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ABOUT US

Tilney Bestinvest is a leading UK 
investment and financial planning firm 
that builds on a heritage of 180 years.  
We look after more than £9 billion on 
our clients’ behalf and pride ourselves 
on offering the very highest levels 
of professional client service with 
transparent, competitive pricing across 
our entire range of solutions.

Headquartered in Mayfair, London, 
we employ almost 400 staff across our 
network of offices, giving us full UK 
coverage, and we combine our award-
winning research and expertise to 
provide a personalised service to clients. 
Whatever approach you want to take,  
we can help.

If you prefer to make your own 
decisions, you’ll find everything 
you need to make the most of your 
investments on our Bestinvest website. 
In 2015, readers of the Financial 
Times and the Investors Chronicle 
voted us Best Online/ Execution-only 
Stockbroker.

We also offer investment management 
and advisory solutions, as well as 
bespoke financial planning, through  
our broader Tilney Bestinvest group.  
If you want assistance with retirement 
and Inheritance Tax planning, for 
example, our nationwide team of  
experts is there for you.

The Financial Times and the Investors 
Chronicle voted us Best Self-select ISA 
Provider in 2015 and Best Low-cost 
SIPP Provider in 2014. However, we 
draw greatest pride from the fact that 
our biggest source of new business is 
personal referrals from existing clients.

We hope that we can help you and your 
family and look forward to welcoming 
you as a client.

Peter Hall 
CHIEF EXECUTIVE

Past performance is not a reliable indicator of future returns.
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Would you like to talk to us about your investments? 

Call us on 020 7189 2400 or email best@bestinvest.co.uk 
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Introduction  

Louie French   
SENIOR RESEARCH ANALYST 

Welcome to the latest ethical and green investing guide from 
the research team at Tilney Bestinvest, in which we provide you 
with a detailed summary of the sectors. We include the latest 
developments, some of the challenges to ethical investing  
and finally our preferred funds.

We begin with Ethical and green investing – no longer just a 
question of morality. Here we discuss how attitudes towards 
ethical and green investments are changing, and how 
investing ethically doesn’t always need to come at the expense 
of performance. Also included in this part of the guide is an 
analysis of the impact avoiding certain market ‘sin’ sectors has 
on performance.  

The different shades of green (see page 11) highlights some 
of the challenges that investors face when choosing the right 
ethical fund to meet their desired moral stance. Our extensive 
fund and manager research shows that there are many shades to 
the colour green in ethical investing and the investment criteria 
that fund managers follow. Beware, some funds do not always 
do what they say on the tin! 

Lastly, the guide finishes with a detailed summary of the funds 
and managers that our analysts have strong conviction in over 
the long term. We hope you enjoy reading. 

Ethical and green investing –  
no longer just a question of morality 
The UK now has roughly 100 ethical 
funds for investors, which have a wide 
range of exclusions in their investment 
objectives in order to meet investor 
demand. By analysing this range of 
funds, it is clear that there is far greater 
choice for investors than there was when 
the first ethically screened funds were 
launched in the UK in the 1980s. It is 
also evident that investors have a wider 

range of moral and social considerations  
when making decisions. These 
considerations reflect how public 
opinion and consumer behaviour appear 
to have changed in recent times. From 
buying organic or locally sourced food to 
being more energy efficient, the themes 
of sustainability are now ingrained in 
the daily decisions of a large number  
of consumers.    

From an investment perspective, 
this change in consumer behaviour 
has had the impact of shifting the 
debate from whether you can afford to 
have an ethical or green slant in your 
investments to whether you can afford 
not to. In the next part of the guide, we 
have highlighted some recent examples 
of what can happen to a company’s 
performance when certain standards of 
corporate behaviour and responsibility 
are breached.  

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested.  This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Due to their nature, specialist funds can be subject to specific sector risks. Investors should ensure 
they read all relevant information in order to understand the nature of such investments and the specific risks involved. Please note 
that ethical funds may, by definition, have a limited investment universe; this may affect performance. The charts on pages 4-11 are for 
illustrative purposes only and are not an invitation or encouragement to invest.
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Volkswagen – smoke and mirrors

The Volkswagen emissions scandal 
has been one of the biggest stories of 
2015. This saw deliberate cheating in 
regulatory tests, a corporate governance 
failure at the highest level. As the 
chart shows, the German automobile 
giant’s returns for investors have gone 
into reverse, as the extent of its global 
emission testing breaches come to light. 
Whilst a number of investors will see 
such scandals as a potential opportunity 
to buy shares at a cheaper price, the 
legal fallout from the scandal seems 
to have many miles left on the clock. 
Expensive legal challenges from car 
owners, regulators and shareholders in 
a number of countries, combined with 

the recall of millions of vehicles, has 
seen Volkswagen launch an internal 
inquiry, setting aside around £5 billion 
to cover the costs. However, the overall 
cost of the emissions scandal could 
rise considerably, with Volkswagen 
publicly stating in October 2015 that the 
costs of possible legal action couldn’t 
be estimated at the time. All of this 
fallout even before the impact of senior 
management changes and the potential 
commercial damage to the VW brand is 
taken into consideration.

Whilst the extent of the damage 
to the VW brand and the financial 
implications for its balance sheet are yet 

to be seen, it is clear that the automobile 
industry is likely to face greater scrutiny 
from both consumers and regulators 
going forward – something we anticipate 
will be welcomed by environmental 
campaigners. However, the reason we 
have highlighted this example is not 
to make any moral or environmental 
points about the use of diesel vehicles or 
emissions. We have instead highlighted 
the Volkswagen example to show the 
potential damage to investor returns 
when a company does not follow 
trustworthy Environmental, Social and 
Governance (ESG) practices.  
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The second example we highlight is the 
share price performance of BP, both 
before and after the Deepwater Horizon 
oil spill in 2010. Whilst it’s prudent to 
point out that a large number of oil 
and gas companies have struggled as 
the price of oil has fallen dramatically 
in recent years (see page 6), the chart 
shows the individual impact that the 
oil spill had on BP.  You will see that the 
price of BP shares more than halved 
in the aftermath of the oil spill, which 
resulted in significant environmental 
damage, human casualties, and the loss 
of wildlife. 

