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I NT ROD U CTION
This is our quarter one 2021 report outlining Quilter Cheviot’s engagement and voting activity with
the companies we invest in.
Our client base is a mix of private client portfolios, small pension funds, trusts and charities; as a result
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 voting universe to include companies listed in the UK where
we own more than 0.2% or £2 million on behalf of discretionary clients. This means that our voting
universe has more than doubled. Where clients wish to vote their holdings in a specific way we 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 ensured that seven 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/2020/06/1e72a4b82891b59584f567d654d3853d/
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/
This report covers the high level voting statistics alongside details of the engagements that took place.
For granular detail on how we voted at each AGM please visit our website: https://www.quiltercheviot.
com/uk/private-client/responsible-investment-and-esg-integration/
This report also includes a look into how Covid-19 accelerated sustainability; gender diversity on boards;
engagement versus exclusion; and China and the growth of integrating environmental, social and
governance (ESG) into investment decision making.
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RESPONSIBLE INVESTMENT AT QUILTER CHEVIOT
Responsible investment and ESG integration – for discretionary clients
We vote and engage with companies and fund managers on environmental, social and governance
(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.
We take a more targeted approach for clients who want their portfolios to reflect their specific interests
or preferences:
Sustainable investment – the Climate Assets Fund and strategy
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: low carbon energy, food, health, resource management and water.
Positive Change – a funds-based approach
For clients who would like ESG considerations to be a key driver of investment selection,
alongside long-term financial returns. This is a pragmatic approach that combines funds that
invest with a sustainability focus or for impact, with funds managed by leading ESG practitioners.
Meaningful engagement by fund houses with company management is prioritised over formal
exclusions on the basis that engagement can encourage change where it is needed most.
Ethical investment – based on client requirements
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.
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
Nicholas Omale
Responsible Investment Analyst
e: nicholas.omale@quiltercheviot.com
t: 020 7150 4321
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ENGAGEMENT
Below we have outlined some examples of our engagement during the three months to the end of March
2021. In line with the Shareholder Rights Directive II (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 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 Annual General
Meeting (AGM).
assurance checks at the supplier level and within each
individual school – including photographing every batch
of parcels when it goes out. In addition to this, they have
set up a free helpline for concerned schools and parents.
This is a difficult time for households, particularly those
on free school meals and we believe the measures the
company have now put in place will work well to resolve
current shortcomings and mitigate future ones.
Outcome: we gained a greater understanding of the
challenges facing the company as well as the remedial
action. This is an ongoing engagement.

Melrose Industries PLC
Objective: discuss the new remuneration policy.
Prior to the 2021 general meeting, we spoke with the
board regarding the new remuneration policy being
put forward. This policy was delayed owing to the
Covid-19 crisis. Our proxy adviser held concerns over
the potentially high quantum of the Long-Term Incentive
Plan (LTIP) which is linked to one metric. Based on our
conversation with the company, the single performance
metric reflects the business model and we understand
why this is an appropriate measure. We did ask about how
they consider sustainability and whether this would be
considered within the LTIP. This is part of the annual bonus
and Melrose feels strongly that the LTIP has to reflect the
business model. The company published its first ESG
report last year and is publishing a sustainability report
this year which we will follow up on. Regarding pay – the
non-discretionary pay is at the bottom end of the scale
for the FTSE 100 and the LTIP element is constructed to
reflect the value added. This has been highly variable over
the previous period, and therefore links performance to
pay effectively. We decided to support management on
this basis but will monitor the situation moving forward.
Outcome: support the new policy and review the
sustainability report once it is published.

LondonMetric Property PLC
Objective: engagement in 2017 regarding diversity.
We began an engagement with the company in 2017
regarding the composition of the board – as a collaborative
engagement organised by the 30% Investor Club. The
company had no women on the executive committee and
only one woman on its board (9% representation).
Outcome: as of 29 January 2021, representation of women
on board has now reached 33%.
Ediston Property Investment Co. PLC
Objective: to understand the proposed increase in
remuneration to one Non-Executive Director.
We held several conversations with the property
company in the run up to the 2021 AGM, particularly
related to concerns around an increase in salary for a
Non-Executive Director (NED). The raise in salary was
put forward to compensate the number of hours and
additional responsibilities carried out. We initiated the
meeting to seek clarification on the NED role and to
understand the measures in place to mitigate any potential
loss of independence. We were keen to ensure that the
additional activities, being compensated for, didn’t stray
into executive responsibilities. Shareholders are protected
from the financial impact of remuneration increase by a
commensurate reduction in the investment manager’s
fee. The total board remuneration remains within the
approved limits under the articles of the company.
Outcome: given the small board and annual review of role

