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A message from our executives
Dear Clients,
At Russell Investments, we are committed to exceptional standards of corporate responsibility and responsible investing. We
ensure that everything we do benefits our stakeholders: from clients, employees and shareholders to the economy, environment
and our wider communities.
We believe that it is vital for asset owners to understand the impact of environmental, social and governance (ESG) characteristics
on security prices and markets when building an investment portfolio. As a multi-asset manager, our manager research capabilities
enable us to discharge our stewardship responsibilities in a unique fashion through our rigorous oversight, engagement and
monitoring of sub-advisers. Our measures, reported metrics and consideration of climate risk and opportunities are integrated into
our sub-adviser research and selection, portfolio management, advice, proxy voting and shareholder engagement and day-to-day
business.
We aim to improve the long-term investment outcomes of assets through active ownership, focusing intensely on four core
principles: transparency, accountability, independence and long-term value. Our proxy voting and engagement policy and
procedures have always been centred on adding value to our portfolios, but has undergone a material change in focus in the past
decade. First as a signatory to the Principles for Responsible Investing (PRI) since 2009, we place specific importance on
conducting an active ownership programme that is integrated with our investment approach and incorporates ESG goals. More
recently, we would emphasise regular collaboration with our engagement partners Sustainalytics and Climate Action 100+.
Furthermore, we have been active signatories or members of multiple trade organisations dedicated to promoting responsibility
through investing. These include Task Force on Climate-Related Financial Disclosures, Institutional Investors Group on Climate
Change, Carbon Disclosure Project and the Investment Association.
Russell Investments' people and values are the foundation of our company and the reason for our long-term success. Through
corporate giving, volunteering and our use of sustainable business practices and decision-making, we work to improve the quality
of life for people in our cities and neighbourhoods. We are committed to being good stewards and following best practices.
Moreover, we continue to evolve our practice to tighten our focus on shareholder outcomes and to advance ESG goals, which are,
in turn, tied to our corporate values.
This report measures our progress against the UK Stewardship Code 2020 (“the Code”), demonstrating our commitment to our
clients, the PRI, and regional stewardship codes.
Sincerely,

Michelle Seitz
Chairman and CEO, Russell Investments

Kate El-Hillow
Chief Investment Officer, Russell Investments

Joe Linhares
CEO Russell Investments Limited (RIL – UK entity)
and Head of EMEA

Richard Webb
CEO Russell Investments Implementation Services Limited
(RIISL – UK entity)
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Principle 1
Principle 1:
Signatories’ purpose, investment beliefs, strategy and culture enable stewardship that creates long-term value for
clients and beneficiaries leading to sustainable beliefs for the economy, the environment and society.

PURPOSE
Russell Investments is a global investment firm founded in 1936. Today, it is headquartered in Seattle with operations in the EMEA,
North America and Asia-Pacific regions. Russell Investments provides investment management, advisory and implementation
(execution) services. Currently, it has 1,330 associates supporting this delivery and global assets under management (AUM) of
£237 bn, as of 31 December 2020. Our business is built on the partnerships we develop with our clients, helping them achieve their
objectives.
Since 1980, the primary business has been serving institutional and retail clients around the world, predominantly through
outsourced solutions. Russell Investments works with clients of all sizes, from smaller organisations to large governmental entities
that desire bespoke solutions and business plans that call for continued focus, investment growth and innovation.
In the UK, Russell Investments Limited (RIL) is responsible for overseeing all discretionary principal investment management to
third party funds and to institutional segregated accounts. Russell Investments Implementation Services Limited (RIISL) is
responsible for overseeing discretionary management services for institutional clients including transition management services,
rebalancing and equitisation.

VALUES AND CULTURE
Russell Investments’ focus is on solving our clients’ needs through multi-strategy outcome-oriented solutions, embedding efficient
risk management techniques. This focus is built on the complementary mix of our five core competencies – manager research,
capital markets research, portfolio construction, portfolio implementation and factor exposures.
Our people and values are the foundation of the company and the reason for long-term success. Our corporate values and
principles are based on the following four themes:

We behave with non-negotiable integrity.

We value our people and are dedicated to fostering a meritocracy. Our
pillars are inclusivity, humanity, fairness, hard work, creativity,
teamwork, fun and humility.
We play to win by exceeding client expectations and executing with a
sense of urgency and purpose.

We are passionate investors who embrace intellectual curiosity and
rigour.

These values which includes putting our clients’ interest first and our approach which encourages environment-friendly policies and
practices all drive our stewardship practices. Full details of our corporate values can be found here.
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In addition, we believe that the effective management of diverse ideas and perspectives brings richness to our culture and
increases our ability to provide innovative solutions to our clients, while adding value to our shareholders and community. This is
further discussed in Principle 2.
Every day, we seek to improve financial security for people. Our very purpose is to be effective stewards of assets so that we
create long term value for clients and their beneficiaries leading to a sustainable environment and society, always with an eye on
oversight and accountability. We provide a detailed description of the governance processes that are currently in place to deliver
on this purpose as part of Principle 2.

INVESTMENT PHILOSOPHY
Our open architecture investment approach was developed during the 1960s, 1970s, and 1980s out of a recognition that the
investment management industry was failing to provide institutional and individual investors with a high enough standard of
stewardship. As a pioneer of the investment consulting industry in the United States, Europe, and Asia, we sought to bring
objectivity and fiduciary responsibility to every aspect of building and managing an investment programme, often challenging longdominant practices - including in manager evaluation and performance measurement. As the manager of the first multi-manager
funds, we sought to bring resources, focus and a client-centric view to some of the most important questions investors face - the
informed selection and oversight of sub-advisers, cost-and risk-aware portfolio implementation and the creation of truly outcomeoriented investment solutions.
Today, we believe that open architecture investing is a superior approach to stewardship when done with appropriate care, as it
enables independent oversight and decision-making. The increased popularity of this approach over the ensuing years has
enforced greater transparency and accountability among investment managers and service providers. It continues to drive
innovation in stewardship practices in the industry. Our investment advisory capabilities, coupled with a firm-wide focus on
superior client service, has naturally led to stewardship and fiduciary responsibility being core to our investment approach and our
corporate values and identity.
Every investment solution we construct and investment decision we make is informed by an investment philosophy, which is
founded on more than half a century of guiding open architecture investment programmes. It focuses on seeking long-term
investment outcomes for our clients using the most powerful investment toolkit available. Our explicit focus is on long-term, durable
investment success. The key tenets of our philosophy are:
1.

Outcome-orientated investing - Every decision must serve the achievement of client objectives, respect for client preferences, and
consideration of client circumstances

2.

Open architecture - Independent consideration, informed diversification, and intelligent implementation of the right asset classes,
best investment strategies, and appropriate risk levels give investors the highest chance of success.

3.

Investment discipline - Investors require rigorous decision-making paradigms, excellent analytical capabilities, and an ability to
think and act independently to deliver superior outcomes.

4.

Effective risk management - Real-time measurement and management of risk must be integrated into the management of
portfolios and solutions to ensure well-informed decision-making.

5.

Dynamic portfolio management - The ability to adapt to changing market conditions is critical to investment success.

6.

Specialisation leads to investment decisions at the point of greatest insight - Informed and objective assessment of investment
excellence is foundational to the success of open architecture, both in selecting sub-advisers and in evaluating and enhancing
internal capabilities.

7.

Independent review and control supports a strong investment process - The best investment processes incorporate objective
analysis and feedback to identify opportunities to improve.

OUR APPROACH TO RESPONSIBLE INVESTING
Building on these tenets are multiple investment beliefs that guide our day to day practice, including our responsible investing
beliefs that guide our integration of environment, social and governance (ESG) factors into our practice:
1.

ESG factors impact security prices. These factors can vary by company, industry, and region and their importance can vary
through time.

2.

A deep understanding of how ESG factors impact security prices is value-adding to a skilful investment process.

3.

Embedding ESG considerations into the firm's culture and processes improves the likelihood of prolonged and successful
investing.

4.

Active ownership of securities is an effective tool for improving investment outcomes.

In addition, we have formal policies related to responsible investing, climate and sustainability risks as described below:
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•

Responsible Investing
Russell Investments’ policy is to incorporate responsible investing into our investment manager evaluation process, our
portfolio management, our advisory services and through implementing proprietary solutions as desired by clients.

•

Climate Risk
Russell Investments' policy is to research, measure, report and consider climate change risks and opportunities as
integral parts of our investing practice, our active ownership and our business operations. Our measures, reported metrics
and consideration of climate risk and opportunities are integrated into our sub-adviser research and selection, portfolio
management, advice, proxy voting and shareholder engagement and day-to-day business. As detailed in a case study
under Principle 4, we seek to work with a broad array of other institutions to enhance the quality of data and expected
transparency available in the market regarding climate, to enable more rigorous and comprehensive managing of this risk.

•

Sustainability Risk
Russell Investments’ policy is to integrate sustainability risks in our investment solutions by identifying, evaluating and
managing relevant risks in our investment manager review process, portfolio management and through implementing
proprietary solutions. We believe sustainability risks are most relevant to investment outcomes when they exhibit financial
materiality, and, like all investment risks, are incorporated by balancing expected risk with expected reward. In managing
investment solutions, we consider financially-material sustainability risks in the context of expected rewards using a blend
of inputs from sources including, but not limited to, investment managers, third-party data sources and Russell
Investments propriety analysis. Furthermore, we incorporate bespoke sustainability risks based on clients’ requirements
for customised mandates. As well, we seek to collaborate with our advisory clients to consider, monitor and manage
sustainability risk priorities in their portfolios.

Our tenets and beliefs drive our policies, and ultimately reflect how we act as responsible stewards of assets to create long term
value for our clients and beneficiaries.
Various checks and balances are in place to ensure that we manage any conflict of interest effectively, as described in our
response to Principle 3. We are constantly reviewing our policies to ensure they develop in accordance with market best practice,
as described in our response to Principle 5.

KEY ACTIVITIES AND OUTCOMES OF OUR STEWARDSHIP PRACTICES
Russell Investments’ practice has continuously evolved to meet the needs and solve the problems of our clients, with a focus on
delivering superior investment outcomes. Below, we provide examples of how our purpose, investment beliefs, strategy and culture
have driven key activities and outcomes of our stewardship practices in 2020.

Case study: Annual executive level review of stewardship practices
Link to values and purpose: Exceeding client’s expectations.
Overview of Activity: In 2020, our Chairman and CEO and Executive Committee (EC) led an end-to-end review of stewardship
practices, seeking opportunities to increase commitment and effective integration into all aspects of investment decision-making.
This firm-wide review was led by a substantial internally resourced team and used an external consultant to benchmark our
stewardship commitment. Through these efforts, which is driven by our values to exceed our clients' expectations, we have
identified substantial opportunities for intensified stewardship efforts. These enhancements are detailed in Principle 2.
Outcome: This review demonstrates our executive level commitment in ensuring best practice principles with regards to
stewardship practices. The enhancements identified as part of this extensive review stretches our investment practices, as well as
our business operations with the ultimate objective of benefiting our clients. The implementation of these enhancements is being
closely monitored by the EC.
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Case study: Increased client transparency
Link to values and purpose: Identifying our clients' needs before they do.
Overview of Activity: Stewardship is fast becoming an area of heightened interest amongst our clients and the industry at large.
This interest was aided by the changes made in 2019 to the Statement of Investment Principles (SIP) and the requirement to
produce an implementation statement. As a result of this increased demand, as well as increased regulatory requirements, we
have enhanced the level of transparency in our client communications.
Outcome: The details of our client reporting are provided in Principle 6. Over the course of this year, we have enhanced the
implementation statements as well as ESG related information contained in SIPs. We have also, based on feedback, increased the
level of ESG metrics available in our quarterly reports. We believe that these enhancements have improved our clients
understanding of our stewardship practices and the level of ESG integration within their mandates.

Case study: Client change management
Link to values and beliefs: We foster and encourage environment friendly policies and practices.
Overview of Activity: Climate change is one of the greatest challenges of this generation. It is not only an environmental concern,
but also an economic one. Climate change is changing how businesses operate, governments regulate and how individuals
consume. The climate may worsen more than expected, or market participants may react differently than hypothesised. These
diverging scenarios are examples of climate risk and have the potential to shock investment performance.
In 2020, we established our Climate Action Policy and a climate change risk research initiative. These initiatives were established
to guide our practices and to build a deeper understanding of the risks and opportunities of climate change, so that our clients and
beneficiaries can be better informed. Details of this firm wide integration of climate risk are contained in Principle 4. We have
sought to take action on a number of fronts to drive improvement of our practices, as well as having greater influence in this area of
the market. In summary we are acting in the following areas:
•

Partnering with an external climate risk specialist: We have embarked on an extensive review of emerging climate risk data
specialist with a view to enhancing our knowledge, capabilities, and data.

•

Enhancing climate related engagement efforts: We are doubling down on our engagement efforts to drive shareholder value
with respect to climate matters. Details of our climate related engagement efforts are detailed in Principle 7, Principle 9 and
Principle 10.

•

Targeted climate risk strategies: We have a history of working with clients to build mandates that explicitly manage climaterelated risks. The first of such strategies were introduced in 2015 and we have continually looked to evolve this approach to
consider best practice principles.

•

Collaborating in industry wide initiatives: We believe in actively collaborating with industry participants to collectively deliver a
well-functioning system. Our collaboration efforts are detailed in Principle 4 and Principle 10.

Outcome: We believe that the introduction of a specific Climate Action Policy and the actions highlighted above will deepen the
integration of climate risk assessment and considerations within our practices. As part of our climate risk research initiative, we
have embarked on an extensive review of emerging climate risk data providers with a view to enhancing our knowledge,
capabilities and data in the climate space. This will ultimately be integrated into the strategy setting and scenario modelling that we
conduct for our client base. We expect to conclude this review in 2021. In the meantime, we have enhanced our client reporting to
incorporate key climate risk measures as described in Principle 6.
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Case study: Manager research
Link to values and purpose: We play to win by exceeding client expectations and executing with a sense of urgency
and purpose.
Overview of Activity: Our hallmark capability is our best-in-class manager research function. These manager research
capabilities are a fundamental feature of our business enterprise and represent a competitive advantage to our firm. Our goal is
simple – to identify and select optimal investment managers for our portfolios.
Outcome: We use a range of measures to regularly review our manager research capabilities and performance, as detailed below:
•

Percentage of hire lists that beat benchmark and universe medians

•

Rolling five-year excess returns versus the index and universe medians for average “hire ranked” managers in individual
coverage areas

•

Rolling average three-year hit rates of hire ranks that beat benchmark index

•

Long-term studies of excess return by rank

•

Measures of hire rank tenure and turnover

•

Research productivity statistics including number of meetings and time taken to deliver updated reports to clients

These measures are used to demonstrate our outcomes of our effective stewardship practices to our clients. In the exhibit below,
we demonstrate our superior selection capabilities in line with the first measure described above. Full details of our approach to
external manager due diligence is contained in Principle 8.

Exhibit 1: Percentage of Russell Investments hire lists that outperform benchmarks and universe medians
(five-year annualised rolling time periods)

% of Hire Lists that Outperform
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Source: Russell Investments, data as at 31 December 2020.
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LOOKING AHEAD
Over the next three years, we aim to focus our efforts to further improve our stewardship practices in the following areas:
•

Climate Risk Management
Climate risk management is a developing area in financial markets, and we are committed to work in collaboration with
other leading industry participants to formulate best practice principles and frameworks. Our enhancements in this area
over the next year will involve finalising our partnership with a specialist climate risk provider, integration of additional
climate risk metrics into our investment practices and further collaboration with industry peers.

•

Active Ownership
We are firm believers that active ownership through proxy voting and engagement is a key tool in enhancing shareholder
value. We plan to focus our efforts on enhancing the number of quality engagements and for the outcomes of this activity
to be clearly communicated back to our clients.

•

Transparency and Reporting
While ESG data and metrics have improved considerably in recent years, we believe that weaknesses still exist. We are
committed to helping our clients look beyond the data and will seek to improve the transparency provided in client
reporting. These enhancements will be made with a view to helping our clients further understand our stewardship efforts,
as well as the risks and opportunities within their mandates.

•

ESG Integration
ESG integration is an area we have enhanced over the last few years. We believe that emerging best practices as well as
new and emerging data mean that this is an area that will remain under scrutiny by our investment management
governing bodies over the years to come. As the changes we introduced in 2020 are embedded into our practices, we will
look to evolve and adapt to the changing market dynamics to ensure that our stewardship practices, with regards to ESG
considerations, are market leading.
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Principle 2
Principle 2:
Signatories’ governance, resources and incentives support stewardship.

OUR GOVERNANCE STRUCTURE
At every level of our organisation, our governance bodies and supporting processes seek to ensure alignment of our activities and
incentives to our clients’ best interests, and to effective stewardship across all of our investments. The evolution of our stewardship
practice has been driven by a high level of recognition across our corporate and investment governance bodies of its central
importance to investment management. Below, we provide details of the global and EMEA governance structures and how they
contribute to a consistent emphasis on high standards and effective practices around stewardship of client assets.

Global governance structure
At Russell Investments, we have a robust global governance structure headed by a Board of Directors and the EC. Leadership on
stewardship starts at the top of the organisation and is expressed through the empowerment of a number of global committees to
establish practices and standards and oversee their faithful execution. These committees ensure compliance to global standards
across all regions, as well as being responsible for introducing continuous enhancements to our approach in line with our best
thinking and industry practice.

Exhibit 2: Global governance committees

Source: Russell Investments, for illustrative purposes only.

The EC is the most senior management group at Russell Investments and is responsible for determining the company’s business
strategy and overseeing its implementation. Overall direction and emphasis on stewardship is set by the EC as part of investment
strategy and corporate management. In recent years, the EC has strongly supported increased focus on and resourcing of
stewardship activities.
The Global Risk Management Committee (GRMC) plays a critical global role in our risk management and stewardship practices, it
provides an independent global authority on major areas of risk and needed controls essential to effective management of the
company.
The GRMC, acting in its oversight capacity, is authorised and directed to review and evaluate investment, credit and operational
risks. It provides guidance to the business units to properly identify, assess, monitor and mitigate investment, credit and operational
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risk. It is authorised by the EC and its responsibilities relate to all legal entities and businesses operated by Russell Investments
worldwide. Global oversight by the committee for risk management practices is supported by regional risk management subcommittees in each of Russell Investments’ current business regions.
GRMC membership is the most senior officers of Russell Investments including the Chief Operating Officer, Vice Chairman, Global
Chief Investment Officer, Chief Financial Officer, Chief Risk Officer and other senior management. This committee is operated by
Global Risk Management (“GRM”), Russell Investments’ independent enterprise risk management function. The committee meets
at least annually to review and evaluate the material risks inherent in Russell Investments’ business, as reported through the
regional risk committees, as well as providing guidance to the senior executives and business units on firm-wide risk issues.
Together, the GRMC and the board’s Audit and Risk Committee work to establish Russell Investments’ overall risk vision, risk
management framework and risk management objectives.
The GRMC also oversees three supporting risk committees: the Credit Risk Committee, the Investment Risk Committee, and the
Operational Risk Committee.
The Audit and Risk team conducts structured reviews of key processes and risks, including detailed testing of mitigating controls.
These audits are designed to assess if systems and procedures function as designed and help ensure:
•

Risks are appropriately identified and managed;

•

Quality and continuous improvement are fostered in the organisation's control process; significant financial, managerial and
operating information is prepared accurately and reliably;

•

Resources are adequately protected.

EMEA Governance Structure
This stewardship code submission relates to our UK based entities, in particular Russell Investments Limited (RIL) and Russell
Investments Implementation Services Limited (RIISL). RIL is responsible for overseeing the stewardship all discretionary principal
investment management to third party funds and to institutional segregated accounts. RIISL is responsible for overseeing the
stewardship of discretionary management services for institutional clients including transition management services, rebalancing
and equitisation.
The stewardship and management of assets are governed by the various global committees discussed above and the EMEA
governance framework (as detailed in Exhibit 4) ensure that local regulations and requirements are adhered to. A high-level
overview of each of the committees providing stewardship reporting to the EMEA board of directors is provided below.

Exhibit 3: EMEA governance structure

Source: Russell Investments, for illustrative purposes only.