Over five years later, and with the pre-tax 
bill for the oil spill estimated to be over 
USD$53 billion, BP shares have evidently 
failed to recover. Again, a number of 
investors will argue that there is a 
valuation argument for investing in 
BP, particularly if they believe that the 
price of oil will increase. However, a 
number of environmentally minded 
investors will believe that the fine is not 
large enough for the damage done and 
won’t care less what BP’s share price 
is doing. Our reasoning for providing 
this example is to show the impact that 
questionable ESG practices can have on 
investor returns. Was it just an accident 
or were corners cut? 

Whilst there is of course always an 
element of risk to investing in individual 
companies, our approach to our 
research is to ensure that we analyse  
the fund managers that we rate in  
great detail, both the management 
teams of the companies that they 
are investing in and also the risks 
associated with their trade. 

BP – still cleaning up the mess

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. The charts are for illustrative purposes only 
and are not an invitation or encouragement to invest.
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Does it pay to exclude certain industry sectors?
A question that we are commonly asked 
is whether investors should try to avoid 
certain industry sectors completely in 
their portfolio. Recently, the focus of 
such questions has been the dramatic 
fall in the prices of oil. As the chart to 
the right shows, the price of oil has 
fallen dramatically over the last  
two years.  

Linked to both the mass roll out of US 
Shale and the refusal to cut production 
by OPEC, and falling demand linked to 
both the slowdown in global economic 
growth and the enhancements in 
renewable technology, the picture of why 
the price of oil has fallen so dramatically 
is clear to see. However, this relationship 
between supply and demand is not a 
unique story for the oil market. If we 
consider what has happened to the 
majority of global commodity markets 
over the last 18-24 months, it is possible 
to argue that the commodity supercycle, 
driven by the dramatic economic 
growth in China, has come to an 
abrupt halt. Foreseeing this, the Asset 
Allocation Committee here at Tilney 
Bestinvest zero-weighted the commodity 
sector in our asset models back in 
September 2014. The performance of the 
commodity markets over that period is 
shown in the chart directly to the right.     

However, the impact of such dramatic 
falls in the commodity markets 
highlighted above has meant that equity 
market returns have also been hit. In 
the below chart, we show the industry 
sector breakdown of the FTSE 100, FTSE 
250 and FTSE Small Cap at the end of 
October 2015. 

INDUSTRY SECTOR BREAKDOWN
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As you can see, the large cap FTSE 
100 has a far greater proportion of 
companies operating in the oil and gas 
sector. Given the dramatic falls in oil 
and commodity prices, and the impact 
that has had on the mining sector in 
general, it is perhaps unsurprising that 
medium-sized companies in the FTSE 
250 have outperformed the FTSE 100 in 
recent years. The breakdown of sectors 
in each benchmark also helps explain 
why UK ethical fund managers with 
strict ethical investment criteria will 
tend to have an overweight exposure to 
the FTSE 250 and FTSE Small Cap. 

However, when answering whether  
it pays to exclude certain industry 
sectors, it is important to look at  
all of the so-called ‘sin’ industry sectors, 
and to look at their performances  
over the longer term. On the charts 
on the page we show both the five and 
fifteen-year performances of the ‘sin’ 
industry sectors versus the generic  
FTSE All Share. 

The charts clearly show, from a purely 
performance perspective (putting aside 
any moral arguments), over the longer 
term investors would have missed out 
on returns by completely excluding 
certain ‘sin’ industry sectors. Perhaps 
unsurprisingly, over the shorter five-year 
period banks, mining, and oil and gas 
have underperformed, while tobacco 
and brewers have outperformed. When 
analysing these performance numbers 
it is also important to remember 
that the FTSE All Share has various 

weights to each of these sectors. For 
example, at the end of November 2015 
the FTSE All Share sector breakdown 
included: oil and gas: 10%, banks: 10%, 
pharmaceuticals and biotechnology: 
8%, tobacco: 5%, mining: 4% and 
aerospace & defence: 2%. Additionally, 
it is important to remember that not 
all companies classified in each sector 
will have the exact characteristics. In a 
number of cases, certain companies are 
viewed as favourable by ethical investors 
for practices such as labour welfare or 
their willingness to engage on certain 
issues, while others in the same ‘sin’ 
sector would be excluded completely. 

Whilst we understand fully that a 
number of investors would rather 
lose out on performance than invest 
in certain companies or sectors, and 
that past performance is not a guide to 
future returns, our analysis highlights 
some of the difficulties of trying to 
exclude industry sectors completely.  
On page 12 we have highlighted how 
a number of fund managers make 
such investment decisions, but next we 
will highlight how attitudes towards 
environmental sustainability have 
led to the growth of the Renewable 
Infrastructure sector.     
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Renewable Infrastructure – environmental 
technology delivering attractive returns
Whilst it’s prudent at this point to acknowledge that there are often differences between ethical 
and green investments, the growth of the green market in recent years has strong links to the basic 
principles of ethical investing. The main principle they share is responsibility, and this is something 
that is now ingrained in a growing number of companies and investors.

However, one word more than any other best describes the change in the ethos of companies, 
governments and the general consumer over the past 15 years. That word is sustainability.  
This is not that surprising when you look at the rapid growth of the world’s population, as below. 

