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The information contained in this presentation is distributed for informational purposes only and should not be considered invest-
ment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been 
obtained from sources believed to be reliable, but not guaranteed. The information contained in this presentation is accurate as of the 
date submitted, but is subject to change. Any performance information referenced in this presentation represents past performance 
and is not indicative of future returns. Any projections, targets or estimates in this presentation are forward-looking statements and 
are based on Epoch’s research, analysis and assumptions made by Epoch. There can be no assurances that such projections, targets or 
estimates will occur and the actual results may be materially different. Other events that were not taken into account in formulating 
such projections, targets or estimates may occur and may significantly affect the returns or performance of any accounts and/or funds 
managed by Epoch. To the extent this presentation contains information about specific companies or securities, including whether they 
are profitable or not, they are being provided as a means of illustrating our investment thesis. Past references to specific companies or 
securities are not a complete list of securities selected for clients and not all securities selected for clients in the past year were profitable. 
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Epoch has a long tradition of investing with the purpose of providing solutions for our clients. In recent 
years we noted that many were beginning to explore incorporating ESG considerations into their invest-
ment approach. Hence, to further help our clients, Epoch has allocated resources to facilitate the incor-
poration of E, S & G considerations into our analysis of companies. In addition, signing the PRI is clear 
evidence of Epoch’s commitment to responsible investing.

— Philipp Hensler, President and COO

Central to my investment beliefs is the view that sustainable companies will be able to generate positive 
cash flow from operations over the longer term. Good governance practices provide the framework for 
this through the provision of appropriate strategic direction and policy setting. In addition, it is the ef-
fective allocation of free cash flow over time that drives long-term value creation for shareholders. To be 
successful, capital allocation requires astute management and oversight by boards.

We welcome more recent enhancements to transparency and reporting on environmental and social 
considerations. There is substantial evidence that considering ESG factors in research processes enhance 
the prospects of achieving attractive risk-adjusted performance over the long term.

— William Priest, CEO and Co-CIO

What ESG Means for Epoch

Sustainable Investing Report 2019
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Source: Epoch and SSGA, “Understanding & Comparing ESG Terminology: A Practical Framework for Identifying the ESG Strategy That Is Right for You,” September 2017.

Exclusionary Screening

Positive Screening

Active Ownership/Stewardship

Impact Investing

ESG Integration 

The Epoch Approach

Exclusions based on nonalignment with global 
standards or investors’ moral values. Moral or ethical values

Bias toward: 
• “Best-in-class” companies on ESG measures 
• Companies with strong ESG momentum
• Companies solving specific ESG themes

Overweight “doing good”

Voting company shares and engaging with 
companies on certain ESG issues to potentially 
effect change in behavior or company practices 
and policies.

 Influence company strategy for 
value creation
Growth of passive

Targets a measurable positive social and/or 
environmental impact. Investments are generally 
target specific.

Philanthropic

Incorporates ESG data, alongside traditional 
financial analysis, into the securities selection 
process. 

Mitigate ESG risks
Regulation
Millennials

ESG integration/stewardship
Mitigate ESG risks
 Identify ESG growth opportunities

Investment Approach Key Considerations

FIGURE 2:  A Framework for Comparing ESG Strategies 

Message from the Head of Sustainable Investment

Welcome to the inaugural edition of Epoch’s annual Sustainable Investing Report. Epoch first made a stra-
tegic commitment to sustainable investing based on environmental, social and governance (ESG) in 2015.

I was tasked to develop the foundations for implementing this beginning in 2017. The pathway we devel-
oped is described in the chart below:

STRATEGIC COMMITMENT
• ESG Policy Formalized

20162015

INTEGRATION
• Beliefs and Principles
• Framework Developed
• UN PRI

IMPLEMENTATION (2)
• Engagement
• Stewardship

IMPLEMENTATION (1)
• Data
• Criteria

2017 2018 2019 2020

ESTABLISHING FOUNDATIONS
• Expert Knowledge Gained
• Review of Key Considerations

FIGURE 1:  Epoch’s ESG Timeline

This report will highlight several of the activities we undertook in the past 12 months and point to some 
of the priorities we have established for 2020. 

ESG means different things to different people. For some it is about excluding certain sectors or companies, 
and for others it is more aligned to “doing good.” The table below describes a range of approaches:

Richard Watt
Managing Director, 
Head of Sustainable 
Investment
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For Epoch, our primary mission is to deliver superior risk-adjusted returns to our clients. Our research 
process identifies the material financial and nonfinancial factors that drive companies’ cash flows, and 
we seek to understand the allocation of free cash flows that determines value creation for stockholders. 
Hence, we believe it is essential that we always continue to expand our investment scope to ensure that 
we include the right factors in our security selection and portfolio construction processes. 

Historically, our focus was on governance frameworks to ensure appropriate policies are in place to guide 
the operation of the business. Throughout 2019, we have been developing other insights around environ-
mental factors, focusing especially on carbon intensity risks. Later in the report, we describe our work on 
evaluating data sources as well as providing case studies on analyses.

