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world’s attention turned to the COP 21 Climate Change talks in Paris in December,
our clients sought to better understand the risks surrounding climate change and
the potential effects on their portfolios. We have seen more countries implementing
Stewardship Codes, calling for a more constructive long-term dialogue between
companies and shareholders. Policy makers around the world are urging fiduciaries
to consider Environmental, Social and Governance (ESG) issues as they discharge
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their duties.
We have always seen Responsible Investment as an integral part of our
investment processes. During the year, we issued a series of papers authored by
our economics team highlighting the effect of climate change on global growth
and inflation, estimates of the economic costs of a temperature increase, and
policy responses. Encouraged by portfolio managers, I wrote to all UK companies
in which we had a stake asking them to consider ceasing quarterly reporting,
stressing the importance of a long-term approach to managing a company.
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Internally, we have devoted more resources to this work. Our ESG team now
numbers ten. This year we conducted almost 500 ESG company engagements,
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specific work with a new guidance document that covers 170 sub-sectors on
the most relevant material ESG issues. Our client reporting on these activities is
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show the impact of our active ownership approach.
We are also seeing a number of requests from clients to provide education on
and improve their understanding of ESG. We published a joint thought leadership
piece, Intentional Investing, with the Association of Charitable Foundations in May
2015. We welcome this ongoing dialogue with all clients as this area of investment
continues to evolve. 2015 saw the launch of our Schroder ISF* QEP Global ESG in
which our quantitative equity investment process incorporates ESG considerations
and engagement.
Schroders is delighted to have achieved the highest possible ESG score of A+
this year for our overarching ESG approach from the Principles for Responsible
Investment. The annual assessment rates and ranks investment managers of a
similar size and comprehensively assesses their practices across asset classes.
We believe this top score reflects the great strides we have taken to improve
transparency and strengthen the profile of our ESG activities, particularly in
the areas of ESG integration in our fixed income process, and our company
engagement – both areas where we have also achieved A+ scores. We were
also delighted to win the Charity Times Better Society Awards where, jointly
with Cazenove Capital, we were named Asset Manager of the Year 2015.
Peter Harrison
Group Chief Executive, Schroders plc

*Schroder International Selection Fund

Overview

At Schroders, asset management is our only business and our goals
are completely aligned with those of our clients – the creation of longterm value to assist them in meeting their future financial requirements.

Assets under management by product
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Equities
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We manage £313.5 billion on behalf of institutional and retail investors,
financial institutions and high-networth clients from around the world,

19%

invested in a broad range of active strategies across equities, fixed
income, multi-asset strategies, alternatives and real estate.
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billion

Multi-asset
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Fixed income
Wealth Management
Emerging Market Debt,
Commodities and Real Estate

25%

We employ more than 3,700 talented people worldwide operating
from 38 offices in 28 countries across Europe, Asia, the Americas,
the Middle East and Africa, close to the markets in which we invest

Assets under management by region

and close to our clients. Schroders has developed under stable

UK

ownership for more than 200 years and long-term thinking drives
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our approach to investing, building client relationships and growing
our business.

21%

£314
billion

Asia Pacific

41%

Europe, Middle East and Africa
Americas

As responsible investors and signatories to the Principles for
Responsible Investment (PRI) we consider the long-term risks and

25%

opportunities that will affect the resilience of the assets in which we
invest. This approach is supported by our Environmental, Social and
Governance Policy, our Fixed Income Responsible Investment Policy
and our Responsible Property Investment Policy.

About Cazenove Capital

Cazenove Capital Management is the private wealth management
and charity investment business of Schroders. We offer personalised
discretionary and advisory investment services to a broad variety
of clients, as well as wider wealth management services such as
wealth planning, cash administration, deposit-taking and lending.
Each of our clients has unique financial requirements and objectives,
but all have a common goal – to preserve and grow the value of
their assets. We explore each client’s needs in detail and advise
them on the most suitable financial solutions for their particular
circumstances. Our client communication and reporting is effective,
clear, flexible and comprehensive. We also have efficient custody,
administration and reporting platforms which enable clients to
centralise their financial affairs with us with confidence.
Overall, we believe that our complete range of services and the
quality of our private client and charity specialists, together with
the stability and depth of investment resource of the Schroder
Group, give us an unparalleled ability to look after our clients.
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Responsible investment

At Schroders and Cazenove Capital, responsible investment
principles drive our investment decisions and the way we manage
funds. We see ourselves as long-term stewards of our clients’
capital and this philosophy naturally leads us to focus on the
long-term prospects for the companies in which we invest.
We believe long-term investment is intrinsically linked to identifying,
understanding and incorporating the effects of environmental,
social and governance (ESG) trends in our decisions and
ownership. While ESG issues are sometimes difficult to value, we

Active owners: engagement and proxy voting
We are active stewards of the companies in which we invest.
We interact with companies on ESG issues in order to improve
our understanding of the potential risks and opportunities.
This interaction also aims to help companies minimise their
costs and maximise returns.
Thematic research: leading the way

recognise these factors can have a material impact on a company’s

The ESG team produces regular thematic research reports covering

performance, both in the short and long term, as well as the

a broad range of topics to highlight to portfolio managers ESG

inherent risk of investing in a company. Therefore we firmly believe

trends with potentially significant risk and valuation impacts.

that analysing a company’s exposure to, and management of,

Our thematic reports are structured to include an investor toolkit

ESG factors, in addition to traditional financial analysis, will enhance

comprising a list of key questions that investors can ask companies

our understanding of a company’s fair value and ability to deliver

to understand better material ESG risks and opportunities.

long-term sustainable returns.
We seek to integrate ESG considerations across all of our equity,

Ethical screening and thematic funds

fixed-income and property assets. Our integration approach spans

We recognise that many investors hold firm views that their

the breadth of the ownership lifecycle, from identifying trends and

investments should not be associated with companies engaging

analysing companies through voting, engagement and reporting.

in specific activities. Across all of our funds globally, we have

We have been incorporating ESG considerations into our
fundamental research and stock selection process for almost twenty
years. We published our first corporate governance policy in 1998,
followed by our responsible investment policy in 2001. Since then,
the information and tools available to us, our resources, the depth
of our expertise and our approach to integrating responsible
investment principles have evolved, but our commitment has
remained the same: to be active owners of the companies in which
we invest and to reflect environmental, social and governance (ESG)
factors within our investment process.
Our responsible investment activities can be categorised according
to these five broad areas:
Integration: embedding ESG analysis across investment desks

committed to avoiding any companies involved in the manufacture,
supply or financing of cluster munitions. In addition, we implement a
wide range of negative screens and exclusions according to specific
ethical criteria requested by our clients. As at 31 December 2015,
we managed £29.9 billion of assets to which such ethical screens
are applied. Our thematic funds are anchored around issues such
as climate change, demographics, engagement and sustainability.
Collaboration: working with the industry
We are a member, participant or signatory to a number of reputable
industry organisations in which it shares know-how and collaborates
on various industry issues. Our support for industry bodies such as
the UK Sustainable Investment and Finance Association (UKSIF),
the Investor Forum and the Principles for Responsible Investment
(PRI) helps us to promote responsible investing principles, contribute

ESG factors are embedded into our investment process. In other

to how ESG factors are reflected in investment processes today,

words, we analyse key ESG trends and assess how companies are

and explain the relevance of these principles to beneficiaries in

adapting to and managing these trends. We use that information

the long term. Where interests are aligned and where it is in the best

to inform our valuations and assessment of the risks associated

interests of our clients we may collaborate with other investors.

with stocks, bonds and real estate investment opportunities, and to
determine how to select or weight companies in our portfolios.
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Integration

We have worked continuously to strengthen the integration of
environmental, social and governance factors into our research and
investment decisions across all investment desks and asset classes.
We recognise that different asset classes, portfolio strategies or
investment universes will require different lenses to most effectively
strengthen decision making.
Our dedicated ESG resource
Our nine dedicated ESG specialists have a sector focus, enabling
them to gain a deep understanding of sector-specific ESG issues
and work in tandem with our analysts and portfolio managers to
identify and assess ESG risk and opportunities, and incorporate
consideration of these factors into their forecasts. In addition to

Forward-looking insights
Our specialists produce regular multi-sector and multi-region
thematic research (please see the “Thematic Research” section on
pg 9 for examples of this research). This research is published on
our centralised research platform, presented at investment team
meetings and is easily accessible to all of our analysts and portfolio
managers across all investment teams.
Our equity and fixed income analysts are tasked with analysing
relevant ESG risks and opportunities for stocks under their coverage
within their research notes. Our ESG specialists review a proportion
of these research notes periodically to highlight where ESG analysis
can be enhanced and to promote best practice.

holding dedicated meetings with company sustainability experts to

Finally, each quarter the ESG team screens desk portfolios against

discuss ESG topics, our ESG specialists attend company meetings

third-party ESG ratings from specialist ESG research providers to

with financial analysts, portfolio managers and strategy analysts to

identify holdings deemed to have poor ESG performance. These

discuss specific, material sustainability issues directly with company

ratings are distributed to investment desks so that each desk can

managements. The ESG specialists sit alongside investment teams

assess the potential ESG risks in their portfolios. This may provide

rather than operating in a silo, which facilitates regular dialogue with

the catalyst for further research discussions with the ESG team.

our analysts and investors.
An integral part of investment analysis
The team provides ESG training to all existing and new
investment analysts to ensure that all investment desks are
aligned in their efforts to integrate ESG considerations into their
analysis. The programme includes general ESG training as well
as sector-specific ESG training and tailored training for individual
investment teams. Following a collaborative effort with our ESG
specialists, analysts and portfolio managers are also able to draw
on a proprietary ESG guidance document which identifies the
key ESG risks and opportunities, along with relevant data points
and metrics, specific to more than 170 GICS sub-industries.
This ensures that our analysts and investors keep abreast of the
latest ESG trends and how they can impact a company’s valuation
and risk profile.

4
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Integration
Equity investment

Sustainable investment principles are central to our approach

Sustainability comprises qualitative as well as quantitative factors,

to investing across our equity platform. For a long time, we have

which lead us to recognise companies with sustainable business

incorporated a thorough assessment of management quality,

models that support the generation of long-term shareholder value.

environmental, and social and governance factors, whether

The long-term performance and sustainability of a company is shaped

implicitly or explicitly. We recognise the importance of appraising

by the extent to which management positions strategy in order to

both financial and non-financial factors when analysing a company

address the structural risks and opportunities, including ESG factors,

and its stock. We firmly believe that integrating an analysis and

which affect the company’s performance over time. Management

evaluation of ESG factors in our stock valuation and selection

teams that do this well focus on the long-term prosperity of the

process is key to enhancing and protecting long-term shareholder

business rather than short-term market expectations.

value. The appraisal of non-financial factors, including ESG
considerations, contributes to a better understanding of a
company’s risk characteristics and return potential.

