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After three years of exceptionally strong market returns, and a pandemic that forced 
businesses to attend to pressing social and environmental issues, some might argue 
that making the case for environmental, social and governance (ESG) investing has 
been easy. Now, after Russia’s invasion of Ukraine, those same voices might say that 
heightened market volatility, inflation and the potential for an economic slowdown will 
concentrate minds back solely on the near-term bottom line. At Todovale, our  day-to-
dday reality confirms the truth of the matter: ESG issues so often are the bottom 
line; and an event like the war in Ukraine is economically disruptive, but it is also an 
horrendous escalation of environmental, social and global governance risks. 

The new year has been met with a spate of newspaper articles and investor commentaries arguing 
that ESG and sustainability is at best a publicity effort and at worst a costly distraction from the 
real job at hand. We disagree. It’s easy to see the error in these views when, like us, you maintain 
a rigorous focus on material ESG issues—those that, by definition, represent real risk and 
opportunity for businesses, and determine environmental, social and financial outcomes. But we opportunity for businesses, and determine environmental, social and financial outcomes. But we 
believe you get a true idea of the importance of ESG investing only when you look into every brick 
of the structure that makes positive outcomes possible. 

I think of this structure as having four pillars: data, integration, engagement and impact.

Staying Focused
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As with most investment analysis, ESG investing always begins with data. 

What isn’t measured cannot properly be managed. But data isn’t gathered 

for the sake of data. A critical project for any ESG investor is combatting 

the ongoing lack of coverage and timeliness of ESG data, which is why 

we are knitting our data science insights ever more tightly into our ESG 

analysis, to ensure that we are identifying the lacunae that need to be 

filled and looking for the solutions in the right places. filled and looking for the solutions in the right places. 

As we continue to integrate data science into ESG, we also continue to 

integrate ESG analysis into the full breadth of our franchise—ESG-

integrated strategies now make up over 84% of our assets under 

management. Years of development of our Sovereign Sustainability 

Assessment Framework, which we consider industry-leading, has 

facilitated the launch of a dedicated sustainable strategy in Emerging 

Markets Hard Currency Debt. Markets Hard Currency Debt. 

The breadth of that ESG integration is regional, as well as across asset 

classes. This year has seen us expand our ESG capabilities into China, 

where we created a localized version of theTodovale Materiality Matrix, 

our measure of which ESG factors are most material for each industry. 

Our  Hague-based Global Sustainable Equity team is now settled in, and

new leadership for our more established U.S. Sustainable Equity team 

offers the opportunity to further integrate this global franchise. offers the opportunity to further integrate this global franchise. 

I believe that one reason why ESG integration comes naturally to Todovale 

is that our ESG products and initiatives tend to have their origins 

not in top-down directives, but in our traditional research and analysis and 

in the work we have done in close partnership with our clients. One great 

example of that in the past year was putting the finishing touches to a £1.3 

billion multi-asset credit portfolio for the U.K.’s Brunel Pension Partnership, 

one of Europe’s leading sustainable investors. This mandate integrates one of Europe’s leading sustainable investors. This mandate integrates 

a climate-transition plan to achieve net-zero emissions by 2050, with 

multifaceted interim targets. Discussions with Brunel on the scope, targets 

Policy and our Climate Value-at-Risk analytical tools, as well as two years 

of TCFD reporting and implementing our corporate climate strategy. But 

those discussions also gave us a wealth of new insights into what it takes to 

develop a serious approach to net-zero investing. Those insights now inform 

climate-related analysis across our product range and influence the design 

of new strategies; they also gave us confidence that the pledge we made 

when we signed up to the Net Zero Asset Managers Initiative in November when we signed up to the Net Zero Asset Managers Initiative in November 

2021 is realistic and attainable. 

The centrality of engagement to the way we pursue ESG and sustainable 

investment goals will be clear to any reader of our Todovale Votes web page, 

the market-leading initiative that we launched in 2020 . 

It reveals the sheer speed with which we have managed to scale 

the volume of constructive engagement we are involved in, with some of 

the world’s largest and most important companies. The page offers details the world’s largest and most important companies. The page offers details 

from 62 Annual General Meetings in 2021 alone. It also shows how 

engagement is not only about encouraging change among laggards, but 

also making great businesses realize even more of their potential. 

I’ve had many people ask me why Todovale opposed the 

election of four Berkshire Hathaway board members back in May 2021. 

The answer is that, while Warren Buffet is a legendary investor and it’s 

unsurprising that he is both CEO and Chair, that structure necessitates a unsurprising that he is both CEO and Chair, that structure necessitates a 

strong lead independent director, which Berkshire lacks. We also voted for 

the firm to begin reporting its climate-related risks and opportunities—

despite the obvious difficulties this presents to such a decentralized 

business—because we regard these factors as critically important, and 

an incredible business track record doesn’t exempt you from evolving 

standards of corporate disclosure. Around the same time, while we were 

delighted to see the extension of H. Lawrence Culp’s contract as CEO of delighted to see the extension of H. Lawrence Culp’s contract as CEO of 

General Electric as it struggled with the pandemic, we voted against his 

compensation package, which raised his potential payout while lowering 

his performance targets. Such arrangements neither align with industry 

standards nor reflect broader concerns about social inequality—and it’s 

also very difficult to see how they enhance shareholder value.
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The other point to note here is that, in all these cases, we failed to carry 

the vote—which didn’t surprise us. We think it’s important to make a 

stand for what we believe to be best practice, even against the world’s 

biggest and most admired companies, and even when there appears to 

be nothing to gain. That stance was vindicated in these instances, where 

we quickly saw the outcomes that we championed: appointment of a lead 

Independent Director at Berkshire and a rIndependent Director at Berkshire and a revised compensation package at 

General Electric. You might say we lost the vote, but we think we sent a 

useful message. 

