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Disclaimer
Dundas Partners LLP is authorised and regulated by the UK Financial Conduct Authority and registered as an
Investment Adviser with the US Securities and Exchange Commission. It operates as Dundas Global Investors.
This article has been produced for professional investors only. The opinions and insights expressed are our objective
view and intended for information purposes only; this article does not constitute a recommendation to buy or sell
any fund, security or investment. This article may not be reproduced, distributed or published in whole or in part
without the prior approval of Dundas Partners LLP. The contents are based on sources of information believed to be
reliable; however, no guarantee, warranty or representation is given as to its accuracy or completeness. If it prompts an
interest in Dundas Global Investors, please contact us for information on our funds. This article is not a substitute for
a fund’s prospectus or disclosure document. The commentary expressed addresses general investment matters only,
not Dundas’ specific strategies. Potential investors should consider the need for independent financial advice. Past
investment performance is not a reliable indicator of future investment performance.
You should be aware of the risks associated with investments in any fund, security or investment strategy.
Although Dundas Partners LLP’s information providers, including without limitation, MSCI ESG Research LLC and its
affiliates (the “ESG Parties”), obtain information (the “Information”) from sources they consider reliable, none of the
ESG Parties warrants or guarantees the originality, accuracy and/or completeness, of any data herein and expressly
disclaim all express or implied warranties, including those of merchantability and fitness for a particular purpose. The
Information may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for, or a component of, any financial instruments or products or indices. Further, none of the
Information can in and of itself be used to determine which securities to buy or sell or when to buy or sell them. None
of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein, or any liability
for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of
the possibility of such damages.
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About Us
Dundas Global Investors (Dundas) is a partnership based in Edinburgh, Scotland. We manage
investments for institutional and professional clients across the UK, USA, Australia, and New
Zealand. Founded in 2010, we have a single strategy of investing in global equities for long-term
dividend growth. The power of rising dividends and reinvestment provide excellent long-term
returns, well ahead of inflation.
Our guiding principles of alignment and independence manifest in our partnership structure.
By co-investing in the strategy, the team is aligned with the firm’s philosophy and the
objectives of our clients. We work as a team, focused on one goal. Our philosophy
remains unchanged since inception.

UK Stewardship Code
Initially published in 2010 with the objective of encouraging stewardship best practice and
accountability, the UK Stewardship Code (the Code) outlines a set of high standards for asset
managers, asset owners and service providers.
The Code was the first of its kind, developed by the UK’s Financial Reporting Council in response
to the financial crisis of 2008, and has since been followed by a number of countries and
investor associations globally.
Revisions in 2012 and 2020 strengthened the Code, with principles and expectations
increasing to reflect market changes. A welcome advancement within Environmental,
Social and Governance (ESG) reporting, the Code provides the opportunity for stewardship
activities to be expressed without constraint, encouraging flexibility and efficiency.
It exists alongside the UK Corporate Governance Code 2018, first published by the Cadbury
Committee in 1992, which concentrates on promoting good governance and transparency
amongst UK corporates.

Shareholder Rights Directive II
The European Union Shareholder Rights Directive II (SRD II) introduced in 2019, amends the
original SRD which came into force in 2007. The SRD II establishes disclosure requirements
which aim to improve long-term shareholder engagement and enhance transparency among
asset managers and owners in the EU.

Purpose
This report has been produced in accordance with the expectations of the UK Stewardship
Code 2020 and the EU’s Shareholder Rights Directive II. Dundas accepts and applies the
principles to all equity holdings, regardless of listing. Through this report we intend to enhance
understanding and transparency around our annual stewardship activities.
This report sits alongside the firm’s relevant policies, including our Sustainable Investment
Policy, Proxy Voting and Engagement Policy, and policy on Conflicts of Interest, all of which are
available on our website.
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Introduction
Commitment
Dundas invests in global equities
for dividend and capital growth.
The power of rising dividends and
reinvestment provide excellent
long-term returns, well ahead of
inflation and competitors’ strategies. Our strategy only works if we
invest in sustainable businesses –
those capable of continued, rising
profitability throughout changing
economic conditions. All of this
takes time; we are in it for the long
run.
We look to company boards and
management
to
demonstrate
stewardship, taking care of the
business so that it is handed on
to their successors in even better
shape. We expect boards to act on
behalf of customers, employees,
shareholders, and others in society
to whom duty is owed. It’s a
cliché but no less useful for
being so – satisfy the customers,
treat the employees well, and longterm shareholders will feel the
benefits.
In turn, we run the business
consistent with our investment
philosophy. The firm is owned
by those who work within it.
Team members invest alongside
our clients, aligning interests.
We price our services fairly.
Profits grow from success, not
asset gathering.

Approach

We invest in the few, not the many.
As selective investors, rather
than universal owners, our main
weapon is exclusion. We sift out
unsustainable businesses and
focus on those capable of longterm dividend growth. In doing so,
we embrace ESG considerations
in our methodology for stock
appraisal.

Ownership carries rights and
responsibilities. We endeavour to
vote all proxies, aided by our proxy
advisor, but with final decisions
taken by us. Policy in this area
continues to develop, based on the
regular review of voting decisions.
One shareholder’s vote is unlikely
to be decisive at a company’s
AGM but there are other ways
to get views across. It is about
the power of argument, not
the depth of pocket. We nudge
companies to do better either
directly or by collaborating with
other like-minded investors.
What do we nudge them towards?
So far this has included:

•

Separation of the roles of chair
and CEO

•

Advocacy for investor
distributions via dividends in
preference to share buybacks

•

The incentive component of
senior management
remuneration to be linked to
long-term objectives, not the
mere achievement of modest
success

•

Specific strategic options we
judged advantageous to
investors

•

Avoiding overboarding,
whereby individuals hold far
too many board seats,
rendering them ineffective or
comprised