In addition to consulting with our in-house ESG specialists,
we are able to draw on Schroders’ proprietary ESG analysis
guidance document, which provides a clear framework for
consistently and rigorously identifying and examining ESG risks
and opportunities for specific sub-sectors. Through this process,
we aim to evaluate the relevance and materiality of a range of
ESG factors with regard to the sustainability of stock returns and
as potential risk factors for a company. While we may incorporate

Case study
MOL Group is an integrated oil and gas corporation
headquartered in Budapest, Hungary. Its operations are
split primarily between upstream exploration and production
and downstream refinery, gas storage and retail activities.
The company has strong environmental management
systems, which reduce waste emissions and materials,
and scores above average on the Dow Jones Sustainability
Index Assessment. However, the company has a poor
record in capital allocation, particularly in relation to
upstream operations, and complicated treasury share
transaction agreements. In addition MOL remains embroiled
in a disagreement with the Croatian Government for control
of INA and the current chairman has faced allegations of

information gathered from specialist research providers, brokers
or academics as well, we will always form a proprietary view and
determine how best to incorporate our ESG research into stock
valuations and recommendations. For example, ESG risks may be
reflected through a higher cost of capital, increased provisions or a
discount being applied to a valuation.
The positive or negative ESG characteristics of a company may also
influence how portfolio managers size positions within a portfolio.
For example, poor ESG performance or heightened ESG risks may
result in a decision to underweight a stock, hold a smaller position
size or avoid an investment completely. There is no automatic rule –
each investment opportunity is assessed on a case-by-case basis,
with the focus on the materiality of ESG factors on a company’s
valuation and risk profile.
Looking forward

corruption, although he was cleared subsequently by the

While we have made significant progress with our integration efforts,

Hungarian courts. The company has high exposure to

we continue to focus on ways to ensure ESG and sustainability

tightening environmental legislation, although this is less

factors are incorporated more systematically and explicitly into the

material as Europe is more advanced compared to other

research and thinking of our equity analysts. Senior members of

regions in the implementation of such regulations.

our equity management division have a specific objective relating to

Based on the ESG concerns outlined above, the equity
analyst decided to apply a discount to MOL’s fair market
value and the stock received a lower conviction rating.

ESG integration, ensuring ESG implementation remains a key priority
for our analysts and investors, as well as our ESG team. Our equity
analysts are required to address material and relevant ESG risks
within their fundamental research and the quality of ESG analysis
will be reviewed periodically to ensure best practice.
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Integration
Fixed income investing

Within the fixed income credit research team, we believe ESG

Where relevant, analysts and portfolio managers seek ESG

analysis is an important way of identifying downside risk to a

knowledge at industry and country level as well. Our Fixed Income

company’s future earnings and its ability to fulfil its outstanding debt.

Credit Research team generates its own in-depth proprietary

We actively seek to identify relevant and material ESG issues to

research on ESG topics, drawing on the expertise of the ESG team,

which companies are exposed. Our team analyses risks to forecasts

extensive ESG subscriptions, sell-side research reports, industry

for individual companies on an idiosyncratic basis for separate E,

bodies, research organisations, think tanks, legislators, consultants,

S and G issues, recognising that not all will be material for each

NGOs and academics; wherever it is felt the information will add

investment opportunity.

value. All company research produced by the team is posted onto

ESG factors are addressed initially by our analysts then discussed
by the credit research team to determine their importance to the
stability of future earnings streams and the resulting ability of

our central research platform, along with specific research from the
ESG specialists and credit analysts. All credit analysts and portfolio
managers are able to access this research.

an issuer to meet its interest and principal obligations. From a

During 2015, our fixed income research focused on renewables,

practical perspective, analysts include material commentary on

energy efficiency, obesity, cyber security and corruption. Our fixed

ESG factors within their initiation reports, along with an ESG rating,

income teams drew upon the thematic research carried out by our

where appropriate. An assessment of significant ESG risks is also

ESG team as well. Certain desks (for example emerging markets

included in ongoing research reports for each issuer.

corporate bonds) include a proprietary sovereign analysis that
covers ESG issues such as corruption and supply-chain practices.
Additionally, ESG factors are taken into consideration in the

Case study
The Fixed Income Credit team identified nutrition and
obesity as a key long-term trend in the second half of 2013
and began investigating the theme. In early 2015, the ESG
team arranged for an obesity expert to speak to our
analysts and portfolio managers about sugar and its link
to metabolic syndrome (diabetes, obesity and high blood
pressure). Having attended this event, the Fixed Income
Credit team had greater conviction about the theme and
its investment implications. The team conducted further
research into the trend and worked with the ESG team to
exchange information and improve its understanding of the
issue. Towards the end of 2015, the ESG team published

construction of a credit portfolio. We consider the impact ESG
issues may have on future financial success and the inherent risk
in a business. While more traditional financial indicators and the
analysis of business strategy are key drivers for our investment
decisions, often ESG factors will impact position sizing reflecting
the material risks or opportunities. For an issuer exposed to positive
ESG trends we may hold a larger position; while we will tend to hold
a smaller position for an issuer with significant ESG risk exposure.
Overall, the incorporation of ESG issues enables us to reduce risk
and volatility in our portfolios. We believe that our process, which
looks beyond classic financial and business risks to include explicit
ESG factors, has been a core driver of statistically significant high
information ratios (a ratio that shows portfolio returns above the
returns of a benchmark) for several of our funds.

a thematic research note exploring the topic of whether

Progress

sugar is turning Big Food into the next Big Tobacco,

We continue to improve the dialogue and collaboration between

highlighting the risks and opportunities, and the potential
impact on valuations. The research highlighted that
companies with a high carbonated-soft-drinks exposure
were the most vulnerable to declining sales and increasing
costs. The Fixed Income Credit team adjusted its portfolio
positioning in response.

the credit and ESG teams and develop ESG skills and knowledge
among our credit analysts, for example, by increasing the presence
of ESG team representatives at credit research meetings, working
jointly on thematic research and attending company meetings with
ESG specialists. In addition, a number of our fixed income analysts
have worked closely with the ESG team to develop a proprietary
ESG analysis guidance document.

6
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Integration
Real estate

The issues of environmental sustainability and social responsibility
have been integrated into our real estate investment process for a
long time.

Asset management
Existing buildings are managed in accordance with our belief
that, through factoring environmental and social issues into the

Schroder Real Estate has managed funds since 1971. Our real

management regime of a building, it will become more attractive to

estate business is headquartered in London with six offices

occupiers. Our approach is focused on delivering on-site solutions

across Europe and currently has £13.1 billion (€17.8 billion /

to achieve our clients’ objectives. Where the management of a

US$19.3 billion) gross of real estate assets under management

building is undertaken on our behalf by a managing agent we ensure

(at 31 December 2015).

the agent’s policies are aligned fully with our own. Whether driven by

The global financial crisis accentuated the importance of
understanding the economic risks that may affect our investments
and the focus on environmental and social issues in recent years is no
different. It is critical to understand and manage all risks to develop
resilience within our portfolios. A successful responsible investment
strategy should incorporate environmental and social issues
alongside traditional economic considerations. We believe a complete
approach should be rewarded by improved investment decisions and

legislation or not, we seek to find new ways to manage occupancy
costs through energy savings, reducing water consumption and
facilitating the disposal of waste away from landfill. Where possible
we seek to work in partnership with our existing occupiers, although
a cost-benefit analysis of any expenditure is important to ensure the
investment objectives of our clients are protected.
New versus old

performance, an improved business performance for tenants, and

Schroder Real Estate has a limited exposure to property

tangible benefits to local communities and wider society.

development, but where it does undertake schemes to deliver new
buildings to occupiers, we aim to ensure that structures are built to

Investment management
Our commitment begins at the initial appraisal stage when we
are seeking to identify new investment opportunities. Each new
acquisition undergoes an audit tailored its local market. The process
is designed to identify any weakness in the building’s ability to deliver
future returns due to issues such as flooding, contamination, energy
efficiency, water management, community interaction and other longterm impacts that might reduce its attractiveness to occupiers.

the high standard required to obtain the sustainability accreditations
(such as BREEAM5) appropriate to the locality. It is generally
acknowledged that, by 2050, the vast majority of today’s buildings
will still be in existence. Our key focus therefore is on owning
buildings that have good fundamentals in terms of location and
specification, where there is a reduced risk of obsolescence.
Progress in 2015
In 2015 we worked on an initiative to improve our understanding
of the sustainability credentials of our assets. We are working with
independent consultancy, Sustainable Commercial Solutions, and
our property managers to establish an analysis framework for
our portfolios.

“A complete approach should be rewarded
by improved investment decisions and
performance, an improved business
performance for tenants, and tangible benefits
to local communities and wider society.”
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Integration
Global real estate securities

Sustainable principles form a key tenet of our investment process.
Our team follows a disciplined approach to investing in the most
attractive, risk-adjusted real estate opportunities globally. We invest
in real estate companies that can grow and sustain their income
streams over the long run. Our research concludes with a single
Risk Score and Value Score for each company, dictating whether
we will invest and to what degree. ESG is a critical driver of total
shareholder returns and is captured in both scores.
Assessing Risk

Assessing Value
Landlords in the world’s leading cities are finding now that many
occupiers expect efficient premises which reduce running costs and
attract talented staff. Over time these buildings should command a
rental premium and see shorter vacancy periods. This is important
for the second pillar of our investment process, the Value Score.
We forecast the potential investment performance of each company
by comparing our view of its financial worth with its market value.
Then we rank these differences across our wider global universe,
with the companies offering most ‘upside’ scoring highest. If a

The Risk Score dictates the investable range versus our

company owns unfit-for-purpose buildings or is mismanaged,

benchmark. Each score has unique inputs but, importantly,

we penalise it in our valuation models through higher discount rates

the uniform output allows cross comparability between regions

and lower growth projections.

and sectors. The better the score, the more of a company,
dependent on valuation, will be owned. Alongside traditional
considerations, such as financial leverage, market liquidity and
management skill, we place significant emphasis on structural
growth drivers. ESG falls into this category. Where it is important
to a company – good or bad – the score and weight will reflect our
view. Often, this is substantiated quantitatively with inputs including
specialist external research, financial statements and company
policies. We apply our experiences of how companies have
behaved historically as well.
Australian companies lead the world on a number of ESG initiatives,
improving their Risk Score and increasing the probability that we will
own them. Mirvac and Stockland are examples of developer-owners
that have set ambitious performance targets for energy efficiency,
green building education and safety standards. For example, by
2030, Mirvac plans to generate more water and energy than it
consumes and find ways to capture and reduce waste beyond
what it produces.

“ESG is a critical driver of total shareholder
returns and is captured in both Risk and
Value Scores.”

8

Financial expenses are another key input affecting the Value Score.
After taking off in 2014, over $100bn of Green Bonds* have been
issued globally. Some of the world’s largest real estate companies
are taking advantage of this new capital source to finance
sustainable investment projects. These include Unibail-Rodamco,
a leading pan-European shopping-centre owner, which issued its
second Green Bond in 2015. The company raised €500m at an
impressive 1% coupon for ten years.
Looking forward
We believe that these trends will gather further momentum and will
continue to factor them into our investment decision-making.
*Source: Schroders; Bank of America Merrill Lynch; www.climatebonds.net.
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Our insights
Thematic research

Our ESG specialists produce a number of thematic research pieces
throughout the year on key ESG trends which serve two purposes:
··

To ensure we are at the very forefront of thinking on existing and
emerging ESG topics.

··

To further enhance our understanding of the material ESG risks
and opportunities that may impact a company’s valuation and
risk profile.

During 2015 we produced research on the following topics:
··

Electrical equipment: delivery energy efficiency

··

Thermal coal: end of the road?

··

Oil and gas companies: the carbon risk

··

Is sugar turning "Big Food" into the next "Big Tobacco"?

··

El Niño’s economic impact: what the brokers say

··

Climate change and the global economy

··

Green bonds: a primer

··

Financial inclusion

··

Responding to climate change risk in portfolio management

··

The costly future of green shipping

··

Living wage: a UK perspective.

