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Setting a high bar for stewardship
On behalf of all our global employees, it gives me
great pleasure to share with you our 2021 annual
Stewardship Report.
At Franklin Templeton, we believe that making a positive
impact helps us fulfil our central objective of achieving
better client outcomes. We can best achieve this through
a considered and thoughtful long-term stewardship
approach. Our focus continues to be on our mission – to
help people all over the world achieve the most important
financial milestones of their lives.

focus continues to be on our
“Our
mission – to help people all over

the world achieve the most
important financial milestones of
their lives. We believe that making
a positive impact helps us fulfil our
central objective of achieving
better client outcomes.”
Jenny Johnson
President
Chief Executive Officer
Franklin Resources, Inc.

In 2021, we made notable progress on our stewardship
initiatives and goals, including:

•
•

Focusing our resources on our twin strategic priorities –
climate and data
Engaging directly with nearly 800 companies specifically
on sustainability issues, while also collaborating with
policymakers, industry bodies and the wider investment
community

Voting on over 96,000 resolutions, with our investment
specialists voting against proposals that were not in the
best interest of our clients.
In the pages that follow, you will learn much more about
the work that we are doing in this important space, our
accomplishments over the past year, and our vision for
the future.

Strategic areas of focus – Climate and data
It is our aspiration to be a global leader in stewardship and
sustainability. To achieve this, we have highlighted the two
areas of critical importance.
The first is climate. Finding ways to drastically cut global
greenhouse gases and achieve net zero emissions by 2050
is a major challenge. The investment industry has a critical
role to play, and how we consider climate in our investments
and activity is a key part of our stewardship response.
The second, inextricably linked to the first, is data. Our
investment teams need robust and reliable data for informed
decision making. We aim to seek out and integrate the very
best data with which to equip our investment teams.
The stewardship commitments we have made in 2021,
including signing the Net Zero Asset Managers Initiative, and
carrying out extensive research on our ESG data providers,
have been made with these two strategic priorities in mind.

Encouraging diversity, depth and
independence among our specialist
investment managers
As we mentioned in last year’s report, Franklin Templeton’s
acquisition of Legg Mason has enabled us to enhance the
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broad array of investment strategies we offer clients, bringing
under the Franklin Templeton umbrella several specialist
investment managers with their own stewardship and
sustainable investment expertise in their respective fields.
Our strength is in the breadth and independence of our
teams. Each operates autonomously, according to the
guiding principles of its own investment philosophies – but
remains aligned with our core values and stewardship
approach. Collectively, we have the potential to achieve
more for our clients by working together on stewardship and
sustainability matters. That’s why, in 2021, we established our
Stewardship and Sustainability Council and our Global
Sustainability Strategy Team. The Council, with membership
across our investment teams, is responsible for developing
the overall philosophy guiding how we work together on
universal sustainability challenges and common priorities
while protecting independence on investment decisionmaking. We have included more information on our
enhanced sustainability frameworks in this report.
After the end of the reporting period, we appointed
Anne Simpson as Global Head of Sustainability. Anne, in
this newly created role, will work in close partnership with
Dr Yu (Ben) Meng, Franklin Templeton’s executive sponsor
of Sustainability. These important appointments reflect the
level of significance we place on stewardship and
sustainability, in the recognition that our investment
decisions have a profound effect on the world and its future.

Our commitment to you
Last year, we were honoured to be among the inaugural
signatories to the revised UK Stewardship Code. We should
not underestimate the importance of this Code. A higher
bar has been set for asset managers and we are acutely
aware that the competitive standard continues to rise. More
work lies ahead as we further refine our stewardship
strategy and leadership practice.
At Franklin Templeton, we are committed to being a force
for positive change. This is how we continue to earn the
trust of our clients and stakeholders, and deliver long-term
risk-adjusted returns for our clients.
I invite you to review our report to learn more about
stewardship at Franklin Templeton and to find out more
about our achievements over the past year.

Jenny Johnson
President and Chief Executive Officer
Franklin Resources, Inc.
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Glossary of Franklin Templeton acronyms used
in this report

Stewardship in numbers

Stewardship and Sustainability Council (the Council)

Key highlights

The Council brings together leaders in stewardship and sustainable investing from across our investment managers, covering
every asset class and strategy range. It is led by two Co-Chairs and comprises 20 Council members representing our SIMs.
Global Sustainability Strategy Team (the Strategy team)
The Strategy team supports the mission of the Council and works in close collaboration with the Council to guide the
common stewardship and sustainability investing agenda.
Specialist Investment Manager (SIM)
Franklin Templeton’s investment personnel are organised into distinct units, each with their own brand and investment
specialism, called a Specialist Investment Manager (SIM). We currently have 17 SIMs managing assets on behalf of our
clients. As a result of the acquisition of Legg Mason group in 2020, we added 6 of those SIMs – the “Acquired SIMs” listed in
the table below – who are members of the Sustainability & Stewardship Council and share similar outlooks and goals in
sustainability terms, but have their own policy framework on many of the matters covered in this report. Therefore, when
describing the scope of our group-level policies, we may distinguish between these “Acquired SIMs” and the remaining
“Integrated SIMs” which are fully integrated into the Franklin Templeton policy framework.

Acquired Specialist Investment Managers

Integrated Specialist Investment Managers

Brandywine Global

Fixed income, equities

Benefit Street Partners

Alternatives

Clarion Partners

Alternatives

Bissett

Equities

ClearBridge Investments

Equities

Fiduciary Trust International

Wealth management

Martin Currie

Equities

FT Emerging
Markets Equity

Equities

Royce Investment Partners

Equities

Franklin Equity Group

Equities

Western Asset Management

Fixed income

Franklin Mutual Series

Equities

FT Fixed Income

Fixed income

Franklin Templeton
Investment Solutions

Multi-asset solutions, fixed
income, equities, systematic

K2

Alternatives

Templeton Global
Equity Group

Equities

Templeton Global Macro

Fixed income

Nearly

Voting in

800

78

22,299

Voted on

Supported more than

Voted against management

engagements on
sustainability

96,448

2,200

Expanded

Set

resolutions

stewardship framework to integrate
additional investment
manager teams

client communications
sent out globally

countries

shareholder resolutions

strategic priorities on
climate and data

11%

Secured

expanded access to ESG data on
enterprise-wide basis

Selection of the initiatives we actively engage in
Principles for Responsible Investment (PRI)

European Sustainable Investment and Finance Association (EUROSIF)

Net Zero Asset Managers Initiative

Responsible Investment Association (RIA)

Task Force on Climate-Related Disclosures (TCFD)

The Global ESG Benchmark for Real Assets (GRESB)

Climate Action 100+ (CA100+)

Sustainable Accounting Standards Board (SASB) Alliance

Ceres Investor Network

The Institutional Investor Group on Climate Change (IIGCC)

UK Sustainable Investment and Finance Association (UKSIF)

PRI Assessing Sovereign Climate-related Opportunities and
Risk (ASCOR) project

Financing the Just Transition Alliance (FTJA)
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Purpose, culture and strategy
Key highlights for 2021

•
•

Established a new Stewardship and Sustainability
Council – a focal point for our ESG expertise
Identified our key strategic priorities – climate
and data – that will help us reimagine stewardship
at Franklin Templeton

Our purpose
Whether a large multinational institution or a small
individual saver, all investors are striving to meet their
financial goals. For the past 75 years, our core purpose has
been to help them do this. We continue to strive for better
outcomes for all our clients.

Principle 1

“

As our approach continues to evolve, we remain
fundamentally committed to our duties as stewards – rather
than owners – of the assets we invest in on behalf of our
clients. We recognise that good stewardship requires a longterm view of the prospects of not just our portfolio
companies, but of the societies and environment in which
they operate, and that sustainable growth for our
investments is unlikely to be achieved without considering
the outcomes for all.

Signatories’ purpose, investment

beliefs, strategy, and culture
enable stewardship that creates
long-term value for clients and
beneficiaries leading to sustainable

Franklin Templeton today
We are one of the world’s largest asset managers, with US$1.5
trillion in assets under management and 10,2191 employees
globally (including around 780 investment professionals2).
We offer a comprehensive range of active, smart beta and
passive investment approaches, across equities, fixed
income, multi-asset solutions and alternatives.

benefits for the economy, the
environment and society.”

Stewardship is an important part of our investment
proposition, we were honoured that Franklin Templeton was
included in the inaugural group of signatories of the UK
Stewardship Code 2020, alongside Martin Currie, one of
our specialist investment managers (SIMs). Other SIMs also
have stewardship policies in place and in 2021
independently adopted the Code.3
A key tenet of Franklin Templeton’s business is that we’re
made up of a broad-based collection of diverse and
independent specialist investment managers (SIMs), each
with their own specific focus and expertise.

•

Demonstrated our commitment to improve
stewardship through programmes such as the Net
Zero Asset Managers Initiative

We believe this structure provides the best of both worlds.
We are nimble where it matters, offering our clients the
benefits of independent-minded fund managers and
‘boutique’ specialisation, but with the strength, discipline
and capabilities of a global distribution platform,
technology-based tools and value-added services.
Stewardship is evolving
Sustainability and responsible investment have long been
a key part of our business – back in the 1950s, Sir John
Templeton (creator of the Templeton Growth Fund) was
excluding companies when their activities conflicted with
his personal ethics or those of his clients. In the aftermath
of the global financial crisis, we progressed towards greater
focus on consciously integrating environmental, social and
governance (ESG) factors.
In late 2020, as Franklin Templeton acquired Legg Mason
we inherited a legacy of diverse investment companies,
all with their own independent sustainable investment
approaches. We have protected and promoted their
autonomous investment processes, because we believe
the distinct perspectives they bring will enhance our overall
ability to evaluate and identify sustainability risks and
opportunities from multiple angles.
One year on since this historic transaction, we describe in
this report how we have embraced the different stewardship
activities and structures of our specialist investment
managers. We will continue to celebrate and integrate
different investment capabilities as our organisation expands,
either through continued acquisitions like Lexington Partners
and O’Shaughnessy Asset Management, or natural organic
growth. The collective intellectual capital of our sustainability
leaders at each of these SIMs helps deepen our overall
stewardship and sustainability expertise and achieve better
outcomes for our clients’ needs across all asset classes.

1. 31 December 2021.
2. Excluding number of investment professionals for the independent specialist investment managers post Legg Mason acquisition.
3. Western Asset Management.
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We offer an unmatched collection of investment capabilities

Our culture and core values

Our investment capabilities and asset mix

Equity

Value

Blend

Convertibles

Smart Beta

Deep Value

GARP

Sector

Thematic

Core Value

Growth

Shariah

What are our core values?

Putting clients first

Fixed income
Government

Securitized

Municipals

Multi-Sector

Corporate Credit

Currencies

Bank Loans

Sukuk

$1.5

TR I LLI O N

Multi-Asset

Income

Target Date/Risk

Real Return

Absolute Return

Balanced/Hybrid

Tactical Asset Allocation

Total Return

Managed Volatility

We create valuable connections between our
clients, our portfolio managers, business leaders,
and economic experts. These, ultimately, make us
more responsible stewards of their capital.

Achieving quality results

Working with integrity

We value professional excellence and
expertise, and we work together to produce
consistent, competitive results for our clients.

We speak and act in an honest manner. We
believe in being accountable for the impact
we have on others.

To be most effective, stewardship must include engagement
with the companies and other issuers of the securities we
invest in – and the responsible exercising of voting rights.
But our commitment goes further than that. With our
employees living and working in more than 100 offices in
over 30 countries, diversity and inclusion are more than just
buzzwords for us.

Private Debt

Alternatives

We strive to know and meet our clients’ needs,
and we fully accept our fiduciary responsibility
to protect shareholders’ interests.

Putting clients first and being responsible stewards of their
capital is central to our culture and core values. We have
a duty to protect and enhance the economic interests of
the assets they entrust to us.

in total assets
under management*

Hedge Funds

Real Estate

Private Equity

Infrastructure

Western

Beneﬁt Street Partners & Alternatives

Franklin Templeton Equity

Fiduciary Trust High Net Worth

ClearBridge Investments

Templeton Global Macro

Franklin Templeton Fixed Income

Martin Currie

Franklin Templeton Investment Solutions

Royce Investment Partners

Clarion Partners

O'Shaughnessy Asset Management

Brandywine

Other Investment Managers

Our CEO, Executive Committee and Chief Diversity Officer,
along with three Regional Diversity & Inclusion Executive
Councils, provide senior leadership accountability, cultural
perspectives and alignments. We gain insights from
employees and amplify their voices through eight global
business resource groups (BRGs).

Our commitment to D&I is part of our
growth story
Evolving all aspects of diversity makes our company a
better place to work and a more resilient business. Integral
to strong firm performance, we continue to embed and
expand D&I policies and actions in all our practices.
Our ability to attract, develop and retain a diverse, highly
skilled workforce is critical to our long-term success. We
realize the benefits of diversity through an intentional focus on
inclusion and aim to consciously eliminate bias to uncover
untapped opportunities. A diverse workforce and inclusive
culture lead to better decision-making and client outcomes.
We employ a global D&I strategy with targeted initiatives to
diversify our workforce at all levels of our firm.

*As at 31 December 2021. Assets under management represent combined assets of Franklin Templeton, Legg Mason and subsidiary investment management groups.
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For example, in 2021, Franklin Templeton participated in
McKinsey’s Black Executive Leadership Program and
Management Accelerator, which provides organisations
the opportunity to improve their talent pipeline. McKinsey
has also made this programme available to ethnically
diverse leaders globally.
For more information on our Diversity and Inclusion Growth
story, please see here.

Investment beliefs – bringing diversity,
depth and independence under one roof
Our SIMs span a broad spectrum of asset classes, but we all
believe stewardship and sustainability are fundamental to
what we do for our clients.
Each of our SIMs have developed their own integration
practices. While we share the same fundamental fiduciary
duty to steward our clients’ assets to the best of our ability,
there is no one single methodology or process that
adequately encompasses the diversity and complexity of
investment approaches.
A common theme throughout this report is to demonstrate
how diversity, depth and independence of thought
strengthens our stewardship approach.
Diversity, because we do not believe sustainable investing
can be a one-size-fits-all approach. The depth of our
investment expertise, because we acknowledge that our
global range of investment strategies spanning asset
classes and regions should be managed by our
experienced investment teams. And, most importantly, we
believe our investment teams must have the independence
to think creatively and perform at their best.

Stewardship Report 2021
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Strategy
Over the course of 2021, we focused on how we can bring
together Franklin Templeton’s diversity, depth and
independence where it matters. Here are the most
important ways we’ve done it:

Broadening the Franklin Templeton
stewardship framework

Stewardship and Sustainability Council
In March 2021, we established the Stewardship and
Sustainability Council, which has membership from each of
the SIMs. This body represents the depth and diversity of
our collective sustainability capabilities. Its existence
reinforces our firm-wide commitment to being responsible
stewards of our clients’ assets and drives the evolution of
our firm-level approach to stewardship and sustainable
investing. Its aim is developing a philosophy to help us face
universal sustainability challenges together.
Global Sustainability Strategy Team
The framework at Council level is reinforced by the Global
Sustainability Strategy Team (the Strategy team), led in 2021
by the Global Sustainability Strategy Director.
This team has a mandate to develop priorities in
collaboration with the Council and implement a strategy
to drive and embed sustainability across the organisation.
It is this structure and framework – with the Council and
Strategy team working closely together – that allows our
SIMs to develop their respective sustainable investment
approaches. This ensures our SIMs have independence, yet
work together on major issues.
For more detail on the Council and Strategy team, see
Principle 2.

Updating our policies and principles

Our Sustainable Investing Policies and Principles
Our Sustainable Investing Policies and Principles outline
our sustainable investing philosophy and approach.
In 2021, we updated our policies and principles to clarify
how we approach sustainability risk. This addresses
elements of the European Union (EU) Sustainable Finance
Disclosure Regulation (SFDR) including how we consider
principle adverse sustainability indicators (Art.4 SFDR) and
how we align our remuneration model with sustainability
risk management (Art.5 SFDR). We believe the SFDR
disclosure requirements represent current best practice
and will help move the industry towards greater
sustainability focus and orientation.
Sustainable investing – what’s in a name?
Sustainable investing, for us, is part of fulfilling our fiduciary
duty as asset managers. We invest on behalf of a broad
range of clients with varying investment objectives and
financial needs.
Our Stewardship Policy
Our formal Stewardship Policy covers all the asset classes
contained under the umbrella of the Franklin Templeton
brand4. Approaches and opportunities to undertake
stewardship vary by asset class and the nature of the
strategy. Our investment groups engage in a manner that
fits the process, time horizon and objectives of those
investments.
Where our stewardship policy has most relevance is
through our actively managed fundamental strategies
covering equities, corporate debt, and sovereign debt. In
2021, our passive strategies made good progress as we
committed to a higher with the adoption of a specific
Sustainability Policy.

