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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.
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 the most influence. Given the
nature of our predominantly UK client base, these are UK listed equities and investment trusts. From the
beginning of 2020 we expanded the universe to include companies listed in the UK where we own more
than 0.2% or £2 million on behalf of discretionary clients. This has meant that our voting universe has
more than doubled.
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 28 clients were able to instruct their votes over the last quarter.
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 responsible investment team 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: https://www.quiltercheviot.
com/uk/private-client/responsible-investment-and-esg-integration/
Under the Shareholder Rights Directive II (SRD II) we have updated our Shareholder Engagement
Policy: https://www.quiltercheviot.com/uploads/2020/06/1e72a4b82891b59584f567d654d385
3d/os009911_qc_shareholder_engagement_policy1.pdf
We have disclosed all votes placed within our voting process, as well as rationales for where we have
abstained or voted against management. We have also identified where we have voted differently
to the recommendations from ISS (our proxy voting adviser), please visit our website: https://www.
quiltercheviot.com/uk/private-client/responsible-investment-and-esg-integration/
The topic of responsible investment (environmental, social and governance factors) has captured
significant attention. Both media, and more importantly, regulators have turned their attention to the
topic sometimes resulting in confusion for investors as the jargon proliferates.
The second quarter of the year is always a busy time in the UK AGM season. Our engagements with
companies were informed by the backdrop of Covid-19, the challenges of virtual-only AGMs as well
as the long-running concerns over executive pension alignment with the wider workforce. For some
time in the UK it has been ‘acceptable’ for CEOs to be paid a pension payment which in quantum is a
significant percentage of their salary, whilst the workforce has received a much lower pension (as a
percentage of their salaries). A number of our engagements with companies focussed on how change is
being enacted.
We explore the impact of Covid-19 on ESG considerations, meanwhile with London Climate Action week
this is an opportunity to remind people that climate change remains a clear and present danger.
Claudia Quiroz, Lead Manager of the Climate Assets Fund, which reached £100 million in assets under
management this year, marks the fund’s 10th anniversary by reflecting on what sustainable investment
means today.
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POSITIVE CHANGE

This is how we define different aspects of this
larger topic:

We have launched a new offering for our
discretionary clients and more information on
this and the thought process behind it may be
found on page 15.

Responsible investment and ESG
integration – for discretionary clients
We vote and engage with companies
and fund managers on ESG matters.
Integrating ESG considerations into
our investment process can have direct
and indirect positive outcomes on the
investments we make on behalf of our
clients.

ESG
INTEGRATION

POSITIVE
CHANGE
EXCLUSIONS

Ethical investment:
based on client requirements

SUSTAINABLE
INVESTING

This is incorporated on an individual
client basis, informed by their specific
ethical preferences. These will vary from
client to client and will focus on sectors,
industries or individual companies.

Sustainable investment – the Climate
Assets Fund and discretionary portfolios
Investing in the growth markets of
sustainability and environmental
technologies, with a strong underpinning
of ethical values. The strategy is fossil
fuel-free and invests in global equities,
fixed interest and alternative investments.
Five positive investment themes are at
the heart of the stock selection: lowcarbon energy, food, health, resource
management and water.

Contact:
Gemma Woodward
Director of Responsible Investment
e: gemma.woodward@quiltercheviot.com
t: 020 7150 4320
Greg Kearney
Responsible Investment Analyst
e: greg.kearney@quiltercheviot.com
t: 020 7150 4147
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E NGAG EM ENT
Below we have outlined some examples of our engagement during the three months to the end of
June 2020. In line with SRD II disclosure regulations we have in the majority of cases included the
name of the company or fund. In some cases we will not, as this would be unhelpful in the long-term to
the ongoing engagement process.
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, 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.
DS Smith PLC
This was an initial conversation with the Chair
of the Remuneration Committee as well as the
company’s sustainability team. We covered a
number of areas including the initial response
to the Covid-19 crisis as well as the potential
inclusion of ESG criteria into incentive plans.
We also raised the topic of executive pension
contribution alignment with the wider workforce.
This is being adjusted with the new iteration of
the remuneration policy where new executive
director contributions will be brought in line.
The CEO contribution is being reduced on a
slower trajectory over two years. We could
not necessarily see the rationale for slower
alignment and have encouraged an acceleration
of this process. We raised the topic of using
ESG metrics in executive remuneration. This
has not previously been widely incorporated,
but is something that is being explored in more
detail. The fact that ESG metrics are only now
being considered is perhaps surprising given the
business strategic focus on sustainability issues
and sustainable product lines. The company is a
strong ESG performer in its sector. Sustainability
targets are a thread running through their annual
report and they have relatively well developed
corporate KPIs on this. We will monitor this
moving forward.