•

Board refresh, as longer
tenure conflicts with director
independence

Experience
We have been signatories to the
Principles for Responsible Investment (PRI) since the inception of
our first fund in 2012 and have
complied with the principles of
the UK Stewardship Code over the
same period. Internal and external
assessments of our portfolios
and processes have allowed us
and our co-investors to measure
progress over time.
Over the years the PRI has
required
increasing
evidence
from signatories to confirm their
efforts to uphold its principles.
While we agree with the direction
of travel, virtue flows from internal
conviction, not membership of an
association.
Our objective is to be consistent.
To apply the core beliefs that
have proven to be robust, reliable,
and sensible for us and our
co-investors. Following years of
quarterly ESG reviews, we began
including ESG in our regular
governance meetings. Monitoring
and use of proxy advisors developed
through in-depth assessments of
all portfolio company meetings,
ensuring that we made the final
voting decision. Votes continue to
be reviewed regularly.
Consistent does not mean we ignore
the topical issues. Throughout
2020, the debate on climate
change continued from our stock
research to the firm’s own resource use. We signed up to
publicly support the Task Force on
Climate-Related Financial Disclosures (TCFD) and reflected on our
experience with the climate change
risks and opportunities identified
over the past decade of investment
research. Steps were taken
in our business operations to
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develop green procurement policies for office products, improve our
recycling, and review third parties
for carbon offsetting.

social considerations, and corporate governance practices. The
more directors and managers think
about these matters, the better.

The future

We continue to focus on what
most affects our co-investors:
business sustainability, corporate
governance, and risk management. Targeted engagement with
companies will continue. We will
collaborate where we judge the
issue at hand to be relevant to
our investment philosophy and
objectives. Proxy voting will
remain a priority as we work to

Our ambition is to invest in the
best sustainable businesses to
produce excellent returns for our
clients.
The wider ESG movement is a
useful support to our goals as
more investment firms ask harder
questions about the environment,

balance the advice of proxy
advisors and our investment
beliefs.
Maintaining these standards is
the responsibility of everyone at
Dundas. We aim to be as
transparent as possible and you
will find all the relevant disclosures
on our website.
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Purpose & Governance
Stewardship
Taking a long-term view and investing sustainably are
integral to our philosophy. We consider Stewardship to
have three different applications or points of relevance
to the way we invest.
First, we are stewards both of client assets and the
stocks we invest in. We are active owners, encouraging
companies to be run in the interests of shareholders,
with every other stakeholder in mind too. This means
monitoring portfolio holdings, engaging on material
ESG issues, and voting proxies to nudge companies
towards better behaviour.
Second, we look for strong corporate governance in
the companies in which we invest, not least because
it has significant benefits that extend into the furthest reaches of an organisation. We expect Boards
to pay proper attention to long-term operational
and performance metrics. This includes the presence
of measurable non-financial targets on climate change
- set using recognised global frameworks such as the
UN’s Sustainable Development Goals (SDGs).
The SDGs are increasingly being accepted and
applied by companies we invest in and we are
delighted to see this. Danish bio-engineering leader
Novozymes is one example, the sustainable nature
of its products and solutions coincide with the SDGs.
Innovative projects with potential impacts on the
Goals are advanced by a designated SDG Board to
tackle global challenges sooner.

The firm was founded on five
key principles:
•

Co-ownership

•
•
•
•

Co-investment
Simplicity of business model
Independence of thought
Fair pricing

These remain unchanged since day one.
The ‘Principal/Agent problem’ is rife in the financial
services industry and occurs when Agents of a firm
(employees) take decisions on behalf of their Principals
(the business owners). Agents’ decisions in their own
interest do not always align with Principals.
Dundas’ simple business structure ensures we all
act as Principals, not Agents. It promotes consensus
decision making, succession planning, and a long-term
view that we believe aligns our interests with that of
our co-investors. This means we strive to be Principals
of our business, working to ensure the best
possible outcomes.

Third, we are stewards of our own business. Dundas is
an independent partnership for a reason, our simple
business structure ensures alignment and independence, freeing us from the conflicts of interest that
bedevil more complex organisations.
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Culture
Partnership is more than just a word, it is a concept
and an ethos that runs through everything we do; to
clients and colleagues alike, aligning the interests of
everyone involved. Our process is explained to clients
and intermediaries to help them understand what we
do on their behalf.
Stewardship speaks to the care and attention that
is applied to ensuring we leave an investment, a
relationship, or a team member better than you found
them. At its core, it demands a deliberate sacrificing
of any potential short-term gains if they come at the
expense of long-term value creation.
Values of collaboration and advocacy make us better
colleagues and a more efficient business, the benefits
of which we can pass to clients through better returns
aided by lower, more equitable fees. We subscribe to
the philosophy that everyone’s voice should be heard
when a decision is made, creating an environment
in which team members can flourish and clients are
assured the best of Dundas collectively.

We encourage new ideas and independence of
thought which demands challenge of the status quo
and of our own behavioural biases, along with those of
the industry. This aligns closely with our co-ownership
ethos and ensures decisions are taken with all the
relevant information out in the open and without any
need to question the motives of anyone providing a
counter view.
This make us better investors as we seek enduring
and sustainable insights and connections between
companies, industries, economies, and broad socioeconomic themes. They are a constant reminder that
the businesses we invest in must be sustainable and
looking after all their stakeholders all of the time.
There are no individual incentives for sales success or
a good investment idea. Instead, we understand that
by focusing on the firm’s priorities – good investment
results, clear communication with clients, sound
administration and sustainable growth – the firm
will grow, and we will all share the firms profits in
common.

Risk
We embrace risk, without it we cannot generate
competitive returns. We recognise these potential
pitfalls and take the world as it is, rather than wishing
it was otherwise. By enacting strategies to accept,
manage and mitigate risk, we create the optimum
conditions for our investments to succeed.
As bottom-up stock pickers, risk management starts
with careful and thorough analysis of individual
companies before they make it into any portfolio.
We ensure no sector is ignored and pay attention
to the “invisible threads” linking stocks together,
with the objective of diversifying growth drivers, not
just industries. Stocks are bought to enhance the
portfolios’ dividend growth prospects while
maintaining a discipline around dividend security.

