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Sage conducts an annual stewardship survey to bet-
ter understand how Sponsors of exchange traded
funds (ETFs) are performing their duties as fiducia-
ries. The 2020 survey consisted of 28 questions de-
signed to get at the very heart of not only policy,
but also the existence of a verifiable and substan-
tiated record of action. For each ETF Sponsor that
was evaluated, we provided an overall letter grade
based on their scores for each survey section, which
included voting practices, engagement, disclosure,
stewardship, and climate risk. With these grades in
mind, we were able to create a preferred list of pro-
viders with which to invest.

What is Financial Stewardship?

In simple terms, a financial steward may be defined
as an individual or organization who is of good char-
acter with the passion and discipline to protect the
long-term interests of others. In this capacity they
are committed to being a point of inspiration for
moral, ethical, and prudent decision making. Com-
petent financial stewards must be able to judge
wisely and objectively based upon their seasoned
knowledge and experience. Lastly, and perhaps
most importantly, they must have a demonstrated
ability to be independent leaders willing to correct
unethical or illegal behavior for the benefit of all
stakeholders. We believe that this notion of finan-
cial stewardship captures what most investors seek
and expect from their investment managers.

Intoday’s world, financial stewardship is being required
and relied upon in ever greater quantities through a
wide variety of investment modalities but none more
important than the burgeoning market for ETFs.

It is our long-held view that investment manage-
ment firms that provide ETFs to the investing public
have enormous power and influence given to them
by those who utilize their services. Indeed, by some
estimates more than 80% of all assets that have
flowed into investment funds in the past decade
have gone to index funds.! This has meant that giant
index fund ETF managers, such as Vanguard, Black-
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Rock, and State Street Global Advisors, collectively
own on average more than 20% of S&P 500 com-
panies and control about 25% of the votes of the
average S&P 500 company.?

Clearly, the level and quality of financial stewardship
applied by these organizations should be of para-
mount importance because of the influence they may
exert over the direction and development of corpo-
rate policies, industry trends, government regulation,
societal behavior and, most importantly, the value of
long-term investment outcomes. For all these rea-
sons their financial stewardship truly matters.

ETFs for All

U.S. ETF assets have been growing at roughly a 25%
annual rate for the past 10 years. This market, which
currently represent some 37% of the combined dai-
ly volume on all U.S. stock exchanges, is expected
to reach $5.3 trillion in assets under management
(AUM) by year-end, up from $770 billion in 2010, ac-
cording Bank of America. Moreover, flows into U.S.
ETFs are expected to grow tenfold by 2030, eventual-
ly reaching $50 trillion.?

These trends have largely been supported by the fact
that ETFs have become a favorite mode of investing
for most financial advisors and institutional inves-
tors. According to the Financial Planning Associa-
tion’s (FPA) 2019 Annual Survey, 88% of advisors and
institutional investors use or recommend ETFs and,
for the fifth year in a row, ETFs have been the most
popular investment option among the 22 choices fea-
tured in the FPA’s annual investment survey. Institu-
tional investors have also participated in this growth
with a fourfold increase in ETF investments over the
last five years, bringing ownership to over 65% of the
total ETF market at the end of 2019.3

While the investor rush to ETFs has been powerful, it
has also been narrowing in many respects. According
to a 2019 report from CNBC, the top 10 ETFs trading
on U.S. exchanges accounted for 28% of total U.S. as-
sets under management, with the top 20 U.S. ETFs
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accounting for nearly 40% of all assets in the space, up
from 25% a decade ago.*

This means that passive investing has now taken over
nearly half of the U.S. stock market as investors in-
creasingly avoid actively managed funds in favor of
passive index funds. It is also worth highlighting that a
whopping 98% of all ETFs are passively managed and
the top five ETF Sponsors (BlackRock, Vanguard, State
Street, Charles Schwab, and First Trust) preside over
87% of the total assets in the ETF markets today.*

Survey Overview

Since 1998 Sage has been deeply involved with the ETF
market as an institutional investor utilizing a variety of
funds from a range of ETF providers. Through these ac-
tivities, we have entrusted our client investment funds
with a range of sponsors in varying degrees. Through
our due diligence and assessment process, we have
actively engaged and reviewed each of the leading
ETF Sponsors on their investment process, security re-
search efforts, and overall performance.

