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Dear clients and friends: It is remarkable to think that we are entering the third year of a global 
pandemic. COVID-19 has upended many of our traditional ways of working, travelling and 
interacting with loved ones, with a string of variants making it a fool’s errand to sound the all-
clear signal. As investors, too, we have been forced to reconsider our notions of which trends 
are secular and which are cyclical. Epoch has been considering a range of questions on this front 
at length over the past 2 years. Has the pandemic provided a secular accelerant to the digital 
economy? How sticky will inflation be? How will fiscal and monetary authorities react to the 
supply-side pressures which will linger from COVID? How will these supply issues interact with 
an increasingly cloudy policy view in China? 

One trend which will certainly outlast the pandemic is the importance of ESG in the investment 
business. As I noted in my introduction to last year’s Sustainable Investing Report, we are 
continuing to learn that we simply cannot ignore long-term risks such as public health or 
environmental sustainability. At some point or another, we are forced as a society to deal with 
the consequences. As stewards of clients’ capital for the long run, it is simply part of our fiduciary 
duty for us to grapple with long-term ESG issues. This is not to say that there is one standard 
approach for all clients. In fact, as an organization with a diverse and global client base, it is 
hardly surprising that our ESG framework will require adjustments for different clients. In our 
minds, however, our clients will be best served if we create a rigorous but nuanced framework 
which we apply transparently. 

To that end, I am incredibly pleased with the progress our Sustainable Investing team has made 
in the past year. They continue to take strides forward in helping our Investment team integrate 
ESG into every strategy at the firm. We also completed 21 engagements with companies. Our 
ESG team, led by Ravi Varghese, pursues an engagement style that relies on deep, fundamental 
research and in-depth conversations with management teams. This approach aligns perfectly 
with Epoch’s aim of being an informed and thoughtful shareholder for the long run. 

One trend we are observing closely is the rise of net zero commitments by nations, companies 
and financial market participants. Since 2021, we have been working on better understanding 
the implications for Epoch and our clients. Our preference continues to be to engage with large 
emitters of greenhouse gases. Many of these companies will remain central parts of the global 
economic system and we believe clients will be best served when we use our shareholder voice 
effectively. We look forward to sharing more in the coming quarters about our approach to 
helping clients thrive in a net zero world.   

We began this ESG journey several years ago to better articulate how we would deliver the 
most value to our clients. I believe we have come a long way in that time and am proud of what 
we have achieved, but also believe we have much further to go. I am excited to see what our 
Sustainable Investing team will deliver in the next 12 months. As always, we welcome your 
questions and feedback.

Message from our CEO

Philipp Hensler
Chief Executive Officer
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Message from our  
Head of Sustainable Investing

Dear clients and friends: I sometimes use the phrase “traditional investment analysis” to describe 
the state of the art before ESG became mainstream. This might give the mistaken impression that 
so-called “traditional” investment analysis was simple. For discretionary public equities investors, 
investment analysis involves the quantitative assessment of businesses but also qualitative 
evaluations of corporate strategy and management quality. It’s no wonder that elements of ESG 
analysis, which require judgments about the vicissitudes of public opinion and an increasingly 
complex regulatory landscape, are seen as making an already complex task close to impossible.

And yet, we must take markets as we find them. In today’s world, an ill-judged tweet can wipe 
out billions of market value in a day. An insufficiently detailed climate strategy could result in 
an activist campaign. The failure to take a toxic workplace culture seriously can lead to high-
performing employees looking for other opportunities. 

These are just some of the scenarios we confront in our ESG work at Epoch as we consider the 
complex landscape facing public companies. Our goal is to integrate ESG into all our firm’s 
strategies. To do that, our Investment team requires data and qualitative judgments about the 
materiality of ESG factors. We are continually reassessing our approach so that our analysts and 
portfolio managers have the information they need without being overwhelmed with noise. 

In that vein, 2021 proved to be another year of growth for ESG at Epoch. Below, we summarize 
some of our main areas of progress from the year. 

2021: Year in Review

Without doubt, the most important step we made last year was in bolstering our team. We were 
delighted to hire Maya McFann as an ESG Analyst working out of our London office. Prior to 
joining Epoch, Maya was a Consultant on PwC’s Sustainability and Climate Change team. Maya 
holds an MSc in Climate Change and Finance from Imperial College London, an integrated 
Masters in Chemical Engineering from the University of Birmingham, and the CFA Certificate in 
ESG Investing. In a short span, Maya has quickly expanded our climate analytics, deftly led many 
of our engagements and elevated our stewardship capabilities. She is also an excellent source of 
British television recommendations, among other things. We’re delighted to have her as part of 
the Epoch team and thank her for authoring major portions of this report. 

With Maya’s arrival, we were able to expand our quarterly carbon analysis to include eight of our 
strategies which account for a significant majority of the firm’s AUM. We are pleased to share our 
carbon footprint data in the “Portfolio Carbon Analysis Summary” section.

The increased range of carbon analysis also allowed us to engage with companies across more of 
Epoch’s strategies. We completed 21 engagements across the firm last year, speaking with a wide 
swathe of companies. We continued our engagement with companies on climate change strategy 
while speaking with new firms, including in the Tobacco sector. Personally, I find engagement one 
of the most enriching parts of our work. Our deep engagement research integrates investment 
analysis and ESG thinking, which sets the foundation for rich conversations with company 
management. Many of these corporate leaders are on a similar journey to asset managers, 
grappling with prioritizing different ESG concerns, finding the appropriate data and then 
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implementing policies to benefit multiple (sometimes conflicting) stakeholders. We also piloted 
a feedback form which allows our analysts to share their thoughts on the effectiveness of each 
engagement. These engagements, after all, are meant to generate useful insights from both the 
ESG and investment perspective. 

We also added another tool to our engagement kit, joining the highly influential Climate Action 
100+ group. This consortium has a very sophisticated approach to climate change, which aligns 
well with our views. We participated in one collaborative engagement and look forward to 
further work with this group. 

Stewardship continues to grow in importance as part of our work. Our Investment team 
evaluates various proxy proposals to use our voice as shareholders. The reality is that it isn’t 
always clear how companies should act, so we encourage vigorous debate when warranted, 
primarily through our Proxy Voting Group. 

The scope of our reporting efforts also continues to increase. We note the increasing complexity 
of frameworks such as the PRI and the UK Stewardship Code, as well as the increasingly detailed 
questions in client DDQs. We welcome the heightened client interest in these topics and are 
constantly searching for better ways to communicate all the ESG progress we have made. On 
that front, we recently updated our firm’s ESG website to better reflect our ESG philosophy 
and framework, while giving interested parties access to our policy documents, reports and 
commentary. Please feel free to peruse the website at www.eipny.com/esg-main, and let us know 
how we can improve it (without inundating you with information). We also launched a quarterly 
report, which you can find at www.eipny.com/esg-main/esg-annual-quarterly-reports to give 
clients a real-time view of our activity and thoughts on the ESG landscape. 

Finally, it is important to continue to sharpen our Investment team’s thinking on ESG matters. 
We invited two external speakers to provide our team with training sessions. Mike Puangmalai, 
a former activist investor, offered our Investment team some guidance on using corporate 
governance information to complement more traditional investment analysis. We were also 
pleased to have author and corporate governance expert Lawrence (Larry) Cunningham to 
speak to our Portfolio Managers about his views on Quality Shareholders, a select group of 
shareholders who provide value to management through their advice and long-term orientation. 
We noted the similarities between Larry’s ideas and our approach to ESG, and are excited to 
have him as a source of wisdom for the firm. We highly recommend Larry’s book on Quality 
Shareholders as well as his writing over the years on Warren Buffett and other corporate titans.

Looking Ahead

Our progress in the last year sets the stage for an equally ambitious program of activity in 2022. 

The first of these is continuing our considerable work on understanding the net zero landscape. 
Since 2019, we have been working with companies to understand how they would operate in a 
net zero world. Last year, we began our own discussions about how best to approach this topic at 
a firmwide level. As always, we aim to act thoughtfully with our clients’ long-term interests at the 
heart of any debate. We look forward to sharing our findings in the coming quarters. 
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On the ESG research front, 2022 will likely be the year when we start to evaluate ESG 
considerations in technology more systematically. Technology companies are the largest 
companies in the world by market cap and have an enormous impact on society. In fact, this 
is a theme Epoch has written about for many years. Acting as engaged shareholders in these 
companies is likely a multi-year project but one which we hope to advance in the next 12 
months. We discussed some of the Social factors influencing the investment outlook for Big Tech 
in a recent podcast. 