We address risk exposures in ongoing monitoring
of stocks and portfolios, analysing this at regular
meetings, with the whole team involved. In the
past these introspective sessions have touched on
markets, portfolios and stocks, team and culture,
and philosophy. Over the years this has been
substantiated by our relationships with clients,
consultants, and initiatives like the PRI, helping us to
continually improve our policies and procedures.
The majority of our assets under management are
institutional, meaning we undergo comprehensive
audit and scrutiny along with regular onsite contact
and due diligence. Taken together we feel this level
of oversight provides sufficient external assurance of
our stewardship related reporting.

Dividend growth comes from high quality companies
with good capital allocation. Portfolios built around
businesses that apply their capital effectively also
turn out to be good defensive plays, holding their
value well over the long-term. Committing to dividend
payments ensures there is little room for corporate
excess or indiscipline, making dividends effective
forms of risk control in and of themselves.
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Dundas is independent in both ownership and thought. We have carefully selected firms to work with on data,
technology, audit and advice:

Data & Technology

Audit & Advice

Factset

ISS

Azets

Morningstar

Microsoft

Absolute Performance
Verification

Bloomberg

MSCI

GEM Compliance
Consulting

eVestment

State Street

Focus1 Associates

Risk Review: Climate Change
The Paris Agreement sets out clearly the risk of uncontrolled climate change. While others disagree and
debate the issue, what struck us with the greatest force in our recent research was the pessimism from the
oil and gas industry relating to long term demand.
In 2015, when assessing downside risk in our oil and gas holdings, we decided to reduce our portfolio’s
direct exposure to the Energy sector. We completed our divestment in 2019, selling our holding in
ExxonMobil, concluding that the increased cost of production, imminent carbon taxation and the rising
renewables industry is likely to dampen prospects for sustainable dividend growth. While our recent research showed good prospects for volume growth – notably from US onshore production and discoveries
offshore Guyana – oil demand is forecast to shift downwards from 2040 largely driven by reduced consumption to stave off negative climate change scenarios.
A diversified portfolio of stocks from a variety of industries and, more importantly, drivers of growth is
the key to investment success. We apply the same fundamental criteria to all the stocks that we research,
avoiding biases for or against a particular industrial group. During our 10 years of investment research, we
have come across industries that are likely facing the greatest impacts associated with climate change, the
majority of which relate to transitional risks and opportunities.
Over time, we have avoided several other industries at risk. On automobiles, we took the view that
the world was close to peak sales of new vehicles and the transition to electric power would not
be smooth. Instead, we have invested up the value chain in the manufacturers of EV batteries and
charging, like electronics manufacturer Littelfuse.
On the flip side, we have identified many opportunities presented by the transition to an economy with
sustainable consumption, less waste, and low carbon. Technological advances in Air Liquide, supplier of
industrial gases, make it an industry leader. Not only is Air Liquide targeting a reduction in the carbon
intensity of its assets, but it is also investing in products to help its customers reduce their own carbon
emissions. It has leveraged the energy and environmental transition, deriving 40% of its revenues from its
solutions that protect life and the environment.
Our research has also highlighted the importance of viable retail models, avoiding retailers struggling with
the clampdown on overconsumption and fast fashion, and instead investing in those built for long-term,
sustainable growth. Finally, our investments in waste management services – such as TOMRA Systems –
are benefitting from the necessary demand for effective and efficient recycling infrastructure.
10
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Risk Review: Dividends
As part of our stewardship reporting duties we are invited to comment on systemic and market-wide risks
identified during the year. We could not write a risk review without addressing the impact COVID-19 has had on
the global economy.
The recession caused by COVID-19 and governments’ responses to the pandemic led to widespread dividend
cuts in 2020. Based on the MSCI All Country World Index, global dividends fell by 12.3% in 2020, giving 5-year
growth of 2.2%. US dividends were flat for the year which still left them with growth of 4.9% over 5 years. By
contrast, underlying portfolio dividends in our Global Equity Growth Strategy increased 1.2% over the year and
9.6% over 5 years.
EAFE dividends in USD fell 19.6% over the 12 months to end December 2020 resulting in no growth over the
past 5 years while our International Equity Growth Strategy saw dividends decline by 4.2% over the year with
compound growth of 9% since inception in June 2016.
A number of factors impacted these declarations:

•

Government and regulatory policy. Particularly in Europe and more generally related to banks,
politicians and policy makers were keen to avoid companies benefitting from furlough and others schemes
while continuing to pay dividends to shareholders.

•

Timing of the pandemic. Many European companies declare their full year dividends in March which
coincided with the first peak in infections. Boards were apt to omit dividends or postpone decisions until
later in the year. We can take some comfort from the reinstatements made by firms like lock-maker Assa
Abloy, specialist bank Close Brothers and eye-wear giant EssilorLuxottica.

•

Industry background. Healthcare, IT and Consumer Staples firms in the portfolio proved resilient as we
might expect while Consumer Discretionary, Financials and Industrials were those more likely to cut or omit
dividends.