With the world’s population now  
estimated to be in excess of seven  
billion and continuing to rise, resource 
scarcity and sustainability are hot 
topics alongside the connected issue 
of climate change. From a consumer 
perspective, this should come as no 
surprise, if we think about the news 
and products that surround our daily 
lives. Ranging from locally sourced 
and sustainably produced goods in 
supermarkets to energy-efficient light 
bulbs and better-insulated buildings, 
energy efficiency and sustainability are 
now major factors in the decisions of 
consumers and companies alike.

For investors, the growth in the energy 
efficiency and sustainability markets 
should provide investment oppor-
tunities in a variety of sectors. One 

such investment area that has seen 
dramatic growth in the last few years 
is the Renewable Infrastructure sector. 
When the listed Renewable Infrastruc-
ture market started in March 2013 
with the launch of Greencoat UK Wind 
(UKW) on the London Stock Exchange, 
few could have predicted how quickly 
the sector would move into the main-
stream. At IPO, Greencoat UK Wind 
raised £260 million from investors, 
with £50 million of that investment 
coming from the Green Investment 
Bank and the UK Government. Fast 
forward two years and collectively the 
six UK-listed investment companies 
and trusts in the sector now have a 
market capitalisation in excess of  
£2 billion. 

The birth and growth of the sector is 
undoubtedly part of the wider push to 
reduce our carbon footprint, to focus 
on sustainability and to produce a  
dynamic and multi-dimensional 
energy landscape. It is also directly 
linked to the UK’s EU-binding carbon 
reduction target of sourcing 15% of 
its energy from renewable sources by 
2020. Government subsidies have been 
vital to the growth of the sector, and 
although the characteristics of each 
fund vary, as a general guide roughly 
half of revenues in each fund are  
guaranteed via government subsidies, 
with the other half exposed to  
wholesale electricity prices.
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A great deal of recent publicity has focused  
on changes to the UK’s subsidy regimes for 
new onshore wind and solar projects. Firstly, 
the end of March 2015 brought changes to  
the UK subsidy regime for new solar projects 
with the more competitive Contracts for  
Difference (CfD) auction being introduced 
for new projects greater than 5MW. This was 
followed by George Osborne’s announcement 
in the summer 2015 budget that climate 
change levy exemption certificates were to be 
removed, and later announcements by the 
Department for Energy and Climate  
Change (DECC), which included the close  
of Renewable Obligation Certificates (ROCs) 
for new onshore wind projects a year earlier 
in April 2016, and the ongoing consultations 
on the ROC and Feed in Tariff (FiT) subsidies 
for smaller solar assets. These changes have 
undeniably been major headwinds for the 
sector in 2015 and this volatility is visible in 
some of the performance figures shown in the 
graph to the right.     

Subsidies
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However, when analysing the Renewable Infrastructure sector it is important to remember that under current UK legislation 
the existing subsidies of operational assets are grandfathered for the duration of the project’s life. So whilst there has been 
a lot of changes and noise for new projects in the sector, the majority of projects in the funds that we rate in the sector are 
already operational and have a 15-20 year life cycle. Additionally, we anticipate that the already active UK secondary market for 
onshore wind and solar energy will continue to provide a strong pipeline in the medium-term, as a number of ROC approved 
assets in the construction phase reach completion and developers seek to recycle capital. The changes to subsidies in March 
2015 triggered a rush by developers to get new solar assets installed before the cut-off date, which in turn created a wave of  
secondary opportunities for our preferred funds in the sector that predominantly purchase only operational assets.  
We anticipate that the beginning of 2016 could see history repeating itself, particularly in the onshore wind space,  
as developers and utility companies turn attention to the DECC’s targeted growth technology – offshore wind.       

Falling power 
prices
Another headwind for the sector in 
2015 has been falling power prices, 
which are linked to gas prices and 
the dramatic fall in oil prices that we 
highlighted earlier. We have shown 
the volatility of power prices over 
the last few years, but it is important 
to highlight that a number of funds 
in the sector seek to mitigate this 
price volatility by entering fixed price 
contracts with utility companies. The 
duration of these fixed price contracts 
vary on an asset-by-asset basis, and 
the majority of managers in the sector 
believe that power prices will increase 
in the future.

Outlook
The challenge for technology in the sector is to further reduce the cost of producing energy so that it is competitive relative 
to fossil fuels, and to make the ‘price versus environment’ debate a thing of the past. The driver behind the UK Government’s 
changes to its subsidy regime is the need to reduce the cost of energy bills for consumers. Linked to this is the belief that certain 
parts of the renewables market are now mature enough to stand on their own two feet. The dramatic decrease in the cost of 
solar production in particular has been widely highlighted in the sector and a range of analysts are now predicting that solar 
will be cheaper than fossil fuels by 2020. 

Whilst the nature of geopolitics and science will see the on-going debate over the appropriate target for global emissions 
continue, we believe passionately that enhancements in technology, which we are already seeing in the likes of battery storage, 
are key to the long-term future of the renewables sector and reaching our environmental goals. 

For investors, the six UK-listed renewable infrastructure funds offer the opportunity to invest in the UK’s growing renewable 
energy market and potentially receive attractive returns. However, the popularity of the funds in the sector has led to their 
shares trading at a premium to net asset value on a regular basis. Thankfully, the structure of these investment companies and 
trusts means that equity fundraisings are fairly common and provide the opportunity for investors to access the funds at small 
discounts to the share price. 