of material ESG metrics. Both dialogues began
with an overview of how CRH was reacting to
the current Covid-19 crisis. The company’s key
focus is maintaining relationships with suppliers
and keeping supply chains open; in a number
of geographies to supply a lot of their material
internally which is helpful. Executive salaries
have been immediately reduced in the short
term as a result of the crisis. Executive pension
contributions have been revised downward in
the latest iteration of the remuneration policy;
therefore any new director level appointment will
have a pension contribution level which is aligned
with the general workforce of the relevant
country. The CEO’s pension contribution is being
reduced from a very high level however there
is still a significant gap. While we welcome the
changes to the new policy, we have encouraged
the company to close the gap further and faster.
CRH is in an industry that struggles at times
to attract female talent and whilst the board
is on course to meet a target of 50% women
representation, progress has been slower in
other areas of the business. The company has
put in place targeted measures at intake level
and has recently employed an Inclusion &
Diversity Officer. At the plant level, safety and
diversity metrics are included in manager bonus
determination.

CRH PLC
We held two separate wide-ranging discussions,
one with the sustainability team and one with the
Chair of the Remuneration Committee. CRH has
a well-resourced sustainability team and appears
committed to tracking and disclosing a range

Prudential PLC
Prior to the 2020 AGM we discussed executive
remuneration. We welcomed a number of
changes proposed by the company, some
in reaction to the unfolding Covid-19 crisis.
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on this occasion but will monitor the situation
moving forward to ensure the promises around
redundancies and furloughing are met.

Prudential took the opportunity to make
adjustments in the newly proposed remuneration
policy including accelerating executive
alignment of pension contributions with the
wider workforce, LTIP freezes and a reduction
in executive salaries. We supported the
proposals given the increased alignment with
the experience of the wider workforce and other
stakeholders.

Barclays PLC
Two climate related resolutions were tabled
at the Barclays AGM. One led by ShareAction
required Barclays to produce a detailed strategy
to phase-out lending to carbon intensive clients
in the energy and utilities sector (aligned with
2015 Paris Climate Agreement). In response
Barclays proposed its own climate related
resolution with the aim to align all activities (not
just lending in energy and utilities) with the Paris
Agreement and to be net zero carbon by 2050.
Barclays stated ‘We set an ambition to be a net
zero bank in Scopes 1, 2 and 3 by 2050, in line
with the objectives of the Paris Agreement’.
Progress will be reported annually and extend
to all Barclays activities. After engaging with
Barclays, we were comfortable with the rationale
for both proposals, indeed there is a significant
crossover in the aims of both. We therefore
supported the Barclays proposal and abstained
on the shareholder proposal. While supportive of
the aims of the shareholder proposal we would
like to give Barclays the ability to implement
its own strategy and avoid having two legally
binding and perhaps competing strategies. We
will monitor the situation moving forward as
2050 is a long time and the steps to this goal
must be identified and reported to investors.

Royal Bank of Scotland Group PLC
We spoke to the board of RBS prior to the
2020 AGM in relation to the new remuneration
policy being proposed. The new policy did not
contain too many changes however one area we
explored with the board was the absence of a
clause for the pro-rating of outstanding awards
for good leavers under the long-term incentive
plan. It is standard market practice to include
such a clause. The Chair of the Remuneration
Committee explained that the board believed
that in order to ensure executives are focused on
the long-term, rather than on short-term wins,
the discretionary element of pay is structured
around the LTIP solely – there is no annual bonus
element. The decision to pro-rate the LTIP only
from the year of an executive’s departure was
based on a number of factors: the removal of the
annual bonus, a desire to not incentivize people
to stay in ‘dead duck’ positions and also to move
away from the ‘golden hello’ culture of buying
people out of awards to sweeten the job move.
On the basis of our engagement we voted to
support management on this item.

