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Background

“there are several areas,
in particular relating

to transparency and
disclosure, where a
coordinated effort of the
proxy advisory industry
would foster greater
understanding and
assurance among other
stakeholders in terms of
what these can rightfully
expect from proxy
advisors.”

ESMA

document for consultation that reviewed the role and practices of the small

industry of corporate governance and proxy voting services firms operating in
Europe. Its review focused on the development of the proxy advisory industry in
Europe, and its principal services to the institutional investor community such as
asset managers, mutual funds and pension funds.

Following its fact finding work in 2011, ESMA said that it recognised that the
proxy advisory industry within Europe was expected to grow in prominence and
that investors are, or are expected to be, increasingly using proxy advisor services.
In its paper ESMA identified several key issues related to the proxy advisory
market which it surmised may have an impact on the proper functioning of the
voting process.!

In February 2013 ESMA published a final report as a Feedback Statement on
the consultation regarding the role or the proxy advisory industry that “it has not
been provided with clear evidence of market failure in relation to how proxy advi-
sors interact with investors and issuers”.?

PIRC felt that the concerns that had been raised by various consultation
responses needed to be addressed. These concerns were set out in the ESMA final
report, stating “there are several areas, in particular relating to transparency and
disclosure, where a coordinated effort of the proxy advisory industry would foster
greater understanding and assurance among other stakeholders in terms of what
these can rightfully expect from proxy advisors.”

PIRC was pleased therefore to agree to participate in an initiative with fellow
proxy voting advisory firms to establish a set of best practice principles that would
form the basis of a guide to the market about what standards of behaviour it
should expect to see in relation to a firm’s clients, the issuer community and the
capital market as a whole in its role and operations.

This proxy research industry initiative led to the establishment of the ‘Best
Practice Principles for Providers of Shareholder Voting Research & Analysis’,
published March 2014 (hereinafter ‘Best Practice Principles’ or BPP). PIRC is a
signatory to these Principles and this statement constitutes PIRC’s compli-
ance with these Principles as at January 2021.

In 2012 the European Securities and Markets Authority issued a discussion

! Discussion Paper: An Overview of the Proxy Advisory Industry. Considerations on Possible Policy Options, ESMA, March 2012, www.esma.europa.eu
2 ESMA Final Report, February 2014 www.esma.europa.eu
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PIRC's basic research methodolgy and process

RESEARCH ACTIONS

Collect corporate information:
Proxy Material
Most recent annual report
Social report
Environmental report
Sustainability report
Internal database search
External database search
All relevant internal information
Internal company loghook

Screen on disputable practices:
Websites & newsgroups
Internet search
Issue specific sources

Contact company for further information:
Phone/mail company in order to establish
contact(s) with relevant/appropriate person(s)
(in principle Investors Relations or Corporate
Communications)

Establish (an) interview(s) with company
secretary other responsible persons (community
affairs, human rights ...)

Explain purpose of inquiry (or written standard
|etter)

Ask additional questions in order to obtain the
missing information or to check available third
party information

In case of reluctance to co-operate: propose and
conduct interview by telephone or partial
completion of the questionnaire

Collect relevant stakeholder information,

where required:
Identify representative stakeholder groups; at the
minimum two trade union representatives (two
different unions or one on company level and 1
sector representative), environmental, human
rights, developing countries, corporate
governance, sector specific stakeholders and
issue specific stakeholders
Contact the stakeholder groups and make
inquiries, focused at the stakeholder’s specific
field of interest (telephone interview or
questionnaires)

PROFILING, FILING & REPORTING

Introduce relevant information in existing
company profile (draft report) template or in
PIRC Database (or create new profile)
Indicate research activities in loghook (or
create new loghook)

Complete company file

Introduce relevant information in existing
profile template or in PIRC Database
Indicate research activities in loghook
Complete company file

Introduce relevant information in existing
profile template or in PIRC Database

Indicate all research & contact activities in
loghook

Save all written (printed) communications to
the company in company file; save all
electronic communications to the company in
electronic file system

Save all written (printed) communications from
the company in company file; save all
electronic communications from the company
in electronic file system

