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Introduction
The UK Stewardship Code 2020 (“the Code”) set higher standards for those in vesting on behalf of UK
savers and pensioners. The greater level of transparency required by the Code and its focus on reported
outcomes is, we believe, of great support to the development of a sustainable financial system that
works for the benefit of all stakeholders.
Montanaro Asset Management (“MAM” or “Montanaro”) has been a signatory to the UK Stewardship
Code since its inception in 2010. Our 2016 statement was ranked a Tier 1 submission. Last year, we
were pleased to have been listed as a first wave signatory to the revised 2020 iteration of the Code.
In this report, we aim to explain how we have complied with and supported the 12 principles of the Code
in our role as an asset manager serving UK clients and those who invested through us in UK assets during
2021.
At MAM, we define “Stewardship” as the responsible allocation, management and oversight of capital to
create long-term value for clients and beneficiaries leading to sustainable benefits for the economy, the
environment and society. It is a responsibility that we take very seriously and underpins everything that
we do.
ESG has formed an integral part of our investment process for many years: every Analyst at MAM
conducts ESG analysis as part of fundamental company research. In June 2019, Montanaro became a
certified B Corporation, meeting verified standards of social and environmental performance,
transparency and accountability. We have amended our Articles of Association to ensure that our Board
of Directors takes into consideration the impact of our business on all stakeholders.
We are proud to be a signatory to the UK Stewardship Code and hope that you find our report useful and
informative.
Cedric Durant des Aulnois – Chief Executive Officer
April 2022
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PURPOSE AND GOVERNANCE

Principle 1: Purpose, strategy
and culture
Signatories’ purpose, investment beliefs, strategy, and culture enable stewardship
that creates long-term value for clients and beneficiaries leading to sustainable
benefits for the economy, the environment and society.
Montanaro Asset Management (“MAM” or “Montanaro”) is an asset management company that
specialises exclusively in the management of long-only Global, European and UK Small & MidCap equity
portfolios. As of 31 December 2021, we managed assets of £5 billion.
History & ownership
MAM was founded in 1991 by Charles Montanaro to provide an institutional approach to investing in
Small & MidCap quoted equities. Based on experience from earlier in his career, Charles believed that
the Small & MidCap equity market was largely overlooked by investors. He therefore founded
Montanaro: “a company of independent analysts to do the research needed on quoted SmallCap in -

house on behalf of leading institutions who were never likely to have the resources to do the necessary
work themselves”1.
MAM remains true to this Smaller Companies heritage, although we have expanded our geographic
remit over the last 30 years. During the 1990s, MAM invested exclusively in UK equities; in the 2000s
we began investing in companies listed in Continental Europ e; and in 2018 we launched our first Global
fund.
Today, we continue as a privately owned boutique. Our founder retains majority ownership, while key
members of staff have been awarded long-term equity options, ensuring that the integrity of the
business is maintained and that we remain true to our purpose: to deliver strong and sustainable
investment returns to our client by investing responsibly in quoted Small & MidCap equities.
We believe our structure significantly aids us with the delivery of our stewardship responsibilities. As an
independent boutique we avoid excessive bureaucracy, internal politics and the conflicts of interest that
can arise at larger firms or those owned by a parent company. We are a conservatively managed
business with a strong balance sheet and there are no plans to sell the business. This means that in times
of economic stress, we can not only retain our staff but also recruit talent.
We view our clients as our partners and seek to work with those who understand the long-term and at
times patient approach that is needed when investing in Quality Growth Smaller Companies. We support
clients in their due diligence efforts when they are considering investing with us, and we spend time
getting to know them too. We are not asset gatherers. This means that when clients invest with us, they
understand how we invest; we know their expectations; and we are in a position to learn from one
another. Some of our best collaborations have come from working together with our clients, such as on
engagement projects. Our client base comprises pension funds, local authorities, wealth managers,

1

Montanaro Investment Newsletter, 2015
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endowments, charities and family offices, many of whom have been with us for years – some for more
than 25 years.
B Corporation
In 2019, MAM placed sustainability at its core by becoming a
certified B Corporation. This was achieved by meeting verified
standards of social
and environmental performance,
transparency and accountability. In 2020, we amended our
Articles of Association to place a legal obligation on the Board to
consider the impact of Montanaro’s business on its stakeholders.
This formalised our business approach as one of “Stakeholder
Capitalism” - moving beyond a “shareholder primacy” model to consider the impact of our organisatio n
on all stakeholders, including people and planet. We will recertify for “B Corp” status in June 2022 2, a
requirement of the three-year re-certification cycle.
Our role as an asset manager can be understood with reference to our Purpose; our Vision; our
Principles; our Values. These are explained below:
Purpose – what are we here for?
Our purpose is to deliver strong and sustainable investment returns to our i nvestors by investing
responsibly in quoted Smaller Companies.
Vision – where do we want to be in the future?
As a private, independent company with no outside shareholders, we spend all our time trying to create
value for our clients rather than gathering assets. We do not want to become too big. We passionately
believe in remaining a small, specialist boutique to retain our culture and ability to generate attractive
returns. Upon reaching capacity we will close the business to new investors and conti nue to work only
with our existing partners. Montanaro will never be sold.
Principles – how will we get there?
We believe in common sense investing. We are “Quality Growth” investors seeking to identify the best
management teams and the large companies of the future. We keep turnover and transaction costs low
and follow our companies closely over many years and invest for the long term. We would rather pay
more for a higher quality, more predictable company that can be valued with greater certainty.
We work closely with our companies to encourage sustainable business practices, which we believe
plays an integral part in the creation of long-term shareholder value. ESG considerations have always
formed an integral part of our investment process. Montanaro was one of the first UK asset managers
to become a B Corporation in June 2019.
Values – what is important to us?
Our values can be traced back to those of Charles Montanaro who founded the company more than three
decades ago:

2

•

My word is my bond. Always act with integrity and do the right thing. Our reputation is all
important to us.

•

Look after your clients and they will look after you. We always put clients first, treating them as
partners. Transparency is important and our door is always open. We are open about our

A summary of our B Corporation score is available here: https://www.bcorporation.net/en-us/find-a-b-corp/company/montanaro-asset-management/
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investments and admit when we make a mistake. We never forget that it is only thanks to our
clients that we are here.
•

Share the same investment risks that your clients do. Our team are all invested in the Montanaro
Funds. When we launch a new Fund, we seed it with our own money. Our interests and those of
our clients will always be aligned.

•

You cannot be good at everything - stick to what you know. We focus exclusively on high quality,
growth companies and hold them for the long-term. Small and MidCap is an attractive place to
invest because it is less researched. If you have the in-house resources to complete the due
diligence yourselves, it is possible to find attractive investment opportunities and to produce
superior returns.

•

Stay humble. You learn more from your mistakes than from the investments that succeed.
Humility goes a long way in the world of investing. We never forget that it is a privilege to meet
the executives of companies in which we invest. We appreciate the time that they give to us; will
always be well-prepared and treat them with both courtesy and respect. That clients trust us with
their capital is a responsibility we do not take lightly.

•

Treat your team as you would your family. We place great emphasis on getting the work - life
balance right. Three things matter in life: family, health and work in that order. When coming to
work, we want each heart to beat a little faster with excitement. To succeed in investing in
SMidCap requires a dedicated and highly motivated team working together in harmony and
mutual respect. We try to create a happy and stimulating working environment in which each
member of the team feels cared for and is valued – an “Oasis in the City”.

Our investment approach
At MAM, all portfolios are managed according to the same “Quality Growth” investment philosophy.
We are stock pickers at heart: we construct portfolios purely on a bottom -up basis. We aim to identify
the highest quality companies with the best management teams that we can hold for the long term. We
believe that you “get what you pay for in life”: it is worth paying more for a well-managed, financially
sound business that operates in a growth industry and enjoys a sustainable competitive advantage.
Businesses with such quality characteristics are able to “beat the fade” and maintain a high Return on
Capital over the long term.
“Montanaro” companies share the following characteristics:
•

Comprehensible business models;

•

Profitable;

•

Niche businesses in growth markets;

•

Market leaders;

•

High Operating Margins and high Returns on Capital;

•
•

Outstanding management;
Exemplary standards of ESG.

We take a conservative approach. We never lose sight of our primary goal which is to make money for
our clients through sound investment decisions based on our own rigorous, fundamental analysis. We
also believe that it is right and proper to align our interests with those of our investors – we all invest in
our investment trusts and funds alongside our clients.
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Sustainable investing
A sustainable focus is central to how we invest. We believe that the best and most sustainable
investment returns come from the highest quality businesses, run by the very best management teams.
ESG forms part of our definition of a company’s Quality and ESG is fully integrated into our investment
process. For a company to be deemed “Quality”, it must meet the standards set out in our Ethical and
ESG Policies, which are explained in detail in our ESG Handbook (available on our website 3). We do not
invest in companies that fail to meet our ESG standards or those that are unwilling to engage with us on
areas of weakness. We believe this approach is well understood by our investee companies, providing
us with good access to management when we need to engage, an approach endorsed by our clients.
We dedicate significant resource as we strive to achieve “best in class” status for our approach to
sustainable investing and ESG. To support this effort, developments in 2021 included:

3

•

ESG & Stewardship was added as a standing item at all MAM Board meetings.

•

MAM became a signatory to the Net Zero Asset Managers Initiative (“NZAM”).

•

We became more active across the industry: we were the only UK investment boutique invited
to join the Glasgow Financial Alliance for Net Zero (“GFANZ”) taskforce. Our Head of Sustainable
Investment sits on the Real Economy Transition Workstream.

•

Our Head of Sustainable Investment was invited to co-chair the B Corporation Finance &
Investment Working Group, a group of certified B Corporations in our industry working together
on best practice initiatives. As part of this initiative, we led a group of investment boutiques to
COP26 to discuss the benefits of being a B Corporation in the financial sector.

•

We hired an ESG & Impact Specialist – a new position – to further support the work of our
Investment Team.

•

MAM subscribed to MSCI’s database of ESG company ratings, allowing us to compare our own
internal analysis with a major ESG data provider.

