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Foreword
Over the past few years, corporations have started to report more information on non-financial data including Environmental, Social and Governance (“ESG”) factors.
Whether driven by regulation, a desire to gain market advantage, or to meet the needs and concerns of key stakeholders,
there is a growing trend to better inform investors which has led to a heightened level of investor engagement on ESG.
At the time of printing, we can already see evidence of an increase in investor engagement in 2016, primarily driven
by the established stewardship codes and the continued increase in responsible investment resources at long-term
institutional investors.
What are the key factors considered by long-term capital providers when exercising their fiduciary duties through proxy
voting? And is this an opportunity for corporations to better inform investors of the corporate governance risks and opportunities that could impact long term shareholder value?
We hope the insights in this survey will help companies determine the key topics to discuss during the engagement phase,
allow them to better explain material issues and prove useful in gathering valuable investor sentiment.

Executive Summary
Sodali conducted this inaugural global institutional investor survey to identify the key drivers and trends that companies
should be aware of as we approach a significant engagement phase in relation to the 2016 Annual General Meeting
season. In our survey we asked investors: what general governance themes are driving engagement; what factors make
a compelling case for engagement; and what executive remuneration corporate disclosures companies should focus on.
The survey provides valuable insights outlining material drivers for investor engagement and will be a helpful tool for
companies to determine the right approach during upcoming engagement opportunities. The outcomes from this survey should assist corporates in delivering the right message, collect valuable feedback, and consequently find common
ground in challenging situations.
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Key findings
jj

90% of investors are “reasonably satisfied” with companies’ corporate governance progress over the last 5 years.

jj

The survey reveals clear evidence that Governance factors are integrated into equity investment models. The key
indicators identified relate to board composition and local market governance codes of best practice.

jj

The top 3 key topics investors are focussing on as we approach the 2016 proxy season include board composition
& director elections, shareholder rights and executive compensation. One European investor told us “not only are
these the most important topics at the moment but they are occurring on the most frequent basis”.

jj

It is clear investors feel there should be more emphasis on companies to evidence progression through engagement.
When analysing what makes engagement successful, the most supported statements were: demonstrating a genuine
commitment to improve; provision of a tangible action plan; and a better commitment from board directors to
embrace dialogue with investors.

jj

There are clear market-specific differences among company representatives engaging with investors. One UK
investor said “this is highly market dependent. For example more board members in the UK, and more IR and
General Counsels in France”.

jj

Investors want to engage with independent board members on a more frequent basis, at this juncture it is slow
progress, and admittedly this is market-specific.

jj

Investors are concerned by the lack of effort in general by corporations to engage on material say-on-pay issues
that receive significant negative votes. From a geographical perspective the feeling among investors is aligned:
One significant US index manager said “significant negative outcomes (above 15%) should lead to corporations
initiating engagement with shareholders and a review of their compensation plan”, meanwhile a UK-based investor
suggested “companies perhaps might not make any amendments but at least they should engage to understand
why shareholders are dissenting”, finally a European-based investor agreed with both points “if above a certain
threshold, directors should at least show a willingness to listen to the main objections of some of their shareholders”.

jj

It is evident from the survey that ESG factors will influence how investors review risk. Investors significantly support
the statements “targets are closely linked to long-term value drivers” and “the implementation of long-term incentive
plans” and this is aligned with the premises of creating value in the long-term.

Methodology
We approached a global institutional investor base targeting Corporate Governance analysts, ESG analysts, Equity Analysts and Portfolio Managers via an online platform, PDF documents and interviews.
The survey was conducted between 1 November 2015 and 11 December 2015 to understand investor trends, perceptions
and key drivers in the lead-up to the 2016 proxy season.
We received responses from institutional investors managing a combined $23 Trillion in assets under management.
The geographical breakdown is as follows: 50% UK, 35% US, 15% Europe ex. UK.

Please note that as the figures have been rounded up to the nearest whole number, for reasons of presentation,
the corresponding sum of these numbers is not always 100%.
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Corporate Governance

QUESTION 1
Looking back at the past 5 years, how satisfied are you
that companies are improving their corporate governance?

