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its clients. It covers significant themes that have
informed some of our intensive engagementswith
companiesinQ42017.

Thereportalso providesinformation onvoting
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to promote global best practices, improvements
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long-term shareholders.

2 Engagement by region

Engagement statistics by region

3 Engagement by theme

Engagement statistics by theme

4 Environmen tal

Tacklingtoxins—Cleaningupon

pollution and waste management

6 Social

A ticking time bomb — The
overuse of antibiotics in animal
farming

10 Strategy

The rise of sustainability —
China’s journeyto stewardship

12 Business strategy

Engagement on strategy and
governance issues

14 Public policy

Public policy and best practice

17 Overview

Regional voting statistics

19 About Hermes EOQS

Regulators and listing rules —
Why the principle of one-share

one-vote remains crucial

What is Hermes EOS?
How does Hermes EOS work?

20 Hermes EOS team

Our team

www.hermes-investment.com | 1


http://www.hermes-investment.com/

Public Engagement Report: Q4 2017

Engagement by region

Overthelastquarter we engaged with 236 companieson 506
environmental, social, governance and business strategy issues
and objectives. Ourholisticapproachtoengagement means
that we typically engage with companies on more than one

topic simultaneously.

Global

Weengaged with 236 companiesoverthe
last quarter.

’

B Environmental 15.2%

M Social and ethical 28.3%

M Governance 35.2%

[¥ strategy, risk and communication 21.3%

Australia and New Zealand

Weengaged withtwocompaniesoverthe
last quarter.

B Environmental 100.0%

Developed Asia

Weengaged with 36 companiesoverthe
last quarter.

B Environmental 10.7%
M Social and ethical 21.4%

M Governance 42.9%
[ Strategy, riskand communication 25.0%

Emerging and Frontier Markets

Weengagedwith 39 companiesoverthe
last quarter.

—

M Environmental 10.9%

M Social and ethical 21.9%

M Governance 23.4%

[ strategy, risk and communication 43.8%

Europe

We engaged with 51 companies over the
last quarter.

B Environmental 12.6%

M Social and ethical 32.8%

M Governance 30.3%

[ strategy, riskand communication 24.4%

North America

Weengagedwith 67 companiesoverthe
last quarter.

W

M Environmental 19.4%

M Social and ethical 33.1%

M Governance 38.7%

[ Strategy, riskand communication 8.9%

United Kingdom

Weengagedwith41companiesoverthe
last quarter.

P

M Environmental 20.0%

M Social and ethical 29.4%

M Governance 36.5%

¥ Strategy, risk and communication 14.1%




Engagementbytheme

Hermes EOS

Asummaryofthe506issuesandobjectives onwhichwe engaged
with companies over the last quarter is shown below.

Environmental

Environmentaltopicsfeaturedin15.2%ofour
engagements over the last quarter.

<

B Climate change 80.5%

M Forestry and land use 3.9%

[ Pollutionand waste management3.9%
W Water 11.7%

Strategy, risk and communication

Strategy and risk topics featured in 21.3% of our
engagements over the last quarter.

B Audit and accounting 16.7%
M Business strategy 40.7%

M Integrated reporting and other disclosure 17.6%
gl p g

[ Risk management 25.0%

Social and ethical

Social topics featuredin 28.3% of our
engagements over the last quarter.

s
-~

M Bribery and corruption 3.5%

M Conduct and culture 21.0%

M cyber security 7.7%

I Diversity 2.8%

M Human capital management 8.4%
B Human rights 24.5%

M Labour rights 11.9%

M Supply chain management 11.2%
M Tax9.1%

Governance

Governancetopics featuredin 35.2% of our
engagements over the last quarter.

O

M Board diversity, skills and experience 28.1%
M Board independence 20.2%

¥ Executive remuneration 29.2%

|1 Shareholder protection and rights 11.8%
M Succession planning 10.7%
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Public Engagement Report: Q4 2017

Tackling toxins — Cleaning up on
pollution and waste management

Wefocusonthepollution
and waste management
of companiesinavariety
of sectors.

The management of pollution and waste by companiesis a big part of
ourengagementprogramme. While we canattimes engage withone
andthesamecompanyonseveralissues, weapproachthetopicfroma
variety of angles.

Methane

Tocurbtheeffects of climate change, we engage withcompanies
onthereductionoftheirmethaneemissions. Overa20-yeartime
horizon, methane hasfargreatergreenhouse gaseffectsthanCO2 as
itisatleast 84 times more potent, according to the Climate and Clean
Air Coalition’s Oiland Gas Methane Partnership (OGMP). About 140
billioncubicmetresof gas—mainly methane—peryearareburned

off by the oil industry in flares, states the World Bank, causing more
than 300 milliontonnes of CO2 to be emitted tothe atmosphere. The
OGMP estimatesthataverage methaneleakageratesinthe UScould
be as high as 2%. A leakage rate of 2.8% is sufficient to eliminate the
greenhouse gas benefits achieved through the switch from coal to gas-
fired power generation over a 20-year period.

Cuts in methane emissions can thus lead to important and quick
reductionsintherate of globalwarming. Methaneislostin upstream
oiland gas production, aswellasfurther downstreamin pipelinesand
distribution, transmission, storage and processing. Butitis estimated
that at least half of all industry leaks can be eliminated at no net cost
andthemajorityatlow costs. Methaneisafterallthe main constituent
ofnaturalgasandcanbereadilysold.

Systematic methane leak detection and repair programmes and
improvements in project designs to minimise methane loss andflaring
arethereforevital. Wehave urged companiesintheoilandgassector
tomeasure, reportandreduce methaneleakageratesinaccordance
with industry best practice, as part of their wider greenhouse gas
reduction strategies. We have welcomed various initiatives designed
to reduce flaring, greenhouse gas and other atmospheric emissions, as
well as to increase energy efficiency. We also encourage companies to
endorsethe World Bank’s Zero Routine Flaring by 2030initiative and
join the OMGP and other industry initiatives.

In addition, we have led and participated in engagements with the
PrinciplesforResponsible Investmentand USNGOthe Environmental
Defense Fund on the matter and contributed to the guide to
engagementonmethaneintheoilandgasindustrypublishedbythem.

Encouragingly, members of the Qil and Gas Climate Initiative are
working together to improve detection and measurement techniques.
Equally positive aretheincreasing efforts by companies withregard
to co-generation, in other words powering their own operations

with methane.

Setting the scene

Astheplanetbecomes moreindustrialised, pollution continues
tobeaproblemindeveloped countriesandisworseningin many
emerging markets. This includes increasingly harmful levels of air
pollutantsdue tothe diesel-powered vehicleson ourroadsand
emissions from utilities, as well as the pollution of the world’s
oceansand landsthrough plastics and other waste. Inaddition,
oil spills—fromthe Deepwater Horizon offshore rigin the Gulf of
Mexicoin2010tothosefromthe Keystoneand DakotaAccess
pipelinesin2017—have highlighted how crucialitisforcompanies
to have adequate risk management and incident response
procedures in place.

Spill management

Anotherfocusof ourengagementinthe oiland gas sector hasbeen
the preventionand managementofoil spills. Inthe wake of the 2010
Deepwater Horizon spill in the Gulf of Mexico, we intensified our
engagement with companiesin the sector, pressing for an oil spill
preventionand managementplan. Weaskforasmuch preparation
aspossibleforincidents and expectagood outline of post-incident
management, including contact and dialogue with the affected
stakeholders. In additionto policies and programmes to minimise
therisk of accidents, companies must ensure theiremployeesand
contractors havetherighttrainingandskills,aswellasaccesstothe
best technology.

The largest oil companies appear to have learned the lessons

from Deepwater Horizon, while we believe that smaller ones, for
exampleinthe pipelineindustry, stillhaveroomforimprovement,
asdemonstratedbytheleaksfromtheKeystoneand DakotaAccess
Pipelines in 2017. In addition to in-house capabilities, upgrading and
investingin safety measures to mitigate the risk of oil spills, many

oil companies have joined the Oil Spill Response and Subsea Well
Response projects and invested in intervention equipment that

can be deployed globally. This includes four capping stacks — the
equipment that ultimately stopped the spill in the Gulf of Mexico —
three containmenttoolkitsandastockofdispersants. Brazilianoiland
gas company Petroleo Brasileiro, forexample, also has a 500-strong
response team based in 25 cities, equipped with barriers and
dispersantsreadytobedispatched duringanyaccidentsand 40 oil spill
response vessels to cover its offshore platforms.

We continue to regularly address spill management in our engagement
withvariouscompanies, inparticularlyasthememoriesof Deepwater
Horizon are beginning tofade.

Wehavealsolookedattheriskmanagementofjointventures,asthere
aredangersthat none ofthe partiesinvolved are sufficiently clearon
their responsibilities. We have pushed companies to apply best practice
totheirjointventure operationsand clearly assign responsibility for
oversight and remediation in the case of any problems.

Toxic substance management

The pollution and waste management theme also includes the
management of harmful substances, such as nitrogen dioxide, sulphur
oxide, tailings, fly ash, as well as the discharge of antimicrobial
pharmaceuticals [see pages 6-7].