The main areas are described below:

Governance, or “G,” considerations have 
historically been a focus of our investing 
approach. We believe the enhancements 
to transparency and reporting on these 
as well as “E” and “S” considerations are 
helpful in broadening the investment 
research lens. We reviewed a number of 
these and have focused on developing 
our understanding of potential climate 
risks and opportunities in the near term. 
Our plan is to develop other consider-
ations to help broaden our understanding 
of both potential risks and opportunities 
for the companies we invest in.

There is a broad range of criteria and considerations that fall under the umbrella of ESG, so one of the 
early challenges was to identify which among these were relevant to our client needs, truly material to 
our investing beliefs and practical to implement. After considerable research, we decided we should focus 
first on climate issues and progressively roll out other factors over time. 

Engagement with company management and voting shares on behalf of clients is the true test of whether 
a firm is serious about ESG or is merely “greenwashing.” Epoch decided to focus on climate issues partly 
due to the heightened sense of awareness globally, as well as the ability to measure emissions. We felt we 
could use this both to better understand overall portfolio characteristics, as well as prompt engagement 
with companies. This work will be enhanced over time as ESG is progressively rolled out across the general 
research processes.

Elsewhere in the report, we provide examples of engagement, as well as the results of a study we under-
took with companies we invest in based on a range of key engagement issues.

Epoch’s investing leadership and legal and compliance teams also reviewed and updated our ESG policies. 
In addition, we reevaluated our relationship with our proxy advisor ISS. This will remain an area of focus 
for the firm in 2020.

In summary, 2019 has been a busy year for Epoch’s ESG efforts, with a series of major initiatives. We 
have worked to develop ESG processes that align with our investing beliefs, identify data sources and 
industry partners to advance our work, and to update our ESG policies. Our engagement with companies 
was also a large step forward. 

We are committed to further developing our work to help our clients in 2020.

ESG Considerations

“E” Criteria:

• Climate change — GHG and water intensity
• Circular economy — Waste management

“S” Criteria:

• Regulatory risk — data protection and privacy
• Talent matters — Employee attraction and retention

“G” Criteria:

• Governance Structure — Board independence
• Alignment — Incentivization
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PRI: Implementing the Principles of Responsible Investing at Epoch
Epoch became a signatory to the PRI in September 2018� The PRI provides a wealth of research and insights, 
as well as a platform for collaboration on a range of relevant issues through conferences, webinars and 
other avenues�

Principle 1 Principle 2 Principle 3

We will incorporate ESG issues 
into investment analysis and 
decision-making processes�

We will be active owners and 
incorporate ESG issues into  
our ownership policies  
and practices�

We will seek appropriate 
disclosure on ESG issues by the 
entities in which we invest�

We decided that greenhouse gas (GHG) 
emissions should be an initial focus of 
our research given client interest in the 
issue� Beginning in 2018, Epoch evaluated 
several ESG data providers and determined 
that two data providers would meet our 
needs in the medium term� One is a 
well-known provider of company-related 
ESG research, while the other is a more 
specialized provider of environmental 
data� We aim to continue to deepen our 
understanding of the many capabilities 
that these two firms can provide. 
Meanwhile, as our ESG program at Epoch 
grows, we may add further providers to 
the roster� 

We used these data sources to evaluate 
several of our portfolios, and we engaged 
with a core group of companies to discuss 
climate-related issues in particular� Please 
see the “Case Studies” and “Utilities 
Spotlight” sections for more information 
on this work�

We also introduced several academics and 
research groups specializing in ESG issues 
to the firm’s investing leadership and 
analysts throughout the year� The goal is 
to further understand how to incorporate 
such specialized research into Epoch’s 
investment framework� We are in the 
process of formalizing a plan to develop 
ESG training at Epoch� 

In 2015, Epoch developed a formal ESG 
policy and initiated a subscription with 
a major ESG data provider� Following a 
period of practical experience, we revised 
the policy again this year to reflect the 
enhancements made to deepen the 
integration of ESG considerations in our 
investing processes�

Epoch also decided to review its proxy 
voting arrangements� We conducted 
interviews with proxy advisors and others, 
and we reconstituted our Proxy Voting 
Group under the leadership of the head of 
sustainable investing�

Epoch has a research-intensive approach 
to investing, meeting with companies on 
a frequent basis across global markets� As 
part of the engagement component of the 
integration plan, we spoke with numerous 
companies, primarily to understand their 
approach to climate change� Improving 
corporate disclosure was a major theme in 
our conversations, buttressed by the spread 
of the Task Force on Climate-Related 
Financial Disclosures (TCFD) framework�

Epoch also designed a questionnaire 
that covered a range of items including 
governance, human capital management 
and cybersecurity� We will use the results 
of this questionnaire to better understand 
companies’ policies on such issues 
and also provide the basis for future 
engagement� See “Questionnaire” section�
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Principle 4 Principle 5 Principle 6

We will promote acceptance 
and implementation of 
the principles within the 
investment industry�

We will work together to 
enhance our effectiveness in 
implementing the principles�

We will each report on our 
activities and progress toward 
implementing the principles�

Epoch revised its website to promote 
ESG investing, and we attended 
multiple conferences throughout the 
year, including those sponsored by 
academic institutions, NGOs, the PRI and 
specialized research groups�

We also wrote multiple posts on social 
media to call attention to various aspects 
of responsible investing�

As part of our program, we joined CDP and 
Ceres to benefit from collaboration and 
research to help us implement 
responsible investing�

As noted, we also were frequent attendees 
at conferences, which allowed us to 
interact with fellow professionals in the 
responsible investment arena, providing 
greater opportunity for education 
and collaboration�

Epoch completed its first PRI reporting 
cycle in 2019 and we look forward to 
reporting again in 2020�

We are also in the process of developing 
and enhancing client reporting materials�

The PRI is an investor initiative in partnership with UNEP Finance Initiative and UN Global Compact�
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Evaluation of ESG Data Providers
Epoch began an evaluation of ESG data providers in the 
middle of 2018. In Q2 2019, we created a short list of 
suitable data providers and entered trial subscriptions 
with eight vendors. These providers broadly fell into 
three buckets:

1.  Raw ESG data providers furnishing quantifiable infor-
mation on areas such as GHG emissions, water use 
and board diversity

2.  Full-service ESG rating providers, generally offering 
longer company write-ups to explain their ratings

3.  News sources providing real-time updates on events 
affecting companies, either through curated research 
or using AI to capture news flow

At the end of a six-week trial period, we determined that 
the firm’s needs would be best met by data providers 
from the first two categories. We opted to continue our 
relationship with MSCI, one of the most established full-
service ESG data providers, while beginning a subscription 
with S&P Trucost, a firm with particular expertise in envi-
ronmental data. 

We continue to deepen our understanding of the many 
capabilities that these two firms can provide. Meanwhile, 
as our ESG program at Epoch grows, we may add further 
providers to the roster. We also intend to assess how vari-
ous standards, such as those promulgated by SASB, align 
with the databases we use, and how this may shape our 
ESG analysis. 

As we evaluated various data providers, four findings 
were particularly notable:

1.  ESG providers are becoming increasingly sophisti-
cated in terms of linking data to financial materiality, 
a key outcome for integrating ESG analysis into 
investment processes.

2.  ESG providers are developing AI-based tools that 
can process a broader set of information than tradi-
tional approaches.

3.  The ESG marketplace is consolidating rapidly with 
larger firms acquiring complementary organizations. 
In fact, as we completed our survey of the ESG data 
landscape, MSCI acquired Carbon Delta, one of the 
other companies on our eight-firm short list. We are 
optimistic about what this means for the quality of 
ESG data for investors in the future. 

4.  Data is the foundation of an integrated ESG invest-
ment process, but it is merely the first step in any 
analysis. Carrying out rigorous research requires the 
application of judgment to this data as well as con-
suming numerous other rich sources of information. 

Utilities Sector Engagement
An important part of Epoch’s 2019 ESG program centered 
on assessing the carbon footprint of our portfolios and en-
gaging with key carbon contributors. Our utility company 
holdings were a major focus of this year’s efforts. Electric-
ity and heat production account for roughly 31% of global 
emissions (Source: C2ES), so decarbonizing these process-
es is an important step to limiting global temperature rise. 
For investors, this presents both transition risk 
and opportunity. 

Epoch engaged with eight utility companies, primarily to 
ensure these holdings were implementing policies con-
sistent with a 2-degree or below scenario while planning 
future cash flow allocation accordingly. There are several 
complexities with this task. First, companies use a wide 
array of scenarios to evaluate if they are on a 2-degree tra-
jectory. A crucial part of each engagement, therefore, was 
probing the assumptions of the scenarios. For example, 
some companies are still using the Obama-era (and now 
defunct) Clean Power Plan as a stringent carbon regula-
tion case. We have argued that future regulation could be 
meaningfully stricter than the Clean Power Plan and have 
encouraged companies to plan for such an outcome. 

In addition, a 2-degree scenario involves looking to 2050 
and beyond. While utility companies are well-versed in 
long-range planning through the Integrated Resource 
Planning process, investors require a roadmap of interim 
goals to assess if companies are making progress on these 
distant goals. A central part of Epoch’s ongoing engage-
ment with the utility sector will therefore be monitoring 
companies’ progress on these targets. 

Below, we summarize some points that were reinforced 
through the 2019 engagement season:

Natural gas and nuclear energy are controversial, but are 
likely needed in the medium term. Virtually every compa-
ny continues to see a large role for natural gas and nuclear 
energy in the generation mix for the next 20–30 years. 
Until the costs of electricity storage fall further, noninter-
mittent low-carbon resources will be needed, which is a 
strong argument for maintaining the existing nuclear fleet. 
New natural gas plants are, to us, somewhat more contro-
versial given their potential to produce carbon emissions 
well into the 2040–2050 timeframe. Nevertheless, it is 
notable that companies believe they will have the option 
of using carbon capture and storage (CCS) with natural 
gas in the future. 

More transmission is necessary to connect renewable 
resources with load centers. Several companies pointed 
to their poor renewable resources as a reason to rely on 
natural gas in the future. This, however, is a legacy of 
the balkanized electricity grids that have developed over 
time. We will continue to encourage our utility holdings to 
explore transmission as a component of decarbonization. 
(As an aside, we highly recommend Russell Gold’s “Super-
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on the basis of historic data. Finally, there are likely to be 
clear winners and potential losers in this process, which 
presents opportunities for active managers. For Epoch’s 
view on the investment landscape for utilities, please 
see our Spotlight piece featuring Managing Director and 
Senior Research Analyst Michael Jin. 

power” for more insight into the difficulties of building 
large-scale infrastructure in the U.S. today.)