The effect was felt immediately as soon as lockdowns began. For example, the global travel industry all but shut
down. IATA, the trade body for the global aviation industry, reported passenger air travel revenues fell 70%.
Similar nightmares were felt in hotel, restaurant and bricks & mortar retail businesses. Banks cut dividends
as loan-loss provisions spiked. Others who knew they had been over-distributing took the opportunity to cut
dividends.
Paying dividends to investors became contentious. Government-imposed lockdowns contributed to the dire
economic conditions, and so they had to come forward with business and employee support programmes.
Some governments asked companies in receipt of support to suppress dividends, some merely hinted at it. Many
companies suspended share buy-back programmes.
It soon became evident that many industries were receiving a huge boost from the pandemic, notably health
care, technology, communication services and digital payments. Other industries adapted swiftly. Retailers with
strong online sales capacity did well, as did manufacturers who switched to the internet to promote and deliver
their own products. Subscription media services experienced soaring demand. Disney’s parks closed but its new
Disney+ streaming service launched just in time to benefit.
What were the lessons for a dividend growth investor? With fingers crossed that 2020’s experience is behind
us, three lessons seem most important:
1. Governments can direct companies’ financial policies in time of crisis or exert moral suasion that will be
effective.
2. Recessions flush out failed business models, and do so swiftly and brutally
3. The best approach for tough times – the risks we must be ready to face – is the same as in other times.
Companies whose products are in growing demand, which have pricing power and generate cash sufficient
to fund their balance sheets, expansion plans and distributions to shareholders are good friends in tough
economic and market conditions.
11
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ESG Ratings 2020
Morningstar’s Sustainability Rating measures financially material ESG risks in funds relative to a peer
group. Using Sustainalytics ESG Risk Ratings, Morningstar score fund holdings on a trailing 12 month basis and
assign an overall rating from Low to High (five being the highest) relative to its Morningstar Global Category.
The rating is a good indicator of how funds are managing risks associated with sustainability.

Heriot Global
Fund

Apostle Dundas
Global Equity Fund

5
Globes

5
Globes

MSCI ESG Ratings assess companies’ resilience to long-term, industry-specific ESG risks and opportunities.
Company-level ratings range from CCC to AAA and fall into three categories, Laggard, Average and Leader.
An asset-weighted rating provides insights into ESG characteristics of portfolios.

Global
Strategy

International
Strategy

International ADR
Strategy

AA

AAA

AAA

Leader

Leader

Leader

PRI Reporting Scorecard

Module Name

Dundas’ Score

Median Peer Score

Strategy & Governance

A

A

Incorporation

A+

A

Active Ownership

A

B

Morningstar and MSCI ratings as at 31st December 2020. PRI Reporting Scorecard relates to the 2020 reporting cycle.
Certain information ©2021 MSCI ESG Research LLC. Reproduced by permission.
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A Decade of ESG
UK Stewardship Code
Firm Founded
Single strategy: investing globally for
long-term dividend growth.

2010
Research
Appreciation that ESG factors are
key components of sustainable
dividend growth companies.

PRI Membership
Focus on the G in ESG.
First client: Global Strategy
inception

2012
First PRI objectives:
Executive compensation.
Bloomberg ESG scores.
Director independence.

Exclusions
Exclude tobacco and munitions
socks from the investment universe.
ESG Bloomberg data in the Grid.

2014

ESG Frameworks
Paris Agreement, UN SDGs, TCFD
ADR Strategy inception
Ratings
Global funds score 5/5 on
Morningstar Sustainability
International Strategy inception

2016

Engagement Policy
‘A’ rating for PRI reporting

Sustainability
Quarterly ESG reviews.
Firm-wide sustainable practices.
Engaging collaboratively.

Stewardship
Publicly support TCFD.
Climate change considerations.
Enhance Proxy Voting.

2018
ESG Data
MSCI ESG Research & Ratings.
ESG in stock notes.
Focused company engagements.
ADR Unconstrained Strategy
inception.

2020
Next?
Climate change impact & disclosure
Stewardship activity & reporting
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Investment Approach
ESG Integration
We have always focused on the benefits
of companies able to grow their dividend
sustainably. Long-term business success
depends on competent boards with relevant
experience, transparency on corporate and
accounting practices, and management incentives tied to long-term goals that encourage
sustainable growth. Good governance precedes
social and environmental responsibility.
The whole investment team works together as
generalists, hunting as a pack. This single team,
single strategy approach applies across the
investment process, including stewardship. We
apply the same criteria to all the stocks that we
research, allowing us to gather insights from
the businesses we invest in and those we avoid.
Sifting rather than screening is the key to our
research process. Our first objective is to sift
out weaker companies - those challenged
by poor financials, excess debt and whose
prospects are not convincing. Those which make
it through the initial sift are subject to more
rigorous analysis and form the Dundas mosaic
– a research library of over 1,000 stocks.
We seek to utilise publicly available information to conduct our in-house investment
research, to the point of not using sell side
analysis. Any additional resources are paid for
through our P&L account.
All portfolios managed by Dundas are
constructed from a single global equity model
portfolio which consists of around 70 stocks,
roughly two percent of the potential 3,500
listed equities world-wide. In our experience,
these companies - capable of sustained dividend
growth - have tended to exhibit strong ESG
conduct.

Aligned with the biggest factors driving
long term total return
Dividend growth + dividend yield > 80% of long run
equity return*

Dividend growth comes from high quality
companies with good capital allocation
Sustainable businesses growing their revenues,
profits, cash flows and dividends.

Dividend growth portfolios play defence
well
High profitability, consistent re-investment, positive
free cash flow, low debt levels & prudent
governance are strong allies in tough times.

Dividend discipline = risk control
Good capital allocation decisions require robust
corporate governance.

Our analysis has led us to industries that are growing
sustainably and away from those that are not.
This, combined with our experience in managing
client-mandated restrictions, led us to exclude tobacco
and munitions companies from our investment universe in
2014.
We have a process in place to ensure that any
potential
conflicts
of
interest
are
managed
appropriately. Our services are available to institutional
investors and professional clients only. We do not invest
on our behalf, but alongside our co-investors and do not
hold any client money.

The financial implications of ESG issues come
to light in the long term and can either enhance
or detract from the long-term growth rate we
envision for a company. We forecast growth
rates and an implied return over five years or
more.

*Source: MSCI 2016 study of long-term return on behalf of the Norwegian Ministry of Finance.

