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Message from our CEO
Dear clients and friends—For many of us, 2020 was a tumultuous year marked by a wide array
of challenges. COVID-19 continues to represent an extraordinary public health concern, racial
inequality remains an unfortunate reality in our society and the long-term threat of climate
change lingers. In our role as long-term stewards of our clients’ capital, we constantly wrestle
with how to approach these issues in our business.
The release of our second Sustainable Investing Annual Report marks another milestone in
Epoch’s ESG journey. In 2018, we outlined an ESG program which dovetailed with the firm’s
investment philosophy. We have been on a steady path of implementation over the past 24
months, as evidenced by our improving scores in the PRI Assessment. We also are pleased by the
deepening integration of ESG into our investment processes. We continue to believe that an ESG
lens complements our traditional investment analysis.
None of this would have been possible without the contributions of Richard Watt, who led our
Sustainable Investing team from its creation till the end of 2020. Richard joined Epoch in 2007,
serving as the Head of Client Portfolio Managers and Product Management prior to taking on a
new challenge as Head of Sustainable Investing. In fact, Richard’s association with Epoch predates the founding of the firm, working with Bill Priest and others at BEA Associates. Richard
decided to retire at the end of 2020, and we thank him for his many contributions to the firm
and particularly our ESG efforts.
We are pleased to announce that Ravi Varghese will be assuming the role of Epoch’s Head of
Sustainable Investing. Ravi has been a valuable member of our ESG team since 2019 and has
had the benefit of working alongside Richard’s side for almost 2 years. Prior to joining Epoch, he
completed an MSc in Climate Change and Finance from Imperial College London and worked
at Ceres, a sustainability organization in Boston. He also has investment experience spanning
multiple asset classes at HighVista Strategies, long/short equities work at Arbiter Partners and
global macro investing at Protégé Partners. Ravi earned a B.A. in Sociology with Economics from
Yale University and a Masters in Finance from London Business School. We look forward to the
continued evolution of our ESG initiatives under Ravi’s leadership.
As ESG continues to grow in importance to our clients, we look forward to further active dialogue
about our progress in this area.

Philipp Hensler
Chief Executive Officer
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Message from Richard Watt
Looking back on 2020, the world truly changed as a consequence of Covid-19. Covid-19 served to
elevate a number of shifts in societal preferences including for example, increased recognition of
the importance of diversity in all its aspects. Many companies around the world have responded
and perhaps it is fair to suggest that there has been an increasing shift away from adherence to
Milton Friedman’s “shareholder-centric capitalism” and greater adoption of a wider “stakeholder
capitalism.” There has been a great deal written about this, much of it influenced by political
views, but in many aspects, it is simply a more inclusive framework for managing business risks
and opportunities, and for investors an expanded window affording helpful research insights.
Utilizing ESG criteria should thus also become ever more valuable in the process of generating
strong risk-adjusted returns.
At Epoch, our efforts to do just this were recognized by the PRI which assessed our progress in a
positive light. In 2020, our new ESG Policy went into effect, the collaborative outcome of work
across several groups across the Firm. The process for assessing the climate characteristics of
portfolios, and the subsequent use of this analysis to direct engagement, was further embedded
in our investment process. Finally, we reviewed Epoch’s stewardship practices, including an
assessment of the Policies offered by the Firm’s Proxy Adviser. There are more details on this and
other activities in this Report, and I am optimistic this progress will continue.
On a personal note, Epoch’s Chairman Bill Priest—my mentor and a close personal friend for 25
years—uses the phrase “evolve we must” when discussing new processes within the Firm. After
13 years at Epoch, I am retiring, a decision which stemmed from an assessment of my own
future personal as well as professional evolution. This decision was made more difficult because
of the relationships I had built with colleagues at Epoch as well as with several long-standing
clients. I am, however, delighted that Ravi Varghese has been appointed to replace me as Head
of Sustainable Investing at Epoch. I hired Ravi almost two years ago, and he has demonstrated
knowledge about sustainable investing combined with a curiosity that leaves me in no doubt he
will be well positioned to help further develop the integration of ESG on behalf of Epoch’s clients.
Thank you again for reading this report.