Stewardship is going to be an area of continued growth for Epoch in 2022. First, we plan to make 
refinements to our Proxy Voting approach. While discretion will ultimately lie with individual 
Portfolio Managers, we aim to provide further guidance on the vast array of topics which come 
up in proposals. Taking a broader view of stewardship, it has not our escaped our attention that 
this sub-field is becoming ever more complex, particular with the advent of regulation in the EU 
and UK, for example. We aim to evaluate our stewardship program more systematically this year 
to consider how we can best make strides there. 

One area where we hope to spend more time in 2022 is communicating with clients. We 
mentioned above that we launched a quarterly report to share our thoughts on a more frequent 
basis. However, we also hope to get back to writing on a more regular basis about some of the 
most interesting stories in the world of ESG. 

Developing ESG products is also an area where the firm has been spending a significant amount of 
time thinking about the right approach. We hope to have more to say on this in the coming months. 

Finally, our ESG efforts rely on the partnership between the ESG team and the broader 
Investment team. ESG integration only really works if our Investment team can incorporate 
quantitative and qualitative ESG considerations into their analysis. In that vein, one important 
project in the works is to give our Investment team even more detailed feedback on ESG analysis. 
In 2020, we began requiring analysts to prepare an ESG assessment for every name in our 
portfolios. With 18 months of this process under our belt, we are eager to refine it and ensure 
that analysts have the right resources to provide insightful commentary on the ESG opportunities 
and risks facing companies under their coverage. 

Conclusion

As you can likely tell, 2021 was a busy year for our team. We are indebted to our many 
colleagues across the firm who help us work better and who challenge us to be a better team. 
We are also grateful to our clients who have supported Epoch’s ESG work and provided feedback 
as we fine tune our approach. We appreciate the trust you have placed in us. Our ESG work 
has a single ultimate goal – to deliver long-term value to our clients – so we appreciate the 
responsibility this entails. We look forward to speaking with you about our ESG efforts and other 
developments at the firm.

Ravi Varghese
Head of Sustainable Investing
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ESG Strategy

Our Beliefs

Epoch’s ESG strategy is firmly rooted in our belief that the consideration of ESG factors 
complements traditional financial analysis. Our ESG approach is fully aligned with the firm’s 
investment philosophy and integrated into our investment analysis. We recognize that ESG 
practices are rapidly evolving and it is our purpose to help our clients navigate the ESG landscape 
through rigor and nuance.

Central to Epoch’s investment beliefs is the view that sustainable companies will be able to 
generate positive free cash flow from operations over the longer term. We believe ESG issues 
have the potential to affect companies’ cash flows and cost of capital. Therefore, understanding 
the materiality of ESG issues for company valuation is the single most important driver of 
Epoch’s ESG efforts. 

Our approach is centered on two principles:

1. ESG investing offers a complementary lens to traditional views of risk and reward

2.  Modern companies face an increasingly complicated set of stakeholders. We aim to help our 
clients better understand the choices companies face, and to help companies as they consider 
the path ahead. 

Our Focus Issues

ESG is a broad term encompassing a wide range of issues, many of which are material to a 
company’s investment prospects. We highlight several ESG issues which merit particular focus:

Environmental 

We believe that climate change has the potential to affect virtually every company we invest in, 
whether through physical climate risk or transition risk as we shift to a lower-carbon economy. 
Conversely, we believe that the best-placed companies will thrive as a result of this transition. 
We monitor the carbon intensity of our portfolios and engage with the major contributors to 
better understand the climate strategies and the actions they are taking to address climate-
related risks.
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Social 

We believe that social considerations are increasingly important for modern companies. These 
include developing strong human capital management practices and nurturing diverse, equitable 
and inclusive workplaces. It also includes creating ethical supply chains free from human 
rights violations such as modern slavery. We also believe companies have an obligation to use 
their power responsibly, whether through their own corporate activity or their influence on 
policymakers through lobbying.

Governance 

We believe that strong corporate governance drives shareholder value while protecting 
shareholders’ interests. Informed boards lay the foundation for high-performing management 
teams to create positive corporate culture, effectively define strategy and judiciously allocate 
capital to its highest use. In our proxy voting policy and processes, we urge companies to adopt 
corporate governance structures most aligned with the creation of shareholder value.

Our Team

We believe partnering the fundamental investment team with dedicated ESG specialists will 
produce the best outcomes. Thus, Epoch has a dedicated Sustainable Investing team, which sits 
within our larger investment team. Our dedicated ESG specialists allow the firm to maintain 
leading edge knowledge on ESG issues and provide a holistic perspective on best practices and 
areas for improvement across sectors, industries, and countries. This enables them to provide 
objective, unbiased insights and feedback regarding investments made at Epoch.

Nonetheless, every analyst and portfolio manager at the firm must have an understanding 
and appreciation of ESG considerations. Potential investments are evaluated through multiple 
perspectives, including ESG. 

Our Approach 

Our approach to Sustainable Investing covers four core areas: research, engagement, 
stewardship and communication. 
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Research

Our approach combines the bottom-up ESG research led by fundamental analysts with top-
down research led by our Sustainable Investing team. Our Investment team researches and 
analyzes any ESG issue that is material to the potential outcome of our investments. We formally 
document our ESG assessment of all portfolio holdings (the “ESG note”) in our Research 
Management System (RMS) and written investment theses. These comments are flagged to 
members of the Sustainable Investing team, and the lead analyst will engage directly with the 
Sustainable Investing team as needed. ESG notes are reviewed and updated on an annual basis, 
or more frequently when new material information surfaces.

We subscribe to ESG ratings and research providers, MSCI and Sustainalytics, but are primarily 
interested in the ratings research as an input to our own ESG analysis. While we pay attention 
to the ratings, these are merely one factor we take into consideration as part of our research. 
We also draw research from a host of additional sources including industry associations such as 
CDP, PRI and Ceres; sell-side research, which increasingly includes ESG coverage; academia; and 
expert speakers sessions, which we periodically host. Each of these sources provides a different 
angle on ESG issues which our Investment team can draw on.

Engagement

We view engagement as a way to deepen our research of a company’s ESG strategy and 
processes. We also use engagement as an avenue for advocating for desired strategies and 
policies, while serving as a sounding board for corporate management teams who are eager to 
understand best practices. 

Engagement calls/meetings are led by our Sustainable Investing team and are typically attended 
by our fundamental research analysts and/or portfolio managers. Prior to the engagement the 
Sustainable Investing team prepares detailed research to understand a company’s position on 
various ESG issues and outline important questions. Call notes are shared through our RMS. 
Ultimately, Epoch’s analysts and portfolio managers decide on the utility of information gained 
from such engagements and how, if at all, it should impact investing decisions.

Climate change is a focus issue for Epoch, and most of our engagements center on climate 
risk and low-carbon transition planning. We use S&P’s Trucost database to assess the carbon 
exposure of our portfolios on a quarterly basis, and to identify the stocks which are principal 
drivers of portfolio carbon exposure. Across most of our strategies the top 2-3 carbon emitters 
are prioritized for engagement.

For further details on our 2021 Portfolio Carbon Analysis please see the “Portfolio Carbon 
Analysis Summary” section.
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One of our main objectives in meeting with management is to assess the compatibility of 
a company’s strategy with a carbon-constrained world. We aim to gauge management’s 
thoughtfulness, credibility, and commitment to future-proofing the business to align with global 
policy objectives which aim to limit the impact of climate change. We increasingly focus on 
the investment implications of Net Zero by 2050 commitments. Depending on the company, 
our engagement calls/meetings can address other ESG issues such as proxy items, executive 
remuneration practices, plastic waste and diversity and inclusion. 

