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Business Review™,

OFR*

Recipients E “Prepared so as to assist the members of
the company to assess the strategies
adopted by the company and the potential
for those strategies to succeed”

What “A fair review of the business of the | “A statement of the business, objectives and

company” strategies of the company”
“A description of the resources available to
the company”
"A description of the capital structure, the
treasury policies and objectives and the
liquidity of the company”
Forward-looking to the extent necessary ! “The main trends and factors which are
statements ! |likely to affect the company's future
3 5 1 2 development, performance and position”
Financial KPIs 4 A 1 4 A
! 3 5
5 5 1 2
! 5
Non-financial KPIs ! 55 5 ! 55 5
required
Non-financial matters ! 55 5 / “To the extent necessary”:

to be covered

“An analysis of environmental and social 2 3 5
aspects necessary for an understanding 5 !
of the company's development, | 9! 1 1 5 13 2
performance or position” 5
( P
Standards E %1 3 9 9! 1 1 2
55 91 3
5 ( 4 '
5
5 !

Table 1. Comparison of the requirements for a Business Review and the (abolished) statutory OFR.

3 +))-0="0
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Table 2. Percentage of local authority pension funds that contract out monitoring or intervention to
third party research providers, fund managers or conduct it in-house. Sample size 55 (includes non-
replies, e.g. from Funds with no external managers)

! 003 0 3 91
5 ! ! 0
3 3 2 ! ! 2 91
1 15 52 ! 0
55 55 ! 5 2
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! 5 ! I “trustees should also ensure that managers have an
explicit strategy elucidating the circumstances in which they will mtervene in a company”.
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3.3.2.Fund managers’ approach to monitoring and engagement
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While we do not necessarily become privy to ‘tomorrow’s announcements’ in these
meetings, [they] represent the early warning system for standard issues such as
succession planning [...] Occasionally companies tell us in advance of controversial
appointments or other contentious issues.

? 39 9 r 1 55 ! 9 31/

Our investment analysts meet with companies’ management at least once a year, and
talk to brokers. | therefore expect that any issues should be picked up fairly quickly.

55 19 07? 39
5 I “we keep in touch with companies; this is not exactly a system, but is
what we are here to do™ ! 3 9 !

[...] One could at times overcomplicate the process by putting in place procedures for
triggering intervention. Our monitoring is really done more on an ad hoc basis [...] Early
warning is less a question of systems and procedures and more about reliance on
individual analysts asking themselves pertinent questions and flagging up issues.

%! ! ! 55 !
/
. 5 ) 5
39 5 5 2 5
! 5 9 0
. 2 13 !
5 ! B! 5
3 0 4 0%! !
55 2 . 10
. ! 5 3 4 55 !
0
. 2 1 5 3 2 9
91 1 1 5 5 0
51 91! 5 !
> 39 21 1 55 0
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E ! 3 9 55 55 !
5 3 4 ar 1 3 5 3
2 1 or 3 BI 55 10
?1 ! . 12 5
55 ! B2 2 3

3.3.3.Intervention triggers and escalation

1 9 9 3 2 . 5 5 3 !
A 5 I A ! 5
2 5 ! o1 1
! 5 2 B2 B 2 0
19 ! ! ! 5 91
5 9 ‘reasonable expectation that activities [...] are likely to enhance the
value of a plan’s investment’ ! 5 0 ! 9
2 ! /
Professional judgement rather than setting objectives. !
3 9 LA 9 2 3 0
! 3 9 1 9 ‘common sense’ fprofessional judgement’l %!
1 9 ! 3 9 I  *“enhancing the plan’s value
is the sole objective”. 1 2 5
5 ! ! 5 1 521
A 2 3 5 2 3
2 55 0

On occasion (exception rather than the rule) objectives are set for specific escalation. But
there is not usually any need for escalation.

1 2 3 ! ! ' 5 5 3 3
9 B 39 5 /

We look at the company and the issue, and evaluate them on the basis of professional
judgement [...]This raises questions, because some people think that a given issue is
more important than others, and some people don’t think that corporate governance
matters at all. Other people find it immensely important and have huge teams working on
it.