Compass Group
Objective: to gain further information regarding the food
parcels Compass had supplied to school children.
Compass’ Chartwells subsidiary was implicated in a
controversy relating to supplying inadequate food parcels
to school children. We engaged with the company to
understand what happened. We were reassured by their
quick actions and believe they are behaving in the right
way. Compass’ shortcomings (2% of all parcels) came
from limited time to prepare (less than 12 hours’ notice
of school closures), supply chain shortages and lack of
quality checks. They have resolved the supply chain issues
and seem to have the right quality controls in place. They
have committed that they will not charge the schools
affected by any shortage and created extra quality
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by the Chair we are comfortable with the arrangement at
present, however, we will continue to monitor the situation
moving forward.

inclusion of ESG metrics in executive pay and have
encouraged an acceleration of this process. We discussed
efforts to improve diversity with the organisation. Halma
has been relatively successful in achieving 60% of women
holding leadership positions within the organisation. They
put this down to a top-level focus on working closely with
recruiters to produce balanced shortlists and an enhanced
parental leave policy.
Outcome: seek further information regarding the
benchmarking around ESG performance as well as the
development of ESG metrics.

ImageScan
Objective: board composition.
We have held multiple conversations with the company
relating to concerns around the combined CEO and Chair
position as well as the general independent representation
on the board. We held a catch-up discussion with the Chair/
CEO in the run up to the 2021 AGM and are comfortable
that progress is being made on the above issues so will
vote to support management at the upcoming AGM. The
Chair has outlined plans to split the CEO/Chair role and
is looking to improve independent board composition as
well as bring committee independence membership in
line with the UK Corporate Governance Code standards.
Both these measures will improve independence criteria.
Outcome: we will continue to monitor the situation but
if these changes are made, they will represent good
engagement outcomes.

Assura
Objective: remuneration policy consultation.
A discussion with the Chair of the Remuneration
Committee, as part of the shareholder consultation on
the remuneration policy that will be put forward at the
2021 AGM. Main changes included an increase to CEO
and CFO salaries as well as alignment of executive and
wider workforce pension contributions. Our discussion
centred on the appropriateness of the pay rise and the
benchmarking used by the Remuneration Committee
to arrive at the decision. One difficulty has been
benchmarking salaries effectively as they do not have
many direct peers in the health property sector. Based
upon our discussion, we are broadly supportive of the
proposal. This does appear to be a genuine effort to bring
the CEO/CFO remuneration up to market. They have not
used government assistance during the Covid-19 crisis
and deferred 2020 proposed increases while taking shortterm temporary salary cuts at the height of the crisis. The
potential expense and salary of external recruitment is also
an understandable concern. Moving forward, we would
like to see more information on how they benchmark
themselves against peers on ESG metrics. There was a
high-level discussion on how ESG criteria are embedded
into executive performance reviews (and therefore
incentives), but greater detail on this would be welcome.
Outcome: seek further information regarding the
benchmarking around ESG performance as well as the
development of ESG metrics.

HICL Infrastructure
Objective: general discussion regarding the investment
trust.
This was an initial meeting with the Chair of HICL
Infrastructure. Topics discussed included board
succession, along with the fund’s Net Zero carbon
aspirations. Plans are by no means concrete but it is a
topic they are exploring – the main hurdle will be working
out how to decarbonise assets where they do not hold
a majority stake and are largely reliant on operators
and clients to reduce the carbon footprint. They have
embedded ESG criteria into the incentives of staff
members at the underlying investment manager. We have
requested more information to better understand specific
performance criteria and thresholds. Sustainability issues
and how these can be embedded into board processes
are on the radar, but it will be helpful to hear more on
specific developments moving forward. Given the board
rotation taking place – improving the ESG skillset on the
board should be an area of focus for future engagement.
Outcome: continue to monitor the developments
regarding disclosure and sustainability.