Epoch’s integrated ESG approach means that engagements are also identified by analysts and 
portfolio managers during the normal course of the investment process. Engagements may 
be triggered by material ESG issues uncovered through the preparation of ESG notes, review 
of proxy statements, or other company specific research. For a summary of our engagement 
activities in 2021, please see the “Engagement Summary” section. 

Stewardship

Our stewardship approach supports our duty as fiduciaries to act in our clients’ best long-term 
interests and provide attractive, risk-adjusted returns. The Sustainable Investing team acts 
as the hub for stewardship activities, including our enhanced proxy voting processes and our 
collaboration with industry partners, such as the PRI, Ceres and Climate Action 100+. 

We view proxy voting as a crucial part of exercising our shareholder rights and our fundamental 
analysts are tasked with making proxy voting recommendations for all of our holdings. We have 
retained Institutional Shareholder Services (“ISS”), an independent adviser that specializes in 
providing a variety of fiduciary-level proxy-related services to institutional investment managers. 
Shareholder and management proposals, including ESG-related proposals, are considered 
carefully. We frequently interact with boards and management teams ahead of proxy season, 
providing us a valuable forum for sharing our views. Our Sustainable Investing team members 
are domain experts on stewardship and ESG, while our fundamental analysts use their deep 
knowledge of individual companies to identify material ESG issues and appropriate voting 
stances. We bring these groups together in forums such as our Proxy Voting Group, which 
includes members of our Sustainable Investing, Compliance, Operations and Investment teams, 
and provides a platform for the investment team to discuss significant proxy proposals and 
voting decisions. The ultimate decision for voting proxies is held with the portfolio manager and 
determined on a case-by-case basis. For our 2021 proxy voting statistics, see the “Proxy Voting 
Summary” section.

Acting as true stewards of our clients’ capital requires anticipating and responding to market-
wide and systemic risks, such as climate change. We believe we can be most effective through 
participating in broader industry initiatives that are aligned with our purpose and investment 
beliefs. We are members/signatories of the PRI, Ceres, CDP and Climate Action 100+ 

For more details on Epoch’s stewardship activities, please see our UK Stewardship Code 2020 
Report, available on our website. 
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Communication

Our ESG efforts have been evolving steadily over the past few years and we have been 
strengthening our communication efforts to help clients better understand our ESG philosophy 
and process. We endeavor to provide transparent and relevant reporting on our ESG activities. 

In Q2 2021 we published our first quarterly ESG Update. Going forward we will use the quarterly 
update as a channel to share our insights on some of the most consequential and/or intriguing 
ESG-related stories of the quarter. The update will also contain an overview of the Sustainable 
Investing team’s latest activities. 

In December 2021, we launched an updated version of our ESG webpage. The site provides an 
overview of our ESG approach and team. It also contains links to our ESG policy documents, 
annual Sustainable Investing reports, quarterly ESG updates, and further ESG insights from our 
Sustainable Investing team.

Client feedback continues to be a major driver in the development of our ESG program, and we 
speak frequently with clients to better understand their ESG goals and needs. ESG topics are an 
increasing focus to clients, prospects and consultants and we saw a roughly 45% year-on-year 
increase in ESG-related queries and requests. The nature and frequency of ESG inquiries is an 
additional source of insight into evolving ESG investing practices and expectations.
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Governance and Risk Management

Management and Board Level Oversight of ESG Initiatives 

Epoch’s governance structure is designed to ensure effective oversight and implementation 
of our ESG initiatives across the organization. Our ESG initiatives are directly overseen by our 
Head of Sustainable Investing, Ravi Varghese. Ravi reports to one of our firm’s co-CIOs, William 
(Bill) Booth. Bill relays any major decisions to the firm’s Equity Leadership Group, comprising 
the firm’s three co-CIOs and our CEO. Epoch’s ESG efforts are ultimately overseen by our CEO, 
Philipp Hensler, ensuring implementation across the organization. 

The firm’s senior leadership oversee our ESG initiatives through several other avenues. Epoch’s 
ESG policy is reviewed by our co-CIOs, Head of Sustainable Investing and Chief Compliance 
Officer on an annual basis. Proposed changes must be approved by our CEO before they can be 
implemented. Our Sustainable Investing team, in conjunction with our Compliance & Operations 
team, prepare and review our proxy voting policies and processes, Modern Slavery Statement, 
PRI Response and UK Stewardship Code report on an annual basis. We also have a separate 
Proxy Voting Group to evaluate proxy-specific issues. The group is made up of our Head of 
Sustainable Investing, co-CIO, Head of Risk Management, Compliance & Operations teams, as 
well as members of our Investment team

Our CEO reports on the firm’s ESG activities to the Epoch Board of Directors on a quarterly 
basis. The Board, along with various internal committees and groups, is responsible for 
overseeing Epoch’s management, business affairs and major policy decisions. Given that Epoch 
is a subsidiary of TD Bank, this is an important governance mechanism for communicating 
information, including on ESG topics, to senior executives at TD Bank.

Risk Management

Our integrated ESG approach provides the structure through which our investment teams 
identify, assess and manage ESG risks in our portfolios. 

Portfolio managers and analysts are responsible for evaluating ESG risks and opportunities 
which are material to investment outcomes. Their analysis is formally documented in an ESG 
note produced for all portfolio companies and updated annually. The ESG notes are shared in our 
Research Management System (RMS) and written investment theses. Comments are flagged to 
our dedicated Sustainable Investing team and the lead analyst will engage directly with Epoch’s 
ESG specialists as needed. 
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Our dedicated Sustainable Investing team maintains leading edge knowledge on ESG issues and 
provides the broader investing team with a holistic perspective on best practices and areas for 
improvement across sectors, industries, and countries. The Sustainable Investing team provides 
objective, unbiased insights and feedback regarding investments made at Epoch.

As part of our focus on climate change and energy transition risk, we monitor portfolio carbon 
exposure through our quarterly carbon analysis. Portfolio carbon results are reviewed by our 
portfolio managers and the Sustainable Investing team typically engages with the top 2-3 carbon 
emitters on climate risk.

Our Compliance department plays a key role in assuring adherence to Epoch’s ESG policy. The 
department periodically reviews the research database as part of its compliance testing program 
to confirm that all securities in our portfolios have received an ESG note. The department also 
monitors the evolving regulatory environment pertaining to ESG and climate-related disclosures 
in the jurisdictions where we operate, to ensure Epoch’s continued compliance Additionally, our 
external compliance consultant ACA regularly reviews Epoch’s ESG policy and the Compliance 
department’s role in ensuring that the policy objectives are met. 

We take a collaborative approach to ESG risk management across the firm. This, combined with 
the use of external data providers, aims to provide multiple layers of risk management with 
regards to ESG.
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Portfolio Carbon Analysis Summary

We began our quarterly portfolio carbon analysis in 2019, initially covering three portfolios and 
expanding to nine by 2021. This year, for the first time, we have published the results in our 
Sustainable Investing Annual Report. Table 1 shows a snapshot of the carbon footprints of these 
strategies as of December 31st 2021. 

Climate change is a focus issue for Epoch, and we monitor portfolio and company carbon 
footprints as carbon emissions can be thought of as a proxy for climate transition risk. High-
emitting companies will likely be more exposed to carbon regulations, and their business models 
may need to undergo significant transformation to be compatible with a low-carbon economy. 

The key metrics we use to measure portfolio carbon footprint are carbon emissions per U.S. $m 
invested (carbon-to-value C/V) and Weighted Average Carbon Intensity (WACI), which provide 
complementary insights. Both metrics enable portfolios of different sizes to be compared. 

•  C/V of the portfolio gives an indication of the carbon intensity of the money 
invested. At the individual stock level, it gives an indication of the emissions we “own” as 
shareholders.

     C/V = [ ∑ ( Proportion of company owned x Company’s absolute carbon emissions) ] / 
Portfolio value

•  WACI gives an indication of the portfolio’s exposure to carbon intensive companies. It 
is a popular metric because it can be used across asset classes as its calculation does not 
require market cap or enterprise value.

          WACI = ∑ [ Weight of company in portfolio x (Company’s absolute carbon emissions / 
Company’s total revenues) ]
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Our analysis finds that, as of December 31st 2021, 8 out of 9 strategies have carbon footprints 
lower or substantially lower than their benchmark. In all of our strategies, a small number of 
companies contribute disproportionately to the portfolio’s carbon footprint. These are generally 
companies from carbon intensive sectors such as utilities, energy, and materials. 