Richard Watt
Former Managing Director
& Head of Sustainable Investing
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Message from our
Head of Sustainable Investing
We are delighted to share our second Sustainable Investing Annual Report with you. To put it
mildly, 2020 was an extraordinary year. Like many others, we had to adapt to a new way of
working with the onset of COVID-19, but this was, of course, a small annoyance compared to the
genuine hardship many are experiencing as a result of the pandemic. Our thoughts are with you
and your families as we continue to navigate the uncertainty about when—or if—life will return
to normal.
When COVID-19 first became widespread, one of our many worries was that sustainability
would fall by the wayside as governments and societies understandably focused on stemming
the pandemic. Thankfully, our fears appear to have been unfounded. Many governments and
commentators have correctly concluded that events like COVID-19 should serve to increase our
focus on long-term sustainability issues. If we fail to plan adequately for events in the distant
future, we deal with high costs and disjointed policy responses when the events finally transpire.
The uneven consequences of COVID-19 also served as a reminder that different parts of society
bear the costs of these events disproportionately.
But there is also a good news story here. COVID-19 has highlighted our ability for exceptional
achievements when society and technology are mobilized accordingly. The remarkably rapid
development of vaccines is mirrored by ongoing innovation in decarbonization technologies,
such as wind, solar and hydrogen as well as electric vehicles. Our engagements with companies
are a constant reminder of the immense sophistication that resides within corporations. With
the right policy framework and investors who act as long-term owners, these companies will
continue to be part of the solution to our many sustainability challenges.
In that vein, we have redoubled our ESG efforts at Epoch. In this report, which we have modelled
on recommendations from the Task Force on Climate-Related Financial Disclosures (TCFD), we
discuss our continued progress integrating ESG at Epoch. We have made great strides in 2020 to
formalize ESG as a central part of our investment process. In this report, we detail some of the
year’s accomplishments while laying out our ESG agenda for the coming year.
Finally, it would be remiss of me to end without offering my sincerest thanks and best wishes to
Richard Watt. Epoch’s ESG program would not be where it is without Richard’s persistence and
dedication. His mentorship has been invaluable to me over the past two years. We wish Richard
all the best in his retirement and know that he will contribute to the ESG world in new ways.

Ravi Varghese
Head of Sustainable Investing
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ESG Strategy and Governance
Epoch’s ESG strategy is rooted firmly in our belief that the consideration of ESG factors
complements traditional financial analysis. ESG issues have the potential to affect companies’
cash flows as well as their cost of capital. Understanding the materiality of ESG issues for
company valuation is the single most important driver of Epoch’s ESG efforts. We also believe
that we have an obligation to act in our clients’ best long-term interests, which includes
supporting positive system-wide change through our ESG initiatives.
Epoch has a dedicated Sustainable Investing team, which sits within our larger Investment
team. We also believe that every analyst and portfolio manager must have an understanding
and appreciation of ESG considerations and evaluate potential investments through multiple
perspectives, including ESG. As with Epoch’s dedicated risk management function, we believe
partnering the fundamental investment team with dedicated ESG specialists will produce the
best outcomes. Our dedicated ESG specialists allow the firm to maintain leading edge knowledge
on ESG issues, to provide a holistic perspective on best practices and areas for improvement
across sectors, industries and countries, and to provide objective, unbiased insights and feedback
regarding investments made at Epoch.
We expect any ESG issue that is material to the potential outcome of our investments to be
researched and analyzed by our investment team. Our investment team evaluates ESG factors
which it believes are relevant and material to return or risk over the anticipated time horizons
of our investments. We formally document our ESG assessment of portfolio holdings in our
proprietary research database and written investment theses.
Within our stock analyses, there is a section focused on identifying underlying ESG elements.
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.
There exist some key ESG issues, cutting across sectors and industries, that we believe warrant
special attention. We have labelled such issues “Focus Issues.” Currently, the firm is especially
focused on climate change. We believe climate change represents the single biggest risk (and
potential source of opportunity) for many companies. Climate change is an urgent issue of global
importance and company exposure is measurable and quantifiable.
On a quarterly basis, the Sustainable Investing team uses the S&P Trucost database to assess the
carbon intensity of select portfolios. This process highlights stocks that are the main drivers of a
portfolio’s carbon intensity. This is reviewed with the PM teams and typically, we find the “80-20”
rule in effect, i.e. a small portion of names explain the majority of the emissions.