Russell Investments / UK Stewardship Code 2020

/ 11

Investment Governance Structure
At Russell Investments, our open architecture investment process has been established over five decades to deliver investment
outcomes, while providing stewardship of client assets (as set out in more detail in Principle 1). The Investment Division (ID) is
responsible for undertaking all investment activities for clients. The ID is governed by the Investment Strategy Committee (ISC),
which is authorised by the EC to oversee investment activities, as well as reviewing performance and establishing investment
policy and strategy. The ISC is responsible for processes and standards of stewardship practice with a focus on active ownership
and creating long term value through appropriate decision-making around allocations and risk management. As regulatory
standards and industry practice evolves, the ISC seeks to continually evolve and update investment processes, including
stewardship practice.
The ISC’s members comprise the Global Chief Investment Officer, who serves as the Chairperson, and senior ID and risk
professionals. The ISC delegates to numerous sub-committees to review and recommend proposals to create new investment
products, new fund launches and hire/terminate investment managers.

Exhibit 4: Investment strategy committee

Source: Russell Investments, for illustrative purposes only.

The groups reporting to the ISC have written charters outlining their oversight obligations, as well as many groups having annual
objectives. Our governance process features performance measurement with much attention given to metrics that reflect the
outcomes our clients seek and the assignment of accountability. We review these metrics and outcomes with the accountable
parties on a regular cycle and continually revisit mandates, objectives and performance metrics for their alignment with the mission
of each group. Each group has documentation practices outlined in the charter to record approvals, decisions and oversight
activities.
Every ISC Sub-Committee has responsibility to embed good stewardship practices into its governance and decision-making. For
example, the Manager and Strategies Sub-Committee is responsible for ensuring that proposed portfolio structures are wellconstructed to meet investment targets within risk guidelines. As part of that oversight, the committee must confirm that subadvisers have sufficient ESG capabilities as part of their overall evaluation and will consider available metrics on ESG factors when
approving portfolio structures.
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Active Ownership Governance Structure
Active ownership is central to our stewardship focus. Our Active Ownership Committee manages a globally consistent and rigorous
approach to proxy engagement and engagement activities. The team oversees our proxy voting policies, procedures, guidelines
and voting decisions, whilst continuing to adapt our processes to meet evolving client needs and expectations. The Active
Ownership Committee is made up of Russell Investments’ professionals from a variety of roles, including: portfolio management,
manager research and investment strategy. All proxy voting and engagement activities are advised by a member of Russell
Investments’ legal team.
Within the Active Ownership Committee, our Guideline Sub-Committee meets regularly to review and propose adjustments that
ensure our guidelines are aligned with current best practices and our Engagement Sub-Committee directs and monitors our
engagements with public companies, our sub-advisers and other market participants. This organisational structure and the diverse
set of participating investment professionals keeps our active ownership function centred within our investment process. We do not
segregate the work to a specialist team; Russell Investments retains a firm, fiduciary hand on all of our active ownership activities.
Further details of our active ownership practices are detailed in Principle 7, Principle 9, Principle 10, Principle 11 and Principle 12.

Exhibit 5: Active Ownership Committee structure

*Responsibilities: Chair: Oversight of all processes and procedures of the committee and its sub-committees. Voting members: Comprised of senior investment
professionals charged with voting on policy/procedural changes and proxy proposals. Legal representative: Oversees all develo pments and actions of the
committee and its sub-committees.
Source: Russell Investments. For illustrative purposes only.

Responsible Investing Governance Structure
We favour an integrated approach to responsible investing and have ESG experts embedded throughout our organisation. The
Global Responsible Investing Steering Group (as detailed in the diagram below) consists of representatives from various business
units such as solutions, client-facing, marketing, the ID and compliance and legal. The purpose of this group is to facilitate and
maintain the ability of Russell Investments to provide a world-class and harmonised approach to responsible investing solutions
and sustainability, with a clear focus on creating investment value. This global group has two executive-level sponsors, the Global
Chief Investment Officer and Head of EMEA. This group is chaired by the Head of Responsible Investing.
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Exhibit 6: Responsible investing global steering group

Source: Russell Investments, for illustrative purposes only.

In addition to the steering group, we have multiple responsible investing related working groups tasked with specific delivery of
research (including climate related), strategy development and compliance to the fast-changing regulatory landscape, as detailed
in exhibit 7.

Exhibit 7: Responsible investing working groups

Source: Russell Investments, for illustrative purposes only.

The Investment Division Responsible Investing Council, which reports to the ISC, guides the ID’s responsible investment practice
across our investment process. This group ensures that the data, infrastructure and processes are in place to support effective
active ownership and an integrated approach to incorporating ESG factors and risks into investment decision-making. The group
consists of responsible investing experts from across our research and portfolio management teams and is empowered to propose
improvements in stewardship and investment practice to be approved by the ISC. The Council typically leads implementation of
process enhancements, including education and monitoring of impact.
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OUR RESOURCING SUPPORT EFFECTIVE STEWARDSHIP
Our ID - which houses most of our investment professionals - is responsible for investment research and the construction of
investment strategies. The ID is organised around three core strengths: portfolio management, research and implementation
services. The Investment Research team consists of the following members:
•

Manager Research Analysts – Specialists responsible for gaining a thorough understanding of the universe of investable
managers, products and making recommendations which they believe offer our clients the best opportunities.

•

Portfolio Managers – Professionals tasked with the strategic asset allocation, manager and strategy selection and daily
portfolio monitoring for Russell Investments’ strategies.

•

Portfolio Analysts – These professionals work closely with our portfolio managers and provide them with the necessary
analytical tools and research reports to aid their decision-making.

•

Implementation Portfolio Managers – These specialists execute the investment decisions of the portfolio managers,
ensuring the timeliness and efficiency of any changes.

•

Research and Development – This team is responsible for research of the capital markets, creation of forecasts and
investment strategies that identify and capture key sources of return. Additionally, the team will enable the development of
supporting technologies and tools to effectively deliver our investment insights to clients. This team has the quantitative
capabilities to apply the tools of data science and advanced computing to a wide range of investment challenges.

•

Asset Allocation & Investment Solutions – Members of this group lead our efforts in asset allocation issues, including all
forecasting and modelling. They also participate in research on investment or institutional issues, such as reviewing and
understanding the implications of pending legislation, the role of potential new asset classes, portable alpha and overlay
strategies and evaluation of less traditional asset classes.

The collective efforts of these six functions help to create and maintain a solution that is not only customised to help pursue our
client’s return objectives, but also reflects our best thinking in terms of manager research and projected market behaviour. The
table below provides details of the current total number of investment professionals. We believe that this is the correct combination
of subject matter experts and qualifications to meet our stewardship requirements.

Exhibit 8: Total number of investment professionals
TOTAL NUMBER OFINVESTMENT
PROFESSIONALS

NUMBER OF
INVESTMENT
PROFESSIONALS
WITH CFAS

NUMBER OF
INVESTMENT
PROFESSIONALS
WITH PHDS

AVERAGE RUSSELL
INVESTMENTS
YEARS’ TENURE

AVERAGE INDUSTRY
YEARS’ EXPERIENCE

Total Investment Division

89

12

13.5

19.7

231

Source: Russell Investments, data as at 31 December 2020.

Associates are encouraged to pursue educational opportunities to develop skills and meet their career goals. Russell Investments’
associate development programme holds managers accountable for working with their direct reports to create an associate
development plan with the goal of growing existing and developing new skill sets. Furthermore, we encourage participation in
continuing education opportunities, such as the Chartered Financial Analyst programme, to enhance knowledge through jobrelated areas of study, or pursuing licenses and professional designations applicable to their positions. To further encourage
associates, a generous tuition reimbursement programme for qualified programmes and areas of study is in place.
In addition, client-facing teams have continual access to regular training on capital markets, investment strategy, asset class
behaviour and portfolio management innovations.

ALIGNMENT OF INCENTIVES TO INTEGRATE STEWARDSHIP
As a global organisation, we have made the consideration of ESG and effective stewardship across all investment decisions a key
objective. Senior portfolio managers are compensated based upon a combination of factors, which seek to evaluate their success
in delivering desired investment outcomes to clients, while effectively contributing to investment processes and providing suitable
levels of stewardship of client assets. Within that overarching evaluation framework, portfolio managers are required to consider
ESG factors and stewardship in evaluating and selecting sub-advisers, as well as evaluating ESG risks and exposures at the total
portfolio level and pursuing engagement opportunities. Portfolio manager effectiveness at incorporating these factors is explicitly
measured, included in annual assessments and linked to compensation.
In addition to senior portfolio managers, all associates with specific responsibilities for ESG, stewardship and climate change have
annual performance goals aligned with the success of the integration of these issues. These goals include evolving our responsible
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investing and stewardship practices to be in line with global standards by collaborating with leading industry bodies to advance
industry frameworks, driving our engagement practices and research and development. All of these items are aimed at delivering
robust stewardship practices to deliver on our client’s objectives. Success in meeting these specific stewardships and ESG related
performance goals are linked to remuneration.

DIVERSITY AND INCLUSION
As a global company, we recognise the benefit of different sources of insight and knowledge. Valuing diversity gives us an
advantage by pooling ideas and providing solutions from more than one point of view. Effective management of diverse
perspectives adds richness to our culture and increases our ability to provide innovative solutions to our clients, while adding value
to our shareholders and community.
Diversity is an integral part of our long-term growth strategy. Our ability to fulfil our purpose of improving financial security for
people hinges on the quality of our people and our ability to provide appropriate solutions to a diverse group of clients. Our
approach to Diversity and Inclusion spans through our internal corporate diversity efforts, as well as that of third-party service
providers. Details of our diversity efforts with regards to third party service providers are covered in Principle 7 and Principle 8.
Below, we provide an overview of our internal corporate efforts.

Internal Corporate Diversity and Inclusion efforts
At Russell Investments, we consider diversity via multiple lenses (i.e., gender, ethnicity and sexual orientation). To advance our
efforts we have established a Diversity and Inclusion (D&I) Council whose purpose is to increase diversity and inclusion among
employees. The D&I Council’s goals include, but are not limited to, the following:
•

Demonstrate leadership commitment and accountability to attracting, developing and retaining diverse talent

•

Champion the advancement of diversity, equity and inclusion, internally and in our communities

•

Foster a culture of inclusion

•

Grow our diverse associate representation globally year, with a particular focus on the following:
(i)

Double the number of organisations that Russell Investments partners with to find talented people of colour from 2020 to
2022

(ii) Increase the percentage of diverse applicants for open positions in proportion to the number of open positions year on
year from 2020 to 2023
Our stated purpose is to create an inclusive work environment that is free from discrimination and harassment, emphasising our
commitment to treating associates with respect. Equal opportunity extends to all employment aspects including hiring, promotions,
transfers, terminations, training, working conditions, compensation and benefits. Decisions pertaining to employment must not
discriminate based on any other characteristic protected by law.

Global Associate Resource Groups
These associate groups/committees (ARG) are led by associates and designed to increase engagement and understanding, while
contributing to a more inclusive workplace. ARG’s also facilitate dialogue and learning about inclusion issues across Russell
Investments. These groups provide leadership and development opportunities for associates and support minorities and/or women
in the workplace.
•

Women's/Gender Equality Associate Resource Group

•

Black Associate Resource Group

•

LGBT & Allies (LGBTA) Associate Resource Group

•

Multicultural Associate Resource Group

•

Veteran's Associate Resource Group

•

Career Enhancement Associate Resource Group

In addition, we have a Global Community Engagement Council, a Global Wellness Associate Resource Group, a newly forming
Global Sustainability Work Practices group and regional Social Committees – all collaborating with our Diversity and Inclusion
Associate Resource Groups on programming and initiatives.

Russell Investments / UK Stewardship Code 2020

/ 16

2020 Activity
Despite the challenges of the majority of our associate base globally working remotely in 2020 – we have been successful in
staying connected virtually and have continued to advance our Diversity and Inclusion efforts. Highlights from the over 45 events
hosted this year include the following:
•

International women’s day panel discussion

•

Ovarian cancer education

•

LGBT education talk

•

We Want to Understand speaker series, sponsored by our Black ARG:
(i)

Black British History

(ii) Racial Gaslighting
(iii) Racism and Allyship
(iv) Racial Prejudice and injustice in black community

In addition to the many events hosted by the ARG’s, the following programmes are also in place:
•

Women in Sales Excellence (WISE): A programme to provide mentorship and educational opportunities to women in sales.

•

Global diversity mentorship programme: An opportunity for diverse talent to reserve mentor senior executives.

•

Training: All new hires are required to complete unconscious bias training. Russell Investments provides anti-harassment and
discrimination training to associates every two years, and in several regions requires the training upon hire.

•

Pay equality and disclosure: Russell Investments conducts a full compensation review each year, ensuring equal pay for
equal work with a focus on gender and race/ethnicity diversity. Russell investments voluntarily participates in the U.K. Gender
Pay Gap initiative, publishing results annually.

•

Policies and performance goals: Russell Investments ensures its global and regional policies are inclusive and free from
bias. In 2020, we conducted a thorough policy wide review with the specific focus on diversity and inclusion. All global
associates are assigned a “Global Citizen Goal” - this includes a commitment to inclusion as part of the annual performance
assessment.

•

Incentives to promote diversity: The following incentives are in place globally to promote diversity:
(i)

Code of Ethics and Global Code of Conduct: Both Codes support overall ethical conduct and include statements on
anti-harassment and anti-discrimination that must be adhered to at the firm.

(ii) Global Citizen Goals: These goals are assigned to all associates (manager and individual contributor versions), including
our EC and year-end bonus compensation is dependent upon succeeding with these objectives.
(iii) Individual Contributor: Demonstrates good corporate citizenship by living Russell Investments’ values and principles
and contributing to our culture of compliance, meritocracy, inclusivity and diversity.
(iv) Leadership: Serves as a role model for Russell Investments’ leadership behaviours, values and principles. Demonstrates
good judgment with a focus on strengthening our culture of compliance, meritocracy, inclusivity and diversity.
Further details on our efforts in this space can be found on our website.

OUTCOMES OF GOVERNANCE STRUCTURES IN PROMOTING
STEWARDSHIP
In 2020, the Chairman and CEO and EC led an end-to-end review of stewardship practices, seeking opportunities to increase
commitment and effective integration into all aspects of investment decision-making. This firm-wide review was led by a substantial
internally resourced team and used an external consultant to benchmark our stewardship commitment. Through these efforts, as
well as the continuous review that takes place within the various governance structures detailed earlier in Principle 2, we have
identified substantial opportunities for intensified stewardship efforts including the following:
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Case study: Governance
•

Key findings: We identified an opportunity to further strengthen the connections between the various business units by
enhancing existing governance structures.

•

Stewardship enhancements: We made enhancements to our internal governance and management of stewardship and ESG
risks by redefining the objectives and purpose of two global responsible investing groups:
(i)

Global Responsible Investing Steering Group. As detailed earlier on, this group consists of representatives from
various business units. Its primary purpose is to facilitate and maintain the ability of Russell Investments to provide a
world-class and harmonised approach to responsible investing solutions, stewardship and sustainability, with a clear
focus on creating investment value.

(ii) Investment Division Responsible Investing Council. This group reports to the ISC and is responsible for the ID’s
responsible investment practice, including the incorporation of stewardship practice across our investment process.
Additionally, we have appointed a dedicated Head of Responsible Investing who is based in EMEA to coordinate our efforts
globally. We believe that these enhancements will further strengthen our stewardship efforts and benefit our clients.

Case study: Enhanced ESG Integration
•

Key findings: Russell Investments adopts an integrated approach to stewardship and responsible investing. Details of this
approach is outlined in Principle 7. The growing focus on sustainability considerations has led us to review our approach to
identify ways to further enhance our process and practice.

•

Stewardship enhancements: Following a thorough review of our process and taking client demand and preferences into
consideration, we have identified areas to further enhance our stewardship practices. This includes the following:
(i)

Manager research: First introduced in 2014, we have made enhancements to our ESG manager review approach.

(ii) Portfolio construction: Explicit consideration of sustainability risks as part of ongoing portfolio management
responsibilities.
These enhancements are explained fully in Principle 5.

Case study: Resourcing
•

Key findings: The growing focus on sustainability has led us to review our resourcing in this area.

•

Stewardship enhancements: Following a detailed review across all business units, we are committed to increase resourcing
of stewardship activities across the board. This includes the creation of several dedicated professional investment positions
focused on active ownership, research and solution development. We expect this resource increase will enable urgent pursuit
of research on climate impacts on investment outcomes and a substantial enhancement of our active engagement capacity.
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Case study: Training
•

Key findings: The changing landscape in responsible investing has meant that there is a growing need and demand for
continuous associate and client training in this area.

•

Stewardship enhancements: Over the summer of 2020, we implemented a companywide mandatory training programme for
all client facing associates. This enhanced training programme on stewardship includes the management of sustainability
risks, climate risk management, private markets and emerging trends in responsible investing. We believe that this is an area
that will require further investment as the market evolves. We have also made investment related training available to our
clients, detailed in Principle 6.

Case study: Corporate Social Responsibility (CSR)
•

Key findings: At Russell Investments, our approach to CSR consists of three pillars; community engagement, Diversity and
Inclusion and sustainable work practices. Our practices with regards to Diversity and Inclusion and community engagement
are well established. However, it was identified that the third pillar, sustainable work practices, although established, could
benefit from explicit senior executive sponsorship.

•

Stewardship enhancements: We have re-established our sustainable work practices group and this new group will be
accountable to the global chief administrative officer. The revised mandate is focused on ensuring that our day-to-day
procedures are carried out in the most sustainable manner. We believe that the addition of a senior executive to oversee this
important CSR pillar will demonstrate to our clients the importance that we place in running a sustainable business.

The above enhancements to our stewardship practices will be implemented over the course of 2020 and 2021. The progress of
these enhancements is monitored by the EC on a regular basis.
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Principle 3
Principle 3:
Signatories manage conflicts of interest to put the best interests of clients and beneficiaries first.

OUR CONFLICTS OF INTEREST POLICY
At Russell Investments, we maintain a governance framework that is designed to ensure a coordinated and consistent approach to
the management of conflicts of interests across all regions in which it operates. Good stewardship and behaving with nonnegotiable integrity are at the heart of Russell Investments’ values. Our culture, supported by the Global Code of Conduct,
recognises the fiduciary duties we owe to our clients and promotes the ethos of ensuring client interests are put ahead of the firm’s
interests and the personal interests of its associates.
The Russell Investments Conflicts of Interest Policy disclosures detail the circumstances that may give rise to conflicts of interest in
the operation of its business, the supplemental policies, as well as the procedures that are in place to manage all potential or actual
conflicts of interest in the best interests of its clients. This policy has a direct link to ensuring effective stewardship of our clients’
assets.
Our disclosures in respect of its Conflicts of Interest Policy are available here and are made available to all of our clients.

MANAGEMENT OF CONFLICTS
The Russell Investments’ worldwide policy applies to all associates and each of its subsidiaries anywhere in the world in
connection with any activity related to Russell Investments or its business. A number of global and regional committees have been
established and play a key role in helping to ensure that the management of conflicts is embedded in business processes.
In EMEA, a Conflict of Interest Working Group has been established to assist in the management of potential conflicts. Members of
the Conflict of Interest Working Group comprise of associates from business line management and support functions such as legal,
compliance, risk and operations. The Conflict of Interest Working Group considers and discusses all potential and actual conflicts
of interest arising in relation to Russell Investments’ business activities, whilst assessing the management of those conflicts of
interest. If the management of a conflict of interest is not possible, with reasonable confidence that the risk of damage to a client’s
interests will be prevented, the Conflicts of Interest Working Group will discuss the client disclosures that will be necessary as a
result.
The Board of each Russell Investments EMEA Group Company (as described in Principle 2) is responsible for overseeing the
implementation of arrangements to ensure effective stewardship and management of conflicts of interests, with an aim to ensure
as a minimum, but look to exceed, compliance with the regulatory and legal requirements around conflicts of interest. Such
oversight includes:
•

Regular review of the Russell Investments EMEA Conflicts of Interest Policy.

•

Maintenance of the Conflicts of Interest Maps (described further below).

•

Review of the effectiveness of stewardship activities and controls in mitigating conflicts of interest

•

Responsibility for reviewing new conflicts of interest that may arise from time to time.

•

Reviewing any disclosures of conflicts of interest to clients.

All situations identified as constituting a conflict of interest - or that may potentially give rise to a conflict of interest - are
documented in a Conflicts of Interest Map for each separate EMEA entity. The map also details the organisational and
administrative controls that are in place to manage each of these potential or actual conflicts of interests. These controls include:
effective governance and stewardship; the segregation of duties; the creation of policies, procedures of information barriers;
remuneration policies that remove direct conflicts of interest; or setting pre-determined individual approval limits over which
escalation and approval is required.
Where the organisational and administrative controls are deemed insufficient to effectively manage or prevent a potential or actual
conflict of interest or to ensure effective stewardship, the matter is escalated to the EMEA Conflicts of Interest Working Group,
described above. Some common conflicts and controls are provided in the table on the following page:
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Exhibit 9: Examples of conflicts and control procedures
CONFLICT

CONTROL PROCEDURES

Employees might be able to benefit from awareness of confidential
trading activity undertaken by a Russell Investments affiliate (e.g.,
personal account dealing in a security that forms part of a transition
event or is traded by the direct investing team (dealing ahead/ front running).

