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Our commitment to stewardship
In the past, our industry was focused on just two
outputs: investment performance and the risk
taken to achieve this performance. The owners of
assets, our clients, are rightly now demanding a
new perspective, a third factor: impact. Companies'
impacts on society lead to future risks and
opportunities, and is of increasingly material
importance. We are focused on delivering excellent
risk-adjusted investment performance and are doing
this in a manner which aims to improve the world in
which we live.
Our progress on many fronts is pleasing but we are
a restless and forward-looking organisation. Whilst
today’s successes are celebrated, we also use them
to set the bar for further progress tomorrow.
Tackling climate change has remained a major focus
for us. It requires huge structural shifts in societies
and economies – a source of both value creation
and destruction across industries, companies, and
investment portfolios. That is why I regard action on
climate to be both a civil responsibility and a duty
to protect the investments we manage against the
risks that disruption will cause. Active ownership is
going to be critical in this.
In 2021, we made significant progress. We published
detailed plans explaining how we, as a corporate
entity, will reach net zero. Of greater significance
in terms of stewardship, given the sheer scale
of investments that we manage, is our plan to
influence the companies in which we invest to
reduce their impact on the planet. We hold sway

with thousands of companies around the world.
We are one of the largest investment managers
by assets under management to have our targets
validated by the Science Based Targets Initiative
(SBTi). This will put us on a 1.5°C emissions reduction
pathway and help us reach net zero across our value
chain by 2050, or sooner.
In the coming year and beyond, we will continue
to use stewardship and actively engage with the
companies we invest in to encourage them to
transition towards more sustainable business
models, which are more resilient and can support
long-term future growth. This then translates into
value for our clients.
Ultimately, we want to go beyond reported profits;
in time, we aim to examine ‘impact-adjusted profits’.
Profit, after all, is only half the story. It’s essential
that how that profit is generated is part of the
evaluation equation.

Peter Harrison
Group Chief Executive
28 April 2022
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Principle 1
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.
Our business
As an active investment manager we make decisions
every day on behalf of savers and investors around
the world. We do this carefully and deliberately
because these choices affect the financial future of
our clients and they impact the wider world.
Our clients include individuals who invest directly
and those who invest through businesses or financial
advisers. We also serve the investment needs of
institutions like insurance companies, pension funds,
and charities.
They depend on our broad investment expertise
across public and private markets to manage their
wealth or investments, and achieve their long-term
financial goals. The diversity of our business across
important growth areas helps us stand apart from
traditional asset managers.

Our business is organised around five key areas that
align to our strategic priorities:
1 Private Assets and Alternatives: gives investors
access to opportunities in private markets, such
as real estate, private equity and infrastructure,
as well as alternatives.
2 Solutions: provides complete solutions and
partnerships, including liability offsets and risk
mitigation.
3 Mutual Funds: offers retail clients access to our
investment capabilities through intermediary
networks.
4 Institutional: makes investment components
available directly to institutions and through
sub-advisory mandates.

We employ 5,750 people across 37 locations globally.
Our success depends on the decisions they make
every day. We are responsible for managing
£731.6 billion (as at 31 December 2021) of assets for
our clients who trust us to deliver sustainable returns.

5 Wealth Management: provides wealth
management and financial planning for ultrahigh-net-worth, high-net-worth and affluent
individuals and charity clients as well as family
offices and advisers.

Long-term growth across our business areas
Five-year assets under management growth split by business area (£bn)
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Source: Schroders as at 31 December 2021.

Mutual Funds
2016

Our investment teams offer a wide range of
investment strategies across multiple asset classes
(including equities, fixed income, multi-assets and
private assets), sectors and geographies to a diverse
set of clients around the world.
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Exercising stewardship is part of how we manage
investments for our clients and we consider client
preferences in both designing our product range and
in our investment solutions offered to institutions.
Where possible in this report, we show how we have

integrated the Stewardship Code Principles across
our business. Particularly in relation to Principles 9
to 12, we focus on our core investment management
business and how the approach differs across asset
classes and geographies within that.
Our approach to stewardship does not differ
fundamentally between products. We are responsible
stewards of our clients’ assets regardless of the type
of holding or the investment strategy in which it is
held and act accordingly.

Our purpose
Our purpose is to provide excellent investment
performance to clients through active management.
We achieve this by understanding our clients’ needs,
anticipating how these will evolve in the future, and
focusing on building wealth for them in the long term.
We tailor our investment strategies and solutions to
clients’ objectives and preferences, and we focus on
protecting and growing our clients’ wealth.
We regard channelling capital into sustainable and
forward-thinking businesses and using our influence
as an investor to support sustainable practices as key
to achieving our purpose. By doing this over time, we
aim to benefit society and accelerate positive change.

Our investment beliefs
We believe in active investment management and
consider it the most effective way to deliver excellent
risk-adjusted investment performance to our clients
over the long term. At the core of our investment
activities is the active selection of companies with
sustainable business models and those that are
evolving their business practices to survive and thrive
in the decades ahead.
Our stewardship activities are central to this
philosophy. We believe that by engaging directly with
companies, we can reach a more complete opinion
on their fundamental strengths and identify instances
where a company’s long-term opportunities and risks
are not fully reflected in its market valuation. Where
we have taken the decision to invest in a company, we
believe we can protect and enhance the value of that
investment by active ownership.
When we analyse the potential of an investment to
create, sustain, and protect value for our clients, we
look at a wide selection of risks and opportunities.
We believe environmental, social, and governance
(ESG) factors are important drivers of financial
performance and investment returns.
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Andrew Howard
Global Head of Sustainable Investment
The nature of the debate has changed from
whether we do sustainable investment to how
we invest sustainably. The growing focus on
bringing objective measures to portfolios and
demonstrating action, rather than relying on
aspirations and intentions, has been a key shift
over the last few years.
As we look into the future, demonstrating how
we can make a difference with sustainable
investment for our clients, the environment, and
society is crucial.
Stewardship is key to this; how we own assets is
as important as the decisions we make about
which assets to own in delivering value for our
clients. We recognise that many companies
will need to adapt and change to establish
sustainable business models and to thrive, and as
shareholders, we have the ability and responsibility
to support companies in their transitions and to
hold them accountable for their progress.

Which is why, since 2020 we have had full ESG
integration across our investment strategies1. This
means that our fund managers and analysts now
consider ESG factors alongside or within traditional
financial analysis. This leads to a broader assessment
of the environment in which companies operate,
giving a fuller understanding of future opportunities
and risks.
In order for an investment desk to be accredited as
having integrated ESG, they must complete an ESG
‘accreditation document’ outlining exactly how ESG
is integrated into their investment philosophy and
practice. This is a living document, that is refreshed
annually and includes case studies on how ESG has
impacted investment decisions and stewardship
activity. The same integration accreditation approach
is used across asset classes and geographies.
Delivering long-term value requires investment
capabilities, powerful tools as well as deep insights.

 or certain recently acquired businesses, we have not yet integrated ESG factors into investment decision-making. There are also a small number
F
of strategies for which ESG integration is not practicable or now possible, for example passive index tracking or legacy businesses or investments
in the process of or soon to be liquidated, and certain joint venture businesses are excluded.
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We believe that our ESG analysis, combined with
our investment teams’ insights on how companies
manage those ESG risks and opportunities, is vital to
our ability to make investment decisions in the best
interests of our clients.
This is why our Sustainable Investment capability
sits within our Investment function. Andrew Howard,
our Global Head of Sustainable Investment, runs the
Sustainable Investment team and in 2021 became
a member of the Group Management Committee
(GMC). As of end 2021, he reported to Charles
Prideaux, Global Head of Investment and fellow GMC
member2. So when it comes to stewardship within
Schroders, there is a straight line of accountability to
Peter Harrison, our Group Chief Executive, and to the
Board of Schroders plc.

Although our stewardship activities are centrally
coordinated by experts within the Sustainable
Investment team, stewardship itself
and all the functions that support stewardship are
not strictly confined within this team. They expand
across Schroders reflecting the fact that for
stewardship to be effective, it needs firm-wide
commitment and resource.
Principle 2 explains in more detail how our
sustainability-related activities are coordinated
across our business and presents our Sustainable
Investment team.

Schroders plc Board
Peter Harrison

Group Chief Executive

Investment

Distribution

Product,
Solutions and
Marketing

Wealth
Management

Infrastructure

Investment

Charles Prideaux

Global Head of Investment

Fixed
Income

Multi-asset
Investments

Quant

Rory Bateman

Andy Chorlton

Johanna Kyrklund

Head of Equities

Head of Fixed Income

Carolina
Minio Paluello

Equities

Group CIO and Global
Head of Multi-asset

Global Head of Product
Solutions & Quant

Private
Assets

Investment Platform
Data Enablement,
Trading, and
Investment and
Product Support

Data
Insights Unit

Member of the Group Management Committee (GMC), which is our senior management team
and the principal advisory committee to Peter Harrison, our Group Chief Executive.

Sustainable
Investment

Georg Wunderlin
Global Head of
Private Assets

Andrew Howard
Global Head of
Sustainable
Investment

Source: Schroders as at 31 December 2021.

2

4

I n early 2022, the reporting line changed from the Global Head of Sustainable Investment to Rory Bateman, Co-Head of Investment and
Head of Equities and GMC member. Moreover, Rory Bateman and Johanna Kyrklund took joint responsibility of Schroders’ Investment
function and became Co-Heads of Investment, alongside their existing roles as Global Head of Equities and Group Chief Investment Officer.
Charles Prideaux changed role to become Group Head of Strategy and Solutions.
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Our strategy

Building closer relationships with end clients

Our business strategy is carefully designed to benefit
our clients, as we continue to diversify our business
model and offer a broader range of strategies and
solutions. It is based on three strategic areas of focus:
growing our asset management offering, building
closer relationships with end clients, and expanding
our private assets and alternatives business.

We want to build client longevity and sustainable
margins through trusted adviser relationships in
wealth management. We continue to build our
leading Wealth Management business, in which
clients can benefit from the breadth of our expanding
investment capabilities.

Our strategy in all these areas can only succeed if
we fulfil our purpose to deliver excellent investment
performance to our clients and we believe that
embedding stewardship into our investment
approach is key to this.

Growing our Asset Management offering
Our focus is on developing distinctive capabilities
that enable us to deliver excellent investment
performance. Product innovation – with a focus
on sustainability – allows us to be distinctive, while
expanding geographically enables us to deliver our
investment capabilities to new clients. We invest seed
capital to support these initiatives. We are increasing
our focus on complete investment solutions, ensuring
we remain relevant and centred on our clients’ needs.
We aim to increase client longevity and use our data
and digital capabilities as a competitive advantage.

Our achievements in establishing a leading position
in wealth management is sustained by our long
history of family ownership, international institutional
investment expertise, private assets capabilities and
our leadership in sustainability.
Our progress in 2021:
– A
 ccelerating our UK wealth management
growth: We have expanded our presence in
the high-net-worth segment, by setting up four
additional hubs outside of London and the South
East. The acquisition of Sandaire in 2020 was part
of a strategic plan to expand our family office
capabilities and gain share of this growing market.

Our progress in 2021:

–	
Building relationships with financial advisers:
We have attracted new financial advisers to our
technology-driven wealth management business,
Benchmark, Capital, and have taken advantage of
opportunities to expand our service offering across
the network.

–	
Building our sustainability ambitions:
We have broadened our sustainability offering
with a number of funds in our European fund
range now classified as either Article 8 or Article
9 under the EU’s Sustainable Finance Disclosure
Regulation (SFDR), and we expect to launch more
sustainability funds in 2022 globally.

–	
Generating client referrals via Schroders
Personal Wealth: Referrals have increased
and net new business has turned positive in our
joint venture with Lloyds Banking Group, Schroders
Personal Wealth. Opportunities in
the UK advice market remain strong and
through Schroders Personal Wealth we focus
on accelerating future growth.

–	
Evolving our solutions capabilities:
We announced the acquisition of River and
Mercantile’s UK solutions business, which will
enhance our ability to meet the increasingly
complex needs of our pension fund clients.
–	
Innovating and renewing our mutual fund
product set: We launched a number of thematic
funds and aim to maintain relevance to the needs
of our clients through innovation in our mutual
fund product set.
–	
Growing our business in North America:
We reached nearly £90 billion of assets under
management (AUM) in North America, driven by
strong inflows from institutional clients and our
relationship with Hartford, totalling £3.2 billion
of net new business.
–	
Progressing our presence in China:
We continued to progress the set up of our
wholly-owned fund management company
business and new Wealth Management Company
venture with the Bank of Communications.

Expanding Private Assets & Alternatives
We want to meet increasing client demand for
additional portfolio building blocks and alternative
sources of return Our Private Assets and Alternatives
business area consists of our private markets
business (Schroders Capital) and our liquid
alternatives business. Schroders Capital gives
investors access to an additional range of portfolio
building blocks and customised private asset
strategies, whilst our alternatives business offers
clients access to liquid third-party hedge funds and
other investments.
We now have a presence in all private asset classes,
including private equity, real estate, private debt and
infrastructure. The GAIA (Global Alternative Investor
Access) platform gives clients access to alternative
investments via Schroders and third-party funds.
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Our progress in 2021:
–	
Strengthening the range of our capabilities:
Our range of asset classes now includes private
equity, impact investing, insurance-linked
securities, securitised credit, infrastructure and
real estate, across which we have experienced
strong organic growth, contributing positively
to the Group.
–	
Launching Schroders Capital: We unified
the way that we present our private assets
capabilities, gathering all of our existing private
assets businesses under a single brand. The
brand was created to deliver an enhanced service
for our clients.

Dutch real estate expertise. We also announced
the acquisition of leading European renewable
infrastructure specialist, Greencoat Capital.
Channelling private capital for the energy transition
required to achieve a net zero future will become
increasingly important as governments around the
world look to accelerate towards this goal.
–	
Growing organically across the platform:
Public-private strategies, Australian private debt,
real estate debt, securitised credit and impact
investing have all continued to contribute organic
expansion across the platform.

–	
Expanding our capabilities with strategic
acquisitions: We reached an agreement to acquire
Cairn Real Estate, which will provide us with

Our culture and values
Our values underpin our culture.

OUR VALUES
We strive for excellence

Being good at what we do is a
powerful way to create value
for all our stakeholders and
secure a long-term future for
our business.

We promote innovation
and teamwork

We challenge how things
are done, anticipate future
opportunities and understand
that to deliver value takes
collaboration and a healthy
respect for individual skills.

We have passion
and integrity

We are realistic about what we
can achieve, but are ambitious
too, approaching everything we
do with energy and drive.
This sits alongside an openness
and responsibility to deliver on
our promises.

6

Stewardship Code Report 2021

IN 2021:
– We won Large Employer of the Year at
the FTAdviser Diversity in Finance Awards.
– Peter Harrison was voted Top 50 CEO
with 96% approval rating on Glassdoor.
– Amy Cho and Garth Taljard were
recognised for the second year as
executive sponsors in the top 100
LGBT Executive Allies list.
– We signed the Black Talent Charter,
a pledge to help solve the endemic
under-representation of black
professionals in finance.
– We are recognised for being among
the Top 75 Employers in the Social
Mobility Employer Index.
– We retained our spot in the Bloomberg
Gender Equality Index for the fourth
consecutive year.

Our focus on people and culture
Achieving excellent investment performance for our
clients depends on the active management decisions
that our employees make every day. That is why our
success is built on the strength of our culture and our
ability to attract and retain outstanding people. We
prize our reputation as an employer of choice and our
focus is on empowerment and inclusion. We allow all
individuals to have a voice in shaping our culture and
believe that it is essential for our employees to be
able to thrive every day.
Inclusion and diversity are priorities for all of our
stakeholders and they are increasingly becoming
themes that run through all of our people initiatives.

Peter Harrison
Group Chief Executive
Not only do we want to create a culture at
Schroders in which people from all backgrounds
can thrive, we also want to help the companies
we invest in do the same.

Our focus on engagement and retention
Our retention of highly-rated employees is one of
the key indicators we use to measure our
performance. High retention levels represent a
committed and engaged workforce, which is aligned
with Schroders’ values and sustainability goals. In
2021, our retention rate for highly-rated employees
was 94%; same as in 2020. Maintaining high levels of
retention helps us nurture a long-term culture that
cares about people and outcomes.
This complements our stewardship activities by
ensuring that our employees have a long-term
view in mind when managing assets on behalf of
our clients; something that is also supported by
our incentives structure, which we discuss under
Principle 2.

Our approach to inclusion and diversity
Our commitment to creating a truly inclusive culture
at Schroders is at the centre of our people strategy,
and is led by our Group Chief Executive, along with
executive sponsorship from our GMC members.
We do not believe it is possible to meet the high
standards set by our global client base without the
breadth of thought and experience that comes from
having a diverse workforce and leadership team.
We expect our investee companies and their boards
to be able to demonstrate that they comprise a
diverse selection of individuals across, but not limited
to, gender, ethnicity, sexuality and socio-economic
backgrounds, and we aim to do the same in our
own business.

We are committed to providing equal employment
opportunities and combating all forms of
discrimination. In keeping with our equal opportunities
policy, we give fair consideration to all employment
applications, including from disabled people,
considering particular aptitudes and abilities. If
employees become disabled, employment continues
wherever possible, with retraining if necessary.
For the purposes of training, career development and
progression, all employees are treated equally as part
of our commitment to making Schroders an inclusive
place to work. Where possible, we monitor the age,
disability, ethnicity, faith, gender, sexual orientation
and socio-economic background composition of our
workforce and those applying for jobs. Our strategy
and decisions are informed by the data we collect
from our employees and the benchmarking initiatives
we are involved in.

Stewardship Code Report 2021
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Gender diversity at Schroders
Schroders plc Directors

2020

2021

Male
6 (50%)

Female
6 (50%)

Senior management1

Male
5 (45%)

Female

Total senior management

Male
367 (33%)

Female
755 (67%)

Male
331 (33%)

Male
358 (31%)

Male
327 (33%)

Female
674 (67%)

Male
36 (28%)

Female
93 (72%)

Male
31 (24%)

Female
97 (76%)

2020

2021

Female
781 (69%)

Female
662 (67%)

2020

2021

All employees3

2020

2021

2020

2021

6 (55%)

Subsidiary directors2

Male

Female

2,403 (42%) 3,347 (58%)

Male

Female

2,283 (41%) 3,288 (59%)

Source: Schroders Annual Report and Accounts 2021.
1

2
3

 enior management includes members of the GMC, the direct reports of the GMC and the direct reports one level below that, in each case excluding
S
administrative and other ancillary roles. The data excludes executive directors and includes some people who are also subsidiary directors.
Other subsidiary directors comprises directors of subsidiaries who are not classified as senior management.
All employees includes permanent and temporary staff.

We firmly believe that the need to address
representation in the workforce is a challenge
affecting our whole industry and is not just an
organisational one. As such, we endeavour to
participate in initiatives focused on driving change
as well as benchmarking our efforts as a company.
We continue to be included in the Bloomberg Gender
Equality index seeing improvements in our results
and scoring above the financial services norm, and
in Luxembourg, we received recognition on the
Action Positives programme by the Ministry of
Equality for promoting gender diversity in the
workplace for the past three years.
We have achieved our latest Women in Finance
Charter target of 33% female representation in
senior management. We continue to push for
progress but there remains much more to do. We
are aware that as we address the pipeline issues
and bring more female talent into the industry at
entry level, we increase the challenge in the short
term. We have linked female representation in
senior management to pay outcomes for senior
management for several years and continue to do so.

8
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In 2021, we continued to demonstrate our
commitment to a more diverse workforce by joining
the Black Talent Charter and the UN Women’s
Empowerment Principles. We also continued our
partnerships with #10000BlackInterns, UpReach,
Snowdon Trust, Amos Bursary, Enactus.
We continue to focus on social mobility. We were
listed again in 2021 in the top 75 employers in the
Social Mobility Foundation’s benchmark and were
selected to participate both in the advisory group
and working groups for the City of London Social
Mobility task force. We also started to capture
data from employees around their socio-economic
background. We are proud to be recognised as Large
Employer of the Year at the FTAdviser Diversity in
Finance Awards and SchOUT (our LGBT+ employee
resource group (SchOUT) was recognised as the most
innovative DE&I committee at the Harrington Starr
Top 1% Workplace Awards.

We continue to work closely with the Diversity Project
and the Investment Association on initiatives to
position investment management as an attractive
industry for diverse talent. This includes programmes
like Investment20/20 and a returners programme to
encourage those who have had a break to come back
into the industry, and being a founding supporter of
the Future Female Fund Managers Programme.
Going forward, we know that we can do more to
promote diversity in our workforce and leadership
team. To achieve this, and to continue to drive
accountability with our leaders, in 2021 we introduced
targets for ethnic representation as well as functional
and country targets for gender representation where
appropriate to ensure alignment to our global vision.
These are linked to the remuneration of our senior
management team – an approach that has succeeded
in generating year-on-year improvements on gender
diversity. We continue to drive for progress on gender
diversity and have now set a new target of 35%
female representation across senior management
by the end of 2023. Alongside setting higher senior
management targets, we also plan to:
– Further embed hybrid working practices across
the business
– Make further improvements to our family leave
provisions to ensure that they are compelling
and competitive
– Better track progression at Schroders to ensure
everyone has a fair and equal opportunity
– Continue to improve our recruitment practices to
ensure our candidate lists are diverse,
– Roll out an all-manager initiative with a focus on
inclusive teams
– Increase our diversity profile completion to better
understand the diversity make-up of our people
and once we reach 80% completion on ethnicity
data publish our ethnicity pay gap

Our commitment to a net zero pathway
We know that we are facing a climate emergency
which requires leading businesses such as ours to
take urgent action and decarbonise in line with global
climate goals.

Our culture of supporting best practice in
sustainability
Part of our culture is a strong conviction in
the value of helping identify best practice and
raising the bar across the market. To achieve this,
Schroders is a member, participant or signatory
to a number of industry organisations in which
we share know-how and collaborate on various
industry initiatives. Examples include:
– UN Principles for Responsible Investment (PRI)
– CDP (previously “Carbon Disclosure Project”)
– Climate Action 100+
– United Nations Global Compact (UNGC)
– Coalition for Climate Resilient Investment
– Asian Corporate Governance Association (ACGA)
– Asia Investor Group on Climate Change
– Responsible Investment Association of
Australasia (RIAA)
– Investor Forum
– European Sustainable Investment Forum
(EuroSIF)
– Institute of Business Ethics (IBE)
– International Corporate Governance
Network (ICGN)
– Investment Association Sustainability and
Responsible Investment Committee
– Pensions and Lifetime Savings Association
– Eumedion
– Green Bond Principles (GBP)
– Better Buildings Partnership
– Global Real Estate Sustainability
Benchmark (GRESB)
– Net Zero Asset Managers Initiative
A full list is available on our website and Principle 4
has more details on our industry involvement and
the nature of our contribution.

In January 2021, we wrote to all FTSE 350 companies,
urging them to publish detailed transition plans
for how they intend to transition their businesses
towards net zero emissions by 2050.

later, this number has doubled, with around one-third
of the companies we contacted now having set, or
committed to set, a science-based target.

At the time, around one-sixth of the companies
we wrote to had committed to decarbonisation in
line with the goals laid out in the Paris Agreement,
through science-based targets. Over nine months

We believe it is important to hold ourself to the same
high standards we set for our investee companies.
This is why, to honour our commitment to the Net
Zero Asset Managers Initiative (NZAMI), in 2021

Stewardship Code Report 2021
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Schroders set science-based targets which have since
been verified by the SBTi. These targets commit us to
aligning our financed emissions, across our portfolio
companies Scope 1, 2 and 3 GHG emissions, to a 1.5oC
world by 2040, across 100% of our investments. We
also have an interim target of 2.19oC by 2030 across
Scope 1 and 2 emissions.
We report adherence to these targets on an annual
basis in our Group TCFD report which is now
published separately from our Annual Report and
Accounts. Our 2021 TCFD report can be found here.
Its purpose is to give our shareholders, clients,
and other stakeholders a better understanding of
our business’ and clients’ investments exposure to
climate-related risks, our strategic resilience to
these risks and the climate-related opportunities we
are pursuing.

Moreover, at the end of 2021, we published our
Climate Transition Action Plan (CTAP), where we set
our strategy and pathway towards operating as a net
zero business. The CTAP outlines how we will manage
our business toward net zero emissions across both
our own operations and value chain. The latter makes
up the majority of our emissions and relates primarily
to the investments we make on behalf of our clients.
Specifically, the financed emissions from the
investments we manage are around 6,000 times
greater than those from our own business
operations, which is why our strategy focuses on
key areas of engaging with companies to influence
corporate behaviour, our climate solutions, and
monitoring. We will deliver that transition to protect
and create value for our clients. We outline the focal
areas in our plan in the box below.

In order to achieve net zero our approach focuses on the following areas:
Measure exposure and realign portfolios

Track and hold companies to account

Continue to invest in our leading proprietary
tools and data

Identify companies on which to focus our
engagement efforts

Align portfolios to 2.2ºC by 2030 and 1.5ºC by 2040

Apply our climate engagement and escalation
framework
Take action against companies that do not
make progress

Take a solutions approach to net zero

Transitioning our operations

Continue to study our clients' evolving priorities

We will reduce absolute Scope 1 and Scope 2
(location-based) greenhouse gas emissions 46% by
2030 from a 2019 base year

Continue developing climate-focused products
and solutions

We will increase annual sourcing of renewable
electricity to 100% by 2025*

Allow clients to connect their capital to real world
emissions reductions, focusing initially on natural
capital solutions

We will reduce absolute business travel greenhouse
gas emissions to 50% by 2030 from a 2019 base year
We will work with our suppliers so that 67% of
suppliers by emissions will have science-based
targets by 2026
Our business has been operating on a climate-neutral
basis since 2019

Source: Schroders Climate Transition Action Plan.
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As responsible investors and guardians of our
clients’ assets, we seek to actively influence
corporate behaviour so that the companies we
invest in are managed in a sustainable way. This
means that stewardship and implementing an
engagement strategy with a clear escalation and
voting policy are critical levers in our effort to meet
our net zero commitment and we will be engaging
and working with our investee companies to
transition their business models to decarbonise in
line with a net zero or 1.5°C pathway. We discuss
this further under Principle 4 where we cover climate
change as a systemic risk and how we seek to
address it.
Moreover, our net zero commitment includes
working with our clients on decarbonisation goals.
We are engaging with clients to help build their
understanding of the risks and opportunities climate
change presents, and measures to help them manage
those impacts. We are expanding the options for our
clients to invest in climate solutions, benefiting from
the growth underway in those markets. However,
we recognise that clients are at different stages of
their transition journey, and so continue to evolve
our strategic climate offering to support these
requirements.

3

Serving our clients
Our core belief that investments should be actively
managed was rewarded in 2021. The conscious
and considered decisions of our fund managers
have driven positive outcomes for clients with 79%
of client assets outperforming their respective
benchmarks over three years and 78% of client assets
outperforming their respective benchmarks over five
years3.
This demonstrates the value that we have delivered for
our clients. But it is also important to us to understand
client views and priorities when it comes to investing.
This is why we carry out on an annual basis our two
flagship investor surveys, the Global Investor Study
and the Institutional Investor Study, canvassing the
views of retail and institutional investors respectively.
These help us identify investment priorities and
sentiment as well as more specific views and
preferences in regard to focal areas such as
sustainable investment and stewardship. We use
the results to inform our priorities and to provide
a better service to our clients.
We provide more detail on these Studies and how we
take client responses into account for our stewardship
activities under Principle 6.

See Schroders Annual Report and Accounts 2021.
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Principle 2
Signatories’ governance, resources and incentives support stewardship.
Our ownership structure
Schroders plc is a listed company and a constituent
of the FTSE 100 Index.
Although Schroders plc is listed, we have a long
history of family ownership stretching back over 200
years and the founding Schroder family maintains a
very substantial stake in the business. This ownership
structure enables us to take a longer-term view in
relation to our business and our clients’ interests than
many of our competitors, consistent with our role as
a long-term steward of clients’ capital.
We uphold the same standards in running our own
business that we expect and ask of other companies
in our capacity as an investor. We have found that in
many cases our experience as a listed company helps
inform and shape our expectations as an investor. We
believe that this dual perspective improves our ability
to exercise stewardship over our investee companies.
To encourage this, we ensure that our sustainability
experts maintain an ongoing dialogue with those
responsible for Schroders’ own governance
arrangements, including our corporate secretariat
team. For example, representatives from both teams
participate in our Corporate Responsibility Committee
which, as we outline in the next section, is part of the
governance framework surrounding sustainability
and stewardship within Schroders.
Our corporate structure may give rise to conflicts of
interest; for example, when it comes to exercising
our voting rights over any shares in Schroders plc.
Principle 3 has further details around our approach
to conflicts of interest and how we manage them.

Our governance framework
We have designed our governance framework so that
stewardship is effectively embedded and overseen
across our business.
Our Board is ultimately responsible for the
management of our business, including setting our
strategic direction and delivering on our objectives.
To support the implementation of our corporate
strategy, we have a number of executive committees
that are responsible for managing the business on
a day-to-day basis.
The most senior executive committee is the Group
Management Committee (GMC), which comprises
the firm’s senior management team and acts as
the principal advisory committee to the Group
Chief Executive.

4
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The other executive committees most relevant
to delivering and overseeing our sustainability
programme (including stewardship) are:
– ESG Executive Committee (ExCo). The ESG ExCo
considers the Group’s sustainability strategy and
advises the Global Head of Investment on the
investment management sustainability strategy,
including: stewardship priorities, management
of our climate change strategy, management of
climate targets and how we achieve our net zero
asset management business model.4
– ESG Steering Committee (SteerCo). The ESG
SteerCo is responsible for overseeing the delivery
of Schroders’ overall firm-wide sustainability
strategy and stewardship programme priorities.
This includes the coordination, alignment, and
monitoring of progress on the implementation
of sustainable regulatory developments. The
committee is chaired by our Global Head of
Investment and comprises a wide range of
members of the firm’s senior management teams,
including several members of the GMC.
– ESG Regulatory Steering Committee (ESG Reg
SteerCo). The ESG Reg SteerCo monitors emergent
ESG regulations and determines their high-level
impact on our ESG strategy and supporting
operations. The ESG Reg SteerCo receives input on
forthcoming sustainability-related regulation from
our in-house Public Policy team, which actively
engages with relevant regulators, industry trade
associations and other sustainability initiative
bodies, in addition to our in-house ongoing
monitoring of the regulatory horizon.
– Corporate Responsibility (CR) Committee.
The CR Committee is responsible for assessing
and managing our corporate responsibility
strategy, including key initiatives, new
commitments and policies which includes our
approach to climate-related issues as a corporate.
It is chaired by our Group Chief Executive and
includes management representatives from across
the business.
– Group Risk Committee. The Group Risk
Committee is responsible for reviewing and
monitoring the adequacy and effectiveness of our
processes around the identification, assessment,
mitigation, monitoring and management of all
risks faced by the Group in achieving its business
objectives. This includes investment risk and
related sustainability risks. This Committee is not
dedicated solely to stewardship and sustainability
but has rather implemented these into its overall
governance. For example, in 2021 the Committee
reviewed dashboards showing how the ESG risk
profile is evolving over time in the portfolios
that we manage for clients. Several metrics were

 he Committee membership has members in common with the Corporate Responsibility Committee and the ESG Regulatory Steering Committee,
T
to assist with information flow.

Stewardship Code Report 2021

used here, including the proportion of assets in
portfolios which have a stronger sustainability
score than their respective benchmarks, and
also metrics and dashboards showing trends in
temperate alignment to our net zero ambitions.
The Group Risk Committee also receives a monthly
Management Information pack, which reports on
key risk issues identified over the month, including
ESG risks identified. We describe our Investment
Risk Framework in more detail under Principle
5 and cover our broader risk management
framework under Principle 4.
– Group Conflicts Committee. The Group Conflicts
Committee is chaired by the Global Head of
Investment and comprises senior management
from many of the firm’s functions responsible
for the management and resolution of potential

conflicts, including Risk, Compliance, Legal, Human
Resources and Internal Audit. The Committee
oversees the implementation of the firm’s conflicts
framework across all regions, and supports our
business teams in identifying and mitigating
potential conflicts. See Principle 3 for further
details on our conflicts of interest framework.
– Corporate Governance (CG) Committees. Our
stewardship activities are supported by four CG
Committees, whose remit is to provide oversight
over our voting activities. Each CG Committee
covers a different region and is chaired by
the corporate governance expert within the
Sustainable Investment team covering that region.
More detail on these Committees can be found
under Principle 12.

Overview of the sustainability governance structure
Schroders plc Board
Group Chief Executive
Group Management Committee
Comprises the senior management team and acts
as the principal
advisory committee to the Group Chief Executive
Schroders
plc Board

ESG Executive
Committee

ESG Steering
Committee

ESG Regulatory Steering
Committee

Considers the Group’s sustainability
strategy and advises the Global Head
of Investment on the investment
management sustainability strategy

Oversight and delivery
of Schroders'
sustainability strategy

Monitors emergent ESG
regulations and determines their
high-level impact on our ESG
strategy and supporting operations

CR Committee

Group Risk
Committee

Group Conflicts
Committee

Firm-wide risk
management oversight

Management and oversight of
firm-wide conflicts of interest

Aligning sustainable/responsible
corporate and investment activity

Sustainable Investment team
32 specialists with 300+ years' investment experience
Research

Integration

ESG tools

ESG Data

Corporate Governance Committees

Oversight and review of voting priorities and regional voting activity

Network of collaborators
50+ Sustainability
Investment
Champions

30+ Sustainability
Distribution
Champions

Drive ESG best practice
on investment desks

Local market sustainability
ambassadors

25+ Data
Insights Unit
Harnessing unstructured
data to enhance
sustainability insights

7 Sustainable
Equity and Credit
Analysts

Source: Schroders as at 31 December 2021.
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This structure reflects two changes that took place in
2021. First, we created the ESG ExCo to focus on the
sustainability strategy with the ESG SteerCo overseeing
its successful implementation across business
areas. Second, we created the ESG Reg SteerCo to
ensure there is a working group with representatives
from across the business globally focussing on
sustainability-related regulation. This was in response
to the increased scale of relevant regulatory change
taking place globally and our objective to successfully
engage and implement each new regulation as it
comes into effect.
This governance structure sets the parameters of our
sustainability programme, which, in turn, serves as
the backdrop to our stewardship agenda. Specifically,
we see stewardship, that is, using our role as active
owners to effect change in companies, as an essential
tool in ensuring they are sustainable. This then helps
us deliver our sustainability ambitions as a firm and
sustainable investment for our clients.
By bringing different functions together we aim
to ensure that there is a firm-wide approach to
stewardship, which is consistent across our product
offering and execution, and that stewardship activities
are informed by client preferences and priorities. We
also aim to have a common view of how ESG factors
are integrated across our investment teams and
communicate this effectively both within the firm and
to our existing and prospective clients.

Our resources
Our Sustainable Investment team
To support our investment teams, Schroders has an
experienced and well-resourced central Sustainable
Investment team, which has been embedded as part
of our overall investment processes for some time.
The Sustainable Investment team serves as a central
resource for expertise on sustainability issues. The
team does not decide whether a company is “good”
or “bad” in ESG terms, but ultimately provides the
necessary resources, information, strategy and
guidance for fund managers and analysts to draw
their own conclusions on the sustainability profile of
a company and act appropriately.
To deliver against our intensifying ambitions
in sustainability including our net zero targets,
during 2021 Schroders invested substantially in the
Sustainable Investment team resource. As a result,
the team headcount increased by about 50% over
2021 and, as at December 2021, the team comprised
32 dedicated ESG professionals with over 300 years’
combined investment experience.
There have been three key changes in the
team’s structure:
– Recognising the need for more sophisticated ESG
analysis and reporting, we created a new ESG
Models team and transferred a pre-existing ESG
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Data Group to the team. They are intended to
serve as dedicated resource for the development,
maintenance and review of our proprietary tools
as well as the procurement, management, and
governance of ESG data.
– We brought the ESG models and data teams
together with our ESG integration experts and
sustainable investment research analysts under
one “Sustainable Investment Management”
umbrella. A new role of Head of Sustainable
Investment Management was created to lead
this team, reporting to the Global Head of
Sustainable Investment.
– Following the departure of the previous Head of
Engagement and Head of Corporate Governance
over the course of 2021, we restructured the team
by bringing together our engagement and voting
experts under one “Active Ownership” umbrella.
We created a new Head of Active Ownership role
to lead this team and report to the Global Head of
Sustainable Investment.
So now the Sustainable Investment team is organised
into three pillars:
1. Sustainable investment management. This
incorporates integration, thematic research,
ESG models and ESG data.
Our Integration team works with our investment
teams to integrate our proprietary ESG tools and
research into their investment processes. This
includes organising ESG training for investment
teams and the team is also responsible for the
annual review and integration accreditation of
all our investment desks (we outline this process
under Principle 7).
Our Research team is responsible for conducting
research into our key thematic areas and working in
collaboration with investors to help them understand
how these themes impact their portfolios.
Our Models team is responsible for the
development, maintenance, and evolution of our
suite of proprietary tools.
Our ESG team is responsible for ESG data
procurement, data hygiene, maintenance and
governance before it feeds into our proprietary
tools and models.
2. Active ownership. This encompasses engagement
and voting. Our Engagement team partners with
investors to have dialogue with the companies
in which we invest, seeking to understand
how prepared they are for a changing world
and pushing them towards more sustainable
practices. The team tracks the progress of these
engagements and hold companies to account.
Our Corporate Governance team is responsible for
voting in line with our voting policy and principles
as outlined under Principle 12.

3. Product. This entails our client, product and
solutions activities. Our Product team is responsible
for all the externally facing aspects of our
sustainability strategy. This includes our suite of
products and solutions, client reporting and our
engagement with regulators and industry bodies.
The team also produces material to support
investor education on sustainable investing.

We also have regional sustainability specialists
in Europe, Asia, and North America, who work
closely with our regional investment desks and
clients globally to help them to achieve their
sustainability objectives.
In light of increasing sustainability-related
regulation globally, during 2021, we expanded the
Product team by hiring subject matter experts in
this area.

Overview of the Sustainable Investment team
Andrew Howard
Global Head of Sustainable Investment

Sustainable
Investment
Management

Active
Ownership

Product

Integration,
thematic research,
ESG models & data

Engagement
& voting

Client engagement
& product support

12

8

5

Product
Regional
Focus

5

Source: Schroders as at 31 December 2021.
Additional graduate resource is not included in the numbers shown.

