
Puttgarden

Rødby

Gothenburg

Valhalla

Small Zlatan

Big Zlatan

Thor

Amsterdam

Autovia 
del Pirineo

Reus-Alcover

Eix Diagonal

Ports EnergyWater Wind SolarMarine 
infrastructure

Energy from wasteHigh-speed 
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1 Federated Hermes, as at 31 December 2021 
2 As at 31 December 2021
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Sustainability. We Mean It.

Across the international business of 
Federated Hermes, our primary purpose is 
to help beneficiaries retire better by providing 
world-class active investment management 
and stewardship services. However, we believe 
our role goes further. 

We believe that we have a duty to 
deliver outcomes for our clients that 
go beyond the financial, considering 
the impact our decisions have on 
wider society and the environment.

In the infrastructure business, over 90% of the capital we 
manage is on behalf of UK public sector and private sector 
pension schemes, many of whom are local authorities. Our 
investment decisions affect not only our investors’ retirement 
income, but the immediate world in which they live. Since our 
inception, our purpose has been to deliver sustainable wealth 
creation for investors and society at large, over the long-term. 
We do this through the integration of social and 
environmental considerations into our investment decision 
making and stewardship, as well as into our advocacy on 
behalf of investors. On behalf of our pension scheme 
beneficiaries, we are therefore focussed on sustainable 
infrastructure investment providing long term, stable risk 
adjusted returns and contributing to positive environmental 
and social outcomes. 

The essential public service nature of infrastructure assets 
also requires a commitment to long-term partnerships and 
constructive engagement with key stakeholders; customers, 
communities, regulators, Government, employees, co-
investment partners and investors. Pro-active management 
of environmental and social responsibilities is essential to 
maintaining a social licence to operate, as well as to 
achieving positive outcomes for all stakeholders, including 
our beneficiaries. 

Our long-term investment horizon supports our view that a 
focus on sustainability and active stewardship can reduce risk 
and drive value for investors, while also having a positive 
impact on broader society and the environment. 

While our commitment to sustainability has remained 
consistent over the years, we continually seek to evolve and 
improve our approach in light of ever developing best 
practice and requirements. 

Our pro-active approach has enabled 
our infrastructure team to maintain 
an “A+” grade in the UN Principles 
of Responsible Investment (PRI) 
assessment since 2018.  

Our parent organization Federated Hermes International 
started engaging for stronger UK corporate governance in 
1983,chaired the PRI development process becoming a 
founding signatory in 2006, spearheaded the global Climate 
Action 100+ initiative, and has been at the vanguard of a 
movement that is redefining the practice of investing. In 2020, 
Federated Hermes International was named a UNPRI leader in 
climate reporting.

As active members of the financial community and authentic 
believers in sustainability, we are members of or signatories to 
a range of industry initiatives including the UN Global 
Compact, GRESB Infrastructure, the Net Zero Asset Managers 
Alliance, IIGCC Paris Aligned Investment Framework (working 
groups), Financing a Just Transition Alliance and the Finance 
for Biodiversity Pledge, amongst others. 
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EOS at Federated Hermes
EOS is a world-leading stewardship services provider 
with assets under advice in excess of £1.7tn3 to deliver 
corporate engagement and proxy voting services.

EOS’s constructive engagements with corporate boards 
and executives on environmental, social and governance 
and strategic issues enable investors to be more active 
owners of their equity and fixed-income assets, supporting 
stronger financial performance and better outcomes for 
society. EOS engaged with over 1,245 companies in 2020, 
delivering 11,759 voting recommendations.

Governance and oversight
Each member of our team has a duty to 
ensure sustainability is integrated into all 
Federated Hermes Infrastructure activities. 
Our business unit and individual performance 
objectives include sustainability and 
stewardship related goals, achievement of 
which is factored into our annual appraisal 
and compensation framework. 

The Head of Infrastructure, Infrastructure Investment 
Committee and the Hermes GPE LLP Executive Committee 
are ultimately accountable for all sustainability matters related 
to infrastructure. 

The investment team works closely with Federated Hermes 
International’s dedicated Responsibility Office in relation to 
ESG integration. The Responsibility Office, reporting directly 
to the CEO via the Head of Responsibility, is a hub of 
expertise and support to assist all employees working towards 
delivering sustainable wealth creation over the long term. The 
Responsibility Office coordinates and supports the integration 
of our responsibility approach across business units and asset 
classes, comprising subject matter experts in ESG integration 
and research, advocacy. It further includes EOS at Federated 
Hermes, our global stewardship business. 

We collaborate regularly with EOS at Federated Hermes 
sustainability specialists globally, across all sectors and 
disciplines, consulting on specialist areas, receiving training, 
discussing company level engagements and broader thematic 
ESG reviews.

Our approach

3 Federated Hermes, as at 31 December 2021.

Responsibility Of�ce and EOS

CEO The International Business of Federated Hermes
Saker Nusseibeh

Investment Of�ce
Research, Risk, Trading

Investment Teams

Working Groups:
Sustainable Investment Centre
Climate Change working group

Responsibility working group
Cross asset sector specialists

HGPE ExCo

Head of Infrastructure

Infrastructure Investment
Committee

Infrastructure Investment
Team

Responsibility Of�ce
Advocacy and Policy

ESG and Engagement
Integration Support/Tools

Corporate Citizenship

Equity Ownership Services
(EOS) at Federated Hermes

Voting and Engagement

Service Delivery
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We work with sustainability focussed internal and external 
working groups, which can evolve according to business 
need or market conditions.

We also seek to work collaboratively with our investors and 
industry bodies, taking into account changing needs, best 
practice and market sentiment.

Team skills
The current environment is fundamentally reshaping the 
required skillset of successful investment managers. 
Authentic believers will make the difference in the 
decade ahead. To support the continued development 
of ESG skills and knowledge of our team, in 2021 we 
have hosted a number of initiatives, including:

 A Quarterly responsible investment team meetings, 
often with external speakers on matters of relevance;

 A Internal sessions led by subject matter experts from 
the EOS team and external speakers, on a variety 
of topics including human rights, human capital 
management, climate change in transport and 
energy, board effectiveness, carbon capture storage 
among others;

 A Developed an “in-team” library of “ESG cheat 
sheets” providing team members with an easy to 
access information resource on ESG matters material 
to our day-to-day activities; and

 A Participated in conferences, trainings and other 
opportunities to continue to expand the team’s 
knowledge. 

The effort resulted in every member of the infrastructure 
team being actively involved in ESG, sustainability and 
stewardship activities throughout the year.

Innovation Lab
In 2021, the international business of Federated Hermes 
established an Innovation Lab to bridge the gap in 
understanding and practice between science and 
investing. Leveraging internal talent and data, the 
Innovation Lab supports the business in:

 A Deep dive research and analytics, unlocking the 
potential for better long-term returns

 A Producing insights offering fund managers an edge 
in identifying, understanding and quantifying long-
term risks and opportunities

 A Identifying engagement priorities and advocacy 
efforts and providing compelling content for 
discussion with companies and regulators/legislators

The Lab, supported by a dedicated data science team, 
is working at the development of a platform including a 
variety of tools, insights and raw data.  

Investor input: ESG survey
We are committed to working together with our investors 
to enhance our effectiveness in sustainability reporting. In 
2021, we ran an investor engagement survey on our ESG 
reporting practices, aiming at better understanding 
investor needs, timing drivers, regulatory requirement, 
the value of our ESG reporting and areas for potential 
improvement. The feedback received was positive and 
we will use the results to shape our reporting in 2022. 
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Hermes GPE LLP has an ESG Policy which sets 
the foundation for the infrastructure business’s 
responsible investment framework.  

ESG and Sustainability considerations are fully integrated into 
all of our infrastructure products and activities. 

As investors, we integrate an assessment of ESG risks and 
opportunities related to a prospective investment into our 
investment analysis and consider the long-term sustainability 
of each investment with reference to regional and global 
sustainability objectives.

As owners, we see ourselves as stewards of infrastructure 
assets, not only for this generation but also for future 
generations. We engage actively with our investments on all 
areas of potential ESG risk and opportunity supported by 
robust data monitoring.

As a business, we seek to practice what we preach - “Walk the 
Walk” - and to operate as a responsible participant in the 
financial services industry and advocate for positive change.

Our framework

Fu
ll 

E
SG
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g
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o

n

 A ESG risks, opportunities and 
sustainability in due dilligence

 A Full integration into investment 
decision making

 A Awareness of SDG and EU taxonomy 
alignment

Responsible Investment

Responsible Ownership

 A Active engagement and stewardship

 A Supported by robust monitoring and 
measurement

 A Dedicated RI reporting and 
benchmarking

Responsible Business

 A Internal culture, policies and practices

 A Advocacy and thought leadership

 A Product development
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Responsible investment
We select investments based on strict 
investment criteria and restrictions in 
accordance with our clients’ needs.

ESG matters are considered together with all other risks and 
opportunities identified in the course of due diligence. They 
are factored into Investment Committee papers at each of 
the three stages of our investment process. Conclusions are 
factored into the investment decision, investment valuation, 
transaction documentation and/or transitioned to our asset 
management team for further engagement post-completion. 

We identify potentially material ESG matters which may pose a 
risk (to value or reputation), represent significant opportunities 
or have significant environmental or social impacts using a 
proprietary GRESB derived materiality matrix. We then 
undertake internal due diligence or appoint third party advisers 
to deep dive into areas of focus where appropriate. We further 
undertake a high-level assessment of alignment of key business 
activities with the Sustainable Development Goals. 

Our most recent investment assessments are taking into 
account whether an investment has the capacity to reduce its 
emissions on a trajectory aligned with a 1.5 degree warming 
scenario pursuant to the Paris Agreement, and/or whether the 
investment represents a solution with reference to the climate 
mitigation and adaptation criteria within the EU Sustainable 
Finance Taxonomy.

We will decline investments which are unlikely to achieve stable, 
sustainable returns over our long term investment horizon (e.g. 
which bear stranded asset risk) and where an opportunity lacks 
the governance, information or alignment with co-shareholders 
to enable us to influence material ESG matters over time. 

Investment

Degradation/pollution Resource efficiency sourcing/ 
use/treatment

Air (climate) – GHG emissions (Raw) materials inc. supply chain

Air (health) – other pollution Energy

Water Water

Ground/Contamination Waste

Noise and light

Biodiversity

Labour

Child labour

Discrimination/Inclusion

Gender and diversity (inclusion)

Freedom of association

Health and safety (employees, 
customers suppliers)

Labour standards and working 
conditions

Stakeholder

Employee engagement

Social preferences

Community benefit (e.g. access, 
inclusion, development, social 
enterprise partnering)

Other stakeholder relations

Social

Environmental

Board issues

Independence of board chair

Board composition

Committee structure/independence 
(e.g. audit, risk, compensation)

Executive compensation

Voting system (one share/one vote)

Fiduciary duty

Operational issues

Bribery and corruption

Fraud/cyber security

Lobbying activities

Political contributions

Whistle-blower protection

Governance
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We have adopted EOS at Federated Hermes’ 
engagement themes as our framework for 
stewardship, enhancing coverage where 
required for infrastructure investments. 

We collaborate with EOS team specialists to inform and guide 
our assessments and stewardship activity in areas where for 
example, significant technical experience or cross sector 
learning would be beneficial. 

Stewardship

A Low carbon actions
A Physical risk actions
A Governance, lobbying 
    and disclosure

A Circular economy and waste 
A Harmful substance management
A Spills and catastrophic events

A Biodiversity and
    sustainable land use
A Sustainable food systems
A Water stress

Climate
change action

Circular economy
and zero pollution

Natural resource 
stewardship

A Diversity, equity, and inclusion
A Terms of employment
A Health, safety and wellbeing 

A Ethical behaviours
A Safer products 
A Responsible tax practices 

A Basic human rights
A Value chain rights
A Digital rights
A Indigenous and community
    rights
A High-risk regions

Wider 
societal
impacts

Human and 
labour rights

Human 
capital 

A Basic rights and protections 
A Minority rights and protections
A Investor engagement

A Pay scheme design and
    disclosure
A Fair pay outcomes

A Board composition and
    structure
A Board effectiveness and
    evaluation
A Succession planning

 Investor 
protection 
and rights

Executive
remuneration

Board 
effectiveness 

and ethical culture

A Social licence to operate
A Risk capability
A Risk mindset and culture

A Sustainability reporting
A Special reporting
A Audit and accounting

A Business purpose
A Long-term sustainable
    strategy
A Capital allocation

Risk 
management

Corporate
reporting

Purpose, 
strategy 

and policies

Essential
public

services
Local community

bene�t

Stakeholder
relations

Governance

Infrastructure

Environment

Social

Strategy, 
risk & 

communication

Stewardship

Social Licence
to Operate

Adding Social Licence to Operate

The need to maintain a social licence to 
operate is particularly pertinent when 
providing essential public services.

For infrastructure assets local community 
bene�t and stakeholder relations are signi�cant 
social factors

Engagement themes for 2021-23
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Risk, Opportunity and Impact Assessment
Sustainability is fully integrated into our strategic asset management framework. We annually assess risk, opportunity and 
impact at each asset, setting engagement objectives and monitoring quantitative and qualitative progress.

Material sustainability matters are integrated into our strategic asset priorities for each asset, with responsibility residing with 
the relevant asset team and directors. 

Direct, multi-level engagement
We interact directly with companies at all levels, on a range of issues from accelerating the transition to a net-zero carbon 
economy, to board skills and diversity and the protection of human rights in their workforces, supply chains and communities.

For us, superior investment performance, for the benefit of all stakeholders, begins with best in class governance, where 
transparency of information, clear lines of responsibility, accountability and appropriate management of conflicts are paramount. 

We seek to exercise our influence to challenge, empower and support robust, independent management teams, while 
preserving clear accountability for performance.

