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Peter Harrison, 
Head of Investment,  
Schroders

I am delighted to present our 15th Annual Responsible Investment Report. schroders takes 
responsible investing seriously. In the last 15 years we have seen interest in this area grow 
rapidly and we hope this report sparks interest: we have improved and deepened our coverage 
of many of the issues of importance.

engaging directly with companies, and long term thinking that integrates esG issues into 
investment decisions, are at the heart of our approach. 

Producing thematic reports is an important part of integrating esG into investment processes. 
this year our reports have covered traditional areas, such as shale gas and tax optimisation, as 
well as some less traditional ones, including data security and risk management within banks. 

In our experience, establishing a dialogue with companies is essential. this helps us to 
understand the progress that they are making in managing esG risks, and to have a discussion 
on best practice. In 2014 our esG team engaged with over 150 investee companies. During 
the same period our fund managers and analysts – across equity and fixed income – held over 
16,500 meetings, which also provided a platform to discuss esG topics. Research shows that 
companies with good esG management benefit from a lower cost of capital. Looking forward, 
assessing how companies are responding to change is critical: for example, the possibility of a 
global climate agreement in December 2015 will likely lead to increased carbon regulation, with 
wide-ranging impact, on companies.

this year we have further expanded our resources, and the dedicated esG team is now 
eight strong. It is headed by Jessica Ground, a portfolio manager with considerable analytical 
experience, who has been with schroders for 17 years. Her goal is to strengthen the integration 
of esG into investment processes, and help widen the global outreach of this work. 

Increasingly we are able to use data as a tool to understand esG risk. For example we are 
currently developing our capacity to monitor the carbon footprint of portfolios, the climate 
change risk management strategies of portfolio constituents and the carbon asset exposure of 
portfolios, and will be able to offer this to clients in 2015. 

Finally we were delighted to be awarded the mandate to manage the ‘stewardship Funds’, the 
UK’s oldest range of ethical funds, by Friends Life in 2014. We are pleased that our activities in 
Responsible Investment have been recognised in this way, and are encouraged to do more in  
the future.

FoReWoRD
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schroders is a global asset management company which has developed under stable 
ownership for over 210 years. Asset management is our business and our goals are completely 
aligned with those of our clients – the creation of long-term value. 

We are a diverse asset management company, managing £300 billion of assets* on behalf 
of institutional investors, financial institutions and high net worth and retail clients around the 
world, invested in a broad range of asset classes across equities, fixed income and alternatives. 

We employ more than 3,500 talented people worldwide, operating from 37 offices  
in 27 different countries* across europe, the Americas, Asia and the Middle east.
As responsible investors and signatories to the United nations Principles for Responsible 
Investment (Un PRI), we consider the long-term risks and opportunities that will affect the 
resilience of the assets in which we invest. this approach is supported by the Schroders 
Environmental, Social and Governance Policy, the Fixed Income Responsible 
Investment Policy and the Responsible Property Investment Policy.

*source: schroders, as at 31 December 2014.

Figure 1: Assets under management by product*

Figure 2: Assets under management by region*
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ResPonsIbLe InvestMent 
At sCHRoDeRs 

schroders has had a responsible investment (RI) approach for over 15 years. During this time, 
the definitions and methods of responsible investment have changed, but our commitments 
have remained the same: to be active owners of the companies in which we invest and to 
reflect environmental, social and governance (esG) value drivers within our investment process. 

below we list the areas of responsible investment in which we are involved and which will be 
covered in greater detail within this report.

Active owners: Engagement and Proxy Voting 

this refers to our role as active stewards of the companies in which we invest. We interact with 
companies on esG issues in order to improve our understanding of them and to help them 
understand and manage their esG risks and opportunities to help minimise their costs and 
maximise their returns. 

Integration 

Integration refers to how esG factors are integrated into the investment process. In other 
words, we analyse how a company is managing its esG risks and opportunities, and use that 
information to inform our valuation of stocks and bonds, and how we select or weight these 
companies in our portfolios. 

Ethically-Screened and Thematic funds 

‘ethical exclusion’ or ‘negative screening’ refers to a strategy of removing certain companies 
or sectors from the investible universe of a portfolio. this is traditionally for moral or ethical 
reasons, for example, some of our clients do not wish to invest in companies involved in 
producing tobacco or armaments. It is also possible to invest thematically, for example, 
schroders runs a climate change fund which aims to identify companies that will benefit from 
adapting to or mitigating the risks of climate change. 

Industry involvement 

We also participate in and support esG-related industry initiatives. support for industry bodies 
such as the UK sustainable Investment and Finance forum, european sustainable Investment 
Forum and the U.n. Principles of Responsible Investment helps us to promote and emphasise 
how esG factors are reflected in today’s investment processes, and the relevance of these to 
beneficiaries in the long term. 

Resources 

there is a team of eight esG specialists involved in the implementation of our responsible 
investment and corporate governance policies. the team is supported by specialist esG 
research providers while a proportion of our broker commission is allocated to those brokers 
providing value through their esG research services. Find out more about the team at the back 
of this report.
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As owners of companies, schroders has ownership rights. exercising these rights, through 
company engagement and proxy voting is an integral part of our role in managing, protecting 
and enhancing the value of our clients’ investments. In exercising these responsibilities we 
combine the perspectives of our portfolio managers, company and esG analysts in order to 
form a rounded opinion of each company and the issues it faces. 

this section details our corporate engagement activities on esG-specific issues and our proxy 
voting activities. 

engagement with companies is part of our fundamental approach to the investment process 
as an active investor. We believe that additional value is created by engaging with companies 
and their management; it serves to enhance communication and understanding between 
companies and investors. Indeed, the 2012 Kay Review called for better quality of dialogue 
between investors and companies. 

In 2014, our equities teams held 13,892 meetings with companies, and our fixed income team 
had 3,072 meetings. While these meetings tend to focus primarily on financial performance 
they will also have been used to address questions on esG issues where necessary. In 2015, 
we will be exploring ways to monitor and record the esG issues covered in these meetings. 

In addition, our esG team undertook 243 specialist esG engagements in 2014, interacting 
with a total of 153 companies across 24 countries. Figure 3 below demonstrates the global 
outreach of our engagement. 

14%
Asia

20%
Europe 

9%
North America

54%
UK

3%
Latin America

source: schroders as at 31 December 2014.

Figure 3: Global engagement 2014

Why do we 
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ACtIve oWneRs: 
enGAGeMent
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We generally engage for one of three reasons:

1.  to seek change in esG performance and processes that will protect and enhance the value 
of the investments for which we are responsible. 

2.  to monitor the ongoing development of esG practices, business strategy and financial 
performance within a company.

3.  to enhance our analysis of a company’s esG risks and opportunities, if there are gaps in 
what it discloses publicity.

Case Study 1: Engaging with the mining sector to improve returns 

schroders has long seen the benefit in encouraging our investee companies to engage properly with 

the communities they operate in. We have been engaging with mining companies on this issue for a 

number of years. In 2012, we conducted our own research on the financial importance of gaining a 

‘social Licence to operate’1 . this research demonstrated that it is crucial for investors to understand 

how companies approach community relations on a project-by-project basis, given the range of 

interests of local communities from different regions. 

A 2014 report2 from Citigroup highlighted the extent of costs to mining companies of conflict with local 

communities where their mines are located. triggers of conflict typically arise from issues such as local 

pollution, access to water, lack of consultation and lack of consent. the report found that delayed 

production from community conflicts could potentially cost a major project up to $20 million per week 

of its nPv (net present value). such stark costs are prompting companies to re-examine the way they 

manage and govern community relations – they are adding weight to the new foresight and proactive 

outreach to communities can limit future project liabilities, both when it comes to gaining approval for a 

mining project, and to ensure smooth operations throughout its lifespan.

Part of the problem is that companies are not often transparent about the way they engage with local 

communities. As such, our outreach to companies serves two purposes: 

1)  It helps fill gaps in our knowledge. We seek to understand the details: for example, local grievance 

mechanisms, timings of community consultations, how relationships are managed on the ground, 

and what dedicated company resources are in place. based on a company’s response, we gain 

insight into the likelihood of a project to succeed or be subject to future conflict or delays. For 

example, in 2014 we spoke to a Chilean copper miner at length about community opposition to 

one of its largest mines, and were interested to learn that existing formal grievance mechanisms are 

under review as they were deemed ineffective. 