Setting key strategic priorities
We have identified two key, urgent and strategic priorities
to focus on for at least the next 3–5 years: climate and data.

Climate
2021 was a watershed year in efforts to tackle climate
change. Against the background of the COVID pandemic, we
finally saw a discernible global shift towards unequivocal
acknowledgement that climate change is taking place and
represents an existential threat to the planet’s ability to thrive.
The United Nations’ Intergovernmental Panel on Climate
Change (IPCC) published the first part of its sixth
assessment report (AR6) in August 2021. Its authors’
conclusions were stark, warning of irreversible climate
change effects. In November 2021, the world converged in
Glasgow, virtually and in real life, for the 26th Conference of
the Parties (COP26) to discuss collective action to manage
and mitigate climate warming effects.
At Franklin Templeton, we formally agreed climate must be
one of our two key strategic priorities. Our commitment was
reflected in our support of the Task Force on Climaterelated Financial Disclosures (TCFD) framework and the
Net Zero Asset Managers Initiative (NZAMI). These
commitments are manifested daily in the investment
decisions of our fund managers, the engagement dialogue
they have with investee companies, and the conversations
we have with our clients around how climate change can
affect the long-term outlook for their portfolios.

Activity in 2021

Net Zero Asset Managers Initiative
An important example of this priority in action was
joining the Net Zero Asset Managers Initiative
(NZAMI). Franklin Templeton investment groups,
along with three of our specialist investment
managers – ClearBridge Investments, Brandywine
Global and Martin Currie – signed up to the initiative,
which supports bringing greenhouse gas emissions
down to ‘net zero’ by 2050 or sooner.
By signing up to the NZAMI, we make the following
commitments.

•

•
•
•

Setting interim targets for 2030. Assets will be
managed in line with the net zero goal and
consistent with a fair share of the 50% global
reduction in CO2 (the level identified as required
by the Intergovernmental Panel on Climate
Change (IPCC) report)
Taking account of Scope 1 and 2 emissions in our
investment portfolios (and, as far as possible,
material Scope 3 emissions)
Implementing a stewardship and engagement
strategy, with a clear escalation and voting policy
Creating investment products aligned with netzero emissions by 2050 and facilitating increased
investment in climate solutions

For more detail on our climate strategy, see Principle 4.

For more information on our policies and principles, see
Principles 5 here and 12 here

4. The independent Specialist Managers have their own policies and reports.
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Assessing Sovereign Climate-related
Opportunities and Risk (ASCOR)
In September 2021, Franklin Templeton joined the
select advisory committee of the ASCOR project.
Supported by a number of asset owners, as well as
Ceres, the Institutional Investors Group on Climate
Change (IIGCC), the Principles for Responsible
Investment (PRI) and the Transition Pathway Initiative
(TPI), we chose to participate to help tackle the
universal conundrum of how to fairly and
appropriately measure sovereign-related climate
risks and opportunities.
One of the outcomes will be to develop a research
tool to measure both current and future climatechange governance and a means to measure, monitor
and compare whether sovereigns are responding to
the challenges of climate change. The insights from
these annual assessments will be useful to both
investment research and decision-making, as well as
providing a starting point for engagement.

Data
Reliable, timely ESG-related data is a vital component of
how we navigate our response to climate change. For us,
this makes data and climate inseparable strategic priorities.
Our Organisational ESG Data Project aims to source,
determine and deliver data that can be integrated into our
business needs and regulatory requirements.
The project enables economies of scale and optimises the
potential for our specialist investment managers to better
identify issues, assess their risk exposures and make more
informed investment decisions.

Assessment of outcomes
In our first Stewardship Report for 2020, we acknowledged
that the perfect company does not exist. We recognise
being accepted as a signatory for 2020 is only a marker in
the sand and that each year requires greater progress and
stronger commitments to integrate stewardship across the
company.
That has been our focus in 2021. We have broadened our
framework to embrace diversity, depth and independence
across Franklin Templeton. We believe this inclusive
approach best reflects our organisational culture, allowing
us to harness economies of scale and expertise where it
matters, while providing independence and space for
intellectual creativity for each of our specialist investment
managers. Our unchanging commitment to pursuing better
outcomes for our clients runs through everything we do.
In the 12 months covered by this report, we have continued
the progress made in 2020. We made important public
commitments e.g. to NZAMI and ASCOR. In addition, our
acquired SIMs signed up to the UK Stewardship Code
voluntarily. This demonstrates the increasing importance of
stewardship across our business.
Our investments for enterprise-wide ESG-related data will
enable our investment teams to continue integrating more
and improved data sources into their decision-making
processes. We firmly believe that good stewardship is
essential to creating and protecting long-term value. This
drives our mission to continue to integrate and improve
sustainability in the culture, structure, and disclosures at
Franklin Templeton in the years to come.

For more on how we have invested in our data resources,
see Principle 2.
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Governance, resources and incentives
Key highlights for 2021

•

•

Established an inclusive governance framework
to drive stewardship and sustainability across
Franklin Templeton

Invested in resources in key strategic priorities of data
and climate

Governance
Over the course of 2021, we placed particular focus on our
governance structures, driving our commitment to promote
diversity, depth and independence.
The independent nature of our investment teams is one of
our key strengths. Each investment team determines their
approach and engagement priorities.
Stewardship is owned and led by our investment teams,
and governed by a global policy established in
collaboration with the investment teams. Our SIMs from
the Legg Mason transaction all have complementary, but
separate, stewardship policies.

Principle 2
governance, resources
“Signatories’


Each investment team determines and prioritises their
engagements, and the manner of that engagement, in a way
that adds the most value to their portfolios and client interests.
Our investment teams also benefit from common ESG data
and technology tools, with specialist support and
stewardship guidance.

and incentives support stewardship.”

In 2021, we broadened our governance framework to be
more inclusive, with the goal of embedding stewardship
across Franklin Templeton. Driving these changes were
three important improvements:

•
•
•

Oversight of the climate agenda by the Board
Establishing the Stewardship and Sustainability Council
Setting up the Global Sustainable Strategy Team,
which works alongside the Council and across the
whole organisation

Our objective is a robust stewardship and sustainability
framework that provides appropriate governance and
leadership, while preserving their investment autonomy.

Our governance structure - developing
sustainability leadership across the business
Our governance framework is structured to encourage
investment independence, while enabling collaboration and
knowledge sharing where it matters. Our overall global
network is illustrated below.

Franklin Resources, Inc.
Board of Directors
Greg Johnson, Executive Chairman
Rupert Johnson, Vice Chairman
President & CEO
Jenny Johnson
Chief Administrative Officer
Tiffany Hong

Global
Advisory
Services
Adam Spector

Global
Alliances &
New Business
Strategies
Jed Plafker

Franklin
Templeton
Investment
Institute

Fiduciary
Trust High Net
Worth
John Dowd

Stephen Dover

Technology &
Operations
Alok Sethi

Executive Vice
President, Asia
Pacific

Chief Financial
Officer

Dr Yu (Ben) Meng

Matthew
Nicholls

General
Counsel

Human
Resources

Diversity &
Inclusion

Craig Tyle

Penny Alexander

Regina Curry

Specialist Investment Managers

Franklin Templeton Equity
Terrence Murphy

Brandywine Global
David Hoffman, Adam Spector

Westen Asset
Jim Hirschmann

Clarion Partners
David Gilbert & Steve Furnary

Franklin Templeton Fixed Income
Sonal Desal

Templeton Global Macro
Michae Hasenstab

Martin Currie
Julian Ide

Franklin Templeton
Investment Solutions
Ed Perks

ClearBridge Investments
Terrence Murphy
Alternatives &
Benefit Street Partners
Tom Gahan

Royce Investment Partners
Chris Clark

As at 31 December 2021
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Taking an inclusive and diverse approach

Franklin Resources’ overall structure is designed to
encourage autonomy on investment decisions, while
enabling collaboration and the sharing of best practice.
In 2021, the Corporate Governance Committee, which is a
committee of the Franklin Resources Board, was formally
designated to assist the Board in the oversight of our
sustainability programmes related to environmental, social
and governance matters. The Global Sustainability
Strategy Team and the Executive Business Sponsor
presented to the Committee at their June 2021 meeting to
discuss the formation of the Stewardship and Sustainability
Council, the Strategy team as well as an assessment of
the progress update.
The Executive Committee shapes overall corporate
strategy and comprises Franklin Templeton’s CEO and
President, along with executive leaders from Investment,
Distribution and General Counsel. The Executive
Committee provides oversight of our stewardship and
sustainability efforts and approves our policies on
sustainable investing.

Stewardship and Sustainability Council

Franklin Templeton manages US$1.5 trillion (31 December
2021) in assets, diversified across fixed income, equities,
multi-assets, alternatives and cash. In terms of investment
strategies, we offer a broad spectrum of capabilities, from
cash management to systematic solutions.

The Council brings together leaders in stewardship and
sustainable investing from across our investment managers,
covering every asset class and strategy range. It is led by
two Co-Chairs and comprises 20 Council members
representing our SIMs.

Sustainable investing at Franklin Templeton isn’t
homogenous. This is why, as described in Principle 1, we
have established our governance framework to better
reflect the diversity, depth and independence of our
investment teams, with the ambition to drive and embed
stewardship and sustainability across the organisation.

As discussed in Principle 1, the Council reinforces our firmwide commitment to being responsible stewards of our
clients' assets. It drives the evolution of our firm-level
approach to stewardship and sustainable investing. Council
members, representing the diversity and depth of our
different approaches, will develop our philosophy on
identifying universal sustainability challenges.

The structure and framework we have established, via the
Council and Strategy team, promotes robustness and
encourages flexibility in the way SIMs can evolve their
processes. While there are points of commonality in
approach across the group, based on our global
sustainability-related commitments and regulatory
requirements, Franklin Templeton does not prescribe
a ‘house view’ to the same extent that some global peers
may do. We believe our diversity of investment ideas is the
best way to serve the varied investment needs of our clients
over the long term.

Stewardship and Sustainability governance structure, 2021

Global Sustainability Strategy Team
Over the course of 2021, we focused on how we can bring
together Franklin Templeton’s diversity, depth and
independence where it matters. Here are the most
important ways we have done it.
The framework at Council level is reinforced by the Global
Sustainability Strategy Team led by the Global Sustainability
Strategy Director, who is also a Council member. The
Strategy team supports the mission of the Council and
works in close collaboration with the Council to guide the
common stewardship and sustainability investing agenda.

To drive and embed sustainability across the organisation,
the team is multi-disciplinary and is based in strategic
locations across the US, Europe and Asia. In particular, it
works closely with investment teams to advise on everchanging requirements from both a regulatory and client
perspective.
The team also leads on priorities that require an
organisation-wide response, including but not limited to:

•
•
•
•

Reporting on the stewardship codes for the UK
(and other regions)
TCFD Framework implementation
The EU Sustainable Finance Action Plan
The Net Zero Asset Managers Initiative

Fact box
After the end of the reporting period, we concluded
our search for a new Global Head of Sustainability
and appointed Anne Simpson in 2022. She will be
responsible for driving overall strategic direction on
stewardship and sustainability.

It is this structure and framework that allows our SIMs
to develop their respective sustainable investment
approaches independently, while working together on
universal challenges and common priorities.

Franklin Resources, Inc.
Board of Directors
Greg Johnson, Executive Chairman
Rupert Johnson, Vice Chairman

The Strategy team works with all business functions –
investments, legal and compliance, product, sales and
marketing, investments, technology, operations, and risk –
and engages in the following:

President & CEO
Jenny Johnson

Chief Investment Officers of
Franklin Templeton

•

Stewardship and Sustainability Council (the Council)

Global Sustainability Strategy Team (Strategy team)

Co-chairs of the Council
David Sheasby, David Zahn

Global Sustainability Strategy Director
Michelle Auger

20 council members

7 member team

•
•
•

Helping clients understand sustainability related risks and
opportunities in partnership with our relationship managers
Advising on solutions to transition our products
and strategies towards sustainability
Building our capabilities in climate analysis and
data science
Advising on stewardship best practices across
the business

Work with all business functions across the organisation

As at 31 December 2021. After the end of the reporting period, Franklin Templeton appointed a new Global Head of Sustainability.
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Resources
In 2021, our business leaders increased resources in terms of
both talent and technology. Across all asset classes, we have
benefited from additional dedicated resources in our
investment teams. Our twin strategic priorities identified in
Principle 1 – climate and data – have provided extra impetus
to invest in new ESG-related data and technology resources.

The benefits of increased investment in data
Our investment in making data accessible enterprise-wide
should allow increased insight into our investments and
enables us to better identify and prioritise engagement
opportunities where Franklin Templeton can have the
most impact.

Data

The expanded data sets mean we have significantly
increased coverage to help us fulfil higher standards of
sustainability disclosure.

Foundational building blocks for our stewardship and
sustainability efforts
Access to robust and extensive ESG data is essential for
meaningful investment analysis. But a common challenge
for our investment teams has been the availability of ESGrelated data that’s reliable, timely and relevant. During 2021,
we expanded the availability of data providers across our
entire organisation. After extensive due diligence, we
signed expanded contracts with MSCI ESG, ISS ESG and
S&P Trucost, covering solutions to meet regulatory
requirements including the EU’s Taxonomy regime and
Sustainable Finance Disclosures Regulation, as well as
climate risk and impact datasets to help us with our net zero
and TCFD commitments.

For more information about our due diligence when
selecting and monitoring service providers, see Principle 8.

One of our key strengths is the independence of our
investment teams, and it’s important that we build capacity
to ensure sustainability is fully considered as we support
our diverse investment approaches.

Being good stewards of our clients’ capital and ensuring
that our investment teams are considering all relevant
sustainability criteria is embedded throughout our
performance management and remuneration processes.

It’s important to acknowledge too, that sustainability is
a transversal competence across many different business
functions. Across the organisation, in addition to the Council
and the Strategy team, we have participation from e.g.
Investments, Product Management, Proxy Voting and
Investment Risk who all play their part. Some of these are
dedicated sustainability roles, while others have sustainability
embedded as part of their day-to-day roles. We continue to
invest in additional resources where this is required.

How our investment professionals integrate sustainability
into their performance is a factor in their total remuneration.
In 2021, we amended our compensation policies to
integrate the consideration of sustainability risks. All
investment leaders must provide comment on how the
performance of relevant professionals aligns with our
policies on stewardship and sustainability.

Training for all
The Strategy team regularly delivers training to investment
teams, business partners and clients, helping to deepen
knowledge across the business on relevant issues, themes
and industrial developments. Client-facing professionals also
have access to web-based training tools on ESG topics.

Benefiting from best-in-class ESG data through
economies of scale
As mentioned in Principle 1, we launched our Organisational
ESG data project (OEDP) in 2021. This significant and
ongoing investment involves sourcing and making best-inclass ESG data available for our business and regulatory
needs regarding stewardship and sustainability.

In 2021, we started to advocate for systematic, standardised
training on sustainability to be made available to more of
our Franklin Templeton colleagues. All our Strategy team
members are required, at a minimum, to pass the CFA ESG
investment certificate. This global qualification is
administered by the CFA Institute and can be taken almost
anywhere in the world.

With the OEDP, we aim to leverage economies of scale,
optimising the potential for our SIMs to develop stronger
and deeper ESG insights. Greater provision of data across
all our SIMs will support our stewardship and sustainability
leadership practices and includes integration data, both
proprietary (where relevant for reporting purposes) and
external.

Stewardship Report 2021

Incentives

In 2021, our business leaders made significant investment
in resourcing across all our asset class capabilities with
dedicated sustainability talents. Importantly, we were able
to build out our Global Sustainability Strategy Team into
a seven-member team within a period of eight months. This
was possible through the support of our HR teams across
the globe, which ensured we identified individuals with the
optimum combination of skills and experience who were
a good cultural fit for our organisation. Some of our hires
have included: data scientists, stewardship analysts,
sustainable investment strategy and product specialists. In
2022, we will continue to build our resources, with the
ongoing support of our Executive Committee.

Now, for the first time, we have a common set of ESG data
providers, available to all our investment teams and other
business functions. This allows our investment teams to
better compare and contrast the quality of ESG-related
data. However, this is just the start of our efforts. In 2022,
we will be looking at data for specific asset classes, and
investigate data availability for private markets.

18

Our talent resources

As we have a global workforce, this helps to set a minimum
competency baseline for our employees as we set common
sustainable investing and stewardship concepts. This
programme will be formally rolled out in 2022.
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Our process for the alignment of incentives to our firm policies
on stewardship and sustainability has been developed in
partnership with our investment leaders, HR and Legal.

