
Governance always comes to the fore in the 

first half of the year as companies issue their 

annual reports and embark on the processes 

required to hold their annual general 

meetings. 2022 has been no different and 

we have been engaging with our investee 

companies where resolutions proposed at 

these meetings fail to meet the governance 

standards expected of a listed entity. While 

not the exclusive focus of our discussions, 

there are certain practices which crop up 

time and time again which indicate an ill 

thought through governance structure or 

perhaps more worryingly one without the 

best interests of shareholders in mind. 

Senior executive remuneration is perhaps 

one of the more common areas of focus and 

one which often stimulates a lively debate. 

An example is the practice of rewarding 

management based on the performance of a 

company’s share price. To many this would 

seem a logical way to align the interests of 

both shareholders and executives in the 

most practical and direct manner. But, 

certainly for longer term shareholders, such 

arrangements are unlikely to achieve the 

desired outcome. Management strategy is at 

risk of becoming short-termist and actions 

can be taken which, on the surface appear 

beneficial (acquisitions being a good 

example), while over the longer term the 

impact can be disastrous. Even from 

managements’ perspective there can be a 

demotivating impact as share prices can 

become uncorrelated from the underlying 

performance of the company. A sector may 

fall out of favour or even a geography, 

making share price out-performance very 

difficult despite the best efforts of the 

company concerned. We recently met with a 

company which tried to overcome this issue 

by basing reward on the relative out-

performance of its shares against the local 

benchmark. In such an instance the scenario 

of executives achieving maximum pay-out 

while shareholder’s returns are eroded does 

not appear optimal. As a result of these 

concerns, we have been voting against 

companies who remuneration policies 

contain incentive packages which include 

such arrangements. 

The payment of fees to auditors for work 

emptive rights are a useful tool to avoid this, 

allowing shareholders to subscribe to the 

shares required to maintain their position and 

avoid any dilution. While there is statutory 

provision for such rights to be given to 

shareholders, a company can remove the 

right by way of an AGM resolution. This can 

allow equity to be raised more quickly and at 

less cost to the company. It opens up the risk 

of dilution for existing shareholders. Often 

the companies involved will cite liquidity and 

the need to open up the share registry to a 

more diverse range of shareholders. While 

there is some logic to both the cost and 

liquidity argument, we will always be aware of 

the potential pitfalls of such an approach. 

While the other areas of ESG tend to gain 

more of the limelight it is abundantly clear 

that governance is an equally important factor 

with regard to overall stewardship and the 

protection of shareholder interests. While the 

AGM season is a busy time of year, we 

believe the activities conducted are very 

much worth the effort.  

conducted over and above the specific 

auditing of company report and accounts is 

another practice we have addressed this 

year. Such arrangements are a potential 

red flag as auditors with lucrative extra non-

audit work with a client may come under 

pressure to paint a less than independent 

view when conducting their primary role. 

When discussing this matter with offenders 

we are often met with the response that the 

auditor knows the company very well and 

are best placed to carry out further work in 

a cost-efficient manner. Of course, they are 

simply highlighting the danger of entering 

into such arrangements. The need for 

auditors to be regularly rotated only serves 

to reinforce our message and the thought 

process behind it. The FRC has of course 

now told the “big four” accounting firms 

they will have to fence off their auditing 

operations which should further address 

this all too common practice. 

A third topic of discussion this year has 

centred on the issuance of equity. While 

new equity can be beneficial to both 

company and shareholder, as the funds 

raised can be put to use which is overall 

accretive to value, there is a risk involved 

and in particular strategic moves may prove 

dilutive to existing shareholders. Pre-
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French Aerospace and defence company 

Thales has been a focus for us for some 

time as a result of the company’s exposure 

to the controversial material white 

phosphorus. Military equipment containing 

this material is considered controversial. 

While the smoke emitted from its 

combustion can be utilised as a screen in 

the combat arena, its ability to combust in 

the air can also result in horrific injury and 

death when used as a weapon. Thales 

have, since 2019, committed to the phase-

out of its use within the company’s product 

range, setting a date of the end of June 

2022 to complete the move. We contacted 

the company in July 2022 to point out that 

we had heard nothing from them regarding 

this issue and subsequently on the 27th 

July they announced that they had “fully 

stopped producing, selling and delivering 

any military equipment containing white 

phosphorus”. This is good news for all 

concerned.  
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