• The Sustainable Investing team engages with carbon-exposed companies to understand
their strategy for managing physical risk (i.e. risk that an altered climate will affect a
company’s physical assets, supply chains, and end markets) and transition risk (i.e.
the risk that a company’s cash flow and valuation will be impacted due to shifts in
government policy, consumer preferences, or technological trends favoring low carbon
outcomes). These are generally conference calls or in-person meetings with company
Investor Relations and sustainability teams, which complement the fundamental analyst’s
interactions with senior management.
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• Prior to speaking with company representatives, the Sustainable Investing team prepares an
in-depth research report to better understand the company’s strategy amidst climate-related
risks and opportunities. One of our objectives in meeting with management is to assess the
company’s strategy to address the business implications of a carbon-constrained world and
the impact of climate change. We try to gauge management’s thoughtfulness, credibility,
and commitment to future-proofing the business to align with global policy objectives (i.e.
a “2-degree scenario”). Depending on the company, our engagement calls/meetings can
address other ESG issues such as plastic waste and diversity & inclusion.

• Engagement notes are prepared and retained in the RMS, and the relevant PM and analyst
are notified when they are created.

• Ultimately, Epoch’s analysts and portfolio managers decide on the utility of the information
gained from such engagements and how, if at all, it should impact investing decisions.
The byword for incorporating ESG into our investment process is materiality, with respect
to cash flows and valuations. We attempt to understand how and when ESG factors will
affect cash flows, or if they will instead materialize through a company’s cost of capital (and
therefore its valuation).

Governance
Beginning in 2021, our Head of Sustainable Investing will report to Bill Booth, who is one of
our firm’s co-CIOs. Our firm’s ESG efforts are ultimately overseen by our CEO, Philipp Hensler.
A variety of groups provide additional oversight. For example, in addition to our Sustainable
Investing team, our Proxy Voting Group comprises Bill Booth, Michael Welhoelter (Head of Risk
Management) and David Barnett (Chief Compliance Officer) as well as other relevant members
of the firm. Major ESG decisions are authorized by Epoch’s Equity Leadership Group, which
comprises senior members of the firm.
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Risk Management and Metrics
As with Epoch’s dedicated risk management function, we believe partnering the fundamental
investment team with dedicated ESG specialists will produce the best outcomes. Our dedicated
ESG specialists allow the firm to maintain leading edge knowledge on ESG issues, to provide
a holistic perspective on best practices and areas for improvement across sectors, industries,
and countries; and to provide objective, unbiased insights and feedback regarding investments
made at Epoch. Nonetheless, we believe that every analyst and portfolio manager must have an
understanding and appreciation of ESG considerations. This cross-firm collaboration, combined
with the use of external data providers, aims to provide multiple layers of risk management with
regards to ESG.
The main metrics we focus on at this point are related to carbon emissions. We run a quarterly
carbon analysis of several of our largest portfolios using the S&P Trucost database. We assess
portfolios on (a) weighted average carbon intensity and (b) apportioned carbon emissions per
$100 million of portfolio value. This latter metric also allows us to identify main contributors to
the portfolio’s carbon footprint, which is an essential driver of our engagement priorities.
We subscribe to an ESG ratings provider, MSCI, 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 take note of other relevant statistics such as the number of engagements per year as
well as statistics on Epoch’s proxy voting. We refer the reader to the relevant sections of this
report for our engagement and proxy voting figures.
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2020: Year in Review
We suspect many readers will be glad to see the back of 2020. For our team, it was a challenging
year as we adapted to a new way of working while striving to maintain our cross-firm
collaboration and strong client relationships. We were able to keep our ESG initiatives moving
forward and are proud to note the following developments:

• ESG policy: We formally launched our updated ESG policy in April 2020. The new policy
better reflects the many developments in our approach to ESG which have evolved over the
past two years. We conducted a series of teach-ins with our Investment, Sales and Client
Relations teams to educate them on the implications of the new policy.

• Analyst notes: As part of our new policy, we rolled out a new framework for ESG analysis.
While our dedicated ESG team leads on Focus Issues (primarily Climate Change and
Governance) and provides strategic oversight of our ESG efforts, we believe that our
fundamental analysts should serve as an additional layer of ESG research. As such, we
created an ESG note framework where analysts document their initial evaluation of ESG at
the company level.

•

 RI results: The PRI Assessment process is
P
an extremely useful exercise for evaluating
our progress. The feedback we receive
through the process is very helpful in our
understanding of industry best practice.
We are pleased with the progress we have
made in our scores over the past two years.

