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Principle 1

Our purpose is underpinned by
three core values: Responsibility of
Stewardship, Pursuit of Excellence
and Value of Partnership.

REALISING PEOPLE’S PURPOSE
As responsible stewards of capital, we are committed
to helping others achieve what matters most to them.

Responsibility
of Stewardship

Pursuit of
Excellence

Value of
Partnership

We take care of all that we are
entrusted to protect and safeguard.
Client relationships and assets,
employees’ careers and their
wellbeing are at the heart of this.

We strive to be outstanding in all
that we do.

We believe in an alignment of
purpose with our clients and we
work in partnership with them
towards common objectives.

We have a responsibility as a
business to help achieve high social
and environmental standards within
our wider community.

b

We constantly challenge ourselves
to learn, so we can improve what we
do and adapt to the changing needs
of our clients and staff.

We share ownership of
our company and we have
a responsibility to each other
and to our society.
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FOREWORD

Producing our first Stewardship Report
reflects the importance Waverton
places on the careful and responsible
management of our clients’ assets.
We always seek to refine and enhance
our approach and, as you will see
later in this report, we made good
progress in several areas in 2021. Just as
importantly, however, we are setting high
expectations for ourselves going forward
and this includes the standards to which
we hold ourselves as a business.
As part of our sustainability strategy,
we established six sustainability targets
in 2021. These are designed to ensure
Waverton continues to offer an
excellent proposition that meets the
evolving requirements of our clients,
employees and shareholders. Our plans
for 2022 include measuring our own
carbon footprint, promoting ongoing
improvements in Equality, Diversity &
Inclusion across our business, and giving
back to society in a more meaningful way.
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Throughout last year, we sought to
develop a deeper stewardship culture
across Waverton. As part of this, we
launched a firm-wide ESG training
programme to support our employees
with their understanding of responsible
investment and our firm’s approach.
We also established specific objectives
for senior management to ensure
accountability at the highest levels.
This report does not solely seek to
illustrate our achievements, rather it aims
to highlight our endeavours to continually
improve, guided as we are by our values
and purpose.

Nick Tucker
Chief Executive Officer
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At Waverton we put our clients first
and take pride in our role as responsible
stewards of their capital. It is an integral
part of our investment philosophy and
embedded across our business.
We are confident in our investment
approach and process, and take great
care to avoid superficial or fashionable
solutions, instead focussing on delivering
genuinely responsible outcomes.
The introduction of a materiality
framework as well as improvements
on how we capture our engagement
activities, both aim to formalise and
further support the work of the
investment team.

Collaborative engagement in particular
is an area we hope to develop further
over the coming year.
We continually work to develop our
integrated approach to ESG within our
investment process, acknowledging the
rapid and ongoing evolution of this area
and being aware of future regulatory
developments. As ever, we remain
focussed on producing outcomes for
our clients that align with both their
values and investment objectives.

William Dinning
Chief Investment Officer

To ensure we play our part in
collaborating with others to promote
higher global standards, we joined
ClimateAction100+ and the Carbon
Disclosure Project in 2021.
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WAVERTON AT A GLANCE

WHO WE ARE

£8.6bn

HOW WE SERVICE CLIENTS
Four key channels:
|
PRIVATE CLIENTS CHARITIES | ADVISERS | INSTITUTIONS

Assets under management

160

Strong, consistent
performance

First class
service

Range of investment
solutions

Employees

INVESTMENT PHILOSOPHY

26
Person
investment team

37%

Global

Active

High conviction

Direct

ESG integrated

Employee ownership

ESG INTEGRATION

Award
winning

650+

Engagements in 2021

& top rated funds

London
Headquarters

4

Robust, pragmatic and
forward-looking

Collaborative
engagement

Firm-wide
stewardship
culture
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Principle 1

PURPOSE, STRATEGY AND CULTURE

Founded over 30 years ago as a bespoke
investment management boutique to
look after the assets of private clients
and families, Waverton has grown
into an established, award-winning
investment management firm, serving
clients across four distinct channels:
private clients, charities, financial advisers,
and institutions.

Purpose and values
A personal approach has always been
at the heart of Waverton’s business.
We are thoughtful about what we do
and work hard to help people achieve
their goals and ambitions, be that our
clients, our employees, our shareholders
or wider society.

We take investment seriously, take
great care of our clients’ capital, and
constantly strive to be outstanding at
what we do. We also recognise that we
have a responsibility to help each other,
the community and to contribute to
what is increasingly becoming a global
responsible investment agenda.

Our purpose is underpinned by our core
values: Responsibility of Stewardship,
Pursuit of Excellence and Value of
Partnership. These all reflect the culture
of our company and are embedded in
our business and stewardship activities
across the firm.

To demonstrate our commitment to our
values, we created six sustainability targets
that we will look to achieve over the
coming years.

Responsibility of Stewardship

Pursuit of Excellence

Value of Partnership

We take care of all that we are
entrusted to protect and safeguard.
Client relationships and assets,
employees’ careers and their
wellbeing are at the heart of this.

We strive to be outstanding in all that
we do.

We believe in an alignment of purpose
with our clients and we work in
partnership with them to achieve their
long-term objectives.

Our highly experienced investment team
sits at the core, with genuine multi-asset
capabilities that have been expanded
and enhanced over time. While our
investment process has evolved, our
investment philosophy and the
company’s focus on providing the highest
levels of service to our clients remain
steadfastly unchanged.

Work is already underway across all
six targets, with progress reported
against them, as shown in the table on
the following page.

REALISING
PEOPLE’S PURPOSE
As responsible stewards of capital,
we are committed to helping others
achieve what matters most to them.

We also have a responsibility as a
business to help drive the transition
towards higher social and environmental
standards within our wider community.
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We constantly challenge ourselves
to learn, so we can improve what we do
and adapt to the changing needs of our
clients and employees.

We share ownership of our company
and have a responsibility to each other
and to society.
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SUSTAINABILITY TARGETS





PROGRESS IN 2021

 chieve clients’ objectives
A
through active investment and
responsible stewardship

Recognition of Waverton’s investment performance through industry awards,
expansion of our ESG integration and collaborative engagement activities.

 chieve consistent and positive
A
client recognition beyond
financial objectives

Successful client survey reflecting high levels of client satisfaction and engagement
with our responsible investment approach.

 chieve employee recognition
A
as an excellent employer

Employee engagement survey showing high employee satisfaction with
collegiate culture and working environment.

 eliver sustainable achievements
D
in Equality, Diversity & Inclusion

Initiated partnerships with Girls Are INvestors and UpReach to improve
diversity and inclusion in our recruitment process.

 chieve net zero in our own
A
operations by 2030

Preparing plans to measure our own carbon footprint in 2022.

 chieve £1m in charitable
A
donations by 2030

Expansion of our charitable giving strategy to enable our employees to
contribute to the causes they care about.

Our business strategy
We are independent and owner-managed and a significant number of directors and employees of the firm have equity in the
business, helping to align us with the interests of our clients. The majority of our revenue is derived from portfolio or fund
management fees, so it is in the best interests of the firm to deliver superior real returns for our clients over the long term.
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− Preserve and grow clients’ capital
− Develop and support employees
− Create value for shareholders
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MAXIMISE DISTRIBUTION
− F ocus on four key channels for growth
− Build networks and partnerships
− Create ecosystems to
increase revenue
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Principle 1

PURPOSE, STRATEGY AND CULTURE

continued

Investment philosophy
Client strategies are managed to clear risk and return objectives, principally focused
on outperforming inflation over the long term. To achieve this, we use an active,
direct and global approach through segregated portfolios or specialist funds.
We attach great importance to investing in what we believe to be the best ideas
worldwide, be that in equities, funds, fixed interest or alternative asset classes.
Our investment beliefs are best summarised as follows:

OUR INVESTMENT BELIEFS

Global: a global approach provides
clients with the widest possible set
of investment opportunities to grow
their capital in real terms over the
long term.

High conviction: a concentrated
portfolio construction approach
facilitates more detailed knowledge
of each holding, as well as clearer
identification and easier monitoring
of all risks and opportunities on an
ongoing basis.

Active: we strongly believe in the
benefits of active management,
both in terms of asset allocation
and security selection. The ability
to avoid areas at risk of capital loss
is key to compounding real returns
over the long term. We aim to
better protect capital in periods of
drawdown and capture the upside as
markets rebound.

ESG integrated: consideration of ESG
factors forms an integral part of our
fundamental research, as these factors
are intrinsically linked to the long-term
financial sustainability and returns of
an asset.

Direct: direct investment provides
greater control over portfolio
construction, in turn providing clients
with greater transparency around
what they own.
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 ead more in Principle 7 about our
R
selection process for all asset classes.
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Effectiveness of our stewardship activities
The investment returns we generate for clients, quality of our
client service and longevity of our client relationships are the
clearest measure of the effectiveness of our stewardship activities,
and we will outline these in following sections of the report.

Another measure of success is external recognition of our
performance, which is illustrated by the awards and accolades
received across the business as shown below.

RECOGNITION FOR OUR PERFORMANCE ACROSS THE BUSINESS IN 2021

WINNER

5 STAR RATINGS

UK Charity Team of the Year at
Wealthbriefing European Awards 2021

Discretionary Fund Manager category at
Financial Adviser Service Awards 2021

Best Sterling Bond Fund at Refinitiv
Lipper Fund Awards 2021

FE Analytics, Morningstar and Crown for both our Waverton
Sterling bond Fund and Waverton Global Strategic Bond Fund

Fund Selector of the Year at Investment
Week 2021 Women in Investment Awards

Morningstar for our Waverton Multi-Asset
Income Fund

Most Satisfactory Investment Outcome
at the 2021 Adviser Choice Awards

Corporate culture
Fostering and maintaining a strong
corporate culture is integral to our ability
to meet our stewardship responsibilities
on an ongoing basis. Good governance,
the implementation of high standards
and effective policies across the firm,
and how we interact with our clients
and partners all feed into this.
We will touch on many of these aspects
throughout this report including in
Principles 2, 4, 5, 6 and 8.

Our annual employee engagement
survey is one of the ways we measure
sentiment across the firm and identify
areas for further improvement.

levels, amongst employees as well as
clients, and evolve our internal processes
to reflect our commitment to a strong
and positive corporate culture.

The 2021 survey highlighted that there
is greater clarity about our business
strategy, that employees continue to hold
each other in very high regard and enjoy
the collegiate working environment.
We have always been proud of our
culture, the outstanding quality of
our teams and enjoyable working
environment we have created together.
We continue to improve satisfaction

Survey highlights

90%

feel motivated to perform
well in their role

2%

92%

are proud to say that they
work for Waverton

7%

73%

10%

feel valued for their
contribution to the success
of the firm

73%

17%

envisage themselves
working at Waverton
in five years’ time
9
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Principle 2

GOVERNANCE, RESOURCES AND INCENTIVES

STEWARDSHIP
GOVERNANCE STRUCTURE
Sustainability
Committee

WAVERTON
BOARD

Nominations
Committee

Remuneration
Committee

Audit, Risk and
Compliance Committee

WAVERTON IMPACT
WORKING GROUP

Responsible
Investment

Management
Committee

People &
Wellbeing

Environment

Risk
Committee

Waverton
Gives
Asset Allocation
Committee

Performance Review
Committee

Global Stock Selection
Committee

Portfolio Dispersion
Review Committee

Board

Management Committee

The Board of Waverton is the
ultimate governing body of the firm.
It is responsible for setting the strategic
direction and ensuring the long-term
success of the business. The Board
has oversight of our Management
Committee (Manco), and reviews
and constructively challenges their
performance on an ongoing basis.

Waverton’s Management Committee
assists the CEO in the performance
of his duties as set by the Board, and
in the day-to-day management of the
business. Manco has the authority to
make decisions to achieve the objectives
set by the Board, and to ensure that
its decisions and actions achieve an
appropriate balance between risk
and return. Its decisions consider
the interests of all our stakeholders.
Manco is also responsible for establishing
and sustaining accurate and regular
messaging around strategy and wider
business culture, so that Waverton’s
core values are maintained.

Annually, the Board reviews and approves
Waverton’s business risk appetite, and
seeks regular assurance that the system of
internal controls is effective in managing
risks in line with this.
Through its annual meeting cycle, the
Board meets with and receives reports
from key members of Manco, which
ensures proactive dialogue between
employees and directors.
We welcomed a new Non-Executive
Director in 2021 and continue our
search for another independent NonExecutive Director to join in 2022, as
we acknowledge the importance of
an independent and diverse Board.
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CEO

Audit, Risk & Compliance
Committee
Established by the Board, the Audit,
Risk and Compliance Committee
(ARCC) reviews the risk management
and oversight of the financial reporting
and audit processes. Relevant Manco
members attend ARCC meetings
by standing invitation, including Risk,
Compliance, Finance, Internal Audit and
External Audit.

Members:
CEO
COO
CFO
CIO
Head of Compliance
Head of Marketing
Head of HR
Heads of business channels

Portfolio Risk Review
Committee

Additionally, heads of other departments
are invited to present to ARCC on an
annual basis, to ensure ARCC members
have wide engagement with the business.

Stewardship governance
There are several oversight committees
to cover the full investment process,
one of which is the Asset Allocation
Committee (AAC). Chaired by our Chief
Investment Officer (CIO) and including
three of our most senior investment
professionals, the AAC recommends the
house position on asset allocation across
client strategies.
The Committee meets every six
weeks with a broader Asset Allocation
Forum (AAF) being held in advance of
the meeting.
It brings together the views of those that
focus on macroeconomic research (top
down) and the analysis of the multi-asset
and equity teams (bottom up), whose
fundamental company research often
provides more forward-looking insights
into the health of the global economy.
The Forum also serves as a platform for
the AAC to gather views from the wider
investment team.
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Conclusions from the Committee
feed into recommendations across all
investment strategies that we manage,
guiding specific short-term asset class
weights. These views are immediately
communicated across the firm and
respective weights are reflected in
our portfolio management system
to be implemented in portfolios
as appropriate.