We also collaborated with our Economics Team to examine the impact
of climate change on the global economy. On the next page we feature
summaries of our economics, sugar and data security pieces.
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Climate change and
the global economy

Assessing the impact of climate change is, at best, an extremely
complex exercise, with uncertainty about both the degree of
future global warming and the subsequent impact on global
activity. There are clearly some benefits as well as costs as the
planet warms. There is also the unknown of how technological

2. The different climate loss functions
(Estimating the economic cost associated with a given increase
in temperature):
··

there is a tipping point at which damage accelerates.

progress will respond and potentially alter the path of global
warming. Any assessment involves taking a very long-run view,
well beyond that normally used by financial-market participants.
However, increasing awareness of the issue means there is a
growing demand for a view from shareholders, who are either

··

value chain of those companies, or a combination of both.
In response, the academic community is leading the way in

··

to mitigate the costs of global warming. Drawing on this work,
we look at, in a series of four articles:
1. The effect on global growth and inflation:
··

Despite there being winners and losers, increasing

3. The regional effects of climate change:
··

Climate change is likely to reduce the capital stock and

··

Parts of Africa and Asia are most at risk.

··

The UK should fare better than its developed peers.

4. The possible policy responses:
··

Inflation is likely to rise as shortages emerge, particularly

··

Energy costs will increase in the transition to renewables.

··

Climate change risks are pushing insurance costs higher.

An alternative is to use shareholder voting rights to encourage
companies to reduce carbon dioxide emissions.

··

Intergovernmental agreements that encompass all of the world’s
major economies would be the most effective policy measures to

in agriculture.
··

One of the most widely proposed measures is a carbonpricing mechanism.

productivity in the world economy.
··

The burden of climate change will be felt most by the
developing world.

temperatures will be negative for global activity overall.
··

Investors should use a range of climate damage functions given
the uncertainty.

an attempt to encourage financial-market participants and
governments alike to change their collective behaviours so as

In the most severe case, global GDP growth would be some 1%
lower per annum.*

concerned about how the companies they own impact the
environment, worried about the effect of climate change on the

Estimates of climate change damage vary according to whether

tackle climate change.
··

Governments may offer subsidies to green-energy providers to
promote innovation and reduce the cost of energy.

It is clear that climate change will have an impact on the global
economy. The general consensus, which is supported by a
growing amount of evidence, suggests we should act sooner rather
than later to avoid potential future costs. Successful mitigation

“The general consensus suggests
we should act sooner rather than later
to avoid potential future costs.”

policies will necessitate actions from all parties; without a broader
co-ordinated correct policy response, the world economy is unlikely
to factor in one of the greatest negative externalities ever faced.
*Source: Schroders.
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Data security
2.0

At the end of 2014, Schroders published a report focusing

Over one year on, the risk is still present, data breaches remain

on why investors should be concerned about data-security

common, and the regulatory context around data security and

risks. Since technology systems have permeated every layer of

privacy is tightening. Despite better recognition of the risk,

organisations and regular stories about costly data breaches have

companies have shown little progress in terms of risk ownership

continued to surface, we felt it was important to encourage and

and it remains difficult to assess their risk-resilience capability.

help investors assess the financial materiality of this risk. It was our
contention that this was mostly a downside risk: losing sensitive
client data or crucial intellectual property to a hacker or maybe,
even a foreign country, could jeopardise a company’s reputation,
its relationships with customers and, ultimately, the viability of
its business.

In 2015, the ESG team discussed data security with 23 companies.
In our dialogues, we enquired systematically about how the
handling of this risk was embedded in the overall business riskmanagement architecture and the annual spend on cyber security
systems. The amount of useful information we were able to gather
was marginal.
Our credit team reached a similar conclusion. It had identified a
media company as highly vulnerable to the cyber security theme.
Despite attempts to engage the company on this issue, information
requests were left unanswered. Even though it was difficult to
estimate the potential financial impacts, the risk seemed structural.
This was a contributing factor in the credit team’s downgrading of
their recommendation on the stock.

Through our continued engagement activity we

Growing cyber security sales but a limited, self-declared take-up of

have found:

them by companies tends to suggest that in-house capabilities are

··

The vast majority of companies are still treating data
security and/or privacy issues as an IT issue, however,

··

failed to gather the necessary evidence to support this.

we expect this question to be decoupled from

As part of our investor focus on cyber security, we participated in

technology systems.

a panel discussion at the PRI in Person conference in May 2015

CEOs and chairmen are uncomfortable discussing the
strategic importance of data security.

··

being developed, rather than outsourced. So far, however, we have

It is difficult to obtain details on yearly company spend
on data security systems.

and presented our work to a group of stakeholders from the media
sector in March 2016.
We will continue to engage with both investee companies and
stakeholders on the topic of data security and encourage greater
openness and disclosure on a matter which, we think, is both
material and potentially highly destructive of value.
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Is sugar turning
Big Food into the next Big Tobacco?

This report explores the emerging trends that we think will create
headwinds for the food and beverages sector. We believe that sugar
consumption and its contribution to a wide range of health problems,
such as diabetes, high blood pressure and obesity (which collectively
are known as metabolic syndrome) are central to this risk.
Our research suggests that there are a number of similarities
between major food and beverages companies (“Big Food”) and
major tobacco companies (“Big Tobacco”) and we believe there
are three catalysts that could result in Big Food becoming the
next Big Tobacco. These are: increased awareness of the health
implications of sugar for consumers and public health bodies; the
rapidly increasing rates of people suffering from metabolic syndrome
and subsequent rise in healthcare costs; and, finally, the publication
of independent scientific research providing evidence that excessive
sugar is the primary cause of metabolic syndrome.
We conclude that the triggering of these catalysts could result in
lower sales growth, higher costs and large scale litigation for the
sector and that, in fact, the first two catalysts have been triggered
already. We believe that investors need to better understand this
headwind for Big Food and that future growth rates for the sector
should reflect these risks.

“Big Food is facing the sort of threat Big
Tobacco has been living under for decades.
If certain catalysts are triggered, we believe
a significant part of the industry could see
lower sales growth, asset write-downs and
largescale litigation.”

12
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Active owners

At Schroders and Cazenove Capital, effective and responsible
active ownership has long been part of our fundamental approach
to investment. We recognise that companies play a critical role in
societies and are heavily exposed to changes in those societies
and the wider natural environment. We believe that by engaging
with companies and their management we can improve our
understanding of the issues they face and their approaches to
managing them, helping us to protect or enhance the value of
our investments. For example, a 2014 meta study1 by Oxford
University found that an overwhelming 90% of studies confirmed
that adopting good ESG standards lowered a company’s cost of
capital. According to another analysis, well-governed firms enjoyed
an equity cost advantage of between 0.8% and 1.3%2. Accordingly,
we actively engage with companies on a variety of Environmental,
Social and Governance (ESG) issues.
Our engagement activities combine the perspectives of our
portfolio managers, financial analysts and ESG specialists in order
to form a rounded opinion of each company and the issues it faces.
This section details our corporate engagement activities on ESGspecific issues and our proxy voting activities.
From the Stockholder to the Stakeholder, Smith School of Enterprise and
the Environment, University of Oxford and Arabesque Asset Management,
September 2014.

1

2



Corporate Governance and the Cost of Equity Capital, Hollis Ashbaugh, Ryan
LaFond, both University of Wisconsin, and Daniel W. Collins, University of Iowa,
October 2004.
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Active owners
Engagement

Figure 2: Reasons for ESG engagement

Why do we engage?

over the past five years

We generally engage for one of three reasons:

Number of companies engaged

1. To seek improvement in performance and processes, to enhance and protect

500

the value of our investments.

Fact finding

2. To monitor developments in ESG practices, business strategy and financial

400
Change facilitation

performance within a company.
300

3. To enhance our analysis of a company’s risks and opportunities.
In 2015, our equities teams held 14,454 meetings with companies, and our fixed

200

income team had 3,222 meetings. While these meetings tend to focus primarily
on financial performance, they also provide a platform to discuss ESG topics.

100

In addition, our ESG team undertook 495 specialist ESG engagements with
companies in 2015, interacting with a total of 373 companies (2014: 153)
across 33 countries (2014: 24). Figure 1 demonstrates the global outreach
of our engagement.

2011

2012

2013

2014

Source: Schroders as at 31 December 2015.

Figure 1: Company engagement by region

35%
UK

39%
Europe

11%

12%
Asia
Pacific

North
America

2%

Latin
America

1%

Middle East
& Africa

Source: Schroders as at 31 December 2015.
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How do we engage?
Our mechanism for engagement with company representatives
varies but typically involves one of the following methods:
··

Case study

One-to-one meetings with company representatives (for
example members of the Board, Senior Executives, Investor
Relations, managers of specialist areas such as a sustainability
or environmental manager) either collaboratively with our

UK company reporting –
encouraging quality over quantity

financial analysts and investors, or focused ESG engagements

Following the Financial Conduct Authority’s 2014 decision

undertaken by the ESG specialists

to remove the requirement for UK companies to publish
interim management statements, we noted that only 16

··

Written correspondence (for example email, letter)

··

Phone calls

··

Discussions with company advisers and stakeholders

··

Voting

to reporting.

··

Joint engagement with other investors (further information on our

We believe there are misconceptions among UK companies

collaborative approach can be found on pg 30).

as to what is expected by investors. We value good company

out of 350 companies had completely ceased quarterly
reporting. In September 2015, we wrote to the chairmen of
all of the UK companies in which we are invested (over 450
companies), asking them to consider their approach

reporting highly, but, as with all aspects of governance,
Figure 3: Company engagement by type

substance is more important than form. We feel that
excessive amounts and managing of reported numbers can

3%
9%

14%

19%
7%
15%

33%

Call (group)

obstruct long-term investment dialogue and can increase

Call (one to one)

pressure on management to make decisions based on short-

Collaborative

term interest. As a result, we would prefer companies to shift

Email

towards twice-yearly reporting where feasible.

Meeting (group)

By providing clarity on our view, we hoped to encourage

Meeting (one to one)

companies to have the confidence to cease quarterly

Other

reporting. We realise that there is no one-size-fits-all

Source: Schroders as at 31 December 2015.

approach to reporting. Some highly cyclical companies,
or those operating in fast moving sectors, may still feel it
is important to update the market on a more regular basis.
In such cases, it may be appropriate to reduce the length
of interim management statements.
We realise that there is no single answer to shaping the
right long-term investment environment. We are seeking not
to be prescriptive and would not view companies negatively
should they decide to maintain the status quo. However,
in our view, an emphasis on longer-term focused dialogue
– rather than short-term guidance – would be a positive
step forward.
A number of companies have responded positively to our
letter, with several indicating that they are reviewing their
approach at board level, and are looking, at a minimum,
to reduce the amount reported.
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Active owners
Engagement (continued)

How do we prioritise engagement?

Table 1: Indicative list of ESG topics engaged during 2015

Our engagement activities are prioritised based on the materiality

Environmental

Social

Governance

of our exposure to the individual companies, either by the total

Biodiversity

Customers

Climate change

Data security

Accounting
practices

size of assets invested on behalf of clients or by the percentage of
shares held.
As part of our analysis of companies, we track areas of
performance, including companies’ management of key ESG
areas. If we feel we do not have enough information on this, or
have identified gaps in companies’ awareness or management of
their ESG risks and opportunities, we establish dialogue with that
company. Our equity research, fixed income research, ESG and

Environmental policy Health and safety
/ strategy
Human capital
Environmental
management
products & services
Human rights
Environmental
Labour standards
supply chain
Nutrition and
obesity

data teams frequently work together to identify areas that warrant

Forests

discussion with companies.