Introduce relevant information in existing
profile template or in PIRC Database
Introduce stakeholder contacts in loghook
Indicate research activities in logbook
Save all relevant materials in company file

OUTPUT,
PRODUCT

(New or updated) Proxy
report stage 1, or (new
or updated) PIRC
Database stage 1

(New or updated)
loghook

(New or extended)
company file

Proxy report stage 2,
or PIRC Datahase
stage 2

Updated loghook
Extended company file

Proxy report stage 3,
or PIRC Datahase
stage 3

Updated loghook
Extended company file

Proxy report stage 4,
or PIRC Datahase
stage 4

Updated loghook
Extend company file
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Submit Proxy report stage 4 or PIRC

Database stage 4 to at least one internal

senior (PIRC) researcher for review

* Receive feedback of senior researcher on
quality, completeness

Submit Proxy report stage 5 to the

company:

o Ask for comments and additional information

* Agree on deadline

* Assess relevance of feedback [NB: this Stage is
currently only operated for the UK and selected
EU markets]

Quality check and delivery:
* Check conformity with SVG
e Check language and spelling

Final quality check
* Process peer review comments

o Adapt or complete the profile or PIRC Database,
following feedback of senior staff member

* Indicate additional research activities in
loghook

* Indicate name of senior(s) and date of

o Adapt or complete the profile or PIRC Database,
following feedback of company, when relevant

* Indicate company feedback procedure in
loghook

» Save all relevant materials in company file

o Adapt the report or PIRC Database to feedback

* Indicate name of researcher(s) and editor(s)
and date of feedback in loghook

« Save final profile or PIRC Database in company
folder

 Complete company file

* Report completion internally and externally

* Adapt the profile or PIRC Database to peer
review feedback

* Indicate peer review procedure in loghbook

* Save all relevant materials in company file

« Send Final Profile to Clients (upload on client
website)

“Company file” means all hardware (paper) information, classified in the offices.
“All relevant internal information” means all hard- or software information on the company.
“Internal company loghook” means the existing loghook, that is kept for PIRC or other clients service purposes.

* Proxy report stage 5,
or PIRC Datahase
stage 5

* Updated loghook

* Extended company file

* Profile stage 6, or
PIRC Database stage
6

* Updated loghook

* Extended company file

o Draft Final Proxy
report or draft final
PIRC Database

* Updated loghook

e Completed company
file

* Finalise Profile

* Finalise PIRC
Database

e Fully updated loghook

- Completed company file
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Shareholder proposals: PIRC reviews and analyses each
shareholder proposal on its merits. It follows a standard
operating procedure that identifies the proponent where
possible; reviews the merits of the proposal and any
supporting statement; reviews and analyses the company
responses; considers any relevant PIRC Shareholder
Voting Guidelines (eg PIRC guidelines for the US market)
and provides a recommendation based on this analysis or
any custom client guidelines required.

Once reports are drafted as per the above-mentioned
process, PIRC undertakes engagement with company
representatives in selective markets, prior to publication.
The deadlines we require for responses in written form

is 48 hours for reports on annual general meetings for
companies in the FTSE All Shares index and 24 hours

for companies in the Euro First 300 index, excluding
public holidays. Companies can ask for an extension of
the deadline and the engagement can also take up to
several days. Once engagement is concluded, PIRC reports
on its outcome, including whether this led to factual
amendments, changes in the voting recommendations
and whether companies understand or challenge PIRC’s
arguments. In compliance with the GDPR, PIRC asks
companies specifically to confirm whether they would
like to see the correspondence in the reports, respecting
companies ’rights to opt out’ and reporting exclusively the
outcome of the engagement. For other companies, they
receive the report once it is published for PIRC clients and
PIRC remains available to reissue the report, if company
representatives responded with factual amendments after
the report was published, until the cut-off date (i.e. voting
deadline).

PIRC’s shareholder voting guidelines have been influ-
enced by global leadership organisations such as the
International Corporate Governance Network’s best
practice recommendations, the Organisation for Economic
Cooperation and Development, local market codes such
as the Dutch Tabaksblat Committee Code and the guide-
lines issued by other market players such as the Council
of Institutional Investors in the

US and the King Report in South Africa.