•

We designed and rolled out a new, proprietary ESG Checklist which the Analysts complete as
part of their due diligence work on companies.

https://montanaro.co.uk/sustainable-investing/
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These developments build on previous industry commitments:

Training & improvements
During the year, we continued to improve the skillset of our Investment Team, a number of whom have
now completed the CFA’s ESG Certificate. In addition, our Head of Sustainable Investment was
informed at the end of 2021 that MAM would sponsor him through the Sustainable Finance Course run
by the Cambridge Institute for Sustainability Leadership (CISL). Other members of the team are
considering the CFA’s Certificate in Climate and Investing. MAM will sponsor employees through all of
these.
During the year we also made improvements to parts of our ESG analysis to better understand the
environmental and social profile of our investee compan ies. Our Investment Team worked together to
redesign our ESG Checklists, allowing us to incorporate more data on the carbon, waste and water
intensities of our businesses, and social metrics such as the diversity of company workforces. By the
end of November 2021, all companies on our Approved List (the companies in which fund managers can
invest) had been transferred to our new ESG Checklist.
We believe these developments and improvements serve the best interest of our clients. In our opinion,
investors increasingly wish to trust the investment of their assets with asset managers who have placed
stewardship and sustainability at their core. We believe our B Corporation certification demonstrates
this and clients have taken comfort from the audited and verified certification process. In addition,
clients want to see that our ESG investment approach is always developing and improving, as
demonstrated by the improvements made to our ESG Checklist.
Sustainability at MAM
One of our core values is to “Practice what we preach”. As a certified B Corporation, we apply the same
sustainability standards to our business as we expect from our investee companies.
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We have continued to develop our approach to meeting MAM’s operational Net Zero Carbon target for
2030. In 2021, we formed an internal “Net Zero Steering Group” 4 to oversee and guide our transition
pathway. Responsibilities include working with environmental consultant Green Element to measure
MAM’s carbon footprint; the setting of interim targets; and the appraisal of different mechanisms in the
market (such as carbon offset options) that may support us on our transition pathway. The Steering
Group also has responsibility for MAM’s commitments under the Net Zero Asset Managers initiative and
work took place to prepare our methodology for submission in 2022.
MAM has continued to support its charity partners during the year:

MAM is a major donor to City Harvest.
The charity collects high quality surplus
food from the UK’s leading retailers,
wholesalers,
restaurants
and
manufacturers to distribute to more than
350 community programmes that serve
meals to vulnerable people in London.

Montanaro founded and supports Tribal

Survival, a UK registered charity, which
aims to promote the well-being
indigenous people across the world.

of

Each year, Charles and a team of doctors
takes medical aid to remote tribes,
including the Korowai in West Papua, a trip
that was supported by the World Health
Organisation.

4

The Net Zero Steering Group is sub-set of our Sustainability Committee

9

Principle 2: Governance, resources
and incentives
Signatories’ governance, resources and incentives support stewardship.
Ownership & board:
The monitoring and application of Montanaro’s stewardship responsibilities begins with our Board,
which is led by our Executive Chairman and Founder Charles Montanaro. As part of our B Corporation
certification, the Board has a legal requirement – enshrined in Montanaro’s Articles of Association – to
consider the impact of our business on all stakeholders.
The Board monitors Montanaro’s approach to stewardship, including company -level targets and
responsibilities (e.g. Montanaro’s Net Zero Carbon 2030 target and Montanaro’s charitable
commitments) and those embedded within the services we provide to our clients (e.g. ESG and impact
in the investment process). The Board also sets targets for the company to achieve, such as the
attainment of B Corporation certification in 2019. Such initiatives have the full support of Montanaro’s
shareholders. Montanaro is a private, family-owned boutique.
Senior leadership:
Senior members of Montanaro’s team have day-to-day responsibility for ensuring the fulfilment of our
stewardship responsibilities. These responsibilities are described in respective job descriptions;
embedded within annual appraisals; and influence remuneration decisions. Key roles include:
•

Chief Executive Officer - ensures that MAM delivers on its purpose and the senior leadership
team fulfils our stewardship and sustainability responsibilities and commitments.

•

Head of Investments – oversees the integration of MAM’s stewardship commitments in our
investment process.

•

Head of Sustainable Investment - leads MAM’s sustainable investment responsibilities,
encompassing stewardship, impact investing, engagement, voting and reporting to clients.

•

Chairman of the Sustainability Committee - chairs quarterly meetings of the Sustainability
Committee.

Committee oversight:
Oversight of Montanaro’s stewardship activities is provided by two Montanaro Committees: the
Sustainability Committee and the Executive Committee.

Sustainability committee:
The Sustainability Committee has three main functions:
1.
2.
3.

Ensure that Montanaro’s ESG and sustainable investment approach remains fully integrated into
our investment process and continues to develop and improve;
Review the ESG and impact analysis conducted by MAM’s Investment Team, and review
engagement and voting activity.
Oversee MAM’s corporate stewardship responsibilities, such as our responsibilities as a B
Corporation.
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The Committee meets on a quarterly basis and is comprised of members who collectively have many
years of sustainable investment experience. Meetings have a formal agenda and minutes are taken,
which are available to clients upon request. To ensure that there is buy -in across the organisation, the
Committee is formed of members from the Investment, Client Relations and Compliance teams.
Agenda items include:
1. Review of previous minutes and action points;
2. Review of voting activity;
3. Review of engagement activity;
4. Review of impact voting log;
5. Sustainability topics highlighted for discussion;
6. ESG & Research;
7. Seminars, events and press contributions during the quarter;
8. Sustainability at Montanaro;
9. Any other business;
10. Ethics (annual item).
Executive committee:
Montanaro’s Executive Committee – comprised of the Chairman, Chief Executive Officer, Head of
Investments, Head of Compliance and Risk, Head of Fund Management and Head of Business
Development – meets on a quarterly basis to review the operations of Montan aro’s business. This
includes a review of the activities and recommendations of the Sustainability Committee, including the
minutes of the meeting. In turn, the Executive Committee reports to the Board, as illustrated below:

A well-resourced team:
We have a large team that is trained and incentivised to deliver on our stewardship responsibilities. We
are a well-resourced boutique with one of Europe’s largest investment teams dedicated to Small &
MidCap quoted equities. Our 15 strong investment team is responsible for conducting ESG and impact
analysis on the companies that fall under their sector coverage, both before we invest and during the
holding period. This is time-consuming and labour intensive, but invaluable when investing in quoted,
smaller companies. Our market tends to be less well covered by the sell-side. In our experience, third-
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party ESG analysis and company ratings are sporadic and inconsistent.
To supplement our own research, we receive ESG data from MSCI and Bloomberg for the companies in
the global Small & MidCap investment universe. In 2021, we subscribed to MSCI’s ESG company ratings.
This supplements the MSCI Carbon data we already subscribe d to. These are not used to influence our
own independent analysis, but provide a useful comparison to our own conclusions. ESG data received
from MSCI and Bloomberg is incorporated into our bespoke ESG Checklists, which we use to assess and
rate the ESG profile of companies. These have been developed over time with input from our
Sustainability Committee and Analysts.
Voting recommendations are provided to us by our proxy voting provider, ISS. Analysts are responsible
for reviewing voting recommendations with support from the Head of Sustainable Investment and our
ESG & Impact Specialist. An area that we identified for improvement in our 2020 Stewardship Code
Report was our use of the ISS service to better understand voting patterns and trends and ensure a
greater level of consistency in how we vote. As a result, in 2021 voting played a more direct role in our
engagement efforts. We also developed a more detailed voting policy to ensure the consistency of
voting decisions. This is available in our ESG Handbook.
Maintaining a well-resourced team is a key priority for Montanaro. We have consistently grown our
team, even during Bear Markets such as in 2000, 2008 and 2020. In 2021, we hired five people to the
team:
•

Kate Hewitt – ESG & Impact Specialist

•

Manroop Bal – Renewables Analyst

•
•

David Price – Senior Finance Manager
Laura Denny – Compliance Analyst

•

Jeremy Law – Risk Analyst

Two members of staff left the team: Bill Jiang, Risk Analyst, and Gillian Edwardes-Ker, Accountant
(retired after 26 years at MAM).

We have a diverse team, comprising 10 different nationalities. Over 25% of staff are women. We have
decided not to introduce strict diversity targets into the business as , with a relatively small team, a single
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hire or departure can have an undue influence on a numerical metric. However, in response to the “Black
Lives Matter” movement, we have asked the recruitment firms that we use to remove names from any
CVs they send us. There is some research that indicates employers are more likely to hire candidates
with European names over ethnic minority candidates, even if the rest of their profile is identical. We
want to eliminate the potential for this bias to exist in our recruitment approach. Our Sustainability
Committee is continuing to think carefully about our approach to workforce diversity.
Our team:

A commitment to training and progression:
We have a training budget and sponsor staff through industry qualifications, such as the CFA ESG
Certificate and the CFA Certificate in Climate and Investing. We run regular training sessions for
members of our team that are led internally or with the assistance of outside experts. Training is
designed to develop technical investment skills and promote team bonding via constructive debate.
These sessions encourage collective ownership of the investment process. In addition, we seek to learn
collectively from our mistakes and believe in humility.
In 2021, our Head of Sustainable Investment ran a training session for the Investment Team on the
updated version of MAM’s ESG Checklist. The session covered: how we insert the Checklist into
financial models; how we download and analyse third party figures; how to score companies; and the role
of MSCI’s ESG Rating (where available).
Stewardship influences remuneration:
Our commitment to sustainable investing is embedded in our organisation, job descriptions and staff
remuneration. Analysts are appraised on the quality of their research and stock recommendations. This
includes the quality of their ESG analysis and contribution to MAM’s engagement and voting efforts.
There is a specific section dedicated to ESG in Analyst appraisals. Annual appraisals directly influence
variable remuneration.
In addition to our Analyst team, the Head of Sustainable Investment is appraised based on the quality of
his leadership on ESG and sustainability matters. Our Impact & ESG Specialist has variable pay linked
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directly to work on ESG issues.
MAM’s CEO has announced that corporate sustainability targets will be set in 2022 that will influence a
portion of all employees’ variable pay.
Improvements in 2021:
New ESG Checklists: In 2020 and early 2021, we undertook a major redevelopment of our ESG
Checklists to place a greater emphasis on environmental and social data points, allowing us to better
understand the strengths and weaknesses of our investee companies in this area. After a formal training
session on the new Checklists, these were rolled out across all the companies on MAM’s Approved List
(c.270 companies in total), a project that was completed by the end of November 2021. Our Head of
Sustainable Investment and Risk Analyst set a project for H1 2022 to build an aggregation tool enabling
us to analyse the ESG Checklist scores at a sector and Fund level.
MSCI ESG Ratings: We took the decision at the end of 2021 to purchase access to MSCI’s ESG
Company Ratings database. MSCI is a well-known provider of ESG data and ratings. Many of our clients
use their ratings to determine the ESG profile of a company. As such, we want to understand this
market-wide rating and the instances where our analysis differs from MSCI. This can occur in Small &
MidCap equities given company reporting and disclosure tend to be of a lower standard compared to
LargeCap. MSCI ESG ratings are recorded in our bespoke ESG Checklists, but do not influence the score
that we ourselves apply to a company. Our conclusions remain based solely on our own proprietary
research, although there are instances when a low MSCI score leads to engagement activity, such as
when a company is penalised due to poor levels of disclosure.
SFDR classifications: All Montanaro Funds domiciled in Dublin fall under the scope of the Sustainable
Finance Disclosure Regulation (SFDR), part of the EU’s Sustainable Finance Strategy (the other pillar
being the EU Taxonomy Regulation). SFDR requires financial market participants such as asset
managers to: 1) describe how Sustainability Risks are integrated into their inves tment decisions; and 2)
describe the likely impacts of Sustainability Risks on the returns of the financial products they make
available. As the Montanaro Better World Fund is an Impact Fund with sustainab ility as a component of
its objective it qualifies as a financial product subject to Article 9 of SFDR. All other MAM Funds
domiciled in Dublin have ESG analysis fully integrated into the investment process and are therefore
classified as Article 8.
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Principle 3: Conflicts of interest
Signatories manage conflicts of interest to put the best interests of clients and
beneficiaries first.
MAM seeks to act in the interests of all its clients when deploying capital, engaging with companies
and policymakers and voting (see Principle 6).
While undertaking our investment management services – encompassing investing in companies
and servicing our clients – conflicts of interest may arise. Our core value of integrity supports our
regulatory obligations and stewardship responsibilities to identify and manage such potential
conflicts.
MAM considers that its simple and conservative business model minimises the risk of conflicts. MAM
does not have any subsidiaries or connected parties and is a privately owned bout ique.
In order to identify potential risks and procedures for remediation, we maintain a Conflicts of Interest
Policy. This Policy demonstrates that MAM is committed to identifying, monitoring and managing all
actual and potential conflicts of interest that can arise between MAM (by which we mean employees and
connected persons), its clients and other stakeholders. This policy is designed to fulfil MAM’s
obligations under SYSC 4 and SYSC 10, COBS and Principles for Business number 8 in the FCA
Handbook; and support our stewardship efforts as defined by the UK Stewardship Code 2020.
Senior management are committed to ensuring that the Conflicts of Interest Policy is embedded in our
culture. Potential conflicts of interest and actual conflicts of interest identified are discussed at regular
Executive Committee and Board meetings to ensure the correct action to mitigate the conflict was or
will be taken. All staff are made aware of this Policy and also what they should do if they identify a
potential conflict of interest. An annual review of our Conflicts of Interest Policy is conducted by the
Compliance Officer.
Our policy, register and approach to monitoring
Our policy:
Our Conflicts of Interest Policy covers the following topics: identification, prevention, management,
disclosure, monitoring, reporting, external interest of individuals, education and awareness. We aim to
limit the scope for conflicts – for instance by implementing a Personal Account Dealing Policy which
prohibits investments by staff in any quoted security within MAM’s investable universe, irrespective of
whether it features on MAM’s Approved List or not. Our Conflicts of Interest Policy is reviewed on an
annual basis by the Compliance Team.
Conflict of interest register:
Conflicts of interest situations and potential conflicts of interest situations are reported immediately to
the Compliance Officer. Under SYSC 10.1.6, MAM keeps and regularly update s a record of any conflict
of interest that arises (or may arise, in the case of an ongoing service or activity) that entails a risk or
damage to the interests of one or more clients. This information is included in the Compliance Report
to the Board, which is reviewed at each Board Meeting.
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Monitoring and assessing new risks:
Given the potential for new conflicts of interest to arise, periodic operational risk reviews are conducted
by senior management. Potential new risks are discussed at MAM Board Meetings. However, because
of MAM’s simple structure and focus on a single asset class actual and potential conflicts of interest are
rare.
Senior management monitors expenditure and the Gifts and Benefits and Corporate Hospitality
Registers to ensure that there is not a pattern of receiving or making gifts and providing benefits to any
one particular client or supplier. The Complaints Register is reviewed to ensure that any complaints
were dealt with fairly and promptly; the Dealing Errors log is also reviewed to ensure that no client has
been disadvantaged.
Examples of where conflicts may arise
New clients:
When taking on a new client, any potential conflicts of interest are considered. The following points are
checked and documented as part of the New Client Process:
•