Pollution

We proactively arrange meetings with any companies that we see as

Waste management

ESG laggards and also focus on where we have significant stake in
percentage or value terms.

Product safety

Water

Social policy /
strategy
Supply chain
management

We also undertake re-active engagement as a result of any negative
incident involving a company, in order to understand why it may

Auditors
Board committees
Board structure
Business integrity
Corporate strategy
Esg governance
& sustainability
strategy
Governance
oversight
Remuneration
Shareholder rights
Succession planning

have occurred, the actions the company is taking as a result, and

Transparency
& disclosure

what the current and future investment risks may be.
Finally, to ensure that we consider all potential ESG concerns,

Voting

we examine the external ESG ratings for our portfolios on a
quarterly basis. Companies with a downward trend in ratings may
indicate potentially higher ESG risk and therefore be flagged up

Figure 4: Breakdown of engagement by topic for 2015

for further engagement.
What issues do we engage on?

Environmental

16%
30%

Governance
Social

Our engagement activity covers numerous companies and sectors
where businesses are exposed to a variety of ESG issues. Table 1
provides an indicative list of issues we engaged on during 2015,

54%

and Figure 4 provides a breakdown of engagements by topic.
During the year, unsurprisingly climate change featured very
heavily in our engagement, given the run up to December’s global
climate deal. Business integrity was the leading issue we engaged
on, reflecting a cross-sector theme that we believe is crucial to
a company’s success or failure. Finally, as a minority shareholder
in thousands of companies, clearly shareholder rights around the
world remain an important topic for us. The appendix on pg 34
provides a full list of the companies we engaged with in 2015.

16

Source: Schroders as at 31 December 2015.
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Figure 5: Top 10 engagement topics in 2015
Companies engaged
200
160
120
80
40

Human rights

Health and safety

Human capital
management

Board structure

Remuneration

Supply chain
management

Corporate strategy

Climate change

Shareholder rights

Business integrity

0

Source: Schroders as at 31 December 2015.

Case study
Brazil dam failure: implications for investors

Our ESG discussions have centred on:
Environmental clean-up:
The incident has wide-reaching environmental consequences,
such as the loss of aquatic life in the river and water turbidity.

In November 2015, a tailings dam burst at mining company

The environmental situation, depending partly on the cause of

Samarco’s iron ore operation in Minas Gerais, Brazil. Waste

the dam failure, is likely to have costly and lasting impacts.

materials spilled into the valley below, with severe physical
impacts on a nearby village and the Doce river, resulting in
at least 19 fatalities.

This incident has raised several questions about safety

All parties involved were shocked by this tragic event,

standards on tailings dams, including how the dams are

including the management of BHP Billiton and Vale, the two

checked and maintained. Samarco has an independent

mining companies that own Samarco via a 50:50 joint venture.

tailings committee that reviews data and construction plans

The cause of the dam failure is still unknown, and various

four times per year, and the latest reports did not appear to

investigations are underway. Prosecutors have requested a

raise concerns. The International Council of Metals and Minerals

fund of BRL 20 billion (US$ 5.2 billion) over several years to

(ICMM), of which BHP Billiton is a member, announced a full

cover the clean-up costs and damages.

review of global tailings management to consider standards,

As shareholders in both BHP Billiton and Vale, and holders of
Samarco debt, we have been monitoring developments and
continue to communicate with all three companies. We have
held several discussions with the management of both
companies, as well as sustainability specialists.
Their response to the tragedy has been proactive, with
public commitments to support Samarco and prioritisation of
humanitarian and environmental efforts, including relocating
those displaced, distribution of potable water and other supplies,
and work to repair and reinforce the structure of the dams.



Safety of tailings dams:

critical control strategies, governance and emergency
preparedness. We have been discussing approaches to
tailings management with other investee mining companies,
to encourage consideration of potential gaps in their processes.
Governance:
Samarco, rather than the joint venture partners, operated its
own mines. This unusual governance structure has been called
into question, as it is unclear whose standards the mine should
operate under.
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Active owners
Engagement (continued)

Table 2: Examples of engagement success during 2015

How do we track whether our engagement has
been successful?
We log all instances where we have requested change at

Company

Schroders ask

Outcome

Novartis

Requested improved

Further strengthened

companies, on ESG-specific issues. We review the company’s

internal mechanisms

its compliance

progress on an annual basis (Table 2). We categorise progress in

to promote ethical

system by adding

five ways:

marketing practices

country and global

··

Achieved

compliance risk

··

Almost

marketing and sales

··

Some Change

(March 2015)

··

No Change

··

No Further Change Required .

assessments for

Glencore
3

We recognise that these success factors may be subjective, and
that our influence may not have been the sole driving force for this

Requested that

Recognised fossil fuel

management address

impacts on climate

the future of coal

change as a business

and carbon scenario

risk within its annual

planning

report (May 2015)

change. However, we believe it is important to track companies’

Beijing Water

Requested that the

Published a

progress and measure the outcomes of our engagement.

Enterprise

company produce a

sustainability report

Group

sustainability report

demonstrating

given increased

management’s

emphasis by Chinese

intention to address

authorities on water

these issues

quality and air pollution

(August 2015)

1. Met with Head of

Company published

We review requests for change a year after they have been
made, and subsequently on an ongoing basis, recognising that
key strategic changes will take time to be implemented into a
company’s business process.
It is interesting to note that, of the companies we engaged with five

BHP Billiton

years ago in 2011, 71% of our change requests to date have been

Environment to

scenario analysis and

‘achieved’ or ‘almost achieved’, reflecting significant progress.

discuss climate

climate risk out to

change and

2030 and disclosed

Figure 6: Effectiveness of requests for change –

requested internal

internal carbon price

by company engaged

carbon price and

(September 2015)

scenarios
Success level of company engagement
100

2. Wrote to the board
to re-iterate request

80

Deutsche Bank

60
40
20

Encouraged disclosure

Company made

of steps taken to

clear that external

address risk and

appointments had

compliance issues,

been made to

in particular those

address concerns,

addressing

and gave some

banking culture

reassurance on
compliance oversight

0

(November 2015)
2011
Achieved

2012
Almost

2013

Some change

2014
No change

2015
No further change
required

Source: Schroders as at 31 December 2015.
3

 his category is used if, for example, a company has divested the business in
T
question, or if the company has provided a valid reason for not implementing the
change requested.
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Active owners
Proxy voting and
shareholder resolutions

Why do we vote?

Where do we vote?

As active owners, we recognise our responsibility to

As a global investor, we vote across all regions in which we invest. Figure 7

make considered use of voting rights. We therefore vote

represents our regional voting activity in 2015. We submit electronic votes for

on all resolutions at all AGMs/EGMs globally unless we

all meetings, however, on occasion (for example if shareblocking prevents us

are restricted from doing so (for example as a result

from submitting electronic votes), we may attend annual or extraordinary general

of share blocking). We evaluate voting issues arising

meetings to submit our votes in person.

at our investee companies and, where we have the
authority to do so, vote on them in line with our fiduciary

Figure 7: Global voting

responsibilities in what we deem to be the interests of
our clients.

12%

We also engage with companies throughout the year via

UK

regular face-to-face meetings, written correspondence,

23%
Europe

emails, phone calls and discussions with company
advisors and stakeholders.

20%

35%
Asia

North
America

In 2015, we voted approximately 92% of total
resolutions, and instructed a vote against management
at 42% of meetings. In total, we voted 5,151 meetings.
We have also enhanced our corporate governance
dialogue with companies, moving to engage companies

10%
Rest of
world

more frequently and pro-actively, to ensure that we
convey our reasoning and policies prior to voting

Source: Schroders as at 31 December 2015.

at general meetings. Further information on our
governance and voting policies can be found on our
website, www.schroders.com, where we also disclose
quarterly reports detailing our voting activities.
Table 3: Voting activity 2011-20154
Year

Meetings Resolutions

With Against
management

2011

5,191

45,350

94%

6%

2012

5,633

49,536

93%

7%

2013

6,489

63,422

93%

7%

2014

5,616

60,330

91%

9%

2015

5,151

57,942

85%

15%

Source: Schroders as at 31 December 2015.
4




Please
note the figures in this table do not include resolutions or
meetings at which we did not vote. We aim to vote at all meetings
except those where there are onerous restrictions – for example,
where trading is restricted prior to a meeting in shares committed
to vote (share blocking), we will usually only vote in cases where
the benefit of voting outweighs the ability to trade.
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Active owners
Proxy voting and
shareholder resolutions (continued)

What issues do we vote on?
As Figure 8 shows, the majority of resolutions target specific
corporate governance issues which are required under local stock
exchange listing requirements (for example approval of directors,

Case study

accepting reports and accounts, approval of incentive plans).
Samsung C&T proposed merger
Figure 8: 2015 breakdown of resolutions voted on by category
(according to MSCI ISS classifications)
0.3%
1.0%
2.2%
8.3%
23.1%

Anti-takeover
Allocation of capital
Director related
Remuneration

3.0%
8.2%

53.8%

with Cheil Industries
The controversial proposed takeover by the constructionto-fashion group, Cheil Industries, of its sister company,
Samsung C&T, made headlines and was vocally resisted
by a number of shareholders, both in Korea and abroad.
abroad. Shareholders
Shareholders
argued that
argued
the terms
that the
significantly
terms significantly
undervalued Samsung C&T and would transfer billions

Reorganisation & mergers

of dollars in value to Cheil shareholders, particularly

Routine business

Samsung’s founding Lee family, which had a 42% direct

Shareholder proposals

stake. stake.
direct

Other

Despite the public opposition to the deal, all Samsung C&T
Source: Schroders as at 31 December 2015.

treasury shares were sold to KCC (a separate industrial
materials conglomerate), at a premium to the bid price
– which diluted the voting rights of existing shareholders
and raised further concerns about the fairness of the bid
process. Elliott Advisors, a US activist fund manager,
sought an injunction to protect the interests of Samsung
C&T’s shareholders, but its application was rejected by the
Korean
the
Korean
court.
court.
We engaged with Samsung C&T management on the
valuation, rationale and oversight of the merger ahead of
the vote. We raised concerns about the valuation disparity
between the two companies, highlighting additional
concerns about the likely level of synergies given the
disparate nature of the groups’ activities. We also probed
how any perceived conflict of interest with related parties
would be handled, sought reassurances that the rights of
minority shareholders would be considered and requested
that conflicts be publicly disclosed and managed.
Finally, we requested that the company consider the
independence, expertise and diversity of board members
in any combined business. However, Samsung C&T was
unable to provide reassurance on our any of our concerns
and we therefore voted against the transaction.
We will continue to engage directly and collectively with
Korean companies and regulators to encourage better
corporate governance standards in this market.

20
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Why do we vote against company management?
We normally hope to support company management; as active
managers we have made a positive decision to invest in a company.
However, we are not afraid to oppose management if we believe

Case study

that doing so is in the best interests of shareholders and our clients.
We continue to review our voting practices during our ongoing

Loi Florange

dialogue with our portfolio managers. This has led us to raise the bar

In March 2014, France adopted ‘Loi Florange’ legislation

on what we consider ‘good governance practice’. As such, in 2015

which granted automatic double voting rights to registered

we increasingly voted against remuneration practices and against

shares held for over two years. Prior to this act, double

the election of specific directors. We have also welcomed growing

voting rights were only granted to long term registered

disclosure from companies on their corporate governance practices,

shareholders via special bylaws.

as it provides us with greater knowledge of best market practices.

