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Welcome to our first quarterly report of 2017,
and our first one under our new branding as
the Schroders Sustainability.
Although our branding has changed, our approach hasn’t:
all of our activities are focused on delivering sustainable
investments returns.
For fund managers, delivering value against a backdrop of rapidly
changing social and environmental change is a challenge. Those
companies able to adapt will continue to benefit disproportionately,
while others will fall further behind. Sustainable investing is our answer
to navigating this ever-changing investment environment.
We focus on identifying sustainably managed
businesses, understanding the risks and opportunities
of environmental and social change, and actively
engaging to strengthen companies’ behaviours and
governance. At Schroders this is how we believe we
can create real long-term value for our clients and our
new branding as Schroders Sustainability is a reflection
of these principles.
We are excited to share this new branding with you.
However, our content and communications with
you remain the same as we look to bring even more
transparency to our activities in the area.

Jessica Ground
Global Head of
Stewardship, Schroders

Content this quarter includes:
Insights into our fundamental research: we describe
a new model we built for evaluating carbon value
at risk, and look at the impact on returns of having
a founder serve as CEO.
Updates on our engagement activities: we look at
companies’ exposure to potential emerging market
corruption and explain how we went about setting
out expectations for consumer companies exposed
to sugar.
Highlights of our public policy activities: we discuss
how we responded to the UK government’s green
paper on corporate governance and the Financial
Services Board’s task force on climate change.
Indeed our efforts to bring greater transparency to our
investing have been recognised in a number of places.
Not least of these was ShareAction’s recent review of
the responsible investment and transparency practices
of 40 large pan-European fund managers. We were
delighted to be named at the top of their list, ranking
number one in their 2017 survey.
On a final note, we’d like to point out that while we will
continue to produce regular physical reports, we are
also improving our digital content. Please click here to
find out more.
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ESG and INtelligent Investing
At Schroders we have incorporated Enviromental, Social
and Governance (ESG) considerations into fundamental
research and stock selection for almost 20 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 ESG factors within our investment process.
Our world is changing faster than ever, environmental stresses are
growing more acute and social pressures continue to surprise at every
turn. Corporate fortunes rest on their ability to navigate that turbulent
world. For investors, this changing picture creates challenges and
opportunities. That’s why we put sustainable investing at the forefront.
From choosing the right assets, to engaging with our investments,
sustainable principles guide our actions.
We believe this approach leads to better outcomes for clients and
should be part of every investment process and we call it INtelligent
P
W
investing. This Q1 2017 report focusses on INsight and INfluence.

AAA
INsight
To fully understand a company’s potential
you need to look beyond the annual report

INterpret
Knowing what to do with insights is the key
that unlocks value for you

P
INfluence

INtegrity

We’ve always seen ourselves as owners,
not renters of the companies we invest in

We’re committed to managing your assets
responsibly
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INsight
Carbon value at risk: Modelling the impact
of rising carbon prices
The trend

Our approach

As an investment theme, climate change has run
hot and cold in recent years. Political commentary
and media headlines have swung between optimism
and despair, pulling investment returns with them.
Investors focusing on specific agreements, political
statements or international events to spark a move
from the shadows to spotlight have been disappointed
more often than not.

We focus on the ways value will be lost or created as
policies strengthen, through financial analysis rather
than environmental research. We have developed a
carbon value at risk1 (VaR) model to assess the effect
of a significant rise in carbon prices on a company’s
cost structure, industry prices, volumes and therefore
cashflows. We have applied that analysis to approximately
10,000 global companies, providing our investment teams
with a consistent view of investment risk.

However, stepping back from the noise and news flow,
the fundamentals have not changed. A stronger policy
framework is building and the economics of climate
investment continue to improve. Carbon pricing will
remain a key element of government policies, with
impacts that will necessarily be much bigger than
under the low prices of recent years if they are to drive
corporate operating strategies. It seems inevitable that
the effects on competitiveness, cashflows and value
will be large and widespread.

At a company level, the limited relationship between
carbon VaR and the traditional carbon footprint measure
is visible in the chart below. Carbon footprints often
result in misleading assessments of value exposure.
Cash earnings could change by 5-7%
In aggregate the effect is relatively modest:
approximately 5-7% of the cash earnings of major
indices would be lost (assuming no reconfiguring of
their business models, value chains or operations),
if the price of carbon rose to $100/tonne. However,
company analysis is more important than the global
total. The effect of applying higher prices to the carbon
companies emit will be more dynamic and complex
than a one-off hit to every company’s profits.
Cost changes push industries to find new structures
reflecting a dynamic adjustment process. Although
a blunt tool, carbon value at risk importantly focuses
on value rather than carbon in isolation and provides
a clear step beyond conventional tools.

The current tools
Translating that recognition into effective investment
tools has been far harder. Carbon footprints remain
the dominant measure of carbon exposure, but are
an incomplete and sometimes misleading measure
of investment risk.

Figure 1: Comparison
of carbonof
footprints
and carbon
at risk
ofat
global
equities
Comparison
carbon footprints
andvalue
carbon
value
risk of
global
equities
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Source: Schroders, as at 31 December 2016. Note carbon footprints are defined here as scope 1 and 2 emissions divided by sales (scope 1
emissions: direct emissions from owned or controlled sources; scope 2 emissions: indirect emissions from the generation of purchased energy).