Very satisfied
Reasonably
satisfied

0%
90%

Little change
observed

8%

Not satisfied

3%

Other

0%

90% of investors are “reasonably

board of directors and evaluate

satisfied” with companies’ corporate

performance; define roles and re-

governance progress over the last

sponsibilities; emphasize integrity and ethical dealing;
and make principled compensation decisions; also, engaging in
effective risk management.

5 years.
However, companies cannot
rest on their laurels; they are expected to build a strong qualified
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90%

of investors are
“reasonably satisfied”
with companies’ corporate
governance progress
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Corporate Governance

QUESTION 2
In order of importance what is most helpful
when you are seeking information on a company’s website?

KEY:

One of the key tools investors rely on to make fully informed voting decisions is the disclosure of material information on a company’s website.

Not at all important
Slightly important
Moderately important

Investors want to be comfortable that the information they receive from a
company is credible and reliable. Here we highlight the aspects that are
most important to investors.

Corporate reports and policies are easy to find
and downloadable in pdf format

18%

Material events and information are promptly
disclosed on the website and are easily accessible

10%

Detailed information is provided on the experience
and skills of each Board member

13%

Sustainability reports and ESG policies are easily
located and downloadable in pdf format

31%

Information on major shareholders and their
holdings is clearly shown and updated regularly

44%

Investors want better access to
Corporate Reports and policies;
70% of investors considered it
“most” or “very important” that
information was easily accessible
for decision making purposes.
Investors expect material events
to be promptly disclosed on
company websites; this was the 2nd
highest scoring statement with 59%
of investors considering it “most”
and “very important”.
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13%

21%

8%

Very important
Most important

21%

10%

49%

21%

38%

44%

28%

23%

During the proxy season large
institutional investors have limited
time and resources with tight
voting deadlines and it’s important
that they have access to material
information in a timely manner so
that they can make an informed
decision.

18%

31%

8%

8%

21%

15%

10%

70%
of investors consider “most”
or “very important” easy
access to information
for decision making
purposes
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Corporate Governance

QUESTION 3
When analysing companies, please mark in order of importance what governance
factors you look at / integrate into your investment models?

KEY:

The core governance drivers are integrated into investment models.

Not at all important
Slightly important

Understanding how corporate governance factors play into portfolio
managers’ and research analysts’ day-to-day work and investment decision-making is increasingly becoming an important factor for investors
when reviewing a company’s future prospects. The proxy voting process
allows investors to influence the direction of the company and protect
their investments. We identify the key governance factors investors will
focus on in the 2016 AGM season.
Compliance with corporate governance
principles/best practices
Level of Independence on the Board

28%

10%

5% 23%

28%

Degree of experience and skills of Board
members

21%

Level of transparency regarding disclosure
on remuneration

36%

Independence of the Chairman

49%

Perceived auditor independence
(i.e. based on audit vs non-audit fees,
No. of years of service, etc.)

82%

Investors expect companies to
closely monitor investor policies and
best practice corporate governance
principles; 41% believe this to be
“most or very important”.

41%
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Very important
Most important

21%

18%

8%

18%

21%

33%

21%

23%

21%

23%

10%

10%

10%

23%

18%

3
%

21%

13%

Investors expect companies to
maintain high levels of board
independence and detailed information of board members’ skills;
44% of investors believe these are
equally the “most and very important” factors.

of investors believe that companies should
monitor investor policies and best practice
corporate governance principles

Moderately important

3 3
%%

Investors are increasingly monitoring if the board maintains the right
balance of skills such as risk management, industrial and financial
expertise.

44%

of investors believe that board independence
and information of board members’ skills
are most important
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Investor-Issuer engagement/dialogue

QUESTION 4
Please mark in order of importance what factors you consider
when deciding your strategy on dialogue with companies?

KEY:

Corporate < > Investor Engagement: what is effective and what is not?