Assessment of outcomes
We have broadened our governance framework as we build
towards becoming a global sustainability leadership practice.
With oversight from our Board and Executive Committee, our
Stewardship and Sustainability Council develops our
company-wide philosophy and the Global Sustainability
Strategy Team defines and implements priorities in
partnership with business functions across the organisation.
We can already see evidence of the impact this is having,
including the following initiatives:

•
•
•

Signing up to the Net Zero Asset Managers Initiative,
which is a bold and significant commitment for the
organisation
The Organisational ESG Data Project
Our collaborative engagement via the PRI’s Assessing
Sovereign Climate-related Opportunities and Risk
(ASCOR) initiative.

There are still areas where we can improve, and we
continue to invest in increasing our talent pool across our
Strategy team and investment managers. We are aware that
data is, and will continue to be, a challenge. In 2022, we will
search for better and more reliable data in specific asset
classes, and investigate data availability in private markets.

Stewardship Report 2021

19

Conflicts of interest
In investment management there is always a potential risk that
conflicts can occur between the private interests of an
individual and their official responsibilities as a person of trust.
At Franklin Templeton, any potential conflicts are identified in
line with our core purpose of delivering better client outcomes
and in the best interest of our advisory clients. We aim to
identify and manage conflicts objectively and fairly and have
transparent processes in place to raise and resolve them.

Sources of data
Our Proxy Group identifies material conflicts of interest
based on analysis of clients, distributors, broker-dealer and
vendor lists. We also rely on information that we periodically
gather from directors and officers, and sources such as
public filings.

Identifying and escalating
conflicts of interest

Potential conflicts in voting recommendations
All conflicts of interest are handled and resolved in
the best interest of our clients.

Here are some examples of potential conflicts that could arise:

•
•
•

Principle 3
manage conflicts of
“Signatories


•
•

interest to put the best interests of

Managing potential proxy voting
conflicts of interest

clients and beneficiaries first.”
•
•

•

An issuer is a client of Franklin Templeton or SIM.5
An issuer is a vendor whose products or services are
material or significant to Franklin Templeton’s business.6
An issuer is an entity participating to a material extent in
the distribution of proprietary investment products
advised, administered, or sponsored by Franklin
Templeton or its affiliates, etc.7
An issuer is a significant executing broker-dealer to
Franklin Templeton.8
An access person (a supervised person who has access
to non-public information regarding clients’ purchase or
sale of securities), or an immediate family member of an
access person, also serves as a director or officer of the
issuer.9
Client relationship managers are not clearly segregated
from the engagement and proxy voting activities.
A director or trustee of Franklin Resources, Inc. or any of
its subsidiaries or of a Franklin Templeton investment
product, or an immediate family member of such director
or trustee, also serves as an officer or director of the
issuer.
The issuer is Franklin Resources, Inc. or any of its
proprietary investment products that are offered to the
public as a direct investment.

As a general policy, where potential conflicts of interest
arise in our proxy voting activities, Franklin Templeton will
defer to the vote recommendation of an independent
proxy advisor to avoid any conflicts.
In cases where the portfolio manager believes it is still in
the best interest of our clients to vote in favour of a related
party or material relationship despite a contrary
recommendation from the independent proxy advisor, this
is escalated with a detailed rationale and subject to
independent review for approval.
There were three instances of potential conflicts recorded
in 2021 in relation to Franklin Templeton not voting in line
with the recommendation of the third-party proxy, related
to the issuer being a significant vendor/distributor of
Franklin Templeton products, or involving a director or
trustee of Franklin Resources, Inc. or any of its subsidiaries
or of a Franklin Templeton investment product, or an
immediate family member of such director or trustee, also
serving as an officer or director of the issuer.
Further information on our proxy voting management is set
out in Principle 12.

5. For the purposes of this section, a “client” does not include underlying investors in a collective investment trust, Canadian pooled fund, or other pooled investment vehicle managed by the
Investment Manager or its affiliates. Sponsors of funds sub-advised by the investment manager or its affiliates will be considered a “client.”
6. The top 50 vendors will be considered to present a potential conflict of interest.
7. The top 40 distributors (based on aggregate gross sales) will be considered to present a potential conflict of interest including insurance companies that have entered into a participation
agreement with a Franklin Templeton entity to distribute the Franklin Templeton Variable Insurance Products Trust.
8. The top 40 executing broker-dealers (based on gross brokerage commissions and client commissions) will be considered to present a potential conflict of interest
9. “Access Person” shall have the meaning provided under the current Code of Ethics of Franklin Resources, Inc.
20
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Managing potential conflicts of interest
through product governance

ESG Product Advisory Group (EPAG)
With increased interest in offering sustainable investment
products, one of the potential conflicts of interest that can
arise for asset management firms is when there is pressure
to market investment products as sustainable when it is
not appropriate.
To avoid this potential conflict, we set up an advisory
group in 2021 to assess and decide on the suitability of
products’ investment strategies to be transitioned to
provide Article 8/9 disclosures in accordance with the EU’s
Sustainable Finance Disclosures Regulation (SFDR).
As an advisory group, it communicates its conclusions and
recommendations to the European Product Governance
Committee, and reports on regulatory developments to
relevant fund boards.

Conflicts of interest policies
Our policies are available via the links below:

•
•
•

Luxembourg
Poland
United Kingdom

Assessment of outcomes
During the last 12 months we identified three potential
conflicts of interest relating to proxy voting. We continue to
look for ways we can improve our processes for managing
potential conflicts of interest – and to deal with them fairly
and swiftly if they arise. In 2021, the EPAG has helped
manage one specific area of conflicts, while we have also
improved our proxy voting procedures. In 2022, we will
review how we identify and manage potential conflicts in
private markets investing.

The group is impartial and provides expertise in the
provision of advice and assessment of suitability of
products. Voting members are drawn from the Global
Sustainability Strategy Team, Compliance, Investment
Compliance, Investment Management Oversight,
Investment Risk, Legal, and Product. To manage potential
conflict of interests, Sales and Investment teams
contribute actively to the process, but do not vote.
Another valuable aspect of this group’s work is that its
remit covers all products that are in scope of the EU’s
regulations, meaning that it reviews products managed by
all our SIMs who market products in these jurisdictions. In
this way, we aim to align with the EU’s goals for
standardised disclosures in sustainability.
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Promoting well-functioning markets
Key highlights for 2021

•
•

Signed up to the Net Zero Asset Managers
Initiative committing to net zero emissions
by 2050 or sooner

As one of the largest global asset managers, we know that
when it comes to our stewardship approach, expectations
are high and scrutiny is intense. In this section we describe
how we are addressing the challenge.
The diversity and depth of our enhanced Stewardship and
Sustainability structure helps us recognise – and then
address – systemic risk.

“

Signatories identify and respond

to market-wide and systemic risks

Climate change
Climate change is one of the most pressing environmental
risks facing our clients and the wider investment
community. It is an existential risk that endangers both
humanity and the entire planet.

to promote a well-functioning
financial system.”

Franklin Templeton and SIMs joined PRI climate
initiative ASCOR – aimed at improving climate
change governance for companies and sovereigns

External and internal working groups to develop
best practice approaches to net zero in individual
asset classes

Identifying and responding to
market-wide and systemic risks

Principle 4

•

Commitments and activity in 2021

The Net Zero Asset Managers Initiative (NZAMI)
As discussed in Principle 1, the NZAMI is one of the most
important initiatives in our response to climate change.
Many asset managers, including us, have committed to
support efforts to cut greenhouse gas emissions to zero by
2050, and to support actions to limit global warming to 1.5°C
above pre-industrial levels.
Signing up to NZAMI was a key focus from the first
Stewardship and Sustainability Council meeting in April
2021. The initiative’s aims – galvanising the asset
management industry to commit to net zero – resonated
with our climate ambition.
See the Net Zero Asset Managers commitment here

Risk needs to be managed and mitigated, and some cannot
be diversified away. As asset managers, it’s part of our
fiduciary duty to consider the long-term sustainability of the
assets in our portfolios. That includes identifying risks
posed by climate change – notably the potential for the
long-term decline of assets. Examples of this include
stranded assets or a company being unable to continue
with its business model.
We also have a duty to identify opportunities that arise from
mitigation and adaptation to climate change, and to consider
how we can participate in investing for a just transition.
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“

We are excited to make the commitment to the Net
Zero Asset Managers Initiative alongside the growing
community of signatories. We approach our journey
with the clear acknowledgement that we must
commit to finding the data and solutions to help us
achieve global net-zero emissions by 2050.”

Next steps
Through the Council and Strategy team, we set up
a 12-month roadmap to help set interim targets. This has
included identifying asset owners to engage with, and to test
targeted portfolios for potential decarbonisation pathways.
We will publish the first set of interim targets in 2022.

July 2021

NZAMI pledge

Jenny Johnson

CEO and President of Franklin Templeton

Net Zero working groups
In 2021, we set up several Net Zero working groups,
promoting collaboration across our SIMs. Using our
commitments and obligations under NZAMI as a starting
point, they have served as forums for frank discussions,

sharing information, and developing solutions to integrate
net zero into every level of our investment process. Some
groups considered broad approaches we should be taking
as a business, while others focused on a specific
NZAMI commitment.

July–September
2021

October 2021–March
2022

Summary of Franklin Templeton NZAMI working groups
Membership

Focus

Equities Working Group

Stewardship and Sustainability Council
members and their proxies,
Global Sustainability Strategy Team

NZAMI approach for equities. Looking at
methodology, target setting, and accountability

Emissions Data Working Group

Council members, SIM ESG and data focused
individuals, Strategy team

NZAMI Commitment 2: Take account of portfolio
Scope 1 & 2 emissions and, to the extent possible,
material portfolio Scope 3 emissions

Stewardship and Engagement
Strategy Working Group

Council members, SIM ESG and stewardship
focused individuals, Strategy team

NZAMI Commitment 7: Implement a stewardship
and engagement strategy, with a clear escalation
and voting policy, that is consistent with our
ambition for all assets under management to
achieve net-zero emissions by 2050 or sooner
NZAMI Commitment 3: Prioritise the achievement
of real economy emissions reductions within the
sectors and companies in which we invest
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Specialists investing in Funds of Funds

Provide additional supporting data
for net zero working groups to carry
out research
Begin testing decarbonisation
pathways for targeted portfolios

Group

Fund of Funds Working Group

Strategy team coordinated with Sales
to identify asset owner clients to
engage with on decarbonisation goals

Discuss portfolio alignment approaches,
frameworks, and engagement best practices for
Funds of Funds

franklintempleton.com

April–June
2022

2022

Discuss and agree first set of
interim targets

Publish first set of interim targets

Task Force on Climate-related Financial Disclosures
(TCFD)
In 2021, Franklin Templeton became a public supporter of
the TCFD. We are just beginning our TCFD journey and will
be able to report more in 2022, as we look ahead towards
disclosing our first reports in 2022.
Read more about our commitment in Principle 6.
Read more about the resources behind our net zero
response in Principle 2.
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Working with external stakeholders
We have collaborated closely with peers in our industry
to promote continued improvement of the functioning
of financial markets.
Participating in industry initiatives
ASCOR – collaborative engagement on climate
Franklin Templeton was accepted to the select Advisory
Committee of the PRI’s Assessing Sovereign Climaterelated Opportunities and Risk (ASCOR) initiative.
This project aims to develop a practical tool to support
investors in their assessment of climate-related risks and
the opportunities for governments to transition to low
carbon. The work will provide a common lens to understand
sovereign exposure to climate risk and how governments
plan to transition to a low-carbon economy.
ASCOR will also help enable the current and future climate
change governance and performance of sovereigns to be
fairly and appropriately measured, monitored and
compared.
The collaboration was made possible through the
coordinating efforts of the Council and Strategy team and
has promoted cooperation from our four major fixed income
SIMs – Franklin Templeton Fixed Income, Templeton Global
Macro, Brandywine Global and Western Asset Management,
who will share expertise, input and feedback.
IIGCC Paris Aligned Investment Initiative
We’re also signed up to the Institutional Investors Group on
Climate Change (IIGCC) Paris Aligned Investment Initiative
(PAII).
The PAII was set up to help investors ensure their portfolios
are aligned with the Paris Agreement. It supports investors
to implement best practice, address any challenges and
barriers, and ultimately drive the transition to net zero in the
real economy.
At Franklin Templeton, we are co-leading the subgroup
on setting reference targets for portfolios. We are also
co-chairing bi-weekly ‘Net Zero Surgeries’ that provide
a forum to IIGCC members to discuss and work through
implementation challenges related to net zero. Previous
topics have included portfolio re-baselining and disclosure
requirements.
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Regulators
Systematic change requires action from regulators and
policy makers. We see regulation therefore as a key plank
towards encouraging companies to develop their
sustainability strategies and climate plans.
During 2021, Strategy team took part in regulatory
consultations through our representation in investment
associations and trade bodies.
In feedback to regulators outside the EU, we have also
drawn on our experiences to discuss what had worked well
and where improvements could be made.

COP26 – a catalyst for improving
disclosure standards
The UN’s climate change conference, COP26, held
in Glasgow, was a defining moment for investors and
the sustainability movement. Financial services were
a major focus of how we progress plans for net zero
throughout the two-week conference.
One of the most significant challenges for
investment companies determined to take the
challenges of net zero seriously is the proliferation of
regulations that need to be met. Among the most
important are the EU Sustainable Finance Action
Plan (incorporating the EU Sustainable Finance
Disclosure Regulation) and the Task Force for
Climate-related Financial Disclosures. Added to
these, however, are additional layers of countryspecific disclosure requirements.
That’s why one of the most important
announcements for us from COP26 was the
formation of the new International Sustainability
Standards Board (ISSB), which consolidates the
Climate Disclosure Standards

Assessment of outcomes
Over the year, Franklin Templeton has embarked on
ambitious planning to address market risks and promote
well-functioning systems.
The interest in climate within the financial services sector
increased exponentially in 2021. We have continued to
educate ourselves, and invest in the data and tools required
for our investment teams to assess the relevant risks and
opportunities. And we’ve increased collaboration both with
internal and external stakeholders to drive global change.
We are already working towards identifying how we will
pledge our AUM in accordance with our commitment
to the NZAMI, and we are considering how we measure
and disclose our climate risks and exposures, against
a backdrop of increasing climate-related regulation.

We also recognise that as investors we have other
responsibilities in addition to climate change.
In the coming years, other areas of focus for us include
human rights. Investor expectations continue to grow
regarding the role of finance in addressing human rights
abuses on a global scale. As attention increases on OECD
and UNGC labour standards – this will be an emerging issue
for investors. In 2022, we will continue to strengthen our
understanding of this issue and make investments in our
processes and data, so that we can identify, engage, address
and reinforce the international norms on human rights.

We’re scheduled to publish our public NZAMI pledges in
2022. We will therefore be in a better position to discuss
the actual alignment of our investments in the next
Stewardship Report.

Board and the Value Reporting Foundation. As
members of the SASB Investor Advisory Group, we
support the ISSB’s commitment to a comprehensive
global baseline of high-quality sustainability disclosure
standards, which the investor community and
companies should find to be useful as a reference.
This framework gives investors the necessary
information to assess what material issues to report
on. Of particular importance to us is the concept of
double materiality – matters that a company should
report on because it is both financially material to
their business, and material to the market, the
environment and the wider world.
Our responsibility
We use these standards to make sure we
understand the complex problems associated, but
also to help ensure our clients – particularly retail
audiences – understand the importance of issues
like decarbonisation targets or the evaluation of
natural capital.
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Review and assurance
Key highlights for 2021

•
•

Reviewed our proxy voting policies, and consolidated
the number of proxy voting policies from 12 to five
Carried out a focused review to upgrade our voting to
a dedicated Sustainability Policy

•

Amended our performance review and compensation
practices to expressly include consideration of
employee’s implementation of stewardship and
sustainability risks management

Our policies

Stewardship
Franklin Templeton’s Stewardship policy describes our
approach to stewardship globally and its application across
asset classes. It is the responsibility of the Global
Sustainability Strategy Team and is reviewed annually,
alongside the legal and compliance departments.
The policy was originally developed in 2020 by our
Stewardship Working Group (see our 2020 Stewardship
Report for more details) and approved by the Investment
Management Committee, Legal, Compliance, and the
relevant Franklin Templeton Fund boards.

Principle 5
review their policies,
“Signatories


See more on our Stewardship policy here.

assure their processes and assess

Sustainable

the effectiveness of their activities.”