For us, sustainability is a core part of our firm-wide
strategy and fundamental to our ultimate purpose,
which is to provide excellent investment performance
to clients through active management. The
Sustainable Investment team works in partnership
with many teams around Schroders including our
investment teams, Data Insights Unit, Product
Governance and client teams. We also have a number
of dedicated sustainable equity and credit analysts
who are embedded within our investment desks.
Within the Sustainable Investment team, we
employ individuals with expertise across a broad
range of disciplines. This includes individuals with
backgrounds in investment research, portfolio
management, distribution, technology, as well as
sectoral and product specialists and people with
corporate governance backgrounds. We believe
that this can help give a more rounded view to
our stewardship activities; one that recognises the
idiosyncrasies of each region, sector, and company
and ensures high stewardship standards.
The majority of the Sustainable Investment team
members are based in London. We have also regional
presence with Heads of Sustainability in North

America, Europe, and Asia. We are also expanding
our resource across regional integration and
product specialists. The team is majority female
and encompasses multiple ethnicities. We discuss
our broader, firm-wide diversity initiatives under
Principle 1 alongside culture and values.
The team is supported by a network of collaborators
driving sustainability best practice across our
business. We have an 80+ strong ‘ESG champion’
network covering both Investment and Distribution.
Our sustainability ‘champions’ provide a bridge
between their immediate teams and the Sustainable
Investment team and act as sustainability subject
matter experts supporting Investment and
Distribution colleagues. The aim is to ensure
investment desks use all the resource available
to them and apply appropriate rigour in how
sustainability is integrated into their investment
process. Distribution champions support their
client-facing colleagues and their clients in keeping
abreast of the developments within the Schroders
sustainability capability. They also aim to ensure that
client interests and concerns are communicated back
to the Sustainable Investment team.
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Sustainable Investment team
Andrew Howard

Global Head of Sustainable Investment
Joined Schroders in 2016; 24 years experience; MBA, BSc Economics

Margot von Aesch

Head of Sustainable Investment Management
Joined Schroders in 2021; 21 years experience; BSc Economics

Integration

ESG Data

ESG Models

Research

Stephanie Chang

Cathy Zaccheo

Ben Corris

Angus Bauer

Head of Integration
Joined Schroders in 2018
16 years experience
MA Philosophy, Politics
and Economics; CFA

Head of ESG Data Group
Joined Schroders in 2012
20 years experience
BA (hons) American Studies and
Literature, Life and Thought

Head of ESG Models and Data
Joined Schroders in 2008
13 years experience
PHD Atmospheric Science; MPhys
(hons) in Physics with Astrophysics;
CFA

Head of Sustainable Research
Joined Schroders in 2021
11 years experience
BA Modern Languages

John Cox

Ross Cheyne

Niall Smith

Catherine Macaulay

Integration Manager
Joined Schroders in 2021
14 years experience
MSc International Development,
BSc Economic History

Data Analyst
Joined Schroders in 2019
20 years experience
BSc Physics

Models & Data Analyst
Joined Schroders in 2021
4 years experience
MSc Artificial Intelligence;
Environment & Resource
Management BA Earth Sciences

Sustainable Investment Analyst
Joined Schroders in 2020
3 years experience
MSc International Development;
BA Politics; CFA Level 3 candidate

Dan Chi Wong

Samuel Thomas

Sustainable Investment Analyst, Asia
Joined Schroders in 2020
10 years experience
Masters in Environmental Economics;
Bachelor of Accountancy; CFA level 2

Sustainable Investment Analyst
Joined Schroders in 2021
9 years experience
BSc Finance

Cheryl Nam*

Holly Turner

Student Trainee, Asia
Joined Schroders in 2020
<1 year experience

Sustainable Investment Analyst
Joined Schroders in 2019
2 years experience
MSc Climate Change, Management
and Finance; BSc Geography

Stephanie Williams
Sustainable Investment Analyst
Joined Schroders in 2021
3 years experience
BSc Geography

Kimberley Lewis

Hannah Simons

Head of Active Ownership

Head of Sustainability Strategy

Joined Schroders in 2021; 4 years experience
MSC., J.D., BA Government & Politics

Joined Schroders in 2015; 21 years experience
BSc Actuarial Science

Active Ownership
Carol Storey

Tim Goodman

Active Ownership Manager
Joined Schroders in 2020
9 years experience
MSc Actuarial Finance;
MA Human Sciences; FIA, CERA

Head of Corporate Governance
Joined Schroders in 2021
13 years experience
Chartered Governance Institute

Katie Frame

Shane Beldom

Active Ownership Manager
Joined Schroders in 2021
3 years experience
BSc Geography

Voting & Implementation Specialist
Joined Schroders in 2021
25 years experience

Product

Regions

Anastasia Petraki

Nathaele Rebondy

Investment Director
Joined Schroders in 2019
9 years experience
PhD Finance; BSc Economics

Head of Sustainability, Europe
Joined Schroders in 2015
16 years experience
Master of Advanced Studies

Katie Green

Marina Severinovsky

Investment Director
Joined Schroders in 2012
9 years experience
MBA, BSc Economics & Philosophy,
CFA

Head of Sustainability, North
America
Joined Schroders in 2010
13 years experience
MBA Finance; BA Economics

Amelia Reay

Yousif Ebeed

Investment20/20 Trainee
Joined Schroders in 2020
<1 year experience

Corporate Governance Analyst
Joined Schroders in 2020
4 years experience
BSc Law

Jack Bowles

Mervin Tang

Associate Investment Director
Joined Schroders in 2020
6 years experience
BSc Biomedical Science

Head of Sustainability APAC
Joined Schroders in 2021
14 years experience
MSc, BA Economics, CFA

Pippa O'Riley

Megan Theobald

Claire Herbert

Product Executive
Joined Schroders in 2018
2 years experience
IMC

Associate Investment Director, APAC
Joined Schroders in 2016
5 years experience
BSc Economics.; IMC, IOC;
CFA Level 1

Corporate Governance Analyst
Joined Schroders in 2015
5 years experience
IMC

Kiana Safa*

Lazaro Tiant

Graduate trainee
Joined Schroders in 2021
<1 year experience
BSc Economics

Investment Director, North America
Joined Schroders in 2021
9 years experience
BA Economics

Source: Schroders as at 31 December 2021. Years of experience reflects years in the investment management sector.*Graduate resource.
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How we organise stewardship between
the Sustainable Investment team and
analysts/fund managers
We believe that the process for integrating ESG
into our investment strategies should be owned by
our investment teams. In our view, ESG risks and
opportunities sit alongside the more traditional
financial and market analysis that are necessary to
form a complete and accurate valuation of a company.
As discussed above, the Sustainable Investment
team provides our analysts/fund managers with the
necessary tools and information to allow them to
analyse sustainability factors with respect to their
holdings and to identify issues for engagement
as part of our stewardship activities. This research
and engagement is generally coordinated by each
investment desk, for example European equities,
global equities, emerging markets and credit.
Individual desks establish their respective priorities
both in terms of topics and companies with which
to engage.
Once these priorities are agreed, our analysts/fund
managers determine the objectives, time frames and
the appropriate process of engagement and they
execute it, often with support from the Sustainable
Investment team. We regard this approach as “bottomup", starting with research with respect to individual
companies. The engagements that are led directly
from our Sustainable Investment team are often more
“top-down”, whereby the team determines key trends
and risks, often supported by thematic research,
and then engages with companies and sectors most
exposed to those risks. Our reporting under Principle
9 outlines how much of our engagement activity is led
by which team.
Having said that, these activities do not operate in
silos. There is ongoing communication between
our sustainability experts and our analysts/fund
managers to ensure a consistent information flow
and a shared ownership of our stewardship activities.
This communication happens not only on an ad hoc
basis as and when issues arise but there are also
regular monthly meetings between the Sustainable
Investment team and key investment desks.
Depending on the investment focus of each desk,
the ensuing engagement may have a different
regional footprint. For example, European Equity will
concentrate on European companies. Generally, we do
not think of our stewardship activities differentiated by
regions but rather by investment desks, albeit many
of which have a specific regional focus. Our analysts
provide the regional context for each firm. Where
the starting point of our stewardship (across both
equities and credit) are the companies themselves, this
regional context is important in order to understand
the different pressures companies face. This, in turn,
shapes our stewardship priorities. For example, we
would not expect the same climate change transition
plan from a company based in a Nordic country in
Europe as from a company based in Central Asia, even
if the end point of a net zero transition is common.

Tools, data, and technology supporting
our stewardship
While people are our main asset, over the last years
we have invested significantly in technology resource
and data. The Sustainable Investment team works in
partnership with Schroders' Data Insights Unit, using
analytics and data science techniques to uncover
investment insights linked to sustainability trends.
This partnership has resulted in the development of
our own proprietary sustainable investment research
tools that have been key to our integration across
investment teams and are highly relevant for
Principle 7 as well.

Proprietary tools
CONTEXT
CONTEXT provides a systematic framework
for analysing a company’s relationship with its
stakeholders and the sustainability of its business
model. Comprising over 260 metrics across over
13,000 companies, it is designed to support our
investors’ understanding of the sustainability of
companies’ business models and profitability, and
provides structured, logical and wide-ranging data to
support our analysts’ views. This consistent structure
makes information sharing easier and allows us to
identify market wide trends and insights.
CONTEXT is interactive and highly customisable,
enabling each analyst to select the most material
ESG factors for each sector, weigh their importance
and apply relevant metrics. Analysts are then able to
compare companies based on the metrics selected,
their own company assessment scores or adjusted
rankings, with the flexibility to make company specific
adjustments to reflect their detailed knowledge of
companies, sectors, and regions.
The tool is integrated within Schroders’ global research
platform, which is readily accessible across investment
desks and geographies.
Specifically for stewardship, it enables us to track
companies’ ESG performance on chosen metrics such
as employee fatality rates, board independence, and
carbon intensity, as well as the direction of travel over
time. It also helps us to identify areas of weakness for
engagement and to encourage companies to improve
the sustainability of their business models by adopting
industry best practice.
Country CONTEXT
We recognise that the importance of ESG risks
to nations is likely to increase as social and
environmental challenges, such as social unrest
or climate change intensify and the world becomes
increasingly connected. While many investors
consider country risk when allocating capital, there
have been few attempts to date that consider the
long-term sustainability of countries’ growth and
whether risks or opportunities are reflected in
asset valuations.
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Country CONTEXT aims to provide a structure
lens through which to analyst the sustainability of
sovereign GDP growth. By assessing the ESG risks
and opportunities that have historically driven
growth, as well as those that may be influential in the
future, it aims to provide investors with a long-term
view of countries’ GDP growth as well as an indication
as to whether the market is pricing in country
sustainability factors across various asset classes.

country-level helps us quantify the positive and
negative impacts countries have on the rest of
the world.

SustainEx™

These are also an important component for meeting
our own net zero targets, as outlined in Principle 1.

SustainEx™ provides an estimate of the potential
societal and environmental impact that may be
created by the companies in which we invest, allowing
our investors to assess ESG factors that might impact
our clients’ investments. Whereas CONTEXT focuses
on evaluating companies’ performance in key areas,
SustainEx™ provides a measure of those impacts
expressed as a notional percentage of revenues
(positive or negative) of the relevant company. For
example, a SustainEx™ score of +2% would mean
that a company contributed US$2 of relative notional
positive impact (that is, benefits to society) per
US$100 of revenues.
We do this by using certain chosen metrics with
respect to a company and quantifying the positive
and negative impacts of each of those metrics in
economic terms to produce an aggregate measure.
To ensure comparability between companies, the
metrics we select are quantifiable, attributable
to companies, disclosed widely enough to enable
comparisons, and transparent. Nonetheless,
generating such scores involves an element of
judgment and subjectivity, and we use third-party
data and estimates to provide a more complete
picture to our investors.
Whilst many of the metrics used within the
SustainEx™ model are relevant issues to engage
companies on, this requires careful analysis and
understanding of each of the ’externalities’ calculated
by the model as well as thoughtfulness as to how best
to engage with the company.
For example, the social costs of alcohol are estimated
and assigned to companies using the model based
on their sales of alcohol. These notional costs and
will dominate the SustainEx™ scores for most alcohol
producers. Therefore, engagement with an alcohol
company to improve its score may not make sense
in isolation as it would effectively mean asking them
to sell less alcohol, but we may engage with that
company if we consider diversification into other
areas beneficial.
On the other hand, some costs like carbon emissions
are calculated on a bottom-up basis and based on
company reported (or estimated) emissions. In this
case, it would make sense to engage with companies
to reduce their own carbon footprint and we have
sought to do so in many cases.
We are now expanding our model to cover
sovereigns. The extension of our analysis to the
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Climate tools
We also have a suite of climate tools, recognising that
this complex challenge is multi-faceted and we need
multiple lenses to build an understand of climate risk
across our investments.

Climate Progress Dashboard
The Dashboard monitors change indicators across
the four categories that have the most influence on
limiting global temperature rises: political change,
business and finance, technology solutions and
entrenched industry (i.e. fossil fuel use). It provides
us and our clients with an objective, transparent and
comprehensive view of the pace and scale of global
climate action. Moreover, the information can help our
investment teams to understand the scale of change
required and to identify areas of investment risk and
opportunity. It does not compel our investment teams
to buy or sell different companies but it does provide
an indication of how urgently they should be looking at
climate change as a current investment risk and how
that risk changes over time.
Physical risk
Our physical risk framework – which we have applied
to over 10,000 companies globally – calculates what
businesses would have to pay to insure their physical
assets against hazards caused by rising global
temperatures and weather disruption. Comparing that
implied cost to companies’ market values provides a
systematic way to help measure, monitor, and manage
the risks companies face.
Carbon value at risk (VaR)
Carbon VaR measures the extent to which company
profits and investor returns could be at risk from
higher carbon prices as we transition to a lower carbon
economy. Specifically, it estimates the effect of a
significant rise in carbon prices on a company’s cost
structure, industry prices, volumes and cash flows. Our
model examines carbon emissions from companies
direct and indict operations, and elasticity of demand
for their products.
Net Zero Dashboard
The Schroders Net Zero Dashboard measures
investment activity alignment with our SBTi targets.
It estimates the forward-looking environmental impact
of our investing activities and specifically, it calculates
both the implied temperature score and financed
emissions for a snapshot of our investment holdings
so investment teams can track the pace of transition
in individual portfolios. Breaking exposure down by
sector and region supports target setting by analysts
and fund managers, whilst providing Group Risk with
data to engage with investment teams on their climate
transition approach.

Reliance on certain third-party data sources and services
Whilst we don’t outsource any of our stewardship activities to third parties, we do employ some ESG data
providers to help collate information, including Refinitiv, MSCI and Sustainalytics, as well as ISS to help us assess
and execute our voting decisions.
The key third-party service providers that support our stewardship activities are set out below:
Service provider

Brief description of purpose

MSCI ESG

– ESG data, research, and ratings as an input into proprietary ESG analysis
– Screening

Sustainalytics

– ESG data, research, and ratings as an input into proprietary ESG analysis

Refinitiv

– ESG data as an input into proprietary ESG analysis

Bloomberg

– ESG data as an input into proprietary ESG analysis

Thomson Reuters ASSET4

– ESG data as an input into proprietary ESG analysis

ProxyInsight

– to analyse proxy voting trends both over time and comparisons to peers
– provides vote results of meetings to determine cases of significant dissent
where escalation may be needed

ISS

– proxy voting
– proxy voting research

BoardEx

– company director data to help assess board composition and the
experience/external commitments of individuals

Xtract Research

– analysis of bond indentures and covenants
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Private Assets and Alternatives
Our Private Assets and Alternatives businesses are
for the most part organised and managed under
the umbrella of Schroders Capital, Schroders Group
division for private markets. Schroders Capital is
developing its own Sustainability and Impact Policy,
which will be published in 2022. This Policy reflects
common principles and ambitions but also the fact
that private asset investments require different
approaches to public markets. Still, engagement
and stewardship are a key component of this Policy.
Depending on the asset class, theme, sector and
through separate legal entities Schroders Capital
business lines can have their own approach
to sustainability and stewardship.
For example, BlueOrchard is a leading global impact
investment manager based in Zurich. It has particular
expertise in innovative blended finance products
that aim to generate lasting positive impact for
communities in emerging and frontier markets and
a large private debt and more recent private equity
and sustainable infrastructure practice.
Schroders’ Real Estate business is based in London
and is one of Europe’s largest managers of real estate
centred on investing in strong fundamentals and
actively managing real estate portfolios.
Our private equity business, also based in Zurich,
offers private equity strategies that are typically
structured around buy-out, venture, growth and
turnaround strategies, whilst our infrastructure
business is based in Paris and manages infrastructure
debt and equity strategies with a focus on European
infrastructure assets.
Although with different sector and asset class
expertise and faced with different practical
implementation considerations, the sustainability
and stewardship principles we apply at Schroders
Capital and at Group level are common and there
is ongoing collaboration and communication across
the group.
The stewardship activities of these businesses is
supported by the Sustainable Investment team
resource in London and by the Sustainability and
Impact team at Schroders Capital. Particularly, the
Sustainable Investment team provides support
with research and tools, but the activities are often
different in nature reflecting the different underlying
asset classes’ needs. For example, within real estate,
Schroder Real Estate will often own an entire real
estate asset, such as an office development or
retail park, within a fund or client mandate and can
address how that asset performs from a range of
perspectives, such as ESG, directly. Within private
equity, where the business invests directly in an
unlisted entity it is able to take a more ‘hands-on’
approach to determining how the business is run
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along with its fellow shareholders. The private equity
business also invests in third-party private equity
funds, so engages with the managers of these funds
with respect to their own stewardship activities in
relation to the underlying companies. Stewardship in
these cases is very different to engaging as a minority
owner in a publicly listed company, as is the case
generally for our mutual funds, institutional, and
solutions businesses.
There is regular communication and collaboration
between our Schroders Capital, and the Sustainable
Investment teams via the ESG ExCo as well as
ongoing work on a common approach for impact
strategies. In addition, the central Schroders Capital
Sustainability and Impact Team participates in the
dedicated governance forum where each private
asset business discusses ESG matters. Finally,
Schroders Capital Sustainability and Impact Team is
responsible for delivering on the annual sustainability
and impact roadmap through a dedicated working
group meeting twice a month.

The Schroders Capital approach
to sustainability
Schroders Capital’s approach to building change
in a sustainable way is summarised by the
following core attributes:

Intent
We strive to ensure that sustainability and/or
impact are well represented in the investment
objectives and complement the achievement
of financial returns. We aim to select partners
that are like-minded in terms of the change
we target.

Contribution
Our integrated investment process seeks to
contribute to ESG, sustainability and impact
investing via a range of strategies and themes,
including sustainable cities, climate mitigation
and adaptation, financial inclusion, healthcare,
industry and innovation, job creation and
economic growth, amongst others. Active
ownership and engagement expand our
principles and their implementation across
the entire value chain of intermediaries and
stakeholders with whom we work.

Measurement
We collect an extensive range of sustainability
and impact metrics to measure the
effectiveness of our investments in achieving
the goals we set for each strategy, theme,
or sector. We track positive and negative
changes generated over time to enhance the
effectiveness of our active ownership efforts
and inform future investments.

Wealth Management

Benchmark Capital

Cazenove Capital

Benchmark Capital offers a leading range of services
to UK financial advisers from network services, to
platform and CRM technology, to managed portfolio
services, as well as succession management for
advisers, through business sale. It joined the Schroders
Group in 2016 but over the course of 2021, Schroders
acquired the remaining minority interest to expand
our wealth management offering.

Cazenove is the principal UK Wealth Management
business of the Schroders Group, that makes
investment decisions on behalf of clients. It aims to
help its clients plan for a successful financial future.
Such clients include business owners, corporate
executives, stewards of family wealth, and individuals
who have built their wealth in many different fields.
Sustainability is central to the investment decisions
it takes on behalf of its clients. Sustainability risks
form part of its view of investment risk and, therefore,
its portfolio managers assess these risks across their
entire client base and not just for clients invested
in their sustainable product range. In many cases,
Cazenove Capital invests its clients’ wealth in thirdparty funds, hence its sustainability risk assessment
applies to both the manager with whom they invest
and the strategy or fund in which they are invested.
Being one step removed from asset or security
selection as an investor in a third-party managed fund
means that engagement with the underlying manager
is a very important part of the business’ sustainability
‘inform and influence’ framework. This framework
is overseen by the Wealth Management Sustainable
Investment Committee, which includes representatives
of the senior management team who also sit on the
wider Schroders ESG SteerCo as well as the Wealth
Management Investment Committee.
For those clients wishing to look beyond sustainability
risks and be actively invested in strategies
helping to promote or solve sustainability issues,
Cazenove constructs client portfolios which embed
environmental and social themes at their core. The
Wealth Management Sustainable Fund Selection
Group undertakes fund research and selection for
sustainability products across asset classes including
listed equity thematic funds, impact bond funds linked
to the Sustainable Development Goals (SDGs), and
real assets such as battery storage or renewable
energy sites.
Finally, to ensure clients are kept up-to-date with the
latest sustainability issues and Cazenove’s efforts in
tackling them, a network of 30 portfolio managers
within the Wealth Management Business have
sustainability communications KPIs as part of their
roles and act as ‘Sustainability Champions’.

Although the majority of Benchmark Capital’s business
involves assets under administration, Benchmark
Capital used to manage a range of models portfolios
and Multi-Asset Funds under the Fusion Wealth
brand. During 2021, the model portfolio services was
rebranded to Schroder Investment Solutions and
continues to offer a range of Model Portfolios and
Multi-Asset Funds to the UK Intermediary Market.
All these assets are now being managed by the
Schroder Investment Solutions Team who forms part
of Schroders Wealth.
Since all investments are in funds and third-party
managers, there is no direct investment involved.
This is also reflected in the approach to sustainability
and stewardship, which focuses on engaging with the
managers to affect change rather than directly with
the companies.

Our incentives structure
Members of the GMC have specific objectives relating
to sustainability, with a proportion of their variable
remuneration dependent on progress against these
objectives. The annual performance objectives for
the Group Chief Executive include goals relating to
the incorporation of sustainability and ESG factors
in our investment processes, as well as goals related
to the sustainability of Schroders’ own business
policies and practices. For example, as mentioned
under Principle 1, we have linked progress in female
representation across our senior management to
pay outcomes for senior management for several
years and will continue to do so. The Remuneration
Committee also considers corporate performance
on ESG issues when setting remuneration of the
executive Directors.
A significant proportion of higher-earning employees’
variable remuneration is granted as fund awards,
which are notional investments in funds managed
by the Group, thereby aligning the interests of
employees and clients. This includes the executive
directors, other members of the GMC and other key
employees such as senior fund managers.
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Moreover, the performance reviews of Schroders
employees are required to take into account the
training they have undertaken, including ESG training
for members of relevant teams. In collaboration with
other teams, our Sustainable Investment team has
developed several training modules on ESG topics
such as:
– Our proprietary tools, what they are and how to
use them
– Introduction to sustainable investment terminology
– Third-party ESG ratings: different types, uses,
and limitations
– How our Economics team has incorporated
climate change into their 30-year asset class
returns forecasts
These are available to all employees, but those in the
Investment and Distribution functions are particularly
encouraged to complete them.
Additionally, in November 2021, the Sustainable
Investment team held an ESG bootcamp for
Investment Graduates, Sustainable Equity Analysts
and Sustainable Credit Analysts. During this event,
attendees had the opportunity to perform an ESG
analysis of a company, understand our approach
to ESG client messaging and suggest potential
engagement topics with a company (based off of
their previous analysis).

Furthermore, in December 2021, we held an Active
Ownership bootcamp for our Sustainable Equity
Analysts and Sustainable Credit Analysts. During
this Active Ownership bootcamp, we discussed
how to plan and execute an engagement and our
approach to Environmental, Social and Governance
engagements. The attendees participated in several
activities whereby they researched the material issues
facing a company and hence suggested potential
engagements. Both of these bootcamps were
instrumental in incentivising individuals within our
Investment division to be actively involved in Active
Ownership and ESG.
Our Corporate Responsibility strategy recognises the
strategic importance of protecting our planet. This has
been reflected in our executive director remuneration
arrangements for a number of years through the
inclusion of sustainability-related metrics in the annual
bonus scorecard. With the continued evolution of
environmental impact measurement and reporting,
this strategic priority should also be reflected in the
executive directors’ long-term incentives. Therefore,
from 2022 our executive director remuneration
approach will involve:
– A 30% weighting on non-financial metrics, including
sustainability, in the annual bonus scorecard
– A 20% weighting in the Group’s executive directors’
long-term incentives plan on climate-related
metrics, linked to our long-term commitment to
protecting our planet and the reduction of our own
emissions as a corporate

Remuneration actions taken
Performance
Ensuring alignment

– Increased profit before tax maximum under the 2021 bonus scorecard
– resulting in an asymmetrical range
– No adjustments to LTIP targets
– 2020 and 2021 LTIPs waived – mitigating the risk of windfall gains

People
Better for everyone

– Schroders Share in Success Award – encouraged share ownership,
partnership ethos and financial inclusion through the launch of our first
ever all-employee share award
– Performance management – implemented a new approach, including
specific ratings for behaviours, conduct, and business excellence; all key
inputs when assessing compensation outcomes
– Enhanced transparency of pay decision-making – launch of our ‘Fair Pay
for Performance’ framework for all employees

Planet
Protecting our planet's
resources

– ESG engagement targets – introduced in the executive director bonus
scorecard for 2022
– Climate-related metric – introduced to the long-term incentive scorecard
for 2022. 20% will be based on achievement of 100% of Schroders’ global
electricity being from renewable sources and sustaining a ‘Leadership level’
in CDP’s climate change assessment
– Increased focus on sustainability in our employee benefits – including
carbon offsetting initiatives, encouraging employees towards paperless
benefits administration and reviewing company car policies to increase
alignment with our sustainability aspirations

Source: Schroders Annual Report and Accounts 2021.
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Looking to the future
We believe that the governance arrangements
and resources we have made available to support
stewardship are market leading. However,
stewardship is an ever-evolving area and we are
conscious of our responsibility to always reflect on
whether there are ways in which we can improve
in the best interests of our clients.
A key enhancement in 2021 was the expansion
of the Sustainable Investment team particularly
in regards to bringing the two streams of
engagement and voting under one umbrella that
will allow not only the effective running of the
day-to-day tasks but also deeper strategic thinking.
This has already started to bear fruit as our Active
Ownership team has already identified six thematic
priorities for engagement with investee companies
in 2022: climate, biodiversity and natural resource
constraints, human capital management, diversity
and inclusion, human rights, and governance.
The team published an article in December 2021
outlining these in more detail. Over the course of
2022, the team will be communicating its active
ownership strategy with investee companies, clients,
and other stakeholders. Additionally, the team will
be developing engagement toolkits across the six
thematic priorities to support investment teams with
their engagements with companies.

Now our investment teams have been through our
internal accreditation process, we plan to enhance
our integration framework to reflect, among others:
our Group’s climate goals, the expansion of our suite
of proprietary tools, and the six active ownership
priority themes explored above. We discuss our
Integration Accreditation framework in more detail
in Principle 7.
We will continue developing our set of proprietary
tools combining traditional and non-traditional data.
Our objective is enrich our research processes and
continue enabling our fund managers and analysts
to ask questions of how a company is managing its
business, the impact this might have on society and
stakeholders or how they may be contributing to
sustainable themes. Importantly, they also enable
us to expand our reporting to clients to help them
better understand the sustainability features of the
products they have invested in and the impact that
their investments have on environmental and social
factors. As we outline under Principle 6, we made
considerable progress in this area in 2021 with the
launch of our ESG factsheets and we will continue to
assess how to further develop these, particularly to
include fund-level stewardship information.
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Principle 3
Signatories manage conflicts of interest to put the best interests of clients
and beneficiaries first.
Conflicts framework
Schroders accepts that conflicts of interest may arise
in the normal course of our business. Our ability
to manage these conflicts effectively is essential
to achieving good outcomes for our clients. Our
approach is to seek to identify all potential and actual
conflicts and manage them in the best interests of
our clients and in line with regulatory expectations.
We have a documented Group-wide conflicts
of interest policy (available here) that covers
the identification, prevention and management
of conflicts. All employees globally are subject
to the policy, and all employees have received
training on our conflicts framework. There are also
supplementary local policies, where necessary to
comply with local regulatory requirements. Under our
conflicts framework, potential and actual conflicts are
prevented, eliminated, mitigated, or appropriately
managed through effective measures and
governance and oversight arrangements, such as:
– Policies and procedures
– Processes and controls
– Modifications to or limitations imposed on business
processes or personal activity
– Client disclosure
– Business decision to change or stop an activity
All potential conflicts that are identified (by category)
are recorded in our Conflicts of Interest Register,
along with associated controls and mitigating actions.
This is reviewed regularly by the Schroders Group
Conflicts Committee – a sub-committee of the Group
Risk Committee.
The Group Conflicts Committee is chaired by the
Global Head of Investment, with participation by
the Global Control Function Heads, Business Chief
Operating Officers or Chief Administrative Officers,
and meets monthly or more frequently should
specific matters arise. On a rolling basis, the Chief
Administrative Officers of the Regions (EMEA, Asia
Pacific, and Americas) also present to the Committee
an overview of the conflicts of interest management
practices in their respective businesses and regions,
highlighting any situational conflicts resolved
in-country during the past year and any standing
conflicts that have been identified in their region
and added to the Conflicts of Interest Register.
The Group Conflicts Committee also maintains a log
of actual conflicts escalated to the committee, and
their resolution.
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From time to time, the Group Conflicts Committee is
asked to adjudicate on instances of material conflicts
that cannot otherwise be eliminated or have not been
resolved locally or through a standing process (for
example, trade order allocation processes), in order
to reach a consensus on the outcomes in the best
interests of clients. Conflicts that cannot be resolved
by the Group Conflicts Committee, or matters which
could impact the risk profile of the firm, are escalated
to the Group Risk Committee (for more details see
Principle 4) and to relevant legal entity boards.
The Group Conflicts Committee also provides a report
of material matters to the Group Risk Committee on
a regular basis, and Compliance reports regularly
on conflicts to relevant legal entity boards. Where
agreement cannot be reached on a particular issue,
or the conflict is deemed to involve a significant
reputational impact, the matter may also be escalated
to the Group Chief Executive for a final resolution.
The conflicts framework is supported by our
Compliance team who maintains the conflicts of
interests records (Group Register and Group Conflicts
Log) and who provides guidance to the business on
whether different scenarios present a conflict and
whether the associated controls or mitigating actions
are adequate.
Our conflicts of interest policy is reviewed annually.
The Compliance team also carries out second line
monitoring and review of conflicts management to
determine if material conflicts have been identified
and the Group Internal Audit provide a third line
review of our conflicts framework.

Conflicts of interest
Business conflicts
Conflicts that can arise in the course of our business
include the following, non-exhaustive, issues:
– Our Group structure. As outlined above,
we have a successful and significant Wealth
management business in our Group. We separate
the processes and management of our main
Asset Management businesses and our Wealth
Management division to help ensure that our
wider business and the individuals who run it
do not inappropriately influence decisions made
for our Wealth Management clients, for example
by investing their capital in a Schroders product
that may be less suitable than a third-party
fund. There may also be competing interests
within the Asset Management Division, for

example between our retail funds business and
our institutional business. In this case, we have
separate legal entity boards responsible to oversee
the management of these businesses. Where
executive directors serve on these boards, we
have sought to align their corporate roles to the
interests of the ultimate end-clients of the entities
insofar as possible, and we have appropriate
conflicts of interest management as part of board
governance, overseen by our Corporate Secretariat
team.
– Overlapping mandates. It is inevitable given
the size and diversity of the Schroders Group
that different client mandates result in portfolios
that invest in the same issuers. This can result in
competing orders to deal in the same instrument
for different clients or, particularly in less liquid
markets, transactions taking place between
clients (in line with regulatory requirements and
restrictions applicable to such transactions).
Certain multi-asset or fund of funds strategies
may also be able to invest in other Schroders
managed products. To manage these situations,
we maintain policies on allocation and valuation
to ensure that client orders are allocated fairly and
that any transactions between clients are priced
at an independently determined market price.
We also maintain a robust investment oversight
process (including reviews by Asset Class Risk
and Performance Committees chaired by senior
Investment professionals with engagement by
Group Investment Risk), and information barriers
to ensure that our multi-asset and fund of funds
products make investments that are in the best
interests of our clients. In cases where that is in
another Schroders product, our in-house teams
do not have informational advantages over other
fund investors.
– Remuneration. Any performance-based
remuneration structures should not incentivise
employees to engage in misconduct or otherwise
act in ways that are not in clients’ best interests.
We have a holistic remuneration framework in
place, designed to promote sound and effective
risk management and to ensure that our
remuneration practices do not create undue
conduct risk. This framework is subject to the
oversight of the Remuneration Committee of
the Group Board of Directors.
– Market abuse. We have a proportionate
framework in place to prevent market abuse,
such as mis-using material non-public information
received in the normal course of business. Our
framework includes information barriers where
appropriate, trade surveillance tools, stop and
watch lists, and restrictions on employees trading
in their personal accounts.
– Outside directorships or business activities.
Individuals may seek to hold directorships or

other roles which either conflict with firm or client
interests by limiting the time available to their
primary role, or where they sit on boards of clients
or of funds. Individuals may also sit on multiple
boards with potentially conflicting interests.
At Schroders, all outside directorships and
business activities must be approved in advance.
We have a policy on outside business interests
that governs this process and sets out the criteria
that we will apply to determine whether an outside
business activity is permissible.

Stewardship conflicts
There are potential conflicts that specifically relate
to our stewardship activities which we resolve
with the interests of our clients and our fiduciary
responsibilities as our guiding principles. These are:
– Engagement with our clients. Many of our
institutional clients are themselves listed
companies in which Schroders may invest. The
conflict that may arise is a reluctance to raise
issues of material concern during our engagement
or vote against management for fear of losing
revenues in our Asset Management business.
In these cases, we follow a stewardship and
voting conflicts policy that is set out in this and
the next section.
– Outside business interests. Conflicts may arise
where a Schroders employee responsible for
engaging with a company or a voting decision at
a company is a director or shareholder or has a
position of influence at this company. We have
an outside business interest policy (as mentioned
above) and we monitor the personal investment
activities of our employees to try to prevent these
conflicts from arising.
– Different interests in engagement and voting
outcomes. Some of our funds or mandates may
have a different preferred outcome in a particular
engagement issue with an investee company. This
can happen as a result of clients being invested
in different parts of a company’s capital structure,
particularly in distressed situations, merger and
acquisition (M&A) activity, or because of other
aspects of the investment strategy. However, our
active ownership team can take in views from
multiple investment teams and attempt to reach a
consensus position. Where this is not possible, we
do not promote outcomes that would favour the
interests of one group of clients at the expense of
another. Where possible, when our engagement
results in a voting decision, votes can be split,
though this is a rare eventuality. However, we take
the view that on most engagements, borne out
by our experience, there is usually little difference
in the outlook of investment teams at a longterm, responsible investor. We discuss these
circumstances with the respective investment
desks and vote accordingly.
– Schroders plc. As a general rule, Schroders does
not allow trading in Schroders plc shares across
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our funds or discretionary portfolios. There may
be specific circumstances in which we may hold
Schroders shares, for example where assets
are transferred to us that already comprise
Schroders shares or where a client of our Wealth
Management business already has such shares
in their portfolio. In these circumstances we have
controls around trading the shares. When it comes
to voting, we follow our voting conflicts of interest
policy outlined below.

Voting conflicts
Schroders’ corporate governance specialists are
responsible for monitoring conflicts of interest
when voting in company meetings. We include our
arrangements on voting conflicts in our ESG policy
and also outline these below.
Where Schroders has a potential conflict of interest
with respect to a fund or client on whose behalf we are
voting, or the company being voted on, we will follow
the voting recommendations of a third party (which
will be the supplier of our proxy voting processing
and research service). Examples of voting conflicts of
interest include (but are not limited to):
– Where the company being voted on is a significant
client of Schroders
– Where the Schroders employee making the voting
decision is a director of, significant shareholder of,
or has a position of influence at the company being
voted on
– Where Schroders plc or an affiliate is a shareholder
of the company being voted on
– Where there is a conflict of interest between one
client and another
– Where we vote on Schroders plc resolutions
If we believe that we should override the
recommendations of the third party in the best
interests of our clients by voting in a way that may
be perceived to benefit our own interests, then
Schroders will obtain the approval of the decision
from the Schroders’ Global Head of Equities (or
other relevant asset class) with the rationale of such
a vote being recorded in writing. If the third-party
recommendation is unavailable, we will vote in the
interests of the fund, irrespective of whether this puts
Schroders at a disadvantage.
In the case of mergers, acquisitions, or similar corporate
actions where a fund or client holds investments in both
the target and the acquirer, Schroders will always act in
what it regards as the best interests of its clients. There
may be other instances where different funds or clients,
managed by the same or different Schroders fund
managers, hold stocks on either side of a transaction.
In these cases, the fund managers will vote the shares
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they control in the best interests of their respective
clients, in their specific funds and we support the
independence of those decisions to avoid inappropriate
influence being exerted.

Voting conflicts in 2021
In 2021, we recorded a total of 134 conflicts
of interest in connection with voting. We
followed our policy to vote according to the
recommendation of our proxy voting service
provider in all cases but one.
The particular case was to vote for a company
who are a significant client of Schroders, we
voted in favour of an update to the Long-Term
Investment Plan whereas the proxy adviser’s
recommendation was to vote against.
We felt that on this occasion the changes being
proposed were sensible and in the interests of
shareholders. Also, we did not deem the against
recommendation put forward by ISS relevant
in this case due to the European Central Bank’s
COVID dividend restrictions.
Following our policy to obtain approval, this was
escalated to our Global Head of Equities.

Case study:
Voting against resolutions proposed by
Annuities and Insurance client
Our client called their annual general meeting in
June 2021 requesting the re-election of Directors.
After careful consideration we voted against
management on the re-election of four Directors.
We felt that the votes against Governance
Committee members were justified given the
board's failure to remove (or make subject to
a sunset requirement) the supermajority vote
requirement to enact certain changes to the
governing documents which adversely impacts
shareholder rights.
Our proxy adviser’s analysis mirrored our initial
vote recommendation to vote against company
management, which we followed and recorded.

Principle 4
Signatories identify and respond to market-wide and systemic risks to promote
a well-functioning financial system.
We see three aspects in our work towards promoting
a well-functioning financial system.
The first one is how we identify and manage marketwide and systemic risks. This is addressed by our
firm-wide risk management framework.
The second one is how we support industry initiatives
aiming to set best practice and raise sustainability
standards across the market.
The third one is how we contribute to the policy and
regulatory debate globally by providing constructive
feedback to various consultations that set the
regulatory framework within which we operate.
We cover each aspect in detail below.