Mitchells & Butler PLC
Objective: to discuss the remuneration policy and board
composition.
Our proxy voting adviser recommended voting against
multiple items at the upcoming AGM. The first two items
related to implementing a restricted share plan. There is
concern whether sufficient explanation of why a switch
from variable awards to fixed is relevant to the company’s
operations and strategy. We spoke to the board who stated
that the implementation of a restricted share plan is owing
to the difficulty in setting meaningful targets given the
uncertainty created by the Covid-19 crisis. The board has
followed the Investment Association and UK Corporate
Governance Code recommendations in reducing any fixed
incentive to 50% of the previous variable award. We were
comfortable with the rationale given. Our proxy voting
adviser also recommended voting against approval of
Director re-elections given independence concerns. The
board has four fixed shareholder positions on the board.
Many of these are members of the audit and remuneration
committees. We would expect these committees to be
entirely made up of independent members and have

Halma
Objective: discuss proposed changes to the remuneration
policy.
We spoke to the Remuneration Committee Chair to discuss
the proposed changes to the remuneration policy being
presented at the 2021 AGM. They are aware that there
is a sensitivity around proposed executive pay increases
and see this as a resetting of compensation away from
FTSE 250 levels towards FTSE 100, which the company
is now a constituent member of. No government funded
furlough schemes have been used during the Covid-19
crisis. Company performance has been strong, and we
understand the retention/succession planning concerns.
We are supportive of the changes but would like to see
more information on how future remuneration could be
better benchmarked against a more specific peer group
as the FTSE is relatively diverse. More information on
how Halma benchmarks ESG performance versus peers
has also been requested. We will monitor progress on
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voted against non-independent NEDs who are members
of the committees as well as the Chair – who is ultimately
responsible for board composition.
Outcome: voted against the non-independent board
members.

of the 2020 compensation for the outgoing CEO. We
were concerned that appropriate discretion had not
been applied to incentive payments given the scale of
the Juukan Gorge event. Based on our conversation, we
were comforted by the comprehensiveness of the review
into the incident and the processes being established to
mitigate the risk of future controversies.
Outcome: we do not believe there was an appropriate
adjustment to the outgoing CEO’s 2020 remuneration and
voted against the remuneration report at the 2021 AGM.

Royal Dutch Shell
Objective: discuss Net Zero ambitions.
We joined a small investor roundtable with the Chair
of the board to discuss a number of topics including
the company’s pathway to Net Zero emissions, this
was updated in February. We raised concerns around
the November departures of multiple Directors in the
renewables department. There was a suggestion that
some (but obviously not all) were to be influenced by the
sentiment that Shell is not moving fast enough in terms
of reducing the company’s dependence on Oil & Gas
revenues. The Chair dismissed the idea that recent Director
departures represented a material loss of expertise and
pointed to the company’s ‘deep bench’ of talent as well
their strong rotation and training programmes. The other
main topic discussed was the company’s commitment
to provide an advisory shareholder vote on the
decarbonisation plan. The Chair outlined that they would
like strong confirmation on what they see as an ambitious
plan. It is not yet clear to shareholders what would be the
implications of strong dissent.
Outcome: this was a useful strategic conversation. Like
with most 2050 Net Zero commitments, it is still relatively
unclear how these goals will be achieved and at what
point major company investment flows will transition
away from fossil fuels (renewables is still a very small part
of the business). We will monitor developments moving
forward.

B&M
Objective: remuneration policy consultation.
We spoke to the Chair of the Remuneration Committee
to discuss the proposed changes to the Director’s
Remuneration Policy being presented at the 2021 AGM.
Outcome: we have provided feedback on the proposed
policy and will monitor the progress in regards ESG
metrics.
Alstom
Objective: to discuss ESG factors and to get an update
after the Bombardier Transportation (BT) deal closed.
Alstom’s (ALO) participation in a light railway tender in
Jerusalem that was routed through occupied territories
in 2008 has caused some ethically-based investors to
exclude it from investment. Although the rolling stock
has been delivered, there is a continued maintenance
relationship. This contract could be terminated early this
year by the client even though it runs to 2027 as there is
now another supplier providing maintenance. This would
then end their relationship and if confirmed, could drive
investors to look at ALO given its strong green mobility
credentials and progress on a number of ESG risks since
the power business was divested.
New risk-based order procurement: ALO has been
managed by a new team since 2015, after the sale of
the power business to GE. They have formulated a more
detailed risk mapping for new orders that has been
tightened since 2017 by a French corporate duty of
vigilance law which asks companies to make assessments
on the adverse impact of their activities on people and the
planet. This was backed up by ALO signing the UN Global
Compact in 2018, a voluntary sustainability initiative to
align corporate policies with universal principles of human
rights, labour, environment, and anti-corruption. We
feel adequate risk controls are now in place for orders,
especially if there are human rights concerns.
Outcome: in conclusion, we believe that risk controls and
processes have improved around new order acceptance
and the supply chain.