Investing policies
Our policies and principles on sustainable investing in the
period under review are summarised in our Sustainable
Investments Policies and Principles. These set out a
framework for our philosophy and approach. As mentioned
in Principle 1, we updated our policies and principles to
include how we approach sustainability risk to align with the
EU Sustainable Finance Disclosure Regulation. This
includes reporting on our exposure to principal adverse
sustainability impacts at entity level and tying in
remuneration to our sustainability targets.
See more on our Sustainable Investments policy here.
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Policy and processes review
Franklin Templeton has an Internal Audit group that
evaluates the effectiveness of key processes and controls
within the organisation. The group has unrestricted access to
the company’s records, facilities, and personnel as needed
to carry out its responsibilities. The group may also provide
consulting services in an advisory role. In 2021, our
Compliance Monitoring function has carried out a review of
our investment teams’ individual sustainable investment
policies and processes. This work will continue into 2022.
Focused review on Franklin Templeton Investment
Solutions proxy voting policies
Franklin Templeton Investment Solutions (FTIS) is an internal
Specialist Investment Manager with an array of investment
strategies covering both active and passively managed
accounts. Our portfolio management team led the project in
partnership with the Proxy Group and Legal to implement
ISS’s Sustainability Proxy Voting Guidelines as the default
voting policy for accounts covered by FTIS. As a result, more
than US$100 billion of AUM is now dedicated to voting in
alignment with ISS’s Sustainability Proxy Voting Guidelines.
For more detail on improvements to the exercise of our
voting responsibilities, see Principle 12.

Proxy voting
The Proxy Group is also subject to periodic reviews by our
Internal Audit and Compliance Monitoring groups. At least
annually, the Proxy Group verifies that a sampling of proxies
received were voted as described in the applicable proxy
voting policies.
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Activity in 2021

Proxy voting review

Conflict of interests

Assurance

Assessment of outcomes

All conflicts of interest are resolved in the best interests of
our clients.

Our global stewardship policy is underpinned by
investment-team level policies and procedures. Our
Compliance Monitoring team provides additional oversight
of adherence to these investment policies as part of their
overall policy monitoring. This will provide additional
assurance for future reporting.

In 2021, we strengthened our central Stewardship Policy
framework to ensure closer alignment with the Sustainable
Finance Disclosure Regulation and reviewed our proxy
voting policies. Our efforts to improve proxy voting have
already seen results and given us a clearer, more
streamlined process. We expect our continuing internal
review to highlight further areas of potential improvement.
In 2022, we will improve our policies and processes to link
remuneration to specific goals on sustainability.

With heightened business and regulatory focus on
ESG matters, we completed a comprehensive review
of our voting policies in 2021.

For more details on how we approach conflicts of interest,
see Principle 3.

One of the notable effects of the review was our
decision to consolidate the number of proxy voting
policies and organise them by functional investment
group, rather than having each registered investment
adviser maintain its own policy. As a result, we have
reduced the number of policies from 12 to five, which
will facilitate the administration and customization of
these policies in the future.

Remuneration

Our investment groups, led by each Chief Investment
Officer, will continue to be responsible for evaluating
these policies, particularly regarding ESG matters.
Read more on proxy voting in Principle 12.

In 2021, we reviewed and amended our compensation
policies to integrate sustainability, starting with our
investment teams. Each investment manager leader must
document the extent to which each team member has
complied with and implemented their applicable ESG risk
integration and stewardship policies, when assessing their
performance, and reflect this (among other factors) in the
compensation award.
Looking ahead to 2022, we will continue to develop our
programme to determine the right strategy to link
remuneration with specific sustainability goals.
To see more about remuneration, see Principle 2.

Producing a fair, balanced and
understandable report
The information for this report has been sourced through
several internal stakeholders in their areas of responsibility
to check and verify the accuracy of data as at
31 December 2021. We have designed our reporting to
be in line with the guidelines set out by the Financial
Reporting Council and have reviewed peer reports and
industry best practice. We recognise that these reports
will evolve and improve over time.
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Client and beneficiary needs
Key highlights for 2021

•
•

More than 14,000 client interactions discussing
sustainable investing

•

Public commitments on regulations that help us serve
our clients better

More than 22,000 client reports issued

Listening to our clients leads to better
conversations
Communication is critical to our stewardship efforts. This is
a two-way process. We listen to our clients to understand
their priorities and advise them of the steps we are taking to
manage their capital responsibly.

BY
ASSET
CLASS

Breakdown of AUM

As at 31 December 2021

BY
ASSET
CLASS

BY
ASSET
CLASS

We offer our clients a suite of solutions and capabilities,
matching liquidity requirements and preferences for private
and public markets. We have products that span moneyFixed income . . . . . . . . . . . . . 41%
market funds, equities, and fixed income, as well as privateFixed income . . . . . . . . . . . . . 41%
Equity . . . . . . . . . . . . . . . . . . . .36%
equity and private debt. Not only that, we are constantly
Equity . . . . . . .Multi-asset
. . . . . . . . . . . .. ..36%
. . . . . . . . . . . . . 10%
innovating, and continue to do so against
BY a backdrop of
Multi-asset . .Alternative
. . . . . . .BY
. . . . .. .. .10%
. . . . . . . . . . . . 10%
changing regulation in the regions
where we operate.
BY ASSET
REGION
. .Cash
. . . . . management
. . . . . . . . 10% . . . . . . . 4%
CLASS strategies, we Alternative BY
ASSET
Whether it is active or passive
investment
REGION
CLASS
believe in providing quality of
stewardship for our clients; Cash management . . . . . . . 4%
the difference is in the approach, as we must take account
of our clients’ needs and goals and
United States . . . . . . . . . . . . . 75%
Fixedreflecting
income . . . . . the
. . . . . asset
. . . 41%
classes and markets in which
they
wish
to
invest.
United
States
. . . . . . . . .. .. .. .. ..75%
Fixed income
.
.
.
.
.
.
.
.
.
.
.
.
.
41%
Asia-Paciﬁc
. . . . . . . . . 10%
Equity . . . . . . . . . . . . . . . . . . . .36%

Principle 6
take account of client
“Signatories

and beneficiary needs and

communicate the activities and
outcomes of their stewardship
and investment to them.”

BY
ASSET
Fact box
CLASS

Global figures

Equity . . . Multi-asset
. . . . . . . . . . . .. .. .. .. .. .36%
. . . . . . . . . . 10%

Multi-assetAlternative
. . . . . . . . . .BY
. .. .. .. .. ..10%
. . . . . . . . . 10%
AlternativeCash
. . . .management
. . REGION
. . . . . . . . . 10%. . . . . . . 4%
Cash management . . . . . . . 4%

Asia-Paciﬁc
. . . .. .. .. .. .. .. .. .. .. .. ..10%
EMEA
. . . . . . . . . 10%
BY
EMEA . . . Latin
. . . . . .America
. . . . . . . . . . . 10%
CLIENT. . . . . . . . . . . . . 3%
Latin America
.
.
.
. .. .. .. .. .. .. .. .. .. .3%
TYPE
Canada
. . . . . . . . 2%
Canada . . . . . . . . . . . . . . . . . . 2%

Fixed income . . . . . . . . . . . . . 41%

Unite

Equity . . . . . . . . . . . . . . . . . . . .36%

Asia-

Multi-asset . . . . . . . . .BY
. . . . . . 10%
REGION
BY
Alternative . . . . . . . . . . . . . . . 10%
REGION
Cash management . . . . . . . 4%

EMEA
B
Latin
CLI
TY
Cana

United States . . . . . . . . . . . . . 75%
United StatesAsia-Paciﬁc
. . . . . . . . . . . . .. 75%
. . . . . . . . . . . . . 10% Retail . .

Asia-Paciﬁc .EMEA
. . . . . . .. .. .. .. .. .. .. .10%
. . . . . . . . . . . . 10% Institutio
BY
EMEA . . . . . . .Latin
. . . . .America
. . . . . . . . .10%
. . . . . . . . . . . . 3% High-net
BY CLIENT
LatinCLIENT
AmericaCanada
. .TYPE
. . . . . . .. .. .. .. .. . 3%
. . . . . . . . . . . . 2%
TYPE
Canada
. . . . . . . . . . . . . . . . . . 2%
Retail . . . . . . . . . . . . . . . . . . . .53%
Retail . . . Institutional
. . . . . . . . . . . . .. .. .. .. .53%
. . . . . . . . . .45%
Institutional
. . . . . . . . . . . . .. .45%
High-net-worth
. . . . . . . . . . 2%
High-net-worth . . . . . . . . . . . 2%

•
Equity•. . .98
. . . . investment
. . . . . . . . . . . . .36%
strategies
Multi-asset
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
10%
• 204 composites globally
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Asia-Paciﬁc . . . . . . . . . . . . . . 10%

Client
Reports
Institutional
. . . . . sent
. . . . . . . out
. .45%globally by region, 2021

12

EMEA . . . . . . . . . . . . . . . . . . . . 10%

Alternative . . . . . . . . . . . . . . . 10%

Latin America . . . . . . . . . . . . . 3%

High-net-worth . . . . . . . . . . . 2%
. . . . . . . . . . . . . . . . . . . .38%
38% APAC
APAC

Cash management . . . . . . . 4%

Canada . . . . . . . . . . . . . . . . . . 2%

780. .investment
Fixed income
. . . . . . . . . . . 41% professionalsUnited States . . . . . . . . . . . . . 75%
10

R

Retail . . . . . . . . . . . . . . . . . . . .53%

BY BY
REGION
REGION

. . . . . . . . . . . . . . . . . . . . 33%
33% EMEA
EMEA
. . . . . . . . . . . . . .29%
29% Americas
Americas

10. As at 31 December 2021. Excludes independent Specialist Investment Manager employees (Brandywine Global, Clarion Partners, ClearBridge Investments, Martin Currie, Royce Investment
Partners and Western Asset Management, due to the ongoing consolidation of data after the Legg Mason acquisition.
11. As at 31 December 2021, AUM strategies assigned throughout independent and internal Specialist Investment Managers.
12. Franklin Templeton reports to Global Investment Performance Standards (GIPS).
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Case study

How we talk about climate to clients

Adam Spector
Global Head of
Distribution,
Franklin Templeton

It is critical to keep challenging ourselves in our journey as a global sustainability leader.
A significant part of that journey will include seeking out positive social and environmental
outcomes from our investments. Including climate change into investment risk analysis is be
an important facet in determining those outcomes, and is also an increasingly important
item on our clients’ agendas. This is why we believe evaluating climate risk is just as
important as analysing traditional financial and non-financial metrics. Our clients want to
know whether their assets are at risk due to climate change – for example, if a company they
invest in is likely to hold stranded assets on its balance sheet or is expected to come under
regulatory pressure. Understandably, our clients want to know what we are doing to assess
companies’ and countries’ climate risks and how we are helping them to mitigate those risks.
Engagement with corporates and sovereigns help us to understand these risks better, while
client discussions ensure we are providing climate solutions to meet their needs. Across the
full spectrum of strategies–whether they are active, passive, smart beta– each solution
provides a different approach to climate risks and opportunities. Our clients remain a critical
source of perspective when devising these global solutions.

Here are the main ways we demonstrate our commitment to
improving client communications:

Fact box

Client review meetings

Client meetings January – December 2021

Our regular meetings with clients are an important forum for
us to better understand their needs and exchange views.
This information is then fed through to our investment teams.
We use these meetings to build up a detailed picture of
each client’s goals and approach to stewardship. For
segregated accounts, these conversations can prompt
a revision of a mandate’s investment guidelines, so they
more closely align with evolving needs.

•
•

Our response to the Sustainable Finance Disclosure Regulation
Benefits to
clients

The Plan's three overarching objectives are:

•
•
•

How we
responded

Mainstreaming sustainability into risk management, and
Fostering transparency and long-termism among market participants.

At Franklin Templeton, our SIMs have decades of expertise in equities, fixed income and multi-asset as well as
alternatives. We offer Article 8 funds (promoting environmental or social characteristics) and Article 9 funds (with
the objective of sustainable investment) across all these asset classes – clients select these according to the
investment styles and objective of sustainable investment capabilities of the SIMs, and according to their
investment goals.
We began preparing our response in late 2020, with the aim of taking a more cautious stance on product-level
disclosures. This meant we only disclosed our funds with our highest sustainability conviction as Article 8 and
Article 9 funds.
Why did we do this? Although the SFDR came into effect in March, the industry was still awaiting the SFDR
Regulatory Technical Standard, which sets out the detail of how to implement the SFDR. This included, for
example, more information and granular detail on principal adverse impacts on sustainability factors which
entities, as well as the financial products offered, should take into consideration.

More than 80% of these client meetings were with
our retail investor channels

As more details emerge into 2022 and beyond, we will seek to transition more of our product range to Article 8/9
disclosures, as well as look to offer new sustainable product launches.
The ESG Product
Advisory Group

In addition to formal instructions, discussions are
documented in the call notes of every review meeting –
and any follow up ad hoc client conversations between
reviews – by sales staff, the relationship manager or clientservice representatives.

Stewardship Report 2021

Reorienting capital flows towards a more sustainable economy,

The Sustainable Finance Disclosure Regulation (SFDR), a major aspect of the Plan, came into effect in March
2021. This sets out the rules and framework on how market participants, including Franklin Templeton, make
disclosures on sustainability. A key part of the SFDR is to improve product level sustainability disclosures. The
benefit to our clients is to ensure they have appropriate information and our alignment with the SFDR is
intended to mitigate against potential greenwashing (exaggerating or mispresenting the sustainability
credentials of a firm or its products).

14,022: Number of meetings where we discussed
sustainable investing matters

We hold formal reviews and ad hoc update meetings to
cover topics relating to portfolios and other activity.

36

The European Union (EU) Sustainable Finance Action Plan, adopted in March 2018, has far-reaching
implications for all our clients.
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As mentioned in Principle 3, one of our main product governance actions in response to the SFDR was to
establish the ESG Product Advisory Group (EPAG), which assess a product’s suitability to provide Article 8/9
disclosures. Voting members are drawn from our Global Sustainability Strategy Team, Compliance, Investment
Compliance, Investment Management Oversight, Investment Risk, Legal, and Product. The combined oversight
and expertise of these teams, which have the ability to look through all investment strategies and holdings, ensure
a high level of rigour when making these assessments.
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Client reporting
Reporting is a vital tool for us to update clients on
investment performance, important developments that
have implications for their capital, and to provide greater
insight into how their assets are managed.
For us, client reports are a natural extension of our
communication on stewardship. We produce annual
stewardship reports for them that contain information on
environmental, social and governance exposures; how we
are managing their portfolios to mitigate these risks through

the investment process; engagement; and responsible
voting practices (where applicable to the asset class).
For institutional asset owners, these reports may help our
clients to fulfil their own stewardship reporting requirements.
Fact box
22,299: Number of reports sent out in 2021

Our public commitments help us serve our clients better

Net Zero Asset
Managers Initiative

Principles for Responsible
Investment (PRI)

Our commitment to the NZAMI is
a bold and significant commitment
to reaching net zero across our
investments by 2050 alongside our
peers. It is an expression of the two
key priorities of climate and data.
We have made this commitment to
cement our ambition to sustainably
manage our clients' capital and
address the systemic risks that pose
a threat to our ability to deliver
returns over the long term.

We are signatories to the PRI.
These six principles recognise how
investment firms and service
providers incorporate ESG issues
into their analysis, disclosures
about investments, and promote
active ownership policies and
practices in their organisations.

Assessment of outcomes
This year we have expanded our client-activity focus in our
reporting for Principle 6, broadening from activities in the
EMEA region only to client activity worldwide. This section
has covered activities where our clients already have
sustainability-oriented products and the meetings where
we have discussed the most pertinent sustainability issues.
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Task Force for
Climate-Related Financial
Disclosures (TCFD)
We are public supporters to the
Task Force on Climate-related
Financial Disclosures. This allows
us to better serve our clients as we
identify, manage, and disclose the
climate-risk exposures of our
investments.
Data gathered through the OEDP
will help inform our disclosures for
this. For more detail on this see
Principle 2.

In future years, we hope to improve our client engagement
on stewardship, providing deeper insight into our processes
and demonstrating how we act as responsible stewards on
their behalf.
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Stewardship, investment, and ESG integration
Key highlights for 2021

•

Closer integration of our independent specialist
investment managers to bring greater diversity and
depth to our sustainability capabilities

Sustainable investment at
Franklin Templeton
We’re committed to supporting the integration of ESG
opportunities and risks across our entire platform.
At Franklin Templeton, independence of thought is where
our investment teams can add most value. Drawing on more
than 70 years as a fiduciary, we’re able to call on our
combined strengths to address our clients’ rapidly evolving
expectations and requirements on stewardship and
sustainability.