Global Equity Shareholder Yield is the only strategy that is more carbon-intensive than its 
benchmark on both C/V and WACI measures. This is driven by the strategy’s higher allocation to 
the Utilities sector. For context, we monitor the carbon footprint of Global Equity Shareholder 
Yield’s alternative benchmark, the MSCI World High Dividend Yield index, which also has a 
higher allocation to Utilities and thus a higher carbon footprint than the MSCI World index. 

Source: S&P Trucost, Epoch Research
*Scope 1: direct or operational emissions (from sources that are owned or controlled by the company). 
**Scope 2: indirect emissions from consumption of purchased electricity, heat or steam. 
Scope 3: all other indirect emissions that occur in a company’s value chain. Currently, we do not track Scope 3 emissions.

Table 1: Strategy Carbon Analysis

Strategy/Benchmark 
As of 12/31/2021

Carbon emissions 
per U.S. $m invested 

(tCOe2/U.S. $ m) 
Scope 1* & 2**

Weighted Average Carbon Intensity 
(tCO2e/U.S. $m sales) 

Scope 1 & 2

Global Equity Shareholder Yield 110.43 305.13

MSCI World Index 65.08 140.72

MSCI World High Dividend Yield Index 105.67 220.69

Global Quality Capital Reinvestment 12.60 45.71

MSCI World Index 65.08 140.72

Global Choice 20.56 146.16

MSCI World Index 65.08 140.72

Non-U.S. Choice 54.16 127.52

MSCI EAFE Index 107.52 131.69

Emerging Markets 247.06 306.07

MSCI Emerging Markets Index 294.70 372.79

U.S. All Cap Value 21.10 58.48

Russell 3000 Value Index 95.49 235.92

U.S. Value 17.04 49.22

Russell 1000 Value Index 85.59 233.10

U.S. SMID Cap Quality Value 53.65 76.60

Russell 2500 Value Index 156.65 251.52

U.S. Small Cap Quality Value 30.13 53.23

Russell 2000 Value Index 150.88 209.96
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Most of the Utilities companies in GESY have announced plans to achieve Net Zero status by 
2050 or earlier. We work with these companies through our engagements to ensure their steady 
progress against these ambitious goals. 

Epoch’s Emerging Markets strategy has significant exposure to carbon intensive sectors and 
geographies. Despite this, the strategy’s emissions are currently lower than its benchmark. We 
note that most EM jurisdictions do not have Net Zero targets, so we analyze these companies in 
a manner that recognizes the different level of climate transition risk. 

We note that Global Choice and Non-U.S. Choice appear much more carbon-intensive when 
measured on the weighted carbon intensity metric. This is somewhat unusual to see, as the C/V 
and WACI metrics tend to be directionally aligned. The WACI metric is sensitive to outliers, and 
in the case of GC and NUSC the relatively high WACI is driven by a small number of companies 
being both carbon-intensive and sizeable holdings. However, using the carbon-to-value method, 
GC and NUSC look less carbon-intensive, because this method recognizes that the portfolio only 

“owns” a small portion of emissions in two very large companies. 

It is important to keep in mind that portfolio carbon analysis results show a snapshot in time. 
The expected trajectory of a company’s emissions profile is also an important factor, and many 
companies are introducing decarbonization measures. Over a third of the world’s 2000 largest 
publicly traded companies have made commitments to Net Zero by 2050 or sooner, including 
many of the carbon-intensive companies held in Epoch strategies. We are formulating an 
approach to net zero, which we hope to discuss further in the coming months.1

Since 2019, our portfolio carbon analysis has enabled us to identify the top carbon emitters 
across our strategies and prioritize these companies for engagement on climate risks and 
opportunities, including net zero commitments. In 2021, we generally engaged with the top 
2-3 emitters across the 8 strategies where we run the carbon analysis. We discuss our 2021 ESG 
engagement activities in further detail in the “Engagement Summary” section.

1. Net Zero Tracker (December 2021) https://zerotracker.net/#companies-table
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Engagement Summary

Engagement is a crucial component of our ESG process. In 2021 we engaged with 20 
companies, listed in Table 2. Most of our engagements are the result of our quarterly carbon 
analysis, which identifies companies which are the main drivers of carbon exposure in selected 
portfolios. Engagements may also be flagged by members of the investment team, such as 
through proxy items.

Typically, these engagements are run as conference calls by the Sustainable Investing team 
and attended by the fundamental analyst covering the stock and/or strategy portfolio manager. 
Prior to the engagement, the Sustainable Investing team prepares in-depth ESG research on the 
company, and share a list of questions with the meeting attendees. Please see the “ESG Strategy” 
section for an overview of our engagement process.

We are happy to provide further details about engagements to clients upon request. Please note 
that we are no longer shareholders in some of the companies listed as of the publication of 
this report. In particular, given the conflict in Ukraine, we wanted to specifically note we are no 
longer shareholders of Severstal. 

Table 2: 2021 ESG Engagement Companies

Company Sector Category

InterContinental Hotels Group Consumer Discretionary ESG Engagement

Walmart de México y Centroamérica Consumer Staples ESG Engagement

British American Tobacco Consumer Staples ESG Engagement

Philip Morris International Consumer Staples ESG Engagement 

Evergy Utilities ESG Engagement

American Electric Power Utilities ESG Engagement

Entergy Utilities ESG Engagement

Enel Utilities ESG Engagement

NextEra Energy Resources Utilities ESG Engagement

Linde Materials ESG Engagement

Berry Materials ESG Engagement

Severstal Materials ESG Engagement

Southwest Airlines Industrials ESG Engagement

Liberty Oilfield Energy ESG Engagement and discussion on proxy items

Viper Energy ESG Engagement

Phillips 66 Energy ESG Engagement

Petrobras Energy ESG Engagement

Diamondback Energy Energy ESG Engagement 

Edenred Information Technology Discussion on proxy items

Phillips 66 Energy
Discussion on proxy items and follow-up  
on ESG Engagement

Duke Energy Utilities Collaborative Engagement with CA100+
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As in previous years, the majority of our ESG engagements have been with Utilities, Energy 
and Materials companies, given their high carbon exposure. Our purpose is to assess the 
compatibility of the company’s strategy with a carbon constrained world. We aim to gauge 
management’s thoughtfulness, credibility, and commitment to future-proofing the business to 
align with global policy objectives, which aim to limit the impact of climate change. Depending 
on the company, our engagements may touch on other ESG issues, such as Diversity, Equity and 
Inclusion initiatives and executive remuneration alignment.

In this chapter, we provide some commentary on our 2021 engagement activities. Our company 
spotlight features Southwest Airlines and the decarbonization of the aviation sector.

Utilities 

Utilities companies typically have the highest carbon intensity of the companies in our portfolios. 
Over the last few years, we have been encouraged to see most of our Utilities holdings make 
commitments to achieve net zero emissions on or before 2050. We recognize that there is no 
one route to achieving net zero emissions and that each utility has different challenges, including 
its pre-existing generation mix, geography, availability of transmission lines, and variations in 
state-level regulation. Our engagement activities in 2021 focus on how utility companies plan to 
navigate the unique challenges and implement net zero plans. 

Evergy, a pure play, vertically integrated electric utility operating in Kansas and Missouri, 
released a net zero by 2045 commitment in early 2021. We initiated engagement with Evergy 
in 2021. Our primary objective this year has been to better understand how their plan to 
achieve their net zero goal and the implications for the existing fleet. Due to the current lack of 
technologically viable options, Evergy modelled their “zero-carbon emitting, firm, dispatchable 
resources (FDR)” using natural gas in their Integrated Resource Plan for regulators. We sought 
clarity on Energy’s view on the leading FDR contenders, confirming that their plan was not to 
rely on natural gas, but explore options including hydrogen, storage/battery component and next 
generation nuclear as the technology matures. 