With mining companies, our focus has been on riverine tailings
management. We were pleased about the progress in our engagement
onthe subject with Zijin Miningin relation to its Chinese operations.
The company has set up an environmental and safety committee,




adepartment of environmental preservation andsafety, aswellasa
social responsibility department for significant wholly-owned projects
operating in China, all with board level oversight, in line with our
engagement on environmental risk management. Its 2016 Corporate
Social Responsibility report, published in 2017, was vastly improved. To
encourage better environmental performance management, incentive
schemes and quantitative key performance indicators have been
introduced, in line with our suggestions. The company also described,
forexample, howithasimprovedits managementoftailings by using
an online monitoring system with regular tailings storage checks, as
aresultof whichithasbeenableto reduceitstailings by 12% over
theyear.

In the automotive sector, we have pressed car manufacturers to
develop a sound roadmap for sustainable vehicle models, including
zero-carbon drivetrain technologies. We want them to set out a
strategy designed to reduce fleet emissions over the next 20 years and
publicly back policies that support emissions reductions over time.
Although petrolanddiesel-poweredvehicles will continue to exist
fortheforeseeablefuture, wewillpushforagrowing percentage of
the overall sales of car manufacturers to come from electric vehicles
that can compete on specification and price with internal combustion
engine-powered vehicles.

Elsewhere, we have engaged with utilitiesontheirflood responses
andmanagementofexcesswater. Inthewake ofthesevereflooding
in the UK in 2015, we urged United Utilities to put in place a long-
term flood response plan. We were pleased that the revised plan
includes lessons from the 2015 floods and the emergency response to

a bacterial infection incident in 2016. Our successful engagement on
the prevention of water pollution through infrastructure upgrades with
the company was confirmed by the UK’s Environment Agency, which
awarded the company a good ranking for the second year in a row
against its Environmental Performance Assessment. Furthermore, we
were able to complete our engagement objective with US-based power
company Duke Energyonthe managementofhazardouswaste afterit
successfullyappliedthelessonsfromthe coalash spillatoneof itssites
in2014toitsoperationsinother USstates.

Resource efficiency and the circular economy
Wealsoseektoincreasingly engagewith companiesontheefficiency
of the resources they use and the circular economy. In a circular
economy, the maximumvalue of productsis extracted while in use
before reusing, repairing or recycling them or the materials contained
withinthem atthe end of the life of each product. Toembrace the
circular economy, companies may need to seriously rethink their
products and relationships with their suppliers and customers.

In our engagement, we push for more resource efficiency with regard to
water and metals in the consumer, technology and automotive sectors,
reduced use of other resources, such as packaging, and improved
recycling rates. Encouragingly, some companies have made attempts at
recycling rubber or cobalt, the mineral widely used in smartphones and
thebatteriesofelectricvehicles. Wearealsosupportive of companies
comingupwith eco-friendly designs, reduced packagingand deposit
schemes, for example on plastic bottles. At the 2017 AGM of US
confectionery company Mondelez, we supported ashareholder proposal
encouraging greater efforts to use recyclable packaging to supplement
its existing programmes to reduce packaging in the first place.

In the retail sector, we have pushed for a formal waste production
programme in supply chains and stores. We therefore welcome the
publication of detailed data on food surpluses and waste by UK retailer
Tesco. The company’s CEO chairs a coalition called Champions 12.3,

a group dedicated to achieving UN Sustainable Development Goal

Hermes EOS

target 12.3, which seeksto halve globalfood waste at the retailand
consumer level percapitaandreducefoodlossesin productionand
supply chains by 2030. Tesco has setambitious targetsto halve the
foodwasteinitsownoperationsandsupply chains,aswellastohelp
halve the household food waste in its retail markets by 2030. To
contribute to reducing waste at the consumer level, it is pursuing
various initiatives such as innovative packaging and simplified use-by
dates. Animperfectvegetablesrangelaunchedin2016is helpingto
reduce waste at the farm level. In our engagement, we suggested it
set intermediary targets to help track its progress and further improve
its reporting.

In relation to best practice, we have participated in discussions with the
International Councilon Mining and Metalson the help of blockchain
technology in waste and pollution management. We maintain links
with many trade associations and NGOs such as the global oil and gas
industry association for environmental and social issues IPIECA, the
Environmental Defense Fund and many others to inform our work.

Green finance

We are also increasingly engaging on green finance with financial
service institutions. In particular we want to know how banks and
insurance companies take into account a company’s environmental
performance, including on pollution and waste management, and
natural capital analysis in lending, financing and underwriting decisions.

We have urged, for example, China Construction Bank (CCB) and
theIndustrialand Commercial Bank of China (ICBC) to disclose how
theyensuretheylendresponsibly whenitcomestothefinancingof
projects, including the undertaking of appropriate environmental and
socialimpactassessments. Encouragingly, CCBand ICBChavegreen
lendingmanualsthatare used bytheirglobal officestoensureamore
consistent application of their standards.

Nuclear decommissioning

Nuclear policies and decommissioning tend to be determined by
national governments, for example in Japan following the 2011
Fukushima nuclear disaster. However, we have engaged on nuclear
decommissioning plans and the risk of contamination, for instance with
Korea Electric Power and US energy company Exelon.

Acrossallof ourengagements, we urge companiesto provideas much
disclosure as possible to inform investors and other stakeholders about
theirefforts. Ourpressuretodosowillonlyincreaseaspollution
andwastemanagementcontinuestobeafocusofourengagements
in 2018.

For further information, please contact:

Christine Chow

christine.chow@hermes-investment.com

Tim Goodman
tim.goodman@hermes-investment.com
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Aticking time bomb—The overuse of
antibioticsinanimal farming

We are ramping up our
engagements with
pharmaceutical and retail
companies on the overuse of
antibioticsinthefoodsupply
chain and beyond.

Investors are increasingly becoming aware of the risk the growing
resistance to antibiotics presents. They have begun to acknowledge that
thenon-therapeuticuseofantibioticsrepresentsasystemicrisktothe
pharmaceuticalindustryandhasadirectimpactonglobal productivity
andgrowthandthereforethe potentialtoimpactinvestmentrisksand
returns across asset classes.

Regulatorsandotherbodieshavealreadystartedtointerveneonthe
topic. InNovember2017,the World Health Organization developed
guidelinesthatrecommendthatfarmersandthefoodindustry stop
usingantibioticsroutinelyto promote growthandpreventdiseasein
healthy animals. Antimicrobial resistance has also been on the agenda
of G7 and G20 summits, the UN General Assembly, the World Health
Assembly and the World Economic Forum.

In January 2016, the Davos Declaration on Combating Antimicrobial
Resistance waslaunched, callingongovernmentsandtheindustry
to work together in taking collective action against drug-resistant
infections. Over 100 companies and industry associations have signed
it to date.

Deaths attributable to antimicrobial resistance every year by 2050

Europe
- 390,000

\ North
B ~___ America

317,000

Africa
4,150,000

Nty
' Oceania .

22,000

Latin
__America
392,000

— Mortality per 10,000 population

I' e D
“__4  numberof deaths 5 6 7 8 9 10 >

Source: Review on Antimicrobial Resistance. Antimicrobial Resistance: Tackling a Crisis for
the Health and Wealth of Nations. 2014.

Setting the scene

One of the biggest emerging threats to human health is the
growingresistancetoantibiotics,asitwillincreasethenumber
of deaths from bacterial infections and limit the success chances
of surgery and treatments for illnesses such as cancer and HIV.
The UK government estimates thatatleast 700,000 deaths

are attributable to antimicrobial resistance every year. With a
continuedriseinresistance, thisisexpectedtoleadto 10 million
deathsannually by2050. It willbeaccompanied byareductionin
GDP of 2-3.5%, costing the world up to $100 trillion.! Today, it is
already estimated that antimicrobial resistance annually costs the
EU €1.5 billion in healthcare costs and productivity losses alone.?
Thedevelopmentofresistanceisaresultofthe wideavailability
and —at times inappropriate — application of antibiotics. They are
routinely overused infarm animals, thusending upinourfood
chain. Accordingtothe Farm Animal Investment Risk & Return
initiative, depending on region, between 45-75% of all antibiotics
areusedincattle, pigs, poultryandaquaculture,includingthose
that are critically important for human medicine, to promote
growth and preventthe spread of disease.

Stewardship

While the severity of antimicrobial resistance may only be recognised
in decades to come, action is needed now.

Stewardship on the topic also ensures that UN Sustainable Development
Goal3ongoodhealthand well-being can be met. Onacompany level,
managing the risk of antibiotic overuse or antimicrobial resistance
prevents damage to the long-term financial and reputational standing of
businesses by jeopardising the relevance of their products, as well as the
threat oflitigation.

Weare particularly concerned about the use of antibioticsin Asia and
theUS, where, unlikeinthe EU, the use of growth promoters—the use
of antibioticsto make animals grow faster—hasnotbeenbanned. The
Farm Animal Investment Risk & Returninitiative (FAIRR) predictsthat
Asiawillincreaseits use of antibiotics by over 120%in chicken and pigs
alone, using 51,000 tonnes of antibiotics by 2030.2In the US, a lack of
regulationandlimited pressurefrom consumerorganisationstodate
has added toconcerns.

