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Environmental, social and governance 
(ESG) issues are some of the hottest 
topics in markets. They have been 

a mainstream issue for some time and an 
area of growing importance to investors 
and super funds. Research bears this out.

The Responsible Investments 
Association Australasia’s 2018 Responsible 
Investment Benchmark Report for Australia 
found 55.5 per cent of professionally-
managed assets in Australia last year were 
managed using a responsible investment 
approach. This has consequences for  
ASX-listed businesses, which are 
increasingly prioritising ESG issues and 
risks and their real and potential impact  
on company performance.

Communication is key when it comes 
to ensuring the market understands a 
company’s approach to ESG. Non-financial 
data and sustainability reporting must be 
at the centre of this. Importantly, aligning 
financial and sustainability disclosures 
helps investors understand a company’s 
ability to prioritise sustainability in the 
context of its overall performance and 
assists investors to compare information 
across companies.

Ian Woods is AMP Capital’s venerable 
head of ESG investment research. A 
pioneer in this area, the business first made 
a commitment to the UN’s six Principles of 
Responsible Investment in 2007. With that 
came a promise to be an active owner that 
engages with companies on ESG issues. 

AMP Capital invests for the long term 
and its outlook reflects this timescale. “It’s 
in our interest to support companies to 
perform better and with that comes active, 

Pablo Berrutti, head of responsible 
investment Asia Pacific for fund 
manager Colonial First State Global 
Asset Management agrees super funds, 
regardless of whether they invest directly 
or through fund managers, are taking more 
of an interest in company performance in 
relation to ESG issues.

“This includes employing responsible 
investment teams within their funds,  
doing their own proxy voting as opposed  
to allowing their fund managers to do it, 
and engaging directly with companies,” 
says Berrutti.

“They’re also engaging much more 
with fund managers like ourselves to 
ensure we’re talking to companies about 
these issues. So, companies should be 
experiencing more direct engagement from 
super funds and an increasing intensity of 
engagement from fund managers they’ve 
dealt with for many years,” he adds.

Berrutti says given super funds 
have a diverse pool of many thousands 
of investments including Australian-
listed companies, global companies and 
infrastructure assets, they rely on external 
ESG research providers to advise them on 
material issues.

“They also have their own people who 
develop frameworks to assess companies 
and blend this with information from 
external ESG research providers. We also 
get many questions from clients asking us 
what we think about an issue. Then, they 
form an opinion based on all of these inputs. 
After that, they’ll engage with companies.”

Stewart Investors has been looking at 
ESG issues for more than 30 years and has 
a particular take on ESG and sustainability. 
While it analyses companies on a case-
by-case basis, it also has specific views on 
certain issues. For instance, it doesn’t invest 
in companies selling sugary drinks or take 
positions in Coca-Cola bottlers. 

“The reason for that is that we feel 
sugar taxes, which are now in place in 
30 countries, are likely only to get more 
onerous,” says portfolio manager Jack Nelson. 

“Consumption of soft drinks has 
been falling in the US for twelve years. 
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responsible ownership. We also have a 
fiduciary duty when it comes to returns 
to act in the best interest of shareholders. 
This drives our thinking. Beyond that 
we’re looking at how ESG issues impact the 
company and relate to strategy and risk,” 
Woods says.

Diversity is an example. Woods wants 
to know why this is important to a business 
and how it is incorporated into strategy and 
risk planning.

Also acknowledging the extent to 
which ESG affects the risk and return 
profile of certain investments, Emma 
Pringle, BT’s head of customer governance 
and sustainability, explains their funds 
take a different tack. “We outsource  
stock selection to our investment  
manager partners and provide guidance  
on our ESG approach to inform their 
criteria and selection. 

 “It’s important for our investment 
managers to consider ESG risks and 
opportunities, alongside traditional 
measures of financial performance, when 
deciding how and where to invest in a 
company or sector.”

Stewardship of asset ownership by 
engaging companies on ESG matters 
and proxy voting are other parts of BT’s 
sustainable investment approach. “We help 
companies address issues that are material 
to their performance,” says Pringle.

BT uses a range of sources 
to understand a company’s ESG 
considerations, collating and reviewing 
information from its investment managers 
and specialist data researchers like 
Sustainalytics and Regnan. 
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That trend will impact companies in an 
increasingly material way. So, it’s really 
about trying to incorporate sustainability 
as part of the environment in which  
we’re investing and our view of the world,” 
he adds.