PRI Summary Scorecard

2019

2020

Strategy Governance

C

A

Listed Equity – Incorporation

C

B

Listed Equity – Active Ownership

D

C

Source: PRI

• External collaboration: Where appropriate, we believe we can effect positive system-wide
change through partnering with other organizations. In 2020, this took several forms
for Epoch:
–

 DP Non-Disclosure Campaign: We led the CDP Disclosure Campaign with one of our
C
holdings, Martin Marietta Materials.

–

 rticles: Ravi Varghese wrote a guest post for the PRI, encouraging the aviation industry
A
to maintain its focus on climate change as a long-term risk despite the immediate threat
from COVID-19. Ravi was also featured in GreenBiz, advocating that financial regulators
pay greater attention to climate change as a systemic financial risk.

–

 onferences: Ravi spoke on a panel at the Marine Money Conference on the growth of
C
ESG investing and its possible implications for the shipping industry.

• Launch of Epoch’s Diversity and Inclusion Council: In early 2020, Epoch created a working
group to push forward the firm’s Diversity and Inclusion goals. The death of George Floyd
in May 2020 only served to heighten our sense of urgency to ensure that Epoch remains a
diverse and inclusive workplace where we can collaborate to best meet our clients’ needs. In
December, Epoch formally launched the Diversity and Inclusion Council, which will continue
to formalize the firm’s progress in this regard. While this effort is not led by the ESG team,
we are active contributors to it. As with our broader ESG efforts, we believe this initiative
will make us a stronger firm and is simply the right thing to do.
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Our ESG Goals for 2021
We have an ambitious agenda for 2021. Some of our main goals include:

• Hiring and onboarding an ESG analyst: We are looking to hire an ESG analyst who will
assist in ESG data analysis, perform research, lead various ESG engagements and elevate our
client communication. We have already identified several excellent candidates.

• Research and engagements: After 2 years of ESG engagements, we are eager to scale
our efforts and increase the number of engagements. That said, our focus remains on the
quality of engagements—prioritizing materiality and depth of research—rather than simply
increasing the quantity.

• Advancing our corporate governance work: We are pleased with the results of our efforts
to incorporate climate change as a major risk/reward factor in our investment thinking. In
a similar fashion, we are looking to refine our approach to corporate governance, especially
executive compensation.

• Framework: This involves creating a new framework to guide our investment team in
assessing corporate governance as a factor in investment decisions

• Training: We are looking to bring in an external expert on corporate governance to enhance
our team’s thinking.

• Increase collaboration: An important part of our Stewardship work involves creating
positive system-wide change. We are considering various ways to increase our collaboration
with some of the groups making the greatest strides in this respect.

• Communication: We are delighted by the increased interest clients have shown in our
ESG efforts and are looking for ways to formalize the cadence of communication. Please
contact us if you have ideas on how we can better communicate our ESG goals
and processes.

• PRI Assessment: While our priorities are always driven by client needs rather than aiming
for specific PRI scores, we believe our robust agenda for 2021 should result in a further
improvement in our scores.
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Engagement Overview
Engagement is a crucial component of our ESG process. Most of our engagements are the result
of our quarterly carbon analysis, which identifies high-carbon companies in selected portfolios.
Please see the “Strategy and Governance” section for more details on our engagement process.
In 2020, we held in-depth ESG engagements with 15 companies. The Sustainable Investing team
also participated in three further discussions with company management and boards on ESG
issues. Please see the full list of interactions below. We are no longer shareholders in some of the
companies listed as of the publication of this report:
Company

