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RESPONSIBLE INVESTMENT AT QUILTER CHEVIOT

I NT ROD U CTION
This is our second 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
third quarter of 2017. 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/responsible-business/
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 21 clients have been able to
execute their votes and/or attend annual general
meetings.

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
with companies, for the three months to the end of September 2017.
UK technology company
This is a company we have engaged
with over a period of time; we
commended the board on the
appointment of new Non-Executive Directors
(NEDs), however we would like to see another
NED appointed in order to ensure the right
balance of independent non-executive directors
on the board. The remuneration report raised
concerns for us in 2016 and we spent some
time discussing this with the chairman of the
remuneration committee. Again this was raised
as an issue for the 2017 AGM, however we were
content to continue to support management
given our ongoing dialogue with the board
regarding remuneration and board composition;
the changes that have been made to the board;
and finally the improved disclosure surrounding
performance targets (although we will keep an
eye on details surrounding personal targets).

Our concern was to understand how this
happened within this unit and why the company
believes the unit had a culture that was so
different to that in other parts of the company.
The unit had originally been a joint venture with
another partner, and was finally fully acquired by
the company. It had been a stand-alone entity
and had its own systems in place in a number
of areas, crucially within the finance function.
This was compounded by the staff within the
finance function having limited, if any, finance
qualifications. The culture within the unit meant
that there was significant promotion internally as an example the finance controller became the
CFO, and then the CEO; and it was very tight-knit.
There was limited movement of staff in and out
of the unit which is a very different experience to
other units.
The other issue related to the appointment of a
new auditor. The company feels (and we agree)
that its relationship with the current auditor was
impaired following the events within the unit and
therefore a decision was taken to accelerate the
audit tender process. Only four firms responded
to the open tender and the company had existing
relationships with all four of these firms through
audit and non-audit work. The company consulted
with the Financial Reporting Council regarding
this, as appointing one of these four firms would
not be in line with the regulations; however there
was no room for manoeuvre.

UK telecoms company
In this instance we were able to
engage with the company ahead
of the AGM and to discuss our
concerns regarding company culture following a
fraud within one of its units. This was described
as one of the most sophisticated frauds ever
seen, consequently the company appointed
an independent investigator. As a result, the
company suspended and then exited 14 people
who were identified as being culpable for the
fraud. There will be further exits focused on those
where it happened ‘on their watch’; critically this
will allow the company to bring in fresh talent.
The independent investigation is satisfied that the
company had corrected the process failures and
that collusion was not present elsewhere within
the company. There were further investigations
into other units’ balance sheets and the audit
committee has undertaken root cause analysis.

Given the changes the company has made and
the frank discussion we had, we determined to
support management at the AGM.
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UK general industrials company
Concerns were raised regarding the remuneration
report as we felt that using EPS (earnings
per share) resulted in a one-way upside only
opportunity for executive remuneration.
Executives would benefit from uplifts in earnings,
however acquisition costs were removed from
the equation. We raised this with the company,
who responded positively and subsequently at
the AGM announced a review of the performance
measures and targets. We supported
management but continue to watch with interest.

the debt route rather than by issuing more equity,
Given the extent of the dilution and the negative
impact on the share price we voted against the
retrospective resolutions regarding this.
Private equity investment trust
A resolution regarding the issuance of shares
without pre-emptive rights when the trust was
trading at a discount to net asset value (NAV)
came to our attention. We discussed this with the
trust’s broker; the rationale was that the company
wanted to have this in place as it was good
practice to do so, notwithstanding the fact that
it was unlikely to be used. In regards to issuance
price, given that the company has a premium
listing, under 15.11.4 of the Listing Rules it has an
obligation to issue shares at a premium to NAV.
We therefore supported management.

Equity investment trust
This vehicle has a significant family interest and
given the ownership structure we were happy to
support the company in waiving the tender-bid
requirement and also the re-election of a shareholder representative on the board.

Real estate investment company
Share issuance again was a concern as the
company was looking to increase this to 20%. This
is a company that we have regular engagement
with and over the last three months have met as
many times. In this instance as we understand
why the company wishes to set this at 20% rather
than the usual 10%, we were happy to support
management.

Leveraged loan investment trust
We voted against management on a number of
resolutions relating to the issuance of equity as
there was a lack of detail surrounding the price
and the rationale for the issuance; furthermore we
raised concerns about the independence of the
management engagement committee and voted
accordingly.
UK telecoms company
The company issued a significant
number of shares and only a
handful of investors were able to
participate in the majority of this
share issuance. We spoke to the
company about the dilution other
shareholders had experienced and
the negative impact (given the
issuance share price) that this had
had on the share price. We have
been assured by the company
that future fundraising will be via
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OT H E R ENG AG EMENT
The company acts as remuneration consultants for a number of boards across the FTSE and this was
an opportunity for us to discuss some of the issues that have been of concern during the recent AGM
season. Positive changes have been in the increased use of two year holding periods for LTIP shares,
guidelines for executive directors’ share-holdings being increased to two times salary, bonus deferral
as well as the malus and claw-back clauses. We remain concerned about performance targets
being moved in favour of executives, and also pension contributions. On the latter point we noted
that executive directors (EDs) are paid a significantly different quantum to the remaining employee
population, given that payments to EDs are usually in-lieu of pension payments and that these are
significantly in excess of pension maximum limits for higher earners. In a situation where the average
person is potentially struggling to see how their pension will cover their expenditure in retirement,
this is anachronistic.

VOTING
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We voted at:

company meetings

votes against
share issuance
where we
felt that the
information was
not sufficient to
warrant support,
or the issuance
was potentially
detrimental
to existing
shareholders
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vote against the
re-appointment of
a NED where we
have independence
concerns given the
NED’s involvement
in the management
engagement
committee
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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’

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

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.

Long-term incentive plan: Different companies
will give different names to these – essentially
these are equity-based variable awards which
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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

