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Responsible investment
at Schroders
Dear reader,
In this Q3 report, we bring you our views on two complex issues: What are the
possible practical responses to climate risk at a portfolio level? – and – How
should we think about ESG fund ratings from the likes of Morningstar and MSCI?
Neither question has a simple answer but do provide evidence that the ESG
debate for Asset Owners has moved on from “should I integrate ESG?” to
“how can I integrate ESG more effectively?”
This quarter we have also explored some of the US Corporate Governance
changes that are leading to a much better dialogue between boards and
shareholders in that market. We hope the current momentum is maintained.
Other issues and themes our ten-strong team have been considering include
sustainable agriculture, process safety and modern slavery. The scope of
environmental, social and governance (ESG) issues is always wide but by
examining them through an investment lens, we focus on the most relevant and
material issues to your funds.
As always, the report brings you details of our ESG engagements this quarter.
Client interest in how we are exercising our Stewardship duties is on rise. 		
Over the past 18 months we have become more transparent and effective in
this area. We are also seeing more companies respond and improve their own
engagement efforts.
We hope this report demonstrates Schroders’ responsible approach to managing
our clients’ assets, and our commitment to integrating ESG factors into our
investment processes.
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At Schroders, we believe well-run companies that act responsibly are not only
good for society; they can be good for shareholders’ pockets too. Research has
demonstrated that companies with robust environmental, social and governance
(ESG) performance benefit from a lower cost of capital and are more likely to deliver
superior returns over time1. That’s why ESG forms an integral part of our investment
process across asset classes.
We see engaging with companies and their management as a fundamental part of
our duty as an active investor. As well as improving performance, we believe that
engagement adds value by enhancing communication and understanding between
companies and investors.

Jessica Ground
Global Head of Stewardship

1 S
 ustainable investing: Establishing Long-Term Value and Performance, Fulton, June 2012 and
“Can investors do well while also doing good?”, Schroders Investment Horizons, issue 3, 2015.
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Red Alert
The hidden safety risks
companies aren’t disclosing

Financial losses from man-made safety incidents are rising (see Figure 1). Major hazards are rare, but
when they do occur, the consequences can be significant. Three major incidents in the mining and
chemicals sectors in the past twelve months have generated estimated costs of around $7 billion.
We investigated the discipline of process safety, researching Schroders’ top ten holdings in the mining
and chemicals sectors. Our goal was to understand how companies are managing and recording
safety processes and to identify good risk control.
Figure 1: Trend in economic losses from man-made accidents
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“Three major incidents in
the mining and chemicals
sectors in the past twelve
months have generated
estimated costs of
around $7 billion”

“Slips and trips” data no longer does the job…
Investors are familiar with safety data in the form of fatalities, accidents and “lost time injuries”3. But
are these indicators a good proxy for major safety incidents? Before the Macondo blowout in 2010,
BP’s Deepwater Horizon rig had operated for seven years without a single lost time injury4. We are
increasingly convinced that alternative and forward-looking data is needed.
Process safety – similar to protecting asset integrity – is a management system that helps prevent
major incidents that can have costly implications, including fatalities and widespread environmental
impact. Good process safety management can be integrated into risk management, design principles,
engineering, operations and maintenance. It can also point towards lower insurance premiums and
improvements in productivity5.

2 E
 xane, ‘Take a walk on the safe side’, March 2016.
3 Defined as an injury that results in time lost from work, whether temporary or permanent.
4 NASA Safety Center, ‘Lessons from Macondo’, April 2015, 					
https://nsc.nasa.gov/SFCS/SystemFailureCaseStudy/Details/153
5 ‘The Business Case for Process Safety’, Center for Chemical Process Safety, 2006, 			
http://www.aiche.org/ccps/about/business-case-process-safety-pdf

The stocks mentioned above are for illustrative purposes only.
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… but process safety remains little understood
Yet six years post-Macondo, process safety discipline does not seem to be widely understood by the
markets, nor widely reported by companies. We looked for indicators of process safety across the mining
and chemicals sectors and grouped our findings as per Figure 2.
Figure 2: How companies report against Schroders’ desired process safety indicators
Widely reported

Occassionally reported

Seldom reported

–– Fatalities

–– Separate process
safety policy

–– Process safety as
a component of
executive remuneration

–– Management
system explicitly
addresses process
safety or critical risk
management
–– Safety as a component
of executive
remuneration

–– Leading indicators (e.g.
near misses, process
safety training)
–– Lagging indicators
(such as Tier 1 or Tier 2
incidents)
–– Contractors vs
permanent staff

Source: Schroders.

