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1. Introduction

This Annual Report explains the structure 
behind the investment team of the Melchior 
European Opportunities Fund and how it 
allows us to set about achieving our aim 
to be a responsible stakeholder across 
every element of our integrated investment 
process. It shows how we integrate ESG 
in practice as well as giving detail around 
its monitoring and reporting to ensure we 
continue in our aim of delivering a return 
on investment as well as make a positive 
contribution to society.

2. The principles of our ESG philosophy

The team looks to invest in companies that 
are able to generate superior returns on a 
sustainable basis.  It is their strong belief that 
such returns are unlikely to be sustainable 
if they are achieved at the expense of other 
stakeholders, whether they are customers, 
suppliers, employees or society more broadly, 
or at the expense of the environment.

Sound corporate governance and the quality 
and capability of company management is 
a central consideration of our investment 
process and ESG philosophy. They believe 
that sound corporate governance flows 
through naturally to good environmental and 
social policies, as well as to accountability 
and capital allocation. From our experience, 
poor governance usually lies at the heart 
of corporate and ESG controversies.  
Engagement with company management 
and assessment of governance is a core part 
of our process.

Since the inception of the Fund in 2010, we 
have sought to:

• invest in well-managed companies that 
we believe will generate long-term 
shareholder value.

• understand corporate governance 
structures as a central consideration of 
any bottom-up analysis.

• consider the operational integrity of the 
business and its impact on a range of 
stakeholders.

• invest in companies that are improving 
their governance practices and policies.

• take into account the social utility and 
impact of the company’s products and 
services.

• To this end, the investment process 
encompasses the following:

• integrated analysis ESG factors 
throughout the research process.

• active engagement and ownership, with 
the incorporation of ESG issues into our 
ownership policies and practices.

• a push for appropriate disclosure on 
ESG issues by companies in which we 
invest.

3. How ESG is integrated in practice

The team’s investment process with respect 
to environmental, social and governance 
factors consists of five distinct areas: 

Fundamental analysis: As part of the 
investment process, the team analyses the 
fundamentals of each investee company in 
the Fund, including analysis of ESG factors 
relevant to that company and an ongoing 
documentation of any material ESG issues 
encountered.  Engagement is a core part of 
the investment process (see below), in which 
the team seeks to maintain an ongoing 
dialogue with the management teams of the 
Fund’s holdings and raise any material ESG 
issues with them.

Exclusions: While the portfolio manager 
believes in the primary importance of 
engaging with companies on ESG issues, the 
team implements a number of exclusions 
that prohibit or restrict investment in certain 
activities or sectors (see page 3).  

In addition, they monitor and exclude 
companies involved in severe violations 
of the United Nations Global Compact 
(UNGC) Principles, the International Labour 
Organization’s (ILO) conventions, and 
the United Nations Guiding Principles on 
Business and Human Rights (UNGPBHR). 
The use of third-party ESG data provides 
deep insight and specialist research of 
companies. However, given differing 
methodologies, tolerances and assessments 
of company behaviour, Polar Capital retains 
discretion over the assessment of third- party 
conclusions on a case-by-case basis. 

It should not be assumed that recommendations made in future will be profitable or will equal performance of the 
securities in this document. A list of all recommendations made within the immediately preceding 12 months is available 
upon request.
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If a company is involved in severe controversies or norms violations, the 
portfolio manager will assess the severity of the incident and decide the 
appropriate action of whether to monitor, enter enhanced engagement 
or divest from the company.

External ESG data: ESG is a core part of the investment process and 
is not outsourced; it is the responsibility of the portfolio manager, 
to subject each company to its proprietary ESG analysis.  To support 
this process, the team employs a dedicated ESG data provider, MSCI 
ESG Manager, with which to cross-reference our analysis. MSCI ESG 
Manager enables us to screen ESG factors, generate restricted lists, 
download independent research reports and data and receive alerts on 
notable ESG changes.

Additional ESG sources: The team uses a number of other external 
sources such as corporate disclosures (for example, annual and 
sustainability reports), Bloomberg data, sell-side research notes and 
third-party websites to further enhance our research and to crosscheck 
both their own internal analysis and the data from MSCI ESG Manager 
to build a complete picture of each business and their ESG impacts.

ESG divestment policy: where the portfolio manager believes an 
investee company has diverged, or is diverging, from its alignment with 
the Fund’s required ESG characteristics, the team will engage with the 
management directly to understand the reasons for doing so and to 
encourage and advise re-alignment with those characteristics.  They 
will also seek to use their voting rights to support this.