Sector

Category

Walmart

Consumer

ESG Engagement

American International Group

Insurance

ESG Engagement

Linde

Materials

ESG Engagement

Martin Marietta Materials

Materials

ESG Engagement

Regis Resources

Materials

ESG Engagement

Southwest Airlines

Airlines

ESG Engagement

Chevron

Energy

ESG Engagement

ExxonMobil

Energy

ESG Engagement

Total

Energy

ESG Engagement

Ameren

Utilities

ESG Engagement

American Electric Power

Utilities

ESG Engagement

Duke Energy

Utilities

ESG Engagement

Entergy

Utilities

ESG Engagement

FirstEnergy

Utilities

ESG Engagement

WEC Energy

Utilities

ESG Engagement

XPO Logistics

Transportation

Discussion on proxy items

Middleby Corp

Industrials

Discussion on proxy items

Middleby Corp

Industrials

Follow-up to discussion on proxy items

Source: Epoch Investment Partners

Unsurprisingly, the bulk of our ESG engagements were in the energy and utilities sectors, given
their high carbon exposure. Please see our piece on “Another Energy Revolution” in this report
for what we hope is a nuanced view on the history, present and future of fossil fuel producers,
particularly in the U.S.
The utilities sector also continues to be a hotbed of ESG-related activity. Decarbonizing the power
sector remains an important goal if we are to restrict global temperature rise to well below 2
degrees Celsius. This remains challenging as long as coal and natural gas are significant fuels in
power generation. Nonetheless, we are more focused on the trajectory of emissions at individual
companies and were thus pleased to see a spate of commitments to achieve net zero emissions
by or before 2050. Several of the companies we engaged with in 2020, namely Total, Ameren,
American Electric Power, Entergy, FirstEnergy, WEC Energy and Walmart, made new carbonneutrality pledges over the course of the year. As with all aspirations and commitments, the devil
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is in the detail, particularly given the long timeframe for these commitments. As such, concrete
interim goals are an important component for ensuring true progress.
An additional complication for some of the companies is that they have yet to identify
technological solutions towards full decarbonization. For example, the role of natural gas as a
fuel for electricity continues to be a hotly debated question. Many of the utilities we speak to
maintain that natural gas will remain an important part of their generation mix until we have
non-intermittent clean energy sources or long-duration storage. We continue to monitor these
developments with great interest. One of our 2020 ESG book recommendations, Goodbye to
Deerland, covers the utilities’ challenge in detail, as they seek to achieve low costs, system
reliability and decarbonization. Indeed, many of these challenges were encapsulated in our
engagement with Duke Energy. This represents our second consecutive year of engaging with
Duke Energy, primarily on its carbon emissions profile and response to climate change. We have
met with various senior members of the Duke team across several business verticals. We believe
this to be a valuable component of exercising our voice as shareholders.

Company Spotlight: Duke Energy
Duke Energy is one of the largest utility companies in the US. As of 2019, natural gas made
up 42% of the company’s regulated generating capacity, while 27% was coal. Naturally, this
generates a large carbon footprint, with the company reporting Scope 1 CO2 emissions of 93
million tons in 2019. However, the company announced a new climate goal in September 2019
to achieve a 50% reduction in carbon emissions by 2030 from a 2005 baseline, and to achieve
net zero emissions by 2050. Duke reaffirmed its commitment to this goal at its 2020 ESG
Investor Day, the first such event the company has hosted.
To achieve these goals, Duke has highlighted several strategic planks:
–

Continuing to deploy natural gas to speed the transition from coal

–

Accelerating the transition to clean energy solutions

–

 ontinuing to operate existing carbon-free generation, including roughly 11 GW of
C
nuclear generation

–

Continuing to expand energy storage, energy efficiency and EV infrastructure; and

–

Advancing load management programs and rate design to promote energy efficiency

Generation Fleet: Road to net-zero – foundation to climate strategy

Source: Duke Energy; https://www.duke-energy.com/_/media/pdfs/our-company/investors/news-and-events/2020/esg/esg-investor-daypresentation.pdf?la=en (slide 49)
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IRP portfolio results – Carolinas combined

1) PVRRs exclude the cost of CO2 as tax. Including CO2 costs as tax
would increase PVRRs by ~$11-$16B through 2050
2) Represents an estimated nominal transmission investment; cost
is included in PVRR calculation
3) All capacities are Total/Incremental nameplate capacity within
the IRP planning horizon
4) Total solar nameplate capacity includes 3,925 MW connected in
DEC and DEP combined as of year-end 2020 (projected)
5) Includes 4-hr, 6-hr, and 8-hr grid-tied storage, storage at solar

plus storage sites, and pumped storage
6) Contribution of EE/DR (including Integrated Volt-Var Control
(IVVC) and Distribution System Demand Response (DSDR)) in
2035 to peak winter planning hour
7) Earliest Practicable retirement dates with delaying one (1)
Belews Creek unit and Roxboro 1&2 to EOY 2029 for integration
of offshore wind/SMR by 2030
8) Most Economic retirement dates with delaying Roxboro 1&2 to
EOY 2029 for integration of offshore wind by 2030

Source: Duke Energy; https://www.duke-energy.com/_/media/pdfs/our-company/investors/news-and-events/2020/esg/esg-investor-daypresentation.pdf?la=en (slide 16)