American Electric Power (AEP), a regulated energy company involved in generation, 
transmission and distribution, primarily in the US South and Midwest, has made rapid progress 
in carbon emissions reductions, lowering their carbon footprint by 74% between 2000 – 2020, 
10 years ahead of schedule. We initiated engagement with AEP in 2019, when we pushed the 
company to be more ambitious with their decarbonization strategy. We were pleased to see AEP 
accelerating their medium-term and long-term decarbonization goals (from 70% to 80% by 2030 
and from 80% to net zero by 2050 respectively). Throughout the course of our engagement AEP 
has significantly enhanced their climate-related disclosures, including publishing a TCFD-aligned 
Climate Impact Analysis. 

NextEra Energy, one of the largest electric power and infrastructure companies in the world, has 
been a leader in developing clean energy assets at scale and has a relatively clean fleet versus 
peers. However, NextEra Energy does not have an absolute emissions reduction target. Rather, 
they have an emissions intensity target which only extends to 2025. We initiated engagement 
with NextEra Energy in 2021, to gain greater clarity on their ESG initiatives, and push them to 
enhance their target both in terms of scope (absolute reductions vs. intensity) and duration (at 
least 2030 35 vs. current 2025).
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Energy

We observed an increasing focus on becoming highly efficient, low-cost operators across a 
spectrum of energy players. We are encouraged to see energy companies focus on eliminating 
Scope 1 & 2 (direct & indirect), particularly through tackling the “low hanging fruit”, such 
as curbing methane emissions and ending routine flaring. We see a Scope 1 & 2 net-zero 
commitment by 2050 or sooner as a feasible next step for many energy companies, and we will 
continue to advocate for this through engagement. 

Scope 3 emissions (product-related emissions) remain the elephant in the room, and we note 
increasing stakeholder interest in this topic. The carbon intensity of oil can be reduced, such as 
through blending it with renewable fuels, but this incremental reduction comes at an additional 
cost. Deploying Carbon Capture and Storage (CCS) or buying offsets can also net out emissions, 
but likewise, it is difficult to absorb the costs elsewhere. We are conscious that fossil fuels have 
a role to play in the energy transition and have written for several years about the important 
stewardship we demonstrate in engaging with these energy incumbents. Oil & gas players are 
pursuing a mix of strategies ranging from divesting dirtier assets to enhancing oil recovery 
through injecting and storing carbon dioxide in used wells. Through our engagements, we seek 
to better understand the strategies and technologies energy companies are deploying to reduce 
the carbon intensity of their products. 

Petrobras, the Brazilian state-owned multinational integrated oil company sees long-term 
competitiveness being reliant on its ability to produce at low costs with less emissions, enabling 
the company to thrive in a scenario of falling oil prices, carbon pricing and possible practices of 
differentiating oil according to its carbon intensity during production. 

Through our engagement, we pushed Petrobras to better explain their refining emissions 
intensity profile and comparability of metrics vs. peers. We also sought more detail on 
Petrobras’s net zero plan for Scope 1 and 2 operated assets, as well as the assumptions 
underpinning their climate scenario analysis. We advocated for Petrobras to increase the rigor of 
its scenario analysis exercise by exploring a more disruptive scenario, such as the IEA’s Net Zero 
by 2050 scenario. We anticipate enhanced climate-related disclosures from Petrobras in their 
updated climate change supplement, expected in early 2022. 

We also pay close attention to Petrobras’ governance structure. We discussed the improvements 
made to Petrobras’s governance structure since the 2014 Operation Car Wash scandal including 
directors and officers now having personal liability, political figures now being prohibited by 
law from being on the Petrobras board and the hiring of a new independent governance and 
compliance officer. Through aligning Petrobras’s governance structures more closely with global 
peers, we believe that shareholder interests are better protected. 

Diamondback Energy, a US mid-cap independent oil & gas firm and leading low-cost operator, 
is on track to achieving significant GHG emissions intensity reductions in line with its targets. 
Through our engagement, we sought clarity on Diamondback’s “Net Zero Now” commitment for 
direct emissions, which relies on voluntary carbon offsets. We discussed the challenges of using 
offsets as a long-term strategy. As technology develops, the company’s intention is to reduce 
its reliance on offsets to maintain its Net Zero now commitment. We will continue to monitor 
Diamondback’s progress on reducing — rather than offsetting — emissions.
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We also discussed the company’s rating by third-party data providers such as MSCI ESG. We did 
not think the company’s efforts were being rewarded by the third-party ratings firms, and this 
appears to be the result of a lag in the rating firms’ reporting cycles. This was another instance 
supporting our belief that third-party ESG ratings are useful data points but no substitute for 
deep engagement with the companies directly. 

Phillips 66, a multinational diversified energy manufacturing and logistics company, established 
emissions intensity reduction targets covering both manufacturing and product-related 
emissions (Scopes 1, 2 and 3). The targets were released after a shareholder proposal requesting 
the company set and report on greenhouse gas emissions targets was approved in the 2021 
proxy vote. Epoch supported this shareholder proposal. 

We spoke to Phillips 66 to gain more clarity on the projected trend for absolute emissions. We 
shared our view that best practice in carbon emissions disclosures incorporates monitoring and 
target setting for both absolute and intensity metrics, and encouraged Phillips 66 to disclose 
more information on their absolute emissions profile.

Materials 

We see Materials companies being impacted by the energy transition and other environmental 
trends in two key ways. First, they face increasing pressure to decarbonize operations, and 
second, they face changing product demand arising from the shift to a lower-carbon economy. 
Through our engagements, we aim to assess the implications of both.

Linde, the world’s largest industrial gas company, projects that the use of hydrogen as a zero-
emissions fuel could quadruple its hydrogen-related revenues in the long-term. Today, Linde’s 
manufacturing processes are carbon-intensive, with gray hydrogen (hydrogen generated from 
natural gas) dominant in their product mix. Since initiating engagement with Linde in 2019, we 
have pushed them for more clarity on their plan to participate in growth markets arising from 
the energy transition, as well as probing their strategy to decarbonize their own operations. 
We are pleased to see that, throughout this period, Linde have improved their climate-related 
disclosures, providing more detail on how they are positioning the business for the hydrogen 
opportunity, and working with customers, partners and governments to commercialize the 
production of low-carbon blue and green hydrogen. We will continue to monitor the energy 
transition opportunity and Linde’s progress towards decarbonization. Notably, the company does 
not have a net zero emissions goal and this will be a focus topic in our future discussions. 

Severstal, a Russian steel manufacturer, generates high GHG emissions during the 
manufacturing process. Despite Russia’s mixed messaging on climate policy, Severstal has 
established carbon intensity reduction targets for steel production and is exploring ways to reach 
carbon neutrality in the long-term. This is a positive as the company is still exposed to transition 
risk outside Russia. The EU’s Carbon Border Adjustment Mechanism (CBAM), which aims to 
reduce carbon leakage from steel (and other materials) from 2026, could negatively impact 
Severstal’s cash flows if the company’s emissions are not brought more in line with its European 
peers. There is a wide range in market estimates of the CBAM’s impact on Severstal’s EBITDA 
and cash flow. Through our engagement, we sought the company’s view on the key uncertainties 
driving the disparity among various estimates, as well as how Severstal are estimating the 
potential impact themselves. We encouraged the company to disclose more on the measures 
they are taking to mitigate carbon price risk. 
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While our engagement with Severstal was triggered through its high carbon intensity, we found 
cause to discuss the company’s executive remuneration disclosures. Severstal produces an 
aggregated compensation disclosure for Senior Managers, Executive Officers and Directors, a 
divergence from best practice which makes it challenging to assess how well compensation 
packages are aligned with shareholder interests. We encouraged the company to disaggregate 
compensation disclosures and provide more detail on how the Severstal Long-Term Incentive 
Program (LTIP) applies to key individuals.

Berry, a US-based plastic packaging manufacturer, has set a Science Based Target (SBT) to 2025 
for manufacturing.2 It is also working with supply chain partners to tackle plastic waste and 
foster growth of the “circular economy”. These are material goals given that Berry’s customers 
are setting ambitious plastic recycling and decarbonization target. Through our engagement, we 
sought greater insight into Berry’s actions to ensure it can continue to meet evolving customer 
demand. We discussed carbon and cost trade-offs between mechanically recycled virgin plastics, 
and the potential use of regulation to make circular economy practices more cost competitive. 
As this was our first engagement with Berry, our objective was to develop our understanding of 
the key sustainability issues in the plastics industry. We will continue to monitor Berry’s progress 
towards its 2025 SBT and aim to learn more about its future decarbonization ambitions and its 
recycling partnerships. 

