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Schroders’ ESG Philosophy
Schroders is an investment manager managing investments for clients in a variety
of asset classes and for a variety of objectives but all with a common theme of
producing returns for clients. This document illustrates how Schroders exercises
the rights and responsibilities attaching to equity securities in which the funds of
clients are invested. This paper may be part of a wider policy accommodating
additional statements, where necessary, for regulatory purposes or for the benefit
of clients in different locations.
Schroders believes that well managed companies will deliver sustainable
competitive advantage and long term shareholder value, and therefore an analysis
and consideration of a company’s financial performance, the quality of its
management structures, the suitability of internal controls and the ability of the
board to manage operational performance, environmental and social risks and
opportunities will affect our stock valuation and selection strategies. It is in the
interests of our clients that we will expect boards and executives to consider and
review the strategy, operating performance, quality of leadership and the internal
controls of the companies they direct, in order to produce the returns required by
our clients.
On behalf of our clients Schroders has share ownership rights and exercising these
rights, through company engagement and proxy voting, is an integral part of our
role in managing, protecting and enhancing the value of our clients’ investments. In
exercising these responsibilities we combine the perspectives of our portfolio
managers and company, environmental, social and governance (ESG) analysts to
form a rounded view of each company and the issues it faces. It follows that we will
concentrate on each company’s ability to create sustainable value and may
question or challenge companies about ESG issues that we perceive may affect
their future value.
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Our ESG Process
Investment

Stewardship

Schroders overriding objective for integrating an ESG approach into the equity
investment process is to, wherever possible, enhance returns and protect value for
our clients. The sale of shares of a successful company by Schroders is not
necessarily a reflection of our view of the quality of the management of a company
but may be because of our belief that other companies will offer greater share price
growth relative to their current valuation. The purchase and sale of shares will also
be affected by the flow of funds under our control and asset allocation decisions.

Share interests carry ownership rights and exercising those rights is an integral part
of our investment process. The overriding principles are that our objectives for the
exercise of shareholder rights and responsibilities are to enhance returns for clients
and to work in the best interests of our clients.
We believe this is best achieved by considering and seeking to enhance the long
term value of equity holdings. In determining long term value, we must consider the
risk attached to investments compared with an opportunity to sell a holding,
particularly in the event of a takeover.
Companies should act in the best interests of their owners, the shareholders.
Companies must have due regard for other stakeholders – no company can
function, for example, without a good workforce, without providing quality services
or goods to customers, without treating suppliers with respect and without
maintaining credibility with lenders. However, it is the interests of the owners of the
business which should be paramount.
We accept that no one model of ESG can apply to all companies and we will
consider the circumstances of each company. It is in the best interests of clients for
us to be pragmatic in the way we exercise ownership rights.

Analysis

Schroders believes that an analysis and evaluation of ESG issues and their impact
on investments is a fundamental part of the stock valuation and selection process.
Typically ESG analysis will source information from a mosaic of sources, including
(but not limited to) the company itself, specialist research providers, brokers and
academics. We will utilise internationally recognised benchmarks, codes and
1
standards as guidelines for corporate best practice within our ESG company
analysis, but we are pragmatic in our recognition that no “one” model of ESG
management can apply to a company, and that each company has to be
considered in respect of the industry and markets in which it operates.
Typically good corporate ESG practice should ensure that:
 there is an empowered and effective board
 there are appropriate checks and balances in company management systems
 there are effective systems for internal control and risk management covering
ESG and other significant issues
 there is suitable transparency and accountability
 management remuneration is aligned with long term shareholder value

1

These include, but are not limited to, the Institutional Shareholders Committee, the Global Reporting Initiative, the Association of British
Insurers, the United Nations Global Compact and the UK Stewardship Code.
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Integration

Engagement

Voting:
Coverage

Wherever relevant the analysis of a company’s ESG performance is part of our
investment process. Such analysis enhances our understanding of a company and
its ability to deliver sustainable long term shareholder value. We accept that it is not
always possible to apportion investment value to ESG issues but that ESG
performance can provide a proxy for the quality of management and as such can
be integrated into stock valuation. On occasion some ESG issues may have direct
financial relevance (e.g. carbon emissions, water scarcity) and in these instances
we will endeavour to integrate these considerations into our valuation process. We
recognise that there is no set way for integrating ESG into the investment process,
and as such different teams have developed varying approaches, and that these
approaches may evolve over time.