Principle 7
systematically integrate
“Signatories


Our broad investment perspective embraces both
sustainable opportunities as well as traditional management
of sustainability risks. This means we can take a bespoke
approach to integrating sustainability considerations,
delivering more effective outcomes for our clients.

stewardship and investment,

including material environmental,
social and governance issues, and
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•
•

Data collection to integrate principal adverse impact
indicators into decision-making
Embracing the diverse approaches of our SIMs

Expanding our investment capabilities
Since our inaugural Stewardship Report, we’ve expanded
the breadth and depth of our investment capabilities. With
the creation of the Stewardship and Sustainability Council,
we have a forum for sharing best practice and building
consensus across all our SIMs, including those who joined
through the Legg Mason transaction – Brandywine Global,
ClearBridge Investments, Clarion Partners, Martin Currie,
Royce Investment Partners, and Western Asset
Management. Two of these SIMs, Martin Currie and
Western Asset Management, are UK Stewardship Code
signatories in their own right.

climate change, to fulfil their

Acquired Specialist Investment Managers

Integrated Specialist Investment Managers

responsibilities.”

Brandywine Global

Fixed income, equities

Benefit Street Partners

Alternatives

Clarion Partners

Alternatives

Bissett

Equities

ClearBridge Investments

Equities

Fiduciary Trust International

Wealth management

Martin Currie

Equities

FT Emerging
Markets Equity

Equities

Royce Investment Partners

Equities

Franklin Equity Group

Equities

Western Asset Management

Fixed income

Franklin Mutual Series

Equities

FT Fixed Income

Fixed income

Franklin Templeton
Investment Solutions

Multi-asset solutions, fixed
income, equities, systematic

K2

Alternatives

Templeton Global
Equity Group

Equities

Templeton Global Macro

Fixed income
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Supporting integration

Stewardship and Sustainability framework
As set out in Principle 2, our Stewardship and
Sustainability Council, in collaboration with the
Global Sustainability Strategy Team, develop the
philosophy for how we face universal sustainability
challenges – identifying priorities and implementing
strategy to drive and embed sustainability across the
organisation. The Council and Strategy team work
closely together to enable our specialist investment
managers to develop their respective sustainable
investment approaches independently, all the while
working together on common priorities.
Data
As discussed elsewhere in this document, our
organisational ESG data project supports our SIMs
with timely and relevant ESG-related data. Good
data, integrated well, helps us make better decisions.
Poor data can lead to bad decisions.
For more information on our data resourcing, see
Principle 2.

Materiality
Each investment team determines the material ESG issues
that may impact their investment considerations. They can
do this through one or more of a variety of lenses, including
using proprietary ESG models, external ESG ratings and
data, qualitative assessments, and through dialogue with
issuers (i.e. Engagement for Information).
Gauging materiality will be subject to a number of factors,
not least: issuer type, investment horizon, investment
exposure, geography, sustainability indicator exposure, and
stakeholder concerns.
For more detail on our engagements, see Principle 9.
Across the firm, our investment teams have created
frameworks and tools designed to support ESG research
and monitoring, based on the specific strategy. These
include sovereign ESG models, analytical frameworks
based on SASB sector materiality framework guides, ESG
portfolio risk reports, and manager research due diligence
assessment frameworks, which are used in external
manager appointments.

Sourcing of data to support climate analysis
As discussed in more detail in Principle 4, our key
strategic priorities for 2021 – climate and data –
provided us with critical tools to integrate
stewardship and investment across the business.
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Principal adverse impact indicators –
a harmonised way to identify and assess
materiality?
As part of the 2021 data project, we began identifying
and sourcing data to support our investment teams
on the integration of principal adverse impact (PAI)
indicators into their decision-making processes.
These indicators are set out by the European Union’s
Sustainable Finance Disclosure Regulation, and
further articulated in its final draft of the Regulatory
Technical Standard (October 2021). At time of writing,
the requirement to disclose how we consider PAIs is
expected to come into effect in 2023.
We have a commitment to report our exposure to the
PAIs at entity level, and to disclose how our financial
products consider principal adverse effects on
sustainability factors.

Sustainable investment across asset classes
Each Franklin Templeton manager’s specific investment
style determines the focus of the sustainable investment
decision-making process. This is notable when we look at
different asset classes, where the implications for ESG
considerations vary.
For example:

•
•
•
•

Listed equities – company’s ability to operate and
reputational risk
Fixed income – issuer’s credit value and default risk
Alternatives – durability, volatility, or impact of an
investment
Multi-asset solutions – research, portfolio construction,
and risk management processes

The following pages provide more insights into our
investment teams' different approaches.

Although they continue to evolve, the PAIs have the
potential to harmonise the way financial services
view materiality. However, in the short term we face
several challenges, at least partly due to the current
state of data availability and the way data is reported
and collected.
The first phase of our data project was nearing
completion at the end of 2021, and we seek to
continue to gather and integrate new data sources
to better inform and improve our investment
decision-making process.
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In the table below, we’ve taken a high-level view of our approach to different asset classes. Each manager has the freedom to
develop their own proprietary frameworks – and therefore arrive at different investment conclusions in their portfolio
construction and engagement activities.

Stewardship and sustainable investing in focus
For our 2021 report, we put a spotlight to showcase the diverse approaches taken by some of our SIMs.

Asset class

Stewardship and sustainable investment approaches

Franklin Templeton Emerging Market Equities (FT EME)

Equities

ESG issues affect each company differently, and must be considered in the context of region, country, and sector,
as well as the overall policy landscape. We assess ESG issues from a bottom-up perspective.

A pioneer in emerging markets investing

We engage with issuers of equity capital depending on the feasibility and potential impact of outcomes, whether
that’s for engagement for information or engagement for change. (See Principle 9 for engagement activity).
Each investment team is responsible for exercising their proxy voting responsibilities on behalf of their clients
(for more on our proxy voting policies and the work of the Proxy Group see Principle 12).
In addition, our investment teams can file shareholder resolutions, should this be deemed an appropriate
engagement escalation action.
Fixed income

We assess, evaluate and integrate ESG issues into our investment analyses.
Mainstream ESG data providers have historically focused predominantly on equities. As a result, many of our fixed
income investment teams have set up their own proprietary frameworks to integrate ESG issues according to
asset class. These focus on asset class (sovereign, credit, municipals, loans, asset-backed securities). This is an
additional dimension to ESG analysis within fixed income.
We assess whether the risk undertaken is commensurate with the potential reward, over varying investment
time horizons.
Our investment teams engage with issuers of debt capital depending on the feasibility and potential impact of
outcomes, both for engagement for information or for change. (See Principle 9 for engagement activity).

Alternative
and multi-asset
solutions

Our alternatives investment managers span a broad investment spectrum, including hedge funds, private debt,
systematic equities, as well as active and passive ETFs. Approaches for integration of ESG issues include:
Systematic equities
Rules-based integration of ESG factors into our systematic equities takes into account raw ESG data from our
data providers. This allows for more flexibility when discerning potentially significant/material factors rather than
relying solely on ESG ratings from providers.
In 2021, we made progress on proxy voting. Our investment managers have now opted for the ISS Sustainability
policy13 instead of the mainstream ISS policy. This will help us exercise our voting rights across both our active and
passive managed strategies to be more aligned on sustainability issues, in a systematic way.
For information on the progress achieved, please see Principle 12.

Since setting up its Hong Kong Office in 1987, FT EME has navigated a number of emerging market cycles. This has helped
the business build a rigorous approach, combining local insight with a global perspective.
Its stewardship approach is based around three key areas: integration, company engagement and policy advocacy.
Integration
Integrating material
sustainability and
governance factors
into fundamental
research
Company
engagement
Engaging with
management to
achieve improved
outcomes for all
stakeholders
Policy advocacy
Putting forward
proposals on best
international
practice and actively
participating in
public-private
consultation

•
•
•
•
•
•
•
•
•
•

FT EME generates proprietary insights via long-term engagement with companies, focusing on the trend as
opposed to a single data point.
Rigorous framework integrating sustainability and governance factors into research and valuation models.
A holistic 3-pillar ESG framework focused on intentionality, alignment and transition.
Social and environmental outcomes are mapped to investable themes related to the UN Sustainable
Development Goals (UN SDGs).
Long-term ownership approach (more than 200 companies held in portfolios for five or more years), and
Franklin Templeton’s global reputation and scale mean analysts have a seat at the table.
More than 100 companies with ownership of 3% or more of the shares outstanding.
Active owners. Take the time to consider company proposals and, where relevant, engage with management,
as part of our proxy-voting responsibility.

Long-term presence in emerging markets that takes in periods of crisis (such as the 1994 ‘Tequila crisis,’ the
1997 Asian financial crisis, and the 1998 Russian debt default), and opportunity (the 1993 EM boom, 1998
recovery and 2007 China credit surge). Knowledge and experience gained gives FT EME the sense of history
and experience to act as an advocate of EM.
Active ongoing engagements with policymakers and regulators – as advocates for best practice in developing
EM capital markets and participating in industry responses to consultation documents.
Seeking to improve client understanding of the EM investment landscape via webinars and producing
investor education materials.

Private debt/equities, hedge funds, impact investing
Integrating ESG factors into investment processes requires a combination of proprietary data, company data and
information from third party partners. Our investment teams create their own due diligence questionnaires to
gather information they deem to be most valuable, so they can integrate and identify ESG risks and opportunities.
Engagement with investee companies is on an ongoing, private basis. Due to the relatively higher levels of
influence and control, we have greater potential for positive outcomes.
For an example of private markets engagement, please see Principle 9.

13. The ISS Sustainability Policy “seeks to promote support for recognised global governing bodies promoting sustainable business practices, advocating for stewardship of environment, fair labour
practices, non-discrimination, and the protection of human rights.” ISS Sustainability Proxy Voting Guidelines.
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Fiduciary Trust International (FTI)

Franklin Templeton Fixed Income (FTFI)

Investing for impact

Innovation on climate data

Fiduciary Trust International (FTI)'s authentic expertise in impact investing stems from the heritage of Athena Capital
Advisors, part of FTI.
FTI delivers customised investment management and trust capabilities, meeting the complex needs of wealthy families and
institutional investors. FTI's stewardship approach focuses on these core beliefs:
Market rate returns
are achievable

Alignment and
impact require
a strategic approach
Impact
measurement
and management
are essential

•
•

•
•

FTI believes that it is possible to make investments that achieve competitive, risk-adjusted returns while
advancing values-based priorities.
To aid client conversations, FTI has developed a sustainable investor’s toolkit that describes a range of
investment activities spanning the spectrum of traditional investments to values driven, sustainable/ESG
investing through to impact investing and philanthropy. In most cases, from traditional, values-driven,
sustainable/ESG investing to impact investing, market returns are achievable, except for philanthropy and
flexible capital approaches, where investment objectives do not focus on returns.

Integrating climate One of FTFI’s sustainability frameworks was developed to support products managed in alignment with the EU
data into
Sustainable Finance Disclosure Regulation and Taxonomy Regulation.
decision-making
In keeping with our key firm-wide strategic priorities of climate and data, FTFI sustainability analysts designed
the Environmental and Energy Transition Index (EETI) to assess how prepared sovereign countries are for
climate change – and how well they are performing.
They identified and selected data points from various sources to provide internal rankings, adjusted by each
portfolio’s reference benchmark. This allowed FTFI to restrict or exclude their investable universe due to poor
climate ratings, while the highest-ranked countries according to the model would be viewed as candidates for
best-in-class portfolio tilts in eligible investment strategies.
The EETI model also provides investment analysts with the tools to delve deeper into qualitative factors that
underpin the quantitative results, carry out further research, and provide recommendations for managers
constructing portfolios. Our analyst teams also use the results to further inform engagement discussions with
sovereign debt issuers.

FTI works with clients to set clear sustainable investing objectives for their portfolios, to anticipate potential
trade-offs, and to develop an adaptable implementation plan.

For examples of engagement from FTFI, please see Principle 9.

Accountability is critical. Having a deliberate process for identifying, tracking and measuring results is
superior to merely reporting on efforts and outputs.

Making an impact in practice
In 2021, FTI issued its first Sustainable Investment Report,
incorporating the framework of the Impact Management
Project (IMP).
The IMP is a multi-stakeholder initiative, launched in 2016
to create a global consensus on how to measure, assess
and report impacts on people and the natural environment.
Fiduciary Trust, as a member of the Global Impact Investing
Network (GIIN), was part of the steering committee for the
pilot in 2017. It has embedded the ‘five dimensions’ of social
and environmental impact (what, who, how much,
contribution and risk) to deploy a new impact assessment
and ratings system to evaluate impact investment
opportunities.
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FTFI offers investment expertise across the fixed income spectrum. Between 2018 and 2021, FTFI has developed a series of
innovative proprietary sustainability frameworks. Since 2021, it has started to integrate climate data into its portfolios.
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Assessment of outcomes
In our 2020 report we highlighted a need to increase how
we leverage expertise across our specialist investment
managers. The new stewardship framework, setting

strategic priorities, and investment in data collection is
bringing group-wide benefits for all our SIMs and
enhancing stewardship across the whole business.

These included:
1) Issue area exposure – during due diligence for a new
investment, the team forecasts what percentage of the
strategy’s capital it expects to be deployed across 17
distinct areas.
2) Expected impact – using the IMP’s five-dimension
framework, the team assigns strategies an expected
impact rating, from 0 (neutral or not applicable) to 4
(exceptional).
3) Current impact – following an investment, the team
revisits the original analysis annually to evaluate the
impact on each targeted issue area.
Impact measurement and reporting is still in its infancy. As the
discipline evolves, Fiduciary Trusts will aim to build experience
in partnership with clients as new perspectives unfold.
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Monitoring service providers
Key highlights for 2021

•

Due diligence initiative to vet and approve ESG data providers and data mapping services

Our investment managers and analysts at Franklin
Templeton are best placed to make investment decisions
for our clients’ capital. We use external service providers to
aid our proxy voting and ESG research when necessary.
These providers are regularly monitored to ensure the
support they give is effective.

Data – how it is used
Data is one of our key strategic priorities, so we want to
ensure that all areas of the business have common access
to datasets to support the stewardship and sustainability
work we do for our clients. We use ESG data across several
business functions:

Principle 8

Primary use

monitor and hold to
“Signatories


•

Investment evaluation and analysis across our SIMs

Derived use

account managers and/or service

•
•
•
•

providers.”

Client reporting
Regulatory reporting/disclosure
Investment risk monitoring and reporting
Investment compliance guidelines monitoring

Data provider due diligence review
In 2021, led by the Global Sustainability Strategy Team, we
carried out due diligence over eight months to assess our
ESG data providers, involving our sustainable investing
experts across our SIMs.
Our due diligence spanned data providers, offering a range
of solutions including those with artificial intelligence
capabilities and less mainstream data sources. Key areas of
our research included:

•
•
•
•
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Quality and completeness of data
Scalability, accuracy, and robustness
Suitability for multiple uses (prioritising regulatory
concerns and reporting requirements)

We actively sought feedback from our testers – the
investment teams who are the primary users of ESG data.
At the end of 2021, we concluded contracts with three main
recommended vendors to provide ESG data on an
enterprise-wide basis: MSCI ESG, S&P Trucost, and ISS ESG
(distinct from the proxy voting services). All our SIMs can
(and do) opt to source additional ESG data that is suited to
their specific investment approach. Looking forward to
2022, we acknowledge that data mapping continues to be
a challenge and we will partner with our in-house
technology teams to assess best-of-breed capabilities.
Diversity and depth in data
We believe our approach to data provides the potential for
more insightful analysis. We have access to a greater
coverage and wider range of metrics, such as information
on biodiversity impact, water pollution and specific targeted
areas that we did not have access to before – including
fossil fuel exposure in real estate assets.
We can see this diversity and depth in action by looking at
how our investment teams make use of increased data to
compare and determine the quality and accuracy of
information received for their research analysis. Having
more data vendors means greater choice, for example
where we look to report on regulation-defined Principal
Adverse Impact Indicators (PAIs).
The Strategy team, in partnership with other stakeholders,
will conduct review meetings at least on an annual basis.
The purpose of these review meetings is to provide user
feedback, discuss any issues that have arisen, discuss
future enhancements, and monitor the quality of data and
client service levels. This promotes more transparency in
our relationships with data and service providers and
means better communications when contract renewals are
up for assessment.
For more information on data resourcing, please see
Principle 2.

User experience of platforms across business functions

franklintempleton.com
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Proxy service providers

Assessment of outcomes

We use two proxy service providers at Franklin Templeton –
ISS and Glass Lewis.

We hope the expansion of ESG data providers will be a step
forward for our climate and data initiatives. In terms of primary
use of data to meet our SIMs’ needs and requirements, the
expanded coverage enables economies of scale and the
ability to compare and assess data from vendors.