In recent years, with the rapid growth of the ETF mar-
ket and the inherent expansion in voting power as-
sociated with these trends, we aggressively expand-
ed our assessment efforts to fully explore a range of
important financial stewardship and fiduciary issues

Sage Advisory — 2020 Annual ETF Stewardship Survey

Fixed Income Other

with each ETF Sponsor. A few years ago, we formal-
ized this process through our Stewardship Survey to
gain a better understanding of how each ETF Spon-
sor developed and executed its core fiduciary policies
and stewardship practices.

Participant Universe

We sent our 2020 Survey questionnaire to 14 ETF
Sponsors and received a 100% response rate.

2020 Survey Respondents

BlackRock e Nuveen

DWS Group PIMCO

Clearbridge J.P. Morgan

Northern Trust Charles Schwab

Goldman Sachs State Street

Invesco VanEck

Vanguard

Janus Henderson

We wish to extend our appreciation and gratitude to
our respondents. Without their support and informa-
tion, this report would not have been possible.



Seventy-eight percent of the 2020 respondents par-
ticipated in our 2019 survey and 22% had not previ-
ously participated. The combined $4.8 trillion in AUM
of the surveyed respondents represented nearly 90%
of the current U.S. ETF market.

U.S. Registered ETF AUM

B Survey Respondents
H U.S. AUM Not Covered by Survey

Almost 80% of our responses came from firms that
would be considered “large,” each with more than
$950 billion in ETF assets under management. Ad-
ditionally, 70% of the firms surveyed were public-
ly held companies with the balance being privately
held entities.

Firm Size by AUM

M Large firms (over $950 billion)
m Small firms (under $950 billion)

At Sage, we strive to ensure that our clients are in-
vested primarily with those ETF Sponsors that demon-
strate service leadership, positive intentionality,
adequate disclosure, and thoughtful policy execution.
We believe these attributes are key to the quality and
consistency of the proxy voting process.
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2020 Survey Questions

Our survey examined five core areas of stewardship
through the prism of 28 questions. This year, given
the increased global attention on climate risk miti-
gation, we introduced a series of questions focused
on this topic.

Survey Focus Areas (number of questions)

Proxy voting policy, practices & record (9)
Engagement policy, practices & activities (7)
Climate policy adoption & execution (6)
Stewardship resources & operating systems (4)
Disclosure (2)

All responses were evaluated based upon the stan-
dards of practice Sage felt should be reflected on
behalf of investors across the key focus areas. Most
of the survey questions were designed to identify
a simple “Yes” or “No” answer, and each ETF Spon-
sor was given the opportunity to provide addition-
al information or details in support of the initial
response provided.

Every question was assigned a one- or two-point
maximum value, and poor responses received zero
points. The level of importance for each focus area
was identified by the number and depth of the ques-
tions posed in each section. Proxy voting was the
most important consideration followed by engage-
ment, climate risk policy, and lastly, stewardship re-
sources. The maximum score value for responding to
each of the survey questions was 46 points.



2020 ETF Stewardship Survey Questions

Voting Practices

1) Does (the Sponsor) have independent proxy voting
policies?

2) Does (the Sponsor) have a proxy voting Advisor? If so,
does (the Sponsor) follow the voting recommendation of
the Advisor?

3) Are voting guidelines the same across all strategies,
asset categories and geographic regions?

4) Does (the Sponsor) assess all non-routine voting
activities?

5) How many of the ETF portfolio companies does (the
Sponsor) exercise direct voting rights for? How is this
decision made? Are there thresholds, i.e. minimum port-
folio weight?

6) What is (the Sponsor’s) percentage of votes in favor
of versus against portfolio company management posi-
tions?

7) Does (the Sponsor) view a negative vote as a first or
last resort to effect change in the portfolio company?

8) Do ESG related factors impact (the Sponsor’s) voting
behavior? If so, explain how.

9) Does (the Sponsor) engage in securities lending? If so,
is there a threshold at which (the Sponsor) will not lend
securities?

Engagement

1) How often does (the Sponsor) engage with ETF
portfolio companies?

2) Does (the Sponsor) have a formal corporate engage-
ment strategy?

3) What information does (the Sponsor) seek from en-
gagement with portfolio companies? (Operating data?
ESG Data? General information gathering? Policy voting
intentions?)