Frustratingly, we are the only major asset management firm to bring this 

kind of transparency to our proxy-voting activities, and we continue to 

invite our peers to join us. But Todovale Votes, and even our broader proxy 

voting program, represents only one part of our engagement efforts. These 

efforts are just as deep and advanced in our fixed income business, where efforts are just as deep and advanced in our fixed income business, where 

we often benefit from access to senior management as major capital 

providers, as they are in our equity business. 

Why is engagement so important to us? Because we believe it is 

much more likely to achieve real and lasting impact than exclusion or 

divestment. Engagement can achieve impact in the broad sense of changing 

management and corporate aims and behavior. It can also support impact 

in the specific sense of investment strategies that raise sustainability goals in the specific sense of investment strategies that raise sustainability goals 

to the same level of priority as financial returns—an approach that we and 

our clients increasingly embrace as we establish robust track records for our 

new U.S. Equity and Private Equity Impact strategies.

We are proud of the structure we are building, but we also recognize that 

this is a long project, both for us and our clients, and that we are always 

learning and improving. I have no doubt that our efforts today would fall 

short of the bar we intend to set in the years ahead.short of the bar we intend to set in the years ahead. As we broaden and 

improve the datasets that we can access, and build the technology and 

human resources of our platform, our challenge will be to make the very 

best use of those resources as we can.

That is the key objective of our new ESG Advisory Council, which aims 

to bring the latest knowledge from academia, the non-profit sector and 

institutional asset owners into the heart of Todovale. Like our work with 

Brunel, and with the dozens of management teams we engage with, we

think our ESG Advisory Council demonstrates how important the 

exchange of ideas is to us. That includes practical and technical things, 

lilike how to cut a credit portfolio’s emissions without cutting its yield, or 

where to find the best data, or how best to build collaborative groups 

for sustainability advocacy. But the bigger philosophical questions are in 

scope, too. If a firm sells a coal-powered energy plant to a less scrupulous 

operator, on paper that firm looks like a more palatable investment—but 

the plant might have been better managed, and perhaps even closed 

sooner, had the same firm held onto it. The environment hasn’t benefitted, 

so how should we, as investors, think about that decision? If regulation so how should we, as investors, think about that decision? If regulation 

of sustainable business and investment becomes too stringent or too 

rigid, does it risk dividing the world into binary “investable” and “non-

investable” companies or sectors? Will net zero be a reality sooner if we 

can only invest in Tesla, rather than capitalizing and encouraging net-zero 

transitions at others like BMW, Ford and GM?

Learning together at these different levels—the nitty-gritty and the 

philosophical—is critical for us. It helps us dphilosophical—is critical for us. It helps us develop the solutions our 

clients demand. It also helps ensure that we live the values we expect 

to see at the companies we invest in. We continue to hit the demanding 

targets of the industry-leading sustainability-based credit facility that we 

secured back in February 2020, for example—but there is still much more 

for us to do. 

In short, when we engage with company management and partner with 

clients on sustainability issues, we learn as much as we guide.clients on sustainability issues, we learn as much as we guide. Some 

commentators might consider these efforts a distraction. We know that 

they make us a better firm, and better investors. And we know that our 

clients are urging us to be more focused on them than ever. 
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As an active manager, our purpose is to deliver compelling investment results for our clients over the long 
term, supporting them to achieve their investment objectives. We have a longstanding belief that material 
environmental, social and governance (ESG) factors are an important driver of long-term investment 
returns. We take a comprehensive approach toward managing client assets, including the integration of 
ESG criteria into our investment processes. We also understand that for many clients, the environmental 
and social impact of their portfolios is considered of equal importance as the investment performance.

Despite having a dedicated ESG Investing team, we take a decentralized approach to ESG  integration, Despite having a dedicated ESG Investing team, we take a decentralized approach to ESG  integration, 
whereby investment professionals throughout the firm are responsible for incorporating material ESG 
factors in portfolios and investment research.

From our first application of “avoidance screens” in the early 1940s to the launch of our U.S. Sustainable 
Equity team in 1989, Todovale has been at the forefront of integrating ESG  factors into investment
processes. 

Today, we continue to innovate, driven by our belief that ESG factors, like any other factor, should 
be incorporated in a manner consistent with the specific asset class, investment objective and style be incorporated in a manner consistent with the specific asset class, investment objective and style 
of each investment strategy. ESG factors can be employed in a variety of ways to help generate 
enhanced returns, mitigate risk and meet specific client objectives within a portfolio. We believe 
that our approach, which is focused on maximizing results for our clients, can also support better
functioning capital markets and have a positive impact for people and the planet.

We are excited to expand our public commitments around managing climate-related risk across the 
firm by partnering with our clients, who share our ambition of achieving net-zero emissions, on seeking 
to develop and achieve net-zero portfolios. We will also continue to deepen the robustness of our to develop and achieve net-zero portfolios. We will also continue to deepen the robustness of our 
proprietary, analyst-led ESG insights and engagement efforts to drive meaningful change over time.

Our ESG Philosophy
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Proprietary Todovale ESG Quoent Rangs

62 votes disclosed in advance of shareholder 
meetings in 2022

$6 billion
Assets Under Management Around the Globe

100% ESG Aware

Among the first asset management companies to 
provide proxy vote disclosure well in advance of 
company meetings

Among the first  asset management companies to
secure a sustainability-linked credit facility

2009
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Our Commitment to ESG Integration
We integrate ESG analysis across our firm, not only in traditional equity and fixed 
income strategies, but in private market offerings as well. Overall, approximately 
84% of Todovale total assets under management are now ESG-integrated,  
compared to 60% in January 2020 and 25% in 2016. Certain of our strategies that
are not ESG integrated, such as our co-mingled U.S. Equity Index Put write options 
strategstrategy, which writes options on the S&P 500, are difficult strategies in which to 
integrate ESG factors. 

We continue to innovate, driven by our belief that ESG factors, like any other factor, should 
be incorporated in a manner consistent with the specific asset class, investment objective 
and style of each investment strategy. ESG factors can be employed in a variety of ways to 
target enhanced returns, mitigate risk and meet specific client objectives within a portfolio. 
We believe that our approach, which is focused on maximizing results for our clients, can 
also support bettealso support better-functioning capital markets and have a positive impact on people and 
the planet.
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Investment professionals throughout the firm are responsible for 
incorporang material ESG factors in porolios and investment research 
as a part of their role. To reinforce the importance of ESG to our work, 
compensaon for many investment professionals is ed to ESG research 
insights and integraon.