During 2015, alongside other shareholders, we wrote to

Votes against companies usually follow a period of engagement

over 100 companies requesting that they raise a resolution

during which we have encouraged companies to act in the best

at their general meetings requesting an opt-out from

interests of shareholders, for example by upholding minority

‘Loi Florange’. Our aim was to protect minority shareholder

shareholder rights, or ensuring that remuneration incentives are

rights. The changes to voting rights would enable

aligned with companies’ long term performance. The following

shareholders to reduce their holdings whilst maintaining

pages show some examples of how we considered and voted

the same level of corporate “voice” and strength.

on company proposals in 2015.

In contrast, shareholders who have owned their shares for
less than two years or do not hold them in registered form,

Figure 9: Reason for ‘Against’ votes 2015

typically institutional managers, are penalised for doing so.
This disparity between capital invested and voting power

1%
16%

2%
18%

14%
26%
2%

20%

Anti-takeover

goes against the fundamental principle of “one share –

Allocation of capital

one vote” that we support.

Director related

As at the end of 2015, we had received 23 direct

Remuneration

responses to our direct letters, including several messages

Reorganisation & mergers

of support from companies including Technicolor and

Routine business

Crédit Agricole. So far, 27 companies in total have agreed

Shareholder proposals

to provide an opt-out of the automatic rights provision

Other

within Loi Florange, thereby protecting the rights of
minority shareholders. We expect dialogue with others

Source: Schroders as at 31 December 2015.

to continue and are monitoring developments during
the 2016 AGM season.
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Active owners
Proxy voting and
shareholder resolutions (continued)

Case study

Investors need to be clear as to whether the board’s reasons
for objecting to engagement are substantive. In general,
investors do not welcome bids for strong companies that
may be experiencing just a temporary downturn in fortunes,

Syngenta

with shareholders usually backing the incumbent team.

Syngenta was formed in 2000 from the merger of the

We wrote to Syngenta in an attempt to understand the

agribusinesses of Novartis and ICI. For a number of years

reasoning behind its position. We felt that based on what had

since then, the company had grown strongly, successfully

been publicly disclosed, a closer discussion about a tie up with

expanding its crop protection businesses into emerging

Monsanto could be warranted. The company was clear that it

markets. This success masked the weakness of its seeds

did not agree.

business which had not kept pace with changing technology.
The company attempted to combat this by marketing a single,
bundled product offering of seeds and pesticides into the US.
However, this approach was unpopular with local distributors
and from 2014 onwards Syngenta started to see a steady
stream of downgraded profit forecasts.
In May 2015, Monsanto confirmed its intention to make
an offer for Syngenta at a premium to the existing market
price. The deal needed to be agreed by the Syngenta board.
However, it soon became apparent that Syngenta did not
intend to negotiate with Monsanto, citing a host of regulatory
obstacles. Monsanto had previously expressed an interest
in merging with Syngenta but had been rebuffed. The two
companies had very different cultures and some degree of
animosity had developed.

22

We joined with five other institutions who shared our concerns,
engaging with Syngenta in face-to-face meetings to better
understand the company’s position during the summer of
2015. During these discussions investors were united in their
disappointment with the historic performance and in their desire
or a more effective strategy going forward.
Syngenta’s CEO Mike Mack left the company at the end of
2015 and the board began a search for a suitable partner
for the future. At the start of 2016, ChemChina announced a
proposed bid of CHF480 per share, with the $43 billion deal
unanimously recommended by the board and endorsed as a
good outcome for all stakeholders. We view this as a positive
outcome for investors, who so often compete against one
another, with fund management companies coming together
to ensure a good outcome for all of their clients.
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Table 4 provides a historical breakdown of recent shareholder

Shareholder resolutions

resolutions that we have voted on (our records go back to 2000).

Occasionally, shareholders may table a resolution of a social,

During 2015, we continued to see an uptick in the number of

environmental or ethical nature. When considering how to vote on

shareholder resolutions. The largest number of resolutions once

such resolutions, we will take into account company performance,

again related to greenhouse gas emissions and climate change,

best practice, whether the company has faced similar resolutions

while there was a significant increase in the number of resolutions

before and, ultimately, whether or not the resolution is in

relating to labour standards and human rights.

shareholders’ interests.

Table 4: Our social, environmental and ethical shareholder resolution voting record
Issues

2015

2014

2013

2012

2011

2014

2013

2012

2011

Equal opportunities

9

9

11

8

12

22

13

7

3

6

5

5

2

9

6

3

5

2

1

1

Weapons

0

0

0

0

0

HIV/AIDS

0

0

0

0

0

Tobacco

1

2

0

0

1

Drug pricing/access

3

0

0

0

1

Miscellaneous

2

2

2

0

1

Health care

0

0

0

0

0

Health & safety

2

0

1

3

2

Pay disparity

0

0

1

0

3

Miscellaneous

4

1

3

4

2

10

7

3

3

3

Link pay to ESG

4

0

1

0

1

Political activity

6

1

2

7

0

Miscellaneous

11

14

4

0

3

162

121

54

79

81

Genetically-modified
organisms

Environment
Toxic chemicals

0

0

1

0

3

28

26

4

5

9

8

0

0

8

5

22

21

0

14

5

0

0

0

0

0

Environmental policy

9

4

4

6

2

Forestry

0

0

0

0

0

Shale gas/fracking

2

1

1

1

3

11

10

5

7

12

Greenhouse gases/
climate change
Renewables; energy
efficiency
Nuclear power
Access to protected
areas

Miscellaneous



2015

Social

Ethical
Animal testing/welfare

Issues

Labour standards &
human rights

Other
CSR/sustainability
report

No. Resolutions
vote on

Source: Schroders as at 31 December 2015.
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Case study
Shareholder resolutions
at Oil & Gas companies

Climate change resolutions: putting the heat on management
The temperature is rising everywhere, and nowhere more so than
at company shareholder meetings. From just four resolutions
related to climate change in 2013, we saw a record 36 at AGMs
in 2015. Not surprisingly, the vast majority have been at energy
companies. The sea change in attitudes here is illustrated by the
overwhelming backing given by shareholders to a string of climate
change resolutions at Shell, BP and Statoil. And at Chevron
we saw perhaps a straw in the wind with a resolution calling
for an immediate increase in dividends, given that carbon limits
may ultimately prevent the company exploiting all of its oil and
gas reserves.
We see these resolutions as a step in the right direction and
believe we will see investors demanding a more radical factoring
of climate change risk into business models in the future. This has
gained further momentum since December’s United Nations climate
change conference in Paris. We believe a tightening of national,
regional and local regulations is inevitable, as the world works
towards a low-carbon economy.
BP, Shell & Statoil
The resolution which attracted most attention this season, entitled
“Implement Strategic Resilience for 2035 and Beyond”, was
submitted by a group of shareholders to the BP, Shell and Statoil
annual meetings. The group was looking for better disclosure in a
number of areas, ranging from operational emissions management,
and low-carbon energy research and development (R&D) and
investment, to the companies’ public policy positions on climate
change and how executives are incentivised. The resolution was
supported by more than 98% of shareholders (including Schroders)
at the three companies’ AGMs. Interestingly, all three management
teams also supported the motion in a welcome acknowledgement
that they need to be more engaged in the debate.
Chevron
The company was asked to agree an increase in its dividend in
view of the increasing threat that its main assets become “stranded”
– unable to be used as a result of climate change constraints.
The argument put forward by the filers was that capital would
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be better allocated to a higher dividend than to high-cost, highcarbon projects that may become stranded. We voted against this
resolution, which was ultimately rejected. While we were in favour
of other climate-related resolutions at Chevron seeking increased
transparency, we felt that this one was too specific and in some
cases too prescriptive. We believe it is up to management to
consider dividend pay-outs taking into account all the risks for
the business, including those linked to stranded assets. Furthermore,
Chevron already has a growth dividend strategy in place and is not
considered a laggard within the peer group in this area.
Petrochina
Although there was no climate-specific resolution at the company,
we voted against Petrochina’s 2014 “Report of the Supervisory
Committee” to signal to the company’s management our concern
that it had not done enough to address climate change risk.
We were particularly disappointed not to see a clear strategy to
manage greenhouse gas emissions.
Schroders’ voting actions
We have supported the majority of the 21 climate change
resolutions we have seen at this year’s meetings of oil and gas
companies (and one utility) where we own shares. As investors
with a long-term outlook, we believe that these companies should
provide better evidence that carbon risks are fully factored into their
business strategies and that they have plans in place to mitigate
them. Our responsibility here is twofold: assessing the carbon risk
that lies in clients’ portfolios, and then managing this risk in a variety
of ways (company engagement, picking carbon-resilient stocks,
and – ultimately – divestment), as explained in our publication
‘Responding to Climate Change Risk in Portfolio Management’.
Through voting, we are is also able to promote good practice and
push companies to disclose the information investors need to
assess potential investment risks.
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Screened and thematic funds

Our long term ESG view is also vital for the £29.9 billion of
screened investments we manage for clients who require
investments to reflect their values and beliefs, both across our
Schroders and Cazenove Capital client bases. These assets
have helped us to develop a sophisticated and active screening
process that exclude stocks from portfolios that fail to meet clients’
criteria. We also manage a number of thematic funds that invest

Terrorist financing
As a result of the Patriot Act and the Anti-Money Laundering and
Counter Terrorism Financing law in the USA, many US state pension
funds are requesting their fund managers divest from any companies
which could be undertaking business within countries that the US
government considers terrorist states.

in companies likely to benefit from, for example, climate change or

We meet our US clients’ requests to screen out these companies.

demographic trends.

As of 31 December 2015, we estimate that £7.3 billion of AUM were
screened based on client-defined criteria.