Not at all important
Slightly important

The increase of engagement between companies and their shareholders in the last 10 years has largely seen progressive changes. However,
some might argue that there is now an element of engagement fatigue
and investors must adopt the right strategy for engagement to allow for
positive outcomes.

Moderately important
Very important
Most important

Over the next 4 questions we identify investors’ most important factors.

Your current holding in the company

13%

10%

The level of corporate governance risk perceived
according to your own models
(i.e. more risk = more likely to engage in dialogue)

13%

18%

The strength of the company’s corporate
governance structure

41%

The financial performance of the company

33%

Investors’ internal governance risk
models significantly influence engagement strategies; 77% of investors considered “most and very important” the internal buy-in model.
This is closely followed by the
“current holdings in the company”
with 49% of investors stating this is
the ‘most important’ with a further
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33%

44%

21%

49%

38%

33%

13%

31%

8%
3
%

21% suggesting it is “very important” to monitor thresholds when
initiating engagement.
Interestingly 33% of investors indicate that the financial performance
of the company is “not at all important” and 33% consider it only
“slightly important” when evaluating dialogue with companies.
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Investor-Issuer engagement/dialogue

QUESTION 5
Please mark in order of importance what issues are most important
when initiating dialogue?

Board composition & director elections

8%

26%

Shareholder rights

10%

26%

Executive compensation

10%

41%

Environmental & Social Risks

33%

Risk oversight and internal processes

10%

CEO and senior management succession planning

28%

15%

18%

28%

33%
18%

13%

23%

41%
38%

13%
8%

23%
31%

18%

18%

21%
18%

8%
13%

10%

Board Composition and director

Only 18% of investors consider en-

elections top the most important

vironmental & social risks as “most

Slightly important

factors investors want to discuss
when initiating dialogue; 51% of
investors consider “most and very
important” the opportunity for
shareholders to engage and have
an open discussion on the makeup of the board.

important” and 41% and 33% con-

Moderately important

sider it “slightly important” and
“not at all important” respectively.

Not at all important

Very important
Most important

The statement on shareholder
rights brought up surprising results.
36% suggest this statement to be
“most and very important” with only
10% suggesting this statement was
“not at all important”.

With the current economic climate, technological advances, social
media and cyber risk challenges, investors are closely evaluating if the
board maintains the right skills and expertise in line with the current and
future challenges of their business cycle.
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KEY:

51%

of investors consider “most” and
“very important” the opportunity
to engage on board composition
and director elections
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Investor-Issuer engagement/dialogue

QUESTION 6
Please mark in order of importance what factors make dialogue
with a company successful?

The company demonstrates a genuine
commitment to improve

3
% 26%

15%

Relevant Board directors agree
to attend the meetings

21%

26%

Dialogue leads to the definition
of a tangible action plan

21%

33%

There is a willingness
to be transparent on material issues

3
% 28%

Holding the dialogue well in advance
of the AGM

33%

A reasonable amount of time
is allocated for Q&A during the meeting

49%

A presentation on the company’s
corporate governance is provided
well in advance of the meeting

69%

Investors closely monitor the
“company’s ability to demonstrate
a genuine commitment to improve”
as the “most” and “very” important
factors when “assessing if dialogue
is successful”.
56% consider “most and very important” that the engagement efforts should result in a progressive
outcome that aligns the interests of
companies and its stakeholders.

33%

23%

13%

18%

13%

33%

Investors expect a tangible action plan following dialogue; 33%
agree this statement is “most and
very important”.

10%

23%

23%

28%

Investors expect improvements regarding the attendance of board directors, and consider it as a “most
and very important” factor that
defines successful engagement;
41 % of investors agree with this
statement.

23%

15%

13%

10%

13%
3 3
%%

46%

23%

KEY:

8%

Not at all important
Slightly important
Moderately important
Very important
Most important

56%
of investors consider “most”
and “very important”
company’s ability to
demonstrate a genuine
commitment
to improve
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Investor-Issuer engagement/dialogue

QUESTION 7
Please mark which company representatives you usually talk to when engaging
in dialogue with companies? You can select more than one option.

