
Responsible Investment
and Engagement Review

2016

 

The Church  
Commissioners  

for England



02

Dec 12
255 

291 

Listed Equities Carbon Footprint 
2012-2016
Tonnes CO2 equivalent per £1m revenue

Dec 13

0 100 200 300

193 

260 

Dec 14
194 

249 

Dec 15
163 

217 

Dec 16
193 

235 

 Benchmark  Church Commissioners

Responsible Investment

Our ambition is to be at the forefront of responsible 
investment practice. In 2016 we took further signi cant 

steps towards this goal. 

The Church Commissioners’ approach 
to Responsible Investment is shaped 
by the ethical policies we have adopted 
on the recommendation of the Church 
of England Ethical Investment Advisory 
Group (‘EIAG’) and by our commitment 
to the UN-backed Principles for 
Responsible Investment (‘PRI’). 

Ethical exclusions
The Commissioners received no new 
recommendations from the EIAG in 2016 
on categories of investments to exclude 
from our direct investments. We continued 
to exclude from our direct investments 
companies involved in indiscriminate 
weaponry, conventional weaponry, 
pornography, tobacco, gambling, non-
military rearms, high interest rate lending, 
human embryonic cloning, extraction of 
thermal coal and production of oil from 
oil sands, subject to revenue thresholds. 

We continue to maintain restrictions 
in the alcohol sector. For most larger 
companies listed in the UK, we exclude 
companies from direct investments if 
they do not meet minimum standards 
of responsible marketing and retail. 
Elsewhere in the portfolio, we exclude 
companies from direct investments 
based on a revenue threshold. In 2017 
we will start work rolling out the new 
approach for the largest listed alcohol 
producers across developed markets. 

Our approach to indirect investments 
is shaped by the Pooled Funds 
Policy recommended by the EIAG. 
This sets parameters for the use of 
pooled funds and a cap on indirect 
exposure to restricted investments.

Environmental, social and 
governance issues
As PRI signatories, the Commissioners are 
committed to incorporating environmental, 
social and governance (‘ESG’) issues 
into our approach to investment. Our 
Responsible Investment (‘RI’) Framework 
sets out how we do this, and in 
particular the way in which we select, 
appoint and monitor asset managers. 

Since the adoption of the RI Framework 
in July 2015, we have assessed the 
RI practice of those asset managers 
who manage more than £50m of 
assets on our behalf. All managers 
recommended to trustees for 
appointment or reappointment are also 
assessed. Discussion of RI practice is 
an integral part of our monitoring of, 
and engagement with, our managers.

We use third party data from MSCI ESG 
Research to monitor the non- nancial 
characteristics of as much as possible 
of our public equities portfolio and to 
make a comparison against our blended 
UK/global listed equities benchmark. 

This data indicates that, at the end of 
2016, our public equity portfolio had a 
signi cant tilt towards companies with 
better social characteristics compared to 
its combined benchmark. Tilts towards 
companies with better governance 
characteristics and poorer environmental 
characteristics were not signi cant. 
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Climate change
The Church Commissioners support 
the Paris Agreement and the goal of 
the international community to restrict 
the global average temperature rise 
to well below two degrees Celsius. 
We regard climate change as an 
urgent ethical issue that also poses 
nancial risks to our investments. 

Our disclosures on climate change are 
guided by the recommendations for 
asset owners of the Financial Stability 
Board’s Task Force on Climate-
Related Financial Disclosures. 

The Commissioners’ response to climate 
change is overseen by the Assets 
Committee. Climate change-related issues 
featured on the Assets Committee agenda 
in four out of six meetings in 2016. The 
agenda items comprised low carbon 
investment, climate change investment 
risk, climate change engagement and 
the Transition Pathway Initiative. Climate 
change-related risks are incorporated 
into the Commissioners’ risk register, 
which is reviewed for, and at, every Assets 
Committee meeting. The Commissioners’ 
approach to climate change and climate-
related risk management is set out in our 
Climate Change Policy adopted in 2015.