Our risk management framework
Effective risk management is a core competence
and we actively monitor the potential impact of
current and emerging risks on our business. We
place significant focus on the integrity and good
conduct of employees and doing the right thing for
our stakeholders. Our risk management framework
is underpinned by a strong control culture with clear
oversight responsibilities. The framework is integral
to achieving our business objectives and delivering
excellent investment performance for our clients.
The Schroders Board of Directors is accountable
to shareholders and other stakeholders for the
maintenance of a sound system of internal control
and risk management. It assesses the most
significant risks facing Schroders, including marketwide systemic risks. ESG including climate change, in
particular, is recognised as a key risk within our risk
management framework. Non-executive Director
oversight of the risk management process with
respect to standards of integrity, risk management
and internal control is exercised through the Audit
and Risk Committee.
At an executive level, the Chief Financial Officer is
responsible for the risk and control framework of the
Group. The Chief Financial Officer chairs the Group
Risk Committee which normally meets 10 times a year
and supports the Chief Financial Officer and the GMC
in discharging their risk management responsibilities.
The Chief Financial Officer delegates the development
of the Risk Management Framework and the

provision of appropriate oversight and challenge of
the Group’s risks to the Chief Risk Officer, who heads
up the Group Risk function. The Group Risk function
provides analysis and reporting of significant risk
exposures, including market-wide systemic risks, to
the Group Risk Committee, GMC, and the Board as
appropriate.
Schroders’ approach to managing investment risk
is governed by the Schroders Investment Risk
Management Policy. Under the policy, separate risk
and performance committees for every asset class
oversee the investment risk management process
for each portfolio. These committees meet at least
quarterly and are chaired by either the head of the
asset class or a senior member of their management
team (somebody who is not a fund manager). The
committees include representatives from Investment,
Group Risk and (where appropriate) Product
Management functions.
Our research capability plays an important role in
identifying risks. We have a number of research
teams specialising in different asset classes
and sectors whose focus is understanding how
macroeconomic conditions, geopolitical events, and
other market-wide issues will impact our portfolios.
We consider systemic or market risks as part of the
stress testing that we perform:
– As background for the viability statement that
needs to be submitted to and signed off by the
Schroders Board, and which can be found in our
Annual Report and Accounts 2021
– As part of the Internal Capital Adequacy Assessment
Process (ICAAP) and Internal Liquidity Adequacy
Assessment Process (ILAAP)
More generally, we select a range of stress scenarios
that reflect severe but plausible events and model
their impact on our business, including on the
products we manage. Some of the scenarios we
assess may be highly specific to Schroders, such
as disruption in the vicinity of our offices. Others
are focused on market-wide systemic risks, such as
market disruption arising from financial crises or the
materialisation of physical and transition risks related
to climate change.
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On climate change risk specifically, stress testing is
performed on the Group’s five-year business plan.
The stress scenarios include consideration of climate
change risks, incorporating deterioration in the value
of our AUM (e.g. due to transition and physical risks
crystallising earlier than expected), and the impact
that reputational damage could have on net new
business. For 2021, we incorporated the output
from our investment scenario analysis to determine

the potential impact of climate change on our AUM
over the forecast period. In the short term, the most
significant stressed impact relates to transition risk
as a result of early policy action by governments.
The conclusions from these assessments are part
of our Viability Statement, which is outlined below.
More details can be found in our Annual Report and
Accounts 2021.

Assessment of viability
The assessment of the Group’s viability requires
the Directors to consider the principal risks that
could affect the Group, which are outlined on pages
49–54 of the Schroders Annual Report and Accounts
2021. The Directors review the key risks regularly
and consider the options available to the Group to
mitigate these risks so as to ensure the ongoing
viability of the Group.
Stress testing is performed on the Group’s business
plan and considers the impact of a number of the
Group’s key risks crystallising over the assessment
period. This includes consideration of new and
emerging risks, identified through the business
planning process, that could have a material impact
over the five-year planning period.
The severe but plausible stress scenarios applied
to the business plan include consideration of the
following factors:
– A deterioration in the value of our AUM as a
result of a severe period of market stress, similar
in severity to the global financial crisis
– The impact of a material operational risk event
or poor investment performance which could
lead to reputational damage and significant
outflows of our AUM
– A significant decline in net operating revenue
margins reducing projected revenues, together
with an increase in the ratio of total costs to
net income
– The early crystallisation of certain climate
change risks
– Prevailing macroeconomic and environmental
factors such as the potential for a sustained
period of high inflation and ongoing risks
connected to Covid-19
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The Group also assesses the impact of the
regulatory stress scenario published by the
Prudential Regulation Authority. The stress
scenarios are consistent with those used in the
Group’s consolidated Internal Capital Adequacy
Assessment Process and Internal Liquidity
Adequacy Assessment Process.
Having reviewed the results of the stress tests,
including a scenario that combines a number
of the factors set out above, the Directors have
concluded that the Group would have sufficient
capital and liquid resources and that the Group’s
ongoing viability would be sustained. In drawing
this conclusion, the Directors assessed the
management actions that are available to the
Group and were comfortable that they are sufficient
in order to maintain adequate capital and liquidity
surpluses. The Directors also have regard to
business model changes that may be required
given the new environment in which the Group
would be operating.
It is possible that a stress event could be more
severe and have a greater impact than we have
determined plausible. In this context, we conduct
reverse stress tests, which demonstrate the unlikely
and very extreme conditions required to make our
business model non-viable.
The Directors’ current, reasonable expectation
is that Schroders plc will be able to continue in
operation, meeting its liabilities as they fall due,
over a viability horizon of at least five years.
The Board’s five-year viability and longer-term
assessment is based on information known today.

Two material market-wide risks that we focused on
during 2021 were cyber risk and liquidity risk. We
discuss the way we manage each in detail below.

Cyber risk
Within the Information Security Department we
have a dedicated Threat Intelligence function.
This function is responsible for identifying potential
cyber threats to Schroders, so that our information
security posture can adapt to the threats we face.
This includes identifying market wide and industry
specific threats. This function also provides a
threat intelligence update on a regular basis to the
Information Security Oversight Committee which
is responsible for overseeing the management of
the cyber threats we face. Our understanding of
the threats we and the industry face determine the
approach, prioritisation, and investment in our
cyber defences.
As a member of the financial services industry
we take very seriously our shared responsibility
for protecting the industry from cyber threats.
We therefore participate in many industry wide
forums which facilitate knowledge sharing and
joint assessments of cyber risks and appropriate
responses. These include the following the
Investment Association Cyber Resilience Forum,
the Investment Association Cyber Threat Forum,
the Financial Services Information Sharing Analysis
Centre, the Investment Banks Special Interest Group
and the Financial Services Information Exchange
which is part of Centre of the Protection of National
Infrastructure. In addition our Chief Information
Security Officer co-chairs with the FCA the Wealth
Management Cyber Co-ordination Group.

Liquidity risk
Schroders implements a comprehensive Agency
Liquidity Risk Framework to ensure the Group meets
its fiduciary and regulatory obligations for the
liquidity risk management of client assets.
The Agency Liquidity Risk Framework supports
promoting a well functioning financial system
by governing and overseeing the capability for
investment portfolios to meet client liquidity
demands within the terms offered to them.

The comprehensive assessment of liquidity ensures
timely escalation and remediation of potential
liquidity issues that may trigger or contribute towards
more systemic liquidity concerns across the market.
The Framework also ensures appropriate processes
are in place to handle liquidity issues as they arise in
order to limit contagion and promote transparency to
investors, regulators, and other market participants.
It is regularly reviewed and assessed to ensure
it remains fit for purpose, appropriate in an ever
changing market environment, and also is compliant
with the latest regulatory guidelines.
Recognising that in some exceptional market
conditions it may be in clients’ best interests to
employ emergency liquidity tools, we maintain and
regularly review our associated playbook to ensure
that we have efficient action plans and protocols for
such events. This not only ensures the fair treatment
of clients, but also supports timely and appropriate
communication within the broader financial system
(regulators, market participants, media, industry
bodies and so on).
Schroders Liquidity Risk Management Framework
is subject to ongoing enhancement to account for
changing regulatory requirements and Schroders
broadening range of investment portfolios where
liquidity risk oversight is performed. This includes
engaging with regulators and industry bodies
to describe the Schroders framework and raise
awareness of where industry standards can support
the orderly function of markets.
Three key enhancements to the Framework over
the past year were:
– Increasing transparency and awareness across
the Group of portfolios with less liquid profiles
or portfolios that may be vulnerable to shortnotice outflows
– Enhanced assessment of the liquidity and
anticipated liability profile for proposed new
products as part of the Group Product
Development approach
– Introducing additional Liquidity Stress Testing to
ensure that portfolio liquidity remains adequate
in adverse market conditions and portfolios can
handle significant short-notice redemption requests
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Increased transparency

Focus on climate change as a systemic risk

A process has been implemented to raise awareness
with both portfolio managers and client relationship
teams of funds identified as having more challenging
liquidity profiles. The objective is to highlight to
those regularly engaging with clients where large
redemption requests may generate potential liquidity
risk issues. Early indication from the client teams of
any flow activity supports the generation of a more
accurate anticipated liability profile and supports
portfolio managers in maintaining an asset liquidity
profile to match it. This process allows Schroders'
client-facing teams to provide circular feedback to
Investment Desks and Group Investment Risk on
any changes to client sentiment or intended trading
activity and thereby we can mitigate or manage
potential liquidity risk issues.

As part of our risk management process, we
specifically highlight ESG risk including climate
change, as a key business risk. We define this risk as
the failure to understand and accurately assess ESG
risks within assets and portfolios and to appropriately
represent these to clients and stakeholders. This may
lead to poor investment decisions and a failure to
offer ESG products impacting our performance, brand
and reputation. During 2021, this risk was owned
jointly by the Global Head of Product, Solutions &
Quant and the Global Head of Investment.

Product development

At a more granular level, line management across the
Group is responsible for identifying climate change
related risks and assessing their impacts to their
business areas and functional responsibilities. These
risks are identified through a variety of different
mechanisms, including regular strategic reviews of
our business and product offerings, detailed Risk
and Control Assessments carried out across the
Group and ongoing monitoring of the regulatory
landscape. Risks within the companies in which we
invest are identified through detailed research and
analytics. The identification process is supplemented
by second line functions, including Risk, Compliance,
Legal, Governance, Finance, Tax and HR, who provide
insight on relevant risks across the Group, external
risks, and regulatory requirements.

Our existing template document for new product
proposals has been enhanced to include greater
detail on the proposed portfolio’s liquidity risk
profile. Completed templates are reviewed by the
Group Product Development Committee as part of
the approval process for new funds. The enhanced
template includes, but is not limited to, more granular
information on the anticipated liability profile of
the portfolio being proposed, expectations on the
product’s investor base and concentration, and
the estimated time taken to liquidate the products’
investments (for example to meet redemptions) under
a range of scenarios.

Liquidity Stress Testing (LST)
LST enables the manager to identify and address
potential liquidity risks. This supports the fund in
remaining well placed to manage potential liquidity
requirements in periods of market stress or changing
investor sentiment.
The scenarios employed for LST consider the
portfolio’s investment objective and policy, as well as
the fund’s specific characteristics such as its investor
concentration and historic redemption profile. The
approach considers both assets (e.g. holdings with
the fund) and liabilities (e.g. margin calls from market
participants, or large client redemptions). LST employs
hypothetical and historical scenarios and does not
overly rely on historical data as future stresses may
differ from previous ones. The process supports
our Investment teams in managing liquidity risk,
contributing to the orderly functioning of fund flows
for our clients.
The recent enhancements to the LST performed
includes (but is not limited to) implementing a broader
range of redemption scenarios across a wider range of
portfolios and groups of portfolios. This includes using
reverse stress testing to identify the market conditions
or redemption requests that may generate liquidity
risk issues. It also included greater development of
liquidity stress testing and analysis for Schroders
Capital portfolios.
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However, climate change is a pervasive risk across
many of our key risk types, and we detail in
the following table how climate change impacts
these risks.

Review and prioritisation of these risks, based
on their impacts, are with the ESG SteerCo for
Investment, the Product Strategy Committee for
Product and CR Committee for the Group operations,
taking into account our risk appetite where relevant.
From a Group-wide perspective, we analyse potential
climate-related risks through the lens of both physical
and transition risks over the short, medium, and long
term and via the range of proprietary climate tools
described in Principle 2. Many of our key processes
have been adapted to incorporate climate-related
risks including our approach to investment research
and decision-making, product development process,
active ownership and engagement with our investee
companies, and ongoing assessment and monitoring
of our own operations.

The impact of climate on our Group’s key risks
Below, we detail the extent to which climate change impacts each of our more material key risk types
and their associated GMC risk owner during 2021. *Those considered high impact are highlighted by
Group key risk (risk owner during 2021)

Group key risk (risk owner during 2021)

Business model disruption (Group Chief Executive)
Climate change may drive the evolution of financial products
and changes in regulation, resulting in transition risks that
may impact our business model.

Financial instrument risk (Chief Financial Officer)
We expect the value and liquidity of financial instruments
to be significantly impacted by climate risks, as investor
and consumer sentiment on sustainability issues evolves,
and businesses are required to transition to a lower carbon
environment. Fundamental valuations will be impacted, as
well as an increased capital flow into new financial products
and instruments to finance the transition.

Changing investor requirements
(Global Head of Product, Solutions & Quant)
Climate change risk is expected, in the medium term, to
materially impact client considerations when determining
their investment strategies, and therefore, the need for
our investment offerings to appropriately reflect that.
Furthermore, clients may require that our own activities
adhere to specific carbon footprint thresholds before
engaging us as an investment manager. Our failure to meet
these targets may have a detrimental reputational impact.

Information security and technology risks
(Chief Technology Officer)
We do not envisage that climate change risks impact
information security risk. However, our ability to assess
and monitor climate change risk is dependent on the
availability of appropriate technology (for example, the
platforms that our analytical tools reside on).

Fee attrition (Group Chief Executive)
We may suffer fee attrition if clients move to more passive
products if they offer appropriate ESG and climate change
considerations when compared to active management.

Market returns (Group Chief Executive)
Market returns may be significantly impacted by climate
change risks in the short to medium term, both physical
and transition risks impacting market valuations and
yields. Geopolitical risks may increase as greener economic
policies are implemented worldwide in order to transition
from fossil fuels.

Investment performance risk
(Global Head of Investment)
Investment performance may be impacted if the focus
on sustainability leads to poorer performance outcomes.
In addition, there is a risk that portfolios do not meet their
sustainability outcomes, which may have a detrimental effect
on our ability to retain assets under management (AUM).

Operational process risk (Chief Financial Officer)
Operational processes are impacted by climate change
risk to the extent that they are new or need to be
adapted in order to facilitate investment analysis, product
development and reporting, amongst others. Errors within
these processes may therefore impact our reputation, our
regulatory compliance or require financial compensation.

Reputational risk (Global Head of Product,
Solutions & Quant)
Our reputation with clients and shareholders may be impacted
if: we are perceived as not responding appropriately to climate
challenges, due to the complex nature of assessing the impact
of our investee companies’ operations on climate change; we
fail to meet the science-based targets we are establishing; we
fail to meet our commitment to carbon neutrality. We may
also face the risk of clients feeling misled by the marketing
of ESG and climate funds, should the ESG credentials of an
investment or product be exaggerated or misrepresented.

Product strategy and management
(Global Head of Product, Solutions & Quant)
Climate change risks materially impact our product
strategy in order to ensure we offer clients the products
that help them to achieve their investment objectives.

Conduct and regulatory risk (Group General Counsel)
Numerous climate-related regulatory requirements
continue to be implemented globally across the financial
services industry. Our failure to meet these requirements
may result in regulatory sanction and/or litigation.

People and employment practices risk
(Global Head of Human Resources)
Staff may be harder to retain or attract if we do not actively
address climate change risks.

* There were a number of GMC role changes that took place in January 2022 and therefore the ownership of some of the key risks listed above,
at the time of this report being published, are subject to change.

Company engagement
Active ownership and engagement with our investee
companies, as outlined under Principle 9, will be a
fundamental part of our strategy to drive transition.
As investors of our clients’ capital, we aim to take
an active role in our investee companies’ progress
to decarbonise by focusing on the companies that
contribute the largest amount to our Scope 3 financed
emissions. Our active ownership efforts seek to
encourage better disclosures from the companies in
which we invest and to improve data availability to
assess climate-related risks.

We monitor and measure the impacts of our
engagements through the tools and models previously
mentioned to understand the commitments made,
actions taken and progress towards any targets. In
addition, as the number of climate-related resolutions
put to company general meetings has risen, we will be
refining and adapting our voting principles in this area
and look to vote for resolutions which support our
sustainability outlook.
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Engagement and voting as a means to manage climate risk
We believe that tracking and holding companies to account, and engaging with the most material carbon emitters in
our portfolios, is the best approach for us to make an impact. We do not believe that divestment is the best way for
investors to address the climate crisis. We apply this mindset across both our listed equities and corporate bond AUM.
Climate Engagement and Escalation Framework
We have a long history of engagement and voting on climate topics with investee companies. Our Climate
Engagement and Escalation Framework sets out how we will use our influence. For more information, please
review our Climate Transition Action Plan.

1.

Climate
expectations

2.

Company
prioritisation
and selection

3.

Monitoring
progress

4.

Voting
policy

5.

Escalation
practice

How we prioritise our engagements:

Increasing ﬁnanced emissions

Our Sustainable Investment team will lead the engagements with around 100 of the most exposed
companies, working closely with investors (portfolio managers and analysts) and climate specialists
within the ﬁrm.
Example engagement activities: Communication of our climate expectations, tailored to reﬂect the
company’s sector, region and progress to date, regular company meetings starting from 2022, close
monitoring for voting and escalation purposes, participation in collaborative initiatives where appropriate.

Fund priority companies

Investment teams will lead engagements for the remaining priority companies, supported by our
Sustainable Investment team and climate specialists.
Example engagement activities: Communication of our climate expectations, tailored to reﬂect the
company’s sector, region and progress to date, regular company meetings starting from 2022, close
monitoring for voting and escalation purposes.

Other companies
Increasing climate action

We will communicate our expectations to, and monitor progress of, other companies.
Example engagement activities: Communication of our climate expectations, make information on our
policies and expectations available to investee companies on our company website, ad hoc meetings,
ongoing monitoring for voting and escalation purposes.

1. Climate expectations

Increasing engagement intensity

Group priority companies

2. Company prioritisation and selection

Our approach is to focus engagement efforts
on companies contributing the most to our
ﬁnanced emissions, where our investment is
1. Commit to decarbonise business models towards net zero around mid-century.
concentrated, and where our inﬂuence is
2. Set long-, medium- and short-term targets covering Scope 1, 2, and relevant Scope 3 emissions. greatest. Our modelling suggests that we will
3. Publish a detailed transition plan explaining how they will deliver that transition and
need to focus activity on at least 1,000
meet those targets.
companies through to 2030, which represents
4. Publish their performance and progress annually.
over 70% of our transition risk.
In addition, we expect companies to report annually on their climate-related risks, and the steps
they are taking to manage these risks.

4. Voting policy

5. Engagement and escalation

In line with best practice, we have adopted a
‘support or explain’ approach to resolutions, aiming
to vote in favour of these where they align with our
sustainability ambitions. We will do the following:

The ﬁnal element of our framework is our
escalation practice. The diagram below
shows our planned escalation timeline.

Submit resolutions

Go public with concerns

Collaborate with other investors

Elevate concern via company
advisers or brokers

Steps that may be
taken when escalation
is required

Regular meetings
with execs
Additional meetings
with execs
Contact non-executive
directors or chair

– Ambition to reduce emissions, such as
climate commitments, emissions targets
– Organisation changes to facilitate
transition, such as board member
responsibility, remuneration
– Action taken to reduce emissions, such
as climate policies, renewable energy use
– Progress decarbonising its business
model, such as reduced emissions
intensity, change in absolute emissions

– Shareholder resolutions – In 2021,
climate-related shareholder resolutions
represented over 25% of shareholder resolutions
at companies we invest in. We continue to
support resolutions that align with our climate
expectations
– ‘Say on Climate’ resolutions – In 2021, we have
seen a new type of proposal from management
teams, giving shareholders a say to approve a
company’s climate targets, policy, or transition
plan
– Votes against boards – We will use our vote to
drive change, for example through voting against
board directors in those companies signiﬁcantly
exposed and trailing on climate commitments

Abstain or vote against related
resolutions or director re-election

3. Monitoring progress
We use a data-driven approach to monitor
progress against our expectations and
measure the impact of our engagements.
Our Engagement Dashboard and
proprietary tools allow us to track this at a
company and fund or desk level. We use a
wide range of metrics to track company
performance, including:

Divest or limit investment

We have identiﬁed four climate objectives we expect all large and medium companies, in which we
invest, to adopt:*

Escalation timeline
Prioritise and select priority
companies for engagements
Develop engagement plans
for priority companies
Continue to develop climate
dashboards and tools to
monitor company performance
on climate change

Q4 2021

Communicate climate expectations
Publish our revised climate voting
principles
Vote against directors to hold
boards to account on climate
issues starting with companies in
advanced markets that have not
made suﬃcient progress

From 2022

Increase engagement intensity for priority
companies that have not made suﬃcient progress.
This may include escalating our concerns to board
members or holding additional meetings with the
company
Publish our concerns about climate laggards
where this will be constructive. This may include
statements on voting intentions or investment
decisions taken by individual funds

From 2023

Failed engagement list
After three years, we will identify companies
where our engagement and escalation
efforts have not been effective
Investment decision
A committee formed of senior investors and
sustainability specialists will review
outstanding investments in these companies
and decide whether or not to divest

End of 2024

Note We may divest from, or not invest further in, climate laggards at any point along this escalation timeline. For some of our funds, companies have to meet certain
criteria for inclusion – for example, stretching emissions targets or limited exposure to certain types of carbon-intensive industries. We also have an exclusion on coal
investment for certain sustainable funds (for example, our Article 8 and Article 9 funds under the EU’s Sustainable Finance Disclosure Regulation (SFDR) classification
cannot invest in companies that generate more than 10% of revenues from thermal coal mining or more than 30% from coal fired power generation).
* We recognise that smaller companies face greater resource and financial constraints than larger companies. As a general rule, we consider the largest 80% of
companies we hold via public equity or corporate bonds as in-scope of our Climate Engagement and Escalation Framework (by market cap or enterprise value). We plan
to include other types of issuers (for example sovereign bonds) in the future.
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In recent years we have seen a number of regions
impacted heavily by extreme weather events. In the
graph below we use MSCI’s Climate Value at Risk
(VaR) to assess the potential stress this may create to
equity (common and preferred stock) and corporate
bond valuations dependent on the policy action that
is implemented. We use the Bank of England’s early/
late action (implied temperature rise of 1.8°C by
2050) and ‘no additional action’ (implied temperature
rise of 3.3°C by 2050) scenarios to inform our
analysis of the potential effect of policy on physical
risk. When combined with MSCI’s Aggressive and
Average scenarios (see detail in box), we see that the
severity of physical risks is dependent on the speed
of climate action, with early action resulting in a
more benign investment scenario, and ‘no additional
action’ driving increasing physical risks; regardless
of the scenarios likelihood (percentile of the cost
distribution).
In the bottom graph on transition risk, we see that
the urgency of the assumed policy response is key
in defining when financial damages are expected,
and the magnitude of valuation change. More
aggressive scenarios have a bigger impact on
valuations over the next 10 years, but in later years,
the greater costs of inaction become clearer.

Aggressive
scenario

The Aggressive scenario relates to the
95th percentile of the cost distribution
and can be considered a 'worstcase' scenario. It assumes the most
extreme physical impacts from climate
change, manifesting in the associated
costs from extreme weather events,
and other climate-related hazards, to
company valuations.

Average
scenario

The Average scenario relates to
the 50th percentile of the cost
distribution, and can be considered
as the 'most likely' scenario. Based on
the models underlying assumptions,
it is the most probable outcome over
the modelled 15-year period.

Modelled pathway of common and preferred stock and
corporate bonds exposure to physical risk scenarios,
2025-2100
% of market value
(discounted cost as % of current EVIC)

Case study:
Exposure of holdings to climate risk
over time
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Using these results to inform our actions
We believe the best way for us to directly reduce
our exposure to physical and transition risks is
to engage and encourage investee companies
to reduce their emissions. We are planning an
ambitious global engagement programme for 2022.
This programme will focus on targeting companies:
– With high levels of carbon emissions;
– That have not set commitments to
decarbonisation commensurate with the
challenge we face, and;
– That represent a significant allocation of
client capital.
Taken together, these engagements cover nearly
70% of the transition risk faced by our total equity
exposure, with approximately 30% of our
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Discounted cost as of year
Average scenario, early/late policy action
Aggressive scenario, early/late policy action
Average scenario, no additional action
Aggressive scenario, no additional action

Modelled pathway of common and preferred stock and
corporate bonds exposure to transition risk scenarios,
2025-2100 2
% of market value
(discounted cost as % of current EVIC)

These scenarios are not intended to represent a
full description of the future, but rather to draw
attention to the key factors that could drive future
risks or opportunities. They are hypothetical
constructs, not forecasts. MSCI’s approach
assumes companies do not adapt over time, and
continue to use their current business models
across the time series. They also do not take into
account any investment activities we undertake
on behalf of our clients (such as engagement and
portfolio rebalancing) to mitigate their exposure
to climate-related risk.
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Discounted cost as of year
1.5°C – Orderly (Net Zero 2050)
1.5°C – Disorderly (Divergent Net Zero)

Sources: 1. Schroders time series analysis of combined CBES and
MSCI Climate VaR physical risk trajectories. 2. Schroders analysis
of transition risk trajectories, using MSCI Climate VaR.

engagement effort focused on the oil and gas
industry. The best way for us to directly mitigate
the exposure of our portfolios to both physical
and disorderly transition risk is to engage with
our investee companies to encourage them to
reduce emissions, transition to low-carbon
business models, and strengthen their resilience
to climate change.
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Promoting a well-functioning financial system
Sharing our research and supporting industry initiatives
We believe we have a particular role to play in sharing
our expertise on different areas, such as climate risk
and the potential impact on financial markets. We
have a long-standing commitment to support and
collaborate with several industry groups, organisations
and initiatives to promote resilient and wellfunctioning financial markets. Our key stakeholders
include exchanges, regulators, and international
and regional trade associations. For example, our
Group Chief Executive has been a member of the UK
Treasury’s Asset Management Taskforce since 2019,
and Schroders is member of trade bodies such as the
Investment Association (IA) in the UK, the European
Fund and Asset Management Association (EFAMA),
the Asia Securities Industry and Financial Markets
Association in Hong Kong and the Securities Industry
and Financial Markets Association in the US.

Net Zero Asset Managers Initiative

Science Based Target initiative (SBTi)

In December 2020, we joined 29 other global
asset managers representing more than
$9 trillion of assets in launching the Net Zero
Asset Managers Initiative. As part of the initiative
we have committed to: work in partnership with
asset owner clients on decarbonisation goals,
consistent with an ambition to reach net zero
emissions by 2050 or sooner across all assets
under management; set an interim target for the
proportion of assets to be managed in line with
the attainment of net zero emissions by 2050 or
sooner; and review our interim target at least
every five years, with a goal of ratcheting up
the proportion of assets covered until 100% are
included, as efforts to structurally decarbonise
economies play out. We set these targets in 2021
(see 'Science Based Target initiative' box).

At the start of 2021, we became a signatory
to SBTi. The initiative calls companies to align
their business models with the aim, set out in
the Paris Agreement, to limit global warming
to 1.5°C, alongside setting science-based targets
in line with the criteria and recommendations
of the SBTi.

FinDatEx
FinDatEx (Financial Data Exchange Templates)
was established by representatives of the
European financial services industry with the
view to coordinate, organise, and carry out
standardisation work to facilitate the exchange
of data between stakeholders in application of
European Financial markets legislation, such as
the Markets in Financial Instruments Directive
(MiFID) II. Schroders is a member of the working
group tasked with designing the technical
templates needed to facilitate the exchange
of data between stakeholders in application of
European Financial markets legislation.
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In our view, our participation in industry initiatives
has been effective. We have used our insights as a
market participant to support the development of
policy recommendations, share best practice, learn
from others and build coalitions of like-minded
market participants to advocate for better functioning
markets. We consider this to be key in improving
responsible investment standards across sectors,
establishing a consistent dialogue with companies,
and in promoting the ongoing development and
recognition of sustainability and ESG within the
investment industry. We highlight some key examples
below. Additional information about our industry
involvement and collaborative engagement can be
found under Principle 10 and examples of our public
policy contribution are listed in the following section.
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Targets are considered ‘science-based’ if they
are in line with the level of decarbonisation
required to keep global temperature increase
below 2°C compared to pre-industrial
temperatures, as described in the Fifth
Assessment Report of the Intergovernmental
Panel on Climate Change.
To achieve this, we have laid out a trajectory of
short- to medium-term science-based targets
which define our longer-term roadmap towards
achieving the goal of net zero emissions by 2050
or sooner. Our interim targets were submitted
to the SBTi in Q4 2021 and were approved in
Q1 2022, making us one of the first financial
institutions to receive verification from the
initiative.

Taskforce for Nature Related Financial
Disclosures Forum (TNFD)
In 2021, we became a member to the Taskforce
for Nature Related Disclosures (TNFD)
forum. The initiative aims to provide a risk
management and disclosure framework for
organisations to report and act on naturerelated risks.
We are also participating in a working group
as part of a TNFD-aligned pilot in Singapore
focusing on how the TNFD framework is applied
to the palm oil sector. The working group will
aim to support sector-specific guidance and
recommended disclosures for a sector that is
one of the biggest contributors to deforestation.
Our participation will involve attending
workshops and reviewing draft frameworks,
to share the lessons we have learnt in this area.

Natural Capital Investor Alliance
At COP26 in November 2021, Dame Elizabeth
Corley, Schroders’ Chair-designate announced
that Schroders had joined the Natural Capital
Finance Alliance. The dependence and impact
of companies on nature-related goods
and services presents risks to the ongoing
functioning of economies, exacerbation of
climate change, as well as opportunities to
address many of these issues.
The Alliance was created by His Royal Highness,
the Prince of Wales, as part of his Sustainable
Markets Initiative launched at Davos in 2020.
Its members have plans to launch, or have
launched, investment products aligned to
Natural Capital themes. These encompass
strategies such as direct investments in
sustainable forestry and land management.
Our membership to the Natural Capital Finance
Alliance enables us to share knowledge on the
financial sector's role in tackling this issue.

WWF and Emerging Market Investor
Alliance Pilot on Deforestation
We were involved in the pilot scheme of a
new toolkit for deforestation risk assessment
for financial institutions. The pilot phase
included being signatory to a letter inviting six
companies to pilot the tool, review outputs, and
suggest improvements.

CCLA – Find it, Fix it, Prevent it
We have been involved in ongoing discussions
on how best to engage on modern slavery
and incorporate these risks in our investment
process. In 2021, we attended a roundtable
discussion organised by CCLA, in which we
discussed how best to integrate the principles
into our investee company engagements. Under
the Find it, Fix it, Prevent it initiative, we look
to engage with companies in high-risk sectors,
or have supply chain risks, in order to better
understand how they are seeking to remedy and
prevent forced labour in their operations.

UN PRI Sustainable Development Goals
Advisory Committee
We are members of the PRI Sustainable
Development Goals Advisory Committee. The
committee provides advice and input to the
PRI Executive on areas of activity related to
“Investing with SDG outcomes” to support
the PRI Executive’s decision-making and
programme development. The committee will
work to provide input, advice, and insights
to the PRI Executive on: the substance and
implementation of its work programme on SDG
outcomes; and embedding work on outcomes
linked to specific SDG targets and indicators
and other globally agreed goals on real-world
outcomes across PRI’s activities, including where
relevant through other PRI Advisory, Working
and Reference Groups.

UN PRI Stewardship Advisory Committee
We are also members to the PRI’s Stewardship
Advisory Committee. The first objective of the
committee is to support the shift to an ambitious
strategy for stewardship at the PRI and amongst
its signatories, one that is proportionate to the
need for urgent action on critical ESG issues.
Secondly, the committee aims to provide
direction, input, and insights to the PRI Executive
on the work programme, including Active
Ownership 2.0, improvements to the process
by which it facilitates collaborative stewardship
initiatives, market and regulatory barriers to
effective stewardship, and on how they should
be addressed.
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Asia Investor Group on Climate
Change (AIGCC)
The AIGCC is an initiative to create awareness
and encourage action among Asia’s asset
owners and financial institutions about the
risks and opportunities associated with climate
change and low-carbon investing. It has several
work streams including on Engagement and
Policy, Net Zero Investment, Physical Risk and
Resilience and Climate Change Training.
We serve as the Vice-Chair of AIGCC.

Singapore Green Finance Centre
Schroders Singapore is one of the nine
Founding Partners of the Singapore Green
Finance Centre, a collaboration between
Imperial College London and Singapore
Management University, and supported by the
Monetary Authority of Singapore. The centre
is committed to developing green capital
markets in Singapore through high-impact
research, educational programmes, and new
talent development.

Hong Kong Green Finance
Association (HKGFA)
HKGFA creates a platform that offers channels
and opportunities to facilitate the development
of green finance and sustainable investments in
Hong Kong and beyond. It aims to mobilise both
public and private sectors resources and talents
in developing green finance policies, to promote
green finance business and product innovation
within financial institutions. As a member to
HKGFA, we are involved in a working group on
ESG integration.

Intentional Endowments Network
The Intentional Endowments Network is a
non-profit, peer-learning network advancing
intentionally designed endowments – those
that seek to enhance financial performance
by making investments that advance an
equitable, low carbon, and regenerative
economy. Working closely with leading
organisations, the network engages leaders
and key stakeholders from higher education,
foundations, business, and non-profits. As a
member, we attend bi-weekly meetings which
provide opportunities for learning and education,
peer networking, convening, thought leadership
and information exchange around a variety of
strategies (e.g., ESG integration, impact investing,
and shareholder engagement).

Human Capital Management
Coalition
We were invited to join the Human Capital
Management Coalition in 2021. The Coalition
is a cooperative effort among a diverse group
of asset owners to further elevate human
capital management as a critical component in
company performance. The Coalition engages
companies and other market participants with
the aim of understanding and improving how
human capital management contributes to the
creation of long-term shareholder value.

Asia Sustainable Finance Initiative
This initiative is a multi-stakeholder forum,
incubated by WWF Singapore that aims to
harness and amplify the power of the finance
sector to create low-carbon, climate resilient
economies that deliver on the Sustainable
Development Goals (SDGs) and the Paris
Agreement.
As part of the Advisory Group, Schroders shares
knowledge and best practice on sustainable
investment activity and projects. Schroders also
contributes to the annual WWF RESPOND Insight
Report.
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IBF Sustainable Finance Working Group

EU sustainable finance stakeholder group

The Institute of Banking and Finance Singapore
(IBF) is a not-for-profit industry association
to foster and develop the professional
competencies of the financial industry.

Schroders is also part of a group of EU
stakeholders with different backgrounds, but a
common interest in sustainable finance. Other
members include ACCA, Accountancy Europe,
CDSB, Eurosif, Frank Bold, PGGM, WWF, Share
Action and World Benchmarking Alliance.
In 2021, the group issued a joint statement
supporting the European Commission’s initiative
to improve the regulatory framework on
corporate governance.

The IBF Sustainable Finance Industry Workgroup
support the IBF through development of
sustainable finance skills and workforce
transformation for the financial services industry.
In 2021, Schroders contributed to shaping six of
the 12 Technical Skills and Competencies as part
of the IBF Skills Framework for Financial Services,
including impact indicators, measurement and
reporting; sustainability reporting; sustainability
risk management; sustainable investment
management; sustainability stewardship
development; and non-financial industry
sustainability development.

Overview of initiatives Schroders participates in
General initiatives

Environmental/
climate initiatives

Social initiatives

Governance initiatives

United Nations Global
Compact (UNGC)

Net Zero Asset
Managers Initiative

Access to Medicine
Index

EFAMA Responsible
Investment Working
Group

CDP Climate Change

Coalition for Inclusive
Capitalism

ICGN International
Corporate Governance
Network

Principles for
Responsible Investment
(PRI)

CDP Water
CDP Forest
‘Aiming for A’
investor coalition

UKSIF

Climate Action 100+

EuroSIF

Transition Pathway
Initiative (TPI)

Swiss Sustainable
Finance
Responsible Investment
Association Australasia
(RIAA)
Investment Association
Sustainability and
Responsible Investment
Committee
Investor Forum

ShareAction Workforce
Disclosure Initiative
Farm Animal Investment
Risk & Return (FAIRR)
Investor Alliance for
Human Rights

Asian Corporate
Governance Association
UK Corporate
Governance Forum
Institute of Business
Ethics
Eumedion

Votes Against Slavery

Global Real Estate
Sustainability
Benchmark (GRESB)
Better Building
Partnerships
Paris Pledge for Action
Powering Past Coal
Alliance Finance
Principles

Focusing Capital on the
Long Term
Source: Schroders as at 31 December 2021.
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Contribution to public policy
and regulatory agenda
We believe that working with peers and policymakers
on sustainability and ESG issues is an important
activity. As part of our wider public policy engagement,
we continued educating and advising our clients
on developments in the sustainability agenda
throughout 2021. Moreover, we regularly respond
to public consultations both as a firm and working
with investor groups. We view this contribution as key
towards promoting high standards and supporting the
functioning of capital markets.
Below we outline Schroders direct contribution to
public policy developments in 2021. Additionally,
we contributed to responses submitted by industry
bodies such as the IA and EFAMA, and outlined our
positions in engagement meetings with policy makers
and regulators.
Examples of direct public policy contributions on the
topic of sustainability in 2021 included the following
initiatives to which we contributed our perspectives
and support:
– European Supervisory Authorities Joint Consultation
on taxonomy-related sustainability disclosures
– Platform on Sustainable Finance call for feedback
on the draft reports by the Platform on Sustainable
Finance on a social taxonomy and on an extended
taxonomy to support economic transition
– US SEC consultation on climate disclosures
– Financial Stability Board TCFD proposed guidance
on climate-related metrics, targets, and transition
plans
– Stewardship Asia’s consultation on Singapore
Stewardship Principles and SSP case study template
– IOSCO recommendations on sustainability-related
practices, policies, procedures and disclosure in
asset management
– FCA consultation on enhancing climate-related
disclosures by asset managers, life insurers, and
FCA-regulated pension providers
– FCA consultation on enhancing climate-related
disclosures by standard-listed companies and
seeking views on ESG topics in capital markets
– UK Department for Business, Energy & Industrial
Strategy consultation on restoring trust in audit and
corporate governance
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More generally, Schroders, and specifically our
Public Policy team, regularly engages with policy
and consultations that relate to the structure of
the broader capital markets framework. Our input
considers what would support well-functioning
markets and better client outcomes. Examples of
responses we submitted over the course of 2021
included those to:
– UK Treasury proposals for a future regulatory
framework for financial services in the UK following
its departure from the EU
– The European Commission’s consultation on a retail
investment strategy for Europe which is part of the
Capital Markets Union agenda
– The FCA consultation on a new Consumer Duty
– The FCA primary markets effectiveness review
All Schroders responses are available on request.

Principle 5
Signatories review their policies, assure their processes and assess the effectiveness
of their activities.
The starting points for ensuring our stewardship
activities and processes remain effective are:
– The review of our ESG Policy; and
– The ongoing maintenance of our
engagement database.
The process behind both is aligned with our firmwide policies and processes for internal and external
assurance. We describe each, in turn, below.

Policy reviews

This review involves:
– Making sure that an objective was set for the
engagement and that it is specific and measurable
– Confirming that the meeting summary is succinct
and that there is sufficient information so that other
users of this database can understand what the
engagement was about
– Ensure confidential information is removed
from the meeting summary, objectives, and
engagement headline

Our ESG Policy outlines our principles and processes
in terms of integration and stewardship. It sets the
main parameters of our engagement and voting.
For example, it explains our process of engagement
(as described under Principle 9), our general stance
on corporate governance issues (as described under
Principle 12), and our approach to environmental and
social issues, such as climate, water use, and taxation.

Once reviewed, the engagement record is either
approved and added to the database or updated to
address any necessary changes or gaps.