Russell Investments has Market Abuse and Personal Account
(PA) Dealing Polices, supported by the EMEA Group
Companies, which state that any suspected instances of market
abuse must be reported immediately to EMEA Compliance for
investigation.
Russell Investments has adopted a monitoring, reporting and
approval process for these circumstances. This includes the
operation of “Watch Lists” of companies for which Russell
Investments or its employees may possess material, non-public
information and a “Restricted Securities List” connected to
trading by the direct investing team and index reconstructions –
with appropriate trading restrictions or blocks on PA dealing.

Employees could be induced to enter into contracts with third parties,
to the detriment of a segregated or fiduciary management client, or
funds (where Russell Investments acts as an Adviser/ Investment
Manager or distributor).

The Russell Investments Anti-Bribery Policy prohibits bribery
and requires controls for gifts, hospitality and entertainment –
including Board Reporting via the Money Laundering Reporting
Officer’s (MLRO) Financial Crime Report.

Employees might induce a client, distributor, money manager, or
other service provider into doing business with Russell Investments
where this is not in the best interest of other clients or funds.

Russell Investments has instructed its broker to charge an
execution only rate so that there are no inducements paid from
the broker to Russell Investments when trades originate.

Poor product design could adversely affect end clients; or lead to
problems with market integrity by enabling the firm to mitigate and/or
dispose of its own risks or exposure to the underlying assets of the
product where the firm already holds the underlying assets on own
account.

Russell Investments operates a comprehensive Product
Governance Policy and comprehensive procedures relating
there to. The Russell Investments Product Committee considers
potential conflicts for this specific issue, with all potential issues
assessed as part of the product development and management
processes.
For both new and existing products, consideration is given t o
whether the product design or amendment / development
introduces any new risks to customer best interests which may
need to be mitigated or disclosed.

Russell Investments segregated, fiduciary management or other large
clients investing in Russell Investments’ funds (‘target funds’) may
result in significant influence on the investment strategy of the target
fund (i.e., so that the strategy is more aligned to the investing client(s)
or in the case of proposed significant redemptions, making a change
to the investment strategy to keep clients within the target fund).

The investment strategies of Russell Investments funds are
overseen by the asset class Sub-Committees and the ISC.
Additionally, the governing body will review the investment
strategy as applicable.

Financial incentivisation/reward of portfolio managers may lead to
inappropriate investment risks being taken (relative to the investment
objective and policies) to protect employee compensation.

Russell Investments has a Global Remuneration Policy that
considers market intelligence on compensation to be an
important data point in the determination of both overall and
individual pay levels for all Russell Investments employees,
including senior executives and associates in risk and control
positions.

The Russell Investments portfolio manager provides written
details of the investment strategy proposal to the ISC to ensure,
amongst other things, the fair treatment of all investors. All
proposals regarding initial investments required approval of the
ISC.

A Global Compensation Council reviews and approves
compensation opportunities for individuals based on their job
responsibilities and market levels of pay for organisations of
appropriate size, business segments, geography, complexity and
profitability relative to Russell Investments.
In addition to market levels of compensation, quantitative and
qualitative assessments of the Russell Investments Limited
performance and each individual’s contributions to that
performance, including Russell Investments risk management,
where applicable, are important determinants of incentive
compensation outcomes.
A global Sales Compensation Council (SCC) has been
established to review and approve sales commission plans. The
SCC comprises members of the global senior management team
In order to align incentives with clients, portfolio managers are
compensated based on the performance of the portfolios
managed, as well as on Russell Investments Limited or Russell
Investments’ global profits.
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At Russell Investments, in regards to stewardship, we have specific conflicts of interest controls in respect of activities surrounding
employee outside interests, our active ownership and our investment management practices. The following outlines the procedures
for these areas.

Outside Interests
Outside business interests or directorships can create conflicts of interest with the associate’s obligations to Russell Investments,
which could have an adverse effect on the ability to meet our obligations to our clients and the Funds (where we act as Adviser/
Investment Manager or distributor).
All outside business interests or directorships of associates must be formally declared in accordance with the Russell Investments
Global Code of Conduct. Potential conflicts of interest must be considered by the associate's Senior Management Committee
member (EEC member), EMEA Human Resources, EMEA Legal and EMEA Compliance. Formal approval/ acceptance of an
outside business interest or directorship must be given. These requirements form part of the standard employment contract
between Russell Investments and each associate.
All new associates have to certify that they have read and understood the requirements in the Russell Investments Global Code of
Conduct, which incorporates requirements pertaining to outside business interests. All EMEA associates must complete an annual
declaration to certify that they have read, understood and continue to comply with the Global Code of Conduct.

Active Ownership
The Russell Investments Conflicts of Interest Policy does not specifically reference stewardship. However, the implementation of
various processes to manage any potential conflicts of interest carried out ensures that clients’ interests are at the forefront in
relation to stewardship. Our stewardship activities in relation to active ownership relate to proxy voting and corporate engagement,
we have processes to manage potential conflicts in both of these areas of stewardship.

Proxy voting conflict of interest procedures
•

Where Russell Investments maintains the voting rights for underlying securities, it appoints a proxy administrator which acts
within the guidelines set out in Russell Investments Proxy Voting Policy. Our proxy voting policies and procedures are
designed to ensure that those proxy voting decisions; (i) are made in accordance with the best interests of clients; and (ii)
enable the Active Ownership Committee to resolve any material conflicts of interest relating to voting and engagement. Further
detail on the governance around our Stewardship Arrangements is set out in Principle 2.

•

Proxy Voting Guidelines are constructed to be aligned with best practices and standards to the benefit shareholders. The
Guidelines are applied to all votable proxy items without exception for issuers that currently have, or recently had, an existing
relationship with Russell Investments, as either a client or vendor. Any votes that are not covered by the Guidelines, or any
votes which require case-by-case review per the guidelines, are referred to the Active Ownership Committee for a review and
vote.

•

For any votes referred to the Active Ownership Committee, potential conflicts of interest are mitigated by (i) the committee
structure itself, which requires a quorum for a final vote, and (ii) all votes submitted by Committee members require
certification asserting that the voting member has no knowledge of any potential conflicts of interest between the client,
Russell Investments and its affiliates, as well as no personal material conflicts (such as personal stock ownership).

Corporate engagement conflict of interest procedures
•

The direct Corporate Engagement practice is built on a transparent and systematic selection process, backed by a governance
structure which approves engagement activity. In 2020, the Active Ownership Committee began rolling out a programme to
increase the involvement of portfolio managers in our engagement-driven stewardship efforts.

•

Looking forward to 2021 and beyond, the Active Ownership Committee will continue to formalise a rules-based selection
process for engagement candidates which encompasses insights from the portfolio management team. We expect that
portfolio manager participation will increase the transparency of our efforts and ensure that activity has client and performance
at the centre. In turn, this will help mitigate potential conflicts of interest.

Investment Management
In most circumstances, Russell Investments acts as a manager of managers rather than investing directly into securities. We have
identified the following potential conflicts and as a result have implemented appropriate controls to help mitigate these potential
conflicts.
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Exhibit 10: Examples of conflicts and control procedures
CONFLICT

CONTROL PROCEDURES

The inappropriate selection or retention of managers for
commercial reasons. For example, appointing a money manager
in return for AUM investment.

Our procedures for appointment retention and termination of managers
follows a quantifiable process based on the ability of the money
manager’s product to contribute meaningfully towards the fund’s/client’s
overall risk and return objective and is overseen by the entity-level and
global committees.

Unfairly allocating high-ranked managers across certain clients
or fund complexes, using up their spare capacity and
inappropriately disadvantaging another client or fund complex.

The segregation of duties between the research analysts responsible for
manager rankings and recommendations, and the go-to-market sales
team, who might have commercial rather than investment reasons for
selecting a manager.

Recommending frequent money manager changes to a client in
order to increase revenue for Russell Investments.

Research Analysts receive no incentives to favour one manager over
another. Such analysts are therefore not directly influenced by AUM
inflows, distributor relationships, client relationships or commercial profit
margins. Any changes made or recommended are done so based on
clear procedures for appointment, as alluded to above.

Managers are required to manage their own conflicts of interest in accordance with the Russell Investments Conflicts of Interest
Policy, or with the manager’s own equivalent standard of policy. We monitor any material violations of these policies by the
managers.
As part of the firm’s ongoing due diligence process, managers’ control environments are evaluated for their ability to mitigate
conflicts of interest through ongoing employee training; use of monitoring processes and systems; their internal testing of controls;
and their governance process to address conflicts identified.

OUTCOMES OF MANAGING CONFLICTS IN PRACTICE
Below, we provide examples of how we have addressed actual, or potential, conflicts in 2020 in relation to stewardship.

Case study 1: Proxy voting conflict of interest procedues in practice
Background: In 2020, on several occasions, voting members of the Active Ownership Committee recused themselves from voting
on a referred item – either for ownership reasons (being an individual shareholder in the company), or due to a personal interest
(unrelated to ownership).
Conflict of interest controls: This clearly demonstrates how our Proxy Voting Policy was successfully implemented to mitigate a
potential conflict of interest.

Case study 2: Information barriers to protect clients
Background: The majority of Russell Investments’ equity interests are owned by certain private equity funds which form part of
Russell Investments’ ownership structure. In order to ensure any potential conflicts of interest that may arise from these
circumstances are identified and properly managed, controls and measures and have been put in place, which were demonstrated
throughout 2020, as set detailed below.
Conflict of interest controls: Russell Investments’ Compliance function regularly monitors for potential conflicts of interest in the
portfolio holdings of each private equity fund in the ownership structure, with processes in place for protecting the independence
and objectivity of our research where this eventuality might occur. This includes a specific requirement that all portfolio holdings in
the private equity funds ownership structure that are determined by Russell Investments Compliance to be a controlling affiliate of
that company, are blocked from user view on the Russell Investments Research and Advisory Systems – with these safeguards
being compliance-monitored throughout the year.
Activity: In 2020, relevant companies were blocked from the user view on the Russell Investments Research and Advisory
Systems based on this control measure.
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Case study 3: Individual conflict controls
Background: The majority of Russell Investments’ equity interests are owned by certain private equity funds which form part of
Russell Investments’ ownership structure. In order to ensure any potential conflicts of interest that may arise from these
circumstances are identified and properly managed, certain controls and measures have been put in place, which were
demonstrated throughout 2020, as detailed below.
Conflict of interest controls: Where conflicts of interest were to arise through a Russell Investments Senior Manager having a
conflicting interest in, or being appointed as a Director of, an organisation within the portfolio holdings of, or controlled by our
private equity ownership structure, we have systems and controls in place to identify these circumstances. Where appropriate, we
will manage conflicts arising from these ‘Control Affiliations’.
Activity: In 2020, where it occurred, the Russell Investments Compliance function determined any portfolio holding entity to be a
Control Affiliate. Compliance examined a number of factors (including any trading relationships, business relationships, finance
relationships, direct financial interest, operational synergies or shared profit incentives between the portfolio holding organisation
and Russell Investments) to determine that no conflict of interests could be identified.
We recognise the risk of future conflicts of interests occurring in connection with any such identified portfolio holdings and therefore
subject them to ongoing, specific and stringent safeguards.
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Principle 4
Principle 4:
Signatories identify and respond to market-wide and systemic risks to promote a well-functioning financial system.

OVERVIEW
The identification and response to systemic risks is core to our mission and business model. We seek to do this in a number of
ways, including:
•

Developing products and services that address investment challenges of our clients,

•

A rigorous risk management programme, which endeavours to track and evaluate emergent risks of all kinds, and

•

An array of industry collaborations and initiatives.

This section addresses each of these approaches, each of which contributes in different ways to a well-functioning financial
system.

IMPROVING THE FINANCIAL SYSTEM BY ADDRESSING CLIENT NEEDS
At Russell Investments, our service and product set has evolved over time, in response to the most pressing threats to our clients’
financial security. We have built our business on the strength of a series of innovative products and services aimed at helping
institutional and individual investors invest intelligently through an informed open architecture investment approach. These have
promoted better functioning in financial markets by raising standards around the quality and transparency of investment
management, as well as the development of powerful tools for investors everywhere.
This began half a century ago, in response to the difficulty pension plan sponsors had in monitoring and evaluating performance,
Russell Investments promoted the “Deitz” method for calculating time-weighted returns, invented by Peter Deitz, the company’s
first Director of Research. Following on from that success, we pioneered the practice of vetting and evaluating active asset
managers on behalf of our clients - the manager research practice that has been our most well-known capability for decades. As
we introduced manager research to various markets in Europe and Asia, we were able to establish and spread a de facto global
standard of investment excellence by evaluating their investment product according to common criteria and analytical tools. As
major clients around the world used our recommendations to determine allocations, this contributed to significant improvements in
quality standards and investment practices in the industry.
In evaluating active asset managers, we detected gaps in the available benchmarks in the marketplace. This led to industry-leading
efforts to develop styles, style indexing, smart beta and, ultimately, factors. Our commitment to develop style indexing established
practices such as transparent selection, float-adjusted capitalisation weighting and comprehensive market coverage that have
been subsequently adopted across index providers. This work was foundational to establishing factors and styles as fundamental
to understanding market-wide risk and return.
In addition to these contributions, we were early adopters of global investing and multi-asset portfolios as methods to balance risks
and capture market opportunities. Our experience of managing multi-manager portfolios led to new approaches to tackle trading
inefficiencies associated with the use of multiple sub-advisers. These kept the benefit of using multiple best-in-class managers
while lowering risk and cost and enabling substantial customisation. These innovations have given Russell Investments a birds-eye
view into the needs of our clients and consistently reinforced our commitment to improving financial outcomes on their behalf.
We have found many opportunities to protect investors against avoidable cost and implementation slippage. We introduced
commission recapture, followed by transition management and the development of the T-standard - a proprietary measure to
transparently show the success of a manager transition and its costs. As we continue to innovate our trading practices, we have
been asked by our clients and industry partners to engage with regulatory bodies to ensure that the business of investing can carry
on with fewer roadblocks and detours, while also assuring appropriate incentive structures and good outcomes for asset owners.
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OUR RISK MANAGEMENT PROGRAMME
Below, we provide a detailed description of our approach to identification and management of market-wide and systemic risks. In
order to identify threats to financial security and manage them for the benefit of investors and the broader market, we have
developed a robust, multi-layered approach to risk identification and response. This approach seeks to stay vigilant to all sorts of
risks, both financial and non-financial, as well as formulate careful responses that impact our business, our clients and the broader
market and society.

Identifying and Responding to Systemic Risks: Framework and key elements
At Russell Investments, we operate an independent risk management programme through an organisational unit called Global Risk
Management (GRM). Consistent with best practices and regulatory requirements, GRM is independent from both manufacturing
and go-to-market functions.
GRM’s basic framework is identify, measure, monitor and communicate, along with the supporting concepts of integration, insight
and challenge. Other important elements in GRM’s risk framework include:
•

Risk Matrix. The purpose of this matrix is to identify and inventory key risks for each of Russell Investments’ businesses,
along with the drivers of these risks.

•

Risk Measurement. Multiple risk measurements are required in most instances to get a detailed “read” on risks.

•

Five Lines of Defence. Russell Investments has adopted a “five lines of defence” protocol to reinforce each associate’s role in
the risk management process. These are (1) Board Oversight, (2) Executive Management, (3) Internal Audit, (4) Risk
Management and Compliance and (5) Business Units. Each of these have established and reinforced responsibilities for the
identification and management of risk.

•

Risk Governance: GRM has implemented a risk governance structure which has been integrated into other Russell
Investments governance structures.

•

Risk Appetite: The idea of a risk appetite must be considered from multiple perspectives because some risks are borne by
Russell Investments and others by its clients. Key dimensions of this are principal versus agency risk and buy versus sell side
exposures.

•

Risk Assessment: GRM conducts formal assessments via its annual Enterprise Risk Assessment and targeted risk reviews.
Informal assessments occur continuously. These assessments are used for multiple purposes such as escalation when
appropriate, development of remediation plans and input to the annual audit plan.

•

Organisation & Specialisation: GRM’s organisation includes three specialised risk teams: credit, investment/market
and operational risk. The Operational Risk Team is also responsible for the insurance programme and business
continuity. Functional teams are supported by several regional associates.

Key Risk Categories and Response Mechanisms
Different categories of risk require discrete tools and processes to identify, examine and respond to risks in the course of an
evolving market and operating environment. The Global Risk Management function is organised around the management of
Investment Risk, Credit Risk, and Operational Risk with appropriate tools, expertise, and attention applied to each, the details of
which are explained below.

Investment Risk
Investment Risk Management (IRM) is one of the three functional risk areas under Russell Investments’ independent Global Risk
Management (GRM) function. The IRM team measure and monitor market and liquidity risks. IRM operates a granular multi-asset
enterprise risk system consisting of internally developed, as well as industry leading third-party, market risk models with IRMdeveloped proprietary components which extend and enhance the capabilities. Investment Risk is always modelled at the total
portfolio level and not by individual asset classes.
The investment risk process is rooted in risk identification and measurement. Effective evaluation of investment risks involves
assessment across three key dimensions (pillars):
1.

Market Risk: The risk of change in market value of investments and/or level of earnings due to movements in market prices.
Market risk calculations must consider changes in equity and commodity prices, interest rates, exchange rates, implied
volatilities and inflation.

2.

Exposure measurement: Quantifying exposures across key investment risk dimensions (i.e., country, currency, asset type,
GICS and credit rating) provides a non-model-based view into investment strategy. Investment risk arises when there is a
mismatch between stated strategy and actual exposures taken.

3.

Liquidity risk: Arises when assets cannot be readily converted into cash and/or without an onerous discount in value to meet
liabilities or other cash needs. Two types of liquidity risks need to be considered:
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(i)

Market liquidity risk is the potential adverse price impact due to illiquidity on a particular security.

(ii) Funding liquidity risk is the potential for adverse impacts due to portfolio dealing terms and/or redemption activity
(behaviour) of an investor.

Credit Risk
As part of Global Risk Management, the Credit Risk Management Team provides approvals, monitoring and oversight of credit
risks. Russell Investments’ Credit Risk Management Team independently review issuers and counterparties and performs on-going
monitoring of their financial strength. A Rating Committee assigns an internal credit rating to each issuer and counterparty.
•

Exposure Monitoring. Credit Risk Management applies a risk-based approach to monitoring credit exposures. Consistent
with Russell Investments’ five lines of defence, the business unit bear primary responsibility for monitoring and managing
credit exposures.

•

Approved List. Russell Investments portfolio managers and traders may only use issuers and counterparties on the Approved
List maintained by Credit Risk Management.

•

Governance. An approved list of counterparties and their corresponding internal ratings is maintained and updated as
needed. The results of both the initial and periodic reviews are presented to the Rating Committee. Russell Investments’ Credit
Risk Management Committee (sub-committee) of Russell Investments’ Global Risk Management Committee ratifies
counterparties and issuers on Russell Investments’ Approved List.

Operational Risk
Operational Risk Management (ORM) is one of the three functional units within GRM and focuses on identifying, assessing and
monitoring operational risks. ORM deploys multiple tools and methods to identify, assess and respond to operational risks.
Russell Investments operates a multi-element risk identification approach which operates on the premise that the recognition and
measurement of risk needs to occur on both a proactive and reactive basis. The Russell Investments long-standing formal
escalation protocol promotes the timely communication to senior management enabling changes (i.e., enhancements to controls)
to be made where necessary. Russell Investments employs a disciplined event capture approach with results reported through the
risk governance structure and through other means, including the monthly CEO risk dashboard. Ongoing monitoring, as well as
targeted risk reviews and risk profiling, provide a basis for insights as to how risks are changing in response to market conditions
and the evolution of strategy and portfolio composition.
•

Governance: Russell Investments maintains an Operational Risk Committee which is a Sub-Committee of the Global Risk
Management Committee. Chaired by the Director of Global Operational Risk, the Operational Risk Committee is responsible
for the oversight of operational risks inherent in Russell Investments’ global businesses and legal entities - including people,
process, technology, vendor, regulatory and reputational risks. The Operational Risk Committee and Regional Risk
Committees assist the Global Risk Management Committee in its oversight of Russell Investments’ operational risk
governance structure, operational risk management framework and policies, and operational risk tolerances and limits.