BlackRock Throgmorton
Objective: follow up to meeting held in May 2019 to
discuss progress.
This was a general catch-up with the board. Topics
discussed included board composition. The trust may enter
the FTSE 250 soon, in which case they would be subject
to disclosures related to the Parker Review on ethnic
diversity. They currently have 50% women representation
on the board. We also discussed improving disclosure of
stewardship activities specific to the investment trust.
Outcome: All long positions are now disclosed (2019
engagement); monitor the development of the ESG
and stewardship disclosure; monitor the level of NED
shareholdings.
Rio Tinto
Objective: meeting to discuss the implications of the
2020 Juukan Gorge incident.
As can be expected, given the prominence of the issue,
we raised concerns related to the handling of the 2020
Juukan Gorge incident. From the perspective of the board,
the event reflected inadequate risk management. All three
executives responsible for implementing the company’s
risk framework are no longer working for the company.
The Chair detailed a series of measures, including the
retroactive review of all comparable cultural heritage sites.
They have also implemented a traditional owner advisory
committee that feeds directly into the board to help prevent
this happening again. We discuss the appropriateness
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Q UART E R VOTING STATISTICS
Over the first quarter we voted at:

46
COMPANY
MEETINGS
VOTE

vote against re-election of NED

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 Q1 2021
2%

With management recommendation
Against management recommendation

98%

TOPICS WHERE WE HAVE VOTED AGAINST MANAGEMENT IN Q1 2021
100%

Audit and accounts
Board structure
Capital structure
Corporate transactions
Remuneration
Shareholder rights/company articles
Other business
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H OW COVI D-1 9 ACCELERATED
A MO RE S USTAINABLE FU TU RE
Gemma Woodward, Director of Responsible Investment
When the Covid-19 outbreak descended on the world in early 2020, it created major challenges that
touched every part of our society. Social distancing measures, strict lockdowns, and a tendency among
people to reduce contact with others and shop less frequently all took their toll on the economy. It was
difficult to see any positives during a time when unemployment was rising, and many family high street
names were shutting their doors forever.
There was one unexpected positive by-product,
though: reduced air pollution levels in cities
around the world. The Centre for Research on
Energy and Clean Air (CREA) reported that
lockdown measures across Europe resulted in a
40% reduction of nitrogen oxide levels and a 10%
reduction in particulate matter in April. It wasn’t
just the air that was clearer than usual. The canals
of Venice, normally clogged with gondolas and a
turbid brown colour, were suddenly running clear
and teeming with fish.

Remote-working solutions such as cloud
computing and video conference software
like Microsoft Teams and Zoom are not just
convenient – they reduce the need to commute
and this can go a long way to cutting travelrelated
pollution. Research organisation Citymetric found
that more than 50% of commuters drive to work
in major cities like Birmingham and Manchester,
while research by the UK government shows that
60% of trips between one and two miles are by
car.

This was the direct result of reduced human
activity across the board, including lower demand
for electricity in the manufacturing sector and
less traffic on roads. While air pollution levels
inevitably increased once the strict lockdowns
came to an end, it suggested that changes to
the way we live and work can go a long way to
improving society’s impact on the environment.

Meanwhile, back in 2016 Dell, the American
computer manufacturer, found that employees
who on average worked from home 9.5 days a
month reduced their environmental footprint by
around one metric tonne of carbon dioxide per
year. That is about the same carbon emitted by
one passenger on a return flight between London
and New York.