15

DUNDAS GLOBAL INVESTORS

INVESTMENT APPROACH

Knowledge & Skills
Members of the firm are diverse in age, gender and professional and academic experience. We are confident
that our commonalities combined with diversity provides the foundation for making the best possible
decisions, driving the future success of the business and our investments.
We all complete at least 20 hours of Continuing Personal Development a year, in line with the requirements of
the CFA Institute. As a part of ongoing developments in our sustainability and stewardship processes, we keep
up to date with industry changes through conferences, webinars, and academic resources, and conduct internal
training sessions.
Team members have completed professional qualifications from the CFA Institute and CISI. Information on
sustainability and stewardship is not confined to an investment meeting or specific committee. As with all areas
of the business, we immerse everyone in discussions on stock ESG issues, industry news and developments,
shared through an ESG inbox or more often than not organically at team meetings.

Clients & Communication
Our client base varies across the different geographies
where we do business. In the UK we manage assets
for wealth managers, IFAs, HNW individuals, family
offices, charities, and members of the firm all invested
in the Heriot Global Fund. In the USA we manage assets
for public pension plans via SMAs and provide services
to wealth management platforms. Finally, in Australia
and New Zealand, our clients are institutional and
wholesale, including superannuation, charities and
family offices, invested in the Apostle Dundas Global
Equity Fund.
The portfolios we manage all follow the firm’s common
investment strategy. This means any one client will be
invested in some or all of the stocks held in our global
equity model. While some may request variations in the
way that we apply the investment strategy or restrictions
on the investment universe, every portfolio must
still derive investments from this model. Even so,
we recognise that not all clients can achieve the
same results all the time, and variations in the
investment results can occur. Such differences are not
considered by us to represent conflicts of interest.
Rather they reflect individual objectives and our commitment to treat each customer fairly.
As a firm we recognise that we are accountable to our
clients and their advisers on stewardship activities. We
provide updates in our quarterly reporting, including
the outcomes of stock monitoring and engagement.
Reporting on voting activity is provided on request and
summarised in an annual disclosure available on our
website. As a signatory to the PRI, we also report annually
on our progress in upholding its six principles and
disclose this publicly.

Data as at 31st December 2020.

UK
12%

USA
40%

Australia &
New Zealand
48%

AUM Split 2020

In the second quarter of 2020, with all in-person
meetings and roadshows cancelled, we upped our
virtual communications with clients and prospects.
In the UK, we hosted a series of webinars including
two on sustainability and governance: ESG,
Investment Fad or Imperative? and Good
Governance Guides Great Growth.
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Monitoring
Dundas owns 60-100 stocks with annual portfolio
turnover averaging less than 20 percent. Our Global
Equity Growth strategy has held 130 stocks since
inception in August 2012 and has shed 66 of those in
full. The turnover in our portfolio has decreased over
time, with the average holding period being five years
and trending higher.

50

company
interactions
in 2020

Detailed analysis of the total returns of those 66
individual stocks showed that only 16 delivered
returns above our targeted threshold of 10% per
annum and only four went on to provide more than
10% total return fundamentally supported by strong
dividend growth. This represents just 6% of our total
sales and – ego and bias aside – confirms that over the
piece we have been good sellers.
Put simply, our monitoring programme assesses each
stock’s ability to deliver sustainable dividend growth.
We focus on company financials, such as accounting policies, key sensitivities, and risks; products,
customers, and competitive position; the long-term
growth drivers and demand trends for the industry;
management’s strategy and governance, comparing it
to past policy and outcomes; environmental and social
practice; ESG risks and opportunities.

43% of which
were portfolio
holdings

The investment team are in regular contact with the
management and IR teams of portfolio companies,
through meetings, calls, emails and by letter, sharing
insights with the rest of the team and the wider firm.
All company interactions are tracked by the team and
reviewed through governance meetings.

Research & Monitoring 2020
A summary of the key outcomes and activities from our research and monitoring programme over the past
year.

Price alerts
18 stocks
Candidates
Sifts

110 stocks

Annual reviews
80 stocks

Sector reviews

Note: ‘Mosaic’ represents the Dundas Research Library.

Managing the
research agenda
208 stocks

Trades

16 Global
10 International

Mosaic

1,300+ stocks
total

17

DUNDAS GLOBAL INVESTORS

INVESTMENT APPROACH

Research & Monitoring Case Studies
Tomra
TOMRA Systems (TOM) is a global producer of solutions for collecting and sorting materials including food,
waste, and recycling. TOM wants to enable a circular economy, minimise waste, and optimise resource use.
By 2050 the global population of 9.8 billion will require 70% more food than is consumed today. We are
currently wasting 33% of global food production and in the next 40 years we will require more food than all
the harvests in history combined. We need new ways to feed a growing population more effectively. This is
where TOM comes in – it is actively contributing to achieving SDG 12.3 (to halve per capita global food waste
at the retail and consumer level) by developing automation and robots that improve food quality and safety.
As well as its materials sorting business, TOM is the dominant player in the Reverse Vending Machine market
for plastic bottle collection, aiming to reduce plastic down-cycling. This segment has a strong growth outlook
driven by local and regional regulatory developments such as the EU ban on single-use plastics.
Outcomes:
Convinced by the investment case and impressed by its innovation around responsible consumption and
production, we decided to buy the stock*. So far TOM is benefiting from the key growth drivers highlighted
by the initial investment thesis, increasing demand for sorting and recycling solutions in both the food and
recycling industries.

ZOZO
We first invested in online fashion retailer ZOZO, Inc. (ZOZO) in March 2018. The investment case was built
on the potential for significant dividend growth as more Japanese consumers moved online. While we aim
to be long-term investors in companies, after less than two years we decided to sell our holding in full**.
The investment decision was driven by several factors.
First, Softbank, through its ownership of Yahoo! Japan, took control of ZOZO, shifting our investment from
an independent online vendor to a controlled subsidiary. In the process the founder, exhibiting increasingly erratic behaviour, did not stick to the terms of his shareholding reduction. This led to other investors
becoming the slimming minority in an awkward exchange as Softbank bought its controlling share from the
market.
Second, it was clear that future capital allocation at ZOZO will be driven by Softbank’s Board. We doubted
its ability to continue growing the dividend sustainably, given its ZOZOTOWN platform will compete with
Yahoo! Japan’s newly launched PayPay Mall.
Finally, continued costly and unsuccessful innovations have played
havoc with ZOZO’s profitability in the past year. While these may be
considered temporary challenges, the changing face of ownership
and governance at ZOZO was not.
Outcome:
Significant governance concerns overshadowed the opportunity for
online retail in Japan and the stock was sold in full across all
portfolios.