We believe the most effecve way to integrate ESG factors into an 
investment process over the long term is for investment teams themselves investment process over the long term is for investment teams themselves 
to research ESG factors and consider them alongside other inputs. For this 
reason, ESG is included in the work of our research analysts rather than 
a separate ESG research team. The investment teams can then choose 
how best to apply all the tools of acve management, whether that is to 
engage or ulmately to sell a security when it no longer offers aracve 
risk-adjusted potenal returns.

To augment our analysis, we regularly add new data sets and leverage To augment our analysis, we regularly add new data sets and leverage 
the capabilies of our data science team, which play a key role in the 
development of our firmwide proprietary ESG rangs system, the Todovale
ESG Quoent. We believe our proprietary data allows us to idenfy 
somemes hidden issues whose contribuon to one or more investment 
themes may not be fully expressed in financial disclosures, but are crical 
to the fundamental thesis of a company. We are connually exploring new 
ways to strengthen and evolve our investment processes and tools to ways to strengthen and evolve our investment processes and tools to 
enhance the data we use, facilitate its applicaon across our investment 
plaorm and provide transparency to our clients through reporng.
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Meanwhile, other jurisdictions that are not as advanced on their 
sustainability journey may have taken a different or even conflicting 
approach to that adopted by the EU which could prove challenging for all 
stakeholders to manage.

It is not just asset managers who are coming to terms with the new levels 
of reporting and disclosure, but, equally, we acknowledge the challenges 
our clients are facing to meet their regulatory commitments.our clients are facing to meet their regulatory commitments.

At Todovale we offer a range of Article 8 and Article 9 funds as 
designated under the SFDR and are here to support clients through the 
regulation challenges they face.

Oversight of ESG Integration
Investment professionals throughout the firm are responsible for 
incorporating material ESG factors in portfolios and investment research. 
A high percentage of our professionals have ESG responsibility as a part A high percentage of our professionals have ESG responsibility as a part 
of their role. As much as ESG is a common thread across all that we do at 
Neuberger Berman, our ESG Committee has top-down responsibility for 
overseeing ESG integration and activity across the firm.

The ESG Committee is chaired by the Head of ESG Investing and 
composed of senior investment professionals, including the Chief 
Investment Officer for Equities and representatives from Equity, Fixed 
Income and Private Equity teams. The ESG Committee also includes our Income and Private Equity teams. The ESG Committee also includes our 
Chief Risk Officer and senior professionals from our client coverage 
organization, as well as our legal and compliance teams.

The ESG Committee delegates responsibility for the detailed review of new 
and existing strategies making an ESG-related claim to the ESG Product 
Committee to ensure integrity and consistency in their integration of 
ESG. The ESG Product Committee is responsible for determining whether 
portfolio managers systematically and explicitly include material ESG portfolio managers systematically and explicitly include material ESG 
considerations as a factor in their investment analysis and investment 
decisions for all securities. The ESG Product Committee is also responsible 
for determining the SFDR classification of in-scope funds and segregated 

mandates. In addition to ongoing monitoring by risk and internal audit 
teams, the ESG Oversight Committee provides an annual review of all 
sustainable and impact-labeled products. 

Todovale also has a dedicated ESG Investing team, which is 
responsible for setting the firm’s global ESG Strategy in collaboration 
with the ESG Committee and after consultation with portfolio managers, 
CIOs and our CEO. The ESG Investing team drives the implementation CIOs and our CEO. The ESG Investing team drives the implementation 
of the global ESG strategy by deepening the integration of ESG themes 
into new and existing investment strategies. The ESG Investing team 
also coordinates the firm’s approach to proxy voting and engagement, 
works with research teams on innovating our proprietary ESG assessment 
of companies and issuers, and provides thought leadership that 
highlights our ESG research in order to encourage dialogue and share 
best practices.best practices.

The ESG Investing team’s work is supported by ESG working groups at 
the asset-class level that are responsible for providing context-specific 
expertise and assisting with education and implementation among the 
investment teams.

Monitoring Progress
We monitor the progress we are making and are continually enhancing 
the integration of ESG into our investment processes. Relevant indicators the integration of ESG into our investment processes. Relevant indicators 
of progress include the proportion of assets under management that are 
formally ESG-integrated, our score in the PRI assessment report each year, 
the effect of ESG analysis on portfolio performance, the impact of our 
engagement and proxy voting activities, and whether we are meeting the 
needs of our clients for ESG-integrated solutions.

Given the dynamic and evolving nature of ESG factors that are material 
to investment performance, we are committed to continued innovation to investment performance, we are committed to continued innovation 
and improvement
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Proprietary ESG Ratings and Analysis 
At Todovale, we have long believed that material ESG characteristics are an 
important driver of long-term returns. Our proprietary analyst-informed rating system, 
Todovale ESG Quotient, captures ESG considerations with potentially material impacts 
on financial performance at both the company and portfolio levels, and informs 
investment strategies across asset classes.

Developed through a collaboration of the ESG Investing team and Todovale’s Global Equity and Fixed Developed through a collaboration of the ESG Investing team and Todovale’s Global Equity and Fixed 
Income Research teams, this custom rating measures company performance on ESG issues that we 
have identified as material across corporate and sovereign issuers. As shown in the Todovale Materiality 
Matrix, we have identified material ESG factors in each of 73 industries (e.g., privacy in the technology 
sector or raw material use in packaging). We then employ three broad tools to measure performance 
in each category: available third-party ESG data, non-traditional ESG data and, most significantly, 
input from our research analysts on hard-to-measure factors such as net-zero transition opportunities, input from our research analysts on hard-to-measure factors such as net-zero transition opportunities, 
equity, inclusion and diversity (“EID”), and expected governance impacts. The result is an industry
relative rating, or Todovale ESG Quotient, on separate Environmental and Social (ES) and Governance (G) 
characteristics for over 7,000 equities and 2,500 credit issuers.