Investor relations

79%

Independent member of the Board

72%

Committee chair

72%

Secretary of the Board

59%

General counsel

56%

CSR Manager

41%

59% hold regular meetings with

Noteworthy is the fact that
investors
frequently
engage
in dialogue with “Independent
Directors” 72% and “Committee
Chairs”, also 72%.

the Secretary of the Board whilst
56% of their time is dedicated
to dialogue with the General
Counsel.

There is no surprise that “Investor
Relations” is the top indicator
with 79%.

Finally 41% maintain regular
dialogue with the CSR Manager
which should not go unnoticed.

Investor Relations plays a pivotal role acting as a conduit to all relevant
internal departments and all stakeholders externally.

72%

of investors usually talking to
Independent Directors
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72%

of investors usually talking to
Committee Chairs
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Board Effectiveness

QUESTION 8
When a company operates with a combined CEO/chairman,
do you require the appointment of a lead independent director?

The concept of the combined Chair/CEO has received a good battering
by Corporate Governance purists over the last few years and still today
much debate exists around the strengths and weaknesses of this set-up.
It’s not inaccurate to say that general opinion is in favour of the separation
of the two roles.
Rightly or wrongly, investors in general maintain reservations about a
combined role and companies must better understand international best
practices to provide a compelling argument to justify it.

90% of investors indicated the
10%

NO

need for a Lead Director when

a company operates with a
combined CEO/Chair role with
only 10% considering having an LD
as not important.

90%

YES
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Board Effectiveness

QUESTION 9
If so, what powers should the Lead Director have?
Please choose one option per statement.

20%

14%

11%
3%

97%

89%

86%

80%

Independence

Oversight of potential
conflicts of interest

Right to convene
a board meeting without
the Chairman’s consent

Availability
for direct dialogue
with shareholders

When it comes to implementing
a Lead Director (LD) 97% said
independence is a “pre-requisite”.
This was followed by 89% agreeing
that it was a “pre-requisite” that
the LD had oversight of potential
conflicts of interest.

Only 14% think its “nice to have”
and almost unanimously 86%
think it’s a “pre-requisite” that the
LD has a right to convene a board
meeting without the Chairman’s
consent.

KEY:

Not that important
Nice to have
Pre-requisite

Finally 20% believe it is “nice
to have” whilst 80% think it’s
a “pre-requisite” that the LD is
available for direct dialogue with
shareholders.

A Lead Director must fulfil the critical role of management oversight and
set the agenda for board meetings. Investors believe Lead Directors are
the best individuals to target for ESG material issues and if LDs are not
accessible this sends the wrong signal.
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Board Effectiveness

QUESTION 10
Please mark in order of importance the actions that can increase
investor confidence and support for the board of directors.

KEY:

Investors have a strong focus on the effectiveness of board leadership and
believe companies need to better understand what investors consider as
key drivers for improved board leadership.

Not at all important
Slightly important
Moderately important
Very important
Most important

Independent Board members
engaging with investors
Increased disclosure on how the Board evaluate
and challenge Management

21%
3
% 15%

Increased disclosure
on succession planning

23%

Increased disclosure
on board evaluation process and results

21%

Increased disclosure
on decision making processes

31%

Investors want to see an increase
of engagement with independent
directors; 59% concur with this
sentiment suggesting it was “most
and very important”.
59% think it’s “most and very
important”
that
companies
increase disclosure of how the
board evaluates and challenges
Management.

59%

of investors want to see
an increase of engagement
with independent directors
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10%

10%

23%

21%

38%

38%

28%

21%

18%

28%

21%

21%

18%

13%

21%

28%

10%
3
% 18%

Only 10% of investors think
it’s “most important” to see an
increase in disclosure on board
evaluation processes and results
and more than 49% believe it is
either “slightly important” or “not
at all important”.