Intercontinental Hotels Group PLC
We spoke to the company in advance of the
2020 AGM, regarding concerns raised by our
proxy voting adviser on executive pay increases.
The company proposed an increase in LTIP
opportunity to compete more effectively in the
US talent pool whilst at the same time improving
recruitment and retention. After speaking to the
company we are comfortable with the proposed
changes to the remuneration policy. We would
consider Intercontinental Hotel Group’s peers
to have a more significant US focus. When
comparing remuneration to these peers, IHG
is far below median. While the increases will
not take the LTIP opportunity close to those
of the company’s US peers, it should allow
headroom for more competitive US hiring and
retention. That said, all pay increases (including
LTIP) have been postponed indefinitely until
current economic environment stabilizes, so
the new policy will not be implemented for the
foreseeable future. We supported management

British American Tobacco PLC
We engaged with the board on the topic of
executive remuneration prior to the 2020 AGM.
Since the beginning of the Covid-19 crisis we
have looked to speak to companies proposing
increases to executive compensation to ensure
that the experience of the directors is in line with
that of the wider workforce. The remuneration
committee had proposed increases to CEO’s
salary and CFO’s LTIP. After speaking to the
company we are comfortable with the rationale
of the increase which still leaves the total
compensation for the CEO and CFO below
peer medians. Importantly BAT confirmed that
there were no redundancy or furloughing plans,
and that all other pay rises and promotions
across the company will go ahead. Therefore
CEO and CFO remuneration changes are not
inconsistent with the experience of the wider
workforce. We therefore supported management
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enable management to avoid uncomfortable
questions. After discussing with the company
it has released additional information further to
the above on how and when virtual-only AGMs
would apply. We are comfortable with the
rationale and supported management.

in this instance. We will monitor the situation
moving forward.
Standard Life Aberdeen PLC
One of the emerging concerns from this crisis
is the potential dampening of the shareholder
voice in the absence of physical meetings. At the
2020 AGM Standard Life Aberdeen proposed
a change to the articles of association: the new
articles appeared to provide the possibility for
virtual-only shareholder meetings beyond the
current period. While there are benefits from
allowing participation at shareholder meetings
via electronic means, virtual-only meetings
may hinder meaningful exchanges between
management and shareholders, and enable
management to avoid uncomfortable questions.
After speaking with the company it clarified that
the changes are being made in reaction to the
current crisis and would never be virtual-only.
Consequently, we supported management on
this resolution.

Lloyds Banking Group
Lloyds proposed a new remuneration policy
at the 2020 AGM. This included replacing
the performance based long-term incentive
structure with a scheme modeled around a
restricted share plan. We were concerned that
reduction in quantum opportunity was not
sufficient to offset the certainty of payout. After
discussing the new policy with the company we
supported management on the item related to
the acceptance of the new remuneration policy,
in recognition of the positive changes such as
alignment of executive pension contributions
with the wider workforce. However we did
not agree with the rationale provided by the
company on the new incentive structure and
voted against the specific item on LTIP awards
(that had been separate from the remuneration
policy vote on the agenda). We did not agree
that in switching from a variable to restricted
share unit structure there has been an
appropriate reduction in total compensation as
the proposed guaranteed element of the plan
was too high.

Intertek PLC
We contacted the company regarding concerns
over that CEO pensions contributions were not
aligned with the wider workforce and there do
not appear to be plans implement alignment
within the new remuneration policy being
proposed at the 2020 AGM. While we recognize
that all newly appointed Executive Directors from
2018 have a pension in line with the work force,
the CEO’s pension contribution remains high
and after speaking to the company there does
not seem to be a pathway to reducing it. This is
not best practice and is not in line with the UK
Corporate Governance Code. In this instance
the facts that the CEO’s remuneration package
was contractually agreed in 2015 and that he has
performed very well were not compelling enough
rationales for an outsized pension contribution.
Therefore, we voted against the remuneration
policy.

