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ESG INTEGRATION APPROACH 

• The US Smaller Companies Equity Fund uses ESG integration as part of its investment process. This means 
incorporating environmental, social and governance factors to enhance investment decisions. Our philosophy is 
that ESG factors are a component of the investment decision—meaning that they are not the sole driver of an 
investment decision, nor are they considered separately from more traditional analysis.  

• The process of ESG integration takes place on two levels: first, with our research analysts as they incorporate 
environmental, social, and governance factors into company valuations and ratings, and second, with the 
portfolio manager as he balances these ESG factor exposures at the portfolio level. Both the analysts and the 
portfolio manager are able to leverage dedicated, in-house resources to assist in analyzing ESG criteria.  

• Our ESG specialist teams provide investment research on ESG issues at the company level and on thematic 
topics. Additionally, they have built tools to help proactively and systematically analyze the environmental, 
social, and governance factors that could impact our investments. The foundation of the analysis is a proprietary 
flagging tool called the Responsible Investing Indicator Model. It covers around 15,000* companies and pulls 
from data sets that are not in the wheelhouse of traditional financial analysis. These data sets include:  

- ESG performance data (i.e. number of accidents, carbon emissions, strength of whistle-blower 
programs);  

- ESG targets (i.e. plans to reduce carbon emissions, increase diversity, etc.)  
- ESG incidents and controversies (i.e. environmental fines paid, local community controversies/protests 

against a company, etc.) 
 

• Our investment process seeks to strike an appropriate balance between risk and return, and we approach ESG 
considerations in the same manner, considering both financial and non-financial risks. The strategy’s portfolio 
manager works collaboratively with investment analysts and with our internal ESG resources to develop an 
understanding of the key ESG considerations, and to weigh their significance against other aspects of the 
investment opportunity. The relative importance and impact of ESG factors will vary from company to company, 
similar to many investment considerations in our bottom-up approach. 

 
INVESTMENT OBJECTIVE 
To increase the value of its shares, over the long term, through growth in the value of its investments. 
 

INVESTMENT PROCESS 
The fund is actively managed and invests mainly in a widely diversified portfolio of shares from smaller capitalisation 
companies in the United States. The fund may use derivatives for hedging and efficient portfolio management. For 
full investment objective and policy details refer to the prospectus. The manager is not constrained by the fund’s 
benchmark. 
 
 
 
 
 
 
 
This marketing communication is for Investment Professionals only. Not for further distribution. 
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RECENT COMPANY ENGAGEMENTS 

We maintain a regular dialogue with the management teams of companies represented across the portfolio. Our 
investment-driven engagement program frequently identifies targets through our proprietary RIIM analysis, 
governance screening and analysts’ fundamental research. While we engage with companies in a variety of different 
contexts, ESG engagement focuses on learning about, influencing or exchanging perspectives on the environmental 
practices, corporate governance or social issues affecting their business. While most of the meetings we hold with 
company managements will include some discussion of ESG topics, we differentiate meetings held with a heavy 
focus on ESG, meaning ESG issues were the sole items on the agenda or made up a meaningful part of the 
meeting. Agenda items are classified as “meaningful” when they take up a significant portion of the meeting or are a 
significant factor in the investment case. The following are selected examples of recent engagements with 
companies held in or considered for the portfolio. The examples are not meant to be representative of every 
engagement held, but to illustrate the types of ESG engagements we are having with the managements of our 
investment companies. 
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Diamondback Energy (4th Quarter 2022 Engagement) 

Focus Environmental, Social, Governance 

Company 
Description Diamondback Energy is a Texas-headquartered, independent oil and natural gas company. 

Engagement 
Objective We engaged with the company as part of a regular dialogue on ESG matters. 

Participants 

From Diamondback Energy: Chief Financial Officer; General Counsel; Vice President, 
Investor Relations; Associate General Counsel; Production Manager; Vice President, 
Strategy and Corporate Development 

From T. Rowe Price: Head of ESG; Responsible Investing Analyst 

Engagement 
Outcome 

The purpose of our engagement with Diamondback Energy was to review the company’s 
latest sustainability report and provide feedback on progress. We reviewed the company’s 
near- and medium-term targets, which we view as credible and based on clearly outlined 
strategies. Management expressed its belief that the company is on track to reach its scope 1 
and scope 2 emissions reduction goals by 2030, as planned, if not earlier.1 75% of the 
company’s oil production is now covered by continuous emissions monitoring systems, which 
help track and fix methane leaks, and the company is on track to achieve its 90% goal by 
2023, also as planned. The company also achieved its net zero initiative of zero net scope 1 
Greenhouse gas (GHG) emissions in 2021 by retiring 1.2 million carbon credits to offset 
scope 1 emissions. The use of these credits does not impact reduction goals but rather, in the 
company’s view, demonstrated a view of environmental performance as a cost to ensure 
execution. 