In setting out general principles, we seek to ensure
consistency and fairness in determining voting advice.
However, special circumstances are considered whether
appropriate. Whilst our guidelines cannot provide for all
eventualities, in particular situations PIRC will exercise its
judgement according to the nature and materiality of the
issue, the composition of meeting agendas and the nature
of the company response to issues raised and our judge-
ment as to what would be in our clients’ interests.

As far as possible we have set out in our guidelines
where our view of best practice goes beyond existing legal
or regulatory requirements. PIRC plays an active role in
debating corporate governance issues via submissions to
government consultations, client seminars, membership
of various working parties and bilateral company meet-
ings as well as dialogue over local market best practice.
These activities along with client feedback and company
comments inform our Guidelines. PIRC consults with
clients on each new edition of its Guidelines. Many of
PIRC’s pension fund clients adopt the PIRC Guidelines
following a presentation and endorsement by their
respective governing bodies.

PIRC’s primary goals in terms of
encouraging boards of listed
companies to adopt corporate
governance best practice are to:

¢ Adopt clear values and standards in
business dealings throughout the
organisation.

¢ Develop a culture of transparency
and accountability.

¢ Focus on strategic issues and the
quality of the business rather than
simply short term numbers.

¢ Develop appropriate checks and
balances to deal with conflicts of
interest.

¢ Maintain effective systems of internal
control and risk management.

¢ Create fair remuneration structures
that reward the achievement of
business objectives at all levels.

® Recognise and manage impacts on
stakeholders.

These goals are intended to assist companies

in making effective business choices so as to
maximise the wealth and welfare of all affected by
their operations.
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In general terms, PIRC considers
the following in deciding on voting
recommendations:

¢ PIRC’s shareholder voting guidelines.

¢ L ocal market codes of best practice.

¢ The Board’s explanation for the
proposal including any departure
from good practice.

¢ Board assurances on positive changes.

¢ Potential impact of oppose votes on
corporate structure (and likelihood
of occurrence).

¢ Use of shareholders’ funds (the capital
of a company), and a comparison with
particular balance sheet items which,
net of liabilities comprise the capital,
focus not only what shareholders’
funds have been spent on, but to
identify investment risk and
governance considerations.

¢ The materiality of any concern and
timescales involved.

¢ Opportunities for further votes in the
future on the issue.

e Market implications from any
precedent created.

Our role is to provide advice in the best interests of our
clients. In assessing where these interests lie, we assume
our clients are long-term equity investors who value high
standards of corporate governance and business conduct,
the creation of wealth within legitimate boundaries and
the importance of good relations with other stakeholders,
as key factors in the ongoing success of the companies
in which they invest. PIRC does provide ESG analysis
alongside its core corporate governance analysis. PIRC
will always apply its judgement and experience to the
individual circumstances of companies, which may lead
to different outcomes other than those indicated in its
particular country guidelines. Increasingly PIRC is also a
provider of stand alone engagement services for clients.

The UK Guidelines have 6 main sections that match
the structure of a PIRC Corporate Governance report.
These are: directors, remuneration, audit and reporting,
share capital and shareholder relations and environmen-
tal management reporting.

PIRC seeks to promote dialogue
and engagement with companies
we research through:

e Giving companies the opportunity
to comment on PIRC analysis both
prior to and after publication of
reports and in regular meetings
throughout the year.

¢ Circulating the PIRC Shareholder
Voting Guidelines to all listed
companies, investors and other
market participants.

¢ Engaging in dialogue with companies,
investors, regulators and professional
bodies.

PIRC has a Policy Forum comprising staff from all levels of
the PIRC team that acts as a conduit for information to
ensure that new issues (whether or not they have a voting

outcome) are considered in the preparation of our corporate
governance and corporate social responsibility research.