We have listed some of our preferred funds in the sector at the end of this guide and believe that the best approach for investors 
is not to put all your eggs in one basket in terms of wind or solar technology. However, before we highlight our preferred funds, 
we have dedicated the second half of this guide to helping investors’ navigate the maze of ethical and green investing. 
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The different 
shades of green
As we have seen already, ethical, green 
and sustainability have all become 
mainstream themes in society over the 
last decade or so. From demanding 
that large companies have better 
corporate responsibility to anti-war and 
environmental protests, large parts 
of society are continuously calling for 
a variety of changes to how the world 
operates in the 21st century. With this  
in mind, we have designed this part of 
the guide to try to help ethical and  
green investors implement an 
investment strategy that aligns  
personal views to investments.

Identity crisis
Unfortunately investing ethically 
is not always straightforward. This 
is best highlighted by the on-going 
changes to how the sector is described 
in the investment industry. Current 
descriptions tend to vary from 
Environmental, Social and Governance 
(ESG), green, ethical, socially responsible 
investment (SRI) or sustainable. But in 
the past we have also seen Governance 
and Sustainable investment (GSI) and 
Social, Environmental and Ethical (SEE). 
In fact, even ethical investing week, 
which runs in October each year, has 
been rebranded Good Money Week. But 
will it stick?

UK retail 
market playing 
catch up 
The lack of clarity in defining the sector 
is clearly not helpful. Taken alongside 
the obvious question of investor appetite 
for the sector, it could be argued that 
the lack of clarity of what ethical 
investing is has prevented the sector 
from attracting assets in the UK retail 
market. According to the latest figures 
from the Investment Association (IA), 
money under management for ethical 
funds was £9.8 billion at the end of 
September meaning their share of the 
industry’s £830 billion total funds under 
management was just 1.2%, the same 
percentage as this time last year. 

However, with the Global Sustainable Investment Alliance stating that global sustainable investment assets had risen to 
over US$21 trillion in total, and with roughly 100 ethical funds for investors to choose from in the UK market alone, there 
are plenty of options for those wanting to invest ethically. The challenge will be to see whether the UK retail market follows 
the large number of institutional investors, such as in pension funds that have already begun moving towards more 
sustainable investments.

*Source: Investment Association/Tilney Bestinvest

ETHICAL FUNDS UNDER MANAGEMENT (FUM*)

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Please note that ethical funds may, by 
definition, have a limited investment universe; this may affect performance. The charts are for illustrative purposes only and are not 
an invitation or encouragement to invest.
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Choosing an 
ethical fund 
When it comes to choosing an ethical 
fund it is important that potential 
investors think clearly about what 
their ethical motivation is. Does a 
single issue, such as the environment, 
matter more than anything else, or are 
they looking to have a broad-based 
approach to investing ethically? Once 
clear, the next step is to choose a fund 
that has investment policies in line 
with the investor’s principles. 
Arguably, this can be the 
most difficult part of 
the process for ethical 
investors because not all 
funds have clear guidelines 
on what an acceptable 
investment is. Additionally 
it is common that investors 
with strong views on a 
number of issues will need 
to compromise sometimes 
to find a fund that matches 
the majority of their beliefs. 
Debates around whether an 
industry or a stock should 
be included in a fund are 
fairly common, especially 
in controversial areas such 
as animal testing where 
opinions can  
differ greatly. 

Beware; some funds do 
not always do what  
they say on the tin!

The green scale
The investment policies of traditional 
ethical funds are frequently split into 
three groups to highlight the strength of 
the ethical criteria they follow. The scale 
is helpful when trying to compare funds, 
but more importantly it helps guide 
ethical investors with a particular moral 
stance from inadvertently investing in a 
company or sector they wish to avoid.
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Screening
Arguably the most common and 
traditional process used by ethical funds 
is screening, which can come in both 
positive and negative forms. Typically, 
a fund will take a benchmark such 
as the FTSE All-Share or MSCI World 
and screen out all the companies that 
are deemed unethical. The industries 
and companies that are screened 
out can vary, but most tend to be 
related to health (alcohol, tobacco) the 
environment (oil and gas) or countries 
with a poor record for human rights. 
Positive screening on the other hand is 
when companies are included because 
they make a positive contribution 
to society or the environment such 
as renewable energy. Many funds 
use both forms of screening when 
selecting companies to invest in, which 
highlights the basic principles of ethical 
investments: avoid companies deemed 
to be unethical and instead support 
companies deemed to be good for 
society or the environment.

Best of breed
The best of breed approach is when a 
fund selects a company that is better 
than industry peers in achieving a 
number of ethical policies. For example 
if the ethical criteria in an investment 
strategy allows a fund manager to invest 
in the banking sector or the oil and 
gas sector, the fund manager would 
be expected to choose the oil and gas 
company with the best environmental 
record or the bank with the best ethical 
policies. This is very much a case of 
weighing up the pros and cons of each 
company and its individual corporate 
responsibility.

Engagement
Engagement is arguably the newest 
technique used by a number of 
ethical funds and it can be used as an 
independent thematic process or work 
alongside both screening and best of 
breed in an investment strategy. The 
basic methodology of engagement is 
to use shareholder influence to actively 
pressure companies to employ more 
ethical policies whilst trying to enhance 
shareholder value.

Outside 
influence
Whilst some fund groups have specialist 
in-house teams to help select companies 
to invest in, the majority of ethical funds 
use outside resources to help implement 
the ethical objectives of the fund. This 
can come in the form of independent 
committees that review the investment 
decisions of the fund manager and 
are often made up of experts from 
charities, faith-based organisations 
and NGOs. Also, a number of funds use 
independent research from specialist 
ethical external agencies to select 
companies to invest in. Independent 
research is a key feature in the screening 
and best of breed processes used in 
stock selection for many ethical funds. 
Investors should also be aware that 
some funds periodically engage with 
existing investors by seeking feedback 
on investment policies via surveys. 