are any potential conflicts of interest between a member of staff, a connected person of theirs
and the client identified following a check against the business interest declarations of MAM’s
staff?

•

is there a conflict between any of MAM’s other clients?

•

is there a conflict between MAM and the client?

Where a conflict is identified with the new client and a member of staff, MAM will exclude that person
from dealing with the new client. If there is a conflict between an existing client and the new client, it
may be that MAM decides not to take on the new client or if it does, will disclose the conflict to both. The
same may apply if a conflict is identified between MAM and the new client. In each instance, the details
of any conflict are recorded in the Conflicts Register along with details of how the conflict was mitigated.
In addition, it is notified to MAM's Compliance Officer.
New products or providers of services:
When MAM considers a new product, it will undertake a conflict of interest check at the product
development stage. If a conflict is identified, the product may need to be changed to eliminate the
potential conflict. Any conflicts of interest identified are recorded in the Conflict s of Interest Register.
Remuneration:
MAM’s Remuneration Policy, which includes the reward of discretionary bonuses, ensures that staff are
not encouraged to put their own interests above those of clients in order to receive bonuses. MAM
strives to ensure that all employees remain motivated whilst at the same time ensuring their
remuneration and discretionary bonus do not encourage inappropriate behaviour for their own gain at
the expense of clients. MAM acknowledges this potential conflict of interest an d through its monitoring
mechanisms remains alert to potential abuse.
Chinese walls:
A Chinese Wall is the creation of an information barrier. Essentially, this requires information held by a
manager or employee of one Fund to be withheld from, or not us ed by, persons from another Fund. The
use of a Chinese Wall can be established and enforced by the Compliance Department and includes the
physical segregation of staff, data and computer systems. However, because of its modest size MAM
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takes the view that it is better not to have Chinese Walls but rather to ensure that all Fund Managers
have access to essentially the same material information at broadly the same time. Our “Treating
Customers Fairly” Policy includes procedures to ensure this is the case. This cautious approach ensures
that there is no risk of information leakage between teams.
Treating customers fairly:
MAM has a Treating Customers Fairly Policy in place in order to mitigate any potential conflicts of
interests between clients. This is monitored by the Compliance Team, which reviews trading reports
weekly and provides feedback to the Investment Team on any issues identified.
Inside information:
This relates to confidential, non-public information of a precise nature that is related to one or more
issuers which is likely to have a significant impact on the price of a financial instrument, commodity or a
related derivative of a financial instrument or commodity. The use of such information to make a
financial gain or to avoid a financial loss is a criminal offence under the Insider Dealing Laws. The FCA
and the London Stock Exchange monitor dealings ahead of announcements to identify such behaviour.
MAM has an Insider Dealing Policy in place and has made it known to all staff that Insid er Dealing is a
criminal offence punishable by immediate dismissal and likely criminal action.
Gifts and inducements:
On occasion, employees may personally benefit from dealings with potential or existing clients,
suppliers, service providers etc. A Gifts and Benefits Policy and Register are in place and monitored by
the Compliance Officer to ensure that any such gifts or benefits are not excessive and do not create any
obligation, debt or a conflict of interest. Staff are required to seek permission before making or
accepting any gift or benefit with a value of £100 or above (£150 for Senior Managers). Additionally, any
corporate events held with existing clients are pre -approved by the Compliance Officer and are
documented in the Corporate Hospitality and Sponsorship Register before permitted to go ahead.
Personal account dealing:
It is not unusual for employees of a financial institution such as MAM to make personal investments.
MAM recognises that this can create a conflict with its clients. All MAM’s employees and connected
persons are required to comply with the company’s strict Personal Account Dealing Policy. MAM does
not permit personal dealing in any company that falls into its investable universe, which greatly reduces
the risk of any conflict of interest arising between an employee and MAM’s clients.
Business interests and suitability:
MAM is required to ensure that any activities undertaken are suitable for its clients. A conflict may arise
if MAM or a person connected with MAM has an interest, relationship or arrangement that is material to
the service, transaction or investment that is being provided.
For example, MAM's employees may have an interest, relationship or arrangement whereby they act as
a Trustee, hold Power of Attorney on behalf of a client, or act as a Director for a corporate client or
Partner for an LLP. Employees complete a Declaration of Business Interests Form when they join MAM
and are required to notify MAM of any changes of outside interests or any new interests.
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Case studies

During 2021, we continued to maintain our internal Conflicts Log used to document instances where we
have identified the potential for a conflict of interest to occur.
The most common example that emerged during the year was that of a financial company b eing voted
on that was also a client of MAM. Such cases are reviewed by our Sustainability Committee and
Compliance Officer in accordance with our voting policy. They were then added to our log as part of the
voting process to ensure fairness and transparency.
There were no other notable conflicts of interest in 2021.
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Principle 4: Promoting well-functioning
markets
Signatories identify and respond to market-wide and systemic risks to promote a
well-functioning financial system.
As a certified B Corporation, our Board has a legal obligation – enshrined in our Articles of Association –
to consider the impact of our business on all stakeholders. We view this as a key stewardship
responsibility. Interest in responsible investing is growing in importance across the industry. Indeed,
68% of UK savers want their investments to consider people and the planet alongside profit⁸, according
to recent research.
Identification of market-wide and systemic risks:
MAM identified the following market-wide and systemic risks during the reporting period:
•

Macroeconomic risks: including market risks and any political, legal, regulatory and fiscal
developments. An emerging area of risk that was identified was tightening regulatory standards
in relation to ESG and sustainability, notably from the EU via SFDR and the EU Taxonomy. This
impacts MAM given we have a fund range that is domiciled in Dublin and therefore in scope of
European regulation. Certain UK investors invest in these funds rather than our UK-domiciled
range of funds.

•

Environmental risks: this included climate change, notably the likely increase in the number of
extreme weather events 5. Also considered were the impacts caused by increased pollution as
greenhouse gas emissions continue to rise, the impact on land systems and natural resources,
rising sea levels and higher temperatures that warm the planet. We view all of our companies as
being potentially impacted by climate change.

•

Social risks: this included growing levels of inequality, for which the financial system may be
partly responsible; human rights risks, which can span outside the markets in which we invest
directly (for example via company supply chains); and political risk – namely a rise in populism
that is evident in certain developed markets and affecting the regulatory backdrop.

•

Governance risks: including corruption at a company/country level; and the risk to our
investments of poor capital allocation decisions by management.

•

Policy risks: a change in government policy or market regulation that shakes the fundamentals
of the market. This includes regulatory changes to ESG type issues, such as climate change (e.g.
the implementation of a market wide carbon tax which raises the cost of doing business for
various companies), or the introduction of a tax on unhealthy foods; or policy changes such as a
significant shift in interest rates.

•

The Covid-19 pandemic: we determined that this risk, caused by the Covid-19 virus, fluctuated
during the year as vaccination rollouts allowed economies to reopen, but new strains of the virus
threatened a return to normality. By the end of the 2021, we determined that the systemic risk
of Covid-19 had materially reduced across the developed markets in which we invest, given high
vaccination rates. The risk of a future pandemic occurring is one that we continue to monitor via
the horizon-scanning conducted by our Risk Committee.

•

5

Cybercrime: a system-wide risk that increasingly impacts businesses, governments and
households. A risk is that, despite increases in cybersecurity infrastructure, these are

State of Climate in 2021: Extreme Events and Major Impacts | UNFCCC
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outstripped or rendered obsolete by increasingly sophisticated and frequent cybercrimes,
resulting in economic disruption, financial loss, geopolitical tensions and/or social instability 6.

