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China Stars Fund 

Summary 

This disclosure is made by Polar Capital LLP (the “Investment Manager”) on behalf of the China Stars Fund 

(the “Fund”) - a sub-fund of Polar Capital Funds Plc - pursuant to Article 10 of the Sustainable Finance 

Disclosure Regulation (EU) 2019/2088 (“SFDR”).  

The Fund promotes an environmental or social characteristic under Article 8 of the SFDR by investing in 

companies that have robust fundamental characteristics combined with good or improving environmental, 

social and governance (ESG) profiles.  

The minimum portion of equity investments that are used to meet the environmental and social 

characteristics promoted by the Fund is 100%, although the Fund may hold up to 20% of its net asset 

value in cash, ancillary liquidity instruments or derivatives that will not contribute towards the 

environmental or social characteristics promoted. 

The Investment Manager evaluates a company’s ESG characteristics by analysing three ESG-specific areas. 

The three ESG-specific areas evaluated by the Investment Manager are how a company contributes to 

future sustainable economic development (its Impact on Progress), how a company manages its key risks 

and opportunities from an ESG perspective (its Material ESG Issues) and how a company ensures it acts as 

a responsible corporate citizen (its Business Ethics). Each company is assigned a quantitative score based 

on these three areas.  

The company’s scores in these areas are then taken together to provide the Investment Manager with a 

company’s Sustainability Delta, which shows both the current profile and future direction of a company 

from an ESG perspective.  

The ESG analysis conducted by the Investment Manager on a company is then fed back into the financial 

analysis conducted on the company and helps the Investment Manager to form a view on how the company 

can remain competitive over the long term.  

The Investment Manager sources the information it requires to evaluate a company’s ESG profile directly 

from companies, including accounts and reports issued by the company, as well as from third parties such 

as data providers, research providers and ratings providers. Further information on data sources and the 

ways that data is processed, and the limitations to data and methodologies, is detailed in the relevant 

section below.  

However, the Investment Manager may encounter difficulties in assessing companies’ alignment with the 

Fund’s characteristics and their performance from an ESG perspective due to challenges in the availability, 

quality, comparability and timeliness of both financial and sustainability data. 
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The Investment Manager reviews and monitors investee companies’ alignment with the characteristics on 

an ongoing basis. Independent oversight from the Investment Manager’s Sustainability team of Fund’s 

alignment with its characteristics is carried out on a quarterly basis. 

The Fund measures the ESG profiles of the companies it invests in with reference to the companies’ scores 

on the Investment Manager’s proprietary metrics, including a company’s Impact on Progress, its Material 

ESG Issues and its Business Ethics. 

The Investment Manager views engagement as an ongoing and valuable part of its fundamental dialogue 

with investee companies and, where necessary, companies within the Fund’s investment universe. The 

Investment Manager will engage as part of ongoing monitoring of the company’s business, for elevating 

company awareness of issues, for deeper company analysis and challenge/feedback, and when seeking to 

affect real change in a company due to specific behaviour or event.  

The Fund has not designated a specific index as a reference benchmark for determining its alignment with 

the promoted environmental and/or social characteristics. 

Please note that where there is a conflict between this translated summary and the English version of the 

summary, the English version of the summary shall prevail.  

No sustainable investment objective 

This financial product promotes environmental or social characteristics but does not have as its objective a 

sustainable investment.  

Environmental or social characteristics of the financial product   

The Fund will primarily invest in companies situated in or with material exposure to Greater China that can 

remain competitive and deliver attractive profitability over the long term due to robust fundamental 

characteristics, only where these robust fundamental characteristics are combined with positive 

environmental, social and governance profiles based on the Investment Manager’s proprietary analysis.  

The Fund excludes companies that have an unacceptable or controversial environmental, social or 

governance profile following the application of quantitative and qualitative analysis by the Investment 

Manager and through the use of exclusions lists, as further detailed below. 

No reference benchmark has been designated for the purpose of attaining the environmental or social 

characteristics promoted by the Fund. 
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Investment strategy  

The Investment Manager evaluates a company’s ESG characteristics by analysing three ESG-specific areas, 

including the company’s ability to contribute towards sustainable economic development (or its Impact on 

Progress), the company’s management of its key ESG risks and opportunities (or its management of its 

Material ESG Issues) and the company’s integrity and competitive practices (or its Business Ethics).  