•

Event Escalation: All events are required to be reported to risk, legal and senior management in accordance with the global
event escalation policy. Depending on the severity and type of event, the escalation process could include compliance,
regional Privacy Officer, the Chief Risk Officer, the Chief Legal Officer, other EC members, as well as the CEO, board
members and LSEG Chief Risk Officer. Regulatory and compliance breaches are reported to the relevant regional compliance
committee.

•

Business Continuity: The Business Continuity (BC) staff works closely with stakeholders in each region and business unit to
develop appropriate plans. Each business unit has representation in the form of BC Plan Coordinators, Plan Managers and
Accountable Senior Executives. The Business Continuity group provides programme status at regular intervals to several Risk
Committees within the company, in addition to senior management. Business continuity applies a standard approach across
all regions, pushing accountability for plan maintenance and exercising down to each business unit. For each business unit,
the senior manager is considered the accountable executive from a BC perspective and is expected to review the plan
annually after maintenance and exercising are complete. Additionally, they are required to attest as to the plan’s ability to
effectively guide the business unit in its recovery activities. Within each business unit is a BC Plan Manager/BC Plan
Coordinator, who has tactical responsibilities to maintain the plan.

2020 Enterprise Risk Assessment
On an annual basis, Russell Investments updates its Enterprise Risk Assessment, which includes a list of market-wide and
systemic risks identified by Russell Investments’ Global Risk Management Team. Each identified event is given a rating across two
dimensions namely likelihood and severity. As of year-end 2020, the risks with the largest combined scores included:
•
•
•

Illiquidity Risk
Policy Exhaustion
Pandemic

•
•
•

Russell Investments / UK Stewardship Code 2020

Factor crowding investing
Trade-and currency wars
Climate risk including transition risk and physical risk.

/ 27

Once risks/events are identified, steps are taken to evaluate whether these risks should be monitored and/or mitigated. Where
required, this may include recommending new risk monitoring procedures or changes in portfolios to track or address the potential
impact of the risk. As an example of this, Illiquidity risk was responded to by expanding Russell Investments’ liquidity monitoring
capabilities, while additional stress testing scenarios were added to our Enterprise risk Management framework to address
pandemic and trade-war risk.
Climate risk is acknowledged to be a risk that needs to be considered at the total portfolio/client level and as such is being worked
on to be implemented in Russell Investments’ Enterprise Risk Management System. This will include exposure information (e.g.,
carbon footprint) as well as climate scenario analytics capabilities. Further information in relation to our approach to tackling climate
risk is provided on page 30.

INDUSTRY COLLABORATIONS AND INITIATIVES
We believe in actively collaborating in initiatives with industry participants to collectively deliver a well-functioning financial system.
Over the course of 2020, we have collaborated with the following organisations:
United Nations-supported Principles for Responsible Investment (UNPRI)
As a globally recognised proponent of responsible investment, the PRI provides
resources and best practices for investors incorporating ESG considerations into
their investment and ownership decisions. As a signatory to the PRI since 2009,
Russell Investments has a long-standing relationship with the organisation and
has completed the annual PRI assessment every year since 2013.
Institutional Investors Group on Climate Change (IIGCC)
The IIGCC is the European membership body for investor collaboration on climate
change. IIGCC's mission is to mobilise capital for the low carbon transition and to
ensure resilience to the impacts of a changing climate by collaborating with
business,policymakers and fellow investors. We have been a member of IIGCC
since 2015 andactively collaborate and participate at industry events and
seminars. We also actively contribute to consultations as and when there is an
opportunity to do so and in 2020 responded to the Net Zero Framework
consultation.
Climate Action 100+
Climate Action 100+ is an investor initiative launched in 2017 to ensure the
world's largest corporate greenhouse gas emitters take necessary action on
climate change.We joined the Climate Action 100+ initiative in early 2020 and
directly engaged with aselect number of companies on climate transition through
the regional entities, including Ceres.
Carbon Disclosure Project (CDP)
CDP is an international non-profit organisation based in the United Kingdom,
Germanyand the United States of America that helps companies and cities
disclose their environmental impact. It aims to make environmental reporting and
risk management a business normal, driving disclosure, insight and action towards
a sustainable economy.
Task Force on Climate-related Financial Disclosures (TCFD)
The Financial Stability Board created TCFD to improve and increase reporting of
climate-related financial information, in recognition that without reliable climaterelated financial information, financial markets cannot price climate-related risks
and opportunities correctly.
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Regulatory working groups
We engage with trade associations to improve the understanding of regulators in regards to how the Sustainable Finance
Disclosure Regulation will impact assets and investment outcomes. We actively participate in consultations and in 2020
collaborated with the following institutions:
Investment Association (IA)
The IA is a trade body and industry voice for UK investment managers.
Collaborations in 2020 include attending multiple industry seminars and
responding to the FCA rules on sustainability.
Investment Company Institute (ICI)
ICI advocate on legislation, regulation and business policy, affecting retail and
institutional investors, equity and fixed income markets and related products and
services. They serve as an industry coordinating body to promote fair and orderly
markets, informed regulatory compliance and efficient market operations and
resilience.
Securities Industry and Financial Markets Association (SIFMA)
SIFMA is the leading trade association for broker-dealers, investment banks and
asset managers operating in the U.S. and global capital markets. SIFMA
advocates on legislation, regulation and business policy, affecting retail and
institutional investors, equity and fixed income markets and related products and
services. They serve as an industry coordinating body to promote fair and orderly
markets, informed regulatory compliance and efficient market operations and
resiliency.
Responsible Investment Association Australasia (RIAA)
The RIAA champions responsible investing and a sustainable financial system in
Australia and New Zealand. RIAA is dedicated to ensuring capital is aligned with
achieving a healthy society, environment and economy. As well as being an active
member of the RIAA, Russell Investments also has three of its Australian funds
certified by RIAA. RIAA’s Certification Symbol is recognised by investors and
consumers across the region, providing confidence that a product or provider is
delivering on its responsible investment promise and meeting the Australian and
New Zealand standard for responsible investing.

Department of Labor (DOL)
In the United States, we have joined industry trade associations and worked directly with the Department of Labor to improve the
language associated with how The Employee Retirement Income Security Act of 1974 (ERISA) plan sponsors consider financiallymaterial factors related to ESG.
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OUTCOMES OF IDENTIFYING AND RESPONDING TO MARKET WIDE AND
SYSTEMIC RISKS
Below, we provide examples of how our practices have evolved to respond to market-wide and systemic risks to promote a wellfunctioning financial system. The first two case studies are multi-year case studies, the third specifically relates to 2020.

Case study: Addressing climate risk
Background: In recent years, we have built our knowledge of the financial risks posed by climate change and embedded that
understanding into our stewardship practices. We are aware of the importance of climate risk and its potential impact on asset risks
and returns. Effective management of this risk will require a two-pronged approach of maximising the insights from our available
data sources, while working collaboratively with industry bodies to advance increased transparency and data standards to
effectively capture climate risk.
Climate Risk Management: The process through which climate risk is managed in portfolios is detailed in our Sustainability Risk
Policy. The key elements of this policy direct investment professionals to leverage data, sub-adviser insights and in-house
expertise in order to identify and manage sustainability risks.
However, it is still a challenge for investment firms to fully quantify and incorporate climate risk into investment and risk
management processes. In the future, we look forward to climate-related risk feeding into these processes seamlessly, however,
we believe that there is more foundational data and analytical work to do. This work is underway, as we will onboard climate
scenarios into our risk management platforms over the next year. We devote considerable resources to the due diligence of
climate-related data providers and frameworks. Despite some improvements, the available data is weak and still developing.
Collaborative action: These efforts have made it clear that greater action on sustainability risks by financial markets requires
collaborative action. Aligning with other investors to encourage comparable disclosures and consistent regulatory frameworks will
be necessary to improving the availability and quality of data. These efforts to accurately capture and quantify climate risks will not
only aid our firm in the necessary analysis to evaluate the risk with greater confidence, it will also be a necessary component of
building a financial system robust to shocks from climate change.
We have sought to engage in collaborative action on a number of fronts to drive improvements in this area of the market.
•

Company-level disclosures of climate-related risks
Since 2019, we have been an official supporter of the Task Force for Climate-related Financial Disclosures (TCFD). The
Financial Stability Board established the TCFD to provide recommendations for more effective climate-related disclosures that
could promote more informed financial decision making, and in turn, enabled stakeholders to better understand the financial
system’s exposure to climate-related risks. We are also supporters of the Carbon Disclosure Project (CDP), which likewise
serves an important role in facilitating availability of comparable, high-quality climate-risk related data.

•

Collaborative engagements
Our collaborative approach to engagements is documented in our response to Principle 10. But, of particular note in the
context of Principle 4 is our affiliation with Climate Action 100+, which focuses on systemically important emitters, as this is an
important opportunity to make an impact on climate change risk assessment and management standards in the economy.
Improving sustainability risk disclosures is noted as one of Russell Investments’ engagement focus areas at an individual
issuer level, as well as being one of our main collaborative goals. In fact, improving company-level disclosures of climaterelated risks is covered by all our engagement channels.

•

Targeted Climate Risk Strategies
In addition to the management of these risks across portfolios, we have a history of collaborating with clients to build mandates
that explicitly manage climate-related risks in their portfolio. We first launched our low carbon strategy in 2015, with a focus on
reducing exposure to high carbon emitters and companies with large volumes of fossil fuel reserves. We continually evolve our
approach to incorporating climate risks into portfolios and released enhancements to this strategy in 2017 and 2019,
incorporating best practices as the space evolved.

•

Net Zero Asset Managers Initiative
Beyond specific climate-related mandates, we are also actively looking to commit to the Net Zero Asset Managers Initiative,
evolving our thinking on how to incorporate climate-related information into investment portfolios as part of the target setting
exercise. While there is a lot to do, we are currently conducting due diligence on different target setting frameworks and
assessing their implications for multi-asset portfolios. The target setting exercise will also involve a baseline assessment of
current exposure to relevant carbon metrics, which can help inform the choice of benchmarks, carbon reduction targets, and
other subcomponents of our overall reference target setting. All of these activities better equip us to work with clients to align
their portfolio to a target of net zero by 2050.
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Case study: Addressing performance leakage risk in client portfolios
Background: Multi-asset investing using multiple managers and asset classes, often customised to client needs, can be highly
complex. Complexity can often be accompanied by unintended costs. At Russell Investments, we call this performance leakage
risk. While most investors are unaware of these costs, it may substantially impact performance in ways that end investors are
completely unaware of. As we have developed our open architecture approach, we have sought to maximise our clients’ net-ofcost returns by working to identify and minimise these implementation costs.
Action taken: We minimise duplicative fees through the use of passive, factor and fully active strategies, ensuring that we only pay
for active fees where there is a realistic return benefit over a less expensive strategy. We also seek to minimise a variety of
transaction costs across the whole portfolio, with equities, fixed income and foreign exchange being of particular importance. One
area of focus is manager transitions, where one sub-advisor is being replaced by another. The managers have little incentive to
limit the cost of the transition (until their “performance clocks” are started) resulting in high frictional costs of these changes from
both commissions and market impact. To address this issue, we developed proprietary benchmarks and methodologies to track
and minimise the full cost of a transition. Started as a way to improve fund performance, these methods have become a service in
their own right and ultimately form the de facto standard approach, leading to a more efficient market in manager transitions.
This same approach has been applied in other areas. Multi-asset exposure management offers cost-efficient ways to achieve and
maintain essential portfolio positions and changes through evolving markets.
Outcome: Our enhanced portfolio implementation (EPI) process reduces complexity and trading costs of implementing a multimanager equity portfolio, while providing the flexibility to customise the portfolio to meet a variety of client preferences and
objectives. This customisation includes after-tax investing and ESG tilting. Additionally, lessons taken from our own investment
management experience became value tools for the broader market place to avoid significant sources of performance leakage,
even as they seek to achieve optimal portfolio positioning.

Case study: Infrastructure and systems support
Background: As a global organisation, remote working, video conferencing, shared drives, data strategy and technology
deployment have been an integral part of our structure decades. While many firms initially struggled to cope with large portions of
their workforce being able to work effectively from home, a robust remote access solution has been incorporated into our business
continuity planning for over a decade now.
Our approach: We have over 95%+ working remote globally and could operate at 100% with ease. Across all our regional offices,
our infrastructure is designed to handle these stressed conditions. Russell Investments has:
•

Associates are able to log in via secure VPN from Russell Investments owned and controlled laptops, while vendors login via a
secure Citrix portal, with limited access and no ability to copy and paste or download files locally

•

Robust implementation of multiple systems for online collaboration

•

Home-office accommodations and increased attention to associate needs for communications, safe work practices and other
home-office related issues

•

COVID-19 return-to-work applications

•

Closely monitored and managed increased cybersecurity

Outcome: When the global COVID-19 pandemic occurred, our workforce quickly transitioned to work from home without
interruption to serving our clients during an exceptionally volatile period in the markets. Our commitment to identifying and
responding to market-wide and systemic risks impacted not only our products and services, but also our operations. As a firm,
we can only deliver to our clients when we are functional. Business continuity plans and infrastructure/systems support is critical
to functionality - we experienced the strength of our operations during the pandemic with seamless remote working.
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Case study: Risk Management in practice during COVID-19
Background: The COVID-19 pandemic tested Russell Investments’ Global Risk Management framework. During the crisis, the
framework proved itself resilient against significant system shock from the standpoint of asset volatility, liability redemption and
business continuity, among others.

Actions taken:
Investment risk:
•

During March and April 2020, many of the liquidity and investment risk model assumptions were back tested. Some additional
stress tests were added as a consequence of these stress tests to capture the abnormal asset class correlations experienced
during these months.

•

Liquidity reserves were increased across asset classes to ensure redemptions could be met without diluting remaining
shareholders

•

A group of senior leadership was established to meet and discuss on-going market developments and actions required in
response to these developments

Operational Risk:
•

Analysis was conducted on vendors’ business continuity and disaster recovery plans

•

As part of our operational risk management practice, Russell Investments has long supported a detailed business continuity
programme (BCP) that would take place in the event of a natural disaster. Our business continuity programme structure is
based on the “Professional Practices” developed by Disaster Recovery Institute International. These professional practices
consist of Programme Initiation and Management, Risk Assessment, Business Impact Analysis (“BIA”), Business Continuity
Strategies, Incident Response, Plan Development and Implementation, Awareness and Training Programmes, Business
Continuity Plan Exercise, Assessment and Maintenance, Crisis Communications and Coordination with External Agencies.

Credit Risk:
•

Increased the frequency of capturing/documentation of our weekly rating change report and capturing spreads from weekly to
twice a week.

•

Increased scrutiny on counterparties, all approved global banks were put on negative outlook

•

In some instances, credit ratings were downgraded.

•

During our review of the sovereign space, outlooks were moved to negative. This includes the U.S., given significant increase
in debt burdens for sovereigns related to their responses.
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Principle 5
Principle 5:
Signatories review their policies, assure their processes and assess the effectiveness of their activities.

APPROACH FOR REVIEWING OUR POLICIES
Russell Investments has a governance structure and policy framework in place to both support and reinforce what we believe to be
best investment and stewardship practices. Our governance structure, as outlined in Principle 2, is applied at both a global and
regional level. Our policies cover all aspects of our investment and business practices, including stewardship practices. Policies are
added and refreshed on an ongoing basis. We add and refresh policies to ensure we are up to date with regulatory requirements
and ensure that what our research and experience identifies and believes to be best practice, is actually embedded in our
investment process and delivered to our clients. Our governance oversight combines formal and informal feedback loops
supported by informative metrics to measure and evaluate the effectiveness of our policies with an aim of continuous improvement.
Additionally, objective measures of investment and stewardship practices are reviewed and assessed by a dedicated Investment
Practice and Analytics (IP&A) team to help ensure that evaluation of our practices and reporting on those practices, including
stewardship reporting, is accurate, fair, balanced and understandable.

New and existing policy review
New policies are added to our framework as processes are added that require effective governance, support and reinforcement.
Recent policy additions include a Responsible Investing Policy (2018), Engagement Policy (2019), Climate Change Policy (2020)
and Sustainability Risk Policy (2020). Recent policy additions have had a particular focus improving and formalising our
stewardship practices.
Existing policies are refreshed as a result of updated regulatory requirements, a change or enhancement to our investment
practice, or metrics combined with feedback loops identifying that the policy should be updated to better support the process or
practice.

Regulatory considerations
Our compliance and legal teams continuously review the regulatory landscape to ensure that our policies are up to date and meet
all requirements. Our legal and compliance experts work with senior members of the ID to bring policies and practices into line with
new or updated regulation. For example, recent updates by the SEC to require a review of information provided by issuers,
subsequent to advice provided by proxy advisers, resulted in updates to our Proxy Voting Guidelines and practice in 2020.

A continuously evolving process
Our investment practice is continuously evolving, and this drives process and policy change. As noted, we are currently reviewing
and updating our Investment Philosophy document. A number of process and policy updates have been initiated from that effort.
Most recently, additions and enhancements to engagement practices, responsible investment practices and sustainability risk
practices has initiated a thorough review and update of our suite of Portfolio Management Policy and Procedures. This review and
update is currently underway with targeted completion by end 2021.
Metrics are calculated and reviewed on an ongoing basis to provide fair measures of how we are tracking versus policy objectives,
or to call out where the policy measures themselves may not be achieving desired or intended objectives. This continual review
process is undertaken by the IP&A team, with analysis reviewed by the ISC (as detailed in Principle 2). These include metrics on
stewardship practices where the IP&A team has amassed a comprehensive data set from multiple internal and external sources
including Sustainalytics, eVestment, Glass Lewis and our own team of specialist manager research analysts. An additional layer of
review and analysis is applied to stewardship practices from our Responsible Investment Council, made up of our most senior
responsible investment experts, and our Active Ownership Committee, which oversees our proxy voting and engagement activities,
including an annual review and update of our Proxy Voting Guidelines.
Our policy of global event escalation empowers associates at all levels to identify, escalate and resolve events that could lead to
financial, operational or reputational risk to Russell Investments and our clients. This policy is part of the formal feedback loop that
may result in updating our existing policies and practices.
In addition to these continuous reviews and feedback loops, our Internal Audit team provides an independent layer of objective
review with an aim to identify gaps and improve the organisation’s controls and operations. This includes periodic review and
assessment of stewardship policies, processes and reporting.
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Client Reporting
As detailed in Principle 6, Russell Investments pays special attention to client and beneficiary needs, including in client reporting of
stewardship activities. Our aim for client reporting is to be transparent, objective, fair, balanced and understandable. Our process
for client reporting starts with our business groups working with senior members of our ID to identify reporting needs. Once
supporting data is pulled, scrutinised and analysis undertaken, our reports to clients are subjected to multiple layers of review by
senior members of the ID, client service teams and ultimately by local compliance teams before reports go to clients in specific
regions. We use the same set of underlying measures and metrics in stewardship reporting as we use for investment decision
making and management oversight. Our annual Proxy and Engagement Report, available to all clients, is an example of this effort.
To review the effectiveness of our client reporting, our client service teams use a number of client communication mechanisms,
including client surveys, to ensure that our client reporting goals are met and to make improvements where there are identified
shortcomings.

OUTCOMES OF OUR REVIEW PROCESS
The outcome of our activities to continuously review our policies and ensure the effectiveness of our processes is an understanding
that the landscape for effective stewardship is constantly changing. We understand the importance of maintaining regulatory
framework through legal reviews, refreshing policies to stay up to date with process evolution, adding informative metrics and
supporting feedback loops - all necessary for the evolution, improvement and effectiveness of our policy framework. We offer the
following case studies as examples of actions taken in 2020 to keep our policy framework up to date and relevant.