4) What team at (the Sponsor) is responsible for corpo-
rate engagement activities?

5) Does (the Sponsor) join with other investors to share
engagement information? If so, explain how.

6) Does (the Sponsor) participate in industry forums
involved with Stewardship?

7) Post engagement, what is the time frame that (the
Sponsor) will give the portfolio company to effect
change? Are there metrics to determine the success of
an engagement?
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Climate Initiatives

1) Does (the Sponsor) monitor portfolio companies’
oversight of climate related risks and or climate related
opportunities?

2) Does (the Sponsor) review portfolio company overall
governance practices? Does (the Sponsor) identify which
directors or board level committees have been charged
with oversight of climate-related issues?

3) What is (the Sponsor)’s voting record on climate re-
lated proposals? What is (the Sponsor)’s voting record
on climate-related issues? Does (the Sponsor) follow
third-party recommendations on climate-related voting?
4) Does (the Sponsor) generally vote for resolutions re-
questing portfolio companies to disclose information
on the financial, physical, or regulatory risks they face
related to climate change on its operations and invest-
ments or how the company identifies, measures, and
manages risks?

5) Does (the Sponsor) vote for proposals requesting a re-
port on GHG emissions, energy efficiency policies, and
sustainability reporting?

6) Describe (the Sponsor)’s climate-related engagement
strategies and scope.

Stewardship Professionals

1) Does (the Sponsor) have a dedicated Stewardship
evaluation team? If so, how many professionals are on
the team?

2) In the past 5 years, how many professionals have been
added to the Stewardship team?

3) Does (the Sponsor) have a threshold for number of
stewardship professionals in relation to number of hold-
ings?

4) Are there any professionals with Stewardship certifi-
cations on the team?

Disclosure

1) Does (the Sponsor) provide disclosures of voting
records?

2) Does (the Sponsor) provide disclosure of engage-
ments with individual ETF portfolio companies? If so,
please provide examples of engagement with portfolio
companies.



Survey Results

Upon completion of our response evaluations, we Overall Letter Grade
then determined a letter grade (A,B,C,D,F) for each re-
spondent that reflected the relative strength of their
respective answers within the peer group for the key
focus areas. Each of the focus area grades were then
combined to create the cumulative Sage Stewardship
Grade for each respondent.

B EC ED ©uF

In general, we were pleased with the quality of the
responses received from most providers, with 57% of
them receiving an overall passing grade of C or higher;
however, while several providers scored well in a few
areas, we note that none of the respondents received
an overall grade higher than B. The results illustrated
in the following table suggest that most of the partic-
ipants had room for some or significant improvement
regarding their stewardship activities.

Company Grades

Grading Rubric Public 1 | Public 2 | Public 3 | Public 4 | Public 5 | Public 6 | Public 7 | Public 8 | Public 9 |Public 10 | Private 1| Private 2 | Private 3 | Private 4

Overall Survey Grade

Voting Practices
16 Points

Stewardship Section
4 Points

Climate Section
11 Points
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Proxy Voting

According to SEC Chairman Jay Clayton, “Voting is a
key component of shareholder engagement and in-
vesting more generally.”> Since 2004, ETF Sponsors
have been required to report their annual proxy
voting records in SEC filings. By August of each year
they are required to disclose how they voted over
the previous year on both an individual ballot and
fund basis. These records shine a light on how in-
vestment fiduciaries, managing trillions of dollars
on behalf of fund investors, exercise stewardship.®

As more money has flowed into passive index funds
and ETFs in recent years, it has put increasing down-
ward pressure on investment manager fees. This has
also led to an explosion in the number of proxies
they need to process and vote in a relatively short
time each year. April to June is a busy time for ETF
Sponsors, with around 3,000 shareholder meetings
taking place and tens of thousands of proxy votes
needing to be cast. Consequently, nearly all institu-
tional managers now must do more with less, which
means fewer resources to dedicate to non-core
functions like proxy votes.’

The last decade has also seen a marked increase in
the number of shareholder proposals relating to en-
vironmental and social issues. Such resolutions have
included proposals to increase climate risk report-
ing, limit political spending, report on gender pay
disparities, and stop certain practices considered
unethical to animals.?