Rationale for intervention. 5 3 . 1 9
5 5 o1 5 0# 0 (+))"*
! ! ! ! !
3 1 1 5 5 A
o1 1 1 | 2
3 T 3 07
D00 # 0 Responsible Ownership, Shareholder Value and the new Shareholder Activism 4
4 ! 5 3 2 )"
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! 39 1 1 2 2 1 !

2 o1 1 5 3 5 91 1

0 # 0 (+))"* 1 ol D 3 >
! 5 0 ! > “appear more as post-hoc
rationalisations than as genuine motivators™ %! ! ! ! 3

3 213 13 911 5 2 9 3

1 911 ; LA 3 0 1 9 2 3 1

39 9 3 39 1 3 B 5

3 (00
5 3 ) 0
%1 3

3 /
We get involved where we have bigger shareholdings. This is going to have a greater

impact for clients’ funds, and there will be more chance of success because of the bigger
stake in the company.

©
©
©
o)

Where we are a large shareholder, we assert a lot of influence simply by ringing up a
company.

? 3 9 .5 ! 39 .5 r 1
2 5 8B 3 2 !
5 or 1t 3 9 2 ! /

We have policies and principles in place aimed at improving general level of corporate
governance; these principles, applied to individual companies, are expected to improve
its corporate governance performance.

! 39 193 ! ! 5 5 5 5 2
3 3 ! ! r 1 0 %!
! 5 ? 2 ! 9 !
r 1 002 1 9 ! 5 9
1 5 9 5 2 2 1 1 2 1

%! 9! 1 ! 5 2
B2 B 2 2 3 5 5 0 9
! ! 3 5 3 2
' R ! 0 3 5 0%! 3 3 9 1
12 9 3 B 5 3 (00
A * fF o 5 3
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1 1 1 1 0 2 3 5

2 3 2 55 0

3.3.4.Limitations to escalation

YR 4309 ! 3 52
91 5 39 9 !
5 91 1o
2 1 439 53 |

5 5 1 5 1 l

15 91 5 | 2 0 B
9 2 91 1 2 5 39 !
13 2 91 5 ) 1 0

Establishing our credentials through that dialogue is important, as well as establishing our
level of understanding — management tends to listen to the comments of experienced
fund managers.

We prefer a debate/dialogue process because there would be room for everybody to be a
winner. Outcomes may not always be positive, but this is where progress is made.

! 0 5 3 9 ! ! 5
21 ! ! 15 911 5 0?2
3 9 2 ! 3 52 9 5
30 ! 3 9 .5 ! 3 911 152 5
! 3 ! 0
Tabling resolutions. %! 9 3 9
! r 1 9 9 !
! 3 2 /

We have never even come close to considering EGMs because it is nuclear and hugely
aggressive, and one has to ask whether the issue is really so significant to warrant this
escalation.

The expense of tabling resolutions at AGMs does not usually equal the value derived
from this by shareholders.

The ultimate option would be a significant vote (against somebody on the board) or even
a shareholder resolution. [A shareholder resolution] has not occurred yet, because most
companies back off before if the situation is that dire.

? ! 2 < 1 3 9l
55 9 » 3 0

Going public. 3 3 ! 9 2 !

5 5 ! 0 3 9 .5 1 5 ! 1 5

2 2 9 ! 5 (%! )

! L | o1 /
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Press coverage doesn’'t work towards clients’ advantage even though it may bring about
change.

A surprising amount of engagement can be done without publicity. A lot of what one can
do comes down to constructive conversations with the boards of companies. If boards
think that there will be a leak to the media, discussion will be far less fruitful.

Oppose votes. %! 9 ! 55
! 2 55 91 07? 39 !
55 3 . 5 3 2 5 !
5 0

It is important to be conscious of the ability to destroy value with an oppose vote if the
stake in the company is sufficiently high.

! 39 ! 1 9 5 55 !
5 ( ! 5 * 2 ! 3
0% 9 ' {5 5 0 55 !
3 ! 5 1 55 5 3
5 9l 5 5 0 %! !
11 5 .5 1 3 0
? 3 9 5 ror ol 1 5 2 55 1 2 5
9 55 3 A 2 ! or 1 2 A 5 5
! ! 5 D5 5 0
Working with other shareholders. 3 ! 3 9 1 9 91
! ! ! 3 9
5 0

We may well speak to other shareholders. This does not happen to start with, but if there
iIs no progress, we will check if others share the same views (joint action is possible to
have a greater weight). If not, a rethinking of our position is possiblel

It is best if shareholders are united, otherwise companies will ‘pick them off'.