Tobacco 

Moving beyond carbon, we initiated engagements in 2021 with some of our tobacco 
holdings, namely British American Tobacco and Philip Morris International. We consider Social 
considerations to be the dominant ESG factor for these companies. We do not shy away from 
the ethical complexity of the industry, and acknowledge the harm to public health from tobacco 
consumption. We seek to align ourselves with current best practice in public policy on tobacco 
and health and understand how companies differ from established consensus. Our discussions 
focused on how British American Tobacco and Philip Morris International are reducing the 
health impact of their products, marketing reduced risk and traditional products responsibly, and 
helping customers to switch to reduced risk products. We intend to continue these engagements, 
adjusting our approach as we refine our views on engaged ownership in the Tobacco sector.

Collaborative engagements

Individual engagements (i.e. direct engagements between Epoch and the engagement company) 
play a crucial role in our engagement activities. Individual engagements enable us to prioritize 
the engagement topics which are most relevant to our research and investment thesis. They 
also provide an opportunity for us to develop strong bilateral relationships with companies, an 
important component of ensuring successful engagement outcomes.

Nonetheless, we are developing other tools in our suite of options. Collaborative engagements 
grow as investors seek to use their collective voice to influence companies. We see several 
benefits to participating in these engagements. Collaborating with other investors on topics 
of systemic importance, such as climate change, increases our level of influence and ability 
to instigate change, provides greater insight into investor views on ESG matters, and gives us 
access to a wider breadth of management.

2. Targets are considered ‘science-based’ if they are in line with what the latest climate science deems necessary to meet the goals of 
the Paris Agreement – limiting global warming to well-below 2°C above pre-industrial levels and pursuing efforts to limit warming to 
1.5°C. https://sciencebasedtargets.org/how-it-works 
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In 2021 we joined Climate Action 100+ (CA100+), an investor-led initiative to ensure the world’s 
largest corporate GHG emitters take necessary action on climate change. The initiative has more 
than 615 investor signatories, responsible for over $60 trillion in AUM. Signatories, including 
Epoch, are engaging companies on improving climate change governance, cutting emissions and 
strengthening climate-related financial disclosures. 

Epoch joined the CA100+ engagement with Duke Energy for our first collaborative engagement. 
Epoch has engaged with Duke Energy about climate change on an individual basis since 2019. In 
fact, Duke’s climate journey was the subject of a case study in our 2020 Sustainable Investing 
report. During this time the company has greatly increased its decarbonization efforts, including 
releasing a net zero target. Naturally, we acknowledge that sustained engagement by multiple 
investors contributed to this success. The next phase for Epoch in the Duke Energy engagement, 
will be to continue to monitor the company’s execution of its net zero plan and advocate 
for alignment of the company’s practices to the “three asks” of the CA100+ agenda. First, to 
implement a strong governance framework which clearly articulates the board’s accountability 
and oversight of climate change risk. Second, to take action to reduce greenhouse gas emissions 
across the value chain, consistent with the Paris Agreement. Third, to provide enhanced corporate 
disclosures in line with the Task Force on Climate-related Financial Disclosures (TCFD) and other 
sector-specific frameworks. We note that Duke’s disclosed plans for new natural gas generation 
capacity continue to draw scrutiny. Given Epoch’s intense focus on companies with strong capital 
allocation, it is no surprise that we too will evaluate the stranded asset risk at Duke.
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Company Spotlight: Southwest Airlines
Southwest Airlines is a major passenger airline and the largest domestic carrier in the US. The 
company is known for its plucky corporate culture, focus on cost discipline, and ability to 
profitably charge competitively low fares. Southwest remained profitable for 47 consecutive 
years through to 2019, prior to the COVID-19 pandemic. The company’s strategic plan focuses on 
restoring its post-pandemic route network, winning more customers and modernizing operations, 
all while minimizing the company’s carbon footprint and aiming to achieve net zero emissions 
by 2050. In this company spotlight, we explore Southwest’s net zero ambition in the broader 
context of decarbonizing the aviation industry.

Industry context

Aviation produces about 2% of global man-made carbon emissions, with an even more significant 
global warming impact than headline emissions figures might suggest. The altitude at which 
jet fuel is burned, and the additional greenhouse effect created by contrails, mean that aviation 
contributes to ~3.5% of global warming.

While the pandemic was the worst economic crisis in aviation’s history, the long-term outlook for 
air transport passenger traffic remains on an upward trajectory. The International Air Transport 
Association (IATA) forecasts a 5-fold increase in air transport passenger volumes by 2050 (figure 
1). As the world continues to develop, air travel will increase with it. Currently only 10% of people 
globally and 50% of people in the US fly on an annual basis. Clearly, this suggests the industry 
has substantial runway for growth.

In early 2020, our Head of Sustainable Investing, Ravi Varghese, wrote a piece on how aviation’s 
response to COVID-19 should not derail its long-term strategy for climate change. Aviation 
emissions are notoriously hard to abate and will come under increasing scrutiny as carbon-
intensive sectors such as power, heavy industry and road transport decarbonize. By 2050, aviation 
emissions could contribute 22% of the global total, 10x the industry’s relative contribution today, 
even without factoring in a heightened warming effect due to altitude and contrails.

Maya McFann
Senior Associate, 
ESG Analyst 

Figure 1: Forecasted Evolution of Air  
Transport Traffic

Figure 2: Net Zero - Aviation Carbon Emissions 
to be Abated by 2050

Source: IATA, https://www.iata.org/contentassets/b3783d24c5834634af59148c718472bb/factsheet_netzeroresolution.pdf
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The industry is taking steps to curb this burgeoning problem. IATA members committed to net 
zero by 2050, and in the interim will hold emissions at 2019 levels until beginning to cut them 
after 2030 (figure 2). Many major American airlines have released similar net zero commitments, 
including United, American, Delta, Alaska, Jet Blue and, most pertinently for Epoch, Southwest. 

Some criticize aviation for not cutting emissions fast enough – according to the Paris agreement 
global carbon emissions must halve by 2030 – but with the current technology, it’s hard to see 
how aviation could do this without stopping flying altogether. Novel technologies such as electric 
and hydrogen-powered aircraft are only expected to play a significant role in the latter half of 
this century. As investors, we’re curious to understand the potential for these technologies and 
the partnerships being established to develop them. However, we are also conscious that to 
achieve net zero by 2050, airlines must adapt the current system and work with what they have 
available today.

This is unlikely to be a smooth ride. Aviation is a notoriously volatile industry and Southwest don’t 
mince their words when they characterize it as “…cyclical, energy intensive, labor intensive, capital 
intensive, technology intensive, highly regulated, heavily taxed, and extremely competitive.” 
As investors, we aim to understand how these risks interplay with climate change, where the 
opportunities lie, and how Southwest is positioning its business in the energy transition. 

Through our ongoing ESG engagement we consider the ambition and feasibility of Southwest’s 
climate commitments, and how they might capitalize on the unique features of their business 
model to deliver cost-competitive lower carbon aviation. Our discussions in 2021 sought greater 
clarity on Southwest’s new 10-year sustainability plan, focusing on: how they are estimating 
the cost of reducing emissions and the extent to which customers are willing to pay for greener 
travel; the status of their fleet modernization schedule; and how they are setting milestones 
to monitor the progress of SAF partnerships. We pushed Southwest to disclose more on 
management and board-level oversight of the 10-year sustainability plan and to consider how 
linking delivery of the 10-year sustainability plan to executive compensation packages could 
incentivize strong performance.

Southwest’s route to net zero

Southwest’s ambition is to achieve Net Zero by 2050 through a combination of fleet 
modernization, Sustainable Aviation Fuel (SAF) use and carbon offsets. The broad strokes of their 
plan are well aligned to the decarbonization projections for the industry, such as those laid out in 
IATA’s Net Zero by 2050 resolution.