These changing dynamics have made the use of
proxy advisors an increasingly attractive option for
institutional investors as a means of managing the
proxy voting process.® In recognition of this growing
trend, on August 21 ,2019 the SEC issued a Proxy
Voting Guidance to provide affirmation and clarity
to investment advisors about their proxy voting fi-
duciary responsibilities under Rule 206(4)-6 of the
Advisers Act. This guidance also outlined the key
considerations and corrective actions that invest-
ment advisors must enforce if they retain the ser-
vices of a proxy advisory firm.
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As the number of shareholder matters voted on has
risen, so too has the proxy advisors’ influence over
voting outcomes. On this point, it is notable that ISS
and Glass Lewis, two large proxy advisory firms, con-
trol about 97% of the market to provide proxy advi-
sory services to institutional investors.? Given these
circumstances, there is little doubt that these firms
can and often do influence proxy vote outcomes as
well as the overall corporate governance system.

As a result of these trends, research suggests that
institutional investors are bringing more share-
holder proposals and voting with management less
frequently today than in earlier periods.'® Indeed,
“For” votes on shareholder proposals relating to
ESG issues are on the rise. In 2019, resolutions re-
lating to disclosure on diversity received “For” votes
44% of the time, up from 13% in 2015; resolutions
on human rights received “For” votes 30% of the
time, up from 9% in 2015; and resolutions relating
to gender pay equity disclosure received supporting
votes 26% of the time, up from 7% in 2015.%

Following the record support for environmental and
social issues in last year’s proxy voting season, the
2020 season, with the backdrop of the coronavirus
pandemic, has thus far seemingly created a stronger
sense of commitment and urgency among investors
for sustainable business practices. Indeed, this year
there has been another record number of environ-
mental and social shareholder resolutions that have
passed with majority support.t?



Voting Evaluation

The evaluation of voting policies and practices was
guided by our consideration of the key tenets that
promote and support optimal voting policies and
investor/client outcomes. The survey questions on
this subject were designed to provide the ETF Spon-
sor with an opportunity to identify the breadth and
depth of their respective proxy voting policy fea-
tures. The key focus issues that were reviewed and
their relevance for investors are listed below.

While each of the ETF Sponsors indicated that they
had uniform firmwide independent voting policies
in force, we noticed there were important differ-
ences in the methods each utilized to satisfy their
voting responsibilities. Approximately 64% of the
respondents received an overall passing grade for
their proxy voting activities, a few did not, and sev-
eral showed some signs of improvement from our
last survey. The average grade received by this year’s
respondents was about a B.

Voting Grades

EA mB EC ED mF

&

Ideally, through our questions we were looking to
gain a sense of the quality and consistency of each
Sponsor’s proxy voting process because that is what
truly matters to ETF investors. We wanted each Spon-
sor to have established, well-described, independent
proxy voting policies on all important corporate topics
and issues that are uniformly applied across all funds.
Generally, passive funds and ETF Sponsors maintain a
more centralized system of proxy voting administra-
tion, leveraging the resources required for research-
ing and executing votes across multiple funds.?

The existence of written proxy voting policies.
Specific examples of proxy voting policies and

Written and clear proxy voting policies indicate a firmwide dedication
to the protection of shareholder value and fiduciary responsibility to

practices that illustrate how decisions are made
throughout the firm.

Evidence of independent decision-making regarding
voting decisions versus passively following
recommendations of a third-party proxy voting
advisor.

A Sponsor’s exercise of direct voting rights for all
portfolio companies or a demonstration of its strong
intentions to do so.

The Sponsor assesses and participates in all non-
routine voting activities.

Either written policies or specific evidence that
illustrates that the Sponsor clearly integrates ESG
factors within the voting process.

Written and disclosed securities lending policies that
identify the reasons and quantify the financial
benefits for such activities.
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ETF investors.

Independent decision-making when voting indicates the Sponsor has a
voting policy and prioritizes voting on behalf of its ETF clients to help
ensure optimal outcomes for the portfolio companies in which they
are invested.

The exercise of all direct voting rights demonstrates a Sponsor’s
commitment to a consistent application of policy preferences across
all holdings within an ETF.

The assessment of all non-routine voting activities indicates the level
and depth of a Sponsor’s commitment to voting on all proxies on
behalf of ETF clients.

A Sponsor’s acknowledgement of the importance of ESG issue
integration within the voting decision process indicates an
understanding of the material impact such issues may have on the
financial outcome of the companies in which they invest.