We carry out periodic due diligence on the services they
provide with regular reviews carried out by the Proxy Group
and Compliance department. We do this via onsite visits, or
written questionnaires.
Annual written due diligence questionnaires cover a range
of topics including:
Compliance policies and
procedures

Use of information
technology

Disaster recovery

Conflicts of interest

Breaches or litigations

Insurance coverage

To meet regulatory disclosure requirements, the additional
ESG data integrated into our investment teams’ processes
enables us to report entity-and product-level exposures as
well as important commitments such as the Net Zero Asset
Managers Initiative.
Looking forward to 2022, we will continue to monitor and
assess the quality of our data and service providers –
in-house and external – with a view to making additions,
renewals or changes, where relevant.

The Proxy Group assesses the adequacy and quality of
each service provider’s staffing and personnel to ensure:

•
•
•

They have the capacity and competency to analyse
proxy issues
They are able to make proxy voting recommendations
based on material accurate information
The independence of each Proxy Service provider

If either the Proxy Group or investment manager discovers
an error in the research or voting recommendations that
have been provided, they will investigate the error and seek
to determine whether the Proxy Service provider is taking
reasonable steps to reduce similar errors in the future.
At least annually, the Proxy Group verifies that:

•
•
•
•

A sampling of proxies received by Franklin Templeton
has been voted in a manner consistent with the relevant
Proxy Voting Policies and Procedures
A sampling of proxies received by Franklin Templeton
has been voted in accordance with the instructions of
the Investment Manager
Adequate disclosure has been made to clients and fund
shareholders about the procedures and how proxies
were voted in markets where such disclosures are
required by law or regulation
Timely filings were made with applicable regulators, as
required by law or regulation, related to proxy voting

Read more about our proxy voting review in Principle 5.
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Engagement
Key highlights for 2021

•
•

Engagements with companies worldwide on
environmental, social, and governance factors
Increasing proportion of engagements aimed at
changing company behaviour

Engaging far and wide
Sustainability issues are integral to the long-term viability
of a company’s business model, including its social
licence to operate. Therefore, ESG factors feature heavily
when our analysts engage with management and boards
across the world.

Principle 9

But alongside carrying out our duty to preserve and grow
our clients’ capital, we take a wider view. Good stewardship
enhances the stability of financial markets and aids
sustainable economic growth. That’s why, in addition to
meeting issuers, we engage with regulators, standard
setters, and other relevant stakeholders on public policy
and best practice.

engage with issuers
“Signatories


to maintain or enhance the value
of assets.”

How we engage

•
•

Major topics included climate change and achieving
net zero emissions, ESG reporting and transparency,
and adherence to global sustainability and
stewardship standards
Our SIMs published individual engagement reports,
demonstrating approach, highlighting successes and
progress made

In 2021, the proportion of engagement for change
increased slightly in our mix of engagement activities, from
11% to 15%. We view this increasing proportion as evidence
of a maturing stewardship approach – more of our
engagements have set objectives beyond fact-finding
operations.
Engagement for change and information
Engagement
for informationfor. . .85%
Engagement
information . . .85%
Engagement for change . . . . . . .15%

Engagement for change . . . . . . .15%

CHANGE VS.

INFORMATION
CHANGE
VS.
INFORMATION

At Franklin Templeton, we break down engagement into two
broad categories.
Engagement for
change

Engagement for
information

We seek to influence
positive change in issuers'
behaviour.

Ongoing monitoring
of issuers.

Purposeful dialogue
with issuers with defined
objective.
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This enables us to build
better relationships with
the companies we invest
in. We can communicate
to issuers the factors
that are important and
help us achieve a deeper
understanding of an issuer's
strategy and practices.
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Our process
The engagement process has three main stages:
Opened: We identify material issues and set out our
objectives. We determine whether an engagement is to
instigate change or gather further information. We then
make our initial engagement approach to the company.
In progress: Once the initial approach is acknowledged,
we set out a plan for engagement, whether the issue will
involve meetings in person (or over video conference), and
whether voting will be involved.
Complete: Not all engagements will have a ‘successful’
outcome. We differentiate between resolved (engagement
where our objectives have been met) and unresolved.
Where an issue remains unresolved, analysts may seek to
engage in a different manner. This can include voting
action, or adjusting our investment thesis. We also mark the
engagement as closed when the reasons for engagement
are no longer applicable (for example, when we have
divested from the company).
How our investment teams approach engagement varies
between issuers and depends on the initial objectives. Teams
use a combination of written communication, in person or
virtual meetings, visits to operations, and proxy voting.
For more information on how we approach escalation, see
Principle 11.

Engagement in fixed income

Activity in 2021

Across Franklin Templeton Fixed Income portfolios, our objective is to ensure that our
clients are being compensated for the risks they are taking. The objective of our
engagement is to gather information that helps us make decisions about these risks.

Based on our 2020 and 2021 reported activity, the
majority of our engagements are completed within
12 months. In 2020, more than 90% of our
engagements were resolved and in 2021, more than
three-quarters of our activities have been recorded
as complete.

Our climate change engagement with insurers and banks, therefore, echoes the
framework of the TCFD – the Task Force on Climate-related Financial Disclosures.
David Zahn

Completed and in progress engagements, 2021
Complete
. . . . . . . . . . . .. .. ... .. 77%
Complete
. . . . . . . . . . . . 77%
In progress . . . . . . . . . . . . . . .23%

In progress . . . . . . . . . . . . . . .23%

CFA, CAIA, FRM
Head of European
Fixed Income,
Co-Chair, Stewardship
& Sustainability Council

COMPLETE v
IN PROGRESS

COMPLETE v
IN PROGRESS

Engagement based on the three ESG pillars
Environmental
. . . . . . . . . . . .36%
Environmental
. . . . . . . . . . . .36%
Social . . . . . . . . . . . . . . . . . . . . 18%

Social . . . . . . . . . . . . . . . . . . . . 18%

Governance . . . . . . . . . . . . . .46%

THREE ESG
PILLARS

Governance . . . . . . . . . . . . . .46%

THREE ESG
PILLARS
As at 31 December 2021. These are overall figures, excluding acquired SIMs, which maintain
their own records.
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As we look forward to 2022, our investment teams will be looking for facts and clear
actions that back up marketing rhetoric.

Approach to engagement at Franklin
Templeton Fixed Income (FTFI)
While historically much of the ESG research from analysts
has focused on equities, FTFI has developed its own
approach for engagement for fixed income.
It identifies engagement for idiosyncratic risk (companies)
and for systemic/non-diversifiable risks (affecting all
companies in their portfolio). This includes thematic
engagement – conducting analysis around the most
material risks across sectors, and company-specific
engagement.

Engagement in action
In the following pages, we share a cross-section of our
engagement work across asset classes, including fixed
income, global equities, emerging market equities, impact
investing and sovereign debt. We have chosen to keep
private the names of some of our engagements to enable
us to continue with work that may sometimes be of
a sensitive nature.

Our investment teams believe that more data disclosure would be essential to enable better
risk management. This in turn allows our teams to identify materiality – something we can’t
possibly hope to do without the right data. Our teams discovered, over the course of their
engagement, a wide spectrum of performance on ESG metrics and perhaps not surprisingly,
a tendency for positive branding to move at a faster pace than the actual business activity.

Thematic engagement
FTFI’s thematic engagement in 2021 focused on climate
change, energy transition and water scarcity. These risks
tend to be longer dated and without historical precedent,
and accordingly, possible outcomes are less obvious.
The starting point for analysts is the Sustainability
Accounting Standards Board’s Materiality Map®, which
shows how 26 general sustainability issues manifest
across 77 industries.
Company-specific engagement
With idiosyncratic (that is, company specific) risk, FTFI
analysts routinely engage with companies where further
disclosure, or specific information may be required. Such
risks tend to be shorter dated, with relatively more easily
achieved outcomes.

Franklin Templeton Fixed Income's engagement report is available here.

franklintempleton.com
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Engaging in fixed income - Thematic engagement

Engaging in fixed income - Company specific

Banks and insurers

Vinci SA – French construction company

Franklin Templeton Fixed Income – European Fixed Income (FTFI)

Franklin Templeton Fixed Income – European Fixed Income

Asset class

Fixed income

Objective

Thematic engagement on systemic risks

Asset class

Fixed income

Objective

Engagement for change

Issue

Governance, Environmental

Reason for
engagement

Banks and insurers’ preparedness for
TCFD disclosure

Issue

Social

Reason for
engagement

Potential breaches of United Nations
Global Compact

Details of
engagement

The aim of the thematic engagement across the banks and insurers sector was to better understand sectoral risks
regarding climate disclosure preparedness.

Details of
engagement

We engaged with Vinci SA following claims of a potential breach of the United Nations Global Compact,
a voluntary initiative that encourages businesses to adopt sustainable and socially responsible policies. All
European Fixed Income funds are prohibited from lending to issuers that breach the UNGC.

The FTFI team’s investment rationale was based on the expectation of financial institutions being required to
disclose emissions from loan books, and performance related to green lending.

In a two-stage process, fund holdings are constantly monitored by a third-party ESG data provider, which flags
any potential breaches. Members of the FTFI ESG team investigate every raised flag and carry out due diligence.

Engagement focused on structured questions based on the TCFD framework, yielded interesting responses on
governance and strategy:

In this case, an ESG data provider alerted us that Vinci SA was on a UNGC ‘watchlist’, following allegations of
labour mismanagement in Qatar. The claims, made by a French human rights non-governmental organisation
(NGO), concerned the safety and wellbeing of the company’s construction workers, many of whom had come
from South Asian countries.

Governance
Recognition of the need for executive level oversight of climate change was variable among banking peers.
Some banks may need to rapidly evolve their approach – or risk lagging behind.

•
•
•

Our analysts reviewed the company’s statements, NGO reports and media coverage, as well as meeting Vinci’s
CSR officer. The inquiry showed that the company is navigating difficult waters – many labour-management
practices in Gulf countries fall outside the control of global construction and development companies. The most
material of the challenges the company faces relates to freedom-of-labour association, which is restricted by
local regulations, and fraudulent recruitment agencies in contractors’ countries of origin (such as India).

 ost banks had set out climate change policies, but only a minority had clear plans for targeting Scopes 1, 2
M
and 3 emissions.
Based on our 2021 engagement, not all banks are committed to phasing out financing thermal coal
production.

Despite these obstacles, Vinci SA has sought to improve workers’ conditions by providing them with decent
lodging, allowing them to elect workers representatives and tightening controls over recruiting agencies’ conduct.
This was reflected in an audit certified by the independent Building and Wood Workers’ International trade union.

Strategy
Different levels of preparedness mean some banks may emerge with better value propositions than others.

•
•
•

Outcome

 etter performers had frameworks that saw sales, relationship managers, product and sector specialists
B
collaborating to support green business deal execution with clients.

Outcome

 ut at the opposite end of the spectrum, opportunities were pursued in siloes, placing a ceiling on the
B
organisational expertise that is accumulated.

This important thematic engagement has set the foundations for ongoing research to further delve into how well
prepared the sector is for climate change. It shows how engagement can take different forms, not just on a oneto-one basis, but a ‘one-to-many’ approach. This can yield results that further enhance the quality of our
stewardship and investing for our clients.

This engagement showed that while migrant labour management in Gulf countries is an issue requiring
international attention, it is possible for a global construction company to seek to secure the safety and wellbeing
of its contractors, while acknowledging the local socio-political context.
With this engagement, we believe Franklin Templeton is sending a signal that we constantly monitor potential
UNGC breaches on a global scale – and will engage every time an alleged breach occurs.

Status

Complete

Following on from the engagement, FTFI intends to broaden the conversation to:

•
•
•
•
Status
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Look deeper into revenue received from the financing of coal
Continue engagement where respondents are lagging their peers in particular areas
Further investigate incentivisation of green or low-carbon product development
Build a deeper understanding of how climate change opportunities are developed

In progress

Stewardship Report 2021

franklintempleton.com

franklintempleton.com

Stewardship Report 2021

57

Engaging in fixed income - Company specific

Global equities

Frigorífico Concepción SA (FriCon) – South American beef producer

European bank

Franklin Templeton Fixed Income – Emerging Market Debt (FTFI EMD)

Templeton Global Equity Group

Asset class

Fixed income

Objective

Engagement for change

Asset class

Equities

Objective

Engagement for information

Issue

Governance, Environmental

Reason for
engagement

Improvement of sustainability practices
through ongoing engagement

Issue

Environmental, Social, Governance

Reason for
engagement

Discussing sustainability strategy

Details of
engagement

South America’s beef industry faces major ESG challenges relating to biodiversity loss and deforestation.
Frigorífico Concepción SA (FriCon) is the largest producer of beef and related products in Paraguay, with
a growing presence in Bolivia.

Details of
engagement

This engagement involved meeting a large European bank to find out more about its strategy to align its business
with the goals of the Paris climate agreement and reach a net zero scenario by 2050. Engagements for
information like this one are very useful to Franklin Templeton to help us ascertain best practice.

FTFI EMD has engaged with the company over a number of years. It was an anchor investor in FriCon’s inaugural
international bond issuance in January 2020. Then in July 2020, FriCon approached the FTFI EMD team, ahead
of a subsequent fundraising, to negotiate the terms of the new transaction. The FTFI EMD team, making use of
FTFI’s size and scale in the original bond deal, used the opportunity to introduce new covenants that required
FriCon to make additional ESG disclosures alongside its regular quarterly financial reporting.

In this case, the company is highly engaged in the fight against climate change. The investment team believe the
bank’s focus on responsible and sustainable growth, while maintaining a low environmental footprint, make it
more resilient to climate change risks.
This positions the bank as a beneficiary of the growth in green finance that’s needed for the world to transition to
a low-carbon economy. It’s already a leader in green financing deals, taking the largest share of earnings from
green finance deals in 2021 according to Bloomberg New Energy Finance.

In 2021, FriCon management approached FTFI EMD about a refinancing transaction, which created a new
opportunity for engagement. This time, in response to FTFI EMD's requests for a greater commitment to
sustainability and ESG reporting, management agreed to several conditions. These were: To appoint a
sustainability officer; publish an annual sustainability report; engage with an external ESG rating agency for
a third-party rating; and hire external consultants to audit operations in Paraguay and Bolivia to make
recommendations for improving and implementing ESG best practices.
Outcome

On the investment side, the bank is also a European leader in sustainable thematic funds, developing several
climate indices and green funds focused on alternative energies and energy efficiency.
Importantly, the bank has made public commitments on the fight against climate change. It is a founding
signatory of the Principles for Responsible Banking (PRB) and the Net Zero Banking Alliance (NZBA), requiring
a substantive adaptation strategy and business plan to achieve the United Nations’ Sustainable Development
Goals, support the Paris Climate Accord and reach net zero for financed emissions by 2050.

Our teams successfully leveraged their position as a key lender to FriCon to improve transparency around
sustainability practices, introducing detailed, annual ESG reporting requirements into the new bond
documentation.

In the investment team’s view, the bank’s policies on financing fossil fuels and deforestation are among the most
advanced in the sector. For example:

We believe our engagement has substantially reduced the risk of an ESG-related controversy or financial loss.
The FTFI team sees transparent ESG reporting as a cornerstone of responsible investing. This example
demonstrates how fixed income teams can engage in phases to achieve good outcomes for us, our clients and
the issuer due to ongoing refinancing requirements.
Status

•
•

Complete (with the possibility for future engagement)

•
Outcome
Status
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Thermal coal. It will phase out all coal lending and project finance in the OECD group of nations by 2030 and
the rest of the world by 2040 (it already phased out all commercial relationships with coal miners in 2017).
Oil & gas. The bank stopped lending and project finance for non-conventional oil and gas companies in 2017.
It is now, as part of the NZBA target setting project, decreasing exposure to upstream oil and gas credit by 10%
(as a proxy for reducing overall carbon intensity of its lending book).
Deforestation. It has strengthened its financing policy on deforestation in 2021, requiring companies to
provide full traceability to plantation/farm level for their beef and soy sourcing (direct and indirect) by 2025.

Engagement to understand the bank’s long-term strategy persuaded us to maintain our position in the portfolio.
Complete
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Global equities

Emerging market equities

Electric vehicle battery suppliers

Turkish manufacturing company

Templeton Global Equity Group

Franklin Templeton Emerging Market Equities

Asset class

Equities

Objective

Engagement for change

Asset class

Equities

Objective

Engagement for change and information

Issue

Environmental

Reason for
engagement

Establishing emissions reduction targets

Issue

Environmental

Reason for
engagement

Details of
engagement

Templeton Global Equity Group has engaged with two companies in the battery electric vehicle supply chain on
multiple issues over the past three years. The primary objective was encouraging these companies to set emission
reduction targets, based on the investment rationale that auto manufacturers will prefer to deal with suppliers who
can help them reduce vehicle lifecycle emissions.