Togetherwith morethan70investorswithacombined $2.3 trillion
in assets under management, we have signed FAIRR’s Global Investor
StatementonAntibioticStewardship,*which seeksto phaseoutthe
routine non-therapeutic use of antibiotics in livestock production.
Italsourgescompaniestointroduceabest practice policyon
antibiotics stewardship.®

FAIRR calls on retail and food companies to have in place a
comprehensive policy to phase out the routine, non-therapeutic use
of antibiotics across all livestock, seafood and poultry supply chains,
with clear targets and timelines for implementation, as well as to
increase transparency by reporting on its implementation, including
on the mechanisms to measure and audit the use of antibiotics in
supply chains.

We support FAIRR on this long-term issue and have created clear
engagement objectives in relation to its antibiotics mission, as we are
intensifying our engagement on the matter.




Retailers and food companies

Accordingto FAIRR, thefoodindustry continuestobethelargest
consumer of antibiotics globally, and we have been engaging with
retailers, restaurants and food companies on the issue.

As antimicrobial resistance is still a relatively new concern for many
companies, our dialogue initially focused on awareness raising, followed
byrequestsfromustoaddresstheissueintheriskmanagement
oftheir direct operations and that of their supply chains. Inour
engagement, we have also pushed the companies to improve the
disclosure on the use of antibiotics as part of their reporting.

We have had some pushbackfrom companies, sayingthat they have
only received limited signals on this topic from their customers but
are continuing to press for standards in this area. Where companies do
nothaveonein placealready, we pushforthemtodraftand publisha
statement on antibiotics.

One encouraging example has been USfast food chain McDonald’s.
Thecompanyendedthe useofallantibioticscriticaltohumanhealth,
exceptforone,initsUSchickensupply chainin2016. We have talked
tothe companyto ensurethatitfollows this up with asimilar ban

on antibiotics that are critical to the human health in its European
poultry supply chain, which it plansto complete in 2018, and that it is
identifyingwhatit needsto doforsimilar measures onaglobal basis.
The company aims to have eliminated the highest priority critically
importantantibioticsin broiler chickensin 80% of all of its markets by
the end of 2019. While thisis not acommitment to eliminate all use of
antibiotics, itisanimportantfirst steponwhichto build.

Inaddition, we have been engaging with the companyonits progress
towards removing antibiotics critical to human health from its beef
and pork supply chains globally. We heard that the beef and pork
supply chains are more difficult to control as the company does not
buywhole carcasses. Inaddition, these supply chainsare much more
diffuse withfar more suppliers, which standsin contrasttothe more
manageable number of large suppliers providing its chicken. Therefore
thecompany’sleverageoveritsporkandbeefsuppliersisnotasstrong
andthetraceability of the meat it buysis more difficult. However, we
still pushed it for further progress on this.

Pharma companies

Crucially, theoveruseofantibioticscannotbetackledonthefoodchain
end alone, which is why we have stepped up our engagement with
pharmaceutical companieson this matter. Thisisin line withthe EU’s
One Health®approach, which callsfor a holisticapproach across many
different sectors to tackle this complex problem.

Antimicrobial resistance has becomeacriticalissueforthe pharma
industry. The next generation of antibiotics has yet to be found to
ensure that treatments for life-threatening diseases continue to work,
meaning that the industry’s viability is at stake.

Our dialogue with pharma companies in our engagement
programmeontheoveruseofantibioticsisthree-fold.Inrelation

to the environment, we focus on the avoidance of water pollution,
wastemanagementandthemanagementofthesupplychain.We
also concentrate on the stewardship of pharmaceutical products,
including their marketing, availability, for example as in over-the-
counter,theiruse,aswellastheincentivisationofsalesstaffandtheir
sellingtechniques. Furthermore, we have proceededtoidentify the
main publicly held sellers of antibiotics to thefood producersandto
challenge what, ifany, preventative measuresarein place to avoid
antibiotics ending up in animal feed.

Hermes EOS

As part of our dialogue, we also push companiesto reporton their
productionanduseofantibioticsinline withthe roadmaptocombat
antimicrobialresistance.’

Tosupplementourengagementatthe companylevel, we have been
in dialogue with other industry bodies. We are, for example, a member
off the Access to Medicine (ATM) Foundation, which will publish its
firstever Antimicrobial Resistance Benchmarkin2018.Thegoalofthe
benchmark is to incentivise pharmaceutical companies to implement
effective actions for tackling the problem of antimicrobial resistance. In
addition, we supportthe ATM Foundation’s AccesstoVaccinesIndex,
which wasfirst published in March 2017, and is designed to prevent
diseaseatscaleinstead offocusingoncureonly.

Outlook

Antibioticoveruse representsonly one of anumber of risks—which
include climate change and water pollutionamongothers—thatthe
agriculture sector, in particular the intensive rearing of animals, poses
toinvestors, and at some pointthere may have to be a rethink of this
business model.

Inthe meantime, we are ramping up our engagementsonthe routine
useofantibioticswithcompaniesintheretail,foodand pharmasectors
topushforaspeedy phasingoutofthispractice.

For further information, please contact:

Emma Berntman
emma.berntman@hermes-investment.com

Natacha Dimitrijevic
natacha.dimitrijevic@hermes-investment.com

Pauline Lecoursonnois
pauline.lecoursonnnois@hermes-investment.com

https://amr-review.org/sites/default/files/ AMR%20Review%20Paper%20-%20
Tackling%20a%20crisis%20for%20the%20health%20and%20wealth%200f%20
nations_1.pdf

?  https://ec.europa.eu/health/amr/antimicrobial-resistance_en
*file://hermes/vhd_profiles/VDI_Home_VHD1/roehrbn/Downloads/FAIRR-Initiative_
Factory-farming-in-Asia-assessing-investment-risks%20(1).pdf

* http://antibioticsstatement.fairr.org/

* http://antibioticsstatement.fairr.org/wp-content/uploads/2017/11/FAIRR-Template-
Antibiotics-Policy-final.pdf

¢ https://ec.europa.eu/health/amr/antimicrobial-resistance_en
"https://www.ifpma.org/wp-content/uploads/2016/09/AMR-Roadmap-Press-Release_
FINAL.pdf
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Regulators and listing rules —
Why the principle of one-share one-
voteremainscrucial

Wecontinuetostronglysupport
the principle of one-share one-
vote in the wake of more stock
exchanges seeking to allow
listings of companieswith multi-
class share structures, as we
believe it is a pre-requisite for
effective stewardship.

Listingrulesare set by local stock exchanges or their regulators. Their
significance in shaping the domestic corporate governance framework
and providing investor protection varies substantially between markets.
IntheUK, forexample, thelistingrulesaretheregulatoryunderpinning
of the Corporate Governance Code and its comply-or-explain approach.
They also provide other significant protections, for example with regard
to major and related party transactions. Moreover, the rules applicable
tocompanieswithaprimary premiumlistingrequireadherencetothe
principle of one-share one-vote, which ensures proportionality between
equity ownership and voting powers and economic risk bearing.

Itisourfundamental beliefthatthe financial system andregulatory
frameworks should operateintheinterests of the ultimate owners,
thebeneficiaries. Asfiduciaries of the ultimate owners, institutional
investors should therefore ask stock exchanges, regulators and
governments globally to focus on creating a framework that facilitates
thelong-term successof companiestheyinvestinonbehalfofthe
underlying beneficiaries and not the commercial success of a particular
stock exchange or a market. In our view, this requires adequate
shareholder rights, investor protection and management accountability,
underpinned by the principle of one-share one-vote.

Drivers of differential voting rights

Many stockexchangesare commercial businessesand listed entities.
The commercial interest in obtaining new listings drives stock exchanges
and associated industries to provide companies or their early investors,
oftenfounders, withtheflexibility theywantwithregardtotheirshare
structures. Advocatesofmultiple-classsharestructuresclaimthatthe
one-share one-vote principle allows investors to exercise undue pressure
that encourages short-term thinking and decision-making. Giving a
founder more control through enhanced voting rights, they argue, allows
companies to be run with a long-term view without undue interference
in, for example, the use of resources and the role of key individuals.

The suggestion that pressure from the capital markets necessitates
listings with differential voting rights is something institutional
investors should take seriously and seek to address, asitisa concern
not just for high-tech, founder-led companies but increasingly for
established companies too. Institutional investors could put themselves
in a much stronger position in the discussion about differential voting

Setting the scene

The last few years have seen increased competition between
stockexchangesforinitial publicofferings (IPOs) globally.In2014,
the Hong Kong Stock Exchange, following anintervention of its
regulator, rejected the listing of e-commerce company Alibaba
whose structure gives a small founder-led team preferential rights
overthe appointment of board members, somethingthatwasa
priority forthe company.Alibaba subsequently listedonthe New
York Stock Exchange. Following the listings of technology services
companies Alphabet and Facebook, the listing of their peer Snap in
2017 -which offered only shares without any voting rightsto the
public—tookthe trendamong US companiesto share structures
with differential voting rightsto a new extreme. Anxiousto avoid
losing more IPOs, several stock exchanges in Asia have been
considering to allow the listing of companies with differential
voting rights. In the UK meanwhile, the Financial Conduct
Authority issued a consultation on a proposed new premium
listing category for sovereign-controlled companies, which would
result in investors in these companies losing the protection
provided by related party and controlling shareholder rules.

rightsiftheindustry made more progressinaddressingtheissue

of short-termism,for example, by lengthening typical performance
measurement periods, focusing on absolute performance against
agreed objectives and systematically integrating long-term factors
within their decision-making processes and conversations with
management. Thiswould mean focusing on a significant part of

the underlying problem instead of dealing with the symptoms by
introducing ever more complicated share structures that disenfranchise
investors and reduce accountability.