Ethical investment funds – how they work 
As outlined already in this guide, ethical funds and investing ethically, like most things in life, is not black and white. 
Therefore, it is important as an investor to understand how the process behind ethical fund management differs from 
conventional funds and how it can vary on a fund-by-fund basis. The crucial point is that the approach to ethical investment, 
which is chosen for each individual fund, works alongside the standard fund management techniques to form the overall 
investment strategy. Next, you can see a summary of the most commonly used approaches.
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Whilst it’s prudent to note that the FTSE does provide a detailed summary of its ESG 
methodology when calculating the index, and that we are not making any moral 
judgements of the companies listed above, it is our belief that our preferred actively 
managed funds are currently more stringent in their ethical criteria and application. 

In addition, if we consider the performance of the FTSE4GOODUK index highlighted 
below, it is clear that investors would have experienced better returns over the last five 
years from our preferred actively managed funds in the UK sector. 

Is it easier to just buy a tracker?
As a result of the complexities to investing ethically already highlighted, we are often 
asked by clients whether it is simply easier to just buy a tracker.  As with actively 
managed ethical funds our response is to always check the ethical criteria carefully 
before investing. Our reasons why can be explained succinctly by the following 
example. If we take the FTSE4GOOD UK index, which is tracked by a number of funds 
in the passive space, we do not believe that ethical investors would expect to see the 
following companies as the top 5 constituents in the index at the end of October 2015.

Constituent Weights (%)

HSBC 6.41

GlaxoSmithKline 4.42

Roayl Dutch Shell A 4.26

Vodafone 3.68

AstraZeneca 3.39

TOTAL 22.16

Source: FTSE

TOP 5 CONSTITUENTS – FTSE4GOOD UK INDEX

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Exchange traded investments track the 
performance of a financial index and as such their value can go down as well as up, much like shares, and you can get back less than 
you originally invested. Some ETFs are more complex so you should ensure your read the documentation provided to ensure you fully 
understand the risks. Bonds issued by major governments and companies will be more stable than those issued by emerging markets 
or smaller corporate issuers; in the event of an issuer experiencing financial difficulty, there may be a risk to some or all of the capital 
invested. Please note that historical or current yields should not be considered reliable indicators of future performance.
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Fund Performance
Historically fund performance has always been the hot topic when the investment 
industry discusses ethical investing. The main reason for this is that the performances 
of ethical funds tend to differ significantly from mainstream indices at times due to 
the restrictions in the choice of investments that can be made. These restrictions also 
make peer group analysis of an ethical fund versus standard open-ended funds in the 
same Investment Association (IA) sector difficult. 

As we highlighted earlier, the so-called ‘sin’ sectors have various weights in certain 
markets and their performances have varied over time.  The impact this has on relative 
fund performance is that depending on the ethical criteria employed by each fund and 
the market they invest in, each fund will either benefit or lose out from its overweight  
or underweight position in each industry sector. For example, all of our ethical funds 
highlighted have benefitted from being underweight to the oil and gas and mining 
sectors over the last 12 months.   

Furthermore, ethical funds tend to have a relatively higher exposure to mid-cap and 
smaller-sized companies compared to their benchmark and many conventional funds. 
This is mainly due to large international firms being more likely to be screened out of 
a fund’s stock selection process for failing an ethical policy in an area or geographic 
location of their business.  For example, according to data from MSCI at the end of 
October 2015 the average market capitalisation of a constituent in the MSCI World 
Index was US$20 billion, far greater than the majority of holdings an ethical fund 
tends to have. 

However, investors looking to invest ethically should not be too downhearted by the 
divergence that ethical funds sometimes take from their benchmarks. Whilst past 
performance is not a guide to future returns, we have highlighted the performance of 
our preferred funds versus both their benchmark and Investment Association peer  
group average. 

Both of our rated UK Ethical funds, Kames and Standard Life, are top quartile in the 
Investment Association UK All Companies sector over a rolling 1, 3, and 5-year period, 
benefiting from positive stock selection and their underweight to the oil and gas and 
mining sectors. Both funds have also benefitted from the long-term trend of more UK 
focused medium-sized companies in the FTSE 250 index outperforming the large caps 
in the FTSE 100.
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The performances of our rated Global Ethical funds, F&C and Jupiter, highlight the 
contrasting investment approaches that both funds have. Firstly, F&C Responsible 
Global Equity is far more mainstream and comparable to the benchmark, which is 
shown by its performance being top quartile in the Investment Association Global 
sector over a rolling 1 and 3-year period.  Meanwhile, Jupiter Ecology’s performance 
in recent years has lagged global equity markets, but the environmental nature of 
this fund results in there being little commonality with the benchmark. However, 
investors still would have made a positive return. 

As the above chart shows, both of our three-star rated Ethical Bond funds, Kames 
and Standard Life, have performed broadly in line with the peer group average/
benchmark despite their ethical overlay. 
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Kames Ethical Equity «««««
One of three funds in the Kames Ethical range, we would describe the Kames range as following ‘dark green’ ethical 
criteria. Kames employs EIRIS – a leading global provider of research into companies’ environmental, social and governance 
performance – to provide an ethical screening service which is supplemented by an internal corporate governance and ethical 
research team at Kames. This team is independent from the fund managers. With over 25 years’ ethical investing experience, 
Kames has one of the largest UK ethical fund ranges with an estimated £2.1 billion in ethical mandates.* Kames also conducts 
an annual survey where ethical investors can provide feedback on the policies and procedures being applied.

Launched in 1989, this fund is one of the UK’s oldest ethical funds with a longstanding and successful manager in Audrey 
Ryan. Ryan has an impressive career track record in the UK All Companies sector, which is remarkable considering that ethical  
funds are restricted from accessing certain parts of the market. The fund is top quartile in the Investment Association UK All 
Companies sector over a rolling 1, 3, and 5-year period, benefiting from positive stock selection and its underweight to the oil 
and gas and mining sectors. 