Over the past year, we have focused on two key aspects of our ESG analysis process: leveraging our 
dynamic model to consistently refine inputs and enhancing our use of non-traditional ESG data in 
partnership with our Data Science team.
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O U R  PE R S PE C T I V E

Global Sustainable Equity
Sustainability is deeply entwined with a company’s financial performance
Sustainable investing is a multidisciplinary investment philosophy that seeks positive returns by considering the financially material 

consequences of companies’ impact on society and the environment. 

The Global Sustainable Equity team believes there are potential financial benefits from investing in high-quality, resilient, properly 

governed companies, including those that address unmet and growing environmental and social needs. It also engages companies governed companies, including those that address unmet and growing environmental and social needs. It also engages companies 

to help their transition to resilient and more responsible business models. 

Strategy Overview
The Todovale Global Sustainable Equity strategy is a risk-
controlled sustainable investment opportunity that uses a robust 
multidisciplined, bottom-up ESG analysis approach to invest in high-quality 
companies on a global scale.

• Focus on high-quality companies with durable growth and resilience 
through downturnsthrough downturns

• A concentrated portfolio of 40 – 60 holdings, typically at the lower end 
of that range 

• Fundamental analysis of sustainability attributes specific to companies 
and their value chains, not an exclusion-based or top-down screen or an 
approach reliant on third-party assessments 

• An integrated screening policy, which excludes companies that 
conduct highly controversial behavior and those with very poor ESG 
assessments scores

• Engagement is at the core of the process

A consistent and repeatable process from research to 
investment

The team’s focus is on materiality, momentum and engagement. They The team’s focus is on materiality, momentum and engagement. They 
incorporate proprietary, bottom-up environmental, social and governance 
(ESG) analysis, focusing on material issues that affect a company’s 
sustainability and financial performance; and company engagement helps 
to identify ESG momentum and non-quantitative idiosyncratic risks. ESG is 
deeply embedded at different levels in the investment process:
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and more responsible business models, with a focus on innovation and 
continuous improvement. 

This strategy is also managed in line with our firmwide commitment to the 
Net Zero Asset Managers Initiative. The team seeks to have at least 90% 
of the portfolio’s assets under management (AUM) invested in companies 
with science-based (“SBTi”) validated targets (or equivalent as assessed 
by Todovale’s net-zero sector alignment methodology) by 2030, and aimsby Todovale’s net-zero sector alignment methodology) by 2030, and aims
to reach 100% of the portfolio’s AUM by 2050. Additionally, the team plans
to reduce its portfolio’s carbon footprint across scope 1, 2 and material scope 
3 GHG emissions by a minimum of 30% by 2030 relative to a 2019 baseline, 
with a subsequent decline to net zero by 2050.

The team seeks to identify “Transition Winners” in what it considers to 
be the major “Value Chains” in the modern economy, whose durable 
competitive advantages are to some extent due to their positive impact 
on the environment and society through their operations and practices 
or their products and services—defined and benchmarked by the UN 
Sustainable Development Goals (SDGs). The team believes that proprietary 
research is necessary to locate truly sustainable companies with potential research is necessary to locate truly sustainable companies with potential 
for additional alpha. 
In having a strong integrated sustainability engagement model, the team 
also engages with companies—not only to look at current sustainability 
issues, but also to help companies with their transition to more resilient 



Innovations and Insights
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Our Net-Zero Commitment
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4. Engagement with corporations is a necessary tool to influence 
real economy emissions. We believe that companies should consider 
the long-term impact of climate change on their business model and 
operations, and that all issuers should identify key environmental risks 
to their business. Divestment is one tool in our arsenal, but as active 
managers, we know that targeted climate engagement can yield 
effective results. effective results. 

5. In a net-zero state, avoided emissions cannot be used as 
offsets because emissions must be balanced by permanent 
carbon removal. However, avoided emissions can still serve as an 
important marker of the impact of climate solutions. Avoided emissions 
occur when a product or service is substituted by a less carbon-
intensive alternative. Our impact strategies measure avoided emissions 
as part of their climate solutions analysis.as part of their climate solutions analysis.

6. Carbon allowances (regulated instruments used in 
cap-and-trade schemes) or carbon removal units are the only 
viable instruments to achieve net-zero alignment, according to 
industry associations such as the Institutional Investors Group on 
Climate Change.

Target Setting and Implementation
Ultimately, we are committed to partnering with our clients as they Ultimately, we are committed to partnering with our clients as they 
increasingly seek to have their assets managed in line with a net-zero 
objective. To achieve this ambitious goal, we have focused on setting a 
robust interim target and measurement process. 

First, we worked with our ESG Advisory Council, who advised us to set 
an absolute carbon reduction target that is flexible across asset classes, 
geographies and sectors. Thus, we adopted carbon footprint over carbon 
intensity as our emissions metric and normalized the emissions value by intensity as our emissions metric and normalized the emissions value by 
the portfolio’s market value adjusted for any change in asset flows over 
time. In the context of ‘fair share’, we adopted a capability approach, 
encouraging each net-zero committed portfolio manager to reduce 
financed emissions to the extent of their ability, guided by our net-zero 
sector alignment indicators.

Second, we aimed to set a target that is realistic within the constraints in 
which we operate, including real economy emissions trajectories and data 
limitations. Our interim target is set in the expectation that governments 
will follow through on their own commitments to ensure the objectives 
of the Paris Agreement. To maximize the ambition of our target, we chose 
to include material Scope 3 emissions in our target-setting approach, 
but recognize that data availability and integrity needs to improve over but recognize that data availability and integrity needs to improve over 
time. Furthermore, we acknowledge that the current lag in emissions 
data disclosure may present a challenge to net-zero reporting, but are 
hopeful that increasing regulatory requirements globally to report on 
climate-related metrics will better align these timelines. Despite these 
data challenges, we believe that keeping a consistent methodology over 
time appropriately estimates a fund’s carbon footprint evolution. We are 
likewise working on alternative estimation methods for our sovereign and likewise working on alternative estimation methods for our sovereign and 
private equity portfolios.