Over the next 10 years, Southwest aim to maintain carbon neutrality to 2019 levels, while 
continuing to grow operations. The airline aims to achieve this through interim targets to reduce, 
replace and offset emissions: 

•  Reduce carbon emissions per available seat mile (including scope 1 and scope 
2 emissions) by at least 20 percent by 2030 through fleet modernization, route 
optimization, and other initiatives. 

•  Replace 10 percent of total jet fuel consumption with sustainable aviation fuel (SAF) by 2030. 
To achieve this, Southwest must secure a diverse portfolio of SAF through offtake agreements.

•  Offset emissions by providing the first U.S.-based airline carbon offset offer with loyalty 
points. For every dollar contributed toward offsetting Southwest’s carbon emissions, 
Southwest will match the contribution. Southwest will also purchase carbon offsets for the 
remaining gap to meet 2030 target.
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Reduce

Southwest only operates Boeing 737 aircraft, a feature of their business model which affords 
them maintenance and operational economies. Southwest plans to replace 30-35 737’s with 
the 737 MAX annually. Over the next 15 years, the majority of their +700 aircraft fleet will 
be replaced. The MAX will provide an economic and environmental benefit, which will move 
Southwest closer to their 20% emissions intensity reduction goal. Boeing estimate that the MAX 
will deliver a 14% reduction in carbon emissions and fuel use compared to the Next-Generation 
737. To bridge the gap, Southwest’s other emissions reductions initiatives will need to play a role. 

Southwest’s fleet modernization schedule indicates that the MAX will be in the skies until well 
beyond 2050, given that commercial aircraft have an average lifespan of 25-30 years. It’s clear 
that carbon-neutral air travel requires more than the marginal emissions reductions achieved 
through efficiency improvements. To get to net zero, airlines will have to stop using fossil-based 
jet fuels. 

Replace

Sustainable aviation fuel (SAF) can have significantly lower lifecycle carbon emissions than fossil-
based jet fuel. There are a variety of ways to produce SAF, and the extent to which it reduces 
emissions depends on the feedstocks and technologies used.3 A major benefit of SAF is that it is a 
drop-in fuel, i.e. it can be blended into existing jet fuel supply and used in aircraft that are currently 
in service, with little to no impact on performance. Specific SAF formulations can even reduce the 
formation of other pollutants (such as nitrogen oxides and sulfur oxides) and tackle the contrail 
problem. SAF is gaining much needed support from governments. In September 2021, the Biden 
administration released a plan to boost production to 3 billion gallons annually by 2030, in co-
ordination with Airlines for America, a trade group for major US carriers.

Southwest’s target to replace 10% of total jet fuel consumption with SAF is ambitious. Today, less 
than 0.1% of global jet fuel use is SAF – it is simply not available in sufficient commercial quantity 
at this stage. SAF is also significantly more expensive than the jet fuel it replaces. Fuel and oil 
expense are Southwest’s second largest operating cost. Prior to the COVID-19 pandemic Southwest 
consumed approximately 2 billion gallons of fuel annually. As a low-cost airline, it is difficult for 
Southwest to pass the cost of SAF onto customers without seeing passenger volumes fall. 

While SAF is considered crucial to decarbonizing aviation, producing SAF has its own challenges. 
A variety of feedstocks (i.e., waste fats and oils, municipal solid wastes, crops including soy and 
corn) and emerging technologies (i.e., hydrogen-based e-fuels) can be used, each coming with 
varying costs, availability, environmental considerations and ability to reduce lifecycle GHG 
emissions compared to fossil fuels.

https://www.southwest.com/html/mkt/carbon-offset-program.html?clk=6448054&cbid=6448054 

 3. Total carbon footprint of a fuel from production to use.
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Southwest is addressing these issues directly by establishing a variety of partnerships to 
accelerate the development and production of SAF at scale. This includes a 15-year agreement 
with Velocys for 219 million gallons of SAF, announced in November 2021, and a partnership 
with Neste for 5 million gallons, through December 2023. Southwest is also working with a slew 
of other partners such as Marathon Petroleum Corporation, Phillips 66, Deloitte, Siemens and 
Zurich North America. We are conscious that the development and commercialization of SAF is 
somewhat uncharted territory. Partnerships and projects may not go as expected, so we see it 
as a rational approach that Southwest is diversifying its partnerships. We are mindful that not 
all SAF is created equal, and through our engagements we will look to understand the nature of 
SAF procured. We look forward to further announcements and updates from Southwest as they 
endeavor to reach their 10% SAF goal.

Offset

While SAF is aviation’s primary means of decarbonizing, most of the industry’s emissions 
reductions will come from offsets in the next couple of decades. Southwest plans to purchase 
offsets to meet the remaining gap for their 2030 emissions reductions targets. The extent to 
which customers can be encouraged to purchase offsets will have a direct impact on how much, 
and how cost-effectively, Southwest can reduce its carbon emissions over the next decade.

Southwest hope to encourage individual and corporate customers to offset their own emissions 
through incorporating a carbon offset offer into their existing reward schemes. But ultimately, it 
is expected to be difficult to pass on extra cost for sustainability onto passengers. Deloitte found 
that although 85% of surveyed leisure passengers say they are willing to pay to offset emissions, 
less than 1% do in practice and ticket prices remain the most important factor.

For many industries on the road to net zero, offsetting is considered part of the journey, but not 
the destination. We are conscious of concerns relating to the quality, transparency and price 
of offsets. While we appreciate and understand their short-term use by companies, such as 
Southwest, ultimately the plan should move away from offset reliance in the long-term.

Southwest’s reduce, replace, offset strategy will be a balancing act. We consider it feasible for 
Southwest to achieve their goal of maintaining emissions at 2019 levels over the next decade, 
but the devil is in the detail. How much of the goal will be achieved through true emissions 
reductions versus offsets is still uncertain, as are the associated costs. We look forward to 
continued ESG engagement with Southwest as their climate strategy and partnerships develop.
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Proxy Voting Summary

As shareholders with a long-term mindset, it is essential that we actively exercise our rights and 
responsibilities. Proxy voting, therefore, is a crucial component of Epoch’s stewardship activities. 
In addition to our ESG engagements, we interact with boards and management teams ahead of 
proxy season, providing us a valuable forum for sharing our views. 

Epoch uses Institutional Shareholder Services (ISS) to vote proxies. We receive regular 
communications from ISS including policies and voting recommendations which portfolio 
managers and analysts review. We also obtain quarterly voting statistics from ISS. In Q4 2020, 
we reviewed our use of ISS’s benchmark policy to ascertain if it aligned with our ESG goals. Our 
conclusion was that the benchmark policy was more appropriate than some of the specialized 
policies, and in 2021 we largely voted in line with our policy. We will continue to review the 
policy periodically as our ESG integration and stewardship efforts evolve. In fact, we plan to 
make refinements to our Proxy Voting approach in 2022. While discretion will ultimately lie with 
individual Portfolio Managers, we aim to provide further guidance on the vast array of topics 
which come up in proposals.

We present some summary statistics on our proxy voting below:

Table 3: Meeting Overview

Category Number Percentage

Number of votable meetings 581

Number of meetings voted 568 97.76%

Number of meetings with at least 1 vote Against, Withhold or Abstain 224 38.55%

Table 4: Ballot Overview

Category Number Percentage

Number of votable ballots 7,453

Number of ballots voted 7,334 98.40%
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Figure 3: Voting Statistics
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Table 5: Proposal Overview

Category Number Percentage

Number of votable items 7002

Number of items voted 6702 95.72%

Number of votes FOR 6152 91.79%

Number of votes AGAINST 435 6.49%

Number of votes ABSTAIN 50 0.75%

Number of votes WITHHOLD 68 1.01%

Number of votes on MSOP (Mandatory Say-on-Pay) 400 5.97%

Number of votes With Policy 6666 99.46%

Number of votes Against Policy 51 0.76%

Number of votes With Mgmt 6231 92.97%

Number of votes Against Mgmt 486 7.25%

Number of votes on Shareholder Proposals 247 3.69%
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As in previous years, we observed that we voted in line with management a high proportion 
of the time. Epoch tends to invest in companies where we identify strong management teams 
with excellent capital allocation skills, so we are reasonably likely to support management’s 
performance. Nonetheless, we push our Investment team to approach proposals with a critical eye. 
We also encourage vigorous debate when warranted, primarily through our Proxy Voting Group. 