Where the portfolio manager concludes the company’s response to this 
engagement is insufficient, has not led to a realignment with the Fund’s 
characteristics and that there is little prospect of positive change, then 
the portfolio manager will consider divesting the shareholding on ESG 
grounds if this is deemed to be proportionate.

4. Exclusions

Controversial weapons 

Zero tolerance on investing in companies with any 
ties to controversial weapons covered under various 
UN conventions which include:

 – Biological/chemical weapons

 – Blinding laser

 – Cluster munitions

 – Depleted uranium

 – Incendiary weapons

 – Landmines

 – Non-detectable fragments

The team also excludes companies producing, selling 
or distributing nuclear weapons.

Controversial jurisdictions

They exclude companies listed in countries specified 
in the UN Security Council Sanctions list and those 
high-risk jurisdictions identified by the Financial 
Action Task Force.

They also exclude the following industries where 
the named product or service accounts for >5% of 
revenue:

Adult entertainment 
The provision or delivery of adult 
entertainment products and services

Nuclear energy 
The provision and distribution of nuclear-
powered energy

Palm oil 
The production and distribution of palm oil

Predatory lending 
The provision of predatory lending products 
and services

Thermal coal 
The extraction and production of thermal 
coal or the generation of power from 
thermal coal

Tobacco 
The manufacture and distribution of all 
tobacco products

Unregulated gambling  
The provision of unregulated gambling 
products or services It should not be assumed that recommendations made in future will be profitable or will equal 

performance of the securities in this document. A list of all recommendations made within 
the immediately preceding 12 months is available upon request.
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5. Engagement

The portfolio manager takes his stewardship responsibilities seriously 
and corporate engagement is an integral part of the investment 
process.  Wherever possible, the Fund aims to meet and/or maintain 
a regular dialogue with company management as a part of both the 
investment research and due diligence process as well as also the 
ongoing monitoring of our holdings.  

As part of this engagement, the portfolio manager will aim to do the 
following:

• engage proactively and constructively with every company in 
which they invest.

• raise issues of concern with management, including those 
related to ESG considerations.

• maintain an active dialogue with management, once invested 
in a company.

• make suggestions for improvement on areas of the business 
where they have material concerns. If these are not 
satisfactorily addressed, they will review the investment.

• disregard companies unwilling to engage with them.

During 2021, the investment team undertook 180 engagements with 
companies in the Fund and its investment universe where ESG issues 
were raised.

ESG topics covered during client engagements

Source: Polar Capital.
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Investment team outcomes from client engagements

Source: Polar Capital.
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Voting

It should not be assumed that recommendations made in future will be profitable or will equal performance of the securities in this document. A list of all recommendations made within 
the immediately preceding 12 months is available upon request.
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Meeting overview

Category Number Percentage

Number of votable meetings 74

Number of meetings voted 56 75.68%

Number of meetings with at least 1 vote 
Against, Withhold or Abstain 

7 9.46%

Ballot overview

Category Number Percentage

Number of votable ballots 74

Number of ballots voted 56 75.68%

Proposals

Ballots

Meetings

0 200 400 600 800 100012001400

Number of votable meetings

Number of meetings voted

Number of votable ballots

Number of ballots voted

Number of votable items

Number of items voted

6. Voting

The team takes their proxy voting rights seriously; voting is a core 
part of our engagement with our investments.

• They aim to exercise their voting rights and will engage with 
the company on issues that are of concern.

• Where they have concerns about particular items, they will raise 
them directly with the company.

• Where they disagree with an item and have not had a 
satisfactory response from the company they are prepared to 
vote against the management recommendation.

In order to implement our voting policy, the Firm uses ISS, an 
industry- leading shareholder service platform.

 

Voting record - 1 January 2021 - 31 December 2021

 
As noted by the voting statistics, 18 votes for the Melchior 
European Opportunities Fund voting instructions are not reflected 
in votes cast.

The unvoted meetings were due to technical operational issues 
linked to the jurisdiction of votable meetings that arose during 
the transition of operations from Dalton Strategic Partnership to 
Polar Capital, and are not a reflection of either the intention or 
action of the fund manager in exercising his right to vote.

The portfolio manager and investment team are committed 
to exercising their stewardship duties as active owners and 
responsible investors.