Nelson says Stewart Investors is a 
quality investor and that quality takes 
different forms. “It includes management; 
we’re looking for people who are not only 
competent and have integrity but also have 
a long-term time horizon. There’s a lot of 
pressure on listed companies to make short-
term decisions that are often not in the best 
interests of long-term shareholders. Our 
average holding period is between five and 
ten years, so we’re very keenly interested in 
issues which will have a material impact on 
companies over that time horizon.” 

As such the company spends 
substantial time thinking about the type 
of people employed by the businesses in 
which it invests and future risk over the 
long term. “We think about the quality 
of financials and the way businesses 
are financed. We also think about the 
quality of the franchise, which is not 
only about conventional approaches to 
business fundamentals, but also about 
return on capital, growth potential and 
market share. Sustainability positioning 
and how sustainable and necessary a 
company’s products and services are, is 
also important.”

Nelson explains what he’s trying to do 
is put together a jigsaw puzzle of quality. 
“When we first meet the company, we’re 
trying to find enough pieces of the jigsaw 
to put together to form a coherent view 
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of quality. That includes thinking about 
who sits on the board, or the company’s 
response to a labour issue or what 
happened to cash flow during the last 
recession. What’s traditionally considered 
ESG information is not just nice to have – 
for us it’s another set of data you can use to 
make inferences about quality.” 

Methods and formulas 
Zoe Whitton, Citi’s head of ESG research, 
also has a perspective. She considers a 
company’s ESG efforts in different ways, 
depending on whether she’s looking at a 
specific issue or overall stock performance. 

“When we’re exploring a specific issue, 
we will often have a number of indicators 
or pieces of information for which we’re 
looking. When we’re assessing a company 
generally, we look for whether it has a 
grasp of the most relevant issues, and 
whether their treatment of these issues is 
sufficiently thorough and well-evidenced,” 
says Whitton. 

“We’re seeking companies that are 
on top of their ESG issues and highly 
competent in managing performance on 
these fronts, because this tells us that risk 
and opportunity is being managed well,” 
she adds.

Whitton doesn’t use formal criteria to 
measure a company’s ESG credentials. “We 

have specific information we’re looking 
for and specific performance standards 
on certain issues, for instance when we’re 
assessing climate disclosures. Most of the 
time we’re trying to judge the company in 
its context, and each company context is 
so different, applying any standard set of 
criteria is not particularly useful.”

Woods says there’s no right or formulaic 
way for a company to express ESG 
information. “Customer engagement is an 
example. That metric can be expressed in 
different ways. Companies might report 
complaints or satisfaction levels. There’s 
nothing right or wrong about any metric. 
What’s important is to communicate why 
and how the metric was used.”

It’s also not all about metrics; qualitative 
data is important, too. “Communicating 
links to strategy and risk is more about 
words than numbers,” Woods says.

AMP Capital is agnostic about which 
metrics a business uses as long as it explains 
why the metric is appropriate. But it does 
have a formal process for assessing ESG.

“We use two perspectives. We look 
at external factors shaping the market 
in which the company operates such as 
climate and social change. Those forces 
can be headwinds or tailwinds. We also 
look at how a company manages its 
material ESG issues. Intangible assets 
such as relationships, the way they treat 
customers, employees, suppliers, regulators 
and the environment are key because a 
business’s value is almost entirely made up 
of intangible assets. 

“Ultimately, I have to be able to go to 
my investment manager and explain how 
a company performs on a particular ESG 
issue and how it influences the company’s 
products, risk profile, earnings growth and 
its link to strategy and risks to executing 
that strategy,” says Woods.

“WE DISCUSS SUSTAINABILITY 
IN REGULAR INVESTOR 

MEETINGS AND EVERY YEAR 
WE ARRANGE A COUPLE OF 
NON-EXECUTIVE DIRECTOR 

ESG ROADSHOWS.”
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As such, he assesses how and what 
the company communicates through 
its web site, annual reports and market 
announcements. “We look at what 
regulators and industry bodies are saying, 
as well as independent web sites and social 
media. And we talk to competitors, NGOs 
and unions.”

Woods says the business will also attend 
results presentations and meet with CEOs, 
chairs or board members to understand 
thinking on a particular issue. “It’s 
instructive to have one-on-one discussions 
so you can ask quite specific questions.”

At the moment, AMP Capital is trying to 
get an understanding about climate change 
and how businesses are approaching their 
commitment to the Task Force on Climate-
related Financial Disclosures’ (TCFD) 
requirement for businesses to communicate 
scenario planning.

“What’s important is for IR to express 
why something is an issue from the 
company’s perspective with regards to the 
management and execution of strategy and 
risk,” Woods notes.

