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This note comments on corporate governance issues and provides examples of corporate governance and stewardship 
activity by the UK office of Schroders at UK companies during the period October to December 2013.   

General approach to engagement and corporate governance 

As in previous reports, the following paragraphs illustrate our approach to engagement with companies and our views 
regarding disclosure of that engagement.  

The aim of all stewardship activity by Schroders is to enhance the value of the funds managed for clients.  To achieve this 
aim, we find it essential to take a pragmatic approach in terms of how we deal with companies and how we report our 
engagement with them.  We believe that additional value is created by engaging with and if necessary encouraging 
change at companies but recognise asset allocation and selection of individual stocks may have a greater impact on the 
returns in a client’s portfolio.   

These reports on voting, engagement and corporate governance are necessarily brief and generally hide the names of the 
companies involved and only provide a sample of activity.  We believe it necessary to avoid conducting public discussions 
if change might involve a climb-down by the company: it is generally preferable for companies (indeed, for any person) to 
accept and agree with change rather than to have it forced upon them.  There are occasions, however, where it is 
appropriate to reveal contact with companies, particularly in high profile cases or where we have taken a stance that 
requires explanation and justification.   

 

Corporate Governance Policy 

The Schroders 2014 corporate governance policy and our statement regarding our compliance with the UK Stewardship 
Code 2012 are both available on the Schroders’ Internet site.  The statement is at http://www.schroders.com/global/about-
schroders/corporate-responsibility/responsible-investment/uk-stewardship-code.   

We have also published a governance, stewardship and voting policy, at 
http://www.schroders.com/staticfiles/Schroders/Sites/global/pdf/Schroders-ESG-Policy-2014.pdf.  

 

 

Selection of Company Contacts  

 

 

Company A   

Following a profit warning the CFO has left the business and we requested another meeting with the Chairman.  We were 
reassured that the company is conducting a “drains up” review on the business and that the Board are not in a state of 
denial about a number of market and company issues.  The relationship between the CEO and CFO had apparently 
broken down six months ago and the Board rightly weighted up the decision to remove the CFO in a period when trading 
was weak.  The company has made a couple of senior appointment in its distribution and internet areas and we discussed 
their likely impact these people will have in resolving these problem areas.  We also gave a clear message on what we 
thought a sensible balance sheet would be for the company. 

 

Company B   

Meeting with Chairman as an update on corporate strategy and succession planning.  Chairman admitted that the 
company has a history of arrogance, but believes company is now more customer and shareholder orientated with a focus 
on cash flow.  Dividends remains a priority and company will not hoard cash to build a war chest  Chairman highlighted the 
dilemma that due to the company having three strong but very different divisions in different geographies there was a lack 
of people at the corporate centre.  This meant that the likely CEO successor will come from outside the business and the 
company has already employed a head hunter to draw up a working list of five candidates.  The careers paths of these 
candidates are monitored on a quarterly basis with additions/ removals as necessary.   
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Company C  

A joint meeting with another major long standing shareholder and the Chairman.  At the previous AGM we had mixed 
voting patterns and the Chairman gave a detailed review on progress on a number of governance issues raised; retiring 
NED, committee chairs, Chairman holding too many Board appointments, excessive relocation allowances, audit tendering 
process.  Overall we were encourage by the positive movement on all our concerns, with the only reservations being the 
speed of action. 

 

Company D   

Meeting with the Chair of Remco, SID and Chairman.  A range of meetings with RBS to discuss a number of contentious 
issues including the sale down of the Government stake, regulation, the performance evaluation of the Board [they had 35 
additional board meetings in 2013!], remuneration, departure of the CEO Stephen Hester and the appointment of his 
replacement.  Management have been fighting fires for the last five years and in some ways they now need to get back to 
running the bank on a more normal basis, “focusing on what is important rather than what is urgent”, was how the new 
CEO phrased it.  We were encouraged to hear than the relationship with the regulators has improved recently. 

 

Company E   

Meeting with Chairman to discuss remuneration targets and the succession planning of CEO who is due to retire next year.  
The current CEO has been very successful and the experience Chairman laid out his wish list for the ideal candidate.  
Recognised our concerns that because current CEO is long standing and has a ‘command and control’ approach, the new 
CEO will need to develop some infrastructure to bolster the somewhat weak governance structures.  Will increase minimum 
shareholding requirements to 200% for CEO.  The CFO currently only owns <10% of salary (vs 100% target), however with 
vesting this year will achieve target and has committed not sell down any shares. 

 

 

Company F   

Following a disappointing meeting with CFO where the company seemed to backtrack on a number of financial targets we 
requested a meeting with Chairman who has a reputation of remote from shareholders and rarely meets them.  
Unfortunately the meeting confirmed our fears that the governance is weak with a Board that shows limited awareness of 
the scale of underperformance of the business relative to peers.  Worryingly still the Chairman has just extended his current 
term for another 3 years and would expected to go on for another 3 year thereafter – clearly seeing no threat or challenge to 
his reign of underperformance.   

 

 

Company G   

We joined the first collective engagement process of the ABI’s Investor Exchange, having two meeting with the company 
management, first the Chairman, then the CFO and CEO.  There is currently a strict NDA on this meeting, we are working 
on ways to relax the terms. 

 