Polar Capital has ensured that these issues have been resolved and 
that enhanced oversight of the process has been implemented 
since taking over operational management of the process on 1 
July 2021.

*MSOP (Management say on pay)

Proposal overview

Category Number Percentage

Number of votable items 1230

Number of items voted 776 63.09%

Number of votes FOR 762 98.20%

Number of votes AGAINST 13 1.68%

Number of votes ABSTAIN 1 0.13%

Number of votes WITHHOLD 0 0.00%

Number of votes on MSOP* 46 5.93%

Number of votes One Year 0 0.00%

Number of votes Two Years 0 0.00%

Number of votes Three Years 0 0.00%

Number of votes With Policy 730 94.07%

Number of votes Against Policy 46 5.93%

Number of votes With Mgmt 766 98.71%

Number of votes Against Mgmt 10 1.29%

Number of votes on Shareholder Proposals 11 1.42%

Number of votes FOR

Number of votes AGAINST

Number of votes ABSTAIN

Number of votes WITHHOLD

Number of votes on MSOP*

It should not be assumed that recommendations made in future will be profitable or will 
equal performance of the securities in this document. A list of all recommendations made 
within the immediately preceding 12 months is available upon request.
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7. Monitoring

The Polar Capital Sustainability Committee has appointed the 
Melchior ESG committee to be responsible for monitoring all ESG 
activities relating to the Melchior European Opportunities Strategy. It 
reports to the Polar Capital Group Executive Committee. 

The Melchior ESG Committee comprises a wide variety of expertise, 
with many years of industry and investment experience, from across 
the firm.

The Melchior ESG committee meets formally on a quarterly basis and 
reviews all the ESG-related activities of the Strategy including holdings 
that display material ESG issues, engagement and proxy voting. The 
committee also uses the comprehensive ESG screening and scoring 
system provided by MSCI to monitor the ESG profile of the portfolio 
on an ongoing basis. The MSCI ESG report provides an additional 
template for review at the quarterly ESG meetings.

ESG implementation is the responsibility of David Robinson, 
Portfolio Manager (15 years of investment experience).

He reports to the Melchior ESG Committee, a sub-committee of 
the Polar Capital Sustainability Committee with Board oversight 
ultimately with the Polar Capital Group Executive Committee.

The Melchior ESG Committee comprises:

Chairman: Nick Mottram, Portfolio Manager, 36 years of investment 
experience

Investment Officer: Glen Pratt, Senior Investment Analyst, 28 years 
of investment experience

Head of Sustainability: Alexander Macdonald, Polar Capital’s 
Head of Sustainability and chair of the Polar Capital Sustainability 
Committee, six years of industry experience.

The Melchior ESG Committee, as advised by the Portfolio Manager, 
retains ultimate discretion over the assessment of third-party 
conclusions on a case-by-case basis, including which industries and 
companies are to be excluded.

Case Study: Bankinter 

Investment decision: new investment

In early 2021, the Fund made a new investment in Bankinter, the 
sixth largest bank in Spain, with a growing presence in Portugal, 
Ireland and Luxembourg. It is a high-quality bank with attractive 
fundamentals and, at the time, the team’s assessment was the 
market had underestimated the value of both its standalone banking 
business as well as the then-impending spin-off of its insurance arm 
Linea Direct. As part of this assessment, understanding Bankinter’s 
ESG management was crucial in getting a sense of the company’s 
core values and culture, and how this has been a support factor to 
Bankinter’s historically strong financial results. 

Bankinter is the only Spanish listed bank consistently earning returns 
commensurate with its cost of equity, and has a long track record of 
gaining market share with good risk management, supported by a 
strong governance structure. This is evidenced through a balanced 
Board composition with diversity in terms of skills, geographical 
experience, and gender (36% women) as well as an independent 
majority. 

Financial stability and systemic risk is also an important factor in 
the investment team’s assessment. Over the years, the bank has 
maintained strong profitability and capital metrics, as well as low 
delinquencies compared to the rest of the sector which has allowed 
the bank to stand out and attract a large number of clients who 
seek security and stability, supporting market share gains. The bank 
has also consistently screened among the best performing banks in 
European stress tests and has not received any financial aid during 
the most recent crisis. 