We found that:
–– Miners are behind the curve. We were concerned to find there were no leading indicators reported
across any of the ten mining companies. Only one company mentioned process safety in executive
remuneration. Given the increasingly complex nature of mines and mining regions, this is a concern
for investors.
–– The chemicals sector is considerably better, but major gaps are evident. Eight out of ten
chemicals companies had an explicit process safety management system, and indeed several are
required to do so under the EU’s Seveso Directive. Interestingly, we found no clear link between
fatalities and better process safety management scores. This may be because the latter were
introduced as a result of the former.
–– Only four companies out of the 20 reviewed disclosed any leading indicators. However, we
identified an upward trend: five companies had disclosed forthcoming improvements, often stating
that they are starting to collect forward-looking data such as near misses.
–– No companies disclosed proportion of contractors vs permanent staff, year-on-year. We are
interested in this type of data particularly supported by additional commentary on how the mix of staff
affects the level and frequency of training required, and whether processes are reviewed regularly to
accommodate staff changes.
It is clear that most companies are just starting out on the process safety journey. Given the
underwhelming disclosure and lack of comparable data, it is difficult for investors – at this stage –
to fully understand how companies are approaching process safety, or to identify potential red flags.
The table above indicates that companies are ready to disclose the outcomes of their activities
(e.g. fatalities), but not yet the underlying management systems that would help investors understand the
company’s long term health. As an active investor, we have been encouraging clearer management and
disclosure of process safety among investee companies – and expect to see improvements in 2017.
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Modern Slavery
How new regulation will impact
consumer companies

We believe the recently-implemented UK Modern Slavery Act reflects a broader trend of more supply
chain regulation, requiring downstream companies to assume more responsibility for standards, to
provide more transparency and ultimately to invest in ensuring adequate standards are met. Those
companies that are further advanced in assessing supply chain strategies are likely to be least
exposed as the spotlight becomes brighter.

Hidden human rights risks
It is estimated that there are 45.8 million6 slaves in the world today, many of which may be indirectly
employed in the supply chains of multi-national companies. The definition of modern slavery
encompasses a range of humans rights abuses from forced labour, bonded labour, and human
trafficking, to servitude and child labour7.

Elly Irving
ESG Analyst

Investment impact
This issue matters to investors as many companies held in existing portfolios will be required to
comply with the new regulations. We have identified three investment implications of the
Modern Slavery Act:
1. Efficiency gains: We believe that the requirement for better visibility further down the supply
chain, where transparency is weakest, may be a catalyst for increased efficiency gains among
lower tiers.
2. Increasing costs for industry laggards: Companies with leading supply chain practices are better
placed to respond to regulation in this space, but laggards will need to invest more to keep up
with this rising bar.
3. Catalyst for supply chain consolidation and vertical integration: We expect regulatory pressures to
augment trends towards onshoring and supply chain consolidation

Consumer sectors at highest risk

“It is estimated that there
are 45.8 million slaves in the
world today”

Our analysis showed that consumer companies are the most exposed to the risk of slavery given
the degree to which manufacturing is often outsourced and the nature of the products involved. We
found that companies operating in the food products and tobacco categories are the most vulnerable
as they produce agricultural products or source raw materials from countries with high modern
slavery risk. Clothing firms are also susceptible to the risk of modern slavery through their sourcing of
cotton, leather and ready-made garments while restaurants are the least consumer sectors exposed.
It is too early to assess the impact of the UK’s Modern Slavery Act, which has just been introduced,
but our proprietary analysis shows that there will undoubtedly be ramifications for a number of firms.
As active owners we will engage with the companies identified as high risk to encourage them to
strengthen their practices and provide more transparency and evidence that they are mitigating
potential risks along their supply chains.

A full report can be found here:
http://www.schroders.com/en/about-us/
corporate-responsibility/responsible-investment/

6 Source: Walk Free Foundation, https://www.walkfree.org/modern-slavery-facts/
7 http://www.legislation.gov.uk/ukpga/2015/30/introduction/enacted
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The Climate Conundrum
How to assess climate risks
in your portfolio

More regulations and COP21
Climate risk is rising up the agendas of asset owners faced with both the growing prospect that more
stringent climate regulation will impact portfolio returns and increasing scrutiny from beneficiaries and
other stakeholders.

Belinda Gan
Associate Product Manager,
Global Sustainability

Figure 3: Summary of approaches
Divestment
Reducing or eliminating exposure to
specific fossil fuel intensive companies
or sectors.
Carbon footprinting
Measuring the carbon footprint of a
portfolio with a view to managing risk.
Thematic / low carbon solutions
Investing in the technologies and
solutions enabling the transition to a
low carbon economy e.g. renewable
energy, energy efficiency solutions,
green bonds.

Incorporating climate change risk into investment decisions and oversight is increasingly becoming
integral to fiduciary duties and meeting the commitments that global leaders made at the “Paris
Climate Deal” (COP21) negotiations in 2015, will require regulation and policy changes on a scale
far greater than the efforts made to date. Limiting temperature rises to two degrees Celsius over
pre-industry levels will mean cutting global greenhouse gas emissions by around 60% through 2050.
Adding the effects of population growth implies an approximate 80% reduction in emissions per
capita over that period.
While climate trends tend to be framed as long-term multi-decade changes that will unfold gradually,
the early years of a transition will be the most critical. The turning point in dismantling traditional fossil
fuel energy infrastructure and building a lower carbon global economy will drive a rapid realignment in
valuations and capital flows, even if those changes take much longer to play out.
It is unclear whether political leaders have the stomach or ability to implement the policy changes that
will be needed to drive that transition. However, the likelihood of them doing so is constantly rising.
We believe the prospect is likely enough that prudent investors will at least have a view of what that
transition would mean for their portfolios and plan accordingly.