We regularly review our ESG Policy with the aim of
ensuring that we are following local and international
best practice and that we accurately describe our
activities. As part of this, we assess industry codes
and best practices in different regions, consider
emerging best practice through consultants, and
assess areas of weakness highlighted by our own
experiences. We discuss policy and code statements
at internal committee meetings. These meetings
are, where appropriate, administered by our active
ownership experts within the Sustainable Investment
team and attended by global analysts and investors
to formulate ideas to drive positive change.
Significant changes are signed off by our GMC.

Following the Active Ownership’s team expansion
over 2021, we now plan to conduct a review of and
upgrade the technology systems used to plan, record,
and track engagements in 2022. The objective is to
further enhance the quality of our engagements
and reporting. This will include the ability to better
monitor and record interim progress on engagements
and provide a clearer view to analysts and portfolio
managers internally of planned engagements.

Given the simultaneous growth and restructuring
of the Sustainable Investment team, as described
under Principle 2, and the volume of new regulation
and increased client expectations, we have taken
the decision to carry out a detailed review of the ESG
Policy to 2022 to make sure that we have reflected
all the different elements fully. We considered that
this would also align with the development and
implementation of our new stewardship strategy
under the direction of our new Head of Active
Ownership.

Maintaining the quality of our
engagement data
To help maintain the quality of our engagement
data, engagements are recorded by analysts and
fund managers and members of the Sustainable
Investment team in our internal engagement
database. Before being added to the database,
draft engagement entries are reviewed by members
of the Sustainable Investment team to make sure the
engagement has been recorded appropriately.

This process helps us ensure that the data behind our
stewardship reporting, such as the summary statistics
provided under Principles 9, 10, and 12, is robust and
that the reporting itself is vigorous.

Assurance and oversight
Three lines of defence
We operate a three lines of defence model to ensure
our policies and processes, including those related to
our stewardship activities, are complied with and are
fit for purpose. This is a widely used risk management
model. It provides clear ownership over key policies
and processes as well as independent oversight,
which helps us to identify potential shortcomings and
improvements in our processes.
The first line of defence are the business functions
themselves and the line managers across the Group.
Heads of each business area take the lead role with
respect to identifying potential risks in their area and
implementing and maintaining appropriate controls
to manage these risks, including through our Risk
and Control Assessment process.
Line management is supplemented by oversight
functions, including Group Risk, Compliance, Legal,
Governance, Finance, Tax and Human Resources,
which constitute the second line of defence. Our
compliance assurance programme reviews the
effective operation of relevant key processes against
regulatory requirements.
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Our Internal Audit function provides retrospective,
independent assurance over the operation of controls
and forms the third line of defence. The internal audit
programme includes reviews of risk management
processes and recommendations to improve the
control environment, supplemented by external
assurance from the Group’s auditor. The function is
independent and reports to the firm’s Board Audit
and Risk Committee (BARC). It conducts reviews of
the Schroders Group’s global operations. The Internal
Audit team plans its work through a systematic
assessment of the Group’s exposure to risks that
could have a significant impact on Schroders’
business. The outcomes of these risk assessments
provide the basis for the prioritisation of audit work
and the level of resources allocated. In addition to
reviewing the specific processes and controls of the
team being audited, internal audits may also include
a review of the risk and governance culture within the
team, their IT systems, and supporting technology,
and adherence to applicable team procedures and
Group policies. Formal reporting takes place at
the end of each audit, with matters arising being
recorded and tracked to completion. The results
and status of these matters are overseen by the
BARC. The team’s work is supplemented by external
assurance from the Group’s auditors.

Lines of defence overview
External independent assurance
Three lines of defence
3rd line
Internal independent
assurance

2nd line
Oversight functions

Group
Risk
Committee

1 line
Business operations
st

Source: Schroders as at 31 December 2021.
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Group
Management
Committee

Audit
and Risk
Committee

Within the first line of defence, investment desks
are responsible for managing the sustainability
risks associated with the funds they manage and
for ensuring that any sustainability features of our
mandates as well as our ESG Policy are complied with.
The Sustainable Investment team, which sits within our
Investment function in the first line of defence, also
screens desk portfolios against third-party ESG ratings
from specialist ESG research providers on a quarterly
basis and these ratings are distributed to investment
desks. We do not believe that third-party ESG research
and ratings provide the definitive and final view of a
company’s ESG performance but they may serve as a
catalyst for further research and discussions.
The Sustainable Investment team also carries out
an annual integration accreditation process across
investment desks. This process involves close
collaboration between the Sustainable Investment
team and each investment desk, culminating in
the submission and approval of individual desks’
accreditation documents. Desks are required to
describe their approach to ESG integration, how it is
embedded within their investment philosophy and
processes, and provide examples and case studies.
Desks must also support the firm’s proxy voting and
engagement processes.
Our second line functions, particularly Risk and
Compliance, provide oversight to ensure that our
first line functions are in compliance with our policies
and procedures. Compliance with Schroders policies
and procedures is regularly checked as part of our
compliance monitoring programme, which includes
periodic testing of policies in relation to conflicts
of interest, proxy voting, ESG integration and
engagement. Our Group Risk Committee receives
management information designed to monitor the
degree of ESG risk in the portfolios we manage as
well as to identify whether products that have been
marketed as sustainable do in fact follow a stricter ESG
standard than the broader market. As a result of this
process, we launched an internal ESG risk dashboard
in 2020. The dashboard is part of our Investment Risk
oversight framework, as described below.
In 2021, our Internal Audit team carried out a
review of the Sustainable Investment team, as well
as reviews of certain individual investment teams.
The primary objective of the audit was to determine
whether the team’s internal controls were operating
effectively to mitigate the key risks associated with the
activities reviewed.

In addition to reviewing the specific processes and
controls of the particular team being audited, all
audits include a review and assessment of the risk
and governance culture within the team, their IT
systems and supporting technology and adherence
to applicable team procedures and Group policies.
For investment team audits, Internal Audit works with
investment teams and second line control functions
to review the process and controls over the allocation,
management and oversight of investments, taking
into account any material environmental, social
and governance, and climate change risks that
could impact the effective stewardship by the team.
Formal reporting takes place at the start and end of
each audit, with matters arising being recorded and
actively tracked to completion. The results and status
of these matters are reported to the BARC.
Areas of focus for the Sustainable Investment
team in 2021 included governance processes,
risk and controls, the integration accreditation
framework, engagements processes and screening.
A project was initiated in March 2021 to address
all recommendations in the Internal Audit report.
All observations were independently assessed
and implemented to resolution with the Sustainable
Investment team. Internal Audit approved
the completion of all recommendations in
December 2021.

Investment Risk oversight framework
Part of our governance and oversight involves
incorporating ESG into our portfolio risk
management. For this we have the Investment
Risk oversight framework. Its purpose regarding
ESG risk is to:
– Support transparency over risk taking in portfolios
that we manage for clients, and help avoid
unconscious or unintended ESG risks
– Ensure that portfolios are being managed in
accordance with the ESG credentials that have been
marketed to and are demanded by our clients
– Ensure ESG models are robust and implemented
as intended
The process of reviewing and challenging of ESG
risks has been embedded into the existing governance
structure provided by the Asset Class Risk and
Performance Committees (ACRPCs) since 2020.
Every portfolio is mapped to an ACRPC. These
committees meet quarterly and are attended by
senior employees from both the first and the
second lines of defence (Head of Investment, Asset
Class Heads) supported by members of their direct
management team, Product Governance and
Second Line Group Risk and Compliance.

The ACRPCs serve as a formal venue for review and
challenge and they complement day-to-day oversight
processes. In this context, ESG risk is treated as a
core risk lens in the same way as other core risk
measures such as liquidity, exposure concentration,
active risk and performance. ESG discussions cover
both helicopter views at the portfolio level, along with
review and challenge on individual holdings.
A key tool used to support ESG risk analysis (both at
the ACRPC level and on a day-to-day basis) is the ESG
Risk Dashboard. This provides transparency on the
ESG risk profile of a portfolio and highlights where
a portfolio may have exposure to positions with
heightened ESG risks. It incorporates both internal
measures based on our proprietary tools as well as
raw (published) company data and external measures
such as MSCI ESG scores. Ultimately, it allows users
to immediately identify the individual positions that
drive the portfolio-level ESG scores. The Dashboard
is used by our investment teams as well as the
Group Risk function to consider the sustainability
characteristics of the underlying portfolio compared
to its benchmark. It was made available to all
investment teams in 2020 and we continue to invest
in enhancing it. For example, in 2021 we increased
the data coverage of securities by including Sovereign
Debt within our proprietary scoring model. Moreover,
the Dashboard has been enhanced to provide quick
access to both proprietary internal measures and
external ESG ratings.

External assurance
Over and above our three lines of defence, an
additional level of assurance on our control framework
is provided via our external auditors and we
periodically engage third-party advisers to help us
design and implement specific new frameworks or
review our existing practices and recommend changes
where we think that is appropriate. This helps us
understand where our practices sit in relation to the
rest of the market and to identify best practices used
by other investment managers that we can adopt or
adapt for our own purposes.
We place great importance on the quality,
effectiveness, and independence of the external
audit process. The BARC oversees the relationship
with our external auditor, EY, including safeguarding
independence, approving non-audit fees, and
recommending their appointment at the Annual
General Meeting of Schroders plc.
In March 2021, ahead of the consideration of the
2020 Annual Report and Accounts, the BARC received
initial feedback on the conduct of the 2020 audit,
which identified no significant areas of concern. A full
assessment of the external auditor was carried out by
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way of a questionnaire prepared in accordance with
the FRC’s guidance and completed by key stakeholders.
Interviews with senior managers and Group Finance
were also held. The findings of the questionnaire
were presented to the Committee in May 2021. EY
generally scored highly in the auditor effectiveness
questionnaire and was assessed to have improved in
the third year of its audit, despite the challenges of
increased remote working as a result of the Covid-19
pandemic. Areas of improvement were identified and
discussed with EY in advance of the 2021 audit.
EY perform an independent external review of
our internal control procedures in line with the
International Standard on Assurance Engagements
3402 (ISAE 3402), issued by the International Auditing
and Assurance Standards Board, the Technical
Release AAF 01/20 (AAF 01/20), issued by the Institute
of Chartered Accountants in England and Wales
(ICAEW), and the control objectives for investment
management, Information Technology, and Real Estate
Fund Management set out in AAF 01/20. The review in
2021 did not identify any areas of concern.

5
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Our annual internal controls report demonstrates
operation of key controls within our UK and US
businesses and includes an independent opinion on
our UK engagement and voting processes.
In addition, Schroder Real Estate operates an
Environmental Management System (EMS), which is
externally certified to ISO140015 and which provides
the framework for managing its environmental
responsibilities in the asset management of direct real
estate in the UK and Europe. Independent oversight
of sustainability risks is also provided by the Schroders
Group Investment Risk function.

ISO 14001 is an internationally agreed standard that sets out the requirements for an environmental management system.
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Principle 6
Signatories take account of client and beneficiary needs and communicate the
activities and outcomes of their stewardship and investment to them.
Our client base and assets
under management
As at end of 2021, we manage £731.6 billion on
behalf of clients from around the world, invested
in a broad range of active strategies across equities,
fixed income, multi-asset, alternatives and real estate.
Our assets under management are split out across five
business areas, as described under Principle 1:
– Mutual Funds: Offered through intermediary
networks providing retail clients with access to
our investment capabilities

– Solutions: Provides complete solutions and
partnerships, including liability offsets and
risk mitigation
– Institutional: Investment components made
available directly to institutions and through
sub-advisory mandates
– Wealth Management: Wealth management and
financial planning for ultra high-net-worth, highnet-worth and affluent individuals and charity
clients as well as family offices and advisers
– Private Assets & Alternatives: Comprises
opportunities available in private markets, such
as real estate, private equity and infrastructure,
as well as alternatives

Assets under management

£731.6bn
By business area

Private Assets & Alternatives
Solutions
Mutual Funds
Institutional
Wealth Management
n
Joint Ventures and Associates

By asset class

7%
27%
16%
23%
11%
16%

By region

Equities
Multi-asset
Fixed Income
Private Assets & Alternatives
Wealth Management

35%
26%
21%
7%
11%

UK
Asia Paciﬁc
Europe, Middle East, and Africa
Americas

40%
30%
16%
14%

Source: Schroders Annual Report and Accounts 2021. Information as at 31 December 2021.

Across our business, a bit under two thirds of
our assets are managed on behalf of institutional
clients and over one third on behalf of retail clients,
including Wealth clients. The regions with a relatively
larger retail investor base are Europe (ex UK) and
the UK (where all our Wealth assets are managed).

By contrast, in the Americas and in Middle East and
Africa, most of our assets (between 76% and 83%) are
managed for institutional clients.
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Assets under management by client type

Assets under management by client type
and region
0%0%

20%
20%

40%
40%

60%
60%

80%
80% 100%
100%

Total
Total
Asia
Asia
Paciﬁc
Paciﬁc
Europe
Europe
(ex.
(ex.
UK)
UK)
North
North
America
America
Latin
Latin
America
America
Middle
Middle
East
East
and
and
Africa
Africa
UKUK

Institutional
Institutional 63%
63%

Retail
Retail
fund
fund

Retail
Retail

Retail
Retail
Wealth
Wealth 13%
13%

37%
37%

24%
24%

Institutional
Institutional
Retail
Retail

Sources: Schroders as at 31 December 2021. The figures are based on the Group assets under management excluding those from
associates and joint ventures.

Most Schroders’ investments, across all regions and
client types, are managed with a long-term perspective
to reflect our culture and principles. We believe
that the best way to deliver excellent investment
performance over the long term is to invest in
companies with fundamentally sound and sustainable
business models that have strong long-term growth
prospects. However, we do offer a small number of
products to meet our clients’ needs that are based
around shorter-term trading strategies.
The investment horizon over which we aim to deliver
for our clients generally varies across products.
Broadly, most of our fixed income and equity funds
have 3-5 year minimum performance periods, whereas
for multi-asset funds this tends to be either 5-7 years
or 7-10 years. We define the minimum performance
period as the shortest time frame over which we
anticipate delivery of the performance objective. These
time periods are set with reference to the length of a
‘typical’ market cycle for the respective asset classes.
Certain bespoke products have more customised time
periods for assessment and cannot be meaningfully
summarised into a single figure.

Understanding our clients’ needs
Clients are the central focus of our business.
As investors of our clients’ capital, our business is
dependent on being able to identify, understand,
and meet the ongoing and evolving needs of our
clients. We work hard to anticipate the needs of our
clients so we can provide products and solutions that
will support them achieve both their financial and
sustainability objectives.
Every year, we conduct three surveys that reflect our
diverse client base and feed into our thinking6:
– Global Investor Study to canvass retail
investors’ views
6
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– Institutional Investor Study focussing on
institutional clients and their priorities
– The UK Adviser Survey to examine views, concerns,
and priorities of financial advisers in the UK and
their clients
We explore each and their findings below.

Global Investor Study
The Global Investor Study focuses on retail investors
around the world and their views on issues around
three broad themes: investing, sustainability, and
retirement. Within the sustainability theme we
explore their attitudes towards sustainable investing
altogether, what may motivate them to invest, and
what they are looking for in a sustainable fund.
In 2021, we surveyed over 23,000 retail investors from
32 locations around the world, spanning countries in
Europe, Asia, the Americas and more. The detailed
survey results can be found here.
From a sustainability perspective, the results
indicated that retail investors:
– Believe that the wider environmental impact
remains the most attractive reason for investing
in a sustainable fund
– Are most likely to withdraw from investments
due to a financial or reporting scandal
– Believe environmental and social issues are of
more importance following the Covid pandemic
– See national governments and regulators as the
most responsible for taking action to mitigate
climate change, address inequality, and poor
corporate governance
– Are most likely to invest in sustainable products
if there is evidence demonstrating better
financial returns

 azenove Capital did not carry out a new survey across charity clients in 2021. The last survey carried out was in 2020, which was an update to a
C
similar exercise in 2015 and which we covered in our 2020 Stewardship Code Report. Our main takeaway from those was is that for purpose-led
investors like charities, exclusions rather than active ownership remain a preferred approach to sustainable investment. This is something that we
continue to monitor closely.
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Environmental issues are growing in importance across the globe
How the importance of environmental issues has changed since before the pandemic, by region
Europe

Asia

Americas

Other1

Much more
important

21%

34%

30%

28%

More
important

29%

31%

23%

26%

Equally
important

40%

27%

37%

37%

South Africa, UAE, Australia. Source: Schroders Global Investor Study 2021.

1

National governments/regulators are most responsible for mitigating climate change
Who people think is most responsible for mitigating climate change in 2020 versus 2021
National government/regulators

70%

74%

Companies themselves

63%

68%

Inter-governmental organisations (e.g. UN)

66%
68%
Me as an individual

60%
61%
NGOs and charities

55%
57%
Pressure groups and public campaigning

57%
58%
Investment managers/Major shareholders

46%
2020

53%

2021

Source: Schroders Global Investor Study 2021.
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With regards to our stewardship activities, not only
do clients believe that environmental issues are more
important than before the pandemic, but they also
believe that investment managers have a greater part
to play in mitigating climate change. Social issues
have also gained importance amongst retail investors
post the pandemic. This is coupled with the view that
greenwashing or mis-selling would be the greatest
driver for divestment.
In 2022, we will continue to place environmental
and social issues at the centre of our engagement
activities. We plan to build on the momentum
established from the publication of our CTAP (covered
under Principle 2) and continue our efforts to report
clearly and transparently to clients, as we outline at
the end of this Principle.

Institutional Investor Study
Schroders' Institutional Investor Study analyses
the investment perspectives of the world’s largest
investors’ key areas of focus and concern. The
respondent pool includes pension funds, insurance
companies, sovereign wealth funds, private banks,
endowments and foundations.
Similar to the Global Investor Study, we cover three
broad themes: investment outlook, sustainability, and
private assets. Within the sustainability theme, we
gather evidence on institutional investors’ attitudes
towards sustainable investing such as plans for future
allocation, their preferred approach to sustainability,
and the challenges they face.
In 2021, we surveyed 750 institutional investors
in Europe, APAC, the Americas and South Africa,
collectively responsible for $26.8 trillion in assets. The
detailed survey results can be found here.
The sustainability section of the study highlighted
some key findings from our institutional clients:
– 80% of institutional investors surveyed find
sustainability challenging
– Greenwashing is the biggest challenge to investing
sustainably, but data transparency is quickly gaining
importance
– Covid-19 continues to accelerate the importance
of societal issues to institutional investors, most
notably in Europe and Latin America
– The environment, specifically climate, continues to
be the most important engagement topic, but this
has regional nuances
– Clear and transparent details of the funds'
objectives and how they are met are key to clients
investment decision-making
– They believe that demonstrable, real-world
improvements for a company’s stakeholders is the
best way to evidence a successful engagement
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Hannah Simons
Head of Sustainability Strategy
This year’s Study has shown that people want
to measure and quantify the impact on their
investments. We believe the future of assessing
investment performance is going to be three
dimensional, with the emphasis being on risk,
return, and impact. This is why active ownership
is so critical, because this is where the dialogue,
engagement and voting happens. It is through
this process that we can gather more insights
and information about a company and what the
risks and impact of investing in that company
actually are.

As with our retail clients, Covid-19 continues to drive
the increased importance of social and environmental
issues to institutional investors. This increased focus
inherently manifests in concerns around greenwashing
and a desire for transparency on ESG data.
These results indicate that, as we progress into
2022, clients will expect that social and environmental
issues (in particular climate change) will need to
continue to be at the centre of our engagement
priorities. The challenges around greenwashing and
transparency imply that we will need to continue
improving on the quality of our reporting, with a
focus on demonstrating the impact of our
engagement activity.

Investment managers and asset owners are often able to engage with and influence the behaviours of the
companies that they invest in. Which of the following do you believe is important to engage on?

64%

Environment - Attention to environmental issues
(e.g. climate change, emissions, use of fossil fuels)

61%64%

Employees --Treatment
the
Environment
Attention of
to staff/diversity
environmentalofissues
company's
workforce
(e.g. gender/ethnicity/sexuality/
(e.g.
climate change,
emissions,
use of fossil fuels)
socio-economic background)

Employees - Treatment of staff/diversity of the
Management
- Ensuring
strategy and
company's
workforce
(e.g.that
gender/ethnicity/sexuality/
executive pay are
aligned with a sustainable future
socio-economic
background)

6061
% %

Communities- -Ensuring
Impact on
communities
including
Management
that
strategy and
human rights
(e.g.aligned
consultation,
executive
pay are
with a minimising
sustainableenvironmental
future
risk to local communities)

60%

52%

Communities
- Impact
on communities
Suppliers - How
the company
treats its including
suppliers
human
rights living
(e.g. consultation,
minimising
environmental
(e.g. paying
wage, promoting
ethical trade)
risk to local communities)

49%52%

Customers - Responding to customer needs in a
Suppliers
- How
treats its
suppliers
sustainable
way the
(e.g.company
product safety,
healthier
& more
(e.g.
paying living wage, products)
promoting ethical trade)
environmental-friendly

4749
% %

Customers - Responding to customer needs in a
sustainable way (e.g. product safety, healthier & more
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Which,
if any, of the following
% of investing in sustainable
environmental-friendly
products) specific factors do you consider a challenge
investments?
Greenwashing

60%

59%

Greenwashing

Lack of transparency
and reported data

Lack of transparency
and reported
53data
%

Difficulty measuring
and managing risk

Difficulty measuring
and managing risk

48%

60%

59%

48%

53%

40%
2020 2021

2019 2020 2021

35%

Cost

45%
38%

33%

48%

46%
35%

Cost

Performance
concerns

48%

46%

40%

Performance
concerns

34%

45%

20%

38%

33%

2019 2020 2021

23%

34%

2019 2020 2021

2019 2020 2021

20%

23%

What would you class as successful engagement in regards to influencing companies to make sustainable changes?

2020 2021

2019 2020 2021

2019 2020 2021

2019 2020 2021

2019 2020 2021

North America
Europe
Latin America
Asia-Pacific changes?
What would you class as successful engagement
in regards to (incl
influencing
companies
to make sustainable
South Africa) companies to make sustainable changes?
What would you class as successful engagement in regards to influencing
Real world outcome demonstrating a measurable
improvement for a company’s stakeholders

64%

63%

58%

42%

54%

Europe
56%

59%

Asia-Pacific
56%

Real world outcome demonstrating a measurable
Engagementfor
insight
or outcome
is directly
improvement
a company’s
stakeholders
reflected in the investment case

64%
43%

63%
42%

58%
53%

42%
52%

Consistently
againstreporting
companies
Achieving
morevoting
transparent
in order to drive change

54%
37%

56%
37%

59%
55%

56%
40%

Engagement insight or outcome is directly
Public statements
against companies
reflected
in the investment
case

43%
13%

42%
28%

53%
21%

52%
18%

Consistently voting against companies
in order to drive change

37%

37%

55%

40%

Public statements against companies

13%

28%

21%

18%

Achieving more transparent reporting

North America

(incl South Africa)

Latin America

Source: Schroders Institutional Investor Study 2021.
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UK Financial Adviser Survey
The UK Financial Adviser Survey invites advisers
in the UK to share their views on a wide variety of
topics, including their outlook for the economy and
market, information about end investors, and the
most helpful methods to communicate with them.
Since the distribution of our retail fund products is
intermediated, this survey gives us valuable insights
into this community and their clients, who are our
ultimate investors.
The 2021 Survey received feedback from over
200 advisers in the UK on a wide variety of topics
including sustainable investing. The detailed results
can be found here.

The 2021 survey provided some key insights regarding
sustainability from our financial adviser clients:
– ESG factors continue to increase in importance in
the fund selection process
– Advisers view E, S, and G factors of almost equal
importance, despite an end client skew towards the
environment being driven by climate change
– Confidence in talking to clients regarding
sustainable investing is improving, but still at
relatively low levels

Percentage of advisers specifically considering ESG factors as part of their fund
selecting process

43%

74%

80%

2019

2020

2021

On scale of 1 to 5 (with 1 being least important, 5 being most important), how important
are the E, S, and G factors of ESG when selecting an investment?
To your clients
E 7%

13%

S 5%

18%

G

40%

22%

12%

28%

36%

8%

27%

27%

27%

22%

7%

What you think they should be
E

5%

S 3%

26%

8%

8%

34%

G 2% 9%
1

2

34%
3

4

5

Source: Schroders UK Financial Adviser Survey 2021.
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29%

33%

35%

30%

20%

25%

These results seem to support the narrative that
sustainable investing is a subjective field, for example,
everyone will have a different view on which ESG
factors are important. The results would also indicate
that there is room for building up sustainability
knowledge and expertise in the market until we
reach a place where everyone feels confident to have
conversations on the topic.

Incorporating client feedback
The combination of these surveys reflects our diverse
client base and helps us to develop products to meet
investors’ evolving needs. Moreover, these surveys
help us calibrate our stewardship activity to ensure
that we take into account the issues that our clients
consider important.
We have conducted these surveys over a number of
years. They have proved effective in both identifying
investor needs in a given year and in tracking longterm changes in investor attitudes and preferences.
We remain mindful of the fact that annual surveys
may be driven by topical issues that can change from
one year to the next whilst we view stewardship as an
ongoing and long-term process with initiatives that
may span several years.
Moreover, while surveys are a valuable method
for canvassing investor views at scale and allow
comparability, we also gain insight through our dayto-day interactions with clients. We cross-check the
results of our surveys with other industry surveys, and
the ongoing feedback we receive from clients. Insights
from these interactions are fed back to our Sustainable
Investment team through regular discussions and
scheduled meetings with client-facing teams. We also
track the level of ESG content in client due diligence
questionnaires and tender documents to understand
growing interests in sustainability and expectations
on transparency.
Therefore, instead of providing strict guidelines in
terms of how we should approach stewardship,
the purpose of these surveys and the regular
communication with clients is to inform our opinions
when managing their assets on their behalf.
For example, we see a number of commonality across
the results and also through the years:
– Investors are concerned about greenwashing

Our ESG Risk Dashboard (outlined under Principle 5)
aims specifically to help Investment and Risk teams
monitor greenwashing risk. Additionally, we have
a comprehensive reporting framework, which we
describe below.
When it comes to more targeted requirements
from individual clients, that is where we provide
segregated accounts or bespoke investment solutions
to institutional clients, we may tailor the investment
strategy to incorporate their ESG policies and
preferences at their request. This typically involves
screening out sectors that are not in line with the
client’s values.
Given our focus as an active manager on ESG
investment practices and stewardship, we believe it
is appropriate for clients to give voting discretion to
Schroders. We have invested considerable resources
in our active ownership capability and our corporate
governance experts who, working alongside our
investment teams, make voting decisions in the best
interests of our clients. This reflects the fact that our
voting policy is integrated within our investment
processes and that stewardship altogether is part of
each holding’s investment thesis. This is key to our
offering as an active investment manager.
We do not separate voting from engagement. We
view voting as a one-off event in a long, ongoing
process of engagement with a company. And this
engagement is inherent to our investment process.
Active investment, engagement, and voting are
integrated into one programme of work that aims
to drive better investment outcomes for our clients.
Separating voting from engagement may diminish
our ability to influence companies. It could also reduce
our credibility when, for example, a voting decision
does not reflect the dialogue that has taken place with
the company and any progress that may have been
made. Furthermore, we believe the impact of our
engagement and voting power is maximised if we can
present a single voice to companies.
Where clients wish to retain control over their
voting rights, we make arrangements to facilitate
this. Although our voting policy is grounded in our
assessment of clients’ long-term interests, where
clients want to apply their own policies or instructions,
we recommend the use of an external voting service
for clients to vote.

– Sustainable investing remains a complex area and
there is a need to improve understanding
– There is a great need for more transparency
– Data quality needs to improve
– Reporting needs to be clearer
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Communicating activities and outcomes

The reports include information such as:

The investment we have made in the development
of proprietary tools and internal processes serves
exactly the purpose of providing more transparency.
As we discuss under Principle 2, tools such as
SustainExTM enrich our research process but also
enable us to quantify the impact an investment has
on society and the environment.

– A list of companies engaged with, and which
stakeholder group the engagement related to

In 2021, we rolled out ESG factsheets for the
sustainability-focussed funds in our Luxembourg
fund range. Based on SustainExTM metrics, these
show the fund’s estimated impact compared to that
of its benchmark as well as measures for “Impact on
People” and “Impact on Planet” (based on a subset
of the full metrics in the SustainExTM model). The
factsheets are complemented by detailed climate
metrics, third-party ratings for the fund’s holdings as
well as additional sustainability metrics compared to
the benchmark.
We plan to extend these disclosures to the
sustainability-focussed funds in our UK range in
2022. We hope that these disclosures will help raise
the bar not only on transparency but also client
understanding.
We are also very transparent in regard to our
stewardship activities. We disclose these on both
a quarterly and annual basis in our Sustainable
Investment Reports. Past reports can be
accessed here.

– Breakdown of engagement by tier to distinguish
between who and how an engagement was
conducted
– Overall statistics on the progress of historic
engagement by year
– Case studies of regional engagement and proxy
voting activity
– Summary statistics on our voting activity globally
– Summaries of thematic research
These reports are complemented by the monthly
publication of our voting activities (past records are
available here), where we provide details of how votes
were cast globally. This includes information on our
votes against and abstentions, along with the rationale
for these decisions.
In addition to our public disclosures, we provide
more tailored reporting to institutional clients
with segregated mandates. These reports include
the voting activity for each mandate and detailed
information on the progress of company engagements
that are ongoing. Going forward, we will be looking
to develop fund reporting to include information of
fund-level stewardship activities.

Fund-level ESG reporting

Fund level ESG reporting

Overall impact

Climate focus

3rd party ratings

Additional performance metrics

Source: Schroders. For illustrative purposes only.
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Source: Schroders. For illustrative purposes only.
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Principle 7
Signatories systematically integrate stewardship and investment, including
material environmental, social and governance issues, and climate change, to fulfil
their responsibilities.
Our approach to ESG integration
Our central Sustainable Investment team works
with investment teams across our business to
integrate ESG into their investment processes.
We understand that different asset classes may
require different methods to integrate ESG into
their investment processes effectively. While
different investment desks necessarily have different
approaches, our accreditation of the effectiveness of
their integration applies consistent principles and is
based on a common accreditation template.
We summarise this framework below and provide
further detail on how ESG is integrated into different
strategies by way of examples.

Schroders’ Integration Accreditation
framework
As a global firm offering a full range of asset classes
in public and private markets across the world and
investment strategies to our clients, the approach
we take to sustainable investing must be multi-faceted,
thorough, and able to be applied across our business.
The Sustainable Investment team acts as a central
resource for our investment teams to support
and advance our sustainability agenda through
research, ideas, collaboration, product development,
proprietary tools and reporting. Our integration
approach spans the breadth of the investment
process, from identifying trends, analysing securities,
constructing portfolios, through to engagement,
voting and reporting.
Our fund managers and analysts are responsible
for integrating ESG into their day-to-day research,
investment decisions, and ongoing monitoring
processes. Our proprietary tools and research
capabilities help our fund managers and analysts
to translate ESG issues into financial risks and
opportunities, make better-informed investment
decisions and ultimately deliver improved long-term
risk-adjusted returns for our clients.
The accreditation process starts with a collaborative
effort between the Sustainable Investment team
and the investment teams to map out the endto-end investment process from idea generation
to portfolio construction and ensure ESG is
integrated systematically and meaningfully into
the relevant steps.

Stephanie Chang
Head of Integration
ESG integration means that our fund managers
and analysts systematically and explicitly
consider ESG factors alongside or within
traditional financial analysis. It means a broader
assessment of the world in which we operate:
one which captures sustainability risks and
opportunities in our investment decision-making.
For a team to be truly integrated, they must
take responsibility for identifying, understanding,
and managing ESG risks and opportunities.
The Sustainable Investment team regularly
shares its knowledge and expertise with
our investors and has developed a number
of proprietary tools such as CONTEXT and
SustainEx™ to help them successfully identify,
understand, and manage ESG risks and
opportunities in their strategies.

Our approach is holistic – we want to integrate
ESG into established investment processes rather
than create separate processes, which run the
risk of becoming an after-thought or a box ticking
exercise. Our Sustainable Investment team checks
that the different investment desks can articulate
and demonstrate how relevant issues are identified,
investments are examined, portfolio decisions are
influenced and how they monitor and manage
emerging ESG risks. Documentation, produced by
investment desks, is reviewed by the Sustainable
Investment team and recorded to ensure robust
oversight of that integration. We always require case
studies to demonstrate integration in practice. The
accreditation is refreshed on an annual basis and
investment teams are expected to deepen levels of
ESG integration over time.
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The collaboration between our fund managers,
analysts and the Sustainable Investment team work
includes the following:
– The Sustainable Investment team works directly
with each investment team so that we are
comfortable with the basis upon which ESG
integration is implemented within any given
investment process. It then provides ongoing
advisory services to ensure that ESG continues
to be integrated in a relevant way for the asset
class, investment strategy and market, taking into
account evolving best practices. Accountability
remains with each investment team to ensure ESG
is integrated in its research, analysis, and decisionmaking processes, with central oversight of those
desk level processes.
– The Sustainable Investment team produces regular
research to ensure our investment teams keep
abreast of relevant ESG-related considerations, and
how they can impact valuation and risk. As part of
the team’s restructure (as explained under Principle
2) our investment research analysts now have a
thematic focus. There are five themes: human
capital, human rights, climate change, natural
capital and biodiversity, and sustainable innovation
and technology.
– As we describe under Principle 2, our Sustainable
Investment team has developed a number of
proprietary ESG tools to help our fund managers
and analysts identify, understand, and manage ESG
risks and opportunities. CONTEXT and SustainEx™
are our flagship tools currently available for
equity and corporate credit. In addition, we have
developed a number of more focused, asset class
specific tools that enable particular investment
teams to integrate ESG into their investment
process. We describe some of these under the
asset class headings in the following section. The
main reason for developing our own proprietary
tools is that we consider relying solely on thirdparty sustainability ratings and research provides a
limited view of ESG factors, as the underlying filters,
analysis, and methodologies are opaque.
– The Sustainable Investment team also provides
ongoing training to analysts and fund managers
and this training is included in the latter’s
personal objectives.
Our investment teams have a variety of ways that
they use to prioritise different ESG considerations
across their portfolios. The most prominent factor
that applies across all investment strategies,
including those not explicitly marketed as sustainable
investment strategies, is financial materiality. All
teams consider ESG events and conditions that could
affect the financial value of our investee companies or
their credit-worthiness. Investment strategies with an
explicit sustainability focus may additionally consider
the adverse impacts that investee companies may
have on the environment and society, even where
these are not deemed to be financially material.
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In 2021, we further embedded the concept and
practices associated with ESG integration across
asset classes and regions. This meant supporting
investment teams in deepening the way they integrate
ESG considerations. For example, we encouraged
investment teams to fully utilise and broaden their
usage of the proprietary ESG models and tools we
have developed. How this looks specifically for the
investment teams across Schroders, each with their
own investment philosophy and approach, may differ.
But what matters is a consistent level of ESG capability
and application of the ESG resources the Sustainable
Investment team has to offer.
2022 will see the next iteration of our ESG integration
process. We will raise the level of what best practice
in ESG integration looks like and what we expect our
investment teams to be able to demonstrate with
respect to their investment practices. We believe that
we need to continuously challenge ourselves on what
constitutes best practice as we strive to maintain our
leadership position in the market and continue to
meet the needs of our clients.
As part of this new iteration, we will begin to formalise
the expectations arising from our Climate Transition
Action Plan into the Integration Accreditation
framework. This will involve introducing more tightly
defined criteria for what investment teams will need
to do and evidence in order to maintain their ‘ESG
integrated’ status.
On top of that, we have begun a review of the
processes supporting our Accreditation framework
and have taken steps to strengthen them, for example
by replacing manual with automated processes and
by introducing an escalation procedure to ensure
renewals are completed on a timely basis.
We will also look to complete a review and
enhancement of our training material to help investors
stay on top of the latest ESG trends and best practice
for ESG integration.

Integration across different asset classes
The way ESG is integrated into our investment
strategies can differ across different asset classes
and we explain this in more detail below. However,
it is important to note that the accreditation process
outlined above is common across investment desks.

Company analysis
We approach fundamental company analysis within
both our equity and our credit strategies through a
lens of ‘stakeholder capitalism’ in order to assess both
financial and non-financial factors and their potential
impact on returns. We pay particular attention to
how a company manages its relationships with its
key stakeholders such as its customers, employees,
suppliers, and regulators as well as its impact on the
environment and social communities.

Schroders' stakeholder model

Communities

Employees

What support do you offer your local
community? Have you committed to
protect human rights?

How do your employees perform?
How motivated is your team?

Suppliers

How exposed is your supply chain
to disruption risks? How strong are
your supplier relationships?

Company

Environment

Have you put in place an
energy transition plan? Are you
managing operating impacts?

Customers

How is your brand perceived?
What’s in your produce pipeline?

Regulators

How competitive is your market?
Are you paying a fair rate of tax?

Source: Schroders as at 31 December 2021.

Specifically, we believe that sustainable companies
are those whose management establishes strong
relationships with all its stakeholders. We analyse this
mainly with CONTEXT, which helps us understand
two key things. First, how a company ranks against its
peers on specific ESG issues, which we do by attributing
a quartile ranking to each company. Second, how a
company’s ESG performance is evolving, that is if it is
improving, declining, or remains stable.
These two things are part of how we think
independently of company size and, by extension,
whether a fund invests mainly in large or small
companies. We will take size into consideration
when identifying peers and we will account for
the resources a company of a given size has when
assessing how ESG performance is evolving. But these
considerations will be the same independently of
whether this company is large or small so that there
won’t be differences in the integration approach, for
example, between a large capitalisation equities fund
and a small capitalisation equities fund or between
investment grade credit and high yield credit. The
thing that matters in scoring a company is how
it is doing against its peers and whether its ESG
performance is improving or not.
Low-scoring companies that equity and credit
analysts are interested in will undergo a deeper
dive with analysts looking in more detail in the ESG
performance. This is usually where we will start our
engagement with a company. This engagement is
sometimes done by equity and credit teams together.
Depending on the company’s response, we may
escalate our engagement as we set out under
Principle 11.