1

Our carbon value at risk model measures the impact on a company’s cash earnings from an increase in the price of carbon to $100/tonne
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INsight
The rise of the founder-CEO firms
Founder-CEO companies outperform

There are many opinions on the merits of founders
continuing to run their businesses into public
ownership. Surprisingly, there has been limited
analysis to underpin those opinions. We set out to
bring some evidence to the subject.

Our research demonstrates that in general:
• Founder-CEO companies invest more aggressively
than their peers in research and development (R&D),
capital expenditure (capex), and mergers and
acquisitions (M&A)

Growing importance of founder-CEO companies
A growing proportion of companies are led by their
founders; 7% of globally listed companies with market
capitalisations above $500 million are run by their
founders2. Among initial public offerings (IPO) the
tendency is more common; 30% of the companies
listed globally over the last five years are led by their
founders. In those cases where track records are
limited, the role and effectiveness of business leaders
is often judged by intuition more than analysis.

• They grow revenues at a faster pace
• Their share prices have outperformed peers over
the 5-year period to December 2016
Sector-specific differences
However, our findings become more nuanced when
looking at specific sectors in more detail.

We expect the issue to become increasingly important.
Companies can scale quicker than ever in capital-light,
global industries. With venture capital war chests
still strong, public market capital is little impediment
to scaling a good idea quickly. In addition, the
widespread use of the internet allows companies to
quickly tap global customers, employees and suppliers,
bypassing the traditional expansion from local to
national to international. As a result, it is increasingly
likely that the founder will still be in charge by the time
IPO scale is reached.
Our approach
We set out to explore whether companies led by their
founders tend to take a more long-term approach
in capital allocation, enjoy superior profitability or
perform better than peers. We examined 3,600
non-financial companies with market capitalisations
over $500 million. Approximately 70% of founder-led
companies are listed in the US, followed by China (8%),
Japan (7%) and Europe (6%), and the majority operate
in the technology, pharmaceuticals and retail sectors2.

• Founder-CEO companies operating in innovation
intensive sectors such as internet, software,
biotechnology and pharmaceuticals tend to invest
more in R&D, capex and M&A than their peers.
This often leads to better revenue growth,
but not to share price outperformance.
• In more capital intensive industries such
as hardware and semiconductors,
founder-CEO companies tend to allocate
capital more conservatively, and their share
prices have generally outperformed their peers.
• In some mature but profitable industries,
such as electronic & electrical equipment,
founder-CEO companies allocate more capital but
at relatively high levels of profitability. This leads
to strong compounding power and share price
outperformance.
Enabling better research focus
Founder-CEOs are often found in the most exciting
areas of the market. By objectively examining their
influence on capital allocation and investment
performance, our investment teams are better able to
focus their research efforts into specific sectors where
founder-CEO companies are more likely to outperform
their peers.

Figure 2: The performance of founder-CEO companies versus peers
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M&A/assets
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Source: Schroders. Note: 5 year averages to December 2016
2

Source: Schroders, Bloomberg as 31 December 2016
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INfluence
Investor expectations on sugar,
obesity and diet-related diseases
In 2015, we published a thematic research note
exploring the possibility that “sugar could be the next
tobacco”. Since then, the issue has escalated political,
media and investment agendas. We believe that as
the prevalence of global obesity, diabetes and other
diet-related diseases continues to increase, the food
and beverages sector will face greater pressure from
stakeholders. Our research suggests that there are
three catalysts that have turned sugar into a material
investment issue:

Investor expectations document

• Increased awareness from consumers and public
health bodies

To ensure that our expectations were both realistic
and representative of all stakeholder views, the
document was peer reviewed by a number of
academics, non-governmental organisations (NGOs),
public health bodies, industry associations and
corporates. The document has been shared with
other investors through the UN’s Principles for
Responsible Investment (PRI) network and has been
endorsed by nearly 20 investors globally.

• Significant healthcare burden for governments
to address
• Increasing scrutiny from the scientific community
Sugar roundtable
To gain a better understanding of the risks and
opportunities linked to sugar exposure across product
portfolios, we developed a unique, collaborative
approach in defining best practice for this emerging
issue, rather than immediately asking companies
to disclose in a certain way. In 2016, we established
a “Sugar Roundtable” that allowed investors and
companies to discuss the issues and challenges in
adopting healthier product portfolios. As investors,
this allowed us to build expectations about what
future reporting around the broader health and
wellness trends could look like. We held several
roundtables between investors and companies in
the food, beverage, ingredient and retail industries,
as well as several one-on-one meetings with a range
of company representatives, from corporate affairs
to chief nutrition officers.

After nearly 30 meetings, we applied all the knowledge
gained to draft an “Investor Expectations” document.
It provides an outline for corporate practices and
reporting from board oversight to suggested key
performance indicators (KPIs) concerning the
reduction in a company’s sugar footprint. The
document also provides an engagement framework
for investors to use when meeting with food and
beverage companies.

The full document and video are available on the
Schroders Talking Point website.

