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RESPONSIBLE INVESTMENT AT QUILTER CHEVIOT

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 2019. 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. We have ensured that 79
clients were able to instruct their votes over the
last quarter.

Gemma Woodward
Director of Responsible Investment
e: gemma.woodward@quiltercheviot.com
t: 020 7150 4320
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E NGAG EM ENT
We actively engage with companies on a number of issues, particularly those relating to remuneration
and board composition. We use ISS as our proxy voting service provider and based on our responsible
investment principles, ISS provides recommendations on each resolution companies put forward to
shareholders. We do not always follow the ISS recommendations as we believe it is important that
as responsible investment is integrated into our investment process that Quilter Cheviot makes up
its own mind. In all cases where we have a concern regarding a company we make contact to discuss
the issues ahead of the AGM. In all cases (bar two) in the last nine months companies respond to our
concerns and we discuss these in person or through a telephone call.
Below we have outlined some examples of our engagement during the three months to the end of
June 2019:
Oil & gas
We met again with the chair of the remuneration
committee to discuss the proposed changes the
company is making to its remuneration structure.
Pleasingly the company is including a metric
relating to Energy Transition in its LTIP (longterm incentive plan). We welcome this positive
move and will look to other oil & gas companies
to make similar changes to their remuneration
structure.

Given the concerns we have had about this
company we would like to see a member
of the board lead on the sustainability and
CSR (corporate social responsibility) policies.
Furthermore these metrics should be part of
executive remuneration.
Investment trust
We met the chair to discuss proposals around
fees. Three years ago the board reduced fees for
AUM (assets under management) over £1 billion
and this year have told the manager that they
will not pay research costs. The latter is an issue
we have not come across that often and the
chair explained that it stems from US managers
and brokers having a very different approach
to research costs. The board is considering
changing the performance fee structure and we
saw no significant concerns with the proposal.

House builder
We met the chair and chair of the remuneration
committee to discuss progress at this company.
We have previously expressed our concerns
around culture, board composition, remuneration
as well as senior management retention.
There have been some positive developments
following the appointment of the chair and now
the new chief executive. The focus is on ensuring
that the company is not overly insular and that
the strong culture is harnessed more effectively.
In regards remuneration there have been a
number of innovations including:
•
paying employees over the age of 18
(excluding apprentices and trainees) a
minimum of the Real Living Wage, as set by
the Living Wage Foundation
•
moving executive pension contributions in
line with the work force
creating an employee advisory panel
•

Technology
Over the quarter we had two meetings with
board members, firstly with the chair of the
remuneration committee and then a few weeks
later, with the chair of the board. The proposed
remuneration policy is disappointing; whilst there
are positive moves such as different metrics for
the annual bonus and LTIP and that the LTIP
will be over a three year term; overall we are not
convinced of its merits.
It is proposed that revenue and revenue growth
are used as metrics instead of billings and
cash - we have repeatedly stated that this is
simply ‘double dipping’ as the previous scheme
rewarded on billings and therefore revenue is
simply the outcome of that further down the line.

There will be a new remuneration policy in 2019
and the chair of the remuneration committee is
focussed on balancing shareholder alignment
and senior management retention.
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Investment trust
We met the chair in order to have a general
discussion regarding the trust. The topics
included discount management, fees (including
the performance fee structure) and disclosure of
holdings.

We also discussed the TSR (total shareholder
return) measure - it is proposed to be against the
FTSE 250 (ex ITs); we suggested the company
consider a global tech peer group as it seems
contradictory to justify RSUs (restricted stock
units) in the context of US west coast tech
companies and then not use that as a peer
group. Thought should be given to doing a
50/50 split between the FTSE 250 / global tech
peer group.

We also talked about the board composition and
NEDs (non-executive directors). The chair (quite
rightly) believes that NEDs should hold shares
equivalent to one year’s salary; we also discussed
the committee composition as all the NEDs are
on each committee and whether this meant that
it was always the same conversation. The chair
felt that given the small size of the board and the
relative simplicity of the trust that this was not a
concern.

At the meeting with the chair we outlined our
position in regards the remuneration structure,
communications with the market, and the UK
listing.
Financial services
A requisition had been made by an activist
shareholder to gain a seat on the board. The
activist had been in contact with shareholders
but according to the bank had not been
interested in meeting the wider executive team
and had not shared its proposals with the
bank. From our perspective we felt that the
activist had not fully communicated his plan to
shareholders and additionally there is a track
record of executives leaving the business once
the activist is appointed to a board. We have had
concerns with the bank’s management in regards
the CEO’s involvement in attempting to identify
a whistle-blower; however we believe that the
strategy is on track and therefore voted against
the requisition.

Finally we talked about ESG integration. The
chair agreed that this is an increasingly important
area and that the board discusses this more and
more. Additionally that he would expect the
disclosure and content to increase. We noted
that whilst manager’s company has a large team
of ESG analysts, whether the manager buys into
this or not is the critical point. The chair noted
that a number of the shorts in the portfolio are
because of governance issues.
Investment trust
Again this was a ‘get to know the chair’ meeting
and to discuss issues pertinent to the fund. This
investment trust has a fund of fund approach
through one investment house. We explained
that would like to see one list of all the holdings
rather than the current split of the top 50 list and
then each of the sleeves individually. We believe
that all investors should see the full portfolio (in
line with the Investment Association’s Statement
of Recommended Practice) and that having it in
the current format is not user friendly. The chair
agreed that this is something the board would
look to do.

Real estate investment trust
We raised our concerns regarding the
remuneration package for executives which
would see them receive around 50% of their
LTIP despite the TSR (Total Shareholder Return)
metric not being met. We are concerned that
pay-outs are being made when shareholders
have not benefited through the share price.
We are also dubious of the other metrics used
to calculate the LTIP which may be achieved
independently of the TSR. The company will be
reviewing future metrics, however in this instance
we felt that the remuneration was not aligned
with our clients’ interests and therefore voted
against the resolution.

Again the chair believes that NEDs should have a
least one year’s salary invested in shares, and the
chair should have a larger holding.
In regards ESG disclosure we noted that the
information on the company website was very
data oriented and gave no clue as to the level of
engagement or themes involved. The board is
keen to improve this.
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VOTING
Over the second quarter we voted at:

80
COMPANY
MEETINGS

VOTE

VOTE

votes against a
remuneration report

vote against report
and accounts

VOTE

VOTE

vote against an investment
trust changing its
investment policy

vote against share issuance

VOTE

VOTE

abstention regarding the
re-election of a NED

vote against a
shareholder requisition

(1 abstention votes)

It is important to note that on a number of occasions having engaged
with the relevant company we did not follow ISS’ recommendations.
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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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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