Illustrative objectives End goal Horizon

Risks S Stakeholder 
engagement 

Increase employee 
engagement score 

2021

Human rights: 
Supply chain

Update modern 
slavery policies

2021

Opp E Energy ef�ciency Achieve target 
reductions

2022

Illustrative KPIs 2020 2019

CO2 emissions 
(total) (tCO2)
CO2/trip (tCO2)
Environmental 
incidents

128,627
3.67

157,848
3.78

Reductions resulting from fewer trips in 
2020 and investments in fuel ef�ciency

0 0 No releases into water. Minor spills from 
land addressed promptly

LTIF (per mil. 
hours)

Gender split 
(Board/e’ees)

8.8 8.7
Generally satisfactory. Range of 
improvements identi�ed by recent audit

21%/42% 14%/37% Improving trend. Diversity in operations 
requires improvement

Illustrative Assessment

Risk E Climate 
change

Extreme weather: 
potential asset damage 
and maintenance 
disruption 

Opp. S Community Potentially improved 
reputation resulting from 
visible presence

Adv. 
impact

E Circular 
Economy

Emissions and 
biodiversity impact of 
waste to land�ll

Pos. 
impact

E Climate 
change

Renewable energy gen. 
contributing to SDG7 
(Clean Energy)

Measuring progress – Milestones 
Our four-stage milestone system allows us to track the progress of our 
engagement, relative to the objectives set for each company. When we set 
an objective, we also identify the milestones that need to be achieved. 
Progress is assessed regularly and evaluated against the original 
engagement proposal

2
The company 
acknowledges the 
issue as a serious 
investor concern, 
worthy of a response

3
The company 
develops a credible 
strategy to achieve the 
objective, or 
stretching targets are 
set to address the 
concern

4
The company 
implements a strategy 
or measures to 
address the concern

1
Our concern is raised 
with the company at 
the appropriate level  

Milestone Progress

Risk, opportunity 
and impact 
assessment

Engagement
objectives

KPI    
monitoring Engagement

tracking

Share
holder

Board

Committees

Asset management team

Organisational level
engagement with:
A Policy Makers
A Regulators
A Co-Shareholders
A Companies

Monthly / Quarterly 
meetings with:
A Board members
A Executives
A Key stakeholders

Quarterly meetings in
dedicated fora:
A ESG/Sustainability
A Remuneration
A Audit / Risk
A H&S 

Day to day team 
engagement with:
A Heads of department 
   (Environmental, HR, 
    Operations,Strategy)
A Investor and reporting 
   relations teams
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Social

 A Health, safety and wellbeing: Occupational health, safety 
and wellbeing safety management systems including 
policies, controls, training and recording, investigating 
and reporting health, safety and wellbeing incidents. This 
includes the recognition that psychological wellbeing is 
an equally important part of our health, productivity, and 
happiness 

 A Fair working conditions: Including fair pay, 
representation, training and development and employee 
engagement

 A Diversity and inclusion: Equitable, fair and un-biased 
access to opportunities for all, composition of governance 
bodies and breakdown of employees per employee category 
according to age group, gender, minority group membership, 
and other indicators of diversity including discrimination

 A Modern slavery: Despite our investment focus being on 
developed markets, we deem human rights risks material 
to our portfolio, specifically with reference to modern slavery 
and trafficking controls and processes, as relevant for all 
businesses with large workforces and significant supply chains 

 A Community engagement: The social licence to operate 
which can be gained or lost via community interactions 
can have a material impact on short term performance and 
the shape and regulation of infrastructure provision in the 
long term

Materiality matters
While we take a broad and pro-active approach to assessing 
current and forward-looking sustainability matters, the nature 
of our direct private infrastructure portfolio means that certain 
ESG matters are considered material to the portfolio as a 
whole, including:

Governance

 A Board composition, skills and diversity: As boards and 
businesses evolve we see the following as having the 
most material impact on their effectiveness and company 
success, in private infrastructure (i) executive vs. non-
executive appointees; (ii) independence of chair, presence 
of independent directors; (iii) cognitive and social diversity, 
including gender, age, race, background and membership 
of underrepresented social groups; (iv) collective skills and 
experience, including in relevant sustainability matters; (v) 
stakeholder engagement

 A Oversight of sustainability: How sustainability is 
integrated into governance frameworks and the sufficiency 
of board involvement and oversight can have a material 
impact on whether all other sustainability related risks are 
managed and/or goals achieved

 A Operational risk policies and management: cyber 
and information security: The protection of internet-
connected systems, including hardware, software and data 
from unauthorised access. Malicious attacks, in particular, 
can pose a significant threat to infrastructure assets given 
their public service nature 

 A Transparency and reporting: While our investments are 
typically not subject to the stringent regulatory reporting 
requirements applicable to regulated or listed entities, we 
see transparent, clear sustainability reporting and verifiable 
data as a prerequisite to maintaining trust, legitimacy 
and facilitating stakeholder (including shareholder) 
engagement on material matters

Climate and Environment

 A Climate change risk and resilience: The likelihoods, 
consequences and impact of climate change and 
adaptation and mitigation efforts, covering both climate 
transition risk (policy and legal, technology, market and 
reputation risks driven by the transition to a low carbon 
economy) and climate physical risk (acute and chronic 
risks driven by the physical impact of climate change) 

 A Climate change mitigation: Contributions to national 
and global climate goals, such as limiting global 
warming to 1.5 degrees Celsius in line with the ambitions 
of the Paris Agreement, including short medium- and 
long-term targets to reduce company emissions and 
climate solutions 

 A Natural capital (including pollution, restoration and 
waste): Awareness, identification, monitoring and 
mitigation of the company’s dependency and impact on 
the world’s natural resources, including the need to avoid 
pollution, reduce consumption, responsibly manage waste 
and undertake protection and restoration of land, soil, air, 
water and all living organisms
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Strategy and Influence
As a primarily minority shareholder, we see the integration of sustainability considerations into 
governance and strategy from the top down, as the most effective means by which to catalyse 
whole business efforts. At a number of our portfolio companies, our roles at board and 
committee level have enabled us to successfully collaborate and influence sustainability strategy.

As the shareholder representative of the Scandlines 
executive sustainability working group launched in 2020, 
our immediate focus was on promoting the approval of 
updated, fit for purpose policies and a refreshed approach 
to transparency and ESG reporting, as the basis for the 
build out of the company’s E and S strategies. In parallel 
to the development of this framework, we have been 
particularly focussed on decarbonisation and the 
company’s potential trajectory to Net Zero in one of the 
most challenging sectors globally (shipping), as one of 
the company’s most material risks and opportunities.
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E Climate change – D
ecarbonisation of vessels

14.9%
Board Member

and Sustainability
Working Group Chair

Transition to greener vessels

In the autumn of 2021, we and our Scandlines co-
shareholders agreed to support the c.€80m investment 
(inclusive of works in the harbour) in a new zero emission 
freight ferry, which will allow Scandlines to expand its cargo 
capacity whilst retiring two older vessels from the fleet. 
Deployment of the new vessel from 2024 is expected to 
reduce Scandlines’ emissions by c.170k tons of CO2 to 
2035, or the equivalent of one full year of operations pre-
Covid 2019. Between 2008 and 2021, Scandlines has 

invested significantly in green technology (including 
hybrid vessels) to reduce its environmental 

footprint, achieving a significant reduction in 
CO2 emissions. The new zero emissions 

vessel, building on the Scandlines’ 
decarbonisation efforts, will enhance the 
company’s leadership position in 
sustainability and demonstrates its 
ambitions for the future. We expect to 
focus on the consideration and adoption 

of realistic long, medium and short term 
emissions reductions targets over the 

course of 2022. 

Policies and reporting

Since acquisition in 2018, we have been strong advocates 
for Scandlines to improve its ESG policies and practices, 
including reporting. As noted above, an ESG working group 
was established in late 2020, which included a 
representative of Federated Hermes representing all three 
shareholders, to contribute to and oversee the publication 
of the company’s first annual sustainability report, aligning 
to GRI “Core” standards and including Sustainable 
Development Goals (“SDG”) reporting. Scandlines also 
created an overriding ESG policy as well as embedding 
ESG considerations into its broader policy 
framework including its Employee and Vendor 
Code of Conduct.

Since last year’s report, Scandlines has 
published its Sustainability report.4 
Furthermore, the ESG working group has 
now transitioned into a Board-level 
Safety and Sustainability Committee, 
chaired by Federated Hermes Board 
representative, who was also instrumental 
in establishing the governance of the new 
committee. The Committee’s focus for the 
coming year will be to aid the company in 
progressing its Green Agenda5, strategies for Diversity and 
Inclusion and Biodiversity, as well as reviewing the overall 
policy framework and procedures that underpin targeted 
improvements across E,S and G. Scandlines is currently 
preparing its second annual report (to be published 
in April), which the committee is also overseeing, and 
following our prior input, will include climate-related 
disclosures in alignment with the TCFD.

CASE STUDY  

Scandlines

4 https://www.scandlines.com/about-us/management-and-investors/annual-report-and-sustainability-report/ 
5 https://www.scandlines.com/about-us/our-green-agenda/
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Affordability and fuel poverty
Cadent has been extremely focussed on affordability and fuel 
poverty in RIIO-2 (the current 5-year regulatory period ending in 
2026) and activities funded under VCMA6 are designed to 
supplement the annual Fuel Poor Network Extension Scheme 
(FPNES) where Cadent has already delivered 2,382 connections 
against its annual target of 1,250. 

Cadent is working with numerous organisations to target areas 
of known deprivation and provide households with support and 
advice to maximise their income and better manage their money. 
At the same time, the company is training some of its own 
employees to provide this service and extend its reach to even 
more customers. Through these schemes Cadent aims to directly 
engage with over 60,000 households by 2026. In addition it will 
provide access to energy and income advice to a further one 
million customers, through tools such as an online benefits tracker, 
which is live now on its website.

The Cadent Foundation is playing an active additional role, including 
funding 1,000 households to receive first time central heating and 
through its award of a three-year, £1.5 million grant to support the 
Trussell Trust’s work to tackle destitution by maximising income 
through debt, budgeting and benefits advice.

As chair of the Cadent Sustainability Committee we have 
promoted the adoption of a holistic vision of Cadent as a 
positive force in society. In 2021, Cadent adopted its Force For 
Good strategy, covering all aspects of its business. As with many 
traditional energy investments, the most material ESG risk for 
Cadent is of asset stranding or diminution as the economy 
transitions away from fossil fuels. As supporters of the goals of 
the Paris Agreement and proponent of Force for Good, a key 
Stewardship objective for us has been that Cadent plays a 
trusted role at the heart of the UK’s energy transition to Net 
Zero. In this context, the dual objectives of decarbonisation and 
affordability of supply can find themselves in tension. We have 
been focussed on Cadent’s potential to innovate and support 
the transition alongside support for vulnerable customers. 
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Decarbonising heat: Preparing for scaling 
hydrogen production
The delivery of the UK Government’ commitment to Net Zero by 2050 
requires an unprecedent amount of change, investment and collaboration. 
Cadent’s Future of Gas ambition is to make hydrogen a safe, fair and 
reliable choice for consumers as part of this. As the UK’s largest distributor 
of natural gas, Cadent is focused on what it can do to help the UK to 
transition from fossil fuels to other kinds of low carbon energy, such as 
hydrogen, protecting consumers and creating high-quality jobs.

Cadent’s Hydrogen 10-point plan was published in October 2021 and 
details the company’s ambition to:

A   Introduce net zero construction sites from 2023

A   Deliver the first scaled hydrogen blending facility from 2025

A   Deliver the UK’s first 100% hydrogen pipeline by 2027

A   Enable 5GW of hydrogen production our region by 2030

A   Launch a Hydrogen Skills Academy by 2024

A   Develop a hydrogen education programme by 2024

A   Put pace into the adoption of hydrogen vehicles from 2025

A   Provide finance for low carbon heating for our employees now

A   Publish plans to demonstrate heat decarbonisation of whole 
communities by 2025

A   Install hydrogen-ready appliances by 2026 or sooner

The Board and Sustainability Committee will oversee the 
strategy and evaluate future investment proposals over 

the coming years. 

Decarbonising the core business: Electric 
Vans and Company Car Scheme

In 2021 Cadent adopted a Net Zero by 2050 target for 
scope 1 and 2 emissions across its business, including 

medium-term targets aligned with a below2 degree 
warming scenario. While the biggest challenge remains 

leakage from iron pipes which are in the process of being retrofitted 
within the regulatory RIIO2 framework, emission reduction across its 
wider business is progressing at pace as the company invests to 
decarbonise. Cadent is boosting the number of electric vehicles for 
emergency First Call Operatives (“FCOs”) and used as company cars 
across its networks, with 360 electric vans (“EVs”) being rolled out over 
the period to 2023 and a target of 1,000 zero emission vehicles across 
all networks by 2026.. Follows a trial of FCO vehicles in the North West, 
London, Eastern and Western Midlands networks charging points have 
been installed at home locations to support the roll out.

Services beyond the meter
Cadent enters the households of thousands of 
customers every single week. In 2021, Cadent has 
continued training front-line engineers to identify 
signs of customers being in vulnerable situations, 
including fuel poverty and additional safeguarding needs. 
This training has given them the confidence to engage with 
customers and help to identify additional ways in which the 
company can provide support. Cadent’s personalised welfare 
model recognises that anyone can become vulnerable if their gas 
supply is interrupted, especially if this leaves them without gas 
overnight. The training provided to front-line engineers allows them 
to identify vulnerable situations and offer a range of additional 
welfare services, such as vouchers for hot food to be delivered to 
their home, alternative heating and cooking equipment, or even 
alternative temporary accommodation.

CASE STUDY  

Cadent: Force for Good

6 Vulnerability and Carbon Monoxide Allowance.
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As board and ESG Committee member at Viridor, our 
focus has been collaboration with the business and our 
co-shareholder on the three main pillars of the company’s 
sustainability strategy – Climate Change (Net Zero), 
Circular Economy and Corporate Culture (people), 
elements of which represent the most material 
sustainability risks and opportunities for the business. 
We are additionally focussed on monitoring the 
achievement of improvements in health, safety and 
wellbeing performance by the executive team (a focus 
area identified in due diligence). 
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Circular economy

In December 2021, Virdor launched a circular economy 
strategy focussed on its role in increasing recycling and 

reprocessing of plastics, including hard to recycle 
plastics. In line with this strategy, the company is 

advocating for a ban on certain types of 
plastic, a ban on plastic export for recycling 

and the creation of a more stable market 
for investment in state of the art 
processing infrastructure for the limited 
plastics that remain, which would have 
operational, financial and environmental 
benefits to the company and broader 

society. We are supporting the company 
on an ongoing basis, including by 

participating in forums alongside aligned 
stakeholders including plastics NGO, WRAP. 

Climate change

In 2021, Viridor launched its Net Zero strategy. In line with 
our support for ambitious decarbonisation targets, Viridor 
is targeting Net Zero by 2040 and net negative emissions 
by 2045, to be achieved partially via the installation 
of carbon capture facilities at its most highly 
emitting energy from waste facilities. Since 
the launch of its strategy, supported by the 
ESG committee and Viridor has achieved 
an 11% reduction in its scope 1 
emissions, a 31% reduction in scope 3 
emissions and undertaken a programme 
of carbon capture trials and advocacy, 
resulting in the inclusion by BEIS of the 
waste sector in those sectors eligible for 
the first carbon capture support mechanisms 
in the UK. Viridor has since submitted a bid for 
its Runcorn facility to be included in the first wave 
of carbon capture roll out, as part of the Hynet cluster in 
the North West of England. 