Figure 3: Timeline from research to engagement: Robust, collaborative approach to developing a reporting framework on nutrition

2015: Thematic research

2015: Investment analysis

2016: Collaborative engagement

2016: Peer review

2016 - 2017: Engagement

Is Sugar turning Big Food into the next Big Tobacco?
Schroders published an ESG thematic research note in 2015

When attempting to factor sugar exposure into our
investment process, we realised there was insufficient
company disclosure
Working with other investors and corporates, we established
the “Sugar Roundtable” to understand the issue and what
reporting could look like in future
To ensure the InvestorExpectations document that came
out of the Sugar Roundtable was robust, we conducted
a peer review with a broad range of stakeholders
We shared our Investor Expectations document with
our peers and companies. The objective of promoting
engagement is greater company disclosure to support
our investment analysis

Source: Schroders
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INfluence
Bribery and corruption in emerging markets:
managing the changing risk
The social, political and corporate implications of
corruption have become increasingly important in
the last few years, as the costs of breaches grow.
Corruption scandals are not bolts from the blue; they
reflect companies’ exposures, cultures and controls.
We outline our efforts to gauge and manage those
risks when investing in emerging market companies.
Emerging markets crackdown
A number of emerging markets, including China,
India and Brazil, have cracked down on bribery and
corruption in recent years. Rising penalties and
enhanced regulatory scrutiny mean that companies
– and investors – are increasingly exposed, with
this heightened vulnerability especially acute given
the routine nature of fraud and weak existing
management efforts in these locations.

hand there is growing public pressure for further
domestic enforcement, demonstrated by protests in
Brazil throughout 2016 and enduring criticism in India
and China following large anti-corruption movements
in 2011.
At the same time, regulation is becoming increasingly
international, seen in both the widening geographic
reach of the US Foreign Corrupt Practices Act (FCPA)
and recent legislative amendments to national
anti-corruption laws, such as in Mexico in July 2016.
Companies able to manage this changing risk will be
at an advantage and investors able to identify them,
and effectively engage with weaker peers, will be
better placed to capitalise.

We expect prosecutions to keep rising. On the one
Figure 4: The increasing average fine issued to companies under the US Foreign Corrupt Practices Act (FCPA).
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Source: Schroders, Central Bureau of Investigation India, Supreme People’s China, Ministerio da Transparencia Brazil,
U.S. Securities and Exchange Commission and US Department of Justice as at 31 December 2016

Figure 5: The increasing number of corruption cases in India, China and Brazil, as well as the growing number
of penalties issued under the US Foreign Corrupt Practices Act (FCPA).
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Source: Schroders, Central Bureau of Investigation India, Supreme People’s China, Ministerio da Transparencia Brazil,
U.S. Securities and Exchange Commission and US Department of Justice as at 31 December 2016
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INfluence
Bribery and corruption in emerging markets:
managing the changing risk continued
Schroders Sustainable Investment Team Bribery
and Corruption Risk Assessment Framework
We have developed a risk assessment framework
that identifies the companies most threatened by
corruption. It assumes every company has risk
exposure based on its geography, sector and
specific characteristics. A company’s ability to
manage that risk is determined by its management
efforts. Our framework identifies those stronger
or weaker companies, as well as helping target our
engagement activities.

Figure 6: Schroders Sustainable Investment Team Bribery and Corruption Risk Assessment Framework

BASE RISK EXPOSURE
(geography, sector, company)

MANAGEMENT EFFORT
(policies, compliance and training, transparency)

NET RISK EXPOSURE
(potential fine, probability of being caught)

Source: Schroders

We assessed fifty emerging market companies and
found twenty-five to be at risk of corruption - either
from high risk exposure or low mitigation efforts.
While most companies had anti-corruption and bribery
policies in place, evidence of training, compliance and
enforcement was much weaker.
Engagement provides a better view of true risks
and drives change
Because disclosure is often limited in emerging
markets, direct conversations with companies are vital
to understanding their true positions. We engaged
with at-risk companies to better discern their approach
to corruption, the steps they have taken, and the depth
and rigour of their policies and programmes. All the
companies we engaged with were doing much more
to manage corruption risk than publically disclosed,
with an 8% reduction in risk exposure across the
companies spoken to.
Where weaknesses remain and risks are material,
our engagement provides a basis on which to push
companies to establish the policies, procedures and
organisational changes that are vital to building
sustainable businesses in the future.
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INfluence
Australia leading the way in corporate governance
The first set of “Principles of Good Corporate
Governance and Best Practice Recommendations”
was introduced in March 2003 by the Australian
Securities Exchange (ASX) Corporate Governance
Council. They were then revised in 2007 and 2010.
The last edition was released in 2014. The principles
apply to all companies but are not mandatory; the
authorities recognise that companies need flexibility
depending on their size, board composition, business
strategy and the market in which they operate.
Companies must “comply or explain” if the dio not
adopt the recommended guidelines.
The principles include several areas of global best
practice. A company should have a diversity policy
with measurable objectives, increased disclosure of
remuneration policies and the introduction of a board
skills matrix (BSM). Australia is part of a global push
towards improving the diversity and broadening the
skills of company boards.
The BSM in particular is a positive development that
we have advocated for in the US. The BSM is intended
to demonstrate the boards’ skills, diversity, knowledge,
experience and attributes of the current board. This
further enhances disclosure to shareholders as well
as helping company succession planning.
Two-strikes rule
The “two-strikes rule” demands that if a company’s
remuneration report receives less than 75% of
shareholder support over two consecutive years,
the company must pose a special resolution to hold
a “spill” meeting. This can force all directors to stand
for re-election.
As a result we have seen more engagement from
companies whose remuneration report receives less
than 25% support. Companies have been more willing
to hear our rationale when we have voted against
management and make changes to ensure a second
strike does not follow.

