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 The percentage of managers (general partners or GPs) with an ESG policy has jumped from 70% to 83% 

meaning that it is now definitively best practice for managers (up from 55% in 2014)

 A number of managers are now refining and upgrading their policies and processes

 Significant improvement on the reporting front – with two thirds of managers now providing some kind of 

report to investors (limited partners or LPs) on ESG risk management within their portfolios

 The quality of reports continues to improve, even where managers have a fairly simple format for 

communicating progress – again some managers are continuously improving their output from year to year

 As BMO Global Asset Management is a founder signatory to the UNPRI we are pleased to see that the PRI is 

still acquiring new signatories

A big leap forward

ESG Engagement and Disclosure Report 2017
Summary of the Results

There have been noticeable improvements across several of the metrics that BMO PE monitors

Results of 2017 Survey of Managers
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Source: BMO Global Asset Management (EMEA) Private Equity as at 8 June 2017 

BMO PE = BMO Global Asset Management (EMEA) Private Equity
ESG = Environmental, Social and Governance
UNPRI = United Nations backed Principles of Responsible Investment  (the PRI)
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ESG Policies 

 

 

The private equity industry has now 
essentially embraced the idea of a 
formalised approach to managing ESG 
risks. Most managers now accept that 
a formal ESG policy is part of basic best 
practice when setting up a firm and/
or seeking new limited partners. This is 
evinced by the fact that of the eight new 
managers under BMO PE’s coverage this 

year, all have policies. The percentage with 
a policy has moved up year-on-year from 
70% to 83%. A further five managers are 
either in the process of putting in place 
a policy or are at least considering doing 
so, which would take this to 89%. This is 
significant step forward from three years 
ago, when only just over half (55%) of 
our GPs had a responsible investment 
policy in place. A notable trend over the 
last year or so, is that some managers 
with existing ESG-related policies and 
processes have made broad ranging 
changes and refinements to these. Some 
of this has been prompted, as we have 
often noted, by fund raising but we feel 
there are several other, related drivers 
for this change: (i) for managers to set 
themselves apart from the pack by aiming 

to develop a market leading toolkit and 
(ii) to improve the consistency of value-
creation and hence returns within funds. 
Finally, for some firms it is also integral to 
their culture to place a strong emphasis on 
sustainable and responsible investment. 
We can see this when managers attempt 
to set out guidelines for their own 
approach to ESG as well as those of their 
portfolio companies.

We are getting quite close to total 
coverage on this metric. It is still possible 
that some of our future emerging (or 
prime) manager relationships will take 
a little engagement to develop ESG 
policies; however, the trend is clear which 
is a highly satisfactory outcome from 
the last four years of more coordinated 
engagement.

83.3%

ESG Policy is now a basic requirement

Codes of Conduct 

PRI is still attracting new signatories

 

Almost half of our managers are signatories 
to a code of conduct of some kind, which 
gives us an additional layer of comfort 
around their adherence to their own 
policies. In particular the PRI, with its own 
reporting requirement, is still seen as 
providing validation for investors. Despite 
these reporting requirements that we 
know some GPs consider to be onerous, 
managers are still choosing to join.

Four of our existing managers signed up 
to the PRI during the last twelve months 
and three of our new managers – Bencis, 
Montefiore, Summa – are also signatories. 
The fact that even established fund 
managers are becoming PRI signatories 
during their fund raising period speaks 
volumes about the importance LPs now 
ascribe to responsible investment. It is seen 
as a form of quality standard in this area 
that investors understandably appreciate.

47.6%

Specific Responsibility for ESG

Building knowledge and awareness 
within the firm

 

Three years ago, only 45% of firms had 
someone specifically ensuring that ESG 
risks were being properly managed in the 

portfolio. That has now risen to 64% and 
gives a sense of the relative importance 
managers are now placing on overseeing 
this. We have said in the past that making 
someone responsible is not the only way 
to ensure widespread adoption, however 
it does help with accountability. As a 
way to better understand how managers 
are developing consensus around the 
importance of ESG, we are starting to 
collate information about how much 
training is being offered to teams

The key to the success of implementing 
a responsible investment policy well is 

a combination of good training and the 
investment team being held to account 
at various points along the process: such 
as by the investment committee, the lead 
partner or the compliance officer. So far 
much training is ad-hoc or part of general 
compliance requirements, however more 
tailored learning is also taking place. 
Going forward much of data we capture 
on how firms transmit best practice 
internally will be qualitative rather than 
quantitative, therefore the way we report 
on it may change.

64%
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Input to Boards on ESG

Regular monitoring is key 

 
It is now the case, that almost all of 
our managers cover some ESG issues at 
Board meetings. This, combined with 
the high percentage coverage of ESG 
policies, means that regardless of how 
well GPs are reporting to us, some level 
of engagement is going on with portfolio 
companies.