CASE STUDY  

Viridor

Engagement with managers for our indirect investments
ESG and sustainability considerations are integrated in our 
asset management approach, no matter the stake or the 
investment structure. However, our approach necessarily 
changes where holdings are indirect. In 2021, we engaged 
on ESG and climate risk with the manager of the two 
indirect investments which remain part of our cornerstone 
fund, HIF I. Based on historically limited ESG reporting and 
engagement, we remain focussed on foundational, open 
questions and climate change, as a pervasive material risk 
to infrastructure across sectors: 

 A Do you have an ESG/Responsible Investment policy? 

 A How is ESG integrated in your investment 
management practices? 

 A What are the most material ESG risks and 
opportunities for the funds? How are they 
identified, assessed and addressed? 

 A How are climate change risks addressed and 
factored in fund level investment management 
strategies and processes? And at individual project 
level? 

Engagement has been limited in response to date, 
nominally indicating very low ESG risk for the portfolio. 
However, we see the need for increased prioritisation of 
ESG in the underlying manager processes and seek 
improvement in our continued questioning. We intend to 
prioritise further detail on climate change and workforce 
matters in our further interactions in 2022.
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Engagement tracking

We have adopted the EOS at Federated Hermes 
milestone tracking model to monitor progress 
against objectives over the target horizon (1-3 years). 

As at Q3 2021, 12% of the engagement objectives set at 
the start of the year were complete, 82% were in progress 
and 6% were not yet commenced due to material other 
asset priorities.  

Fallago Rig – Objective: Climate Change Risk 
Assessment. Status: Complete

Iridium Hermes Roads – Objective: First 
Emissions Report. Status: Complete

CASE STUDY CASE STUDY 

The robust co-shareholder alignment on financially material ESG 
risks has supported a focused and effective ESG management at 
Fallago Rig. In 2021, we set an objective that a climate physical 
risk assessment be undertaken and that the board oversees the 
ongoing management and mitigation of any material findings. 
We engaged with our Co-Shareholder and Operations and 
Maintenance provider, EDF Renewables’ Asset Environmental 
Officer. Working with them we undertook a bottom-up physical 
climate risk assessment of the wind farm leveraging EDF’s 
proprietary Climate Change Risk Assessment (“CCRA”). Whilst no 
severe risks were identified, flood emerged as the main physical 
risk to which access tracks are particularly vulnerable. As part of 
the assessment, current adaptations were reviewed and further 
adaptations recommended. Following the assessment, “Physical 
Climate Risk” was included in the company’s risk register, 
presented to the Board of Directors on a quarterly basis.

At the time of the majority stake acquisition by FHI clients in 
2020, IHR and its subsidiaries did not have a Climate Change 
strategy or reporting in place. In 2021 the FHI team has been 
working with the concessionaires in setting up processes and 
methodology for the reporting of consolidated energy 
consumption and Scope 1 and 2 carbon emissions, as well as 
contractor vehicle emissions. 

The first report on 2020 performance was finalised in 2021 and 
will be updated annually going forward, in alignment with our 
reporting timeline. This is seen as an important first step that will 
support the setting of emissions reduction targets and 
monitoring of the progress against those targets going forward.

The first report on 2020 performance 
was finalised in 2021 and will be 
updated annually going forward, in 
alignment with our reporting timeline. 

We undertook a bottom-up physical 
climate risk assessment of the wind farm 
leveraging EDF’s proprietary Climate 
Change Risk Assessment (“CCRA”).

Viridor – Objective: Human Capital Management strategy. Status: In progress 

CASE STUDY 

Since early in our ownership period, we have been 
engaging on a targeted basis with the company on human 
capital management and human rights, including safety, 
gender representation, pay gaps and modern slavery. As a 
business which has gone through significant corporate and 
organisational change, and we have supported the 
company’s prioritisation of climate and circularity as its 
primary focus areas. However, we are pleased to report 
that 2022 will see the launch of a refreshed people 

strategy, under the supervision of the ESG Committee 
including appropriate targets, metrics and KPIs to be 
developed and monitored going forwards. In the 
meantime, in financial year 2020/2021 Viridor was able to 
achieve a 20% reduction in lost time injury rate and, in 
response to the pandemic, introduced a formal Mental 
Health and Well-being programme, including mental 
health awareness training for more than 200 managers, 
guidance and a full suite of tools to better support its staff.
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In the past 12 months we have engaged with 100% of our portfolio 
companies. We track our interactions with companies across the whole 
portfolio periodically, to assist in ensuring accountability for progress 
against objectives and to identify patterns across our portfolio. 

Source: The infrastructure team of Federated Hermes, internal engagement tracker.
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Thematic reviews

Each year we undertake a top down horizon 
scanning exercise, aware of the interconnected 
challenges of our generation and the need for 
continuous interaction with portfolio companies 
in the direction of sustainable outcomes. 

We aim to identify emerging systemic ESG risks which will 
likely affect, or are already affecting, every asset in our 
portfolio and undertake portfolio thematic reviews on such 
matters, which help us gather comprehensive risk 
management information on matters which are not necessarily 
captured via KPIs, Board Packs and ongoing reporting and 
raise the profile of the issue to a Board Agenda item. 

Portfolio thematic reviews are run every six months: a 
comprehensive assessment is run in October each year 
and a short form engagement takes place in April, aiming 
at ensuring the matters remain relevant in Boards and 
management teams agendas.

The chart on the right provides an overview of our thematic 
engagement topics through the years.

Our reviews are based on proprietary materials, as 
presented in the sections to follow, developed either by 
members of the team or by specific working groups 
within the broader business of Federated Hermes. 
Training sessions from subject matter experts, knowledge 
sharing and internal validation of the materials from EOS, our 
stewardship business, supports skills-building across the team 
while providing comfort on our modus and on our tracking of 
progress. The analysis is run via direct engagement with 
management teams, which allows for a privileged access to 
the companies’ reasoning and the ESG risk management 
journey they are on, and desktop reviews of publicly available 
information. The systemic nature of the themes requires a 
thorough review of awareness, strategies, governance models, 
monitoring and reporting processes, allowing us to assess 
progress against previously provided information. 

Outcomes are reviewed against best practices and used 
to drive change, increasing awareness within companies 
of the themes and their preparedness to mitigate any 
risk, as well as maximising the opportunities. Equally, they 
are used to start conversations at Board level and with co-
shareholders, placing the matter on agendas and establishing 
lines of accountability and reporting to ensure the continued 
successful management of the thematic issue under 
consideration. For the social pillar of ESG, in particular, harder 
to measure and to report on and historically behind in the 
ESG curve we believe our engagement encourages portfolio 
companies to embrace an increasingly strategic thinking 
about human capital management and, through the years, has 
supported notable improvements in companies’ strategies 
around mental health and wellbeing.

Cyber Security
Assessment of cyber security posture 
against the “10 steps to cyber security” 
recommendations as published by the 
National Cyber Security Centre

Executive remuneration framework
CEOs remuneration structures reviewed 
against Hermes Investment Management’s 
five remuneration principles plus two 
specific to Federated Hermes Infrastructure 
(ESG KPIs and gender pay gap)

GDPR preparedness
Desktop review of existing data protection 
policies and processes and support to 
portfolio companies in the road to 
compliance with the new regulation

Climate change resilience
Climate materiality assessment against the 
TCFD framework, emissions tracking and 
carbon pricing sensitivity analysis

Mental health awareness
Review mental health and wellbeing 
awareness, strategies, policies, initiatives, 
monitoring and reporting systems, to 
favour the development of an holistic 
approach to health & safety

Climate change

Mental health awareness

Diversity and Inclusion
Self-assessment of portfolio companies 
on five dimensions including culture, 
governance, processes, monitoring 
and reporting

2017

2018

2019

2020
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7 http://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2021.pdf
8 https://www.ncsc.gov.uk/files/2021-10-steps-to-cyber-security-infographic.pdf

Cyber security deep dive

CASE STUDY 

As part of our active asset management approach and 
complementary to our portfolio thematic reviews, we 
undertook a cyber and information security risk 
assessment deep dive in early 2021. 

According to the 16th Global Risk Report recently 
published by the World Economic Forum,7 cybersecurity 
failure continues to be in the top 10 of global risks by 
likelihood. Cyber and information security are ever-
evolving business risks, fuelled by the growing reliance on 
technology and data, which the Covid-19 pandemic has 
materially accelerated on a global scale. The impact of a 
cyber attack and/or data breach could fundamentally 
undermine the resilience of a business not only 
operationally, but also on a financial, regulatory and 
reputational level. Cyber and information security are 
strategic matters and need to be fully embedded in the 
comprehensive risk management frameworks of our 
portfolio companies: risks are to be identified, assessed 
and mitigated with proportionate, tailored strategies.

Covid-19 and work from home arrangements increased the 
pressure on IT resilience for all businesses worldwide. 
Throughout the pandemic, our weekly engagement with 
portfolio companies focused on operational and financial 
resilience, liquidity levels and short-term outlook. As part of 
this, we have sought to ensure continued prioritisation of key 
drivers of resilience, including cyber and information security. 

Our deep dive required our portfolio companies to self-
assess on a RAG (red, amber, green) scale along 13 criteria 
of cyber and information risk analysis, derived from the UK 
National Cyber Security Centre’s “10 Steps to Cyber 
Security”8 and engagement with Federated Hermes 
International’s Head of IT and Information Security Officer. 
Results of the self-assessment were shared with Federated 
Hermes International’s Information Security Officer to 
validate the scoring and support the identification of 
material red flags.

The assessment allowed us to satisfy ourselves as to 
the resilience of portfolio company practices and 
systems, as well as identify some key trends, such as the 
majority of portfolio companies continuing to consider the 
availability of insurance coverage for cyber risk. We also 
identified some areas for further improvement, including 
the establishment of formal home and mobile working 
policies, secure configuration, management of user 
privileges and dedicated and robust incident response 
plans. On the basis of the results, we have been engaging 
on the areas for improvement and promoting adequate 
responses to cyber and information security risk mitigation. 

Whilst cyber security risk was already included in the risk 
register of the majority of our portfolio companies, many of 
them undertook detailed deep-dives, often supported by 
third-party consultants, during the second half of the year.

2021 Themes
Our 2021 themes represent a continuation of the 2020 themes 
we adopted, with the addition of a new theme in collaboration 
with EOS at Federated Hermes – Natural Capital and 
Biodiversity – and a refresh of a Cyber security deep dive 
assessment across all assets. 

Mental Health
& Wellbeing  

Diversity
& Inclusion  

Natural Capital
& Biodiversity

Climate Change
TCFD & Net Zero 

2021
Themes

Covid-19 has fostered the momentum of 
awakening of environmental and social 
consciences at each level of society

Covid-19 has fostered the momentum of awakening of 
environmental and social consciences at each level of society: 
it pushed all of us to acknowledge the fragility of our planet in 
the face of climate change, its natural capital and ecosystems, 
as well as the relevance of our mental health to our wellbeing, 
the inequalities embedded in our society and the 
fundamental role meeting our social obligations, as 
individuals and corporate citizens, plays in overcoming global 
emergencies and crises. It is our fiduciary duty to pilot this 
momentum in the direction of action. 

Whilst climate change has taken the centre stage of investors 
agendas in recent years, as easier to price than life at the 
bottom of the ocean, mental ill health, lack of diversity in 
workforce and un-inclusive cultures, we believe it is imperative 
for our assets to acknowledge, identify and mitigate the 
broader risks and opportunities to their social license and for 
us, as stewards of intergenerational assets, to continue to 
build a sense of urgency to do so.
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Climate change

Climate change is the defining challenge of our time 
and at Federated Hermes we recognise the imperative 
for collective action to limit global average temperature 
increases to 1.5 degrees Celsius and to adapt to 
changing climatic conditions. 

Along with many others, we attended the 26th Conference 
of Parties (“COP 26”) to participate in the Federated Hermes 
International Further, Faster fringe conference. In Glasgow, 
our Head of Infrastructure spoke about how an infrastructure 
investment manager can contribute to combating the climate 
emergency and provided our reflections on the hopes and 
challenges for our industry. Other team members attended 
the Climate Action Sustainable Innovation Forum and events 
run by partners including the Financing a Just Transition 
Alliance, engaging with and presenting to industry, 
investment and other stakeholders with common objectives. 

Glasgow provided a forum for in-depth discussion on 
the interrelated challenges of climate, nature and justice. 
The consensus was that the planet is potentially facing an 
existential threat that is becoming increasingly urgent. 
Both inside the conference and in the streets, activists and 
financiers appeared aligned that the time for talk is over – 
now is the time for action.  

We are clear that all of our investments, 
indeed the entire economy, need to be 
aligned to theParis goal of keeping 
warming within 1.5 degrees.

Our focus on climate change in 2021 has been twofold:

 A Assessing and engaging on the management and 
mitigation of climate related physical and transition risks 

 A Assessing the alignment of our portfolio with the goals 
of the Paris Agreement, setting a baseline for future 
stewardship efforts

Climate Risk and Stewardship
The physical impacts of climate change are already becoming 
clear. The acute impacts of extreme weather – heatwaves, 
floods, droughts, increasingly frequent storms – and more 
gradual (chronic) impacts, such as rising sea levels, have the 
potential to impact and, in some cases, are already impacting 
our investee companies. From a transition perspective, 
following the UK’s adoption of a legally binding commitment 
to achieving Net Zero by 2050 and the momentum generated 
by COP 26, we expect ever accelerating policy responses to 
global warming. In this regard, the emissions of our portfolio 
companies, their customers and supply chains and any 
ongoing dependency on fossil fuels, represent a potential 
financial risk. 

In 2021, within the framework of 
TCFD, we undertook 5 months of 
deep dive work in partnership with 
climate adviser ERM, focussed on 
scenario analysis for individual 
assets and risk management of 
identified risks. 

TRANSITION

SOURCE

SCENARIO

PHYSICAL

World Energy Outlook (WEO)

International Energy Agency (IEA) scenarios

Sustainable
Development
Scenario (SDS)

Small decline in energy
demand, but quickly
declining emissions

Stated Policies
Scenario (SPS)

Aligned with
current NDCs

Growth in energy demand,
but emissions are �at

The Intergovernmental Panel on Climate Change (IPCC)

Representative Concentration Pathways
(RCPs)

RCP4.5

Implementation of
mitigation policies

Paris Agreement
aligned

RCP8.5

Emissions increase out to
the end of century

High emissions scenario –
‘business as usual’

Using two physical and two transition scenarios, we initially 
created a portfolio risk heat map, before conducting a 
financial driver analysis and stewardship priorities for 
individual companies where material potential risk was 
identified. All analysis was undertaken in collaboration with 

our investee companies using actual operational and 
financial data where required. We set a materiality threshold 
per asset, to assess the relative importance of the risk 
compared to overall company operations. 
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The table below illustrates the primary risks and 
opportunities identified across our core and value added 
strategies and different sectors. As anticipated, transition 
risks are more prevalent and quantifiable in the short term, in 
particular carbon pricing and revenue exposure to highly 
carbon intensive industries. The most prominent physical risks 

being increased storms and fluvial flooding in the medium 
term and increases in heat in the longer term. Several material 
transition opportunities were also identified, including 
increased demand for sustainable products and services and 
contingent participation in a future market for negative 
emissions. 