Growth opportunities abound for utility companies, 
requiring a new culture of innovation. Utility companies 
have historically been conservative organizations, under-
standably prioritizing service reliability in an environment 
of declining electricity consumption. This, however, is 
changing, as we enter the world of “Three Ds” for the 
electric power industry, namely one that is decentralized, 
decarbonized and digital. In particular, vehicle electrifica-
tion has the potential to spur meaningful load growth. To 
thrive in this new era, utility companies must prioritize in-
novation. We have noticed an uptick in utility companies 
experimenting with corporate VC consortia, but we are 
keen to learn which companies are succeeding in spread-
ing a culture of innovation through the organization. 

Utility Company Case Study
For the second year running, we had the opportunity to 
host a major Midwest utility company at our office as 
part of our engagement. Three points stood out from 
our meeting. First, despite a relatively poor renewable 
resource position, the company is investing heavily in re-
newable generation that offers attractive unlevered IRRs. 
This shows that even in locations that seem unintuitive for 
a renewables revolution, clean energy is becoming eco-
nomic — and increasingly, a low-cost option. Second, we 
debated the company’s decarbonization goals. The com-
pany has a goal to reduce its carbon emissions by 80% by 
2050. We observed that several of their Midwestern utility 
peers had released ambitious commitments to be net zero 
by 2050 or thereabouts. The company noted that peers 
were unanimous that getting to 80% decarbonization was 
feasible given current technology, but that getting from 
80% to 100% would require significant leaps. We believe 
this is a reasonable point, preferring companies to articu-
late achievable goals. Finally, the weather specifics of the 
company’s service territory highlighted some challenges 
of integrating renewables into the grid. A mini “polar 
vortex” in the company’s geography resulted in nearly 
6 GW of wind being forced offline to prevent damage to 
turbines. The company used this anecdote to explain their 
reliance on natural gas in the medium term. We believe 
that some circumstances may warrant the continued use 
of fossil fuels, though we equally expect companies to 
make strides in reliably integrating renewables, even in 
challenging weather. 

Conclusion
Our engagement with utility companies highlighted 
several issues for investors. Utilities will continue to play 
a critical role in our economy but will simultaneously 
face pressure to align their businesses with a 2-degree or 
1.5-degree scenario. That said, it is important for investors 
to understand the future trajectory of companies’ 
emissions rather than naively screening out companies 
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Annual Questionnaire
Epoch is an active asset manager with a long-term per-
spective on investing. Accordingly, Epoch believes that 
engaging with companies on ESG matters enhances our 
investing processes. As a signatory to the PRI, we take 
our responsibilities seriously. For example, Principle 2 
of the PRI commits a signatory to “be active owners and 
incorporate ESG issues into [their] ownership policies 
and practices.” Principle 3 further commits a signatory to 

“seek appropriate disclosure on ESG issues by the entities 
in which [they] invest.”

As a central part of our engagement efforts, we surveyed 
the firm’s top holdings to gain greater insight into their 
ESG practices and intentions. We achieved a 25% response 
rate to our questionnaire, well ahead of typical surveys, 
which speaks to the level of focus companies are de-
voting to ESG. Companies were extremely clear on the 
importance of sustainability and cybersecurity to their 
businesses. However, we believe that companies will con-
tinue to add rigor and resources to their efforts, including 
expanding the use of third-party assurance. Best practices 
appear to still be evolving, with some companies assert-
ing that specific board committees are needed to tackle 
issues, while others believe existing committees are more 
appropriate venues for ESG issue discussion.

The breakdown of the respondents was as follows: 

GICS Sector

Carbon-Intensive (Energy, Industrials, 
Materials, Utilities)
Others (Communication Services, 
Consumer Discretionary, Consumer 
Staples, Financials, Health Care, 
Information Technology, Real Estate)

23.9%

76.1%

Respondents by Market Cap

Less than $50b
$50b - $250b
More than $250b

34.8%

45.7%

19.6%

Region of Domicile

U.S./Canada
Asia-Pacific
Europe
Rest of world

43.5%

10.9%

43.5%

2.2%
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of any given company to allow such a high number of 
board commitments and we intend to review this further. 

Question 4
Does the board have a policy to refresh directors after 
a certain period of tenure?

Responses on board refreshment were mixed. A signifi-
cant number of companies had age-related restrictions 
(usually between 70–72 years) rather than excluding 
directors by length of tenure. 

Question 5
Does the board receive regular reports from manage-
ment on sustainability?

Virtually all companies indicated that management was 
reporting to the Board on sustainability issues. Among 
those that responded “no”, some portion conveyed that 
such information is conveyed to the board on an infor-
mal basis. While our survey cannot capture the depth of 
sustainability reporting, it is positive that most companies 
recognize the importance of keeping boards apprised of 
sustainability issues. 

Question 6
Is there a board committee focused on sustainability?

Respondents were mixed as to the need for a specific 
board committee focused on sustainability. Those who 
responded “no” to the question indicated that the re-
sponsibility for sustainability issues was spread across 
various committees.

Question 7
Are business activities in alignment with the 
2-degree scenario outlined in the Paris Agreement?