However, we are wary of misinterpretating some of
the signals. There is a negative correlation between
share price performance and companies receiving a
first strike, indicating that some shareholders view this
as a referendum on management performance rather
than remuneration policies per se. Other regions are
closely watching the impact of Australia’s two-strikes
rule to see if it reflects on exessive executive pay.
Gender diversity
Gender diversity has become a higher profile issue
in Australia, helped by the March 2015 launch of the
“30% club”, which aims to have at least 30% of women
represented on company boards by 2018. There has
been a steady increase in female representation on
ASX200 company boards over the last few years but
the figure still stands at 25.3%3.
We encourage diversity on boards but believe that
companies should be pragmatic and take a balanced
approach to hiring new executives. Individuals should
not be appointed merely to increase diversity at
a board level but rather because they add value
to the board. Companies should also be looking
for new female talent, to reduce the “overboarding”
(over-commitment to too many boards) of some females.
Will other countries follow in Australia’s footsteps?
Company boards are under more scrutiny now than
ever before. New regulations such as the BSM will
hopefully provide more clarity to shareholders, help
companies improve diversity and ensure board
skills gaps are identified. The focus on remuneration
shows no sign of abating. The Schroders ESG policy
recognises the value of high-calibre candidates and
the importance of competitive pay packages. However,
this should not allow for unwarranted payments, and
targets need to be genuinely stretching and long-term.
The two-strikes rule has been a good step towards
initiating a more productive dialogue and increasing
pay accountability. It will be interesting to see if other
countries try to replicate this legislation in the next
few years.

Case study
We engaged with an independent oil and gas
exploration company following their recent strike.
We were firmly of the view that management’s shortand long-term incentive schemes should not have the
same targets, as executives have the opportunity to
be rewarded twice. We had further concerns about
excessive remuneration which was not aligned to
company performance. We highlighted this issue,
encouraging the company to use its discretion when

3

Source: 30% Club website (https://30percentclub.org/)
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necessary and advocating the use of additional
performance metrics. The company provided a
positive response with proposed changes to their
upcoming remuneration policy. Their approach was
to eliminate performance metrics that were prone
to market volatility and replace them with economicvalue-add metrics that are better aligned to increasing
long-term shareholder value. We will be monitoring
the company closely prior to its upcoming AGM in 2017.

INfluence
Shaping public policy: Supporting corporate governance
reform and climate disclosure
Despite its rapid recent growth, ESG investing is still
a relatively new idea across much of our industry. The
level of understanding about sustainable investment,
its objectives, current views on best practice, and
outcomes is varied. ESG data may be widespread but
still lacks the rigour of financial data. As a result, we
take seriously our commitments as UN Principles for
Responsible Investing (PRI) signatories under Principle
4 (to promote acceptance and implementation of the
principles within the investment industry) and Principle
3 (to seek appropriate disclosure on ESG issues by the
entities in which we invest).
Engagement with policymakers is an important part
of this commitment, as the PRI itself articulated in
its September 2014 paper The Case for Investor
Engagement in Public Policy. Below we outline some
of our recent effort.
UK corporate governance reform
In November 2016 the UK government issued a green
paper asking a series of questions about corporate
governance reform. The paper ties in with the prime
minister’s objective of building “an economy that
works for all”. As both a FTSE100 listed company and
an investor, we bring a valuable perspective to this
issue. Our goals are aligned with those of our clients:
the creation of long-term sustainable value for our
shareholders and all stakeholders.
Remuneration was a central theme of the report.
In particular, we support stronger consequences if
a management team loses an advisory vote on its
company’s remuneration report. Those companies
that do not receive a supermajority (e.g. more than
75% votes in favour) on their pay reports should
have to face a binding vote on their policy. We favour
a strengthening of the disclosure requirements
on pay and performance metrics with mandatory
retrospective disclosure of bonus targets and
performance measures. We are also supportive of
pay ratio reporting (i.e. ratios comparing the chief
executive officer’s pay to compensation in the wider
company workforce), with an element of flexibility
allowed such that companies can determine the most
appropriate ratio for their business.
We believe consideration of stakeholders is important
for every company looking to generate long- term
value. Our ESG policy sets out this expectation clearly.
We advocate a principles-based approach that builds
on the current Companies Act requirement allowing
each company to determine what is most appropriate
for its business and making better disclosure in
this area.