In setting out general principles, we seek to ensure
consistency and fairness in determining voting advice.
However, special circumstances are considered where
appropriate. Whilst our guidelines cannot provide for all
eventualities, in particular situations PIRC will exercise
judgement according to the nature of the company
response to issues raised and our judgement as to what
would be in our clients’ interests.

During PIRC'’s 32 years history, PIRC has had significant
influence on the development of standards applying to the
operation and management of public companies in the UK.
Many of the elements of corporate governance that are now

taken for granted at public companies were reforms that
PIRC had proposed much earlier. A list of the core govern-
ance reforms that have been introduced at UK listed
companies and the corresponding PIRC initiative in support
of them is available on PIRC’s website.
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Custom Voting Clients

For PIRC’s clients who operate a custom voting policy
our research process provides a draft report that can be
amended by the client up to 24 hours following receipt.
The guidelines used are based on the client’s own policy.
PIRC devises an appropriate voting template that reflects
the client’s policy.

Employee Qualification and Training

PIRC has a staff base of approximately 40. The majority
of whom work in the research team and are dedicated

to producing global corporate governance research and
voting recommendations. PIRC also has 3 consultants
based in Portugal, Japan and New Zealand who work on
governance research and engagement. PIRC has a data
team that collects and interprets corporate governance
data that is used in the PIRC corporate governance proxy
reports.

PIRC has an internal induction and training process
that all research and data staff must complete on joining
the company. This initial induction is vital to establish-
ing a common framework of understanding on corporate
governance and ESG matters and how PIRC brings its
unique perspective on these matters to the context of
its values and client services. The average length of
service for research staff is 5 years. As part of the induc-
tion process, research staff at PIRC provides one-on-one
mentoring to new staff. This has been maintained during
the COVID-19 pandemic and lockdown. The average
length of service/experience in our management team
for corporate governance and corporate responsibility
research delivery is 15 years at PIRC.

Complaints Handling

PIRC responds to company concerns about our
research or proxy reports, through email and corre-
spondence, and conference calls, within 48 hours

with a formal acknowledgement. A detailed response

is prepared for sign-off by PIRC’s managing director,
depending on the nature of the concern/complaint raised.
There can be a delay is responding to such concerns/
complaints at the height of the proxy season. PIRC makes
best efforts to review the materiality of such concerns/
complaints in the first 48 hour period. Detailed responses
may take up to several weeks depending on materiality
and business pressures.

In addition PIRC is subject to the Financial Conduct
Authority rules of business conduct and Financial
Services Ombudsman procedures in the UK. PIRC is
regulated by the Financial Conduct Authority.

Feedback Management

PIRC’s feedback management arrangements are discussed
under Principal Three below.

Client and Supplier Understanding

PIRC’s client and supplier understanding protocols are
discussed under Principle Three below.
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# CONFLICTS OF INTEREST MANAGEMENT
2021
PIRC has written the following policy statement that
describes how we propose to manage potential conflicts A. In its response to a Request for Proposal
of interest we may have with any of our clients. Our objec- (“RFP”), PIRC shall generally identify in writ-
tives in drafting this policy statement are as follows: ing the circumstances and nature of Conflicts that
may arise if it were selected to provide to a client
(1) to assure clients that the information and the services set forth in the RFP’s scope of work.
advice PIRC provides is impartial; B. In addition, at the time of a specific assignment
(2) to outline a system whereby actual and poten- PIRC shall generally identify in writing to the
tial conflicts are disclosed to clients and managed client the circumstances and nature of all Conflicts
effectively. pertinent to the specific assignment, recommen-
(3) to provide clients with clear disclosure dation, advice or other service. PIRC shall explain
obligations. whether the Conflict is manageable or unman-
ageable. If the Conflict is manageable, PIRC will
explain the steps or measures that it intends to
PIRC suggests the following definitions apply to terms take to avoid the Conflict or manage the Conflict.
used in this policy statement: The disclosure required under this paragraph
must be made prior to the time that PIRC provides
A. “Conflict of Interest” or “Conflict” includes those the services that give rise to the Conflict.
circumstances that create or have the potential to
create an actual or reasonably perceived conflict C. Once a Conflict has been disclosed, PIRC will
between PIRC and the client and/or the client’s promptly update the client in writing of any
key personnel. A conflict exists when PIRC or the changes in circumstances.
client, or PIRC’s key personnel, or the client’s key
personnel or a close relative, domestic partner or D. In following this policy statement, PIRC will
other significant personal or business relationship consider the spirit as well as the literal expres-
of PIRC or the client’s key personnel knows, or has sion of this policy. PIRC will take responsibility
reason to know, that he or she has a financial or for scrutinising the services provided under the
other interest that is likely to bias his or her advice terms of the contract with the client for any future
or evaluation of any matter regarded as material to Conflicts and make appropriate disclosures. In
the services between PIRC and the client. cases where the PIRC is unsure whether a Conflict
actually exists, the Conflict will be disclosed, for
B  “Key Personnel” refers to those persons identified example in an individual company proxy report,
by PIRC who will exercise a significant role in where it will be identified in the body of that
providing to the client the services required under report.
an assignment or contract. C. “Staff” refers to the
client’s Investment or Administrative staff. Induction and internal training: All staff will undergo
conflict of interest identification training as part of their
overall induction upon appointment.
PIRC is sensitive to particular conflicts that may arise in
the course of its work. The following is an example of a
potential conflict in an important are important area that
it brings to clients’ attention:

- Providing an analysis of a shareholder proposal in
which PIRC or its employees have been advising
the proponent.

PIRC will provide a summary of any or all of those
conflicts for its clients on an annual basis where it has
taken remedial action to disclose and manage such
conflicts.
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COMMUNICATIONS POLICY

Dealing with PIRC:
What should companies expect?

PIRC’s initial communications policy with companies
(issuers) begins with a letter sent by email to a published
contact address at the company. PIRC seeks to have

a dialogue via the company secretary but will use a
general corporate contact address if this is absent from
disclosures. In that letter PIRC will ask for documents to
assist in its reporting. These include a prior year’s annual
reports and the Company’s Articles of Association. These
requests follow inclusion of the company within PIRC
research coverage, determined by the portfolio holdings
of clients or local market indices. Changes within these
holdings are monitored on a quarterly or monthly basis,
depending on availability of new data.

PIRC seeks to update and publishes its Shareholder
Voting Guidelines each year. UK companies can expect

a complimentary pdf version by email following each
annual publication and a corresponding explanatory
document which sets out where PIRC policy has changed.
For foreign markets outside the UK All-Share index, PIRC
provides guidelines for each market where client stocks
are held.

Companies can expect their investors to be informed

of PIRC’s voting recommendations ahead of statutory
voting deadlines for any given market. As PIRC is just
one of many intermediaries involved in the proxy voting
chain we are subject to the imposition of deadlines by
other intermediaries with whom we have no contractual
relationship. Where externally imposed voting dead-
lines conflict with PIRC’s contractual delivery deadlines
to clients, companies should expect that PIRC will adhere
to its own contractual terms. This is particularly the

case where such deadlines are subject to change at short
notice.

In common with other proxy agencies, PIRC endeavours
to provide research and recommendations on thousands
of companies held in institutional investors’ equity
portfolios. The high concentration of general meetings

at certain times of the year requires PIRC, on behalf of
investor clients, to distil a significant volume of disclo-
sure. PIRC has processes in place to mitigate the risk of
inaccurate commentary reaching its clients. Despite these
processes, errors may occur. Companies can expect that
where factual errors which impact on a voting recom-

mendation are identified and agreed, PIRC will re- issue
an amended report to its clients and provide a copy to the
company. Outside the UK, all companies should expect

to receive a final copy of our proxy report. PIRC does not
guarantee that this copy will be dispatched ahead of the
company’s individual proxy deadline.

Issuers should expect some of the votes cast by their
shareholders to be informed by PIRC voting recommenda-
tions. PIRC recommendations are based on the principles
advocated by PIRC’s Shareholder Voting Guidelines and
the conclusions of research done prior to general meetings.

