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Abax Investments - Our Approach to ESG Integration 
 

 
Introduction 

 
The decisions we make regarding investments can significantly impact the stakeholders connected 
to these assets. Business can only thrive in a strong society.  Society, in turn, can only prosper if its 
needs are being met by a healthy natural environment.  
 
We endeavour to invest in businesses that exhibit robust corporate governance, quality 
management, sustainable business models and the potential for solid growth in earnings and 
dividends over an extended period.  To this end, ESG matters are integrated into our investment 
analysis to strengthen the decision-making process, better manage risk and ensure that 
investments generate long-term value in an ethical manner. 
 
 
Integration of ESG into our Investment Approach 

 
ESG issues are inevitably embedded in any business model and are therefore no different than the 
many other issues taken into consideration in investment research.  ESG considerations form an 
intrinsic part of our investment process, impacting on research, valuation, and portfolio 
construction.   
 
We perform a broad-based ESG analysis with the goals of identifying issues material to the 
investment outcome, managing risk, and encouraging company progress on ESG issues.  Our 
investment team approach is one of full integration of ESG issues with a focus on materiality. 
― Investment team driven:  The Abax investment team works as a combination of individual and 

collective decision-making. Companies in the investment universe are evaluated using the 
investment team’s accumulated ESG knowledge and Abax’s framework for prioritizing the most 
relevant ESG issues within each sector. 

― Focus on materiality: Our investment team concentrates their research on the ESG risks and 
opportunities that are most impactful for each company and sector. 

We use several methods for bringing ESG considerations into our decision making: 
― Qualitative Analysis:  A comprehensive evaluation of ESG performance, with clear priorities 

that are aligned with the United Nations Sustainable Development Goals (UN SDGs) and 
specific priorities of South Africa. 
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― Thematic Analysis:  The identification of critical ESG themes that help to highlight companies on 
the right side of the transition to a more sustainable world. 

― Active Ownership:  Engagement with management on issues that are relevant and material.  As 
well as proxy vote at all shareholder meetings. 

― Valuation:  Valuations may be influenced by ESG factors (adjustments to forecasted financials 
and valuation multiples). 

― Risk Management:  Companies are regularly reviewed and monitored for changes in ESG risks. 
― Portfolio Construction:  The ESG profile of portfolios are examined, and adjustments made to 

enhance return and reduce risk. 
 

 

 
 
Qualitative Analysis 
 
A comprehensive qualitative evaluation of ESG performance. The foundations of the analysis are as 
follows; 
― Each company is evaluated on material and relevant metrics across the 3 categories 

(environmental, social and governance)  
― The focus is on the trend of improvement (or deterioration) over time 
― The analysis shows the risks inherent in individual companies and allows for easy comparison 
― The analysis of risks is specific to the business and industry 
― The methodology is robust and consistently applied 
 
The analysis helps identify those areas that require more attention and deeper analysis.  It also 
allows for screening and best-in-class selection.   
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Our qualitative analysis has clear priorities that are aligned with the United Nations Sustainable 
Development Goals (UN SDGs) and specific priorities of South Africa.  
 
 

 
 
 
Thematic Analysis 
 
We use themes to highlight companies on the right or wrong side of the transition to a more 
sustainable world.  While these themes are important, there are further criteria all companies have 
to satisfy (i.e. robust business fundamentals, sound governance, competitive advantage, valuation). 
 
 
Active Ownership 
 
We have an ‘active owner’ approach.  We keep a record of all engagement and voting activities and 
this is available to clients. 
 

Engagement 
 
Engagement is the main process through which Abax aims to influence investee practices.   
 
A successful transition to a sustainable economy depends on urgent and transformational 
change from the corporate sector.  Engaging with investee companies is a key tool to keep 
corporate activity within planetary boundaries and tackle social inequality. 
 
Our investment professionals regularly meet with the management and non-executive 
directors of companies to discuss a range of issues relating to strategy, financial 
performance, governance, environmental and social topics.  We believe that constructive, 
pre-emptive engagement results in a preferable outcome for all stakeholders.  
 
We engage with company management on issues that are material and relevant.  Our 
engagement strategically targets high-impact topics and sectors, for example, climate 
change or workplace diversity.  We prioritize contacting companies that are lagging 
and / or by the largest positions in our funds.   
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Our engagement priorities are consistent with specific priorities of South Africa as well as 
the United Nations Sustainable Development Goals (UN SDGs).  
 
There may be circumstances where we deem it necessary to escalate matters to enhance 
and protect our clients’ interests.  If we deem it necessary, we will collaborate with other 
shareholders to add pressure to influence the board.  If so, we always remain aware of 
potential conflicts, concert party rules and issues of insider information. 
 