Investment team
The investment team is led by our
CIO, with the Head of Equities, Head
of Fixed Income and Co-Heads of
Multi-Asset Strategies reporting to him.
The team includes 26 individuals and is
predominantly based in London, with
four of our Asian equity specialists based
in Bangkok. Working from the same
location and time zone for the majority
of the team offers greater opportunity
for collaboration and the sharing of ideas.
The centralised location also means the
investment team is accessible to clients
and portfolio managers, facilitating easy
and timely communication.

Waverton has invested in the expansion
of its internal research capabilities over
the last decade, with three additional
recruits in 2021. The decision to create
a more centralised investment function
with dedicated resource, was made in
recognition of our ongoing commitment
to direct investment on a global basis.
It was a clear acknowledgement of the
depth and level of due diligence required
in a world of accelerating technological
disruption and growing scrutiny around
ESG factors.
The investment team is overseen by our
Performance Review Committee and
Portfolio Risk Review Committee, who
are supported by data analytics from
Performance & Risk. These committees
review investment performance on a
regular and ongoing basis. to ensure
our portfolios operate within their
stated mandates.

INVESTMENT
TEAM STRUCTURE

EUROPE

At a portfolio level, the Portfolio
Dispersion Review Committee monitors
the performance of private client and
charity client portfolios, and requires
managers to validate returns if portfolios
are identified as outliers.
We continue to evolve the structure
and oversight of our investment team
to ensure we maintain the quality of our
investment services to clients.
 ead more about a recent restructuring
R
project in Principle 5.

CHIEF INVESTMENT OFFICER
37 yrs experience

HEAD OF EQUITIES
27 yrs experience
US

Monitoring dispersion

JAPAN

UK

HEAD OF
FIXED INCOME
37 yrs experience
ASIA ex-JAPAN

CO-HEADS OF MULTIASSET STR ATEGIES
FUND MANAGER

FUND MANAGER

17 yrs experience

9 yrs experience

Head of Equities
27 yrs experience

Fund Manager
Head of Research
Fund Manager
36 yrs experience 28 yrs experience 23 yrs experience

Fund Manager
5 yrs experience

Analyst
40 yrs experience

Fund Manager
5 yrs experience

Fund Manager
9 yrs experience

Fund Manager
28 yrs experience

Fund Manager
8 yrs experience

Fund Manager
35 yrs experience

Analyst
38 yrs experience

Analyst
8 yrs experience

Analyst
9 yrs experience

Fund Manager
5 yrs experience

Fund Manager
15 yrs experience

Fund Manager
8 yrs experience

Analyst
37 yrs experience

Analyst
1 yr experience

Analyst
4 yrs experience

Analyst
1 yr experience

Analyst
17 yrs experience

Global Stock Selection Committee (8)
Asset Allocation Committee (4)
Our investment team is comprised of 26 individuals
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Principle 2

GOVERNANCE, RESOURCES AND INCENTIVES

Sustainability Committee
In 2021, the Board established the
Sustainability Committee. The Committee
is chaired by our COO with a leading
role for our Sustainability Manager.
Board representation is maintained
through the membership of our CEO
and a Non-Executive Director, as well as
broad representation from the business
across our client-facing teams, investment
team, HR and Marketing.
The remit of the Committee is to
promote and support Waverton’s
long-term sustainability agenda, which
includes our own governance structure,
our integrated ESG investment approach,
stewardship reporting, responsible
business activities, Equality, Diversity
& Inclusion (ED&I) initiatives and the
wellbeing of our employees.
The day-to-day execution of our
sustainability objectives is integrated
within the business through the
Waverton Impact Working Group.
The Group has four pillars: Responsible
Investment, People & Wellbeing,
Environment and Waverton Gives, and
brings the relevant people together to
work on specific projects.

Resourcing
We are committed to ensuring that we
are appropriately resourced in terms
of staff levels, professional qualifications
and access to relevant tools that enable
employees to perform their roles.
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continued

We adhere to all regulatory certification
requirements and actively support our
employees in their pursuit of professional
qualifications, including the FCA, CFA,
CASS, CISI and PRINCE 2.
While the recruitment of new employees
and procurement of additional resources
are part of a predetermined annual cycle,
we maintain flexibility to fill any gaps that
may be identified throughout the year.
Our investment team has access to
specific sustainability resources through
our membership of the Carbon
Disclosure Project (CDP), the World
Benchmarking Alliance, the UN-backed
Principles for Responsible Investment
(PRI) and ESG data from MSCI.
A number of our existing research
providers are also incorporating
extensive ESG analysis within their
fundamental research, which we have
increasingly found to be more relevant
to, and aligned with, our integrated
approach to ESG.
In 2021, we recruited a dedicated
Sustainability Manager who has
reviewed and restructured our
sustainability governance and
increased senior accountability across
teams. She has worked closely with
the investment team to formalise
its approach to ESG integration and
engagement across all asset classes.
 ead more about how we have
R
formalised our approach to ESG
integration and engagement across
all asset classes in Principle 7.

Training
In addition to structured training,
continuous professional development is
facilitated through regular collaboration
and exchanges within teams, as well
as relevant webinars and conferences
employees attend throughout the year.
Employees also have access to training via
LinkedIn Learning which was introduced
in 2021. Individual training needs can be
addressed throughout the year but are
formally assessed during on-boarding and
end of year appraisals.
In 2021, we rolled out firm-wide ESG
training in partnership with the PRI
Academy to support employees in their
understanding of ESG. This included
the Board, Manco, client-facing teams
as well as operational staff. To ensure
a uniform understanding across the
firm of our approach to ESG and what
this means to our clients, we included
a bespoke module. For the investment
team, we selected an advanced course to
complement their existing knowledge.
To ensure levels of understanding
around responsible investment are
maintained and enhanced over time,
we implemented a requirement for
all employees with CPD obligations to
dedicate a minimum of 25% of their CPD
hours to ESG topics, and have made
the CFA ESG certificate available for
all interested employees to complete.
Plans have also been put in place to host
roundtable discussions with various
academics and industry experts in
2022, enabling the investment team
to investigate specific ESG issues in
greater depth.
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Incentives and
remuneration

Equality, Diversity
& Inclusion

Effectiveness of our
governance structure

All employees have clearly-defined
objectives which outline their
responsibility for contributing to the
achievement of Waverton’s strategic
targets, and to ensure the highest
standards of personal conduct.
These objectives form an integral part
of the year-end remuneration process
and are considered when determining
individual performance-related bonuses.

Ensuring we continue to improve
Equality, Diversity & Inclusion (ED&I)
is one of Waverton’s sustainability
priorities. Great progress has been made
over the past few years, with improved
levels of female representation across
the firm, including Manco.

At Waverton we seek to use best in
class principles to make our governance
as effective as possible.

Our integrated ESG approach means
that performance against stewardship
activities and objectives is already
included into overall performance
reviews of the investment team. In 2021,
we formalised senior management
accountability for stewardship activities
by implementing new objectives.
Our CEO and Manco members are
now all responsible for supporting
stewardship and responsible business
activities, particularly in relation to our
sustainability targets. Additionally, our
CIO and heads of asset classes are
responsible for ESG integration in line
with Waverton’s investment approach
within their respective teams.

2021 achievements include:
− s igning up to the Women in Finance
Charter and setting a diversity target
− introducing unconscious bias sessions
for the Board, people managers and
the wider workforce
− initiating partnerships with Investment
20:20, Girls Are INvestors and UpReach
to improve the diversity of our
candidate pools

Our structure ensures clear line of sight
from Board level down to the execution
teams, with crossover between various
parts of the business to ensure a broad
perspective on activities and risk.
We have robust business continuity
plans in place, covering a range of topics
including severe disruptions to our
infrastructure and succession planning.
Employees are able, and indeed
encouraged, to own shares in the
company, to better align them with
Waverton’s strategic priorities.

Diversity of thought and opinion is
also a critical part of making good
investment decisions for our clients
and we are fortunate to have a highly
talented investment team with a blend
of experience levels, skill sets, and
nationalities. The combination brings
different perspectives to our discussions,
fostering greater debate and adding
significant value to our asset allocation
and portfolio construction decisions.
To ensure we identify and target the
right areas for continuous improvement,
an in-depth ED&I survey was prepared
for roll out in early 2022. The outcome
of the survey will provide Manco with
greater clarity on current diversity of
our workforce as well as employee views
on ED&I priorities.

Partnerships to support our diversity targets
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Principle 3

CONFLICTS OF INTEREST

CASE STUDY

Conflicts of interest policy
We are committed to acting in
the best interest of our clients and
treating all our clients fairly, in line with
the FCA’s regulatory standards for
investment managers.
We maintain a Conflicts of Interest
Policy on our website, which identifies
applicable conflicts and sets out the
controls and processes in place to
mitigate risk.
 ead our Conflicts of Interest Policy
R
on our website.

Where conflicts of interest are identified,
they are mapped and categorised on
the internal Conflicts Register, which is
maintained by Compliance. Each new
conflict is reviewed and assessed by the
team and with additional review by the
Risk Committee to ensure the controls
in place mitigate the risk sufficiently.
On a six-monthly basis, Compliance
conducts independent assessments
of conflicts of interest as part of the
monitoring programme. This reviews the
controls in place against each identified
potential conflict of interest to ensure
they are appropriately designed and
operating effectively. Each assessment is
risk-rated according to the findings noted.

Adjusting to change
Following the purchase of a financial
advisory firm by our parent company
Waverton Investment Management
Group Limited in 2021, our process
identified the potential for a conflict
among the group businesses.
This related to the possibility of
Waverton Investment Management
Limited accepting business that
it might not under ordinary
circumstances or giving preferential
treatment to the clients advised by
the intra-group financial adviser,
Waverton Wealth Planning.
The potential conflicts were discussed
at Waverton’s internal governance
forums, including the Risk Committee,
ARCC and the Board.
Our Conflicts Policy and Register are
both reviewed on an annual basis by
Compliance, the Risk Committee, ARCC
and the Board, to ensure they remain fit
for purpose.
All new employees undergo strict
training and guidance on internal
policies and procedures as well as
the expectations of our regulators.

The Conflicts Register was
updated by Compliance, who
maintains ownership and ensures
an independent assessment of the
mitigating controls is undertaken.
The processes introduced to mitigate
the potential risk included ensuring
all clients referred to Waverton
undergo the standard on-boarding
process, which assesses all anti-money
laundering risks prior to acceptance
of the client. Additionally, standard
fee arrangements were agreed to
apply to all referred clients from this
financial adviser in order to mitigate
the risk of preferential treatment.

This covers all scenarios where conflicts
of interest can arise, such as gifts and
hospitality, personal account dealing
and market abuse.
Additionally, all employees are
required to disclose any personal or
business-related conflicts of interest
to Compliance.

CONFLICT REVIEW AND ASSESSMENT
Identify:
Registration in
Conflicts Register
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Assess:
Compliance to review
conflict and assess risk

Independent review:
Every conflict is
assessed by the Risk
Committee to ensure
effective risk mitigation

Escalation:
Where risk cannot
be fully mitigated,
conflicts are subject to
review at ARCC and
Board level
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Potential conflict of interest
Conflict

Risk management approach

Where Waverton acts as a discretionary investment manager Waverton collaborates with Glass Lewis, the leading
for clients, a conflict could arise between Waverton, the
independent voting advisory service provider, using proxy
investee company and/or a client when exercising voting rights. voting where we feel there is an opportunity to enhance or
protect shareholder value.
The use of Glass Lewis provides a default recommendation
in line with industry peers. Waverton, however, reviews
recommendations on a case-by-case basis and may
deviate from the recommendation in line with our
investment approach.
Read more about our proxy voting process in Principle 12.

Where an employee or officer of Waverton also serves
as an officer of an investee company, Waverton may utilise
its voting rights in a manner that personally benefits the
employee or benefits Waverton over the shareholders and
Waverton clients.

Waverton maintains a Conflicts Register that records the
external roles undertaken by all employees and officers.
There are strict procedural controls in place to prevent such
external investee companies to be held in client accounts,
thereby mitigating the voting rights risk. If such a scenario were
to arise, Waverton would abstain from the vote to ensure a fair
and independent vote is held by the remaining shareholders.
Over the course of 2021, Waverton hired a Non-Executive
Director to the Board. Each external interest and role
undertaken by this individual was obtained and assessed from
a client risk perspective by Compliance. This process was
conducted for all other new hires over the course of the year.

Where an employee or officer of Waverton also holds
external roles, such as advisory board memberships, nonexecutive roles and investment committee memberships
for other companies, Waverton may utilise its discretionary
investment powers to recommend and purchase these
companies for client portfolios outside of the investment
process to the benefit of the employee or Waverton, over
the client.

As noted previously, Waverton maintains a Conflicts Register
that records the external roles undertaken by all employees
and officers. There are strict procedural controls in place
to prevent such external roles from being undertaken and
an independent risk assessment by Compliance on the roles
undertaken. System configurations are in place to alert the
team to trades involving these companies. External roles
are also reviewed by the Risk Committee on at least an
annual basis.
During the course of 2021, there were no purchases for
discretionary-managed client portfolios in companies where a
Waverton employee or officer has an external role. In addition,
one of the risks recorded on our Conflicts Register for external
roles was in relation to an employee performing a nonexecutive director role for a London-listed investment trust.
This employee ceased performing this role during the course of
2021 and there were no purchases for discretionary-managed
client portfolios prior to or after this change.
Compliance monitoring of external roles did not identify
any additional roles not previously disclosed nor any
client detriment.
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Principle 3

CONFLICTS OF INTEREST

continued

Conflict

Risk management approach

Incentive structures for Waverton’s research and portfolio
management teams that increase the risk of inappropriate
recommendations, risk-taking and short-termism in conflict
with maximising shareholder value over the long term.

Waverton’s Remuneration Policy, maintained and handled
by HR, ensures that employees are not remunerated solely
based on performance of stock recommendations or client
performance. Remuneration is aligned to the long-term
performance of Waverton, and therefore to the long-term
maximisation of client portfolio value.

Where Waverton’s engagement with potential or current
investee companies gives rise to stock recommendations, this
could be utilised by employees or officers of Waverton as a
priority over current clients to their detriment.