The stewardship case

The rationale behind stewardship codes and guidelines that have
emerged globally, including in the US, suggests that appropriate
shareholder rights and accountability mechanisms should be a key
concern for regulators and governments. The dilution of such rights and
mechanisms through the proliferation of listed companies that have
share classes with differential voting rights at a time when investors

are encouraged to become more active owners amounts to regulatory
inconsistency.

While it is impossible to make an empirical case for adherence to
the one-share one-vote principle across the various life stages of
companies and sectors, it is equally uncertain that differential voting
rights guarantee better long-term decision-making and outcomes.
However, our experience suggeststhatat some pointinthelife

of acompany things will go wrong and at companies, such as US
technology company Snap, investors will have no means to intervene
and address problems.

An alignment between the economic interests of an investor and
control rights through the one-share one-vote principle thus seems
the best structure to ensure management accountability. If listing rules
allow companies to list with differential voting rights, these should
therefore be time-bound through sunset provisions and provide
adequate safeguards for investors.®

Companies that aim for inclusion in indices, for example through a
premium listing, should however be required to adhere to the one-
share one-vote principle because these listings provide access to highly
liquid and low-cost pools of capital. If an issuance is going to result




inforced buyersofshares, thenthe forced buyersshouldinturnbe
grantedadequaterights. Inresponsetosuchreasoning, someindex
providers have already announced changes to their policies regarding
companies with multiple-class sharestructures.

Regulators and stock exchanges

We have been seeking to address various minority shareholder
rights and protection aspects with the regulators and stock
exchanges concerned.

Inresponse to the new board consultation by the Hong Kong Stock
Exchange, forexample, onlisting opportunities for companies with
weighted voting rights structures, we strongly advised against the
proposed non-standardgovernancestructureinaone-trackordual-
tracklistedregime. Weexplainedthatwe donotconsiderthe needsof
new economy and early stage enterprisesto bevalid enoughreasons
fornon-standardgovernancestructurestobeintroduced, especially
whenthese structures have adefiningrolein shapingthe continued
power dynamics in the boardroom and across wider corporate culture.
Unfortunately, the exchange has since announced the creation of two
additional chapters in its listing regulations for pre-profit/pre-revenue
biotechnology firms and companies with weighted voting rights
structures, subjectto additional disclosure and safeguards, and has
commenced thedrafting of the proposed amendmentsto thelisting
rulestoputtheproposalsintoeffect.®

Inourfeedback to a consultation by the Singapore Exchange (SGX),
we again madeitclearthat we are not supportive of the introduction
of a dual-class share framework in the city state. Nevertheless, we
acknowledged the thorough consideration the SGX has given this
matter and the steps it has suggested to address the risks of a dual-
class share structure, which, if implemented correctly, could be
effectivein mitigatingmuch of the risk of abuse by owner managers of
listed companies.

Wealso formally responded to the consultation by the UK’s Financial
Conduct Authority proposing a new premium listing category for
sovereign-controlled companies, which would exempt them fromsome
oftherulesthatprovidetheirshareholderswithadditional protection.
We contended that while the listing of sovereign-controlled companies
in London under the new regime would be attractive from a short-
term commercial perspective, in particular for the stock exchange,
investment bankers, lawyers and other advisers, it is questionable
whether their listing is beneficial to the underlying beneficiaries, whose
money will ultimately beinvestedinthese companiesinthelongterm.
Wedonotsupportthedilutionofthe protectionthe premiumsegment
listing rules provide, in particular where a standard listing is already
available to sovereign-controlled companies and where index inclusion
isnot an objective of the listing. We made clear that we believe that
protecting the reputation and the value of a primary London listing,
which is based on comprehensive shareholder rights and protection and
canmean alower cost of capital, should be at the top of the regulator’s
agenda when considering amendments to the listing rules.

Engagement with companies

We also continuously engage with companies with dual-class share
structures, such as e-commerce company Alibaba, in an attempt to
enhance the rights of minority shareholders, increase transparency and
push for effective boards and investor dialogue. We have taken a stance
through our voting recommendations at the AGMs of companies,
forexample, by opposing the election of the chair of the governance
committee atUSmediacompanyTwenty-First Century Foxor co-filing
shareholder proposals requesting the elimination of dual-class share

Hermes EOS

structures at News Corp, which garnered strong support particularly
from non-affiliated investors.

Laudably, due to the country’s experience with poor shareholder rights,
dual-class share structures and the treatment of minority shareholders,
companiesin Brazil have been movinginto a different directionfrom
their peersinAsiaandthe US.Some have beguntoconverttheir
non-voting shares into voting ones, seeking to reduce the governance
discount,aswellastoincreasetheirshareholderbaseandtheshare
liquidity through the adoption of a single share class.

Aspartofthisprocess, we supportedthe proposals submitted tothe
AGMs of mining company Vale and paper and pulp company Suzano
PapeleCelulosetoconverttheirnon-votingintovoting sharesandto
amendtheirarticlesofassociationtoincorporatetherequirements
ofthe Novo Mercado, the B3 stock exchange segment with higher
corporategovernancestandards.

Inthe case of Vale, the adoption of the one-share one-vote principle
andthedissolution ofthe controllingshareholdersagreement, which
hasbeeninplacesinceitsprivatisationin 1997, willresultinadispersed
ownership structureandanequitabletreatmentofallshareholders,
which we welcome.

Advocacy

Inourview, adherencetotheprinciple of one-shareone-voteisa
prerequisite for stewardship. We are therefore concerned about
theseeminglyregulatoryinconsistency described abovethatis
undermining the effectiveness of stewardship.

Asanadvocateofshareholderrightsand stewardship codes, we will
continue to promote adequate shareholder rights, investor protection
and management accountability through legal frameworks and

listing rules.

For further information, please contact:

Hans-Christoph Hirt

hans-christoph.hirt@hermes-investment.com

®https://corpgov.law.harvard.edu/2017/04/24/the-untenable-case-for-perpetual-dual-
class-stock/
°  http://www.hkex.com.hk/News/News-Release/2017/171215news?sc_lang=en
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The rise of sustainability —
China’sjourneytostewardship

We have been witnessing a
changeinattitudebyChinese
companies to sustainability
and stewardship.

State influence

Overthepast20years, the progressmade by domestic capital markets
in Mainland China has reflected the country’s economic development.
The reform of share ownership in Chinese companies aimed at bringing
inprivate sectorinvestment has encouraged competitionand more
business-oriented behaviours among state-controlled companies, and
adomesticinstitutionalinvestmentcommunity hasemerged. Private
enterprises meanwhile have grown significantly.

But despite the country opening up to private —including foreign
investment — the state remains highly influential over business
activities. In addition, if the Chinese government decides to take action
on, for example environmental, social or governance-related initiatives,
it will ensure theirimplementation.

We are pleased that companies in Mainland China and Hong Kong
are increasingly becoming aware of the importance of environmental,
socialand governance (ESG) factorsand begunto open uptodialogue
withlong-terminstitutionalinvestorsandtheirrepresentatives, such
asourselves. Thiswasreflected intheinvite from the state-directed
Asset ManagementAssociation of Chinaforustospeakatthefirstever
Responsible Investor Forumin Chinain2017.1t was also a clear signal
thatthe Chineseregulatorsupportsthe developmentofresponsible
investment in China.

Access

Inaddition, we have witnessedatrendtowards moreopendialogue
between investors and Chinese company boards. We have started to
engage with family-controlled conglomerates, such as CK Hutchison
and Jardine Matheson, and were successful in gaining access to their
board directors, something that was difficult to achieve in the past.

However, otherculturalissues—suchasareluctancetosayanything
atallifsomethingisnotperfect—are moredifficulttoaddress. This
appliesinparticulartodisclosures, forexampletothe CDPinitiativeson
water and carbonemissions.

Environmental issues

Duetotheimpactof pollutiononitscitizens, China’sgovernmentand
regulator now strongly focus on environmental issues. In particular, the
Chinesegovernmenthasbeguntoaddresscarbonemissionsbytaking
measures to reduce these, particularly in the extractives sectors, which
isbeginningtohaveanimpact.