RIT Capital Partners
This was an initial conversation with the trust
from a voting and engagement perspective.
We spoke to the company regarding a couple
of concerns prior to the 2020 AGM. The first
issue raised was a continued payment to the
ex-Executive Chairman (who founded the
company) in relation to his work in sourcing new
investment opportunities. This payment was to
fund his office as well as medical insurance. On
the basis of our conversation, and a commitment
from the company to review how this payment
is structured we voted to abstain on the item
related to the remuneration report and will
monitor progress moving forward. The second
issue related to the independence of an NED.
Although categorised as independent by the
board, a potential independence issue has been
identified and the NED sits on the Audit and
Remuneration Committees which is not in line
with the best practice and the UK Corporate

Brunner Investment Trust
This was another engagement related to a
proposed change in Articles of Association
at the 2020 AGM to allow a remote general
meeting to take place. While there are benefits
from allowing participation at shareholder
meetings via electronic means, virtual-only
meetings may hinder meaningful exchanges
between management and shareholders, and
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management. Given the size of the company
and our short history of dialogue, we will open
an engagement later in the year but voted to
support management on this occasion having
flagged our concerns and provided time for
changes to be made. If this remains an issue we
would consider voting against NED re-elections
in the future.

Governance Code. We believe this may present a
conflict of interest and the categorisation of the
NED as independent is inappropriate. We have
voted against re-election at the 2020 AGM.
Templeton EM Investment Trust
This was a general catch-up conversation with
the Chair of the board. We raised the topic of
board diversity, which is something the trust is
working on. The company is looking to refresh
the board and is aware that it is behind in
terms of female representation. The board is
currently recruiting actively for a female NED but
expect this to be delayed owing to the Covid-19
shutdown. Other topics discussed were planned
changes to the Articles of Association, in order
to allow virtual general meetings to take place.
Given the current situation, we were comfortable
with the rationale for these changes as long as
appropriate detail on how they will protect active
shareholder participation is made available.

Informa PLC
We raised a couple of concerns with the
company in advance of the 2020 AGM. Firstly,
the pension arrangement for the incumbent
Executive Directors remains above market
level and no commitment has been provided
to align the pension with that of the workforce.
Secondly there is no post-cessation shareholding
requirement. We discussed the concerns with
the company and further context was provided.
Informa decided to roll over the current
unchanged remuneration policy as there has
been significant delay to the appointment of a
new board chair (exacerbated by Covid-19). Once
in place (proposed timeline is end of 2020) the
new chair will lead the revision and proposal of
a new remuneration policy, with the concerns
outlined being areas that will be taken into
account. We have highlighted our expectations
that the revised policy should include a roadmap
to executive pension alignment with the wider
workforce as well as addressing other highlighted
concerns. We are disappointed that the previous
policy is being rolled over with no changes,
but appreciate that this is a difficult operating
environment. Once again, this is a new addition
to the voting universe and the first time we have
engaged with the company. We will monitor the
situation moving forward to the 2021 AGM and
supported management on this occasion.

LiDCO Group PLC
We held a conversation with the company
prior to the 2020 AGM regarding the potential
retesting of CEO long-term incentive awards
mid-way through the year, which is not best
practice. We discussed this topic with the Chair
of the Remuneration Committee. The board had
taken the decision to defer the performance
testing date by twelve months to allow market
conditions to normalise. There was exceptional
volatility in the company’s share price in the
period leading up to and during the pandemic.
The share price of LiDCO moved more than 150%
in the two months from February 2020 and
the Committee considered the current market
environment was not appropriate to measure
a fair and equitable market price. The CEO has
agreed that no new options would be issued to
him this year. We supported management.

WM Morrison Supermarkets PLC
We discussed the newly proposed remuneration
policy with the Chair of the Remuneration
Committee prior to the 2020 AGM. The main
concern was the absence of a clear timeline
as to when the incumbent executives’ pension
contribution will be aligned with the workforce.
The company’s current position is against
the market’s direction of travel. Incumbent
executive pension contributions have been
frozen in sterling terms moving forward,
however there is a still significant gap. We were
a little disappointed a clearer roadmap was not

Jersey Oil & Gas PLC
Prior to the 2020 AGM we spoke to the
company to raise concerns surrounding board
independence and share awards. The board lacks
independent representation and NEDs were
granted share options in addition to their basic
fees, this is not in line with best practice. This is
a recent addition to our voting universe and a
small AIM listed company. The board is relatively
small, with only two Executive Directors and
two NEDs; this was also our first interaction with
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outlined for incumbent reductions at this AGM,
but welcome the positive changes to the new
remuneration policy such as the reduction of
pension contributions for new executive hires.
This was our first engagement with the company
and the new Chair of Remuneration Committee
has only been in position for a short period of
time. We have outlined our expectations to see a
more detailed roadmap to pension contributions
alignment by the next AGM. We voted in support
of management in recognition that the new
policy includes positive changes, but we will
monitor the situation moving forward.
Infrastructure Investment Trust
We were asked to be part of the investment
company’s external board evaluation. We
welcomed the opportunity as we believe these
evaluations are useful and a positive step.
Topic – Equity Issuance
In addition to the above engagements we
held multiple conversations with a number of
investment trusts on the topic of additional
equity issuance. We are generally supportive
of further issuance but believe it is critical to
understanding the general rationale and whether
it will be issued at a premium to NAV.
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Q UART E R VOTING STATISTICS
Over the second quarter we voted at:

140
COMPANY
MEETINGS

VOTE

VOTE

vote abstain on items related
to withdrawn dividend

vote abstain
remuneration report

(3 votes against)

VOTE

VOTE

vote against
remuneration policy

vote abstain
director re-election

VOTE

VOTE

vote abstain
remuneration policy

vote against
director re-election

VOTE

vote against
long-term share plan

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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MANAGEMENT RESOLUTIONS VOTED IN Q2 2020

16%

With management recommendation
Against management recommendation

84%

TOPICS WHERE WE HAVE VOTED AGAINST MANAGEMENT

13%
3%

Audit and accounts
Board structure
Capital structure
Corporate transactions
Remuneration
Shareholder rights/company articles
Other business

17%

33%
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T H E MI X E D F O RTU NES OF ESG : WILL WE
S E E A RE BALANCING AFTER THE CRISIS?
Gemma Woodward, Director of Responsible Investment
At the start of 2020, and with the earth literally glowing from the terrible bushfires in Australia, it
seemed that this decade would be defined by the global climate movement and the government’s
effort to achieve net-zero carbon emissions by 2050. As such, environmental considerations took
centre stage for companies and investors and public pressure was being applied based on the impact
companies had on the natural world.
Shifting public focus
Before the crisis, companies faced significant
public scrutiny over their environmental
credentials and their impact on the natural world.
In London during the summer of 2019, it was not
unusually common to find a climate protestor
glued to the offices of certain companies. The
awakening of the public conscious in regards
environmental concerns (please take a bow
David Attenborough and Greta Thunberg) did
lead to concrete action, for instance the high
court ruling that Heathrow’s third runway was
illegal, and the shareholder scrutiny of Barclays’
financing of carbon-intensive activities.

Fast-forward four months and the world is a very
different place. Environmental considerations
are, of course, still vitally important, but the
coronavirus pandemic has shifted the public
narrative significantly. Social and governance
considerations have dominated the response
to the crisis and, in my view, will create a longterm rebalancing in the way the public and
investors scrutinise corporations to assess their
sustainability.
Re-writing the rulebook
The pandemic has rewritten the rulebook of
financial markets; particularly so in the oil market.
The price of oil – the one-month West Texas
Intermediate (WTI) – has fallen into negative
territory as physical storage space ran dry and
demand reduced to an all-time low. On the
surface, this may seem like good news for the
alternative energy sector, but the reduced oil
price could hamper the further development and
adoption of alternative energy as it becomes
relatively less competitive.

However, as the world has reacted to the
pandemic that is Covid-19, public attention has
shifted and is now dominated by the role and
contribution of companies within society, and
social and governance considerations have
been vastly more important than environmental
considerations in providing the public and
investors with a lens to scrutinise company
behaviour during this period.

For companies, the lower oil price will make it
more economical to fund existing fossil-fuel
intensive projects rather than raise capital
for new green ventures. For individuals, any
incentive to switch to electric vehicles has just
reduced considerably; and for cash-strapped
governments faced with skyrocketing budget
deficits, support for expensive renewable
projects will be at an all-time low. As a
consequence, as investors we need to make sure
that companies’ stick to their environmental
agendas and that developments in alternative
energy continue apace.