The Commissioners received a report in 
October 2015 prepared by investment 
consultants Mercer that assessed our 
portfolio against a range of climate 
change scenarios which modelled the 
investment impacts (to 2050) of a global 
average temperature rise of two, three 
and four degrees Celsius by 2100. 

The assessment found that the 
diversi cation of the Commissioners’ 
portfolio was supportive of resilience in all 
four climate scenarios, including the two 
degrees scenario. In this ‘Transformation’ 
scenario aligned with the goal of the 
Paris Agreement, the Commissioners’ 
investments in developed market 
equities (including UK equities) were 
expected to be negatively impacted by 
a rapid transformation of the economy 
but this was offset considerably by the 
positive expected impact on returns 
for emerging market equities, real 
estate, timber and infrastructure.

Since the analysis was conducted we 
have increased our exposure to assets 
that are not expected to be sensitive 
to the risks posed by climate change, 
namely developed market sovereign 
bonds, multi-asset strategies and cash. 
This has been for wider risk management 
reasons against a challenging investment 
backdrop, but the shift in asset allocation 
will have increased our current state 
of climate change-related resilience.

The Commissioners monitor the value 
of investments qualifying as low-carbon 
investments under the methodology 
of the Global Investor Coalition on 
Climate Change. At 31 December 
2016, £341m of the Commissioners’ 
investment portfolio (approximately 4.3%) 
quali ed as low-carbon investments:

 – Sustainably certi ed forestry portfolio 
– £295m

 – Green of ce development in Singapore 
– £13m holding

 – Impax Environmental Markets plc Fund 
– £29m holding

 – Equilibrium Wastewater Opportunity 
Fund – £4m holding

The Commissioners pursue all appropriate 
opportunities to add to commercial 
renewable power generation – both wind 
and solar – on our rural and forest land. 
Because we do not own the facilities, but 
obtain rental income from them, these are 
not qualifying low-carbon investments.

We continue to have one of our largest 
listed equity mandates, valued at £316m 
at 31 December 2016, with Generation 
Investment Management, which was co-
founded by former US Vice-President Al 
Gore, and all of whose investments must 
meet sustainability criteria. This represents 
a further 4% of the Commissioners’ 
overall investment portfolio. However, 
because Generation invest across a 
wide global equity universe, this is not 
a qualifying low-carbon investment. 
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We have collected data for carbon 
emissions at our largest single property 
asset, the Hyde Park Estate, and 
are developing a new sustainability 
strategy for it which will include an 
emissions reduction target. Our 
largest commercial property asset, 
the Metro Centre, is subject to our 
partner Intu's group carbon emissions 
reduction target of a 50% reduction 
in emissions intensity 2010–2020. 

Impact investments
While the Commissioners have long 
made investments with positive social 
and environmental impact, we made 
our rst qualifying ‘impact investments’ 
in 2016. Impact investments must 
have an explicit objective of delivering 
positive social and/or environment 
impact – as well as nancial returns – and 
these impacts must be measured and 
reported. Like all our investments, they 
must meet our investment risk/return 
criteria. We do not have a speci c impact 
investment allocation in our portfolio.

The rst investment, made in March 
2016, was a $40m commitment to 
Equilibrium Capital Management’s 
Wastewater Opportunity Fund, which 
develops anaerobic digestion facilities. 
Equilibrium is an Oregon-registered 
Bene t Company, meaning it has a 
statutory responsibility to create general 
public bene t, and to consider its 
impact on its shareholders, employees, 
suppliers and customers, communities, 
society and the environment. Equilibrium 
estimate that our investment will prevent 
the emission of over 500,000 tonnes of 
‘carbon dioxide equivalent’ annually.