Using the outputs of our deep dive analysis, we have reviewed 
our stewardship approach with the relevant businesses to date 
and set priority focus areas and objectives. An illustrative 
example is below. 

We expect to continue to update our climate stewardship 
objectives annually, as risks and mitigation evolve over the 
duration of our holding periods, including refreshing our 

scenario analysis periodically to reflect the most up to date 
Net Zero scenarios. 

The international business of Federated Hermes publishes a 
TCFD report and we report infrastructure portfolio carbon 
metrics including carbon footprint and emissions intensity by 
portfolio to our investors annually. 

Focus on mitigating transmission risk with clear governance framework to address physical

Climate change related risks and opportunities FHI stewardship

 A Risks

 – Transition: High risk of inclusion in the UK 
ETS in near term, resulting in the payment of 
a defined monetary sum per quantity of CO2 
emitted 

 – Physical: Moderate risk of fluvial flooding from 
increased rainfall to 2050, resulting in damage 
and reduction in availability 

 – Physical: Moderate risk of damage, downtime 
and H&S implications from increasing frequency 
of storms and high winds

 A Opportunities

	✓ Transition: Contingent potential revenue from 
market in negative emissions. Potential 
growth in demand for low carbon activities

 A Approach and key engagement activities to date

 – Sustainability Committee member

 – Early input on transition risk assessment and 
support for decarbonisation strategy approved 
by board in 2021

 – Ongoing input and oversight of emission 
abatement cost and solutions modelling and 
feasibility

 A Next steps to address opportunities/risks 
identified

 – Board level consideration and approval of 
investment in decarbonisation solutions

 – Promote increased focus on physical risk 
adaptation and associated mitigation processes 
via Sustainability Committee Chair
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2021 2025 2030 2040 2050

Public Net 
Zero Target

Other Key 
Targets

Eliminate fossil fuel 
energy

Commitments 
and Visions

 
Committed to emission reductions and assisting with the UK’s path to Net Zero

Plant one tree for every train

Net Zero Emission Vision  

Under 
development

Iridium Hermes Roads 

As signatories of the Net Zero Asset Managers Alliance, 
Federated Hermes has also established a Climate Change 
working group focussed on operationalising a Paris 
alignment test aligned with the recommendations of the 
Institutional Investors Groups on Climate Change (“IIGCC”) 
and Climate Action 100+. 

In our 2021 engagement, the infrastructure team used a short 
form version of the Paris Alignment test, scoring companies 
using a proprietary system based on their:

 A Emissions disclosure

 A Short term targets

 A Medium term targets

 A Long term targets

 A Data validation

In line with IIGCC recommendations, companies were 
classified as Aligned, Aligning, Committed to Aligning and 
Not Aligned, to form a baseline for future engagement. 

While we see a reduction in emissions as a necessary part 
of transition risk management, we also see the central role 
infrastructure investments can play in the decarbonisation 
of the broader economy and, in doing so, support jobs 
and local growth. 

Paris Alignment
In 2020 and early 2021, we used the Stewardship framework of Federated Hermes Climate Change 
expectations in our engagement with our investee companies, advocating for board approved net zero 
commitments by 2050 or earlier and the setting of short and medium target and metrics to support these. 
In 2021, we have seen more companies considering and adopting Net Zero targets than ever before. 

9 Source: https://www.eurostar.com/uk-en/tread-lightly

 –
CASE STUDY 

For COP26, Eurostar partnered with Avanti West Coast, 
ProRail, NS and Youth for Sustainable Travel to run a 
dedicated Climate Train from Amsterdam to Glasgow. 
Eurostar has long been an advocate for the role of electric 
rail in Europe’s path to Net Zero. Eurostar trains are 100% 

electric and on average c.13x less carbon intensive than 
equivalent journeys per passenger than air travel.9 All trains 
running in the Netherlands already using 100% wind 
power. Eurostar is currently targeting 100% renewable 
power for all operations by 2030. 

Emissions (Kg CO2e) per passenger journey (single trip):

Route Kg CO2 Rail Eurostar Kg CO2 Air (ICAO) % Eurostar below Air

London to Paris 4.0 57.8 93%

London to Brussels 4.3 51.7 92%

London to Amsterdam 8.4 60.7 86%

London to Rotterdam 7.0 71.5 90%

As at the date of the assessment, 70% of our included investments could be classified either aligned, aligning or committed to align. 
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Emissions 
Disclosure

Short-
term 

Target 

Medium-
term 

Target 

Long-term 
Target / Net-
Zero Target 

Data 
Verification 

Total 
Score Alignment

Water 5% 30% 30% 25% 10% 100% Aligned

Water 4% 0% 30% 25% 5% 64% Aligning

Water 5% 0% 30% 25% 5% 65% Aligning

Energy 4% 25% 25% 20% 0% 74% Aligning

Energy 5% 0% 0% 25% 5% 35% Committed to align

Transport 3% 0% 15% 10% 0% 28% Committed to align

Transport 3% 5% 0% 25% 5% 38% Committed to align

Transport 4% 0% 0% 0% 0% 4% Not aligned

Transport 3% 0% 0% 0% 0% 3% Not aligned

Indirect 0% 0% 0% 0% 0% 0% Not aligned

Green = ‘aligned achieved in this category’

Investments in renewable energy generation assets were 
excluded from the assessment on the basis that our short 
form Paris Alignment test does not consider climate impact in 
its scoring. In addition, climate impact is not considered in 
scoring for other businesses which have been included such 
as Eurostar whose cross border trains are 100% electric. 

We see that businesses which operate in sectors where 
emissions abatement is particularly challenging have been 
most cautious in adopting binding targets. However, in all 
such cases, these are under active consideration by the 
relevant boards, alongside relevant organisations such as the 
Science Based Targets Initiative (“SBTi”) and we expect 
substantial progress in 2022 and 2023. In addition, the lack of 
approved targets has not prevented active investment in 
decarbonisation across such businesses in the meantime, 
which we have actively supported at board level. 
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In some cases it is clear that the path to Net Zero is highly 
policy dependent. In such instances, our stewardship 
includes supporting such companies in their advocacy 
where their positions align with our broader expectations 
and climate change committee recommendations. 

We expect to roll out a more comprehensive test in 2022, which 
includes climate impact, the just transition and Paris aligned 
advocacy, likely increasing the % of companies which can be 
considered Paris Aligned overall, while remaining consistent 
with IIGCC and Climate Action 100+ guidelines.

ABP Investing to Decarbonise

CASE STUDY 

The way ABP supports its industrial and shipping customers 
and their supply chains has transformed over the years. ABP is 
now a key partner for the UK’s offshore wind industry and its 
ports are focussed on supporting regional hubs for emissions 
reduction, nature recovery and economic growth. ABP 
Humber contains four ports: Hull, Goole, Grimsby and 
Immingham, which handle £75 billion worth of trade, support 
33,000 jobs, and contribute £2.2 billion to the UK economy 
every year. ABP has delivered major green projects in the 
region, such as the £310 million Green Port Hull offshore wind 
manufacturing facility in Immingham and the £140 million 
Immingham Renewable Fuels Terminal for Drax Group

In November 2021, ABP announced the agreement of a 
new supply contract with Cooper Specialised Handling, 
which will deliver some of the first fully mains electric 

powered hydraulic cranes in the UK to the Port. Since 2014, 
ABP has reduced its greenhouse gas emissions by 35% and 
this £4 million investment is a further step in ABP’s mission 
to reduce CO2 emissions and energy consumption. The 
company expects all cargo handling operations at the Port 
of Ipswich to be fully electrified within the next five years. 

In the South of England, ABP announced plans to install 
a second electric Shore Power connection in 
Southampton, as part of a partnership with Carnival UK 
to enable sustainable cruising. A number of P&O Cruise 
ships are already shore power enabled and there are 
plans to install this capability across the fleet. The 
investment received support from HM Government’s 
Local Growth Deal that provides funds for projects that 
benefit the local area and economy. 
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Biodiversity threats in Europe and Central Asia

Invasive species and diseases Pollution Climate change
Changes in land and sea use Species overexploitation

57.9%

19.7%

10.9%

7.5%

4.0%

“Living Planet Report 2020”, WWF.

Natural capital and ecosystem services provide the basis for 
all human activities: the environment is a primary stakeholder 
for all our portfolio companies, whose activities impact and 
are impacted by natural capital stocks and biodiversity. 
Biodiversity loss and the deterioration of ecosystems are 
tightly connected to climate change, driven by the ever-
growing demand for food, water, raw materials and energy 
and the sustainability of the relevant supply chains, 
contributing to a reduction in the planet’s habitability 
for all beings, including humans.

10 Living Planet Report 2020, WWF.
11 2020 Global Living Planet Index.
12 The Freshwater Living Planet Index: from 1970 to 2016”, 2020.
13 Living Planet Report 2020, WWF.

WWF’s Living Planet Report 2020 presents an alarming picture, 
with the world being pushed to its limit and nature declining at 
unprecedented rates in history. The UN Convention on 
Biological Diversity (“CBD”) COP15, originally scheduled for 
2020 and postponed to October 2021, set a “Post-2020 Global 
Biodiversity Framework” outlining actions aimed at halting 
biodiversity loss and restoring nature, reversing the current 
loss of biodiversity by putting it on a path to recovery by 2030 
and bringing about a transformation in society’s relationship 
with biodiversity to meet the CBD’s goal of “living in harmony 
with nature” by 2050. Established in 1993, the CBD has 
through the years worked to develop a vision for conservation 
and sustainable use of biological diversity: “By 2050, 
biodiversity is valued, conserved, restored and wisely used, 
maintaining ecosystem services, sustaining a healthy planet 
and delivering benefits essential for all people”.

Within the financial and business community, over the last few 
years, the conversation on biodiversity has gathered pace 
over shaped by the interconnection with tackling climate 
change. In 2020, an initiative to establish a Task Force on 
Nature-related Financial Disclosures (“TNFD”) was 
announced, with work to build the framework currently 
underway. The TNFD will leverage the Task Force on Climate-
related Financial Disclosures (“TCFD”) framework to focus on 
enabling companies and their investors to understand 
exposure to nature-related risks and opportunities. The 
framework is expected to enter dissemination stage in 2023.
Biodiversity is a key driver of natural capital resilience: its loss 
is not just an environmental issue but also a self-preservation 
priority. It is an economic, development, health and ethical 
matter, closely connected to the achievement of most of the 
UN Sustainable Development Goals, which requires cohesive 
and consistent action from all stakeholders. 

During 2021, recognising the systemic need to progressively 
pivot to a nature-positive economy, we engaged with our 
portfolio companies on natural capital management, to foster 
awareness of the interaction with ecosystems and natural capital 
stocks and integrate the conservation of biological diversity in 
the delivery of essential infrastructure services. We are keen to 
promote awareness and recognition of the interconnected 
sustainability challenges of our generation, to support the 
adoption of a coherent set of principles for managing the 
natural environment and to encourage action to identify, 
mitigate and reverse the direct and indirect impact on 
biodiversity and ecosystem services.

Natural Capital 
Management

56%

68%

84%

-24%

Humans are overusing the Earth’s 
biocapacity by at least 56%10

fall in monitored living vertebrate 
species populations from 1970 to 201611

decrease in freshwater species from 
1970 to 201612

biodiversity decline in Europe and 
Central Asia from 1970 to 201813
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Engagement overview
We have consulted extensively with subject matter experts 
from EOS, the stewardship and investor services business 
of Federated Hermes, through which we have been able 
to develop a deeper understanding of natural capital 
management and ecosystem services and its materiality 
to our portfolio.

Natural Capital Investment Alliance
At the World Leaders Summit at COP26, the 
international business of Federated Hermes 
announced joining the Natural Capital Investment 
Alliance. Created by HRH The Prince of Wales under 
his Sustainable Markets Initiative, the Natural Capital 
Investment Alliance aims to accelerate the 
development of “natural capital” as a mainstream 
investment theme and to mobilise $10bn in such 
direction, across asset classes, by the end of 2022.

In April 2021, we engaged with our portfolio companies on four 
key questions, with the primary objective of sense-checking the 
level of awareness around Natural Capital Management and 
how this is being factored in their business strategies.

4 Key questions:

1
 Have you assessed the company’s dependency 
on biodiversity and ecosystems? 

2
  Have you thought about the impacts, risks and 
opportunities from the company’s dependency 
and impact on nature? If so, how? Please provide 
details on the process and outcomes.

3
  Climate change is a driver of biodiversity loss: 
how is biodiversity factored in your climate 
change strategy?

4
  Pollution is a driver of biodiversity loss: how is the 
impact of pollution from your activities on 
biodiversity factored in your policies and processes? 
What mitigating actions are you implementing to 
limit pollution and its impact on biodiversity

From the April 2021 engagement we concluded:

 A Natural capital and biodiversity risk is generally understood 
by portfolio company management teams

 A Some of our larger portfolio companies take a 
more sophisticated approaches to impact, risk and 
opportunities assessment, with varying degrees of 
integration in existing environmental management and 
decarbonisation strategies

We developed a more comprehensive engagement 
questionnaire to further deep dive into this area and undertook a 
second round of engagement in October. Anticipating the 
output of the TNFD, we have leveraged the structure of the 
TCFD to develop an assessment of Natural Capital Management 
focused on six key areas: Awareness, Governance, Strategy, Risk 
Assessment, Metrics, Targets & Disclosures and Challenges.

Awareness 1.  What are the key ecosystems and ecosystem services on which the company is operationally dependent 
(including the supply chain)?

2.  What are the impacts of the company’s activities on biodiversity and ecosystems?

Governance 1.  Does the Board of Directors have oversight on the mapping of dependencies, risks, opportunities and impacts 
in relation to biodiversity and ecosystem services? Does it take leadership in ensuring that proportionate actions 
are identified and implemented to achieve nature positive outcomes?

2.  What are the lines of accountability for biodiversity and ecosystem services related initiatives?

Strategy 1.  How are the dependencies, risks, opportunities and impacts in relation to biodiversity and ecosystem services 
integrated in the company’s overall strategy?