Survey Questions

Question 1
Does the board have a policy to separate the roles of 
Chairman and CEO?

Respondents were perfectly split as to whether they have 
a policy to separate the chairman and CEO roles. None-
theless, many companies indicated that despite lacking a 
formal policy, they separated these roles in practice.

Epoch believes these roles should be split and we intend 
to follow up with the companies who responded nega-
tively to encourage them to consider implementing this 
and to better understand why such a practice is not in 
place currently.

Question 2
Does the board have specific diversity targets for  
its directors?

Relatively few companies had specific diversity targets 
for its board of directors. Strong responses indicated that 
companies were thinking about diversity in terms of age, 
gender, geographical origin, and educational and profes-
sional background. 

We aim to follow up on this by creating stronger metrics 
by which to assess the diversity of boards and senior 
management, and the extent to which diversity generates 
greater organizational effectiveness.

Question 3
Does the board have a policy on maximum outside 
commitments for directors?

A majority of respondents indicated restrictions on out-
side commitments for directors. However, we noted that 
some of these were general expectations for directors 
to have sufficient time to commit to board duties, rather 
than specific numerical limits. Even where companies had 
limits, some seemed high, capping board directorships at 
four or five. 

Given the highly competitive nature of today’s business 
landscape, we do not believe that it is in the best interests 

91% 9%
Yes No

57% 43%
Yes No

67% 33%
Yes No

50% 50%
Yes No

37% 63%
Yes No

63% 37%
Yes No

48% 52%
Yes No



12 Sustainable Investing Report 2019

Question 11
Are you currently or considering reporting along 
TCFD guidelines?

An impressive number of companies indicated that they 
are currently using the TCFD guidelines or plan to in the 
future. This high number is no doubt bolstered by CDP’s 
decision to align its reporting framework with the TCFD. 

In many respects, this represents a successful standardiza-
tion of reporting and we intend to encourage adoption 
across all companies. 

Question 12
Do you use an independent third party to audit your 
climate-related reporting?

It is positive that a large proportion of respondents use 
an independent third party to audit their climate-related 
reporting. We expect that this trend will continue for the 
business community as a whole, although our sample of 
respondents may not be under pressure in this respect, 
given their relatively small climate impact. 

Question 13
Is there a board committee focused on cybersecurity?

Respondents were evenly split on the need for a specific 
board committee focused on cyber security. As with sus-
tainability, many respondents believed that cybersecurity 
was better addressed by another committee or by the full 
Board given its importance. 

Cybersecurity is an important consideration for all com-
panies. We have seen examples of attacks across multiple 
sectors including consumer, financial and utilities, for 
example, and thus we intend to pursue this area in our 
further engagement.

Question 14
Does the board use an independent third-party 
expert to assess cyber risks?

We were surprised to discover that most respondents 
believe their business activities are in alignment with a 
2-degree world. Impressively, many of them had com-
mitted to rigorous frameworks such as science-based 
targets. However, we also note that most of the survey 
respondents are in service businesses that tend to pro-
duce few emissions. 

We also note that companies’ perceptions of their align-
ment with a 2-degree scenario depend greatly on what 
assumptions are used, and we intend to follow up here  
to better understand how this very complex issue is be-
ing addressed.

Question 8
Do you use an internal carbon price in capital expen-
diture planning?

Given the service-oriented business of the respondents, it 
was unsurprising that few used an internal carbon price in 
capex planning. 

Question 9
Is there a specific climate-focused committee of 
the board?

Similar to the responses to question 6, we found that 
many respondents felt that climate concerns were best 
addressed through a larger committee. 

Question 10
Is there a climate-related compensation policy  
for management?

While relatively few companies had climate-related com-
pensation policies for management, we expect this trend 
to grow. 

Although climate change may not be the most material 
factor for all the respondents, we believe that linking 
executive compensation to ESG targets is one of the stron-
gest indicators of a company’s commitment to ESG issues 
and we intend to pursue this in future engagement. 

76% 24%
Yes No

22% 78%
Yes No

30% 70%
Yes No

22% 78%
Yes No

61% 39%
Yes No

52% 48%
Yes No
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Most companies currently rely on internal teams to inform 
the board on cybersecurity risks.

Given the increasing importance of cyber risks for firms, 
we would expect greater resources to be devoted to this 
issue over time, and will encourage companies to do so. 

39% 61%
Yes No

Company Spotlight 2

Company 2 is a U�S� airline, primarily focused on domestic 
travel� Air transport is a material contributor to GHG emissions, 
comprising around 2% of total global emissions� While 
international aviation emissions will be offset after 2020 through 
the CORSIA framework (Carbon Offsetting and Reduction Scheme 
for International Aviation), no such agreement currently exists 
for U�S� domestic aviation emissions� Hence, this company is 
potentially vulnerable if U�S� aviation faces increasing scrutiny 
over its emissions profile. 