Some GPs will have more in-depth 
discussions once or twice per year, others 
will discuss a small number of relevant 
KPIs at almost every Board (this is very 
often the case where health and safety 
indicators are of greatest importance). 
We do not wish to impose a particular 
approach, however we do believe that 
the best managers will also make an 
effort to educate and lead Boards with 
them. 

There is huge diversity in the amount and 
depth of data captured by our managers. 
One of our newest managers under 
coverage monitors 56 ESG indicators 
for all its companies, but for most, it 
will choose half a dozen KPIs most 
appropriate to the company. Many are still 
using external specialist advisory firms to 

evaluate portfolio companies on a regular 
basis. This is fine, but we believe that our 
managers know their portfolio companies 
better than anyone else does and that 
taking full responsibility for the process 
of goal setting and monitoring can only 
enhance that.

From here, BMO PE will endeavour to 
understand which issues are actually 
being covered in Board meetings, both 
through engagement with our managers 
and from the reports we receive. Whether 
firms use their own methodology for 
calculating key indicators or use industry 
standards, we believe that the evolution 
of the industry’s approach to ESG risk 
management goes to prove the old adage 
that what gets measured gets managed.

95.2%

Reporting on ESG to LPs

Big improvements observed 

There has been a significant increase 
in the percentage of our managers 
reporting to us on ESG issues from 53% 
last year to almost 67%. This is up from 
40% in 2014, which shows how much 
of a change in attitudes there has been 
in the last few years. The number of our 
managers producing ESG reports has 
increased and so too has the quality of 
the reports. We believe that there are 

various interconnected virtuous cycles 
at work here. Firstly, many GPs have 
been out fund raising over the last few 
years during which time prospective 
LPs have helped to ensure a degree of 
consistency in approach around ESG. This 
has led to managers improving their own 
engagement with portfolio companies 
and attempting to capture concrete 
measures of progress, as discussed 
above. At the same time, investors, such 
as ourselves, have been demanding 
enhanced ESG reporting through a 
combination of fund legal documents and 
side letters. Finally, since ESG is better 
integrated into managers’ processes, they 
are better able and hence more willing 
to accede to reporting requests. Some 
may even see it as a valuable marketing 
tool. A large multi-page glossy report 
is not the be-all-and-end all as far as 

good communication; a one or two page 
summary can be just as useful for us 
as a longer document. Many managers 
are choosing to integrate ESG reporting 
into either their standard quarterly or 
annual reports to LPs. As long as there is 
sufficient data to give an impression on 
the risks being managed, this is perfectly 
acceptable. 

As usual, there have been little in the way 
of serious ESG-related alerts during the 
course of the year. We would expect that 
with ESG better managed, there would be 
even fewer in the future. 

Regardless of style, what matters is 
meaningful content. There has been a 
welcome improvement in the willingness 
of managers to be more transparent as 
they become more confident in their 
processes.

66.7%

KPIs = Key Performance Indicators
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Our managers have taken some significant steps forward over 
the past year, which we believe reflects a fundamental change 
in the attitude of the private equity industry as a whole (at least 
in Europe). We remain willing to engage with newer managers 
who may require support to put a process in place over time. 
We believe this is a better way to fulfil our obligations under 
the PRI than to strictly screen out funds without ESG policies. As 
the industry evolves, we now have the arguably harder job of 
evaluating how well GPs are actually implementing their stated 
approaches. However, this kind of assessment is a fundamental 
skillset of the BMO PE team into which ESG is firmly integrated.

Since the leaders within our managers are consistently raising 
the bar we may look to change which measures we monitor to 
better capture best practice. This will be more important as we 
reach a situation where the vast majority of our managers are 
meeting our basic requirements. It is a testament to how rapidly 
the industry has evolved in the last few years that this might soon 
be possible.

Julia Clark, Director
BMO Global Asset Management (EMEA) Private Equity
June 2017

Views and opinions expressed by individual authors do not necessarily represent those of BMO Global Asset Management.

Conclusion

Survey Method

We have removed four manager since the last survey, where funds and/or co-investments are either fully liquidated or almost 
so. Eight new managers have been added taking the total number under coverage for this report to 84. Of these, we have 
responses from almost 99% of those under coverage. BMO Global Asset Management believes that ESG factors can influence 
company performance, and that consideration of ESG factors in the investment process can reduce investment risk and 
underpin long-term returns. Moreover, as a founding signatory to the UNPRI, BMO Global Asset Management is committed 
to responsible investment practices, including integrating the analysis of ESG issues across all asset classes. As part of this 
ESG integration BMO PE actively engages with its underlying fund managers to encourage them to develop responsible 
investment policies that address ESG risks, both during the pre-investment due diligence phase and throughout their tenure 
as shareholders. The cooperation of our private equity managers is essential to the compilation of this report.