Providing feedback on environmental
management, and understanding the
sustainability agenda

Details of
engagement

This engagement was with a Turkish producer of flat glass, glass bottles and glass-reinforced plastics. The company
is also involved in the production of glass and non-organic chemicals – the main ingredients of glass production.
The team proposed updated and achievable environmental targets – important indicators for investors to assess
potential future financial implications. Our analysts also suggested a study to assess the potential implications of
the future EU cross-border carbon-adjustment mechanism.

Company 1 is a market-leader in making cathode materials for electric vehicle batteries and has a large metals
recycling business. The investment team met the company several times over the last three years, addressing
topics including sustainability targets, reducing carbon emissions and battery-recycling initiatives. In the second
quarter of 2021, the company announced substantial new environmental targets, including a target to be carbon
neutral by 2035, along with meaningful interim targets.
Company 2 is a leading lithium miner. Demand for lithium is expected to triple over five years as vehicle adoption
grows rapidly. The team has met the company several times since 2019, discussing a broad range of topics,
including emissions and water management. In June 2021, the company announced new targets to reduce
greenhouse gas emissions and freshwater usage. It also set a goal to be net zero by 2050.
Outcome

Status
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The company’s management is aware that managing carbon emissions will have implications for the business,
both in terms of operations and potential profitability.
Outcome

Status

The team expects the company’s investments in new furnaces and modernisation to lower carbon emissions per
unit of production. It remains engaged with the company on assessing the impact of the EU cross-border carbon
adjustment mechanism as part of our long-term collaborative effort to improve outcomes.
In progress

This was ultimately a successful outcome but the length of this engagement (three years) shows that results may
take time to come to fruition. This is possible because of our investment teams’ ability to take a long-term view on
capital allocation.
Complete
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Emerging market equities

Impact investing

ACC Limited – Indian cement producer

Large global asset manager

Franklin Templeton Emerging Market Equities (FT EME)

Fiduciary Trust International

Asset class

Equities

Objective

Engagement for information

Asset class

Equities

Objective

Engagement for change

Issue

Environmental

Reason for
engagement

Reducing and controlling carbon
emissions

Issue

Governance, Environmental

Reason for
engagement

Encouraging alignment on proxy voting
actions with public commitments

Details of
engagement

FT EME engaged with ACC Limited (ACC), one of India’s largest cement producers, to understand the company’s
ESG priorities. We sought clarification on delays in priority areas and to track execution on initiatives prioritised by
management.

Details of
engagement

In 2021, Fiduciary Trust International, specialising in impact investing and serving high- and ultra-high-net-worth
clients, was a co-filer with a major US pension fund, with the objective of engaging with a top ten global asset
manager on climate change action.

From an environmental perspective, ACC is one of the most efficient and ESG-compliant cement producers in
India. This gives the company the ability to expand its carbon-efficient model to other emerging markets in
conjunction with its parent. The company’s plan to decarbonise cement production, if successful, would see it
cutting further than European peers – with a target to reduce emissions per tonne of cement from close to
500kg/t to 400kg/t by 2030.

Fiduciary Trust International’s analysts were concerned that the asset manager’s public commitments on climate
change were not matched by its proxy voting record. In the two years prior, the lead and co-filers had been
negotiating with this company. However, the company did not materially change its voting on climate resolutions.
In the third year, our Fiduciary Trust’s sustainability analysts joined in this engagement. They put forward
a proposed shareholder resolution; however, following further constructive discussions, the company improved
its proxy voting records on climate issues and took part in major climate-investor initiatives. As a result, the
proposed shareholder resolution was withdrawn.

Key findings from the engagement included:

•
•
•
•
•
Outcome
Status
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ACC’s sustainability strategy is led by its Sustainable Development 2030 Plan, which is aligned with that of its
parent company Lafarge-Holcim.
Guided by its parent principles and technical know-how on environment, ACC’s approach gives it an
advantage over its peers; in particular, through its adoption of innovative technologies related to controlling
emissions.
The company is significantly reducing the carbon footprint of materials and products using alternative raw
materials and fuels: replacing CO2-intensive clinker in cement with waste-derived resources such as fly ash
and slag; and launching its ECOPact ‘green concrete’ in Mumbai and Hyderabad.

Outcome

Status

This engagement example shows that often the desired outcomes – in this case, more tangible actions
connected to public commitments – require patient negotiation and may require several rounds of discussion.
Shareholder resolutions are just one element that we can call on. The key to success is dialogue with
management that results in positive change, demonstrating how we can create impact in public markets.
Complete (with the possibility of future engagement)

The CEO is responsible for updating the board on climate-related issues. These topics are reviewed by the
CEO and executive committee every month.
ACC’s 2030 carbon-emission reduction target was endorsed by the Science Based Targets Initiative (SBTi).
It was the first company in the Indian construction sector to sign the “Business Ambition for 1.5°C” pledge.

We are engaged with ACC on committing towards certain long-term goals. This dialogue is continuing.
In progress
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Impact investing

Sovereigns

Spanish autonomous community

Australia Office of Financial Management

Franklin Real Asset Advisers

Brandywine Global

Asset class

Private markets, infrastructure

Objective

Engagement for change

Asset class

Fixed income

Objective

Engagement for information

Issue

Social, Environmental

Reason for
engagement

Improvements for social change

Issue

Governance, Environmental

Reason for
engagement

Understanding government plans for
climate action

Details of
engagement

For the Social Infrastructure fund, the investment team runs a strategy to acquire real estate where there are
tenants providing quality social services to their communities. In this engagement, the asset is a juvenile
courthouse in one of Spain’s 17 autonomous communities. Well-run courthouses are critical to a well-functioning
society and the investment team proactively made a proposal to improve the social value of the asset.

Details of
engagement

Brandywine Global is from our stable of six SIMs, which became part of Franklin Templeton following the Legg Mason
acquisition. Among other funds, it runs our LM Brandywine Global Fixed Income Fund that seeks to generate income
by investing in sovereign bonds. Brandywine uses a macro-outlook approach that informs its country exposures and,
as a result, engagement with sovereigns is an important part of the investment manager's stewardship activity.
Brandywine engaged with the Australia Office of Financial Management (AOFM) in 2020 to understand the
Australian government’s strategy in responding to the COVID-19 crisis and to understand whether spending
constraints would affect the government’s plans for mitigating climate risk. Although Brandywine made the decision
to invest in Australian debt in 2020, our managers believed follow up engagements would be required.

Research from Latin America had shown that there were positive benefits from including a Gesell chamber to the
courthouse. As part of the investment strategy, the team offered to finance the installation of the Gesell chamber.
This was a built-for-purpose, colourful, welcoming room, where children could sit with a child psychologist, away
from the main courtroom. There is a one-way mirror, and questions from judges and lawyers are filtered through
the child psychologist who can ask questions to the child in a way the child can understand.

The following year, the AOFM was proactive in contacting our managers. We discussed how, while the government
has yet to publish a formal climate plan, we were encouraged to see positive movement to consider physical and
transition risks that will have a positive impact on the country’s opportunities to create a sustainable future.

Social benefits achieved: This reduces the trauma of recalling events, which leads children to open up and
potentially give superior testimony which can lead to higher conviction rates.

Outcome

Status
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Benefits: Building the chamber created goodwill with the municipality as it was beneficial to both the tenant and
the users of the space. The engagement created more opportunities to collaborate and the team were then able
to further enhance the value of the building by creating better accessibility to serve physical and mental
disability, e.g., introduce magnetic loops for the hearing impaired, and improve signage.

Outcome

Achieved improvement of social value for the community and built trust with the operators of the building/asset.
The tenant is more likely to stay in the building and looking ahead, as they look for more partners to own their real
estate, this engagement showed the investment team demonstrating how they can be a trusted mission-aligned
partner, and make the economics work for both parties.

Status

Brandywine Global is joining a PRI-sponsored working group on sovereign climate risk – with Australia a key focus
– to work with officials to create a national climate and carbon policy. In 2022, we want to see a climate and
sustainable finance plan from the debt management office, and fossil fuel/climate/transition risks factored into
the RBA’s inflation and economic outlook.
In progress

Complete
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Sovereigns

Differing approaches to engagement

Various levels of local and regional government, Poland
Franklin Templeton Fixed Income
Asset class

Fixed income

Objective

Engagement for information

Issue

Governance, Environmental

Reason for
engagement

Understand sustainable development
plans for municipals

Details of
engagement

The FTFI investment team began a pilot engagement action in 2021 with nine Polish cities, counties, and provinces
whose bonds are publicly traded on the Catalyst platform, operated by the Warsaw Stock Exchange. The Central
and Eastern Europe (CEE) municipal green debt market is yet to reach a similar size to its Western European
counterparts. The objective of this engagement programme was to understand the attitudes of municipal and
regional authorities.
Given this is a largely carbon-intensive economy, the team’s view was that local governments are key stakeholders
in helping to effect greenhouse-gas emission reductions.
As part of the engagement, they met representatives of the public utilities department of the Municipal
Government of Kraków (Cracow). Among various sustainability issues, Kraków struggles with low air quality.
Assessing historical data, the problem is more acute during the colder winter months, when the air quality is often
deemed unhealthy for sensitive groups due to the increased need to heat homes (mainly supplied by burning
fossil fuels).
Through discussions, the team found that although there was a lack of knowledge and skilled professionals on
climate change and sustainable transition, the city is working to decrease emissions. This includes projects aimed
at cutting greenhouse gases and 10-year partnership ‘Deep Demonstrations for Healthy, Clean Cities’.

Outcome

Status

The pilot engagement has helped the investment team better understand the state and outlook of municipal
green finances in Poland. We expect this to form the basis for a multi-year engagement in the hope of advocating
for best practice in developing a strategy to finance the transition to ‘sustainable cities of the future’. The FTFI
experience will be translated into more regular engagement with local authorities in CEE, to help cities and
regions mitigate ESG risks by unlocking the potential of green finance.
In progress

Finding the right fit
Each team’s stewardship approach must be the right fit for
its specific investment strategy. Most importantly, it has to
add value for our clients.
That’s why engagement varies based on the nature of the
asset under consideration. Do we hold investments directly
or indirectly? And is the entity listed or privately held?
These questions will have a bearing on the extent and
means through which we can influence change.
While we have tried to provide a sample of case studies
across asset classes, we also included a summary of
general thoughts on how we approach stewardship for
each of the below:
Sovereign and supranational debt
Standards of good governance should apply to
governments just as much as they do to corporations. We
believe assessing a country or region’s ability to service its
future debt obligations and liabilities, for instance, are
critical factors to consider.
Governance is a central theme in our research and we
analyse governments’ priorities, policies, regulations, and
ability to enforce regulations. But social and environmental
issues can also provide valuable insights into risks and
opportunities, and our investment groups spend
a significant amount of time meeting central bank officials,
government policymakers, and local business leaders to
assess fundamental economic conditions, which include
sustainability-related issues.
We frequently visit regions to gather information that would
otherwise be unavailable, such as tax revenue sources,
trade data, and the economic assumptions and sensitivities
used in fiscal budget planning.
Fund of funds
Where we invest in a fund-of-funds structure, we
implement our role as stewards by engaging with the
managers through which we invest.
With constructive and open dialogue with the managers
of underlying funds, we use our influence to promote our
stewardship methodologies, philosophies and risk
integration.
Stewardship is an important component of our investment
research and ongoing due diligence. We recognise that best
practices are still evolving in certain strategies in terms of
how we can help bring about positive change, and we seek
to partner with managers as they develop their approaches.
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Quantitative and passive funds
Opportunities to effectively implement stewardship are
naturally relatively limited when our strategies are rulesbased, such as adhering to a specific index, or using
quantitative models.
In these cases, we vote our holdings in line with
international best practices. The nature of the investment
process, quantity, and duration of holdings within a strategy
will determine if active engagement is in our clients’
interests. We also recognise that the large proportion of
holdings in these strategies may require a very focused
engagement approach.
Where we do engage, it is typically led by fundamental
research analysts from our actively managed strategies who
maintain direct relationships with the issuers concerned.
Real estate
Where we make direct investments in real estate, we are
committed to stewardship of those assets and managing the
properties we acquire on behalf of our clients. We strive to
ensure all employees, partners, and suppliers commit to
reducing the environmental impacts of their operations. Our
aim is that all redevelopments make a sustainable impact and
provide long-term value for our investors, tenants, key
stakeholders, and the communities in which we invest.

Assessment of outcomes
In addition to some managers independently signing up to
the UK Stewardship Code, like Martin Currie and Western
Asset Management, other managers have produced their
own specific engagement or impact reports. This includes:
Franklin Templeton Fixed Income, Templeton Global Equity
Group and Franklin Templeton Emerging Market Equities.
We are highlighting and promoting these individual reports
as part of our 2021 Stewardship Report. We believe they
offer solid evidence of the diversity and depth of our
specialist investment manager approach. Also, for the first
time, we highlight work carried out by Fiduciary Trust
International, serving clients in the wealth management
business, that has achieved good success in the impact
space. With an ever-increasing range of asset managers, we
do not have space in this Stewardship Report to highlight
the work of all our managers, instead we intend to spotlight
different managers in our future reports.
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Collaboration
Key highlights for 2021

•

Public commitments and policy engagement,
including the Net Zero Asset Managers Initiative,
PRI ASCOR and Global Investor Statement to
Governments on the Climate Crisis

Engaging collaboratively to address
systemic risk
Systemic risks require systematic actions. By their very
nature, these risks are endemic and cannot simply be
diversified away.
One of the most effective means of addressing the
systemic issues of an industry or market is through
collaborative engagement with investors, both asset
owners and asset managers, legislators and policymakers.
In 2021 we began more active collaboration with our
industry peers, joining several industry initiatives alongside
other asset managers and the wider investment industry.
These initiatives cover engagement, developing best
practice and addressing the shared critical sustainability
challenges we all face.

Principle 10
where necessary,
“Signatories,

participate in collaborative

engagement to influence issuers.”

In our 2020 report, we highlighted common themes, such
as quality and consistency of reported data, setting
common definitions to frame the discourse, and
establishing regulations to address areas of weakness. In
2021, in line with our strategic priorities, we focused our
efforts on climate change. Our commitment to sign up to
the Net Zero Asset Managers Initiative, which we have
touched on throughout this document, was the beginning
of a series of public commitments demonstrating our
strength of resolve to address complex climate issues on
a collaborative basis.

•

Policy engagement
The 2021 Global Investment Statement to Governments
on the Climate Crisis
The Investor Agenda, a collaboration founded by partners
including the PRI, CDP and Ceres, launches a Global
Investor Statement every year aimed at accelerating action
towards a net zero emissions economy.
The 2021 statement was the most ambitious statement yet
and was delivered a week before COP26. This was the first
time Franklin Templeton had signed up to lend our support
and we were proud to be part of a global community of
733 investors, representing US$52 trillion in assets to
acknowledge our collective responsibility to act swiftly and
boldly on the climate crisis.
Our call to action for all governments was as follows:

•
•
•
•
•
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Leading collaborative engagement to influence
individual issuers

To strengthen Nationally Defined Contributions for 2030
To commit to a net zero emissions target and outline
a pathway with ambitious interim targets, including
clear decarbonisation roadmaps for each carbonintensive sector
Implement domestic policies to deliver targets,
incentivise private investments in zero emissions
solutions, and ensure ambitious pre-2030 action
Ensure COVID-19 economic recovery plans support the
transition to net-zero emissions
Commit to implementing mandatory climate risk
disclosure requirements aligned with the Task Force on
Climate-related Financial Disclosures recommendations
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PRI ASCOR Initiative

Global participation

In September 2021, the fixed income SIMs of Franklin
Templeton – Franklin Templeton Fixed Income, Templeton
Global Macro, Brandywine Global and Western Asset
Management – came together to participate in the
Assessing Sovereign Climate-related Opportunities and
Risk (ASCOR) project.

During the year, Franklin Templeton took part individually
and collaboratively in sustainable finance consultations
regulators either directly or through investor associations.

As we set out in Principles 1 and 4, Franklin Templeton was
accepted to the Advisory Committee of the ASCOR project
to collaborate on the development of a practical tool to
provide a common lens to understand sovereign exposure
to climate risk and understand how governments plan to
transition to a low-carbon economy. ASCOR is intended to
help enable governments to measure, monitor and
compare current and future climate-change governance
and performance, fairly and appropriately.

We are represented on a number of industry policy working
groups, which provide guidance to industry stakeholders
and policymakers. These include:

•
•
•

The Investment Association (IA)’s Sustainability
Committee, Stewardship Reporting Working Group,
Sustainability Disclosures Implementation Forum
Investment Company Institute (ICI) ESG Advisory Group
European Fund and Asset Management Association
(EFAMA) committees on ESG and Stewardship Standing
Committee

Coordinated by the Council and Strategy team, the
collaboration will promote co-operation among our SIMs.
Their expertise, input and feedback are used to help solve
particular issues that arise from assessing climate risk and
opportunities in the sovereign-debt asset class.