We were encouraged, for example, to see the attendance at a CDP
training seminar in China increase from two in 2016 to over 20
company representatives in 2017, which was also a result of our
connections with companies. At the event, we were pleased to see that
in particular companies from the energy, chemicals, consumer and

Setting the scene

Rapid industrial development and economic growth in the world’s
most populous country have been accompanied by hazardous
levelsofwaterandairpollutants. Thelatter have beenattributed
to emissions from industries such as power generation, in particular
from coal-fired plants, and metal processing. Carbon dioxide
emissions have been constantlyincreasingin China, whichiswhy
its government has introduced specific emissions reduction targets.
Inaddition, ithasintroducedanimportbanonplasticwaste.As
aresultof these pressing environmental issues, sustainability has
been rising up the agenda of companies in the country.

financial services sectors have increased their resources to improve the
disclosure of their environmental performance and set objectives in line
withglobalbestpractice. However, wealso pointed out thatinaddition
to senior or board commitments to disclosure, vertical integration

and an alignment of disclosure responsibilities are required to ensure
sustainability is embedded throughout the company. Furthermore, we
highlighted theimportance of participationin policy discussionsand
globalclimatechange-relatedinitiativestoshapetheenvironmentin
whichthecompaniesoperateinandshowtheirintentiontointegrate
withtheglobalbusinesscommunityonESGissues.

IT company Baidu, forexample, becamethefirst Chinese memberto

sign up to EV100initiative, which aimsto accelerate the transition to

electricvehicles (EVs)and make electrictransportthe new normal by
2030.Electrictransportisableto cut millionsoftonnesof greenhouse
gas emissions per year, as well as curb transport-related air and

noise pollution.

Aspartofthegovernment’senvironmental efforts, attentionhasalso
shiftedtogreenfinancing. Wewere pleasedtoseethe Chinalnstitute
of Finance and Capital Markets, a think tank affiliated with the China

Securities Regulatory Commission, advocating green finance, in other
wordsthelendingtolow-carboneconomy projectsandbusinesses by
financialinstitutions,accompanied by restrictionsonlendingto high-
risk sectors that may lead to environmental degradation and pollution.

We have been increasingly engaging with banks in China on climate
changeandaregettingmoretractionwiththem [see page5]. Following
ourencouragementandthetechnicaltrainingbythe CDPinitiative, the
2016 CDPclimate change surveyofthe Industrialand Commercial Bank
of Chinaforthefirsttimereachedastandardthatcouldbescored.
Thiswas amajor milestone asit shows thatthe company has setaside
dedicated resources to improve the disclosure of its climate change
performance.Thebankalsoresponded wellto ourquestionsonhowit
balancesthe priorities ofthe Communist Party of Chinaanditsbusiness
and was able to provide positive examples, including with regard to
lendingpolicieslinkedtothecountry’sOneBelt One Roadinitiative.

While philanthropic corporate social responsibility reports are
mandatory in Mainland China, they are not comparable to ESG or
sustainability reports that link material sustainability issues to
potentially financial impacts in core business activities although there
may be some overlap in the topics covered. We urge companies to
improve their disclosure by collaborating with standard-setting
initiatives such as the CDP, thus improving overall standards of
environmental performance management among Chinese companies.

We were therefore pleased about the significant improvements made
tothedisclosuresofthe majority state-ownedtelecommunications
company China Mobileinitssustainability report,aswellasonits
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website. The company is the first Mainland Chinese company to attain
anArankinginCDP’sclimate change survey. Italso published a policy
andcorresponding due diligence guideforresponsible supply chain
management in 2016.

We also encourage Mainland Chinese and Hong Kong-listed companies
toadoptthe recommendations of the Financial Stability Board’s Task
Force onClimate-related Financial Disclosures (TCFD). Wewould like
toseethem providetherelevantdisclosuresintheirannualfinancial
filings, including the determination of materiality of other information.
If companiesdo notfully reportagainst the TCFD recommendations,
they should explain their reasons for not doing so.

Social matters

In particular in view of the commercial success of many Chinese
technology businesses, we encourage companies to provide evidence
ofacultureofriskawarenessand managementinrelationto cyber
security, including data privacy, information security, business
continuity plans and the prevention of frauds and crimes.

Othersocialissueswehave beenengagingonwith Chinese companies
include health and safety, particularly in the extractive sectors,

human capital and supply chain management, as well as bribery

and corruption.

We, for example, began our engagement with China Mobile in 2012
following a number of serious bribery and corruption allegations
concerning its senior executives. We encouraged the company to
locateandrectifytheapparentweaknessesinits policiesand systems
and pressed it to learn from individual cases to improve its internal
controls and risk management. We sought evidence of a change in
culture and staff behaviour, which we believed to be core to addressing
the root causes of the problems. In addition, we encouraged improved
disclosureonarangeof ESGissues.

Wethereforewelcomedthe demonstrable efforts by China Mobile

to tackle bribery and corruption by analysing all the corruption cases

it had identified since 2011. To show its commitment to cultural
change, itheld educationalseminarsonthetopicforitsemployees.
Wecommendeditsopenadmissionofthe briberyissuesidentified,

its demonstrable commitment to change and setting a positive
example for other companies. The company verified all whistleblowing
reportsandsetupacoordination mechanismencompassing material
verification, external investigation support and special case
coordination. Italso required the family of management staff to sign
an anti-bribery and corruption pledge. The improvements made by the
companyareinlinewiththebriberyandcorruptionassessmentbythe
Central Commission for Discipline Inspection, the central government’s
branch forcompliance.

Governance

In contrast to the positive momentum to improve environmental and
social standards in Mainland China and in Hong Kong, governance
does not appear to have the same priority at the moment. The
governancestructure of Chinese companiesinsomesectors,suchas
telecommunications, e-commerce and other sensitive businesses, is
complicated as they have an extra layer through the creation of variable
interest entity structures, which allow foreigninvestors, whoare not
allowedtodirectlyinvestinthese Chinese companies, todosothrough
specially created vehicles.

However, we firmly believe that corporate governance in China can be
enhanced through engagement from foreign institutional investors.
In particular, we believe that the quality and diversity of boards, the

Hermes EOS

protection of minority shareholders and the disclosure of related party
transactions need to improve further at Chinese companies.

The access of minority shareholders to the board outside of AGMs
is a distinguishing feature of companies with better governance
standards. Itisparticularlyimportantwhenacompanyhasadominant
or controlling shareholder. We therefore recommend companies
appointaleadindependentdirector,whocouldactasacontact
point, especially if it is family- or state-dominated or where the
roleofchairandCEOarecombined.Theleadindependentdirector
shouldactasacounterweighttotheboardchair, lead the group of
independent directors and function as a link between them and the
executivedirectors,aswellasplayakeyroleinboard evaluationand
shareholder engagement.

As Chinese companies expand their customer base and operations
overseas, we expectthemto explain how they take into accountthe
different dimensions of diversity, such as gender, ethnicity, nationality,
skill sets and experience, ontheirboard andintheir managementto
improve the long-term performance of their business. As members

of the 30% Club, we support the 30% Club Hong Kong campaign

to increase the percentage of women directors on company boards

to 20% by 2020, working towards a long-term goal of 30% for all
companiesintheHangSengIndex. Weconsidervotingagainstthe
nomination committee chairatcompanies with nofemale board
membersunlessa credible plantointroduce womendirectorsis
available orthe nomination chair can provide a solid explanation

for the circumstances.

Duetocapitalaccountrestrictions, manyChinese companieshaveset
up subsidiaries outside of China to hold and manage foreign currencies
required for business transaction purposes. We therefore expect
related party transactions, especially finance-related transactions to be
accompanied bydetailed disclosure ontherationale ofthe use ofthe
connected party, the terms of the agreement and the audit and
assurance mechanisms put in place to ensure that the transaction
isconducted inafairandtransparent mannerover the agreement
period,notonlyduringtheinitialphase.Weexpectathoroughreview
mechanismto bein place should anyirregularactivities be noted by
theauditor.

Wewill continue our engagement with Chinese companiesacrossall
sectors to make sure that they maintain the momentum on
environmental and social concerns, enhance their governance standards
as outlined in our regional Corporate Governance Principles*®and
continue to improve in line with global best practice.

For further information, please contact:

Christine Chow

christine.chow@hermes-investment.com

“https://www.hermes-investment.com/ukw/wp-content/uploads/sites/80/2017/12/china- cg-
principles-2017-dec-2017.pdf
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Engagement on strategy

Many of our most successful
engagements include discussions
on business strategy and
structural governance issues.

Examples of recent engagements

Board composition

Lead engager: Michael Viehs

We obtained reassurances on the skill sets and experiences of the
proposed newboardmembersofaEuropeancompany.Inanunusual
meeting with the outgoing and incoming chairs of its supervisory
board, we discussed the company’s governance and strategic
challenges. To ensure that only suitable candidates for the supervisory
boardare putupforelection, the chairshadinterviewed anumber of
shortlisted candidates. While we were generally content with the four
selected candidates, we questioned the additional perspective that the
candidate withoutindustry experience could bringtothe board.The
chairsoutlinedtoushow herexperienceingovernmentalrelationsis
crucialfordevelopingthe companyanditsstrategyfurther. Wewere
also satisfied with how the board has dealt withthe overboarding of
onecandidatewho, asaresult, willstep downfromboard positionsat
two large companies.

Nevertheless, we challenged the chairs on the multiple board positions
several ofthe board membersoccupy.Theyreassured usthatduring
normal times, the board is not too busy to properly monitor the
company’sexecutiveteam. Wealsolearnedthattheincomingchairis
supportive ofthecompany’sstrategybutbelievesthatamoreflexible
structure is required to adequately respond to new industry challenges.