As we talk to companies about how they
are operating in this new environment, it is
clear that they believe public perception on
whether they have had a ‘good’ virus will be
an important factor in future buying decisions.
Instead of ‘daddy what did you do during the
war?’ it is a case of ‘senior management what
did you do during Covid-19?’. The gap between
those businesses responding positively and
those appearing to exploit their employees or
government support has been cavernous and
we believe that this will not be forgotten by
consumers in a hurry.
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Public focus has also shifted to executive pay.
Before the crisis, the expectation that company
executives should be ‘in it together’ with their
employees was, except in a few organisations,
pretty much non-existent. The vast gap in pay
ratio between CEOs and the average employee is
an acute reflection of this, although recent moves
in the UK to align pension allowances has created
a chink in the armour of unequal pay
Now, there is a growing expectation that
management remuneration should be
appropriately aligned with the experience of
the wider workforce and executives and board
members will be expected to lead by example,
particularly if the business has utilised any
government support during the crisis. In the UK,
since the government has effectively nationalised
a significant chunk of the private sector wage
bill, we expect the government and select
committees to be scrutinising executive pay and
good governance like never before. The recent
decision from IPSA to allow MPs an additional
£10,000 allowance for working from home may
make this difficult, however.
The fear after any global crisis is that any difficult
and expensive projects are pushed to the bottom
of the agenda. This was certainly the case with
ESG investing after the 2008 financial crisis,
but there are promising signs that this time may
actually be different and that ESG will remain at
the top of the agenda for the long-term, albeit
with a shifting focus for the public, and shifting
priorities for investors. We believe that the
regulatory changes as well as public perception
will make it different this time. Investment
managers must recognise these shifting priorities
and the mixed fortunes of ESG, and ensure that
companies are contributing positively to the
post-pandemic world.
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C LI MATE ACTION
Gemma Woodward, Director of Responsible Investment
This was always supposed to be the decade to save the planet. But political priorities
have, understandably, shifted considerably since the new year as governments around
the world attempt to control the ongoing public health crisis and stabilise their respective
economies.
Now that some semblance of normality has resumed, and governments move to the
recovery phase of the crisis, it is imperative that they keep their eye on the ball when
it comes to the climate and ensure that their environmental commitments take centre
stage when implementing any fiscal support measures.
In the UK, as the Prime Minister evokes the spirit of Roosevelt’s new deal on announcing
a multi-billion pound infrastructure spending plan, it is important he remembers
Kennedy’s famous quip that the time to repair the roof is when the sun is shining.
The closer and closer we get to 2050, the more it will rain, and the harder it becomes
for governments to fix the roof. Initiatives such as London Climate Action week are
critical for ensuring that action on Covid-19 does not replace action on the climate and
that both governments and businesses continue to frame their response to the crisis in
environmental terms.
The financial sector has played a big part already by channelling capital investment
into the green economy and providing investors with products which match their
environmental conscious, but more can be done. This could include the introduction
of new green government bonds issued by HM Treasury to channel capital into ‘green’
infrastructure projects.

13

RESPONSIBLE INVESTMENT AT QUILTER CHEVIOT

S USTAI NA BLE INVESTM ENT
Claudia Quiroz, Lead Fund Manager of the Climate Assets Fund
Has coronavirus taught us lessons
about sustainability?

what was once seen as too difficult or too
problematic can now be seen in a new light.
Businesses have the opportunity to ‘build
back better’ as they align their return to work
with their ambitions to reduce emissions.

The last decade we have seen a seismic shift in
investors reconsidering the environmental impact
of their investments. Thanks to the likes of Greta
Thunberg and David Attenborough, sustainable
investing has catapulted up the agenda and this
trend is being amplified by the current crisis.

The pandemic has changed the way we work.
For many, the idea that you could do your job
effectively from home seemed absurd before
but this has now become possible. When it
comes to the sustainability of workplaces, this
will shift the focus from the climate impact
of physical facilities to the climate impact of
data management and data connectivity.

Before the pandemic, the public generally
used an environmental lens to scrutinise
corporate behaviour and this was the impetus
for the climate protests seen last year. But
now, social and governance considerations
are as important as ever, thanks to public
attention shifting away from the climate
somewhat to focus on what companies are
doing to contribute to the Coronavirus effort.

Businesses will have to find new ways of working
that puts the health and safety of their workforce
at its core. No doubt this will be the biggest
challenge for many businesses: how exactly does
one get the workforce back if they have to work
in close proximity for long periods of time?

The pandemic has polarised public perceptions
of companies into two camps: those that
are offering solutions to the problems we
currently face, and those that have exploited
government support while providing little
in return of social value. Whether or not a
company has shown themselves to be a
good corporate citizen will be an important
factor in future consumer buying decisions.