In our engagement with the company, we noted that it has a goal 
to reduce aircraft CO2 emissions per revenue ton mile by 17% by 
2020 from a 2009 baseline. Epoch’s view is that a more ambitious 
goal may be needed to align with a 2-degree scenario, and we 
communicated that to management� 

Despite this, Epoch believes the company appears attractive 
relative to competitors through an ESG lens� It has traditionally 
been one of the most fuel-efficient airlines in the U.S., with a 
relatively young fleet, implying a lower burden to comply with 
any future carbon regulation� 

We are also aware that aviation emissions are widely considered 
to be “hard to abate” (i�e�, no technological solutions currently 
exist to reduce aviation emissions at scale)� Hence, the sector may 
receive government support into R&D for emissions reduction 
solutions, while regulation could be less onerous than imposed 
on other sectors� 

Company Spotlight 1

Company 1 is an energy and petrochemicals producer� We were 
interested better understanding the company’s preparedness in 
light of possible risks and potential opportunities related to the 
transition to a less carbon-intensive future�

In its energy operations, the company is involved in both the 
midstream and refining segments. In Epoch’s view, the company 
has pursued a prudent capital allocation policy, focusing on 
midstream and petrochemicals, while de-emphasizing refining. 
Our view is that the refining sector will be adversely affected by 
the increasing availability of electric vehicles� 

Epoch also wanted to understand the implications of IMO 
2020 regulations, which cap the amount of sulfur in marine 
fuel. We verified that the company is well-positioned for this 
transition given its ability to process cheaper heavy crudes into 
IMO-compliant fuel� 

Despite these positives, we believe that further monitoring and 
engagement are appropriate, as the company’s midstream and 
petrochemical assets will not be immune to future climate policy� 
In particular, we believe it to be in shareholders’ best interests for 
future spending on these segments to be tailored to a 2-degree 
world — a scenario the company has yet to produce� 

Therefore, in our future engagement, we will continue to encourage 
the company to direct cash flow in accordance with a 2-degree 
world to remove uncertainty about possible stranded assets� 

Epoch looks forward to continuing its communication with companies through the questionnaire and direct engage-
ment. The following company spotlights highlight engagements with firms outside the utility sector.

Conclusion
Epoch wishes to thank all the companies who took the 
time to respond to this annual survey. We are not activist 
managers and believe that investing for the longer term 
is the best way to create value for our clients. Hence, the 
information gleaned from the survey is invaluable both 
to inform our research process as well as deepen and 
develop our relationship with the companies.
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ESG Discussion Topics

Shareholders or Stakeholders?
The Business Roundtable (BRT) is a powerful industry 
group, comprising more than 180 corporations with greater 
than $7tn in revenue. In August 2019, the BRT caused a stir 
when it published its “Statement on the Purpose of a Cor-
poration” (see full statement below), which made explicit 
a commitment to maximize value for all stakeholders, not 
just shareholders. In fact, in its statement1, shareholders 
ranked last in the list of the five groups of stakeholders 
identified. The fact that the leadership of so many high-
profile companies signed this declaration of intent created 
a significant amount of debate as to their motives as well 
as the potential implications for shareholders.

Some of the debate has become caught up in mudslinging, 
with suggestions that companies are heading off a pos-
sible less business-friendly shift in national politics, rather 
than a genuine commitment to address societal problems. 
Others see it as a potential return to the brand of mana-
gerial capitalism, lacking accountability and dynamism, 
which preceded the Milton Friedman-inspired era that has 
been in place for some 50 years.

At the core of the issue is the question of the purpose of 
the modern firm and the related issue of short-termism. 
There are strong reasons to question practices focusing 
on boosting short-term returns for shareholders rather 
than long-term value. The long-term health of a business 
is dependent upon prudent capital allocation rather than 
near-term benefits. Executives may not be appropriately 
incentivized to position the company for long-term suc-
cess. Furthermore, the company’s decisions have external 
consequences. Executive compensation is likely to face 
continuing scrutiny, especially against the backdrop of 
growing income inequality. Similarly, society will likely 
hold companies accountable for the long-term effects of 
their operations, such as on the environment. 

Central to Epoch’s investment beliefs is the view that 
companies provide sustainable long-term returns to 
shareholders through the combination of good gover-
nance practices, which provide strategic direction and 
policy setting, and astute business management, which 
drives effective capital allocation. Hence, paying atten-
tion to all relevant stakeholders should be a critical input 
into both governance and business management. It is the 
job of active managers to research companies deeply and 
gain conviction that they are allocating their clients’ capi-
tal to businesses where sensible practices exist.  

Ultimately, it is Epoch’s view that the BRT statement is 
a strong signal that many important corporate leaders 
recognize the importance of a long-term perspective 
for sustainable businesses. It is also our view that this is 
simply the application of robust governance and sensible 
management practices. These are the qualities that allow 

companies to generate growth in a difficult operating 
environment. Finally, the statement serves as a useful 
framework for active investors to research companies 
while holding them accountable on behalf of their clients.