Cluster munitions
We fully support the international conventions on cluster munitions

Fossil Fuels

and anti-personnel mines (APM). Consistent with this support, and

The fossil fuel divestment debate continued throughout the year,

in line with our commitment to responsible investment, we will not

with the COP 21 conference in Paris ensuring climate change and

knowingly hold any security that derives revenue from, or provides

carbon risk remained firmly in focus. Marking the culmination of

funding for, cluster munitions or APMs.

years of political negotiation, the agreement reached in December

We will apply this policy to all funds that we directly manage. On
occasion there may be additional securities recognised by clients
or local governments; these will be added to the Schroders group
exclusion list for those relevant jurisdictions or specific mandates.
The following companies are on our group exclusion list:
··

Aeroteh

··

Aerojet Rocketdyne

··

Aryt Industries

··

Ashot Ashkelon

··

China Aerospace Science and Technology

··

China North Industries Group Corp (Norinco)

··

Hanwha

··

Israel Military Industries

··

Orbital ATK

··

Poongsan Corporation

··

Poongsan Holdings Corp

··

Roketsan

··

Splav State Research

··

Textron.



provides the global agreement to contain temperature rises that
environmental activists, corporate leaders, investors and politicians
had spent many years working towards. Global leaders agreed to
take steps to limit the increase in the global average temperature
to well below 2°C above pre-industrial levels, and to pursue efforts
to limit the temperature increase to 1.5°C. Provided a quorum of
countries ratify the treaty – as seems likely – it will become binding
within the next year.
While that agreement represents the conclusion of lengthy political
wrangling, it also signals the start of a longer process of political
and regulatory change that will be necessary to translate that
political ambition into the sustained decarbonisation of the global
energy infrastructure and economy. To date, the collective effect
of commitments that governments have made fall well short of
that 2°C ambition, and as a result regulatory measures are likely to
intensify. A reduction in global greenhouse gas (GHG) emissions by
approximately two-thirds by 2050, over which period the world’s
population will rise by a fifth and its wealth will close to triple,
represents a sharp about-turn from the steady 1–2% annual rise of
recent decades.
The effects of the changes that will be needed to bring about
such a reduction in GHG emissions will be felt across regions and
industries, in both industry cost structures and demand, as well
as through the growth opportunities for new industries delivering
solutions to the climate change challenge.
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Screened and thematic funds
(Continued)

At Schroders and Cazenove Capital, we are investing our own

issue to incorporating a variety of ethical issues. In addition, they

intellectual capital and partnering with leading independent

often define a degree of materiality (e.g. percentage of revenues)

organisations to refine and expand our understanding of the

a stock derives from its exposure to a particular issue. Tobacco,

effects of climate change on company valuations, and to develop

gambling and alcohol remain the most commonly applied screens.

the tools we need to help us manage those risks on behalf of our
clients. We are able to implement and manage fossil fuel divestment
strategies in segregated mandates, although we recognise there is
no ‘one size fits all’ solution for clients looking to address carbon

Recent product launch
Schroder ISF5 QEP Global ESG

risk in their portfolios. Excluding fossil fuels entirely will tend to

In September 2015, Schroders launched Schroder ISF QEP Global

change the balance of a portfolio, resulting in higher exposure to

ESG. The fund is based on the team’s long-running Global Blend

other sectors and altering its underlying risk-return characteristics.

strategy, launched in 2008. Like Global Blend, Schroder ISF QEP

Different approaches may therefore need to be explored. We are

Global ESG invests in stocks on the basis of valuation and business

able to help clients identify, understand, monitor and manage the

quality to deliver higher returns across the market cycle. The QEP

carbon risks in their portfolios using a variety of tools. For those

Investment team analyses a broad, global universe of over 5,500

clients interested in benefiting from the opportunities stemming from

ESG-rated stocks to build a highly diversified portfolio. One of the

the transition to a low carbon economy, we offer a Global Climate

advantages of the team’s quantitative tools is that we are able to

Change fund.

analyse and process large volumes of data. For example, the team
currently has access to over 400 different data items which provide

Ethical exclusions

varied insights into ESG issues for companies globally.

Ethical exclusions (or negative screening) refers to a strategy that

Importantly, the fund is genuinely active in all areas of ESG.

involves the removal of specific companies or sectors from the

The team takes account of environmental, social and governance

investible universe of a portfolio based on a client’s ethical criteria.

factors and incorporates them into the investment process in a
number of ways:

This continues to be an important area for our clients. We have

1. Social exclusions:

continued to see a steady increase in the value of assets under
management (AUM) to which some form of ethical exclusion is

The fund does not invest in alcohol, tobacco, weapons or gambling

applied. As of 31 December 2015, we managed £29.9 billion

stocks. It also excludes stocks which derive more than 10% of

in ethically screened assets, representing almost 10% of

revenues from the sale, licencing or distribution of these areas.

our total AUM.

2. Integration:
Table 5: Group ethical assets under management (2010–2015)

ESG issues play an active role in the team’s stock selection and

Year

Ethical AUM (GBP bn)

% of Group AUM

2015

29.9

9.6

2014

27.8

9.3

2013

25.3

9.6

2012

15.0

7.0

2011

11.3

6.1

2010

8.2

4.2

Source: Schroders as at 31 December 2015.

portfolio construction process. Based on its research, the team
will allocate more capital to stocks with good ESG characteristics
and place less emphasis on those with less favourable profiles.
Companies with significant ESG risk are avoided altogether.
3. Ongoing research:
The team analyses key ESG themes to look for opportunities to
integrate these insights into our process. A good example was the
team’s recent work on carbon intensity. We investigated the types of
data available on companies’ emissions, and how best to incorporate
that information into our investment process. Through prioritising

Of the £29.9 billion of AUM with ethical constraints in 2015,

businesses with better carbon efficiency, and investing less in those

approximately £1.8 billion was managed by Schroders’ Private Bank

with large carbon footprints, we significantly reduced the fund’s

team (including charities).

carbon intensity compared to the reference index.

These “ethical” mandates vary from excluding stocks on a single

5
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 chroder International Selection Fund is referred to as Schroder ISF throughout
S
the document.
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4. Engagement:
The QEP Investment Team partners with Schroders’ ESG team to
actively engage with companies. Since Q1 2015, we have engaged
with 35 companies on a variety of ESG topics, including water
stress, carbon disclosure and workforce safety.
What are the risks?
The capital may be subject to circumstances and periods where
returns could be negative. Therefore the capital is not guaranteed
and may decrease.
··

Currency derivative instruments are subject to the default risk of
the counterparty. The unrealised gain and some of the desired
market exposure may be lost.

··

Investments denominated in a currency other than that of
the share-class may not be hedged. The market movements
between those currencies will impact the share-class.

··

The fund will not hedge its market risk in a down cycle.
The value of the fund will move similarly to the markets.

··

The fund’s operations may depend on third parties in countries
where operational oversight standards are less developed.

··

The fund enters into financial derivative transactions. If the
counterparty were to default, the unrealised profit on the
transaction and the market exposure may be lost.

··

There is no guarantee that a financial derivative contract will
achieve its intended outcome, even if the terms of the contract
are completely satisfied.
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Thematic funds

Schroder ISF Global Climate Change Equity

Global Demographics

Schroders launched Schroder ISF Global Climate Change Equity

Schroder ISF Global Demographic Opportunities, launched in

in June 2007. We believe that climate change will be the catalyst

November 2010, seeks to invest in companies who may benefit

for a new “industrial revolution” as the world moves inextricably

from the positive economic impact of demographic trends in the

towards a lower carbon economy. Increasingly stringent emissions

global economy, such as population growth, urbanisation, and new

targets will necessitate large-scale capital investment alongside less

consumer and industrial trends.

costly abatement measures. The economic consequences both at a
country and corporate level are becoming increasingly clear. Climate
change policy and regulation will have a profound effect on most
companies’ revenues, operating costs, competitive advantage and
ultimately, earnings growth.

Although it is widely recognised that demographic trends have a
dramatic impact on economic growth, it is our contention that the
implications for corporate earnings growth and structural growth are
frequently over-looked or misunderstood by the market. We believe
that a strategy anchored around global demographics delivers a

Schroder ISF Global Climate Change Equity is an actively managed,

sustainable investment approach that should deliver outperformance

thematic fund that seeks to maximise excess returns by investing

against a broad basket of global equities throughout both the

in companies that are positively impacted, or likely to benefit,

economic and investment cycles.

from efforts to mitigate or adapt to the impact of climate change.
What is distinctive about our approach is our appreciation that
climate change will have far-reaching consequences for companies
across a broad range of industries – not just companies purely
involved in renewable energy, energy efficiency and environmental
resources. While the path to a low-carbon economy is predictable,
we do not believe it is well understood by the equity market –
representing a significant opportunity for active management to
generate excess returns.
Within the broad theme we have identified five sub-themes within
which we believe climate change investment opportunities are
most apparent:
1. Environmental resources (e.g. water resource
management, agriculture)
2. Low carbon (e.g. natural gas)
3. Clean energy (e.g. solar power)
4. Sustainable transport (e.g. electric cars)
5. Energy efficiency (e.g. lightweight materials).
More broadly, however, any company that is positively affected
by climate change will be considered as a potential investment
candidate for the fund.
The strategy does not invest in companies that report significant
ownership of fossil fuel reserves (e.g. oil, coal, gas, tar-sand,
shale gas).
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The fund focuses on companies at both ends of the demographic
spectrum i.e. the ageing of developed market economies and
the growth and rising wealth of developing market economies.
Given the nature of the theme, the fund will have a natural bias
to the consumer, healthcare and financial sectors.
Global Healthcare
Our Global Healthcare Fund, launched in June 2000, seeks to
deliver capital growth by investing in healthcare, medical services,
and related products and companies on a worldwide basis.
The fund aims to provide broad exposure to the healthcare sector,
focusing on companies which we believe will deliver earnings
above those anticipated by market consensus and which are
attractively valued. The fund is positioned to benefit from structural
growth in demand for healthcare provision and medical treatments,
supported by demographic trends, improving standards of living and
technological advancements. In order to benefit from these strong
themes, the fund invests in areas such as biotechnology, generic
drugs manufacture and supply, pharmaceuticals, health insurance
and hospital supplies.
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What are the risks?
··

··

··

originally invested.
··

Exchange rate changes may cause the value of any overseas
investments to rise or fall.

··

Investments in equities are subject to market risk.

··

Financial derivative instruments may be used as part of the

The funds will not hedge their market risk in a down cycle.
The value of the funds will move similarly to the markets.

The value of investments and the income from them may go
down as well as up and investors may not get back the amounts

Funds that focus on specific sectors can carry more risk than
funds spread over a number of different industry sectors.

Past performance is not a guide to future performance and may
not be repeated.

··

··

Changes in China’s political, legal, economic or tax policies
could cause losses or higher costs for the fund.

··

Emerging markets will generally be subject to greater political,
legal, counterparty and operational risk.

investment process. This may increase the fund’s price volatility
by amplifying market events and there is no guarantee that these
instruments will deliver the expected result.

A view from
Cazenove Capital
Cazenove Capital Management (“Cazenove Capital”) is the

have a positive impact, beyond just making money. A new
study from Big Society Capital states that the market in the UK
could be worth as much as £1.5 billion. The research suggests
that social investment deal-flow in the 2015 calendar year saw
about £428 million of deals offered to about 700 charities and
social enterprises. This has nearly doubled in value since 2011.

wealth management and charity investment business of

Cazenove Capital has offered advice on impact investment for

Schroders plc in the UK, Channel Islands and Asia, offering

nearly 10 years, and has made a number of investments with

personalised discretionary investment services as well as wider

various liquidity profiles and sizes. These range from The Ethical

wealth management services to a broad variety of clients.

Property Company, which manages commercial property

Alexia Zavos, Head of Responsible Investment at Cazenove

that supports charities and not-for-profit organisations, to the

Capital, works closely with Schroders’ ESG specialists, allowing

Triodos Microfinance Fund which invests in financial services for

Cazenove Capital to offer a pragmatic and flexible approach to

low-income people in developing countries.

Responsible Investment (RI).