At the end of October 2015 the fund had 73 holdings, but this figure tends to range from 70-120. The list of industries Kames ex-
cludes is very detailed and is outlined in their prospectus for investors, but in summary exclusions include companies involved 
in any form of animal testing, companies which have a significant negative impact on the environment, defence companies,  
nuclear power companies, companies that give political donations above £25,000 each year, and companies in the following 
industries: genetic engineering, alcohol, gambling, pornography and tobacco. Banks are excluded if they are deemed to be  
corporate and/or international banks with exposure to large corporate and/or third world debt. The oil and gas sector is not 
completely excluded.

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.

*(Source: Kames)

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment please 
contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk depending 
on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to 
investing. Smaller companies shares can be more volatile and less liquid than larger company shares, so smaller companies funds can 
carry more risk. Please note that ethical funds may, by definition, have a limited investment universe; this may affect performance. 
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Standard Life UK Ethical «««««
One of three funds in the Standard Life Ethical range, we would describe the Standard Life range as following ‘dark green’ 
ethical criteria. Standard Life also employs EIRIS – a leading global provider of research into companies’ environmental, social 
and governance performance – to provide an ethical screening service, which is supplemented by an internal responsible 
investment team at Standard Life. This team is independent from the fund managers and the range also benefits from having 
an Ethical Funds Advisory Group that meets every six months to review the ethical policies and procedures in place.  Standard 
Life also conducts an annual survey where ethical investors can provide feedback on the policies and procedures being applied. 

Launched in 1998, the Standard Life UK Ethical fund is currently managed by Lesley Duncan. Duncan took over the reins in 
2004 and now has an impressive career track record in the UK All Companies sector. The fund is top quartile in the Investment 
Association UK All Companies sector over a rolling 1, 3, and 5-year period, benefiting from positive stock selection and its  
underweight to the oil and gas and mining sectors.

Standard Life follows a strict ethical process, which includes both negative and positive screening, where a number of  
companies and industries are screened in or out of the stock selection process depending on their impact on the environment 
or society. Exclusions include: companies that cause environmental damage or pollution, animal testing, genetic engineering, 
intensive farming, alcohol, gambling, pornography, tobacco and weapons. Positive inclusions include: environmental  
technology and pollution control companies, companies that promote equal opportunities and diversity in their employment 
practices, companies that donate to charities or are strongly involved in the community, and companies with good principles 
of business behaviour and ethics. 

At the end of October 2015, the fund had 67 holdings with an overweight bias towards the FTSE 250.

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.
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 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk 
depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks 
prior to investing. Smaller companies shares can be more volatile and less liquid than larger company shares, so smaller companies 
funds can carry more risk.
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F&C Responsible Global Equity «««««
The F&C Responsible Global Equity fund is a new addition to this year’s guide following us giving it a three-star rating in  
October 2015. 

Launched in 1987, the fund has a global remit and seeks to invest in companies making a positive contribution to society and 
the environment, while avoiding investment in companies with damaging or unsustainable business practices. 

It is currently co-managed by Alice Evans and Jamie Jenkins who are responsible for portfolio construction, while ethical 
screening and engagement is the responsibility of the large internal governance and sustainable investment team.  The fund’s 
ethical policies and procedures are also reviewed on a quarterly basis by an independent Responsible Investment Advisory 
Council, whose President is the Archbishop of Canterbury. 

One of seven funds in the F&C Responsible Investment range, we would describe this fund as following ‘mid green’ ethical 
criteria. The fund uses both negative and positive screening, and ’invest, avoid and improve’ is the key philosophy. Exclusions 
include companies with a large turnover from the following industries: alcohol, aviation, investment banks, gambling, fur, 
mining, nuclear power, oil sands and Arctic drilling, pornography, roads, tobacco and weapons. Companies with a poor record 
on human rights and labour standards will also be excluded. 

The fund is a high-conviction portfolio of 50-70 stocks, which has a style bias towards mid-cap and growth stocks, but is more 
closely correlated to the MSCI World benchmark than a number of peer global ethical funds. Performance has been strong, 
with the fund in the top quartile in the Investment Association Global sector over a rolling 1 and 3-year period. 

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.
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Source: F&C/Tilney Bestinvest

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk 
depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks 
prior to investing. Smaller companies shares can be more volatile and less liquid than larger company shares, so smaller companies 
funds can carry more risk.
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Jupiter Ecology «««««
Launched in 1988, the Jupiter Ecology fund was the UK’s first authorised green unit trust. Current manager Charlie Thomas 
has been at the helm since 2003, and has an impressive CV, which includes spells as an environmental policy adviser at BP and 
working for the United Nations Environment Programme. Thomas obtained an MSc in Environmental Technology from  
Imperial College, London. 

The fund has a global remit and focuses on companies that provide solutions to environmental and social problems. 

The manager believes that these companies will have a long-term structural impact across three key areas: infrastructure,  
resource efficiency and demographics. The manager also uses a bottom-up approach when selecting stocks rather than  
targeted asset allocation. 

Screening is carried out by the Jupiter sustainable investment team, which assesses companies against a set of ethical and  
environmental criteria. Exclusions include any company that derives more than 10% of its turnover from the following  
activities: alcohol, animal testing for cosmetic products, gambling, nuclear power, pornography, tobacco and weapons.  
The fund also invests on a best of breed approach in certain sectors where companies have demonstrated a commitment to 
minimise the environmental and social impact of their operations. We would describe the fund as following ‘dark green’  
ethical criteria.

At the end of September 2015 the fund had 69 holdings and is underweight in its allocation to US equities when compared to 
the MSCI World benchmark. Performance in recent years has lagged global equity markets, but it is important to remember 
that the environmental nature of this fund results in there being little commonality with the benchmark.