Waverton’s Personal Account Dealing Policy governs the
processes in place to ensure all trades by employees and
officers on personal accounts are pre-approved by Compliance.
The Policy requires all stock recommendations to be prohibited
from personal account dealing for 48 hours. This provides
priority to all client orders mitigating the conflict of interest.
Compliance monitoring reviews the risk of client front-running
and breaches of stock recommendations. Following these
reviews, Compliance identified certain scenarios that, whilst
not to the detriment of clients, breached the Personal Account
Dealing Policy. Each of these employees went through further
training to mitigate the risk of these breaches going forward.

Where Waverton’s engagement with potential or current
investee companies gives rise to inside information, this
could be utilised by employees or officers of Waverton to
the detriment of clients, other shareholders and the wider
structure of the markets.

Employees and officers are informed about the Market Abuse
Regulations (MAR) upon joining Waverton. Compliance acts
as gatekeeper for the receipt of inside information. Over the
course of 2021, there were ten instances where Waverton
was in receipt of inside information. Compliance prevented
the trading of these stocks until the news became
public information.
In addition, Waverton makes use of an external trade
surveillance tool to screen all trades for the risk of market
abuse, including inside information. Based on the parameters
set by Compliance, alerts were raised for 3% of listed trades.
Each was independently reviewed by Compliance and no
breaches were found in 2021.
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Principle 4

PROMOTING WELL-FUNCTIONING MARKETS

Managing market-wide and
systemic risk
As a business, we rely on the ability to
invest in stable and well-functioning
financial markets to serve our clients and
other stakeholders. And, as responsible
stewards of capital, we have an
obligation to contribute to the long-term
sustainability of financial markets in any
way we can.

THE SIX PILLAR RISK
FRAMEWORK
Extreme downside risk –
Value at Risk (VaR)
Absolute risk –
Volatility
Active risk –
Tracking error

Monitoring market-wide
and systemic risk

Stress tests –
Historical events/scenarios

Within Waverton’s risk governance and
oversight structure, there are three
committees with specific oversight
for investment performance and risk:
Performance Review Committee,
Portfolio Dispersion Review Committee
and the Portfolio Risk Review
Committee (PRRC). The latter is
responsible for identifying and managing
market risk. The PRRC is supported
by Performance & Risk, which sits
independently from the investment team
and monitors risk daily.

Liquidity Risk –
Time to liquidate

Stress tests
A key part of the PRRC’s remit is to
identify systemic risks and review the
exposure of clients’ assets to them.
The systemic risks are built into stress
tests using a third-party factor-based
risk model (FactSet MAC Model).
These tests are incorporated into
our risk monitoring systems and form
part of our six pillar risk management
framework. The risk framework is a
quantitative risk monitoring tool that has
been developed by Waverton to support
well-functioning financial markets.

Concentration risk –
Top five volatility contributors
Stress tests are performed monthly and
are reviewed formally on a quarterly
basis by the PRRC.
Senior members of the investment team
are members of the PRRC and support
the ongoing review and identification of
emerging systemic risks. Stress tests are
reviewed individually and are aggregated
when we set risk limits, referencing the
risk profile of portfolios when setting
these limits.

Market liquidity
Market liquidity is another key factor
for well-functioning markets, and refers
to a firm’s ability to trade in and out of
positions in a timely fashion without
incurring additional costs. Waverton has
developed a liquidity risk stress testing
framework to monitor liquidity under
normal, stressed and highly stressed
market conditions across portfolios and
the firm. This involves simulating market
shocks and adjusting the projected level
of liquidity available. The liquidity is then
compared to the potential liabilities
based on investor concentration and
historical flows.
No breaches of the liquidity limits have
occurred over the past five years, and
we have liquidity buffers in place to act as
an effective risk management mechanism
to help our in-house funds stay within
their limits. Set at 20% from the limit,
the buffers have increased dialogue with
the relevant fund managers and daily
monitoring updates are provided.

An example of this was our concern
over the valuations and crowded
ownership in the technology sector.
This resulted in additional reviews of
the firm’s exposure to the sector to
ensure there was an adequate level
of diversification.
To understand the impact a sharp sell-off
in the technology sector might have on
our assets under management, additional
stress tests were also created.
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Principle 4

PROMOTING WELL-FUNCTIONING MARKETS

continued

CASE STUDY

LIBOR transition
In the first quarter of 2021, the Bank
of England announced that the London
Interbank Offered Rate (LIBOR) was
to cease being used in the UK for
sterling rate setting from 31 December
2021. The interest rate benchmark
underpinned circa $30 trillion ($30
trillion in GBP markets) of financial
contracts including derivatives, bonds
and loans. For investment managers,
the benchmark was also used heavily
for investment performance and risk
measurement. The cessation of LIBOR
therefore created a challenge for
financial institutions and a potential risk
to the stability of financial markets.
Following the announcement,
Waverton established a project
team to manage the transition
away from LIBOR to alternative
reference rates. The project team
consisted of our COO, CIO, Head of
Performance & Risk, Head of Change,
Compliance and members of the
Operations Department.
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The team identified the firm’s
exposure to LIBOR which included
bond securities held in client portfolios,
along with third-party funds with
exposure to LIBOR. Lastly, we
reviewed the internal use of LIBOR by
Waverton for benchmarking purposes.
Once exposure had been established,
we initiated discussions with others
in the market, including third-party
investment managers, investment
banks and market data providers, to
understand and review best practice.
Internally, we worked through the
changes to agree the alternative
rates and develop an implementation
plan that was fully compliant with
the transition.
We engaged with peers and service
providers to establish if they had
suitable plans in place to manage the
transition, with a timeline that could
be aligned with Waverton’s own
transition plan.

In some cases, we challenged our
service and third-party fund providers
on their plans and arranged follow up
conversations throughout the year to
track their progress. This collaborative
exchange with others about the
solutions for alternative reference
rates supported the promotion of
well-functioning financial markets and
ensured a successful transition across
the sector.
Waverton successfully completed
the migration away from LIBOR to
the alternative rates at the end of
December 2021. The alternative
reference rates provide a robust
and sustainable solution given the
volume of transactions underpinning
them, resulting in a better measure
of interest rates than LIBOR.
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Environmental risks
We are aware of the importance
of assessing the impact of climaterelated risks on investment strategies.
At Waverton, assessing environmental
and climate-related financial risk is
part of our integrated ESG approach.
We believe that the long-term financial
sustainability of a company cannot be
accurately assessed without considering
the impact that environmental risks could
have on its ability to generate and grow
free cash flow.
Similarly, the risks a company may face by
virtue of the location of its operations,
exposing it to greater risks from
climate change and/or severe weatherrelated events, could also impact its
growth potential over time. We would
expect well-managed companies to be
forward-thinking in their allocation of
capital, constantly assessing innovative
technology and practices to mitigate
transition and physical climate-related
risks, and with effective business
contingency plans in place in the event
of severe weather-related damage
and disruption.
 ead more about our integrated ESG
R
investment approach in Principle 7.

Climate Risk Reports
On a portfolio/fund level, Performance
& Risk provide MSCI ESG Risk and MSCI
Climate Risk Reports for our Funds,
Recommended Portfolio and specific
client portfolios on a quarterly and ad
hoc basis as required.

We have also used MSCI ESG Low
Carbon transition metrics when asked
to identify the percentage of assets
that are associated with low carbon or
climate-resilient investments. All assets
covered by MSCI with a Neutral or
Solutions category have been classed
as low carbon or climate-resilient
investments. As of December 2021,
82% of our AUM were classified as low
carbon or climate-resilient investments.
We will be reviewing ways to build
relevant carbon and environmental data
into our fundamental research in 2022,
in line with reporting requirements for
non-financial climate related disclosures
(TCFD).

Ongoing developments
We continue to explore the best way to
assess our exposure to environmental
and climate-related risk. It is a rapidly
evolving area that companies report on
in various ways using different methods
of measurement. To help promote the
implementation of common standards
and transparency around corporate
disclosures on environmental impact,
we signed up to ClimateAction100+ and
the CDP in 2021. Both initiatives allow us
to collaborate with others to encourage
wider implementation of more
standardised disclosures. In addition,
CDP also provides our investment team
with an extensive library of global data
on corporate environmental exposures.

For specific portfolios we have
explored opportunities that could
help us address the issue of carbon
exposure. These include carbon
credit opportunities, rewilding land
investments, and private market carbonoffsetting vehicles. While we have not
yet found a solution that aligns with our
investment approach, we continue our
search and have made the purchase of
carbon credits available to clients that
wish to offset their portfolio impact.
On the corporate side, our Sustainability
Committee has put in place a net zero
target for Waverton’s own operations
by 2030. A project is underway to help
us establish a baseline understanding
of where we are and put a realistic
transition plan in place accordingly.
We have also taken active steps to upskill our employees to raise awareness
of environmental and non-financial risk
on the financial system. Our firm-wide
ESG training aims to ensure a base level
understanding and highlights how we can
work to identify and mitigate this risk for
the wellbeing of our clients, our business,
the industry, and wider society.

 ead more about our collaborative
R
engagement activities in Principle 10.

These reports provide data on the
carbon footprint of our funds/portfolios
based on the individual securities held,
looking at carbon emissions, carbon
intensity, fossil fuel reserves and
carbon risk management initiatives, and
comparing them to a market benchmark.
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Principle 5

REVIEW AND ASSURANCE

Policy review
Our responsible investment policies,
including our integrated approach to
ESG, engagement and proxy voting,
are reviewed on an ongoing basis.
We have purposefully taken our time
developing these over the last few
years, acknowledging the scale of our
resources and keen to ensure that we
play to our strengths, focus on those
aspects where we can be most effective
and, most importantly, that we provide
clients with genuinely responsible
outcomes. Given the explosive
growth in ESG/sustainable investment
and growing awareness of the issues
around greenwashing and mislabelling
of related products, we have been
careful to avoid box ticking exercises that
bring no real benefits to clients nor help
achieve higher ESG standards.

Over the past year, we have continued
to refine our investment process.
Developments include:
− c reating a formal
materiality framework
− updating our internal research
templates to include the new
materiality framework
− improved collation of different types
of engagement activity to facilitate
clearer identification of discussions
and voting related to specific
ESG issues and easier monitoring
of progress
− formalised stewardship accountability
through new objectives for
senior management
 ead more about our materiality
R
framework in Principle 7.
 ead more about our updated process
R
for recording engagement activities
in Principle 9.

Equity team restructure
Following the expansion of our in-house
research capabilities over the last decade,
our Head of Equities initiated a review of
the equity team structure in 2020.
The aim was to ensure we leverage
our internal research output effectively
across all four business channels, helping
to achieve the best outcomes for clients.
Following the review, we introduced some
changes in 2021 to optimise our stock
selection process and more accurately
reflect the roles and responsibilities across
the team.
The Global Stock Selection Committee
(GSSC) is now composed of eight
members of the investment team, all of
whom are dedicated to research and/
or management of Waverton equity
funds, and responsible for idea generation
in their region of expertise. The GSSC
meets at least monthly and is chaired by
the Head of Equities, with representation
from each of the regional teams and one
member of our AAC, who provides
valuable macro insights that contribute to
our discussions.

LEVERAGING OUR INTERNAL EQUITY RESEARCH CAPABILITIES
Multi-Asset Team
(Top down)

Equity Research Team
(Bottom up)
Global Stock
Selection Committee

Global Recommended List
(60–80 stocks)

Recommended Portfolio Committee

RECOMMENDED
PORTFOLIO
(30 – 40 STOCKS)

Advisers
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Institutional

Private Clients

Charities
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This change in membership has
enabled thorough debate amongst the
dedicated regional specialists and easier
identification of true global leaders,
streamlining the decision-making process
and removing the need to maintain five
regional recommended lists. In its place,
we now have one Global Recommended
List consisting of 60-80 stocks. This is
derived from a universe of equities that
includes all holdings within our equity
funds and those on regional watch
lists (approximately 200-300 stocks
combined), all of which have been
analysed in detail by the investment team
and meet our stock selection criteria.
It is the responsibility of the GSSC
to filter these into the Global
Recommended List, with sufficient
diversification across industry groups,
regions and style factors to meet
the requirements of all four business
channels. Each stock is rated to provide
an indication of conviction and timing,
with average daily liquidity figures also
highlighted to provide clear guidance
to portfolio managers on suitability for
various client risk profiles.

Private Clients and Charities
Given the scale and nature of our
Private Client and Charities businesses,
where client portfolios are generally
segregated mandates, many of which
have bespoke requirements (tax
considerations, income requirements,
ethical restrictions etc), we have created
the Recommended Portfolio Committee
(RPC). Its role is to construct a more
concentrated Recommended Portfolio
(30-40 stocks) suitable for the particular
requirements of these two teams,
from the names included in the Global
Recommended List.

This Committee consists of six of
our most experienced investment
professionals, all of whom have extensive
regional equity expertise and institutional
experience. It is chaired by the Head of
Equities and includes the Head of Equity
Research and four senior Portfolio
Managers from the Private Client and
Charities teams.

Assurance
Our corporate policies and governance
are also reviewed on a regular basis.
We work with an external provider
to provide internal audit services and
to present an audit plan to ARCC.
The audit plan is based on our key
strategic objectives and the associated
risk profile and assurance framework
within the firm. From this, an internal
audit universe of auditable entities
and audit priority is created which is
reviewed every four years.
On an annual basis, different parts of
the business are selected to undergo an
internal audit. Selection considerations
include key risk drivers and other
factors sourced from business plans, the
risk register, Compliance monitoring,
requests by our Audit, Risk and
Compliance Committee (ARCC),
management concerns, sector challenges
and emerging issues.

The Sustainability Committee
considers best practice and policy for
implementation against the four main
themes within its remit: responsible
investment, environment, people
and wellbeing, and giving back. It also
monitors progress made against our
sustainability targets.
 ead more about our sustainability
R
targets in Principle 1.

Due to the size of our firm, we have
not sought external verification of our
processes to date. However, we are
currently awaiting feedback from the PRI
on our stewardship activities in 2020 and
look forward to feedback from the FRC
on our Stewardship Code submission.

