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I NT ROD U CTION
This is our latest quarterly report outlining
our engagement and voting activity with
companies we invest in. We implemented our
formalised approach to voting and engagement
at the beginning of March 2017 and this report
summarises our voting and engagement for the
second quarter of 2018. Prior to this, aside from
our usual regular meetings with management,
we have voted and engaged with companies on
a number of issues on an ad hoc basis.

We use the ISS proxy voting service in order to
inform our decision making, however we will not
automatically implement its recommendations.
When we meet a company to discuss governance
issues the research analyst does so alongside
the Director of Responsible Investment as we
are committed to ensuring that responsible
investment operates within our investment
process rather than apart from it.
For information regarding our approach to
responsible investment, including our response
to the UK Stewardship Code and our voting
principles, please visit our website:

Our client base is a mix of private client portfolios,
small pension funds, trusts and charities; given
this we have a long tail of small holdings which
represent legacy and cherished positions. It
would be impractical to vote on all our equity and
investment trust positions and therefore we have
chosen to focus on our largest and most widely
held positions where we can have most influence.
Given the nature of our predominantly UK client
base, these are UK listed equities and investment
trusts. We may look to expand the voting universe
in the future.

https://www.quiltercheviot.com/uk/privateclient/why-quilter-cheviot/responsiblebusiness/responsible-business-for-investment/

Contact:

Where clients wish to vote their holdings in
a specific way we will do so on a reasonable
endeavours basis; this applies whether the
investment is in the core universe or not, and also
to overseas holdings. Over the past quarter we
have ensured that over 60 clients have been able
to instruct their votes.

Gemma Woodward
Director of Responsible Investment
e: gemma.woodward@quiltercheviot.com
t: 020 7150 4320
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E N G AG EM ENT
We actively engage with companies on a number of issues, particularly those relating to
remuneration and board composition. Below we have outlined some examples of our engagement
during the three months to the end of June 2018.
Pay awards relating to share price performance
In 2012 shareholders had agreed a remuneration
policy for a UK building firm that resulted in a
significant pay-out to the executive team in 2018.

‘Over-boarded’ NEDs
We identified a non-executive director who
holds multiple positions in the investment
trust sector, four of which are holdings on our
research monitored list. We spoke with the
chair and deputy chair respectively of two of
the companies we invest in to explore whether
the NED was able to devote sufficient time
to each of these roles. We had two markedly
different conversations with one company being
somewhat defensive, and the other welcoming
a wider discussion. We concluded that we were
very happy to support the re-election of the
NED.

We met with the chair and the remuneration
committee chair to discuss the position; this was
very full and frank exchange and for us, the key
determinants behind our decision to support
management were:
•

The remuneration policy had been agreed
by shareholders in 2012 and the targets set
within the policy had been met in full. We
are highly critical of companies that change
agreed performance targets, effectively
lowering the threshold for receiving
additional compensation and rewarding
managers for poor performance. It would
therefore, in our view, be hypocritical to
renege on the compensation agreement
simply because the success of the business
resulted in a higher pay out than originally
foreseen

•

Given the quantum of the award the board
made it very clear that it had investigated
whether it was possible to challenge the
remuneration contract legally in order to
reduce the pay-out, however it was advised
that this was not possible

•

The appointment of a new chair in June and
the hope that he will bring the right cultural
fit to hold the executives to account in a
more robust fashion

For another company – in this case in the FTSE
100 – one of the NEDs holds seven positions.
Unlike in the example above these are all fullblown companies rather than investment
trusts. Whilst the NED was stepping down from
one position, the total number exceeded our
guidelines and therefore we voted against the
NED’s re-election.

Conflict of interest
ISS our proxy voting service provider
recommended an abstention vote on the
remuneration report and the re-election of the
audit committee chair for a company where a
connected party of Quilter Cheviot is a NED.
In these circumstances our conflict of interest
policy comes into play and we have to follow
ISS’ policy without deviation. In this case ISS
then revised its recommendations to supporting
management. We therefore followed this
guidance.
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Money, money, money
There were a number of other controversial votes
during this AGM season with the focus being
on remuneration. We were largely supportive of
companies where we were able to engage with
them, or understand the rationale behind the
decision.
•

•

A multi-national consumer goods company
was restructuring its remuneration structure
from a salary to fixed pay approach.
The concern was that whilst the revised
long-term plan had lower multiples than
previously, this would result in higher payouts. We felt given the global nature of
the business, the comparison had to be
on that basis and as we know the CEO will
be stepping down soon, the remuneration
policy has to be structured to attract the
top external global talent. The pay totals
are significant however they are not out of
line with the scale of the business. We also
felt that moving to a fixed pay structure
simplifies the overall remuneration and
that the focus is very much on the level of
the management team’s share ownership.
Therefore we supported management.