Securities lending, while intended to be financially beneficial, can
possibly add risk to an ETF portfolio and transfer investor voting rights
away to the security lending counterparty. Sponsors that do not
participate in securities lending do not have counterparty risk and
retain all voting rights on behalf of their ETF clients. Some funds may
use security lending to enhance fund returns but this marginal income
comes at the expense of additional risk and a potential loss of voting
rights on important investor issues.



For the most part, our respondents exhibited these
practices, but our review of the published Proxy Vot-
ing Policy, Stewardship, or Corporate Responsibility
Reports issued by a selection of the respondents
indicated that they had in fact employed different
proxy voting practices or teams for their active, pas-
sive, and ESG funds. Clearly, this is a concern since
it brings into question whether or not all portfolio
company votes are cast uniformly across all ETFs
based upon a collectively conceived internal policy
on important portfolio company business issues and
ESG shareholder-sponsored ballot initiatives.

All our respondents indicated that they had indepen-
dent voting policies and provided a general explanation
of them. However, they also all indicated that they uti-
lized external proxy advisors, with 80% indicating they
had relied upon their advisors’ recommendations with-
in their voting process. Only 20% indicated that an ad-
visor was used exclusively for proxy research services.

Half of the ETF Sponsors said it was their intention to
vote every proxy, and 64% affirmed that they exer-
cise their direct voting rights on all non-routine topics
or issues. This was troubling because we believe ETF
Sponsors should strive to independently review and
vote all non-routine ballot proposals (such as merg-
ers and acquisitions, the election of new directors,
the issuance of common stock or related rights, and
key executive compensation) for all company ballots
currently held within their respective ETFs.

We were disappointed to learn that only 50% of the re-
spondents voted in opposition to management ballot
proposals more than 10% of the time. To some extent,
this may be attributed to the exceedingly large volume
of proxies that must be voted on by our respondents
each year in a relatively short period of time. As a re-
sult of these pressures, ETF Sponsors are likely forced
to focus their limited ballot research resources toward
the largest and most widely held companies within their
portfolios. This means that the investment managers
must increasingly default to voting with management
for the smaller and more thinly traded companies they
may hold in their ETF portfolios. This poses a long-term
concern for investors seeking investment managers that
will strongly represent their stakeholder interests across
all portfolio companies and demonstrate a willingness
to take a more public stand through their respective
votes on important corporate responsibility issues.
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This year we asked the survey participants if ESG-re-
lated factors had any impact on their proxy vot-
ing behavior and if so, how? This was important
because according to Morningstar research, over
the last five years through 2019, there were 1,033
shareholder-initiated ESG resolutions that were vot-
ed on at U.S. company annual general meetings, an
average of 207 per year. Furthermore, the research
showed that five of the 10 largest fund families vot-
ed against more than 88% of ESG-related sharehold-
er resolutions during this period.**

This suggests that ESG-sensitive investors should
carefully evaluate the proxy voting records of the
various ETF Sponsors because, as a group, the record
suggests that the largest asset managers may be the
least likely to support ESG shareholder-sponsored
ballot initiatives. Given these research findings, we
were a bit surprised to find that about 93% of our
respondents indicated that ESG-related factors had
a direct impact on their voting behavior, but only
64% offered any explanation of how and what ESG
factors impacted their proxy decisions. It is our hope
that the disappointing voting records cited by Morn-
ingstar and the positive ESG assertions identified in
our survey responses will eventually be reconciled.

Lastly, as in the past, we examined each ETF Spon-
sor’s policy on securities lending. This is an important
issue because when a provider lends portfolio securi-
ties to other investors for a fee, they generally give up
the voting rights for those shares for the period they
are controlled by another party. In many cases invest-
ment managers can negotiate terms to retain the voting
rights of those securities, but this is not commonly dis-
closed to investors. The income earned from securities
lending, which most of the providers report, accrues to
the ETF portfolio to augment investment returns. This
year we found that roughly 64% of the respondents had
active securities lending policies. This group was mostly
comprised of the large ETF providers, and three of them
indicated that their securities lending programs exceed-
ed one-third of their existing ETF portfolio holdings. A
couple of our respondents indicated that they did not
participate in securities lending because they did not
wish to deal with any possible counter-party risk or give
up control of their proxy voting rights.