Note: Tomra Systems is off benchmark and therefore no MSCI ESG rating is available.
Certain information ©2021 MSCI ESG Research LLC. Reproduced by permission.
*Tomra Systems initially purchased on 17th January 2020.
** ZOZO initially purchased on 21st March 2018 and sold in full on 20th January 2020.

MSCI ESG Ratings

A

A

2020

2020

BBB
BB

BB

2017

2018

2019
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Active Ownership
Engagement & Escalation
Our investment process sifts out 98% of the investable universe. For the 2% that makes up our portfolio,
we maintain contact over the term of the investment.
Open dialogue forms part of our stock monitoring and
is a useful means to engaging on ESG issues.
We aim to engage with portfolio companies first
before deciding to escalate our stewardship activities.
Concerns relating to ESG issues are typically raised
with the Chair of the Board and/or chairs of the
relevant sub-committees. Issues on company strategy
or financials are typically raised with the executive
team. Methods of escalation come down to whether
the issue is something that we are simply nudging
the company to improve on or one which is a deal
breaker. Decisions are reached as a team.
While each decision is assessed on a case-by-case
basis, there are instances where we may vote against
management, particularly on long standing issues.

During 2020 this included poor disclosure around
compensation and long-term incentives, cases of over
boarding, board tenures that corrode independence,
board or committee independence that is overall
lacking, and non-audit fees and tenures that question
the validity of audit.

Escalation has included:

•
•
•
•

Voting against director re-election;
Voting against the board;
Collaborating with other investors;
Divestment or a reduction in our
shareholding.

Collaboration
Collaboration with like-minded investors can
amplify the impact of engagement and voting. Such
as instances where we lack sufficient shareholding to
be heard or initiate change, following multiple unsuccessful engagement attempts, or to raise awareness
of ESG issues broader than at the company-level.
It boils down to actions that benefit our clients. We
will initiate or support collaborations that we believe
to be relevant to our portfolio holdings and investment philosophy. In 2020, this consisted of reviewing
a collaboration on modern slavery in UK businesses,

an investor declaration on the path to COP26 in
Glasgow, and research on shareholder proposals
related to disclosure of cash balances by large tech
firms.
Over the years we have engaged both individually
and collaboratively with governments, regulators, and
public policy makers on ESG issues, regularly speaking
at conferences, investor days and hosting webinars.
Through these channels over the years we have
advocated for and informed on:

Standardised ESG disclosures in US public
company reporting

The risks surrounding share buybacks and the
implications for institutional investors

Adoption of the Paris Agreement by governments

Issues surrounding different definitions, priorities
and methods relating to ESG analysis

The Just Transition

The risks of relying on ESG ratings to inform
investment decisions

Climate-related financial reporting
through public support of the TCFD

The importance of prudent governance for guiding
sustainable dividend growth
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Engagement Case Studies
ESG Factors
Governance

Human Rights

Overboarding

Climate Change

Leadership

Conflicts of Interest

Sustainability

Remuneration / Executive
Compensation

Board Independence

Shareholder Rights

Director Independence

Board Commitments

Thermo Fisher Scientific
Objectives:

•

Emphasise the importance of an independent board for effective risk management and encourage the
refresh of the audit committee to improve independence and reduce over-boarding of members.

•

Encourage the appointment of a new auditor given the length of tenure and a potential conflict of
interest questions its opinion.

•

Request details of efforts taken to address SDG 3 - Health and Wellbeing - namely expanding the
scope of activities and infrastructure into developing markets and SDG 12 - Climate Action - specifically
halting increases in greenhouse gas emissions and increasing the reduction in carbon intensity.

Scope/process:
Thermo Fisher Scientific (TMO) manufactures scientific instruments, consumables, and chemicals. The
stock has and continues to benefit from strong, long-term growth drivers such as changing demographics
including age and wealth; scientific advances in pharmaceuticals, biotechnology, and academic and
government research; and new software and analytics technology. We have held TMO in client portfolios
since 2016 and, when preparing for its annual stock review, decided to engage with the above objectives.
It is our policy to follow up in any case that a company does not respond to our initial engagement. When
the CEO and Investor Relations team failed to respond, we reached out and were given two confirmations
of the receipt of our letter. When following up for the third time, TMO confirmed it was working on a
response. After continued unsuccessful engagement attempts in
mid-2020 we decided to close the engagement.
MSCI ESG Ratings
BBB
Outcomes:
While attempts to open a dialogue were unsuccessful, we were able
BB
BB
to develop and apply a policy on escalation and failed engagements.
B
B
We continue to monitor the stock and will consider alternative
methods of communication such as raising ESG issues during calls
2016 2017 2018 2019 2020
or meetings with IR.

Certain information ©2021 MSCI ESG Research LLC. Reproduced by permission.
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PPG

bioMérieux

Objectives:
• Encourage the Pay Committee to tie incentives
for executive compensation to long-term
performance targets that are protected from
financial engineering, including linking
compensation to the company’s 2025
sustainability targets.

Objectives:

•

Raise concerns over board accountability,
independence, overboarding and the tenure of
audit committee members

•

Encourage the selection of a new primary
auditor following fraudulent misstatements in
the company’s financial reporting.

Scope/process:
We have been investors in global paints supplier
PPG Industries (PPG) since early 2015 and recently
completed a stock appraisal. While we were pleased
by PPG’s commitment to reducing its GHG and water
intensity, we found several ESG issues, deciding to
engage with the above objectives.
PPG confirmed that sustainability goals are included
in executives’ performance targets and annual performance reviews. In addition, although we argued
that the current EPS metric could be manipulated
through share repurchasing, PPG believes it is most
relevant to short- and long-term performance.
Rather than directors with multiple external
commitments detracting from shareholder value,
PPG believes that having serving CEOs on its board
enhances value. Similarly, it argues that long-tenured directors are important, providing intimate
knowledge of company operations and corporate
philosophy. And, while we believe that dual CEO and
Chair roles reduce accountability, PPG argued that
this provides clear leadership.