Carbon price

Lead engager: Natacha Dimitrijevic
Wewelcomedthesustainability planofaEuropean company, which
was presented by its CEO and a number of key executives, including
the CFO, atitsfirst ever sustainability day. The key pillars of the plan
are resource management —including in relation to water and energy
efficiency—safety, ethics, humanrights and diversity, aswellasthe
use of new technologies. We particularly commended that from
2018the companywillstartusinga$10/tonneinternal carbon price,
risingto $40/tonne by 2025, which we had itencouraged to do for
anumberyears. Inasubsequent meeting with its CEO, we sought
tounderstandtheimpactoftheintroductionofthecarbonpriceon

Overview

We adopt a holistic approach to engagement, combining
discussions on business strategy and risk management, including
social, environmental and ethical risks, with structural governance
issues. We challenge and support corporate management in their
approach to the long-term future of the businesses they run, often
when there is minimal outside pressure for change. We are generally
most successful when we engage from a business perspective and
present environmental, social and governance issues as risks to the
company’s strategic positioning. Companies may benefit from new
perspectives onthe board and from promotingfresh thinking at
thehead ofthecompany.Anindependentchairorchange of CEO
is frequently the key to improving performance and creating long-
termvaluefor shareholders.

exploration and downstream activities. In addition, we pushed for the
publication of a dedicated report on climate change and were pleased
thatthe CEO agreed to consider thisfor 2018. The company also set
new environmentaltargets, which are partofitsemployeeincentive
schemes. However, we challenged the company’sassumptionsand
scenarios in relation to climate change, as it is investing in public
charging pointsforelectricvehicles but overall remains cautiouson
renewable energies.

Climate change strategy

Lead engager: Christine Chow

A conversation with a financial services company in which we
highlighted the importance of the recommendations of the Task Force
onClimate-related Financial Disclosures (TCFD) appearstohavehad
a positiveimpact because, following our meeting, itdecided tofillin
asurveyontherisks and opportunities it faces as a result of climate
change.The greenhouse gasemissionsdisclosures provided by the
companytotheCDPinitiativeincluded datafromitshead office
andallits branchesin the capital, which shows that initial stepsin
data collection have been taken. Encouragingly, one of the big four
consulting firms is assuring the company’s latest CSR report.

Wesubsequently welcomed the commitment bythe companyto
implement the TCFD recommendations. To meet the expectations,
itwillbuildonitslow-carbon, greenfinancestrategicplan,andto
improvethedisclosure, itplanstodisclosethe Scope 1and2 emissions
ofanadditional 37 subsidiariesin2018. Weencouragedthe company
toreducethefinancingof coal-powered plants, and it described to us
howitwould cutitsfunding of high-emissions sectors. Inaddition, the
company seeks to grow its low-carbon and green finance portfolio. We
suggested thatthe company include policy, marketand technology
developments in its critical factors and following a scenarioanalysis
inlinewiththeTCFDrecommendations,come upwithearlywarning
indicatorsto better manage the risks and opportunities of climate
change. We also called for adequate disclosure to demonstrate
itsstrategiccommitmentandwillcontinue tomonitorthe bank’s
greenhousegasemissionsinabsoluteterms,aswellasrelativeto
associatedsectors.
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Environmental and social risk management

Lead engager: Jaime Gornsztejn

Encouragingly,anemerging marketscompany hastakeninitial steps
to address the concerns we raised with its senior independent director
about the lack of a group-wide policy regulating how it identifies,
assesses, mitigatesand monitorsenvironmentalandsocialrisksinits
operations. Asustainability committee has been established at the
board level and a senior executive responsible for sustainability will be
appointed in the first quarter of 2018.

Thecompanyhasalsoundertakenabenchmarkingexercise with
some EuropeanandUSpeersontheirpracticesinthisarea.nour
engagement, wesuggestedthatthebenchmarkingbeextended

to include emerging market peers. We provided examples of
environmental andsocial risk management policiesdeveloped by its
Brazilianpeersandofferedtomakeintroductionssothatthecompany
can discuss best practice and the challenges involved in adopting them.
The company accepted our offer.

Engagements on strategy and/or governance

. Companies engaged on
strategic and/or governance
objectives this quarter: 71

. Companies with progress
on engagements on strategic
and/or governance objectives
this quarter: 24

Hermes EOS

Sustainability strategy

Lead engager: Roland Bosch Gornsztejn

In meetings with the chair and deputy head of corporate sustainability
earlier in 2017, we had requested a UK company to be more explicit
in disclosing its exposure to the risks from climate change, setlong-
termsustainablefinance objectivesand updateits sustainability risk
policies.Inaddition, we had urgedittolead best practice by reporting
inlinewiththerecommendationsoftheTaskForceonClimate-related
Financial Disclosures (TCFD). The company subsequently updatedits
sustainability strategy with five new commitments to support the
transition to a low-carbon economy, which we commended. It has
made acommitmenttointensifyitssupportforcleanenergyandlow-
carbon technologies and projects that support theimplementation
ofthe UN Sustainable Development Goals. The company plansto
adopttherecommendationsofthe TCFD—withthefirstdisclosures
tobereportedinits2017annualreport—while continuingto shape
the debate around sustainable finance and investment. Earlier in the
quarter, we had contributed to the review of its energy policy.
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Public policy and best practice

Hermes EOS contributes to
thedevelopmentof policy and
best practice on corporate
governance, sustainability and
shareholder rights to protect
and enhance the value of the
shareholdings of its clientsover
the long term.

Highlights
Climate Change 100+

Lead engager: Bruce Duguid

We identified the goals and priorities of the Climate Action 100+
initiative with other core members of the corporate engagement group
ofthelnstitutional Investors Group onClimate Change. Climate Action
100+is aglobally coordinated engagement initiative focused on the
top 100 most strategically important greenhouse gas emitters. The
target listis based onthe emissions of companiesin their operations
andintheir products, whichiswhy itincludesfossilfuel supplierssuch
as oil and gas companies, as well as automotive manufacturers. We
pushedfortheinitiative’sengagementstoidentify clearandfeasible
objectives. We explained that requesting oil and gas companies to
reducethe supply of profitable oiland gasis unlikely to be feasible but
thatafocusontherisksof explorationactivities could help companies
set an appropriate cost of capital and reduce supply in return. In
addition, we volunteered to lead the dialogue with several high carbon-
emittingcompaniesin Russiaand other partsofthe world, aswellasto
help with the engagements at some Asian companies.

Executive remuneration in Germany

Lead engager: Hans-Christoph Hirt

We outlined concerns about executive remuneration practices and
setoutourexpectationsaboutfuturepoliciesand pay packagesat

a conference for senior company representatives in Germany. We
addressedthecomplexityandleverageof manypaypackagesand
questioned whether long-term incentive plans work, given the risk
aversion and excessive discounting of the executives benefitting
fromthese plans. Wealso presented evidence onthe pooralignment
between company performance and executive remuneration. Our
proposaltoradicallysimplifyremuneration bysignificantlyincreasing
fixed pay and using share ownership beyond tenure to create alignment
was well received. However, it was agreed that at present it would

be impossible to substantially reform executive remuneration as
investors have significantly different views and expectations on pay. We
welcomed the work the German Corporate Governance Commission
isundertakingonexecutive payand mentioned ourengagementwith
individual companies and the development of remuneration guidelines
weareabouttostart.

Overview

We participate in debates on public policy matters to protect
and enhance value for our clients by improving shareholder rights
and boosting protection for minority shareholders. This work
extendsacrosscompanylaw, whichinmany markets setsa basic
foundationforshareholderrights, securitieslaws, whichframe
the operation of the markets and ensure that value creation is
reflectedinvalueforshareholders,anddevelopingcodesofbest
practice for governance, management of key risks, as well as
disclosure. In addition to this work on a country-specific basis, we
address regulations with a global remit. Investment institutions are
typicallyabsentfrom public policy debates eventhoughtheycan
have a profoundimpactonshareholdervalue. Hermes EOS seeks
tofillthis gap. By playingafullrolein shapingthese standards,
we can ensure that they work in the interests of shareholders
instead of being moulded to the narrow interests of other market
participants whose interests may be markedly different —
particularly companies, lawyers and accounting firms, which tend
to be more active than investors in these debates.

Fiduciary duty

Lead engager: Will Pomroy

We participated in a roundtable, which was coordinated by the
Centre for the Understanding of Sustainable Prosperity, to inform the
subsequent deliberations of the European Commission’s High-Level
Expert Group on Sustainable Finance (HLEG) onfiduciary duty.The
HLEG has been tasked by the president of the European Commission
with proposing the necessary changes to legislation in order to reframe
and clarify the fiduciary duties of financial institutions across the EU.
The roundtable discussed the quality of advice provided to trustees, the
needto be more explicitthatthe duty extendsto stewardshipandthe
meritof promotingtheinterests of beneficiariesirrespective of their
expressed preferences, such as for example tackling climate change. We
encouragedtheparticipantstothink practicallyandfocusonremoving
existingimpedimentsto the ability ofinvestorsto fulfil their fiduciary
duty, such as the market practice of measuring and reporting short-
term relative investment returns and poor governance standards across
the asset owner and management industry.