Case study 1: Establishment of Sustainability Risk Policy
Background: Russell Investments has always sought to identify, measure, evaluate and manage key risks in portfolios. This
includes sustainability risks, which we define as financially-material risks related to environmental, social or governance (ESG)
issues that are relevant to our investment practice. Additions to our data set on sustainability risks, along with regulatory pressure
to formally recognise and document a process to manage these risks, resulted in the creation of a new policy to be added to our
global policy framework.
Stewardship enhancements: In 2020, senior members of our investment team worked with our legal and compliance teams to
author a policy and update our process when incorporating sustainability risks. The policy and enhanced process went through
multiple levels of development and review, resulting in approval by our ISC in November 2020.
Our policy is to integrate sustainability risks in our investment solutions by identifying, evaluating and managing relevant risks in
our investment manager review process, portfolio management and through implementing proprietary solutions. We believe
sustainability risks are most relevant to investment outcomes when they exhibit financial materiality, and, like all investment risks,
are incorporated by balancing expected risk with expected reward. In managing investment solutions, we consider financiallymaterial sustainability risks in the context of expected rewards using a blend of inputs from sources including, but not limited to,
investment managers, third-party data sources and Russell Investments propriety analysis. Furthermore, we incorporate bespoke
sustainability risks based on clients’ requirements for customised mandates. As well, we seek to collaborate with our advisory
clients to consider, monitor and manage sustainability risk priorities in their portfolios.
Outcome: Our updated procedures supporting the policy formally included sustainability risk assessment and engagement as part
of portfolio manager objectives, elevated the assessment of ESG in our manager research process, introduced enhanced oversight
for sub-adviser selection and paved the way for additional reporting updates and analytics incorporated into key technology
platforms. This is an example of a new policy that needed to be added as a result of updates to improve our investment practice,
supported by a recognition of increasing regulatory demands.
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Case study 2: Manager Research ESG Rank Enhancements
Background: Our manager research evaluation process is a critical feature of the investment solutions we design for our clients.
As part of our evaluation process, we consider a range of qualitative and quantitative metrics which are detailed in Principle 8. In
2014, we researched and compiled a paper on why assessing ESG factors is important to our manager research process.
Amongst the findings, we determined that ESG factors have an impact on security prices and that investment managers that have
a deep understanding of how ESG factors impact security prices are more likely to add value as part of a skilful investment
process. Based on this research, we formally incorporated an assessment of how effectively investment managers incorporate
ESG considerations into their investment process, as part of our assessment of their research credentials. We provided analysts
with information and training on how to assess the effectiveness of ESG considerations and updated our policy, requiring analysts
to include a view on this factor for all recommended managers as part of their evaluation.
Stewardship Enhancements: In December 2020, concurrent with the development of our sustainability risk policy, we reviewed
the importance of the ESG assessment and elevated the status of the ESG assessment to its own disaggregated rank, alongside
our assessment of research and other higher level assessment factors. This category is then broken down into the following four
sub-categories, along with a description of our expectations of having a strong process.

Exhibit 11: ESG sub scores

Source: Russell Investments, for illustrative purposes only.

Outcome: The outcome of the rank elevation has initially been a greater focus and understanding of ESG factors to a forwardlooking assessment of a manager’s success. Elevation of status has also added greater transparency to this component of our
assessment, something many of our clients had previously asked for in feedback. For portfolio managers of our funds, the added
transparency puts a review and assessment of a manager’s ESG credentials as a key and required factor for review, before a
manager is added to a fund. This is an example of an update to a process driving a review and refresh of manager research and
portfolio management policies.
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Principle 6
Principle 6:
Signatories take account of client and beneficiary needs and communicate the activities and outcomes of their
stewardship and investment to them.

OUR CLIENTS AND ASSETS UNDER MANAGEMENT
Russell Investments’ focus is on solving our clients’ problems and in doing so we proactively seek out our clients’ views on
stewardship and responsible investing. We take account of our clients’ needs through formal surveys as well as more informal
feedback at client meetings.
The investment time horizon is a crucial consideration that plays into both the optimal investment solution and the approach to
stewardship. In meeting our clients’ needs we seek to understand their overarching objectives, attitude to risk, limitations (i.e.
liquidity requirements) and time horizon. Our investment process is designed to take different investment time horizons into
consideration. The products, solutions and stewardship activities are tailored accordingly. This point is addressed in Principle 7.
The majority of our clients’ assets are invested to meet long term objectives, for example defined benefit pension schemes,
individual retirement savings plans, and insurance company assets. Even within the broad groups of clients, the time horizon may
vary. for example, for UK Defined Benefit clients, the investment time horizon can range from around 10 years for more mature
schemes, to 30 years or more for younger schemes open to future accrual.
Our stewardship efforts cover both our retail and institutional client base, as well as all asset classes. Our voting and engagement
practices are currently limited to the equity assets that we manage on our clients’ behalf. Details of our UK client base are provided
in the charts below. We also provide an overview of our global assets under management for context.

Exhibit 12: Assets under management split by retail vs institutional
Global: Retail vs Institutional

UK only: Retail vs Institutional

15%

17%

85%

83%
Global Institutional (£193bn)

Global Retail (£40bn)

UK Institutional (£18bn)

UK Retail (£3bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and roun ding to the nearest £.
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Exhibit 13: Assets under management split by geographies
Global AuM by Region

6%
8%
2%
51%
29%

4%
USA (£118bn)
Australia & New Zealand (£18bn)

Canada (£11bn)
Japan (£14bn)

EMEA (£68bn)
Asia ex Japan (£4bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and roun ding to the nearest £.

Exhibit 14: Assets under management split by internally and externally managed1
Global AuM

UK AuM

48%

46%
52%

Internally Managed AUM (£121bn)
Externally Managed AUM (£112bn)

54%

Internally Managed AUM (£10bn)
Externally Managed AUM (£11bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and roun ding to the nearest £.

1

Externally manage assets relate to assets managed by third party investment managers. Internally managed assets related to assets managed in house including
that of overlay services mandates.
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Exhibit 15: Retail assets broken down by asset class
Global: Retail asset breakdown

20%

UK only: Retail asset breakdown

0%

8%

12%

19%

20%
45%

27%

49%
Alts (£3bn)
Equity (£18bn)
Multi-Asset (£8bn)

Cash (£0bn)
Fixed Income (£10bn)

Alts (£0.6bn)
Equity (£1.5bn)
Multi-Asset (£0.3bn)

Cash (£0bn)
Fixed Income (£0.6bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and roun ding to the nearest £.

Exhibit 16: Institutional assets breakdown by client type and asset class
Global: Institutional breakdown by asset class

4%

1%

Global: Institutional breakdown by client type

2%

3%
12%

40%

28%

50%

12%

15%

23%

5%
3%

2%

Alternative Investments (£8 bn)
Cash (£2 bn)
Equity (£54 bn)
Fixed Income (£29 bn)
Multi-Asset (£23 bn)
Derivative Overlay (£77 bn)

Balance Sheet Assets (£6 bn)
DB/Pension Public or Government (£22 bn)
DB Pension Corporate (£43 bn)
DC Corporate (£10 bn)
Distributor (£3 bn)
Insurance (£1bn)
Other (£103 bn)
Tax Exempt/Charity/Endowment/Foundation (£5 bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and rounding to the nearest £.
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UK only: Institutional breakdown by asset class

UK only: Institutional breakdown by client type

1%
29%
32%
45%

44%

19%
18%
8%

Cash (£0.2 bn)
Equity (£5 bn)
Fixed Income (£3 bn)
Multi-Asset (£1 bn)
Derivative Overlay (£8 bn)

3%

1%

DB/Pension Public or Government (£6 bn)
DB Pension Corporate (£3 bn)
DC Corporate (£0.1 bn)
Insurance (£0.5 bn)
Other (£8 bn)

Source: Glass Lewis and Russell Investments, data as at 31 December 2020. AuM subject to exchange rate conversions and rounding to the nearest £.

STEWARDSHIP REPORTING
Once a client is onboarded, we ensure that their assets are managed in line with their goals and expectations through ongoing due
diligence updates, as well as regular update meetings. In our experience, the retail market is less mature with regards to the level
of detail required on stewardship and active ownership. That said, we see the level of interest growing and have made various
training sessions available to our client base.

Institutional client communication
Stewardship is fast becoming an area of interest amongst our UK institutional client base. This heightened interest was aided by
the changes made in 2019 to the Statement of Investment Principles (SIP) and the requirement to produce an implementation
statement. We welcome these regulatory developments and have been actively supporting our institutional clients to further
understand their role and responsibilities, as well as our fiduciary duty. Additionally, we have supported many of our clients in
developing their ESG policy documents, update their SIP and produce an implementation statement.
Our overall approach to communication is to ensure that our clients are well informed at all times about the assets under our
stewardship. We meet with our institutional client base on a regular basis (quarterly in most cases) and seek to ensure that their
views are incorporated into their policy (SIP). This policy is updated as and when there is a change to the investment strategy. In
addition, we provide our institutional client base with the following sets of reports/statements:

Training
We provide our client base with both ad hoc and scheduled training. Ad hoc training typically takes
place at trustee meetings whereas scheduled training takes place in the form of in-person seminars
or webinar sessions. Further details are provided below.
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Annual Implementation Statement
We have worked with our UK institutional client base to produce an implementation statement. This
is produced on annual basis and coincides with the Scheme’s reporting year-end. This statement
reports on how the Scheme has complied with the policies and objectives set out in the SIP.
Annual Proxy and Engagement Report
Our annual Proxy and Engagement Report is produced to report on each calendar year and sets out
in detail our commitment to active ownership, our approach, annual proxy voting statistics and
observed trends. We also provide engagement statistics and case studies as well as details of our
industry collaborations. Our latest report can be found here.
Quarterly Performance Reports
Bespoke client reports are produced on a quarterly basis and report on the performance of the
assets, liabilities and funding level. It also provides detailed asset class allocation and performance
attribution. In addition, it provides details of portfolio positioning and the rationale for any changes
made or planned. We have recently enhanced our reports to include key ESG metrics -including
ESG risk scores and carbon footprint.
Annual ESG Report
An annual ESG report is made available to our institutional client base. This report sets out the key
ESG characteristics of the portfolio and a sample is available here.
Equity level ESG Report
We have recently developed a detailed ESG level report which is available for all equity allocations.
This detailed report sets out the ESG risk score and carbon footprint. Additionally, it provides a
distribution of ESG risk scores and details of the highest and lowest ESG scores.
Stewardship Policies and Procedures
All policies and procedures with regards to stewardship are available to our clients on our webpage.
These are updated on an annual basis.
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Retail client communication
Communication with our retail client base differs from the above. The majority of the information about our stewardship practices
such as, manager and investment research processes, ESG integration and operational proficiency, is made available during the
RFP and due diligence review. Once onboarded, the following pieces of information are made publicly available:

Fund fact sheets
Fund fact sheets containing key information about the fund including performance objective,
benchmark, portfolio statistics breakdown (country weighting, proxy and engagement and volatility)
are made publicly available on our website and via third-party data warehouses (i.e., Financial
Express and Morningstar).
Key Investor Information Document (KIID)
KIID documents are made available for all funds on our website and via third-party data warehouses
and all appointed sub-distributors. The KIID details the fund’s objective and investment policy, riskreward profile, applicable charges and past performance data.
Prospectus
The fund prospectus which contains all fundamental information about the fund, its structure, any
management restrictions and a list of available share classes are made available to all investors and
potential investors on our website, third-party data providers and all appointed sub-distributors.
Annual Proxy and Engagement Report
Our annual proxy and engagement report is produced to report on each calendar year and sets out
in detail our commitment to active ownership, our approach, annual proxy voting statistics and
observed trends. We also provide engagement statistics, case studies and details of our industry
collaborations. Our latest report can be found here.
Monthly and Quarterly Performance Reports
In addition to the above-mentioned fund documentation, live performance data is also made
available by a number of third parties, including Morningstar and Financial Express. We provide
further information around fund management and current holdings to supplement this publicly
available data. Clients with significant assets under management may also request bespoke
reporting, which we would send on a monthly or quarterly basis.

Training
We provide informational literature on our website and also periodic events that we host to ensure
our clients are well informed regarding our investment products, their performance and how they
have been affected, or may be affected, by market influences. We also provide training and literature
in relation to broader investment outcomes associated with our products; this includes ESG impact.
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TRAINING AND DEVELOPMENT
As outlined above, we provide a range of training and development opportunities for our client base to ensure that our clients are
kept abreast of key industry developments. Our annual training schedule is informed through feedback received from client
surveys, as well as topics chosen by our in-house experts. We also provide timely insights and thought leadership content through
our blog and regular LinkedIn updates.
In 2020, we hosted a range of webinars, some of which are highlighted below:
ESG – the what, the why and the
how

Pension Scheme Evolution
Education Workshop

The impact of the upcoming
election on financial markets

Head of Responsible Investing and an
Independent Trustee discuss:

Associate Director, UK Institutional,
Russell Investments, Associate,
Investment Consultant, Barnett
Waddingham, Independent Trustee,
PTLUK and Executive Director, OPDU
discuss:

Chief Investment Strategist at
Russell Investments, discusses the
potential impacts of the upcoming
U.S. election on the markets and the
economy. He shares his thoughts on
what investors should be considering
leading up to the election.

o What should your investment
managers be doing?
o How do Trustees effectively engage
with companies on ESG matters?
o What new investment opportunities
are now available under the ESG
banner?
Just what are the Sustainable
Development Goals (SDGs) and why
do they matter?

o How to do it all: manage liabilities,
match cashflows and generate
returns
o The new de-risking paradigm
o How private markets can play a role
o The importance of transparency
How trustees / employers can manage
legal implications that could arise in the
new environment

Suitability – providing value in
exceptional times

Global market outlook Q4 2020

Low carbon investing.

Regional Sales Director and founder
of Timebank discuss how best to
approach the Suitability issue,
including tips on what to avoid and
what is valued most by clients.

Overheated tech stocks and election
uncertainty are near-term headwinds,
but positive COVID-19 vaccine
developments, dovish central banks
and an ongoing economic recovery
should allow equity markets to push
higher.

As the Russell Investments Low
Carbon Equity Strategy has now
reached its third anniversary, Senior
Portfolio Manager, discusses how the
Strategy aims to reduce its carbon
exposure without compromising
investment performance.

Value of an adviser: Sequential risk

Value of an adviser: Bulls vs.
Bears

The value of an adviser:
Behavioural finance
Staying the course during market
volatility is often difficult for many
investors. In this webinar, we explore
some of the common mistakes
investors make and deliver some
practical tools to help advisers protect
their clients in difficult markets.

Clients are more sensitive to market
volatility as they approach retirement,
but many still need to take some risk if
they are to achieve their objectives. In
this webinar, we discuss how you can
help your clients navigate through
sequential risk.
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OUTCOME OF TAKING OUR CLIENTS’ NEEDS AND FEEDBACK INTO
CONSIDERATION
At present, we seek the views of our clients at quarterly trustee meetings as well as engage at Board level to understand the views
and preferences of our clients. This allows us to have detailed discussions around our clients’ understanding of our stewardship
efforts and any additional requirements. We also conduct an annual client satisfaction survey to ensure that we are exceeding our
clients’ expectations. The results of the 2020 client survey are detailed in the exhibit below.

Exhibit 17: 2020 client survey results
CRITERIA

FIDUCIARY MANAGEMENT

Score (1 to 5)

Quartile

Perception of general performance

4.7

1st

Mutual relationship and communication

4.9

1st

Governance and alignment of interests

4.9

1st

Innovation and thought leadership

4.8

1st

TOTAL

4.8

1st

Avida peer group database consists of more than 250 AICRM respondents. Source: Avida International. Data as at 31 January 2020
* Avida International has been asked to assess client satisfaction using the Avida International Institutional Client Retention Monitor (‘AICRM’) for a sample of 26
Russell Investments clients in Northern Europe and UK. With each of the clients Avida has conducted interviews followed by a brief electronic survey, which has
been agreed with Russell beforehand. The approach enables Russell Investments to monitor the effectiveness of their client re lationships and pro-actively
anticipate changing client needs.

Through the feedback mentioned above, as well as the ongoing internal review of our practices, we have identified the following
requirements/areas of improvement. We provide details of the actions we have taken below.

Case study: Granular ESG Reporting
Client request/feedback: Through regular dialogue with our client base, it became apparent that they were keen for more granular
reporting on key ESG metrics and for manager research ESG sub-scores to be incorporated into their quarterly updates.
Action taken: To date, we have provided an annual ESG report to supplement the quarterly performance reports. We have since
developed detailed ESG equity manager reports, which are now available for all our clients on demand. This report has received
positive feedback, providing granular detail about the equity level ESG scores, carbon footprint of the mandate versus the
benchmark and the five top and bottom contributors to ESG risk, at both stock and sector level. Furthermore, we are currently
developing an equivalent report for fixed income managers.

Case study: More detailed engagements
Annual review: As part of an annual review of our voting and engagement practices and feedback received from our clients, the
Active Ownership Committee identified the need to raise the number of engagements conducted to enhance our engagement
efforts.
Action taken: In 2020, Following a detailed review and extensive market research, we have entered a partnership arrangement
with Sustainalytics. We selected Sustainalytics as this partnership provided us with the ability to integrate into our existing
practices. This partnership gives us access to four themes: Climate Transition, Water Management, Human Capital and the Future
of Work, and Japan - Material Risk. These four themes were selected due to their alignment with our engagement focus topics.
Sustainalytics will provide research, messaging, coordination and outcome tracking for each theme. Our Active Ownership
Committee members and investment professionals leverage Sustainnalytics’ research and join engagement actions to amplify the
effort. Further details of our engagement efforts are contained in our responses to Principles 2, 7, 9 and 10.
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Principle 7
Principle 7:
Signatories systematically integrate stewardship and investment, including material environmental, social and
governance issues, and climate change, to fulfil their responsibilities.

OUR APPROACH TO STEWARDSHIP AND INVESTMENT
We pursue an effective integration of stewardship and investment through a three-step process that ensures all key allocation
decisions aim to support client objectives, while incorporating an understanding of ESG risks and other factors over relevant time
horizons. As a global solutions provider, we design, construct and manage (DCM) investment strategies with a focus on
implementation to deliver the outcomes our clients seek. In addition, we integrated ESG considerations into every step of our
decision-making process. We explain our DCM approach, along with our integrated approach to ESG, below.

Design
Every investment solution begins with careful consideration of what each client requires. We work with investors to establish clear
objectives and to fully understand their preferences, constraints and circumstances. We use this shared knowledge to develop an
investment roadmap, or strategic asset allocation (SAA). This SAA is built around not only required investment returns, but also
time horizons, risk sensitivities, and other critical conditioning factors that determine the most appropriate mix of asset classes and
return drivers. We call this the “Design” step of our investment approach and it is equally based on understanding client situations
and financial markets. The SAA is the greatest driver of performance results within a total solution, including risk and return, and
we invest substantial resources in understanding capital market expectations, as well as the behaviour of asset combinations
under normal and stressed market conditions. Within a strategic asset allocation, we believe that informed diversification is the best
option for reducing risk, while preserving return potential. Our SAAs are therefore purpose-built strategic allocation strategies
targeting outcomes over suitable time horizons, while seeking to avoid unacceptable interim results. We expect the design portion
of our investment process to drive the vast majority of the total return of our strategies.

Construct
In the “Construct” step of our process, we seek to find investible strategies that capture the desired SAA exposures, while adding
excess return through superior active management. We believe that best-in-class investment managers can identify idiosyncratic
mispricing of individual securities and possess the ability to outperform the market through their selection skill. We also believe in
the power of specialisation and seek out investors and teams with an established edge in their area of focus, leading to better
investment decision-making. No single firm has a monopoly on investment insight and our research approach rigorously pits the
best strategies against each other in our efforts to find the very best. This naturally leads to an open-architecture diversified
approach to active investing, through which we utilise best-in-class investment processes in every allocation of the portfolio,
allowing for diversification between strategies with varying payoff patterns and risk exposures. We expect 10% of the total return to
be generated in the construct portion of our process.

Manage
The objective of the “Manage” step of the process is to keep the solution on track for success through adapting to changing market
environments, effective risk management and attention to efficient implementation. We believe that the “fear and greed” cycle
allows for a robust, process-driven, dynamic management approach, to both add incremental return and to manage risk more
effectively over the course of a market cycle. We dynamically manage portfolios with this process by including both quantitative
and qualitative analysis. When this analysis creates a high conviction in tactical positioning, this management approach should
enable tactical bets, particularly when markets have moved to extremes of fear or greed. We would expect that 5% of the total
return can be contributed through the manage portion of our process.
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OUR INTEGRATED APPROACH TO RESPONSIBLE INVESTING
At Russell Investments, we integrate responsible investing and stewardship into our investment process from the ground up. As a
function of our integrated approach, we do not have a separate responsible investing team. Instead, our research, risk, analytics,
quantitative and portfolio management teams are trained to integrate ESG considerations and stewardship into our standard
investment practice, aligning with our responsible investing beliefs and as part of our existing governance structures.
The governance structure surrounding our responsible investing practices are detailed in Principle 2 and our beliefs and policies
around responsible investing are detailed in Principe 1. Below, we describe how these beliefs and policies translate into practice.
Our approach to embedding responsible investing into our firm’s culture is covered in Principle 2.

Exhibit 18: Responsible Investing beliefs into practice

Source: Russell Investments, for illustrative purposes only.