•

Encourage improved corporate governance
and a long-term commitment through the
initiation of a progressive dividend policy.

Scope/process:
bioMerieux (BIM) is a high-quality growth business focused on developing and manufacturing
clinical diagnostics equipment and reagents for the
health care sector. It is controlled by the Institute
Merieux, the Family Trust of the Merieux family.
At the time of investment, BIM had a low pay-out
ratio, around 7% of profits, and had been
holdings its dividend flat.
We engaged with BIM on our belief that the
company could and should initiate a progressive
dividend policy. At the time management felt that
the Institute was adequately funded with respect
to their charitable objectives and given civil unrest
in France regarding income inequality, they felt it
would be frowned upon. In response, we sent
them details of our investment strategy as well
as reports from MSCI on why dividend growth
creates sustainable shareholder value.
Outcomes:
As a result of this compelling material and growing
demands on the family’s charity, BIM recommended a dividend increase of 9% in the 2019
financial results released in February 2020,
although did not commit to a global dividend policy.
Subsequently, in a show of solidarity in the
fight against COVID-19, the Board reduced the
dividend by approximately 40%, directing €22
million towards philanthropic efforts.

Outcomes:
PPG confirmed that three of the board members
of concern would no longer be serving following
the 2020 AGM, reducing the average tenure of the
board to approximately six years. Despite its role
in the fraudulent misstatement of PPG financials,
PwC is still engaged as the PPG primary auditor. We
continue to monitor the stock and will consider
escalating any long standing issues by voting against
management at the upcoming AGM.

MSCI ESG Ratings

BB

BB

2017

2018

A

BBB

BBB

2019

2020

2020

AA

MSCI ESG Ratings
A
BBB

BBB

BBB

2016

2017

2018

2019

2020

Certain information ©2021 MSCI ESG Research LLC. Reproduced by permission.
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Rights & Responsibilities
Members of the investment team are responsible for
reviewing proposals, approving votes, and reporting
this internally. Dundas has engaged Institutional
Shareholder Services Inc. (ISS) to support the processing and management portions of the proxy process.
ISS receives the proxy ballots, execute votes on the
firm’s behalf, maintain voting records, and provide
comprehensive reports on all votes cast.
Over time our confidence in ISS and its Global Voting
Principles has grown. The Principles cover four key
tenets of accountability, stewardship, independence,
and transparency, considering relevant laws, customs,
and best practice codes of each market and region.
We will generally vote in accordance with the ISS
recommendation. However, there are instances
where we have opted to vote differently, except for any

client requiring a custom policy. Examples of which are
detailed in Proxy Voting 2020.
We attend the annual roundtable discussion with ISS,
keeping involved in the development of voting policies.
With this in mind, if common and recurring themes of
disagreement with ISS recommendations are identified
over time, the Investment Committee may develop a
custom policy.
We do not partake in securities lending and endeavour
to vote all shares held. Instead, we focus our
attention on stock research, portfolio construction,
and stock monitoring, which we believe delivers the
most value to our co-investors.

Proxy voting monitoring process
Review

Approve

Evidence

Proxy statement

Vote agenda proposals
for accounts with full
voting discretion

Add voting rationale to
votes against ISS policy

Recent stock research
Recent company
engagement
ISS research
ISS recommendation

Amend and submit votes
where decision differs
from the policy
recommendation

Share detailed notes with
team internally via ESG
inbox
Provide monthly updates
and assess annually
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Voting Case Studies

Walt Disney
Disney’s board includes three CEOs one of whom is a joint CEO/Chair. While these individuals can bring
valuable experience to the board, prioritising commitments can prove difficult, and whether these
individuals may tend to side with management’s perspective over the interests of stakeholders is something we have to ask. This issue is one that we continue to monitor and consider for direct or collaborative
engagement.
Executive compensation has been another topic of debate for some years and the say on pay proposal
is one which we have repeatedly voted against management on. In 2018 the vote failed to achieve shareholder approval and, despite improved performance targets for the CEO, received less than 60% support
from shareholders in 2019. At the 2020 AGM, this same resolution passed with a majority of just 54%.
While short term pay-outs were withheld in FY2020 and new CEO Bob Chapek’s pay is significantly lower
relative to his predecessor, in the move from CEO to Chair Bob Iger has experienced no change to his
target pay opportunities. His base salary remains at $3 million with annual incentive opportunities 400800% of this, making him the highest paid executive on the board, ahead of the CEO, with no compelling
reasons for this. There remains significant misalignment of incentives on the Disney board to the point
that we believe voting against management is not only warranted but necessary.

LVMH
The structure of the board raises concerns with average tenure of 12 years, board independence of 47%
including a non-independent Lead Director, and several instances of overboarding. Further, LVMH has
entered into transactions with companies related to board members, the resulting benefits of which often
multiples of the annual compensation for executives. Disclosures around these transactions are limited
and present a conflict of interest, something we feel is a risk to minority shareholders, leading us to vote
against the auditor’s report on related-party transactions at the 2020 AGM. The resolution passed with
shareholder dissent of 17% and any progress made will be reviewed at the upcoming meeting.
Disclosure practices regarding executive compensation continue to be an issue. Proposals on compensation for Bernard Arnault, Chair/CEO, and Antonio Belloni, Vice-CEO, both received dissent of 16% at
the 2019 AGM. Similarly, the compensation policies for both directors received dissent of around 14%.
Dissent from minority shareholders is significantly higher, something that continues to be ignored by the
board. In 2020, poor disclosure around incentives again sustained our vote against management on the
compensation packages and policies for these directors. The resolutions passed with shareholder dissent
of 16-17%.
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Proxy Voting 2020
Number