2.  What initiatives has the company implemented to address the most material issues?

3.  How is the risk factored and managed in supply chain management processes?

Risk 
assessment

1.   Is natural capital management integrated in the company’s risk management framework? What biodiversity and 
ecosystem services risks are currently included in the company’s risk register?

Metrics, 
targets and 
disclosures

1.  Does the company currently measure its dependence and impacts on biodiversity and ecosystem services? If so, 
quantitatively or qualitatively? Please provide details of the measurement process.

2.  Has the company developed and adopted biodiversity targets, preferably aiming for a net positive impact? Has 
the company looked into how it could apply the conservation/mitigation hierarchy?

3.  Does the company regularly disclose information on biodiversity-related risks and opportunities?

Challenges 1.  Are you facing any specific challenges and barriers in the development and implementation of your biodiversity 
and natural capital management strategy? 
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Conclusions
The majority of our portfolio companies are operationally dependent on raw water, freshwater, coastal ecosystems and habitat.

Renewables Water Energy Transport

AWARENESS • • • • • • • • • • • •
GOVERNANCE • • • • • • • • • • • •
STRATEGY • • • • • • • • • • • •
RISK MANAGEMENT • • • • • • • • • • • •
METRICS, TARGETS 
AND DISCLOSURES • • • • • • • • • • • •

With varying degrees of sophistication, likely driven by the 
perceived asset-specific materiality, the portfolio 
demonstrates strong awareness of biodiversity and 
ecosystem services risks, opportunities, impacts and 
operational dependencies, with the risks generally 
integrated in the company’s risk management 
framework and climate change strategy, as well as 
opportunities being the focus of dedicated “nature 
positive initiatives”. 

The regulated assets and Fallago Rig (via EDF 
Renewables) have explicit integration in their strategies 
and, jointly with Scandlines and ABP, they show the most 
comprehensive, integrated and data-driven approaches. 
Certain companies do not currently have a stand-alone 
approach to natural capital management, and biodiversity is 
not currently a matter on the agenda of the highest 
governance forums. Regardless, many such companies have 
implemented nature positive initiatives over the years, 
including planting trees and taking care of beehives as part 
of broader corporate responsibility plans. 

Across the portfolio, key challenges identified as to the 
adoption and implementation of a biodiversity and natural 
capital management strategy include reliance on contractors 
with pre-defined reporting and asset management 
obligations (including at renewables) and natural capital 
being relatively nascent on board agendas. For some key 
requirements are relatively limited and set up during 
planning stage (renewables) and for others, regulatory 
focus is currently very early stage with limited funding, 
incentives and regulator-driven investment levels. 

“Risk management” and “Metrics, targets and disclosures” 
emerged as areas requiring further improvement, which 
are naturally dependent on the existence of strategies: 
The desired transition to a nature positive economy requires a 
data-driven approach to holistic risk management frameworks 
able to identify, assess and mitigate the interconnected 
systemic risks of our time. We will focus our engagement on 
those areas in the coming year, prioritising investments where 
dependence and impact could be material in the context of 
other engagement focus areas. 

WindSun
Upland moorland Wetland/Marsh Land

Raw water    Agricultural land         Lakes

Woodlands Freshwater Wetlands
Rivers  Coastal ecosystems

Biomass fuel

Terrestrial ecosystems  

Habitat
Aquifers 

Hardstanding

Eutrophic standing water

Maritime environment

Neutral grassland

Wood
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Pollution
Biodiversity management and reducing pollutions are key 
specific focus areas for all water companies. Their 
management of sewerage discharges is subject to a robust 
regulatory framework and, due to the materiality of impact 
on people and the natural environment, is a core 
engagement focus for us. 

Our view, which is consistent with that of our water 
companies, is that any discharges of untreated sewage are 
unacceptable. In many instances such discharges are 
legally permitted due to the historical design of the 
systems, meaning that at times of heavy rainfall, sewers 
(and Sewage Treatment Works) reach overcapacity, creating 
the risk of flooding customer homes and critical asset 
failure. Releasing excess flows into rivers is the only option 
in such circumstances. We believe all stakeholders 
including companies, Ofwat, the Environment Agency and 
government, need to work together to accelerate the work 
required to stop them being necessary, including 
investment in ‘greywater’ systems where water can be 
recycled before entering sewers. Regarding pollution 
incidents more broadly, we have engaged with companies 
promoting the adoption of a zero pollutions ambition. 
Thames Water has published a pollution reduction plan,: 
thames-water-pollution-incident-reduction-plan.pdf 
(thameswater.co.uk)

For water companies, accurate monitoring and reporting of 
permitted discharges and pollution incidents is an essential 
part of the regulatory framework. 

On 18 November 2021, the Environment Agency (“EA”) 
and Ofwat  launched a joint investigation into water 
companies’ sewage treatment works, specifically targeting 

unpermitted sewage discharges into rivers and 
watercourses. The investigation covers all Water and 
Sewerage Companies (“WaSCs”) and encompasses more 
than 2000 sewage treatment works. The EA and Ofwat are 
currently evaluating the issue following companies 
providing further information in November and December. 
The investigations may take some time to resolve, we are 
focussed on the transparent participation of our investee 
companies, and we will keep investors up to date on any 
material developments. 

Biodiversity
From the perspective of biodiversity, how water companies 
manage and improve the presence of native species of 
plants and animals across sites within their control is a 
parallel area of focus.  At this stage, we are primarily 
concerned with natural capital assessments and target 
setting, encouraging concrete  for commitments to overall 
biodiversity net gains, from company operations. 

The Thames Valley is home to over 3 million species of 
animals and plants. Thames  Water manages 12 Sites of 
Special Scientific Interest (SSSI) which are legally protected 
wildlife areas. The Thames region is the location of 47 of the 
UK’s 224 chalk streams. Around 99% of Thames SSSI land 
area is classified as ‘favourable’  or ‘unfavourable 
recovering’ by Natural England.  Thames Water was the first 
water company to make  a voluntary performance 
commitment to Ofwat to assess the natural capital stocks 
across 100% of its landholdings. This involved investigating  
at over 5000 sites to assess the condition of 18 ecosystem 
services.  The company is now seekingto deliver a 5% 
Biodiversity net gain at over 250 sites accounting for around 
half of it landholdings and to explore additional Biodiversity 
Net Gain associated with delivery of its capital projects.

Scandlines’ waste management

CASE STUDY 

In addition to the strong focus on reducing carbon emissions, 
Scandlines’ long-term environmental vision encompasses a 
detailed plan to reduce food waste and improve waste 
segregation. In 2020, disposal companies hired by Scandlines 
segregated c.40% of all waste, with the remainder being sent to 
Waste-to-Energy plants. In parallel, Scandlines managed to 
largely reduce its food waste footprint, particularly in the Rødby’s 
employee canteen where food waste was reduced by 55%. Key 
drivers included optimising portion-sizes and introducing “made-
to-order” meals to replace the buffet. Further, the company has 
replaced conventional food products with organic, sustainable 
and fair-trade ones. As an example, all shrimps served on board 
and shoreside have the Marine Stewardship Council 
accreditation. In 2021, a large campaign to improve waste 
segregation has been launched with early promising results. 

Water Natural Capital and Water Companies

CASE STUDY 
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14 Financial year 2018/2019. Centre for Mental Health, “A spending review for well-being”, 2020.
15 Deloitte, “Mental health and employers: refreshing the case for investment”, 2020.
16 Deloitte, “Mental health and employers: refreshing the case for investment”, 2020.
17 “Mental health at work 2019 report – Time to take ownership”, Business in the community (BITC), The Prince’s Responsible Business Network, 2019.
18 Deloitte, “Mental health and employers: refreshing the case for investment”, 2020.
19 World Health Organisation, “Depression and Other Common Mental Health Disorders: Global Health Estimates”, 2017.
20 Deloitte, “Mental health and employers: refreshing the case for investment”, 2020.
21 Deloitte, “Mental health and employers: refreshing the case for investment”, 2020.

Since before Covid-19 took centre stage, mental ill health has 
been identified as the biggest epidemic of the century. 
Depression represents the biggest global health crisis: the World 
Health Organisation (“WHO”) anticipates it will be the biggest 
contributor to the overall global burden of disease by 2030.19 
The number of people suffering from anxiety is on the rise, 
fostered by the prolonged impact of Covid-19 on our everyday 
life. The past two years have also seen a rise in “leavism”, 
where employees are unable to disconnect from work due to 
an increased use of technology and “always-on” culture, 
contributing to burnout, with young professionals emerging 
as the most vulnerable demographic in the workplace. More 
women are affected than men. Research shows that mental 
health problems will soon surpass other work-related illnesses 
such as musculoskeletal disorders, respiratory diseases, skin 
and hearing issues and cancer, as a percentage of the overall 
instances of poor health at work.20

Prevention of mental ill health is instrumental to achieving 
Sustainable Development Goal 3, “Good Health and 
Wellbeing” and a fundamental driver of social resilience and 
employee productivity. Whilst the British corporate world has 
embraced the recommendations stemmed from the Stevenson 
and Farmer Review in 2017, our working ways have continued 
to evolve, as have expectations on how employers should 
support their people, adding complexity to the challenge.  
With governments called to act on mental health by pursuing 
the goals set by the WHO’s “Comprehensive Mental Health 

Action Plan 2013-2030”, we believe there is a tangible need to 
tackle mental ill health via a multi-stakeholder approach, with 
our portfolio companies being part of the solution. Promoting 
a holistic approach to health and well-being is not only a health 
and safety priority, but also a diversity and inclusion necessity. 

In 2019, we started engaging with our portfolio companies on 
mental health to foster the business case for a comprehensive 
approach to health, safety and wellbeing, based on the 
acknowledgement of the direct financial impacts of poor 
mental health and indirect consequences in terms of loss of 
innovation, idea generation and valuable colleagues. Investing 
resources in workplace mental health initiatives is shown to 
drive a return on investment of £5.2 for each pound invested.21 
Our engagement continued in 2020, a particularly sensitive 
year for health globally, with months of lockdowns and 
isolation making mental health even more prominent: during 
such time, we have particularly focused on understanding how 
the pandemic has reshaped portfolio companies’ thinking 
about mental health. As we encourage our portfolio 
companies to equip themselves with the awareness and 
tools required to effectively address and prevent mental 
ill health, especially if caused or worsened by work, we 
believe the necessary multi-stakeholder approach 
undoubtedly requires employee engagement. In 2021, we 
have further expanded our dimensions of engagement to 
assess the role employee engagement and feedback plays in 
our portfolio companies’ approach to mental health.

Mental health awareness

£119bn
annual economic and 

social cost of mental ill 
health in England14

£45bn
cost of poor mental 

health to 
UK employers15

£26-29bn
cost of presenteeism 

to UK employers16

39%
of employees 

have experienced 
poor mental health 
where work was a 

contributing factor17

1 in 10
employees who 

disclosed a mental 
health problem were 
dismissed, demoted 

or disciplined18
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Engagement overview
Since our establishment in 2011, each strand of ESG has been 
fundamentally integrated with our ethos and that of our team 
members. During our offsite in February 2019, the team raised 
the idea of expanding our thematic engagement to 
encompass mental health. Our approach and understanding 
of the matter has been shaped by extensive academic and 
business reading and direct participation in the initiatives 
implemented by our parent institution, including Unity, an 
employee-led network focused on promoting diversity and 
inclusion values, trainings, Mental Health First Aiders and 
participation in the Mental Health Employee Resource Group. 

Mental Wellness Employee Resource Group 
In 2021, under the lead of the Head of Diversity, Equity and 
Inclusion (“DEI”), our parent institution set up a number of 
Employee Resource Groups for each dimension of DEI, 
including Mental Health. The Mental Wellness Employee 
Network, to which a member of the infrastructure team 
participates, aims to create an environment where 
employees can learn about the wellbeing spectrum, 
providing a space for employees to feel heard and safe 
and to share how we can support others. For the year to 
July 2022, the Network has to committed to:

1.  Create and implement a Mental Health risk 
assessment and strategy

2.  Provide training and support for line managers to 
help support their teams

3.  Continue to build out and articulate profiles and roles 
of Mental Health First Aiders

4.  Work on better company-wide communication to 
promote Mental Health Awareness

5.  Focus on men’s Mental Health

Our engagement methodology is based on a questionnaire 
which has evolved over the years to encompass the incoming 
externalities of our times and is administered to all our 
portfolio companies. Some of the assets in our portfolio are 
Special Purpose Vehicles (“SPVs”), with no employees: in 
those instances, we engaged with our key contractors and 
assessed their approach to mental health.

In 2021, our engagement questionnaire included the following 
questions:

1.  How has the company’s approach to mental health evolved 
since October 2020? What are the main drivers behind the 
advancements, if any?

2.  Does the entity have dedicated mental health strategy? If 
not, is it part of an all-encompassing approach to health & 
safety and wellbeing? Does the strategy include specific 
targets? Please share or provide key points and initiatives. 

3.  Does the company provide mental health training? Does 
the company have mental health first aiders?

4.  Has the company been monitoring the effectiveness of 
such strategy? If so, how and what are the outcomes? 

5.  Does the company regularly report to the Board and 
shareholders on mental health? Do Health & Safety KPIs 
include mental health quantitative measures? Has the 
company been tracking absenteeism across its 
workforce? If so, has any unusual trend been identified 
over the past 3 years? Has the company’s approach to 
mental health been quoted as a key driver of the decision 
to leave the company in any exit interviews over the past 
12 months? 

6.  Was the effort behind the strategy driven by the Board 
or was it on the back of bottom-up suggestions? If the 
first, how was the initiative received by the workforce? 

7.  If the company does not have a policy/strategy on or 
including mental health, do you intend to develop one? 
Why? 

8.  Does the company run employee engagement initiatives 
to gather feedback on its current approach, initiatives and 
programs in relation to health, safety and wellbeing? If so, 
how often and how is such feedback used to adjust 
the strategy?
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Results from the questionnaire are used to position our portfolio companies on a RAG scale, from no approach to 
comprehensive approach inclusive on KPIs tracking and reporting, as presented below.