Portfolio management process
Responsible investing is, where relevant, embedded in our manager research as well as portfolio construction processes, as
detailed below. In each step, we identify and manage sustainability risk.
Manager research: Manager research capabilities are a critical feature of Russell Investments’ solutions and ESG considerations
sit alongside traditional criteria as part of the overall strategy evaluation. As a natural evolution of our manager research process,
manager research analysts have assigned an ESG rank to individual strategies since 2014. The ESG ranks range from one to five,
with a ranking of three considered consistent with a peer group average.
Portfolio management: Russell Investments’ portfolio managers select their active managers from among those ranked highly by
our manager research teams. Our portfolio managers utilise the ESG ranks alongside other key assessment criteria and have
metrics on ESG and carbon footprint, alongside profile and exposure data. We only select actively managed investment products
with the highest overall ranks. All manager appointments are carefully considered and approved by the various governance groups
within the ID.
Sustainability risk management: Portfolio managers seek to identify and assess financially-material sustainability risks on an
ongoing basis within portfolios. Potential risks are identified using available metrics and in communication with sub-advisers.

Active ownership
Our objective, through our active ownership activities, is to provide an integrated and inclusive approach to promote changes that
protect and enhance shareholder value and shareholder rights. Russell Investments has built a robust proxy voting and
governance process over the last 30 years, and it has evolved to accommodate closer consideration and action on ESG factors.
Furthermore, while we understand that ESG issues encompass a wide range of worthwhile shareholder concerns, Russell
Investments has prioritised engagement efforts under the following six categories:
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Exhibit 19: Our engagement

Source: Russell Investments, for illustrative purposes only.

These focus areas were identified through the consideration of our clients’ expectations, our proxy voting and engagement
practices, corporate values and alongside consideration of our responsible investing beliefs. Risks and opportunities related to
these focus areas represent one of the criteria which informs our engagement selection, as described under Principle 9. This
section also details the ways in which we continue to strengthen the connections between our engagement efforts and that of our
sub-advisers. The core ESG priorities listed above also influenced our choices of certain engagement themes available through our
collaboration with Sustainalytics, as described under Principle 10.

Insights and research
We are continually evolving our research to facilitate a deep understanding of ESG considerations. The qualitative processes
described above are supplemented by in-house quantitative research. This includes research on the relationship between material
ESG issues and company performance, methodologies for systematic incorporation of ESG data into investment strategies and
exclusion-related considerations.

TAKING ACCOUNT OF CLIENT PREFERENCES
Every solution starts with an understanding and incorporation of client preferences. Our approach to stewardship and responsible
investing is globally consistent and also consistent across funds and asset classes. All else equal, clients with the same objectives
will be provided with the same investment solution based on our best global investment ideas and insights. In creating solutions for
a diverse client base, however, all else is often not equal. It is a central element of the “design” step of our investment process to
take client preferences (i.e., risk appetite, fee sensitivity, liquidity requirements, return objective and time horizon) into
consideration, which may lead to a tailored solution.
Starting with the strategic asset allocation in the design step, these preferences inform every key decision across the process.
Time horizon, for example, may have a substantial impact on the mix of assets selected and their allocations, with particular impact
on allocations to illiquid assets or return sources whose payoff may be seen as most reliable over a longer time period (but less so
over shorter horizons). Our forecasting engine supports this by providing a framework to create an array of scenarios which extend
decades into the future and help model asset combinations and the liabilities they seek to meet.
Investment decisions in the construct and manage process steps on strategy selection, factor positioning, tactical tilts and overall
risk levels within and across asset classes must also be governed and delimited by client preferences expressed in the SAA. In the
case of time horizon, this discipline would ensure that short- and medium-term focused decisions do not jeopardize the intended
total portfolio investment horizon. We seek to ensure that client preferences are central to every aspect of our investment
approach.
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ENHANCEMENTS TO OUR INTEGRATED APPROACH
We believe in an integrated approach to Responsible Investing, as detailed above. The growing focus on sustainability
considerations has led us to review our approach to identify ways to further enhance our process and practice. The following
enhancements were identified in 2020.
•

Establishment of Sustainability Risk Policy

•

Manager research ESG rank enhancement

The above enhancements are described in full detail in Principle 5. We believe that these enhancements add more context and
depth to our process, which is integral when incorporating a wide variety of approaches by investment managers. In addition, these
enhancements will enable us to meet the growing client demand for more granular analysis on ESG.

OUTCOME OF STEWARDSHIP ACTIVITY
Below, we provide examples of how information gathered through our stewardship activities has informed our decision making to
best serve our clients.

Case study: Investment manager change to improve expected outcome
Background: In the first quarter of 2020, we were seeking to replace (in three of our equity funds) a value-oriented European
small cap manager which had waning conviction from our investment team and below average ESG scores. While the manager
had presented themselves as having integrated ESG considerations within their process, we determined through research and
regular fund reviews that this capability was below peers. In seeking a replacement manager, as per our process, portfolio
managers considered the candidate funds’ expected performance pattern, profile, exposures, overall manager research rank and
the research sub-scores (including those covering ESG). The new manager selected stood out for its experienced team,
repeatable and effective process, high research depth and above average ESG competency. We had observed the firm investing
in ESG resources, adding dedicated staff, integrating ESG data and building tools (including a system to track and share ESG
insight across the firm). Lastly, we collected examples of positive impact from engagement on topics such as board diversity or
compensation.
Stewardship outcome: This case study demonstrates in practice our continuous approach to portfolio management and ongoing
due diligence to enhance shareholder value for our clients. In this particular case, the equity funds in question also benefitted from
an increase in the overall ESG credentials of the portfolio.

Case study: Investment manager change to improve expected outcome
Background: In 2020, within one of our Emerging Market Equity Funds, we terminated manager X (a mid-cap strategy) and
replaced with manager Y (a Shanghai based boutique Pan China manager).
Reasons for terminating Manager X:
•

We had been invested with Manager X since April 2011. The strategy’s focus on high-quality companies with strong balance
sheets and focus on profitability and earnings sustainability within the mid-cap space had been a compelling proposition for the
fund.

•

No material changes with regards to the strategy, however we had used Manager X as a funding source for our more recent
additions to the fund, taking profit in the process (roughly 260 basis points per annum) above the benchmark annualised since
inception.

•

We wanted to increase the breadth and depth of the fund’s coverage in China through a dedicated specialist.

Reasons for appointing Manager Y:
•

China makes up more than 40% of the emerging market opportunity set. The addition of Manager Y added to the breadth and
depth of the fund’s coverage in China through a locally based dedicated specialist.
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•

This high conviction manager brought a differentiated exposure to Chinese consumer growth with strong awareness of local
market dynamics. We believe that long-term growth generated by China’s growing private sector should be a key source of
future corporate earnings in China.

Stewardship outcome: We believe that this change has been beneficial to our clients and demonstrates our dynamic approach to
stewardship. As part of the “Construct” step of our investment approach, active manager selection provides a medium-term source
of excess returns, which depends on maintaining the quality, diversity and conviction in the sub-advised strategies used (and
requires regular monitoring and line-up changes). When combined with the returns from Strategic Asset Allocation, excess returns
from manager selection substantially support our clients’ ability to meet long term objectives without adding significant market risk.
The addition of Manager Y has provided the end client with exposure to a much sought-after area of the market. We believe that
through our robust manager research approach we have been able to identify a unique boutique opportunity. Although we did not
have any particular issues with Manager X, the time was right to take profit and deploy in a more attractive part of the market.

Case study: Integration requirements of service providers
Background: Quantitative research begins with a diligent evaluation of ESG data. We continuously meet with providers (that
support our investment management processes) from across the industry to stay abreast of developments and best practice. We
conduct in-depth assessments before appointments and during contract renewals. Where we observe deficiencies, either in the
data itself or in gaps in the offering, we work with providers to rectify. This can be as straightforward as notifying them in the event
of data errors or as broad as engaging on changes to their offering. As an example, after conducting research that suggested an
ESG scoring methodology that focused on material ESG issues had advantages over traditional ESG scoring methodologies, we
communicated our findings back to our ESG data provider.
Stewardship outcome: Over the next year, the data provider revamped their methodology to focus more explicitly on materiality.
These feedback loops are foundational to robust quantitative ESG research and development, which is naturally reliant on the
underlying data. They are also helpful for ensuring alignment between what data is available in the market, and what is most
material to investors. This example of our stewardship practices is testament to how we interact with the wider industry to improve
data quality in a developing space of the financial market to ultimately improve the level of transparency sought after by our clients.
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Principle 8
Principle 8:
Signatories monitor and hold to account managers and/or service providers.

OUR APPROACH TO MONITORING SERVICE PROVIDERS
Our multi-manager business strategy enables the oversight and monitoring of external asset managers that we employ in our
investment portfolios. We rely on third-party providers to support our active ownership practices. Furthermore, we count on a host
of additional third-party vendors to ensure the overall efficiency of our core services for clients. A description of how we hold each
of these three categories of service providers are provided below.

External managers
Due diligence on external managers prior to their inclusion within our funds and portfolios is conducted at two levels, by specialist
teams that are independent of each other: manager research from an investment perspective by the manager research analysts
who sit within the ID and operational due diligence by the Global Manager Oversight and Due Diligence (GMODD) group within
the Global Risk Management (GRM) function, which is independent of the ID. The two functions are complementary.
We believe it is important from a risk and compliance perspective to separate the operational due diligence function, which reports
up to the firm’s Chief Operating Officer, from the investment due diligence function, which reports up to the Global Chief Investment
Officer. This is particularly important within alternative asset classes such as hedge funds and private market investment
strategies.
The combination of our manager research and our operational due diligence research on managers aims to minimise surprises for
our clients. We have had success in avoiding managers that have exposed investors to headline risks. A description of each is
provided below.
•

Manager research due diligence
Russell Investments has 36 analysts engaged solely in the manager research process. Each year, our research analysts
conduct approximately 2,000 research meetings and conference calls with investment managers. These evaluation sessions
are our primary means of gathering information to arrive at an informed opinion about a manager's product(s). Our
assessments gained from multiple sessions over time allow us to establish an overall opinion of the organisation and its
investment strategies. Our analysts are responsible for pre-meeting analysis of the product, meeting preparation, including a
historical review of our previous meetings and communications with the manager and conducting the research meetings. They
supplement these meetings with regular contact with managers in their universe through phone calls, emails and less formal
update meetings.

As part of our evaluation process, we conduct a qualitative and quantitative assessment. We score managers against a detailed
framework that captures the key inputs to a robust investment process and quantitatively analyse each strategy’s performance
patterns, attribution and outcomes. A sampling of the inputs can be described as follows:
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Exhibit 20: A qualitative and quantitative evaluation
QUALITATIVE ASSESSMENT

Organisation

Stability, ownership, and incentives

Team

Dynamics, diversity, and motivation

Experience

Skill and stability of personnel

Capital markets case

Conceptual basis for philosophy

Research

Depth and alignment

Decision-making

Accountability and efficiency

Security Selection

Use of security-level characteristics

ESG

Insights, portfolio implementation, and active ownership

QUANTITATIVE METRICS

Portfolio construction

Effects of portfolio turnover

Consistency with philosophy

Magnitude of risk assumed/tracking error

Stability through time

Sources of relative performance

Ability to manage sizeable accounts

Liquidity analysis

Absolute and risk-adjusted performance vs. broad
manager universe

Style indexes

Source: Russell Investments. For illustrative purposes only.

In addition to the above factors, we have identified a variety of proprietary attributes of successful managers that are unique to
given styles of management. Analysts are charged with making relative assessments of managers in their respective styles to
better discriminate among manager choices. The results of our manager research efforts are added to our global proprietary
database, RADAR (Russell Investments Analysis, Data, and Ranks), which we believe is one of the largest and most
comprehensive manager tracking databases in the world. Developed in-house, it is our primary repository for research reports
generated on the products of investment managers globally and includes over c.14,000 manager products.

Global Manager Oversight and Due Diligence
The Global Manager Oversight and Due Diligence (GMODD) team’s operational due diligence (ODD) review involves evaluating
the business, compliance and operational risks and controls of third-party managers which may materially impact Russell
Investments’ funds, clients or Russell Investments. A thorough ODD review is based upon discussions with key principals and
employees of the manager, observations of their business practices and an appraisal of various documentation and
representations disclosed by the manager. An on-site meeting in the office is also crucial. The key areas analysed in an ODD
review include:
•

Operational risks – it is important to examine the manager’s trade processes from execution and counterparty oversight to
settlement and reconciliation, along with guideline compliance, allocation policies and cross trades. This area also includes an
analysis of the manager’s soft dollar and directed brokerage policies and resolution process for trade and operational errors.

•

Business risks – ODD reviews a firm’s business structure and vendor oversight, strategic planning processes including
organisational growth, governance, management oversight and supervision along with the firm’s IT infrastructure and business
continuity planning.

•

Compliance – a review of this area considers the firm’s compliance monitoring and reporting, personal trading policies, gifts
and entertainments and conflict of interest policies, compliance with regulatory agencies, personal information security and
record retention.
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ODD involves a different skill set to that which is needed for performing investment due diligence. We believe that it is best
conducted by professionals with strong backgrounds in global regulations, trading, operations and business risks. The outcome of
an ODD review can have clear red or green flags - but may in practice sit in an amber area. In formulating an opinion, the ODD
reviewer will consider:
•

Consistency – were all the documents and verbal assertions consistent with each other and all the relationship confirmations
consistent with expectations?

•

Transparency – did the manager provide documents in a timely way and allow access to the key people and systems during
the on-site visit? Were the reviewers allowed an open dialogue with the firm’s service providers and referees?

•

Firm infrastructure – does the firm have a tight control environment with sufficient systems and knowledgeable support staff
to support the products they are managing?

•

Manager reputation – did all the background checks come back clean and all references confirmed?

Absent clear red flags, where an ODD review will recommend an investor to avoid allocating funds to a specific money manager,
an investor may still decide to invest with a manager with some deficiencies. The value of the ODD report is that the investor is
aware of these deficiencies and is able to monitor them and work with the money manager to increase their control in the areas
where specific weaknesses have been identified.
ODD is not a new concept. We have built a global team of analysts dedicated to conducting reviews of the risks outside managers’
investment capabilities. These analysts follow our Manager Compliance and Operations Review (Manager CORE) process, help
shape the way Russell Investments rank money managers and the decisions for recommending hiring or terminating managers.
ODD can help investors to understand the additional risks to money managers’ businesses beyond the investment risks, ensuring
a more holistic assessment of managers’ capabilities. ODD is not just a process to be followed when hiring a manager, it can often
be beneficial to review these risks on an ongoing basis as a manager’s business evolves.

Active ownership
In order to deliver effective stewardship, Russell Investments relies on third-party data providers, including Sustainalytics and proxy
adviser Glass Lewis. The primary services we receive are detailed in the diagram below.

Exhibit 21: Details of service providers
SERVICE PROVIDER

SERVICE RENDERED

Viewpoint Voting Platform

HOW THIS SERVICE CONTRIBUTES TO RI'S ACTIVE OWNERSHIP

Allows Russell Investments to monitor a very high volume of voting
activity and place manual votes when appropriate

Application of Custom Proxy Voting

Glass Lewis applies a bespoke set of Proxy Voting Guidelines created

Guidelines

and maintained by Russell Investments’ Active Ownership Committee

Glass, Lewis & Co
Russell Investments’ internal proxy analysts draw on Glass Lewis'
research and analysis as one resource when preparing a
Resolution research and analysis

recommendation for the A c t i v e O w n er s h i p Committee on a
referred item. For more information on referred items, please see
Principle 12.

Coordinate collaborative engagement

Sustainalytics coordinates engagement activities for the thematic

partnership

on Russell Investments’ participation in Sustainalytics' Thematic
engagements, please see Principle 10.

Company-level ESG ratings and
analysis

Our investment professionals leverage Sustainalytics ESG risk ratings and
analysis in our engagement practice, manager due diligence and in
portfolio management.

Sustainalytics

Source: Russell Investments. For illustrative purposes only.
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To ensure our process of delivering effective stewardship is to the highest standard, we regularly monitor and review both Glass
Lewis and Sustainalytics.
An annual service review is conducted to include statistics of the previous year’s vote activity and accuracy and timeliness from
Glass Lewis’ research team. Russell Investments tracks these statistics year-over-year to ensure consistent quality service.
Furthermore, members of the Active Ownership Committee hold an annual meeting with Glass Lewis, addressing any concerns or
updates regarding the services they provide.
Russell Investments partnered with Sustainalytics as an engagement service provider as their model allows for close oversight and
integration with our internal active ownership and investment processes. Our Engagement Sub-Committee, responsible for the
selection and monitoring of engagement themes, communicates regularly with Sustainalytics on the positioning of these themes,
target company selection and on progress and outcomes. Additionally, portfolio managers and wider members of the ID regularly
participate in direct company engagements, led by Sustainalytics.

Other third-party vendors
As a global organisation, Russell Investments has longstanding experience of integrating with various internationally recognised
outsourcing vendors and partners alongside our internal resources, to improve the overall efficiency of our core services for clients.
We engage with providers across our operational, information technology and financial service lines, for some of our middle and
back-office support services. We maintain continuous oversight and robust due diligence of our providers (with service level
agreements, formal relationship meetings and evaluations incorporating performance metrics).
We utilise third-party providers for middle-back-office services such as administration services for our pooled funds,
custodian/depository services, portfolio accounting and certain IT services. Three of the main service providers we engage with
include those described below.
•

State Street
We have a long-standing history of working with State Street globally, since 1995 in EMEA. State Street provides all fund
administration (including fund accounting), prospectus and regulatory guidelines monitoring and custodian / depository
services for Russell Investments' extensive suite of Ireland-domiciled pooled funds available for EMEA investors and
administered for our platform clients, as well as fund accounting and custodian services for Russell Investments pooled funds
in other domiciles. Russell Investments’ primary custodian relationship globally is with State Street, bringing major cost
advantages for many of our segregated account clients given our volume of assets administered by State Street (more than
£30 billion for our Ireland-domiciled pooled funds at the end of December 2018).

•

SS&C Globe Ops
SS&C Globe Ops provides portfolio accounting services, including daily reconciliations of cash and positions when comparing
our current holdings with the custodians’ data.

•

NTTData
As a proportion of IT support functions are outsourced, Russell Investments’ dedicated global IT Applications and
Infrastructure department works in conjunction with NTTData (formerly called Dell) to provide IT infrastructure, including
unlimited IT support and security.

A robust governance framework and due diligence process is in place for third-party service providers, vendors and for the
oversight and continuous monitoring of middle/back-office functions that are outsourced to these providers. While we do not share
specific details with external parties on our service level agreements in place with our outsourced service providers, at a top-level,
we monitor our appointed providers’ services as described below.
Russell Investments maintains continuous oversight and comprehensive due diligence of its appointed third-party providers
including, regular reviews of the service level agreement, Key Performance Indicators (KPIs) and formal due diligence meetings:
•

A comprehensive service level agreement is put in place and is reviewed on a semi-annual basis.

•

A Balanced Scorecard system based on the performance of key deliverables within the Service Level Agreement (SLA) is
implemented.

•

Regular reviews are conducted of management information stats and KPIs. Any issues are escalated to the third-party
provider for prompt explanation and/or resolution.

Formal governance and relationship meetings are held regularly. This process includes a comprehensive evaluation of potential
providers and vendors; and, subsequent to selection, implementing service level agreements, monitoring of performance metrics,
periodic reviews and governance sessions. Additionally, we are in the process of extending our procedures to include supplier
diversity considerations and will be able to share more details in our 2021 report.
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OUTCOME OF OUR MONITORING AND OVERSIGHT
Below, we provide examples of how our monitoring and oversight work in practices, alongside the outcomes of each of these
cases.

Case study 1: Vendor management
Background: A vendor received a Qualified SOC1 report rating for two consecutive years relating to a control failure. While the
actual control failure did not apply to Russell Investments (i.e., the control failure was related to a daily validation process which
Russell Investments does not rely on), the fact that the control failure was not closed within a year was a reason for concern.
Stewardship action taken: Our in-house vendor relationship manager and the vendor risk management team liaised with the
vendor at length about the control failures. The vendor explained that the control failure was due to lack of resources, associate
turnover and non-automated processes - these were now mitigated. The vendor also disclosed that they were planning on bringing
in their second line risk management team to provide additional review of their processes, to prevent these issues from reoccurring
in the future. We were satisfied with this response but continue to monitor the vendor closely.