Summar

' 5 5 1 15 52
3 ! 3 3 ! 2 0%! 5
5 ! 15 2 9 !
5 0 9 I 5 0
%! 55 3 K 5 5 10
55 ! 5 ar 1 9 (55 13 2
o911 5
55 ! 2 91 1 r 1 3
! 9 9 1 23 91 ! 5
0
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3.3.5.Integration into mainstream investment processes

%1 LI 3 9 ! 5 5
I “[tlhere have been concerns that the corporate governance aspect of engagement is
not integrated with the investment processi ! 3 39 91
LA 5 3 ! 3
5 07?2 ! 39 ! 9 2 5
5 3 4 ! 1 2 !
0 ! 39 I A 19
5 A 55 ! !
> 5 3 1 1 3
1 1 9 5 ! 5 L
! 2 ! 2 1 9 9l 3
A 3 1 5 5 2 ! 2 9
5 3 5 2 2 B 3
5 (9 TA B! 911 2 9
5 3 5 5 3
3 2 B ! 5 2 0
ol 5 55 5
! 9 2 9 5 3
0 15 2 51 5 . /

The corporate governance team sits next to the fund management teams and will
therefore always be included in discussions, and their opinions sought.

[Our] early warning system relies partly on [the corporate governance manager]
educating analysts in terms of things to look out for (e.g. for board composition,
acquisitions), and on conversations between [the corporate governance manager], and
analysts and portfolio managers (based in the same office): It is about talking to each
other and bringing the collective experience together.

# 9 3 r 3 B 59 grtr 3
91 9 9 3 . 5 3 2
3 5 3 5 2 I A 19 8 ! !
00 9l 3 !
2 9 1 2 10 55 !
! 5 3 5
1 ol 1 1 5
3 3 5 0 9 r 1 5 3
! ! 115 91 1 /

The decision about action is my responsibility. A list of actions to be taken is submitted to
the Shareholder Engagement Committee, which consists of the heads of all investment
units [...], [who] consider each case in terms of type of engagement, reasons, past

o Review of the ISC Statement of Principles on the Responsibility of
Institutional Shareholders and Agents 5 2 +))=
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performance and evidence of current progress, and decide whether files can be closed.
Decisions are not just waved through, but are looked into thoroughly.

%1 1 55 ! ! 2 1 3
5 3 /
Internally, we hold weekly meetings, attended by corporate governance team, head of

equities and head of investments. This is the Forum where issues are brought out, both
reactive and with the aim to improve companies’ CG position.

1 1 1 5 3 5 1
3 1 o1 11 5 11 1 9 1
5 5 0 %! 5 ! 5 3
2 ! 3 5 !
! 5
5 9 ! 3 !
5 3 5 2 0% 9
A ! or 1 ! 13 3 !
0? 39 .5 /

Financial analysts analyse companies on a global basis, according to sectors. They will
receive presentations from me on corporate governance.

! 39 91 9 5 3
.5 /

Analysts receive an introduction into CG as part of their initial induction; after that their
training is more informal or impromptu, based on close proximity to CG team. They would
not necessarily go through a remuneration consultation and come up with the same
question as the CG team, but CG team will flag up earnings’ targets issues.

3 5 5 5 3
5 ! 5 3 ! 5 !
2 5 2 ! 2 ! 9
5 ! 1 2 1
2 3 5 ( * I -ES 3
3 (zE *) 01 3 3 1o
3 ! 3 3
2 9 5 2 2 91
3 0 3 ! 2 !
2 A 0
1 5 9 2 2 9 B
5 3 ! ! 2 B 3
2 ! ! 3 B !
A 0 9 2 2 # 0 (+))"* 91l !
3 B ! ! 5 5 3
91 5 1 1 13 2 0 ?
" :E Generation lost: young financial analysts and environmental, social and governance

issues +))"
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3 9 1 3 B Gnot only corporate governance,
but something more serious”l ! 3 9 3 . 5 1A
9l ! 19 9 /

CGI/CSR is significant if it affects the protection of value: | see a difference between a
minor mechanical default to the Combined Code, and a more fundamental risk to the
protection of value of a company [...The case of BSkyB] is [an example of] where
governance issues become real issues to the value of the company. This is different from
the case of a smaller company that has two instead of three NEDs.