2)  It enables us to encourage companies to improve their practices, which minimises future risks to 

projects. For example, in 2014 we encouraged a mining company to respond more promptly to 

community concerns, which should clear the path towards project approval.  

We learned about another mining company’s challenges in resettling communities near a 

project that it had acquired from another operator. We stressed the importance of carrying out 

environmental and social risk assessments in the early stages of due diligence procedures  

for mergers & acquisitions, as this enables a bidder to factor in additional project costs  

and timings. 

It is difficult to measure specifically how our engagement has affected returns. but we know that 

conflicts cost money, and by posing questions to management and applying pressure on companies 

to change, we are proactively improving our potential for returns. 

1 ‘the Relevance of social Licence to operate for Mining Companies’, schroders, July 2012, 
http://www.schroders.com/tp/thelongview?id=a0j50000000wYwdAAe.
2 ‘Mining – Costs of Conflict’, Citigroup, June 2014 (quoting: Franks & Davis, “Cost of Company-Community Conflicts in 
the extractive sector”, University of Queensland & Harvard Kennedyschool, 2014). 
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our engagement involves:

–  one-to-one meetings with company representatives (e.g. members of the board, senior 
executives, managers of specialist areas such as a sustainability or  environmental manager)

– Written correspondence (e.g. email, letter)

– Phone calls

– Discussions with company advisers and stakeholders

– voting

– Joint engagement with other investors. 

We occasionally undertake engagement with other investors in group meetings, and in 
collaboratively initiatives such as CDP (formerly the Carbon Disclosure Project). CDP contacts 
over 5,000 companies annually to encourage disclosure on climate change-related topics on 
behalf of its investor signatories.

source: schroders as at 31st December 2014. 
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Figure 4: Reasons for ESG engagement over the past 5 years

How do we 
engage?

ACtIve oWneRs: 
enGAGeMent



Responsible Investment 
2014 Annual Report 9

Case study 2: The Carbon Action Initiative

We have participated in the Carbon Action Initiative (CAI), an off-shoot of CDP, which since 2010 has 

been engaging with selected emissions-intensive companies that have yet to establish an emissions 

reduction target. Carbon emissions reporting and management is now relatively common for listed 

companies, yet the CAI target companies have shown less recognition of climate change risk in their 

business strategies.

Recent CDP research3 has shown that carbon reduction activities generate an annual return on 

investment (RoI) of 33%, equivalent to a payback period of three years. 

over the past two years, schroders targeted four companies: Newcrest Mining, an Australian gold 

miner, Santos, an Australian oil and gas company, Sime Darby, a Malaysian conglomerate whose 

activities include palm oil production, and Petrochina, a Chinese state-controlled oil and gas group. 

We have engaged with these companies to better understand their response to climate change 

and to encourage them to give greater strategic importance to the issue. three out of the four have 

responded positively to our information requests.

Newcrest Mining

We learned that management is focusing on energy efficiency improvements to achieve cost savings, 

but has not yet set targets for carbon emissions.

Santos

Although there has not been much progress in carbon emissions management, it was nonetheless 

encouraging to hear that the company would be ready to consider longer-term energy efficiency 

targets after 2015, as well as emissions savings targets. 

Sime Darby

there has been good progress on carbon intensity targets, with the company publicly committing to a 

40% reduction in upstream emissions intensity for its palm oil plantation division. It will be considering 

setting absolute emissions targets once its current carbon management plan has run its course.

Petrochina

Disappointingly, Petrochina has not responded to our requests. We will be pursuing this further  

in 2015. 

What next?

In a difficult economic environment, the focus on growth and short operating processes makes it 

difficult for companies to commit to both absolute reductions in greenhouse gas emissions (GHG) and 

longer term targets. Instead, companies have been focusing on reducing energy consumption and 

improving energy efficiency, mainly to reduce operational costs. A key driver for improving operational 

efficiency has been the cost of energy. one of the challenges ahead will therefore be to ensure that 

carbon action remains on companies’ agendas at a time when lower energy prices are reducing the 

incentive to cut consumption.

the regulatory burden on high emitters is on the increase, and will rise further if a global climate 

change deal is struck in December 2015. Companies that are lagging their peers in reducing 

emissions in line with national targets will find themselves at a disadvantage. We will continue to 

maintain the pressure on all four of our target companies, particularly Petrochina, where action to date 

has been disappointing.

3 ‘Carbon reductions generate positive RoI’; CDP; 2013; https://www.cdp.net/documents/carbon-action-report-2013.pdf.
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on a quarterly basis we assess the esG ratings of our equity portfolios and compare them with the 
extent of our exposure to individual stocks (either by size of clients’ assets invested in a stock or by 
the percentage of shares held). this helps us identify those stocks where esG performance presents 
a risk to our investment in the company, and provides a tool for prioritising engagement. We are 
currently in the process of incorporating our fixed income exposure into this process. 

this is not the sole method for determining engagement activities. We proactively track esG topics 
and performance on a sector-by-sector basis. We draw on numerous external resources including 
specialist esG brokers, nGos, academic research and news publications. As a large asset manager, 
we are also fortunate to receive visits from companies during their road shows and take opportunities 
to meet as many companies as we can – especially those where access may be difficult to achieve 
(e.g. emerging markets companies). Finally, we also undertake re-active engagement as a result of a 
negative incident involving a company, in order to understand why it may have occurred, the actions 
the company is taking as a result, and what the current and future investment risk may be. 

once a request for change has been made we review the company’s progress in meeting that 
request on an annual basis. our assessment of the progress a company has made in meeting the 
request for change is subjective (and therefore susceptible to human influences) and ranges from “no 
change” to “achieved”. Figure 5 shows the outcomes of the requests for change that we have made. 

We recognise that every company has a multitude of stakeholders, from employees, customers, the 
environment, regulators, management and investors, and so it is unlikely that any one stakeholder 
group will be solely responsible for any changes made. 

We also realise that any changes will take time to be implemented into a company’s business 
process, and therefore only review requests for change a year after they have been made, and also 
review progress at a later date. It is interesting to note that of the change requests we made in 2010, 
77% have been ‘achieved’ or ‘almost achieved’. 

our engagement activity covers numerous companies and sectors whose business is exposed 
to a large variety of differing esG issues. table 1 across provides an indicative list of issues 
we engaged on in 2014, and case study 3 across provides an example of a company that we 
engaged with on several different topics during 2014. the appendix to this report provides a full 
list of the companies we engaged with in 2014. 

source: schroders as at 31 December 2014.
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Table 1: Indicative list of ESG topics engaged during 2014

Environmental Social Governance

biodiversity Access to medicines Acquisitions and mergers

Climate change Data security board structure

ecosystem services employee engagement bribery and corruption

environmental opportunities Health & safety business integrity

Product life cycle assessment Human capital management business strategy

Resource scarcity Human rights & communities Dividend policy
Labour standards Governance frameworks
nutrition and obesity Key performance indicators
operational health and safety Remuneration
Product safety Risk management
supply chain management succession planning

targets and objectives
tax optimisation
transparency

source: schroders as at 31 December 2014.

Case study 3: BHP Billiton – three-way 
engagement 

this year schroders held several engagement 
discussions with bHP billiton to gauge its 
response to the challenges facing the global 
mining sector, including volatile commodity 
prices and cost cutting measures. 

1. Cyclical industry, cyclical pay? 
one key strand in our discussions was how 
the cyclical downturn in the mining industry 
was affecting the remuneration of bHP’s 
management team. We feel it is important 
that incentives provide the right signals for 
management to allocate capital to maximise 
returns. Discussions are ongoing and we 
expect them to be concluded by the time of  
the company’s 2015 AGM.