Together, the company’s scores on these three areas are input into the Investment Manager’s ‘Sustainability 

Delta’ model, through which the Investment Manager analyses both the current position and future 

direction of a company’s ESG profile. 

The Investment Manager’s approach to evaluating a company’s ‘Impact on Progress’, its approach to 

‘Material ESG Issues’ and its ‘Business Ethics’ and how these feed into the Investment Manager’s 

‘Sustainability Delta Model’ is outlined in further detail below. It is the Investment Manager’s core mindset 

that improving trends, or ‘delta’, can significantly alter a company’s long-term value. 

Impact on Progress 

The Investment Manager examines how a company makes a positive impact on economic development by 

driving economic growth and productivity, social development and/or through the company’s optimisation 

of the use of natural resources. The Investment Manager also evaluates the company’s impact on human 

capital development through its longer-term strategic focus and capital allocation.  

Material ESG Issues 

The Investment Manager analyses how well a company manages its material ESG exposures. For the 

‘Environmental’ and ‘Social’ categories, the Investment Manager evaluates factors specific to the company’s 

industry and for the ‘Governance’ category, the Investment Manager evaluates a company against industry-

agnostic system factors.  

Business Ethics  

The Investment Manager analyses whether a company acts with integrity, competes fairly and is open and 

honest with its stakeholders.  

Sustainability Delta  

By combining the company’s scores in each of the three areas identified above, the Investment Manager 

gives the company a score for both the company’s current level of sustainability and its future sustainability 

direction. These scores are allocated on a numerical 1-10 basis and are relative to the company’s industry 

peers. These scores are then combined to form the company’s overall ‘Sustainability Delta’ score.   
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The Investment Manager defines an improving company as one where the company’s ‘Sustainability Delta’ 

score improves from its current ‘Sustainability Delta’ score to its future direction ‘Sustainability Delta’ score. 

The Investment Manager does not invest in any companies with an aggregate ‘Sustainability Delta’ score 

below 5.  

The Investment Manager then integrates a company’s scores in these areas into its financial valuation 

models for the company to understand how the company’s ESG profile impacts its ability to deliver 

attractive profitability in the long term.  

Continuous Implementation 

The Investment Manager monitors ‘Sustainability Delta’ scores for all securities held in the portfolio on an 

ongoing basis, as well as prior to investment and will update ‘Sustainability Delta’ scores on an event-driven 

basis. 

If a company’s ‘Sustainability Delta’ profile significantly deteriorates during the holding period of a security, 

the Investment Manager will, as a guideline, engage with a company first to better understand the 

materiality of the risks and management’s strategic direction (if this fits the context). 

Where a company is involved in a negative material ESG incident which compromises the integrity of the 

company’s whole business and, in the belief of the Investment Manager, its ability to generate long-term 

sustainable shareholder value creation or the Investment Manager’s comfort with the company as a 

corporate citizen, the Investment Manager’s policy is to divest. 

Exclusions 

The Investment Manager adheres to the Norges Bank exclusion list for the Fund (which can be found at 

https://www.nbim.no/en/the-fund/responsible-investment/exclusion-of-companies), which comprises a list 

of companies which are, or have been involved, with severe environmental or social controversies. All 

companies on this list are entered into control systems which prevent the Fund from making investments 

in companies on the list at time of investment. The exclusion list is updated on an ongoing basis.  

In addition, the Investment Manager’s fundamental process may indirectly exclude companies that have a 

negative impact on long-term societal progress. This is considered in the evaluation of the company’s 

“Impact on Progress” and “Business Ethics.”  

Further, the Investment Manager utilises explicit sector-based exclusions to avoid companies involved in 

activities deemed unacceptable or controversial from an environmental, societal and/or governance 

perspective. These include exclusions on all companies that derive >5% of their revenue from alcohol, 

gambling, tobacco, adult entertainment and armaments. The Fund’s fossil fuel exclusion stipulates zero 

tolerance on any investment into coal operations and does not invest in companies with more than 5% of 

revenue from oil exploration and production. 
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Finally, the Investment Manager does not invest in any companies with an aggregate Sustainability Delta 

score below five. 