The company began publishing EEO-12 data in its latest sustainability report in response to 
feedback from investors. Females make up 29% of the workforce, with higher representation 
in office positions, and 29% of the workforce is ethnically diverse. While we view these figures 
as low overall, this level of representation is in line with peers. Employee turnover was 13% in 
2021, and the company expects a higher rate of turnover in 2022. The company implemented 
a work-from-home policy for office-based employees this year to improve flexibility and 
remain competitive. The company also achieved a record low total recordable incident rate 
(TRIR) among employees, thanks to what it described as a carrot and stick approach to driver 
safety that includes spending half a day with an instructor following an incident. Diamondback 
uses a data-driven approach to monitoring contractor safety through a third party that 
requires business partners to submit data and holds quarterly meetings to focus on and 
engage underperforming contractors. 

Diamondback slightly increased the weighting of ESG factors in compensation. Factors 
considered include goals on flaring intensity, GHG intensity, recycled water percentage, spill 
prevention, and TRIR. We believe this practice of tying 50% of all employees’ compensation 
to the same short-term incentive package is indicative of strong alignment and overall 
transparency. The company’s board size has increased in line with market capitalization from 
8 to 10 over the past year. The company has maintained diversity, with 30% representation of 
women and ethnically diverse members. 

The engagement informed our investment research and allowed us to provide feedback 
around best practices on ESG issues. We expressed support for its emissions targets and 
thoroughness of disclosure. 

1 Scope 1: direct emissions from owned or controlled sources; scope 2: indirect emissions from the generation of 
purchased electricity, steam, or cooling. 
2 The EEO-1 Component 1 report details demographic workforce data by race/ethnicity, sex, and job categories. 
 
 
 
 
 
The specific securities identified and described do not represent all of the securities purchased, sold, or 
recommended for the SICAV sub-fund, and no assumption should be made that the securities identified and 
discussed were or will be profitable. T. Rowe Price may have ongoing business and/or client relationships with the 
companies mentioned in this report.  
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Stericycle (4th Quarter 2022 Engagement) 

Focus Governance, Social, Environmental 

Company 
Description Stericycle is one of the largest providers of regulated medical waste disposal. 

Engagement 
Objective We engaged with the company as part of a regular dialogue on ESG matters. 

Participants 
From Stericycle: Chairman of the Board; Director; Vice President, Investor Relations; Vice 
President, ESG 

From T. Rowe Price: Responsible Investing Analyst 

Engagement 
Outcome 

The purpose of our engagement with Stericycle was to discuss board composition, the results 
of a third-party civil rights audit, and sustainability reporting. 

Most of Stericycle’s board has turned over within the past few years, with four new members 
since 2019 alone. The size of the board was also reduced from 12 to nine. All members are 
independent, except for the company’s Chief Executive Officer (CEO). The director of the 
board has driven board diversity efforts, which have resulted in racial and gender diversity 
and female representation of 56% and 33%, respectively. The board is open to increasing 
equity ownership for key executives, a matter that will be taken up at the next board meeting. 
These considerations include holding requirements, percent of stock in compensation for 
executives, and how deep into the employee base the program extends.  

Efforts from a newly formed Operations, Safety and Environmental Committee include the 
creation of dashboards to continuously measure performance and progress of safety 
initiatives; evaluation of safety goals, metrics, and targets that are included in the 
compensations system; and the evaluation of setting environmental targets. 

In 2021, the company received a shareholder proposal, which was passed, to undertake a 
third-party civil rights audit regarding disparities in racial composition of frontline workers 
relative to management and environmental racism of operation. This proposition was 
submitted by the International Brotherhood of Teamsters, a prominent labor union. Stericycle 
did engage a third party to determine the scope of the project with input from the Teamsters. 
The audit will review the internal workforce and evaluate policies, training, and procedures 
related to harassment concerns, recruitment, and diversity, equity, and inclusion (DE&I) 
promotion, as well as environmental justice, evaluating similar factors with respect to the 
company’s environmental impact. Management expects recommendations from the third 
party to be presented to the board in the first quarter of 2023 and that a plan will be 
subsequently formed. Publication of these findings may be delayed until the board’s plan is 
formulated and they can be presented simultaneously later in the year.  

The company published its second sustainability report in October 2022, which included third-
party verification, a supplier diversity program, and publication of EEO-1 data.1 The 
company’s second CDP (formerly, the Climate Disclosure Project) climate survey was 
submitted in July 2022, and management expects a grade in the very near term. The 
company is on track to issue environmental targets in 2023 focused on balancing aspiration 
with achievability, particularly in the context of the evolving Securities and Exchange 
Commission disclosure rule. The engagement informed our investment research and allowed 
us to provide feedback around best practices on ESG issues. 