The potential for new natural gas capacity has generated some controversy among ESG investing
practitioners. Natural gas is, of course, a fossil fuel, so some commentators have criticized the
company’s plans for new gas-fired plants. However, through its Integrated Resource Plan (IRP)
process in the Carolinas, the company has produced information to shed light on its reasoning.
The slide above shows Duke’s attempt to model the trade-offs in trying to solve for low costs,
system reliability and decarbonization. While we believe there are further steps the company
could take to keep costs low, this table helps us understand some of the need to keep new
natural gas on the table as an option while being conscious of potential stranded asset risk as
well as the climate implications of new gas.
Another source of some debate is the fact that many of Duke’s decarbonization pathways rely on
what the company calls “zero-emitting load-following resources” (ZELFRs). Essentially, these are
clean energy resources which the company can control, unlike intermittent renewables. Duke’s
analysis projects that ZELFRs could supply up to 30% of its energy mix by 2050 in several of the
options. Some observers have raised concerns, given that ZELFR candidates, such as advanced
nuclear, carbon capture, utilization and storage (CCUS), hydrogen and long-duration storage, are
at admittedly early stages of maturity. Nonetheless, we do not see any issue with the company
leaving some scope for technological change in its plans. If anything, it reveals the necessity for a
more unified effort between government and business to promote needed technological advances.
Understanding these issues better has been central to our ongoing engagement with Duke. We
continue to monitor Duke’s progress in their ESG efforts, particularly on their 50% emission
reduction plan by 2030. There is likely scope for the company to accelerate its shutdown of coal
plants as renewable energy marches down the cost curve. In fact, Duke recently announced it is
shuttering its 270 MW Allen Unit 3 facility nine months ahead of schedule. We look forward to
continuing our engagement with the company on these sustainability challenges which have farreaching implications for society.
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Another Energy Revolution
As optimism grows around the world over the advance of clean energy, it’s easy to forget that
we have already experienced one energy revolution in the United States since the turn of the
millennium. Hydraulic fracturing—more commonly known as fracking—was a truly gamechanging technological shift for the US energy industry. While fracking may seem an odd topic
for an ESG Annual Report, some of the lessons for the clean energy transition are profound.
The history of the fracking revolution is far more complicated than easy characterizations
might suggest. Fracking is a technology developed through a combination of entrepreneurial
pluck and government backing, with the Department of Energy financing various programs to
encourage fracking and higher fossil fuel production generally. The complex truth about fracking
is also epitomized by one of its pioneers, George Mitchell. Impressed by the ideas of futurist R.
Buckminster Fuller, Mitchell became convinced of the need for sustainable alternatives to fossil
fuels in the long term and supported the regulation of drillers.
While the stock market performance of fossil fuel-linked companies meaningfully lagged
indices in 2020, it’s worth recalling that many of these were considered technology plays
relatively recently (technology, after all, is not restricted to the digital world). In fact, some of
the same ideas reappear with different names. The “resource thesis,” most famously espoused
by Chesapeake Energy, was the notion that companies should spend massive sums of money—
usually financed with debt—to control large swathes of acreage. Even when the resource below
the ground was unproven, E&P companies became embroiled in almighty land grabs. Fast
forward 15 years, and we see the exact same dynamics in the enthusiasm for “blitzscaling” in
high-growth tech companies. While there is no doubt that some subset of the blitzscalers will
emerge victorious—just as several frackers achieved “ancient wealth”, to quote Continental’s
Harold Hamm—many will fail along the way.
Indeed, as many cleantech and “climate tech” companies come public through SPACs, it is an
opportune time to take stock and assess where we are in what Gartner calls the “hype cycle” for
emerging technologies. The boom and bust in the US shale patch offers a cautionary tale.
As ESG investors, it has not
escaped our notice that
the hype cycle is usually
positively correlated with
financial flows and inversely
correlated with corporate
governance standards.
Again, Chesapeake Energy
was perhaps the poster child
of the fracking revolution for
lax governance. The drive,
charisma and undoubted
brilliance of CEO Aubrey
McClendon masked serious
vulnerabilities within the
company, particularly a high
debt load and reliance on
capital markets for funding.
13
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Equally importantly, dubious compensation practices and weak board oversight lay the seeds
for the company’s eventual bankruptcy. As the clean energy revolution takes hold, it would be a
shame if similar weaknesses threatened the reputation of the entire sector.
But we do not want to leave readers with the sense that we are merely pouring cold water on
innovative companies, particularly when it comes to mitigating climate change. In fact, one
major lesson from ‘The Frackers’ is that innovation takes an extraordinary amount of time as well
as a healthy dose of luck and chutzpah. Fadel Gheit, a senior energy analyst at Oppenheimer &
Company, famously dismissed the possibility of liquefied natural gas (LNG) exports from the US,
sniffing, “It is more likely to see snow in New York in July than to see exports of gas from [LNG]
terminals in the United States.” A year later, Charif Souki, Cheniere Energy’s CEO, jokingly sent
Gheit a pair of snow boots as the company began construction on processing trains to export
gas from the US. Cheniere’s success is a reminder that innovation requires flexibility. While we
relentlessly preach the doctrine of sound capital allocation, we recognize that truly innovative
companies need to operate with some slack. One of our favorite writers, Michael Mauboussin,
has noted that “an undue focus on financial metrics … has led to underinvestment in growth and
innovation. Slavishly beholden to financial metrics that measure value creation, business leaders
fail to create value.” Finding the right set of metrics while ensuring strong corporate governance
and capital allocation continues to drive our ESG work at Epoch.
Finally, innovation is hard to predict as incremental advancements layer on top of one another
to produce exponential change. Hydraulic fracturing was first pioneered in the 1950s but only
began to advance meaningfully in the late 1990s with improvements in fluid and sand mixes. Yet
it still needed to be combined with other technologies such as horizontal drilling, advances in
computer imaging of underground reservoirs and the diamond-studded drill bit to truly generate
the fracking revolution. This is a reminder that obituaries for the oil & gas industry are probably
premature. We remain bullish that some of the technologies produced by the oil & gas industry
over the past century can be guided to decarbonize our energy system, whether through
geothermal energy, offshore wind or carbon capture and storage. The key, in our opinion, is to
evaluate which companies are best positioned to thrive in a low-carbon future and to ensure that
firms are acting in an ethical manner, even if they are producing fossil fuels.
At the end of the day, we are true believers in the role of innovation for achieving
decarbonization. While we may be seeing some froth in the climate tech space, it is a hugely
positive development that climate change mitigation is seen as a destination for capital and
brainpower. But to make a real difference, this energy revolution must be built on more solid
foundations than its fracking predecessor. As ESG-conscious investors, we believe our job is to
ensure that capital is allocated to its best uses, and we can think of few better uses than creating
a physical climate that allows for a healthy, prosperous society.