Engagement

Engagement is active ownership and an integral part
of the financial stewardship process. In our view, it
should not be treated as an appropriate substitute
for proxy voting, but rather an important supple-
ment to it. In this section of the survey, we wanted
to gauge the frequency, depth, and methods of each
Sponsor’s corporate engagement activities. In our
view, good stewardship comes from regular and sus-
tained discourse with the management and related
stakeholders of the companies that are held by an
ETF. A strong engagement process demonstrates the
Sponsor’s efforts to uncover and mitigate emerging
risks as well as seek long-term positive financial and
ESG-related outcomes.

Our survey guestions were focused on identifying
and gauging each ETF Sponsor’s:

Formal engagement strategy

Dedicated engagement team

Time allocated to portfolio company
engagement

Examples of company engagement
Disclosures of engagement findings
Willingness to collaborate with other inves-
tors directly or through industry forums
Metrics and time frames utilized to define
engagement success

We want providers to engage with company manage-
ment, have a formal corporate engagement strategy,
disclose information discovered during engagements,
and have concrete metrics to appropriately judge the
successful outcome of engagements.

The responses received in this section varied
greatly. While 78% of the respondents claimed they
had a formal company engagement policy, most of
them did not or could not provide an explanation of
one. Surprisingly, roughly 20% to 25% of the respon-
dents had neither a formal policy, an explanation of
one, nor a formal schedule for such activities, and
only half of the respondents offered any examples
of their engagement activities.
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We found this to be troubling because 78% of the
Sponsors indicated that they had formed a dedicated
company engagement team. The clear inconsistencies
in these responses indicated that several of the provid-
ers were perhaps not as engaged with portfolio com-
panies as they claimed. We also found that 57% of the
Sponsors will indeed collaborate with other investors
on their respective engagement efforts, and they all
expressed a commitment to participate in relevant in-
dustry forums as a means of engagement.

We always look for ETF Sponsors to engage with their
portfolio company managements and to have estab-
lished, concrete metrics to appropriately judge the
success of their respective processes. Over half of
the respondents fell short of the mark with respect to
identifying clear and discernible metrics for engage-
ment success, and most failed to offer examples of
their efforts or outcomes.

It is our belief that engagement should be part of
the proxy voting puzzle rather than the entirety and
these engagements should be, for the most part,
open discussions. Unfortunately, many of our respon-
dents opted to provide us with only a small amount of
detail on their engagement examples with a limited
percentage of portfolio companies. Some even cit-
ed that “private dialogue” was found to be the most
effective driver of change in many situations. A few
providers reinforced this notion by choosing to en-
gage privately for a range of reasons. The need to
keep confidential company information secure for
competitive reasons was an excuse often cited for
this practice.

Engagement Grades
NA EB HC WD ®F
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Although 78% of respondents received a passing grade
and 36% of respondents received an A, we believe there
is significant room for improvement in the engagement
policies and practices across all the respondents.

Unfortunately, ETF investors and other sharehold-
ers are often left in the dark on many conversations
with portfolio company managements. This lack of
full disclosure and communication with ETF inves-
tors may lead to frustration and distrust. We believe
that, like proxy voting, transparency is the key to
attaining investor trust and confidence, particularly
when it comes to engagement with corporate man-
agements on their behalf.

Climate Risk

The beginning of 2020 marked the end of the world’s
hottest decade in recorded history.’® Research sug-
gests that capital market assets are losing in value,
as markets continue to misprice climate-related risks
that will manifest in a time period that is relevant to
all investors.*®'” Meanwhile, the 2020 Edelman Trust
Barometer, the most comprehensive study of trust in
the world, finds that almost three-quarters of 34,000
respondents in 28 markets want CEOs to speak out on
climate issues and lead the way in delivering change
rather than wait for governments to impose it.*¥ The
influence and power that investment managers hold
through the investment capital they can provide to
companies worldwide is pivotal to achieving meaning-
ful climate change outcomes.

With these thoughts in mind, we added a new series
of survey questions to evaluate each ETF Sponsor’s
approach to climate risk, their voting initiatives, and
reporting requirements.