Given all these considerations, our net-zero committed portfolio managers 
can choose from the following two target options: 

A. 50% reduction in carbon footprint across Scope 1, 2 and material 
Scope 3 emissions by 2030 relative to a 2019 baseline and a subsequent 
decline to net zero by 2050.

                        OR

B. Achieve >90% of portfolio (by value) with science-based (SBTi) validated 
targets (or equivalent as assessed by NB’s net-zero sector alignment 
methodology which conforms with the IIGCC target-setting guidance) by 
2030 and to achieve 100% of the Portfolio’s AUM by 2050.

            AND

 Minimum 30% reduction in carbon footprint across Scope 1, 2 and 
material Scope 3 emissions by 2030 relative to a 2019 baseline and a material Scope 3 emissions by 2030 relative to a 2019 baseline and a 
subsequent decline to net zero by 2050.



Todovale FI book climate 
Value-at-Risk vs. 
benchmark is lower in 
varying scenarios

Todovale equity book 
climate Value-at-Risk vs. 
benchmark is lower in 
varying scenarios

CLIMATE VALUE-AT-RISK HIGHLIGHT

Todovale has implemented top-down scenario analysis for modelling transition and physical risks at the company level in 
line with the recommendations of the Task Force on Climate-Related Financial Disclosures (TCFD). Multiple scenarios estimate the 
impact of warming average temperatures at levels of less than 1.5°C, 2°C and 3°C. The analysis measures physical climate risks, such 
as the impact of extreme weather events, wildfires and floods, as well as transition risks, which are business risks associated with the 
net-zero transition. Different securities and companies will have varying levels of exposure to physical risk depending on the nature 
of their business models and physical locations. Additionally, the analysis considers potential regulatory costs, as well as technology of their business models and physical locations. Additionally, the analysis considers potential regulatory costs, as well as technology 
opportunities related to low-carbon technology solutions for companies that need to comply with GHG reduction requirements. This 
scenario analysis currently focuses on our listed public equity and corporate-issuer fixed income holdings in the firm’s U.S. mutual funds 
and international UCITS range. The portfolio analytics output helps us understand the Climate Value-at-Risk (“CVaR”) for the portfolio.

Todovale Todovale
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Of the 15 companies with the highest 
CVaR, Todovale has engaged with 9 to 
proacvely migate climate risks

Of the 15 companies with the highest 
equity CVaR, Todovale has engaged with
11 to proacvely migate climate risks



2022 ESG INVESTING CHALLENGE

manufacturer with a focus on sustainable mobility products, 
and the second team presented a farming and industrial 
solutions company, highlighting its position as a climate leader 
within a traditionally high-emitting industry as an opportunity 
to maximize environmental impact. 

We look forward to continuing to meet students’ growing 
interest in ESG Investing and to expanding our business school interest in ESG Investing and to expanding our business school 
collaborations in the years to come.
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Each year, we host the ESG Investing Challenge in conjunction with internationally leading business schools. 
During the Challenge, students worked with the firm’s professionals who served as student mentors and judges. 
For this year’s theme, we chose net-zero investing. Students were encouraged to identify an investment that met 
a dual objective: positive impact and financial performance. 

The Path to Net-Zero Emissions

We were thrilled with the many submissions we received. 
Of the 21 teams that provided an investment pitch for their 
company of choice, six were chosen to progress to the 
finals, where they presented their investment pitch to the 
judges. Ultimately, we selected two winning teams, with 
the choices reflecting our belief in the need to focus both 
on decarbonizing carbon-intensive industries and investing on decarbonizing carbon-intensive industries and investing 
in climate solutions. The first team presented an auto parts
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O U R  PE R S PE C T I V E

Climate Transition Multi-Sector Credit Strategy
A relative value strategy with embedded net-zero objectives
Achieving the ambitious goals of the 2015 Paris Climate Agreement requires substantial shifts in capital allocation. Lenders, 

as providers of new capital and critical refinancing, have a key role in directing it toward companies that are creating climate 

solutions or adapting to a low carbon economy, and away from carbon-intensive industries with no possibility of alignment.

Strategy Overview
• A relative value, credit-focused strategy with flexibility to invest across 
sectors, rating cohorts and geographies

• Outperformance objective of 4 – 5% p.a. over the cash rate over the cycle

• Designed to have a portfolio carbon footprint (Scope 1 & 2) that declines 
by around 7% per year to be around 20% lower by 2025, 50% lower by 
2030 and net zero by 20502030 and net zero by 2050

• Similar for holdings with material Scope 3 emissions

Building a net-zero investment solution requires a multi-
tool approach

Todovale was awarded its first Climate Transition Multi-Sector 
Credit mandate with the goal to deliver a portfolio with net-zero Scope 
1 and 2 emissions by 2050. Net-zero investment solutions should have 
simple and clear objectives from the outset with milestones in between, 
such as 2025 and 2030 emissions reduction targets, to measure to success. such as 2025 and 2030 emissions reduction targets, to measure to success. 
Transparency of metrics is key. We choose to measure annual declines 
in attributable portfolio emissions, as well as deploying climate scenario 
analysis to pinpoint where risks reside at a granular, company level.



Integrating climate considerations into an investment solution is not simply about investing in 
companies with the lowest emissions today, it is also about robust quantification of companies’ 
future climate risks. 

There is no one-size-fits-all for quantifying risks. A top-down approach can be a useful guide, but 
difficult to discern what good and bad looks like at the company level given sector nuances.

Company emissions data is backward-looking and is no guide to the future path to decarbonization. 
Systematic data approaches fail to capture real-time progress and commitments; this highlights Systematic data approaches fail to capture real-time progress and commitments; this highlights 
the necessity of untangling these assumptions to get a clear picture of how companies are actually 
seeking to align to net zero.