2. Protecting the London listing  
A second area of concern was the London-
listed company’s plan to spin off some assets 
in a new company (now named ‘south32’), 
to be listed only in south Africa and Australia. 
this would prevent certain european funds 
– including schroders – from investing in 
south32, thereby reducing our exposure to 
bHP’s aluminium, nickel, coal and silver assets 
which we felt could benefit from enhanced 
management attention leading to better value 
creation. We therefore held several meetings 
directly with bHP to encourage it to consider 
an additional London listing, resulting in an 
announcement from the company’s Ceo in 
october that this would be done – allowing us 
to maintain our exposure to these assets. 

3. Increasing climate change transparency 
In the third major area of engagement for the 
quarter, we were heartened by news that bHP 
had gone some way to delivering on an earlier 
promise to schroders to increase the amount 
of information it provided about its carbon 
exposure. this followed a meeting earlier in the 
year when we had met bHP’s climate experts 
to find out how it factored carbon regulation 
changes into its capital expenditure planning, 
especially for high-risk coal mining projects. 
At the time, we were encouraged to learn 
that bHP applied several different ‘carbon 
scenarios’, using a shadow carbon price to 
attribute a cost to those assumptions. We 
then wrote to the chairman of the company’s 
sustainability committee to encourage more 
transparency on these scenarios and disclosure 
of the carbon price assumptions used. this 
would allow investors to evaluate bHP’s climate 
strategy against policy developments and 
thereby determine the potential costs. bHP 
has now provided more information about the 
scenarios, but has fallen short of disclosing its 
carbon price assumptions. this has diluted 
the good news and we continue to encourage 
further transparency from the company. 

What next? 

the spin-off alters the balance of esG risks in 
the remaining business (giving it, for example, 
higher exposure to petroleum and shale oil), 
while concentrating others in south32 (which 
will have more exposure to thermal coal and 
to regions with labour unrest and corruption). 
We will continue to seek reassurance that the 
sustainability risks will be managed with rigour 
in both companies.
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As active owners, we recognise our responsibility to make considered use of voting rights. 
We therefore vote on all resolutions at all AGMs/eGMs globally unless we are restricted 
from doing so (e.g. as a result of share blocking). We evaluate voting issues arising at our 
investee companies and, where we have the authority to do so, vote on them in line with our 
fiduciary responsibilities in what we deem to be the interests of our clients. In 2014, we voted 
approximately 94% of total resolutions, and instructed a vote against management at 33% of 
meetings. In total, we voted 5,655 meetings. 

In 2014, we re-launched our UK Corporate Governance Committee. the Committee meets 
twice a month to discuss meetings, policy and industry changes. We have also enhanced our 
corporate governance engagement process with companies, moving to engage companies 
more frequently and pro-actively, to ensure that we convey our reasoning and policies prior to 
voting at general meetings. Further information on our governance and voting policies can be 
found on our website, where we also disclose quarterly reports detailing all our voting activities. 

.

As a global investor, schroders votes across all regions in which it has investments. Figure 6 
represents our regional voting activity in 2014. We submit electronic votes for all meetings, 
however on occasion (for example if shareblocking prevents us from submitting electronic 
votes), we may attend annual or extraordinary general meetings to submit our votes in person. 

Figure 6: Global voting

Table 2: Voting activity 2010-20143

2010 2011 2012 2013 2014

Meetings 4,758 5,191 5,633 6,489 5,655

Resolutions 43,674 45,350 49,536 63,422 60,330

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

Why do we 
vote?

Where do we 
vote?

source: schroders as at 31 December 2014.

UK Europe North America Asia Rest of World

9%
Rest of World

40%
Asia

21%
Europe ex-UK 

19%
North America

11%
UK

source: schroders as at 31 December 2014.

ACtIve oWneRs: PRoxY votInG AnD 
sHAReHoLDeR ResoLUtIons
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As Figure 7 shows, the majority of resolutions target specific corporate governance issues 
which are required under local stock exchange listing requirements (e.g. approval of directors, 
accepting reports and accounts, approval of incentive plans). 

Figure 7: 2014 breakdown of resolutions voted on by category  
(according to MSCI ISS classifications)

Resolutions 
by category

2014 

Anti-Takeover

Allocation of Capital

Director Related

Remuneration

Reorganisation & Mergers

Routine Business

Shareholder Proposals

Other

1% 8%

54%

9%

3%

23%

2%

0%

What issues 
do we vote on?

source: schroders as at 31 December 2014.

We normally hope to support company management; however, we will withhold support or 
oppose management if we believe that it is in the best interests of shareholders and our clients 
to do so.

the consolidation of some of our voting practices in 2014 (such as the strengthening of our 
Corporate Governance Committee), has led us to raise the bar on what we consider ‘good 
governance practice’. As such, in 2014 we increasingly voted against remuneration practices 
and against the election of specific directors. this year we have also welcomed growing 
disclosure from companies on their corporate governance practices, as it provides us with 
greater knowledge of best market practices. 

votes against companies usually follow a period of engagement where we have encouraged 
companies to act in the best interests of shareholders, for example by upholding minority 
shareholder rights, or ensuring that remuneration incentives are aligned with companies’ long 
term performance. Case studies 4 and 5 overleaf show examples of how we considered and 
voted on company proposals in 2014. 

Reason for
‘Against’ votes

2014 

Anti-Takeover

Allocation of Capital

Director Related

Remuneration

Reorganisation & Mergers 

Routine Business

Shareholder Proposals

Other

3%

17%

30%

16%

2%

12%

19%

1%

Figure 8: Reason for ‘Against’ votes 2014

Why do we 
vote against 
company 
management?

source: schroders as at 31 December 2014.
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Case study 4: 
Carnival – 2014 AGM 
Voted against remuneration report, but for remuneration policy

this nuanced approach followed engagement with the company, including with the Chair 
of the Remuneration Committee. We felt there was a lack of disclosure about forward 
– looking targets in the remuneration report and potential retesting of the long term 
incentive plan. this was due to targets being adjusted for certain fuel price changes and 
fuel expenses in emission control areas over a three-year performance period. However, 
following engagement with Carnival we were encouraged by the move to what we consider 
more shareholder-friendly metrics such as total shareholder return (tsR), return on capital 
(RoC) and performance. We wanted to recognise this change, hence our support for the 
remuneration policy. 

Case study 5:
Antofagasta – 2014 AGM 
Voted against various board members

the company structure is unusual for a UK listed entity, with neither the Ceo or CFo on 
the board. the Chairman, who is also the controlling shareholder, is the only executive. on 
remuneration, there were no performance related targets, with all pay being salary, due to 
the board’s high shareholding in the company. While we believe that executives should be 
incentivised by having a significant shareholding, we concluded that there should be more 
than simply owning shares. We voted against members of the remuneration committee 
and the remuneration report due to these practices. We have engaged with the company 
and expressed our views in one-to-one meetings following this vote. While we understand 
that the structure reflects common practice in Chile, we would like to see more executive 
involvement at board level.

occasionally, shareholders may table a resolution of a social, environmental or ethical nature. 
When considering how to vote on such resolutions, we will take into account company 
performance, best practice, whether the company has faced similar resolutions before and, 
ultimately, if the resolution is in shareholders’ interests. 

table 3 provides an historical breakdown of recent shareholder resolutions that we have voted 
on (our records go back to 2000). During 2014 we saw a marked increase in the number of 
shareholder resolutions. In particular, there was an upsurge in the number of climate change-
related resolutions, and we expect this trend to continue during 2015. Conversely, the number 
of shareholder proposals involving issues such as weapons and toxic chemicals appear to be 
falling as a subject of shareholder proposals. 

shareholder  
resolutions 

ACtIve oWneRs: PRoxY votInG AnD 
sHAReHoLDeR ResoLUtIons
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Table 3: Our social, environmental and ethical shareholder resolution  
voting record

Issues 2014 2013 2012 2011 2010

Animal testing/Welfare 5 2 9 6 5

Genetic modification 5 2 1 1 0

Weapons 0 0 0 0 2

tobacco 2 0 0 1 3

Miscellaneous 2 2 0 1 1

toxic chemicals 0 1 0 3 4

Climate change 26 4 5 9 16

Renewable energy & energy efficiency 0 0 8 5 4

nuclear Power 21 0 14 5 20

environmental Policy/programme 4 4 6 2 16

shale gas/Fracking 1 1 1 3 0

Miscellaneous 10 5 7 12 6

equal opportunities 9 11 8 12 7

Labour standards & human rights 13 7 3 6 15

Drug Pricing/Access 0 0 0 1 0

Health & safety 0 1 3 2 2

Pay disparity 0 1 0 3 0

Miscellaneous 1 3 4 2 2

CsR/sustainability Report 7 3 3 3 9

Link pay to esG performance 0 1 0 1 0

Political activity 1 2 7 0 0

Miscellaneous 14 4 0 3 4

Number of resolutions 
voted on

121 54 79 81 116
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source: schroders as at 31 December 2014.
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At schroders we facilitate the integration of esG into the mainstream investment process 
through the following tools: 

 –   the esG team sits with the equity analyst teams to facilitate regular dialogue between esG 
specialists, company analysts and investors.