PIRC works for its investor clients and not the compa-
nies in which those clients invest. However for the UK
FTSE All Share and FTSE Eurofirst 300 companies, PIRC
considers that UK companies should be able to see
its recommendations as a matter of courtesy. PIRC sends
a copy of its draft proxy report, including voting recom-
mendations, to each UK company on which it reports.
Companies widely held by PIRC clients can expect to
receive the draft proxy report and voting recommen-
dations, prior to publication. PIRC seeks to provide
companies with a 24 to 48 hour response period. Where
companies suggest any amendments to be incorporated
into PIRC’s draft report, they will only be considered
when provided via a written response and received in a
timely manner. Such amendments will only be considered
in questions of fact.

Purchase of shares brings with it fundamental rights
underpinned by Company Law. Companies should expect
PIRC to be an advocate of the use of such rights by share-
holders. Where a recommendation to vote is premised
on our view that a company’s behaviour is contrary to a
fundamental principle, it is unlikely that engagement or
dialogue will result in a change in our recommendation
unless there is evidence of a change in corporate behav-
iour.

In addition PIRC discloses the nature of UK company
engagement it has had in the individual proxy research
report for clients. PIRC seeks to maintain a flexible
response to company engagement, baring in mind its first
loyalty to its clients.

Companies can expect post-meeting public disclosure of
each recommendation made by PIRC on PIRC’s

website. This is uploaded as of the meeting date for the
company.
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Public Disclosures

Companies can expect PIRC to contribute to public policy
debate. PIRC advocates improved corporate behaviours
via regulatory submissions, event attendance and media
contributions. From time to time PIRC will reference
company practices in its public comments. Any such
references will be evidence based. PIRC will not refer to
any company communications of a confidential nature,
provided by a company in the course of PIRC’s dialogue
or engagement with that company, unless it has obtained
permission from the company to make such communica-
tions available to its clients.

Dealing with shareholder proponents

PIRC will review all shareholder proposals on the proxy
agenda of any company, on a case by case basis. In
general terms PIRC supports the right of shareholders
to have access to the proxy for nominating directors and
shareholder proposals/resolutions. PIRC regards this
process as a part of their fundamental rights and encour-
ages such engagement by a company’s shareholders as a
positive contribution to the shareholder process that can
strengthen corporate governance.

Each shareholder proposal is analysed and propo-
nents’ texts and supporting statements are scrutinised.
PIRC will then analyse any statement in support or

opposition by the company board. It will on occasion
have prior knowledge of such a proposal and this will be
disclosed in its analysis within the proxy report.

PIRC is contacted from time to time by other stake-
holder interests, such as a company’s employee repre-
sentatives, and PIRC will accord appropriate status to
such contacts, whilst always seeking to obtain company
responses to the substantive matters under consideration
in any such dialogue.

Dialogue with Media and the Public

PIRC has a communications executive through which all
dialogue with the media is managed, and from time to
time will make communications with media organisa-
tions. It maintains a Twitter account and will publish
press releases from time to time. Designated PIRC
spokespersons will from time to time communicate in
the media.

PIRC does not release any company proxy reports to
the media unless it has been published to clients first,
and then as a rule only when asked. However from time
to time PIRC believes it is in its clients’ interests and the
interest of all market participants to press release its
voting recommendations on a particular company ahead
of a company meeting.

11 PIRC - BEST PRACTICE PRINCIPLES FOR PROVIDERS OF SHAREHOLDER VOTING RESEARCH & ANALYSIS 2021 © Copyright - PIRC LTD - January 2021



Pensions & Investment Research Consultants Limited
Exchange Tower

2 Harbour Exchange Square

London E14 9GE

Telephone +44 (0)207 247 2323

Email info@pirc.co.uk

www.pirc.co.uk

BEST PRACTICE
PRINCIPLES

For more information relating to the content of this document, or to request a copy of PIRC’s
shareholder voting guidelines, please email info@pirc.co.uk.

RESEARCH
ENGAGEMENT
ADVICE
VOTING

Regulated by the Financial Conduct Authority
Pensions and Investment Research Consultants Limited is Registered in England and
Wales. N0.2300269 © Copyright 2021