Case study:
ESG integration in US small-cap equities
A fast growing sustainability theme is that
relating to the environmental impacts of
packaging. We were interested in a company
that provides value-added plastic consumer
packaging, non-woven speciality materials,
and engineered materials. The company was
trading at a discount to both peers and its own
historic valuations which we believe is mispriced
due to a misconception that aluminium is
the most environmentally friendly packaging
option. It is true that aluminium is the most
recycled substrate, but recycling of aluminium
is very carbon intensive. The carbon footprint of
recycled plastic is smaller than aluminium.
In collaboration with the central Sustainable
Investment team, we conducted a thorough
analysis into the company’s products and
approach to the challenge of recycling. We
established that the company in question has
the right kinds of exposure and strong levels of
investment in R&D to innovate. After engaging
with management, we had conviction that our
views would be validated given the management
quality and strategic vision. We proceeded to
invest in the stock. In our view, as regulatory
action and consumer preferences start to bite,
this company will grow as recyclable plastics
are embraced.
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This stakeholder focus aligns with our position as
both debt and equity investors on behalf of our
clients. We believe that our awareness and analysis
of sustainability risks enhances our fundamental
understanding of a company’s value and its ability
to deliver attractive long-term returns whether
through its share price or dividends paid, or in its
ability to service and repay its debt.
While ESG analysis focuses on companies and their
exposure to, and management of, key ESG trends,
we recognise that the type of analysis applied, and
its implications for investment decisions vary across
different parts of the company’s capital structure.
As a result, while our equity and credit teams apply
similar analysis and draw on common frameworks,
tools, perspectives and data to examine companies,
the areas on which they focus and how they apply
those conclusions can differ.
For example, although both equity and credit analysts
will look at the direction and outlook for changes in a
company’s performance, credit analysts will typically
focus more on factors which could lead to downside
risks or losses, whereas our equity analysts will put
more weight on areas linked to future opportunities.
We have designed our approach to ESG integration
as well as the supporting tools and infrastructure in
a way that allows our equity and credit teams to
share perspectives and insights while retaining the
capacity to tailor the conclusions to their respective
investment strategies.
Our quantitative investment teams have their own
individual investment approaches. However, they take
a similar approach by identifying sustainability risks
or ‘signals’ that have been empirically shown to
improve the expected risk or return profiles of our
clients’ portfolios. These factors are used in some
cases to arrive at a composite environmental, social,
or governance score per company and are also used
in portfolio construction to determine position sizing.
For privately held companies, a similar approach is
undertaken by our private equity and debt investors.
However, we are limited by the lack of publicly
available data as private companies typically disclose
less sustainability risk information. There are also
constraints in our ability to transact given the lower
liquidity and higher transaction costs common in
private markets.
Typically, this means that engaging and carrying out
due diligence upfront, that is, at the deal origination
stage, is more important. We carry out extensive due
diligence on private companies and their management
teams prior to investment on a wide range of issues,
including material ESG issues. This often involves
the use of third-party vendors who provide us with
detailed reports on the ESG risks associated with
prospective investee companies.
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Ongoing company engagement is also particularly
important in light of the absence of data. For our
direct private equity investments, we will typically be
in regular communication with the management team
and seek a board seat for one of our investment team
members. However, this may not be possible where
we have taken a minority stake.

Case study:
ESG integration in Global Credit
Our Global Credit franchise has integrated
ESG across a broad spectrum – from the
environmental and social themes underpinning
its investment research to the “bottom-up”
company level analysis of ESG
factors leveraging the firm’s proprietary tools.
Rigorous consideration is given to ESG factors
at the portfolio construction level. In 2021, the
Global Credit team formalised its approach to
active ownership by mandating engagement
objectives for each of its credit analysts. Despite
the absence of voting rights generally in
debt instruments, the team believes in being
responsible stewards of our clients’ capital and
are committed to exercising this responsibility
to aid the search for investment performance.
Bondholders can provide additional leverage to
the voice of voting shareholders and we believe
that our goal of seeking long-term, sustainable
returns is one we share with shareholders.
The Global Credit team has also successfully
aligned and deployed a consistent ESG rating
framework across its regional research and
portfolio management teams. This means that
portfolio managers looking at individual credit
instruments have access to a consistent level
of research and a comparable set of ratings
regardless of geography. The framework
now encourages analysts to apply a uniform
distribution across their respective sectors to
address any perceptions that certain sectors
are inherently ‘good’ or ‘bad’ from an ESG
perspective.
Through the course of 2021, an ‘F’ (for ‘Fail’)
rating was also introduced to identify issuances
by companies that are structurally challenged
by ESG issues with low probability of a
sufficiently timely and appropriate mitigating
action being undertaken by the company. ‘F’
rated investments are generally regarded as
unsuitable for investment across the Global
Credit franchise. Since establishing this
expectation in Q3 2021, two investment grade
and three high yield companies have been
identified as un-investable for our purposes.

Case study:
ESG integration in Schroders Capital
Private Equity
Schroders Capital Private Equity’s aim is to
achieve “success through private equity investments
our clients can be proud of”. Sustainability and
impact (S&I) considerations are central to that
mission and we have been a signatory to the UN
Principles for Responsible Investment since 2010.
We have worked to stay ahead by thoroughly
integrating ESG risk and opportunities as well as
incident monitoring in our investment process.
In 2021, Schroders Capital Private Equity
reviewed and further upgraded its sustainability
and impact approach, using external factors that
have brought ESG topics such as climate change
and health and wellbeing as opportunities. Key
achievements included:
– S&I governance formally extended to include
a first full-time dedicated senior staff and
a broader ESG committee membership to
include further S&I champions to widen
coverage across our regions and investment
strategies.
– Enhancing our ESG integration
– Direct/co-investments:
– Proprietary ESG rating framework
developed (“RISE ESG”): uses an industry
materiality approach to assess ESG
practices at portfolio companies, tracking
and scoring the information. These
assessments may be part of a product’s
sustainability characteristics according
to the EU’s Sustainable Finance
Disclosures Regulation (SFDR).
– Development of impact framework
(“RISE impact”): using the Impact
Management Project “What, Who, How
much, Contribution, Risk” framework as
guiding principles. This new assessment
framework will be applied to private
equity vehicles that will be classified
under SFDR’s “Article 9” and launched in
2022. This framework selects investmentspecific custom impact measurement
indicators.
– General Partner ESG assessment: review of
the current framework to align with ILPA’s
2021 GP ESG assessment framework
These enhancements will continue to be rolled
out in 2022 so that this higher standard becomes
business as usual going forward.

Case study:
ESG Integration in Asia ex Japan Equities
We are long-term “bottom-up” investors.
We have a clear focus on long-term return
on investment capital utilising a Shareholder
Return Classification framework to judge the
relative attraction of different businesses. This
longstanding process has been back tested
with market data and we believe offers superior
investment returns in our clients’ portfolios
over many years. ESG analysis is entirely
complementary to our ROIC analysis. To that
end, we have enhanced the discipline of our
ESG analysis since 2020, through documenting
identified material ESG risks and opportunities
from a stakeholder lens (using CONTEXT). While
much of our analysis will be qualitative given
the quality of ESG disclosure in our markets,
we draw on external and internal measures of
sustainability such as SustainEx™, CarbonVaR
as well as third-party data providers.
As managers of large pools of capital, we believe
that we have a responsibility to our investors and
all stakeholders to exercise our ownership rights
and obligations and encourage sustainable
business practices. Often the quality of the
dialogue we have during engagement with a
company on ‘E’ and ‘S’ targets can provide us with
invaluable insight into the ‘G’ and management
capability of a company. More generally, we feel
we have a role to play in encouraging companies
to improve disclosure and transparency on their
ESG reporting, in line with global best practice.
For example, we recently analysed and engaged
with Chinese banks. In our experience, the
level of government or regulator influence over
Chinese banks has increased significantly in
recent years. As China sets its macro economic
policy with an overarching aim of “common
prosperity”, we think that banks as a vital part
of executing China’s monetary and fiscal policy
are unlikely to see these tighter controls reverse
soon. The differentiation in relative valuation
is, in our view, sometimes exaggerated. On
the back of our ESG analysis, we updated
the Shareholder Return Classification of the
Chinese banks covered. As a result, two were
downgraded and one was upgraded.
We also note the increased focus on Scope 3
emissions of loans and investment portfolios,
both globally and in China. At present, it is
challenging to obtain comparable, reliable,
and systemic data for assessment. We joined a
collaborative engagement on fossil fuel financing
for Chinese banks, and seek to further our
understanding on how climate risks are managed.
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Case study:
ESG integration in Cazenove direct
equity investment
As a team which invests directly in equities,
we are often on the look out for new ideas. We
use the firm’s proprietary tool, CONTEXT, which
helps us analyse a company through the lens of
various stakeholders. As part of our research into
Cognex, a company that is positively exposed
to the supply chain automation theme, we used
CONTEXT to analyse the company’s disclosed ESG
data points as well as how it compared to peers.
We found that its ESG disclosures were lacking
and initiated a call with Cognex’s Investor
Relations team to glean further information.
By its own admission, the business was “early
in its ESG journey”, with little reporting data on
their activities. We encouraged them to publish
data relating to various stakeholders particularly
around carbon- and employee-related metrics.
After our call, an introductory ESG flyer was
published to their website. We followed up with
feedback on their disclosures, which were light
in detail, but a step in the right direction.
We initiated a modest holding in our models
and continue to engage with the company to
disclose further information, including Scope 1
and 2 emissions as well as more data around
corporate culture, i.e. employee training,
turnover, and diversity.

Sovereign debt
The social and environmental backdrop facing
countries and their governments is changing quickly.
As these pressures become more acute, the financial
importance of effectively managing social and
environmental change for sovereign issuers is rising.
We believe that identifying and understanding relevant
sustainability risks and assessing how challenges
are being met, help with our long-term analysis of
sovereign risk.
We approach sovereign analysis by identifying the
building blocks of a country’s economic growth (such
as capital, labour, or productivity) and then we identify
sustainability risks that impact those building blocks.
For example, we look at health and education metrics
as indicators of the capability (and potential) of a
country’s labour force. We also consider the risks to
economic growth in the form of a country’s ability and
willingness to repay its debt such as the strength of
a country’s institutions and the rule of law.
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Case study:
ESG integration US Municipal Bonds
Municipal bonds are debt securities issued by
local authorities, most commonly found in the
US. Funds raised from the bonds are used to
fund projects, like building schools, updating
water and sewer systems, expanding hospitals,
and maintaining roads. Different municipalities
across the diverse US are facing very different
threats, are responding in different ways, and are
in different positions as a result. Understanding
those positions is vital to gauge the long-term
financial health of those borrowers.
In response, we created our proprietary
Municipal US Sustainability Explorer (MUSE)
in collaboration with Schroders' Data Insights
Unit (DIU) and the Sustainable Investment
team. The tool gives analysts access to dozens
of data points spanning ESG factors and allows
them to assign an overall sustainability score to
over 3,000 counties in the US. Analysts assign
a two-part ESG score to the municipalities they
cover, including a current quality score and a
directional score.
With growing evidence of the importance of
ESG factors to credit stability MUSE works to
mitigate potential threats and generate alpha
for investors.
A real world example of how we use MUSE in
the investment process was when an airport in
Florida came to market with new debt issuance.
The credit was reviewed from a fundamental
perspective and was presented to the team
as an potential investment opportunity given
where it was being priced that day. Originally,
the team discussed purchasing a long duration
position. However, metrics in MUSE pointed to
potential environmental challenges to the county
in the long term given its location, specifically
hurricane risk and flooding. The airport serves
three counties, with one county having 47% of
its economy concentrated in a 100-year flood
zone. Our concern is increased frequency in
flooding and storm surges will disrupt the local
economy. With the addition of this ESG analysis
along with the fundamental credit review, the
team decided to invest in a shorter duration
holding because we didn’t believe we were being
appropriately compensated.

Structured credit analysis

Multi-Asset

We believe an in-depth understanding of collateral
cash flow and the impact of the securitised loan’s
structure is the foundation of generating returns in a
market where size and complexity lead to exploitable
inefficiency. The consideration of sustainability
risks provides a more holistic assessment of the
quality of the collateral and the sustainability of the
cash flows. We have enhanced our sustainability
assessment framework to incorporate more
environmental considerations and formalised this
in an ESG scorecard. Fundamentally embedded
within our research is a review of governance, fair
lending or predatory lending, climate-related risk,
the health of the loan for the consumer as well as
exposure to physical climate or climate transition
risks. Counterparty considerations are a part of the
asset consideration and governance. Additionally, we
have developed proprietary analytics consisting of
asset specific models, surveillance and forecast/trend
analysis to assist in assessing the sustainability of
investment ideas.

Our Multi-Asset team integrates sustainability
risk considerations directly into their investment
processes, including asset class research, asset
allocation, and portfolio construction. Sustainability
risk considerations are incorporated into the research
process using the firm’s proprietary tools, such as
SustainEx™ or CONTEXT, to understand potential
implications for risk premiums across asset classes.

Convertible bonds analysis
Convertible bonds are hybrid securities that entitle
the investor to convert a bond into a certain number
of associated shares. They combine the protection of
a fixed income investment with the potential return
of a stock. The blend of individual elements that make
up a convertible bond – bond, equity and right of
conversion – produces an asset class that has unique
risk-return characteristics.
A principal element of capital protection is delivered
through the “bond floor” which is influenced by
the stability and quality of the issuer. Sustainability
risks are one of the key factors which affect an
issuer’s creditworthiness and in particular, sudden
shocks are more costly than gradual credit declines.
From a sustainability risk perspective, this means
that we are more concerned with sharp moves
driven by new information, particularly around
controversies. We therefore explicitly incorporate
a number of governance-focused metrics in our
modelling which drive credit spreads and, ultimately,
valuation. Sustainability risks also feature in portfolio
construction whereby we use environmental, social,
and governance inputs based on internal research
systems in a scorecard approach.

We have developed the concept of a sustainability
budget, measuring the percentage of the capital
allocation in the portfolio which integrates ESG factors
or is managed with a sustainable approach.

Case study:
ESG integration in European Multi-Asset
As multi-asset investors, we have a different
investment process to most fundamental equity
and debt investors as we do not typically select
securities. Our global research platform is the
foundation for multi-asset investments. We have
a sustainability cross-asset group which sits
across the seven risk premia research groups.
We integrate ESG considerations into risk premia
research by leveraging Schroders’s proprietary
ESG tools. For example, we used SustainEx™
as an additional lens through which to assess
regional and sectoral stock market returns. This
helped us identify that some markets were more
exposed to unpriced social externalities than
others and therefore to increasing regulatory
risk which may impact returns.
A key part of our investment process is our
Global Asset Allocation Committee where we
propose, debate, and agree on specific trades.
Where appropriate, ESG considerations are
flagged for further discussion.
As part of portfolio construction, we have access
to portfolio optimisation tools that incorporate
ESG, for example through the use of economic
return forecasts which incorporate the impacts
of climate change.
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The trade-offs involved in establishing a sustainability
budget revolve around removing or reducing asset
classes and company components that are not
deemed sustainable from the universe available
for investment. It provides the investment team
with a flexible tool to monitor and measure the
sustainability of the portfolio, while permitting other
assets that are useful for diversification, tactical asset
allocation, and risk reduction.
During portfolio construction, strategies are selected
by our multi-asset teams to meet objectives from a

range of Schroders’ strategies or externally managed
strategies. Schroders’ strategies will have been
through the Integration Accreditation framework as
summarised above. Where external active strategies
are used, these will have been through the approach
described under the Fund of Funds section below.
Our teams also seek to incorporate the potential
implications of climate change on long-term asset
class return and risk forecasts.

Integration in multi-asset: ESG is embedded from both a top-down and bottom-up
perspective throughout our investment process
Schroders sustainable
security selection
expertise

Tactical trade
sustainability
screening

Active
engagement
and voting

30-year asset class
return adjusted for
climate change

Embedding

Proprietary
sustainability
tools

Measurement
through a variety
of ESG lenses

ESG integrated
multi-asset
research
Research

Asset allocation

Source: Schroders. For illustrative purposes only.

58

Sustainability
budget

Stewardship Code Report 2021

Stock selection and engagement

ESG measurement

Fund of funds
To integrate sustainability risk considerations into
our manager selection process, the majority of teams
across Schroders and our Wealth business have
adopted a common approach. This was originally
developed by Cazenove. We set out the approach in
the box below.

Case study:
ESG integration in Schroders
Investment Solutions
As multi-asset investors, we delegate the security
selection decisions to selected fund managers,
who execute their strategy in their given asset
classes. However, effective and responsible active
ownership has long been part of our fundamental
approach to investment at Schroders, and this is
maintained despite the degree of separation.
We recognise that companies play a critical
role in societies and are heavily exposed to
changes in those societies and the natural
environment. We believe by engaging with fund
managers, who in turn engage with companies
and their management, we can improve our
understanding of the issues that are faced, as
well as the approaches to managing them; this
helps us to protect or enhance the value of our
investments. Accordingly, we actively engage
with fund managers and fund management
companies on a variety of ESG issues contained
within our questionnaires, such as whether a
manager is a Stewardship Code signatory, what
thought leadership they produce on ESG, whether
performance objectives of senior management are
linked to ESG targets and so on.

Derivatives
Our commodities teams invest in both commodity
futures and commodity producers (equities). The latter
is covered under the Company Analysis section above.
Sustainability risks can influence commodity prices
and, therefore, we integrate these considerations into
our forecasts for commodity market returns. We use
our proprietary tools, such as CONTEXT, as well as our
own understanding of specific commodity markets,
to identify key sustainability risks that may impact
either the supply or demand of the commodities
in which we trade. For example, we have identified
that unsustainable sourcing of nickel supply from
Indonesia presents sustainability risks and yet nickel
is an important input into electric vehicles, which are
integral to the energy transition.
Where financial derivatives are used to achieve
client-specified return and risk objectives, for
example, within our Portfolio Solutions business,

Engagement with companies is typically most relevant
for investors who are involved with fundamental
company research. Manager selection teams at
Schroders are an additional step away from asset or
security selection. Our stewardship approach therefore
is focused on engaging with our external managers to
increase the robustness of their own sustainability risk
integration and their active ownership practices.

The aim of our engagement is threefold:
1 Encourage fund managers to in turn encourage
the underlying companies to adopt longer-term
approaches to their stakeholder relationships.
2 Improve investment insights for investors by
encouraging the reported ESG data provided by
all fund management companies; and
3 Generate better returns or avoiding investment
risks associated with ESG-related matters (such
as stranded asset risk).
We use the Annual Manager Questionnaire results
and engagement with fund managers to increase
their scores.
All fund managers whom we invest with are
required to participate in our annual Fund Manager
ESG questionnaire, which are used to track industry
wide outcomes and to assist in improving manager
level engagements and outcomes. This exercise
in turn will then filter from our managers to their
engagements with underlying companies, with
the aim being to both improve the reporting and
data associated with ESG, as well as to drive ESG
outcomes where appropriate.

our primary exposure is to the counterparties of our
trades rather than to the underlying asset on which
the derivative contract is based. As such, we focus on
sustainability risks during our onboarding and annual
review of counterparties which are primarily financial
institutions.

Infrastructure Finance
The long-term nature of this asset class makes
understanding and managing sustainability risk
issues particularly critical. As investors on behalf of
our clients who generally look to hold to maturity,
sustainability risk analysis is fundamental to the
investment decisions we make. These considerations
are both a driver of infrastructure growth; for example,
the shift to low carbon transport, and potential sources
of risk, for example, poor governance can lead to
mismanagement of infrastructure assets with real
human costs as well as financial implications.
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Our infrastructure ‘test’ must confirm that the asset
is essential to the community, capital intensive, has
a long economic life, is often a natural or regulated
monopoly and has low obsolescence/technology risk.
Our mission statement is ‘essential infrastructure,
sustainable performance’. We are currently focused
on three key trends that contribute to a sustainable
future:
– Accelerating the ecological and energy transition
– Developing the digital economy through the
deployment of new equipment and technology
– Investing in mobility solutions to prepare the city
of tomorrow
Sustainability risk considerations form a core part
of our investment scorecard which is applied to all
transactions we analyse. We use CONTEXT, one of the
firm’s proprietary tools for sustainability risk analysis,
as the framework for understanding and assessing
the major environmental, social, and governance
themes which apply to infrastructure investments in
different sectors. We have also developed an on-desk
proprietary tool that assesses the sustainability risk
and impact of an investment and its contribution to
the UN SDGs: AIDA.
AIDA was developed with an external consultant and
gives each prospective investment an ESG ranking
based on the ESG risk of the investment. The tool
considers the asset’s contribution to the SDGs and to
the three key trends described above.
Final investment recommendations to the Investment
Committee are accompanied by detailed research
notes, which include a mandatory section on
sustainability, which includes an environmental
analysis, a social analysis, and a governance analysis.
Our environmental analysis looks at the likelihood
and impact of sustainability risks (such as climaterelated risks). Social analysis focuses on factors
such as the company’s health and safety policy, and
the social climate of the company, namely, how its
operations may impact civil and local community
regulations and whether there is support for the
activities of the company. Our governance analysis
includes the assessment of factors such as: presence
and efficiency of risk, audit, and HR committees;
political instability; consensus on regulation. We
also regularly monitor the ESG performance of
our investments, tracking them against indicators
bespoke to each project.

Insurance-Linked Securities
Insurance-Linked Securities (ILS) are primarily linked
to the (re-)insurance of natural catastrophe, mortality
and pandemic risks, and extreme events that can
cause severe disruption to people’s lives and the
communities they live in. Our approach to integrating
sustainability risk considerations focuses on the
covered risks, sponsors of, and structures used for
such transactions.
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By nature, certain types of ILS products, such as
catastrophe bonds, are in themselves already
exposed to social and environmental trends such as
climate change. We follow and examine social and
environmental trends we believe will emerge over the
investment horizon and consider their potential impact
on returns. For example, we adjust Natural Catastrophe
models to reflect our own views on the frequency and
severity of extreme weather events. In non-weather
related ILS we seek to avoid investing in risks that may
contain ethical or social concerns, for example, where
investment returns are dependent on the outcome of
insurance lottery jackpots or life settlements.
Depending on the type of sponsor, we consider
different sustainability risks to help us assess the
quality of the sponsor and to ensure that stakeholders’
interests are aligned.

Real Estate
Real Estate investing on behalf of our clients carries
the responsibility to understand and manage
environmental, social, and economic impacts,
positive and negative, to deliver resilient investment
returns for the long term and manage exposure
to material risks. We believe that understanding
these issues and their impacts is integral to our
investment process and applies to all aspects of
real estate investment across the lifecycle stages
of acquisition and ownership, asset management,
property management and operation, renovation
and construction. Understanding and improving
the impacts of real estate investment sits alongside
our priority to maximise returns for our clients in a
manner consistent with our funds’ risk profiles.
Our investment process includes consideration
of sustainability credentials and risks throughout
the investment lifecycle. We conduct preacquisition ESG due diligence to understand the
sustainability credentials and risks and to reflect
into our investment decisions. After the acquisition,
sustainability objectives are established for each
asset. Implementation follows throughout the asset
hold period and reviews are regularly conducted, for
example typically twice a year at portfolio level.
The environmental factors of most importance to us
include energy, carbon and water use and efficiency,
as well as waste management and disposal, pollution,
and physical risks. From a social perspective, we
are interested in optimising the tenant experience,
fostering community relationships, and contributing
to local prosperity. We also focus on good governance
of our assets and portfolios including, for example,
compliance with building regulations, oversight of
third-party property managers where they may be
responsible for the daily support to a building and
ensuring product level reporting meets regulation
and industry best practice.

Case study:
Schroder Real Estate Investment Trust
The Schroders Capital Real Estate Investment
Trust invests in direct real estate and has defined
its stakeholders to include shareholders, service
providers, lenders, occupiers, local communities
and the environment. Schroder Real Estate
actively manages the portfolio and regular and
ongoing engagement with stakeholders is key in
understanding stakeholders’ needs and supporting
long-term sustainable returns. Examples of this
engagement include the following:
Occupiers
Schroders Capital Real Estate seek to include
green lease clauses in leases which can support
landlords and tenants, for example in relation to
data sharing, collaboration, energy performance
and cost-recovery clauses. Green leases can also
support implementation of onsite renewables, for
example, through clauses relating to roof access
and maintenance for roof top solar photovoltaics.
Technological interventions such as smart
metering, data management software systems, and
real-time sustainability performance dashboards
also support the potential for improved sharing
of data and landlord and tenant engagement.
Schroders Capital Real Estate also has a number of
guides to support tenants including a Sustainability
Guide for Occupiers and a Sustainability Guide for
Tenant Fit Out.
Schroders Capital Real Estate plans to commission
a customer satisfaction survey in 2021, using
a specialist customer service provider, to give
occupiers a voice and better understand their
needs. The results will be used to create action
plans seeking to improve the occupier experience.
Service providers
Schroders Capital Real Estate’s Sustainability
Requirements for Property Managers policy
specifies the service levels required from Property
Managers to support the management of assets
in line with the policy and its objectives including
energy and greenhouse gas targets and the use of
renewables. Specific aspects include: monitoring,
measurement and reporting for example of
utility data and improvement initiatives; controls
including compliance; proposing and supporting
improvements; supply chain management and
stakeholder engagement. Key performance
indicators are attached to each requirement.
Schroders Capital Real Estate have also established
a Sustainability Guide for Development and
Refurbishment to support the management of
projects from concept and ambition, through
delivery and into operation and occupation.
This guide is essentially a toolkit to be used by

project teams which includes a broad range of
third-party consultants for example architects,
technical consultants – structural, mechanical
and electrical, wind, thermal – and development
managers. The guide helps Real Estate deliver
projects to appropriate standards across a range of
environmental and social considerations including
climate change, health and wellbeing, carbon,
materials, biodiversity, social impact, water
and waste.
Communities
Schroders Capital Real Estate works to ensure
good engagement with communities in relation to
its asset strategies. In relation to climate change,
this includes ensuring that planning requirements
and building regulations are met, or exceeded
where appropriate, and applying Schroders
Real Estate’s Development Guide to set project
ambitions. Together this supports asset resilience
for the benefit of communities, councils, occupiers,
and shareholders.
Shareholders
As part of effective communication and reporting
to shareholders, the Investment Trust issues
an annual sustainability report, which sets out
Schroders’ principles and progress across ESG
aspects, a TCFD statement and environmental
performance. This report is made publicly
available here.
Environment
Schroders Capital Real Estate applies a range
of environmental principles in its investment
management approach for the Fund and which
are set out to shareholders and made publicly
available here. There are several examples of
these principles. For example, energy efficiency
and reducing energy consumption will benefit
tenants’ occupational costs and may support
tenant retention and attraction, in addition to
mitigating environmental impacts and helping to
future-proof the portfolio against future legislation.
Therefore, where the landlord retains operational
control responsibilities, Schroders Capital Real
Estate monitors the energy usage and efficiency
on a quarterly basis and has had an energy and
greenhouse gas emissions performance reduction
target since 2015/16. These targets are being
replaced with energy and carbon reduction targets
in a net zero carbon context. Another example is
effective waste management, which decreases
pollution and resource consumption, as well as
improving operational efficiency and associated
costs. To this end, waste should be minimised
and disposal should be as sustainable as possible.
Schroders Capital Real Estate has, therefore, set an
objective to send zero waste direct to landfill and to
achieve optimal recycling.
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Differences across geographies
As we outline under Principle 2, our stewardship
activities, including integration, rely on the input of
analysts who can provide the regional context for each
case and help us understand the different pressures
companies face. The process of the integration does
not vary across different geographies. What differs is
the materiality of ESG factors, the thresholds before
we engage, and the length of time before we can
reasonably expect a change when we engage.
For example, physical risk by climate change is
more relevant in regions exposed to extreme
weather events. Or we will normally place a stronger
emphasis on corporate governance issues when we
invest in emerging markets and other jurisdictions

Case study:
ESG integration in Asia macro
Our view is that countries with better or improving
ESG factors make better long-term investments
and generate sustainable cash flows. That is, such
countries have the willingness and the ability to
service their debt.
Within ESG, we see governance factors as being
most highly correlated with sovereign credit risk.
Institutional weakness and political instability
often directly impact a government’s ability and
willingness to pay. We believe social factors are
correlated with GDP per capita and are therefore
important in generating the cash flows needed to
service debt. Lastly, environmental factors are crucial

Our use of third-party service providers
We list the third-party service providers under
Principle 2, where we discuss the different components
that make up our stewardship resource.
The most important external service providers we use
in our ESG integration process are ESG data providers.
We generally consume raw ESG data from a range of
sources. These feed into our proprietary tools but both
our Sustainable Investment team and our analysts/
fund managers also use them to help them identify
any potential red flags, particularly where issues are
highlighted by our own tools as well.
In our experience, ESG dataset quality lags that of
other financial datasets as ESG data is not subject
to the same rigour as financial data. We, therefore,
transform and cleanse the data ourselves before
using it.
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where standards are still evolving and companies’
performances in that area can be highly variable.
Companies in developed markets usually have
more rigorous listing standards, so investors'
expectations are higher, for example around auditor
and remuneration disclosure or board composition,
diversity, and independence. Emerging markets
are subject to more constraints, which sometimes
reflect cultural issues, and in some markets our
priorities focus more on achieving a minimum level of
disclosure.
More generally, regional differences play a role
in determining the context in which a company
operates, that is, to identify its peers, consider regional
regulation, and compare to the regional best practice.
It will not change the integration process.

considerations but are typically correlated with
sovereign risk over the longer term even though
they often generate short, sharp shocks.
Examples of the ESG factors we will consider when
analysing sovereign risk include indicators of political
stability, corruption levels, life expectancy, Gini
coefficient and carbon emissions per capita. The
analysis then informs portfolio construction.
Additionally, we run scenarios to stress test our
portfolios. Some of these are based on ESG trends
such as a scenario where developed nations
introduce legislation to simultaneously fight climate
change and economic inequality through the use of
redistributionary carbon taxes.

Where we receive bespoke services in connection with
how we integrate ESG into our investment portfolios,
we will typically only appoint a supplier after we run a
competitive tendering process. As part of this, we will
meet a number of service providers and discuss our
expectations for the services.
We discuss our oversight of external service providers
including third-party managers under Principle 8.

Principle 8
Signatories monitor and hold to account managers and/or service providers.
Oversight of external service providers
We have an established global network of external
service partners to supplement our own infrastructure,
benefiting from the expertise and specialised skills
our partners provide. Our dedicated Procurement
team oversees our suppliers and the procurement of
outsourced relationships.
Outsourcing and Supplier Oversight is essential to
effectively manage relationships and mitigate the
risks with suppliers providing goods and services to
the Group. Schroders’ Group Outsource and Supplier
Oversight policy (along with the Supplier Criticality
Assessment policy) outlines the framework and
minimum standards to be applied to the management
of Schroders suppliers to:
– Ensure outsourced activities are subject to a
consistent standard of control and effective oversight
– Ensure goods and services are delivered to agreed
and expected quality and performance standards
– Understand and mitigate any potential risk
exposure related to our suppliers
– Ensure added value from suppliers by maximising
return on management effort
Our Procurement team check that practices are
compliant with our policies.
Depending on the types of relationship, activities,
and the related level of risk assessed by Schroders,
the management measures to be employed may
differ. In all cases, we carry out an initial due diligence
assessment and ongoing monitoring to ensure that the
services supplied are of an acceptable quality and that
our supplier code of conduct has been adhered to. Our
Supplier Code of Conduct (available here) sets out the
high standards and behaviours we expect from them,
covering human rights, ethical sourcing, bribery and
corruption, living wages, diversity and inclusion, health
and safety and the environment.
We engage proactively with our external service
providers through regular communication from
employees and have an established framework that
governs our approach to selection, onboarding,
management, oversight and reporting across our
supply chain.
The Schroders plc BARC reviews the Group’s material
outsource providers annually to ensure that the
strategy for their use remains consistent with our
strategy to use service partners as a way to add value to
our infrastructure.

In 2021, we added dedicated resource to lead the
focus on our social responsibilities within the supply
chain. This allows us to regularly collaborate with
those suppliers deemed to be of higher risk to modern
slavery as well as to both implement our approach to
carbon emission reporting and engage suppliers to
set their own science-based targets. Alongside this,
we have introduced the Supplier Oversight Team to
enable controls with regard to supplier sustainability
provisions at the point of onboarding and through
ongoing monitoring.
We are now exploring how we can further utilise the
new resource to take responsibility for further controls
and reviews and drive continuous improvement. One
area we will be looking at in 2022 involves developing
a supplier engagement strategy.

Proxy advisers
Every three years Investment and Procurement lead
the tender for proxy advisors. The last one took place
over the course of 2019/20. The Corporate Governance
experts within our Sustainable Investment team and the
procurement team put together an RFP. Answers were
evaluated and a shortlist of providers was engaged with
by both teams to reach a decision, the next review is
due towards the end of 2022.
Among other things, the RFP process evaluates the
resources, governance, and systems of the possible
providers. A thorough assessment is made on the
quality of the research and the ability of a firm to
execute the complex needs of our institution. Of
particular focus to us in the last review was the global
coverage on both a research and an operational level as
well as the quality of the platform itself. We also looked
for clarity and capacity to implement changes after the
recent SEC guidance on proxy voting.
During the year, the corporate governance experts
feed back to our proxy advisers through regular formal
monthly meetings and frequent calls. The team also
attends industry events held by proxy advisers to
directly influence policy and give investor views.
The accurate and timely delivery of proxy votes to our
investee companies through technology ensures we
exercise our ownership responsibilities without having
to attend multiple shareholder meetings. We are reliant
on our voting agent to inform and deliver our ballots
and this process is scrutinised during the regular RFP
process, we also carry out multiple ad hoc checks to
ensure accuracy. Additionally, our corporate governance
experts circulate the details of votes executed in the
previous month during the internal monthly regional
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corporate governance committees, which the relevant
analysts/fund managers attend, so that they can see the
voting decisions. They also circulate the details of votes
executed in the previous month during the internal
monthly regional corporate governance committees,
which the relevant analysts/fund managers attend, so
that they can see the voting decisions.
We provide more details on how we use proxy advisers
in our voting process under Principle 12.

ESG data vendors
Our preference is for raw ESG data, which we consume
from a range of sources including Refinitiv, MSCI,
Bloomberg, ProxyInsight, BoardEx and Sustainalytics.
We outline how we use the data of each vendor under
Principle 2. In our experience, ESG data quality lags
compared to that of other financial datasets and,
hence, we conduct a degree of our own cleaning of
the data before using it.

Manager selection
Some of our strategies and our Wealth and private
equity funds of funds businesses invest in products
managed by third-party managers. We conduct
extensive due diligence on third-party managers and
carry out regular monitoring of both the portfolios
that they are responsible for managing as well as the
systems and controls that third-party managers have
in place.
To integrate sustainability factors into our manager
selection process, we first examine the manager at the
firm level, where we aim to understand if sustainability
factors are a central part of the firm’s ethos and
culture. We do this by using ESG questionnaires
which have the same overarching objective of seeking
to understand external managers’ sustainability
approach better. Each questionnaire may have slightly
different questions depending on the asset class in
question. Secondly, at the strategy level, we assess the
extent to which the investment manager integrates
sustainability risk considerations in their own
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investment processes.
Both levels of assessment contribute to our research
and analysis on the suitability of the external fund
manager for inclusion in our portfolios.
The manager selection teams at Schroders are an
additional step away from asset or security selection.
Our active ownership approach is, therefore, focused
on engaging with our external managers to increase
the robustness of their own integration and their
active ownership practices. The manager selection
teams will review external managers regularly as part
of their existing processes. The review will consider
whether the external manager continues to meet
the team’s ESG criteria for inclusion in portfolios and
approved lists.

Principle 9
Signatories engage with issuers to maintain or enhance the value of assets.
Our approach to engagement
Active ownership is a key element of the value we
bring to our clients. Social and environmental forces
are reshaping societies, economies, industries and
financial markets. Approached thoughtfully and with
focus, encouraging management teams to adapt
to those changes, and holding them accountable
for doing so, can strengthen the long-term
competitiveness and value of those assets and can
accelerate positive change towards a fairer and more
sustainable global economy.
At Schroders, we have recorded and monitored our
ESG engagements for more than 20 years. Schroders
have been tracking ESG engagement activity in our
internal engagement database where the Sustainable
Investment team, fund managers and analysts input
the details of their individual engagements such as
the company involved, the region, the engagement
objective, the method of engagement (this could be
an email or a one-to-one call for example) and the
individual within the company/company representative
that they engaged with. The information from this is
used to produce our summary engagement statistics
which are used in this report and the quarterly and
annual Sustainable Investment reports.

Strengths of engaging as an active manager
As an active manager, with hundreds of experienced
and insightful analysts and fund managers around
the world, we are especially well placed to engage
thoughtfully and constructively with the companies in
which we invest. We believe the following points are
critical to the success of our engagement approach:
– Knowledge: We leverage the knowledge of our
analysts and portfolio managers to understand
which sustainability issues matter to a company’s
long-term performance. The investment tools
we have developed, such as CONTEXT, help us
to identify the most important issues facing
individual companies and areas of weakness in their
management of those key issues.
– Relationships: We have built strong, long-standing
relationships with the companies in which we
invest, with our engagement history dating back
to the year 2000, and embedded a culture of
active ownership and regular dialogue across
investment teams.
– Impact: The insight gained through engagement
can directly influence the investment case.
– Incentive: We have the power to reduce or even
sell out of a holding if engagement is unsuccessful,
or we have the option to avoid investing
altogether.

Kimberley Lewis
Head of Active Ownership
Active ownership is a fundamental part of our
ESG strategy as a firm. At Schroders, we believe
actively engaging with our investee companies
can drive sustainable change and enhance the
value of the companies we invest in. We have
a responsibility to take an active approach to
our investments to ensure our clients’ capital
is protected and used responsibly. Throughout
2021, we continued to be innovative and
ambitious with our Active Ownership work.
In Q4 2021, we published our six key themes
of Active Ownership which will create a strong
framework which we will leverage to continue
to have high-quality and detailed engagements
with our investee companies.

Our active ownership priorities reflect the combined
perspectives of our fund managers, investment
analysts, and sustainability specialists across the firm,
supported centrally by the Sustainable Investment
team. As a result, we are able to take a common
approach across investment desks. This is important
in ensuring a common voice across equity and fixed
income investments, and other asset classes that
do not attract voting rights. Our approach to active
ownership is also similar across geographies and
market capitalisation. Differences in expectations
arise from country and regional contexts, which
can sometimes provide additional complexities; for
example, differing socio-cultural factors, regulatory
maturity and resource constraints.
As an active investment manager, we are generally
reluctant to be in receipt of price sensitive
information from companies or their advisers.
Receiving such information places us ‘inside’ and,
therefore, puts us in a position where we are unable
to trade shares in the stock(s) concerned. We make
companies aware of our position to ensure we do not
inadvertently receive sensitive information without
our prior agreement. We may agree to be made an
insider, typically for only a short period of time.
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Engagement in practice
We identify three key methods for practicing
active ownership:
1 Dialogue: We speak with companies to understand
if and how they are preparing for the long-term
sustainability challenges they face
2 Engagement: We work with companies to help
them to recognise the potential impact of these
challenges and to help them take action in the areas
where change may be required
3 Voting: We use our voice and rights as
shareholders to make sure these changes are
effected
These forms of active ownership can take place
directly with companies, led by our fund managers,
investment analysts, and Sustainable Investment
team; they can also take place in collaboration with
other groups. Forms of engagement can include
telephone conversations, face-to-face meetings and
written correspondence.
We recognise that effective engagement requires
continuous monitoring and ongoing dialogue.
We will seek to align our approach to voting with our
wider active ownership priorities. Principle 12 contains
more detail regarding our voting activity.

Our priority engagement themes
We focus on sustainability issues that we determine
to be material to the long-term value of our investee
holdings. These issues reflect expectations and trends
across a range of stakeholders including employees,
customers, and communities, to the environment,
suppliers, and regulators. By strengthening
relationships with that range of stakeholders, business
models become more sustainable. The governance
structure and management quality that oversee
these stakeholder relationships are also a focus for
our engagement discussions. In addition, we seek to
reflect the priorities of our clients.
Our equity research, fixed income research, ESG and
data teams frequently work together to identify areas
that warrant discussion with companies. Engagement
can be proactive or reactive.
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Katie Frame
Active Ownership Manager
Engagement on social issues continues to be a
priority at Schroders. For us this encompasses
the topics of human rights, human capital
management, and diversity and inclusion. A
number of factors have been driving this focus
on the ‘S’ in ESG, for example the pandemic really
shone a light on the need to carefully consider
human capital within our investments, and
clients are becoming increasingly interested
in these issues. Beyond our engagement
conversations with companies on these topics,
we also consider how to hold companies to
account through voting. For example, during
2021, we announced that we will begin to vote
against the nominations committee chair of
any FTSE 100 company that did not meet the
recommendation of the Parker Review that the
board have at least one director of colour by the
end of 2021.