Supporting global standards for
a coherent view on sustainable investing

Influencing specific issuers through
collaborative engagement

There was a period of rapid and important change in the
accounting standards space in 2021. In June, we supported
the successful merger of the International Integrated
Reporting Council (IIRC) with SASB to form the Value
Reporting Foundation (VRF). Following this, during COP26
in November, the IFRS Foundation Trustees announced the
consolidation of the VRF and the Climate Disclosure
Standards Board (CDSB) into the IFRS Foundation. This will
enable the formation of the new International Sustainability
Standards Board (ISSB) in summer 2022.

With our long experience of investing across multiple asset
classes, we have sought to leverage this experience as we
contribute specific expertise to multiple collaborations.

We have long supported the Sustainability Accounting
Standards Board (SASB) and in 2019 were invited to its
Investor Advisory Group. Here we connected with leading
global asset owners, asset managers and intermediates,
recognising the need for the consistent, comparable and
reliable disclosure of material ESG information.

As Franklin Templeton, we have been looking to sign up to
Climate Action 100+ (CA100+), a five-year investor-led
initiative. CA100+ engages systematically with the 100
corporations responsible for two-thirds of annual global
industrial emissions. Some of our SIMs had signed up to
CA100+ in previous years.

In 2021, for example, we joined the Ceres Investor Network
with more than 200 institutional investors (managing more
than US$47 trillion in assets). We will continue to investigate
opportunities for firm-wide membership of collaborative
engagements to leverage our strength and maximise our
impact on systemic sustainability challenges.

As a global asset manager, we believe these steps are
critical, and will support consistent ESG disclosure over the
long term. Effective disclosure is fundamental as this means
better data and helps us to assess and identify material
issues, especially as our investment teams, clients and
employees navigate the complex dynamics of working
towards net zero by 2050.

“

The ASCOR project’s objectives align
with our belief that engagement with
sovereigns is challenging. To better
understand the climate change
challenge, it is critical that investors
have access to appropriate tools and
solutions for decision making.
Western Asset, Franklin Templeton Fixed
Income, Brandywine Global and
Templeton Global Macro, all stand
behind this important project.”

See our participation on the ‘COP Talks’ series re ‘The
Future of ESG disclosure’ hosted by the Institute of
International Finance (IIF) here.

Michelle Auger, CFA
Global Sustainability Strategy Director

Read more about the ASCOR advisory group
announcement here.
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Over the years, we have aligned ourselves with a number of
initiatives we believe will make excellent partners for
achieving better collaborative outcomes. These include:

Case study: Climate Action 100+ initiative
Brandywine Global (lead engager) in collaboration with industry peers
Asset class

Fixed income

Objective

Engagement for information and change

Issue

Governance, Environmental

Reason for
engagement

Integrating climate risk analysis into an
operating business model

Details of
engagement

Brandywine Global, one of our SIMs, manages UCITs and mutual funds for Franklin Templeton under our fund
ranges and have led this collaborative engagement with a globally known state-owned petroleum company as
part of the Climate Action 100+ initiative. Its investment teams evaluated a third-party climate accounting
assessment and concluded the company would benefit if it was to allocate a larger portion of planned capital
expenditure towards improving innovation and considering renewables. The team also identified potential for
the company to improve efficiencies within its core business to better address important climate-related
physical and transition risks (and disclose them in financial reporting); account for these risks in planning and
strategy; and carry out emissions reporting disclosure and reduction plans.

Outcome

Status

72

See Principle 7 for our work with this group.

See Principle 4 for our work with IIGCC, a
Founding Partner Investor network of this
initiative.

Assessment of outcomes
We are selective in our collaborative engagement
opportunities and conscious that where we commit to an
engagement this should be for a tangible outcome. One
area we aim to enhance is involvement in the collaborative
engagements we support. We often find we engage most
effectively one to one in private with issuers. However, as
the industry seeks to address systemic risks, we recognise
the value of collaboration and speaking with one voice to
issuers. We continue to explore this area and leverage our
SIMs’ role in these initiatives to inform our own approach.

https://www.climateaction100.org/

The aims of CA100+ are very ambitious and a successful outcome is not guaranteed. This engagement project is
likely to require more time as the company saw high turnover at management level during 2021, including its CFO.
The CA100+ engagement team will regroup in 2022 to assess what further action to take.
In progress
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Escalation
When to take engagement further
We view engagement as an essential dialogue between our
investment teams and issuers, management teams and
their boards. As we have shown in Principle 9, satisfactory
results may take a significant amount of time.
Not all issues are resolved easily. So, when necessary, we
have to escalate. This can range from further meetings with
the company at one end of the scale, and divesting at the
other, with many options in between.

Why and when do we escalate?
We escalate our engagements when the clear objectives
we set in advance are not met. This could mean not being
able to glean the detail we require when engaging for
information, or an engagement for change where our
concerns are not addressed by the issuer and there is no
shift in strategy.

Principle 11

Next steps
Taking voting action (where we hold equity).
This is our primary means of escalation.
For more information on our voting action,
see Principle 12

Initiating more public engagement
or collaborating with other investors.
For more information on collaboration,
see Principle 10

Filing shareholder resolutions
(for equity holdings).

Escalation is based on each individual case, depending on:

•
•
•

where necessary,
“Signatories,


escalate stewardship activities
to influence issuers.”

How responsive management is to our questions
The severity of the engagement issue
The nature of the issuer and the capital held –
depending on the asset class our SIMs will have
different tools they can deploy

Engaging other members of the board
where management is not responsive.

Divesting where we consider the investment
is no longer in our clients’ best interests.
This is not necessarily our first choice of action
in all cases.

The pace of change and our ability to affect change also
depend on company ownership structures and
geography. In some countries, issuers are less responsive
to international investors, or the nature of the ownership
structure may limit how much we are able to influence
decision-making. We are pragmatic in our approaches
and sensitive to the cultures in which we operate and this
is reflected in our stewardship strategies.
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Exxon Mobil

Engagement tracker
As we discussed in our previous Stewardship report, in
2020, we developed a centralised engagement tracker.
The tracker project was a good start whereby we tested
its effectiveness among SIMs.
In 2022, we will be reviewing better ways for our
integrated SIMs to benefit from best practice in terms
of tracking their engagement activity.

Our objective is to allow our investment teams to record
and monitor engagements without moving from one
platform/system to another, making it easier to build on
the history of the engagement and clearly see progress
over time, giving a clear view of the milestones and
outcomes achieved.

Various representatives of Franklin Templeton
Asset class

Equities

Objective

Engagement for change

Issue

Governance, environmental

Reason for
engagement

Voting to bring change to the board

Details of
engagement

Exxon Mobil is a company that is held by several Specialist Investment Managers (SIMs) including Fiduciary Trust
International, Bissett, Franklin Equity Group and Franklin Templeton Investment Solutions. We included this
engagement to highlight activity over 2021 which saw an intense campaign from a group called Engine No. 1, who
reached out to our SIMs to present its case. Engine No. 1 believed that Exxon should benefit from four new board
members who could potentially bring improvements to the company’s performance particularly with reference to
their climate strategy. Our SIMs listened to both sides of the argument, hearing presentations from Engine No. 1,
and also from Exxon’s management.

Social networking site
Fiduciary Trust International (FTI)
Asset class

Equities

Objective

Engagement for change

Issue

Governance, social

Reason for
engagement

Child safety on social media platforms

Details of
engagement

Fiduciary Trust International (FTI) is one of our SIMs, specialising in impact investing, and serving high- and ultrahigh-net-worth clients. Between 2020 and 2021, analysts engaged with a social networking site held in its portfolios.
This company proposed to offer end-to-end encryption to protect personal data and provide data security. The
investment rationale for engagement was the heightened legal and reputational risks posed by these plans.
Furthermore, FTI's sustainability analysts believed there was a specific danger to children if the social networking
site were to enable this technology. Their opinion was that the move would put a cloak over potential online child
sexual exploitation and abuse material (CSAM).
The team had engaged with management on this since 2020. In 2021, they submitted a shareholder resolution,
seeking commitments from the company to carry out a report that assessed the risk of increased child
exploitation should it go ahead with its plans.

Outcome

Status

76

The resolution went ahead, going to a shareholder vote, and management agreed to postpone the plans until
they had explored the child-safety issues further. Although engagement had been taking place since 2020, this
escalation was required to take the issue further. The postponement on end-to-end encryption was a successful
outcome, given the heightened concerns around the sensitive issue of child safety and protection.
Complete
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This was an example of engagement escalation where the process was fair, in that there was an opportunity to
hear the debate from both parties on the essential topic of board member selection, as this would influence the
leadership of Exxon Mobil. The outreach was made more efficient through the use of our Stewardship and
Sustainability Council. Each SIM heard the case while retaining investment independence, before weighing up
the facts and voting independently accordingly.
Outcome

Exxon Mobil would go on to receive three new board members after nearly two-thirds of all eligible shareholders
cast their votes. It is worth highlighting that not all SIMs voted the same way – this was an example of our SIMs
exercising their investment independence to act in the way they thought would best benefit their clients.
This was also an example of how our SIMs exercise their proxy voting rights and responsibilities (See Principle 12).

Status

Complete

Assessment of outcomes
Where we are participating in the secondary market, we
believe we can deliver the most impact in our engagements
via building lasting relationships with management of
investee companies. This allows us to understand the
scenarios faced by each issuer, and tailor our engagement
strategy to deliver the most effective outcome. In 2021, we
have escalated where necessary, but we are wary of rigid
escalation procedures and divestment as a tactic. At the
point of exit, all influence over the issuer’s behaviour is lost,
and hence it should be reserved for extreme examples
where influence is no longer present.

franklintempleton.com

We have continued to develop these long lasting and
effective relationships with company management, building
on our history of engagement and progress over time. Our
engagement tracker created in 2020 was a good pilot
project to test the effectiveness in tracking and delivering
engagement results. We will seek improved solutions. Over
2022, we will continue to strengthen our engagement
relationships and, where necessary, escalate our
engagements either independently, or in collaboration
with other investors.
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Exercising rights and responsibilities
Key highlights for 2021

•
•

•

Voted on more than 96,000 resolutions
Maintained our voting record – in 2021 voted 98%
of our eligible ballots

Why proxy voting is so important
Proxy voting – exercising our rights and responsibilities as
investors – is one of the most important ways we can
demonstrate our will to issuers and protect the interests of
our clients.
At Franklin Templeton, our central proxy voting process has
been in place for more than 30 years. We have enhanced
and developed this process over time to ensure it
continues to provide our investment teams with the
necessary oversight and support.

Principle 12

Our general policy is set out in our proxy voting guidelines,
but our investment teams are required to determine the
particular factors and circumstances in relation to their
clients’ capital. Each proxy and proposal – whether from
management or shareholders – is considered on its own
merits. We aim to vote all our proxies, and when we consider
a resolution to not be in our clients’ best interest, we will
typically vote against the issue.

actively exercise their
“Signatories

rights and responsibilities.”

DirectorsDirectors
related . . . . .related
. . . . .48% . . . . . . . . . .48%
Routine/business . . . . . . . . .23%

Routine/business . . . . . . . . .23%

Capitalisation . . . . . . . . . . . . . 10%

REASONS FOR
VOTING

REASONS FOR
VOTING

Capitalisation
. . . . . . . . . . . . 10%
Non-salary
comp . . . . . . . . . .8%

Supported more than 2,200 resolutions raised
by shareholders

Our 2021 proxy voting record
Over the 12 months of 2021, our investment teams
voted more than 96,000 resolutions across more
than 10,000 meetings. As global investors, we voted
in 78 markets and in 98% of our eligible ballots.
Where we were unable to vote, this was due to
ballots not received in time to execute a vote;
procedural barriers such as administrative
impediments (cost of voting, requirement to appoint
a power of attorney, ineligibility to participate); or
share-blocking rules.
In 2021, investment teams voted against 11% of
management proposals on the ballot and abstained
on 1.4% of votes. These numbers are similar to 2020
figures in terms of voting trends. In total, we voted
against more than 3,500 director-related resolutions,
representing 41% of our votes against management.
We also rejected more than 2,000 remuneration
policies where these were misaligned with
shareholders. We supported more than 260
shareholder resolutions filed relating to a range
of ESG issues.

Reorganisation and mergers 7%

Non-salary comp . . . . . . . . . 8%

Shareholder related . . . . . . . 3%

Reorganisation
and mergers
Anti-takeover
related . . . . . 1%

7%

Shareholder related . . . . . . . 3%
Anti-takeover related . . . . . 1%

The Proxy Group
Franklin Templeton’s Proxy Group provides administration
and oversight of our proxy voting, overseeing governance
and implementation of our Proxy Voting Policies. It also
supports our investment teams, working closely with them
to administer voting decisions.
The group is part of our Corporate Legal department, and
has five full-time staff members – three US based and two
in India. It reviews each proxy daily, as well as any agendas,
materials, and recommendations that it receives from
a proxy service or other sources. The team also logs all
meetings with shareholders whose securities are held
by investment managers’ funds and accounts.
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Reviewing our proxy voting policies
As we discussed in Principle 3, in 2021, we reviewed a
significant number of our policies and changed the way our
proxy voting policies are configured to better reflect how
the various investment groups operate within the
organization.
Taking note of heightened business and regulatory focus
on proxy voting, our legal teams (in consultation with Fund
Counsel) carried out a comprehensive review of our proxy
voting policies.
As a result, the number of policies were reduced from 12 to
five. We added an appendix to each set of US policies that
lists the US-registered investment advisers to which the
policies apply and includes any language specific to
certain investment advisers within an investment group.
This included moving certain sections to a policy’s
appendix or to the Proxy Group’s Desktop procedures; or
deleting entirely because the language was repeating the
Proxy Services’ guidelines.
With Franklin Templeton’s strategic focus on stewardship,
sustainability, and ESG investment strategies, our
investment groups led by each Chief Investment Officer,
continue to evaluate these policies, and these will be
discussed further by the Franklin Templeton Fund boards
during 2022.
For our Proxy Voting Policies and Procedures please see here.

Voting for passive strategies – how we are
improving ESG integration
As we discussed in Principle 9, opportunities to effectively
implement stewardship are limited in certain cases.
For example, proxy voting is not as clear cut or wellestablished in passive investment strategies compared with
actively managed funds.
At Franklin Templeton Investment Solutions (one of our
integrated SIMs), we have made progress in both our voting
process and ESG integration in our passive strategies. FTIS
has a full suite of investment solutions, including equities,
fixed income, multi-assets and alternatives. It runs passive
and active strategies.
In 2021, with the help of our Proxy Group, we moved all FTIS
investment strategies to ISS’s Sustainability Proxy Voting
Guidelines as the default proxy voting service. In total we
have dedicated more than US$ 100 billion in AUM to vote in
alignment with greater consideration of sustainability issues
based on those Guidelines. We embarked on this project in
order to help us exercise our voting rights across both our
active and passive managed strategies to be more aligned
on sustainability issues, in a systematic way.

Assessment of outcomes
Within equities, voting is a powerful means of escalation.
Tabling and/or supporting shareholder proposals are
elements of engagement our investment teams may use. In
2021, stewardship and ESG featured heavily in voting, with
a number of votes related to climate change, human rights
policies and board diversity.
Our investment teams continue to take their responsibilities
on voting seriously. We regularly review and update our
voting policies to ensure they are streamlined and fit for the
task at hand. In 2021, the latest review saw us consolidate
the number of proxy-voting policies. In addition, the focus
on improving voting outside of the more traditional activeinvesting sphere demonstrates how we can continue to
broaden our approach across asset classes.

Identifying conflicts in voting
The Proxy Group flags approximately 200 potential
conflicts in proxy voting each year. For example, these
occur in relation to:
Clients
Vendors and service providers
Executing brokers and dealers
Distributors
Interlocking directorships
BEN and proprietary investment products
If investment manager believes it is in the best interests of our clients
to vote contrary to a third-party recommendation, this is escalated
with a detailed rationale and subject to independent review.

As discussed in Principle 3, there were three instances of
potential conflicts recorded in 2021 in relation to Franklin
Templeton not voting in line with the recommendation of
the third-party proxy.
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This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton. Franklin Templeton has certain environmental,
sustainability and governance (ESG) goals or capabilities; however, not all strategies are managed to “ESG” oriented objectives.
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may
differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of
every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of
future performance. All investments involve risks, including possible loss of principal.
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any)
is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.
Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.
Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236,
franklintempleton.com – Franklin Distributors, LLC, member FINRA/SIPC, is the principal distributor of Franklin Templeton U.S. registered
products, which are not FDIC insured; may lose value; and are not bank guaranteed and are available only in jurisdictions where an offer or
solicitation of such products is permitted under applicable laws and regulation.
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