–  the esG team provides both general esG training as well as detailed sector-specific esG 
training to analysts and investors.

–  esG specialists and company analysts have collaborated on the production of an online, 
sector-focused, esG guideline template which is available to all analysts.

–  We are rolling out a requirement for all company analysts to complete an esG review of 
the stocks under their coverage. this is already being done in several teams such as our 
emerging markets desks. esG analysts audit a proportion of these notes, and provide 
feedback to the analysts. 

–  We use the esG ratings from specialist esG research providers to undertake a review of 
each investment desk’s holdings. this information is fed back to the desk and portfolio 
managers so they can assess the esG risks in their portfolios, as well as being used as a 
tool to guide our engagement with companies. 

–  In addition to company-specific research, esG specialists produce regular thematic 
research reports which explore esG concepts and how, or why, they should be integrated 
into the investment process (please see the “Responsible investment special topics” section 
on p21 for examples of this research).

How do we 
integrate 
esG? 

Figure 9: ESG is embedded into our culture and investment process

Investors

ESG Specialists Analysts

–  Proprietary esG Guidance Document

– training

– shared research notes

– esG commentary in research reports

–  Audit of analysts’ esG research

source: schroders.

InteGRAtIon
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There are five key areas where we believe ESG can be integrated into the investment 
process. These five areas draw on the UN Principles for Responsible Investment’s 
2013 paper, Integrated Analysis4.

1. The wider economy: We have produced several reports in the past five years arguing that 
esG needs to be reflected in the macro-economic research that guides growth forecasts used 
in most analysts’ models. We are increasingly working with schroders’ in-house economists to 
combine economic and esG analysis. 

2. Sector and region: We carry out industry-level analysis to better understand the key 
themes and drivers for industries and their subsectors. 2014 saw the initiation of a project to 
classify esG risks and opportunities for all 156 subsectors of the Global Industry Classification 
standard (GICs). the work was undertaken jointly between esG analysts, equity analysts and 
credit analysts across schroders’ global locations. the outputs are available on schroders’ 
shared research platform for all analysts and fund managers to access, and should be 
automatically integrated into analysts’ research notes. A clear example that we use within 
schroders is the inclusion of a cost of carbon for companies exposed to the growing use  
of emissions trading regimes, or applying a discount to companies operating in regions that do 
not tend to uphold high corporate governance standards. 

3. Company strategy: We analyse how a company’s management is minimising the esG risks 
and maximising the esG opportunities present in the industry and regions in which it operates. 
For example, the specialty chemicals sector stands to gain in several areas of sustainability, 
such as providing ‘greener’ chemical solutions. our analysis would assess the strength of a 
chemical company’s sustainability claims, and compare it with its peers. 

4. Financial reports: there are numerous examples demonstrating how esG factors can 
affect fundamental financial returns. For example, poor customer service can reduce sales 
and affect underlying cash flows. Poor safety standards can lead to factory shutdowns, 
affecting operational efficiency. Increased labour costs driven by changes to labour laws can 
affect earnings growth. Lack of attention to attracting and retaining key staff can lead to lower 
intangible assets and possibly lower forecasts. In our experience, there is no single way of 
measuring or taking into account these factors, but it is clear they are important as part of the 
bigger picture of a company’s strategy. 

5. Valuation tools: It is here that the elements of assessing the previous factors come together 
in determining what the impact may be on the valuation of a company. For example, an analyst 
may judge that better esG practices will have a positive impact on free cash flow and hence 
on the return on invested capital (RoIC), or that a well-managed company will benefit from 
lower cost of capital. or indeed an analyst may adjust the risk premium attached to a company 
based on its esG performance, or the discount rate (e.g. two mining stocks could have 
different discount rates applied depending on the commodity that they mined). For the past five 
years we have been working on integrating esG into the investment notes of our analysts, with 
the esG specialists auditing these notes. this has seen a gradual improvement in the level of 
integration. We recognise that there are barriers that limit the systematic use of esG research in 
valuation tools, but as companies improve their disclosure of quantitative and comparable esG 
data, increasingly this should improve. 

4 http://www.unpri.org/wp-content/uploads/Integrated_Analysis_2013.pdf.
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When we talk about integration, our philosophy is to integrate across asset classes.  
the integration processes outlined already apply to our fixed income investments, but there are 
additional areas where we are integrating esG into our credit research processes. We believe 
esG is an important way of identifying downside risk to a company’s future earnings and its 
ability to fulfil its outstanding debt. 

Analysis  
esG factors are initially addressed at the analyst level and will be discussed by the credit 
research team to determine the importance to the stability of future earnings streams and the 
resulting ability of the issuer to meet their interest and principal obligations.

From a practical perspective, analysts should integrate esG commentary as follows:

 – Initiation reports. these reports should explicitly include a commentary and esG  
 rating (from a variety of sources), where appropriate. 

 –  ongoing research reports. the process of preparing these reports should implicitly address 
the question “are there any significant esG issues with this credit?”

How it works  
in practice 

InteGRAtIon In FIxeD InCoMe

Case study 6:
HalkBank: an example of integrated analysis

this turkish bank provides financial services to the retail, commercial, corporate and 
small business sector. In January 2014, schroders’ esG, Global equities and emerging 
markets teams worked together to assess the risk and compliance management quality 
of Halkbank, prior to investment. Concerns had arisen as a result of news that the turkish 
government had arrested the company’s Ceo due to allegations of corruption & bribery, 
and a potential breach of Us sanctions with Iran.

our esG analysis included an evaluation of the specific issue of concern as well as a wider 
review of Halkbank’s esG management practices. our conclusion and recommendation 
was to urge caution on any investment due to significant esG concerns and to engage 
with the company to seek clarification of its esG commitments. esG analysis highlighted 
wider governance issues as well as a general absence of progressive environmental and 
social practices and transparency. 

our esG and global equity teams held a subsequent meeting with the company to discuss 
these concerns and urged it to improve its efforts. the company was open to meeting 
with us, and genuinely wanted to address our concerns, feeling that the alleged corruption 
events had been misrepresented in the media. the meeting provided us with some 
reassurances about Halkbank’s compliance processes. However, company representatives 
were unable to give sufficient reassurances and clarification about the bribery & corruption 
issues, or wider esG management. 

As a result of this joint analysis and engagement, our portfolio mangers 
concluded that the stock would be avoided for the time being. 
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As well as at an issuer-level, both analysts and portfolio managers seek relevant esG 
knowledge at an industry and country level, where relevant. schroders’ credit research team 
generates its own in-depth research on esG topics, drawing on additional and granular 
information sources. In 2014, these research topics included demographic issues such as 
diabetes and income inequality, and cost savings from energy efficiency measures. some credit 
desks also include a sovereign analysis that covers esG issues such as corruption and supply 
chain practices.

Portfolio construction 
Credit analysts and portfolio managers also have access to the joint research platform, which 
includes esG company information and research notes. 

esG factors are taken into consideration in the construction process of a credit portfolio. We 
consider the impact esG issues may have on future financial success and the risk inherent in 
a business. While the more traditional financial indicators and the analysis of business strategy 
form the basis of investment decisions, esG factors will often impact the size of position. 
Conversely if we find issuers have a more positive response to certain esG issues facing them, 
we may hold a larger position. 

overall, we find we can reduce risk and volatility in the portfolio through incorporation of esG 
issues. We believe that our decision to look beyond classic financial and business risks to 
include explicit esG factors has been a core driver of statistically significant high information 
ratios in our funds. 

our credit research team places great emphasis on corporate engagement. our forward-
looking credit investment process relies on our analysts developing a clear and thorough 
understanding of company business models in order to identify the companies that will benefit 
or suffer as investment themes play out over various horizons. In 2014, schroders’ credit 
analysts were involved in 3,072 company meetings, 927 of which were one-to-one meetings. 