1 The EEO-1 Component 1 report details demographic workforce data by race/ethnicity, sex, and job categories. 
 
 
 
 
 
 
 
 
 
The specific securities identified and described do not represent all of the securities purchased, sold, or 
recommended for the SICAV sub-fund, and no assumption should be made that the securities identified and 
discussed were or will be profitable. T. Rowe Price may have ongoing business and/or client relationships with the 
companies mentioned in this report.
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RISKS - The following risks are materially relevant to the fund (refer to prospectus for further details): Small 
and mid-cap - Small and mid-size company stock prices can be more volatile than stock prices of larger companies. 
Volatility - The performance of the fund has a risk of high volatility. 
 
General fund risks - to be read in conjunction with the fund specific risks above. Equity - Equities can lose 
value rapidly for a variety of reasons and can remain at low prices indefinitely. ESG and sustainability - ESG and 
Sustainability risk may result in a material negative impact on the value of an investment and performance of the 
fund. Geographic concentration - Geographic concentration risk may result in performance being more strongly 
affected by any social, political, economic, environmental or market conditions affecting those countries or regions in 
which the fund's assets are concentrated. Investment fund - Investing in funds involves certain risks an investor 
would not face if investing in markets directly. Management - Management risk may result in potential conflicts of 
interest relating to the obligations of the investment manager. Market - Market risk may subject the fund to 
experience losses caused by unexpected changes in a wide variety of factors. Operational - Operational risk may 
cause losses as a result of incidents caused by people, systems, and/or processes. 
 

IMPORTANT INFORMATION 
The Funds are sub-funds of the T. Rowe Price Funds SICAV, a Luxembourg investment company with variable 
capital which is registered with Commission de Surveillance du Secteur Financier and which qualifies as an 
undertaking for collective investment in transferable securities (“UCITS”). Full details of the objectives, investment 
policies and risks are located in the prospectus which is available with the key investor information documents (KIID) 
and/or key information document (KID) in English and in an official language of the jurisdictions in which the Funds 
are registered for public sale, together with the articles of incorporation and the annual and semi-annual reports 
(together “Fund Documents”). Any decision to invest should be made on the basis of the Fund Documents which are 
available free of charge from the local representative, local information/paying agent or from authorised distributors. 
They can also be found along with a summary of investor rights in English at www.troweprice.com.The Management 
Company reserves the right to terminate marketing arrangements. 

This material is being furnished for general informational and/or marketing purposes only. The material does 
not constitute or undertake to give advice of any nature, including fiduciary investment advice, nor is it intended to 
serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including 
T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and 
services. Past performance is not a reliable indicator of future performance. The value of an investment and 
any income from it can go down as well as up. Investors may get back less than the amount invested. 
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or 
solicitation to sell or buy any securities in any jurisdiction or to conduct any particular investment activity. The 
material has not been reviewed by any regulatory authority in any jurisdiction. 

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; 
however, we cannot guarantee the sources' accuracy or completeness. There is no guarantee that any forecasts 
made will come to pass. The views contained herein are as of the date noted on the material and are subject to 
change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. 
Under no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. 
Rowe Price. 

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material 
and in certain countries the material is provided upon specific request. 

It is not intended for distribution to retail investors in any jurisdiction. 

DIFC - Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the 
Dubai Financial Services Authority as a Representative Office. For Professional Clients only. 
EEA – Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) 
Management S.à r.l. 35 Boulevard du Prince Henri L-1724 Luxembourg which is authorised and regulated by the 
Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only. 

Hong Kong -- Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road, Central, Hong 
Kong. T. Rowe Price Hong Kong Limited is licensed and regulated by the Securities & Futures Commission. For 
Professional Investors only. 

Singapore - Issued in Singapore by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Road, 
#10-02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore Private Ltd. is licensed and regulated by the 
Monetary Authority of Singapore. For Institutional and Accredited Investors only. 

Switzerland - Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, 
Switzerland. First Independent Fund Services Ltd, Klausstrasse 33, CH-8008 Zurich is Representative in 
Switzerland. Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich is the Paying Agent in Switzerland. For 

http://www.troweprice.com/
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Qualified Investors only. 

UK - This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, 
EC4N 4TZ which is authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only. 

The sub-funds of the T. Rowe Price SICAV are not available to US persons, as defined under Rule 902(k) of the 
United States Securities Act of 1933, as amended (“Securities Act”). The shares of the funds have not been nor will 
they be registered under the Securities Act or under any state securities law. In addition the funds will not be 
registered under the United States Investment Company Act of 1940 (the "1940 Act"), as amended and the investors 
will not be entitled to the benefits of the 1940 Act. Provided to global firms in the US by T. Rowe Price Investment 
Services, Inc. 

© 2023 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn 
Sheep design are, collectively and/or apart, trademarks of T. Rowe Price Group, Inc. 
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