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.
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 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk 
depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks 
prior to investing. Smaller companies shares can be more volatile and less liquid than larger company shares, so smaller companies 
funds can carry more risk.
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Kames Ethical Corporate Bond «««««
One of three funds in the Kames Ethical range, we would describe the Kames range as following ‘dark green’ ethical  
criteria. Kames employs EIRIS – a leading global provider of research into companies’ environmental, social and governance 
performance – to provide an ethical screening service that is supplemented by an internal corporate governance and ethical 
research team. This team is independent from the fund managers. With over 25 years’ ethical investing experience, Kames has 
one of the largest UK ethical fund ranges with an estimated £2.1 billion in ethical mandates.* Kames also conducts an annual 
survey where ethical investors can provide feedback on the policies and procedures being applied.

Launched in 2000, the Kames Ethical Corporate Bond fund is co-managed by Euan McNeil and Iain Buckle. McNeil has 17 
years’ industry experience and holds an MSc in Investment Analysis. Buckle also has 17 years’ industry experience, studied  
Economics at Heriot Watt University and is a CFA charterholder. 

At the end of October 2015, the fund had 134 holdings with an overall modified duration of 6.37 years. Credit spread has a  
large bias towards investment grade. The list of industries Kames excludes is very detailed and is outlined in its prospectus 
for investors, but in summary exclusions include companies involved in any form of animal testing, companies which have a 
significant negative impact on the environment, defence companies, nuclear power companies, companies that give political 
donations above £25,000 each year, and companies in the following industries: genetic engineering, alcohol, gambling,  
pornography and tobacco. Banks are excluded if they are deemed to be corporate and/or international banks with exposure  
to large corporate and/or third world debt. The oil and gas sector is not completely excluded.

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.

*(Source: Kames)

As at 30/09/2015

Source: Kames/ Tilney Bestinvest

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk 
depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks 
prior to investing. Bonds issued by major governments and companies will be more stable than those issued by emerging markets or 
smaller corporate issuers; in the event of an issuer experiencing financial difficulty, there may be a risk to some or all of the capital 
invested. Please note that historical or current yields should not be considered reliable indicators of future performance.
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Standard Life Ethical Corporate Bond «««««
One of three funds in the Standard Life Ethical range, we would describe the Standard Life range as following ‘dark green’ 
ethical criteria. Standard Life also employs EIRIS – a leading global provider of research into companies’ environmental, 
social and governance performance – to provide an ethical screening service which is supplemented by an internal responsible 
investment team at Standard Life. This team is independent from the fund managers and the range also benefits from having 
an Ethical Funds Advisory Group that meets every six months to review the ethical policies and procedures in place.  Standard 
Life also conducts an annual survey where ethical investors can provide feedback on the policies and procedures being applied. 

Launched in 2005, the Standard Life Ethical Corporate Bond fund is currently managed by Mark Munro. Munro joined Stand-
ard Life from Scottish Widows in 2013 and holds an LLB Honours in Law and is also a CFA charterholder.  At the end of October 
2015 the fund had 181 positions with a bias towards investment grade bonds. 

Standard Life follows a strict ethical process, which includes both negative and positive screening, where a number of  
companies and industries are screened in or out of the stock selection process depending on their impact on the environment 
or society. Exclusions include: companies that cause environmental damage or pollution, animal testing, genetic engineering, 
intensive farming, alcohol, gambling, pornography, tobacco and weapons. Positive inclusions are: environmental technology 
and pollution control companies, companies that promote equal opportunities and diversity in their employment practices, 
companies which donate to charities or are strongly involved in the community, and companies with good principles of  
business behaviour and ethics. 

As with any ethical fund, investors should check the fund's ethical restrictions in the prospectus before investing.

As at 30/09/2015

Source: Standard Life/Tilney Bestinvest

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk 
depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks 
prior to investing. Bonds issued by major governments and companies will be more stable than those issued by emerging markets or 
smaller corporate issuers; in the event of an issuer experiencing financial difficulty, there may be a risk to some or all of the capital 
invested. Please note that historical or current yields should not be considered reliable indicators of future performance.
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Greencoat UK Wind Investment Trust  «««««
Greencoat UK Wind is a London-listed investment trust that has a portfolio of interests in large operational UK wind farms, 
both onshore and offshore. The portfolio currently has 17 projects, 16 onshore and 1 offshore, with a combined value in excess 
of £650 million. Collectively the portfolio has an aggregate capacity of roughly 300 megawatts. Greencoat is independent, 
which allows assets to be acquired from a variety of utility companies.  

The trust targets returns to investors of 8 to 9% per annum, including a 6.26p annual dividend rising in line with inflation*. 
Half of its revenues are guaranteed by the UK government through the Renewable Obligation Certificate (ROC) subsidy regime, 
and the other half will be determined by power price agreements with the major utility companies.

It is arguably the yield of this trust that has resulted in its shares frequently trading at a premium to its net asset value.  
With the portfolio continuing to grow and new shares periodically being issued to help pay for new assets, the optimum time 
for clients to invest would be during a capital raise where the issue price is lower than the market price.

The investment managers for the trust, Stephen Lilley and Laurence Fumagalli, both have significant experience in  
infrastructure financing, particularly in renewable energy infrastructure. Lilley has a BSc in Physics, an MBA and holds the 
Investment Management Certificate. Fumagalli holds an MA in Mathematics and Philosophy, and an MSc in Economics and 
Political Science. 

This trust was the first to launch in the sector back in 2013, and at the time was backed by the government's Green Investment 
Bank, which later sold its holding as demand intensified.

*Yields quoted are not guaranteed, subject to policy changes and may be lower than target.