We are working to strengthen the existing links between credit and esG teams and developing 
esG skills and knowledge among credit analysts, for example by increasing the presence 
of esG team representatives at credit research meetings. Credit analysts are also actively 
contributing to our sector-by-sector esG matrix, which should be finalised during 2015.

Future actions

engaging with 
issuers
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InteGRAtIon
In ReAL estAte InvestMent

Integrating esG does not stop at equity and fixed income. the issues of environmental sustainability 
and social responsibility have long been integrated into our real estate investment process. 

schroders has managed real estate funds since 1971. our real estate business is headquartered in 
London with six offices across europe and currently has £11.7 billion (€15.1 billion / Us$18.3 billion) 
of gross real estate assets under management (at 31 December 2014).

the global financial crisis accentuated the importance of understanding economic risk that may 
affect our investments and the focus on environmental and social issues in recent years is no 
different. It is critical to understand and manage all risks to develop resilience within our portfolios. 
A successful responsible investment strategy should incorporate environmental and social issues 
alongside traditional economic considerations. At schroders, we believe a complete approach 
should be rewarded by improved investment decisions and performance, improved business 
performance for tenants, and tangible benefits to local communities and wider society.

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

existing buildings are asset managed in accordance with our belief that through factoring 
environmental and social issues into the management regime of a building it will become more 
attractive to occupiers. our approach is focused on delivering on-site solutions to achieve our 
clients’ objectives effectively. Where the management of a building is undertaken on our behalf 
by a managing agent we ensure their policies are fully aligned with our own. Whether driven 
by legislation or not, we seek to find new ways to manage occupancy costs through energy 
savings, reducing water consumption and facilitating the disposal of waste away from landfill. 
Where possible we will seek to work in partnership with our existing occupiers, although a 
cost benefit analysis of any expenditure is important to ensure the investment objectives of our 
clients are protected.

schroder Real estate has limited exposure to property development, but where it does 
undertake schemes to deliver new buildings to occupiers we will ensure that they are built 
to the high standard required to obtain sustainability accreditations (such as bReeAM5) as 
appropriate for local markets. It is generally acknowledged that by 2050, the vast majority 
of today’s buildings will still be in existence. A process that both assesses the challenges of 
obsolescence in existing buildings and can deliver solutions that can add value by future-
proofing potential new acquisitions, is a key focus.

In 2014 we embarked upon an initiative to improve our understanding of our assets’ 
sustainability credentials. We are working with independent consultancy sustainable 
Commercial solutions and our property managers to review assets and hope to have the first 
phase of this project completed in mid 2015.

Investment 
management

Asset  
management

new versus  
old

Progress  
in 2014

5 building Research establishment environmental Assessment Methodology – an environmental assessment method and 
rating system for buildings
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InteGRAtIon:  
tHeMAtIC RePoRts 

We produce a series of special reports each year which serve two purposes:

 –   to ensure we are at the very forefront of thinking on existing and emerging esG topics 

 – to further enhance our understanding of esG risk and opportunity in the investment  
valuation processes 

below we provide summaries of the reports we published during 2014. the full reports are  
all available at www.schroders.com/talkingpoint

A ‘golden age’ of shale… or just a pipe dream? (Q1 2014)

Whilst shale energy exploitation is not new, the game changer has been the improved cost 
economics resulting from advances made in shale energy extraction techniques. these have 
come alongside rising challenges for governments to encourage the development of energy 
solutions which bring about sustainable, affordable, secure and reliable energy supply. 

the Us shale energy experience has provided a tangible example of the transformational effect 
of shale energy. the growing recognition that many other countries may also hold significant 
shale resources means attention is increasingly turning to the potential elsewhere. However, the 
Us shale story is unlikely to be replicated, since the context generally differs markedly from the 
Us. so, while there will most likely be a ‘golden age’ for shale energy in certain countries, it will 
not be universal. 

We have developed a framework incorporating the main policy, regulatory, legal and ‘natural’ 
factors which we view as important to shale energy exploitation on a country basis (focusing on 
the Us, China, Russia and the UK). of these, the Us is positioned most favourably, while China 
and Russia also have significant shale resources. the UK, in contrast, has much lower reserves 
and a relatively favourable set of natural attributes for developing shale energy, but the industry 
faces significant public opposition in light of the potentially adverse social and environmental 
impacts of extraction.

efforts can – and should – be made to ensure safe, responsible and environmentally 
sustainable shale energy extraction practices, thereby establishing a social ‘licence to operate’. 
encouragingly, recommendations on good and best practice for the shale energy industry do 
exist. However, despite calls for greater and more proactive transparency by operators about 
their operations, the evidence to date reveals that it remains inadequate. the industry should 
expect to see continued scrutiny and some level of opposition to its shale efforts until the 
deficit between actual performance and expectations is closed. otherwise, there is a risk that a 
‘golden age’ of shale energy will never be realised.

Summarising the Intergovernmental Panel on Climate Change’s trilogy and its 
implications for investors (Q2 2014)

this report summarises the conclusions of the world’s leading climate change scientists, 
and the consensus approval of 120 participating governments as documented in the 
Intergovernmental Panel on Climate Change’s 5th Assessment report.

Warming in the climate system is indisputable and the observed changes since the 1950s are 
unprecedented.

Continued elevation of greenhouse gas (GHG) concentrations in the atmosphere will cause 
further warming and changes to the climate system. At current rates of emission the 
recommended limit for keeping global warming to within 20C by the end of the century (a level 
regarded as dangerous by climate change scientists) would be exceeded within the  
next two decades.
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Impacts of climate change are already being observed and the risks of the severity of these 
impacts increase with rising temperatures. Impacts range from increased water scarcity and 
flooding, biodiversity loss, food production system disruption and an amplification of the risks of 
human conflict.

Limiting global warming to 20C would require substantial cuts in anthropogenic GHG emissions 
(40% to 70% reductions from 2010 levels), implying significant impacts to electricity generation, 
fossil fuel extraction and transport.

Investors should assess both how policy commitments to limit warming to 20C may impact 
investment decisions and strategies, the exposure of corporate value chains to the impacts of 
climate change at different degrees of warming, as well as the global and national economic 
impacts of different degrees of warming.

Why Investors Should Care About Data Security Risk (Q3 2014)

this report examines how data security risk is gradually emerging as a top business risk 
for companies. Industry surveys as well as recent examples of notable data breaches have 
highlighted that the implications of data security incidents are becoming more material 
for companies. We consider the most vulnerable sectors to be: software & services, 
telecommunications services, Retailing, banks and Diversified Financials, although the growth 
and penetration of new information technologies is likely to extend the risk to all business sectors.

the costs of data insecurity and vulnerability are real and can hit businesses in a number of 
ways. A data breach can lead to significant internal costs for companies (large or small), such as 
investments in detection and recovery systems. externally, such data breaches can imply business 
disruptions, information or intellectual property theft, revenue losses, and erosion in customer 
confidence. According to the Ponemon Institute, the average annualised cost of cybercrime was 
approximately $11.6 million per year in 2013, an increase of 26% compared to 2012.

More stringent regulations across the globe, particularly in the UsA and europe, are likely to 
place data security (including privacy) in the spotlight as these expected regulatory changes will 
lead companies to incur additional compliance costs (e.g. fines or litigation compensations).

the World economic Forum highlights that countries and companies that invest in and develop 
cyber capabilities to instil trust in customers, citizens and investors will have a competitive edge 
in the digital era, with a secure, robust cyber resilience environment spanning the public and 
private sectors creating between $10 trillion and $22 trillion in economic value between now 
and the end of the decade.

overall, companies in every sector need to adopt a more proactive approach when it comes to 
managing data security risk adequately. this report highlights a range of best practice instruments 
that investors can use to assess the level of data security risk integration within a business.