Issues we engage on may include, but are not
limited to: business strategy, performance, financing
and capital allocation, management, acquisitions
and disposals, operations, internal controls, risk
management, the membership and composition
of governing bodies/boards and committees,
sustainability, governance, remuneration, climate
change, environmental and social responsibility.
These issues may be identified through our thematic
research, company level investment research,
stakeholder scores within our proprietary tools or
controversies stemming from underlying weaknesses
in company practices.

In 2021, we engaged on a variety of topics, including the topics listed below. The topics highlighted in light
blue were our top 10 most frequent engagement topics for each category.

Company engagement by topic in 2021
Environmental

Social

Governance

Biodiversity

Customers

Accounting practices

Climate change

Data security

Auditors

Environmental capex

Diversity

Board committees

Environmental policy/strategy

Health and safety

Board structure

Environmental products and
services

Human capital management

Bondholder covenants

Environmental supply chain

Human rights

Business integrity

Forests

Labour standards

Corporate strategy

Green bond issuance

Nutrition and obesity

ESG governance and
sustainability strategy

Pollution

Product safety

Financial policy

SDG bond

Social policy/strategy

Governance oversight

Transparency and disclosure

Social products

Related party transactions

Waste management

Supply chain management

Remuneration

Water management

Transparency and disclosure

Shareholder rights
Succession planning
Sustainable debt levels
Transparency and disclosure
Voting

Source: Schroders as at 31 December 2021. Top 10 topics are highlighted in blue.

Moving forward, we will seek to categorise our
engagements within the following themes:
– Climate change
– Natural capital and biodiversity
– Human rights
– Human capital management
– Diversity and inclusion
– Corporate governance

These are underpinned by additional cross-cutting
thematic priorities, such as business ethics, and
sector specific issues, such as antimicrobial resistance
and healthy diets. We are also mindful of the
interconnectedness of ESG themes, such as the Just
Transition, which recognises the social dimension of
the transition to a resilient and low-carbon economy.
We seek to reflect this interconnectedness in our
engagements with companies and indeed, an
engagement with one company may often cover
multiple interconnected themes. We will continue
to update our engagement strategy to reflect the
evolving ESG issues.
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Outcomes-based approach
Our approach to active ownership focuses on
achieving real-world outcomes and achieving change
– that’s why we prioritise the depth and quality of
our engagements over the volume of activity. When
determining when to engage and setting an objective
for the engagement, we consider:
1. Materiality: We seek to focus our engagement
on the most material sustainability threats and
opportunities to the company. These are areas
which could have a significant impact, both
negative and positive, on a company’s long-term
value. While we look at the sustainability issues
companies deem material, we also apply our
own understanding and judgement. This includes
using our proprietary ESG tools and research,
such as CONTEXT.
2. Regional context: The materiality of issues
and the expectations we have of companies vary
by country and region; for example, differing
socio-cultural factors, regulatory maturity, and
resource constraints. Where possible we reference
country or regional initiatives, regulations and
leading practice from peers in our dialogue
with companies.
3. Realistic outcomes: We consider both leading
practice and what could realistically be achieved
by the company in the next few years, including
considering the size of the company.
4. Ability to monitor progress: We use objective,
measurable metrics or indicators that can be used
to assess company performance on an issue.
5. Length of engagement: We aim to set short- to
mid-term objectives that can often be achieved
over a 12- to 24-month period depending on the
intensity of the engagement, but with a longerterm vision in mind. We recognise that some
issues may require more urgent action than others
and that other objectives may take longer for a
company to achieve.
We aim to set pre-defined SMART (specific,
measurable, achievable, realistic and time-bound)
engagement objectives where they are suitable for the
engagement. We regularly monitor progress against
the engagement objectives, at least annually, and at
a frequency that is appropriate for the priority of the
engagement and materiality of the issue or holding.
That said, we recognise that the length of time to
achieve an objective will vary depending upon its
nature, and that key strategic changes will take time
to implement into a company’s business processes.
A measurable outcome from our engagement upon
completion of an objective could take a range of
forms, including additional disclosure by a company,
influencing the company strategy on a particular issue,
or a change to the governance of an issue.
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Recording our engagement outcomes
and progress
Our Sustainable Investment team has tracked
engagement progress since 2000 to ensure we
can systematically monitor outcomes. In 2020,
we enhanced our digital infrastructure to enable
our portfolio managers and financial analysts to
capture their sustainability-focused engagements
and systematically monitor progress in the same
database as our Sustainable Investment team. This
engagement database is embedded within our global
research platform. We began reporting this additional
engagement data in 2020. In 2021, we continued
to use this engagement database and, as explained
under Principle 5, in 2022 we will continue to improve
our digital infrastructure in this area to best capture
the outcomes and progress of our engagements.
Fund managers, analysts and ESG specialists record
engagements through this database, the details of
which are available to everyone in the Investment
division through our research platform. To ensure
effective monitoring, we define expected timeframes
for milestones and goals, track progress against
these, and revise them as necessary.
Our experience has shown that companies are
complex and the nature of the issues can evolve
rapidly, sometimes changing what is considered best
practice. Affecting change often takes more than a
year. Indeed, the time taken to achieve success can
vary greatly across engagements and companies.
Nevertheless, we review the company’s progress
against all engagement requests a year after they
have been made, and subsequently on an ongoing
basis, recognising that key strategic changes
will take time to be implement into a company’s
business process.
We categorise progress in five ways:
1. Achieved
2. Almost
3. Some change
4. No change
5. No further change required (for example, if a
company has divested the business in question,
or if the company has a valid reason for not
implementing the change requested)
We classify an engagement as ‘achieved’ when
the objectives of the engagement have been
met. Additionally, ‘almost’ and ‘some change’ are
used where steps have been made towards an
engagement objective but that objective has not
been met in its entirety. ‘No change’ is used where
no steps have been made by the company to achieve
the objectives set.

Effective engagement requires continuous
monitoring and ongoing dialogue. Where we
have engaged repeatedly and seen no meaningful
progress, we will escalate, which we discuss further
under Principle 11.

The chart below shows the effectiveness of our
engagement over a three-year period because in our
experience it takes an average of two to three years
for companies to effect the change requested.

Engagement outcomes over three years
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
2018
Achieved

2019
Almost

Some change

No change

2020
No further change required

Source: Schroders as at 31 December 2021.

Reporting on our engagements
As we outline under Principle 6, each quarter we
produce a public Sustainable Investment report which
highlights our engagement and voting activities
over the period. The engagement section of the
Sustainable Investment report includes detailed case
studies as well as the total number of engagements,
the companies engaged with broken down by region,
type and sector, and progress achieved.

counterproductive. This is particularly the case while
an engagement is ongoing and when making specific
details public may harm our long-term relationship
building with companies which we view as essential
for effective active ownership. Hence, we usually
report on engagements or name companies after the
engagement has come to a close or if there has been
substantial progress.

These reports are complemented by the monthly
publication of our voting activities, where we provide
details how votes were cast globally. This includes
information on our votes against and abstentions,
along with the rationale for these decisions, which
we view as ‘significant votes’. We explain this in detail
under Principle 12.

For our public reporting of our engagement activity,
we use a tiered approach to represent how we
track engagements and to help our clients and
other stakeholders better understand the range of
discussions we have with companies. We believe this
tiered approach to engagement reporting allows us
to capture the full sphere of our influence. However,
we will continue to review our engagement reporting
categorisation to best capture our engagements for
the benefit of our clients and reporting.

We believe transparency is an important feature
of effective active ownership. We are cognisant,
however, that some disclosures may be
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The full spectrum of active ownership

TIER 1:
Our tier 1 engagements are in-depth sustainability engagements led by the Sustainable
Investment Team. In 2021, the Sustainable Investment team, alongside Schroders’
investment desks, had a call with Toronto Dominion Bank’s Investor Relations to
discuss our thematic research on climate change and fossil fuel financing. We discussed
the bank’s long-term climate strategy and vision (including Paris alignment), fossil
fuel policies and development of climate risk reporting and metrics. We set specific
objectives surrounding their climate change strategy. Following the engagement, we
reiterated the importance of the issue by participating in a collaborative engagement
led by IIGCC with the bank.

NARROW SCOPE

Our tiered approach to reporting

TIER 2:
Our tier 2 engagements are in-depth sustainability engagements led by investment
teams across Schroders. Climate change and diversity are increasingly important
topics for Schroders to engage on. In 2021, the Global Equities team had two calls with
Recruit Holdings to discuss these topics, where we viewed the company as a laggard.
Following our engagement, the company announced company-wide emission targets
for the first time in May 2021, with the aim of achieving net zero emissions by 2030. The
company also announced targets for gender parity at all levels of the organisation by
2030. We will continue to maintain ongoing dialogue with the company to assess their
implementation of these targets and encourage further improvements in areas such as
board independence and human capital disclosures.

TIER 3:
Broader in scope, tier 3 engagements involve communicating our expectations of
companies at scale and collaborating with industry peers, recognising that there is
strength in numbers. As part of our voting policy, where we vote against management,
we attempt to contact every company explaining our rationale for doing so, initiating
important dialogue which we hope to evolve into a tier 1 engagement to drive positive
change and allow us to support management in our future voting decisions.
In Q4 2021, we sent a mass communication to several North American and European
companies that are key to driving the transition towards net zero greenhouse gas
emissions. We asked that they reach net zero emissions by 2050 or sooner; set short-,
medium-, and long-term targets aligned with limiting global warming to 1.5 degrees;
and finally asked that they publish a detailed net zero transition plan.

TIER 5:
Promoting sustainability at a market level through industry involvement and public
policy contribution offers the widest global scope of influence. Of course, with such
wide scope comes limitations in the accuracy of quantifying this influence, but by no
means diminishes its importance. For example, we were part of the CDP’s non-disclosure
engagement campaign in 2021. The campaign resulted in a 25% response rate, the
highest in the campaign’s history.
Source: Schroders as at 31 December 2021.
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BROAD SCOPE

TIER 4:
Captures our global voting activity and company meetings recorded by investment
teams. These conversations typically focus on dialogue – how prepared a company
is for the changing world – rather than requesting specific, measurable changes.
Sustainability issues may not always be the main focus of these conversations but this
dialogue is critical in understanding how our investments are adapting to emerging
risks and opportunities.

Methods of engagement
A company engagement generally begins with a
process of enhancing our understanding of the
company and helping the company to understand
our position on a topic.
We rarely attend company general meetings in person
as we believe there are usually more efficient and
effective means of communicating with companies.
Moreover, general meetings take place at specific
times during the year whereas engagement is
something that we do on an ongoing basis throughout
the year. Most of our communication with companies
is via email, but we also speak to companies directly
via calls and meetings. We track our method of
communication and the subject matter discussed.
We have set this information out below.
While the pandemic continued to impact our ability to
meet companies face to face throughout 2021, the use
of video conference calls allowed us to continue our

engagements. Across Tiers 1-3, about three quarters
of our engagement communications were conducted
via email or letter, 13% were one-to-one calls or
meetings, 12% were collaborative, 8% were one-onone meetings, and 2% were group meetings with
other investors.
Our engagement priorities combine the perspectives
of our portfolio managers, financial analysts, and ESG
specialists in order to form a rounded opinion of each
company and the issues it faces.
In 2021, our ‘E’ engagements increased from
18% (2020) to 26%. This was due to several mass
engagements we performed on ‘E’ issues, most
notably our engagement with the FTSE 350 companies
to which we sent a letter in early 2021 requesting that
they publish detailed, costed transition plans along
with net zero targets (if they had not done so already).
We set out below the breakdown of our engagement
communication methods and topics below.

Company engagement by type in 2021
Call (group)

1%

2%

Call (one-to-one)

1%

12%

Collaborative engagement

1%

1%

Email

Engagement
by type

Meeting (group)
Meeting (one-to-one)

82%

Other (e.g. letter)

Source: Schroders as at 31 December 2021.

Company engagement by topic in 2021

26%

Environmental

Engagement
by topic

Social
Governance

18%

56%

Source: Schroders as at 31 December 2021.
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How engagement differs for funds, assets, and geographies
We approach stewardship as a firm level rather than
a fund-by-fund activity. We find that, in stewardship,
there is strength in numbers. Aggregating our
holdings of the same company across funds gives
us greater clout and increases the chances that that
company listens and reacts to our engagement.
Generally, having a consistent voice in engagement
magnifies our impact.
This is why much of our engagement activity is
coordinated centrally by the Sustainable Investment
team and, as a result, we are able to take a common
approach across asset classes. This is particularly
helpful in connection with fixed income strategies
and other asset classes that do not attract voting
rights. In the case of private assets, we often have
majority control of the investments and a seat on the
board and, as a result, we are much better able to
exercise influence.
The differences do not arise by fund but rather by
asset class and region of the holding. And even there,
our process of engagement is broadly similar across
geographies. The difference arises when we have to
consider country and regional context when engaging
with companies.

In general, we have higher expectations of companies
in developed markets than of companies in emerging
markets. That is because we recognise that companies
in those blocs face different local contexts. Or we will
typically give more time to companies in emerging
markets to affect change. We recognise that it may
take longer for companies operating in some countries
to achieve some sustainability goals — either because
of limited progress to date, or because of factors
specific to the country or region (for example, sociocultural factors, regulatory maturity etc.). These
considerations also have an impact on our decision
when to escalate an existing engagement.
When we set engagement objectives, we consider
both leading practice in the region and what could
realistically be achieved by the company in the
next few years. We also recognise companies’
responsiveness to our engagement objectives will vary
across countries, and where possible, we will reference
country or regional initiatives, regulations and leading
practice from peers in our dialogue with companies.

Type of Tier 1–3 engagements by region 2021
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80%

90%
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Asia Paciﬁc

Europe (ex-UK)

Latin America

Middle East and Africa

North America

UK

Total

Call (Group)

Call (One to One)

Collaborative Engagement

Meeting (Group)

Meeting (One to One)

Other

Source: Schroders as at 31 December 2021.
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Email

Our methods of engagement are broadly similar across
each region too. In 2021, differences in the proportion
of engagements carried out through physical meetings
was largely driven by regional differences in policy and
attitudes to the Covid-19 pandemic.
A higher proportion of our engagements in Europe
are collaborative engagements – more so than in
other regions. The main reason for this is that Europe
is a very mature market in terms of stewardship
practices. While many investors are concerned about

Engagement at Schroders Capital
Schroders Capital investment teams have
developed individual, bespoke engagement
processes with their investees, service providers,
and other key stakeholders.
Each investment team actively manages its portfolio
based on established principles and approaches,
underpinned by the central belief that prioritising
positive stakeholder relationships is central to
delivering long-term, sustainable returns.
To facilitate this engagement, our investment
teams use a range of methodologies and tools that
provide robust information and decision-making
capabilities to our teams. Within the engagement
process, business-related specificities are fully
considered (e.g. the provision of contingent capital
throughout the ILS investment team). We believe
that active engagement provides us with invaluable
insights into the needs of our investees and other
stakeholders.
Case study: Insurance-Linked Securities
As part of its business model, ILS does not directly
invest in companies but provides contingent capital
in the case of crystallisation of a defined trigger
event. Each transaction is evaluated using the ILS
ESG Accreditation Framework.
ILS investment teams engage with brokers/dealers
through structured questionnaires to achieve better
transparency regarding the risks insured by ILS
and the counterparties to whom the protection
is provided.
Tracking and reporting
Schroders Capital takes a proactive approach to
managing our investments and engaging with
our investees and counterparts (in relation to ESG
topics) in a number of ways.
Some examples of how we achieve that, across
investment teams, are provided below:
– Incorporating environmental considerations
into general meeting resolutions, loan
documentation, such as covenants to comply
with environmental regulations, manage
pollution, and reduce carbon emissions

competition law and market abuse in the context of
collaborative engagement, in Europe there tends
to be greater understanding of how collaborative
engagement can take place within the bounds of the
local legal regime. This is thanks to clarifications from
the regulators, along with an infrastructure to support
‘safe’ collaborative engagement through initiatives
such as the Investor Forum and Climate Action 100.
We discuss collaborative engagement in more detail
under Principle 10.

– Reporting (subject to data availability) on
environmental metrics such as carbon footprint
and energy intensity
– Exercising voting rights responsibly and taking
account of the environmental consequences
of voting
– Engaging with the management of our investees
and counterparts to encourage them to
adopt policies that would be beneficial for the
environment and reduce their impact on climate
change
Engagement activities are actively monitored by
responsible individuals and forums.
Any examples of bad practice from any of our
investees would first be addressed at this level
before any subsequent escalation to the CEO of
Schroders Capital.
Lessons learned
We periodically conduct surveys and share
questionnaires with our key stakeholders. Key
challenges identified and lessons learnt are
outlined below, which are consistent with a broader
Schroders Group-wide assessment:
– There is a growing appetite for sustainable and
impact investment products in the private assets
market with an expectation to retain standard
levels of return
– There is a stronger interest in climate change
risks and resilience considerations, following
a growing appreciation of the impact climate
change can have on financial risks and returns
– There is a skills shortage and knowledge gap
across various ESG specialisations in the private
assets industry
– There is growing concern around the increasingly
stringent, complex, and often incomparable
sustainability reporting requirements
These lessons feed into the evolution of our
engagement model and approach, across
Schroders Capital businesses, and allow us to
develop products that resonate with our investors,
investee companies, communities, regulators and
the wider society.
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Engagement activity versus AUM footprint
We set out below the percentage of our overall engagement performed in each region alongside our AUM
in these regions.

Company engagement by region

% of AUM

36%

% of engagements

16%

26%

0%

10%

23%

20%

30%

40%

17%

15%

24%

50%

60%

21%

70%

80%

2% 2%

3%

90%

UK

Europe (ex-UK)

Asia Paciﬁc

North America

Latin America

Middle East and Africa

3%

100%

Source: Schroders as at 31 December 2021.
The AUM figures are based on the Group assets under management excluding those from associates and joint ventures.

Our engagements in Middle East and Africa and
Latin America were roughly proportional to our
AUM in these regions. There was a noticeably higher
proportion of engagements relative to AUM in all
other regions and in all cases this was driven by mass
engagements.
For example, we carried out a mass engagement,
where we requested greater clarity on the weapon
exposure of nearly 140 global companies, over 45% of
which were located in North America. Similarly, we had
a mass engagement on board diversity in Asia Pacific.
The objective of those engagements was to encourage
companies to appoint a female on the board where
there was currently none. Additionally, we asked
these companies to complete a survey to provide us
with additional insights into the companies’ target
setting for gender diversity, personnel responsible and
diversity ratios at other levels of the business.
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Our activity in Europe included a mass engagement we
carried out with over 30 European companies that we
identified as key to driving the transition to net zero
greenhouse gas emissions. We asked these companies
to set an ambition to achieve net zero emissions by
2050 or sooner, covering scope 1, 2, and most relevant
scope 3 emissions as well as set short-, medium-, and
long-term targets aligned with the goal of limiting
global warming to 1.5oC (again covering scope 1, 2,
and most relevant scope 3 emissions). We also
requested that the companies produce and publish a
detailed transition plan setting out how the company
intends to meet its emission targets and overarching
net zero ambition. If a company already had some
of these objectives in place, we encouraged that
company to continue to develop its interim targets and
transition plan. All of the companies we contacted are
included in the CA100+ net zero company benchmark,
which also included 50 North American companies to
which we also reached out.

Purpose of engagement by region
We generally engage with one of two objectives
in mind:
– Change facilitation: To seek improvement in
performance and processes in order to enhance
and protect the value of our investments
– Fact finding: To enhance our analysis of a
company’s risks and opportunities or to monitor
developments in ESG practices, business strategy,
and financial performance within a company
We consider a number of factors when we seek
an improvement in company performance or
process. This includes our view on leading practice,
the specific actions the company needs to take to
reach our desired outcome, any country or regional
considerations and the appropriate timescale for the
company to make the changes. We usually aim to set
objectives that can be achieved over a 12- to 24-month
period, but some issues may require more urgent
action than others, for example, where there is risk of
regulatory action. Where possible, we seek to identify
objective, measurable metrics or indicators that can be
used to assess company performance on this issue.
Intervention will generally begin with a process of
enhancing our understanding of the company and
helping the company to understand our position. The
extent to which we would expect to effect change will

depend on the specific situation, the amount that we
own and where we sit in the capital structure.
Broadly, fact finding is the purpose of around 7%
of our engagements across all regions. This was a
significant decrease from the 20-30% of fact finding
engagements in 2020. This decline was driven by
several mass engagements which requested change
rather than information. In the UK, we wrote to all
FTSE 100 constituents regarding the Parker Review.
We made clear our expectations to the companies
that had failed to meet the Parker Review and to the
companies who had met the requirement of at least
one non-white board director. We reiterated that the
FTSE 100 boards should have at least one director of
colour by 2021 and that we expect continued progress
regarding the diversity of the companies’ boards.
We also announced that from 2022, Schroders will
begin to vote against the nominations committee
chair of any FTSE 100 company that did not meet
the recommendation of the Parker Review that the
board have at least one director of colour by 2021 and
that we will treat a company’s non-disclosure as not
meeting the requirement.
As mentioned above, in North America and Europe,
we contacted more than 80 companies which we
consider be key to driving the transition towards net
zero greenhouse gas emissions to push them to set
emissions targets and develop transition plans.

Purpose of Tier 1–3 engagements by region 2021
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Source: Schroders as at 31 December 2021.
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Carol Storey
Active Ownership Manager
We expect a lot of real-world reductions in
emissions to come from companies transitioning
to low-carbon business models rather than
from us simply divesting from high-emitting
sectors. Having an effective dialogue about
climate change with the people leading investee
companies, and supporting the steps they need
to take to transition their businesses, is a key
part of our plan to meet our own net zero goals.
Over the next eight years, we expect to engage
with at least 1,000 companies on this issue, with
our fund managers and analysts driving most of
these engagements.

Our data shows that we engage on broadly similar
topics across regions. However, in 2021, there was
a tilt towards engagement on environmental issues
in the UK. As mentioned, as part of our involvement
in the Net Zero Asset Manager Initiative, we
independently engaged with the FTSE 350 to request
that they produce and publish detailed, costed,
climate transition plans in 2021. These asks mirrored
the mandatory reporting that will come into force
but we are extending the scope to the full FTSE 350
and accelerating the timeframe. We plan to monitor
progress through both company responses and TCFD
reporting via CDP.
Additionally, our engagement in the UK was slightly
skewed towards social issues mainly owing to our
FTSE 100 engagement on the Parker review which is
described in Principle 11.
Furthermore, in Europe and North America, the
proportion of environmental engagements was
slightly higher than the other regions (excluding the
UK), due to our engagements with CA100+ companies
which is described above.
As we outlined under Principle 4, engagement
with our investee companies on the temperature
alignment of their businesses and their
decarbonisation plans is going to be a core part of
our strategy to meet our own climate targets, As
a result, we expect a significant number of such
engagement across all regions in the next years.

Tier 1–3 engagements by region 2021
100%
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Source: Schroders as at 31 December 2021.
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Case studies
Global Equities
Case study:
Adopt net zero targets and improve
gender parity

Case study:
Understand Tencent’s data privacy
practices and improve disclosure

Company: Recruit Holdings

Company: Tencent

Team: Global Equities

Team: Global Equities

Region: Japan

Region: China

Recruit is held by Schroders’ Global &
International equity funds and Japanese equity
funds. Schroders have been engaging with this
company for several years and we have always
found them to be responsive and open to our
feedback. In the past few years, we have
engaged on cybersecurity, compensation
structure and governance of the company
(including board diversity). Over this time, the
company also appointed their first foreign
executive and first woman to the board.

We engaged with Tencent as we wanted to gain
a better understanding of Tencent’s data privacy
practices and improve its disclosure, which
appeared to lag peers.

In 2021, the Global Equities desk had a series of
calls and email interactions with members of the
Recruit Holdings' sustainability team. During the
our initial discussion, we set various objectives
covering human capital, governance, and
environment. Specifically, we encouraged the
company to set net zero targets and provided
some information on best practice. Later in the
year, Recruit Holdings announced company-wide
emissions targets for the first time including
plans to achieve net zero (including scope 3) by
2030. Following this announcement, we had a
follow-up call with Recruit’s sustainability team,
where we shared our views on topics such as the
use (and choice) of carbon offsets. Furthermore,
the company also announced targets for gender
parity at all levels of the organisation by 2030.
Recruit understands that this is something of
a ‘stretch target’ when it comes to the senior
management level (currently about 10% women)
but is encouraging flexibility and ‘radical’ thinking
in its human capital management. They plan to
accelerate the development of younger women,
and expect to hire more foreign women into
their domestic pipeline to tap into a larger
pool of female talent. Diversity goals are now
integrated in the compensation structure for
senior executives, reflecting strong buy-in from
management and the board. We will continue to
monitor the company’ s progress going forward
but see this as immensely encouraging.

Schroders have been engaging with this
company for over 10 years on a variety of ESG
topics ranging from sustainability reporting,
climate ambition, energy efficiency of data
centres, human capital management and data
privacy. We undertook numerous in-depth
engagements via email with this company over
the course of Q4 2020 and Q2 2021.
During the Global Equities desk’s exchanges
with Tencent, the desk was impressed with
Tencent’s responsiveness and level of disclosure
on data privacy, including on governance and
grievance mechanisms relating to privacy,
use control over their information, and
company response to private requests for user
information. However, Global Equities noted
that much of this information was spread across
numerous sites and reports (for example,
WeChat privacy policies, Tencent privacy policies,
QQ privacy policies, a separate customer
services site and the Tencent annual report).
Global Equities believed that the company was
being marked down by external analysts and
assessments, such as Ranking Digital Rights, as
this information was not readily available and
digestible. The Global Equities desk suggested
that the company consolidate its disclosure
relating to data privacy across its business on
its IR site. Following the engagement, Tencent
launched a dedicated privacy site after our
engagement to centralise privacy policies.
During the engagements with Tencent, Global
Equities gained conviction around Tencent’s
data privacy practices and were able to take a
differentiated view on its performance relative
to peers in this area, which enabled the desk to
continue holding the company.
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Case study:
Understand potential human rights risks in the company’s supply chain
and the measures taken to manage this risk
Company: Manufacturer of solar polysilicon
Team: Global Resource Equities
Region: China
This company is one of the world’s leading
manufacturers of solar polysilicon, a critical
material input to the solar value chain. Following
NGO and media allegations of links to forced labour
use within the company’s supply chain, the Global
Resource Equities desk wanted to understand the
potential exposure and the practices in place at the
company to mitigate potential risks.
Schroders has a longstanding engagement history
with this company. We have discussed the issue
of supply chain management and forced labour
concerns with management since 2019 on a
regular basis as part of our ongoing analysis of
the company.
The Global Resource Equities desk arranged several
calls with the company over the second half of 2021
to understand how the company is considering the
allegations around forced labour within the supply
chain, to understand the company’s exposure and
risk management processes and what the company
was doing to provide increased transparency on
their practices. As part of this process, we also
sent the company various materials (from the
Responsible Business Alliance and the UN Guiding
Principles Reporting Framework) outlining best
practice in terms of risk management processes,
policy adoption, and disclosure practices.
During the engagements with the company, we
discussed with the business the current supply chain
set-up and the potential exposures the company
may have with regards to human rights risks. The
company outlined their current business practices
to manage this risk, highlighting the complex nature
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of their work, the policies they have in place both
internally and in the supply chain, and the auditing
work they do to ensure suppliers are conducting
themselves appropriately. In addition, the company
outlined how they were planning to participate in a
more in depth third-party audit to demonstrate their
compliance. The Global Resource Equities desk found
the company to be very cooperative and engaged on
this issue and were pleased with some of the steps
they had made. However, the desk made additional
asks to ensure the outcome of any third-party audit
was formally disclosed and to improve the processes
in place for regular auditing and monitoring of the
supply chain.
The engagement work the Global Resource Equities
desk performed has further cemented the desk’s
view that the company is well managed and trying
to navigate a complex situation as best it can.
The company has been very engaged and taken
on the desk’s feedback proactively. However, the
Global Resource Equities desk would like to see the
company committing to actioning some of their
requests before they would be comfortable taking a
position in the business.
Schroders is conscious this is a complex topic and
would like to see certain changes made but the desk
has generally been pleased with the company’s
engagement. The Global Resource Equities desk
has historically been holders of this company, but
were not invested at the time of the engagement.
There has been no need to escalate the issue given
the desk is still in the engagement process and the
company is cooperating proactively.

Case study:
Adopt ambitious 2030 and 2050 decarbonisation targets
Company: NextEra Energy
Team: Global and International Equities
Region: US
The desk engaged with this company as it has
not yet set an overarching net zero commitment
or quantitative medium-term or long-term
targets to reduce emissions (ideally validated by
the Science-Based Targets Initiative or similarly
rigorous organisation). The desk engaged with
this company as its Global Climate Leaders Fund is
actively seeking out companies which are aligned
with a 1.5°C sustainable scenario and who have
ambitious, high-integrity targets to decarbonise.
It is particularly important for utilities to have a
clear decarbonisation strategy as decarbonising
energy is the important first step to unlocking
the decarbonisation (through electrification) of a
number of other sectors. Although the company
had demonstrated commitment to decarbonisation
in several other respects, the company did not have
2030 or 2050 targets.
Schroders previously engaged with NextEra in
September 2021, where the Sustainable Investment
team sent an expectations letter to the company’s
chair where we asked the company to set an
ambition to achieve net zero emissions by 2050
or sooner, covering scope 1, 2, and relevant scope
3 emissions. We also requested that they set
short-, medium-, and long-term targets aligned
with the goal of limiting global warming to 1.5°C,
again covering scope 1, 2, and most relevant
scope 3 emissions. Additionally, we requested
that the company should produce and publish
a detailed transition plan setting out how the
company intends to meet its emission targets and
overarching net zero ambition.

Following this initial letter, the Global and
International Equities desk wrote to the CEO of
NextEra and followed this up with a one-to-one
call with Investor Relations. The letter to the CEO
and the call with Investor Relations encouraged
the company to adopt ambitious 2030 and 2050
decarbonisation targets, ideally verified by SBTi.
During these engagements, the desk also discussed
how sustainability is incorporated into senior
management compensation and the company’s
reporting on CDP. The company has been generally
receptive to the Global Equities Desk’s requests. The
company made valid points about the importance
of having shorter-term targets that the current
management team can be held to, rather than longterm targets that will have to be achieved by future
management teams. The desk agrees with this,
however we clearly stated that this does not mean a
company can’t also have a long-term target.
The call helped to reinforce the desk’s view that the
company was indeed a ‘Climate Leader’, even if it
did not currently meet the desk’s formal criteria
around targets. In a utilities context, this means the
company is ahead of the game on decarbonising
its business and building up crucial new capabilities
in areas like energy storage. In the long run, this
should be positive for the company as it should face
lower risks of stranded assets, and have a lower
cost structure if carbon is ultimately priced. In 2022,
if the company fails to announce 2030 and/or 2050
targets, the desk will re-engage.
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UK Equities
Case study:
Commit to net zero and measurement of SDG impact and D&I within the
workforce and board
Company: Food service company
Team:

UK and European Equities

Region:

UK

The UK and European Equities desk engaged with
this company because we identified several areas
of improvement with the company’s diversity and
inclusion (D&I) policy, net zero target setting, and
their SDG goal setting.
The engagement commenced following a letter
sent to the company from Schroders’ CEO Peter
Harrison in January 2021. This letter requested that
the company produce and publish detailed, costed,
climate transition plans. Following this letter, the
UK and EU Equities desk had a one-to-one meeting
with the company’s Head of Sustainability. The desk
asked the company to make a commitment to net
zero and publish a detailed net zero plan and the
possibility of incorporating science-based targets.
The desk also discussed D&I within the company.
The company stated that they were in the process
of setting some new D&I targets - the company is
hoping to publish these in the next annual report.
The UK and EU Equities desk also requested
additional information on the company’s board
diversity, we specifically requested clarity on how
the company is improving board diversity from 29%
to 33% representation.
Following the desk’s engagement with the
company, the company announced in December

2021 that it has set carbon targets for the first time
which are to achieve net zero carbon emissions
(Scope 1, 2, and 3) by 2040. To support these
targets, the company will be setting science-based
targets in line with a 1.5°C scenario within the next
year.
Furthermore, the company announced the
appointment of two female Independent NonExecutive Directors with effect from 1 January
2022. One of the females has an ethnic minority
background. This will bring female representation
on the Board from 29% to 44%. By 2022, the
company has targeted improving its geographic
representation on its board and to ensure at least
one-third of executive committee members are
female by 2025.
Following the engagement with the company,
UK and European Equities felt more confident that
the company was prioritising their ESG credentials.
The company was already working with a thirdparty agency to understand their carbon footprint.
Additionally, it is in the process of setting new
D&I targets in adherence to the Hampton
Alexander review and Parker review. The desk is
pleased with the progress the company has made
on our requests.

Value
Case study:
Align management’s renumeration with shareholders’ experiences
Company: Senior plc
Team:

Value

Region:

UK

We engaged with the company following the
rejection of a takeover bid earlier in 2021. The
company’s management citied that they believed
the business to be worth materially more than what
was being offered.
In 2021, the Value desk initially sent a letter to
the renumeration chair, which was followed up
with a call with the renumeration chair. During
this engagement with Senior plc, the desk asked
for the company’s LTIP TSR (total shareholder
return) metric to have an underpin at the price
offered in the takeover bid. Whilst the company
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acknowledged the Value desk’s rationale for this
request, the company was unwilling to set an
underpin as the company instead prefers to set
target TSR. The Value desk pointed out to Senior plc
that the “underpin” could instead be incorporated
into the TSR, taking into account the stock price
today compared to the bid level.
Following our engagement, Senior agreed to our
request and LTIP renumeration will now be tied to
achieving a TSR that reflects outperformance of the
stock compared to the offered bid.

Global Emerging Market Equities
Case study:
Engaging to promote gender diversity on boards
Companies: 25 emerging market companies from a variety of sectors including Information
Technology and Consumer Discretionary
Team:

Global Emerging Markets

Region:

Emerging Markets

Gender diversity remains an important contributor
to a company’s success; allowing for more
constructive debate and competing views and
opinions. The Global Emerging Markets (GEMs) desk
screened its holdings for companies that did not
have at least one female on their board, a minimum
threshold of gender diversity for the boards of
companies within Emerging Markets. A survey
was then designed to find out from the identified
companies their targets and timelines for improving
the level of gender diversity on their boards.
The GEMs desk engaged with the companies by
sending them a survey by email to the companies’
Investor Relations team. The survey included a
set of questions that sought to measure the level
of gender diversity of the company’s boards and
senior management and if there were any targets,
initiatives, or policies in place to ensure that there
would be a female elected to the board. The survey
questions allowed for the companies to detail
exactly what their targets were, whether they
believed they were on track in meeting them, and
the timelines that they were working towards. The
desk then sent follow ups to the companies that
had not yet responded after a set period.

Responses from the survey provided transparency
on the timescales and approach that companies
are using to achieve having at least one female
on the board. Those companies that positively
received the engagement have displayed stronger
governance credentials, which in part feeds into
our qualitative analysis of a company’s ESG profile.
The outcomes from this engagement have been
varied, with some companies acknowledging
the importance of gender diversity not only at
the board level but across the business. For the
companies that responded, there is a greater level
of transparency on the targets and timelines the
company has in place. The majority of respondents
believed that they were on track to meet these
targets, which increases confidence that there will
be future progress on the matter.
We have carried out escalations for the companies
that failed to respond to the initial engagement
and follow up prompts. Additionally, negative
responses, that is, a failure to justify the lack of
female representation with no targets for change,
have also been included in the escalation. Initial
communications have been with the Investor
Relations however upon escalation, a letter directed
to the Chair detailing our company’s voting policy
on the topic of board gender diversity was sent out.

Other Equity
Case study:
Improved disclosure of the company’s remuneration strategy
Company: Country Garden Holdings
Team:

Schroders Multi Factor Equity (SMFE)

Region:

China

Schroders engaged with this company as one
of Schroders’ proprietary models, SustainExTM,
highlighted that an area where the company’s
activities contribute to a negative impact on society
is through its Salary and Benefits expense. In order
to understand how the company approaches its
remuneration strategy, we engaged with Country
Garden Holdings to encourage improved disclosure
in this area.

We set several specific objectives which were:
– Better disclosure on the split of full-time
equivalent workers (FTEs) compared to parttime workers.
– Disclosure on whether all employee pay-levels
meet or exceed the respective minimum living
wage within each region it operates.
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In 2021, we engaged with this company on two
instances through an email and a one-to-one
call with Investor Relations. In our initial email
engagement with the company, we asked them to
disclose the following information:
– The percentage of the workforce who are
contract staff versus full-time employees.
– The percentage of their full-time workforce who
are on or above the regional minimum wage.
– The percentage of their contract staff who are on
or above the regional minimum wage.
The company responded well to our request and
took the time to collate the information we had
asked for. Furthermore, they were then happy

to schedule a call to go through each question in
greater detail. During this call, we discussed the
control and audit mechanisms the Group has in
place to ensure that the working conditions of its
contracted employees are of a high standard. In
this respect, Country Garden Services appears to
have robust policies and audit mechanisms in place.
In addition, they accepted that their poor disclosure
around salaries may be why it is a detractor in the
SustainExTM score.
Following our engagements, the Group stated it
will publish more granular pay statistics going
forward and has also made a commitment to
publish more granular information on its FTEs
versus contractor splits. We shall monitor this.

Credit
Case study:
Increased disclosure around employee management and wage competitiveness
Company: Walmart
Team:

US Fixed Income Research

Region:

North America

Human capital management is one of the most
important aspects of a company’s sustainability
strategy, yet reporting related to it is not
widespread across the Consumer Services sector as
of yet. We engage with companies to gain further
insights into this topic which helps to create a more
rounded view of a company for the desk’s analysis.
The US Fixed Income Research team engaged with
Walmart after it was flagged as a UNGC violator
and deemed to have inadequate policies around
discrimination and whistleblowing. The company
was favourable from fundamental valuation
standpoint, but we were unable to include it
confidently in several of our strategies because of
the UNGC violator status.
In 2021, we had a call with Walmart’s Chief
Sustainability Officer to express our concerns.
During this call, we discussed: wage investments,
policies around anti-discrimination and
whistleblowing, information security, and emissions
targets. Walmart informed us that they are planning
to raise starting wages for 400,000+ US associates
and these changes have since been implemented.
Following the wage increase, Walmart saw better
employee productivity and customer service levels,
which contributed to higher same-store sales.
US Fixed Income Research’s recommendation for
Walmart was that the company should be looking
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to increase disclosure surrounding their employee
management and wage competitiveness. The desk
also learned that Walmart had released a Human
Rights policy which indicated respect for freedom
of association (the main area for which it had
been marked as UNGC “fail”). We also learned that
Walmart had recently updated its Code of Conduct,
specifically highlighting a zero-tolerance policy
with regards to harassment, discrimination, and
retaliation against whistle-blowers. Due to all of the
new policies and disclosures, the US Fixed Income
Research team was able to confidently attach an
“Improving” title to the team’s internal overall ESG
score for the company.
Following our discussions on pay transparency
with Walmart, we saw a much greater amount of
disclosure in Walmart’s 2021 ESG report which was
published after the US Fixed Income Research's
engagement. In September 2021, when Walmart
issued in the bond market the US Fixed Income
Research desk was able to justify participation in
the deal and justify an exemption to be included
in Article 8 funds due to the desk’s confidence that
Walmart would be upgraded out of UNGC violator
status. Subsequent to the issuance of the bond
deal, Walmart was in fact upgraded by MSCI out of
UNGC violator status.