The pandemic has forced companies to
test the agility of their supply chains by
switching production rapidly to produce
products to support the health service, for
example. Many of these businesses have
been in the sustainability space for some
time now. They have learnt a great deal about
the adaptability of their own supply chains
and could put this to practice in future by
accessing markets they didn’t have before.

How can companies improve their
sustainability in the new environment?

The human consequences of the pandemic
have been terrible, but there are a few big
silver linings. The dramatic drop in pollution,
namely in China, has shown governments of the
immediate impact that can be made to reducing
emissions by changing industrial strategy.
Likewise, there is now a renewed hope that
governments can successfully collaborate to take
a centralised approach to the biggest challenge
the world faces: tackling climate change.

A key example of this shift in public pressure is
executive pay. There is now a broad consensus
that management should be ‘in it together’ with
their employees, meaning their pay is aligned
more closely with that of the wider workforce,
particularly if the company has been in receipt
of any government support measures.
Ensuring corporate sustainability is going to
require big changes from management, and
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P OS I TIVE CHANG E
Melissa Scaramellini, Fund Research Analyst
Positive Change is a discretionary strategy that has the dual objective of outperforming the
relevant MSCI PIMFA benchmark over the long-term, as well as targeting positive change.
What is meant by positive change?

if you don’t own them. As an example, there
is often a debate of whether to divest from
fossil fuel producers or to engage with
management teams, in an effort to accelerate
change. We view the impact of shareholder
engagement with the top carbon emitters
(e.g. pushing them to act faster to reduce their
emissions) to be as important as investing
in green technologies and infrastructure.

We see positive change as being the
improvements that all industries need to make
to their environmental, social or governance
(ESG) practices to build a better future.
The strategy targets positive change by:
•

Investing with fund houses that strive for
meaningful engagement with company
managements to improve their ESG practices

•

Investing in funds that are biased towards
companies that can make a positive
contribution to society and the environment.

This is intended to be a pragmatic approach
where ESG considerations and a target of
positive change are key drivers of investment
selection alongside diversification.

Investment approach

Indicative distribution of types of funds
currently held

Positive Change takes a funds-based approach
and invests across global equities, fixed income
and alternatives. It provides clients with an
investment portfolio that is focused on the
need to address issues like climate change
without investing exclusively in companies with
a sustainability focus, or omitting investments
that can help dampen volatility of returns.

Sustainable 35%
Specialist 11%
Passive with ESG link 22%
ESG integrated 17%
No ESG link diversifiers 16%

The strategy has exposure to several
sustainable investment funds. These include
funds investing in companies that are leaders
in sustainable business practices as well as
specialist funds investing in companies making
a positive social or environmental impact.

Indicative Asset Allocation
Equity - UK 27%
Equity - US 14%
Equity - Europe 2%
Equity - Japan 2%

A smaller proportion of funds may also be held
where they do not have a sustainability mandate
but ESG risks and opportunities are being fully
integrated within their investment approach.

Equity - Asia 2%
Equity - EM 4%
Equity - other 15%
Fixed Income - credit 8%
Fixed Income - gilts 7%
Alternatives 10%

The portfolio is biased towards active and
passive fund houses that are leading in their
engagements with company managements
to improve their ESG practices. Some of the
funds have limited, if any, exclusions on the
basis that you can’t engage with companies

Alternatives - property 3%
Alternatives - other assets 3%
Cash 4%
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GLOSSARY
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

•

pays back sums already paid – this is called
‘clawback’.
Restricted share plan: Some companies (and
indeed investors) prefer the use of these plans
as opposed to LTIPs (see above). The idea is
that this type of plan encourages long-term
behaviours and does not have the same use
of targets that you would see within an LTIP.
Therefore it is expected that companies which
adopt such an approach award a lower amount
than would be seen under an LTIP which has a
variable structure dependent on performance
outcomes.

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

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.

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.

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

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.

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.

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

UNPRI (United Nations’ Principles for
Responsible Investment): It works to
understand the investment implications of
environmental, social and governance (ESG)
factors and to support its international network
of investor signatories in incorporating these
factors into their investment and ownership
decisions.

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.
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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. Past performance is no guarantee of future returns. You may not get back what you invest.
This document is not aimed at giving you financial, legal or tax advice; if you are in any doubt as to its
contents you should seek independent advice.
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.
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