Policies to address good governance 

The Investment Manager views stakeholder alignment as a prime focus and management of a company’s 

corporate governance is assessed in detail with reference to four key areas; the company’s management 

incentives, the company’s board effectiveness, the company’s ownership and control and the company’s 

accounting practices.  

The Investment Manager’s application and analysis of each of these areas differs according to a spectrum 

matrix based on a company’s control structure, where widely held companies are more exposed to board 

effectiveness and controlled companies to ownership and control.  

The Investment Manager shall also consider the company’s employee relations and remuneration. 

Proportion of investments  

The Fund invests primarily in a diversified portfolio of companies situated in or with material exposure to 

Greater China. The Investment Manager uses the ’Sustainability Delta Model’ to assess the environmental 

and/or social characteristics (“E/S”) of each investee company.  

100% of the companies the Fund invests in are assessed under the Investment Manager’s Sustainability 

Delta Framework, which is used to assess and deliver the environmental or social characteristics promoted 

by the Fund.   

A minimum of 80% of the investments of the Fund are used to meet the environmental or social 

characteristics promoted by the Fund. 

Other Fund investments will be held in cash and/or derivative instruments in line with the Fund’s Investment 

Policy. There are no minimum environmental or social safeguards applicable to these investments.  

Monitoring of environmental or social characteristics 

The Investment Manager continually monitors a company’s Impact on Progress, Material ESG Issues, 

Business Ethics and Sustainability Delta scores for all companies held in the portfolio on an ongoing basis.  

Typically, the Investment Manager will update these scores on an event-driven basis due to, for example, 

meeting with a company’s management, a results announcement from a company, changes to a 

company’s ownership structure or management, a corporate action from a company, a merger or 

acquisition or a major controversial event (eg an environmental disaster, data breach or fraud).  
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Most often, changes will be relatively minor and more frequently positive than negative, as over time the 

Investment Manager tracks how companies execute on their ESG commitments and gradually trend 

towards their direction scores.  

If a company’s Sustainability Delta profile significantly deteriorates during the holding period of a security, 

the Investment Manager will, as a guideline, engage with a company first to better understand the 

materiality of the risks and management’s strategic direction (if this fits the context).  

Where a company is involved in a negative material ESG incident which compromises the integrity of the 

company’s whole business and, in the belief of the Investment Manager, its ability to generate long-term 

sustainable shareholder value creation or the Investment Manager’s comfort with the company as a 

corporate citizen, the Investment Manager’s policy is to divest. 

The promoted environmental or social characteristics of the Fund are subject to independent oversight by 

the Sustainability department of the Investment Manager and are monitored on a quarterly basis. 

Methodologies for environmental or social characteristics  

Companies are scored across all Impact on Progress, Material ESG and Business Ethics on a scale of 1-10 

for both current level and future direction, with a score of five deemed neutral, and increasing scores 

viewed first from a relative and then an absolute perspective. These scores are then aggregated using a 

team-derived weightings system to reach a final, overall company score.  

To ensure quality and consistency across all scoring, the following framework is used to qualitatively 

position the numerical Sustainability Delta scores and provide guidance as to what is required to achieve 

each level in terms of evidence from the company on the management of risks and therefore the assessed 

degree of stakeholder risk resulting from these factors. 

1 to 3 Worst in Class 

Company failing to sufficiently manage internal and external risks related to the factor. We see elevated 

risk of negative stakeholder impact.  

3 to 4.5 Below Average  

Company is managing internal and external risk exposures related to the factor at below industry average 

levels. We see additional risk of negative stakeholder impact.  

4.5 to 5.5 Average 

Company is managing internal and external risk exposures related to the factor in-line with industry 

average. Some risk of negative stakeholder impact.  

5.5 to 7 Above Average  

Company is managing internal and external risk exposures related to the factor to better-than-industry 

standard. We see low risk of negative stakeholder impact.  
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7 to 9 Best in Class  

Company is managing internal and external risk exposures related to the factor to a very high absolute 

standard. We see very low risk of negative stakeholder impact.  

9 to 10 Exceptional  

Very rarely used as there will typically be some remaining risk to all material factors in all cases 

Data sources and processing  

The Investment Manager’s research is based on primary sources, company meetings and regular 

engagement with companies on key issues, as well as purposeful interaction with key individuals in other 

areas of the business, competitors, industry experts and the supply chain. Where there is insufficient 

information to determine the level of risk and opportunity of a security, the Investment Manager does not 

automatically penalise a company, but reviews management quality and whether this is reflective of a 

company in the early stages of developing its approach to ESG matters or if poor strategy is driving the lack 

of information. The Investment Manager then applies adjusted industry averages based on its experience. 