%! 39 r 1 9 2 9 5 3 3
! 3 ! ! ! ! 9
2 5 3 3 /

Most of the time it is about ensuring that a company has the systems in place to ensure it
does not destroy value.

%! . 5 5 9 ! 55 LV !

N

> 39 r 1 5 3 !
3 5 0 %! or 1 1 2
39 2 A 2 91 1 ! 5 0
1 1 5
91 5 ! D 9 ¢ !
5 ! 3 B ¢ 15
2 5 91 309 ! B 3 0

3.3.6.Conflicts of interest

% +))" 439 1o 2 o1 1 !

91 3 2 2 / fiduciary duties . . .
require that, in voting proxies, the responsible fiduciary consider those factors that may
affect the value of the plan’s investment and not subordinate the interests of the
participants and beneficiaries in their retirement income to unrelated objectives.’

%1 5 A I 9 “situations where [they] have a
conflict of interest will be minimised or dealt with.”

% +))" 43 9 I “[iln managing pension funds’ assets, fund
managers have also pursued only a limited range of strategies to deliver value to clients.
In particular, the review found evidence of general reluctance to tackle corporate

8 ! +))6
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underperformance in investee companies, particularly pre-emptive action to prevent
troubled companies developing serious problems.”*®

%! 43 9 2 ! or 1 15
! 3 . 5/
e Fund managers may manage the pension fund of the company at which they
are voting. ! 12 2
55 ! 5 5 ; 2 !
5 1 5 ! 0
e Fund managers may be part of a larger financial organisation. !
53 3 5 3 5 (07?255 ! 5
2 ! 2 911 5
2 2 2 0
1 9o 3 9 . 5 13 5 5 !
0 %! 5 5 k1 )
2 9 1 1 1
9 5 3 2 0 %!
1 B A
55 ! r 1 2 0
1 9 5 5 91 39 9
2 L 1 9 5 23
9 5 2 3 39 11 !
5 1 1 1 911 0
2?1 3 9 9 ! 1 55 !
2 ! R ! ! ! ! !
5 13 2 ! il 5 /

[...] Voting against a client is nothing unusual. This appears to be more of a problem from
the outside than from the insidel

Most FTSE 100 companies are clients; therefore conflicts are everywhere, but that is
widely ignored...It can be tough.

It does occur sometimes that we vote on companies whose pension funds are also
clients, but different individuals deal with clients and pension funds, and they are grown
up enough to know that this happens sometimes.

9ol 3 9 ! 3
! 5 2 91 5 2 !
r 07 3 5 ! 39 9 !
1 1 5 5 1 0
5 3 55 2 3 !
! 13 r 3 0 !
1 2 3 1 1 1 3 1
91 5 ¢! 9 2 A 9 9 0

/ Institutional Investment in the UK: A Review +))"
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-0"0 3 3
%1 5 A ! ! 3
! “set out the circumstances when they will actively intervene and how they propose
to measure the effectiveness of doing so.”
! ! 5 3 ! ! ! 3 9
1 5 5 ! 2 1! 9 5 I 9 “compare

experiences and draw conclusions about the usefulness of particular approaches and the

effectiveness of engagement”.**

% 9 39 1 1 3 !
3 3 ol !
ol 3 07 9 2 1
3 ! : 0 3 !
13 3 1o ! 5 00 1
! )3 5 22 12 113 1
2 9 5 3 5 ! 2
2 1
! 5 5 13 1 5 2
! 3 ! 0 %! ! 5 5
13 2 9 5193 9 2 ! 2 0
%1 ! 12 52 )3
3 90 ! 3 ! 5
3 2 2 2 0 Q
15 3 1o 3
! 9 0% > 12 ! !
A - ) 5 91 19 2 0
?2 3
‘ 5 ! 3 3 /9 ‘
9 1o 5 ! 2 1
39 o 3 o1 1
5 1 132 0