The second impact investment, in 
December 2016, was a £10m commitment 
to a fund being raised by Palatine Private 
Equity, who are based in Manchester 
and invest mainly in small and medium 
enterprises in the English North West. 
The fund is expected to invest in a wide 
range of growth areas where the chance 
of achieving a positive impact outcome 
is high, including renewable energy, 
vocational education, ethical consumerism 
and companies addressing the issues 
of nancial exclusion, among others. 

External assessment and awards
The Commissioners were awarded A+ 
for Responsible Investment Strategy and 
Governance in our 2016 PRI assessment 
report. The Financial Reporting Council 
rated our Stewardship Code Statement 
‘Tier 1’. The Asset Owner Disclosure 
Project gave the Commissioners 
their highest rating for climate risk 
management, AAA, placing us in the top 
ten asset owners globally out of 500 rated.

The Commissioners won the 
Portfolio Institutional Award for Best 
Implementation of Responsible 
Investment and the Investment and 
Pensions Europe ESG and Climate 
Related Risk Management awards. 
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Voting for/against directors 
of UK companies

1 For 84%
2 Against 15%
3 Abstain 1%

1

2

3

Engagement

The Church Commissioners are committed to active 
engagement with the companies we invest in, consistent 

with our ethical investment policies. 

Over the past year the Church 
Commissioners have established an 
engagement department jointly with 
the Church of England Pensions Board. 
The decision to establish an in-house 
team and to strengthen engagement 
capacity re ected the increased 
importance of engagement in the 
application of the Commissioners’ 
ethical investment policies. The joint 
engagement team has responsibility for:

 – Voting our shareholdings in publicly 
listed companies

 – Preparing ethical exclusion lists
 – Engaging companies in which we are 

shareholders on issues related to our 
ethical policies.

Voting and company AGMs
In line with commitments under the 
UK Stewardship Code, the Church 
Commissioners have continued to 
vote our shareholdings in 2,017 global 
companies which held 2,228 company 
meetings, comprising 29,122 individual 
resolutions. In 2016 there were three 
particular focuses of voting and our 
interventions at Annual General Meetings. 
These were executive remuneration, 
board diversity and climate change. 

During 2016, in line with the National 
Investing Bodies’ executive remuneration 
policy, the Commissioners continued to 
vote against the majority of remuneration 
reports and publicly called upon 
company remuneration committees to 

better exercise their judgement when 
recommending reports to shareholders. 
A number of high-pro le advisory votes 
went against board recommendations 
and we expect executive remuneration 
to remain the most prominent issue 
in the 2017 voting season.

During 2016, and in line with the 
recommendations from the Davies 
Review, the Commissioners voted 
‘against’ the chairs of nomination 
committees in instances when female 
representation was below 25% of the 
board. These votes represented 21% of 
all the votes instructed against directors’ 
election over the year as we applied 
our guidelines for the rst time on this 

Voting against directors  
of UK companies 

Attendance 17
Audit independence 108
Board diversity 96
Board does not contain 25% 

gender diversity 4
Chair/CEO 8
Code breach 6
Executive chair 15
Failure to provide effective 

independent oversight 3
Governance failure 4
Independence 73
Other 2
Responsible for remuneration 116
Time commitments 7

Grand total 459

issue to FTSE 350 companies (having 
previously applied it only to the FTSE 100).

On climate change the Commissioners 
were instrumental in ling climate 
disclosure resolutions at Anglo 
American, Glencore and RioTinto. These 
were supported by the boards of the 
companies and received overwhelming 
shareholder support. The Church 
Commissioners led the engagement 
with Glencore, and the resolution at the 
AGM was passed with 98% support from 
shareholders. The companies will be 
reporting against their implementation 
in coming company reporting cycles, in 
line with similar disclosure required by 
shareholders at BP and Shell in 2015.
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Voting for/against UK remuneration
reports and policies

1 Against 69%
2 For 31%

1

2

Voting for/against US remuneration 
reports and policies (say-on-pay only)

1 Against 92%
2 For 8%

1

2

We also led a shareholder resolution 
jointly with the New York State Common 
Retirement Fund at ExxonMobil, seeking 
further disclosure on climate change. 
Although the vote was lost (with 38% 
voting in favour) this was the highest vote 
ever recorded for a climate resolution at 
ExxonMobil, representing a signi cant 
shareholder revolt and demonstrating 
a signi cant degree of support. 