Banks: a new approach to risk? Governance, culture and risk management in  
a revamped banking industry (Q4 2014)

the impact of the financial crisis on the banking sector has been tremendous. Yet, despite the 
increased regulatory burden they are facing, banks still have a long way to go in addressing two of 
the key risk management areas: governance and culture. 

We researched and engaged with a sample of european (and a few Us) banks with the aim 
of identifying best practice in these areas in order to identify those most likely to preserve 
shareholder value over the long term. the analysis focused on a limited number of indicators 
reflecting what we consider good risk governance and cultural change. these indicators include 
transparency around the board’s oversight function, the use of dedicated risk committees, 
the appointment of Chief Risk officers (CRos) and the role of the Chief Financial officer (CFo) 
and Chief Compliance officer (CCo). We assessed how risk management was integrated into 
remuneration structures. We also considered the independence, capacity and effectiveness of 
the compliance and risk functions. 
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We concluded that risk management regulations are not prescriptive enough in europe to 
impose a good governance model. We believe that bank managements need to go beyond 
standard box-ticking exercises to ensure robust risk management. 

The key issues we discovered include: 

  –  A lack of risk management expertise. Historically, risk management has been under-
resourced in the banking sector. this restricts boards’ ability to deal with unforeseen risks. 
It also limits CRos’ ability to implement the framework necessary to properly manage risk in 
large and systemically important organisations. 

 –  The limited authority of CROs. We think the sector has yet to recognise the key role 
played by risk specialists. 

 –  The high importance of non-compliance issues. Certain matters are beyond the reach 
of compliance departments yet are still critical to the functioning of the  sector. these should be 
managed as risks, but many banks have yet to change their approach. 

 –  The independence of control functions should be clarified and strengthened. 
oversight needs to be as free as possible from management interference. As part of this 
process, banks should also be moretransparent about how these functions  
are resourced. 

engaging with companies remains the best way of making banks aware that we as investors 
are increasingly paying attention to these crucial questions. engagement also allows us to 
encourage best practice across the banking sector. Changing banking culture will take years, 
but we think that establishing good governance is the first step towards achieving this. 

Taxing times: Corporate tax avoidance under the spotlight (Q4 2014)

Pressure is mounting from all angles on companies undertaking aggressive tax avoidance. 
such tax ‘optimisation’ measures have typically been seen as useful tools for management 
to maximise returns to shareholders. but against a backdrop of austerity, governments 
need corporation taxes more than ever to help close national deficits. At the same time, 
individual taxpayers – and voters – are increasingly frustrated at headlines claiming prominent 
multinational companies are not making a fair tax contribution. We have researched the issue 
from an investment perspective and identified three key investment risks: 

1) Regulatory: scrutiny from regulators is accelerating with pace. the oeCD’s involvement 
means a multilateral agreement is on the cards. this is a real game-changer – up until now 
tax rules have been regional or bilateral. several governments have committed themselves to 
incorporating the oeCD’s recommendations into national law. At the same time, they have 
been tightening existing tax laws. In the light of this, we argue that complicated tax optimisation 
structures are unsustainable in the longer term. Aggressive tax planning should therefore 
be factored into the tax assumptions in a company’s valuation to provide realistic forecasts. 
Companies that are unprepared for regulatory changes could face immediate costs, as well as 
impacts to their cash flow and earnings.

2) Reputational: In certain industries, gaining a reputation for not stumping up a ‘fair’ share 
of local or national taxes could have an impact on brands. While measuring these effects is 
difficult, it is probable that for consumer-facing companies or those facing a shortage of skills 
and therefore wanting to attract talent, responsible corporate tax practices could help maintain 
a company’s ‘licence to operate’. 

3) Societal: over the longer term, there is a need for companies to support the infrastructure 
in which they operate to ensure the smooth running of their operations. Avoidance of taxes can 
disrupt national development – arguably more of a problem in developing countries – and can 
widen the inequality gap. 

the regulatory risk has the most wide-reaching and short term effects. our brief report looks 
at existing and approaching regulations, which sectors they might affect and where the gaps 
still lie. We find that, across all sectors, companies adopting the most aggressive tax policies 
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in comparison to their peers will be the most exposed. those without a ‘plan b’ are the likely 
losers. We throw a particular spotlight on the financials, pharmaceuticals, and technology 
sectors, which are those most likely to be affected by impending regulation. We also look at 
reputational and societal impacts, finding that consumer-facing companies are most at risk. 

Finally, we outline our actions in this area, suggesting tools for investors to identify poor, opaque 
or aggressive tax practices. We also outline best practice indicators and engagement questions 
to improve tax transparency. Companies should be able to demonstrate 1) a clear policy on tax, 
2) a visible tax governance structure, and 3) meaningful and transparent data on tax rates, use 
of tax havens, and the location of profits.
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sCReeneD AnD tHeMAtIC FUnDs

ethical  
exclusions

ethical exclusions or negative screening refers to a strategy that involves the removal of 
companies or sectors from the investible universe of a portfolio. 

this is becoming an increasingly important area for our clients. the strength of our capability 
in this area is evidenced through the mandate win from Friends Life in 2014 to manage its 
stewardship funds, the UK’s oldest range of ethical funds. We will be applying a number of 
ethical exclusions, both sector-based and values-driven, to these funds as of early 2015. 
Consequently, the ‘ethical assets under management’ figure reported for the 2014 period  
will grow to reflect this mandate.

As table 4 shows, we have continued to see an increase, albeit moderate, in the value of 
assets under management (AUM) to which some form of ethical exclusion is applied.  
As of year end, this represents approximately 9% of schroders’ total AUM.

Table 4: Group ethical assets under management (2010-2014)

Year Ethical AUM (GBP bn) % of Group AUM

2014 27.8 9.3

2013 25.3 9.6

2012 15.0 7.0

2011 11.3 6.1

2010 8.2 4.2

source: schroders as at 31 December 2014. of the £27.8 billion of AUM with ethical constraints in 2014, approximately  
£1bn was managed by schroders’ Private bank team (including charities), a similar amount to 2013. 

source: schroders as at 31 December 2014.
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these “ethical” mandates vary from excluding stocks on a single issue to incorporating  
a variety of ethical issues. In addition they often define a degree of materiality (e.g. percentage 
of revenues) a stock derives from its exposure to an issue. In 2014, schroders recorded a total 
of 18 different active screens applied across its ethical AUMs. on a cumulative basis, tobacco, 
gambling and alcohol are the three screens that are most often used, as shown in Figure 11. 
there is an element of double counting as some of the assets will have multiple  
exclusions applied.

source: schroders as at 31 December 2014.
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A view from Cazenove Capital

Cazenove Capital Management (“Cazenove”) is the wealth management and 

charity investment business of schroders plc in the UK, Channel Islands and 

Asia. It offers personalised discretionary and advisory investment services to a 

broad variety of clients, as well as wider wealth management services. We have 

a dedicated Responsible Investment (RI) client specialist working closely with 

schroders’ esG specialists, allowing Cazenove to offer a pragmatic and flexible 

approach to RI.

this year, Cazenove Charities conducted an RI Charity survey with the 

Association of Charitable Foundations. this was due to:

–   Increased public interest in the investment portfolios of charities in the wake of the Church of 

england’s Wonga scandal and the Panorama Comic Relief exposé. 

–   the Law Commission reports examining the fiduciary duty of investors and the degree  

to which charity trustees are able to blend financial returns and social benefits.

the 20-question survey received 275 responses (mostly from grant-making charities relying on 

investments for their income). We presented our initial findings at our Charity Investment Forum on the 

4th December 2014 and we plan to publish a detailed report in June 2015. the survey aims to analyse 

how trustees are approaching RI, what they want to achieve with their assets, and identify the key 

questions that help them identify what is right for their own values  

and objectives.

In the meantime, here is a preview of the key findings:

–  59% of respondents had (or were planning to have) an RI policy in place

–  types of RI approaches used:

1.   negative screening (76%) – exclusionary policies (most common are the ‘sins’: tobacco, 

armaments, porn, gambling and alcohol in that order).

2.  Positive screening (25%) and best in class (18%) – inclusionary policies.

3.  voting (15%) and engagement (18%) – influencing policies.