Berrutti says frameworks are evolving 
but integrated reporting has support from 
many super funds. “There’s interest in 
sustainable development goals and climate 
change is topical, so there’s currently 
a massive collaborative engagement 
program.” He also points to the investor-led 
Climate Action 100+ initiative that focuses 
on engaging greenhouse gas emitters. 
“Investors also read company disclosures, 
but that’s not the only way they make their 
minds up about whether companies are 
doing a good job.”

Lessons for IR
Whitton has some advice for IR 
professionals. “Sometimes companies 
decide that communicating as much ESG 
information as possible is the way to 
impress. Like most analysts, we’re usually 
searching for relevant information and 

also trying to get an impression of how 
sophisticated the company is on the issue. 

“Volume doesn’t generally serve either 
of these goals. We recommend identifying 
key issues and communicating clearly 
and succinctly on them. This also goes for 
omission. When a company communicates 
a lot, but omits a significant issue, this 
tends to throw up red flags for the ESG 
analyst community. Communicating 
performance warts and all is one of the best 
ways to come across as competent.”

Berrutti has similar advice. He says 
IR teams must engage with a range of 
stakeholders around ESG issues, including 
investors, customers, employees and the 
communities where they interact.

“This is an area of weakness in 
Australia. Many businesses haven’t gone 
through a process of trying to understand 
what’s potentially going to have a financial 
and a non-financial impact on the company 
and its stakeholders. They must also 
become better at telling the story about 
how they’re incorporating that analysis 
into strategy and risk management and 
explaining how this is reported to boards.

“If you don’t get that bit right, it 
becomes extremely difficult for investors 
and other stakeholders to understand what 
within a company’s disclosures is actually 
important. Too often you see sustainability 
reports that are 200 pages long. If the 
company hasn’t gone through that initial 
step of being able to say what it thinks is 
important and why, investors have a hard 
time being able to understand whether the 
company is managing the right issues in 
the right way,” Berrutti says. 

Bluescope Steel’s vice president investor 
relations Don Watters is considered a 
leader in communicating ESG matters to 
investors. He believes in providing multiple 
points of engagement with investor groups 
and analysts on ESG. 

“We discuss sustainability in regular 
investor meetings and every year we 

arrange a couple of non-executive director 
ESG roadshows. This is in addition 
to a management roadshow with our 
sustainability team. We engage with 
investors, proxy advisers, ESG analysts and 
interest groups,” says Watters. 

“It’s really useful to prepare a short 
presentation, based on existing disclosure 
materials, to facilitate discussions – 
remember not everyone knows your 
sustainability journey. Start with your 
values framework, go through governance 
and then move into material sustainability 
topics,” he advises.

Watters says there’s a lively internal 
dialogue on ESG matters at BlueScope. 
“Board members and our executive lead 
team, as well as our investor relations, 
corporate affairs and sustainability teams, 
are in regular dialogue with investors, 
proxy advisers and ESG analysts. 

“Focus areas that arise from this 
engagement are rapidly communicated 
back into the business both formally 
through board and executive meetings 
and talked about day-to-day. Investor 
feedback is also picked up when reviewing 
material topics for sustainability reporting. 
We remain on a journey of improving our 
sustainability performance and reporting 
and part of this journey is staying in touch 
with market expectations,” he says.

Bluescope’s sustainability reporting  
and ESG disclosures are guided by 
the Global Reporting Initiative (GRI) 
standards, and the Sustainability 
Accounting Standards Board (SASB) 
standard for iron and steel producers. 

“This ensures our activities align with 
broader stakeholder expectations and we 
focus on aspects that are material to our 
business,” explains Watters.   

“We have also chosen to align 
our reporting with the Task Force on 
Climate-related Financial Disclosures’ 
recommendations, as we feel this 
framework allows us to articulate how 
our business is prepared to navigate the 
uncertainty of the physical and transitional 
risks of climate change. Our forthcoming 
sustainability report will build on our 
previous TCFD-aligned climate disclosures, 
detailing our business resilience to 
potential impacts and opportunities 
presented by three different climate 
change scenarios,” he adds.

It’s a market leading-approach, one 
more IR teams are likely to adopt over time.

FeatureAIRA’s go-to ESG guidelines

The Australasian Investor Relations Association’s ESG Engagement Guidelines  
are a comprehensive guide of recommended practices for listed entities to improve  
ESG engagement. Some of the recommendations in the guide include: 
• Give priority to engagement with asset owners on ESG issues.
• Avoid wasting valuable time by knowing exactly whether an asset manager  

is also the beneficial owner or not and whether they have the right to vote  
the shares.

• Ask whether ESG and investment analysts will attend the meetings from the  
asset owner’s behalf.

• Consider the appropriate timing for meetings.
• Thoroughly prepare chairs and directors before attending meetings. 