Case study:
Improve workforce diversity, board
independence, and net zero targets
Company: Cellnex Telecom SA
Team:

UK and EU Credit

Region:

Spain/EU

The UK and EU Credit desk engaged with
Cellnex after identifying several areas of
possible improvement surrounding their work
force diversity, board independence and net
zero targets. We engaged with this company
as we wanted to make the company available
for a carbon neutral credit fund and ensure
best practice when it comes to its governance
practices and board independence. Cellnex was
already viewed as strong on ESG compared to
others in the sector by the UK and EU Credit
desk, but we wanted to help in establishing the
company’s best practice.
During the desk’s engagement with Cellnex,
we participated in a one-to-one call with a
Cellnex board director. The desk requested that
Cellnex publish their net zero target publicly.
Furthermore, the desk requested that Cellnex
increase the percentage of women in the
workforce by working collaboratively with their
peers and sector organisations and trade bodies.
The company was responsive to this request
and they currently have various programmes in
place to encourage STEM (science, technology
engineering, and maths) subjects in schools.
Finally, UK and EU Credit requested an increase
in the number of independent directors on
the board. Cellnex responded positively and
increased their board independence from 70%
to 73%.
By making their net zero targets public, the
UK and EU Credit desk was able to qualify
this company for a carbon neutral fund.
Furthermore, Cellnex’s board increased its
independence. We will continue to monitor the
company’s workforce diversity.

Case study:
Learn about the company’s Scope 3
emission targets, diversity policy, and
community ties
Company: Hammerson Plc
Team:

Sustainable Credit

Region:

Europe and UK

Hammerson is regarded as a leader in ESG,
however its retail property credit profile has
suffered during Covid under its old leadership.
The Sustainable Credit desk wanted to learn
about the company’s Scope 3 carbon emission
reduction plan and implementation steps, in
order to reassess the investment.
In 2021, Schroders’ Sustainable Credit desk
engaged with Hammerson plc in a one-to-one
meeting with the CEO and Head of Sustainability.
The desk discussed the overall climate policy
of Hammerson plc and additionally set some
specific objectives:
– Assess its Scope 3 emission targets –
the milestones, method and engaging
with clients to achieve ambitious Scope 3
reduction targets
– Disclose details on their diversity policy and
how diversity will help to secure financial
stability over the medium term
– Understand how community engagements are
carried out and how it might help Hammerson
to attract different customers and achieve
financial stability
During this engagement, the desk learnt about
Hammerson’s gender diversification: 54% of their
workforce are women and they have a female
CEO. Regarding Hammerson’s community
involvement and having different types of
tenants, the company highlighted their socioeconomic website that reports on retail jobs
created. The desk also learnt that the company’s
Scope 3 emission targets included a reduction
of Tenant Controlled GHG Scope 3 Emissions
by 50% by 2025, versus a 2019 baseline. While
the tenants have the control of the assets,
Hammerson has integrated Scope 3 given that
70% of total GHG emissions are Scope 3.
Following the Sustainable Credit’s engagement,
the desk’s confidence in the company increased
and as a result the desk invested in the
sustainability-linked bond from Hammerson. The
Sustainable Credit desk will continue to monitor
the carbon intensity of Hammerson plc.
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Case study:
Commit to an 80% carbon emission reduction by 2030 target
Company: UniCredit
Team:

Sustainable Credit

Region:

Europe

We engaged with UniCredit as we wanted the
company to publicly commit to carbon emission
reduction and thus qualify as an investment in the
Carbon Neutral Credit fund as well as consider
them for a Social Impact Credit fund. Prior to 2021,
the Sustainable Credit desk engaged with UniCredit
for disclosure on fossil fuel financing.
In a 2021 meeting with UniCredit’s CFO and
Sustainability team, the Sustainable Credit desk
requested specific greenhouse gas reduction
targets and more disclosure about the company’s
social targets, especially in respect to financial
intermediation with SMEs.

Cazenove Capital

As the company announced ambitious and detailed
carbon reduction targets, UniCredit became eligible
for the desk’s Carbon Neutral Credit fund universe.
The Sustainable Credit desk will continue to monitor
UniCredit’s climate and social policy under their new
CEO.

Multi Manager

Case study:
Understand effective content
moderation

Case study:
Improve ESG credentials

Company: Facebook

Team:

Schroders Solutions

Team:
		

Sustainable Investment team/
Cazenove Capital

Region:

Global

Region:

US

The Sustainable Investment team, in
collaboration with Cazenove, wrote to Facebook
to understand how Facebook defines success in
how it effectively moderates content.
Following this letter, we participated in a group
investor call with Facebook to reiterate this point.
The company stated that it uses prevalence
of objectionable content as a metric to track
progress, however it is still unclear on the
longer-term content moderation objectives or
milestones. During this call, we requested that
Facebook clearly articulates how it defines success
for its content moderation approach and what
targets and milestones have been set to achieve
this. We will continue to monitor the progress of
this objective closely.
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Following the engagement, UniCredit responded by
improving emission disclosure and sent additional
information after the call. Additionally, the company
publicly set 2023 targets for both carbon reduction
and announced social loan programmes. The
Sustainable Credit desk used the information to
analyse UniCredit’s eligibility for the Carbon Neutral
Credit fund which requires aggressive targets in
cutting emissions.
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Company: US Active Fund Manager

Schroders has actively engaged with the
company over the last 12 months to improve
its ESG credentials. Prompted by our feedback
and guidance, the company hired an external
ESG consultant, produced its inaugural ESG
policy document and formalised how it reviews
the ESG characteristics of companies in which it
invests. The ESG policy was published in October
2021. The creation of this document allowed the
company to articulate what it was already doing
in terms of ESG, as well as identify areas that
required further attention.

Schroders Capital – Private Assets
Case study:
Engaging on environmental issues in real estate
Team:

Real Estate, Sustainable Investment team

Region:

UK

Successful landlord-tenant collaboration is critical
to Schroders Capital Real Estate’s emissions
reduction ambition which relates to whole building
consumption covering both landlord and tenant
controlled consumption.
Landlords and tenants work together to share
building performance data to better understand
buildings, supporting operational and technological
efficiency improvements and to manage split
incentives – conflicts between who spends and
saves from improvement initiatives.
We ensure more extensive landlord-tenant
collaboration as we believe it is a greater
opportunity for landlords to enhance overall
tenant relations, supporting tenants on their own
sustainability journeys and realise health and
wellbeing co-benefits.
For example, smarter, more efficient, better run
buildings improve indoor environmental quality,
tenant wellbeing and comfort and attract and
retain employees.
In Q1 2021, Schroders Capital Real Estate developed
and released a 'Sustainable Occupier Guide' which
was shared with all occupiers of our real estate
assets. This guidance document outlines strategies
for improving the sustainability of our occupier's
practices focusing on the workplace.

The following are good practice steps to support
implementation:
– Identify a sustainability champion and/or
working group
– Develop and implement a sustainability action
plan with objectives and a monitoring process
– Communicate this action plan to staff/building
users
– Provide simple/short training and workshops to
staff/building users
– Shout about good practice and ideas – use gifts
and awards
– Align the sustainability action plan to your
company’s values and strategy
– Integrate the sustainability action plan to your
company’s existing procedures – if needed
engage third-party specialists to provide
additional support
The 'Sustainable Occupier Guide' was well received
by our occupiers and Schroders Capital Real Estate
is updating the document in Q1 2022 which will be
released back to all occupiers.
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Case study:
Growing Impact – New Insights into the practice of Impact Investing
Team:

BlueOrchard, Sustainable Investment team

Region:

Latin America

After almost 20 years of proven track record and
growth, BlueOrchard is a living example of the
commercial viability of, and business case for,
impact investing. BlueOrchard’s mission is to make
an intentional, positive, social, and environmental
impact across a variety of sectors in emerging and
frontier markets while providing attractive returns
to investors. In unison with BlueOrchard, the impact
investing industry has grown substantially over the
years, attracting larger investors and the potential
to generate significantly more funding to scale up
industry activity. However, an essential component
of doing so is improving, professionalising, and
standardising the industry’s impact management, as
this demonstrates the effectiveness and relevance of
impact investments toward achieving the SDGs.
The Operating Principles for Impact Management
play a key role in this regard, as they demand
transparency, consistency, and standardisation,
ultimately resulting in a sustainable and responsible
advancement of the industry that benefits all
players. Assessing, addressing, monitoring, and
managing the potential negative impacts of each
investment is extremely relevant for our practice,
as a proper impact assessment needs to consider
any negative impacts, and mitigation can come only
after those have been identified. In order to assess
both our positive and negative impacts, we have
been using and improving our Social Performance
Impact Reporting and Intelligence Tool (SPIRIT)
for 10 years as an integral part of our investment
analysis process. This tool not only allows for
the analysis of a potential investee’s social or
environmental impact but also finds the gaps and
deficiencies in its business operations. Once the
weak points are identified, we can decide how and if
we will engage with the potential investee, keeping
in mind that improvements at an investee level
have the potential to amplify overall impact for the
end beneficiaries. To assess the social performance
policies and processes of current or prospective
investees, SPIRIT focuses on six key areas of social
impact aligned with the Universal Standards of
Social Performance Management, plus a seventh
focused on environmental protection.
Together these create an eligibility score up
to 100 for each investee. In putting theory to
practice, BlueOrchard recently engaged with a
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potential investee operating in the retail sector
and the financing of durable consumer goods
for low-income households in Latin America. The
due diligence and SPIRIT assessment showed
a certain lack of formalisation in the social and
environmental procedures of the company but
reflected overall good practices. Moreover – and
imperative for the advancement of the relationship
– the company showed great willingness to improve
these procedures, as it found the gaps were due to
a lack of information and guidance regarding best
practices. BlueOrchard saw this as an opportunity
to increase its additionality and further develop its
understanding of that particular business model.
Using loan covenants as a management and
monitoring tool, BlueOrchard and the investee
agreed on binding conditions to the loan. These
conditions required the investee to go through a
specific third-party certification that would entail a
thorough analysis of client protection practices and
formalisation of its internal processes.
It is important to closely interact with and monitor
investees in order to ensure that agreements
are being implemented. From the manager side,
however, this is limited by time and resources, as
this thorough interaction cannot be done with all
investees. Loan covenants with early repayment
features, good relationships with investees, and
periodic impact assessments are therefore crucial
as they help mitigate risks. Moreover, having a goal
of balancing financial and social return is imperative
to succeed in the implementation of Principle 5
and in impact investing in general. Overall, the
Operating Principles for Impact Management
provide structure to managers and confidence to
investors, which together attract more capital to be
invested through a stricter process – and thus allow
for greater impact.
The report also highlights the enormous potential
to invest for impact in public equity markets.
Today, assets totalling about $10 trillion are actively
managed and these strategies could be directed
toward achieving impact. The publication includes
trends in impact investing, survey results of investor
practices, and 32 case stories from signatories to
the Operating Principles for Impact Management
on how they are implementing them.

Real Assets
Case study:
Insights into renewable power consumption and environmental targets
Company: GDS Holdings
Team:

Global Listed Real Assets

Region:

China/APAC

Resource procurement is a material business risk for
GDS given the company operates in the relatively
immature Chinese data centre market, which is
growing rapidly to help the country develop its
digital economy. GDS has ambitious growth plans,
which require them to secure local power quotas
and licences to operate data centres, alongside the
traditional inputs of land, labour, and construction
materials. Once in operation, data centres consume
significant amounts of power from the local energy
grid. Governments, industry bodies, and NGO’s
around the world therefore recognise the need to
continuously improve energy efficiency and reduce
their carbon footprint. This is particularly challenging
for GDS and its locals peers as renewable power
is in short supply in its eastern China urban
markets such as Shanghai and Beijing. The Global
Listed Real Assets desk believes that the company
has successfully navigated the procurement of
resources to date, against this very challenging
backdrop, but believe that much work is ahead to
make their operations sustainable. The team has
directly engaged with management on multiple
occasions over the past four years, including with
GDS’ Chief Financial Officer and Investor Relations
teams to discuss their management of ESG risks and
opportunities.

During these conversations, the company
highlighted the challenges facing major Chinese
tier 1 cities; notably a strong government will to
de-industrialise city centres due to pollution, a lack
of dispatchable green power (mostly hydro based
in western China), and the immaturity of the carbon
offsetting market. GDS’s CFO also noted their efforts
to make their data centres as energy efficient as
possible, limited customer appetite for green power,
and some positive progress with the development
of renewables (mostly wind power) in their more
recently entered markets of Hebei and Chengdu. The
desk continued to engage on the renewables topic
following a Greenpeace report on Chinese internet
companies, which highlighted limited progress
across the industry. GDS’s CFO confirmed at the
time that they were working on solutions with local
grid companies in regions with renewable power
capacity. In 2020, 23% of the company’s energy
consumption came from renewable energy sources.
In November 2021, GDS released its inaugural ESG
report, which included a commitment to 100%
renewable energy usage and carbon neutrality by
2030. The company has recently signed a multiyear agreement with CGN New Energy to procure
approximately 30,000GWh of renewable energy
certificates, equivalent to over seven times its annual
electricity consumption.

Sustainable Investment team
Case study:
Set a 2050 net zero ambition covering scope 1, 2, and relevant 3 emissions
Companies: Over 80 companies included in the CA100+ Net Zero Company benchmark
Team:

Sustainable Investment team

Region:

North America and Europe

In September 2021, we wrote to the Chairs of over
80 companies in Europe and North America that are
key to driving the transition towards net zero. These
were selected from the list of companies included in
the CA100+ Net-Zero Company Benchmark.
We urged companies that had not already done so
to set a 2050 net zero ambition, along with short-,
medium- and long-term targets covering Scope
1, 2, and most relevant Scope 3 emissions. We
asked companies that had set a net zero ambition

covering only operational (Scope 1 and 2) emissions
to widen the scope of their net zero ambition and
targets to include relevant Scope 3 emissions.
In addition, we encouraged companies that had
already set an ambition covering Scope 1, 2, and
relevant Scope 3 emissions to continue to develop
their interim targets and transition plan.
We will continue to communicate our climate
expectations to companies as part of our climate
engagement and escalation framework.
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Case study:
Ensure the remuneration policy
contained an appropriate mix of
financial and non-financial metrics

Case study:
Discuss the re-election of a combined
Chair/CEO

Company: Unite Group

Team:
		

Global Emerging Markets,
Sustainable Investment team

Region:

South America

Team:
		

Global Real Estate, Sustainable
Investment team

Region:

UK

We were consulted by Unite Group as part
of their remuneration policy discussions.
Unite were looking to gather feedback from
their largest shareholders on their proposed
remuneration updates, ahead of the 2022 AGM.
Prior to this engagement, we engaged with
Unite Group on a number of topics including:
expectations during Covid-19, board diversity,
net zero ambitions and ESG reporting. We were
also part of Unite’s last remuneration policy
consultation in 2018.
We received a letter from Unite outlining the
proposed remuneration updates. We discussed
these internally between the Sustainable
Investment team and Investment desks
and provided our high level feedback over
email. We then held a call with the Chair of
the Remuneration Committee to discuss our
feedback.
We have recently received a follow up letter from
Unite, with their amended proposals following
shareholder feedback.
Unite proposed two main changes to their
remuneration policy for 2022:
– Amendment to annual bonus deferral –
we were largely supportive of this move which
would bring Unite in line with peers.
– Increase in base salary for the CEO and
CFO. We questioned if the stretch of the
performance targets will be increased to
compensate for the increased variable pay
awards as a result of a multiplier effect on
base salary.
We will continue to monitor the progress of our
requests with the company.
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Company: Globant SA

The Sustainable Investment team and the GEMs
team had a call with Globant SA’s ahead of their
2021 AGM to discuss the re-election of their
combined Chair/CEO. During a call with Investor
Relations, we gave the feedback that the role of
Chair and CEO should ideally be separate and,
if not, there should be an independent lead
director or independent co-chair. The company
confirmed that now they are analysing this
internally. We will monitor this concern ahead of
2022 AGM.
Following the engagement, we supported the
re-election of the Chair/CEO the 2021 AGM, given
their commitment to separating the Chair/CEO
role, or appointing a LID.

Principle 10
Signatories, where necessary, participate in collaborative engagement to influence issuers
Our approach to collaborative engagement
We recognise there may be occasions when it is
more effective to work with other institutional
shareholders to influence company management
and effect positive change. Schroders works with
other institutional investors, either bilaterally or
through various industry forums. Our collaborative
engagement may involve meeting companies
jointly with other shareholders, via membership
organisations or other more informal groupings.
We review collaborative engagements on a caseby-case basis to ensure that the objectives of such
engagements are aligned with our ESG policy and
goals. Collaborative engagements are typically
considered where our discussions with management
have failed to achieve the desired outcome or where
Schroders owns a small stake in the company.
Schroders joins collaborative engagements initiated
by others in the industry if we believe they will
encourage an outcome that will help our clients
meet their long-term financial goals in line with our
fiduciary responsibilities.
As a result of the potential for collaborative
engagement to breach competition law and the
market abuse regime, it is subject to additional
controls. A sub-committee of our internal Corporate
Responsibility Committee must sign off any
collaborative engagements. All of the collaborative
engagements are subject to our recording and
monitoring processes and are tracked in our
internal engagement database. We often conduct
collaborative engagements through industry
bodies or formal investor networks that have
established procedures for conducting collaborative
engagements in way that complies with our legal and
regulatory obligations.
The majority of our collaborative engagements aim
to make clear our expectations of companies and
promote increased transparency. However, where we
have clear, measurable requests we monitor progress
through our engagement database. We acknowledge
that there is more work to be done to assess the
effectiveness of our collaborative efforts and will
continue to strengthen this in the future.

Industry involvement
At Schroders, we support and collaborate with several
industry groups, organisations, and initiatives that
aim to facilitate collaborative engagements among
industry participants. We believe we have a particular
role to play in sharing our expertise on different
areas, supporting best practice but also learning

from others. We have a long-standing commitment
to support and collaborate with several industry
groups, organisations, and initiatives to promote
well-functioning financial markets.
Our key stakeholders, in this regard, include
exchanges, regulators and international and regional
trade associations. For example, Schroders is member
of trade bodies such as the Investment Association in
the UK in addition to other trade bodies globally.
As we explain under Principle 4, we share our
insights to support the development of policy
recommendations, share best practice, and build
coalitions of like-minded market participants to
advocate for better functioning markets. We consider
this to be key in improving responsible investment
standards across sectors, establishing a consistent
dialogue with companies, and in promoting
the ongoing development and recognition of
sustainability and ESG within the investment industry.
Some of the key organisations that we work through
to achieve collaborative engagements are:
– Investor Forum: The Investor Forum facilitates
collaborative engagement between institutional
investors and UK-listed companies. We are a
member of the forum and we actively participate
in its work. In 2021, we participated in several
collaborations with the investor forum, including a
collaborative engagement with a building materials
company. Additionally, we attended a roundtable
discussion organised by CCLA, in which we
discussed how best to integrate the principles into
our investee company engagements. Under the
Find it, Fix it, Prevent it initiative, we look to engage
with companies in high-risk sectors, or have supply
chain risks, in order to better understand how they
are seeking to remedy and prevent forced labour in
their operations. Schroders continues to be involved
in ongoing discussions on how best to engage on
modern slavery and incorporate these risks into our
investment process.
– Climate Action 100+: Climate Action 100+ is an
investor-led initiative that facilitates collaborative
engagements with companies aimed at improving
climate change governance, cutting emissions, and
strengthening climate-related financial disclosures.
As an investor participant, we are both signatories
to the initiative as well as being responsible for
direct engagements with companies. In 2021, we
contacted 84 companies, all included in the CA100+
net zero company benchmark to encourage them
to achieve net zero emissions by 2050 or sooner, set
short-, medium- and long-term targets aligned with
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the goal of limiting global warming and publish a
detailed transition plan where applicable.
– Farm Animal Investment Risk and Return
(FAIRR): FAIRR is an investor network focusing
on ESG risks in the food and agriculture sector. It
facilitates collaborative engagement, to encourage
companies to improve their management practices
and address selected environmental, social, and
governance issues. We are a member of the FAIRR
network and have actively participated in their
collaborative engagements over the past couple of
years and will continue to do so in 2022.

The Group was formed to bring all types of
investors together to establish a framework of basic
standards of investment stewardship and corporate
governance for US institutional investor and
boardroom conduct. The result is the framework
for US Stewardship and Governance comprising
of a set of stewardship principles for institutional
investors and corporate governance principles for
US-listed companies.
Further details about our industry involvement and
public policy activity can be found under Principle 4.

– Investor Stewardship Group: In March 2018, we
became endorsers of The Investor Stewardship
Group, a collective of some of the largest US-based
institutional investors and global asset managers.

Collaborative engagement activity in 2021
In 2021, the majority of our collaborative engagements were focused on change facilitation and environmental
issues.

Collaborative engagement (% of total collaborative engagements) 2021
18%

9%

67%

24%

By type

By ESG objective

82%

Fact ﬁnding

Change facilitation

Environmental

Social

Governance

Source: Schroders as at 31 December 2021.

The focus on environmental issues in 2021 was driven
by the collaborative engagements we had with the
Investor Forum and IIGCC. Our engagement with the
Investor Forum discussed the key aspects of a UK bank’s
net zero commitments. Furthermore, our collaborative
engagements with IIGCC involved requesting a Chinese
bank to have relevant emission targets, publish a
transition plan, and align their business model with the
goals of the Paris agreement, limiting the warming to
1.5oC. In addition, we requested that a Canadian
bank produces interim targets aligned with the net
zero ambition.
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Most of our collaborative engagements were
concentrated in Europe. As we discuss under Principle 9,
this partly reflects the relative maturity of stewardship
practices the EU and the existence of several platforms,
like the Investor Forum, whose purpose is to facilitate
collective engagement.

Collaborative engagement by region 2021
Number of collaborative engagements

Regional split of collaborative engagements

10

12%

12%

17%

8
6

6%

4

53%
2
0

Asia
Paciﬁc

Europe Latin Middle East North
(ex-UK) America & Africa America

UK

Asia Paciﬁc

Europe (ex-UK)

North America

UK

Latin America

Source: Schroders as at 31 December 2021.

Case studies

IIGCC – Understand the progress made in
achieving the IIGCC expectations

CDP – Greater transparency
surrounding CDP data

Company: Chinese bank

Team:

Sustainable Investment team

Team:

Sustainable Investment team.
Collaborative engagement with IIGCC

Region:

Global

Region:

China

In 2021, after a failed attempt to engage with
a Chinese bank on their fossil fuel financing
activities, we joined a collaborative engagement
led by the IIGCC on climate expectations for the
banking sector. Through the forum, we were able
to secure a call with the bank. It was an opportunity
for investors to outline the IIGCC Net Zero Bank
Investor Expectations, and to understand the
bank’s progress against these.

Every year, CDP leads a collaborative
engagement with all companies who have
failed to respond to the request to complete
their climate, forest and/or water surveys.
Given the insight that CDP data provides,
we support this call for greater transparency.
In 2021, we co-signed all letters, totalling 3,127
climate requests, 886 forest requests, and 975
water requests.

Investor Forum – Discuss a UK bank’s
net zero commitment

Investor Forum – Discuss climate
strategy

Team:

Company: Global mining company

Region:

Sustainable Investment team.
Collaborative engagement with
the Investor Forum

Team:

Sustainable Investment team.
Collaborative engagement with
the Investor Forum

Region:

Australia

UK

As part of the Investor Forum, we joined a
collaborative discussion with several other
investors on the bank’s net zero commitment.
The company, including representation from
the Group Chair, Group CEO, and Global Head
of Sustainable Finance, presented on the key
aspects of their commitment and proposed
an alternative approach to the ShareAction
shareholder proposal that had been submitted.
There was opportunity for investors to ask
questions and understand the bank’s progress
against these.

We engaged through the Investor Forum with a
global mining company on their climate change
strategy. We specifically discussed the upcoming
Say on Climate and Climate Shareholder
Resolutions before their upcoming AGM.
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Access to Medicine Foundation –
Ensure a fair and equitable response
to Covid-19

Group of asset managers – Make public
the full findings and conclusions of its
human rights impact assessment

Team:

Sustainable Investment team

Company: Wells Fargo

Region:

Global

Team:

Sustainable Investment team.
It was a collaborative engagement,
led by another asset manager and
Schroders were a co-signatory of
the letter sent to the company

Region:

US

We signed a global investor statement,
coordinated by the Access to Medicines
Foundation, on ensuring an effective, fair, and
equitable global response to Covid-19. The
statement encouraged world leaders to finance
the ACT-Accelerator in full and deploy adequate
funding to ensure fair and equitable access to
Covid-19 tools globally, and committing to work
with the Foundation on this issue to engage
with our investee healthcare companies to
promote access.
We also joined a collaborative engagement
with Novartis as part of the Access to Medicine
engagement strategy. We discussed Novartis'
access efforts in detail, including opportunities
to expand technology transfers to new
geographies, feasibility of implementing access
planning across all late stage research and
development projects, scope for improving
access to patented products, and governance
of access at Novartis.

In September 2021, as part of a collaborative
investor initiative, we were a signatory of a
letter written to Wells Fargo which expressed
expectations regarding the Human Rights
Impact Assessment which is currently being
undertaken. The letter asked the company to
make public the full findings and conclusions of
the Human Rights Impact Assessment (HRIA) and
the measures the company will take to address
identified human rights risks. We expressed that
we expect Wells Fargo will have consulted with a
wide range and representative sample of internal
and external stakeholders, focussed on human
rights challenges that contribute to structural
racial inequality, and taken appropriate
measures to protect the confidentiality of
responders to ensure non-retaliation. Further,
we explained that we expect Wells Fargo to make
public the full findings and conclusions of the
HRIA and the measures the company will take to
address identified human rights risks.
We believe the HRIA can be a valuable tool
for understanding the risks of human rights
infringements posed by Wells Fargo’s operations,
and full value chain, and for ensuring respect for
the human rights of all individuals and groups
impacted by the bank’s activities.
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Principle 11
Signatories, where necessary, escalate stewardship activities to influence issuers
Our approach to escalation
When we engage with companies (as discussed
under Principle 9), we ordinarily hope to address our
concerns through the regular meetings our analysts,
investors, and ESG specialists hold with company
management. However, there may be instances in
our engagement where we do not see enough
progress towards achieving our engagement objective.
This may be for various reasons, such as:
– A company does not respond constructively;
– Our concerns on which we have engaged have not
been sufficiently addressed; or
– We do not feel confident that the company
concerned intends to address these concerns.
Under these circumstances, we may decide to extend
our engagement activity and/or escalate specific
areas of concern in order to affect the change we
are seeking.
Escalation for us means extending or otherwise
stepping up our engagement. We describe this in
more detail below but, broadly, it involves more
frequent discussions, including multiple stakeholders
within a company, and can extend to voting against
company management or selling our holding.
We prioritise issues for escalation based on the
materiality of each issue, its urgency, the size of our
holdings, the severity of our concern and whether
the company has demonstrated progress based on
previous engagements. Typically, the issues that are
escalated will be ones on which we have engaged
with an issuer already, but new issues that could
merit escalation on account of their severity may
be identified by our research analysts and portfolio
managers as part of their ongoing risk management
and research responsibilities.

We aim to implement a consistent escalation process
across our investment teams by ensuring our
engagement activity remains coordinated and well
communicated internally.
We use a number of methods to escalate our
engagements; these may take place in any order
or frequency depending on the nature of the
engagement. We prefer to engage confidentially with
company management to discuss issues and concerns,
as we believe this is the most constructive and
effective approach. However, if we feel that we are not
being heard, we may express these concerns publicly.
This happens rarely and there was no such prominent
case in 2021.

Our escalation process
Intervention will generally begin with a process
of holding additional meetings with company
management to enhance our understanding of their
stance and help the company to understand our
position. Should this initial step fail, we may consider
further escalation methods including:
– Meeting or otherwise communicating with nonexecutive directors or the Chair of the Board
– Expressing our concerns via company advisers
or brokers
– Collaborative intervention with other institutional
investors
– Withholding support or voting against
management
– Submitting resolutions at general meetings
– Requisitioning extraordinary general meetings
– Divesting, which may mean a full or partial exit

Methods of escalation

Meeting or otherwise communicating
with non-executive directors or
the chair of the board

Expressing our concerns via
company advisers or brokers

Collaborative intervention with
other institutional investors

Withholding support or voting
against management and directors

Publicly stating our
concerns

Submitting resolutions
at general meetings

Requisitioning extraordinary
general meetings

Divesting, which may mean
a full or partial exit

Source: Schroders as at 31 December 2021.
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Where we plan to vote against the management of
a company we have been in dialogue with, we will
ensure management is made aware of our concerns
and our voting intention prior to casting our vote, the
reason behind it, and we will invite future dialogue.
This helps the company management team to better
understand the nature and strength of our view and
provides them with another opportunity to address
our concerns. We provide further detail on our
approach when voting against management under
Principle 12.
Where our escalation process has been unsuccessful
in delivering the changes requested, we may pursue
the option to sell our position in a company. Issues
that have been subject to our escalation process are
often financially material in nature. As a result, where
issues remain unresolved, our portfolio managers
may take the view that investors’ interests are best
served through divestment.
Divestment is more likely in the case of fixed income
investments where we will typically have more limited
rights to enforce, particularly if we are not also
invested in the company’s equity. That said, we will
divest from equity holdings too if we consider the
risks for our clients to be too high.
In the case of private assets, early divestment is
more difficult and rarely in the interests of investors.
However, in this asset class, we are more likely to be
able to exert our influence through majority control,
a position on the board, or a closer relationship with
the management team.
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Escalated issues are usually ones which we have
engaged with an issuer already, however new issues
could arise that could merit escalation on account
of their severity. These issues may be identified by
our research analysts and portfolio managers as
part of their ongoing risk management and research
responsibilities.
At Schroders, we aim to implement a consistent
escalation approach across our investment desks
and Sustainable Investment team. We ensure
this consistency via excellent communication and
coordination internally. Nevertheless, expectations
of companies and the thresholds for escalation
may vary depending on factors affecting the
investee companies, including regional and sectoral
expectations. For example, the threshold for
escalation on board independence may be higher
in Japan compared to the UK where standards are
stricter. Namely, in the UK, the FRC’s Corporate
Governance Code separates the Chair from the
Chief Executive and independent non-executive
directors usually chair the Nomination, Audit, and
Remuneration Committees.

Case studies
Case study:
To have at least one ethnic minority director on the boards of the FTSE 100 in 2021
Company: FTSE 100
Team:

Sustainable Investment team

Region:

UK

In the UK, a 2016 review of ethnic diversity on
boards called the Parker Review challenged firms to
hit a “one by 2021” target. The report published by
Sir John Parker, EY and the Department of Business,
Energy & Industrial Strategy in February 2020
showed that 37% of companies surveyed (31 out
of 83 companies) did not have any ethnic minority
representation on their boards.
In 2020, we wrote to the FTSE 350 constituents
and asked them to participate in a survey which
provided insights into how the progress the
companies had made in having at least one director
of colour (FTSE 100 by 2021 and FTSE 250 by 2024).
Following this survey, we escalated this issue in
November 2021 with the FTSE 100 laggards (those
who did not meet the recommendation of the
Parker Review and those who did not disclose
if they met the requirement). We sent a letter
to the companies‘ chairs to encourage them to
add at least one director of colour to their board.
Furthermore, we informed them that from 2022,
we will begin to vote against the nominations
committee chair of any FTSE 100 company that did
not meet the recommendation of the Parker Review
that the board have at least one director of colour
by 2021. We will treat a company’s non-disclosure
as not meeting the requirement. In addition, we
sent a letter to the remaining FTSE 100 companies
who have been identified as meeting the Parker

Review expectations of having at least one director
of colour on the board. We reiterated that we do
not expect a “one and done” situation for board
diversity and that progress should not stop after
appointing one ethnic minority director.
In both letters, we took the opportunity to
emphasise the importance of developing a robust
board candidate pipeline and target setting for
executive level ethnic diversity. We requested that
when operating in countries where the companies
cannot collect ethnicity data, companies should
consider other metrics which can be used to track
progress on creating an inclusive culture.
Following on from this engagement in 2021,
and as at end of December 2021, 25 companies
acknowledged receipt, 15 provided a substantial
response (for example a letter from a board chair),
and two contacted us to state that they had since
appointed a non-white director to the board.
As a firm, Schroders will be interested to
understand the plan of the companies who fail to
meet this Parker Review target and we will continue
to monitor its progress. We may look to increase
our expectations on board diversity in future,
particularly as we seek to ensure diversity in all
its dimensions is reflected in the senior levels of
companies in which we invest.
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Case study:
Controversy investigation and request for timely mitigation of the governance concerns
Company: UK transport company
Team:

Sustainable Credit

Region:

Europe and UK

The Credit team invested in this company under
the theme of climate-friendly transportation and
decarbonisation. Moreover, the company provides
bus and rail transportation which is socially and
environmentally beneficial. The company was hit
by governance concerns around one of its key rail
contracts resulting in the contract in question being
retracted and the potential of a fine. Additionally,
the group delayed the filing of its Fiscal Year
accounts which increased the concerns around
their financial numbers and credit metrics.
Following the concerns the desk had both call
and email exchanges with the company. During
the engagement, the company tried to explain
the reason, complexities, and mitigation actions
around governance. After management was made
aware of the governance concerns, an independent
investigation was launched immediately and
the group’s CFO stepped down. During our
engagement, we learnt that one of the key reasons
the governance concerns occurred was due to
complex contracts overlapping one another, which
was due to regulatory changes. Additionally,
we learnt about management efforts to publish
financial accounts and how the company is working

with the Department of Transport.
The desk set several objectives during this
engagement which were:
– Improve the company’s integrity by publishing
financial charges and provisioning
– Implement a process to avoid similar errors
and also by deploying technology and human
resources in overseeing contracts and payments.
Following the desk’s first engagement meeting
with the company, the company appointed
independent auditors and changed their top
management. However, following this engagement,
the company was downgraded by one of the credit
rating agencies, which prompted further escalated
engagement, this time with the CFO.
In December 2021, following delays in their account
publishing, our ESG analysis concluded if there were
any further delays in the accounts beyond January
of 2022, the Sustainable Credit desk would reassess
the ESG risk and positioning in the name.

Case study:
Understand different insurers’ approach to sustainability and climate change risk
Company: Six insurance companies
Team:

Value

Region:

Global

Insurers have a significant exposure to climate
change risks through their own investment
portfolios as well as their underwriting policies.
The Value desk sought to discuss with the insurance
companies their climate change risks through their
underwriting practices and investment portfolio.
The desk had a number of calls with the Heads of
Sustainability and members from Investor Relations
at these companies.
During this engagement, we made clear our
expectations for strong, forward-thinking,
approaches to climate change risks, such as setting
strong targets for the Net Zero Insurance Alliance.
Where relevant, the desk followed up with the
company asking for improvements in areas where
we believed the company could improve.
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We achieved the objective of gaining a deeper
understanding of the different insurers’ approach
to climate change risk. This allowed the desk to
assess the investment case of the companies, and
better assess the appropriate upside to require
from the companies’ valuations to compensate for
their investment risks.
The Value desk considered four of the insurance
companies’ approaches to be best in class, which
contributed to the desk’s decision to buy these
companies in the Value desk’s sustainable funds.
However, the Value desk were concerned by the
fifth company’s lack of modelling climate change
risk in their underwriting policies, and the desk’s
confidence in the investment case of the company
was therefore significantly reduced. The Value desk
divested from this stock as a result of the desk’s
decreased confidence in the company.

Case study:
Encouraging the Board to demonstrate strong, visible oversight to increase
investor confidence
Company: Building materials company
Team:

Sustainable Investment team – collaborative engagement with the UK Investor Forum

Region:

Ireland

We joined a collaborative engagement initiated
through the Investor Forum with the company
encouraging the Board to demonstrate
strong, visible oversight to increase investor
confidence. The engagement followed the Board’s
acknowledgement that it had “serious and
unacceptable practices” post the Grenfell enquiry.
The key objectives of the meeting were to gain:
– Greater clarity on the Board’s priorities to
implement an “enhanced suite of compliance,
governance, and reporting measures” following
Eversheds Sutherland review; and
– Improved board oversight and reporting on
culture and employee engagement.
We had undertaken several direct engagement calls
with management and investor relations once the
issues had come to light. Given the collaborative
engagement initiated by the Investor Forum fully
aligned with our views, we believed joining the
initiative would be an excellent way of sending a

clear, consistent message from a wider shareholder
base. Additionally, the collaborative engagement
called for a Group meeting with the Chairman of the
Board, something we were keen to participate in.
Following the collaborative engagement, the firm
made several commitments including:
– Introducing more formal protocols and
enhanced compliance structures and embedding
these more throughout the organisation.
The Audit and Compliance Committee
also committed to being more proactive in
demanding evidence of this.
– Enhancing the governance of subsidiary boards
and improving the product and compliance
information flow from these entities.
– Initiating a more open and regular dialogue
between independent Board members and the
investor community.
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Principle 12
Signatories actively exercise their rights and responsibilities.

Tim Goodman
Head of Corporate Governance
The issue of engagement and voting has never been higher on both our and, our clients' agendas.
Schroders believes that it should pay attention to the impact its investments make on the returns that we
generate for our clients and their ultimate beneficaries and to the wider positive impact on society we can
encourage through our dialogue with investee companies.
For this reason, we aim to explain in our reporting to clients, our meetings with clients, our client surveys,
our public reporting and other methods not just the financial returns we are making on their behalf but
other positive impacts.
We also seek to understand our clients' views on how companies can and should respond to vital issues
such as climate change, the Covid pandemic, diversity and inclusion and so on. We reflect these thoughts in
our engagement plans and dialogue with companies.
When we vote, we take our clients' views into account, bearing in mind our engagement, the company's
own disclosure, progress it may have made and has committed to and its own characteristics, including its
size and the materiality or saliency of concerns we or our clients may have.
We aim to understand our clients' particular concerns about shareholder meetings that they are most
interested in and take account of their views when making voting decisions and explaining to them our
thoughts. We may be in dialogue with the company, via our investment desks or our Corporate Governance
team in the run up to the meeting, to share our views and if necessary, attempting to use our influence to
achieve positive change during the whole year but also in the run up to the meeting. This means that we
are not always in a position to announce how we may be voting in advance of the meeting, but that does
not mean that we are not seeking positive change through our engagement or our voting power.
We look forward to continuing our engagement, using our voting power as one of the tools we have to
push, where necessary, for positive change and sustained, good quality returns at companies in which we
are invested on behalf of our clients. This also helps us give one voice to companies across both our voting
and engagement, which magnifies our impact. We welcome a dialogue with our clients on voting policy and
its application.