Our governance processes for risk:
MAM keeps abreast of all macroeconomic and regulatory developments that may affect its business
and / or its portfolios. Horizon scanning is enabled by MAM’s service providers which provide regular
written reports and invite MAM team members to partake in conferences and webinars.
On a quarterly basis, A&L Goodbody provide a full review of regulatory developments affecting the UK
and European funds industry, while KB Associates – which acts as ManCo to MAM’s Irish fund range keep us abreast of any upcoming regulatory changes. Link Group – who act as ACD to MAM’s UKdomiciled fund range - also provide a similar report focused on the UK, as well as quarterly reports
focused on the outlook for dividends in the UK. Similarly, our Cyber Security and HR consultants notify
MAM of any relevant developments in these fields.
These inputs feed into our internal Committees which consider which risks are most relevant to our
business. Our various Committees also conduct Horizon Scanning of their own:
•

MAM’s Risk Committee conducts “Horizon Scanning” to consider what risks might exist, or
could emerge, that might threaten the stability of MAM’s business and the stability of the wider
financial system. These risks are discussed at quarterly meetings of the Committee.

•

MAM’s Sustainability Committee considers Sustainability / ESG risks at quarterly meetings,
particularly in relation to our investment portfolios and the impact these may have on financial
market conditions. The Committee also considers ESG risk from the perspective of MAM’s
business and was instrumental, for example, in suggesting that MAM sets an operational Net
Zero Carbon target for 2030.

•

MAM’s Executive Committee considers the risk comments and observations detailed in the
minutes of the aforementioned Committees at quarterly meetings. Under the Risk section o f
the Committee agenda it will also discuss all types of risk that may affect the business in the
short or medium-term.

•

MAM’s Board considers all forms of risk that may affect the business in the short, medium and
long-term. Inter allia, it reviews a live document which is updated annually, entitled: “Ris k
Assessment for Montanaro Asset Management Ltd”. This document covers the following risk
areas:
o Investment: e.g. ESG risks / an investee company running into financial difficulty
o Financial: e.g. a significant fall in markets, caused by a macroeconomic event
o
o

Market conditions: e.g. reduced liquidity in equity markets
Staff: e.g. loss of key staff

o Information systems: e.g. cybersecurity risks
Each risk issue is scored by the Board for: impact; likelihood; and mitigation (the steps we have taken to
protect ourselves from this risk). A total risk score is then applied out of 10. This report is reviewed and
signed off by MAM’s Board on an annual basis.
Working with others:
An improvement of which we are proud in 2021, is that we significantly increased our collaboration with
other market participants in an effort to contribute to the proper function ing of financial markets. These
6

WEF_The_Global_Risks_Report_2021.pdf (weforum.org)
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are explained in more detail in our response to “Principle 10”, but in summary in 2021:
•

We were founding members of the B Corporation Finance & Investment Working, which our
Head of Sustainable Investment Co-Chairs. The group brings together B Corporations from
across the financial sector to share and work on best practice ideas, such how finance
companies should respond to climate change, achieve Net Zero Carbon and manage ESG risks
within their businesses and across the wider market.

•

We were the only UK investment boutique invited to join the Glasgow Financial Alliance for Net
Zero (“GFANZ”) taskforce. Our Head of Sustainable Investment sits on the Real Economy
Transition Workstream. The purpose of the workstream is to support the development of
guidance to corporates on the financial sector’s expectations for credib le transition plans. We
are using our experience alongside the other members of the taskforce to ensure that the
setting of international standards can be applied not just to the companies at the top of the
equity pyramid, but smaller companies too.

•

We continued to participate in industry-related engagements via groups such as ShareAction
and FAIRR.

Industry initiatives:
In 2021, we continued our participation in the following initiatives:
•

PRI: We have been signatories of the Principles for Responsible Investment (PRI) since 2009
and complete the annual PRI questionnaire. In 2020, our submission was awarded a “A”. In our
opinion, this is the most high-profile international initiative for signalling a commitment to high
standards of stewardships within the confines of an investment process. In 2021, no score was
awarded by the PRI as they sought to improve their submission process.

•

CDP Science-Based Targets Campaign: We participated in this CDP campaign to encourage
companies to set science-based targets. We co-signed letters to certain investee companies
and are pleased that some took steps to sign up to the Science -Based Targets Initiative, for
example Swedish company Thule.

•

NZC20: In collaboration with P1 Investment Management, other asset managers and the UK
Climate Impacts Programme at the University of Oxford, we have set a target that by 2030 at
least 20% of the Better World Fund by value will be invested in companies that have achieved
Net Zero Carbon. This initiative led to the launch of our “Project: Net Zero Carbon”, a long-term
engagement project to encourage investee companies to set and meet ambitious carb on
related targets.

We invest based on the risks we have identified:
We believe that our investments are well aligned to the risks that we have identified. This is achieved
via the implementation of a single investment process which is applied to all portfolios that MAM
manages.
Our Ethical Framework (see response to Principle 7 ) means our Funds have low exposure to areas of
equity markets that are most directly exposed to certain risks. For example, we exclude investments in
companies involved in the exploration and production of coal, oil and gas. This ban encompasses both
onshore and offshore extraction and includes fossil fuel refinement companies. This means we have
low exposure to companies which may suffer from climate -related stranded asset risk.
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Our integrated approach to ESG analysis means that the above risks are considered as part of
investment analysis before we invest and during the investment period. Analysts must complete an ESG
Checklist (explained in response to Principle 7) which ensures that we only invest in companies that pass
our ESG thresholds.
Our focus on Quality companies also minimises risk exposures. When assessing the fundamentals of
companies, our Analysts complete a Quality Checklist, which among other things appraises the quality
of a company’s management team, the sustainability of a company’s financials, and its competitive
Strengths, Weaknesses, Opportunities and Threats/Risk (“SWOT”). Management’s capital allocation
track record is also assessed.
Risks that are identified in our ESG analysis are discussed by the Investment Team and Sustainabilit y
Committee and we consider how they should be approached. For example, when supply chain
management was identified as an area of common risk in 2018, the Sustainability Committee
commissioned a Deep Dive engagement project, undertaken by our Investment Team, in order to better
understand how our companies were managing supply chains. Similarly, the systemic risk of climate
change has led to a desire to better understand the steps our companies are taki ng to support the
transition to a low carbon economy. In 2020, we launched “Project: Net Zero Carbon”, a long -term
engagement project designed to encourage companies to set and meet Net Zero Carbon targets. This
work continued in 2021 and at the end of the year, we published an updated report on our companies’
progress. We aim to continue publishing annual progress reports in future.
We also use our engagement with companies to understand the risks they are confronting that may
be considered systemic. Following a number of site visits in recent years to factories and other
industrial facilities, we noticed that companies were exposed to the negative externalities generated by
single-use plastic. This has led to engagements with businesses as we sought to understand how
companies could reduce or limit their exposure to single -use plastic.
In addition, using certain external frameworks helps us identify market -wide and systemic risks.
These set engagement priorities with companies. An example is the UN Sustainable Development Goals
(SDGs). The SDGs have aided the identification of sustainability risks associated with investment
opportunities for the Montanaro Better World Fund.
Effectiveness of our approach:
We believe that our approach to identifying and responding to market-wide and systemic risks to
promote a well-functioning financial system is effective. Together with external service providers and
internal Committees, horizon scanning allows us to consider risks that are material to our busine ss and
approach to investing.
Participation in industry initiatives has strengthened significantly in 2021, which is pleasing given our
Small & MidCap equity focus means that we have fewer opportunities than others to join certain
initiatives, given many focus on engagement activity with LargeCap companies.

Our approach to collaborative engagement is discussed further under Principles 9 and 10.
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Principle 5: Review and assurance
Signatories review their policies, assure their processes and assess the
effectiveness of their activities.
The Board of Directors has overall responsibility for assuring processes and policies and assessing the
overall effectiveness of our activities, including those relating to stewardship. To that end, the Directors
contributed to this Stewardship Report, including founder Charles Montanaro (Chairman), Cedric Durant
des Aulnois (CEO) and Mark Rogers (Head of Investments). The report was formally approve d by our
CEO in April 2022, signifying MAM’s view that the report provides a fair and balanced view of our
approach to stewardship and responsible investment.
In addition to the Board’s oversight, MAM has a number of internal Committees (see Principe 2) that are
responsible for overseeing all elements of our business, including investment, marketing and
distribution, and compliance and operations.
Specifically, MAM’s internal Sustainability Committee is responsible for reviewing our ESG policies;
assuring procedures; and ensuring that stewardship reporting is fair, balanced and understandable.
A review of Montanaro’s sustainability policies occurs at quarterly meetings of our Sustainability
Committee and is covered under Agenda Item: 6. ESG & Research. The Committee discusses
Montanaro’s Ethical and ESG Policies and considers whether changes or amendments are needed. Such
reviews are important as changes have a direct impact on our investment process. A change to our
Ethical and ESG Policies requires a corresponding change in our Ethical and ESG Checklists, which are
completed by our Analysts for every company that we invest in. Given this, changes need to be well
thought through and beneficial to company level ESG analysis.
As previously set out in the answer to Principle 2, Montanaro’s Executive Committee reviews the work
of the Sustainability Committee to ensure that it is functioning in a way that meets our stewardship
responsibilities. This includes oversight of any changes made to Montanaro’s ESG approach. We believe
that this internal review structure is appropriate given the single focus of Montanaro and the specialist
nature of the Small & MidCap asset class. We want our structure and processes to be cle ar and
comprehensible to clients.
We disclose how MAM discharges its stewardship responsibilities in our “ESG Handbook”, a detailed
document which sets out our approach to corporate governance and company engagement. Changes
to our Ethical and ESG Policies require an amendment to Montanaro’s ESG Handbook, which is updated
and published accordingly on our website. This document is designed to be user friendly and
understandable even by those who are not “experts” in the field of responsible investing. I t is available
via our website: https://montanaro.co.uk/wp-content/uploads/MONTANARO-ESG-HANDB OOK2022.pdf
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INVESTMENT APPROACH

Principle 6: Client and beneficiary needs
Signatories take account of client and beneficiary needs and communicate the
activities and outcomes of their stewardship and investment to them.
Montanaro is a specialist boutique asset manager. We manage long-only, quoted global Small &
MidCap equity portfolios – these account for 100% of our invested assets. We do not manage any
other strategies or make investments in any other asset classes. We do not use any derivative
instruments and do not hedge our funds against market or curren cy risk. As a result, we believe that our
business model is as simple and transparent as is possible for an asset manage r.
At the end of December 2021, we managed £5 billion. 100% of this was invested in global Small &
MidCap equities across UK portfolios, Europe ex-UK portfolios, and Global portfolios. The split of our
AUM by geographic strategy at the end of 2021 was as follows:
AUM
Region
UK
Europe (xUK)
Global
Total