This year we made our first Social Investment Tax Relief (SITR)

“There have been an increasing number of enquiries from

investments on behalf of some clients. SITR is a relatively

a wide range of charity and wealth management clients on

new tax relief in the UK designed to encourage individuals to

RI issues through 2015, whether on fossil fuels or broader

invest in charities and social enterprises. It is modelled on the

climate change issues, refining client screens for exclusion or

existing Enterprise Investment Scheme, and individuals benefit

understanding the exposures to their specific areas of concern,

from 30% tax relief on the amount invested. However, one key

and assisting clients to engage with companies in which they

difference with SITR is that enterprises are able to raise both

are invested.

equity and unsecured debt. At the moment an enterprise can

In addition we have seen an increasing interest from clients
in social impact investing, in line with global trends. Social
impact investing refers to investments made into companies,
organisations, and funds with the intention to generate a



found that 54% of British investors want their investments to

only raise £275,000 on a rolling three-year basis. However,
we hope this limit will be raised to £15 million over the next
12 months which should increase the available investment
options in this space.”

measurable, positive social or environmental impact alongside a

Alexia Zavos

financial return. Annual research for Good Money Week (2015)

Head of Responsible Investment, Cazenove Capital

29

Collaboration, industry involvement,
public policy

We continue to support, and collaborate with, several industry

UK Sustainable Investment and Finance Association (UKSIF):

groups, organisations and initiatives. These are important in

In 2015, our Head of RI within our Cazenove Capital business was

improving sustainability standards across sectors, establishing

elected to serve on UKSIF’s board. We are also a member of the

a consistent dialogue with companies, and in promoting the

UKSIF Markets Committee, which seeks to promote Responsible

ongoing development and recognition of ESG within the investment

Investment and raise awareness among different stakeholder groups

industry. We also work with organisations that we are members of,

through initiatives and events, including Ownership Day and Good

and with national and regional trade associations to develop their

Money Week.

submissions on various regulatory issues around the world.
Advocacy

Principles for Responsible Investment (PRI):
We are a member of the UN PRI Integration Sub-Committee.
We have delivered feedback on case studies, and on the structure

Energy & climate change committee consultation:

of the PRI’s new publication (due 2016), which should serve as a

In October 2015, we responded to the UK government’s

guidance to both asset managers and asset owners while facilitating

consultation on ‘Investor confidence in the UK energy sector’.

improved levels of ESG integration within investment processes.

We urged stability in the UK regulatory and policy framework,
and called for assurance that the support mechanisms designed to
incentivise investment in the energy sector would not be changed
retrospectively. Our submission is published6.
Proxy voting in the EU:
We submitted our own response investigating the role of Proxy
Voting Research Providers in Corporate Governance. We were keen
to stress that research providers are one input into our Corporate

International Corporate Governance Network (ICGN):
During 2015, we contributed to the ICGN’s yearbook, and also
sponsored the annual conference.
Asian Corporate Governance Association (ACGA):
During 2015 we contributed to thought leadership and regional
consultations. We also collectively engaged with companies and
regulators through this body.

Governance process and voting decisions, but should still adhere to

National Association of Pension Funds:

strong professional standards. Our submission is publicly available7.

During the year we presented at NAPF seminars on the importance
of ESG integration into investment processes.

Committees or initiatives promoting responsible investment

IR society:

Trade associations:

We spoke to several investor relations professionals in a

··

We serve on the board of the Investment Association (IA).

webinar organised by the IR society, urging IR professionals

··

We are also on the IA’s Corporate Governance and Engagement
Committee, and worked on the Productivity Action Plan.

··

We also serve on the IA’s Stewardship Reporting Working
Group, which over 2015 has been examining the industry’s
current Stewardship Reporting and is drafting guidelines for
best practice.

··

We serve on the board of the European Funds and Asset
Management Association (EFAMA).

to improve awareness of ESG issues and include them in
investor presentations.
Ethical corporation:
We presented to investee companies at Ethical Corporation’s
CR Communications conference, to promote better sustainability
reporting from an investor’s perspective.
Corporate governance in Sweden:
With other investors we responded to the consultation on the
revision of the Swedish Corporate Governance Board, expressing
concern over bundled director elections. We are aware of the
Swedish market culture of consensus decision making and
collective support of the board of directors. However, the right to
vote on specific matters including the election of individual directors

 chroders’ submission can be found here: http://data.parliament.uk/
S
writtenevidence/committeeevidence.svc/evidencedocument/energy-and-climatechange-committee/investor-confidence-in-the-uk-energy-sector/written/23452.html.

6

7

 chroders’ letter can be downloaded here: https://www.esma.europa.eu/pressS
news/consultations/call-evidence-impact-best-practice-principles-providersshareholder-voting.
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is an important means for shareholders to hold directors personally
accountable. We agree with other international investors that the
Swedish practice of bundling some types of resolutions, be it audit
appointment and director elections and/or the bundling of several
director elections, undermines this fundamental shareholder right.
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Accounting standards:

Clinical trials:

We have been working with accounting standard bodies to

We are participating in a joint initiative to encourage global

make financial statements more relevant and usable for investors.

healthcare companies to improve transparency on the results of

Projects include working with the Financial Reporting Council on

clinical trials, both current and retrospective. It is necessary for the

Dividend Disclosure and the International Accounting Standards

industry to provide a more complete disclosure of both positive and

Board on the concept of prudence.

negative results, so that both patients and doctors have a complete

Banking futures:
We actively participated in an 18-month project that brought
together a group of senior bankers, ESG experts and investors,
to discuss what a healthy banking sector could look like in the

picture of the risks and benefits of drugs. With regulation rising in
this area, leading companies can minimise regulatory action and
litigation. Our work on this will continue into 2016 when we will be
leading engagement with a Japanese company.

UK. The group met with 200 individuals representing regulators,

Bees and neonicotinoids:

employees, customers and civil society to reach some conclusions.

As part of our ongoing work on neonicotonoids and the risks

Our findings were published and presented to a wider audience in

associated with their potential effects on pollinators, along with

February 2016, and reflected the importance of a culture based

other investors we conducted a joint engagement with the company

on serving clients and rebuilding trust. The banking sector in

Bayer, assessing how the company had responded to scientific

particular has a tremendous amount to do before it regains societal,

developments, bans, and value chain risk.

investor, consumer and regulatory trust. Recommendations for
further progress include measures for banks to better serve the
real economy’s current and future needs, to engage with customers,
and to have clearer reporting standards.

Animal welfare:
Business Benchmark on Farm Animal Welfare – along with other
investors, we signed a joint letter encouraging companies ranking
poorly on the benchmark to improve their disclosure around animal

CDP (formerly known as Carbon Disclosure Project):

welfare standards. Schroders believes that good animal welfare

As a member of CDP, we welcomed the opportunity to work

practice is a useful proxy for supply chain management. Since the

collaboratively to produce a white paper exploring the issue

benchmark was updated, we were encouraged to see significant

of deforestation and soy. Whilst we are encouraged that

improvements at several companies that had previously ranked in

increasing numbers of companies are working towards reducing

the bottom two tiers of the index.

deforestation linked to palm oil in Indonesia, our report highlights
that deforestation risk associated with soy has been overlooked
by most companies. It is a material business risk, with soy widely
present in global supply chains, either as feed for livestock or as a
food ingredient. This paper allows investors to better understand
the potential risks around regulation, increasing deforestation,
and broader climate change risks associated with soy.

Living wage:
Following the publication of our Living Wage research report,
we contacted companies ahead of their AGMs to get a better
understanding of the feasibility of paying a living wage. We worked
collaboratively with ShareAction and other investors who contacted
a wider number of UK companies asking them to pay a living wage.
Corporate governance in France & Italy:

Collaborative engagement with companies on specific

We were involved in several discussions with other investors and

ESG issues

stakeholders on the protection of minority shareholder rights in

Human rights and extractive companies:
We are working with the UN PRI in a joint initiative to engage
around 50 global extractives companies on how they are

France and Italy. These discussions culminated in Schroders signing
a joint letter to the Italian authorities, and writing our own letter to
French companies to convey our concerns.

implementing the UN Guiding Principles on Human Rights. We are

Carbon action initiative:

leading, and participating in, joint meetings with investee companies,

We continued our work with this investor-led initiative driven by CDP,

aiming to highlight the business risks human rights can present to

which aims to accelerate company action on carbon reduction and

companies and to help them address these.

energy efficiency activities. Our involvement has been to engage
with selected emissions-intensive companies that have yet to
establish an emissions reduction target. Dialogue has continued
with Newcrest, Santos, and Sime Darby.
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Compliance with UN Principles
for Responsible Investment8

This section demonstrates our compliance with the UNPRI as well as highlighting the relevant pages within this report where evidence of this
compliance is demonstrated, in addition to other sources not included in this report.
Table 5: How we fulfil our UNPRI commitments
UN PRI Principle

How we comply

P1. We will incorporate ESG issues into

··

Dedicated ESG team comprising nine ESG specialists

investment analysis and decision-

focused on integrating ESG considerations across

making processes.

investment desks.
··

Long standing ESG training programme for financial

Reference in this report
Pg 4

Pg 6

analysts and portfolio managers.
··

Sector focus allows close working relationship between

Pg 6

ESG and financial analysts.
··

Joint company meetings between ESG, credit and

Pg 14

equity analysts.
··

Multi-sector and multi-region thematic research on key ESG

Pg 9

trends to educate investors.
··

Proprietary ESG analysis tool developed in collaboration

Pg 4

with over 50 equity and credit analysts.
··

All research shared on our proprietary global

Pg 4, 5, 6, 7

research platform.
P2. We will be active owners and

··

incorporate ESG issues into our
ownership policies and practices.

Engaging with companies and actively voting at AGMs

Pg 13, 14

since 1998.
··

ESG policies for equities, fixed income and real estate.

Pg 13, 14

··

Global voting strategy.

Pg 19-22

··

Active engagement with companies in which we invest and

Pg 16, 18

monitoring of success.
P3. We will seek appropriate disclosure

··

on ESG issues by the entities in which
we invest.

Active engagement with companies to encourage
greater transparency.

··

Participation in collaborative disclosure initiatives to improve
disclosure standards.

Compliance with UN Principles for Responsible Investment is referred to as UN PRI throughout this article.

8
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Pg 16, 22

Pg 30-31
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UN PRI Principle

How we comply

P4. We will promote acceptance and

··

implementation of the principles within
the investment industry.

Members, leaders and participants of various forums

Reference in this report
Pg 30-31

and networks.
··

Collaboration with other investors to promote and develop

Pg 30-31

ESG principles and practices.
··

Sponsorship and support of responsible investment

Pg 30-31

initiatives, including hosting conferences, seminars
and workshops.
··

Submissions to regulators, trade associations, legislators

Pg 30-31

and other bodies.
··

Participation on speaker panels at conferences such as the

Pg 30-31

PRI in Person Conference 2015.
··

Working with clients who are considering becoming

Pg 30-31

members of the PRI to help them understand the benefits
and practicalities of membership.
··

Publicising responsible investment events to clients and

Pg 30-31

encouraging them to attend.
··

Trustee training and client education on responsible

Pg 30-31

investment and ESG trends.
P5. We will work together to enhance

··

our effectiveness in implementing
the principles.