•

This pharmaceuticals company had
appointed a new Chief Scientific Officer
on a pay scale above that of the CEO. The
quantum of the pay award may appear to be
troubling; however this was very much in line
with the pay levels of the US market whence
he was recruited. Furthermore we believe
his appointment is integral to the company’s
execution and therefore we supported
management.

•

For this telecoms company we felt that the
disclosure surrounding financial performance
targets and the overall performance of the
company did not warrant the awards that
were being granted. Therefore we voted
against management.

•

appointment of a new CEO; however we
felt that the Executive Chairman’s salary
warranted a greater reduction than 20%
given that his previous pay reflected his dual
role of CEO and Chairman. Therefore we
voted against the remuneration report.
This UK bank faced a vote against the
remuneration report owing to concerns
around the disclosure of how the bonus pool
was determined and the multiplier used. We
determined to support management for a
number of reasons:
- The overall quantum of the award was
justified given the progress the company
has made
- The move to use statutory profit rather
than underlying as one of the performance
metrics is a significant positive

For the second year in a row this
pharmaceuticals company has not addressed
shareholder concerns. Last year we and
other shareholders (13.6%) in total voted
against the remuneration policy; this year
over 13% of shareholder voted against the
remuneration report. We welcomed the
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•

In the case of this oil company our focus
was on understanding how the CEO’s bonus
stacked up. The two elements that drove
the bonus award were free cash flow and
the CEO’s personal performance. We have
suggested (strongly) that the company is
more specific about the contributors to
the individual performance factor in the
remuneration report (and indeed in its
subsequent explanations). Primarily the
CEO was awarded a 1.2 result (the individual
performance factor) owing to his work
around energy transition (lower carbon
future) and the net carbon footprint aims that
have been introduced within the company.
We supported management however the
company has not been clear about the
discretionary element of the annual bonus
(the individual performance factor) and needs
to be more upfront about it.

•

The finance director of this construction
company was the recipient of a significant
increase in salary for the second year in
a row, as well as receiving a significantly
higher long-term incentive plan (LTIP) grant
of 225% (200% previously). This increase
follows high levels of shareholder opposition
to remuneration resolutions at previous
AGMs. In 2016 when this remuneration
policy was presented around 40% of
shareholders lodged votes against. As it
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Equity issuance
We are always keen to understand the rationale
behind the issuance of new shares and
specifically how it benefits existing shareholders
– our clients. On the whole it was pleasing that
companies were forthcoming regarding share
issuance and that the reasoning for doing so was
supportive to existing shareholders.

is an Irish incorporated company it is not
required to comply with section 439A of
the UK Companies Act 2006 which requires
companies to submit a remuneration policy
to a binding shareholder vote. Therefore it
submitted the new policy as an advisory
vote and subsequently made a couple of
tweaks to the policy however the following
year nearly 18% of shareholders voted
against the report; and Indeed for this AGM
nearly 40% of shareholders voted against
the remuneration report (including Quilter
Cheviot).

Consultations
This general industrials company faced a significant
vote against its remuneration policy at last year’s
AGM. Ahead of this year’s AGM the board is keen
to sound out shareholders and also consider
changes for the new policy which will be presented
at the 2019 AGM. For this year’s remuneration
report the board is limited as to the changes it is
able to make; and we will watch with interest in
terms of the mix of metrics that are proposed.
Within the new policy due in 2019 we would like to
see greater clarity as to how the RAFR (Reportable
Accident Frequency Rate) metric is considered;
and also to see the introduction of metrics related
to the plastic lifecycle.

•

For this real estate debt fund we were happy
to support further share issuance as there
was a clear picture of the advantages of
doing so: greater flexibility for the manager,
reducing the premium and providing
additional diversification within the fund.

•

Once again we supported this Real Estate
Investment Trust in issuing further shares
as we believe this is in line with the fund’s
strategy to sensibly grow, the management
company has ‘skin in the game’ through its
holdings in the trust; furthermore we like the
manager’s patient and long-term approach.

•

For these two Real Estate Investment Trusts
we were happy to support share issuance
in order to see the funds grow and also as
this had been very much outlined by the
companies previously.