% AUM
36%
46%
18%
100%

MAM’s investor base is institutional in nature and comprises regulated financial institutions such as
pensions schemes, wealth managers, and foundations. The breakdown of our AUM by geography and
client type is shown below. Pension Funds account for our largest client type. While retail investors can
access our Funds via various platforms, we do not market directly to retail investors.
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All Montanaro Funds and segregated mandates are managed with a long -term time horizon, by which
we mean a minimum of 5 years. The long-term nature of our investment strategies reflects the longterm investment horizon of our clients, many of whom are inves ting their assets to meet multi-year
investment objectives (such as providing for the retirement of pension scheme members). Our
investment time horizon also reflects our belief that, to experience sustainable investment returns, an
equity investor should invest for a reasonably long period of time (five years or more).
We view our clients as our partners:
We spend a huge amount of time getting to know our clients before they invest with us so that we
understand their needs and views on important topics. We seek to understand exactly what their
requirements and expectations are from both an investment and stewardship perspective. We ensure
that that they understand exactly how we invest – via our “Quality Growth” investment process – and
that we will not deviate from our investment approach, regardless of market conditions (e.g. we will
never seek to rotate our Portfolios into “Value” stocks to take advantage of short -term market
conditions).
Similarly, we want to understand clients’ stewardship priorities so that we can understand the extent of
the overlap with our own as well as any areas of difference. Typically, we are well aligned to high level
priorities, but there may be difference at the application level. For example, clients may specify that
climate change is a priority for them – as it is for us – but we may have to point out that we cannot
participate in initiatives such as ClimateAction 100+ as such campaigns do not cover smaller companies.
Due to the nature of our largely institutional client base, it is rare for clients to directly invest with
Montanaro without conducting significant due diligence, which typically includes lengthy RFP
documents, multiple meetings with our sales team, meetings with Fund Managers and other members
of the Investment Team, and in many cases, conducting site visits to see our investment process and
operations in action. This allows us to understand client and beneficiary needs and communicate the
expected outcomes of stewardship and investment activities to them.
As a boutique with limited internal resources, we try our u tmost to provide reporting on investment and
stewardship matters that is of direct benefit to our clients. We recognise that transparency is an
important feature of effective stewardship and unless a disclosure may involve confidential or price
sensitive information, we share the details of our stewardship activity.
In 2021, we developed an online “ESG Library” that houses the following documents which are relevant
to the Stewardship activities for all MAM Portfolios 7:

7

•

Montanaro’s ESG Handbook: The Handbook explains our Ethical & ESG Philosophy & Process
and our related policies.

•

CSR Policy: our CSR statement explains how we manage our business to be socially accountable
to our various stakeholders.

•

Deep Dives: thematic engagement reports.

•

PRI Reports: annual assessments reports.

•

Stewardship Code: annual report.

•

Shareholder engagement policy: detailing how we engage.

•

Voting policy: explaining our approach to voting.

•

Voting record: Each year, we publish a summary of our voting statistics on o ur website. This

ESG Library. We have also provided individual links to reports in the library at the end of this report: https://montanaro.co.uk/sustainable-investing/.
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includes the number of resolutions which we voted either in favour of, against or abstained. Proxy
Voting Activity Summaries are produced each quarter and are available on Montanaro’s website 8.
In addition, we publish an annual Impact Report for our positive impact strategy, the Montanaro Better
World Fund, explaining our approach to impact investing and reviewing the performance of the strategy
over the year9. In this report we also explain how the companies we invest in really make a difference
on the ground. Clients have provided positive feedback on the report and in 2019, our Impact Report
received the “Best Impact Report” award from Pensions for Purpose .
The following information is provided on request:
•

Company Research: Our Analysts are responsible for writing and maintaining up -to-date
investment case presentations, Company research notes (including summaries of company
meetings and site visits) and Checklists on all of the companies in which we invest. Details of
these are shared with clients at meetings and on request. This helps our clients to understand
why we have invested in a company on their behalf and how we monitor companies during the
holding period.

•

Engagement: We record all engagement activity in an Engagement Log. Summary details of
engagement cases are provided to clients as requested and in certain circumstances we have
provided clients with detailed “ESG Case Studies”.

•

Reporting: Certain clients receive bespoke monthly and quarterly reports detailing the
performance of their strategies. These reports often include a summary of engagement activity
on companies in which their assets are invested. We also provide details of our Sustainability
Committee minutes to clients upon request.

•

Performance: Performance data is reported to our clients on a monthly, quarterly and annual
basis for all of our Funds, Investment Trusts and segregated mandates. This includes monthly
factsheets which detail performance numbers relative to respective benchmark indices,
attribution analyses, stock specific comments and an economic outlook. For certain clients, we
also include summaries of recent “buys” and “sells” as well as an overview of engagement
activity.

Events & presentations:
In 2021, we continued to hold quarterly webinars for MAM Funds via Zoom. During these calls, we shared
examples of engagement work and our approach to impact investing. We invite clients and prospective
clients to join these webinars.
Taking account of client views:
During the year we saw an increased interest in thematic engagements, specifically relating to climate
change. In response, we expanded our “Project: Net Zero Carbon” multi-year engagement report from
just focusing on companies in the Montanaro Better World Fund to those across our entire Approved
List of companies (c.270 smaller companies in total). The aim of this report is to encourage our investee
companies to set and meet ambitious climate-related targets, that are backed by science. This report
has been shared with our clients and is available on our website. We also conducted a thematic
engagement project to understand how our companies are using data centres, given these are

8

https://montanaro.co.uk/sustainable-investing/ (in ESG Library) and the 2021 proxy summary is available here: https://montanaro.co.uk/wpcontent/uploads/Proxy-Voting-Summary-2021.pdf
9 Available here: https://montanaro.co.uk/fund/montanaro-better-world-fund/
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potentially energy intensive assets. This report has also been shared with clients.

Principle 7: Stewardship, investment and ESG
integration
Signatories should disclose the issues they have prioritised for assessing
investments, prior to holding, monitoring through holding and exiting. This should
include the ESG issues of importance to them.
The integration of stewardship and investment is consistently applied across all Montanaro portfolios.
This is a result of our focus on a single asset class (quoted Small & MidCap equities) and our single
investment process (Quality Growth).
Our primary ESG service provider is MSCI. Our Head of Sustainable Investment is responsible for this
relationship and ensuring that MSCI delivers on our two requirements:
1.

The provision of quarterly environmental data for companies within the MSCI World SMidCap
Index;
2. The provision of quarterly ESG ratings from companies within the above index.

This information is then integrated into our investment process by our Risk Analyst and our Investment
Team, as explained below.
We are “Quality Growth” investors. We take a common-sense approach to investing, identifying the
highest quality companies with the best management teams that we can hold for the long term.
We believe that you “get what you pay for in life”: it is worth paying more for a well-managed, financially
sound business that operates in a growth industry and enjoys a sustainable competitive advantage.
Businesses with such Quality characteristics can “beat the fade” and maintain a high Return on Capital
over the long term. As such, our analysis of companies focuses on identifying businesses with Quality
characteristics. Both financial factors and ESG considerations form part of our definition of a company’s
Quality.
ESG is fully integrated into the Montanaro Investment Process. ESG analysis is conducted by our
Analysts alongside fundamental analysis. The result is that our investment decision -makers “do” ESG.
Companies that we consider for investment must pass criteria set out in our Ethical and ESG policies as
outlined below. Each policy has a corresponding checklist which Analysts complete before we invest in
a company and update during the holding period.
With little consistency between the main ESG ratings agencies, we believe it is paramount that inv estors
conduct ESG analysis themselves. This is particularly important when it comes to smaller companies
where coverage and availability of data tends to be worse than it is for larger companies. The size of our
Investment Team allows us to fully embed ESG analysis into our investment process. The ESG criteria
that we highlight below forms an intrinsic part of Montanaro’s assessment of a company’s “Quality”.
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Ethical Policy – MAM’s “Banned List” was reviewed and updated in 2021
On ethical grounds, we do not invest in companies that are involved in any of the controversial
activities listed below (MAM’s “Banned List”). In practical terms, this means that we aim to invest in
companies which have nil revenue exposure to these areas.
Following client questions about how our policy deals with companies with de minimis exposure to the
activities listed on our banned list, we added a supplementary rule in 2021: the Sustainability Committee
will also review the eligibility of any company that derives a significant portion (c.10%) of its revenue
from activities related to those on the “banned list” 10 .

Environmental policy:
Our Environmental Policy helps us to assess which companies are managing their environmental
footprints well and those with material environmental risks or weaknesses. The areas that we focus on
are influenced by and support the UN Global Compact.
Via an internally designed Environmental Checklist, we assess and score companies out of 10 on their
environmental profile. Our approach helps to drive more accurate risk analysis, helping us to invest in
those businesses capable and willing to manage their en vironmental footprint in a changing world. We
engage with companies on environmental issues to better understand their approach to environmental
issues; improve areas of weakness; and encourage improved levels of data disclosure and reporting.

N.B: these exclusions are explained in greater detail in MAM’s ESG Handbook: https://montanaro.co.uk/wp-content/uploads/MONTANARO-ESGHANDBOOK-2022.pdf
10
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We consider specific areas of environmental exposure in our analysis:
•

Environmental intensity: how much carbon, water and waste is produced/consumed by our
companies?

•

Stranded asset risk: how exposed are our companies to unanticipated or premature write -down s
of assets due to climate change?

•

Reporting: which companies are failing to report quality environmental data?

•

Climate change: which of our companies have taken steps to materially reduce their carbon
footprint?

We use MSCI and company sourced data to measu re the environmental intensity of our companies
across carbon, water and waste. Where available, we record the carbon intensity of companies across
Scopes 1, 2 and 3 based on tonnes of carbon used per million US Dollars of sales generated. We do the
same for water and waste. This allows us to compare the carbon intensity of companies across our
Approved List as well as within a given sector or Portfolio.
In addition to the above, we also record two MSCI scores related to how well companies are managing
the transition to a low carbon economy:
Low Carbon Transition Management: this indicator measures how well a company manages risk and
opportunities related to the Low Carbon Transition. It combines Management assessments for the
following key issues: Carbon Emission for all companies; Product Carbon Footprint; Financing
Environmental Impact; Opportunities in Clean Tech; and Opportunities in Renewable Energy where
available. Higher scores (on a scale of 0-10) indicate a greater capacity to manage risk.
Low Carbon Transition Score: this is a company level score that measures a company’s level of
alignment to the Low Carbon Transition. Companies with higher Low Carbon Transition score s (on a
scale of 0 - 10) are more aligned with the Low Carbon Transition compared to the companies with lower
scores.
We assess environmental management culture (in accordance with UN Global Compact Principles 7 -9);
supply chain management; and the extent to which a company’s products/services are a positive
influence on the environment. We also record whether a company’s operations are certified by a
national or global standard (e.g. ISO 14001).
Finally, we consider the quality of a company’s environmental reporting and if they have a Net Ze ro
Carbon target or other environmental targets in place.
Social policy:
Our Social Policy allows us to analyse specific social factors, leading to more accurate risk analysis of
investment opportunities. The areas that we focus on are influenced by and support the UN Global
Compact.
Via an internally designed Social Checklist, we assess and score companies out of 10 on the risks and
opportunities that they face from a social perspective. Analysts score companies on the following areas:
Labour Practices; HR Management & Training; Health & Safety; Supply Chain Management; Social value
add of product / service; Anti-bribery controls; and Quality of reporting.
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We use MSCI and company sourced data to measure and record the following:
•

% Employee Turnover;

•

% Women in Workforce;

•

% Women in Management;

•

Gender Pay Gap Breakout;

•

Company 5-year tax rate;

•

Underlying tax rate;

•
•

Estimated Tax Gap;
Social tax rating.