We found that 85% of the respondents were indeed
monitoring portfolio company efforts to identify and
manage climate-related risks within their respective
businesses. Over half of the respondents (57%) also
indicated they voted in favor of the maintenance or
establishment of board-level climate risk assessment
committees to help portfolio company risk mitigation
efforts. However, only 50% of them voted in favor of
further portfolio company disclosure on climate-relat-
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In this section we were looking to assess:

The ETF Sponsor’s internal guidance on cli-
mate-related voting and engagement
Monitoring of portfolio company climate-re-
lated risks, disclosures, and reporting

Systems in place to monitor corporate gover-
nance about climate-related issues

Efforts to support or encourage board-level
climate risk oversight committees

Voting records on climate-related matters,
particularly about shareholder ballots

ed issues. This sentiment was further illustrated in the
responses we received about greenhouse gas emis-
sion (GHG) and energy efficiency reporting initiatives,
where only 36% of the ETF Sponsors voted in favor of
such proposals.

Here again, several ETF Sponsors cited a preference
for engagement and private dialogue to affect port-
folio company climate risk mitigation. Unfortunately,
too often we find that climate change engagement fo-
cuses on the disclosure of climate-related risks rather
than strategic objectives and tangible outcomes. It is
difficult for investors to know what in fact these ac-
tivities achieve. For us, engagement lacks the force
and conviction that voting requires.

The picture that emerges from our analysis is largely
one of insufficient progress from the industry’s most in-
fluential players. The focus of asset managers’ engage-
ment with companies remains firmly on the disclosure
of climate-related data with fewer investors concentrat-
ing their stewardship efforts around corporate strategy
alignment with the goals of the Paris Agreement and
the setting of climate-related targets.®

Given the passive index orientation for most of the
ETFs offered by our respondents, individual portfolio
company divestment is not an option. They are there-
fore inherently long-term investors in their portfolio
companies. As such, we were looking for formal cli-
mate-related policy commitments along with concrete
measures to try and move toward greater portfolio de-
carbonization from our Sponsors.
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Our grade distribution for this section shows that
while many of the Sponsors demonstrated a rising
awareness that climate change is a financial risk, many
struggled with identifying their process to evaluate the
risks that climate change poses to their ETF portfolios.

Climate Grades
mA mB mC WD =wF

Stewardship Resources

With the sizable expansion of the ETF market over the
last decade and the resulting growth in ETF Sponsors’
fiduciary and proxy voting requirements, stewardship
resources have become stretched. Managers have
expanded their staffing resources dedicated to proxy
voting and stewardship to help with the burden, but
the numbers remain small as a percentage of assets
under management or when expressed as a ratio of
personnel time per portfolio company.?°

With these trends in mind we posed a series of ques-
tions in this section that were focused on determining
the size, structure, and scope of the professional staff
dedicated to fulfilling the Sponsor’s important stew-
ardship responsibilities.

As in our 2019 stewardship survey, nearly all the
respondents had an established stewardship team
tasked with the responsibility to shepherd the ETF
Sponsor’s proxy voting activities. They also affirmed
that their teams had grown over the past five years.
(We did not evaluate these staffing increases rela-
tive to each Sponsor’s asset management growth to
get a better understanding of their relative staffing
adequacy, but this will be a feature of next year’s
survey.) Surprisingly, one Sponsor indicated that it
did not have a designated stewardship team and did
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not provide any guidance on its stewardship staffing
over the last five years.

The majority (64%) of the ETF Sponsors indicated
that their teams featured investment profession-
als with special stewardship-related certifications.
Some did not identify the exact number or what
type of certifications they included but we gathered
they were similar to last year’s survey responses.

For those Sponsors that provided information about
their teams, they indicated one or more of the fol-
lowing professional designations: CFAs, CFPs, EFFAs,
FSAs, IDs, or CMAs. Additionally, some of the Spon-
sors had individuals that had received instruction
or a certification from one or more of the following
organizations:

e Corporate Social Responsibility Report-
ing Certification UC Berkley

e The Forum for Sustainable and Respon-
sible Investment (USSIF)

e |nvestor Responsibility Research Center
Institute (IRRCi)

e The Sustainable Investments Institute
(Si2)

e The Global Reporting Initiative (GRI)

e The Principles for Responsible Investing

Stewardship Grades
NA BB HC HD ®F
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Disclosure

The last section of the survey focused on evaluating
voting disclosure policies and dissemination of en-
gagement reports. The full disclosure of an ETF Spon-
sor’s voting and direct engagement records serves
to protect the important fiduciary interests of ETF
investors. Given the size and complexity of the aver-
age ETF portfolio there are a wide range of important
corporate governance issues that investors must con-
sider over time. Good disclosure also alerts investors
to any potential misalignment of interests between
themselves and the Sponsor on a variety of corporate
management and ESG-related issues.