Asset owners and fiduciary duties
While climate risk has become an issue asset owners can no longer ignore, understanding and
analysis of how it is best measured and managed remains limited. It is therefore important for
fiduciaries to demonstrate that they have identified and evaluated climate change risks in their
investment portfolios, how these risks might impact investment returns in the short and long term,
and their strategy to effectively manage the risks. Figure 3 on the left summarises some approaches
that we believe asset owners can adopt as part of their research to find an optimal outcome.

Conclusion
There is no one size fits all solution to managing carbon risk in an investment portfolio. The best
solution will depend on an asset owner’s beliefs, objectives and unique circumstances. Before
selecting a strategy, assets owners should be clear on what they are trying to achieve and why,
and understand the challenges and investment implications of the different approaches. The best
approach may well be a combination of some or all of the above to achieve the optimal outcome.

Engagement and active ownership
Using share ownership rights to
actively engage with company
management to seek greater
transparency on carbon emissions,
carbon price assumptions and plans
for decarbonisation.
Integrating climate change risk
Understanding and quantifying the
climate change risk within a portfolio,
and integrating the results in forecasts
and investment decisions.

A full report on the potential catalysts, the benefits and the challenges of these approaches,		
can be found here:
http://www.schroders.com/en/SysGlobalAssets/digital/global/2016-07-the-climate-conundrum.pdf
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Agribusiness:
From farm to fork

Case study

Agriculture has proven an elusive investment theme. Compelling fundamentals – expanding, wealthier
and hungrier populations combined with the rising costs of producing more food – have not quite
played out since Malthus raised the spectre of doomsday over 200 years ago. However, the 		
ever-declining trend in food prices will reverse at some point and with the industry under pressure,
it is well worth a closer look at the world’s bread baskets and their suppliers.

Growing demand…
The pace of growth may be slowing but a huge number of people are added to the world’s
population every year. The UN Population Division estimates that the world’s population will add close
to two billion people through 2050, roughly equal to the total number people alive after World War I.
Around 90% of that growth will be in emerging economies where incomes are also rising most
quickly, compounding the amount spent on food and basic staples. (See Figure 4)
Against a backdrop of more, and wealthier, people continued growth in global food demand seems
inevitable. The UN estimates that global crop production will need to be 60% higher by 2050.
Figure 5: Incremental yield gains require
more investment

Figure 4: Diets change
with development
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…requires ever higher yields from stable agricultural land
The land available to grow these crops is limited8 – arable land use has actually declined slightly
in recent decades – so continued improvements in yields (production for each hectare of
surface growing area) will be needed to balance supply and demand. Shrinking land use reflects
deforestation, the encroachment of urban centres on farmland and the degradation of farmland
that is no longer able to support crop growing. These factors may abate but none of those trends
are about to reverse and the potential for weather disruptions to reignite concerns is growing as the
effects of climate change become more visible.

8 T
 he Food and Agriculture Organisation (FAO) estimates that currently only a further 5% expansion of arable land
is economically feasible. For example, making use of potentially fertile land in Africa would require significant
infrastructure investment, which is unlikely until food prices are dramatically higher.
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Two of the most obvious levers to higher yields are fertiliser use and irrigation. As Figure 5 shows,
close to half of arable land is now irrigated and the scope for further easy wins is becoming more
limited. Using more fertiliser could be an option but the yield boost that stems from each additional
tonne of fertiliser is declining and becoming more expensive (with pricier phosphate fertilisers needed
more than cheaper nitrogen variants).
As a result, the costs of delivering these yield improvements rise over time; low cost actions such
as crude irrigation, basic seed technologies or early stage mechanisation are well established and
understood. More productive alternatives will be more expensive, pushing costs up as a result. While
some of those incremental costs can be offset through improved efficiencies or scale economies,
over time the additional costs of delivering higher yields are increasing. Mathematically, the net result
is a “U-shaped” trend in costs – an inflection from falling to rising real costs. The trough in that “U”
comes where the costs of raising production in line with demand growth are higher than broader
inflation trends; with rising production costs come rising agricultural prices.

“The combination of
structural tailwinds and
nearer term risks balanced
to the upside makes the
agricultural complex well
worth revisiting”

Falling real prices – a downslope in that “U” – are evident over most of the 50–60 year period
captured in Figure 6. Over the last 15 years, there are signs that trend may be reversing, albeit with a
drop in prices in recent years as the global economy has slowed. The jury is out on whether generally
rising real prices since 2000 represent a trend or an aberration. But pressures are building and we
believe upward prices are inevitable at some point9.
While food is hardly a novel topic to sustainable investors, industry commentators have lost
excitement in the theme as prices have fallen in recent years. The recent pull back in prices –
whether structural or cyclical – was spurred by slower demand, relatively benign weather in key
growing regions and waning enthusiasm for biofuels. All open the door to positive surprises if growth
recovers or weather disrupts production. The combination of structural tailwinds and nearer term
risks balanced to the upside makes the agricultural complex well worth revisiting.