We engage with companies on social issues. By doing so, we believe that we can help to encourage
management teams to consider the impact of their business on all of their stakeholders and manage
social risks accordingly. Such an approach can ultimately lead to better investment returns.
Corporate governance policy:
We want to align the interests of company management teams with the interests of long -term
shareholders. Our Corporate Governance Policy helps us to identify companies with high standards of
governance, while highlighting companies with areas of risk or weakness . Our logic here is simple: good
corporate governance increases the quality of a business – and the higher the quality of a business, the
greater the sustainability of investment returns.
Via an internally designed Corporate Governance Checklist, we assess and score companies out of 10
on their governance profile.
The Corporate Governance Checklist considers:
•

Remuneration of the Executive;

•

Capital Allocation Record;

•

Board Independence;

•

Board Ownership;

•

Board Diversity.

We engage with companies on governance issues and work with management teams to foster a
responsible and long-term approach to the running of their companies.
How we use our Checklist Scores:
Scores for each ESG area are weighted and then aggregated to produce a final ESG score out of 10. We
weight the Corporate Governance section of our checklist higher than Environmental and Social as we
believe management are ultimately responsible for a company’s approach to ESG. The summ ary section
of our ESG Checklist is shown below:
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MONTANARO ETHICS & ESG CHECKLISTS
SUMMARY
ETHICS
ENVIRONMENTAL (1 to 10)
SOCIAL (1 to 10)
CORPORATE GOVERNANCE (1 to 10)
ESG Score (1 to 10)
ESG Rating
Engagement Required?

Score % Weight
Pass
/
2.0
30%
6.0
30%
6.0
40%
4.8
100%
REVIEW
YES

General Comment / Key Issues
The company has a very poor score on its Environmental Checklist. The company
publishes very little data on its environmental footprint and does not publicly
disclose its approach to environmental matters. We need to arrange an
engagement with management to understand why disclosure in this area is so poor.

Conclusions from our ESG analysis are presented to the Investment Committee who discuss any issues
with the Analyst. The Committee will decide to continue with, or discard, a new idea based on the
Analyst’s findings. Companies with a total ESG score of below 5 are flagged on the Checklist under
“Review” (as shown above) meaning that engagement is required if we wish to invest in the company.
To better understand our internally derived ESG scores, in 2021 we started to receive MSCI’s ESG
Ratings for companies in the MSCI World SMidCap Index. The purpose of this is to allow a comparison
of our internal ESG score to a “market proxy” and understand any points of difference. For example,
during the year a healthcare company that we had scored well was rated poorly by MSCI. After reading
MSCI’s analysis, we discovered that the company had been penalised for poor disclosure. We engaged
with the company who told us that they had not completed the MSCI ESG Questionnaire due to internal
resource pressures. This is not unusual for smaller companies, but we suggested that in the interests of
improving their reporting, the company should complete this questionnaire going forwards.
Analysts continue to update the ESG Checklists throughout the holding period as new information
comes to light, for example after a set of results; the AGM; or an engagement. The Sustainability
Committee monitors the ESG scores of companies on our Approved List at quarterly meetin gs to
understand how Analysts are scoring companies.
We aggregate company ESG scores across each of our investment portfolios to produce a total ESG
Fund Score, which is visible on monthly factsheets for each of our Funds.
Our clients typically have long-term investment horizons (five years plus) and our approach to ESG
reflects this long-term commitment. As a result, we are prepared to invest in a company with a
weakness in its ESG profile so long as management express a willingness to engage with us and a desire
to improve any areas of weakness. These checklists have led to engagements that have resulted in
higher conviction in the investment case and also decisions to sell stocks, for example:
•

Increased conviction: The Environmental reporting of a Swedish company we invested in was
notably poor, with little detail given on Scope 1, 2 or 3 emissions. After engaging with the CEO
of the company, we encouraged them to sign up to the Science Based Targets Initiative in
support of the CDP Science Based Targets Campaign. The company has done so and delivered
an improved Sustainability Report with a greater level of reported environmental data. This
allowed our Analyst to increase the Environmental Checklist score and increased our confidence
in the investment case.

•

Reduced conviction: We spoke to a company listed in Hong Kong about their plans to transition
to a less carbon intensive business model following the completion of the company’s ESG
Checklist. Management informed us that they were unlikely to set any environmentally linked
targets for their business as there is little incentive from the Chinese government for them to do
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so. Coupled with some concerns about the ownership structure that were flagged by the Analyst
in the Corporate Governance Checklist, we decided to sell our holding.
Our ESG Checklists also help us to set ESG priorities. In particular, they allow us to identify risks
common to many of our companies. When we identify such risks, our Head of Investments and Head of
Sustainable Investment work with the team to explore the is sue in greater detail via an engagement
“Deep Dive”. The purpose of these Deep Dives is to engage with companies from across our Approved
List and improve our understanding of a particular risk and the quality of our analysis. In recent years we
have conducted engagement Deep Dives on:
•

Supply Chain Management: we noticed that the management of supply chains was frequently
a low scoring area on our ESG Checklists. Analysts indicated that low supply chain visibility was
one reason scores in this area were low. We engaged with a number of companies in order to
better understand how companies were approaching supply chain management. This improved
our analysis of this area, allowing us to identify best and worst supply chain management
practices.

Our Deep Dive reports are available on Montanaro’s website. A detailed explanation of our ESG Policies
and Checklists is contained within our ESG Handbook, which is also available on our website.
Impact investing:
In 2018, we launched the Montanaro Better World Fund to invest globally in Small & MidCap companies
whose products or services make a positive impact by helping to solve some of the world’s greatest
challenges in support of the UN Sustainable Development Goals.
The investment process for the Better World Fund is largely the same as for our other Funds in terms of
the financial fundamentals and our analysis of ESG factors. However, there is an additional step that
considers the impact of a company’s products and services and whether they are positively aligned to
six impact themes:

Analysts complete an “Impact Profile” for every company that we consider for investment. These
reports allow us to assess how a company’s products/services are helping to solve a major world
problem, such as climate change or a healthcare challenge. Analysts attribute company revenue against
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the Fund’s 6 themes and we will only invest in companies with revenue alignment of at least 50%.
Members of our Sustainability Committee vote on whether a stock passes or fails for impact. Since
launch the Sustainability Committee has failed 20% of the ideas it has been asked to consider.
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Principle 8: Monitoring managers and service
providers
Signatories monitor and hold to account managers and/or service providers.
The following companies provide services to Montanaro. Each is reviewed as explained below:
ISS
We receive independent corporate governance reports and voting recommendations from Institutional
Investor Services (ISS) ahead of votable meetings. We use these for advice only and review every ISS
voting recommendation before we submit our vote.
Review: Annual review is led by the Sustainability Committee. We review voting records to ensure that
votes have been cast according to our policies and stated preferences (in instances where we have
decided to vote against the ISS recommendation). We also arrange annual meetings with ISS to discuss
their service offering to ensure that it remains cost-effective and we are utilising the full range of their
services. Over the course of 2021, we found that the research notes from ISS have been detailed and
informative. They are excellent at providing updates on company management and the governance
structures in place at our investee companies. The voting suggestions are well -reasoned and, even
where we choose not to vote in line with the ISS recommendations, th eir recommendations offer
valuable points of discussion both internally in order to reach a voting decision and as topics for
engagement with the companies in question. With this in mind, we remain satisfied with the service that
ISS deliver and will continue to subscribe to the platform in 2022 and review the provision annually.
MSCI
We continued to receive carbon related data on the companies in the MSCI World SMidCap Index from
MSCI, which is provided to us on a quarterly basis. This data is incorporated into our ESG Checklists,
allowing us to better understand the ESG profile of the businesses in which we invest. A change in 2021
was that we broadened the scope of our relationship with MSCI and began to receive MSCI ESG Ratings
for the companies in the above index, including additional ESG metrics. MSCI’s ESG ratings are used to
compare and contrast with the conclusions of our ESG Checklists.
Review: Annual review is led by the Sustainability Committee. We were able to implement our new ESG
checklists during the year and found that the ESG data points received from MSCI were particularly
useful for this exercise. As a result, we opted to expand our subscription to MSCI services in order to
facilitate access to their ESG manager platform. Thus far we have found the features offered on the
platform useful. A full review of this additional service will be initiated next year. However, it is important
to note that we continue to rely on our own ESG Checklists rather than the MSCI ratings in order to
inform our investment decisions.
Bloomberg
We source company level ESG data from Bloomberg which is incorporated into our ESG Checklists
(although some of this data is being phased out in favour of MSCI data as we wish to use a single data
source where possible).
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Review: Annual review is led by the Head of Fund Management covering the entire scope of the
Bloomberg offering, including the data and content used for performance and company analysis. From
an ESG perspective, Bloomberg helps us to monitor the level of disclosure and transparency offered by
our investee companies. This in turn influences company engagement as appropriately detailed
company reporting is an important issue for investors.
Factiva
Global news monitoring and search engine Factiva allows us to monitor company newsflow and identify
news stories related to our companies that we may otherwise not see by simply focusing on mainstream
news sources. We use this primarily as a tool to help us identify issues on which engagement ma y be
required.
Review: Annual review is led by the Sustainability Committee. As with last year, a challenge of this
offering is that it can highlight information that is not particularly current. An old news story is not useful
as the opportunity to have engaged with management may have passed. To better utilise this system,
it has been brought under the responsibility of our ESG & Impact Specialist.
Impact cubed
After a long search which included a detailed review of 5 different providers, our Sustainability
Committee appointed Impact Cubed to aid our impact reporting. The aim of this appointment was to
get the impact credentials of the Fund externally verified and assessed.
Review: Annual review is led by the Sustainability Committee. Impact Cubed offer an independent
factor assessment of the Fund versus 14 sustainability measures and quantify the active sustainability
exposures versus the Fund’s benchmark. Due to the positive feedback received from readers and our
review of the work undertaken by Impact Cubed, we have opted to continue the use of their services for
2022.
Scope Review: As well as a review of individual providers, the Sustainability Committee also reviews the
full scope of our providers and considers whether there is a “gap” in their offering. The Committee is
currently satisfied with our suite of providers.
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ENGAGEMENT

Principle 9: Engagement
Signatories engage with issuers to maintain or enhance the value of assets.
As responsible shareholders we believe that it is our duty to engage with our investee companies
where necessary. In our experience, active engagement can help to foster positive long -term change
in the way businesses are run and potentially lead to better investment returns and improved socie tal

and environmental outcomes.
Engagement forms a key part of our long-term approach, allowing us to identify and manage risks within
our portfolios, fulfil our stewardship responsibilities and consider other stakeholders (a duty of all B
Corps). Engagement is used as a tool to better understand a company’s impact, leading to better
investment decisions.
Engagement is important to our investment approach. It allows us to deliver on client needs (as
identified in our response to Principle 6) and our purpose and investment beliefs (as identified in our
Response to Principle 111).
Engagement is typically initiated and conducted by our Analysts as they hold the closest relationships
with company management. Support is provided by the Head of Sustainable Investment and our ESG &
Impact Specialist, who may lead certain cases, such as those involving multiple stakeholders,
collaborative engagements, or those that affect a number of companies within a portfolio. Our internal
Sustainability Committee review engagement activity at quarterly meetings. The Committee will
commission “Deep Dive” projects should they feel there is a necessity for a thorough review of a
particular topic and how it effects a number of our holdings.
Our stewardship and engagement activity typically falls into one of the following categories:
1)

Direct Company Engagements: a company-specific risk or issue has been identified on which
we wish to engage. This may include an area of weakness identified in our ESG analysis or where
we become aware of an incident or breach of our ESG policies or international norms (e.g. t he UN
Global Compact). In the main, we consider this type of engagement to be “reactive” as we are

responding to a particular event although we may also conduct fact finds on a company -specific
basis.
2) Proxy Voting: Voting is a vital part of our engagement with companies. This is why we attempt
to vote at all Annual General Meetings for holdings within our Funds. We receive independent
third-party corporate governance reports and voting recommendations from Institutional
Investor Services (ISS) ahead of meetings, however we use these for advice only; our Analysts
systematically review all resolutions ahead of shareholder meetings and we voice our concerns
where required. We aim to discuss any issues with management prior to voting against or
abstaining. Our decisions are guided by our proprietary voting guidelines which can be found
here.