The main objectives of engagement are to enhance long-term shareholder value, meet our 
fiduciary responsibilities to our clients and benefit broader society. 

 
Please refer to the following document for further details. 
 
 Abax Investments – Engagement Policy 

 
Proxy Voting 
 
Proxy voting has the power to influence corporate behaviour.   

 
Abax views proxy voting as an integral part of the investment process, and we always vote 
the shares we beneficially hold. The way we exercise our rights can strengthen corporate 
governance significantly thus we vote in a thoughtful and considered manner. 
 
The basis for how we vote is guided by our Proxy Voting Policy.  All proxy voting decisions 
are made in-house based on collaboration between members of the investment team. We 
will use the team’s collective depth of knowledge, to make informed voting decisions.   
 
We will support good corporate governance by voting against board recommendations we 
do not perceive to be in the best interests of shareholders. Historically, these have included 
for example; the appointment of non-executive directors with questionable track records, 
inappropriate executive and non-executive remuneration and placing authorised but 
unissued shares under the control of the directors. 
 
Please refer to the following document for further details. 
 
 Abax Investments – Proxy Voting Policy 
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Valuation 
 
Company valuation may be influenced by ESG factors.  Adjustments are made to forecasted 
financials (such as revenue, operating cost and capital expenditure) and valuation-model variables 
for the expected impact of ESG factors. 
 

 
 

 
Risk Management 
 
A comprehensive analysis of fundamental and ESG attributes in tandem results in a more complete 
view of company and allows our team to identify material risks.  
 
The highest-risk companies are identified by the investment team.  The ESG risk profile is regularly 
reviewed, taking into consideration whether the company’s risk-management practices are 
improving or worsening. 
 
A security will be sold if Abax determines that it no longer meets the firm’s ESG or fundamental 
standards. 

 
Portfolio Construction 
 
The ESG profile of portfolios are examined, and adjustments made to enhance return and reduce 
risk. 
 
We believe that all investments have impacts on society and the environment. We aim to assess 
these effects and, where possible, promote the positive and mitigate the negative.  We believe that 
companies that exhibit strong (or improving) ESG profiles will drive value in the long term; and as a 
result, we try to allocate capital to those companies.  In this way we ensure we have greater 
exposure to companies that create value and/or avoid undue risks. 
 
In addition, different ESG scenarios are considered to assess the impact on portfolio risk and 
return.  
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Fixed Income 

 
Adopting responsible investment best practices across all asset classes helps to provide enduring 
benefits for clients, portfolio companies, society, our communities, and the environment. 
 
ESG factors matter to fixed income and can contribute to credit fundamentals, enhance risk 
assessments, impact performance and as lenders of capital, fixed income investors can contribute 
to funding more sustainable business models. 
 
The diversity and complexity of the asset class – with various types of borrowers, instruments, legal 
structures, and maturities – brings unique challenges when incorporating ESG factors in investment 
decisions. In addition, engagement can be more challenging for debt investors as they lack equity 
holders’ voting rights. 
 
ESG considerations are integrated into the fixed income investment process. And where possible, 
ESG fundamental research and engagement efforts are coordinated across the different investment 
teams (equity and fixed income). 
 

ESG Expectations for Companies 

 
Good corporate governance is essential for long-term value creation at the company and for 
protecting our investments. We vote at all shareholder meetings where possible and engage with 
company boards. We have expectations of the board and management of companies we invest in 
regarding how to address environmental, social and governance challenges. The expectations 
detailed below forms the basis for our discussions with companies and our voting at shareholder 
meetings.   
 
Governance 

 
― Board Independence: The board should guide company strategy and monitor management 

without conflicts of interest. A majority of shareholder-elected board members should be 
independent. 

― Board Diversity:  The board should have an appropriate gender balance.   
― Industry Expertise on the Board:  The board should have sufficient industry expertise to 

monitor management’s implementation of corporate strategy. 
― Multiple Share Classes:  One share should give one vote.  Any unequal voting rights should be 

aligned with cash flow rights over time. 
― Audit Committee Independence:  The active involvement of a high-quality, independent, 

Audit Committee will enhance the quality of the audit and financial statements.  All 
members of the audit committee should be independent, non-executive members of the 
board.  
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― Shareholder Rights in Equity Issuances:  Existing shareholders should have the right to approve 
new share issuances in order to evaluate significant capital decisions and prevent dilution of 
their ownership. 

― Executive Remuneration:  Boards should establish simple and transparent incentive plans 
based on long-term equity holding.  