Conclusions

  Water       Transport       Renewable energy       Energy       Toll roads

No dedicated 
Mental Health 
strategy/ policy

Provision of basic 
counselling services

Policy & strategy 
are implemented

Provides training, 
guidance and 
counselling

Comprehensive
approach

Tracks and reports to 
the board on Mental 
Health KPIs

Policy & Strategy 
in place

No speci�c 
approach

20
20

20
19

20
21
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In the wake of Covid-19 and the consequent shaping of 
the post-pandemic workplace and corporate cultures, 
mental health has generally become a sine qua non of 
human capital management and approach to employee 
wellbeing across the portfolio. With varying degrees of 
detail and comprehensiveness of strategies, mental health is 
reported on and discussed at the Board at 75% of our 
portfolio companies. The larger regulated businesses, 
Viridor and Fallago Rig continue to lead the pack, with 
comprehensive policies, strategies and wellbeing 
programmes in place, often involving advocacy initiatives. 
These companies also monitor the effectiveness of their 
approach via KPIs covering absenteeism, proportion 
attributable to mental health, trainings uptake and 
referrals to employee assistance programs on the 
grounds of mental health. Such monitoring is usually 
included in Board reporting. Awareness continues to 
increase, also at smaller organisations with operations and 
maintenance activities entirely outsourced, such as ASG and 
Ventus. Scandlines is the most improved portfolio 
company over the period of analysis: our engagement and, 
particularly, the establishment of the Safety and Sustainability 
Committee positively impacted the mental health journey of 
the company, which has now integrated the matter in their 
health and safety policy and started to offer trainings, with 
plans to develop a standalone strategy and toolbox in 2022. 
Eurostar reinforced their commitment to the matter by 
becoming an early signatory of the “Railway mental health 
charter” and enhanced their monitoring and reporting 
practices. 

Mental health is reported on and 
discussed at the Board at 75% of our 
portfolio companies.

Most of our portfolio companies are aware of the crucial role a 
multi-stakeholder approach inclusive of employees plays in a 
successful health, safety and wellbeing strategy: 83% of our 
portfolio companies and contractors use employee 
engagement surveys to monitor satisfaction levels with 
existing programs, and to gather feedback to refine 
strategy and initiatives. 

With the effects of the pandemic on our wellbeing continuing 
to impact our daily lives, looking ahead, we will maintain our 
focus on holistic human capital management and mental 
health as essential to the long-term social resilience and 
competitiveness of our portfolio companies. 

 

Mental health at Eurostar

CASE STUDY 

Following closure of “Time to Change”, England’s 
mental health campaign funded by the UK government, 
in 2021, Eurostar welcomed the launch of the Railway 
Mental Health Charter, being an early signatory in 
October 2021. The charter is a framework of practical 
actions and tools, adapted for rail and co-development 
with the rail industry, aimed at supporting signatories’ 
efforts in improving mental wellbeing.

The Charter is rooted on four aims, articulated in seven 
actions for signatories to implement and including:

1. Senior level sponsorship and accountability

2. Health monitoring and hazards management

3. Increase awareness about mental health

4. Accountability, advocacy and champions

5. Policies addressing mental health in the workplace

6. Support effective people management

7. Signposting information and support services

The charter is part of Eurostar’s broader commitment to 
employee’s wellbeing, inclusive of training at every level 
of seniority, quantitative monitoring, reporting and 
employee satisfaction monitoring.
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allowed to be themselves will lead to a virtuous circle of 
increased data disclosure from employees, facilitating the 
ongoing refinement of DEI practices on the basis of data 
and regular reporting.

In 2020, we commenced our portfolio thematic 
engagement on the matter, focusing on Diversity and 
Inclusion (“D&I”), with portfolio companies demonstrating 
D&I awareness and being on the journey to strengthen 
their diversity profile and build inclusive workplaces, with 
varying degrees of sophistication and implementation. In 
2021, as we refined our thinking, we identified social 
mobility as the “child” of this matter: the realisation of the 
full D&I potential of our portfolio companies cannot occur 
without equity, fair treatment, access and opportunities for 
everyone and, on these grounds, expanded our 
engagement to DEI. Changes in corporate cultures and 
processes do not happen overnight: in spring 2021, we 
further engaged to maintain momentum and monitor any 
progress in companies’ strategy and processes 
to effectively tackle the expanded DEI paradigm including 
the expansion of these concepts beyond gender, to factors 
including ethnicity, race, sexual orientation, ability to name 
a few. In our role as stewards of infrastructure assets, 
we aim to foster in portfolio companies the awareness 
of the magnitude of each of their small human capital 
management decisions.

The momentum for Diversity, Equity and Inclusion (“DEI”) 
has grown stronger over the past 12 months, fostered by the 
daily uncovering of inequalities and unacceptable acts of 
violence across all dimensions of DEI and a global awakening 
in what “doing the right thing” means as citizens of the world 
and from a human capital management perspective. Further, 
as employers worldwide try to beat the “Great Resignation” 
following from pandemic-driven employees’ purpose 
recalibration and career path reassessment, the topic 
has gained strategic relevance as a firm driver of the work 
environment and experience able to attract and retain 
the scarce talent required for the decade ahead. 

Many of the often-cited studies linking financial performance 
to DEI only focus on diversity of workforces, ignoring the 
foundational, cultural aspects of equity and inclusion. Diversity 
strategies have little meaning if they don’t encompass equity 
and inclusion. We believe the focus should be on 
organisational conditions, and hence DEI initiatives and the 
intention to build work environments where everyone is able 
to thrive and realise their full potential. 

Whilst there is definitely an opportunity cost from equity 
and inclusion deficits, by making the business case for DEI 
we are accepting the assumption there might be a reason 
to not include everyone: our engagement with portfolio 
companies truly targets corporate cultures and encourages 
them to develop DEI programs that deliver social equity 
because it is the right thing to do, independently from the 
potential gain. We encourage companies to intentionally 
build inclusive cultures, via a more structured, strategic and 
ultimately more authentic approach to DEI. We acknowledge 
the regulatory and privacy burden to a truly data-driven 
approach to the matter: however, we also believe creating 
and fostering an environment where everyone is truly 

22 “Diversity wins: How inclusion matters”, McKinsey, 19 May 2020.
23 “Diversity wins: How inclusion matters”, McKinsey, 19 May 2020.
24 Excludes Anglian Water and the Innisfree funds.
25 Excludes Anglian Water and the Innisfree funds.
26 Excludes Anglian Water and the Innisfree funds.

Diversity, Equity 
and Inclusion

52%
positive employee 

sentiment 
on diversity22

£45bn
negative employee 

sentiment 
on inclusion23

+ _

40%

60%

30%
of participating24 portfolio companies 

have diversity targets

of participating26 portfolio companies 
report the intention to change the 
approach to diversity performance 

monitoring and target setting

of participating25 portfolio companies 
measure diversity on dimensions other 

than gender
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Engagement overview
Critical to the long-term performance of our portfolio 
companies and their resilience in the face of the challenges 
posed by the current environment and the decade ahead, our 
approach and understanding of DEI is shaped by extensive 
research, as well as direct participation in the initiatives 
implemented by our parent institution, including Unity, an 
employee-led network focused on promoting diversity and 
inclusion values, and participation in the Gender Employee 
Resource Group. 

DEI at the international business of 
Federated Hermes  
In early 2021, our parent institution appointed Vivienne 
Aiyela to the role of Head Inclusion as part of a mission-
led approach to DEI, to develop and implement a new 
DEI Strategy and Action Plan endorsed by the Executive 
Committee and Board of Directors.

The mission is to foster and promote a culture of 
inclusion which celebrates all forms of diversity, enabling 
our people to maximise their potential, and encourages 
innovation and creativity, enabling the firm to become 
an employer of choice, support our wider responsibility 
aims and deliver the best holistic returns for our clients. 
The objectives and actions of the strategy are focused 
on three key themes: leadership, practices, and people 
and the environment. Such themes encompass all areas 
of our business, enabling greater diversity and inclusion 
through the firm. The firm has established an Inclusion 
Committee and, via the support of Unity, a set of 
Employee Resource Networks covering a variety of the 
Protected Characteristics of the Equality Act 2010 and 
DEI dimensions including gender, LGBTQ+, race and 
ethnicity, disability, mental health, families, returners and 
age. At present, the firm is gathering data in advance of 
an audit of DEI and Mental Health practices, with 
anticipated outcomes being revised strategies and 
action plans. 

The international business of Federated Hermes has set 
targets in relation to race and diversity, aiming at 
doubling the number of permanent black employees 
by 2022 and at achieving gender composition parity 
by 2025. Also, the firm periodically run employee 
engagement surveys to gather employee’s feedback 
on a variety of human capital management matters, 
including DEI.

Our engagement methodology is based on a self-assessment 
focused on five dimensions, which is administered to all our 
portfolio companies with the request to rate themselves on a 
scale from 1 to 5, with 5 being the best score. Some of the 
assets in our portfolio are Special Purpose Vehicles (“SPVs”), 
with no employees and others such as Anglian water, held less 
directly: in those instances, we engaged with our key 
contractors and assessed their approach to DEI and/or 
undertook the assessment based on public information.

In 2021, our self-assessment covered the following areas:

 Culture: The company has a DEI vision, strategy and 
business case inclusive of time-based targets. DEI values 
are clearly stated and communicated, reinforced by top-
down commitment and bottom-up input and support.

 Governance: clear lines of accountability are 
established for the successful implementation of the 
DEI strategy. Senior Management/Executive team are 
actively involved in the implementation and fostering 
of a DEI culture across the organisation. DEI is on the 
Board’s Agenda.

  Processes: the DEI strategy is implemented, 
reinforced by top-down commitment and bottom up 
resource and support. The strategy goes beyond 
compliance with relevant laws, is data driven and 
consistently applied in recruitment, retention, 
development, advancement, representation and pay 
processes. Please include examples of initiatives 
implemented during the year to drive DEI outcomes.

   Monitoring: the company monitors, assesses and 
measures DEI results as deriving from the 
implementation of the DEI strategy, via regular tracking 
of progress against DEI targets and metrics. Employee 
engagement on perceptions of the company’s efforts, 
psychological safety and diversity climate is used as a 
monitoring tool and to gather inputs to recalibrate the 
strategy, if needed.

   Reporting: the company communicates its DEI values, 
strategy, processes, initiatives and results, both 
internally and externally, reporting qualitative and 
quantitative information. The company advocates for 
DEI within its industry and in its relationships across the 
supply chain. Please include a brief overview of 
progress towards your DEI targets against the 2020 
thematic engagement 

While self assessment as a methodology has limitations, 
including the potential for self-bias and inaccurate cross 
portfolio comparison, we endeavour to follow up all 
assessments with calls and requests for evidence 
underpinning the rating. Thematic review outcomes are 
also both reviewed by a single individual and socialised 
amongst asset teams, with the aim of ensuring consistency 
in comparison.
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Clear lines of accountability are established for 
the successful implementation of the DEI 
strategy. Senior Management/Executive team 
are involved on the implementation and 
fostering of a DEI culture across the 
organisation. DEI is on the Board’s Agenda

Portfolio average 2021: 2.9

Portfolio average 2020: 2.7

Governance

The company has a DEI vision, strategy and 
business case, inclusive of time-based targets. 
DEI values are clearly stated and communicated, 
reinforced by top-down commitment and 
bottom-up input and support

Portfolio average 2021: 2.2

Portfolio average 2020: 2.5

1 2 3 4 5

Culture

The DEI strategy is implemented, reinforced by 
top-down commitment and bottom up resource 
and support. DEI strategy goes beyond 
compliance with relevant laws and is consistently 
applied in recruitment, retention, development 
and advancement processes and other relevant 
initiatives

Portfolio average 2021: 2.8

Portfolio average 2020: 2.8

Processes

Conclusions

11.92020

12.7Average score

The company assesses, measures and monitors 
DEI results as deriving from the implementation of 
the DEI strategy, via regular tracking of progress 
against DEI targets and metrics. Employee 
engagement on perceptions of the company’s 
efforts, psychological safety and diversity climate 
is used as a monitoring tool and to gather inputs 
to recalibrate the strategy, if needed

Portfolio average 2021: 1.8

Portfolio average 2020: 1.9

Monitoring

The company communicates its DEI values, 
strategy, processes, initiatives and results, both 
internally and externally, reporting qualitative and 
quantitative information. The company 
advocates for DEI within its industry and its 
relationship across the supply chain

Portfolio average 2021: 2.2

Portfolio average 2020: 2.5

Reporting
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In 2021, the average portfolio score increased to 12.7 out 
of 25 from 11.9 in 2020, evidencing continued 
strengthening of the DEI awareness of portfolio 
companies and progress in their journey to boost their 
diversity profile and build inclusive workplaces. Whilst 
differences in terms of sophistication and implementation 
remain across the portfolio, we have generally witnessed 
an increased strategic and cultural focus on the matter 
across the portfolio which, in certain instances, resulted in 
companies downgrading their score against 2020. 

The most material improvements involved the dimensions of 
“Culture” and “Governance”: portfolio companies have 
acknowledged the DEI is primarily a matter of values, to be 
translated in strategies addressing business and systemic 
needs and proportionately acted to foster their vision and 
plans. Fallago Rig (via EDF Renewables, key contractor) was 
the most improved on this area, with the “Road to 2030 
Vision” inclusive of clearly stated values, expectations and 
time-based targets. Companies have established clear lines of 
accountability for the implementation of the DEI strategy and 
its weaving into processes in the employee lifecycle, generally 
including board oversight. While acknowledging timid 
improvements in the right direction, “Monitoring” and 
“Reporting” continue to be key areas of weakness for the 
portfolio: whilst 50% of the portfolio reported using 
employee engagement surveys to monitor perceptions 
and gather first-hand feedback on the company’s DEI 
efforts, monitoring, where available, remains focused on 
backward-looking measures of workforce composition and 
pay gap, primarily covering gender. With portfolio companies 
currently focused on the creation of their DEI baseline, 
reporting remains primarily qualitative and inward facing, with 
limited external communication and advocacy. 

Through the past 12 months we have raised DEI at Board level 
and with co-shareholders, leveraging the momentum, aiming 
at aligning priorities and keeping DEI firmly on the company’s 
and key stakeholders’ radar. We believe diverse, inclusive 
workforces are essential to the delivery of the ambitious 
and existential goals of the climate transition. In the 
months ahead, we will continue to encourage portfolio 
companies to refine their approach to DEI, fostering its role as 
an essential and pervasive component of a business’ mission 
to long-term values creation. 

D&I Engagement at Eurostar

CASE STUDY 

Eurostar actively aims to facilitate inclusive travel, 
including initiatives focussed on aiding passengers with 
different abilities such as autism. In many ways, the 
company demonstrates a progressive approach to 
inclusion within its workforce and a positive culture. In 
2020, for example, the company adopted a new 
Menopause, and Andropause and Transitioning at work 
policies. Further, the company has over 35 nationalities 
employed within the business. 

However, the company’s performance from a gender 
diversity and gender pay gap perspective has historically 
been challenging, compared with other assets in our 
portfolio. In 2020, Eurostar’s reported gender pay gap 
worsened – increasing from c.15% to c.28% (mean) and 
c.21% to c.30% (median). We have since engaged 
significantly with the company to understand the 
underlying causes and suggest remedial action. While 
the circumstances of the pandemic and its effects on 
furloughed staff partially explain the 2020 gender pay 
gap performance, we are clear that a more sophisticated 
approach is required. 