The Business Roundtable Statement  
on the Purpose of a Corporation:

1  Source: https://www.businessroundtable.org/business-roundtable-redefines-the-purpose-of-a-corporation-to-promote-an-economy-that-serves-all-americans

Statement on the Purpose of a Corporation (BRT)

Americans deserve an economy that allows each person 
to succeed through hard work and creativity and to lead 
a life of meaning and dignity� We believe the free-mar-
ket system is the best means of generating good jobs, a 
strong and sustainable economy, innovation, a healthy 
environment and economic opportunity for all�

Businesses play a vital role in the economy by creat-
ing jobs, fostering innovation and providing essential 
goods and services� Businesses make and sell con-
sumer products; manufacture equipment and vehicles; 
support the national defense; grow and produce food; 
provide health care; generate and deliver energy; and 
offer financial, communications and other services that 
underpin economic growth�

While each of our individual companies serves its own 
corporate purpose, we share a fundamental commit-
ment to all of our stakeholders� We commit to:

Delivering value to our customers� We will further the 
tradition of American companies leading the way in 
meeting or exceeding customer expectations�

Investing in our employees� This starts with compen-
sating them fairly and providing important benefits. 
It also includes supporting them through training and 
education that help develop new skills for a rapidly 
changing world� We foster diversity and inclusion, 
dignity and respect�

•  Dealing fairly and ethically with our suppliers� We 
are dedicated to serving as good partners to the 
other companies, large and small, that help us meet 
our missions�

•  Supporting the communities in which we work� We 
respect the people in our communities and protect 
the environment by embracing sustainable prac-
tices across our businesses�

•  Generating long-term value for shareholders, who 
provide the capital that allows companies to invest, 
grow and innovate� We are committed to transpar-
ency and effective engagement with shareholders.

Each of our stakeholders is essential� We commit to 
deliver value to all of them, for the future success of our 
companies, our communities and our country�
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Proxy Advisors 
The role of proxy advisors, such as ISS and Glass Lewis, 
has long been the subject of discussion, but in November 
2019, this took on a wholly new dimension following cer-
tain commentary and proposals issued by the SEC. 

To provide some context, Epoch believes that good gov-
ernance practices and responsible corporate behavior can 
contribute to the long-term performance of companies 
by reducing investment risk and ensuring that investor 
capital is used effectively. As an important element of this, 
Epoch takes its proxy voting responsibilities seriously as 
noted in its proxy voting policy:

Epoch maintains proxy voting authority for client accounts, 
unless otherwise instructed by the client. Epoch votes prox-
ies in a manner that it believes is most likely to enhance 
the economic value of the underlying securities held in 
client accounts. Epoch will not respond to proxy solici-
tor requests unless Epoch determines that it is in the best 
interest of clients to do so. 

In light of Epoch’s fiduciary duty to its clients and given 
the complexity of the issues that may be raised in connec-
tion with proxy votes, the firm has retained Institutional 
Shareholder Services (ISS). ISS is an independent advisor 
that specializes in providing a variety of fiduciary-level 
proxy-related services to institutional investment managers. 
The services provided to the firm include in-depth research, 
voting recommendations, vote execution and recordkeeping.

So, what did the SEC vote to change that has caused such 
enhanced level of interest, and what is Epoch’s position 
on the issues?

The SEC voted firstly to alter Rule 14a-8 (sometimes 
called the shareholder proposals rule) and the regulations 
governing proxy voting advice. The proposed changes to 
14a-8 adjust the qualifications for proposal submission 
significantly higher while also increasing the resubmission 
thresholds. Proxy advisory firms would also be required to 
allow companies greater access to reports and grant them 
the right to respond, while classifying recommendations 
as solicitation.

These rulings are subject to a public discussion period, 
slated to end in January 2020. Epoch believes that these 
rulings are not in the interests of shareholders. We have 
supported a PRI initiative urging a rethink by the SEC:

The PRI strongly opposes these changes, which may seri-
ously limit the ability to build support for ESG proposals 
and urges the Commission to preserve the independence 
of proxy voting advice.

The shareholder proposal process is critical to the advance-
ment of ESG integration in the US market and fulfillment 
of the second PRI principle — active ownership. It enables 
investors to engage the companies they own on issues 

such as due diligence, corporate disclosure, research and 
development, and climate change.

It often takes several years for the investor community to 
appreciate the importance of an emerging ESG topic and 
integrate the appropriate response to shareholder propos-
als into their voting decisions. This would have the effect 
of cutting off discussion of emerging issues before inves-
tors have the chance to analyze them and integrate the 
latest thinking into voting behavior.

Requiring proxy advisory firms to allow companies to 
review and comment on voting recommendations before 
investors see them potentially undermines investors’ access 
to independent advice on matters brought to a vote in an-
nual elections.

Epoch reviews the services provided by groups like ISS 
regularly, and we have engaged extensively with both 
ISS and Glass Lewis on the SEC proposals. We are moni-
toring the situation closely and will keep clients apprised 
of developments. 
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Carbon Pricing:  
The Solution to Global Warming?
Scientific data has proven beyond reasonable doubt that 
climate change is real and that the need to mitigate 
greenhouse gas (GHG) emissions is an immediate global 
priority. The IPCC publication “Global Warming of 1.5°C”2 
provided a stark warning:

The report finds that limiting global warming to 1.5°C would 
require “rapid and far-reaching” transitions in land, energy, 
industry, buildings, transport, and cities. Global net human-
caused emissions of carbon dioxide (CO2) would need to fall 
by about 45 percent from 2010 levels by 2030, reaching ‘net 
zero’ around 2050.

This year, a further report entitled “Emissions Gap Report 
2019” by the UNEP 3 concluded:

The summary findings are bleak. Countries collectively failed 
to stop the growth in global GHG emissions, meaning that 
deeper and faster cuts are now required.