Engagement with companies is part of our fundamental approach to the investment
2
process as an active investor . It has the advantage of enhancing communication
and understanding between companies and investors. When engaging with
companies our purpose is to either seek additional understanding or, where
necessary, to seek change that will protect and enhance the value of investments
for which we are responsible. We concentrate on each company’s ability to create
sustainable value and will question or challenge companies about issues, including
those relating to ESG, that we perceive might affect the future value of those
companies.

We recognise our responsibility to make considered use of voting rights. We
therefore evaluate voting issues on our investments and, where we have the
authority to do so, vote on them in line with our fiduciary responsibilities in what we
deem to be the interests of our clients. We normally hope to support company
management, however, we will withhold support or oppose management if we
believe that it is in the best interests of our clients to do so.
When voting, where there is insufficient information with which to make a voting
decision or where market practices make it onerous or expensive to vote compared
3
with the benefits of doing so (for example, share blocking ), we will not generally
vote.

Voting:
Operational

In order to act in the best interests of clients and in order to maintain the necessary
flexibility to meet client needs, local offices of Schroders may determine a voting
policy regarding the securities for which they are responsible, subject to agreement
with clients as appropriate, and/or addressing local market issues.
All voting is overseen by investment professionals and is undertaken to enhance
returns for clients.
We use a third party service to process all proxy voting instructions electronically.
For certain investments (particularly those determined by quantitative processes)
where holdings will generally be a small proportion of a company’s voting share
capital, we will use a third party to determine and implement a vote on the grounds
that the voting service will be more familiar with governance of those companies
and the voting policy is not inconsistent with our own. At companies where we have
a material holding, we will continue to vote according to our own policy.

2

The extent to which we engage for particular funds as part of stock selection will vary; for quant funds, for example, meeting company
managements will play no part in the selection process.
3
Share blocking is a practice whereby restrictions are placed on the trading of shares which are to be voted
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Voting:
Conflicts of
Interest

Occasions may arise where a conflict or perceived conflict of interest exists. In
such situations, we will follow the voting recommendations of a third party (which
will be the supplier of our proxy voting processing and research service).
If Schroders believes it should override the recommendations of the third party and
vote in a way that may also benefit, or be perceived to benefit, its own interest, then
Schroders will obtain the approval of the decision from the Schroders’ Head of
Equities with the rationale of such vote being recorded in writing. If the third-party
recommendation is unavailable, we will not vote.
Where the director of a company is also a director of Schroders plc, we will vote in
accordance with the recommendations of the third party or, if a recommendation
from the third party is unavailable, will not vote.

Screening

Client
Choice

Disclosure

Stock
Lending

In addition to our ESG approach Schroders also provides a screening service for
clients, as and when required. These may be for a themed fund or for a segregated
mandate to reflect a client’s values within their investment approach.

ESG should be part of the investment management process in order to ensure that
the governance policy is operated to enhance the value of funds under
management. Accordingly, we believe it is appropriate for clients to give voting
discretion to Schroders. However, clients may elect to retain all or some discretion
in relation to voting, engagement and/or corporate governance issues. In these
cases, we suggest such clients use an external voting service to vote their
interests.

We produce quarterly and annual reports on our ESG activities, as well as hosting
a Responsible Investment page on our internet site. We believe that our policy and
processes comply with, and support the implementation of, the Principles for
Responsible Investment and the UK Stewardship Code.
Reports on our use of voting rights and engagement with companies are available
to clients.

Lenders of stock do not generally have voting rights on lent stock. There may be
occasions, however, where it is necessary to recall stock in order to vote it. We
believe it would be appropriate to recall lent stock when a) the benefits for clients of
voting outweigh the benefits of stock lending; b) the subject of the vote is material
to the value of the company; and c) there is a realistic chance that voting the shares
under our control would affect the outcome of the vote.
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Voting Policy: Our Core Principles
The following pages set out the issues we consider when determining how to
vote. All are subject to the overriding principles that we will vote and act to
enhance returns for clients and act in the best interests of clients. We will vote
against any proposal or action by a company which would materially reduce
shareholder rights or damage shareholder interests.

Strategy,
Performance,
Transparency
and Integrity

Strategic Focus
Companies must produce adequate returns for shareholders.
If a company is not making or will not make returns above the cost of capital, it
should improve performance or consider returning underperforming capital to
shareholders in a tax-efficient manner.