The Investment Manager uses a range of external data providers of ESG data, as well as internal research 

and proprietary ESG frameworks. Prior to an ESG data and research provider being appointed as a supplier, 

due diligence is conducted and periodic ongoing due diligence, engagement and feedback on their 

products is carried out thereafter.  

The Investment Manager engages with ESG data and research providers periodically and this engagement 

covers a range of issues, including accuracy, timeliness and coverage of data as well as investigating 

methodologies and changes to those methodologies.  

The Investment Manager also conducts periodic data quality assessments through cross referencing data 

sets with other third-party providers to assess the data quality, coverage and timeliness. Where a third-

party figure is inconsistent, either with other third-party sources, with sector averages, or with the 

investment analyst's expectations, the Investment Manager will seek to cross check with primary sources 

from the company where possible.  

Data processing takes place in different forms and has developed as the ESG data landscape continues to 

progress and new data becomes available. The Investment Manager’s intention is always to automate data 

processing as much as possible to avoid unnecessary risks with manual intervention.  

In general, as ESG data continues to evolve and data coverage improves, the proportion of estimated data 

used is constantly changing and difficult to assess. In certain cases, estimated data may be used in 

conjunction with reported data in order to add further clarity to specific metrics or calculations. In such 

cases, the ratio between reported and estimated data is considered, as well as the methodological 

robustness of the estimated data.  
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The Investment Manager will use third-party data as an input for the pre-trade implementation of exclusion 

criteria, however, the Investment Manager will retain full discretion over the implementation of the data 

and final conclusion over the ESG profile and performance of a company on a case-by-case basis.  

Limitation to methodologies and data  

The Investment Manager’s approach to evaluating the environmental, social and governance profiles of 

companies within its investment universe may be constrained by the availability, quality and relevance of 

sustainability-related data available to the Investment Manager. 

The availability, quality and relevance of data relating to sustainability within the Greater China investment 

universe may be limited, both in an absolute sense and in comparison to data on sustainability available in 

more developed markets, due to a lack of sustainability-related regulations and reporting standards, 

changes in sustainability-related regulations and reporting standards, inconsistencies in sustainability 

related regulations and reporting standards between jurisdictions, a lack of historic information available 

on sustainability for companies, low coverage on or inconsistencies with respect to the evaluation of, 

particular companies by third-party research and data providers, or material inaccuracies in the sustainability 

related information reported by companies.   

Limitations in the availability, quality and relevance of the sustainability-related data outlined above may 

make it difficult for the Investment Manager to ascertain the sustainability profile of a company, to assess 

the progress of a company from a sustainability perspective over a certain timeframe, to carry out consistent 

analysis on companies from a sustainability perspective against its industry peers in the same or other 

jurisdictions or to verify the Investment Manager’s assumptions and calculations concerning a particular 

company. 

Due diligence  

ESG due diligence forms part of the sustainability risk assessment using the Stars' Materiality Matrix and 

Stars’ scoring framework under the Sustainability Delta framework described above. 

The due diligence makes use of the wide variety of data sources we have available – company accounts 

and sustainability reports, speaking regularly to company management teams and those of competitors 

and triangulating information with that of industry experts, consultants and reading a large amount of 

specialist research. We rely on a mosaic of both quantitative and qualitative inputs to place company’s 

performance and future potential on specific indicators against industry percentile rankings using team-

defined metrics as to how best to assess each factor. 
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Engagement policies  

There are three main reasons for the Investment Manager engaging with a company in the investment 

universe of the Fund:  

1. ongoing monitoring of the company’s business and elevating company awareness;  

2. deeper company analysis and challenge/feedback; 

3. seeking to affect real change in a company due to specific behaviour or event. 

These reasons are expressed in order of frequency as only on rare occasions would the Investment Manager 

seek to influence management to affect change in a company. 

Designated reference benchmark  

The Fund has not designated a specific index as a reference benchmark for determining its alignment with 

the promoted environmental and/or social characteristics. 