Case study 2: Operational due diligence
Background: In the case of an external money manager, the manager committed multiple investment-related errors over a short
period.
Stewardship action taken: While the manager previously had a satisfactory GMODD rating and was not due for a desktop review
until the following year, the review cycle was shortened, and an onsite review was conducted shortly after these errors were made.
The onsite review uncovered process and control gaps. Russell Investments subsequently lowered the GMODD rating of the
manager to “Monitor”. We have since provided control recommendations directly to the manager.

Case study 3: Global equity manager change
Background: This example relates to a change that was made in our global equity fund, which demonstrates our active
stewardship approach.
Stewardship action taken: Despite providing excellent risk-adjusted returns in the recent period, we decided to terminate the
appointment of a manager due to our low conviction in their long-term governance structure and resources allocation. Instead, we
allocated the capital to another manager, who employed a similar strategy but had a governance structure that met our standards.

Case study 4: Internal audit of proxy voting service provider
Background: In 2020, to ensure that our practices are aligned with best practice principles, the Active Ownership Committee
initiated a new internal audit process to ensure that Glass Lewis, our proxy provider, accurately cast votes in accordance with our
guidelines.
Stewardship action taken: Although this internal audit process was already in place for certain funds due to regional regulatory
requirements, the Active Ownership Committee have made the decision, alongside our internal risk team, to expand the audit
process to include all funds in all jurisdictions. An inclusive audit process increases the likelihood that any errors are detected and
is indicative of the importance of consistent application of our guidelines across regions and fund groups.
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Principle 9
Principle 9:
Signatories engage with issuers to maintain or enhance the value of assets.

OUR ENGAGEMENT APPROACH
As stated under Principle 1, we believe that active ownership of securities is an effective tool for improving investment outcomes,
and engagement is an important tool of active ownership. While Russell Investments serves clients predominantly through
outsourced solutions, stewardship and fiduciary responsibility remain integrated and core to our investment approach. Our open
architecture strategy enables us to apply oversight and decision-making, while promoting greater transparency and oversight
among our investment managers. However, to further our responsible investment beliefs, we also pursue an independent
engagement programme. Whilst our internally led engagement efforts discussed here are currently focused on our equity holdings,
we are actively looking at ways to enhance our engagement efforts in other asset classes, as explained further below.
Our business model and service capabilities enable a multi-channel approach to stewardship, meaning that we engage directly
with issuers, engage through and with our sub-adviser partners and join collaborative engagement efforts with third-party market
participants. The time horizons of these engagements are aligned with our clients’ requirements as detailed in Principle 6. The
selection criteria for our engagements are detailed further below and are aligned with our values and purpose as detailed in
Principle 1.

Exhibit 22: Impactful ownership practices

Source: Russell Investments, for illustrative purposes only.

These three channels provide us with a robust source of engagement opportunities, and we use these avenues strategically,
selecting the channel which provides the optimal access to a target company, issue expertise and the potential for a positive
outcome on a case-by-case basis. The primary activity in each channel is direct dialogue with corporate securities issuers.
Internally led, direct company engagements are frequently initiated on the back of voting activity, many of which relate to votes that
have been referred to the Active Ownership Committee for internal analysis, debate and a manual vote. Our manual votes tend to
be ESG-related items not covered by our guidelines, many are instances where we have voted against management (Principle 12
provides additional information on referred items and the manual voting process).
We consider our sub-adviser relationships to be a strategically important element of our stewardship programme. Discussions with
our sub-advisers can validate the benefit of an engagement and inform our approach. Through consultation with our sub-adviser
partners, we determine whether joint outreach or separate but aligned efforts are more likely to be effective. For example, to
mitigate the cultural and language barriers that can inhibit outreach in Japan, we have primarily pursued collaborative
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engagements. Our Japan-based investment team has concentrated its efforts in two of our three channels: participating in
company meetings coordinated by our sub-advisers and joining multi-investor engagements led by Sustainalytics.
In 2020, to bolster our efforts overall and to broaden our work with other market participants, we added a dedicated partner for
collaborative engagement, – Sustainalytics. We chose Sustainalytics as an engagement service provider for their issue expertise
and their approach welcomes an active contributor in the development of engagement themes, the crafting of engagement
outcomes and the selection and recruitment of companies. We provide more detail on the actions and outcomes related to our
collaborative efforts with Sustainalytics and other industry bodies under Principle 10.
In the exhibit below, we provide the breakdown between our direct and collaborative engagements over the course of 2020.

Exhibit 23: Collaborative and direct engagements in 2020

22%
Direct Engagement
Collaborative Engagement with Sustainalytics
Collaborative Engagement with Sub-Adviser Partner

40%

38%

Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

SELECTION CRITERIA OF OUR ENGAGEMENT EFFORTS
At Russell Investments, we hold thousands of securities on behalf of our clients and our engagements are conducted to ensure
broad consideration and consistent application of our processes across geographies. But, given the breadth of our investment
operations and clients’ interests, we believe that the key to a successful programme is identifying and pursuing activities which
offer the highest return or risk mitigation opportunities.
Therefore, careful consideration is given to selection to ensure it ties in with our value and purpose as detailed in Principle 1.
We have defined six firm-wide engagement focus areas (described in Principle 7) namely compensation,
independence/accountability, diversity, environmental stewardship, climate risk reporting and cybersecurity. These focus areas
were identified through consideration of our clients’ expectations, our proxy voting and engagement practices through time and
from our corporate values, alongside consideration of our responsible investing beliefs. These categories were chosen in 2019 and
renewed in 2020. We review these categories on an annual basis and may change based on the success of a given category, or to
keep pace with industry trends.
Additionally, these core priorities influenced our choices of certain engagement themes available through our collaboration with
Sustainalytics, as described under Principle 10.
Russell Investments also considers the following criteria when selecting targets for engagement:
1.

Russell Investments’ ownership stake as percent of shares outstanding and/or weight of fund exposure

2.

Voting history on the issue and the responsiveness of management to the concern(s)

3.

ESG analysis performed in-house and by our third-party vendor of ESG metrics, currently Sustainalytics, particularly ESG risk
score

4.

Glass Lewis’ research and analysis

5.

The input of our sub-advisers

In combination, the expanded and strategic use of our engagement channels and the impact of these selection efforts have
improved the breadth of our activity by issue and by region.
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SUMMARY OF OUR 2020 ENGAGEMENT ACTIVITY
A summary of our engagement activity 2020 by topic and by region is provided below.

Exhibit 24: Summary of engagement activity for 2020
Engagement by category

Environmental engagements by topic

4%

4%

18%
42%
48%
44%

40%

Environment

Governance

Social

Social engagements by topic

Water Consumption

Climate Risk

Climate Change

Sustainability

Governance engagements by topic

10%

4%

5%

4%
20%

32%
50%

20%

14%

14%
27%

Diversity
Supply Chain

Human Capital
Human Rights

Compensation
Capital Allocation
Board Structure
Board composition 5%

Election of Director
Merger/Acquisition
Capital Issuance

Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

While we approach our responsibility and opportunity to engage with a global mindset, our engagement programme has the
flexibility to recognise and respond to regional expectations. One example is our approach in Japan which, as noted above and in
Principle 10, has relied more on collaborative engagements with our sub-advisers and Sustainalytics. Our partnership with
Sustainalytics also extended our engagement efforts geographically; for example, in 2020, we were able to engage with companies
in emerging markets for the first time.
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Exhibit 25: Distribution of engagement activities by geographic region in 2020

9%

4%

16%

7%

20%

20%
20%

Australia
Canada
Japan
United Kingdom
United States
Europe (ex UK)
Africa
Americas

4%

Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

ENHANCEMENTS TO OUR ENGAGEMENT APPROACH
Many of these engagement efforts were nascent in 2020, we continue to refine and improve our approach and expand our
activities and our means of engagement. In 2020, Russell Investments instituted a policy by which engagement actions are
approved by the ID’s ISC. This layer of oversight serves three purposes:
1.

to increase the visibility of engagement activity, ensuring stronger integration with our investment processes,

2.

to provide additional safeguards against potential conflicts of interest that might arise, and

3.

to lay the ground for an expanded toolkit of stewardship activities with firmwide coordination and support.

We expect that an expanded toolkit will benefit our stewardship in future years. To date, nearly all engagement activities were
limited to private conversations with sub-advisers and engagement targets. ISC oversight ensures strategic alignment with broader
stewardship initiatives and backing for our participation in public stewardship activities, including joint investor campaigns in 2021
and beyond. We expect this to be particularly valuable to our escalation efforts.
Our internally led engagement efforts are currently focused on our equity portfolio. However, our fixed income sub-advisers are
increasingly boosting their engagement activities with underlying management teams, gaining greater insights from the underlying
companies to lobby for improved transparency and influence business practices. For example, our securitised credit managers will
research the services on the loan in each trust pool - often avoiding those servicers that have a history or are suspected of
behaviour that is less likely to be advantageous to the performance of the securities held.
Additionally, Russell Investments assesses managers on their ability to identify attractive fundamental economics for an individual
investment, as well as their ability to assess the quality of contractual rights of bondholders and the governance over those rights in
the relevant jurisdiction. For example, we often elect not to invest in bonds issued in legal jurisdictions where the rights of creditors
are less likely to be upheld in court or when there is insufficient transparency as to whether and how those rights are likely to be
enforced relative to the return on offer.
We expect further development in this space over the coming years and will be growing our active ownership team to expedite our
enhancement efforts.

OUTCOME OF OUR ENGAGEMENT ACTIVITY
Below, a selection of engagement case studies from 2020 relating to our direct-to-corporate stewardship efforts, including actions
taken with the support or participation of our sub-advisers. In Principle 10, we provide examples of collaborative engagements
taken with Sustainalytics.
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Case study: Direct engagement with a US packaging company
concerning Sustainability disclosures, diversity, and executive
compensation
Background: In Q4 2020, our Engagement Sub-Committee, joined by a member of the portfolio management team, held an
engagement to encourage the company to improve the membership of its board. We noted that there were many long-standing
board members that could be considered entrenched. The company expressed an intention to add fresh perspective via upcoming
openings, which is positive. The agenda also included a review of executive compensation based on our proxy research provider’s
assignment of a low score on pay for performance.
Engagement outcome: Through this discussion, we determined the programme is sufficiently aligned with company performance
measures. We positively noted that the company had begun to incorporate non-financial metrics such as safety measures, and
they planned to add a diversity component at the senior level. We assessed their sustainability reporting as strong overall but
communicated that there were several important metrics still not included in the reporting. We encouraged further development of
these metrics and intend to monitor further developments. To promote alignment, our agenda and the results of the conversation
were shared with our sub-adviser partner.

Case study: Collaborative engagement through a sub-adviser
partner on a potential acquisition of a UK-based real estate
development company by a real estate fund
Background: In December 2020, Russell Investments, in a joint effort with a sub-adviser partner, conducted engagement on a
potential acquisition of a UK-based real estate development company by a real estate fund. While Glass Lewis recommended a
vote for the proposal, our sub-adviser partner advised a vote against based on the belief that the bid undervalued the longer-term
prospects, especially in light of the news of a pending vaccine for COVID-19.
Engagement outcome: Russell Investments' proxy analysts found the sub-adviser's position compelling and supported voting
against. The Committee voted against based on these recommendations.

Case study: Collaborative engagement with a sub-adviser
partner to discuss climate change risks with a packaged-food
company based in Japan
Background: In August 2020, members of the portfolio management team participated in a joint engagement with our manager
sub-adviser. While the sub-adviser drafted the agenda and led the meeting, Russell Investments’ portfolio management team
supported their messaging and made their own interest in the topic known to the company.
Engagement outcome: As a result of the engagement, we found that the company had become a supporter of the Task Force on
Climate-Related Financial Disclosures (TCFD) Consortium in June 2020. They are scheduled to disclose necessary information
based on TCFD guidelines, including scenario analysis for climate change impacts. We expect to see this reporting in the coming
year.
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Principle 10
Principle 10:
Signatories, where necessary, participate in collaborative engagement to influence issuers.

OUR APPROACH TO COLLABORATIVE ENGAGEMENT
At Russell Investments, we have an active role in sustainability and responsible investing through memberships with organisations
promoting the inclusion of sustainability in investment processes. We have been a signatory of the United Nations-supported
Principles for Responsible Investment (PRI) since 2009 and have adopted the PRI’s six principles for responsible investing,
including those which relate to collaborative engagement. In addition to being a signatory of the PRI, we are either signatories or
members of the following advocacy groups, which were described in detail in Principle 4.
•

Institutional Investors Group on Climate Change (IIGCC)

•

Responsible Investment Association Australasia (RIAA)

•

Climate Action 100+

•

Carbon Disclosure Project (CDP)

•

Investment Association (IA)

•

Investment Company Institute (ICI)

•

Securities Industry and Financial Markets Association (SIFMA)

•

TCFD (the Task Force on Climate-related Financial Disclosures)

In 2020, as noted in our response to Principle 8, Russell Investments initiated a partnership with Sustainalytics for collaborative
engagements. Sustainalytics’ engagement programmes are designed to extend over a three-year period, allowing Russell
Investments to build relationships with specific issuers and lend our voice and AUM to joint engagements with other investors (with
Sustainalytics acting as lead and intermediator). In 2020, Russell Investments supported four programmes of thematic engagement
through Sustainalytics: Climate Transition, Japan - Material Risk, Localised Water Management, and Human Capital and the
Future of Work.
These four themes were chosen to align with our focus areas (as detailed under Principle 7) but also to provide expertise and
access in areas where partnership would increase the likelihood of success. For example, to strengthen our engagement effort on
behalf of Japanese clients, we worked with Sustainalytics to create the Japan – Material Risk theme, and the Human Capital theme
supports our efforts to promote diversity, one of our engagement focus areas. Across all four themes, our investment professionals
participate directly in calls with the targeted companies.
While the four thematic programmes listed below represent collaborative foundations for 2020, they will be replaced as each
programme concludes. Future thematic subscriptions will continue to evolve to reflect areas of importance and opportunity.
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Exhibit 26: Programmes of thematic engagement with Sustainalytics in 2020

Source: Russell Investments, for illustrative purposes only.

OUTCOME OF COLLABORATIVE ENGAGEMENT
Below, we provide examples of our collaborative engagement with Sustainalytics over 2020.

Case study: Outcomes from a thematic engagement programme
Thematic overview: In 2020, one of the engagement themes that we pursued through Sustainalytics, Climate Transition, ended
after its three-year duration. This engagement theme focused on transitioning steel and cement industries to a low-carbon
economy. These industries are critically important as they account for approximately 13% of global Greenhouse Gas (GHG)
emissions. Over the three-year exercise, as environmental regulations tightened, companies in this industry had to accelerate
planned actions to mitigate and adapt to climate change. This was further expounded as the Global Cement and Concrete
Association members pledged an ambition for carbon-neutral concrete by 2050 and steel companies began collaborating on their
net zero targets.
Engagement action: Portfolio managers and Active Ownership Committee members directly supported this campaign throughout
2020, joining Sustainalytics in outreach to eighteen of the twenty targeted companies.
Engagement outcome: Our participation in these climate-related engagements contributed to the outcomes listed below:
1.

During the campaign, 10 of the 15 companies (20 total) that reported to CDP improved their Climate Reporting score. This
included one company retaining an A score for all three years, three companies improving over three letter grades (i.e., from a
D to an A), and most companies improving by one letter grade (i.e., a C to a B).

2.

Several companies used CDP reporting as a steppingstone to alignment with the TCFD and by the end of the engagement in
2020, three of the more advanced companies were considering how to best align their reporting and target setting with the
TCFD.

3.

Of the targeted engagement companies (20 total), nine are included under the Climate Action 100+ list of the worst
contributors to global GHG emissions. Each of these companies showed evidence of improvement in their scoring with the
Climate Action 100+.

4.

A goal within this engagement was to encourage companies to consider environmental issues at the board level. While none
of the companies had yet to directly tie climate-related objectives to executive or board level compensation – more advanced
companies were open to or had already started discussions to put this in place. While the Climate Transition engagement
ended in 2020, the issues it addressed did not. Key challenges facing companies include translating qualitative and descriptive
materiality into key financial impacts and measuring and reporting on Scope 3 emissions. In 2021, Russell Investments intends
to continue our outreach on these issues.
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Case study: Focused engagement with a South African Mining
company on water risk management
Thematic Overview: Russell Investments has prioritised water management as an area of outreach because we identified it as a
sustainability risk that is difficult to assess from currently available data. This engagement was led by Sustainalytics, as part of the
Localised Water Management thematic programme, which focuses on companies operating in two highly stressed water basins in
South Africa and Brazil.
Engagement Action: The company relies on water in the Vaal River basin, which is highly stressed. While the company is
relatively advanced in assessing water related risks, we discussed their visibility on water related risks within the company’s value
chain. Company leadership noted that the perception of an issue like water management as “soft” created obstacles in involving
their peers, as well as internal staff down to the production-level, in water management efforts across the basin. We encouraged
the company to move from beyond risk assessments to ecosystems, toward proactive protection, and to consider the involving of
peers in the basin for a more productive water stewardship approach. Estimating future water needs, as well as setting specific
targets on water pollution (besides monitoring and treatment) at the facility level, could also be further improved. In partnership with
Sustainalytics, Russell Investments has spoken with the company several times to discuss updates and progress in its water
stewardship actions.
Engagement Outcome: Overall, the company’s management of water-related risks is above its peers. This engagement is
categorised as ongoing, and we will continue to have dialogue with the company to determine progress on water stewardship.

Case study: Discussion with European industrial conglomerate on
human capital risks and impacts posed by technological change,
demographic shifts and globalisation.
Thematic Overview: In 2020, Russell Investments began a three-year engagement in collaboration with Sustainalytics under the
Human Capital and the Future of Work theme. The objective of this theme is to encourage companies to prepare for technological
change and promote employee development to meet the demands of the future of work. Successful corporations need to capitalise
on new technologies, improve productivity, expand into new markets, embrace diversity and develop products that meet the
demands of the future. Genuine management of human capital is critical to ensure resources support innovation.
Engagement Action: In partnership with Sustainalytics, Russell Investments engaged with a European industrial conglomerate to
discuss their governance and management of human capital risks and to learn more about the impacts of technology disruption on
their workforce. The company gave insight into the internal programmes it has in place to promote more flexible work options for
employees per their individual needs. The company has also put in place programmes to enhance employee upskilling and
reskilling, with the goal of reducing reactive restructuring and recruiting. These programmes also address adapting their workforce
to evolve with modern technology advances such as Artificial Intelligence or automation.
Engagement Outcome: While we believe that this company is a relative leader on these issues, we will continue to discuss the
company’s programmes to adapt their workforce, prepare for human capital disruption and risk (such as the pandemic) and their
means of addressing technology advances – specifically automation. We see disclosure as an area of potential improvement as
regulatory bodies consider the need for enhanced reporting around human capital management. Disclosure would also provide
more insight for investors like Russell Investments and serve as standards for other companies which have lagging practices.
Engagements under this theme are ongoing and expected to conclude in 2023.
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Principle 11
Principle 11:
Signatories, where necessary, escalate stewardship activities to influence issuers.

OUR APPROACH TO ESCALATING STEWARDSHIP ACTIVITIES
We understand that addressing risk and return opportunities through stewardship can be lengthy process– not every action will
move in a straight line toward success. To that end, we have developed a tracking programme by which we monitor the status of
each individual engagement action, and we are evolving our programme to accommodate a broader range of escalation strategies
that leverage our role in the industry and the benefits of our sub-adviser model.
Russell Investments’ position as a manager-of-managers means that we do not make investment or divestment decisions on
behalf of our sub-adviser partners. While divestment is not a tool that we use to exert influence on issuers, we do work closely with
our sub-adviser partners and maintain open lines of communication to discuss any concerns that we may have about a given
issuer, and we conduct joint engagements with our managers when we agree it will increase the likelihood of positive outcomes.

Categorisation of engagement activity
Russell Investments catalogues all engagement activities in detail, including the relevant focus area and aim of each outreach.
Once underway, engagement activities are tracked for progress against these outcomes. Engagements are “ongoing” as long as
we believe that progress can be made. On-going actions include early-stage conversations that result in raised awareness, as well
as companies that have moved toward implementation of a revised strategy.

Annual review of engagements
Engagements and outcomes are reviewed at least annually, and the Active Ownership Committee is charged with determining
whether an engagement should be escalated, finalised, or closed - typically in consultation with relevant AOC members or
investment colleagues. When a company repeatedly fails to respond to our outreach and/or does not advance along a path toward
implementation, the Active Ownership Committee will determine whether to move that effort into escalation. While we do not
ascribe to an explicit time frame for escalating or closing our internally led engagements, we expect and plan for most issues to be
resolved over a three-year period.