On the issue of public voting disclosures, we found
that nearly all the respondents, with one exception,
disclosed their proxy voting records. However, this
was not uniformly so regarding the disclosure of
company engagement activities. On this issue, 64%
of the respondents disclosed such information, and
of those, 35% gave hand-selected engagement exam-
ples and only 28% disclosed anonymous examples of
corporate engagement reports. Given these results,
we feel more needs to be done by ETF Sponsors to
share information on their respective corporate en-
gagement activities so ETF investors can develop a
sense of commitment and direction on a variety of
issues that may affect voting on current and prospec-
tive shareholder ballots in the future.

Disclosure Grades
mA mB EC mD =F
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Public vs. Private Firms

This year’s survey had 14 participants, 10 of the firms
were publicly held and the remaining four were pri-
vately held organizations. Our Sponsor evaluations
and grade distribution, which combined a firm’s
score for each of the five core areas, i.e. general gov-
ernance, voting policies, engagement, professional
support, and disclosure, revealed that 75% of the pri-
vately held firms achieved an overall passing grade,
while only 50% of public firms managed to score as
well. Although the private firms tended to have a less
robust stewardship teams, several of the large pub-
lic firms struggled with clearly identifying their vot-
ing policies and procedures as well as their climate
risk-related policies or initiatives.

Firm Type

W Public M Private

Public Firm Grades
EB HC HD =uF

Private Firm Grades
mB mC WD uF
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Small vs. Large Firms

The larger firms (>5$950 billion in AUM) represented
78% of the survey respondents, and approximately two-
thirds of this group achieved overall passing grades in
our evaluation.

Firm Size by AUM

W Large firms (over $950 billion)
m Small firms (under $950 billion)

Large Firm Grades
HB EHC HD uF

In most cases, we attributed these strengths to the size
of the firm’s human and financial capital resources de-
voted to proxy voting, issue research, and meaningful
communication with their ETF portfolio companies.
This seemed logical as they are often subjected to rig-
orous information and engagement requirements from
investors, thus heightening their sensitivity for strong
engagement practices.

Based on our findings, the engagement policies, prac-
tices, and corporate communication efforts of smaller,
private ETF providers need to be intensified, more de-
liberate, and consistent to compete and deliver a more
rewarding stewardship service to their ETF investors.

Finally, it should be noted that a small, publicly held ETF
Sponsor achieved the best overall survey score. This il-
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lustrates that it is not just the amount of assets under
management that determines the quality of the overall
score, but rather the strong intentionality to emphasize
stewardship throughout an organization. This was duly
recognized in our assessment process because this firm
demonstrated leadership, above-average standards of
practice, and dedicated engagement capabilities.

Small Firm Grades
mB mC WD uF

2020 vs. 2019 Survey Results

Each focus area showed improvements for some re-
spondents and deterioration for others. For most re-
spondents, voting was the hardest section, with 60%
of repeat respondents scoring lower than last year.
Only 20% had an improved voting score, and 20% re-
ceived the same scores as the previous survey.

There were various reasons for the drop in scores for
many, including a predilection for voting with man-
agement on most issues, not exercising direct voting
rights or not having the intentionality to exercise di-
rect voting rights for all portfolio companies, using
third-party advisors for more than research, and not
assessing all non-routine voting.

The engagement section had a better outcome for
most, with 60% of ETF providers receiving the same
scores as last year and 10% improving; however, 30%
saw their scores worsen, mostly surrounding their
lack of transparency in the process.

The stewardship team focus area provided more
mixed results, with 40% scoring the same as last year,
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20% improving, and 40% worsening. The most com-
mon reasons for the lower scores this year were lack
of metrics or explanation as to how the decision to
add human capital to the team is made.

Lastly, the broad disclosure section had better re-
sults, with 70% of respondents scoring the same or
better and only 30% worsening, with some lost points
due to the lack of disclosure of engagements and lack
of ease in locating voting records.
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