3.4.1.Internal systems to review monitoring results/Audit trails

%! 5 5 A “maintain a clear audit trail, for example,
records of private meetings held with companies, of votes cast, and of reasons for voting
against the investee company’s management, for abstaining, or for voting with
management in a contentious situation”.

o Review of the ISC Statement of Principles on the Responsibility of
Institutional Shareholders and Agents 5 2 +))=
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%1 5 3
3 2 ! 9 1 ! 0 %!
52 1 .5 5
3 5 5 A ! !
e %! 3 5 3 ! 3 5 . 3
5 2
. 5 5 P3 5 5 3 91
A 0°
3 2
! 0 9 5 19
! 91 39
2 ! 3 0 %! 21 1 A
I 3 5 I o1l
! 0
9 55 ! 91 19 /
. 3 ! 9 5 3 5 1 2
3
! 0
- ? 3 9 .5 ! 2 3 2
2 1 5 3 5
3 91 5 0
# 9 3 ! 1 9 91 1 9
! 39 07?2 3 9 .5 !
! 0 9 BT 2 0 ! 39
A “monitoring and intervention are not really linked in the
way suggested by the question”. ! 3 9 “[v]oting is the only thing you

can measure. Everything else is quite subjective...; with [discussions] it is difficult to
differentiate which factors lead to the outcome.”

%! ! ! 19 3

Summar

! 3 B 13 5 2
! 3 ! 0 # 9 3 1 9 or 1
39 3 19 3 !
3 ! 1 2 0 I 9
55 ! 39

Assurance reports on internal controls of service organisations made available to third parties

5 +)=
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! r 0 %! 3 !

!

‘ 5 001 1 )3 5 22 12 !!3‘
2 9 5 3 5 !
1

3.4.2.The issue of causality and the link to financial performance

! 1 3 3 ! 3 9
! A 2 9 ! 91
5 5 5 ! ! 5 |/

It is almost never possible to establish a direct causal relationship between A and B (i.e.
we did this, and the company did that) [...] The debate about assessing effectiveness is
fraught with the question of causation.

It is difficult to estimate, in cases where we are trying to prevent loss, what would have
happened if we had not intervened.

3 9 ! 3 ! 3
/

In some instances an impact can be observed, e.g. a FTSE 100 company withdrew a
resolution because we and over 50% of shareholders objected.

Measuring effectiveness is quite difficult and varies case-by-case. In some cases it is
easier to isolate effective change, e.g. Cable&Wireless under Chairman Richard
Lapthorne: From the date of the board change, the share price trebled over 12 months.
While one cannot say this is all due to the change of board, a large part is. This case is
much clearer cut than most cases.

# 9 3 3 1 A 2 9 ! !
! 5 2 2 1 0 ol ! ! 0
? 3 9 9 3 3 .5 55
4 5 /

There are situations where we are fairly confident that we are the only fund manager to
raise an issue. Companies may find the discussion useful, and do things differently.
These situations better fit the black and white model.

%! 3 9 193 L 19 !

! 5 3 ! 9 2 5

3 ! 4 3 5 !
2 2 3 0
! ! > 39 5 2
2 1 A 2 9 ! 5 3 5

5 5 2 2 . 5 0 E r/
%! 9 2 2 ' 5 2 5 3 r oo 3
2 9 5 5 /
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Academic research in this field is not very strong even though it points in the right
direction in terms of establishing a link between good CG and enhancing value.

Previous research ... on the link between corporate governance and performance
provided only a small link that rapidly became insignificant [because of changing
standards].

o1 1 A 152 9 2
5 3 45 ! 5
5 3 ! 3 5 ! !
3 ! 5 ! | ? 39
11 5 3 A 39 91 1
3 39 0% 5 2 19
1 2 0
%1 A 15 2 !
“not possessive about results”, 39 5 0 %!
13 2 ! 2 91! !
! ! 1 2 ! ! 0 9 r 2
09%!? 193 2 2 5 2 2 1 2
! B 001 2 3 ! 3
3 1 2 ! 91 0
9 ! 5 r 1
5 L 3 2 3
5 2 3 9l a1 1 9
! 3 0 %! 23 3 1 ! 3
91 5 ! ! 3 0 3 ! ol
3 9 1 1 1 5 39
5 ! 3 2 2 5 3
! 3 ! 3 0