We observed that we did not cast 100% of votable ballots and are working with our custodian to 
resolve an issue that affected a small number of our ballots. 

Epoch’s proxy voting policy is available on our firm website. We also disclose information on our 
stewardship and proxy voting activities in our UK Stewardship Code report.

Votes For, 86.59%

Votes Abstain, 0.70%
Votes MSOP, 5.63%

Votes Withold, 0.96% Votes Against, 6.12%

Vote Cast Statistics

Figure 4: Vote Cast Statistics

Votes With Management, 92.76%

Votes Against Management, 7.24%

Vote Alignment with Management

Votes With Policy, 99.24%

Votes Against Policy, 0.76%

Vote Alignment with Policy
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Attention, Southeast Asia: The Water  
Will Come

It’s always annoying when the weather doesn’t cooperate with one’s plans. Incessant rain for the 
better part of four days severely limited my family’s outdoor activity on a holiday to Singapore 
in December. It wasn’t until a few days later that I realized just how churlish my grumbling 
had been. Catching up on regional news, I discovered that in neighboring Malaysia, the same 
weather had resulted in massive flooding and devastation, with 54 deaths and roughly U.S. $1.5b 
in damage to housing and infrastructure. Other parts of Southeast Asia had also suffered from 
extreme weather events. Earlier in December, Typhoon Rai, resulted in more than 400 fatalities 
in the Philippines and caused just under U.S. $800 million in damage.

Policymakers in Singapore will probably not receive as much credit as they should for avoiding 
similar losses. It’s an unfortunate reality that disasters that occur are far more vivid than ones 
which are avoided. Preparing for the proverbial “100-year flood” may look silly (and even 
wasteful) for 99 of those years, so kudos to Singapore’s government for the planning and 
infrastructure adaptation that prevented it from suffering the worst of this spate of weather. The 
point of this, however, is not to engage in Singaporean triumphalism (or its cousin, Malaysia-
bashing). As a wealthy city-state, Singapore possesses certain advantages in preparing for some 
aspects of climate change. But it will certainly not escape unscathed from the ravages of our 
warming planet. In fact, as a more urbanized country, it faces higher costs from climate damage 
since extreme weather inflicts more economic damage in built-up areas. Every country in the 
region faces a massive task ahead in adapting to our changing climate.

While greenhouse gas emissions reductions are a necessary element for thwarting the worst 
of climate change, adaptation to its effects is every bit as important. We may be able to limit 
temperature rise below 2 degrees Celsius but a certain amount of warming and sea rise is 
already assured. In the memorable words of writer Jeff Goodell, “the water will come.” In 
adaptation, the world is lagging. UNEP estimates that the costs for adaptation could total up to 
$300 billion per year, with only a fraction of that needed investment currently available. But we 
will have no choice other than to adapt to climate change and to live with its consequences.4 

As we have learned through the pandemic, the notion of “living with it” is incredibly complicated. 
To some, it seems like giving up and taking the easy way out. To others, it appears to be common 
sense in the face of preventative measures which are simply deemed too costly. The truth, as 
always, is somewhere in between. And so it is with climate mitigation and adaptation, which are 
both necessary parts of the climate toolkit. 

Our relative neglect of climate adaptation is a particular shame since its benefits are well 
documented. Estimates show that investing in adaptation delivers benefits multiple times higher 
than the initial cost. The Global Commission on Adaptation calls this the “triple dividend” of 
avoided losses, purely economic benefits and broader social and environmental benefits.

 4. https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-Investment-in-Climate-Adaptation-
and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.pdf?sequence=5&isAllowed=y 
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For asset managers, the need for climate adaptation has many implications. First, the costs 
of climate adaptation will fall first on local and national governments, perhaps posing a risk 
to credit quality. These financial risks will ultimately spread to individuals and corporations as 
governments look for ways to finance the needed adaptation (for those wondering we why 
should take on those costs, it’s because the alternative is far more expensive, and will likely 
happen in a much more disorderly fashion). 

But this is also an area for opportunity. Who better than the financial system to channel savings 
to adaptation solutions, capitalize innovative companies or design financial products to insure 
against the damage which is bound to occur? Some may find it unpalatable to “profit” from 
climate change (see, again, the controversy over those who benefited after investing in vaccine 
creation and production). Nonetheless, we believe that private capital will play a tremendously 
important role in advancing adaptation across the globe. To repeat Goodell’s phrase to Southeast 
Asian policymakers (and indeed, the rest of the world), the water will come, with consequences 
far more pernicious than an inconvenienced holiday. The only question is if we have the will and 
ingenuity to find solutions for it. As an optimist, I believe we do – but there’s no time to lose.

Figure 5: 4:1 Average Benefit-Cost Ratio

Source: World Bank 2021, https://openknowledge.worldbank.org/bitstream/handle/10986/35203/Enabling-Private-
Investment-in-Climate-Adaptation-and-Resilience-Current-Status-Barriers-to-Investment-and-Blueprint-for-Action.
pdf?sequence=5&isAllowed=y 
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ESG Resources

The expanding breadth of ESG content on podcasts continues to be an excellent source of 
education for both ESG specialists and those new to the field. We recommend some of our 
favorites below: 

General ESG

• Refinitiv Sustainability Perspectives

• ESG now (MSCI)

• The Corporate Director Podcast

• ESG Insider (S&P Global)

• The Energy Gang

• Energy Evolution (S&P Global Market Intelligence)

• Energy Insiders (Renew Economy)

• Oxford Institute for Energy Studies

• Columbia Energy Exchange

• Energy Policy Now (Kleinman Center for Energy Policy)

• Everything Energy (IEA)

• Experts Only (Clean Capital)

• Illuminators

• Drilled

• Switched On

• Catalyst with Shayle Kann

• Energy vs Climate

• Boardroom Governance with Evan Epstein 

General Sustainability/Climate

• The Sustainability Agenda

• Political Climate 

• My Climate Journey 

• The Interchange Recharged (Wood Mackenzie) 

General Investing/Business with Occasional but High-Quality ESG Content

• Capital Allocators

• This Week in Intelligent Investing

• Citywire Selector

• London Business School

• After Hours (TED)

• Actively Speaking (Epoch Investment Partners
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https://www.refinitiv.com/en/sustainable-finance/sustainability-perspectives
https://www.msci.com/esg-now-podcast
https://insights.diligent.com/corporate-director-podcast
http://esginsider.spglobal.libsynpro.com/
https://www.greentechmedia.com/podcast/the-energy-gang
https://pages.marketintelligence.spglobal.com/EnergyEvolution-Podcast-Landing-Page.html?utm_source=twitter&utm_medium=social&utm_term=03fb764a-357f-455f-8d4f-ff5eca5cfc03&utm_content=organic&utm_campaign=energy
https://soundcloud.com/reneweconomy-646697966
https://www.oxfordenergy.org/publication-category/podcast/
https://www.oxfordenergy.org/publication-category/podcast/
https://kleinmanenergy.upenn.edu/podcast/
https://www.listennotes.com/podcasts/everything-energy-international-energy-agency-WxLhKjS8tO5/
https://cleancapital.com/podcast-experts-only/
https://uplight.com/illuminators/
https://www.criticalfrequency.org/drilled
https://www.bloomberg.com/podcasts/series/switched-on
https://www.canarymedia.com/podcasts/catalyst-with-shayle-kann
https://www.energyvsclimate.com/
http://Boardroom Governance with Evan Epstein 
http://www.thesustainabilityagenda.com/
https://www.politicalclimatepodcast.com/
https://my-climate-journey.simplecast.com/
https://www.woodmac.com/market-insights/types/podcasts/the-interchange/
https://capitalallocatorspodcast.com/podcast-2/
https://moiglobal.com/category/channel/twiii/
https://citywireselector.com/podcast
https://soundcloud.com/londonbusinessschool
https://www.ted.com/podcasts/after-hours
https://www.eipny.com/podcasts/
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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. 

Conclusion
We thank you again for your interest in Epoch’s ESG process and for your support. Please contact 
your Relationship Manager if you have any questions or comments. We look forward to sharing 
our progress with you in the coming months. 
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