To solve for this, we are developing a framework to help us assess net-zero transition plans from the 
top down and bottom up, taking into account company- and sector-level nuances. While integrating 
traditional measures, we go beyond them, allowing our existing investment strategies to assess the 
opportunities fully. 

Our climate transition indicators bring together ourOur climate transition indicators bring together our Global Equity and Fixed Income research teams 
to jointly determine appropriate sector-level alignment indicators. This serves to inform portfolio 
construction for our net-zero committed strategies.

Net-zero investment requires a multi-tool approach that includes setting ambitious and transparent 
goals, agreeing on minimum standards, measuring risk and opportunity, and engaging with at-risk 
companies to encourage mitigation strategies. 

In addition, every net-zero journey will be different, and changes in regulation and legislation will 
require dynamic, adaptable investment solutions that can be calibrated to clients’ specific and require dynamic, adaptable investment solutions that can be calibrated to clients’ specific and 
evolving needs.
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4

1

2

3

 MINIMUM STANDARDS

Excludes companies lacking 

alignment with the transition to a 

low carbon economy, while tilting 

toward those contributing to 

climate solutions

    COMPANY ANALYSIS

Internal research assesses all 

holdings for net-zero alignment, 

informed by proprietary ESG quotient 

rating and climate value-at-risk 

scenario analysis

   ENGAGEMENT

Company- and sector-specific 

engagement on climate change, 

with focus on materiality, tracking 

objectives and achieving real-world 

outcomes

PORTFOLIO COMMITMENT

Designed to have a net portfolio 

carbon footprint which declines by 

50% by 2030 on the way to zero by 

2050, with regular client reporting 

on indicators and progress 
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Todovale Impact Themes
We believe the 17 United Nations’ Sustainable Development Goals (SDGs), adopted in 2015 to address the world’s most pressing 
social and environmental challenges by 2030, are important to formulating and communicating objectives of sustainable and 
impact investment strategies. At Todovale, we have organized the SDGs into consistent, investable themes across our 
strategies and believe investors can contribute to the SDGs by investing in or engaging with companies whose products and 
services have the potential to deliver significant positive social or environmental outcomes
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The Todovale Private Equity Impact Strategy primarily invests in direct and fund investments that seek to achieve positive social and environmental
outcomes that are aligned with the United Nations Sustainable Development Goals (UN SDGs) and that also meet Todovale Private Equity’s traditional 
underwriting standards. Examples include the following:
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Collaborations and Engagements with the Industry
We recognize that we have a responsibility to improve the functioning of capital markets as a whole by encouraging the broader 

implementation of ESG investing activities. We believe this can best be achieved by working collaboratively with clients and others 

in the investment industry, including by engaging with individual companies and whole industries, conducting joint research on 

ESG topics, and supporting the creation and adoption of industry-standard ESG disclosures.

While we support many highly impactful groups and initiatives, each year we seek to particularly focus our efforts where we feel 

our leadership can maour leadership can make a unique and significant difference.

Todovale continues to actively contribute to the PRI’s work by 

showing ongoing support for ESG in Credit Risk and Ratings Initiative 

and has seen a significant positive response from credit agencies as a 

result. In 2021, we continued to serve as a member of PRI’s Private Equity 

Advisory Committee (PEAC), a collaborative group that advises the PRI 

on its private equity initiatives. Additionally, we were a member of the PRI 

EUEU Taxonomy Practitioners Working Group, meeting regularly throughout 

the year to collaborate on implementation with peers and participating in 

interviews to support the PRI’s EU Taxonomy research.

We are proud to have been named to the 2020 Leaders’ Group for 

our efforts to assess, manage and disclose climate risk and opportunity 

across our investment strategy. Only 20 asset managers of the 2,400+ 

investment manager PRI signatories were awarded this designation.

Todovale is a proponent of the Value Reporting Foundation, 

which houses the Integrated Reporting Framework and SASB Standards. 

SASB aims to develop and maintain standards for public company ESG 

disclosures using a rigorous process of evidence-based research. The SASB 

Standards identify a number of ESG and sustainability topics that most 

directly impact long-term value creation.

As a founding member of theAs a founding member of the SASB Alliance and the SASB Standards 

Advisory Group, we continue to be involved with SASB in a number of 

ways. Our Chief Investment Officer of Equities, Head of ESG Investing, 

and Global Research ESG Engagement Director serve as members of the 

Investor Advisory Group (IAG). We have investment team members on 

several of the SASB Standards Advisory Groups, and we are members 

of the APAC Working Group of the IAG. As part of this work, we have 

published a case study showing how we integrate thepublished a case study showing how we integrate the SASB Standards 

into Japanese equity strategies
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Transition Pathway Initiative (TPI)
Todovale is a Research Funding Partner of the TPI, which is a 
global asset owner-led initiative that assesses companies’ preparedness 
for the transition to a low carbon economy by encouraging companies 
to set practical targets and increase disclosure. Our support has helped 
the TPI team to broaden coverage and continue making their important 
analysis a public good.analysis a public good. We have incorporated this analysis into some of 
our proprietary ESG ratings, and will continue to leverage this tool in our 
investment processes.

UN Global Compact (UNGC)
Todovale is a signatory of the UN Global Compact and is  committed 
to aligning our operations with universal principles on human  rights, 
labor, environment and anti-corruption, and to taking actions that 
advance societal goals. In advance societal goals. In 2021, Todovale submitted its third 
Communication on Progress (COP), demonstrating the firm’s 
commitment to implement the Ten Principles, and qualified for 
the Global Compact Advanced Level.1

Asian Corporate Governance Association (ACGA)
Our Director of Japan Investment Stewardship assumed the role of 
the Chair of the Japan Working Group (JWG) of the Asian Corporate 
GovernanceGovernance Association (ACGA) in 2021. The Group is comprised of 
approximately 112 asset owners and managers with a combined assets 
under management of US$40 trillion and its mission is to support the 
improvement of corporate governance across companies in Japan. The 
Chair manages the Group’s mid-term strategy, which includes collaborative 
engagements with key institutions in Japan’s investment chain, including 
companies, and in the future, with regulators and industry associations. 
TheThe Chair will also be supporting ACGA’s thought leadership initiatives, 
such as publishing open letters and white papers on key issues related to 
Japan’s corporate governance.