Stewardship Code in Russia

Lead engager: Jaime Gornsztejn

Ina presentation to senior staff at the Central Bank of Russia (CBR),
we calledforthe development of astewardship code inthe country
andshared examplesofbestpracticefromotheremergingmarkets.
Wehad beeninvited by the CBR to give a presentation ontherole of
institutional investorsin promoting good corporate governance at
theirinvestee companies. Asthe capital marketsregulator, the CBR
had published the country’s comply-or-explain corporate governance
codein2014andisresponsibleforitsenforcement. Similarlytoother
emerging markets, there hasbeen little stewardship activitytodate
byinstitutionalinvestorsin Russia. We highlighted thefiduciary duty
ofassetownersand managerstoberesponsibleinvestorsinorderto
preserveandenhancethelong-termvalue oftheirinvestments. We
outlined our approach to stewardship, including on engagement and
voting, and described the developments in emerging markets such as
SouthAfrica, Malaysia, HongKongandBrazil. Encouragingly, the CBR
saidthatRussia planstodevelopastewardshipculturetooandasked
ustodeliverasecond presentation asit buildsitsinternal capacity,
which we agreed todo.
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Other work in this quarter included

Promoting best practice

m We discussed the allegations of misconduct in its South African
business in relation to the corruption scandal involving the Gupta
family with representatives of KPMG UK and South Africa. We
pressed for a plan to effectively identify and address the governance
and culturalissuesinthe South African unitand for a review of the
processesinplacetoensurethatall affiliatesareimplementingthe
values which KPMG International promotes.

m We spoke at the Westminster Business Forum about board
diversity, the voice of customers and the representation of workers.
In advocating gender, ethnic and different forms of diversity,

we highlighted the importance of cognitive diversity and the
expectations from investors when company boards explain how they
identify skills gaps among their directors. We encouraged companies
to be specificand transparentabout the skills they need based on
their own stakeholder models and materiality assessments.

At the steering committee meeting of the Diversity Project, we
presentedabestpracticeguidanceframeworkforcompaniesto
submittheircase studies, which coversthe challengesfaced, the
lessonslearnedandtheactionstobetakentoimprovediversityat
the recruitment level. Our suggestions were received positively.

We pushed for independent external board evaluations and
promoted some of ourideas to reform executive remuneration at
ahighlevelcorporategovernanceroundtableinGermany. During
sessionsonboardcompositionand effectiveness, we highlighted
the importance of investor dialogue with board members, in
particular non-executive directors, in assessing the quality of the
board.Wealsopointedouttheimportance of simplicityinexecutive
pay packages.

We accepted the invitation by NGO First Peoples Worldwide to
participate in the First Peoples Investor Engagement Project study
into the costs of the failure of the developers and financiers of the
Dakota Access Pipeline to engage meaningfully with the Standing
Rock Sioux Tribe to obtain free, prior and informed consent for

the project.

As a member of the advisory committee of the Handbook for
Lawyers on Business and Human Rights initiative, we provided
suggestionson the training materials for lawyers on humanrights
to the International Bar Association. We recommended the inclusion
ofthe UN Guiding Principles Reporting Frameworkand Assurance
Guide to give lawyers additional reference to put human rights
considerationsinto practice. A pilottraining sessionis set to take
place in a face-to-face meeting in Australia in the first quarter of
2018.Thisis parttwo of the same initiative following the launch of
the Handbookfor Lawyerson Businessand Human Rights, towhich
we had contributed.

Ataroundtable onthelivingwage, we spoke aboutthe approach of
long-terminvestorstothe paymentofthelivingwage by companies
totheiremployees. Wehighlightedthe business benefits, including
the human capital advantages this can bring through increased
retention, higher productivity and reduced reputational risk.

We spoke at the conference of the Responsible Minerals Initiative,
whichfocused onthe conflict-free sourcing of raw materialsin the
supply chainofthe electronics and other sectors. Weargued that
respecting the salient human rights of those within the supply chains
of companies is not only the right thing to do ethically but is also
good for business, as it reduces reputational and legal risks while
enhancing the resilience of businesses.

We welcomed the report submitted by the corporate governance
committee of the Securities and Exchange Board of India with

Hermes EOS

recommendationson corporate governance changesaimedatthe
better protection of shareholders and long-term value creation. The
recommendations reflect our suggestions, such as the importance of
separating the CEO and board chair. The report’s recommendation to
haveoneindependentfemaledirectoronacompanyboardisalsoin
line with our Corporate Governance Principles for India.

In a meeting with the deputy CEO of the Shanghai Stock Exchange,
we outlined best practice in relation to board refreshments, director
nominations and stakeholder engagements. We criticised the lack

of coherent standards and meaningful content in the ESG reports

of A-share companies and encouraged them to provide reports

in English.

Astheonly representative from the investor community, we
discussed the next phase of supply chain audit approaches at

a conference hosted by the International Council on Mining and
Metals. Since the conference of members of the Electronic Industry
Citizenship Coalition in January 2017, we have been pushing
decentralised ledgers that could potentially increase the efficiency
and transparency of the conflict minerals supply chain and were
therefore pleased about the progressive discussions.

Public policy

The US Securities and Exchange Commission (SEC) gave final
approval to the auditor’s report regulation, as proposed by the
Public Company Accounting Oversight Board (PCAOB) in 2016. In
our consultation response to the PCAOB, we had advocated for
significant changestothe existing auditor’sreport, includingthe
communication of critical audit mattersarisingfromthe auditand
new elements relating to auditor independence and tenure. Overall,
the approved changes will enhance the form and content of the
auditor’s report by making it more relevant and informative to
investors and other users of financial statements.

Weresponded to the consultation onthereview of the Corporate
Governance Code and related listing rules by the Hong Kong
Stock Exchange. We recommended that the stock exchange take
concrete actions to enhance the transparency and accountability of
the nomination and election process of independent non-executive
directors. Wealso raised the overboarding of directorsasalong-
standingconcern,recommendingnomorethanfivedirectorships
foreachdirector,andencouraged more guidance onthe quality of
disclosures to avoid boilerplate policy statements. Furthermore, we
suggestedthatcompaniesreportonboard committeeactionsand
progress during the year. We pointed out that we expect companies
to provide credible plans to improve their board diversity and
recommended companies consider appointing a lead independent
director, especially ifthey have acombined chairand CEOand one
or more dominant shareholders.

The Investor Working Group of the Sustainable Stock Exchanges
initiative, of whichwe areamember, drafted aletteraddressedto
the chair of the International Organization of Securities Commissions
(10SCO) insupport of the review of ESG issues that is taking place
initsCommittee 1and Growth and Emerging Markets Committee.
The group seeks to encourage I0SCO to issue global ESG reporting
guidance following the review.

Inameeting with the Financial Reporting Council, we encouraged
the regulator to think outside the box when reviewing the UK
Stewardship Code. We argued that now is the time to identify
best practice in voting and engagement and encourage investors to
consider undertaking stewardship activities that are demonstrably
effective. The live preliminary consultation on the direction of the UK
Stewardship Code will be followed by a more substantive one later
in 2018.
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Hermes EOS makes voting recommendations at general meetings
wherever practicable. We take a graduated approach and base
ourrecommendationsonannualreportdisclosures, discussions
with the company and independent analyses. At larger companies
andthosewhereclientshavesignificantinterest, weseektohave
dialogue beforerecommending avote against orabstentionon
anyresolution.

In most cases of a vote against at a company in which our clients
have a significant holding or interest, we follow up with a letter
explaining the concerns of our clients. We maintain records of
votingand contactwithcompanies,andweincludethe companyin
our main engagement programme if we believe further intervention
is merited.

Hermes EOS makes voting
recommendations at
companies all over the
world, wherever its clients
own shares.




Hermes EOS

Overview

Overthelastquarterwe madevotingrecommendations at

1,128 meetings (7,952 resolutions). At 532 of those meetings

we recommended opposing one or more resolutions.

We recommended voting with management by exception at one
meeting and abstaining at 10 meetings. We supported management
onallresolutionsattheremaining 585 meetings.

Global

We made voting recommendations at 1,128
meetings (7,952 resolutions) over the last quarter.

[l Total meetings in favour 51.9%

[ Meetings against (or against AND abstain) 47.2%
B Meetings abstained 0.9%

[l Meetings with management by exception 0.1%

Australia and New Zealand Developed Asia Emerging and Frontier Markets
We made voting recommendations at 214 meetings We made voting recommendations at 95 meetings We made voting recommendations at 459 meetings
(1,118resolutions) overthelastquarter. (541 resolutions) overthe last quarter. (3,111 resolutions) over the last quarter.

[l Total meetings in favour 54.7% [l Total meetings in favour 60.0% [l Total meetings in favour 52.3%
B Meetingsagainst(oragainstAND abstain)45.3% [ Meetingsagainst (oragainstAND abstain)40.0% B Meetings against (or against AND abstain) 46.6%
B Meetings abstained 1.1%

Europe North America United Kingdom
We made voting recommendations at 104 meetings We made voting recommendations at 175 meetings We made voting recommendations at 81 meetings
(873 resolutions) over the last quarter. (1,428 resolutions) over the last quarter. (881 resolutions) over the last quarter.