Avenues of escalation
We have several avenues for escalation, including enhanced dialogue with sub-advisers and other market participants that results
in coordinated or collaborative engagements, sharing concerns in writing (publicly or privately), and/or adverse proxy voting on
related items.
While many of our stewardship activities are designed as collaborative from the start, we also believe this can be an effective
escalation strategy. As described under Principle 10, our primary channels for collaborative engagement include our sub-advisers
and investor groups - including the IIGCC and Climate Action 100+.
It is uncommon for Russell Investments to pursue other rights such as public campaigns, filing shareholder resolutions, nominating
directors, or to taking legal action. However, we remain open to seeing how our programme evolves based on the outcomes of our
efforts through time and client expectations.
Lastly, Russell Investments’ position as a manager-of-managers means that we do not make investment or divestment decisions
on behalf of our sub-adviser partners. Moreover, we believe that continued engagement is likely to be more effective than
divestment or exclusion. As a result, these are not employed as escalation strategies currently.

A globally consistent approach
To date, our escalation practices have been uniformly applied across our listed equity funds and geographies. We believe this was
appropriate given our global solutions approach, the early-stage status of programmatic expansion and the number of nascent
engagements underway. However, we intend to continue to improve the depth and consistency of our outcome tracking, reporting,
communications proxy voting and escalation procedures for all regions and funds. Future product adaptations and launches and
regulatory frameworks are also likely to prompt enhanced stewardship and escalation practices.
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OUTCOME OF OUR ESCALATION
In cases where companies that we have engaged with have not progressed a reasonable degree, either through action or
planning, we may consider voting against management on shareholder proposals or against the re-election of directors. The
following case studies are examples of escalation through proxy voting.

Case study: Following a Shareholder Proposal requesting a human
rights report, discussion with US-based packaged foods and meats
company
Engagement Action: This was a multi-year engagement. For this industry, human-rights related risks for meat-processing
operations and contract growers are well-documented and material. Russell Investments’ Active Ownership Committee debated
whether to support management and vote against a shareholder proposal requesting a report on the company’s process to assess
and mitigate negative human rights impacts. In the past, the company had only disclosed its goal of reducing the Occupational
Safety and Health Administration (OSHA) injury rate. The Committee voted to reject the proposal, on the basis that engagement
would be a more effective tool to communicate our concerns. In August 2020, members of the Engagement Sub-Committee met
with the company to discuss their response to the shareholder proposal. The company highlighted that their efforts had contributed
to a decline in worker injury in the period 2017 – 2019, noting strides in their sustainability work, having adopted the Sustainability
Accounting Standards Board disclosure framework in 2019. Our Engagement Sub-Committee came away with an overall positive
view on management’s efforts; however, they were not able to outline a plan for their contract growers.
Escalation Outcome: The same shareholder proposal requesting a human rights due diligence report was on the ballot at the
company’s 2021 Annual General Meeting (AGM). Upon review, Russell Investments proxy analysts, finding no progress made on
risk mitigation in the supply chain, recommended a vote against management. The Committee sought additional input from our
sub-adviser partner. The sub-adviser had initially intended to support management but re-evaluated their stance after Russell
Investments’ inquiry. Both Russell Investments and the sub-adviser voted against management in support of the shareholder
proposal at the most recent AGM.

Case study: Direct engagement with US-based data-management
software company regarding executive compensation
Engagement Action: In 2019, following the recommendation of our proxy adviser, Russell Investments voted against the
executive compensation plan for a North American software company. Approximately 48% of shareholders voted against the
proposal in 2019. After the vote, the Engagement Sub-Committee reached out to the company to discuss the company’s planned
response to shareholder concerns. We suggested to the company’s senior management that they should conduct a full review of
pay practices and pursue better alignment between pay and performance.
Escalation Outcome: In August of 2020, with the support of our sub-adviser partner, Russell Investments once again voted
against the company’s executive compensation package and contacted the company to follow up on previously discussed
concerns. While the company maintained that the programme was appropriately designed to attract talent, our research suggested
that the executive compensation programme was excessive compared to peers. The company explained that this disparity was
transitory and related to the departure and subsequent replacement of the Chief Executive Officer, and they assured us that the
guaranteed bonuses would not become a regular feature of their compensation programmes. Russell Investments reiterated that
until they had demonstrably done more to align pay with their performance, we would continue to vote against.
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Principle 12
Principle 12:
Signatories actively exercise their rights and responsibilities.

OUR PROXY VOTING PROCESS, POLICY AND GUIDELINES
For 30 years, Russell Investments has executed a robust proxy voting programme that is a tentpole of our stewardship efforts.
Russell Investments has documented Proxy Voting Policies and Procedures and maintains custom Proxy Voting Guidelines, which
are regularly evolved to reflect rising standards. Members of the Proxy Voting Guideline Sub-Committee lead a review and update
of the guidelines at least annually, to ensure that our voting activities are aligned with current best practices. When clients agree to
have Russell Investments vote their proxies (clients may choose to retain voting rights), they are agreeing to vote according to
Russell Investments’ custom Proxy Voting Guidelines. The Guidelines are a bespoke set of rules and policies, based on industry
best practice, which dictate how to vote on any given proxy proposal. Russell Investments’ guidelines are designed to execute
votes in the best interest of Russell Investments’ clients and are continuously evolving to stay in line with shareholders’ best
interests. These guidelines are reviewed by our Guideline Sub-Committee on an annual basis. The guidelines are applied to all
Russell Investments pooled accounts, as well as for most segregated accounts. A small portion of segregated accounts have, per
their contracts, retained the right to direct Russell Investments’ votes for a few specific issuers, for their accounts only. This
exception is exercised only once or twice per year.
An external service provider, Glass Lewis, serves as our proxy administrator and is responsible for applying our custom guidelines
when executing proxy votes (additional information is provided in our response to Principle 8). Glass Lewis receives proxy ballots
directly from Russell Investments’ custodians and Russell Investments’ internal Proxy Coordinator monitors voting activity through
Glass Lewis’ online Viewpoint platform. Through Viewpoint, the proxy coordinator has oversight over Glass Lewis’ application of
Russell Investments’ Proxy Voting Guidelines and Policies. The majority of Russell Investments’ Proxy Voting Guidelines support
governance structures that ensure that management and board members maintain independence, objectivity and act in the best
interest of shareholders. A company can face significant financial and reputational hardship if it is negligent in ensuring that
environmental and social standards and regulations are met. In cases where environmental and social issues are at risk of
negatively impacting shareholder value, we believe that it is appropriate for shareholders to act, through exercising voting rights
and utilising corporate engagement.
The Active Ownership Committee conducts an annual internal audit process to ensure that Glass Lewis accurately cast votes in
accordance with our guidelines.
The Proxy Voting Guidelines are available to review in their entirety on our Responsible Investing site here.

Proxy items referred to the Active Ownership Committee
Due to the very high volume of proxies that Russell Investments votes, we cannot review every individual proposal that we receive.
Our Proxy Voting Guidelines are carefully crafted to address many proxy issues with detailed specificity, but any proposal not
specifically addressed in the guidelines will also be referred to the Active Ownership Committee for review and a manual vote. The
Committee has recognised that some issues require more scrutiny and a non-prescriptive approach. As an example, shareholder
proposals requesting creation or improvement of ESG risk reporting are not voted automatically, rather they are subject to a caseby-case review by Active Ownership Committee.
For votes that are not covered by our Guidelines, Russell Investments’ internal proxy analysts will review available information,
including research provided by Glass Lewis and provide a recommendation to the Active Ownership Committee. In some cases,
the Committee will consult with the portfolio management team for more context and seek the opinion of the sub-adviser holding
the stock. Once the proxy analysts have reviewed all the information and relayed their recommendation, the Active Ownership
Committee votes on the proposal(s) in question. Once the Committee has reached a decision, Russell Investments’ internal proxy
coordinator manually casts the vote through Glass Lewis’ Viewpoint system.

Voting rights and Restrict/Recall shares on loan
As a fiduciary, Russell Investments maintains the voting rights for all holdings. We do not delegate voting to any of our subadvisers, though in some cases we may reach out to a sub-adviser for additional information regarding specific proxy votes. Our
proxy administrator, Glass Lewis, is responsible for managing the proxy ballots that Russell Investments receives based on our
holdings, and all of these ballots are in turn monitored by Russell Investments’ internal proxy coordinator using Glass Lewis’ online
Viewpoint platform. The proxy coordinator is responsible for ensuring that all of Russell Investments voting rights are exercised and
conducts a quarterly review of accounts which should have voting rights against the accounts on record with Glass Lewis.
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Our policy on securities lending as it applies to proxy voting ensures that we exercise full voting rights on behalf of our clients.
Glass Lewis currently produces a weekly report of shares that we have out on loan with upcoming proxy votes. We restrict these
securities (either 15 business days out from the record date, or as soon as we are notified, whichever comes first) from being
loaned before their record date, recalling any loans as necessary. The restriction is lifted one business day after the record date.

PROXY VOTING ACTIVITY
Listed equity
Russell Investments publishes our voting records in regions where it is required by regulatory bodies. We do not publish vote
rationales beyond those described in our custom Proxy Voting Guidelines. We also publish an annual Proxy and Engagement
Report that summarises our proxy voting and engagement activity. Russell Investments’ voting record is posted publicly in Canada,
Australia, and for US-based Individual Investor funds, as a result of regulations in these regions. The disclosure sites are updated
annually and cover the period 01/07/20xx - 30/06/20xx. Those records are accessible through our regional responsible investing
webpages. Russell Investments entire voting record is not publicly available; however, we are in the process of determining how
we might publish all voting record data in the near future, with updates to come in the 12 months. Currently, Russell Investments
makes its entire voting record available to clients upon request.
In 2020, Russell Investments voted on 9,547 individual meetings, representing 97% of meetings at which Russell Investments was
eligible to vote. Russell Investments voted on 94,598 individual proposals, representing 96% of proposals eligible. Unvoted
meetings or proposals (marked as Take No Action in our reporting) were due to share blocking, Power of Attorneys or operational
barriers. Russell Investments had at least one vote against management at 47% of meetings voted and voted against management
on 11% of proxy items.
The three most common proposal issues were centred on governance. Board related proposals, meeting administration,
audit/financials and compensation collectively represented 88% of proposals.
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Exhibit 27: All votes by issue – deep dive on governance
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Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

Just over half of the votes were from companies based in North America and Europe, with Asia (including Japan) making up
approximately a quarter of the votes. The remainder of votes were companies based in Africa, the Middle East, Latin America and
Oceania (Australia and New Zealand).
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Exhibit 28: Regional voting
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Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

Exhibit 29: Votes against management and votes against provider
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Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

As shown above, Russell Investments voted against management on 11% of proposals and against Glass Lewis’ recommendation
on 3% of proposals. Of the votes against management, 21% were also against Glass Lewis’ recommendation, which is reflective of
the independence of Russell Investments’ Guidelines and voting activity.
The largest portion of votes against management, approximately 47%, were board-related, particularly director elections, approval
of supervisory councils and ratification of auditors. This contrasts with the largest portion of votes against provider, where
compensation was the main issue, representing approximately 28% of votes against provider. Most often, this discrepancy was
indicative of Russell Investments’ stricter view on compensation packages, under Section X-A of our guidelines, which stipulate
that Russell Investments votes against plans under which the option grantors have discretionary authority to grant options to
themselves. It should be noted that board-related proposals were a close second, 25%.
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Exhibit 30: Votes Against Management and Votes Against Provider by Issue

Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

Fixed income
While proxy voting is less applicable to fixed income instruments, our fixed income sub-advisers are increasingly boosting their
engagement activities with underlying management teams to gain greater insights from the underlying companies to lobby for
improved transparency and to influence business practices. For example, our securitised credit managers will research the
services on the loan in a given trust pool and often avoid those servicers that have a history or are suspected of behaviour that is
less likely to be advantageous to the performance of the securities held.
Additionally, Russell Investments assesses managers investing on our behalf on their ability to identify attractive fundamental
economics for an individual investment, as well as on their ability to assess the quality of contractual rights of bondholders and the
governance over those rights in the relevant jurisdiction. For example, we often elect not to invest in bonds issued in legal
jurisdictions where the rights of creditors are less likely to be upheld in court or when there is insufficient transparency as to
whether and how those rights are likely to be enforced relative to the return on offer. We expect further development in this space
over the coming years.

OUTCOME OF OUR PROXY VOTING
In 2020, the majority of proposals that Russell Investments voted on were cast automatically according to the detailed directives in
the Proxy Voting Guidelines. Over 450 proposals were referred to our proxy analysts and the Active Ownership Committee for
internal review and case-by-case voting.
Most of the referred votes were management proposals, of which 41% were requests to approve technical vote requirements,
followed most closely by requests for approval of the supervisory council, or declaration of material interest. Many of these
proposals are relatively straightforward, concerning technical vote requirements or bundled proposals and are resolved by our
proxy analysts; these individuals provide an essential layer of support and scrutiny to our process.
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Shareholder proposals on ESG topics represented 16% of votes reviewed by Russell Investments’ proxy analysts. All of these
proposals were put to the Active Ownership Committee for a vote following analysis by a proxy analyst.

Exhibit 31: Shareholder proposals by category
SHPs referred to PVC
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Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

The high proportion of governance shareholder proposals referred to the Active Ownership Committee is reflective of the
prevalence of governance issues among shareholder proposals.

Exhibit 32: Russell Investments votes on referred items
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Source: Glass Lewis and Russell Investments, data as at 31 December 2020.

At the end of 2020, following a review of our voting record, the Active Ownership Committee realised that a number of
environmental and social proposals that might warrant our support were not receiving sufficient consideration. Many of these were
connected to de minimis positions and so were voted automatically, in line with Glass Lewis’ recommendations. As a result, we
amended the relevant guidelines to redirect more of these proposals to the Active Ownership Committee’s attention. For example,
Guideline XIX now states that shareholder proposals related to environment and social issues will be considered on a case-bycase basis, even if they belong to de minimis positions. Guideline section XIV-A, which concerns proposals requesting that
companies create or improve upon environmental, sustainability or governance reporting was also re-written to increase the
likelihood of Committee review. Russell Investments expects that these guideline amendments will lead to a meaningful increase in
the number of shareholder proposals that are brought to the Committee for analysis and debate.
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Exhibit 33: Shareholder proposals by category in 2020
Support for Shareholder Proposals
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Although these amendments are expected to increase support for environmental and social issues overall, Russell Investments will
continue to favour management’s ability to successfully execute on shareholders’ behalf when the following criteria are met:
•

The company already provides sufficient disclosure and reporting on the subject;

•

The company is in line with or above peers regarding the request;

•

There is no evidence of a link between the issue at hand and shareholder value to the firm; or

•

Increased disclosure would not impact the company’s ability to mitigate regulatory risk.

An additional benefit of this change is that it allows Russell Investments to effectively identify and employ direct engagement with
companies prior to escalating to a vote against management (an example of this is the case study included in Principle 11). The
company was initially flagged as a potential engagement target following review and debate of the shareholder proposal by the
Active Ownership Committee. The 2020 vote, in support of management, was placed with the understanding that engagement
would be the first step in assessing and addressing the risks, in cooperation with the issuer.

Significant Votes in 2020
Following the guidance of the Pension and Lifetime Savings Association (PLSA), Russell Investments began developing a
definition of significant votes to comply with recent regulations requiring Implementation Statements from pension schemes,
investment managers and platform providers - to disclose how they enact their shareholder voting rights. We expect that the
industry definition of significant votes will evolve in the years to come. However, in 2020, Russell Investments Active Ownership
team determined that significant votes may include any votes that were manually determined by the Active Ownership Committee,
votes against management, votes with a controversial ballot (i.e., less than 85% of shareholder support), or votes on companies
that have a high weight in a given fund. Some clients may also place emphasis on votes that represent specific ESG topics. To
date, Russell Investments has only reported on significant votes at the fund level. However, in 2021 and beyond we are developing
a process to identify proxy votes that might be considered significant beyond the impact on a single fund.
Significant and controversial votes are particularly useful in identifying good candidates for corporate engagement, as described in
Principles 10 and 11, Russell Investments plans to incorporate these efforts into our evolving engagement selection process. We
believe that Russell Investments’ proxy voting and engagement mechanisms can dovetail to create an efficient tool for active
ownership and stewardship.
Below, we provide three examples of significant votes in 2020 along with the rationale for Russell Investments’ vote decision.
These votes are significant due to the controversial outcomes of the votes. Though none of the below resolutions passed, each
garnered significant support from shareholders, in opposition to management.
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Case study: Shareholder Proposal Regarding Gender and Ethnicity
Pay Equity Report
Date: 04/11/2020
Management Recommendation: Against
How the vote was cast: For
Vote outcomes: Voted down
Rationale: We believe that the ongoing investigations into the company's pay practices warrant additional disclosure, as even the
perception that a wide pay gap exists could present problems for the company in recruiting and retaining female and
racially/ethnically diverse employees.
The proposal was voted down, despite over 45% of votes supporting the proposal, which is itself an increase over already
significant support for this issue in each of the three previous years. Despite this support, it does not appear that the company has
improved its disclosure on this issue, which we believe could indicate a lack of responsiveness to shareholder concerns.
The company’s failure to satisfactorily address consistent shareholder concerns indicates that engagement is warranted, Russell
Investments flagged this company as a potential engagement candidate.

Case study: Shareholder proposal regarding aligning GHG
reductions with paris agreement
Date: 09/05/2020
Management Recommendation: Against
How the vote was cast: For
Vote outcomes: Voted down
Rationale: Adoption of this proposal would allow shareholders to better understand the risks facing the company and how the
company is monitoring and managing the risks associated with its lending activities, especially given the public scrutiny
surrounding the company regarding its carbon-intensive lending portfolio.
The proposal was voted down by less than 1% of the vote, indicating significant shareholder concern around alignment with the
Paris Agreement. Following the 2020 AGM, JPMorgan Chase &Co announced in late 2020 that, along with other commitments to
sustainability, they would be working with clients in key sectors to align its financing activities with the goals of the Paris
Agreement.

Case study: Shareholder Proposal Regarding Recapitalisation
Date: 03/06/2020
Management Recommendation: Against
How the vote was cast: For
Vote outcomes: Voted down
Rationale: We believe that allowing one vote per share generally operates as a safeguard for common shareholders, ensuring that
those who hold a significant minority of shares are able to weigh in on issues set forth by the board, especially in regard to the
director election process. Elimination of the dual-class structure creates an even playing field for all shareholders, as well as a
board that is more responsive to all shareholders.
We believe that all shareholders should have a say in decisions that will affect them.
Russell Investments’ vote on this proposal demonstrates our commitment to shareholders’ rights. Notably, the existing dual class
structure means that a minority of shareholders - representing less than 12% of total shares - current control of over 50% of the
company’s voting power.
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About Russell Investments
Russell Investments is a leading global investment solutions partner, dedicated to improving people's financial security. At
Russell Investments, we stand with you, whether you’re an institutional investor, a financial adviser, or an individual
guided by an adviser’s personalised advice. Our approach brings some of the world’s leading managers and strategies
together - in a diversified, adaptive and efficient portfolio - aimed at achieving investors' goals.

For more information
Call Russell Investments at 020 7024 6000 or
visit russellinvestments.com
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Unless otherwise specified, Russell Investments is the source of all data. All information contained in this material is current
at the time of issue and, to the best of our knowledge, accurate. Any opinion expressed is that of Russell Investments, is not
a statement of fact, is subject to change and does not constitute investment advice.
The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get back the
amount originally invested.
In the EU this marketing document has been issued by Russell Investments Ireland Limited. Company No. 213659.
Registered in Ireland with registered office at: 78 Sir John Rogerson’s Quay, Dublin 2, Ireland. Authorised and regulated by
the Central Bank of Ireland. In the UK this marketing document has been issued by Russell Investments Limited. Company
No. 02086230. Registered in England and Wales with registered office at: Rex House, 10 Regent Street, London SW1Y
4PE. Telephone +44 (0)20 7024 6000. Authorised and regulated by the Financial Conduct Authority, 12 Endeavour Square,
London, E20 1JN. In the Middle East this marketing document has been issued by Russell Investments Limited a Dubai
International Financial Centre company which is regulated by the Dubai Financial Services Authority at: Office 4, Level 1,
Gate Village Building 3, DIFC, PO Box 506591, Dubai UAE. Telephone +971 4 578 7097.This material should only be
marketed towards Professional Clients as defined by the DFSA.
KvK number 67296386
© 1995-2021 Russell Investments Group, LLC. All rights reserved.
EMEA-2165 TV0785

russellinvestments.com

Russell Investments / Principle 1

/ 72