Financial Services Board Task Force on
Climate-related Financial Disclosures (TCFD)
During 2016, the Financial Stability Board’s (FSB)
climate change task force released two sets of
recommendations upon which it sought wider
stakeholder feedback. The task force is the initiative
commissioned by the G20, following Bank of England
Governor Mark Carney’s 2015 “tragedy of the horizon”
speech in which he highlighted the systemic risks of
climate change.
The task force’s latest report provides a set of
recommendations for voluntary, climate-related
disclosures to be included in financial filings, so that
investors, lenders and underwriters can assess and
price climate risk and opportunity.
Schroders submitted a response to both consultations,
taking into account the view of a wide array of financial
analysts, portfolio managers and climate specialists
within our company, as well as our experiences with
industry bodies.
Overall, we support transposing climate data into
an audited account setting, and view the TCFD’s
recommendations as an important step forward.
However, there are several challenges with the tools
currently available for assessing climate risk, and their
relative inability to gauge systemic financial risks from
unpriced and unmanaged climate exposures.
Whereas most investors focus on spotting
opportunities to identify mispriced risks, policymakers
focus on the aggregate level of those risks and the
interventions needed to limit them. The most common
tools are of little use in managing those risks. Carbon
footprints, for example, are a poor measure of actual
carbon risk and a potentially misleading distraction
for stakeholders.
We are advocating for stronger models and analytical
tools to be developed in tandem with increased
reporting, rather than sprinting ahead to the final
reporting measure as the first port of call.
The task force’s final report will be submitted to the
G20 summit in June 2017, and the project has been
approved by the FSB to continue until September 2018.
Meanwhile, as large, long-term and responsible
investors, we will continue to support industry efforts
to improve coordination and measurement of climate
risk across financial institutions. We also support
further engagement with regulators and stock
exchanges to accelerate the adoption of
climate-related disclosures.

We hope that these suggestions will ensure that
the UK remains at the vanguard of global corporate
governance best practice. We look forward to hearing
the final recommendation by the UK government later
in 2017.
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First quarter 2017
Company

Total company engagement

For further details about the issues discussed and company
responses, please contact your Client Director.
E

S

G

Consumer Discretionary
Bayerische Motoren
Bed Bath and Beyond

√
√

S

√

√

AG Barr

√

Associated British Foods

√

Britvic

√

Coca Cola

√

Dairy Crest

√

Greencore

√

Kerry

√

Morrison

√

Nestle SA

√

Tate & Lyle

√

Bovis Homes

√

Tesco

√

Burberry

√

Unilever

√

Coats

√

Energy

Comcast

Apache

√

Dalata Hotel

√

ENI

Debenhams

√

Premier Oil

√

Royal Dutch Shell

Flight Centre
Garmin

√

√
√

√

√

√

√
√
√

√

√

Sasol

√

ITV

G

Consumer staples

Our Sustainable Investment team had 114 engagements this quarter
with the 142 companies listed below, on a broad range of topics
categorised under “environmental”, “social” and “governance”. They
included one-to-one meetings, joint investor meetings, conferences,
teleconferences, written correspondence and collaborative
engagements.

Company

E

√

Financials

JD.Com

√

√

BBVA

John Wiley

√

√

Everest

√
√

√

Lookers

√

GAM

√

Millennium & Copthorne Hotels

√

Intesa Sanpaolo

√

Pearson plc

√

Lloyds

√

Pets at Home

√

Mitsubishi UFJ Financial

Restaurant Group

√

OTP

Sky Network Tele
Starbucks

√

√

Sampo Oyj

√

TP ICAP PLC

Super Group

√

Turkiye Garanti Bankasi

Taylor Wimpey

√

Wells Fargo

Thomas Cook

√

Health Care

Whitbread
William Hill

BTG

√
√

GlaxoSmithKline

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.

10

√
√

√
√

√

√

√

√

√

√
√

Company

E

S

Meridian

G

Company

√

Weg

Santen

√

√

√

Weir

Steris

√

√

√

Information Technology

Industrials
√

Canon

Aerojet Rocketdyne

√

Checkpoint
Keyence

√

BAe Systems

S

√

√
√
√

Linear Technology

√

Materials

Cape

√

Anglo American

√

Doosan

√

Antofagasta

√

G4S

√

Ball

√

√

Haitian

√

BHP Billiton

IMI

√

Gerdau

√

√
√

√

Johnson Matthey

√

Kaman

√

Lonmin

√

√

Packaging America

Kratos

√

Petronas

Kuroda

√

Rayonier

√

√

L-3 Communications

√

Rio Tinto

√

√

√

√
√

Johnson Electric

Keppel

√

√

√

Canadian Pacific Railway

G

√

Apple

ABB

AP Moller-Maersk

E

√

√

√
√

Lockheed Martin

√

Zotefoams

Northrop Grumman

√

Telecommunication Services

Reunert

√

BT

√

Rheinmetall

√

China Mobile

√

Rockwell Collins

√

Sistema

√

Rolls-Royce

√

√

Swisscom

Royal Mail

√

Utilities

Safran

√

CLP

√

√

Senior

√

Drax

√

Shanghai Electric

√

Tenaris

√

Singapore Technologies

√
Source: Schroders as at 31 March 2017

SMC

√

Spirax-Sarco

√

United Technologies

√

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
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First quarter 2017
Engagement in numbers

Regional engagement

51

27

19
21
3

UK			

51

North America

27

Asia Pacific

21

Europe (ex-UK)