–   7% thought it would make no difference to returns, 25% thought it would reduce returns and 18% 

thought it would increase returns. 

2014 also saw increasing enquiries about the fossil fuel divestment campaign and how we are 

responding to climate change risk in portfolio management. on the social side there were increasing 

queries about human capital management and in particular the living wage. A growing number of 

clients who are invested in pooled funds are asking us to analyse the weightings of ‘sin’ areas within its 

preferred mainstream managed funds. We also now offer an additional screen based on the manager’s 

commitment to the Un Principles of Responsible Investment. We are using our market position to 

encourage managers to sign up to these best practice principles. Finally, we continue to expand our 

recommended list of ethical, sustainable and social impact funds to provide alternative options.

sCReeneD AnD tHeMAtIC FUnDs

Alexia Zavos  
Head of SRI,  
Cazenove Capital



Responsible Investment 
2014 Annual Report28

the international convention on cluster munitions (the oslo convention) came into force in 2008, 
and has subsequently been adopted by various governments within their national legislation. 
the global concern over cluster munitions relates to the damage and risks to civilians from 
explosive weapons during and long after attacks. A varying proportion of submunitions 
dispersed by cluster bombs fail to explode on impact and can lie unexploded for years until 
disturbed. the munitions can sometimes be brightly coloured and comparable to easter eggs, 
and therefore attractive and dangerous to children at play. 

schroders has taken the decision to block the purchase of any stock that we deem to be 
involved in the manufacture of cluster munitions from our funds globally. We recognise that 
there are numerous ‘exclusion’ lists in the public domain but we use these for guidance only 
(due to the different methodologies and assumptions made in the construction of these lists) 
and would urge governments to provide further guidance as to the companies they would 
exclude under their legislation. 

the esG team undertakes an annual review of the cluster munition list, sourcing input from 
published lists as well as its own internal research and feedback from engagement  
with companies. 

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

schroders meets its Us clients’ requests to screen out these companies. As of 31 December 
2014, we estimate that £5.9 billion of AUM were screened based on client-defined criteria. 

the divestment campaign has gathered pace since it began in 2013 and, according to the 
Us Fossil Free Campaign, $50 billion has been divested so far6. there have been a range 
of commitments made by high profile organisations. For example, the Rockefeller family 
announced they are directing their $860 million charitable fund to divest from its coal and tar 
sand assets “as quickly as possible”. stanford University announced its plan to divest from coal 
in May 2014, storebrand is selling companies with the highest exposure to coal and oil sands 
and the Hesta superfund is restricting new investments in thermal coal companies. Harvard 
University’s refusal to withdraw its endowment from fossil fuels has frustrated campaigners and 
resulted in a lawsuit being brought by seven Harvard students. the lawsuit argues that their 
continued investment in fossil fuels is an abdication of its responsibilities to current and future 
generations of students.

As we can see from these recent announcements, there are several different divestment 
interpretations; ranging from excluding whole fossil fuel sectors such as oil and gas, the dirtiest 
fossil fuels (e.g. coal and oil sands) or certain activities such as oil sands or Arctic exploration. 
some investors may wish to apply a materiality level (i.e. 10% of revenues). Depending on 
the approach taken, excluding fossil fuels will change the balance of a portfolio, increasing 
exposure to other sectors and slightly changing the risk-return parameters. 

With clients increasingly asking about the fossil free divestment campaign, schroders can 
implement and manage divestment strategies in segregated mandates as well as report and 
monitor fund exposure to fossil fuels in portfolios7.

6 the Guardian, ‘Glasgow becomes first university in europe to divest from fossil fuels’ 8 october 2014.
7 For further information please see our recent paper ‘Responding to Climate Change Risk in Portfolio Management, 
http://www.schroders.com/staticfiles/schroders/sites/global/pdf/Portfolio-Climate-Change-Risk-April-2015.pdf.

Cluster  
munitions 

terrorist  
financing

to go fossil  
free?

http://www.schroders.com/staticfiles/Schroders/Sites/global/pdf/Portfolio-Climate-Change-Risk-April-2015.pdf
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schroders launched schroder IsF8 Global Climate Change equity in June 2007. schroders 
believes that climate change will be the catalyst for a new “industrial revolution” as the world 
moves inextricably towards a lower carbon economy. Increasingly stringent emissions targets 
will necessitate large-scale capital investment alongside less costly abatement measures. the 
economic consequences both at a country and corporate level are becoming increasingly clear. 
Climate change policy and regulation will have a profound effect on most companies’ revenues, 
operating costs, competitive advantage and ultimately, earnings growth. 

schroders’ IsF Global Climate Change equity seeks to maximise excess returns by investing 
in companies which are beneficiaries of efforts to mitigate or adapt to the impact of climate 
change. the investment thesis for the fund is founded on the expectation that the accelerating 
pace of national and international policy action on climate change is creating a favourable 
outlook for companies involved in efforts to mitigate climate change as well as the need to 
adapt to the impacts of climate change. the fund draws its ideas from five broad pockets  
of opportunity:

1. environmental resources (e.g. water resource management, agriculture)

2. Low carbon (e.g. natural gas transmission and distribution)

3. Clean energy (e.g. solar power)

4. sustainable transport (e.g. electric cars) 

5. energy efficiency (e.g. lightweight materials).

More broadly, however, any company that is positively affected by climate change will be 
considered as a potential investment candidate for the fund. 

our demographics fund, launched in november 2010, aims to capture the investment 
opportunities arising from demographic change. As such, we believe sustainable 
outperformance will be driven by long-term structural trends such as population growth, 
urbanisation and ageing.

our healthcare fund, launched in June 2000, invests in healthcare, medical services and related 
products and companies on a worldwide basis. this year for example, the fund has been 
looking at capitalising on significant breakthroughs in cancer treatments. the fund’s investment 
objective is to achieve capital growth. 

Climate  
change

sCReeneD AnD tHeMAtIC FUnDs

8 schroder International selection Fund is referred to as schroder IsF throughout this document.
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CoLLAboRAtIon, InDUstRY InvoLveMent, 
seMInARs AnD tRAInInG

over the year we have continued to lend our support to, as well as participate in, several 
industry events, initiatives and seminars. these are important in providing us with learning 
opportunities, to improve disclosure standards, and to promote the ongoing development and 
recognition of esG within the investment industry. below we provide examples of some of 
these important initiatives. 

We continue to be members of various joint forums including the Access to Medicines Index, 
which launched its bi-annual report in late 2014, and CDP (formerly the Carbon Disclosure 
Project), which we have dedicated a section to in the engagement section of this report (page 7). 

We have continued our membership of the UK sustainable Investment and Finance Forum 
(UKsIF) and the european sustainable Investment Forum. We sit on the analyst committee 
at UKsIF, providing guidance on how the organisation can best serve the interests of esG 
analysts. We are also a member of the Investment Association and the International Corporate 
Governance network, and have maintained our membership of the Un Principles for 
Responsible Investment.

over the course of the year we have attended numerous events providing us with insight 
into specific esG issues both for the esG specialists and the wider investment teams within 
schroders. We have also spoken at seminars on the subject of our own research. table 5 
below lists some of these topics.