Stewardship reporting
We comply with all relevant regulatory
requirements. Additionally, we have
developed specific client communications
about our integrated approach to ESG
and engagement and voting activity.
Across our reporting, we strive to
ensure that our messaging is transparent
and an accurate representation of what
we do.
 ead more about how we communicate
R
with our clients in Principle 6.

Waverton is committed to remediate
any recommendations from internal
auditors. Improvements made by the
business are reviewed by internal
auditors and the Risk Committee, and
ARCC and the Board have oversight
over the remediation progress.
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Principle 5

continued

REVIEW AND ASSURANCE

Effectiveness of our
processes and policies

The central aim of this research
function is to place performance into
perspective. Our Private Client, Charities
and Advisory teams consistently rank
in the top quartile among our peers
over multiple time periods. Figures 1
and 2 below show the performance
of our Private Client and MPS
portfolios. Additionally, this top quartile
performance was delivered with a
lower level of risk compared to our
peers included in the survey.

One of the ways we measure the
effectiveness of our structure, process
and policies is through our investment
performance. Participation in the
Asset Risk Consultants (ARC) Survey
highlights the industry leading investment
performance delivered by our Private
Client, Charities and Advisory teams.
ARC provides a range of services to
private clients, charities, family offices,
professional trustees and their trusted
advisers, including performance
reporting. To this end, ARC has an
extensive research capability to assist
investors and their professional advisers
in making informed investment decisions.

on the MPS platform are now managed
in-house by our investment team.

The excellent performance is not
restricted to just two of our client teams.
The breadth of out-performance across
all risk profiles (from Defensive to Equity)
also highlights the quality of output being
provided by the investment team across
all asset classes. It is noteworthy that as
of November 2021, all the funds included

Performance tables
The following tables show the returns over different time periods for Private Client portfolios (Figure 1) and the Managed
Portfolio Service (Figure 2) across the various risk profiles. We have achieved first quartile returns for all mandates over all time
periods when compared to our peer group.

Figure 1
Q4 2021

1 Year

3 Years

5 Years

10 Years

Return

Quartile

Return

Quartile

Return

Quartile

Return

Quartile

Return

Quartile

Private Clients Defensive GBP

3.3

1st

8.5

1st

19.0

1st

26.6

1st

67.1

1st

Private Clients Cautious GBP

3.8

1st

10.0

1st

28.5

1st

35.4

1st

89.0

1st

Private Clients Balanced GBP

4.4

1st

12.0

1st

36.3

1st

45.2

1st

115.4

1st

Private Clients Growth GBP

4.5

1st

13.1

1st

43.2

1st

53.0

1st

132.5

1st

Private Clients Equity GBP

5.8

1st

17.9

1st

55.4

1st

67.2

1st

182.8

1st

ARC PCI Balanced up to 3 years.

Figure 2
Q4 2021
MPS model

Return

Quartile

MPS Defensive GBP

2.2

MPS Cautious GBP

2.9

MPS Balanced GBP
MPS Growth GBP

1 Year

3 Years

Return

Quartile

1st

8.7

1st

11.0

3.7

1st

4.3

1st

5 Years

10 Years

Return

Quartile

Return

Quartile

Return

Quartile

1st

29.5

1st

33.3

1st

36.8

1st

41.6

1st

78.7

1st

1st

101.4

1st

13.8

1st

46.3

1st

16.1

1st

53.7

1st

52.2

1st

130.0

1st

61.0

1st

155.7

1st

Risk warning: Past performance is no guarantee of future results and the value and income from such investments and their strategies may fall as well as rise
You may not get back your initial investment. Capital security is not guaranteed.
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Principle 6

CLIENT AND BENEFICIARY NEEDS

At Waverton, we put our clients first and our investment approach and
stewardship activities are designed to deliver superior levels of client service,
alongside real returns that meet our clients investment objectives over the long
term. We service clients from our London headquarters across four business
channels: Private Clients, Charities, Advisers, and Institutions.
AUM BY BUSINESS CHANNEL
PRIVATE CLIENTS

CHARITIES

ADVISERS

INSTITUTIONS

62.8%

11.5%

20.5%

5.2%

AUM BY ASSET CLASS (%)

Equities
Alternatives
Bonds
Cash

Source: Waverton. As at 31.12.2021
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AUM BY REGION (%)

72.8
12.4
11.3
3.6

North America
Global
United Kingdom
Europe ex UK
Asia Pacific ex Japan
Japan
Emerging markets

31.2
21.4
17.3
14.1
8.9
5.4
1.7
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formal review meetings
ongoing relationship management
ad hoc feedback
client surveys
events and roundtables
formal feedback on surveys
and pitches

An important 2021 initiative was
to undertake an independent,
representative and anonymous client
survey. We decided to survey our largest
client base in the first instance, our
private clients, to gather precious insight
about levels of client satisfaction, and
how well we are serving their needs.
The survey had a response rate of 24%
which is considered high for a survey of
this nature and audience. One of the key
outcomes is our Net Promoter Score
of 70, which measures the likelihood of
client referrals and compares favourably
to the industry average of around 40.
The strong results were driven by
client satisfaction about their portfolio
managers, investment performance and
our online client portal.
The survey confirmed that our clients
are interested in ESG and our approach
to responsible investment, and so our
preparations for a comprehensive series
of Responsible Investment reports were
well-timed.

G is im p o r t
eve ES
B e l i t h e i r i nv e s t m e n a n t
ts
to

Proactive
Communication

Main point
of contact

NPS score

70

Value for
money

Investment
performance

Interes t in
Pla
Weal th nning

−
−
−
−
−
−

CLIENT SURVEY RESULTS

En g a g e w i t h
t co m m e n t
s tmen
ar y

With clients at the heart of everything
we do, capturing their views and
expectations is essential. Our personal
approach and strong client relationships
are instrumental in this as we seek
feedback on an ongoing basis and in a
variety of ways:

Given the success of the survey, we
are looking to roll out tailored insight
programmes across the other business
channels in 2022.

i nv e

Seeking client views

A c ce s s t o d i g i t a l
client por t al

Centre
An objective, empirical score of our
clients’ satisfaction and is a measure of
how likely clients are to refer business to
Waverton. NPS = Net Promoter Score, a
recognised market research metric

Aligning investments with
client preferences
Looking after US clients
We have looked after US families, family
offices and individuals for over 20 years,
be they resident or non-resident in the
US. As US and global tax regulations
become increasingly complex, our clients
need investment solutions and reporting
packages that are fully compliant with
US tax requirements. We are one of
the few non-US institutions in London
able to work with Americans and US
beneficiaries of trusts, and have been
registered with the SEC since 2002.

Incorporating client values
In addition to our integrated ESG
approach, which benefits all our clients,
we provide a tailored service across
our business channels for clients to
reflect their individual values and beliefs.
Through an ethical overlay, clients are
able to incorporate specific preferences
by excluding certain sectors, products or
practices in their portfolio.
 ead more about our integrated ESG
R
approach in Principle 7.

Meeting specific objectives
Middle ring
This is what matters most to our clients
in terms of our service – the areas clients
see as driving their satisfaction scores

Outer ring
This is the areas or topics our clients
are interested in and want more of
from Waverton

It is not uncommon for our clients to
have a specific set of objectives that
requires tailoring beyond our integrated
ESG approach or ethical screening
service. We always aim to deliver the
very best outcomes even when the
circumstances are more challenging and
indeed are not always aligned with our
standard investment process.
We are often closely involved in
clients’ strategic decisions with a dual
role as steward of their capital as well
as their objectives and preferences.
Understanding the different client
profiles and acting impartially, yet still
responsibly, toward the client is crucial
to delivering client outcomes.
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Principle 6

CLIENT AND BENEFICIARY NEEDS

continued

CASE STUDY

Charities
An integral part of our duty as portfolio
managers is providing exemplary client
service. Within our charities business,
this involves a wide array of measures
in addition to managing the assets
of a client, such as investment policy
guidance, withdrawal analysis, responsible
investment training, ethical policy writing
and ensuring those investing for the first
time have covered all necessary areas
regarding risk management and trustee
understanding. Charities exist to act and
to act is to spend, so a major part of our
duty is helping trustees understand how
much they can spend on supporting their
beneficiaries without jeopardising their
future financial position and ability to
do so.

Analysis such as forward-looking
simulations using various assumptions and
conservative estimates to test when the
withdrawal/return ratio may breach the
initial real endowment value, has enabled
trustees to visualise different outcomes.
We undertook an exercise for a
high-profile education charity which
had been relying solely on an incomebased withdrawal level for many years.
They were aware of a change to the rules
around the use of capital and income but
thought the preservation of real value
encouraged them to maintain this policy.

When we started managing the
mandates, we worked with their
Finance Department to gather historic
endowment data and show them the
considerable gap between the current
value and real initial value. This allowed
us to suggest a plan with various
look-back controls enabling them
to double the nominal amount they
were distributing to their beneficiaries.
The result being extremely grateful
students, an increase in numbers being
supported in different ways, and a board
of trustees delivering on their fiduciary
duties and aspirations. The graph
illustrates the model we devised and still
monitor for the client.

Dec 21

16
Historic

Future

0% (£15.1m)

14

Charity Endowment Fund (£m)

12
Projected Inflation
2% (£10.1m)

10

3% (£8.3m)

8
£6.3m

6

£6.4m
3% (£6.2m)

Charity Portfolio

Charity inception £3.4m

4

5% (£5.4m)
£3.9m

£2.6m
Initial Endowment Value Inflated
by 2.5% p.a. from 31 Dec 2021

Inflated by UK CPI to 30 Nov 2021

2
Jan 40

Jan 38

Jan 36

Jan 34

Jan 32

Jan 30

Jan 28

Jan 26

26

Jan 24

Jan 22

Jan 20

Jan 18

Jan 16

Jan 14

Jan 12

Jan 10

Jan 08

Jan 06

Jan 04

Initial Value Inflated
Charity - projected inflation
Charity - projected 0% Withdrawals
Charity - projected 3% Withdrawals - 25th percentile
Charity - projected 5% Withdrawals

Charity - Endowment Fund
Charity - projected 2% Withdrawals
Charity - projected 3% Withdrawals - 50th percentile
Charity - projected 4% Withdrawals
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CASE STUDY

Adviser Solutions
Waverton’s focus on client service has
resulted in a range of truly customised
investment solutions. A good example
is the Waverton Strategic Equity Fund,
launched in November 2021 as a coresatellite portfolio designed to support
the MPS platform.
The Adviser Solutions team required
a global equity solution which
could deliver superior investment
performance to a passive tracker fund,
utilise our bottom up stock selection
skills, but with a low tracking error so
that the fund could still be a building
block within the full range of platform
portfolio mandates.
This differs from a more typical
Waverton global equity portfolio which
is usually concentrated (30-40 stocks)
and benchmark agnostic, with tracking
error typically greater than 4%.
After exploring several options, the
ultimate solution devised by the
investment team was to build an equity
fund incorporating two sub-funds:
− a core portfolio representing 80%
of the fund, with MSCI AC World
benchmark allocations across 24
industry groups.

OBJECTIVE

 CPI + 4.5% through
an investment cycle
within appropriate
risk parameters

Within each group, the portfolio
would hold market weights in
North America (60%) and in
International (40%), with no strict
regional/country allocations within
the latter. Using the analysis and
recommendations of our regional
equity specialists in the investment
team, the strategy would then own
Waverton’s preferred single stock
in each industry group. Where the
group was larger than 1% of the
benchmark index, additional stocks
could be used to reduce single
stock risk
− a satellite portfolio (20% of the
fund) to complement the core by
using funds to access third-party
specialists in market areas outside
our usual focus, such as smaller
companies or emerging markets,
as well as to make shorter-term
tactical allocations to preferred
regions and investment styles
This strategy was tested as a paper
portfolio from May 2020 until
November 2021, at which point we
could provide proof of concept that
the strategy would meet the risk/return
objectives required.

PHILOSOPHY

 Seek out competitively
advantaged businesses
which can grow free
cash flow per share

Access specialist
managers through thirdparty funds

The core portfolio had demonstrated a
tracking error of ~2.8% and an excess
return of 1% (net of fees) versus the
MSCI AC World. An active share
of over 80% also provided evidence
that we were able to implement
Waverton’s traditional active stock
selection approach, while staying within
the required risk/return parameters.
Overall, the solution had outperformed
the MSCI AC World Index by 3.6%
including the strong performance of the
tactical satellite portfolio.
The team were satisfied that this
met their clients’ requirements and
the internal solution was successfully
implemented as the Waverton Strategic
Equity Fund on the MPS platform in
November 2021.
The successful outcome was the
culmination of months of planning
and preparation across many teams,
including the investment team,
Operations, our Dealing Desk, and
Performance & Risk.
The AUM of the Waverton Strategic
Equity Fund stood at £701m by the
end of 2021, and continues to see
regular inflows.

CONSTRUCTION

BENEFITS

Direct stocks (c.80%)*
Best third-party
funds (c.18%)*
Hedging and
tactical cash (c.2%)*

Greater control
ESG integrated
High active share

 Use hedging to reduce
downside beta
* Based on long-term target
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Principle 6

CLIENT AND BENEFICIARY NEEDS

Communicating
with our clients
Throughout the year, we produce both
regular and ad hoc market commentary
and investment insights which are
distributed to our clients as appropriate.
We ensure that our clients are briefed
and kept up-to-date with our investment
horizons and expected returns. This is
fundamental to the way we manage
their assets and as long-term investors,
the approach we take to strategic asset
allocation does change from time to time.
This may impact the way our portfolios
are managed to ensure we meet the
investment objectives of our clients,
whilst remaining within their risk appetite
and tolerance for loss. We publish
updated reports with supporting
rationale to help clients keep abreast
of these changes and the thinking behind
our decisions.
At the start of all new client relationships,
we provide a guide to our investment
mandates which details the asset classes
and investment horizons that we
take into account when constructing
portfolios. The guide is updated regularly
and distributed across our client base.