59%

of investors want to see an increase
on disclosure of how the board evaluates
and challenges Management
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Remuneration

QUESTION 11
In say-on-pay proposals, what negative vote should cause directors
to amend the compensation plan? Please choose one option only.

Say-on-pay continues to be a challenging issue for both companies and
shareholders.
In the US last year more than 2,700 companies held say-on-pay votes
with a meaningful number receiving low vote support and significant
investor resistance to executive compensation programs. Over 200
companies received votes below 70 percent and say-on-pay measures
failed at the meetings of approximately 65 companies.

21%

28%
Above 30%

Above 20%
Above 5%

Above 15%

3%

Above 10%

21%
28%

Companies
should
consider
amending the compensation plan
when they receive above 15%
of votes against their say on pay
(SOP) policy according to 28% of
investors.

A further 21% think negative votes
above 30% should trigger directors
to amend their compensation plan.
Only 3% suggested directors should
review their compensation plan if
SOP against votes were above 5%.

A further 28% of investors suggest
changes should be made when
receiving more than 20% against
votes for the SOP.
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Remuneration

QUESTION 12
When you analyse the implementation of a new long-term incentive plan, please mark
in order of importance what the most important factors are that you consider.

KEY:

The UK Corporate Governance Code (2012) emphasised that the level
of executive remuneration should be sufficient to attract, retain and motivate directors of the quality required to run the company successfully
without paying more than is necessary for this purpose. The capability to
understand, develop and review executive compensation packages and
the effectiveness of communicating with various stakeholders are building blocks for achieving this goal.

Alignment between reward and performance
metrics

15%

Board’s rationale for choosing the performance
criteria and the plan’s design

28%

The details of the performance criteria used

23%

The duration of the vesting/holding period

56%

The information disclosed on previous LTI plans

13%

Compliance with Proxy Advisors’ guidelines

90%

Investors want to see better alignment between reward and performance metrics; 74% of investors
agreed this was the “most and very
important” statement.
56% believe the board’s rationale
for choosing performance criteria
and the plan’s design were “most
and very important”.
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10%

Slightly important
Moderately important
Very important
Most important

33%

15%

33%

Not at all important

41%

23%

33%

31%

13%

33%

8%

72%

A significant 90% indicated compliance with proxy advisor recommendations was “not at all important” and 72% stated information
disclosed on previous LTIPs was
“slightly important”.

10%

8%

3
%
3 3
%%
3
%

74%

of investors consider
“most” or “very important”
to see better alignment
between reward and
performance metrics
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Remuneration

QUESTION 13
Please mark in order of importance the provisions that would improve
the alignment of executive compensation with shareholder interests.

KEY:

Long-term incentive plans have been encouraged by the regulators
as a way to tie executives to the firm’s performance over years, rather
than short-term financial reporting periods. The ultimate challenge
is to demonstrate that the remuneration of executives is aligned with
shareholder interests.

Using targets closely linked to long-term value
drivers beyond the share price

3
% 23%

Implementation of long term incentive plans

13%

Removal of golden hello payments

36%

Increased disclosure of future targets

44%

Increased disclosure of targets ex-post

15%

Better defined claw back policy

44%

Investors overwhelmingly agree
that targets linked to long-term
value drivers, are “most important”;
74% of investors considered
this indicator “most and very
important”.
The implementation of long term
incentive plans attracted 44%
support from investors as “most
and very important”.
33% of investors believe it is
“very important” that companies
increase the disclosure of future
targets.
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Not at all important
Slightly important
Moderately important
Very important
Most important

15%

59%

28%

15%

23%
3
% 13%

31%

23%

41%

On the other hand, 44% of investors
think it is “not at all important” to
better define the claw back policy,
and a further 46% believe it is only
‘slightly important’.

21%

18%

33%

28%

46%

13%

8%

3
%
3
%

74%

of investors consider
that targets linked to
long-term value drivers are
“most and very important”

The removal of golden hello
payments received mixed support
with 18% of investors considering
it “most important”, 31% and
36% suggest it is either “slightly
important” or “not at all important”
respectively.
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