Shareholders’ Interests
We will oppose any proposal or action which materially reduce or damage
shareholders’ rights.
Major corporate changes or transactions that materially dilute the equity or
erode the economic interests or ownership rights of existing shareholders
should not be made without the approval of shareholders.
With the exception of those that could reasonably be deemed insignificant, any
transactions with related parties should not be made without prior independent
shareholder approval.
Shareholders should be given sufficient information about any voting proposal
to allow them to make an informed judgement when exercising their voting
rights.
Companies should provide secure methods of ownership of shares. Further,
there should be no unreasonable restrictions on the transfer of shares.

Reporting to Shareholders
The annual report and accounts of companies should be properly prepared, in
accordance with relevant accounting standards.
Companies must communicate clearly with shareholders. This obligation
extends to producing quality accounts and communicating timely and relevant
information. Transparency, prudence and integrity in the accounts of
companies are factors which are highly valued by investors.
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Auditors
Audits provide a valuable protection to shareholders and should ensure the
integrity of accounts.
In order to provide objectivity and a robust assessment of the accounts, the
auditors should be independent. Where independence is compromised or
perceived as being compromised due to a conflict of interest, a firm’s suitability
as auditor will be called into question. Independence may be compromised, for
example, where the level of non-audit work is excessive or inappropriate or
where the auditors or relevant individuals have a connection with the company.

Internal Controls
The level of risk a company faces and the way a company manages those
risks can have a significant effect on a company’s value and may determine
whether the company can survive. We understand and recognise that risks
must be taken. However, risks must be recognised and managed. Linked to
this, internal controls should be in place to ensure a company’s managers and
board are aware of the state of the business.

Boards and
Management

Status and Role
The boards (the term ‘boards’ as used in this document includes the governing
bodies of corporations, however described (for example, ‘supervisory boards’))
of the companies in which our clients’ monies are invested should consider and
review, amongst other things, the strategic direction, the quality of leadership
and management, the internal controls and the operating performance of those
companies.
Board members must be competent and have relevant expertise.
The board of directors, or supervisory board, (as an entity and each of its
members as individuals) should be accountable to shareholders.
The discharge or indemnification of a board or management will not normally
be supported where we are aware of outstanding issues or have concerns
regarding that board or company.
Every member of the board should stand for re-election by shareholders no
less than every three years.
Companies should disclose sufficient biographical information about directors
to enable investors to make a reasonable assessment of the value they add to
the company.
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Board Structure
Boards should consider the diversity and balance of the board:
– The board should recognise the benefits of diversity
– The board should be balanced, such that no group dominates the board or
supervisory body.
– There should be a material number of genuinely independent nonexecutives on the board or supervisory body.
Independent non-executives can give shareholders a degree of protection and
assurance by ensuring that no individual or non-independent grouping has
unfettered powers or dominant authority. However, the issue of independence
is not, of itself, a measure of an individual’s value or ability to contribute as a
board member.

Performance and Succession Planning
It is emphasised that the success of a company will be determined by the
quality and success of its people. Appointing the right people to lead a
company is an essential part of this process. The process for selecting and
retaining board members should therefore be robust and rigorous and ensure
that the make up of the board remains appropriate and dynamic, with a
particular emphasis on individuals with business success.
It is important that companies which fail to achieve a satisfactory level of
performance should review board membership and the role of senior
executives.
Boards should therefore regularly undertake a review of their performance. A
review of performance must not be an academic exercise. Any review should
seek to consider the performance of individuals and the board as a whole.
Any issues identified should be resolved through, if necessary, operational
changes or changes of personnel.
It is an inevitable part of any organisation that there will be changes of staff –
people might not have, or no longer have, the right skills, abilities or attitude to
properly and successfully fulfil or continue in their role. This applies at all levels
in an organisation. Thus, it is a natural and healthy process to have staff
turnover, including at senior executive and board level.
We will oppose directors and may seek their replacement where the leadership
of an organisation is not sufficiently objective or robust in reviewing
performance.