Investment opportunities through the agricultural value chain
Our attention has focused on four main investment areas: production inputs (machinery,
agrichemicals, and fertilisers), food producers (crop production, alternative protein producers like
fish farmers), processing & transportation (processors, traders and packaging) and distribution (food
manufacturers, ingredient companies). Despite apparently attractive thematic tailwinds, a legacy of
limited investment and the pressure of continually declining prices have provided few opportunities
for investors in the past, but throughout the chain, we think this is changing.
Firstly, as raising yields is becoming harder, investment in innovation is increasing; over the last 20
years, private research and development spending in agriculture has grown at three times the rate of
growth in food production, providing producers with more pricing power, (see Figure 7).

9 W
 e are not alone in raising this question; Non Government Organisation, International Food Policy Research
Institute (IFPRI) expects prices for common grains to rise by around 50% in real terms through 2050, implying a
return to the levels they reached during the 1970s oil crisis.
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Agribusiness:
From farm to fork (continued)

Case study

Secondly, consolidation across different agricultural markets – ongoing mergers within agrichemicalswill lift firms’ potential to maintain pricing discipline and should deliver cost savings.
Thirdly, rising incomes in agriculture intensive countries such as India or China provide farmers in
those countries with options to invest more heavily in differentiated products that can boost yields.
All of these point to the attraction of companies with distinctive products or assets, operating in
disciplined markets and selling innovative products which they can price more aggressively than
generic counterparts.
Figure 6: World Bank agricultural price 		
index, real terms

Figure 7: Growth in investment through the
agricultural chain
$Bn

160
140
120

Bn Tonnes

45

5.0

40

4.5

35

4.0
3.5

30

100

3.0

25
80
60

2.0

15

40
20
0
1960

2.5

20

1.5

10

1.0

5

0.5

0

0.0
1995

1970

1980

Source: World Bank, Schroders.

1990

2000

2010

2000

Private R&D (LHS)

2005

2010

2015

Global Crop Production (RHS)

Source: McKinsey (2015) “Global Agriculture’s Many
Opportunities”.

RESPONSIBLE INVESTMENT REPORT | Q3 2016

8

Fund ESG ratings
Painting between the lines

Case study

The flurry of fund environmental, social and governance (ESG) ratings, that started earlier this year,
highlights investors’ growing scrutiny of the link between the often-colourfully worded sustainability
commitments managers’ trumpet and the reality of the actions they take. That scrutiny is
understandable, indeed advisable.
However boiling that question down to a single letter or rating to represent a fund’s “sustainability”
can create more confusion than it resolves. While “it’s more complicated” is a poor opening line, it is
inescapable here.

Ratings as research tools
We highlighted our concerns with fund ESG ratings in our article “Painting by Numbers – the
difficulties of measuring sustainability” earlier this year. They may have a place, if investors understand
and agree with the detail of the company analyses that underpin them. If not, given the range of
conclusions that different ESG rating firms reach for the same companies, they tell us little. Even then,
it’s important to recognise company ESG ratings as research tools rather than portfolio outcomes.
It would make little sense to judge a fund manager on the proportion of stocks in his/her portfolio
rated “buy” by a specific investment bank, and even less sense if the manager did not consider that
research useful to the strategy they pursue.
Ultimately, we believe the point of fund assessment should generally be to articulate how effectively
a manager implements the steps they claim to take, and their impact on performance. That means
understanding how a manager approaches ESG analysis and how they expect it to benefit the
investment strategy they follow. Evaluation should then focus on gauging how well that plan is
implemented through every step of the investment process.
Figure 7: ESG analysis runs through the investment process

Andrew Howard
Head of Sustainable Research
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Source: Schroders

We are developing tools to help investors assess the ways in which funds we manage reflect the
approaches they take

A more nuanced picture
Unfortunately, this does not distil easily into a single number. We see no way around assessing
holdings’ exposures to key themes, evaluating how our analysts’ assessment of ESG management is
reflected in investment decisions, the profile of the resulting portfolio and how our views are reflected
in ongoing engagement and stewardship activities. Each of these represents a different step in an
investment process; focusing on one in isolation presents an incomplete picture at best. We are
developing the tools and data to allow us to help our clients evaluate Schroders’ funds on this basis.
We realise this creates a more nuanced picture than a simple number or letter, but unfortunately it is
more complicated than that.
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US Corporate Governance:
Progress amid a changing
landscape

Case study

US governance practices are coming under greater scrutiny in the face of a raft of new governance
guidelines and increased investor engagement. As long term investors in the US market, we
have reviewed governance practices and trends over the 2016 proxy season. We believe that the
guidelines are a pre-cursor for further changes and we outline our expectations for US companies
ahead of the 2017 voting season.
The media, investors and industry bodies are frequently comparing and contrasting US governance
practices against global best practice. The US comes under particular scrutiny for board structure.
The chart below shows how average director tenure and director age in the US currently compares
against global practice.