Our engagement strategy on this matter is two-fold, 
focussing primarily on governance and strategy, while in 
parallel supporting the company operationally to identify 
quick wins and easily adoptable best practices. We have:

 A Raised a request for a deeper dive into D&I at board 
level 

 A Undertaken comparative analysis of portfolio gender 
pay gaps and identified potentially transferrable best 
practices to be shared

 A Undertaken independent research on best practice 
D&I approaches in the transport industry

 A Held a conference call with the company’s Head 
of People, to both obtain feedback on the current 
situation and share relevant information

We consider collaborative shareholder action and board 
level engagement to be essential to support underlying 
initiatives and are confident we will be able to work with 
our fellow shareholders and board members in the 
coming months to progress next steps.
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With less than 10 years left to achieve the goals, we consider 
it more important than ever that investors are aware of the 
extent to which their portfolios contribute to the goals and 
seek to promote positive impact and mitigate negative 
impact where possible. 

While we have not undertaken a comprehensive net impact 
assessment utilising the SDGs for our portfolio, in 2021, based 
on feedback from and discussions with our investors we built 
on our 2019 and 2020 initial high level mapping exercise of 
portfolio activities with the SDGs, aiming to illustrate:

 A where our portfolio companies in aggregate contribute to 
a particular goal based on the latest available data for the 
relevant indicator as at Q3 2021

We have retained our approach of including consideration of 
the SDG alignment in from investment review and selection 
and included consideration of such alignment in our strategic 
asset management reviews when considering potential 
positive impact. 

UN SDGs
The SDGs are a set of 17 universal and 
integrated goals adopted by Member 
States of the United Nations in 2015. 

The goals aim at making actionable the 2030 Agenda 
for a more equitable, sustainable, prosperous, healthier 
and safer planet for all and at driving the global and 
collective effort in a number of key areas, including basic 
human rights, climate change, policy and governance 
and peace and collaboration.

Sustainable Development Goals
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SDG 4 – Quality Education

Target Asset contribution

4.4
By 2030, substantially increase the 
number of youth and adults who have 
relevant skills, including technical and 
vocational skills, for employment, 
decent jobs and entrepreneurship

 A Cadent – received the Youth Friendly Employer Award in 2019 and 
Engineering Apprentice of the Year in 2020 (awarded to an apprentice). 
In FY21 Cadent recruited its largest number of technical apprentices 
ever, 85, across all areas of the business. The company also runs 
a number of training programmes and a graduate programme. 
Cadent is actively involved in the development of hydrogen skills, 
which includes providing its employees with the right skills, as well as 
supporting new people joining the industry

 A Southern Water – currently has 100 apprentices (vs.19 in 2017), both 
at entry level, as well as upskilling / leadership apprenticeships and has 
partnered with the Chichester College Group to offer business skills 
training

 A Thames Water – aims to create 75 placements for young people at 
risk of long-term unemployment, through its Kickstart scheme, which 
includes a reskill programme for domestic electricians to train as 
electrical engineers

 A The ABP Academy provides training and development support for 
all employees and 60 apprentices, as well as a Graduate Training 
Programme

 A Viridor – has over 260 registered Apprenticeships across the business 
and work alongside EU Skills and other organisations to develop and 
deliver high quality Apprenticeships in waste management. 

Information sources: 
ABP 2021 Annual Report 
Cadent FY 21 Annual report 
SW: How our apprenticeships are helping people start and switch careers (southernwater.co.uk) 
Viridor 2020 sustainability report

Portfolio contribution to Sustainable Development Goals
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SDG 5 – Gender Equality 

Target Asset contribution

5.1
Ensure women’s full and effective 
participation and equal opportunities 
for leadership at all levels of decision-
making in political, economic and 
public life

 A 38% of board directors at companies in Hermes Infrastructure Fund I’s 
portfolio are female 

5.5
Enhance the use of enabling 
technology, in particular information 
and communications technology, to 
promote the empowerment of women

 A Thames Water – recently implemented software to remove gender 
biased language from its jobs advertising, which had a 6-fold increase 
in female applicants

 A Cadent – has recently adopted a similar tool

Information sources: 
https://www.thameswater.co.uk/about-us/responsibility/un-goals 
ABP gender pay gap report 2020 
Water Services Firm Gets 46% More Female Applicants · LVI Associates

SDG 6 – Clean Water and Sanitation

Target Asset contribution

6.1
By 2030, achieve universal and 
equitable access to safe and affordable 
drinking water for all

 A Thames Water - provides clean and safe water and sanitation to 15 
million customers which is almost 25 percent of the UK population

 A Southern Water – supplies 532m litres of water a day to 2.5m 
customers 

 A Anglian Water – provides clean water to  4.3m people every day, 
having invested £100m in drinking water quality in the past 5 years 

6.3
By 2030, improve water quality by 
reducing pollution, eliminating 
dumping and minimizing release of 
hazardous chemicals and materials, 
halving the proportion of untreated 
wastewater and substantially increasing 
recycling and safe reuse globally

 A Southern Water – removes and recycles 717 litres of wastewater a 
day from 4.6m customers, treated at 365 wastewater treatment works

 A Thames Water – collects and treats sewage from 15m customers 
every day and treats it at 354 works. In 2020 100% of sewage sludge 
was put to beneficial use, being applied to agricultural land as 
fertiliser or used in land restoration/reclamation. 

 A Anglian Water – cleans 1bn litres of water a day in >1,000 water 
recycling works. It is the only company in the industry to achieve ISO 
standards in quality, environment and health and safety 

 A Eurostar – 90% of the water used to wash trains is recycled

Information sources: 
https://www.thameswater.co.uk/about-us/responsibility/un-goals
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SDG 7 – Affordable and Clean Energy

Target Asset contribution

7.2
By 2030, increase substantially the share 
of renewable energy in the global 
energy mix

 A ASG – supplies, installs and maintains (at no cost to the consumer) 
9,500 solar panels on residential properties with a total capacity of 
33.6 MWp

 A Ventus – an 813 MW portfolio of 5 wind farms located in Sweden with 
a total of 205 turbines

 A Fallago Rig – an 144 MW portfolio of 48 turbines located in Scotland. 
Fallago Rig is the 5th largest onshore wind farm located in the UK

 A Viridor – has a portfolio of 11 energy from waste plants which 
generates 337 MW of energy

 A ABP – 17 of ABP’s 21 ports have renewable energy generation 
projects and ABP is now the largest corporate producer and user of 
solar energy

7.A
By 2030, enhance international cooperation 
to facilitate access to clean energy research 
and technology, including renewable 
energy, energy efficiency and advanced 
and cleaner fossil-fuel technology, and 
promote investment in energy 
infrastructure and clean energy technology

 A Cadent – the future of gas, and in particular the role of hydrogen, 
are at the forefront of the company’s strategy. Cadent is working 
on demonstrating the safety and feasibility of blending and 100% 
hydrogen and is regularly engaging with policy makers, regulators 
and other relevant stakeholders, in order to contribute to the debate 
around potential alternatives to natural gas in the future

SDG 8 – Decent Work and Economic Growth

Target Asset contribution

8.2
Achieve higher levels of economic 
productivity through diversification, 
technological upgrading and innovation, 
including through a focus on high-value 
added and labour-intensive sectors

 A ABP – 4 of ABP’s ports have been granted ‘Freeport’ status. These 
will aim to boost investment in areas of high unemployment and 
deprivation and is part of the UK governments ‘levelling up’ strategy. 
ABP’s 21 ports supports 120,000 jobs and contributes £7.5 billion p.a. to 
the UK economy

 A Cadent – the HyNet project to transform the North West of England into 
the world’s first low carbon industrial cluster, which Cadent is participating 
in, is forecast to create 6,000 permanent new jobs, as well as help protect 
and retain existing ones, in high value manufacturing industries  

8.5
By 2030, achieve full and productive 
employment and decent work for all 
women and men, including for young 
people and persons with disabilities, and 
equal pay for work of equal value

 A Cadent – has previously been awarded the ‘Most Supportive Employer’ 
at the National Autistic Society Awards due to their efforts in providing 
employment opportunities for students with special needs and disabilities

 A Anglian Water – came first in Glassdoor’s annual survey for the  
“Best Place to Work” in 2019

Information sources: 
Top autism honour for EmployAbility | Cadent (cadentgas.com) 
Associated British Ports | ABP Celebrates Success of Freeports Bids (abports.co.uk) 
Anglian Water CEO: “We Look For People Whose Behaviours Align To Our Culture” - Glassdoor Blog
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SDG 9 – Industry, Innovation and Infrastructure 

Target Asset contribution

9.1
Develop quality, reliable, sustainable and 
resilient infrastructure, including regional 
and transborder infrastructure, to 
support economic development and 
human well-being, with a focus on 
affordable and equitable access for all

 A Eurostar – provides a sustainable alternative to air travel, connecting 
city centres across the UK and Europe (11m passengers in 2019)

 A IHR – has embarked on a road widening project at the Eix concession 
which will improve traffic flow, reduce journey times and significantly 
improve health and safety (traffic accidents) in the area. The 
constructions works are planned to take 24 months along a 30 km 
stretch

9.4
By 2030, upgrade infrastructure and retrofit 
industries to make them sustainable, with 
increased resource-use efficiency and 
greater adoption of clean and 
environmentally sound technologies and 
industrial processes, with all countries 
taking action in accordance with their 
respective capabilities

 A Eurostar – recently completed a significant capex programme to 
refurbish its fleet and partially replace it with larger (20% more seats) 
and more efficient trainsets, increasing capacity and speed, as well as 
improving customer experience

 A Scandlines – plans to add a fully electric, zero emission vessel to its 
hybrid fleet. This would avoid 170,000 tonnes of emissions by 2035

 A Cadent – Iron Mains Replacement Programme aims to replace all ‘at 
risk’ iron gas mains, reducing risk of injuries, fatalities and damage 
to buildings in the future. The mains replacement programme is also 
crucial to enabling the network to accommodate hydrogen. 

Information sources: 
Eix 2+1 PowerPoint in the ‘information sources’ in the folder 
Scandlines Project Defender PowerPoint in the ‘information sources’ in the folder

SDG 11 – Sustainable Cities and Communities

Target Asset contribution

11.6
By 2030, reduce the adverse per capita 
environmental impact of cities, 
including by paying special attention to 
air quality and municipal and other 
waste management

 A Viridor – has diverted 3.07 million tonnes of waste produced by UK 
local authorities from landfill to be processed in Energy from Waste 
Facilities (EFWs). In 2021 it launched a Circular economy strategy, 
focussed on increasing plastic recycling and recycling processing in 
the UK, as well as advocating for banning certain forms of plastic 

 A Cadent –is working on demonstrating the safety and feasibility 
of hydrogen blending into our gas networks, this will include the 
development of the first hydrogen powered village, expected to take 
place by 2025

 A ABP – has one of the largest air quality monitoring networks in the 
UK. 2 shore power connections have been installed at the Port of 
Southampton in 2021. This gives ships the capability to plug in while 
alongside, meaning they can run on clean electricity with the potential 
to avoid up to 873.5 kg of emissions per vessel call each year

Information sources: 
FHI RI 2020 investment report (saved in the information sources folder) 
Cadent’s response to Hydrogen Strategy | Cadent (cadentgas.com)
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SDG 14 – Life Below Water

Target Asset contribution

14.1
By 2025, prevent and significantly 
reduce marine pollution of all kinds, in 
particular from land-based activities, 
including marine debris and nutrient 
pollution

 A Scandlines – has successfully installed pull thrusters on three of its 
vessels with the fourth in 2022. This creates a more homogenous 
flow of water which produces less vibrations and therefore minimises 
impact to marine life. Data shows this can reduce emissions by 10-
15%. A rotor sail has also been installed on one of Scandlines vessels, 
harnessing wind for propulsion

Information sources: 
Scandlines sustainability report 
ABP strategy day report 
Associated British Ports | Port of Southampton announces second Shore Power connection (abports.co.uk)

SDG 15 – Life on Land

Target Asset contribution

15.5
Take urgent and significant action to 
reduce the degradation of natural 
habitats, halt the loss of biodiversity 
and, by 2020, protect and prevent the 
extinction of threatened species

 A Anglian Water – maintains 4,248 hectares of parkland and 7 
waterparks. All seven parks hold Green Flag status, an internationally 
recognised award for good management of green space 

 A Thames Water – pledged to Ofwat that biodiversity will be enhanced 
by 5% at 253 sites which encompasses 4,000 hectares of land

Information sources: 
Water parks: a vital green lung (anglianwater.co.uk) 
Biodiversity | Responsibility | About us | Thames Water
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Responsible business

Advocacy
Engaging with public policymakers, regulators, 
governments and industry bodies on 
enhancing governance, environmental, social 
and stewardship standards globally as well as 
regionally, at a thematic-level (such as climate 
change or board diversity) or by industry sector 
is an important part of our ESG Framework.

In 2021, we worked as a team and with our parent institution to:

 A Advocate for progressive climate policies, clear 
government decarbonisation strategy and investable 
next generation infrastructure via participation in multiple 
consultations, conferences and infrastructure industry 
roundtables, including the “Faster, Further” fringe 
conference to COP26 in Glasgow 

“Scriberia’s illustrated message board of what we discussed at Federated 
Hermes’ Further, Faster conference in Glasgow in November 2021.”

 A Promote best practice ESG reporting via our membership 
of the GRESB ESG Benchmark Committee and via 
participation in dedicated ESG Board Committees 
at portfolio companies, which resulted in some of 
them publishing their first sustainability report and/or 
commencing regular ESG reporting 

 A Participate in industry and policy maker dialogue on 
carbon capture and storage and recycling infrastructure 
alongside our portfolio companies 

 A Contributed our support for robust ESG disclosure and 
high standards to letters and responses to consultations on 
ESG regulation and the EU Taxonomy co-ordinated by our 
parent institution and the IIGCC 

 A Engage across Federated Hermes teams and with 
external advisers aiming to deepen industry discussion 
on a range of matters including ESG reporting, human 
capital management, modern slavery, natural capital and 
responsible tax practices

 A Engage actively with regulators OFGEM and OFWAT on 
gas and water industry regulation 

As members of the Financing the Just Transition Alliance 
we are clear that impact on people, as workers, in supply 
chains, as communities and consumers, must be at the 
heart of our Transition to Net Zero. In this regard, we and 
ABP were pleased to contribute to the Alliance’s report 
‘Just Zero’ released on 25th October 2021. You can read 
the Report and more about the work of the Alliance here: 
Financing a Just Transition – Grantham Research Institute 
on climate change and the environment (lse.ac.uk)27

On 19 October 2021, the UK Government announced 
the two priority ‘Phase 1’ clusters selected for 
deployment of Carbon Capture Usage and Storage 
(“CCUS”) in the country. As part of the Phase 1 Clusters, 
certain of our companies will also be supporting a just 
transition, and the UK’s levelling up agenda. The East 
Coast Cluster, to which ABP is party of, aims to create 
and support an average of 25,000 jobs per year between 
2023 and 2050 in one of the UK’s most deprived areas, 
with approximately 41,000 jobs at the project’s peak in 
2026. HyNet, to which Cadent and Viridor participate, 
brings local economic benefits by safeguarding existing 
jobs across the region and creating around 5,000 new 
employment opportunities across different sectors. 
Viridor has further estimated that an investment of the 
scale described above in modular carbon capture would 
create approximately 1,000 construction and 180 skilled 
green jobs across the nation.