Percentage

Number of votable meetings

67

-

Number of meetings voted

62

93%

Number of items voted

868

91%

9%

15%

85%

91%

Votes with Policy
Votes against Policy

Votes with Management
Votes against Management

Votes against Policy

Votes against Management

Overboarded

39%

Director Tenure

20%

Overboarded

24%

Compensation

18%

Director Independence
Director Independence

15%

Auditor Tenure
Compensation
Shareholder Proposal

8%
7%
4%

Director Tenure

Industry Experience

4%
3%

13%

Shareholder Proposal

11%

Shareholder Rights

7%

Auditor Tenure
Buybacks

Buybacks

15%

5%
3%

Conflict of Interest

2%

Industry Experience

2%

For more detailed information on our voting activity in 2020, please refer to our Proxy Voting Summary.
While Dundas endeavours to vote all shares held, there are circumstances out with our control which can prevent shares
being voted, including but not limited to, delays in records published by the company, spit or partial voting preventions, and
share-blocking restrictions.

25

DUNDAS GLOBAL INVESTORS

STEWARDSHIP REPORT 2020

Dundas Global Equity Growth Composite
1 year

3 year (p.a.)

5 year (p.a.)

Dundas Global Equity Growth Composite

22.5%

15.3%

15.4%

MSCI ACWI

16.3%

10.1%

12.3%

Inception date: 1st September 2012

Reporting currency: USD

1. Dundas Global Investors claims compliance with the Global
Investment Performance Standards (GIPS).

5. The Dundas Global Equity Growth Composite includes all
fee-paying, fully discretionary accounts which invest in global
equities with the goal of delivering long term capital and dividend growth. A typical portfolio will consist of approximately
60 – 100 companies with a market capitalisation greater than
$2bn, which demonstrate sustainable cash generation that can
fund both business expansion and dividend increases.

2. GIPS® is a registered trademark of CFA Institute. CFA Institute
does not endorse or promote this organization, nor does it
warrant the accuracy or quality of the content contained
herein.
3. The firm’s GIPS compliant performance information is available by contacting performance@dundasglobal.com.
4. For the purposes of GIPS® the Firm is defined as an independent investment management firm authorised and regulated in the United Kingdom by the Financial Conduct Authority.
Dundas Global Investors manage equity portfolios on behalf of
institutional investors, with total assets under management of
US$1.7 billion as at 31 December 2020.

6. The benchmark for the composite is the MSCI All Country
World Index. The MSCI ACWI captures large and mid-cap representation across 23 Developed Market and 24 Emerging Market countries. With around 3,000 constituents, the index covers
approximately 85% of the global investable equity
opportunity set
7. The composite prohibits the use of leverage, derivatives or
short positions.
8. Returns are presented gross of fees.

Dundas International Equity Growth Composite
1 year

3 year (p.a.)

Since inception (p.a.)

Dundas International Equity Growth Composite

19.4%

11.8%

13.1%

MSCI EAFE + Canada

7.6%

4.2%

8.3%

Inception date: 1st June 2016

Reporting currency: USD

1. Dundas Global Investors claims compliance with the Global
Investment Performance Standards (GIPS).

international equities with the goal of delivering long term capital
and dividend growth. A typical portfolio will consist of approximately 35 – 50 companies with a market capitalisation greater
than $2bn, which demonstrate sustainable cash generation that
can fund both business expansion and dividend increases.

2. GIPS® is a registered trademark of CFA Institute. CFA Institute
does not endorse or promote this organization, nor does it
warrant the accuracy or quality of the content contained
herein.
3.The firm’s GIPS compliant performance information is
available by contacting performance@dundasglobal.com .
4. For the purposes of GIPS® the Firm is defined as an independent investment management firm authorised and regulated in the United Kingdom by the Financial Conduct Authority.
Dundas Global Investors manage equity portfolios on behalf of
institutional investors, with total assets under management of
US$1.7 billion as at 31 December 2020.
5. The Dundas International Equity Growth Composite includes
all fee-paying, fully discretionary accounts which invest in
All data as at 31st December 2020.

6. The benchmark for the composite is the MSCI EAFE + Canada
Index. The MSCI EAFE + Canada Index is an equity index which
captures large and mid-cap representation across Developed
Markets countries around the world including the Canada. With
around 1,000 constituents, the index covers
approximately 85% of the free float-adjusted market
capitalization in each country.
7. The composite prohibits the use of leverage, derivatives or
short positions.
8. Returns are presented gross of fees.
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Glossary
AGM

Annual General Meeting between shareholders and a company’s board of
directors.

Buybacks

Share repurchases are made by a company by re-acquisition of its own shares
as a way of returning capital to shareholders.

Dundas Mosaic

Our global macro view is, unlike almost every other, a mosaic assembled stock
by stock.

ESG

Environmental, Social and Governance are the three central factors for
measuring sustainability and societal impacts of investments.

ESG Integration

Incorporating the analysis of ESG factors into the research process and
investment decision making.

HNWI

High Net Worth Individual

IFA

Independent Financial Adviser

Just Transition

An initiative developed for the consideration of societal impacts in the
transition to a low-carbon economy.

Overboarding

Overboarded directors hold a significant number of directorships that put a
strain on the commitment required to provide sufficient time and energy to the
board.

Paris Agreement

A legally binding international treaty on climate change, adopted at the 21st
Conference of the Parties.

PRI

The Principles for Responsible Investment is an international network backed
by the United Nations. Signatories to the PRI work to uphold its six principles.

SDGs

Sustainable Development Goals were set by the United Nations to “achieve a
better and more sustainable future for all”.

SMA

Separately Managed or Segregated Accounts

TCFD

The Taskforce on Climate-related Financial Disclosures, created by the Financial
Stability Board, aims to improve financial reporting and transparency around
climate change.
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Dundas Global Investors
41 Northumberland Street
Edinburgh
EH3 6JA
Tel: 00 44 131 556 2627
info@dundasglobal.com
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