US directors: Average director age and tenure length in years
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Source: Shake-up calls mount as lack of diversity on US boards laid bare, FT, 15 August 2016.

Elly Irving
ESG Analyst

There are some signs that the tide is turning. Following the 2016 proxy season, we have seen the
introduction of a number of best practice guidelines for US corporate governance including the
Common Sense Principles10 and Business Roundtable Principles11.
Companies’ engagement with investors increased in 2016. Professional services firm EY reported that
of the 287 S&P 500 companies that engaged with investors, 24% stated that board directors were
involved, up from 18% the previous year12.
Proxy access, the right of shareowners to place their nominees for director on a company’s proxy card
at a shareholder meeting, was also a success for investors in the 2016 voting season with a record
number of shareholder proposals being filed.
We believe there are several drivers for these changes, which include:
–– Increased pressure on investors to demonstrate active ownership
–– Rise of activist investors
–– Focus on passive investors

Dan Veazey
Corporate Governance Analyst

–– Pressure on proxy advisors

10 http://www.governanceprinciples.org/
11 http://businessroundtable.org/corporate-governance
12 EY Center for Board Matters: Four takeaways from Proxy season 2016, EY, 2016.
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What do we want to see?
There has been a sea change in the way US companies engage with investors, which we have
witnessed first hand. Below we have highlighted the issues on which we would like to see progress.
–– A united US view of corporate governance principles
–– Transparent and rigorous board evaluation
–– Developing strong lead directors
–– Transparent remuneration
We recognise our responsibility as an investor and will continue to work closely with analysts and
fund managers in reaching a voting decision.
While many commentators are quick to criticise US corporate governance practices, we are
encouraged by the evidence of increased dialogue and greater focus on best practice guidelines; the
progress is evident.
We are keen to build on this momentum, to ensure that that companies have the right mix of skills to
navigate what is an increasingly complex global environment.

A full report can be found here:
http://www.schroders.com/en/about-us/corporate-responsibility/responsible-investment/
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Company
engagement
Our ESG team had 103 engagements this quarter with the 78 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.
For further details about the issues discussed and company responses,
please contact your Client Director.

Company

E

S

G

Consumer Discretionary
Berkeley

✓

Burberry

John Wiley

E

S

G

Unilever

✓

✓

Wessanen

✓

Energy

✓

Informa

Company

✓

BP

✓

Chevron

✓

✓

Pearson

✓

ENI

RELX

✓

Lukoil

✓

Statoil

✓

Wood Group

✓

Taylor Wimpey

✓

Topps Tiles
Truworth

✓
✓

WPP

Admiral

✓

Coca Cola

✓

✓

Assura

✓

✓

Barclays

✓

✓

Citigroup

✓

Discover

✓

HSBC

✓

Intesa Sanpaolo

✓

✓
✓

Imperial Tobacco

✓

Kerry

✓

Investors Capital Trust

Morrisons

✓

JP Morgan Chase

Tate & Lyle
Tesco

✓

Key: E: Environment

✓

S: Social G: Governance

The stocks mentioned above are for illustrative purposes only and not a
recommendation to buy or sell.
Source: Schroders as at 30 September 2016

✓
✓

✓
✓

✓
✓

✓

Dairy Crest
Hengan

✓

Bank of America

Consumer Staples
Associated British Foods

✓

Financials

✓
✓

Whitbread

✓
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Company engagement
Continued...

Company

E

S

Just Retirement

G

Company

E

✓

Galliford

✓

S

G

Lloyds

✓

✓

Gujarat Pipavav Port

✓

Paragon Group

✓

✓

Polypipe

✓

Prudential

✓

✓

Rolls-Royce

✓

Royal Bank of Scotland

✓

RPS Group

✓

✓

SIG

✓

✓

Speedy Hire

✓

Tai Cheung
Unicredit

✓

✓

US Bancorp

✓

Information Technology

Wells Fargo

✓

Chroma

Health Care

Fiserv

✓
✓

✓

Amgen

✓

✓

Sepura

Bayer

✓

✓

Materials

✓

BHP Billiton

✓

✓

✓

Goldcorp

✓

✓

✓

✓

LyondellBasell

✓

✓

GlaxoSmithKline

✓

Orica

Shire

✓

South32

BTG
Celgene
Essilor

✓

Teva

✓

✓

Vectura

Industrials

✓

Utilities

The stocks mentioned above are for illustrative purposes only and not a
recommendation to buy or sell.
Source: Schroders as at 30 September 2016

✓

✓

De La Rue

G: Governance

✓

✓

Vodafone

S: Social

✓

BT

✓

Key: E: Environment

✓

Telecommunication Services

Cobham

✓

✓

Synthomer

✓

G4S

✓

Centrica

✓
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Engagement
in numbers
Companies engaged by region

58
UK

15

11

Europe
(ex-UK)

North
America

5

2

Asia
Pacific

Middle East
and Africa

2

Latin
America

1% 2%

1% 2%

4%
10%

49%

Engagement
type

Collaborative engagement
(e.g. joint investor letter)
Group call

3%

25%

10%

One-to-one meeting

17%

Source: Schroders as at 30 September 2016.