   

Financing the Just Transition Alliance

CASE STUDY 

27 https://www.lse.ac.uk/granthaminstitute/publication/just-zero-2021-report-of-the-uk-financing-a-just-transition-alliance/
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Charity
The infrastructure team of Federated Hermes was one of the 
early partners to the Infrastructure Industry Foundation 
(“IIF”), established in 2019 with the aim of uniting the 
infrastructure industry in donating funds to charitable causes 
close to the industry. 

In 2021 IIF identified social mobility as a pressing issue in our 
society as a whole and, in particular, in the financial services 
industry. To this end, a partnership with The Sutton Trust was 
established and an IIF working group created to identify 
initiatives to promote social mobility. A gala event, during 
which charity donations will be collected, is scheduled for April 
2022. Ahead of that, the infrastructure team of Federated 
Hermes made a Christmas donation to The Sutton Trust.

The Sutton Trust 
The Sutton Trust champions social 
mobility through a unique combination 
of programmes, research and policy. 
Social mobility in Britain has stagnated. 
The opportunities open to a child from 

a disadvantage d background today are strongly linked 
to how much their parents earn. Since 1997 and under 
the leadership of their founder, Sir Peter Lampl, the 
Sutton Trust has worked to address this. The Sutton 
Trust champions social mobility from birth to the 
workplace so that every young person – no matter who 
their parents are, what school they go to, or where they 
live – has the chance to succeed in life. Using their 
distinctive ‘do-tank’ model, they support beneficiaries 
directly through their programmes whilst simultaneously 
publishing research and policy recommendations that 
keep Britain’s social mobility challenge high on the 
agenda for government and the media.
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External validation

We annually participate in external validation 
assessments, including the United Nation’s 
Principles for Responsible Investment (“UN 
PRI”) and GRESB, to test our framework and 
approach to sustainability and responsible 
investment and to benchmark it against best-
in-class practices, driving adequate 
recalibration of policies, processes, monitoring 
and reporting that allow us to continue to stay 
ahead of the curve.

Effective ESG integration requires an ability to track progress 
via consistent quantitative reporting of sustainability 
performance data and, increasingly, external validation of 
information and sustainable outcomes. As private companies, 
our investments’ sustainability reporting is generally voluntary, 
driven by the acknowledgement of the impacts their activities 
have on multiple environmental and social matters. 

Over the past four years, we have redoubled our efforts to 
supplement qualitative monitoring with quantitative 
performance tracking. We have promoted increased 
transparency and disclosure by companies of sustainable 
outcomes, leveraging our disproportionate influence in Board of 
Directors and ESG Board Committees to promote the adoption 
of an increasingly strategic approach to the definition of ESG 
ambitions, commitments and targets, driving the ESG reporting 
and accountability agenda by encouraging portfolio companies 
to invest resources in the matter and leading to several of them 
now publishing their own sustainability reports. In the short-
term, we expect to be particularly focussed on the assurance 
process and validation to which emissions and energy data are 
subject, supporting the robustness of upcoming climate 
disclosures and implementation of Net Zero plans. In parallel, 
we will encourage portfolio companies to focus on DEI 
disclosures, addressing societal demands for accountability and 
action from the communities they serve. An overview of our ESG 
reporting effort over the years is presented in the chart below. 

As a manager, we continue to promote the standardisation of 
reporting frameworks across the industry, contributing to 
industry-wide initiatives such as UN PRI, GRESB and GIIA ESG 
and Sustainability Working Group.

UN PRI
Signatory

GRESB Infrastructure
Fund Assessment

GRESB Infrastructure
Fund Assessment 
Asset assessment

GRESB EMEA Infrastructure 
benchmark committee
ESG KPIs tracking
Carbon pricing analysis
ESG metrics included in quarterly reports

Responsible Investment Report
SDGs portfolio mapping
TCFD dry-run

Enhanced quarterly report
Including a dedicated ESG section
EU Taxonomy dry-run

ESG KPIs Supplement

Sustainability and Stewardship Report

TCFD Investor Webinar

Proprietary Paris-Alignment Test
ESG reporting investor survey

2010

2016

2017

2018

2019

2020

2021
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Principle 1 

We will incorporate ESG issues into investment 
analysis and decision-making processes
 A Our holistic risk management framework formally 

integrates ESG considerations into our business, 
investment and asset management processes, allowing 
to identify and mitigate or capitalise on ESG risks, 
opportunities and impacts throughout the life of the 
investment

 A We integrate the assessment of ESG risks and 
opportunities into our investment analysis, which might 
lead to tailored due diligence being undertaken, and 
consider the long-term sustainability of each prospective 
investment with reference to regional and global 
sustainability objectives. The analysis may drive the 
decision not to invest

Principle 2

We will be active owners and incorporate ESG 
issues into our ownership policies and practices 
 A Our ESG policy is available on request. Portfolio company 

ESG policies are updated annually with regular monitoring 
of implementation by the Board

 A Quantitative and qualitative ESG reviews are a key 
component of our ongoing asset management approach 
and included in strategic asset management reviews and 
Board’s agendas at all our portfolio companies. We engage 
consultants to undertake focused ESG deep-dives aimed at 
ensuring the long-term resilience of our portfolio. Thematic 
ESG assessments, based on horizon scanning for systemic 
ESG risks affecting or likely to affect the totality of our 
portfolio, supplement our active ownership approach in the 
direction of stewardship

Principle 3

We will seek appropriate disclosure on ESG issues 
by the entities in which we invest
 A Our engagement via Boards and Committees has been 

increasingly focused on quantitative ESG performance 
tracking, engaging with portfolio companies to support 
and promote increasingly robust disclosure and 
transparency. We have actively used our influence in ESG 
Board Committees and working groups to encourage 
companies to invest resources in ESG reporting, align with 
third party standards and voluntarily adopt frameworks that 
might become mandatory in the future

 A Quantitative and qualitative ESG disclosures are included 
in Board papers and, in most cases, in monthly operational 
and finance reports. Targeted engagement on selected 
key themes supplements the information provided, to a 
broader range of ESG matters

 A We promote portfolio company annual participation in the 
GRESB Infrastructure assessment, starting from the year 
following the year of acquisition. Most portfolio companies’ 
ESG policies and reports are publicly available on their 
websites

Principle 4

We will promote acceptance and implementation 
of the Principles within the investment industry
 A Sharing of best practices with the Responsibility Office 

of Federated Hermes International on a quarterly basis 
and with EOS, our stewardship business, fostering team 
learning and expanding the range of ESG issues raised 
with our portfolio companies and broadening the spectrum 
of sustainable outcomes

 A Promotion of our approach to ESG integration through 
current and prospective client presentations, ad hoc, 
quarterly and annual reporting to investors and webinars, 
and in our engagement with co-shareholders

 A Participation in ESG-related industry bodies, publications, 
responses to consultations, panels and conferences

United Nations’ Principles for Responsible Investment 

The Infrastructure team of Federated Hermes continues 
to be committed to the Principles for Responsible 
Investment. Being a signatory since 2010, we 
acknowledge the instrumental role PRI has played in 
the harmonisation of the ESG value set, levelling the 
playing field of sustainability principles across investors. 

In 2021, we reported on our implementation of the six 
principles for the year ending 31 December 2020. Due to 
PRI’s decision to delay the publishing of the 2021 results 

and 2022 reporting cycle, with reporting anticipated to 
resume in 2023, our 2021 score is not yet available. Below, 
we report on how we have conducted our business in 
alignment with the principles during the year.

2020 2019 2018

Module
Direct 

Infrastructure
Strategy & 

Governance
Direct 

Infrastructure
Strategy & 

Governance
Direct 

Infrastructure
Strategy & 

Governance

Score A+ A+ A+ A+ A+ A+
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In November 2021 we have hosted an investor webinar 
to share our journey and support investors in the 
practical implementation of TCFD. The webinar 
included a session led by ERM, who supported us in the 
climate scenario analysis during the year.

Principle 5

We will work together to enhance our effectiveness 
in implementing the Principles
 A Quarterly responsible investment team meetings 

supporting ESG learning and training

 A We contribute to the industry-led effort to harmonise and 
raise the bar on ESG reporting via participation in the 
GRESB EMEA Infrastructure Benchmark Committee and 
the GIIA ESG and Sustainability Working Group

 A Regular engagement with portfolio companies, utilising 
GRESB’s scorecard and emerging ESG matters both as 
an instrument to identify areas for improvement and 
as an engagement tool to raise awareness in different 
forums and, primarily, at Board level leveraging our 
disproportionate influence to promote action on material 
risks, opportunities and impacts. We strive to share best 
practices across our portfolio, supplementing for small 
teams when necessary

 A ESG investor survey to gather feedback and foster an open 
ESG dialogue

Principle 6

We will each report on our activities and progress 
towards implementing the Principles
 A Reporting on the implementation of the UN PRI included in 

our annual Sustainability and Stewardship Report

 A ESG matters are reported at least quarterly to investors 
and annually through our Annual General Meeting, ESG 
KPIs Supplement and Sustainability and Stewardship 
Report. Ad-hoc communication is issued on UN PRI and 
GRESB results
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58.8%

29/30

73.4%
FHI portfolio participating 
in GRESB 2021 (NAV as at 
31/12/2020)

Hermes Infrastructure Fund 
I management component 
score 2021

average GRESB 2021 score of 
participating assets

GRESB Infrastructure
As GRESB continues to strengthen its positioning as 
infrastructure-specific ESG reporting framework and 
benchmarking tool of choice, we continue to support the 
initiative: 2021 was our fifth year of participation in the 
assessment on behalf of our flagship fund, HIF I. 

In 2021, we were able to maintain the historically robust 
performance in the Management component of the Fund 
Assessment, covering approach, policies and framework of 
the manager. 

Every company in which we hold a controlling stake, together 
with the utility businesses in which we are a significant minority, 
participated in the 2021 assessment, with the majority of them 
improving their scores against 2020. ASG I & II, Cadent Gas 
and Southern Water improved their scores against 2020. 
Fallago Rig’s score decreased against 2020, signalling the 
need for a review of budgeting and target setting 
processes of ESG metrics, which we have recommended to 
the Board of Directors of the wind farm. However, Fallago 
Rig has historically been one of the top performers in its 
peer group and we do not see the minor reduction in score 
as a cause for concern. Thames Water, which reported on a 
standalone basis, performed broadly in line with 2020. 
Iridium Hermes Roads, acquired in 2019, submitted its 
inaugural GRESB assessment in 2021 with an encouraging 
result. Since completion of the acquisition of Iridium Hermes 
Roads, we have promoted reporting of ESG metrics and 
actively supported the asset manager in their efforts: in 2021, 
the company participated in GRESB for the first time, achieving 
a score of 48%. Due to the grace period applicable to first-time 
submitters, the Iridium Hermes Roads’ score was not factored 
into HIF I’s GRESB score.

With GRESB score being calculated as the NAV-based 
weighted average of the participating assets’ scores, HIF I’s 
2021 GRESB ranking reflects the effect of companies we do not 
control not participating in the assessment or electing not to 
participate in 2021 due to the protracted impact of COVID-19 
on staffing and resources. 

While we generally promote ongoing refinement and 
enhancement of ESG reporting, including participation in 
GRESB, the extent to which we prioritise this in our 
engagement is dependent on individual company 
circumstances (resources, presence of risk and opportunity and 
the stage a company is at in its sustainability journey). In 
particular, we may target our engagement and company focus 
on improving on the ground sustainability performance and 
initiatives, despite the impact on ranking, although we 
invariably ensure we have sufficient information to monitor and 
engage effectively. We will continue to promote GRESB as a 
best in class reporting and benchmarking framework alongside 
our other engagement objectives going forward.

The table on the side summarises the results across the portfolio.

GRESB 2021 Results

3

2  

HIF I

1

2020

1

1  

HIF I

3

3

2021

4

4

2  
HIF I

2019
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Basis for preparation
This section summarises the reporting boundaries, sources, 
data collation and internal validation for the environmental, 
social and governance (“ESG”) performance data included in 
this report.

Unlike financial accounting standards, currently there is no 
single industry standard or a globally recognised established 
practice for measuring and evaluating sustainability 
performance data other than the GhG protocol for carbon 
emissions, while there are widely used methods available. 
Whilst these practices are evolving, it is important therefore to 
understand the approach we have taken in our reporting.

Reporting boundaries
The data presented in this report refers to the direct 
infrastructure portfolio managed by the infrastructure team 
of Federated Hermes. 

We annually produce an ESG KPIs Supplement for our 
investors, providing detailed ESG quantitative disclosures for 
each portfolio company, in September. Qualitative data, 
covering the majority of the information included in this report 
and including our framework and approach to sustainability 
and stewardship, thematic reviews, case studies, responsible 
business and external validation refer to the 12-month period 
since our last Annual Responsible Investment Report, ending 
30 November 2021.

Sources of data
Thematic engagement data is collected by the infrastructure 
team of Federated Hermes via proprietary assessments, 
questionnaires and self-assessments bi-annually sent to 
portfolio companies. Answers provided by portfolio 
companies are reviewed by members of the asset 
management team and collated and analysed across the 
portfolio by a member of the same team. 

Case studies included in this report are produced by the 
asset management teams and validated directly with 
portfolio company.

Internal validation 
The information we report is subject to internal review 
processes, which includes analysis and internal validation 
calls with management teams, primarily in the context of 
support in the GRESB submission, Board-level discussion 
and review of management information, including the 
materials provided as part of our thematic engagement 
and production of case studies. 

Information is collected by members of the asset 
management team and collated in this report by a member of 
the same team. The ESG Reporting Manager, two members of 
the senior leadership team and the compliance team of 
Federated Hermes International review and sign-off the report 
before publication.

An external assurance of our ESG and stewardship processes 
was undertaken in 2021.
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