19

Middle East and Africa

3

Latin America

1

1

Source: Schroders as at 31 March 2017

Engagement type

Engagement by sector
2%

3%
4%
4%
4%

3%

15%
6%
62%

Engagement
type

26%

Engagement
by sector

11%
4%

20%

12%
12%
12%

One to one meeting

Utilities

Financials

One to one call

Other

Telecommunication Services

Materials

Group meeting

Email

Energy

Consumer Staples

Health Care

Consumer Discretionary

Information Technology

Industrials

Group call

Source: Schroders as at 31 March 2017

Source: Schroders as at 31 March 2017
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First quarter 2017
Shareholder voting
We believe we have a responsibility to exercise
our voting rights. We therefore evaluate voting
issues on our investments and vote on them in
line with our fiduciary responsibilities to clients.
We vote on all resolutions unless we are restricted
from doing so (e.g. as a result of shareblocking,
whereby restrictions are placed on the trading of
shares which are to be voted upon).

This quarter we voted on 735 companies and
approximately 96% of all our holdings. We voted on
17 ESG-related shareholder resolutions, voting with
management on 4.
The charts below provide a breakdown of our
voting activity from this quarter. Our UK voting
decisions are all available on our website at
www.schroders.com/responsibleinvestment
under ‘Voting’.

Company meetings voted

14.5%

11.4%

35.7%
29.3%
4.7%

UK			

14.5%

North America

11.4%

Asia Pacific

29.3%

Europe (ex-UK)

35.7%

Middle East and Africa

4.7%

Latin America

4.4%

4.4%

Source: Schroders as at 31 March 2017

Direction of votes this quarter
0.1%

0.7%

Reasons for votes against this quarter
1.5 %
1%

2.1%
4.8%

14.8%

12.1%

Direction of
votes this
quarter

84.4%

13.6%

Reasons for
votes against
this quarter

41.3%

23.6%
For

Abstain

Director Related

Allocation of Capital

Against

Other

Routine Business

Reorganisation & Mergers

Remuneration

Other

Shareholder Proposals

Anti-takeover

Source: Schroders as at 31 March 2017

Source: Schroders as at 31 March 2017
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First quarter 2017

14%

Engagement progress

68%

This section reviews any progress on suggestions for change we made
a year ago, in this case the first quarter of 2016. There are four possible
results: “Achieved”, “Almost”, “Some Change” and “No Change”. Of a
total number of 77 “change facilitation” requests made, we recorded
11 as Achieved, 7 as Almost, 7 as Some Change and 52 as No Change.
Company

Suggestion for change

Achieved

Engagement
progress

Almost

9%
9%

Some Change

No Change

Result

Consumer Discretionary

YUM! Brands

Asked the company to expand on
Performance Indicators (KPIs) and
metrics, and we provided specific goals
and data points that could be disclosed.

Almost – The Corporate Social Responsibility (CSR) report includes
commitments covering the key ESG issues, including food safety,
employees, environment and community. Whilst some of the
commitments are quite broad the environmental targets are
more detailed and allow investors to monitor progress
(e.g. 100% sustainable palm oil by 2017).

Asked the company to publicly disclose
a formal animal testing policy by 2nd
August 2016.

Achieved – As at July 2016 the company has published a detailed,
sector leading animal welfare policy. The policy covers the key
points we raised in earlier engagements on compliance with
international standards and involvement in initiatives to find
alternatives. However, additional disclosures around animal testing
practices have not been made public.

Asked the company to consider that
personal targets should only be focused on
the annual bonus, and we are not generally
supportive of adding non-financial targets in
to the Performance Share Plan (PSP).

Achieved – No personal targets were added to Long Term Incentive
Plan (LTIP).

We suggested that we would like the
proposed changes to the LTIP, Total Share
Holder Return (TSR) and comparator group,
discussed in October, to be implemented
into the short term incentive plan.

Achieved – Implemented

Asked the company for more detail on their
approach to managing direct and indirect
water use and report to Climate Disclosure
Project (CDP) Water Survey.

Some Change – In Q2 2016 the company indicated to us that
it is developing a new water strategy and is using the CDP
questionnaire as a guide. However it is unclear whether they
will publish a formal response on the CDP water survey.

Asked the company to consider the impacts
of the “2 degrees C” policy scenario on its
business.

Some change – The company talks about the use of enhanced oil
recovery processes, and carbon dioxide pooling and capture during oil
extraction as a means of managing the risk from climate change and
adherence to a 2 degree C scenario. However, the company has not
outlined a detailed plan of what it expects from this scenario, and how
it plans to mitigate these risks in a tangible way.

We sent a letter to Chief Executive Officer
(CEO) asking the board to commit to better
climate change disclosure.

Almost – Chairman and CEO replied to the group of investors’ letter
announcing the publishing of a dedicated climate change report at
the Annual General Meeting (AGM).

Asked the company to further develop an
Environmental and Social risk management
framework.

Some change – In its last annual report risk management section,
the company discussed the danger of having concentrated
credit in certain areas of the economy because of the risk from
environmental and climate change. This is a starting point for
the company, but ideally we would like to see further disclosure
as evidence of a thought out risk assessment, and methods to
mitigate these risks.