14

Sustainable Investing Report 2020

Proxy Voting Summary
Proxy voting continues to be an important 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. We present some summary
statistics on our proxy voting below:
Meeting Overview
Category

Number

Percentage

Number of votable meetings

549

Number of meetings voted
Number of meetings with at least 1 vote
Against, Withhold or Abstain

546
210

99.45%
38.25%

Number

Percentage

Ballot Overview
Category
Number of votable ballots

7,439

Number of ballots voted

7,349

98.79%

Voting Statistics
6,585
6,631

Proposals

7,349
7,439

Ballots
546
549

Meetings
0

1000

2000

3000
Voted

4000

5000

6000

7000

8000

Votable

Proposal Overview
Category
Number of votable items
Number of items voted
Number of votes FOR
Number of votes AGAINST
Number of votes ABSTAIN
Number of votes WITHHOLD
Number of votes on MSOP
Number of votes One Year
Number of votes Two Years
Number of votes Three Years
Number of votes With Policy
Number of votes Against Policy
Number of votes With Mgmt
Number of votes Against Mgmt

Number

Percentage

6,631
6,585
6,015
464
59
58
378
4
0
0
6,576
24
6,113
487

99.31%
91.34%
7.05%
0.90%
0.88%
5.74%
0.06%
0.00%
0.00%
99.86%
0.36%
92.83%
7.40%

Source: ISS
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It is probably unsurprising that we largely
vote in line with our policy. The policy,
after all, serves as a formal framework to
guide our voting processes. That said, we
undertook an exercise to assess whether
ISS’s Benchmark Policy, which guides our
voting, was appropriate given our ESG goals.
ISS also provides various specialized policies
for investors who desire a more tailored ESG
approach. Our assessment, however, led us
to persist with the Benchmark Policy for the
coming year. We believe that the Benchmark
Policy, which has become more ESG-friendly
over the past few years, best approximates our
overall stance.