Materials
Energy

Engagement
by sector

Group meeting

One-to-one call

Telecommunication
Services

6%

Information Technology

Other (e.g. letter)

17%

Utilities

10%

Health Care
Industrials

16%

Email

14%

13%

Consumer Discretionary
Consumer Staples
Financials
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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).
This quarter we voted on 631 companies and approximately 96% of all our holdings. We voted
on 24 ESG-related shareholder resolutions, abstaining on zero and voting against 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

172
UK

63

125
Europe
(ex-UK)

North
America

180
Asia

91

Rest of
the world

1% 1% 2%

0%

6%

4%

3%

Shareholder proposals

9%

For

Other

Against

Direction of

votes

Anti-takeover

Abstain
Other*

this quarter

42%

Reasons for

votes against
this quarter

15%

Reorganisation &
mergers
Remuneration
Allocation of capital
Routine business

90%

Source: Schroders as at 30 September 2016.
*Includes withheld or unvoteable resolutions, for example due to shareblocking.

27%

Director related
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Engagement
progress
This section reviews any progress on suggestions for
change we made a year ago, in this case the third quarter
of 2015. There are four possible results: “Achieved”,
“Almost”, “Some Change” and “No Change”. Of a total
number of 97 “change facilitation” requests made, we
recorded 12 as Achieved, 11 as Almost, 10 as Some
Change and 64 as No Change.

12%
11%
Engagement progress
from Q3 2015

Below we provide details on our successes.

Company

Suggestion for change

64%

Achieved
Almost

10%

Some change
No change

Result

Consumer Discretionary
Asked the company to discuss the risks,
reputational and financial, associated with
proposing counterfeit products on its platform and
mitigation measures.

Some change – The company discuss the risks on its platforms in its
latest annual report. It has adopted measures to verify the authenticity
of products sold on its marketplaces and to minimise potential
intellectual property rights infringement through specific complaint and
take-down procedures.

Asked the company to publicly disclose an employee policy.

Almost – The company has significantly improved its disclosure with a
clear employee policy covering pay, benefits, health & safety. It currently
only applies to US-based employees.

Asked the company to demonstrate and report on
the findings and results of their first human rights
impact assessment.

Achieved – The company’s reporting on human rights has improved
significantly and provides us with the details requested – e.g.
developing new employee training on human right and introducing
grievance mechanisms across supplier factories in China.

Asked for further explanation of environmental
performance indicators.

Almost – The company provided additional context and better
explanation of the environmental impacts of its operations and
especially the sourcing of raw materials. This disclosure reflects an
improvement since last year.

Asked for further disclosure on audit results and
remediation.

Achieved – The company now reports on the proportion of supplier
audits that identified a breach of the supplier code and the proportion of
audits that demonstrated improvements in practices.

Compass Group

Asked for Key Performance Indicators (KPIs)
and better disclosure on current business
ethics practices

Almost – The company provides more granular reporting on
whistleblowing calls, but still does not report on business ethics
training.

Home Retail Group

Asked the company to improve efficiency of its
balance sheet structure, particularly with regard to
its loan book.

Achieved – Homebase has been disposed of and the remainder of
the group sold to Sainsbury’s for a mix of cash and shares. One of the
attractions for the acquirer was the loan book that we discussed.

ITV

Requested evidence of effective human capital
management, beyond disclosing the employee
engagement score.

Almost – The company provides fuller disclosure on workplace
diversity and inclusion across its programmes. It provides detailed
performance data on this, but not on any other human capital metrics.

Alibaba Group

Amazon

Burberry

The stocks mentioned above are for illustrative purposes only and not a recommendation to buy or sell.
Source: Schroders as at 30 September 2016.
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Engagement progress
Continued...

Company

Pets at Home

Suzuki Motor

Suggestion for change

Result

Asked the company to link ESG issues to the
principle risks & uncertainties in the annual report.

Achieved – The latest annual report provides a clear explanation of key
ESG issues within the principle risk section, which includes employees,
suppliers and animal welfare in store. The company explains the risk
and the steps taken to mitigate the risk, and this latest disclosure
reflects good practice.

Asked the company to respond to the Carbon
Disclosure Project (CPD) climate survey.

Achieved – The company has responded to the CDP climate, Forest
and Water survey.

Asked the company to develop KPIs and objectives
for key areas such as food safety, supply chain,
labour standards and nutrition.

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

Asked the company to provide more granular
reporting (e.g. by brand).

Achieved – Yum Brands has continued to strengthen its sustainability
reporting. On addition to producing a detailed CSR report the company
has also started to provide a summary of CSR performance by brand,
as per our engagement request.