Asked the company to further develop an
Environmental and Social risk management
framework.

Almost – The company’s Investor Relations provided a response
which shows that they have systems in place to monitor
environmental and ethical risks as part of the bank Credit Policy.

We asked the company about further
development for a responsible investment
strategy.

Achieved – The company has £700m in ethical investments,
with their own unique research teams and investment process.
This business is growing and is articulated primarily with a focus
on sustainability and ethical criteria.

Consumer Staples

Danone

Tesco

Energy

Occidental
Petroleum

Total
Financials

Bank Of Kyoto

Close Brothers

Rathbone
Brothers

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.

14

Company

Suggestion for change

Result

United Overseas
Bank

Asked the company to further develop an
Environmental and Social risk management
framework for banking transactions.

Some change – We can expect some disclosure change next year in
the 2016 annual report. We told the company we would welcome any
update/feedback in the meantime throughout the year.

Asked the company to improve its employee
retention and diversity.

Achieved – Recognising the importance of diversity, the company
has set a target to raise ratio of female managers in Japan to 10%
or higher by 2020. The company has also conducted an employee
awareness survey and disclosed some of the findings.

Asked the company to improve and
strengthen code of conduct, and improve
disclosure on whistleblowing procedures.

Achieved – The company’s annual report now contains detail about
its employee whistleblowing helpline, types of usage, and clear
statement about anti-retaliation.

We asked the company to improve its
disclosure on drug pricing & access.

Some Change – The company provided a very clear response to us
on its view on pricing believing it should reflect value to patients.
It did not support increased regulation or increased reporting
requirements, as it felt this would drive the price up. While the
company has not improved reporting, we rate this as ‘some change’
because we believe we have led the company to consider the issue
from an investor’s perspective.

Asked the company to refresh the executive team.

Almost – CEO succession has been announced.

Asked the company to improve the quality of
Non-Executive Directors (NEDs) on the board.

Almost – Announced retirement of the Head of Vaccines and new
NEDs are arriving.

Molina
Healthcare

Questioned the company on how it protects
customer data.

Achieved – The company has outlined strong measures to protect it
from customer data security breaches.

Roche

Asked company to publish its position on
Lucentis/Avastin (A Macular Degeneration
Treatment Controversy).

Some change – The company has stated it disagrees with the
verdict, but has not provided details of why due to the matter being
under legal investigation.

After initial discussions we pressed the
company to adapt policy to what we thought
was best practice.

Achieved – After the initial engagement we proposed that
maximum bonus opportunity was too high, 20% vest at threshold
was not good practice as they are proposing to drop targets and
that the shareholding requirement should be at 200%. They have
made all of these changes and after discussions internally we
emailed back the company with our support.

Asked the company to disclose more
information on how the company is
managing human rights risk with its
partners in Qatar.

Achieved – The company addresses this specific issue in its “MENA
Sustainability Report”. This revealed a number of cases where
standards weren’t met and where the company has introduced
checks and new processes to ensure compliance.

Asked the company to disclose human
capital management data and discuss
challenges relating to staff in relation to
Alstom acquisition.

Almost – The company discloses a number of quantitative
indicators through its Environmental, Health and Safety (EHS)
Management System. The company also disclosed the different
unions and representatives that regional employees had.

Asked to the company to address the nature
and criticality of the risk, financial value
at risk and financial investments into data
security.

Almost – The company has adopted controls and management of
cybersecurity based on ISO/IEC 27000 standards. At the Board level,
the oversight role falls under the remit of the Audit Committee who
reviews annually the company’s cyber practices and programs.

Health Care

Astellas
Pharmaceutical

GlaxoSmithKline

Industrials

Bodycote

Carillion

General Electric

Information Technology
Fidessa Group

Asked to company to disclosure it’s discussed
plans to move towards external certification.

Achieved – The company’s annual report details better approach
to cyber and insurance for cyber events. This has been verified by
a number of partners.

Asked the company to disclosure how they
are going to protect community funds
against corruption.

Achieved – The company has created a clear governance structure
for the foundation that will oversee the clean-up. This was partly to
meet the requirements of regulators. Investor pressure to provide
clear oversight is an additional pressure.

Asked the company to address the cancer/
glyphosate link in 10-K (an annual report
required by the U.S. Securities and Exchange
Commission).

Some Change – The company has not specifically addressed
the glyphosate health issue but its 10-K report does contain
a reference to public concern over the health of its products,
which could lead to sales and results.

Materials
BHP Billiton

Monsanto

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
Source: Schroders as at 31 March 2017
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First quarter 2017
Engagement progress
We have also reviewed engagement progress with the
following 28 companies that we engaged with in the
first quarter of 2016, but where no progress has been
made. We will continue to review progress periodically.

Company name

Engagement issue

Sector

Apollo

To re-consider a change in control transaction.

Consumer Discretionary

Daily Mail

Board to implement a higher shareholding requirement of 200%.

Consumer Discretionary

General Motors

Concerns regarding the combining of the roles of CEO and Chairman
of the board.

Consumer Discretionary

Avon

We will be voting against their Executive team and all board
members who voted in favour of the disposal at the next AGM
and subsequently until they are removed from the board.