Bankinter’s commitment to sustainability has been recognised 
internationally through its inclusion in the Dow Jones Sustainability 
World Index as one of the 25 most sustainable banks in the 
world, alongside other leading sustainability indices including the 
FTSE4Good, MSCI and Carbon Disclosure Project. In particular, the 
team would highlight talent attraction/retention as a key focus in 
a people-based business, with a turnover rate of barely 5% and 
Bankinter ranking as one of the top employers in Spain for 13 
consecutive years. In addition, Bankinter reached a key milestone 
to be completely carbon neutral in 2020 and now targets a 100% 
sustainable investment and financing portfolio by 2040.

8. ESG case studies

The following case studies show how the team has reached particular 
investment decisions following fundamental analysis, both qualitative and 
quantitative, engagement with company management and integrated ESG 
research. 

It should not be assumed that recommendations made in future will be profitable or will equal performance of the securities in this document. A list of all recommendations made within 
the immediately preceding 12 months is available upon request.
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Case Study: Sanoma Oyj 

Investment decision: new investment

In June 2021, the Fund invested in Sanoma, a Finnish group made 
up of two businesses - Sanoma Learning, the leading European 
provider of educational solutions for primary and secondary schools 
(K12), and Sanoma Media, the market leader in Finnish news, 
magazines, television, commercial radio, online video and children’s 
content, reaching 97% of all Finns weekly.  In recent years, the 
group has undergone a major transformation from a legacy media 
and news business to being a market leader and consolidator in the 
attractive K12 education market, which accounted for 50% of sales 
and nearly two-thirds of group operating profit.

As well as operating in markets with attractive economic 
fundamentals, Sanoma has a strong sustainability profile that is core 
to the business and incorporated into management incentivisation 
structures.  The group has a clear sense of purpose, articulated in its 
ambitions for both divisions.  

In Sanoma Learning, its objectives to enable inclusive learning and 
help teachers get the most out of every student are underpinned by 
goals to (1) co-create high quality and motivating learning materials 
with teachers fitting the local curriculum; (2) promote equal access 
to education; and (3) develop inclusive learning solutions that 
support diversity and differentiation.  

 In Sanoma Media, its principal targets include to (1) promote open 
democracy and freedom of speech through their independent 
media; and (2) increase awareness, empathy and tolerance with 
journalism.  These objectives have only grown in importance in 
recent years.

Surveys suggest the company has a positive and tangible benefit: 
97% of teachers say Sanoma materials support them in reaching 
curriculum objectives, while 87% say the materials support them in 
managing their classes efficiently, on average helping teachers save 

approximately eight hours of working time a week, while improving 
learning outcomes.  The environmental impact of the business is 
relatively low, with CO2 emissions of just 99kt pa, of which just 
10% are scope 1-2 from Sanoma’s own operations.  Sanoma has 
a detailed plan to reduce its emissions from the supply chain, with 
the objective of reaching net zero emissions by 2030.  This will be 
supported by the ongoing shift to digital in both its Learning and 
Media divisions.

Although Sanoma has been consistently highly rated by MSCI with 
an AA rating for the past five years, the rating would have been 
higher still were it not for a relatively low social pillar score, with 
the company lagging in human capital development, according to 
MSCI.  This would be negative for a people business, but the team’s 
analysis suggests these concerns are ill-founded and not backed 
by evidence. Engagement with management suggests they are 
mindful of the importance of human and ‘knowledge capital’ to its 
business and this is backed up by a range of KPIs:

• employee net promoter score (NPS) is high at 8.6 /10, with 
88% of employees considering Sanoma “a great place to 
work”.

• staff churn only 10.4%.

• >40% employees at Sanoma for over 10 years.

• 2.4% sick/absence rate for all employees.

• strong diversity profile: 45% of all employees are women, as 
are 55% of line management

• Four centres of excellence for the development of internal 
expertise.

Case Study: Koninklijke Philips 

Investment decision: divest

Koninklijke Philips is a leading healthcare group in diagnostic 
imaging, image-guided therapy, patient monitoring and health 
informatics.  It also operates in consumer health and home care.  
The Fund invested in the company in 2020.

In November 2021, we took quick action to sell our entire holding 
in the company after the US FDA released a Form 483 in relation to 
the polyester-based polyurethane (PE-PUR) sound abatement foam 
issues in its Dreamstation product, following inspection of Philips’ 
manufacturing facility in Philadelphia.  The report highlighted 
several findings which undermined confidence in management, in 
particular that issues with PE-PUR foam were known for several  

years before the recall and were not adequately addressed, 
alongside findings that silicon-based foam used in a similar device 
had failed a safety test for VOCs (volatile organic compounds).  