― Business ethics and Anti-Corruption:  We expect companies to have clear conduct guidelines 
and take effective action to combat corruption. 

― Related Party Transactions:  Transactions with related parties may represent conflicts of 
interest and expose shareholders to potential abuse.  Related-party transactions should be 
carried out on market terms and be clearly beneficial to all shareholders. 

― Tax Transparency:  We expect companies to adopt appropriate and prudent tax policies and be 
transparent about where they generate economic value. 
 

Environmental 
 
― Climate Change: Climate change may impact on corporate earnings and portfolio returns over 

time. Companies should integrate relevant climate change targets, risks and opportunities into 
their corporate strategy, risk management and reporting. 

― Biodiversity:  Biodiversity is a systemic crisis that presents risks to entire economies and 
populations, and therefore cannot be tackled in isolation. Companies must recognise their 
impact on the environment, and we will support companies in adopting policies and 
procedures to minimise a company’s impact on the environment. 

― Water: Water scarcity and pollution may pose business risks to companies.  Companies in 
sectors which are highly polluting or dependent on water, or with operations and value chains 
in water-scarce regions, should seek to manage water sustainably. They should integrate water 
management into their corporate strategy, risk management and reporting. 

― Waste Management:  The world’s resources are finite.  Businesses should manage waste 
effectively through reusing, recycling, or repurposing.   

― Corporate Sustainability Reporting:  Sustainability matters can have financial implications for 
companies. The board should ensure that company reporting reflects all material sustainability 
risks, based on established international frameworks and standards. Sustainability disclosures 
should include indicators of exposure, management, and performance.  

Social 
 
― Human Rights:  All companies have a responsibility to respect human rights. They may impact 

human rights in several ways through their business operations and supply chains, their 
community interactions and the marketing and use of their products and services. Respecting 
human rights is an inherent part of good business practice and risk management. 

― Children’s Rights:  We cannot accept the exploitation of children. Companies may impact 
children’s rights in several ways through their business operations and supply chains, their 
community interactions and the marketing and use of their products and services. 
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Respecting children’s rights is an inherent part of good business practice and risk management. 
― Corporate Social Investment:  Corporate Social Investment can empower and equip individuals 

and communities with the tools and skills to improve their living standards. 

The priorities listed above, together with supporting policies form the foundation for our 
discussions with companies and our voting at shareholder meetings.  The expectations are 
consistent with specific priorities of South Africa as well as the United Nations Sustainable 
Development Goals (UN SDGs).  
 
Please refer to the following documents for further details. 
 
 Abax Investments - Proxy Voting Policy 
 Abax Investments - Engagement Policy 
 Abax Investments - Climate Change Policy 

 
 

Reporting 

 
Despite the efforts of organizations such as the Global Reporting Initiative (GRI) and Task Force on 
Climate-related Financial Disclosures (TCFD), no two companies explain their social and 
environmental commitments in the same concise, comparable way.  That being said, we endevour 
to measure the impact of your portfolio so we can manage the impact.  Abax has access to 
measurement tools that aim to quantify the impacts companies have on the environment and 
society.  This helps analysts, fund managers and clients measure and manage those social and 
environmental impacts and risks more effectively. 
 
We keep a record of our engagements with management.  These activities are reported to clients 
and key engagements are also disclosed on our website on a quarterly basis.  
 
We are transparent with our voting record with voting decisions published on our website on a 
quarterly basis in a user-friendly format.  Rationales for voting decisions on controversial 
resolutions are publicly available. 
 
 
Conclusion 

 
ESG thinking is embedded in our business and investment process. Our approach and commitment 
to ESG enhances our value proposition to our clients and supports our purpose to have a positive 
impact on our stakeholders and society. 
 
We are acutely aware that ESG issues have a direct impact on the companies that we may 
invest in and as such, can affect the performance of our investment portfolios.  Our integrated 
approach focuses on the issues that are or will likely become material for businesses.   We 
carefully assess the ESG attributes of each company before deciding whether to add it to our 
portfolios and monitor our existing holdings for changes in their ESG profiles.   
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We believe that high-quality companies with solid fundamentals and good valuations can offer 
compelling long-term investment opportunities, and that incorporating ESG research into the 
decision-making process improves both investment and societal outcomes.  Abax defines high-
quality companies as businesses that have increasingly relevant products or services, sustainable 
competitive advantages, quality management teams and positive ESG profiles. 
 
Whilst we consider our current approach to incorporating ESG into our investment process as 
sufficiently robust, we are also of the view that it is an evolutionary process which continues to be 
refined over time.  
 