More than 60 institutional investors with 
over $10trn of assets under management 
between them had pre-declared their 
support for the motion ahead of the 
AGM including major fund managers and 
pension funds Amundi, AXA Investment 
Management, BNP Paribas, CalPERS, 
Legal & General Investment Management, 
Natixis Asset Management, New York 
City Retirement Fund, the Norwegian 
Government Pension Fund Global and 
Schroder’s. The world’s two leading 
independent proxy advisors, ISS and 
Glass Lewis, also supported the proposal. 

Engagement work continues with 
ExxonMobil, led by the Church 
Commissioners, to encourage the 
necessary disclosure of information in 
line with the policies required by the 
Paris Climate Change Agreement.

Company engagement
During the year, the engagement 
team continued to meet and engage 
company representatives on a range 
of issues of concern. These included 
issues on human rights, climate change, 
tailings dams, risks around reporting 
on joint ventures within extractives 
companies, promotion of responsible 
alcohol consumption, community 
health and safety, and environmental 
concerns around mining activity. 

Mining and Faith Re ections Initiative
Over the past year the Commissioners 
have continued to support the Mining  
and Faith Re ections Initiative. This 
initiative is the result of a group of eight 
mining company CEOs reaching out  
to the Catholic, Anglican and Methodist 
Churches for an honest and open 
dialogue about the social licence to 
operate of their sector. This is a high  
level and different style of engagement 
that enables issues to be raised in a  
forum that contrasts from normal 
engagement outreach.
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So far, the initiative has involved high- 
level dialogues with the CEOs at the 
Vatican and Lambeth Palace. The Head  
of Engagement represents the Church  
of England on the Mining and Faith 
Re ections International Steering 
Committee, and Bishop David Urquhart 
(Birmingham) leads on behalf of the 
Church of England more broadly.  
The dialogue is intended to provide a 
forum for dif cult issues to be raised  
and addressed with companies.

Case study

Transition Pathway Initiative

The Transition Pathway Initiative is an 
asset owner-led initiative, supported by 
asset managers and owners with over 
£2trn of assets under management.  
It assesses how companies are preparing 
for the transition to a low-carbon economy 
through a public and transparent  
online tool. 

The Church of England’s National 
Investing Bodies (‘NIBs’) have led the 
initiative in partnership with the UK 
Environment Agency Pensions Fund,  
and with data and analysis provided by  
the London School of Economics and 
FTSE Russell. It was launched on the 
London Stock Exchange in January  
2017, with preparation having taken  
place throughout 2016.

The initiative came about as a result of  
the National Investing Bodies’ climate 
change policy, which committed us  
to engage more intensively with 
companies on climate change and  
assess whether they are taking seriously 
their responsibilities to assist with  
the transition to a low-carbon economy. 

Assessments from the TPI produced by 
the London School of Economics will be 
used to support our engagement with 
companies over the coming year and 
provide a clear and transparent basis 
upon which to report progress of 
engagement. The TPI also provides a 
basis to be able to assess the exposure  
to transition risk within our portfolio and to 
better inform our decision-making.

Adam Matthews, Co-Chair of the initiative 
and Head of Engagement for the Church 
Commissioners and Church of England 
Pensions Board, said: “The Transition 
Pathway Initiative is a tipping point for  
the market. The initiative will identify 
companies that are aligned with the 
transition to the low-carbon economy  
and those most exposed to climate 
transition risk. There can be no doubt 
about the seriousness with which asset 
owners are taking account of these risks 
and it will be a key feature in the 
discussions we will be having with 
companies over the coming years.” 
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