VOTING
We voted at:

84
COMPANY
MEETINGS

VOTE

VOTE

Against the
remuneration
report

Against
political
donations
(1 votes against)

(3 votes against)

VOTE

VOTE

Against an
overboarded
NED
(1 votes against)
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Abstention
vote on the
re-election
of a NED
(1 abstention votes)
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GLOSSARY
Over-boarded: Where non-executive directors
are deemed to have a potentially excessive
number of non-executive positions and the
concern is whether they have sufficient time to
contribute to the board of the company

Clawback (and malus): Incentive plans should
include provisions that allow the company,
in specified circumstances, to ensure that a
recipient:
•

•

forfeits all or part of a bonus or long-term
incentive award before it has vested and been
paid – this is called ‘malus’ and/or

Pre-emption rights: These give shareholders
first refusal when a company is issuing shares

pays back sums already paid – this is called
‘clawback’

Premium listing: This was previously known as a
primary listing for the London Stock Exchange.
A company with a premium listing is expected
to meet the UK’s highest standards of regulation
and corporate governance

Disapplication of pre-emption rights: Existing
shareholders do not have first refusal on new
shares and therefore their holdings will be diluted

SID (Senior Independent Director): The SID
position is taken by an independent NED.
The SID often plays a critical role in ensuring
communication channels are open between the
board and shareholders.

Long-term incentive plan: Different companies
will give different names to these – essentially
these are equity-based variable awards which
are subject to meeting specified performance
metrics. The performance period should be at
least three years and it is preferred that there is
an additional holding period

Tender – bid waiver: This is the right to waive
the requirement to make a general offer under
rule 9 of the Takeover Code

NEDs (Non-Executive Directors): These are
directors who act in advisory capacity only,
however they should hold the executive directors
to account. They are not employees of the
company, however they are paid a fee for their
services

Total shareholder return (TSR): Is a measure
of the performance of a company’s shares; it
combines share price appreciation and dividends
paid to show the total return to the shareholder
expressed as an annualised percentage.
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O U R OFFICES

GLASGOW OFFICE
Delta House
50 West Nile Street
Glasgow G1 2NP
t: +44 (0)141 222 4000

EDINBURGH OFFICE
Saltire Court
20 Castle Terrace
Edinburgh EH1 2EN
t: +44 (0)131 221 8500
LIVERPOOL OFFICE
5 St Paul’s Square
Liverpool L3 9SJ
t: +44 (0)151 243 2160

BELFAST OFFICE
Montgomery House
29-33 Montgomery Street
Belfast BT1 4NX
t: +44 (0)28 9026 1150

MANCHESTER OFFICE
4th Floor, The Pinnacle
73 King Street
Manchester M2 4NG
t: +44 (0)161 832 9979

EDINBURGH

QUILTER CHEVIOT EUROPE
Hambleden House
19-26 Lower Pembroke Street
Dublin D02 WV96
Ireland
t: +3531 799 6900

GLASGOW

LEEDS OFFICE
2nd Floor, Toronto Square
Toronto Street
Leeds LS1 2HJ
t: +44 (0)113 513 3933

BELFAST

DUBLIN

BRISTOL OFFICE
3 Temple Quay
Temple Way
Bristol BS1 6DZ
t: +44 (0)117 300 6000

LEEDS
LIVERPOOL

MANCHESTER

LEICESTER

BIRMINGHAM

LONDON

BRISTOL
SALISBURY

SALISBURY OFFICE
London Road Office Park
London Road
Salisbury SP1 3HP
t: +44 (0)1722 424 600

JERSEY

LEICESTER OFFICE
1st Floor
7 Dominus Way
Leicester LE19 1RP
t: +44 (0)113 513 3933
BIRMINGHAM OFFICE
8th Floor, 2 Snowhill
Birmingham B4 6GA
t: +44 (0)121 212 2120

LONDON OFFICE
Senator House
85 Queen Victoria Street
London EC4V 4AB
t: +44 (0)20 7150 4000

INTERNATIONAL & JERSEY
3rd Floor, Windward House
La Route de la Liberation
St Helier
Jersey
JE1 1QJ
t: +44 1534 506 070

To find out more about Quilter Cheviot or how we can help you, contact us on
020 7150 4000 or marketing@quiltercheviot.com

quiltercheviot.com
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(11/2021)
QCB037

Investors should remember that the value of investments, and the income from them,
can go down as well as up. Investors may not recover what they invest.
Past performance is no guarantee of future results.
Quilter Cheviot Limited is registered in England with number 01923571, registered office at Senator House, 85 Queen Victoria Street,
London, EC4V 4AB, England. Quilter Cheviot Limited is a member of the London Stock Exchange; is authorised and regulated by the
UK Financial Conduct Authority; has established a branch in Jersey and is regulated under the Financial Services (Jersey) Law 1998
by the Jersey Financial Services Commission for the conduct of investment business in Jersey and by the Guernsey Financial Services
Commission under the Protection of Investors (Bailiwick of Guernsey) Law, 1987 to carry on investment business in the Bailiwick of
Guernsey. Accordingly, in some respects the regulatory system that applies will be different from that of the United Kingdom.

quiltercheviot.com