The question, therefore, is how to address emissions ef-
fectively and equitably. There is no doubt that a range of 
solutions will be required. Some argue for regulatory so-
lutions and point to the success of the Montreal Protocol 
of 19874, which effectively ended the threat from ozone-
depleting CFC emissions. Another sensible mechanism 
would be to price carbon effectively in a manner that 
disincentivizes emitters while spurring creative solutions 
for carbon reduction. 

It is worth noting there are around 50 carbon pricing 
schemes in effect globally today, with more under consid-
eration. But as emissions continue to rise, skeptics may be 
forgiven for questioning the efficacy of these schemes. So 
what’s missing? Arguably there are two key components:

• The mechanism to secure maximum uptake, and

• The price to be applied 

Applying carbon taxes or fees is highly complex. Part of 
the problem is the design of the mechanism as well as en-
suring equitable outcomes. Here, initiatives like the one 
spearheaded by the Climate Leadership Council 5 seem 
inherently sensible. At the core of its solution is a combi-
nation of a fee levied on carbon emissions (not a “tax”), 
with resulting revenues distributed across society (“help-
ing the less well-off … who will face increased costs”), and 
reduced regulations (“market-based solutions resulting 
in less government”). In addition, the proposal calls for 

border adjustment tariffs to stop a possible free rider is-
sue and encourage a global response. In other words, the 
proposals would seem to offer something for everyone to 
agree with, critical in an increasingly polarized world.

Price signals are the most effective tool for implementa-
tion, but in the case of pricing carbon, the issue is what 
is the right price? Currently, the average global carbon 
price is $2 per ton, with Sweden, for example, at $127 
and Japan at $3 per ton 6. Various studies suggest different 
pricing is required to make an impact. For example, the 
CLC proposes an initial carbon fee commencing at $40 per 
ton and rising progressively thereafter. In an important 
contribution to the debate, however, Robert Litterman 
took a very different view:

We don’t have 10 years to spare. We don’t have three years. 
This should have been done long ago. Carbon pricing is the 
only brake we have, and we’ve got to slam on  
it immediately.7

Litterman, most notably associated with global asset allo-
cation modeling, also served as an economist at the Fed in 
the 1980s. His crucial insight is that climate change pres-
ents the threat of extremely negative tail risk outcomes, 
and that carbon prices should therefore be set to stave off 
those tail risks, rather than pricing for optimal conditions 
in a base climate scenario. As Litterman notes:

We’re not pricing climate risk because of the expected 
outcome … There is tremendous uncertainty about  
the future. 

Hence in his view, carbon pricing should start with much 
higher prices to better ensure the probability of avoiding 
the worst-case scenario, with the potential for prices to 
fall as we gain clarity on the effects of climate change. 

Epoch believes that sensible pricing of carbon emissions 
should be at the core of all efforts to mitigate GHG emis-
sions: the polluter should pay while the most vulnerable 
should be protected. In our engagements with compa-
nies we are keen, among other things, to establish the 
governance frameworks in place as well as carbon price 
modeling processes to better assess if companies are 
prepared for both the risks and opportunities of a rapidly 
decarbonizing world.

2  IPCC. 2018. Found at https://www.ipcc.ch/2018/10/08/summary-for-policymakers-of-ipcc-special-report-on-global-warming-of-1-5c-approved-by-governments/
3  United Nations Environment Programme 2019. Found at https://www.unenvironment.org/resources/emissions-gap-report-2019
4   Montreal Protocol 1987. Found at: https://www.state.gov/key-topics-office-of-environmental-quality-and-transboundary-issues/the-montreal-protocol-on-substances-

that-deplete-the-ozone-layer/
5  Climate Leadership Council. 2019. Found at https://www.clcouncil.org/
6  Clean Technica. 2019 Found at: https://cleantechnica.com/2019/12/03/global-carbon-taxes-are-we-paying-enough/amp/
7   Interview with the Minneapolis Fed, September 17, 2019: “Climate change, the financial crisis, and other high-risk problems.” Found at: https://www.minneapolisfed.org/

article/2019/interview-with-robert-litterman
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CDP, formerly the Carbon Disclosure Project, runs a 
global environmental disclosure system. Company 
reports submitted to CDP are a vital source of ESG 
data, so we joined more than 500 investors who use 
CDP’s disclosure platform. We also found it valuable 
to access CDP’s research deep dives on the oil & gas, 
steel and shipping sectors.

See: https://www�cdp�net/en/info/about-us

Ceres is an organization working with investors, 
companies and policymakers to incorporate sus-
tainability into capital markets. The Ceres Investor 
Network includes over 170 institutional investors, 
managing more than $26 trillion in assets. Ceres also 
plays a critical role in convening Climate Action 100+, 
a collaboration of more than 360 investors with more 
than $34 trillion in assets engaging with the largest 
GHG emitters in the world. We attended the Ceres 
conference and several other Ceres-hosted events in 
addition to consulting with them on various company-
specific questions. 

See: https://www�ceres�org/about-us

Associations

Epoch is a signatory to CDP and a member of the Ceres Investor Network. Our collaboration with responsible inves-
tor groups is an important component of our ESG program. Through these collaborations, we are exposed to new data 
sources, best practices in engagement and a rich ecosystem of information. Industry groups also allow us to amplify our 
voice as shareholders where necessary.