YUM! Brands

Consumer Staples

Groupe Casino

Reckitt Benckiser

Tate & Lyle

Asked the company to provide more granular data
and reporting on its global nutrition strategy.

Some change – Reporting has improved, evidenced by additional
narrative and case studies in the report, but it has not yet provided any
data or KPIs related to its nutrition policy.

Asked the company to disclose more data and
narrative on food waste.

Some change – The company has now included an ESG materiality
matrix in its 2015 Registration Document, and provides some narrative
on its efforts to reduce food waste, but does not yet provide any
performance data.

Asked the company to disclose its materiality
matrix.

Achieved – The company has now disclosed an ESG materiality matrix
in its 2015 Registration Document.

Asked the company to disclose percentage of the
workforce that has received business ethics training.

Achieved – The company provided percentages broken down by
region within its 2015 CSR report.

Asked the company for an update to the 2011
Code of Conduct. In reviewing the website and
policies, the Code of Conduct still has a date of
2011.

Some change – No update to the Code of Conduct but some
progress has been made as the company established a new CSR
committee in July 2016. The term of reference for the new committee
include business ethics and is responsible for creating and/or updating
policies. An increased commitment to this area is welcome.

Asked the company for further evidence of
accountability from board members, following a
further downgrade to earnings guidance.

Achieved – The company has provided more guidance on succession
planning and has also engaged with the Investor Forum to address
investor concerns collectively.

Asked the company to demonstrate further
improvements in disclosure.

Achieved – The new Finance Director has introduced clearer reporting.
We provided detailed feedback on the required improvements.

The stocks mentioned above are for illustrative purposes only and not a recommendation to buy or sell.
Source: Schroders as at 30 September 2016.
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Engagement progress
Continued...

Company

Suggestion for change

Result

Asked the company for details on its green and lowcarbon development strategy.

Some change – Sinopec’s 2015 sustainability report provides some
detail on its green and low carbon strategy.

Asked the company to clarify the role of the board in
setting environmental and safety strategies, the role
of Health & Safety Executive (HSE) committees and
senior officials in charge of the HSE agenda.

Some change – The company clarified the role of the board,
confirming three members sit on the Social Responsibility Management
Committee. The committee’s responsibilities include developing social
responsibility policy, governance and implementation.

Asks the company about technology development
to address energy and carbon intensity of Steam
Assisted Gravity Drainage (SAGD) operations.

Some change – this is an ongoing development for Suncor and our
discussion has shown that it is investing in technology development to
reduce energy intensity in the SAGD process.

Pushing for succession planning and oversight
of strategy.

Some change – The company has announced a CEO departure date
and has confirmed new non-executives for possible Chair replacement.

Requested disclosure of employee surveys.

Some change – The company mentioned that employee surveys
revealed some employee concern (relating to diversity and inclusion)
but 79% of employees rated themselves satisfied.

Asked the company to provide commentary on how
it implements anti-corruption measures.

Almost – Company has provided further commentary in its integrated
annual report on how its compliance and code of conduct systems
are implemented – including specific measures for 2015. It has not
supported this disclosure with any data, hence ‘almost’.

Requested clearer disclosure of tax affairs, as we
felt current disclosure hinted towards tax planning.

Almost – The company has much improved its tax disclosure and
directly comments on its approach to the Organisation for Economic
Co-operation and Development (OECD) new tax guidelines as well as
stating its support for country-by-country reporting. No direct response
to our questions on how the removal of patent box systems might
affect it, or the tax treatment of the Viiv Healthcare division.

Asked the company to disclose results of employee
surveys and satisfaction data.

Achieved – The company has disclosed the results of its latest
employee survey, allowing investors to better understand how it
manages human capital issues and what it is doing to strengthen
employee relations.

Asked company for more discussion of
environmental and social risks.

Almost – The company now discloses additional environmental data
and states it has improved production workflow to conform with
international accords and regulation on environmental protection,
energy efficiency and product quality. It has also put in place a Safety
Production Committee overseeing safety training and procedures at
each shipyard.

Disclose strategy on improving the environmental
impacts from operations and environmental
efficiency of the fleet.

Almost – The company has provided additional disclosure, highlighting
Research & Development (R&D) capabilities in green vessels, which
have led to a number of important partnerships and the delivery of
innovative, fuel and emission efficient containerships.

Energy

Sinopec

Suncor Energy

Financials
HSBC
KBC Groep

Health Care
Fresenius
Medical Care

GlaxoSmithKline

Industrials

Yangzijiang
Shipbuilding

The stocks mentioned above are for illustrative purposes only and not a recommendation to buy or sell.
Source: Schroders as at 30 September 2016.
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Engagement progress
Continued...

Company

Suggestion for change

Result

Information Technology
Asked the company to disclose key performance
indicators in relation to the company’s
environmental, social and supplier policies.

Some change – The company now discloses its CDP report outlining
various environmental targets & KPIs such as: intensity target,
renewable energy consumption target. No additional social or supplier
KPIs has been published.