The new details disclosed in the report were at odds with previous 
comments made to us by management regarding their lack of 
awareness about legacy safety issues regarding Dreamstation.   
As such, the revelations not only eroded our confidence in 
management, but also suggested broader product safety and 
quality issues and reporting failures within the organisation.  It also 
raised the prospect of greater uncertainty over the magnitude and 
duration of litigation risk.

It should not be assumed that recommendations made in future will be profitable or will equal performance of the securities in this document. A list of all recommendations made within 
the immediately preceding 12 months is available upon request.
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Case Study: TeamViewer

Investment decision: divest

TeamViewer is a leading company in cloud-based connectivity 
software that enables remote access, support and control of PCs 
and other devices.  The Fund invested in the company in 2019.

Early in 2021, we became increasingly concerned by persistently poor 
customer reviews of TeamViewer’s software that were appearing on 
the consumer website Trustpilot.  These reviews raised concerns not 
only about the quality of the product, but also about aggressive 
sales and retention tactics that made it difficult for customers to 
cancel subscriptions and renewals.  When we raised these concerns 
with management, they were dismissive of the reviews on Trustpilot 
as not representative of their customer base and pointed to better 
product reviews on other websites.

In March 2021, the company unexpectedly announced two large, 
multi-year sports sponsorship deals with Manchester United and 
the Mercedes-Benz Formula 1 team.  These were not only hugely 
expensive (the Manchester United contract alone was £235m over 
five years), but a major change in strategy and one that appeared 
to target the type of single consumer user that was complaining 
vociferously about the product on Trustpilot.   

Following this announcement, we scheduled a call with the company 
to allow them to explain the rationale for the sponsorship deals 
and to better understand the expected return on this investment.  
The discussion confirmed our initial suspicions that there was 
little analysis or substance behind these substantial and long-term 
marketing investments, with only the sketchiest assessment of 
the return on investment.  Furthermore, it was clear this process 
was done on the hoof in an accelerated timeframe.   Once again, 
we expected the management team to be more concerned and 
responsive to the persistently negative customer reviews on 
Trustpilot, but again this was dismissed as representing a small and 
unrepresentative subset of the customer base.

We considered this to be a series of red flags not only from an 
operational and strategic standpoint, but also from a governance 
and ESG perspective (deteriorating product quality/utility; poor 
treatment of customers with aggressive sales and retention tactics).  
We took the decision in early April 2021 to divest the investment 
fully.  The company subsequently issued a series of profit warnings 
and lost around two-thirds of its market capitalisation over the 
course of the year.

9. Adverse impact indicators

These are used to indicate the impact of the portfolio on the environment or society.

Date: 31/12/2021

AUM ($m): 1,307.32

Shown by: Fund Weight EVIC ($)

Fund 
Rebased Coverage

Benchmark 
Rebased Coverage

Relative 
%

Carbon Indicators

GHG Emissions (TCO2e)

Scope 1 35,965 94.5% 67,277 99.0% -47%

Scope 2 8,624 94.5% 12,616 99.0% -32%

Scope 1+2 44,589 94.5% 79,894 99.0% -44%

Carbon Footprint (TCO2e/$AuM)

Scope 1+2 Footprint 36.36 94.5% 65.15 99.0% -44%

GHG Intensity (TCO2e/$ revenue)

Scope 1+2 Intensity 84.32 94.5% 108.04 99.0% -22%

Environmental Indicators

Fossil Fuels Exposure (%) 0% 92.9% 9.6% 98.9% -100%

Social Indicators

UNGC Violations (%) 0.0% 94.5% 1.7% 99.0% -100%

Female Directors (%) 35.4% 74.8% 37.8% 81.3% -6%

Controversial weapons 0.0% 92.9% 0.0% 98.9% -

David Robinson

Portfolio Manager, Melchior European Opportunities Fund 

Source: Polar Capital, MSCI ESG, MSCI Climate Change Metrics – reported and estimated data. 
Notes: Coverage calculated based on data type. If % data, it is rebased out of entire AuM. If absolute values, it is rebased out of the equity only coverage to exclude cash and derivatives.

It should not be assumed that recommendations made in future will be profitable or will 
equal performance of the securities in this document. A list of all recommendations made 
within the immediately preceding 12 months is available upon request.
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