Collaboration with other investors, sharing information and

Pg 30-31

exchanging our views.
··

Active participation in industry networks such as the Asian

Pg 30-31

Corporate Governance Association and the International
Corporate Governance Network.
P5. We will work together to enhance

··

Responsible investment activities available in our

our effectiveness in implementing

quarterly and annual reports at: www.schroders.com/

the principles.

responsibleinvestment.
··

Best practice case studies included in our reports and

Throughout this report

Throughout this report

publications such as Schroders Investment Horizons.
··

Thematic and special ESG reports published on our

Pg 9-12

website: www.schroders.com/responsibleinvestment.
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Appendix
Companies engaged
on ESG in 2015

Table 6: Companies specifically engaged with on Environmental, Social and Governance (ESG) topics during 2015
Company

E

S

G

Consumer Discretionary
Alibaba Group

✓
✓
✓

Amazon
Autogrill

✓

Bridgestone
Burberry
Carnival Corporation

✓
✓

Compass Group
Co-Operative Group

✓
✓
✓
✓

Daily Mail and General Trust
Dixons Carphone
Faurecia

✓

Greene King

✓
✓

SEB
Halfords Group

✓

Havas Advertising
Hermès International

✓

✓

Husqvarna
Hyundai Department Store
Intercontinental Hotel Group

✓

✓
✓

Ipsos

Kingfisher

LVMH Moët Hennessy Louis Vuitton
Marks & Spencer
Merlin Entertainments
Michelin

✓
✓
✓
✓
✓
✓
✓

Mitchells and Butlers

Numericable Group
Paddy Power

Tesla Motors

✓

✓

✓

Toyota Industries

Vivendi Universal
WH Smith

✓
✓

William Hill
WPP
YUM! Brands

✓

✓

Zee Entertainment Enterprises

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓

✓
✓
✓
✓
✓
✓
✓

Consumer Staples
AG Barr

✓

Ambev

✓

BRF Brasil Foods

✓
✓

Britvic
Carrefour SA

✓
✓

Costco Wholesale
Danone

✓
✓
✓
✓
✓

✓

Grupo Bimbo
Hormel Foods
Imperial Tobacco
J Sainsbury
Japan Tobacco

✓

✓
✓
✓
✓
✓
✓
✓

Kerry Group
L'Oréal
Metro
Naturex
Pernod Ricard

✓
✓
✓
✓
✓
✓

Diageo
Greggs

✓
✓

G

✓

Valeo

Mondelez International

✓

✓

Technicolor

General Mills

✓

Pearson

✓

Taylor Wimpey

Casino

✓
✓
✓
✓

NH Hoteles

✓
✓

British American Tobacco

✓

Montupet

Tata Motors

Barry Callebaut

✓
✓

Millennium & Copthorne Hotels

Suzuki Motor

Whitbread

✓
✓
✓

McDonalds
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✓
✓
✓

✓
✓
✓

Lagardere

Sodexo

Toyota Motor Corp

✓

Ladbrokes

Plastic Omnium

Television Francaise 1

✓
✓

Kering

Pets at Home

✓
✓
✓
✓
✓

✓

JCDecaux

Pierre & Vacances

Renault

✓

ITV

Panasonic

S

Publicis

✓

Eutelsat

Home Retail Group

✓
✓

✓
✓

Debenhams

Flight Centre

E

Peugeot

Accor

Belle International

Company

✓
✓
✓
✓

✓
✓
✓
✓
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Company

E

S

Premier Foods
Procter & Gamble
PZ Cussons

Company

✓
✓

Financials

✓
✓

Remy Cointreau
Reynolds American

✓

✓
✓

Svenska Cellulosa
Swedish Match
Tate & Lyle
Tesco

✓
✓
✓
✓

WhiteWave Foods
Unilever
Walgreens Boots Alliance
Wal-Mart de Mexico
WH Group

✓
✓

WM Morrison
Amec Foster Wheeler
Apache Corp

✓
✓
✓
✓
✓
✓
✓
✓
✓

✓

✓
✓

BG
BP
Cenovus

✓
✓

Chevron Texaco

✓

ENI

✓
✓

Enquest
EOG Resources

✓

Exxon Mobil

✓
✓

Gaztransport & Technigaz

✓
✓

Lukoil
Maurel & Prom
Premier Oil
Repsol
Royal Dutch Shell
Santos
Sasol
Sinopec
Statoil
Suncor Energy

✓
✓
✓

✓
✓
✓

✓
✓
✓
✓
✓
✓

✓

✓
✓

✓
✓

✓
✓

Technip
Total
Tullow Oil



✓
✓
✓
✓
✓

INPEX Corporation

Petrochina

✓
✓
✓
✓

✓

CGG
CNOOC

S

✓

✓

AXA
Banco do Brasil

✓

✓

Barclays
BNP Paribas

Energy
Anadarko Petroleum

American Equity

E

Arrow Global

✓

Reckitt Benckiser

Sanderson Farms

G

✓
✓
✓
✓
✓

Capital One Financial
CNP Assurances
Coface
Credit Agricole
Derwent London
Deutsche Bank

✓

Eurazeo
Everest Re

✓

✓

✓

✓

Fonciere des Regions
Gecina
Grainger
Hargreaves Lansdown
HSBC
Icade
Industrivarden
Intermediate Capital Group
Intesa Sanpaolo

✓

Investor AB
KBC

✓

Kinnevik Investment
Lloyds Banking Group

✓

✓

✓

✓

Man Group
Medibank
Mercialys
Natixis
Nordea
Novae
Prudential Corporation
Royal Bank of Scotland
SCOR
Société Générale
Suncorp Group
SVG Capital

✓
✓
✓
✓
✓
✓

✓
✓

China Life

Swiss Re
TBC Bank
Tullett Prebon
Unibail-Rodamco
Wendel
Workspace Group

G

✓
✓
✓
✓
✓
✓
✓

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
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Appendix
Companies engaged
on ESG in 2015 (continued)

Table 6: Companies specifically engaged with on Environmental, Social and Governance (ESG) topics during 2015 (continued)
Company

E

S

G

Health Care

✓

Cambian Group
Consort Medical
Essilor
Fresenius Medical Care
Genfit

✓
✓

Ipsen
Korian Medica
Novartis
Novo Nordisk

✓

✓
✓

Orpea
Sanofi-Aventis
Smith & Nephew

✓
✓

UnitedHealth
Virbac

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓

✓

Abengoa

✓

✓

Air France-KLM
Alfa Laval

✓

✓

Assa Abloy

✓

Berendsen
BIC
Bodycote
Bollore
Bouygues
Bureau Veritas
Ecorodovias
Edenred
Eiffage
Eurotunnel
Experian Group
Faiveley Transport
Fanuc
FirstGroup
G4S
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✓

✓

✓
✓
✓

✓
✓

Latchways
Legrand
Legrand
Lockheed Martin
Mitsui O.S.K Lines
National Express

✓
✓

Noble Group
Qantas Airways
Regus

✓
✓

Rexel

✓

✓

Rolls-Royce

Saint Gobain
Schneider Electric
Sensata Technologies

✓

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓

✓

Sime Darby

✓

SkyWest
Tarkett
Teleperformance
Thales
Toshiba Corp
Trelleborg
Vallourec
Vinci
Weir Group
Yangzijiang Shipbuilding
Zhuzhou CRRC
Zodiac Aerospace

✓
✓
✓

✓
✓

✓
✓

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓
✓

Information Technology
Alcatel-Lucent
Alten

✓
✓
✓
✓

✓
✓
✓

✓
✓
✓
✓
✓
✓
✓
✓
✓
✓

✓

Rentokil

Samsung C&T

✓

Agility

BAE Systems

✓

Kaman

Safran

✓
✓

Aeroports de Paris

Alstom

Jiangsu Expressway

Rotork

Industrials
ABB

J Fisher & Sons

Rockwell Automation

✓

Zimmer Biomet

Intrum Justitia

Kuehne & Nagel

G

✓

ID Logistics

Boiron

GlaxoSmithKline

S

Haitian

✓

Biomerieux

Hisamitsu Pharmaceutical

E

Gategroup Holdings

Apollo Hospitals
Bayer

Company

Altran
ARM Holdings
Atos
Brocade Communications Systems

✓
✓
✓
✓
✓
✓
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Company

E

S

Cap Gemini
Catcher

Dialog Semiconductor

Halma
Hexagon
Imagination Technologies

✓

✓
✓
✓

Lectra
Micro Focus

✓

Nokia Corporation
Premier Farnell

✓

✓

Radiant Opto-Elect

✓

✓

Sepura
Soitec
Sopra Group

✓
✓
✓
✓
✓
✓
✓
✓
✓

Tata Consultancy

✓

Ubisoft Entertain
Vantiv

✓
✓

Xaar

✓

✓

✓

✓

✓
✓

Anglo Pacific Group
Arcelor Mittal
Arkema

✓
✓

✓
✓
✓

BillerudKorsnas
Boliden
Centerra Gold
Engro Corp
Eramet



✓
✓
✓
✓

Kumba Iron Ore

✓
✓

✓
✓
✓

Lucky Cement
Newcrest Mining

✓

Posco
REX American Resources
Rio Tinto
Sibanye Gold
South32

✓
✓
✓
✓
✓

Southern Copper

✓
✓
✓
✓
✓
✓
✓
✓
✓

Syngenta

Teck Resources
Vale

✓
✓
✓

✓
✓
✓
✓

✓
✓

✓

✓
✓

✓
✓

Vedanta
Westlake Chemical
Yara

✓

✓
✓
✓

T&K Toka
Taiwan Cement

✓
✓

✓
✓
✓

Deutsche Telekom

✓
✓
✓
✓
✓

Orange
Sistema
SK Telecom
Vodafone

Utilities

✓

Barrick Gold

Elementis

Incitec Pivot

Iliad

Air Liquide

BHP Billiton

✓
✓

Imerys

BT

Materials

BASF

✓

Telecommunication Services

✓
✓

Verisec

Antofagasta

✓
✓
✓
✓
✓

Vicat

Ericsson

Anglo American

G

Hexpol

Sealed Air Corp

✓

Neopost

✓
✓

Newmont Mining

✓

Kulicke and Soffa Industries

Goldcorp

S

Lafarge

✓
✓

Inside Secure

Glencore
Grupo Mexico

✓

Ingenico

E

Freeport-McMoran

✓
✓
✓
✓

Gresham Computing

SAP

First Quantum

✓

Domino Printing Sciences

Qualcomm

✓
✓
✓

Dassault Systemes

Microsoft

Company

✓

Comet Holdings

Kinsus Interconnect Technology

G

Calpine
Centrica

✓
✓
✓
✓
✓

Drax
E.ON
EDF
Engie
National Grid
RWE

✓
✓
✓

✓
✓
✓
✓

Veolia

✓
✓
✓
✓

✓
✓
✓
✓
✓

✓

Source: Schroders as at 31 December 2015.
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ESG Analyst

climate change.

Industrials and IT.

19 years in investment.
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Elly Irving
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ESG Analyst

ESG Analyst

Consumer goods and services.
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Important information

This document is for information purposes only. The material is
not intended as an offer or solicitation for the purchase or sale of
any financial instrument. The material is not intended to provide,
and should not be relied on for, accounting, legal or tax advice,
or investment recommendations. Opinions stated are matters of
judgment, which may change. Information herein is believed to be
reliable but Cazenove Capital Management does not warrant its
completeness or accuracy. No responsibility can be accepted for
errors of fact or opinion. This does not exclude or restrict any duty
or liability that Cazenove Capital Management has to its customers
under the Financial Services and Markets Act 2000 (as amended
from time to time) or any other regulatory system.
Cazenove Capital Management has expressed its own views and
opinions in this document and these may change. Reliance should
not be placed on the views and information in the document when
taking individual investment and/or strategic decisions.
Issued by Cazenove Capital Management which is a trading
name of Schroder & Co. Limited, 12 Moorgate, London, EC2R
6DA, authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. Issued in the Channel Islands by Cazenove
Capital Management which is a trading name of Schroders (C.I.)
Limited, licensed and regulated by the Guernsey Financial Services
Commission for banking and investment business; and regulated
by the Jersey Financial Services Commission. For your security,
communications may be taped and monitored.
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