Vote Cast Statistics
Votes Withhold, 0.83%

Votes Against, 6.85%

Votes MSOP, 5.42%
Votes Abstain, 0.85%

It may also seem noteworthy that we voted in
line with management a high proportion of the
time. In some ways, this is less surprising than at
first glance. 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. However, we are always seeking
to increase the rigor of our analysis, and we
are looking at various ways of evaluating
management and corporate governance more
critically in 2021. Executive compensation is
likely to be a particular area of focus, and we look
forward to reporting more on this in a year’s time.

Votes For, 86.25%

Vote Alignment with Management
Votes Against Mgmt, 7.38

Votes With Mgmt, 92.62

Vote Alignment with Policy
Votes Against Policy, 0.36

Votes With Policy, 99.64
Source: ISS
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ESG Resources
At Epoch, we take great delight in exchanging insightful material with our clients, and ESG is no
exception. As the field grows, so does the range and quality of ESG content available. We hope you will
enjoy some of these selections and welcome your recommendations.
Several of the books we read this year had a strong ESG flavor:

Goodbye to Deerland by Matti Rautkivi
The author, who works for Finnish engineering firm Wartsila, has produced an eminently readable story
which helps explain why coal’s use for power generation in the US has been decimated by natural gas and
renewables.
Grow the Pie by Alex Edmans
Edmans, a professor at London Business School, documents the latest evidence on sustainable business and
responsible investing.

A Primer on Corporate Governance by Cornelis A. de Kluyver
An extremely relevant read for anyone involved in ESG investing or who simply wants to understand best
practices in corporate governance.
The Fifth Risk by Michael Lewis
This is a terrific book on the many unsung heroes within the US government—particularly the DOE, USDA,
NOAA and Coast Guard—and has important policy implications for complex issues like climate change.

The Healing of America by T.R. Reid
While the US healthcare industry attracted less attention than might have been expected in a presidential
election year, we expect debates about healthcare to continue to be an important part of the ESG landscape.

The Moment of Lift by Melinda Gates
Gates is a well-known philanthropist, and this is an excellent book describing the undeniable case for women’s
empowerment around the globe in a year when diversity came to the forefront.

The Diversity Bonus by Scott E. Page
In this book, Page tackles the case for diversity, and offers some suggestions for developing teams to succeed
in the knowledge economy. This even-handed treatment of the subject points out the many benefits of
diversity while making clear that it brings challenges.

Superpower by Ross Garnaut
Economist Ross Garnaut has written an excellent book on how Australia can harness its rich renewable energy
resources to thrive in a low-carbon future.
No Rules Rules by Reed Hastings & Erin Meyer
Netflix CEO Reed Hastings and business professor Erin Meyer explain the corporate culture and systems which
have propelled Netflix to astounding success.

The Frackers by Gregory Zuckerman
Zuckerman superbly captures the people and events behind the fracking revolution in the US. Please see our
piece on page 13 for some parallels to the clean energy future.

Dear Shareholder (ed. Lawrence Cunningham)
Cunningham has produced an excellent selection of executive letters to shareholders, highlighting some of the
most thoughtful long-term approaches to creating shareholder value.
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Podcasts
Similarly, the breadth of ESG-focused podcasts continues to grow. We share some of our favorites:

General ESG
•
•
•
•

Refinitiv Sustainability Perspectives
ESG now (MSCI)
The Corporate Director Podcast
ESG Insider (S&P Global)

Energy
•
•
•
•
•
•
•
•
•
•
•

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)
Astute New Energy Chinwag
Everything Energy (IEA)
Experts Only (Clean Capital)
Illuminators
Drilled

General Sustainability/Climate
• The Sustainability Agenda
• Political Climate
• The Drawdown Agenda

Climate Tech & Investing
• My Climate Journey
• The Interchange

General Investing/Business with occasional but high-quality ESG content
•
•
•
•
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Capital Allocators
This Week in Intelligent Investing
Citywire Selector
London Business School
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Conclusion
We hope this year’s Sustainable Investing Report has offered additional insight to the importance
of ESG at Epoch. We are excited about the continuing prominence of ESG initiatives throughout
the investment business and look forward to sharing more of our progress with you in the
coming months.

The information contained in this presentation is distributed for informational purposes only and should not be considered investment 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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