Indeed, with transformative technologies allowing
people to work from home just as effectively as
when they are in the office, this could mean fewer
trips by car each day and a reduction in air travel
– both of which can help to reduce travel-related
emissions.

Investing in positive change
Sustainable investing takes all forms. While much
of the focus up until now has been on investments
that are good for the environment – such as
renewable energy or water treatment – it also
covers social and corporate governance issues.
When speaking of investing along environmental,
social and governance principles, these are the
so-called S and G.

Living in a post-Covid world
It is no understatement to say that the Covid-19
pandemic will have a lasting effect on how our
society operates. This could prove to be beneficial
for the environment, as people change their
habits and live in a more sustainable way. We
may already be seeing the future as far as remote
working is concerned.

Climate change may be the most visible cause
in the sustainability sphere right now, but the
pandemic has helped to shine a spotlight on the
social side of investing. In fact, if the pandemic
did create something positive, it was that large
sections of society pulled together to help each
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other out. Many companies went to great lengths
to take care of their employees as well as their
local communities.
At Quilter Cheviot, we understand that there is
more than one way of thinking about investing on
a responsible or sustainable basis, and our Climate
Assets Fund and Positive Change strategy have
been designed to suit different tastes. The Climate
Assets Fund seeks investment opportunities
that arise from the convergence of climate
change, resource scarcity and population shifts,
focusing on the themes of energy, food, health,
resources and water. With its ethical slant, it
avoids companies that are seen to have a negative
impact on society and the environment.
For clients that believe all industries need to
improve their ESG practices, and are interested in
investments that deliver a positive contribution to
the environment as well as society in general, our
Positive Change strategy should be an attractive
proposition.
It does not have strict exclusions and because of
this it may appeal to those who have an interest
in influencing corporate behaviour more broadly.
It’s fair to say that responsible and sustainable
investing are no longer niche topics. Not only are
we committed to offering strategies that suit our
clients’ varying needs, but as a company we are
not just talking the talk, but also walking the walk.
This is why we have introduced new practices that
reduce our carbon footprint, such as the rollout
of our new online client portal that helps us to
dramatically reduce the amount of paper we sent
to clients.
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ALL-MAL E BOA RDS EXTINCT WITHIN
A DEC ADE, BU T COMPANIES
H AVE FU RTHER TO G O
Gemma Woodward, Director of Responsible Investment
Great strides have already been made towards greater gender diversity on boards, with the fifth and
final report from the Hampton-Alexander Review finding that the number of women on boards of FTSE
350 companies has increased by over 50% in the last five years.
use their influence to challenge executives on
their efforts to promote greater gender diversity.
This is not just a nice to have, but a necessity for
investors in a post-Covid-19 world.

In 2011, 43% (152) of all FTSE 350 boards didn’t have
a single woman present. But in the past decade
these board-room dinosaurs have become all but
extinct, as now not a single board in the FTSE 350
is all-male. This is a fantastic achievement, but we
must go much further. Women constitute just over
a third of all board-room seats across listed UK
businesses, up from a fifth in 2015, so the upper
echelons of businesses are still majority male.

There are a number of studies which show how
greater gender diversity, and diversity more
generally, improves both business performance
and investment returns. More women on boards
means more diverse perspectives and experiences,
which allows for more effective decisions to be
made, and groupthink to be challenged.

Once more, recent research shows that the vast
majority of female company Directors occupy
non-executive roles rather than executive roles,
which tend to come with a much lower level of
pay. So, while the focus on boards is welcome,
attention must be paid to promoting gender
diversity in executive positions, as well as in middle
management and lower rungs of the business.

Greater gender diversity also helps drive
innovation, and assists companies respond to
emerging risks and challenges. Culture is central
to achieving this diversity. There must be a culture
of open-mindedness with strong leadership to
remove the barriers that prevent women rising to
the top. This is imperative to retain the top talent
that will contribute to the business’ success.

The theme for this year’s international women’s day
was #ChooseToChallenge, and it is vital investors
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ENGAGEMENT VERSU S EXCLU SION
Gemma Woodward, Director of Responsible Investment
The debate around engagement versus exclusion remains a hot topic. In our view, it is far better to
drive change from the inside by having open and honest conversations with senior management and
the board than to walk away and immediately lose any leverage for change; having said that obviously
the process has to have an end date, although that is likely to be years in most cases, not months.
While there are standards to uphold while engaging with companies, there is no guide on best practice,
and there is a significant degree of variation across the investment industry on how they go about the
engagement process.