Table 5: Seminar topics

Environmental Social Governance

Arctic– oil and gas

Climate change

— Carbon markets 
— Portfolio carbon footprint 
—   Unburnable carbon 

ecosystem services

Pollinators

Pollution in China

shale gas & fracking

Water

Weather

bribery and corruption

Clinical trials

Data security

Farm animal welfare

Health and safety

Inequality

Labour standards

Modern slavery

nutrition and obesity

supply chains

board effectiveness

executive remuneration

Financial Crime

soft Law

tax optimisation

Collaborative 
initiatives

Industry bodies 
promoting esG 
practices

seminars  
providing  
training  
and learning

source: schroders, as at 31 December 2014.
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CoMPLIAnCe WItH Un PRInCIPLes FoR  
ResPonsIbLe InvestMent

UN PRI Principle Schroders compliance
Location in 
annual RI report 

P1. We will 
incorporate 
esG issues into 
investment analysis 
and decision-making 
processes

– eight esG specialists
– over 400 investment professionals
–  214 years experience as active fund managers
–  Responsible Investment (RI) and Corporate 

Governance policies for property, equities and  
fixed income

–  Proprietary shared global research platform
–  Joint (esG and company analysts) attendance at 

company meetings
–  Allocation of broker commission for  

esG research
–  esG analysts sector twinning with  

financial analysts
– Regular internal esG training

Page 4

Page 16-24

P2. We will be 
active owners and 
incorporate esG 
issues into our 
ownership policies  
and practices

–  RI policies for property, equity and fixed income
– Global voting strategy
–  Active engagement, with regular monitoring  

of success

Page 4

Page 6-15

P3. We will seek 
appropriate 
disclosure on esG 
issues by the entities 
in which we invest

–  engagement can address issues  
of disclosure, when necessary

–  Participation in collaborative disclosure initiatives
–  submissions to regulators, trade associations, 

legislators and other bodies

Page 8 – 15

Page 30

P4. We will promote 
acceptance and 
implementation of 
the principles within 
the investment 
industry

–  submissions to regulators, trade associations, 
legislators and other bodies

–  Membership of various bodies promoting esG
–  Participating in speaker panels  

at conferences etc

Page 9

Page 30

P5. We will work 
together to enhance 
our effectiveness in 
implementing the 
principles

– Collaboration
– Investor networks

Page 9

Page 30

P6. We will each 
report on our 
activities and 
progress towards 
implementing the 
principles

– Quarterly reports
– Annual reports
– thematic and special reports
– Responsible investment intranet site
– Responsible investment internet
–  Available on www.schroders.com/

responsibleinvestment

this section demonstrates our compliance with the UnPRI as well as highlighting the relevant 
pages within this report where evidence of this compliance is demonstrated, in addition to other 
sources not included in this report.
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APPenDIx

Consumer Discretionary Environment Social Governance

bMW ✓ ✓ ✓

bovis Homes ✓

british sky broadcasting ✓

Carnival ✓

Darty ✓

Debenhams ✓

experian ✓

Future ✓

Home Retail Group ✓

Inchcape ✓

Informa ✓

Itv ✓

Kingfisher ✓

Ladbrokes ✓

Laird ✓

Merlin entertainments ✓

norcros ✓

Pearson ✓

Pendragon ✓

Photo-Me International ✓

Pirelli & Co ✓

Redrow Group ✓

trinity Mirror ✓

United business Media ✓

Consumer Staples Environment Social Governance

Anheuser-busch (Inbev) ✓ ✓

Astra Agro Lestari ✓ ✓

Coca-Cola Femsa ✓

Dairy Crest Group ✓

Graincorp ✓ ✓

Imperial tobacco ✓

Mondelez International ✓

nestle ✓ ✓

Pets at Home ✓

sainsbury ✓ ✓

tate & Lyle ✓

tesco ✓ ✓

Unilever ✓ ✓

WM Morrison ✓

Energy Environment Social Governance

Anadarko Petroleum ✓ ✓

Apache ✓

bG ✓

bP ✓ ✓ ✓

Gulfsands Petroleum ✓

santos ✓ ✓

shell ✓ ✓

shell transport and 
trading Company 

✓ ✓ ✓

soco International ✓

tullow oil ✓

Wood Group ✓

Table 6: Companies specifically engaged with on ESG topics during 2014
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Financials Environment Social Governance

3i Group ✓

Ashmore Group ✓

banco santander ✓ ✓

barclays ✓ ✓

bnP Paribas ✓

Charles stanley ✓

Chesnara ✓

Citigroup ✓

Commerzbank ✓

Credit Agricole ✓

Credit suisse ✓ ✓

esure ✓

Friends Life ✓

Grainger ✓

Halkbank ✓

HsbC ✓ ✓

InG ✓

Julius baer ✓

Lloyds banking Group ✓ ✓

Munich Re ✓

natixis ✓

nomura ✓

Provident Financial ✓ ✓

Royal & sun Alliance  
Insurance Group ✓

Royal bank of scotland ✓ ✓ ✓

société Générale ✓ ✓ ✓

standard Chartered ✓

svenska Handelsbanken ✓ ✓

Ubs ✓

Unicredit ✓

Health Care Environment Social Governance

Advanced Medical optics ✓

AstraZeneca ✓ ✓

bayer ✓ ✓

GsK ✓ ✓

novartis ✓ ✓

Qualicorp ✓

shire Pharmaceuticals ✓

smith & nephew ✓ ✓

stryker ✓

Universal Health services ✓

Industrials Environment Social Governance

ACs Actividades de 
Construccion y servicios ✓ ✓

AP Moller-Maersk ✓ ✓

bAe systems ✓

Canadian Pacific Railway ✓

Carillion ✓ ✓ ✓

Danaher ✓ ✓ ✓

edenred ✓

emerson electric ✓ ✓ ✓

FirstGroup ✓

G4s ✓ ✓

Haitian ✓ ✓ ✓

Hyundai engineering & 
Construction ✓

International Consolidated 
Airlines ✓

Kier Group ✓

Melrose ✓ ✓

Qinetiq ✓

Rentokil ✓

Rolls-Royce ✓

sime Darby ✓ ✓
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Telecommunication 
Services Environment Social Governance

Inmarsat ✓

vodafone ✓

Utilities Environment Social Governance

beijing enterprise Water 
Group ✓

Centrica ✓

eneL ✓

scottish and southern 
energy ✓

Information Technology Environment Social Governance

AAC technologies ✓ ✓

Apple ✓

Cielo ✓ ✓ ✓

Gemalto ✓

Google ✓

Halma ✓

Hexagon ✓ ✓

Hon Hai Precision ✓

Inside secure ✓

Juniper networks ✓ ✓

Prysmian ✓

Radiant opto-elect ✓ ✓ ✓

sDL ✓

Materials Environment Social Governance

Anglo American ✓ ✓

Anglo Pacific Group ✓

Antofagasta ✓ ✓ ✓

Arkema ✓ ✓

bAsF ✓ ✓

bHP billiton ✓ ✓

Materials Environment Social Governance

empresas CMPC ✓

essentra ✓ ✓ ✓

Incitec Pivot ✓

Kazakhmys ✓ ✓ ✓

LG Chemical ✓

newcrest Mining ✓ ✓

orica ✓ ✓ ✓

Rio tinto ✓ ✓

sIKA ✓

solvay ✓ ✓

suzano ✓ ✓ ✓

syngenta ✓ ✓

synthomer ✓

Zotefoams ✓

Industrials Environment Social Governance

speedy Hire ✓

spirax-sarco engineering ✓ ✓ ✓

swire Pacific ✓ ✓

trifast ✓

Ultra electronics ✓ ✓

Weir Group ✓ ✓ ✓

source: schroders as at 31 December 2014. 
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Meet tHe teAM

Issued in May 2015 by schroder Investment Management Limited, 31 Gresham street, London eC2v 7QA. Registration  
no 1893220 england. Authorised and regulated by the Financial Conduct Authority. 

Jessica Ground, Global Head of Stewardship 
Head of the team
Joined schroders 1997

Seema Suchak, ESG Analyst 
Healthcare, Materials
Joined schroders 2012

Rick Stathers, Head of Responsible Investment 
Utilities, telecoms, Climate change
Joined schroders 2000

Sophie Rahm, ESG Analyst 
Industrials, It
Joined schroders 2013

Daniel Veazey, Corporate Governance Analyst
Corporate Governance
Joined schroders 2004

Shelley Keep, Voting Specialist
Corporate Governance
Joined schroders 2013

Solange Le Jeune, ESG Analyst  
energy, Financials, Climate change
Joined schroders 2011

Elly Irving, ESG Analyst 
Consumer goods and services
Joined schroders 2014
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necessarily represent views expressed or reflected in other schroders communications, strategies or funds. this document is intended to be for information purposes only and 
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latest audited annual report (and subsequent unaudited semi-annual report, if published), copies of which can be obtained, free of charge, from schroder Investment Management 
(Luxembourg) s.A. An investment in the Company entails risks, which are fully described in the prospectus. the capital invested is not guaranteed. Schroder ISF Global Climate 
Change Equity: the fund will frequently make investments using currencies which are different to the fund currency and this may affect the value of the investments and any 
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