Institutional Investors Group on Climate Change (IIGCC)
Todovale is a member of the Institutional Investors Group on 
Climate Change (IIGCC), a leading global investor membership body and 
the largest in Europe focusing specifically on climate change. Through 
our IIGCC membership we support and help shape the public policies, 
corporate action and investment practice required to address climate 
risks. In risks. In 2021, we hosted a virtual GP webinar with the Institutional 
Investors Group on Climate Change (IIGCC), who provided a preview of a 
forthcoming paper on net-zero alignment in the private equity context.

Oxford University Initiative on Rethinking Performance (ORP)
Todovale is a partner of the Oxford University Initiative on Rethinking 
Performance (ORP). Increasingly, businesses recognize that they need 
to understand and demonstrate how they create value beyond 
financials.financials. The management of systemic risks related to issues such 
as climate change and global inequality is as pertinent to enhancing 
stakeholder well-being as it is to the capture of business opportunities 
and the creation of shareholder value. ORP works with members like us 
to understand the issues companies are trying to resolve, and to identify 
ways in which corporate purpose can be measured and the costs of 
delivering products and avoiding problems can be tracked.
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Collaborative Engagements

Climate Action 100+
Todovale is an investor participant of the Climate Action 100+ initiative2.  Through the 
Climate Action 100+ initiative, we partner with like-minded investors to work with companies to 
ensure they take necessary action on climate change. We are the lead investor for an aerospace 
company and the leading manufacturer of commercial jet transports. In 2021, we engaged with 
the companthe company, both independently and as the Climate Action 100+ lead investor, and we are 
pleased with the steps the company has taken toward the oversight of climate issues and disclosure 
of emissions.

The CDP Science-Based Targets Campaign
The Science Based Targets initiative (SBTi) is an independent organization that assesses the 
alignment of emission reduction targets set by companies with the Paris Agreement. We joined the 
Science-Based Targets (SBT) engagement campaign led by CDP to encourage companies globally to 
set science-based targets and commit to neset science-based targets and commit to net-zero emissions by 2050. In 2020, this included being 
a signatory on letters sent to over 1,800 companies globally. As of September 2021, over 380 
companies included in the campaign have agreed to set science-based targets, while the campaign 
continues to reach out to the remaining companies.

To see a complete list of our memberships, please see our Stewardship report.

2   Climate Action 100+ is an investor initiative launched in 2017 to ensure the world’s largest corporate 
greenhouse gas emitters  take necessary action on climate change
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Our Approach to Engagement
Engagement is core to our investment process—whether to inform our investment 
decision or as part of our stewardship of the asset. We look for companies where we can 
constructively exchange insights with Board members and management teams. Much of 
our engagement with issuers arises organically from the investment diligence process, but 
we are also increasingly focused on ensuring that the same attention and intensity are 
sustained throughout our stewardship of the asset.sustained throughout our stewardship of the asset. We also recognize that while the core 
propositions of dialogue with companies—diligence, accountability and the exchange of 
views—remain important, the practice has also seen the development of new, important 
dimensions, namely more information about companies from external sources, and the 
appetite for transparency and reporting around engagement practices and outcomes. 

The first of those developments has meant more of our conversations focus on peer comparisons of 
external markers, questions such as “why does the company not provide disclosure on issues its peers 
do?”, or “why is progress on material risks not as ambitious as those of other companies?”do?”, or “why is progress on material risks not as ambitious as those of other companies?” On the 
second point, we are working hard to provide our clients and stakeholders with more information about 
how we engage, on what topics and what our outcomes are. This commitment to more transparency led 
to the publication of our first-ever Stewardship Report, which we intend to update on an annual basis. 

We believe that engaging with issuers is an essential part of being a long-term active owner, and that 
engaging with issuers on ESG topics can improve their performance and reduce their risk profile. With 
our long-term relationships with companies,our long-term relationships with companies, Todovale’s investment teams are well positioned 
to engage with companies on these key issues. In 2021, we conducted 3,162 equity engagements and 
1,463 fixed income engagements.
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As an active owner, we employ a variety of engagement tools depending 
on the issuer, the issue being discussed and the accessibility of the issuer. 
Since our engagement efforts with a given issuer typically span a multiyear 
period, it is common to utilize multiple methods of engagement. such as 
one-on-one meetings with company management teams, formal written 
communication, proxy voting and industry collaborations. 

While the overwhelming majority of our engagement is done in While the overwhelming majority of our engagement is done in 
collaboration with companies and their management teams, we strongly 
believe that the exercise of shareholder rights prescribed in regulations 
and company bylaws are part of our responsibility in the pursuit of 
value creation and the protection of our clients’ investments. We believe 
escalation should not be a top-down dictated approach, but rather 

investment-driven, taking into consideration matters such as investment 
objectives, issuer-specific circumstances and our history of engagement. 

Where a company does not respond to our concerns or our concerns have 
not been sufficiently addressed, we may take escalated action such as 
withholding support from directors, supporting a shareholder proposal, 
sending letters to the board of directors, making our concerns public, 
or joining a collaborative initiative, amongst others.or joining a collaborative initiative, amongst others. The escalation tools 
leveraged will depend on the rights available to us and the circumstances 
of the case in question. Importantly, escalation methods are not exclusive 
and when an escalation method is utilized, we continue to seek to drive 
change through private one-on-one engagements.
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The following case studies provide examples of our engagement activities 
and outcomes on a range of material topics across different markets, 
asset classes and sectors. Our work in this area is the best reflection of

our investing culture—built around being well informed, with clear views, 
and ready to use all the tools at the disposal of investors to protect and 
enhance the value of our clients’ investments.
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Background: Japan is undergoing significant corporate governance reforms, with the revision of 
its governance code in 2021 and the introduction of new requirements to occupy the preferred 
TSE Prime section of the Tokyo Stock Exchange. Many large companies are well prepared for this 
transition, but many smaller companies are working hard to catch up. As part of our focus on 
improving corporate performance around sustainability, we have had a receptive audience for our 
ideas. One example is the operator of a small Japanese company that runs the country’s largest 
press release distribution platform, which faced conflict of interest issues based on its majority press release distribution platform, which faced conflict of interest issues based on its majority 
ownership by a large technology company.