We supported the company to approve a change in
CEO salary.

Achieved – We supported company in salary change and voted for
remuneration.

Sibanye Gold

Asked the company to publicly address its
relationship with unions, especially the Association
of Mineworkers and Construction Union (AMCU),
and how this has changed with acquisition of
Rustenburg assets.

Almost – The company now publicly discloses the names of the
unions it engages with, the challenges it faces and how its approach
has changed over time.

Syngenta

Requested better engagement from the company,
specifically that the Chairman should meet with
shareholders to discuss a major potential deal.

Achieved – The chairman agreed to meet us.

Brocade
Communications
Systems
Sepura

Materials

We have also reviewed engagement progress with the following 36 companies that we engaged with in the third quarter of
2015, but where no progress has been made. We will review progress periodically.

Company name

Engagement issue

Sector

Husqvarna

Shareholder rights; Votes on individual directors

Consumer Discretionary

Millennium & Copthorne Hotels

Minority shareholder rights

Consumer Discretionary

Imperial Tobacco

Earnings targets

Consumer Staples

Swedish Match

Shareholder rights; Votes on individual directors

Consumer Staples

Svenska Cellulosa

Shareholder rights; Votes on individual directors

Consumer Staples

Petrochina

Business ethics; Health & safety; Climate change

Energy

Repsol

Results of carbon price sensitivity analysis

Energy

Kinnevik Investment

Shareholder rights; Votes on individual directors

Financials

Industrivarden

Shareholder rights; Votes on individual directors

Financials

Nordea

Shareholders rights and votes on individual directors

Financials

Capital One

Customers; Performance targets; Transparency

Financials

Hargreaves Lansdown

Strategic targets dialogue with investors

Financials

The stocks and sectors mentioned above are for illustrative purposes only and are not a recommendation to buy or sell.
Source: Schroders as at 30 September 2016.
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Engagement progress
Continued...

Investor

Shareholder rights; Votes on individual directors

Financials

China Life

Employee engagement programmes; Responsible Investment policy;
Systems security

Financials

Zimmer

Audit systems, product recalls and quality standards

Health Care

Novo Nordisk

Drug pricing strategy

Health Care

United Health

Customer satisfaction and star ratings

Health Care

Trelleborg

Shareholder rights; Votes on individual directors

Industrials

Alfa Laval

Shareholder rights; Votes on individual directors

Industrials

Jiangsu Expressway

Corruption prevention; Health & safety

Industrials

Regus

Human capital management; Carbon data; Targets

Industrials

Intrum Justitia

Shareholder rights; Votes on individual directors

Industrials

SkyWest

KPIs

Industrials

Assa Abloy

Shareholder rights; Votes on individual directors

Information Technology

Vantiv

Data security and data breach

Information Technology

Hexagon

Shareholder rights; Votes on individual directors

Information Technology

Kinsus

Human capital management; Water scarcity

Information Technology

Centerra Gold

Anti-retaliation measures

Materials

Westlake Chemical

Health & safety data; Anti-corruption; Whistleblowing; Environmental
targets; ESG Policy

Materials

Boliden

Shareholder rights; Votes on individual directors

Materials

South32

Risk-based reporting

Materials

REX American Resources

Board & committee independence; Diversity; Health & safety; Emissions

Materials

BillerudKorsnas

Shareholder rights; Votes on individual directors

Materials

Hexpol

Shareholder rights; Votes on individual directors

Materials
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Important information: The views and opinions contained herein are those of the Environmental, Social and Governance (ESG) team, and may not necessarily represent views
expressed or reflected in other Schroders communications, strategies or funds. This document is intended to be for information purposes only and it 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. Information herein is believed to be reliable but Schroders does not warrant its completeness
or accuracy. Reliance should not be placed on the views and information in the document when taking individual investment and/or strategic decisions. Past performance is not a
reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors may not get back the amount originally invested. The opinions
included in this document include some forecasted views. We believe that we are basing our expectations and believes on reasonable assumptions within the bounds of what
we currently know. However, there is no guarantee that any forecasts or opinions will be realised. The stocks and sectors mentioned above are for illustrative purposes only and
are not a recommendation to buy or sell. UK: No responsibility can be accepted for errors of fact or opinion obtained from third parties. This does not exclude any duty or liability
that Schroders has to its customers under the UK Financial Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. Schroder Investment
Management Limited, 31 Gresham Street, London, EC2V 7QA, is authorised and regulated by the Financial Conduct Authority. For your security, communications may be taped
or monitored. Further information about Schroders can be found at www.schroders.com. USA: Schroder Investment Management North America Inc. is an indirect wholly owned
subsidiary of Schroders plc and is a SEC registered investment adviser and registered in Canada in the capacity of Portfolio Manager with the Securities Commission in Alberta,
British Columbia, Manitoba, Nova Scotia, Ontario, Quebec, and Saskatchewan providing asset management products and services to clients in Canada. 875 Third Avenue, New
York, NY, 10022, (212) 641-3800. www.schroders.com/us. RC60496. RI00064