CLIENT COMMUNICATION
AND COMMENTARY
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continued

Regular reporting
Our reporting process is designed
around our clients. We offer the choice
of detailed or more simplified reports,
and every client has the option of printed
or digital copies. Many clients made the
transition to digital reports during the
pandemic, with more than 60% of our
clients now accessing their valuation
documents online. This move chimes
with our company-wide drive to reduce
the use of paper, aligning with our net
zero sustainability target.
All clients receive a full valuation of each
portfolio, a record of all income and
capital movements and a performance
report each quarter. They also receive a
quarterly investment publication Market
Perspectives. This publication, written
by one of our most revered portfolio
managers has proven to be very popular
with its readers.

Waverton was founded on the strong
belief that clients should be as close as
possible to those making investment
decisions, not just have relationship
managers who are detached from
the core of the business. One of the
advantages of operating out of one
location, is that our investment team
is easily accessible to both our portfolio
managers and our clients.
At the end of the financial year each
client and/or their adviser receive more
detailed reports including:
−
−
−
−

an investment report
Dividend and interest statements
Composite tax certificates
an acquisition schedule
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Communicating our
approach to ESG

Building relationships
that last

As well as including a variety of
communications about our integrated
approach to ESG on our website and
in client presentations, we produce
regular updates for clients, which are
often distributed directly to them
via the client portal along with the
quarterly valuations.

As part of our client engagement, we
host a range of formal and informal
events throughout the year, both online
and in-person. We know our clients
value the personal contact beyond
their regular review meetings and so
do we. Some of these events are more
investment focused, and others more
social. The attendance and feedback
from these events inform us on how our
clients like to engage and helps us to build
trusted, lasting relationships.

Our series of Responsible Investment
reports include a detailed guide on
our integrated ESG approach as well
as our Engagement and Voting report
for 2021. The latter covers a wide
range of stewardship activities by our
investment team and also addresses the
FRC’s Shareholders’ Directive II, which
requires us to report on our annual
engagement activities.

Our annual Investment Forum held in
September 2021, was the first in-person
event for many clients since the start of
the pandemic.

INVESTMENT FORUM 2021
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Principle 7

STEWARDSHIP, INVESTMENT
AND ESG INTEGRATION

Investment approach
Clients across all our business channels
benefit from Waverton’s institutional
grade investment process which is
rigorous, robust and repeatable.
As set out in Principle 1, our core
investment principles remain unchanged,
and we continue to believe in the
benefits to clients of an investment
approach that is:
Global

Our investment objective also remains
unchanged and across all client profiles,
we aim to compound superior riskadjusted real returns over the long
term, by protecting capital in periods of
drawdown and capturing the upside as
markets rebound.
The process for each asset class is clearly
defined and, as with the company’s
approach more broadly, the investment
team ensures that this is fair and accurate
representation of what we actually do.

Direct equities

Active

Investment process
We have a clear framework around
our stock selection and portfolio
construction, with four phases to
our process:

Direct
High conviction
ESG integrated

−
−
−
−

 ead more about our investment
R
beliefs in Principle 1.

Idea generation
Idea generation is driven by our investment
team and we benefit from many longstanding relationships with companies and
brokers around the world.
Direct engagement with company
management has always been an integral
part of our process, reinforcing our
fundamental analysis and providing
valuable industry and company specific
insights and a more forward-looking
perspective on real economic activity.
We also work with select third-party
regional/sector specialists to enhance
our knowledge and provide an
important diversity of opinion.

idea generation
stock selection
portfolio construction
implementation

 ead more about how we select
R
and monitor our third-party service
providers in Principle 8.

EQUITY SELECTION PROCESS
Idea generation

Stock selection

Portfolio construction

Implementation

Portfolio positioning

Income

Risk assessment

Bespoke requirements

INVESTMENT
30 – 40
UNIVERSE
STOCKS

INVESTMENT
PORTFOLIO
UNIVERSE

ESG analysis integrated here

Primary and secondary
fundamental research

Durability
Opportunity
Alignment

GLOBAL
RECOMMENDED
LIST
60 – 80
STOCKS

Valuation
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Our investment universe is the MSCI
All Country World Index. We filter
out companies that do not meet our
strict average daily liquidity guidelines,
and markets in which we do not invest
directly (Emerging Markets outside
of South East Asia), narrowing our
investable universe to approximately
1,800 companies.

Investment philosophy
Underpinning our selection criteria
is an assumption that the value of a
company is a reflection of its discounted
future cash flow. Less susceptible to
manipulation than earnings, and a
more comparable global measure of
financial health given different accounting
standards, we view the potential to grow
free cash flow (FCF) as the clearest
indicator of a company’s long-term
financial sustainability.

Stock selection
Our investment criteria aim to identify
companies with:
− durability: a clear and sustainable
competitive advantage
− opportunity: an opportunity to grow
future FCF
− alignment: management able to adapt
to disruptive technologies and growing
ESG scrutiny, with incentives aligned
to the responsible allocation of capital
and maximisation of long-term FCF
and returns
− valuation: a fundamentally attractive
valuation given the company’s
opportunities and risks
Our approach ensures a thorough
assessment of both quantitative and
qualitative factors. The assessment of
ESG factors is implicit in all of these
criteria and forms a natural part of our
due diligence.

A consistent approach to stock selection
across all regions helps facilitate stock,
sector and thematic comparisons on a
global basis. Identifying genuine global
leaders within industry groups plays a key
part in our efforts to ensure stock selection
contributes to both the absolute and
relative performance of client assets over
the long term.
 ead more about our how we
R
construct our Global Recommended
List in Principle 5.

Portfolio construction
We construct high conviction portfolios
(30-40 stocks) and the disciplined
application of our investment criteria
drives our portfolios to be benchmark
agnostic but aware. This active approach
to portfolio management helps us avoid
areas facing significant structural decline
and/or at risk of capital losses, with the
intention of providing greater downside
protection than a passive approach.

Portfolio characteristics
Our investment criteria lead us to wellcapitalised companies with high quality
characteristics, irrespective of whether
they are cyclical or non-cyclical, or
classified as value or growth. We adopt
a pragmatic approach whereby we have
the flexibility to shift the emphasis within
portfolios depending on our economic
growth and inflation expectations,
without compromising discipline around
our stock selection criteria.
As part of our risk management process,
our equity exposure always tends to be
diversified by sector and region, and avoids
excessive bias to a single macro factor.

Factor analysis
Portfolio positioning takes into account not
only our fundamental bottom up research,
but also the macroeconomic views of the
AAC. Over the last 18 months, members
of the investment team developed a
proprietary factor exposure tool which
has enabled us to aggregate the entire
investment universe into discrete categories
of Growth, Core and Value.

The Value and Growth classifications
are highly correlated to changes in
equity discount rates (being a function
of growth and inflation expectations).
This framework enables us to analyse
the impact of macroeconomic trends
on style returns and to assess how our
portfolios might perform under different
inflationary and growth scenarios.
This framework is not designed to be
the starting point for stock selection
or portfolio construction, but provides
us with an additional analytical and risk
assessment tool.

Implementation
Portfolio managers are ultimately
responsible for the construction
of client portfolios/funds, using the
guidelines provided by the investment
team but also implementing any specific
requirements including income, ethical
or other preferences.

Integration of ESG
We adopt an integrated approach,
meaning the assessment of ESG factors
is incorporated into the detailed
fundamental analysis undertaken by
our investment team and forms a natural
part of ongoing discussions with company
management around the world.
As ESG investment continues to evolve,
it is becoming clear that informed
investment decisions require detailed
understanding of a company’s business
model, an acknowledgement of a period
of transition and an assessment of its
direction of travel.

No blanket exclusions
Waverton has chosen not to adopt
an exclusionary approach because
we believe:
− o
 pinions on ESG issues are inherently
subjective and wide-ranging, and
importance varies depending on
an individual’s values and beliefs
− our long-term investment horizon
supports our direct engagement
with companies in all sectors.
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Principle 7

STEWARDSHIP, INVESTMENT
AND ESG INTEGRATION continued

We believe maintaining long-standing
and constructive relationships with
companies is an effective way to
encourage the achievement of higher
ESG standards
− businesses that are exposed to higher
ESG risks today may be an essential
part of the transition to a low
carbon economy
− excluding certain companies on
the basis of what they do today
or have done in the past assumes
that companies stand still. In reality,
technology evolves and well-managed
businesses will successfully adapt to
the competitive dynamics of their
industry and the changing demands
of their customers and/or regulator

Materiality framework

We have adopted a pragmatic approach,
therefore, aiming to identify businesses
allocating capital in a responsible manner,
ensuring resilience in their underlying
business model and long-term financial
sustainability. The consideration of ESG
factors is not a separate process but an
integral part of our fundamental research.

The framework ensures key material
issues are identified and investigated
in a consistent manner across the
investment team and provides a more
formal foundation for engagement
activities. It does not, however,
preclude the investment team engaging
with companies on ESG topics outside
of the material issues identified within
the framework.

Responsible allocators of capital tend
to be those companies with strong
corporate governance and forwardlooking management already meeting
or adapting to the evolving ESG
requirements of customers, regulators,
shareholders and other stakeholders.
These companies are more likely to
maintain a competitive advantage over time,
supporting their market share and revenue
growth. Moreover, management teams
incentivised to maximise free cash flow,
growth and returns on capital over the
long term will also implicitly strive to be as
efficient as possible, in regard to both their
cost and capital structure. Our selection
criteria encapsulate all these elements.

We have chosen to focus on 3-5 material
issues per sector, but consider the
assessment of corporate governance
standards a key material issue for
all companies.
Strong governance and business
ethics are usually indicative of their
management of other issues, including
those that are environmental and social
in nature.

We have rolled out all system updates
to our equities team in the first instance.
They represent the largest asset class
and ESG has been integrated into their
research process for several years.
We will tailor our research templates
to meet the specific needs of the
fixed income and multi-asset teams,
before implementing the new system
more broadly.

Measuring ESG factors

The materiality framework has been
embedded into our research portal and
automatically feeds into the research
notes written by the investment team.

Accurately measuring or scoring
companies’ ESG risks and opportunities
remains problematic, open to subjective
interpretation in the absence of a
standard or enforceable methodology,
and compounded by significant variation
in the quality of corporate reporting on
a global basis. Third-party ratings are
based on an algorithmic assessment of
these disclosures and all other published
data, and result in a backward looking
perspective. This, together with issues
with materiality and accuracy, can lead
to misleading outcomes.
The difference in rating methodologies
is highlighted in figure 3 below, which

Figure 3: Different methodologies lead to very different outcomes
10

R 2 = 0.1801
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Identifying responsible
allocators of capital

As we continue to enhance our investment
process, we developed a formal materiality
framework in 2021, based on the
Sustainability Accounting Standards Board
(SASB) classifications and mapped against
MSCI’s 158 GICS sub-industry groups.

We have also updated our portal’s
functionality to record engagement
activities in more detail, which will allow
us to reflect more comprehensive data
on this front next year.
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demonstrates the minimal correlation
(R2 = 0.1801) between the MSCI and
Sustainalytics ESG risk ratings for all
constituent members of the MSCI
All Country World Index. A clear
indication that, given the inconsistency in
methodologies, a reliance on ESG scores
to make investment decisions can lead
to very different outcomes depending
on the provider.
While this data provides useful reference
points, third-party ESG risk scores do
not provide the starting point for our
research, nor are they the decisive
factor in our stock selection and
portfolio construction. With growing
awareness of the shortcomings of ESG
data, we believe it is the recognition of
these discrepancies using our detailed
knowledge of companies that enables us
to identify opportunities where value can
be captured and alpha generated.
While there are growing calls for regulatory
oversight of ESG rating agencies, in the
same way that credit rating agencies are
regulated, we still return to the fact that a
company’s exposure to and management
of ESG risks and opportunities cannot
be fully captured in a single ESG score
nor from corporate disclosures alone.
Ongoing discussions with company
management to gain a better understanding
of their business strategy is key to making
fully-informed investment decisions.

Our approach in practice
The natural outcome of our selection
criteria is client portfolios with
above-average ESG standards and
below-average carbon risk when
compared with benchmark indices.
Companies which have poor or
deteriorating ESG credentials usually fail
our stock selection process on financial
sustainability grounds following detailed
fundamental analysis. This reinforces
our view that an integrated and active
approach is a robust and repeatable way
to deliver both responsible investment
outcomes and strong investment returns
for clients.

Capturing the improvers
and enablers
All stocks we recommend for ownership
in client portfolios meet our fundamental
investment criteria. From an ESG
perspective, this includes companies
already operating to high standards, as
well as those on an improving trajectory
and/or part of the transition solution.

The last two of these are often where
most value is to be found. We believe
that it is incremental improvements by
companies across all sectors that will help
deliver positive environmental and social
impact in real terms.
What we continue to avoid, are
overvalued names with seemingly
strong green or social credentials, but
that lack genuine fundamental support
on a forward-looking basis and, when
digging a little deeper, may also have
questionable ESG credentials.