Voting processes
The votes we cast on behalf of clients are critical to
our ability to push for positive changes that create
value. How we use our influence over the companies
in which we invest is a vital component of our role
as active managers. Although most companies
only have one shareholder meeting each year, our
analysis dialogue with companies takes place all year
round. Our corporate governance analysts, within the
Sustainable Investment team, centrally coordinate
our voting activity to ensure consistency of approach
across geographies and funds. In exceptional
circumstances, we may very occasionally vote
differently at the same meeting, if consensus cannot
be achieved across funds.
Whilst we set global best practice expectations, our
Corporate Governance team splits responsibility
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for voting regionally. This is to ensure that local
governance codes and our evolving expectations for
different markets are incorporated into our policies
and to effectively build and maintain relationships with
the relevant investment desks.
As active investors, we recognise our responsibility to
make considered use of voting rights. It is, therefore,
our policy to vote all shares at all meetings globally,
except where there are onerous restrictions, for
example, share blocking. In 2021, we voted 98.18%
of meetings we were eligible to vote. In a small
number of cases, we may abstain where mitigating
circumstances apply, for example, where a company
has taken substantive steps to address issues.
Abstentions count for less than 1% of our total voting
instructions and our preference is to support or
oppose management and abstain sparingly.

Schroders voting activity in 2021
The global footprint of our voting in 2021

15%
17

%

UK		

15%

Asia Pacific

35%

Europe (ex-UK)

26%

North America

17%

Latin America

4%

Middle East and Africa

3%

26%

35%
3%

4%

Source: Schroders as at 31 December 2021.

2021 breakdown of resolutions voted on by category
Directors related

1%

10%
1%

Routine business
Allocation of capital

51%

9%

Remuneration

4%

Reorganisation & mergers
22%

Shareholder proposals
Anti-takeover
Other

2%
Source: Schroders as at 31 December 2021.

We follow strict auditable procedures to ensure the
correct set up of accounts where we have been given
voting authority. A check is completed to ensure the
Custodian has confirmed the set up and that voting
ballots are feeding through to our ISS proxy voting
environment. We complete a Master Account List
check twice a year to ensure ballots are being received
as expected.

annually to reflect regional specific governance trends
and is ratified by our regional corporate governance
committee members, comprising analysts, portfolio
managers, and the corporate governance analyst who
covers the region. We vote on both shareholder and
management resolutions. We may attend annual or
extraordinary general meetings to submit our votes
in person.

We utilise the services of the proxy voting agency
Institutional Shareholder Services (ISS) and have
developed our own policy instructions for ISS to use
to deliver our proxy votes to the companies we invest.
All proxy vote instructions in all markets are submitted
using the ISS global voting platform. ISS carry out
the individual processing of vote instructions with
the custodians and/or company/company agents.
For certain holdings of less than 0.25% of share
capital, we have implemented a custom policy that
reflects our ESG policy and is administered by our
proxy voting provider. This policy is updated at least

As we explained under Principle 6, given our
focus as an active manager on ESG integration
and stewardship, we believe it is in our clients'
best interests for them to give voting discretion
to Schroders as we consider our in-house team of
experts, working alongside our investment teams, are
best placed to engage with companies and to make
voting decisions. We believe that the power of our
voice during the whole year is underpinned by these
voting rights.
We do not lend stock.
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Case study of engagement and voting:
Globant SA

Pippa O’Riley
Corporate Governance Analyst
Against the backdrop of the pandemic, the AGM
season threw up some difficult judgements in the
area of remuneration adjustments. Many
companies have made retrospective adjustments
to their remuneration plans in light of the
pandemic, because targets set in early 2020 were
no longer relevant or achievable. We assessed
these pay and bonus packages on a case-by-case
basis, taking into account government support
received, share price performance and dividend
status, and how performance has been used to
justify awarding bonus payouts. For example, we
have supported the adjusted remuneration plans
of the Italian financial services firm Cerved. The
firm is also making a number of other positive
changes to its long-term incentive plans,
including increased transparency, disclosure of
CEO pay ratio, and a clear link to sustainable
development goals. The discretion used to pay
out bonuses in light of the pandemic was
reasonable and the company opted to pay out
the majority of the awards in shares, which aligns
with shareholder interests.

The Sustainable Investment team and the
Global Emerging Markets team had a call with
Globant SA ahead of their 2021 AGM to discuss
the re-election of their combined Chair/CEO.
During a call with Investor Relations, we gave the
feedback that the role of Chair and CEO should
ideally be separate and, if not, there should be
an independent lead director or independent
co-chair. The company confirmed that now they
are analysing this internally. We will monitor this
concern ahead of the 2022 AGM.
Following the engagement, we supported the
re-election of the Chair/CEO the 2021 AGM, given
their commitment to separating the Chair/CEO
role, or appointing a Lead Independent Director.

Global voting process at Schroders
Voting information collated by Institutional Shareholder Services (ISS)

All voting activity coordinated via our dedicated Corporate Governance specialists

Establish our view on each resolution by:
– Reviewing external research and performing internal analysis
– Applying Schroders’ Core Principles of Corporate Governance as
outlined in our ESG policy
– Consulting with investment teams on material issues

Vote For
Resolution is in the best
interest of investors
and in line with
Schroders’ policy

Vote Against
Resolution is not
in the best interest
of investors

Abstention
Occurs only in mitigating
circumstances e.g. a
company taking some
steps to address issues

Deliver vote processing through ISS internet-based platform (Proxy Exchange)

Source: Schroders as at 31 December 2021.
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Where voting is onerous or expensive compared to
benefits associated e.g.:

–

–

Share blocking: The security is blocked from
sale on receipt of the voting instruction by the
client custodian
Power Of Attorney (POA) : Required in some
markets, costly and time consuming

Except where there are contentious resolutions that
represent a significant risk to shareholder value,
where the risk of not voting outweighs the ability
to trade a security.

No Vote

Voting policy
The overriding principle governing our approach to
voting is to act in the best interests of our clients.
Where proposals are not consistent with the interests
of shareholders and our clients, we will vote against
resolutions. We will always disclose a rationale for
our decisions in these instances and, as mentioned
under Principles 6 and 9, these are reported publicly
on our website on a monthly basis.
Our corporate governance analysts assess each
proposal, applying our voting policy as outlined in our
ESG Policy to each agenda item, taking account of the
local market standards, our research and experience
of the company from engagement and other sources
and other factors such as its size. Our policy sets out
our global expectations on a variety of topics, including
shareholder resolutions. However, all are subject to
the overriding principle that we will vote to enhance
returns for clients and act in the best interests of
clients.
The main principles of our voting policy include
the following:
– Strategy, performance, transparency and
integrity: Companies must produce adequate
returns for shareholders over the long term.
Companies must also have due regard for other
stakeholders including lenders, employees,
communities, customers, suppliers, regulators and
the environment in order to have viable business
models that create long-term value. Companies
must communicate clearly with investors.
– Boards and management: The boards of the
companies in which our clients’ monies are
invested should consider and review, amongst
other things, the strategic direction, the quality of
leadership and management, risk management,
relationships with stakeholders, the internal
controls, the operating performance and viability
of those companies. Above all, they should be
focused on the long-term sustainable generation
of value. Board members must be competent
and have relevant expertise, and boards should
consider the diversity and balance of the board.
The process for selecting, refreshing, and retaining
board members should be transparent, robust and
rigorous. Board evaluations should be conducted
regularly to ensure the board is structured and
working effectively.
– Capital: Companies should have efficient balance
sheets that minimise the cost of capital, with an
appropriate level of gearing which recognises the
significant risks attaching to debt across the cycle.
Where companies cannot or will not use capital
efficiently, they should consider returning the
capital to shareholders: the capital may then be
allocated to investments earning an appropriate
return. We would expect companies to limit
their issuances without pre-emptive rights to a
maximum of 10%. Companies should provide

strong arguments to justify the introduction of
equity shares with special voting rights, golden
shares, or other split capital structures.
– Executive remuneration: In considering the pay
arrangements of senior executives at companies,
we are concerned with the structure of total
remuneration and to ensure that potential
rewards are aligned with shareholder interests.
We recognise the value of high-calibre executives
and note that in order to hire the best individuals,
it is necessary for companies to pay at levels which
allow them to compete in the market to recruit
successful executives. However, the existence of
this effect does not justify unwarranted transfers of
value to executives. It follows that where individuals
have not performed to the expected standards,
their continuation in the role should be reviewed
and, if necessary, they should be removed from
their position. We consider each pay package
on a case-by-case basis by looking at a number
of factors. These include, but are not limited to:
executive share ownership, pay for performance
alignment, excessive dilution for shareholders,
fixed to variable pay ratio, termination awards
and an appropriate choice and stretch to
performance metrics.
– Environmental and social performance and
resolutions: We examine E&S performance and
resolutions on a case-by-case basis with reference
to the following factors:
– Materiality
– Transparency
– Asymmetric knowledge
– Alignment with evolving ESG best practice
– Evidence of policy implementation and progress
– Responsible conduct
– Clients' expectations
– Climate: We use our influence as investors
through engagement and voting to push
companies to prepare and demonstrate the
efforts they take to address key climate risks. We
will generally vote against directors at companies
where we feel that climate change is a major risk
and the boards cannot demonstrate publicly that
they are preparing sufficiently for it.
– UN Global Compact (UNGC) violations: As
UNGC signatories, we are committed to ensuring
companies align their operations and strategies to
the UNGC’s 10 universally accepted principles. Our
holistic approach goes beyond the 10 principles and
incorporate a broader range of issues. That analysis
also informs our engagement with companies;
where we consider companies’ business practices
may be unsustainable we regularly engage with
management teams to better understand their
plans, and to promote more responsible behaviour,
and if we believe the action taken is not appropriate
will vote against individual directors.
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We have detailed internal guidance that outlines how
these principles should be applied on a country-bycountry basis, which has been developed with our
fund managers. For example, in the US we will vote
against the company if the auditor tenure is over 20
years and there is no commitment to tendering. This
is not needed in the European Union where regulation
requires companies to tender at least every 10 years
and change auditor after 20 years of tenure.
In applying the policy, we consider a range of factors,
including the circumstances of each company, the
progress of any engagements, local regulatory
requirements and corporate governance codes. We
continue to review our voting practices and policies
to ensure that we are raising the bar on good
governance practice.
In order to maintain the necessary flexibility to meet
client needs, local offices of Schroders may determine
a voting policy regarding the securities for which they
are responsible, subject to agreement with clients
as appropriate, and/or addressing local market issues.
Both our local offices in Japan and Australia have
such policies.
Beyond such regional differences, individual funds
do not set their own voting policy. When it comes to
voting decisions, we try to achieve consensus across
all relevant funds and vote in line with our firm-wide
policy which allows some case-by-case variation
as a result of engagement or specific company
circumstances.
The full voting policy can be found in our ESG policy.
As we outlined under Principle 5, given the changes
in the Sustainable Investment team, which included
a new Head of Corporate Governance, we have taken
the decision to not amend the voting policy in 2021 but
conduct a detailed review in 2022.

Use of proxy research
In 2021, we voted against our proxy adviser’s
recommendation for 5% of voted resolutions.
As we outline under Principle 3, the only
circumstances in which we will follow the proxy
adviser’s recommendation as a matter of course
are the ones in which we have a conflict of interest
in the outcome of a vote. In these situations, we
will consider whether we should override the
recommendations of the third party in the interests
of the fund/client. However, this requires the approval
from the Schroders’ Global Head of Equities and the
rationale of such vote being recorded in writing.
As explained under Principle 3, there was only one
such occasion in 2021.
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Case study:
Compagnie Financière Richemont
SA (Switzerland)
We take a stricter approach to ISS on Auditor
Tenure. Namely, our policy states that audit
tenure should be tendered for at least every 10
years and, at Richemont, PwC have been auditors
since 1993, with no details provided of any recent
audit tender process. Whilst we appreciate Swiss
law only insists on the lead auditor rotating
every seven years, we consider best practice as a
regularly rotated audit firm too, in order to
ensure independence.

Case study:
The Toronto–Dominion Bank, Canada
ISS recommended a vote against the proposal
to adopt a diversity target higher than 40% for
the composition of the board for the next five
years. We voted in favour of this resolution.
Whilst we commend the company for the
progress made to date, given many of the
bank's peers exceed this target we believe there
would be sufficient flexibility for the company to
appoint candidates with a suitable skill set as we
are asking the company to adopt a target rather
than a strict quota.

Why do we vote against
company management?
We will oppose management if we believe that
doing so is in the best interests of shareholders and
our clients. For example, if we believe a proposal
diminishes shareholder rights or if remuneration
incentives are not aligned with the company’s longterm performance and creation of shareholder value.
Such votes may follow an engagement and be part of
our escalation process. If it is, we are likely to inform
companies of our reasons to vote against the board's
recommendation before the meeting. However, as
our clients' expectations to be more forceful in our
engagement have increased, we now sometimes

vote against the board's recommendation to initiate
our engagement and signal our discontent and our
engagement will continue by contacting the company
sometimes after the meeting has taken place.
Where there have been ongoing and significant areas
of concern with a company’s performance, we may
vote against the election or re-election of direct. When
we vote against management, we classify the vote as
significant and will disclose the reason behind this to
the company and the public.
In 2021, we voted against management on about
10% of resolutions across a variety of topics.
The chart below shows this split.

Voting activity 2017–2021

Year

Meetings

Resolutions

% of resolutions voted with
management

% of resolutions +
abstentions against
management

2021

7,492

78,637

87%

13%

2020

6,518

68,992

87%

13%

2019

5,876

61,156

87%

13%

2018

5,227

56,510

86%

14%

2017

5,378

62,058

82%

18%

Source: Schroders, as at 31 December 2021.

2021 breakdown of resolutions voted against management by category
Allocation of capital

1%

10%
1%

Anti-takeover
Remuneration

43%

20%

Reorganisation & mergers
Routine business

Resolutions
voted on by
category

Shareholder proposals
Directors related

4%

Other
13%
8%

Source: Schroders as at 31 December 2021.
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Case study:
Thermo Fisher
We engaged with the company prior to their
2021 AGM, and raised concerns over the
presence of a combined chair/CEO, citing key
man risk, we consider last year’s move from
a separate Chair/CEO to a combined role a
retrograde step when it comes to governance
best practice and did not agree with the states
rationale for re-combining the roles.
Additionally, we informed the Company that we
were not satisfied with the current remuneration
structure in place, we expect long-term incentive
awards to have a performance period of three
years, in order to judge results over a sufficient
period of time. Further, we do not agree with
the use of the same targets for both the shortterm and long-term awards. We believe this may
result in executives receiving two awards for
achieving the same target.
At the time of the AGM, we had seen no evidence
of improvements and therefore, voted against
the Chair of the Board and ‘say-on-pay’.

Case study: Fuji Media Holdings
There have been ongoing capital allocation
concerns. Our investors engaged with the
company following up on a letter that was sent
the previous year, asking for the Company
to redistribute excess capital to shareholders
through increased dividends or a special dividend.
After this engagement we were not fully satisfied
with the Board’s explanation, and intend to vote
against the entire board at the 2022 AGM.
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Case study:
Challenging Ashtead Group plc
on remuneration
Whilst the CFO’s salary increase itself was not a
major concern, we preferred a phased approach
given the magnitude of the increase. Coupled
with the increase in the executive directors’ LTIP
opportunity and the one-off award, the overall
quantum became a concern.
We do not agree with one-off awards, especially
as the Strategic Plan award would run
concurrently with the proposed LTIP. Further,
given the abovementioned salary increase to the
CFO, we do not agree with increases to fixed pay
and variable pay in the same year.
Despite Ashtead’s rationale for the awards
(retention), we voted against these items at the
2021 AGM.

How we monitor AGMs to inform our
own voting and engagement strategy
ams AG (Austria): We have had ongoing
discussions with ams with reference to a number
of governance concerns. These concerns were
cemented further when the company received
a 64% vote against the remuneration report at
their 2021 AGM. As part of our discussions with
ams, we have asked what plans the company
had to address this level of shareholder dissent
and whether they would be conducting a specific
shareholder outreach programme.
By the end of 2021, ams had not made any
attempt to contact shareholders on this
issue and, we will therefore continue to vote
against the remuneration, and the accountable
remuneration committee members until the
concerns are addressed.

Shareholder resolutions
Although shareholder resolutions represent a small
share of the votes we cast every year (approximately
2% in 2021), they have been increasingly attracting
attention. They can be used to ask management to
act on ESG issues; areas not typically captured by
standard management resolutions. For example,
2021 saw a rise in climate-related proposals,
with several companies voluntarily providing
management-sponsored say-on-climate resolutions.
Shareholder resolutions come in many shapes and
sizes. They can reflect specific campaign goals or
political priorities that may contradict fiduciary
responsibilities or a company’s strategic goals. As
a result, the best course of action is often not clear
cut. Sometimes, shareholder resolutions require
management teams to take concrete steps.
For Schroders, the decision on how to vote on any
type of resolution will depend on the materiality
of the issue and what we consider is in our clients’
best interests. With this principle in mind, we
assess whether a shareholder resolution is realistic,
measurable, and meaningful. Generally, we will
vote in favour of a shareholder resolution if there
is evidence of controversies that have not been
adequately addressed. We will usually vote against a
shareholder resolution (and thus with management)
if we consider that the resolution is too prescriptive
and requests a change in an unrealistically short
timeframe, or where the company is making
sufficient progress toward the goals we have
identified or it is following good practice. Given the
increased focus on ESG matters from our clients, we
are more likely to support shareholder proposals to
encourage more action by companies on material
issues as part of our engagement strategy.
Although we did not submit a shareholder resolution
in 2021, we supported 25% of resolutions submitted
by other shareholders. Our detailed voting statistics
for 2021, including how we have voted in regards to
shareholder resolutions, are provided at the end of
this section.
We supported 70% of climate resolutions in 2021. We
also saw a new type of resolution, 'say on climate'.
We welcomed the opportunity to vote on boards’
climate resolutions. However, we increasingly took
the view that to vote in favour of these proposals, we
needed to be supportive of the detail of the
company’s climate change strategy. Where we were
unable to do so, we voted against such proposals.
This led us to vote against BHP’s say on climate
proposal as described in the case study below. While
taking a considered approach to climate resolutions
proposed by boards or shareholders, we also plan to
monitor companies and expect to vote against the
re-election of targeted directors at companies whose
response to the climate crisis is insufficient.

Yousif Ebeed
Corporate Governance Analyst
Shareholder proposals continue to attract
attention, given that their asks are not typically
covered by the routine management resolutions.
As well as climate resolutions, we expect to see
a continued increase in social-related proposals,
with a particular focus on gender and ethnic
diversity, wider societal impact, and human rights.
For Schroders, the decision on how to vote on any
type of resolution will depend on the materiality
of the issue, whether the resolution is realistic,
measurable and meaningful, and what the
company is currently doing to address this issue.
Where we are not satisfied, we will support the
shareholder resolution.

Case study:
Challenging Total SA on ‘Say on Climate’
2021 saw the introduction of ‘Say on Climate
resolutions’ to a number of European AGM
agendas. These resolutions gave shareholders
a chance to have a say on company’s climate
transition plans.
Whilst supportive of companies that choose to
include these items on their agendas, we voted
against the plans where we were concerned with
their ambitiousness. An example of this was at
Total SE.
Our concerns at Total revolved around a lack
of stretch to the targets put forward, with
the company having already reached shortterm targets. The strategy did not include any
absolute reduction targets between 2030 and
2050 which we consider to be best practice
within the sector. Additionally, the company had
not committed to providing a periodic vote on
this plan, allowing investors to continually vote,
track progress, and monitor ambition on the
company’s transition plan.
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Case study:
Cazenove Capital engaging with ShareAction's shareholder resolution selection process
We believe that how fund managers vote at annual
company meetings is reflective of how they think
companies should face their environmental or
social challenges. In effect, a manager’s vote is
their ‘voice’. In 2021, there were thousands of
shareholder resolutions tabled at company AGMs.
As a significant investor in funds, our exposure to
companies is primarily indirect, through our fund
managers with whom we entrust voting on our
share ownership to. In an effort to ensure that we
are responsible stewards of our clients’ capital,
we believe it is our duty to push for change on
environmental and social issues. We believe it is
important to understand how our fund managers
are voting on key environmental and social
resolutions at the companies in which we are
indirectly invested.
In March 2021, in an effort to consolidate the vast
amount of resolutions tabled, ShareAction released
a list of 13 shareholder resolutions to watch during

the AGM season. Cazenove subsequently met
with ShareAction to understand their selection
process, and satisfied ourselves that the resolutions
identified were high quality, high impact and chosen
without bias or prejudice. Having considered these
resolutions, we asked all our managers where we
had exposure to these companies to share how they
intended to vote on the respective resolutions. Only
36% of managers were able to share their voting
intentions with us ahead of the vote.
A number of the resolutions were withdrawn
– including at Tesco, Walmart, General Motors
and Kroger. Of those that our managers were
able to vote on (and which we had exposure
to), disappointingly only 46% of votes were in
favour, 51% were against and 3% were abstained.
Following this, we continued to engage with our
managers on their voting over the year, and going
into the 2022 AGM season, expect to see substantial
improvements.

Case study:
BHP Say on Climate (management proposal)
BHP provided reasonable disclosures and
transparency in its TCFD report and climate
transition plan and we are pleased that it has
a net zero ambition that covers Scope 1, 2, and
some Scope 3 emissions. However, its transition
plan lacks ambitious targets and is therefore not
stretching enough for the company to achieve its
goal of net zero emissions. Therefore we voted
against the 2021 advisory “Say on Climate” proposal
for the reasons detailed below.
BHP has stated that it plans to hold Scope 1 and 2
emissions at 2017 levels until 2022 while it expands
production. It then has a 30% reduction target
in these emissions by 2030. This translates to
roughly a 4% reduction per year over eight years,
while Paris-aligned benchmarks expect at least
7% reduction per year. We may have accepted this
modest reduction as BHP’s medium-term target if
it had a broader Scope 3 target; regrettably it has
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reduction targets in only 20% of its total Scope 3
emissions. We fully acknowledge BHP’s issue in
setting a comprehensive Scope 3 target when so
many of these emissions are linked to the steel
industry. However, leaving around 80% of its
emissions out of scope means that we would have
liked to have seen a commitment to a far greater
reduction in Scope 1 and 2 emissions over which
they have greater control.
Among other issues, we were also concerned
that management’s incentives around emission
reductions were rather vague and therefore
we were unable to assess whether they were
sufficiently rigorous.
We continue to engage with companies on their
long-term plans around climate change and wider
ESG issues and welcome companies to start a
conversation with us.

Client reporting
It is our policy to disclose our voting activity publicly.
On a monthly basis, we produce our voting report
which details how votes were cast, including votes
against management and abstentions. As mentioned
above, we classify the latter as being significant so
also publish the rationale behind these decisions.
The reports are available on our website here.
Institutional clients with segregated accounts also
receive a tailored report which includes their personal
voting activity and detailed information on the
progress of company engagements that are ongoing.

Review of company meetings
We monitor the results of company meetings through
our subscription with ProxyInsight on a regular basis.
In particular, we focus on resolutions that received
more than a 20% vote against management’s
recommendation, or where a large proportion of
the free-float flagged concerns. Whilst we recognise
that the vote instruction does not always reflect
all investor concerns and conversations had with a
company, these significant votes are evidence to us
of widespread issues and will often trigger further
engagement or escalation.
Every quarter, a regional specific Corporate
Governance Committee meeting is held which is
attended by both the corporate governance experts
from the Sustainable Investment team and members
of our investment teams. The purpose of these
meetings is to reflect on significant votes across the
quarter and create escalation plans where relevant,

discuss regional trends and confirm agreement
across desks for any mass engagement topics (i.e.
engagement with many or all investee companies
in the region on a widely occurring or systemic
concern).
There are four regional committees: UK, Europe,
US and the rest of the world (which is focused on
Asia). This split reflects the regional expertise of our
Governance team and each committee is chaired by
the corresponding expert.
Every committee meeting starts with a review of
the voting activity in each quarter, highlighting any
companies which received significant dissent and
discussing ongoing or upcoming engagements.
But beyond that, the content of the discussion
varies slightly.
In the first quarter, the focus is usually on policy
setting and outlining expected trends for the year.
The second quarter meeting is a mid-AGM season
review and the discussions are mainly focussed
on individual companies. The meeting in the third
quarter is often a reflection of the proxy season
trends and making plans for follow up engagements
and policy changes. This is rounded by the meeting in
the fourth quarter that focuses on the engagements
and policy developments.
In addition, each year we conduct a post-AGM
season review, reflecting on global governance
trends, which helps us to identify engagement
priorities ahead of the next year. They are set out on
the following page.
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AGM season review
Against the backdrop of the pandemic, the AGM season threw up some difficult
judgements. Here’s a quick round-up of the season’s trends and how we voted.

REMUNERATION ADJUSTMENTS DUE TO
THE PANDEMIC

“SAY ON CLIMATE” VOTES

1

4

ESG METRICS IN
PERFORMANCE-RELATED PAY

DIVERSITY

Many companies have made retrospective
adjustments to their remuneration plans
in light of the pandemic, meaning targets set in
early 2020 were no longer relevant or achievable.
We assessed these pay and bonus packages on
a case-by-case basis, taking into account various
factors.

The “Say on Climate” vote is a new item
on AGM agendas. It is a proposal from
management teams that allows shareholders
to vote on a company’s climate transition plan.
We are supportive of the inclusion of these.That
being said, we have voted against management in
instances where we do not believe the emissions
reduction targets to be stretching enough.

2

5

SHAREHOLDER RESOLUTIONS

AUDITOR TENURE

3

6

There is increasing pressure for companies
to rethink metrics used in assessing
performance, and to ensure the targets set are
ambitious, measurable and tied to their corporate
sustainability strategies. For us as investors, the
key is to ensure the metrics are based on clear key
performance indicators and are tied to strategy.

Our support of climate resolutions has
doubled in the past year, and we expect
this trajectory to continue. In particular, we have
supported more shareholder proposals than
ever before across the issues of climate, human
capital management, diversity and biodiversity.
We published all votes on environmental and
social resolutions and the rationales on the voting
section of our website this year.

Globally we require all boards to have at least
one woman on the board. If they do not, we
will vote against the Head of the Nominations
Committee or the Board Chair. In many developed
regions we require atleast 25% gender diversity
on a board. In 2021, we voted against our highest
number of individuals based on poor gender
diversity by a count of 238 compared to 156 in
2020 and 21 in 2019.

One of the major changes we made to our
voting policy this year was the introduction
of an external auditor tenure guideline. We expect
companies to rotate,or at least tender, their
external auditors at least once every 10 years in
the UK and Europe, and once every 20 years in the
USA. Our votes against on this topic were higher
than ever before: 14.8% in 2021 compared to 5.4%
in 2020.

READ MORE:
Our full article reviewing the AGM season is available here

Source: Schroders, all data measured over 1st January - 31st July 2021.
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Fixed income
Unlike investments in the equity of companies, fixed
income investments do not generally come with
voting rights. As a result, our primary opportunity
to influence the terms on which our clients will
invest in these types of instrument is before they are
issued by the company. We aim to maintain good
connections with many bond issuers as well as a wide
range of intermediaries so that we have access to the
information we need, including prospectuses, trust
deeds, and other relevant documents, to make the
best decisions for our clients.
This network, along with the standing of our Fixed
Income franchise, allows us an opportunity to
influence the terms on which bonds are issued in
many cases, including not only pricing but also
discussions around terms and conditions including
green and social aspects in the case of green, social,
or sustainable bonds. Corporate actions during the
life of a bond may also offer us an opportunity to
exercise oversight as bondholders.

Seeking clarity over information provided
to bondholders
Bond documentation in the green bond space has
achieved greater standardisation in recent years. We
believe that the main terms in bond documentation
have been converging to a common standard. We
welcome this as this convergence is beneficial for
the market and can encourage greater investor
participation.
Nonetheless, green bond language still requires
engagement with the bond issuing company to clarify
specific points of nomenclature, for example, where
sustainability terms or terms like Scope 3 emissions
are mentioned, which do not have a hard legal or
equivalent accounting standards definition.

Using our influence
2021 has seen several bondholder events to consent
to a proposal to replace the existing LIBOR interest
basis with a Compounded Daily SONIA interest basis,
we have consented for all events where this proposal
was put forward.
We believe whilst synthetic LIBOR has been set up to
make sure older Mortgage Backed Securities have
an ongoing floating rate coupon index, wherever
possible it is a better solution to change the bonds’
coupon index to SONIA. It is therefore, in our opinion,
in our clients’ best interest to agree to these changes.
Examples in 2021 include: Alba 2006, Canary Wharf
Finance II Plc, EMF-UK, Eurosail UK, Farringdon
Mortgages, Mansard Mortgages, Mortgage Funding,
Uropa Securities Series.

Protecting the value of our clients’
bond investments
In our investment grade bond franchise, we make
great efforts to line up protection in the event of a
downgrade of a bond’s rating. For example, in the
instance of a downgrade to high yield we endeavour
to obtain an automatic increase in coupon, or we
might seek the ability to put the bond back to the
company at par if the company is taken over by a
private equity sponsor.
We are prepared to engage with other bondholders
to reshape the capital structure when we believe
that a company may no longer be able to function
as a going concern and consequently might be at
risk of a predatory bid by private equity which could
hurt stakeholders such as lenders, employees, and
suppliers.
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Granular voting statistics
Asia Pacific resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation
Directors related

Abstain No vote Total votes
Anti-takeover related

0

0

36

Capitalisation

1

1

3038

Directors related

Non-salary compensation
Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance
Shareholder proposal - Directors related
Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
With management

11

12

12799

Non-salary compensation

4

1

2040

Reorganisation and mergers

3

0

2192

Routine/Business

2

2

5732

Other

0

1

104

Shareholder proposal – Compensation

0

0

27

Shareholder proposal – Corporate governance

0

0

53
548

Shareholder proposal – Directors related

0

0

Shareholder proposal – Health/Environment

0

0

61

Shareholder proposal – Routine business

0

0

159

Shareholder proposal – Social

0

0

0

Shareholder proposal – other

0

0

0

Against management

Source: Schroders as at 31 December 2021.

Europe ex UK resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation
Directors related

Abstain No vote Total votes
Anti-takeover related

0

0

34

Capitalisation

0

39

1739

Directors related

Non-salary compensation
Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance
Shareholder proposal - Directors related
Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
With management

19

218

8167

Non-salary compensation

2

48

2228

Reorganisation and mergers

0

2

151

Routine/Business

3

183

5741

Other

0

13

156

Shareholder proposal – Compensation

0

0

4

Shareholder proposal – Corporate governance

0

0

4

Shareholder proposal – Directors related

8

3

173
38

Shareholder proposal – Health/Environment

0

9

Shareholder proposal – Routine business

0

0

3

Shareholder proposal – Social

0

2

38

Shareholder proposal – other

0

0

0

Against management

Source: Schroders as at 31 December 2021.

Latin America resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation

Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance

Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
Against management

Source: Schroders as at 31 December 2021.
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0

0

0

0

107

298

0

1209

Non-salary compensation

0

0

105

Reorganisation and mergers

0

2

69

Routine/Business

0

0

949

Other

0

2

2

Shareholder proposal – Compensation

0

0

0

Shareholder proposal – Corporate governance

0

0

0

26

0

88

Shareholder proposal – Health/Environment

0

0

0

Shareholder proposal – Routine business

0

0

0

Shareholder proposal – Social

0

0

0

Shareholder proposal – other

0

0

0

Shareholder proposal – Directors related

Shareholder proposal - Directors related
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0

Capitalisation
Directors related

Directors related
Non-salary compensation

With management

Abstain No vote Total votes
Anti-takeover related

Middle East and Africa resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation
Directors related

Abstain No vote Total votes
Anti-takeover related

0

0

1

Capitalisation

0

5

167

Directors related

Non-salary compensation
Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance
Shareholder proposal - Directors related
Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
With management

119

27

940

Non-salary compensation

0

4

159

Reorganisation and mergers

0

3

173

Routine/Business

0

48

664

Other

0

0

43

Shareholder proposal – Compensation

0

0

0

Shareholder proposal – Corporate governance

0

0

0

Shareholder proposal – Directors related

0

0

0

Shareholder proposal – Health/Environment

0

0

0

Shareholder proposal – Routine business

0

0

0

Shareholder proposal – Social

0

0

0

Shareholder proposal – other

0

0

2

Against management

Source: Schroders as at 31 December 2021.

North America resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation
Directors related

Abstain No vote Total votes
Anti-takeover related

0

3

Capitalisation

0

1

697

12

48

11463

Non-salary compensation

0

15

1681

Reorganisation and mergers

0

2

234

Routine/Business

0

19

2038

Other

1

1

17

Shareholder proposal – Compensation

0

0

25

Shareholder proposal – Corporate governance

0

1

41

Shareholder proposal – Directors related

0

29

201

Shareholder proposal – Health/Environment

0

3

48

Shareholder proposal – Routine business

0

1

40

Shareholder proposal – Social

0

1

29

Shareholder proposal – other

0

2

87

Directors related

Non-salary compensation
Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance
Shareholder proposal - Directors related
Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
With management

150

Against management

Source: Schroders as at 31 December 2021.

UK resolutions 2021
Balance between votes for or against management

Number of abstain, no votes, and total votes

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
Anti-takeover related
Capitalisation
Directors related
Non-salary compensation
Reorganisation and mergers
Routine/Business
Other
Shareholder proposal - Compensation
Shareholder proposal - Corporate governance
Shareholder proposal - Directors related
Shareholder proposal - Health/Environment
Shareholder proposal - Routine business
Shareholder proposal - Social
Shareholder proposal - other
With management

Abstain No vote Total votes
Anti-takeover related

0

1

329

Capitalisation

2

8

2090

Directors related

8

23

3937

Non-salary compensation

1

4

792

Reorganisation and mergers

1

1

100

Routine/Business

2

11

2388

Other

0

0

101

Shareholder proposal – Compensation

0

0

1

Shareholder proposal – Corporate governance

0

0

0

Shareholder proposal – Directors related

0

0

2

Shareholder proposal – Health/Environment

0

0

7

Shareholder proposal – Routine business

0

0

1

Shareholder proposal – Social

0

0

0

Shareholder proposal – other

0

0

0

Against management

Source: Schroders as at 31 December 2021.
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Appendix 1
List of acronyms
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AIGCC

Asia Investor Group on Climate Change

ACGA

Asian Corporate Governance Association

ACRPC

Asset Class Risk and Performance Committee

AGM

Annual General Meeting

AUM

Assets Under Management

BARC

Board Audit and Risk Committee

CDP

Carbon Disclosure Project

CG

Corporate Governance

CR

Corporate Responsibility

CTAP

Climate Transition Action Plan

CVAR

Carbon Value at Risk

DIU

Data Insights Unit

EFAMA

European Fund and Asset Management Association

EMEA

Europe, Middle East, and Africa

EMS

Environmental Management System

ESG

Environmental, Social, Governance

EuroSIF

European Sustainable Investment Forum

FAIRR

Farm Animal Investment Risk and Return

FCA

Financial Conduct Authority

FinDatEx

Financial Data Exchange Templates

FRC

Financial Reporting Council

GAIA

Global Alternative Investor Access

GBP

Green Bond Principles

GDP

Gross Domestic Product

GMC

Group Management Committee

GP

General Partner

GRESB

Global Real Estate Sustainability Benchmark

HKGFA

Hong Kong Green Finance Association

HRIA

Human Rights Impact Assessment

IAG

Investor Advisory Group

IBE

Institute of Business Ethics

ICAAP

Internal Capital Adequacy Assessment Process

ICAEW

Institute of Chartered Accountants in England and Wales

ICGN

International Corporate Governance Network

IEA

International Energy Agency

IIGCC

Institutional Investors Group on Climate Change

ILAAP

Internal Liquidity Adequacy Assessment Process

ILS

Insurance-Linked Securities

ISAE

International Standard on Assurance Engagements

ISS

Institutional Shareholder Services
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IVIS

Institutional Voting Information Services

LST

Liquidity Stress Testing

LTIP

Long-Term Incentive Plan

MiFID

Markets in Financial Instruments Directive

MUSE

Municipal US Sustainability Explorer

NGO

Non-governmental organisation

PLSA

Pensions and Lifetime Savings Association

PRA

Prudential Regulation Authority

RFP

Request for proposal

SBTi

Science Based Target initiative

SDG

Sustainable Development Goal

SDS

Sustainable Development Scenario

SFDR

Sustainable Finance Disclosures Regulation

SteerCo

Steering Committee

TCFD

Task Force on Climate-Related Disclosures

TNFD

Taskforce for Nature Related Financial Disclosures Forum

TPI

Transition Pathway Initiative

UN PRI

United Nations Principles for Responsible Investment

UNGC

United Nations Global Compact
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Schroder Investment Management Limited

1 London Wall Place, London EC2Y 5AU, United Kingdom
T +44 (0) 20 7658 6000

schroders.com
@schroders
Important Information: The views and opinions contained
herein are those of the Sustainable Investment team, and may
not necessarily represent views expressed or reflected in other
Schroders communications, strategies or funds. This material
is intended to be for information purposes only. The material is
not intended as an offer or solicitation for the purchase or sale of
any financial instrument. The material is not intended to provide
and should not be relied on for accounting, legal or tax advice, or
investment recommendations. Reliance should not be placed on
the views and information in this document when taking individual
investment and/or strategic decisions. Past performance is not
a guide to future performance and may not be repeated. The
value of investments and the income from them may go down as
well as up and investors may not get back the amounts originally
invested. All investments involve risks including the risk of possible
loss of principal. Information herein is believed to be reliable but
Schroders does not warrant its completeness or accuracy. Some
information quoted was obtained from external sources we
consider to be reliable. No responsibility can be accepted for errors
of fact obtained from third parties, and this data may change
with market conditions. This does not exclude any duty or liability
that Schroders has to its customers under any regulatory system.
Regions/sectors shown for illustrative purposes only and should

not be viewed as a recommendation to buy/sell. The opinions in
this document include some forecasted views. We believe we are
basing our expectations and beliefs on reasonable assumptions
within the bounds of what we currently know. However, there is no
guarantee than any forecasts or opinions will be realised. These
views and opinions may change. Any data has been sourced by
us and is provided without any warranties of any kind. It should
be independently verified before further publication or use. Third
party data is owned or licenced by the data provider and may not
be reproduced, extracted or used for any other purpose without
the data provider’s consent. Neither we, nor the data provider, will
have any liability in connection with the third party data. To the
extent that you are in North America, this content is issued by
Schroder Investment Management North America Inc., an indirect
wholly owned subsidiary of Schroders plc and SEC registered adviser
providing asset management products and services to clients in the
US and Canada. For distributing in the UK, this content is issued by
Schroder Investment Management Limited, 1 London Wall Place,
London, EC2Y 5AU. Registered No. 1893220 England. Authorised
and regulated by the Financial Conduct Authority. For your security,
communications may be taped or monitored. 604607