11

Our mission is to “encourage, through active ownership and engagement, smaller companies around the world to
support and embrace the Sustainability Revolution”.
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3) Deep Dive Research: we conduct thematic “Deep Dive” engagement projects on specific
subjects to better understand how our companies are exposed to a particular issue or area of
risk. We consider this type of engagement to be “proactive” as we are taking steps to
understand more about a particular subject and the exposure of our investee companies to that
risk before it can manifest.
4) Collaborative Engagements: We seek out collaborative engagement projects that offer a
material benefit to the achievement of engagement aims. These projects can add additional
support and aid in the promotion of sustainable investment practice.
5) Public Policy Advocacy: We are involved with groups that advocate for responsible stakeholder
capitalism. These include the Glasgow Financial Alliance for Net Zero (GFANZ) and the B Corp
Finance & Investment working group.
These approaches have been chosen because they are efficient; amplify our voice; and ensure that we
stay abreast of changing market conditions. By carefully targeting our engagement ef forts we are able
to effect change, despite the modest size of our organisation.
Summary of engagements in 2021
During 2021 we conducted a total of 55 company engagements covering a range of issues. Some of
these engagements were part of collaborative efforts and some formed part of our “Deep Dive”
research projects. We also conducted 7 meetings with academics, charities, and research organisations
to aid our stewardship efforts and help direct our ESG and sustainability work. The majority of our
engagements (47%) were regarding environmental issues and climate change in particular. This is an
increase on 2020 when 41% of our engagements discussed environmental issues. We organised fewer
social engagements, with these topics accounting for only 9% of activity during 2021 (compared to 36%
in 2020). This was due to a predominant focus on environmental topics as our thematic engagement
“Deep Dives” for the year and is reflective of the focus of our client base. Corporate Governance
engagements made up 25% of our company meetings (an increase on 11% in 2020) and 18% covered a
combination of issues (an increase from 12% in 2020).

Engagements by Category

18%

47%
25%

9%

Environmental

Social

Governance

Combination
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The majority of our engagements took place with companies headquartered in the UK, with US-based
companies a close second. Overall, 63% of our engagements were with European companies including
the UK, 24% were with American companies and the Rest of the World made up 1 3% of engagements.

Of the environmental issues covered during 2021, climate change engagements made up 88%.
The remainder focused on:
•

plastic pollution,

•
•

collaborative engagements on agriculture,
transparent environmental reporting.
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Case studies
Environmental:
Company:

Marshalls

Topic:

The Climate Challenge

Objectives:

To better understand sustainable product development at Marshalls.

Process:

We had a video call with Chris Harrop OBE (Director of Sustainability at
Marshalls). Chris has been a leading figure in the innovative approach to
sustainability taken by the company for many years.

Outcomes: Marshalls is the leading manufacturer and supplier of natural stone and landscaping
products in the UK. The company makes for an interesting case study as its carbon footprint is one of
the largest of any company on Montanaro’s Approved List. The company is innovating fast, and we
consider it to be an ESG leader within its sector due to its excellent standards of reporting and
environmental achievements to date. As an example of its innovative approach, Chris explained plans
to use CO2 from carbon capture projects to cure concrete bricks. This will create the first carbon
negative concrete bricks in the market. He also described plans to issue a Solar Reflectivity Index (SRI)
score for all materials. This is intended to help combat urban heating which is exacerbated by the
building materials used. He hoped that the inclusion of these scores would allow architects and
contractors to factor in the potential heat that could be generated based on the materials they select
for certain projects.
Chris also informed us that Marshalls has implemented a new goal to achieve net zero by 2030 in line
with a 1.5°C degree scenario (this builds on a pre -existing commitment to aligning greenhouse gas
emission reduction targets to well below 2°C). This updated target has been developed in li ne with new
guidance from the SBTi. Chris said that the new target covered Scopes 1 and 2 and there are reduction
targets in place for Scope 3. He also noted that Marshalls supports the Task Force on Climate -Related
Financial Disclosures (TCFD) in line with the UK Government’s expectation that listed companies should
disclose according to TCFD recommendations.
These future plans follow on from a recent publication entitled Marshalls’ Climate Challenge. This report
outlines the specific challenges faced by the construction industry when it comes to addressing the
climate crisis. It concludes by issuing a call to action to the sector by challenging Marshalls’ competitors
to outperform them when it comes to addressing climate change.
The company is a leader among its peers and takes an innovative approach to reducing the
environmental footprint of its operations and products. The recent strengthening of its carbon
emissions target to set a new more ambitious net zero goal is testament to the work Marshalls
continues to do to address ESG risks and maintain a transparent approach to disclosure.
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Social:
Company:

NCAB

Topic:

Supply Chains

Objectives:

Review supply chain managment to ensure that labour rights are respected
throughout.

Process:

We spoke to Martin Payne (CEO).

Outcomes: NCAB purchases Printed Circuit Boards (PCBs) from a network of manufacturers, primarily
in China. We wanted to contact the company to understand the potential exposure to abuse of the
Uighur people in China's Xinjiang province. The company told us that they s ee a very limited risk for any
forced labour within supply chain factories. They undertake an annual audit at all main suppliers and so
far they have seen a stable improvement of the working conditions and have not seen any signs of
forced labour.
We believe that NCAB are assiduous when it comes to auditing their approved manufacturers and
are incredibly transparent when it comes to reporting, not only their audit process, but the outcomes
and next steps that result from this process. This is their primar y sustainability focus as labour rights
are one of the most important ESG risks that the company has to manage.
Corporate governance:
Company:

Tristel

Topic:

Independence

Objectives:

Align audit committee composition with best practice.

Process:

We contacted the Liz Dixon (CFO) ahead of the Annual General Meeting (AGM) to
discuss the composition of key board committees.

Outcomes: Tristel is a manufacturer of infection control, contamination control and hygiene products.
This engagement was catalysed by a recommendation from our proxy research provider, ISS, to vote
against the re-election of David Orr. We let Liz know that it is not con sidered best practice for a nonindependent Non-Executive Director to sit on the Audit Committee. She was very receptive to this and
went on to amend the composition of the Committee immediately following our exchange. During our
conversation, Liz was keen to emphasise the value of having David Orr on the Board and with this in mind
we amended our vote to support Mr Orr’s re-election. We also contacted ISS to advise they alter their
voting recommendation given the company’s response to our engagement. ISS subsequently reissued their research report with a recommendation to support all resolutions.
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Principle 10: Collaboration
Signatories, where necessary, participate in collaborative engagement to influence
issuers.
Montanaro participates in collaborative engagements where we see a material benefit to the
achievement of engagement aims and additional support to our commitment to the promotion of
sustainable investment practice.
The Sustainability Committee decides whether Montanaro will participate in a collaborative
engagement. A member of the Committee, typically the Head of Sustainable Investment, will be
responsible for liaising directly with the organisation leading the collaborative initiative. Analysts will be
responsible for contacting the relevant companies that fall under their coverage, typically with the
support of a member of the Sustainability Committee.
Collaborative engagement example: Farm Animal Investment Risk and Return
Farm Animal Investment Risk and Return (FAIRR) is a research and engagement organisation
specialising in the ESG risks associated with animal agriculture . We are signatories to two of their
collaborative engagement initiatives that concern our investee companies.
The first being Bakkafrost to ascertain the feed used at their aquaculture facilities. The engagement
sought to identify how Bakkafrost develop and disclose strategies to diversify their feed ingredients
towards lower impact and more sustainable alternatives. The hope is that this will enable production
growth, reduce climate risk exposure, and ensure risks associated with soy, fishmeal and fish oil sour cing
are being adequately managed. Bakkafrost confirmed that they have been researching novel sources
of fish feed since 2015 and are now trialling fish feed with different composition of ingredients.
However, the following challenges were noted:
•

Expensive novel ingredients: Algae and insects sound like good alternative to marine ones, but
the price is 3-4x what they would want to pay. There is also a concern that a change in feed could
have a negative impact on conversion ratios (the efficiency with which the fish convert food into
protein for human consumption). Bakkafrost have some of the best cost efficiency ratios in the
industry, which is important as feed is the largest cost.

•

Carbon footprint: Marine ingredients from the Faroe Islands tend to have a lower CO2 footprint
than vegetarian sources imported from abroad, due to the lower transportation costs.
Bakkafrost can use offcuts of fish from nearby places like Iceland, which would otherwise go to
waste. This also influences supply chain transparency. Bakkafrost is vertically integrated and
have a good control of their supply chain in the Faroe Islands. They note that by virtue of their
location in the North Atlantic and the prevalence of the local fishing trade they have access to
by-catch that would otherwise be wasted. This is not necessarily the case for their peers and
therefore the make-up of their food tends to contain higher percentages of locally sourced
marine fishmeal and oil. However, they did note that in Scotland they are importin g fish feed but
hope to use feed from the Faroe Islands in this region soon.

•

Food value: The fish used in the Bakkafrost operations would not otherwise be useful for human
consumption. The example provided on the call was that of blue whiting (used for ma rine feed)
which only has a 25% yield for human consumption.
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•

Animal welfare: The company are conducting research into how changing the composition of
fish feed can impact the welfare of the fish. It is important that the fish receive the correct
nutrition for good health and welfare. In addition, the nutritional content of the fish for human
consumption may be altered by a change in diet (for example, lower Omega 3).

We have opted to continue to participate in this collaboration and have already signed f urther
engagement letters with FAIRR to initiate Phase 2 of the project in 2022. We look forward to further
updates.
The second engagement we have been involved with is regarding labour rights. The investee company
that we contacted to address this issue was UK-based Cranswick. FAIRR posed questions regarding
their workforce and how they kept workers safe during the pandemic, in particular. We were satisfied
that they have implemented strong measures to ensure the wellbeing of their staff during the last two
years but, given the nature of the meat industry and the high health and safety risks associated with the
sector, we have opted to continue our involvement with the project into 2022.
In addition to the efforts detailed above. We also participated in the following collaborative initiative s
during 2021. They are shown in the table below:

Initiative

Description

Involvement

Access to
Medicine

The Index reports on the
efforts of pharmaceutical

We spoke to Japan’s Shionogi as part of a
collaboration between pharmaceutical

Index

companies to make
medicines, vaccines and
diagnostics more

companies and the Access to Medicine
Foundation on Antimicrobial Resistance (AMR).
It is clear that the CEO (Mr. Teshirogi) is

accessible for people in
low- and middle-income

passionate about infectious diseases, which is a
key part of Shionogi history, drug offering and

countries.

know-how. The compound in question that can
be used against AMR from Shionogi is
Cefiderocol (Fetcroja), which has already
received FDA and EU EMA approval and has been
used on compassionate grounds in over 10
countries.