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Investment trusts are similar to funds in 
that they provide a means of pooling your money but they are publicly listed companies whose shares are traded on the London Stock 
Exchange. The price of their shares will fluctuate according to investor demand and changes in the value of their underlying assets. 
This is not advice to invest. 
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Foresight Solar Fund «««««
The Foresight Solar Fund is a London-listed investment company that invests in large, operational, UK ground-based  
solar power plants. The fund targets a 6.1p annual dividend that will increase in line with inflation and 7-8% total return  
per annum to investors.* The portfolio currently comprises 16 projects in total, which have an estimated total capacity  
of 350 megawatts.

More than half of the fund’s revenues are guaranteed under the UK’s Renewable Obligation Certificate (ROC) and  
Feed-in Tariff (FIT) subsidy regimes, and the remainder comes from Power Purchase Agreements with the UK’s major power 
utility companies. Solar energy is a comparatively new industry and the experience that the managers have dating back to 2007 
counts for much in this nascent sector. The Foresight group manages more than £1 billion of solar assets. 

The investment managers for the company are Jamie Richards and Ricardo Piñeiro from the Foresight group. Richards is head 
of infrastructure at Foresight and has overall responsibility for Foresight’s infrastructure/solar business in the UK, Italy, Spain 
and US. Piñeiro is head of UK Solar at Foresight. He joined Foresight from Espirito Santo Investment, where he spent three 
years in the project finance division as manager with a special focus on transport, energy, oil and gas.

*Yields quoted are not guaranteed, subject to policy changes and may be lower than target.

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Please note that ethical funds may, by 
definition, have a limited investment universe; this may affect performance.
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The Renewables Infrastructure Group «««««
The Renewables Infrastructure Group is a London-listed investment company that invests in wind farms and solar parks in the 
UK, France and Ireland. The fund targets a 6.19p annual dividend that will increase in line with inflation and 8-9% total return 
per annum to investors*. The portfolio currently comprises interests in 36 renewable energy generation projects – 24 onshore 
wind and 12 solar. The combined estimated total capacity of the portfolio is 660 megawatts.  

The managers of the investment company are Richard Crawford from InfraRed Capital Partners (an investment manager) and 
Jaz Bains from Renewable Energy Systems (the operations manager). Crawford has over 15 years’ infrastructure experience,  
has a degree in Civil Engineering and is a Chartered Accountant (FCA) and a member of the Association of Corporate  
Treasurers (AMCT). Bains has a degree in Mathematics with Management Applications, and is responsible for the operational 
management services provided to the company. 

The operations manager also works jointly with the investment manager on sourcing and transacting new business,  
refinancing existing assets and investor relations, but does not undertake any regulated activities. The Renewables  
Infrastructure Group benefits from having the first right of refusal on newly completed projects from RES, and can  
also source projects from InfraRed Capital Partners. 

Roughly 70% of revenues are guaranteed by renewable subsidies and fixed power price agreements with the major utility  
companies, with the remaining 30% of revenues dictated by market power prices, which are more volatile.

*Yields quoted are not guaranteed, subject to policy changes and may be lower than target.

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested.  This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment please 
contact one of our advisers. Past performance is not a guide to future performance. Different funds carry varying levels of risk depending 
on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to 
investing. Smaller companies shares can be more volatile and less liquid than larger company shares, so smaller companies funds can 
carry more risk. Please note that ethical funds may, by definition, have a limited investment universe; this may affect performance. 
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Data table

Name 2014* 2013* 2012* 2011* 2010* 5 Year Cumulative**

Kames Ethical Equity A 101.6 136.35 117.96 91.8 124.37 174.47

Standard Life UK Ethical Retail 97.63 134.36 121.64 94.42 124.28 180.97

FTSE All-Share TR 101.18 120.81 112.3 96.54 114.51 141.14

IA UK All Companies 100.58 126.32 115.44 93.23 116.74 150.75

F&C Responsible Global Equity 1 107.24 125.46 109.31 90.19 116.51 151.52

Jupiter Ecology 101.16 129.31 105.85 90.01 113.51 135.17

MSCI World TR 112.07 125 111.42 95.69 115.87 164.9

IA Global 107.5 122.21 110.3 90.39 116.33 144.63

Kames Ethical Corporate Bond Inc A 109.82 100.17 111.5 106.31 109.13 128.18

Standard Life UK Ethical Corporate Bond Retail 109.23 100.65 114.99 103.56 106.58 126.43

IA £ Corporate Bond 109.7 100.65 113.11 104.58 107.83 126.71

* The theoretical return to the investor from £100 invested at the beginning of each period ending 31 December assuming that all dividends  
received were reinvested.

** 5 year cumulative total return 31/10/2010 – 31/10/2015

Source Lipper/ Tilney Bestinvest

 IMPORTANT INFORMATION

The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested.  This guide does not constitute personal advice. If you are in doubt as to the suitability of an investment 
please contact one of our advisers. Past performance is not a guide to future performance. Current or past yield figures provided 
should not be considered a reliable indicator of future performance.
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 IMPORTANT INFORMATION
The value of your investment and the income derived from it can go down as well as up and you can get back less than  
you originally invested. Past performance should not be taken as a guide to future performance and current or past yields are not  
a reliable indicator of future performance. Before investing please check the specific risk information as some investments can be  
high risk or complex; they may also have risks relating to the geographical area, industry sector and/or underlying assets in which  
they invest. The information in this document is not intended as an offer or solicitation to buy or sell securities or any other investment or 
investment product, nor does it constitute a personal recommendation. Due to their nature, specialist funds can be subject to specific sector 
risks. Investors should ensure they read all relevant information in order to understand the nature of such investments and the specific risks 
involved. Please note that ethical funds may, by definition, have a limited investment universe; this may affect performance.
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