CASE STUDY

Shell
A question we are frequently asked is
how do we justify owning Shell while
claiming to manage portfolios with
high ESG credentials?
The answer lies in our belief that Shell
is a responsible allocator of capital in
an industry that forms a necessary
part of the energy transition solution.
Current management is set on a
trajectory that will result in a very
different looking business by 2030
and, while it certainly derives most
of its cash flow from fossil fuel assets
today, its bias towards natural gas
also means Shell will play an essential
role in displacing higher polluting
coal and oil in major economies still
reliant on these fuel sources for
power generation (e.g. China, India,
US, Japan, Russia and Germany). It is
particularly noteworthy that even
prior to Russia’s invasion of Ukraine,
the European Commission has
already acknowledged that natural gas
and nuclear fuel sources will have to

be included in the energy mix if net
zero targets are to be met.
As part of the company’s own
transition, all surplus cash flow
generated from its legacy business is
being reinvested in renewable energy
sources, services and technology,
with Shell ahead of peers by holding
leading global positions in liquefied
natural gas (LNG), renewable
electricity, electric vehicle chargers,
carbon capture and storage, and
hydrogen. It recently accelerated its
emission reduction plans following a
Dutch court ruling, with management
incentives tied to the achievement
of targets (covering scope 1, 2 and 3
emissions) that are some of the most
aggressive in its industry.
Trading at a meaningful valuation
discount, we believe Shell’s exposure
to higher ESG risks is already fully
reflected in its share price and that it
offers one of the most compelling and
mispriced ESG improvement stories
in global energy.
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Principle 7

STEWARDSHIP, INVESTMENT
AND ESG INTEGRATION continued

Effectiveness of our integrated ESG approach
We firmly believe that an integrated rather than exclusionary approach to ESG is the way forward, both in terms of adding value to
portfolios and in explaining credibly to clients what their ESG profiles really are. For us, the incorporation of environmental, social and
governance issues is neither a marketing gimmick nor a box ticking exercise – rather it goes to the heart of what we do. The following
diagrams aim to illustrate how our stock selection criteria naturally help us identify responsible allocators of capital that are providing
solutions to key ESG issues. Figures 4 and 5 provide examples across two themes: environmental and technology solutions.
Figure 4: Environmental

IDEA GENERATION AND FUNDAMENTAL RESEARCH

KEY ENVIRONMENTAL ISSUES
Consider exposure and track record

Global
response

Raw material
sustainability

Water
shortages

Climate
change

Pollution

Identification
of material
issues

ENVIRONMENTAL REGULATION
What changes need to happen and which companies
are allocating towards them?
Solutions

Water
recycling

Identifying
responsible
allocators
of capital
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Figure 5: Technology

IDEA GENERATION AND FUNDAMENTAL RESEARCH
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Consider exposure and track record
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PRODUCTIVITY
SUPPLY CHAIN
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RESILIENCY
What changes need to happen and which companies
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DIGITALISATION
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allocators
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Principle 7

STEWARDSHIP, INVESTMENT
AND ESG INTEGRATION continued

Fixed income
Our fixed income team follows the same
integrated ESG approach and supporting
stewardship activities as outlined by
our equities team. There are, however,
some nuances to fixed income that are
different to equities.

By combining independent research,
direct engagement and our in-house
macro views, we aim to identify the most
attractive corporate or government debt
securities. We prioritise low risk returns
ahead of cash to generate an income,
whilst minimising possible drawdowns.

Focusing on the downside

Green bonds

Our fixed income strategy is heavily
influenced by top-down analysis of
markets, complemented by a thorough
examination of the credit fundamentals
of individual corporate issuers.
While some ESG issues may have greater
downside risk than upside potential, ESG
considerations are not always negative;
they can be credit strengths.

 ead more about how we engage with
R
companies in Principle 9.
 ead more about how we exercise
R
our influence in Principle 12.

As a rule, we do not invest in green
or sustainability-linked bonds, as we
believe they often discourage thorough
ESG analysis on the issuing entity,
while encouraging the practice of
greenwashing. Frequently bought as a
quick fix for investors, we see numerous
examples of issuers with very poor ESG
credentials, issue green bonds that are
simply not fit for purpose.

FIXED INCOME
SELECTION PROCESS
Idea generation

Investment selection

C

re n
3 KEY DRIVERS

Fundamental
perspective
BOTTOM UP

cy

D ur a t

ur

ion

TOP DOWN

Macro
perspective

Watch list

Fundamental assessment
ESG considerations
Liquidity and risk

Implementation

Income
Liquidity
Bespoke
requirements

Credit

INVESTMENT
PORTFOLIO
UNIVERSE
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Multi-asset strategies:
Funds and Alternatives
In 2021, we developed a tailored
framework for ESG integration for the
multi-asset team to reflect the variety
of asset classes they incorporate.
The overarching framework is built
around three pillars:

3 PILLAR FRAMEWORK
Intentionality
Incorporation
Impact

We are currently working on
embedding the framework into our
research portal so it automatically feeds
into our fundamental research.

Intentionality aims to identify what
the third-party investment firm’s
stewardship/ESG intention is and
whether the product has been
developed or managed in an ESG
conscious manner.
Incorporation is where the team
scrutinise how the company/firm/
manager has integrated stewardship
or ESG into their investment process.
The multi-asset team assess how the
investment manager or company
considers relevant factors and inputs,
and whether processes are in place to
quantify stewardship and ESG activities.
Finally, the outcome is assessed via the
Impact pillar. Here the team are seeking
tangible positive differences such as
carbon emission reductions, positive
engagement outcomes and/or examples
of how the investment makes a positive
difference to its stakeholders.

In addition to the framework, we assess
collective investment vehicles on a
Spectrum of Capital. This framework
has been adapted to be applicable to
Waverton’s investment process from the
Impact Institute’s framework, and allows
us to assess the ethical and responsible
investment approach of a fund. It provides
a tool for fund selection in the first
instance but also determines what we
can expect in terms of stewardship
activities and feeds into the ongoing
monitoring of a fund.
 ead more about how we monitor
R
external fund managers in Principle 8.

MULTI-ASSET STRATEGIES
SELECTION PROCESS
Identify investment universe

Idea generation

Portfolio suitability

Construction

Qualitative and quantitative research
(ESG integration incorporated here)

Screen, rank and filter
Detailed investment research
INVESTMENT
UNIVERSE

Fund, investment company,
and other security selection

Conviction
Positioning

INVESTMENT
PORTFOLIO
UNIVERSE

Liquidity

Ongoing review
and monitoring
UCITs eligible
Long only
Alternatives

Portfolio tailoring
can be undertaken
here if required
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Principle 8

MONITORING MANAGERS
AND SERVICE PROVIDERS

Service providers

Review process

All service providers that support our
corporate and investment activities are
assessed and rated according to their
contribution to our process and client
service. Critical providers are identified
by our Risk Committee and include
those providers which facilitate the
delivery of client services and therefore
may hold or process our client data.

We monitor and regularly review our
existing research providers to assess
the quality of their offering alongside
the evolving requirements of the
investment team and the services of
alternative or new research providers.
The heads of each regional equity team,
the fixed income and multi-asset teams
meet formally twice a year to review
our usage and the performance of our
external research providers.

We have a risk-based monitoring
approach and carry out additional due
diligence for critical providers, including
quarterly reviews with any concerns
escalated to the Risk Committee.
We also carry out annual due diligence
and cyber security assessments, and
screen critical providers annually
against sanctions or regulatory fines.

Third-party
research providers
The investment team uses third-party
research providers to complement
their own fundamental analysis, enhance
their knowledge and understanding,
and to provide an important diversity
of opinion through discussions with
industry/regional/asset class specialists
we value highly.
We maintain a concentrated number
of broker relationships, avoiding
unnecessary duplication of content
while also ensuring sufficient breadth
and differentiation of published
research, direct access to valued
analysts/industry experts, as well as
entry to conferences, thematic events
and company meetings. This includes
access to information provided by
specialist ESG data providers.
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Our assessment of value incorporates
both quantitative and qualitative
inputs and the investment team logs
all analyst, industry specialist and
corporate interactions via Waverton’s
internal research portal to track the
level and type of activity throughout
the year. This data is checked, collated,
and circulated quarterly. Each regional
team also adds a qualitative overlay to
ensure the level of fee payment remains
appropriate for both the amount, type
and quality of research consumed.
Each asset class team undertakes a
detailed annual review to determine
external research requirements for the
following year. This involves discussions
with each of our providers and can
lead to the renegotiation of fees or
termination of the relationship. The latter
would reflect a deterioration in research
quality, departure of key contacts,
loss of differentiation and/or value.

Monitoring ESG
data providers
There is growing recognition of
misleading ratings data resulting from the
inconsistent methodologies adopted by
the various ESG rating agencies, which
is compounded by ongoing issues with
underlying data quality due to a lack of
consistent corporate disclosures.
Members of our investment team
engage regularly with our ESG data
providers to help improve the quality
of the data that underpins their
ratings. Given our detailed knowledge
of companies we often identify
discrepancies, a consequence of data
that is either inconsistent, immaterial
or inaccurate. We subsequently engage
both with the rating agencies and
the companies to ensure the data is
corrected and encourage improvements
in the company’s disclosures.
In 2021, we terminated a long-standing
relationship with one of our two ESG
data providers, retaining MSCI as the
sole provider of ESG ratings data.
We believe MSCI provides some of the
most comprehensive multi-asset ESG
reporting for our portfolios and, as the
provider of Waverton’s performance
benchmark data, this also provides an
element of consistency in our reporting,
enabling us to better monitor progress.
MSCI’s ESG scoring methodology also
aligns more closely with our approach.
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Glass Lewis
As part of our review and monitoring
of Glass Lewis, our proxy voting
service provider, we have regular
correspondence with our account
manager querying report details, voting
recommendations and changes to these.
Glass Lewis remains a well-established
leader in the sector and given the
nature of our investment process and
relationship with investee companies,
we have not had any reason to switch
providers to date.

Membership bodies
and initiatives
In addition to our service providers,
we are members of several industry
bodies as well as specific ESG and
collaborative initiatives. We review all
our memberships on an annual basis,
with a specific focus on their value add
to our stewardship activities across our
corporate and investment activities.

Third-party funds

We monitor our asset managers’ activity
via formal and informal processes against
the selection criteria.
On a weekly basis, portfolio and fund
performance is reviewed and discussed
by the multi-asset team. The team
scrutinise the fund's performance,
delving into style biases, sector
biases and peer group performance.
Attribution reports are analysed,
and look-through analysis is provided
where available.
Where funds are not meeting our
performance expectations, the team
will escalate by assigning additional
analysis and follow-up with the
relevant analyst. More informally, we
actively monitor existing holdings’ daily
performance via a watch list and utilise
a weekly fund chart pack to review
performance on an ongoing basis.
Performance monitoring is supported
via internal teams, Factset data and
Morningstar inputs.

Our fund selection process involves
ongoing research, evaluation, and
monitoring. For those funds in
which we invest, we maintain a close
and regular dialogue with the fund
management team, seeking to meet
them at least every 12 months but more
frequently if there is an important event,
such as unusual levels of volatility or an
identified change in investment style.
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Principle 8

MONITORING MANAGERS
AND SERVICE PROVIDERS continued
CASE STUDY

Monitoring external
fund managers
Our monitoring protocols were put
to use in relation a third-party fund
which consistently underperformed
the benchmark and peers during
2021. As well as undertaking in-depth
fund performance analysis internally,
utilising the performance team and our
quantitative analysts, we maintained
an ongoing dialogue with the asset
manager. Initially the fund was
flagged in our weekly reports,
followed by our monthly reports, and
addressed explicitly in the multi-asset
team meeting.
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The analyst undertook attribution,
risk, and style analysis to identify
the specific performance drivers.
They also engaged with the asset
manager, set up review meetings and
produced multiple research reports.
As performance still struggled into
Q4 2021, this was escalated to a
senior sales contact who attended
Waverton’s offices the same day,
with further insight and explanations
for improvements/changes to the
investment process which should
be beneficial.

Persistent underperformance not in
line with the market environment is
grounds for disinvestment, particularly
if our escalation and interaction
processes have been unfruitful.
As responsible stewards of our
clients’ capital we are therefore
seeking a sensible exit, but believe
the fund has been oversold in the
near term. We are, however, letting
our percentage holding drift down
naturally in the meantime and continue
to monitor the fund’s performance.
 ead more about how we engage
R
with third-party funds in Principle 9.
 ead more about our escalation
R
process for third-party funds
in Principle 11.
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Principle 9

ENGAGEMENT

Engagement policy

Direct investment approach

We have a duty to act in the best,
long-term interests of our clients and to
provide responsible stewardship of their
capital in a manner that creates value
for them as shareholders of companies.
We take investment in underlying
businesses seriously and engage with
management on a regular basis, believing
that positive outcomes require an active
approach that passive managers and/or
those reliant on screening will struggle
to achieve.

Direct dialogue with companies has
always formed an important part
of our investment process, enabling
more meaningful engagement with
management and ensuring a more
complete understanding of their
business, strategy and direction of travel.
These meetings provide a forum for us
to advocate for the strong governance
and responsible allocation of capital that
will ensure resilience in a company’s
underlying business model and its
long-term financial sustainability.

We are pragmatic in our approach
and focus our attention on the aspects
of engagement where we believe
we can be most effective, with the
primary objective of providing clients
with genuine responsible investment
outcomes that also achieve their longterm return objectives.

Direct equity and bond
holdings by region (%)
North America
United Kingdom
Europe ex UK
Asia Pacific ex Japan
Japan
Emerging markets

39.7
22.0
17.9
11.3
6.9
2.2

Source: Waverton. As at 31.12.2021
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Our approach and the experience of
our team is an advantage, and longstanding relationships with companies
and brokers across all major regions
provide us with access to, and discussions
with, senior management not usually
afforded to investment firms of our size.
We undertake hundreds of meetings a
year both in London and overseas, but
with travel restricted for a second year,
these remained mostly virtual. This has,
however, enabled greater access to
senior management whose availability
also benefited from the absence of timeconsuming business travel.

During 2021, approximately 50% of these
meetings were with companies in which
we are invested. We meet with many
others, not only as part of a continuous
review of potential investments, but
because these conversations provide
valuable insights into the competitive
dynamics of an industry, as well as the
relationship with and practices of those
that may be suppliers or customers of
our investee companies.

673

Company meetings
(2020: 705)

76%

of meetings held with
senior management
worldwide
(2020: 72%)

45%

of meetings with
small groups or
one-to-one
(2020: 45%)
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Identifying engagement topics
Identification and prioritisation of the
material issues relevant to specific
industries is a core part of the
fundamental research process and
feeds into our engagement activities.
The benefit of managing relatively
concentrated portfolios is that it
facilitates a more detailed understanding
of each investment, helps us to identify risks
and opportunities, and to closely monitor
each company on an ongoing basis.
During 2021, we implemented a more
formal materiality framework, ensuring
key issues for specific sectors are clearly
identified and investigated in a consistent
manner across the investment team.
Building on the implementation of our
materiality framework, we have also
updated the process for recording
engagement activity on our internal
portal. This upgrade enables the
collation of different types of activity on
a more granular level, facilitating clearer
identification of discussions and/or
voting related to specific ESG issues, and
more efficient monitoring of progress
over time.