Healthy

This ShareAction led

We have been a part of this initiative for a

Markets
Initiative

initiative is designed to
improve children's health
by increasing access to

number of years now. Malnutrition is costing
humans around the world a healthy and more
prosperous future, and this continues to be an

affordable, healthy food.

important topic of ESG engagement for
Montanaro. We were able to speak to UK-based
Britvic regarding their remuneration policy and
were pleased to hear that there are plans to
include sugar reduction as a Key Performance
Indicator (KPI) for variable pay awarded to board
members as well as other employees.
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CDP

CDP is an organisation

We participate in the CDP’s Non-Disclosure

that helps businesses and
other organisations to
appropriately disclose

Campaign to engage with companies to disclose
environmental data. The responses submitted
will continue to provide CDP signatories with the

their environmental
impacts.

world’s largest, most complete source of selfreported corporate environmental data. These
disclosures are crucial in driving action toward a
net-zero future.

Net Zero
Asset
Managem

The Net Zero Asset
Managers initiative is an
international group of

During 2021, we became signatories to the Net
Zero Asset Management Initiative (NZAM). We
see enormous benefits from being part of such a

ent
initiative

asset managers
committed to supporting
the goal of net zero

collaborative group. The role of this initiative is
to build networks and enable us to utilise the
guidance provided to set net zero commitments

greenhouse gas
emissions by 2050 or

that are aligned with climate science. We will use
our membership to set emissions reduction

sooner, in line with global
efforts to limit warming to
1.5 degrees Celsius.

targets for our portfolios and guide our
engagement with companies as part of our
ongoing net zero engagement project.

Companies contacted by the initiatives shown above have generally responded positively but we intend
to follow up over the coming year to track changes as a result of the efforts of these groups.
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Principle 11: Escalation
Signatories, where necessary, escalate stewardship activities to influence issuers.
Escalation is applied consistently across all Montanaro Funds given our single asset class focus
(100% Small & MidCap quoted equity).
We always attempt to engage constructively with the companies in which we invest. If we identify an
issue that requires engagement, we will always speak to the company first. We recognise that
engagement takes time and we are willing to speak to management teams a number of times in order
to raise a concern and work with them to reach a solution. However, in instances whe re our concerns
are not addressed or the company does not respond constructively to an engagement, we may decide
to escalate the engagement to achieve our desired outcome.
Our escalation strategy falls into two parts:
•

Internal: If an Analyst or another member of the team leading an engagement fails to get
satisfactory answers to an engagement matter, then they will discuss the next steps with
members of the Sustainability Committee. They will decide if further engagement is required
and likely to be constructive. If we decide not to escalate the engagement further, then the
Analyst will discuss the case with the Investment Committee and the Analyst may recommend
that the stock be sold. If we decide further engagement is warranted, then we will proceed to
step two.

•

External: Escalation typically begins by escalating the engagement up the corporate hierarchy.
For example, if our first point of contact has been the Head of Investor Relations, then we may
ask to speak to a member of the Executive Team (typically the CEO or CFO). If they prove
unresponsive, then we will seek to speak with members of the Board (such as the Chair or Chair
of the Remuneration Committee). In the world of SmallCap, many companies remain majority owned by the founder, or family members of the founder. We have experience of escalating
matters with companies which have resulted in meetings with family shareholders who have not,
or do not usually, meet with minority shareholders. In some instances we will also escalate
matters more widely, either by speaking to industry bodies or other shareholders. In serious
instances, we may indicate that we are withholding our support by abstaining or voting against
management. We may also consider calling an EGM. If the above steps d o not allow us to realise
the aims of the engagement, then we may choose to sell the shares.

ESCALATION ENGAGEMENT CASE STUDY
We have spoken to a number of renewable energy companies regarding environmental issues and
particularly climate change over the course of 2021. However, we are keen that the movement to a
low/no carbon economy should not come at the cost of human and labour rights and should form part of
a “Just Transition” as outlined in the Paris Agreement. This should be underpinned by the ai ms of
Sustainable Development Goal 16: Peace Justice and Strong Institutions.
Company: A multi-national geothermal and recovered energy power business.
Date: March 2021
Aim: We engaged to understand corruption allegations levelled against the company as p art of a third-
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party research note. After speaking with the research provider, we escalated our engagement via
company IR to the Executive Team to establish their view. The company operates in a number of
developing countries in Africa and Asia, where standards of corporate governance are typically lower
than certain developed nations. While this strengthens its impact case – bringing new additional
renewable capacity to these countries – the ESG risks are heightened.
Outcome: The company representatives offered a robust denial of any of the wrongdoings alleged in
the research. They were familiar with the nuances of the cases and were able to answer our questions
thoroughly. They said that the “tone from the top” was one of compliance with detailed due diligence
policies and this was an important part of the company culture. Whilst we accepted that it is difficult to
get to all of the details surrounding the company’s operations in every country, we were left seeking
additional detail that may offer further insight into how the company conducts its business in regions
where governance risks are high. As a consequence we opted to divest from the business due to a
weakened ESG case.
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EXERCISING RIGHTS AND RESPONSIBILITIES

Principle 12: Exercising rights and
responsibilities
Signatories actively exercise their rights and responsibilities.
Voting is a vital part of our how we exercise our stewardship responsibilities. It is a key shareholder
responsibility which is why we vote at all AGMs. We receive independent third-party corporate
governance reports and voting recommendations from Institutional Investor Services (ISS) ahead of
meetings. These are used for advice only. Our Analysts systematically review all resolutions ahead of
shareholder meetings and we voice our concerns where required. We aim to discuss any issues with
management prior to voting against or abstaining. As such, we consider ourselves as “active”
shareholders rather than “activists”.
Our voting policy is applied consistently across all our Funds and Investment Trusts. Our policy is applied
to segregated portfolios where we have authority to vote on our clients’ behalf. If we do not have
authority to vote for segregated mandates, we still share our view with our clients. We do not engage in
stock lending in any of our Funds (although our segregated clients may have their own policies on this).
Our Voting Policy can be summarised by the following points:
•

We seek to exercise all of our voting rights.

•

We make our own voting decisions.

•

We do not chose to automatically support the Board or the Executive of an investee company.

•

We have and will abstain or vote against resolutions.

•

We publish Voting Activity Summary Reports on our website.

We make our own voting decisions
We receive independent third-party corporate governance reports and voting recommendations from
Institutional Investor Services (ISS) ahead of meetings, however we use these for advice only. Our
Analysts systematically review all resolutions ahead of shareholder meetings and we voice our concerns
where required. Via dialogue with the Investment and Sustainability Committees, our Analysts aim to
discuss any issues with management prior to voting against or abstaining.
We apply the same voting decisions across all portfolios, unless a segregated client has specified that a
particular voting policy be applied in their client agreement. We keep a record of our voting rationale.
We publish voting activity summary reports on our website
We use ISS to process our proxy voting. All voting activity is recorded in our Proxy Voting Log. The
Sustainability Committee reviews voting activity for the quarter at each meeting. Voting Activity
Summaries are produced quarterly and published on our website. These include the total number of
proposals we voted on and a breakdown of how we voted on different subjects such as approving
Remuneration policies, electing Directors and approving capital increases.
Our annual voting records can be found in our ESG Library at: https://montanaro.co.uk/sustainable -
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investing/
Review of voting in 2021:
With 261 meetings available to vote during 2021, 259 were voted, equating to approximately 99% of the
votable meetings with below 1% unvoted. The three meetings that went unvoted were for companies
based in Sweden that would not allow us to execute our decisions via our proxy voting provider,
Institutional Shareholder Services (ISS). We are currently speaking to ISS about how we can resolve this
issue to allow us to vote at all meetings in the future.

Of the 259 meetings where we voted, 77 included at least one vote against management
recommendations. Of the 3,691 resolutions voted on during 2021, c.96% were in favour of the proposed
resolution, with c.3% voted against and abstentions or withheld votes accounting for c.1% of the voted
items. More detail on our voting activity during 2021 can be found here.

Voting Activity
0.96%

3.42%

95.62%

For

Against

Abstain/Withold
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Voting Case Studies
Diversity
SolarEdge is a provider of power optimiser, solar inverter, and monitoring solutions for photovoltaic
arrays (solar panels). Ahead of the 2021 AGM, the research we received from ISS highlighted issues with
the Board composition, particularly the lack of gender diversity and independence.
Company Name:

Solaredge Technologies (domiciled in Israel, quoted in the US)

Topic:

Diversity

Objectives:

Increase gender diversity amongst the leadership team.

Process:

Video call ahead of the AGM in order to discuss issues raised by ISS
regarding the voting items.

Discussion:

The company assured us that they are putting succession plans in place to
replace a board member whose tenure exceeds best practice. They have
also hired a new female Non-Executive Director to increase board diversity.

Outcome:

We opted to support management and vote in favour of the resolutions
proposed at the 2021 AGM following our engagement because the company
are considering how to make progress, but we will revisit the issues
highlighted by ISS to ensure that the planned changes are actually made.

Remuneration
Ashtead is a rental company specialising in tools and equipment for the industrial and construction
sectors. We became concerned about the proposed remuneration arrangements ahead of the 2021
AGM.
Company Name:

Ashtead Group Plc (domiciled and quoted in the UK)

Topic:

Remuneration

Objectives:

To understand the rationale behind the new variable pay opportunity.

Process:

Internal review of the resolutions and AGM materials.

Discussion:

Whilst there are elements of the remuneration report that seemed sensible,
the introduction of sizeable “one off” bonuses in conjunction with sharp
salary rises for executives and higher bonus awards, led us to conclude that
the overall compensation package that was proposed was excessive.

Outcome:

We opted to vote against the approval of the remuneration report, policy and
LTIP. The remuneration report only received 63.97% of votes in support.
The remuneration policy only received 60.72% approval, and th e LTIP
received 74.44% supporting votes. Given these high levels of dissent, we
hope to participate in further engagement with the company in 2022 on their
approach to remuneration in the future.
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MAM’S ESG LIBRARY
ESG Handbook:
-

ESG Handbook available here

Deep Dive Engagement reports:
-

Project Net Zero Carbon 2021

-

Project Net Zero Carbon 2020

-

Data Centres Project

-

The Biomass Debate

-

Plastics Fantastic: Biffa Site Visit

-

Supply Chain Investigation

UN PRI reports:
-

2020

-

2019

-

2018

-

2017

Voting records:
-

Voting policy

-

Proxy Voting Summary 2021

-

Proxy Voting Summary 2020

-

Proxy Voting Summary 2019

-

Proxy Voting Summary 2018
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[END]
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