TIPS
Use the carrot: Setting targets and incentives for management is crucial, both in the short and long
term. Investors have played a critical role in encouraging Shell to set short-term net carbon footprint
targets, with the pay of its top 150 executives now linked to emissions related goals.
But don’t be afraid of the stick: The threat of divestment can always be held in an investor’s back
pocket as a last resort. This has been the approach of the Church of England, with its General Synod
voting to divest from fossil fuel companies that have not aligned their activities with the Paris Climate
Accord by 2023.
Make sure engagement is a core part of the investment process: When we meet a company as a
responsible investment team, we ensure that we do so alongside the research analyst. This way we
ensure that responsible investment operates within our investment process rather than apart from it.
Make sure you know what your clients want: Ultimately, we engage with businesses because our
clients want their investments to drive change. This should not be forgotten, and it’s vital investment
managers place their client’s interests and beliefs at the heart of the engagement process to ensure
they have a sense of ownership.
And don’t forget the S: There is a widely held conception that responsible investment is all about making
sure your investments don’t harm the planet. But while this is a core part of investing responsibly, there
are a whole host of societal issues that must be addressed, alongside governance and environmental
issues, in the engagement process. The engagement process should be holistic and encompass a wide
variety of issues.
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E S G I NVESTING IN CHINA
Carly Moorhouse, Fund Research Analyst
Individually, two key areas of focus which many investors have started to consider in recent years include
the Asian powerhouse China and the growth of integrating environmental, social and governance (ESG)
into investment decision making. But can the two be considered together?
China is often looked at separately when
referencing Asia and emerging markets due to its
economical scale and acceleration, as well as its
innovation and technology. The country has seen
its GDP growth outpace the likes of India and
Russia since 2000, having maintained an annual
change of 6-8% each year. Even after the impact
Covid-19 had on the country in 2020 following
national lockdowns, factory closures and faltering
exports, China still recorded positive GDP growth
of 2.3% for the year, making it the only major
economy to achieve a positive change during
2020.

around a quarter of the world’s total greenhouse
gas emissions. The bulk of these emissions comes
from China’s coal powered factories that have
been fuelling the country’s growth for decades.
Coal has been the energy source of choice, as
China accounts for 13% of the global coal reserves
while holding less than 1% of oil and gas reserves.
Additionally, while emission and pollution fell to
record levels in many countries around the world
last year due to national lockdowns and travel
restrictions, we saw the opposite in China. China’s
coal production reached its highest level in 2020,
surpassing levels last seen in 2015, as a result of
ramping up production in factories to rectify the
losses experienced during the lockdowns caused
by the Coronavirus. So, evidently there is still a
long way to go.

China has seen a growing interest from foreign
investors as the country’s market becomes
increasingly more accessible for those outside of
the border. The Stock Connect between China’s
and Hong Kong’s stock exchanges, as well as the
inclusion of A Shares (Chinese onshore stocks) in
flagship global indices has already started to play
a pivotal role in the surge of foreign assets into the
Chinese market.

However, China has been implementing several
changes and initiatives to help it reach its goals.
Changing the mix of energy sources used in China
will be critical in reaching President Xi’s targets
that will ultimately play a crucial role in the ParisAgreement’s objective of maintaining global
warming to below 2°C. This is why we see two key
areas, renewable energy and electrical vehicles,
creating green investment opportunities within
China that can also compete on a global scale.

These changes have come in tandem with the
perception that China is no longer just a location
for cheap manufacturing. Instead, China is shifting
towards a more service-based economy driven
by an expanding middle class, growing consumer
spending, rapid urbanisation and continued
developments in infrastructure. And like the rest
of the world, it is now taking a more sustainable
focus which is being heavily supported by the
government and enabled by technological
innovation.

In 2019, China spent $80 billion on clean energy
research and development, significantly ahead of
the US which invested $50 billion. This has resulted
in China reaching grid parity, meaning the price
of energy production using solar panels equals
that sourced by coal-produced energy. Therefore,
the argument for using coal as a low-cost energy
source is much less substantiated. Due to heavy
investment in renewables over the years, China’s
dominance in technology and progression in solar
energy now sees the country being home to the
world’s leading distributors in solar panels such as
Trina Solar and China Sunergy.