3 ! 3 0 %! A
2 9 ! 2 A 5 5 !
5 2 2 1 5 2 5 3 r o 3
2 9 5 5 3
5 ! 3 ! 0
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3.4.3.Examples for the analysis of votes

3 3 1 9 A 3 0
LI ! 3 1/
The effectiveness of the process. 13 1 2
5 LI 13 2 1 13 I3
! ! 5 0 3 9 5 3 9
2 5 2 911 92 9 5 1 3 L
? 3 9 LA r 3
5 ! 13 I3 ! 10 ! 39
1 1 9 ! 3 2 !
1 55 (9l 5 2 !
1 5 I I
5 2 0
Application of voting policies and voting patterns. %! 3 9
A ! or 1 55 5 191
3 ! 0 ! 3 3 5
001 91 0 3 ! 3 19 5
! 0 %! 5 2 1 3
213 1 5 3 5 0
55 0 5 3 !
3 9 91 5 5 2 55 55
! 9 /
. 55 2 3
e L 5 3
. 5 (00 E 3 *
. 3
23 9 1 9 2 !
5 3 0 !
9l /1
5 ! 39 9 07? 39 5
2 2 ! 5 ! ! !
55 2 0?2 1 L 9 9 19
. 5 ! 3 5 3 2 !
0 %! 2 55 3 3 9l 5 2
2 5 9ol 2 9 2 0
55 ! 5 9l 5
9 2 5 ! 5
5 2 9 0
Voting impact. ! 3 5
! 3 9 .5 ! ! 5 3 91213 !
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5 ! 9 3 9 LA 5
1 ol LI 5 .5 ) 55 LI 2 55 0091 !
! ! 13 9 911 5 0
11 1 5 B
1 1 5 0 ?
3 9 2 ! 5 2 911 1 5 5 B2 B
1 2 2 13 0 9l !
K 5 .5 ) 55 rr 2 55 ! 1 55 B2 B
2 2 1 9 3 9 “each set of circumstances is quite
unique”.
<3 1! ! 5 3 3 5 3
5 5
5 1 3 ( * 1 5 |/

Changes to policies and practice are important to look at. Impact of intervention
[becomes] visible on a national scale: the UK has seen a huge transformation, e.g. in
terms of remuneration issues, which shows to which degree companies have embraced
the dialogue. We are now having meetings with companies specifically on corporate
governance rather than on strategic/business issues.

! r 5 ) 3 !
3 9 3

We are broadly voting along with other people. But it is hard to say whether it is our vote
that made the difference.

L 3 ' 9 A 3 !
55 ! 3/ 3 1 5 55 3 5

3 5 3 5 0 1! ! 9 5 2 !

5 ! ! 5 3 91
213 ! 5 ' 30
3 1 ! 5 9l
' £ 5 5 ) 55 M1 I 55
B2 B 2 0

3.4.4.Examples of analysing engagement impact

+))" 5 3 ol 2 5 911 5
39 5 3 1 5 !
13 9 ! 5 3 0 9
5 3 9911 5 2 !
l 3 0 ! 9 9 55 I
/
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Monitoring changes in the company. 3 9 ! !
or 1 ! 1 13 o1 5 13 2 2
! 1 155 ! 5 . 5 0
1 55 2 5 !
5 0
Assessing financial impact of engagement. 3 9 ! 5
5 L 5 5
! ! ! 5 5 !
5 0 9 2 39 193 ! !

How big an impact does engagement have in terms of financials, i.e. the share price?
Apart from a few clear-cut cases [...] this is a fairly blunt instrument.

[I am] unconvinced that, for example, voting against remuneration report makes the
company share price go up... [The] link to shareholder value depends on whether the
iIssue can be related to financial drivers.