2021 ESG ENGAGEMENT
TOPICS INCLUDED
Environment

Climate
transition

Sustainable
sourcing

Water
usage

Social

Product
quality

Data privacy
and security

Diversity,
equality
and inclusion

Governance

Responsible
capital allocation

Aligned
incentives

Board
structure

Collaborative engagement
Recognising the importance of
collaborative initiatives to help drive
positive change, we also look to work
with other investors where relevant.
Our focus is on encouraging the adoption
of global standards and improving the
quality of corporate disclosures.
 ead more about our collaborative
R
engagement activities in Principle 10.
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Principle 9

ENGAGEMENT

continued

CASE STUDY

Toyota Motor Corporation
Toyota is the world’s largest automobile manufacturer by both volume and value of vehicles sold, and sells more than
100 models in over 170 countries.
In recent years, the company has been widely criticised for being slow in regard to electrification and for lacking a line of
fully electrified vehicles. We disagree with the criticism but have regularly engaged with Toyota to discuss and monitor
progress against its clearly articulated electrification strategy, and to question and encourage an accelerated roll out
of Battery Electric Vehicles (BEVs). We have also had constructive conversations with management on their complex
corporate governance structure and advocated for improved environmental disclosures.

The framework
Achieving global carbon neutrality in
general, and specifically for a company, is
a complex and vast target. Many aspects
need to be considered and assessed.
For the automotive industry, it is of
paramount importance that the massmarket adopts advanced technology
vehicles to achieve significant emissions
reductions over the production value
chain and the vehicle’s life cycle. In turn,
this requires offering suitable electrified
vehicles which consider the economic
environment, energy policies, industrial
policies, local infrastructure and
customer needs of individual countries
and regions. To effectively facilitate
the transition, a portfolio approach is
needed, allowing consumers to begin
de-carbonisation sooner than would be
possible if reliant on a single technology
or approach.

Engagement activities
Our strong and long-standing
relationship with Toyota enables
us to engage with various levels
of management on a 1:1 or small
group basis. Regular discussions
with the company over the last year
reinforced our view that Toyota
offers a comprehensive strategy to
significantly reduce carbon emissions.
It withdrew from the diesel car market
approximately 10 years ago, focusing
instead on self-charging hybrids, but has
yet to roll out a global architecture for
fully battery powered electric vehicles.
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As part of our ongoing dialogue with
them, we have:
1. e ngaged with both management
and Toyota’s technology team to
discuss a potential acceleration in
the rollout of BEVs, involving an
increase in the number of units and
its monetary commitment
2. discussed at length the current and
next generation battery technology
including their carbon footprint and
recycling, as well as the second-hand
market of BEVs
3. suggested to management that it
would be beneficial to improve
detailed disclosures, as well as
communication of topics related
to its electrification strategy

Outcomes
In response to ongoing engagement
efforts, ours and those of other
investors, as well as Toyota’s forwardlooking management, it has significantly
improved its electrification ambitions
and targets. The company’s aggregate
commitment to the electrification of
its product line is up approximately
35% from its previous plans two
years ago. In doing so, Toyota will
be in the top three automobile
companies globally with its plan for full
electrification by 2030. Toyota’s updated
electrification strategy includes the
following commitments:

− T
 oyota and Lexus are aiming to
achieve global sales of 3.5 million
BEVs per year by 2030
− Toyota will expand its total number
of electrified models to around 70
by 2025
− Lexus aims to realise a full line-up
of BEVs in all vehicle segments by
2030 and to have BEVs account for
100% of its vehicle sales in Europe,
North America, and China, totalling
1 million units globally. Also, Lexus
aims for BEVs to make up 100% of its
global vehicle sales in 2035
− Toyota will invest ¥ 8 trillion
($70 billion) in carbon-neutral
vehicles. This includes ¥ 4 trillion
($35 billion) in BEV-related R&D
as well as capital investment in
battery development
− Toyota will aim to install fast charging
stations in all dealers in Japan by 2025

35%

increase in its electrification
ambitions and targets
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The company has also accelerated and
improved disclosure and communication
of details, resulting in the publication of
Toyota’s Views on Climate Public Policies 2021
and a detailed briefing on Toyota’s BEV
strategies in December 2021.

100%

Lexus vehicle sales
to be BEVs by 2035

Ongoing engagement
The Toyota group remains a complex
structure. While the company
acknowledges the complexity of group
company relationships, progress on
untangling parts of the group remains slow.
We acknowledge the benefits of group
relationships from an operating perspective,
but capital efficiency could be improved
by selectively reducing cross-shareholdings
or buying-in some group companies.

We applaud the appointment of James
Kuffner as Board member and Chief
Digital Officer, although continue to
believe that more independent directors
could be beneficial.
As part of our ongoing dialogue with
Toyota, we will continue our engagement
activities around corporate governance
and monitor progress on its electrification
commitments and ambitions.

$70 billion
invested in carbon
neutral vehicles

2025

the year Toyota aims to have
fast charging stations in all
dealers in Japan
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ENGAGEMENT

continued

CASE STUDY

Siemens
Siemens AG has been going
through a major transformation,
creating autonomous subsidiaries
with decentralised independent
management and separate stock
market listings. While this has improved
the governance of the businesses and
made it easier for investors and ESG
rating agencies to assess the individual
business opportunities and risks,
it has highlighted inconsistent ESG
performance across the group.
The greatest divergence in ESG
performance and ratings, can be
found between Siemens AG and
Siemens Healthineers, which is
where we have focused our initial
engagement activities. We have been
communicating with the investor
relations and ESG teams at Siemens
Healthineers to understand the
fundamentals underpinning the
differences, with the aim of identifying
mistakes and misunderstandings
due to a lack of disclosure, and
genuine underperformance.

Accelerating digital
transformation in healthcare
Siemens Healthineers
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Our dialogue is ongoing and
constructive. Siemens Healthineers
recognises that it is still early in its life
as an independent entity, improving its
ESG credentials is a journey, and it is still
learning. We welcome the proactive
approach it is taking to understand the
needs of investors and rating agencies
by carrying out a survey in December
2021. The results are expected in midFebruary 2022 and will feed into our
ongoing discussions with the company.
This year, we will be stepping up our
engagement with both Siemens
AG and Siemens Healthineers to
encourage improvements in strategy,
management, and objectives. We have
provided feedback regarding Siemens
Healthineers’ sustainability disclosure
and greenhouse gas emission reduction
targets, which we think could be more
ambitious. Going forward we aim to
participate in ESG events at Siemens AG
group companies, raise issues at meetings
when appropriate and request meetings
with management, at which specific ESG
topics can be addressed, along with other
financial and operational factors.

We also continue to work with
MSCI to address inaccuracies in the
underlying data which can taint or
inflate ESG ratings and company
valuations. Our interactions with MSCI
are ongoing as we work toward ironing
out apparent anomalies. We are keen
to ensure that MSCI’s ratings consider
evolving business profiles (as is the case
with Siemens) and that assessments are
made relative to the most appropriate
peer group. ESG performance and
credentials are not just a reflection
of an individual company alone, but also
need to be looked at in the context of
a company’s competitive environment
and customer base.
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CASE STUDY

Engagement across
other asset classes
Fixed income
As fixed income investors, we do not
have the ability to engage during AGMs
for publicly listed companies. We are,
however, meaningful capital providers
to companies reliant on credit markets
for their financing. Our approach to
fundamental research and identifying
key material issues to engage on is in line
with the firm’s approach as described in
Principle 7. Where we see inadequacies
or have queries relating to material ESG
and sustainability issues, we ensure we
raise these during company calls with
the CEO/CFO and in writing, usually
with the investor relations team, until
we are reassured that the risks are
managed properly.

Multi-asset strategies
Our multi-asset team benefits from
all engagement activities undertaken
by the equities and fixed income teams.
Additionally, where we identify an
issue with management in alternatives
or a real estate investment, which we
feel is to the detriment of the best
interests of shareholders financially
or otherwise, we will engage directly
with portfolio companies.
In the first instance, we will voice our
concerns to both the company’s broker
and management. Should the issue
persist, we start informal conversations
with the board before formally writing
to the board if the issues are not resolved.
We engage with other shareholders
on the issues where appropriate and
often initiate conversations to voice
our concerns.
With regards to collective investment
vehicles, we delegate engagement and
escalation. Engagement and escalation
policies and records are key to our
fund selection process, as are their
ESG and sustainability approaches,
where appropriate.

Adani Ports
Following a new issue roadshow,
we decided to invest in two bonds
issued by Adani Ports and Special
Economic Zone Limited (ADSEZ), the
largest commercial ports operator
in India by volume, with terminals
accounting for around one-fourth
of all cargo movement in the
country. Our fundamental research,
sector analysis and review of the
issuer’s fundamentals all indicated
good environmental, social and
governance performance.
As bond holders we maintained
ongoing monitoring and participated
in another roadshow for a bond issue
of a direct subsidiary of ADSEZ –
Mumbai Port, the flagship port of the
company. During this meeting, Mumbai
Port disclosed an ongoing litigation case
regarding environmental concerns,
specifically over damage of mangroves
and levelling of sand dunes during
the construction.

While this litigation was limited to
Mumbai Port, and unlikely to lead
to a substantial financial penalty that
could threaten the core investment
thesis, it raised questions over the
environmental values of the issuer and
we decided not to participate in the
Mumbai Ports new bond issue.
As a result of what we learned, and
further research by the investment
team, we decided to follow up with
the ADSEZ investor relations team
to voice our concerns as well as
raise specific questions around their
environmental policies and executive
remuneration. We did not hear back
from their team, despite following up
on several occasions. The failure to
respond to our questions in a timely
fashion was unsatisfactory from our
perspective, and raised concerns over
the issuer’s corporate governance
framework and how seriously they take
their environmental commitments.
Consequently, we opted to divest from
the issuer in May 2021.

CASE STUDY

Hubbell Inc.
A good example of effective
stewardship activities that have
been undertaken on our behalf by
an asset manager is the addressing
of diversity issues with Hubbell
Inc. Initially, the asset manager
raised concerns regarding a lack of
diversity within the workforce as
well as senior management with
Hubbell’s management.

We expect all our third-party funds
to actively monitor their investments
and escalate appropriately in line with
their engagement process.

Next, they initiated discussions with
the company’s board on the benefits
of diversity and, finally, they provided
potential solutions as to how to
diversify the workforce and its board of
directors. As a result of their proactive
engagement and escalation, aimed at
multiple stakeholders within Hubble,
the company did diversify its board and
relayed to the asset manager that their
engagement had been instrumental in
driving this positive change.

Engagement and escalation
policies and records are key
to our fund selection process.
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ENGAGEMENT

continued

CASE STUDY

Rio Tinto
Within our Waverton UK Equity Fund
we are active investors in Rio Tinto
and have been for some time but
implemented a Hold recommendation
internally for most of 2021 due to
significant ESG issues concerning
the company and end-demand/
pricing pressures.
While environmental concerns have
been prominent risks for natural
resources companies for many years,
recently investors have focussed
on the social impacts of mining on
communities, land use and biodiversity.
Our engagement with Rio Tinto in
2021 focused specifically on new
community and heritage controversies
as well as legacy issues which have
not been resolved and could carry
unquantified liabilities.
We have not been impressed by
historic disclosure, or governance by
former management. Our initial

48

engagement aimed to address greater
transparency around the risks and
liabilities faced by Rio Tinto, as well as
to gain insight into how it is working
to mitigate concerns and prevent
recurring controversies.
Our good relationship with the
investor relations team at Rio Tinto
made this our first port of call for our
engagement activity and we raised our
concerns on one of our regular small
group calls.
It is evident from these calls that new
management is making progress and
improving its ESG strategy to enhance
Rio Tinto’s credentials in this area,
which is encouraging. However, ESG
policies, processes and measurement
are not comprehensive. The board has
not yet linked directors’ performance
appraisal and renumeration to ESG
performance KPIs: something we
would consider crucial for fundamental
corporate governance reform and
behavioural change.

We also note that the composition
of the Sustainability Committee has
not changed materially despite recent
controversies. We believe Rio Tinto
and its shareholders would be better
served if the Sustainability Committee
had greater representation from
outside the mining, oil and gas industry,
and its Chair did not have such close
historic links to mining, which we are
encouraging them to change.
We are currently awaiting the
annual report before assessing 2021
progress. Irrespective of Rio Tinto’s
achievements, particularly in relation
to the above, we will continue to
push for positive progress on ESG
issues. If required, we will request
additional 1:1 calls in future to address
our concerns, as well as vote at AGMs
to encourage improvement and
facilitate change.
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Principle 10

COLLABORATION

Collaborative engagement
We are open to collaborating with other
investors to encourage positive change.
Membership of various industry forums
enables us to participate in discussions
and topics collectively, and our
attendance at company investor days,
industry conferences and group company
meetings, also provides a useful avenue
for collective engagement to challenge
investee companies on strategies and
business practices that may impact
shareholder value.
We review all opportunities for
collaboration carefully, taking into
account alignment with our investment
approach, holdings, key material
issues and engagement styles that are
complementary to our own. Being a
relatively small investor, we are mindful
of our limited time and resources
and want to ensure we can make
a difference when contributing to
collaborative initiatives.

Independent Investment
Management Initiative
We are active members of the
Independent Investment Management
Initiative (IIMI), a membership body and
think tank representing independent
owner-manager investment firms.
One of our Board members and one
member of Manco are on the Board of
IIMI, and we support the organisation
where we can with office space and
hosting of webinars and meetings.
We have contributed to thought
leadership pieces and ESG articles,
most recently in relation to ESG
regulation. Members of our investment
team also attend events and webinars
hosted by IIMI, particularly in relation
to stewardship and ESG topics
and discussions.

We are keen to represent the boutique
investment firm perspective on
stewardship activities, and joined a
roundtable discussion with PRI hosted
by IIMI last year to discuss the issues
faced by smaller investment managers
in completing the 2020 PRI submission.
With so many conversations around
stewardship, sustainability and ESG being
led by the largest asset managers, with
the resources to support investment
approaches that are often different to
our own, we feel that it is important
to provide the perspective of smaller
investment firms.