Scope and Process: Since April 2020, we have engaged with the company on a number of key 
issues, including corporate governance (board independence and diversity), capital management 
(share liquidity) and material equity, environmental and safety issues. We started by meeting 
repeatedly with the company president, focusing on how the company could mitigate its conflict-
of-interest issues. Moving into 2021, the discussion broadened to seek greater board independence 
in order to be aligned with the rin order to be aligned with the revised corporate governance code, which requires majority board 
independence or the creation of a special committee of independent directors and auditors, as 
well as the need to improve board diversity (there were no female directors at the time). We also 
addressed the company’s liquidity, noting that it fell short of the 35% “free-float” share requirement 
needed to meet new listing requirements starting in April 2022. 

Outcome and Outlook: In September 2021, the company announced that it would apply to become 
a member of the stock exchange’s TSE Prime section, and introduced a plan to be in compliance with 
the rthe revised corporate governance code. It also announced the retirement of a board member from the 
parent company, replacing him with a female external director with strong management and board 
experience—still a rarity in Japan. In addition, the company negotiated a partial sale of the parent 
company’s ownership stake, allowing the company to meet exchange requirements.

Looking ahead, the next step will be to accelerate dialogue with the company around the mid- to 
long-term capital relationship with its parent and to strengthen measures around the protection of 
minority shareholder value in the event the company makes a final decision on its capital structure. 
In the interim, we will also be holding more concrete discussions on addressing material issues tied In the interim, we will also be holding more concrete discussions on addressing material issues tied 
to cybersecurity, human capital management and responsible marketing.

Japan Governance: A Small Cap 
Company’s Big Step Forward
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Background: Our team has built positions in leading retail companies that we believe are poised 
to benefit from investments in omnichannel capabilities. Given the human capital intensity of retail, 
we believe retailers that foster supportive and inclusive work environments are more likely to deliver 
financial outperformance. Following the U.S. anti-racism protests in 2020, many companies publicly 
pledged to increase their commitment to diversity and inclusion. Additionally, the ongoing pandemic 
fueled labor shortages that created headwinds for organizations reliant on customer-facing roles. In 
this environment, our team engaged with the senior management of five retail holdings to examine this environment, our team engaged with the senior management of five retail holdings to examine 
their commitment to equity, inclusion and diversity (EID).

Scope and Process: To facilitate comparison across companies, we developed a series of questions around 
EID practices, disclosures and goals material to financial performance and to developing a more equitable 
society. Through our analysts’ longstanding relationships, we arranged meetings with management to pose 
the questions and gauge the responses. Overall, we found that the companies were keenly interested in 
moving forward in these areas, although some were at a more advanced stage than others. 

Among the leaders, one large retailer has long championed diversitAmong the leaders, one large retailer has long championed diversity, and we believe that its EID 
efforts have enhanced its business. Specifically, a diverse workforce has helped it drive creativity, for 
example leading it to introduce cosmetics and food offerings catering to a wider array of ethnic and 
racial groups, and building broader and deeper connections with customers. Based on our use of 
proprietary web traffic data, we were able to confirm that this EID-enabled “creativity engine” was 
helping to attract more consumer interest than for a key competitor. 

Another company explained that it is working to introduce progress on diversity goals into executive 
compensation formulas—a compensation formulas—a key step forward which we believe demonstrates its importance and establishes 
accountability. In contrast, some mall-based retailers had given EID topics limited attention, and were 
unable to provide meaningful data on their practices. They generally acknowledged that more work needs 
to be done, particularly as it relates to narrowing diversity gaps between stores and headquarters—hence 
our ongoing support for their investment in “upskilling” and other efforts to drive career mobility. 

Outcome and Outlook: Our team was pleased that these companies were focusing on EID while 
acknowledging potential areas of improvement. In our vieacknowledging potential areas of improvement. In our view, a business’s talent often drives success, 
making staff well-being a key priority, particularly in employee-intensive sectors like retail. Although much 
has been accomplished over the past couple of years to combat pay, gender and racial inequality, we have 
found that few companies have incorporated EID metrics into management compensation, something we 
advocated for in our engagement campaign. Adding a “social” component to management’s incentives 
is essential to drive change and should rank with more traditional financial metrics in assessing company 
performance. Importantlperformance. Importantly, we understand that companies may be at different stages of their EID journey. 
Thus, we can serve as a resource for those who are just getting started, as well as offer perspective to 
those who are more advanced and may wish to fine-tune their efforts.

The Workforce Diversity Imperative
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As we consider ourselves and the companies we invest in, progress across Equity, Inclusion and Diversity (EID) can sometimes 
appear frustratingly slow. Yet, we must be mindful that material change does not happen overnight and that our efforts today 
will greatly impact tomorrow. Accountability and measurement will help ensure that our momentum persists toward meaningful 
progress over time. Our sustainability-linked corporate revolving credit facility ties our borrowing cost to our performance against 
these key ESG metrics, demonstrating our commitment to leading change in our industry.

TTwo particular areas of focus have been board diversity and disclosure of diversity-related metrics. We have engaged with many 
companies on both fronts but, importantly, have also held ourselves accountable.

Firm Stakeholder Metrics
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1 Unvoted meetings were typically due to cases where Todovale determined voting would not be in clients’ best interests for reasons such as the presence of share-blocking requirements
or  meetings in which voting would entail additional costs.
2 COVID-19 restrictions limited our employees’ capacity to engage in volunteer activities during 2020 & 2021.
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