In a bid to tackle climate change, President
Xi Jinping recently pledged that China would
reach peak carbon dioxide emissions by 2030
and carbon neutrality by 2060. These are bold
statements given that China is currently the
largest carbon emitter globally, accounting for
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aware of the social aspect of their businesses and
engaging with investors on how to improve. This
is a significant improvement, particularly for Asia
where traditionally companies have been less
open to this than in other geographies.

Other sustainable alternatives China is in the
process of transitioning to is within transport.
China is the world’s largest electric vehicle (EV)
market, accounting for half of the world’s electric
cars. The government is aiming for new energy
vehicle (NEV) sales to reach around a quarter of
all car sales by 2025. The country is not short of
supply as we have seen a number of Chinese EV
start up’s gain significant traction over the last 12
months.

Progress is being made as the Chinese regulator
has recently drafted rules on corporate
governance within the insurance and banking
sectors.
Meanwhile,
China’s
regulatory
commission is engaging with companies to
improve the disclosure of ESG metrics to align
themselves more with standards in Hong Kong.
Better disclosure by companies will help investors
determine which companies are addressing ESG
issues and opportunities, and for those investors
that are pursuing specific responsible investment
related mandates, these metrics will enable
investors to avoid greenwashing.

One of the biggest issues that the EV market
currently faces in terms of demand is the price of
electric cars being more expensive compared to
petrol-fuelled cars. The most expensive element
for EVs is the battery however, this is expected
to reach cost parity with internal combustion
engines by 2023. Therefore, the price of EVs
should start to become much more competitive
relative to the rest of the market. Additionally,
to further encourage demand, the State has
extended subsidies for those purchasing electric
vehicles for a further 2 years. We are at a turning
point when it comes to EVs and there are clear
catalysts providing a long runway of growth for
this part of the market for years to come.

There has been a significant correlation between
the amount and quality of ESG data with the
demand for sustainable investing. Given the
developments within this space over the past
couple of years, assets within sustainable and
responsible funds have ballooned compared
to their non-labelled counterparts. Between
2018 and 2019, ESG-themed China ETF inflows
increased by 464%, highlighting the demand for
this type of exposure.

However, while China is taking action on becoming
a more sustainable economy, underlying issues still
remain which is limiting the country’s progression.
For example, despite its efforts in reducing its
own coal usage domestically, China continues to
play a key role in financing offshore coal factories
throughout Africa.

From where China was at the turn of the century,
the country has come leaps and bounds in
its bid to reduce its pollution levels in tandem
with developing its economic footprint. If the
powerhouse does achieve its sustainable goals
by 2060, it will likely be the largest sustainable
solution provider in the world, particularly driven
by its EVs and solar panel markets. Currently,
China, as a whole, is far from being the pinnacle
of sustainability but the companies within it are
taking action to improve this and so cannot be
held accountable for the wider social issues being
caused by the government. It is certainly a step in
the right direction and the momentum behind it
could see the sustainable market being dominated
by China in the not so distant future.

Corporate governance is another challenge within
the Chinese market, one notable example is the
Chinese coffeeshop chain Luckin Coffee which
listed on the Nasdaq in 2019. Last year it came
to light that employees had fabricated its sales
figures in an attempt to rival competitors which
resulted in the delisting of the company and a
$180 million fine.
The social aspect of ESG in China is an important
topic given the number of human rights violations
within China, notably the widely documented
treatment of Uighur Muslims in the northwestern region. While the government has been
heavily criticized for the treatment of the Uighur
population, (and it should be noted that there are
a number of governments across the world that
do not have exemplary human rights records)
much of this is out of the control of corporations
that are located within the country. In fact,
companies are becoming increasingly more
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GLOSSARY
Active Ownership: Where shareholders use voting
and engagement to influence the management of
companies with respect to environmental, social or
governance factors. Similar principles are also used
by investors in other assets classes such as fixed
income, private equity, or real estate.
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’.

Governance Factors: Issues relating to the
governance of an organisation, also referred to as
corporate governance, examples include board
composition, executive remuneration, internal
controls, balancing the interests of all stakeholders.
This is the G in ESG.