Consumer Staples

Britvic

Asked company to respond to CDP Water survey.

Consumer Staples

Conviviality

TSR elements 30% at threshold performance is above our guideline
of 25% and we would prefer to see another target as well as
earnings.

Consumer Staples

Tate & Lyle

We feel TSR should be an element that is included to give the
company better directions which would reward management and
shareholders due to growth in SFI.

Consumer Staples

Tesco

Asked for both quantitative and qualitative targets to be developed.

Consumer Staples

Walgreens Boots Alliance

Remove sugary snacks from till points; strengthen reporting on
supply chain efforts and performance data on human capital.

Consumer Staples

Hunting

Company’s return on capital employed (ROCE) target should be kept
at its original base and there should be more of an element of TSR
while moving away from Earning Per Share (EPS); Case studies in
sustainability reporting should be included.

Energy

Sinopec

Disclosure of human rights risk assessment case studies in non
Chinese operations, and public reporting on grievance mechanisms.

Energy

Aviva

To encourage companies to move away from quarterly reporting.

Financials

Iyo Bank

Further develop an Environmental and Social risk management
framework on banking transactions.

Financials

Rathbone

Asked the company to publically disclosure Anti-money laundering
(AML), anti-bribery/ corruption policy, and performance data
disclosures.

Financials

Regions Financial

Asked the company to further develop an Environmental and Social
risk management framework on banking transactions.

Financials

Standard Chartered

We raised the issue of Malus and Clawback with regard to past senior
management in light of the capital raise and write downs in last
year's results.

Financials

Turkiye Garanti Bankasi

Develop KPIs to reflect performance of the company on the key
ESG issues mentioned; Make better links between sustainability
programmes and business strategy.

Financials

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
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Company name

Engagement issue

Sector

Workspace Group

Improve disclosure and publically report on code of business conduct.

Financials

Pfizer

Implement sales and marketing policies; report on tax transparency,
drug pricing and product & quality safety.

Health Care

Roche

Improvements in tax transparency.

Health Care

Irish Continental

Publish its Green House Gases (GHG) and Sulphur Oxides (SOx) data.

Industrials

Leoni

Discussions with company regarding board changes.

Industrials

Weir Group

We advised the company that we weren't supportive of their move
away from TSR and that they could find a comparator group with
UK/Global engineers with oil/mining exposure.

Industrials

WS Atkins

We want to see an element of shareholder return implemented
in to the company's long term incentive arrangements.

Industrials

Fidessa

We suggested the company improve the board composition so that
there can be succession planning given the long tenure of some
directors; We feel that Mr Mackintosh's reappointment should not
be as the senior independent director due to his tenure being over
9 years and therefore classed as non-independent.

Information Technology

Monsanto

Provide lobbying breakdown below $50k; Use TSR or additional
metric for LTIP; Address cancer/glyphosate link in 10-K report.

Materials

Ultratech

Disclose quantifiable targets for the CEO; Introduce annual reporting
of performance against sustainability targets; Set/Publish Nitrogen
Oxides (NOx) and Sulphur Oxides (SOx) targets; Set longer term
Carbon dioxide (CO2) targets; Reduce clinker content of cement.

Materials

Centrica

Consider a 9.99% equity issuance to improve the business
balance sheet.

Utilities

The companies and sectors mentioned herein are for illustrative purposes only and are not to be considered a recommendation to buy or sell.
Source: Schroders as at 31 March 2017
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Schroder Investment Management Limited
31 Gresham Street, London EC2V 7QA, United Kingdom
Tel: +44 (0) 20 7658 6000

schroders.com
@schroders
Important Information: The views and opinions contained herein are those of
the Sustainable Investment team, and may not necessarily represent views
expressed or reflected in other Schroders communications, strategies or funds.
This material is intended to be for information purposes only and is not intended
as promotional material in any respect. 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. Reliance should not be placed on the views and
information in this document when taking individual investment and/or strategic
decisions. Past performance is not a guide to future performance and may not
be repeated. The value of investments and the income from them may go down
as well as up and investors may not get back the amounts originally invested. All
investments involve risks including the risk of possible loss of principal. Information
herein is believed to be reliable but Schroders does not warrant its completeness
or accuracy. Some information quoted was obtained from external sources we

consider to be reliable. No responsibility can be accepted for errors of fact obtained
from third parties, and this data may change with market conditions. This does not
exclude any duty or liability that Schroders has to its customers under any regulatory
system. Regions/sectors shown for illustrative purposes only and should not be
viewed as a recommendation to buy/sell. The opinions in this document include some
forecasted views. We believe we are basing our expectations and beliefs on reasonable
assumptions within the bounds of what we currently know. However, there is no
guarantee than any forecasts or opinions will be realised. These views and opinions
may change. To the extent that you are in North America, this content is issued by
Schroder Investment Management North America Inc., an indirect wholly owned
subsidiary of Schroders plc and SEC registered adviser providing asset management
products and services to clients in the US and Canada. For all other users, this content
is issued by Schroder Investment Management Limited, 31 Gresham Street, London,
EC2V 7QA. Registered No. 1893220 England. Authorised and regulated by the Financial
Conduct Authority. RC61518.