\| |

M Total meetings in favour 57.7% [l Total meetings in favour 41.1% [l Total meetings in favour 48.1%
B Meetingsagainst (oragainstANDabstain)38.5% [ Meetingsagainst (oragainstANDabstain)58.3% [ Meetings against (or against AND abstain) 50.6%
B Meetings abstained 2.9% B Meetings abstained 0.6% [l Meetings abstained 1.2%

[l Meetings with management by exception 1.0%
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The issues on which we recommended voting against management or abstaining are shown below.

Global

We recommended voting against or abstaining on
1,296 resolutions over the last quarter.

I Board structure 29.4%

M Remuneration 32.5%

M shareholder resolution 5.6%

[¥ Capital structure and dividends 10.0%
Il Amendment of articles 9.4%

M Audit and accounts 3.9%

M Governance 2.8%

M Investment/M&A 0.1%

M Poison pill/Anti-takeover device 0.5%
¥ Other 5.9%

Australia and New Zealand

We recommended voting against or abstaining on
202 resolutions over the last quarter.

M Board structure 25.2%

M Remuneration 69.8%

M shareholder resolution 1.5%

I capital structure and dividends 3.5%

Developed Asia

We recommended voting against or abstaining on
90 resolutions over the last quarter.

¢’
‘&

M Board structure 48.9%

M Remuneration 12.2%

M shareholder resolution 4.4%

[¥ Capital structure and dividends 15.6%
B Amendment of articles 10.0%

M Audit and accounts 5.6%

M Governance 1.1%

M Poison pill/Anti-takeover device 1.1%
[ other 1.1%

Emerging and Frontier Markets

We recommended voting against or abstaining on
624 resolutions over the last quarter.

é‘

M Board structure 28.2%

B Remuneration 20.7%

M Shareholder resolution 4.2%

¥ capital structure and dividends 10.6%
B Amendment of articles 16.8%

M Audit and accounts 5.1%

M Governance 4.5%

M Investment/M&A 0.2%

[ Poison pill/Anti-takeover device 0.3%
¥ other 9.5%

Europe

We recommended voting against or abstaining on
138 resolutions over the last quarter.

‘.'
-

M Board structure 22.5%

M Remuneration 20.3%

[ shareholder resolution 14.5%

¥ capital structure and dividends 22.5%
M Amendment of articles 2.2%

M Audit and accounts 6.5%

M Governance 2.9%

[ Other 8.7%

North America

We recommended voting against or abstaining on
161 resolutions over the last quarter.

‘ﬂl

M Board structure 30.4%

M Remuneration 52.2%

M shareholder resolution 11.2%

[¥ Capital structure and dividends 0.6%
M Amendment of articles 1.2%

M Governance 1.9%

[T other 2.5%

United Kingdom

We recommended voting against or abstaining on
81 resolutions over the last quarter.

M Board structure 37.0%

M Remuneration 34.6%

M shareholder resolution 2.5%

¥ Capital structure and dividends 12.3%
M Amendment of articles 3.7%

M Audit and accounts 6.2%

M Poison pill/Anti-takeover device 3.7%
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What is Hermes EOS?

Hermes EOS helps long-term institutional investors around the world
tomeettheirfiduciary responsibilitiesand become active owners of
public companies. Our team of engagement and voting specialists
monitorstheinvestmentsofourclientsincompaniesandintervenes
where necessary with the aim ofimproving their performance and
sustainability. Our activities are based on the premise that companies
withinformedandinvolvedshareholdersare morelikelytoachieve
superior long-term performance than those without.

Pooling the resources of other like-minded funds creates a strong and
representative shareholder voice and makes our company
engagementsmoreeffective. Wecurrentlyactonbehalfof42clients
and £336.2/€378.7/5454.7 billion* in assets under advice.

Hermes has one of the largest stewardship resources of any fund
manager in the world. Our 26-person team includes industry
executives, senior strategists, corporate governance and climate change
experts, accountants, ex-fund managers, former bankers and lawyers.

The depth and breadth of this resource reflects our philosophy that
stewardship activities require an integrated and skilled approach.

Interventionatseniormanagementandboarddirectorlevelshouldbe
carried out by individuals with the right skills, experience and credibility.
Making realistic and realisable demands of companies, informed by
significant hands-on experience of business management and strategy-
settingiscriticaltothesuccessofourengagements.

We have extensive experience ofimplementingthe Principlesfor
Responsible Investment (PRI)andvariousstewardship codes. Our
former CEO ledthe committee thatdrew uptheoriginal principles,
and we are engaged in avariety of workstreams through the PRI
Collaboration Platform. This insight enables usto help signatories in
meeting the challenges of effective PRIimplementation.

* as of 31 December 2017

M https://www.hermes-investment.com/ukw/stewardship/eos-literature/

Hermes EOS

How does Hermes EOS work?

Our company, public policy and best practice engagement programmes
aimto enhance and protectthevalue of the investments of our clients
andsafeguardtheirreputation. Wemeasureand monitor progresson
all engagements, setting clear objectives and specific milestones for our
mostintensiveengagements. Inselectingcompaniesforengagement,
wetake accountoftheirenvironmental, social and governancerisks,
their ability to create long-term shareholder value and the prospects for
engagement success.

The Hermes Responsible Ownership Principles®set out our fundamental
expectations of companies in which our clients invest. These cover
business strategy, communications, financial structure, governance
and management of social, ethical and environmental risks. The
engagement programme we have agreed with our clients, as well as the
Principles and their regional iterations, guide our intervention with
companies throughout the world. Our approach is pragmatic, as well as
company-and market-specific, takingintoaccountthe circumstances
of each company.

We escalate the intensity of our engagement with companies over
time, depending on the nature of the challenges they face and the
attitude of the board towards our dialogue. Some engagements involve
oneortwomeetingsoveraperiod of months, othersare more complex
and entail multiple meetings with different board members over several
years.

At any one time around 400 companies are included in our core
engagement programme. All of our engagements are undertaken
subjecttoarigorousinitialassessmentandongoingreview process
toensurethatwefocusoureffortswheretheycanadd mostvaluefor
our clients.

While we can berobustinour dealings with companies, theaimis

to deliver value for clients, not to seek headlines through campaigns
which could undermine the trust that would otherwise exist between
acompanyanditsowners. Weare honestand openwith companies
about the nature of our discussions and aim to keep these private.

Not only has this proven to be the most effective way to bring about
change, italsoactsasaprotectiontoourclients so that their positions
will not be misrepresented in the media.

For these reasons, this public report contains few specific details of our
interactions with companies. Instead, it explains some of the most
important issues relevant to responsible owners and outlines our
activities in these areas.

We would be delighted to discuss Hermes EOS with you in greater detail.

For further information, please contact:

Head of EOS Dr Hans-Christoph Hirt on +44(0)207 680 2826
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Hermes EOS team

Engagement

Dr Hans-Christoph Hirt
Head of EOS

Roland Bosch
Sector lead: Financial
Services

Frédéric Bach

Sectors: Chemicals, Financial
Services, Industrials,
Technology

Dr Emma Berntman
Sectors: Chemicals, Financial
Services, Mining, Oil and
Gas, Pharmaceuticals,
Utilities

Dr Christine Chow
Sectors: Financial Services,
Mining, Oil and Gas,
Technology

George Clark
Voting and Engagement
Support

Natacha Dimitrijevic
Sector lead: Pharmaceuticals

Bruce Duguid
Sector lead: Utilities

Tim Goodman
Sector lead: Oil and Gas

Jaime Gornsztejn
Sector lead: Mining

Claire Gavini
Sectors: Consumer Goods
and Retail, Industrials

Pauline Lecoursonnois
Sector lead: Consumer
Goods and Retail

James O’Halloran
Head of Voting and
Engagement Support

Bram Houtenbos
Voting and Engagement
Support

Nick Spooner
Sectors: Automotive,
Financial Services, Oil
and Gas

Business Development and Client Service

i%

Amy D’Eugenio

Head of Business
Development and Client
Service

Sachi Suzuki
Sector lead: Industrials

Nina Réhrbein
Reporting and
Communications

Dr Michael Viehs
Sector lead: Automotive

Alan Fitzpatrick
Client Relations

Alice Musto
Client Relations

Report written and produced by Nina Réhrbein

Rochelle Giugni
Client Relations
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This communication is directed at professional recipients only.
Theactivitiesreferredtointhisdocumentare notregulatedactivities
under the Financial Services and Markets Act. This document is for
information purposes only. It pays no regard to any specific investment
objectives, financial situation or particular needs of any specific
recipient. Hermes Equity Ownership Services Limited (HEOS) does not
provideinvestmentadviceandnoactionshould betakenoromittedto
betakeninreliance uponinformationinthisdocument. Anyopinions
expressed maychange.

Thisdocument may include a list of HEOS clients. Please note that
inclusiononthislist should not be construed asan endorsement
of HEOQS' services. Currentregisteredaddress: LloydsChambers, 1
Portsoken Street, London E1 8HZ. From 1 February 2018, the
registered address will be: 150 Cheapside, London EC2V 6ET.

Hermes EOS enables institutional shareholders around the world to
meet their fiduciary responsibilities and become active owners of public
companies. Hermes EOSis based onthe premise that companies with
informed and involved shareholders are more likely to achieve superior
long-term performance than those without.
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