%! r 1 5 !
5 0 !
3 r 1 ( ! . A 55 !
"=B+) * 1 r 1 5 3 0 ol 2 !
5 0 1! 5 3 ! ! 9
! 9 2 9 2 2 B 5
5 ! ! 5 0
5 ! 3 3 !
5 5 5 0 %! r 1 5
51 ' B 5 3
! 5 ! 5 55
5 5 B 5 3
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-0=0 4 5
G(Transparency 5 3 1 1 3 0
LA ! 193 2 5 ! !
2 5 30 5 9 2
13 5 3 0K ( 5 *
5 ! ! 3 ! 5 A 2
5 3 ! 91 I A 5 0 5
3 +))" 9 9l 5 ! 3 !
! 5 0%! 5 "0
%1 45 P LA
! 5 2 3 ! 3 ! )
3 2 ! ! 5
! 2 5 9 5
5 07 9! ! 5 3
1 3 ! 2 11 5 ! ! 3
9ol 5 0 ! I 6)Q !
5 3 91 5 0 1 -)Q
3 > ! 3 ! 0
0
7?2 3
%1 I A ! 9 9 3 5 !
ol 2 9 5
(1 A ! 2 19 o1 1
3 ! 3 ! 5
9l ! 5 2 1 1 *1'3 2
5 15 3 ! 3 0
3 0

" r 3 3 !
! 3 5
5 ! 0 55 ! ' 53 !
! ! 0
.5 /

Delegating Shareholder Engagement — Final Report E 3 2 +))" 50"J
k 3 09 55 5 !
> 0 9 55 LI

k
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! | |
5 02 3
L |
4 3 | |
55
. 1

.5 0 |

5 3 ]
91 5 |

) +) ") 6) 1) ")
Q ! 3 5

Figure 1. Items on engagement in quarterly reports from external fund managers to local
authority pension funds.*® Sample size: 35

How we think about the relationship between our activity and what the company does,
and how this is reported externally (to clients or elsewhere) has to be considered
carefully. We have standard wording, which is also used for questionnaires, which
includes ‘ifs’ and ‘buts’ on the matter of causality.

! 3 ' 55 39 . 5 5 5 3 2
39 9 2 1 2 1 9 5 3
5 5 3 45 00 3
5 3 2 ) 045 91!
5 5 ! 5 5 3 5 5 2 1
9 9 2 9 0723 ! 9 5 3
! 5 91 5 3 5 0
5 ! 9 5
5 3 3 ! 91 ! 5 A
! ) 3 0
5 9 5 or 11
55 ! 5 2 9 ! ( 9
5 5 9 5 5 ! 5 0 9 !

Delegating Shareholder Engagement — Interim Report +))* 50,+
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2 1 . 5 53 o1 1 3 15 5 !
5 91 39 I 5 1 3 1 5 (%!
9 9 5 00 55 3 9 .5 911 5
5 9111 2 2 5 3 2 1
C 5 9 53 5 91 19 5
1 5 3 2 1 0 9 19
12 ! 5 3 or 1 1 1
2 5 3 5 5 0
223 2 91 2 5 0
5 1 9 1391 5
9 2 B 0 %! 193 o1
) 3 5 A 55 (91 2
9 3 1 5 A ! 5
or 1 1 5 1 91 1 55 (0%
1 1 1 5 o)
l l ) 2 1 ) 3 0

3.5.2.0bstacles to transparency

91 o9 2 2 5
1 1 9 91 5
3 5 1 52
/
- 7 3 9 1 9l 9 9 9l
2 9 3 ! 52
! 2 5 2 ! 5
3 91 155 ! 0 ! 39
| I 2 1 0
- 7 3 9 11 5 5 5 2
/ 3 13 5 ! 2 5
1 5 (193 ! 39 1
1 5
- 7 39 5 9 2 9 !
5 0 5 3
5 2 1 ! 0 !
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52 5 9l B k3 B ) 9 2
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3 9 / “In the case of smaller companies leaks can lead to destruction of
value.”
e %I 1 2 3 9ol 5 0
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e 7? 3 9 1 2> 1 1 1
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2 39 5 ! 5 9l !
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We were in joint engagement with a number of institutions on remuneration issues at a
FTSE 100 company. This had been leaked to the press beforehand. As a result the
Senior Independent Director harangued the assembly on confidentiality, putting the whole
process on a wrong foot.

%! 5 5 ! 5 5 3 1 1
3 2 1 1 1

11 1 2 5 1 1 2

5 30 ! ! 5 ! 5 !
2 ! 0 55 ! 91 9

3 9l ! 2 ! 02 3 9
! 2 5 2
/

We had conversations with a company’s Chairman about concerns. The company
acknowledged these concerns and said they would get back to us on the matter. If this is
run in the next engagement report, there is no guarantee that this does not get into the
public domain, and could be spun into a high profile press story. Even if we put this as
completed engagement into a later report, when it would be a ‘dead’ issue, it could still
end up as a media story.