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 (LTIP): A type of
executive compensation that pays out usually in
the form of shares company. The reward is linked
to performance metrics and the pay-out will be
calibrated in line with the achievement of these.
The quantum of the pay-out is linked to multiples
of salary.

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.

Net Zero: A term that describes an activity, process
or organisation which creates no net emissions of
carbon dioxide. This can be achieved through use
of renewable energy, process changes or offsetting
carbon – or a combination of all these. Also referred
to as carbon neutral.

Engagement: Shareholders enter into purposeful
dialog with the management or Board of a
company with the intention of influencing corporate
behaviour. The issues covered can be wide ranging,
from corporate strategy, capital discipline, but also
environmental, social, or corporate governance
matters. Engagement is tool used in active
ownership and can be conducted by one investor
or a group of investors.

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.
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.

Environmental Factors: Issues related to the
environment such as resource, water and land
use, biodiversity, pollution, atmospheric emissions,
climate change, waste. This is the ‘E’ in ESG.
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Pre-emption right: 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.

Stewardship: Stewardship is the responsible
allocation, management and oversight of capital to
create long-term value for clients and beneficiaries
leading to sustainable benefits for the economy, the
environment and society. When investing in equities
it involves proxy voting and active shareholder
engagement with company management.

Principles of Responsible Investment (PRI): The
world’s leading voluntary initiative on responsible
investment. Launched in 2006 it now has thousands
of investor signatories globally who commit to
adopt six principles for responsible investment and
report against these annually. Although voluntary
and investor-led the PRI is supported by the United
Nations.

TCFD: Acronym that stands for the Task Force on
Climate-related Financial Disclosures. The Financial
Stability Board created the TCFD to improve and
increase reporting of climate-related financial
information. Regulators are adopting TCFD and, in
particular, the UK regulator (FCA) is requiring firms
to apply these disclosure rules.
Tender – bid waiver: This is the right to waive the
requirement to make a general offer under Rule 9 of
the Takeover Code.

Proxy Voting: Where a shareholder delegates their
voting rights to be exercised on their behalf. Often
voting rights are delegated to investment managers
who exercise votes on investors’ behalf. Votes are
used to express shareholder opinions to company
management.

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.

Responsible Investment: Responsible investment
is a strategy or practice that incorporates
environmental, social and governance (ESG) factors
into investment decisions and ownership activity.

UN Sustainable Development Goals: The SDGs,
or the Global Goals, were adopted by all United
Nations Member States in 2015 as a universal call to
action to end poverty, protect the planet and ensure
that all people enjoy peace and prosperity by 2030.
There are 17 goals reflecting the most significant
challenges facing the world.

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.

Voting Rights: When an investor buys a share
in a listed company, that typically comes with
specific voting rights which can be exercised at the
company’s annual general meeting or extraordinary
meetings as a means of expressing the opinion of
the shareholder about how the company is being
managed. Typical issues upon which votes are cast
include executive pay, board appointments, mergers
or acquisitions, or sale of parts of the business and
company annual report and accounts. Also referred
to a proxy voting when voting rights are delegated.

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.
Social Factors: Issues relating to the relationship
between companies and people, such as their
employees, suppliers, customers or communities.
Examples of social issues of interest to investors
include health and safety, labour standards, supply
chain management and consumer protection. This
is the S in ESG.
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t: +44 (0)141 222 4000
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t: +44 (0)131 221 8500
LIVERPOOL OFFICE
5 St Paul’s Square
Liverpool L3 9SJ
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t: +44 (0)28 9026 1150
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Manchester M2 4NG
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19-26 Lower Pembroke Street
Dublin D02 WV96
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BRISTOL
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SALISBURY OFFICE
London Road Office Park
London Road
Salisbury SP1 3HP
t: +44 (0)1722 424 600

JERSEY

LEICESTER OFFICE
Provincial House
37 New Walk
Leicester LE1 6TU
t: +44 (0)116 249 3000
BIRMINGHAM OFFICE
8th Floor, 2 Snowhill
Birmingham B4 6GA
t: +44 (0)121 212 2120
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INTERNATIONAL & JERSEY
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To find out more about Quilter Cheviot or how we can help you, contact us on
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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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