Committees
Boards should appoint an audit committee and a remuneration committee,
each consisting of independent non-executive board members.
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Capital

Efficient Use of Capital
Companies should earn a return on capital that exceeds the company’s
weighted average cost of capital.
Companies should have efficient balance sheets that minimise the cost of
capital, with an appropriate level of gearing which recognises the significant
risks attaching to debt.
Where companies cannot or will not use capital efficiently, they should
consider returning the capital to shareholders: the capital may then be
allocated to investments earning an appropriate return.
Capital should not be used for value-destroying acquisitions.

Share Buybacks
Buybacks are a valid means of creating value for investors at appropriate
prices and when the objective is in the best interests of shareholders.

Issuing Shares
Companies should not propose general authorities to allow unlimited or
substantial capital authorisations or blank cheque preferred stock.
The creation of different classes of equity share capital must be fully justified.

Pre-emption Rights
Pre-emption rights are a key investor protection measure. We recognise that in
some instances it is appropriate for companies to have a certain amount of
flexibility to issue shares for cash without offering them first to shareholders on
a pre-emptive basis.
Accordingly, authorities to issue shares non-pre-emptively should not exceed
recognised market guidelines or practice or, in the absence of guidelines or a
recognised practice, an overall limit of 10%.
We will consider powers to issue shares on a non-pre-emptive basis in excess
of these limits, where a company can provide a reasoned case that the issue of
shares on a non-pre-emptive basis (whether directly or, for example, through
the issue of convertible bonds or warrants or for vendor placings) would be in
the best interests of existing shareholders.

Share Voting Rights
Companies should provide strong arguments to justify the introduction or
maintenance of equity shares with special voting rights, golden shares or other
split capital structures.
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Executive
Remuneration

High calibre individuals are a vital component of success for any organisation.
Remuneration policies should allow the recruitment and retention of these
individuals and provide appropriate incentive arrangements which reward
returns for shareholders.
In considering the pay arrangements of senior executives at companies, we
are concerned with the structure of total compensation and to ensure that
potential rewards are aligned with shareholder interests.
We recognise the value of high-calibre executives and note that in order to hire
the best individuals, it is necessary for companies to pay at levels which allow
them to compete in the market to recruit successful executives. However, the
existence of this effect does not justify unwarranted transfers of value to
executives. It follows that where individuals have failed, their continuation in
the role should be reviewed and, if necessary, they should be removed.
In formulating proposals remuneration committees and boards should, in
particular:
– avoid creating arrangements or policies that could result in excessive
dilution of shareholders’ interests or create excessive or unwarranted costs.
It is expected that average dilution through the commitment to issue shares
to directors, executives and employees would not exceed 1% per year;
– link significant elements of total remuneration to genuine performance and
in particular focused on the achievement of above average performance;
– encourage significant share ownership amongst the executive team and
look to widen share ownership throughout the organisation
– avoid arrangements that would encourage the destruction of shareholder
value;
– achieve an appropriate balance between long- and short-term elements of
pay, with an emphasis on reward for sustainable longer-term performance;
– avoid service contracts and provisions providing compensatory
arrangements in excess of one year, except following appointment where
for a limited time a longer period may be acceptable;
– appoint remuneration committees consisting of independent non-executive
directors. These committees should be responsible for determining and
recommending to the board the pay policies in respect of executive
directors and senior managers;
– not reprice, adjust, or otherwise amend stock options and awards;
– use financial and ESG metrics for measuring executive performance which
focus on outcomes rather than inputs to potential corporate performance;
– avoid complex scorecards of numerous performance measures, thereby
diluting a focus on long term success for the company and shareholders;
– focus long-term incentive arrangements for board members primarily on
total corporate performance and only secondarily on areas of individual
responsibility. Special incentive arrangements concerning specific ventures
or projects may distort alignment with total corporate performance and
shareholder returns.
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Other Issues

Takeover Bids
Takeovers are an important part of an efficient market. However, takeovers do
not always create value for shareholders. Accordingly, each case will be
judged on its merits. Factors considered will include the quality of a company’s
management, the long-term prospects for the company’s share price and
investors and, ultimately, whether the price offered should be accepted in the
best interests of our clients.

Poison Pills and Takeover Defences
Poison pill arrangements, takeover defences or other equivalent arrangements
have as their purpose the benefit of management rather than the owners of the
company and are frequently contrary to shareholder interests. Such
arrangements should not be introduced and existing arrangements that have
been put in place should be removed.

Company Constitutions
The documents defining the constitution of a company are key documents
providing protection to the interests of shareowners. Any changes to these
documents should be clearly justified.
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