Charity Investors Group
The Charity Investors Group (CIG)
was formed in 1996 with the aim of
promoting good governance in, and
understanding of, charity investment.
The CIG is led by a management
committee of ten, with charities and fund
managers equally represented. We are
active contributors to the group and
our Head of Charities is a member of
the board.
During 2021, the most significant
engagement came from the group’s
collaborative efforts to give active
feedback to the Charity Commission
around responsible investment guidance.
Eager to advance the responsible
investment agenda for charities, CIG
provided specific feedback requesting
further clarification around the duties
and good practice that apply to decisions
about a charity’s financial investments, in
the context of a responsible investment
approach for charities. All feedback is
currently under review by the Charity
Commission and we look forward to
learning more about their guidance to
charities in 2022.

Expanding our collaborative
engagement
In 2021, we looked to increase our
collaborative engagements and have
signed up to ClimateAction100+ and
CDP. These two initiatives focus on
standard setting and transparency
around corporate disclosures on
environmental impact, the necessary
building blocks to better and more
comparable assessment of a company’s
performance, an objective we
firmly support.

As a signatory of ClimateAction100+,
we are now part of a collaborative
engagement group for Toyota
Motor Corporation, representing
the only European investor.
CDP is running two collaborative campaigns
in 2022, one to encourage more companies
to disclose their environmental impact and
another aimed at getting companies to set
1.5°C science-based emissions reduction
targets, both of which we are looking
to support.
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ESCALATION

Escalation policy
As long-term investors we aim to build
constructive relationships with the
companies we invest in. The investment
team undertakes detailed fundamental
analysis prior to making a new investment
and we aim to meet and engage with the
company at least once prior to making
the final decision.
Where we identify concerns with
investee companies, we aim to discuss
these with our contacts at the company
and will escalate our views through
their senior management when
required. The investment team uses
its discretion, based on its knowledge
and understanding of the company to
determine the need for intervention on
a case-by-case basis.
In those instances where an unforeseen
event could materially undermine our
original investment thesis and the longterm creation of shareholder value, we
look to raise these concerns directly
with the company. Companies will be
exposed to industry-specific risks which
our materiality framework seeks to
highlight, as well as company-specific
and/or systemic risks. Any of these
has the potential to represent a thesis
break, whereby a company’s long-term
ability to grow free cash flow could be
meaningfully impaired.
We do not maintain a specific complyor-sell policy for engagement issues
and while we are firm believers in the
benefits of active management, we are
not activist investors. We prefer to
engage with companies, strive to have
the ear of top management and to air
and exchange views. We acknowledge
there needs to be a reasonable period
of transition, during which we monitor
progress on an ongoing basis. In the
event we identify an issue that we believe
permanently undermines the basis of
our original investment thesis, we will
sell our shareholding.
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Escalation across
other asset classes
Fixed income
We use engagement as our first method
for escalation should the need arise.
Where our engagement efforts have
not been able to achieve the desired
impact and changes, the primary method
of escalation for a bond investor is
divestment. In line with the broader
approach within the investment team,
we will review the impact of the issues
on the investment case and whether
there is a thesis break. Depending on
the outcome of our evaluation, we either
choose to accept that the risk is priced
into the valuation, or we divest if we
believe the risk materially impedes the
investment case.

Multi-asset strategies
In line with the other asset classes,
we escalate through engagement in
the first instance, targeting more senior
management as the escalation process
evolves. Divestment is our ultimate
recourse should we feel there is a
thesis break and/or the response to our
engagement efforts have not mitigated
our concerns.
The escalation process in relation to
third-party funds is delegated to external
managers. In line with our own approach,
however, we expect all our engagementspecific funds to actively monitor their
investments and escalate appropriately
as per their engagement process.

We monitor our fund managers
escalations via ongoing reviews, ad
hoc discussions, and regular reporting.
We expect all asset managers to escalate
governance concerns via their agreed
investment processes. This includes
ensuring our asset managers directly
engage with their portfolio companies
(and escalate where appropriate), meet
with management on relevant issues,
and file shareholder resolutions which
promote sustainability and stewardship.
It should be noted we have a higher
threshold of escalation and engagement
for ESG-specific funds. For these
funds, we expect detailed engagement
processes to be in place as well as
effective client reporting such as annual
engagement reports, so that we can
monitor and challenge their actions.
Specifically, we expect these asset
managers to vote on issues ranging from
board structures through to executive
compensation, and undertake collaborative
engagements with other investors to
help encourage progress and expand
their reach.
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Principle
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Principle 12

EXERCISING RIGHTS AND RESPONSIBILITIES

Exercising voting rights
In recognition of our size and the
number of bespoke portfolios we
run for clients across our business
channels, we vote on our 100 largest
direct equity positions and all holdings
owned within the Waverton equity
funds. This accounts for 87% of total
equity AUM.
We partner with Glass Lewis, a leading
independent voting advisory service
provider, using proxy voting where we
feel there is an opportunity to enhance
or protect shareholder value. An integral
part of this relates to helping influence
corporate behaviours in a way that will
contribute to positive environmental and
societal impacts.
The responsibility for voting decisions sits
with those members of our investment
team who undertake the fundamental
analysis, and build and maintain the
relationship with investee companies
around the world. This is an essential
part of a genuinely integrated approach
to ESG. An advantage of our largely
direct and high conviction approach
is that, unlike a passive and/or funded
investment solutions, it enables us to
have a more detailed understanding of
each company, to clearly identify risks
and opportunities, and monitor each
holding on an ongoing basis.

Voting policy
We firmly believe that a company’s
governance standards are usually
indicative of its management of
other issues, including those that are
environmental and social in nature.
Accordingly, we place significant
emphasis on promoting transparency,
better disclosure of relevant risk
factors, robust governance structures,
responsible allocation of capital,
alignment of management incentives
and management engagement
with shareholders.
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As a rule, our proxy voting policy is
aligned with Glass Lewis recommendations
(figure 7). We review these on a case-bycase basis when voting events occur,
paying particular attention to
recommendations that are against
management or relate to contentious
issues (For or Against) on which we
may have strong views. This has
resulted in voting actions that are
contrary to the recommendation.

We review voting
recommendations on a caseby-case basis, paying particular
attention to recommendations
that are against management
or relate to contentious issues.
Voting against proposals
All the charts opposite illustrate the
distribution of proposals where we have
voted Against, be it Against management,
Against shareholder proposals, or Against
the Glass Lewis recommendation.
It is important to note the distribution
of proposal proponent between
management (75%) and shareholders
(25%) in figure 6, and that most
shareholder proposals are opposed
by management. A vote Against a
shareholder proposal, therefore, is a
vote For management and vice versa
(figure 7).
The majority of resolutions we voted
Against in 2021 concern governance
issues (figures 6 and 8) which
corresponds with our view that high and/
or improving governance standards are
the prerequisite to good management
of other issues, both financial and nonfinancial. It is interesting to note (figure
6) that the largest number of these
governance votes related to our Asian
(including Japanese) company holdings
(48%) where standards still fall well
below those in North America and
Western Europe (including UK).

The majority of social issues were
shareholder proposals for US companies,
whereby voting was split between For
(40%) and Against (60%).
Environmental issues are growing
in importance and many more
environmental proposals were
put forward by management and
shareholders in 2021, although the
overall number remains relatively small.
As illustrated by the Unilever case study
on page 54, these have become more
contentious due to the inconsistency
in how they are drafted and what
information is disclosed. We, along
with Glass Lewis and other investors,
are learning how best to respond
to these new types of resolutions as
recommendations and actions continue
to evolve. Our voting was split almost
equally between For and Against, but
with some regional variation. Notably,
there were no environmental proposals
for any of our Asian holdings.
View our full voting records in 2021.
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Figure 6

Figure 7
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Figure 9
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EXERCISING RIGHTS AND RESPONSIBILITIES

continued

CASE STUDY

Unilever
For several years, shareholders have
proposed AGM resolutions regarding
climate change strategies and in 2021
Unilever was one of the first European
corporates to ask shareholders to
ratify its environmental strategy.
Publishing environmental plans and
putting them to the vote is a way for
management to have them formally
recognised and appreciated by
shareholders and regulators, as well
as showing they are serious about
climate change and are taking action.
We believe this should be encouraged
by investors.
In April 2021, Unilever proposed an
advisory vote on its Climate Transition
Action Plan for the May 2021 AGM.
Glass Lewis recommended voting
against the company based on several
concerns including:
− r esponsibilities of management
for strategy and delegation of its
fiduciary duties to shareholders
− potential undermining of
shareholders’ legal rights and means
of future legal recourse
− how this might affect future
engagement with shareholders
regarding climate change and
other topics

While we appreciated the new
and unknown legal ramifications
of voting For, rather than Against
or abstaining, our view was that
these risks were hypothetical and
supporting management’s actions on
climate change was more important.
We viewed the probability of
taking legal action against Unilever
as small, and any risks to our rights
as shareholders or impact on
engagement, was outweighed by
the positive benefits that should
accrue from supporting Unilever
management’s environmental strategy.
We therefore engaged with Glass
Lewis to challenge the logic of its
position and learnt that we were
not alone in raising these issues.
Consistent with our decision to vote
in favour of a similar advisory proposal
by Nestlé on its Climate Road Map, we
issued an instruction to vote For the
management proposal.
In the meantime, it became apparent
that Unilever was responding to
investor concerns and on 14 April
2021, published further information
about the proposal. This additional
information and clarification allayed
fears concerning a number of the
initial concerns raised by Glass Lewis.
Consequently, it reversed its voting
recommendation in favour of support
for the proposal.
In this instance, our position was
vindicated and illustrates how
engagement with Glass Lewis (and de
facto with Unilever) contributed to
and influenced a positive outcome.
Unilever had responded with
additional and better communication
and received support for its climate
action plans (97.4% For).
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We therefore engaged with
Glass Lewis to challenge the
logic of its position and learnt
that we were not alone in
raising these issues.
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Retail emissions count for

10%

of Unilever’s value chain
GHG footprint

Unilever owns a fleet of over

3 million

point-of-sale freezer cabinets
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EXERCISING RIGHTS AND RESPONSIBILITIES

Exercising influence across
other asset classes
Fixed income
There are several ways our fixed
income team exercise their rights and
responsibilities as capital providers.
Firstly, pre-issuance engagement is
usually part of our fundamental research
process. These engagements typically
consist of 1:1 or small group meetings
and provide an opportunity to raise
questions and have detailed discussions
on a broad range of issues, including
those related to specific ESG matters.
Secondly, when the opportunity arises,
we cast our vote on corporate actions
from our bond holdings. These may vary
from administrative to ESG-related but
we always cast our vote.

continued

Lastly, ongoing monitoring of our
investments may give rise to queries,
ESG or otherwise, which we will raise
with the investor relations team or
directly with management as and
when appropriate.

Multi-asset strategies
Due to its unique position between
private and public markets, our multiasset team is able to provide advice
as to best practice and management
of shareholder expectations in public
markets. Where appropriate, we also
provide guidance to companies looking
to IPO to advocate good corporate
governance standards and best practice.

We expect all our third-party funds to
meet our voting standards, including
voting on relevant stewardship issues.
Additionally, publishing and/or providing
information on how the fund managers
have voted is essential. We require full
transparency around their processes to
allow us to monitor them and ensure
their actions are in line with their, and
our, investment approach.

Regarding third-party funds exercising
rights and responsibilities on our behalf,
we review a fund’s policy and explicitly
consider this as part of our selection
process, and we monitor activity on
an ongoing basis.

CASE STUDY

VPC Specialty Lending
Investments
VPC Specialty Lending Investments
PLC (VSL) provides asset-backed
lending solutions to emerging and
established businesses with the goal
of building long-term, sustainable
income generation.
VSL focuses on providing capital to
vital segments of the economy which,
for regulatory and structural reasons,
are underserved by the traditional
banking industry. Among others,
these segments include small business
lending, working capital products,
consumer finance and real estate.
VSL offers shareholders access to a
diversified portfolio of opportunistic
credit investments originated by
non-bank lenders with a focus on the
rapidly developing technology-enabled
lending sector.
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Through rigorous due diligence and
credit monitoring, VSL generates
stable income with significant downside
protection. The company is managed
by an established private capital
manager headquartered in the US
but with a global presence.
While we saw real value in what the
business was trying to accomplish,
we had some concerns that led us to
engage with management on topics
that included:
− V
 SL trading at a material discount
to fair value
− an upcoming continuation vote
that ought to drive share price
performance towards net asset
value, but having reviewed
continuation vote proposals from
the board, we did not consider
these in the best interests
of shareholders

Given our good relationship with
management, we initiated a call with
the Chair of VSL to voice our concerns,
followed by a formal letter setting
out our considerations. We voted
Against continuation as well as in
favour of the removal of a member
of the board, who was advocating for
the continuation.
Unfortunately, the vote passed so we
requested another call with the Chair
where we addressed the corporate
governance issues we identified as well
as the removal of the board member.
Having spoken with the Board on
several occasions, we were not
persuaded corporate governance was
improving materially, or at a meaningful
pace. We therefore sold our position.

Investment insight and commentary
We publish regular and ad hoc commentary on the markets
which are available via email or in print

Why Invest? Podcast
Our award-winning podcast, Why Invest? hosted by Portfolio
Manager, Douglas Barnett is also available via all major platforms
including Apple Podcasts and Spotify and on our website

Subscribe to receive updates online
Stay up to date with our latest news and insights, register to
receive email alerts via www.waverton.co.uk/media-centre/insights

Follow us on LinkedIn
We publish all our news and updates on social media – follow us on
www.linkedin.com/company/waverton-investment-management

Contact us
For further information:
T: +44 (0) 20 7484 7484
E: enquiries@waverton.co.uk
Waverton Investment Management Limited
16 Babmaes Street
London SW1Y 6AH

The views and opinions expressed are the views of Waverton Investment Management Limited and are subject to change based on
market and other conditions. The information provided does not constitute investment advice and it should not be relied on as such.
It should not be considered a solicitation to buy or an offer to sell a security. All material(s) have been obtained from sources believed
to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy of, nor liability
for, decisions based on such information.
Issued by Waverton Investment Management. Registered Office: 16 Babmaes Street, London, SW1Y 6AH.
Authorised and Regulated by the Financial Conduct Authority. Registered in England No 2042285.
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