? 39 .5 ! ! 55 2 55 ! 5
/

Apart from the obvious case when we are made insiders, there is nothing that we cannot
report to clients. At the same time, if we are aware of a company’s preference for
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confidentiality, then we have to recognise that, which may influence what we can say to
clients.

! ! 39 9 / "We will not report
to clients when engagement is incomplete, e.g. when we are discussing executive
remuneration with a company and suggest that the company changes its board structure.
We will report engagement to the client when the proposals have been finalised. In terms
of frequency, this has happened probably on a couple of occasions. In most cases,
proposals are finalised and can be disclosed to the client.

%! 5 3 5 ! 3 5
! 152 /7 39 ! 2 9
3 5 5 r 1 072
! ! 9 5 ) 5 3 3 1 1
¢ ! ! ! 91 1
5 3 5 ! 3 5 ' 5
3 5 ! 0
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3.5.3.The feedback loop between fund managers and fund clients

5 5 15 2 9 !
1 39 9 2 ! 0 !
3 9 ! A r 1 3 9 5 !
! 00 2 5 2 9 2 A
1 2 0 ! 39 /

Questions by clients, even when they are in a position of power, i.e. at quarterly
meetings, very seldom come up. [There are] issues with competencies and resources, as
identified in Myners. | would like to be asked more frequently. Questions don’t even come
at appointment stage.

? 39 / “If funds were to engage with fund managers on the issues,
it would make a difference to the report. We get few questions on the reports we put out
to pension funds. Clients that ask questions are better informed both prior to asking the
guestions, but also as a result of asking questions. There is probably a resource issues
amongst pension funds.”

%! 9 ! r 1 5 22 2 ! ! !
! 5 5 A 2 /%! > !
9 5 5 5 0% 9 159
3 A ! 1 9 1 13 2 55 !
5 2 ! ! r 1 55 12 3
2 5 3 0
39 '3 91 ! 5 or 1
9 ' 5 2 0 3 ! 9
5 5 5 3 4 1 23 5
! 3 5 5 ! 5 B
5 ! 5 B S 2 5 3 /

[Our] reports are unfortunately too short. Therefore reporting on engagement is reduced
to a point that | think may limit its usefulness.
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<3 ! 2 5 9 5211 724 +))6
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1 2 ! 4 5 0 ! %
! ! 5 94 +))6 ! 9
5 9 ! 439 A I F 5 13
5 3 ‘to the extent necessary’ !
! 3 5 1 2 0
% A ! 3 19 55 ! 3
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3.6.1.Fund managers are not in the driving seat on OFR content

191 ? 4 ! 9 9
I %! 249 13 2 1 39
39 1 9
0
%1 391 2 ! 9 15 3
24 ( 2 ! 43 9+ /

| do not believe that the OFR will make a difference; fund managers look forward anyway
rather than backward, therefore OFR content should not come as a surprise [...] It is the
unexpected that adds value [...] Fund manager decisions are based on predictions of
what will be achieved in the coming year; this is established based on meetings with
companies on strategic issues; once in the OFR, the analysis becomes a piece of history.

From our perspective it won't be a major source of information; we use many other
sources already, such as brokers who should know what goes on in companies. Analysts
make detailed forecasts anyway, which they compare against brokers’ forecast.
Therefore no major new information is expected from OFRs.
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3 9 ! r 13 3 9 9l
5 ! ! ! 2 L -
or 1o 55 5 3 ! 03 9 5 9

! LI

Fund managers already have plenty of opportunities to discuss companies’ strategies,
which is OFR territory.

Our view is to wait and see what the outcome is, and whether it is not just a repackaged
version of what is available already.

We believe that the OFR is overpromising and underdelivering, and that it will not
produce much more new or radical information... Why, if a piece of information is so
important, has it not been published beforehand?
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Questions

A. Monitoring Companies
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C. Evaluation of Fund Managers on Engagement
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D. Reporting on Fund Managers’ engagement activities
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Shareholder Engagement
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A Trustee Guide of the
Local Authority Pension Fund Forum
Updated September 2006
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