
Corporate Finance and Stewardship Report 2019

Responsible Investing

INVESTMENTS 



Corporate Finance and Stewardship Report2



Corporate Finance and Stewardship Report 3

Contents

 Preface: M&G and the UK Stewardship Code 2020 .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 4

 Jonathan Daniels, Chief Investment Officer, M&G plc .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 5

 Introduction: Rupert Krefting, Head of Corporate Finance and Stewardship,  
M&G Investments  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 6

Stewardship

 Stewardship overview: responsible investment at M&G  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 8

 Stewardship across Equities and Fixed Income .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .10

 ESG engagement  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .12

 Voting  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .21

 Remuneration  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .26

 M&G Real Estate   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .28

 Infracapital   .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .30

 Other engagements and activities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .31

Corporate finance

 Corporate finance overview and activities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .39

 Accreditations and initiatives  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .42

 The Corporate Finance and Stewardship team .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .43

I 

l . 

\ ' 

·\ 
\ 



Corporate Finance and Stewardship Report4

 Preface: M&G and the UK 
Stewardship Code 2020
The UK Stewardship Code 2020 sets high stewardship standards for both asset owners and asset managers . The Code 
comprises a set of ‘apply and explain’ principles, but does not prescribe a single approach to effective stewardship . 
Instead, it allows organisations to meet the expectations in a manner that is aligned with their own business model 
and strategy .

The 2020 code reflects the fact that the investment market has changed considerably since the publication of the 
first UK Stewardship Code in 2010, with significant growth in assets other than listed equity, including fixed income, 
real estate and infrastructure . These investments have different terms, investment periods, rights and responsibilities, 
and signatories to the 2020 Code will need to consider how to exercise stewardship effectively, and report accordingly, 
across asset classes . Of note, environmental, particularly climate change, and social factors, in addition to governance, 
have become material issues for investors to consider when making investment decisions and undertaking stewardship .

As both asset manager and asset owner, M&G is now reporting our stewardship activities in line with the 2020 Code . 
We are doing this in two ways: 

• Through our annual Stewardship Report, which highlights key activities from the previous year across Equities, 
Fixed Income, Property and Infrastructure; and

• Through a static document, reviewed annually, that provides an overview of our stewardship approach as both 
asset owner and asset manager, and specifically outlines how we adhere to the Code .

2020 principles for asset owners and asset managers

Purpose and Governance

1 Signatories’ purpose, investment beliefs, strategy, and culture enable stewardship that creates long-term value for clients and 
beneficiaries leading to sustainable benefits for the economy, the environment and society .

2 Signatories’ governance, resources and incentives support stewardship .

3 Signatories manage conflicts of interest to put the best interests of clients and beneficiaries first .

4 Signatories identify and respond to market-wide and systemic risks to promote a well-functioning financial system .

5 Signatories review their policies, assure their processes and assess the effectiveness of their activities .

Investment approach

6 Signatories take account of client and beneficiary needs and communicate the activities and outcomes of their stewardship and 
investment to them .

7 Signatories systematically integrate stewardship and investment, including material environmental, social and governance issues,  
and climate change, to fulfil their responsibilities .

8 Signatories monitor and hold to account managers and/or service providers .

Engagement

9 Signatories engage with issuers to maintain or enhance the value of assets .

10 Signatories, where necessary, participate in collaborative engagement to influence issuers .

11 Signatories, where necessary, escalate stewardship activities to influence issuers .

Exercising rights and responsibilities

12 Signatories actively exercise their rights and responsibilities .

Source: Financial Reporting Council, 2019 .
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 Foreword

At M&G our vision, put simply, is to become the best-loved and most successful savings and 
investments business, built upon our core values of care and integrity . By care I mean treating 
customers, clients and colleagues with the same level of respect we would expect for ourselves . 
And we invest with care, making choices for the long term . In terms of integrity, we empower 
our people at M&G to do the right thing, honouring our commitments to others and acting with 
conviction . Our business is built on trust .

We are, first and foremost, stewards of our customers’ assets, and we take seriously the 
responsibilities that come with this role . Our responsible approach is long-term, and we encourage 
all our investment professionals to think creatively, act with conviction and work collaboratively to 
meet our customers’ changing needs .

At M&G we have been serving individual savers since 1848 and continue to help millions of people 
to manage and grow their savings . We also work with financial partners around the world to help 
their clients build and manage their investments . We serve more than 800 institutional clients, 
such as pension funds and insurance companies .

Meeting the expectations of this diverse client base means sticking to our principles; taking 
a responsible, active and long-term approach, which considers all the relevant financial and 
non-financial elements of our investments .

Along the same lines, we encourage responsible practices in our investee companies through 
active engagement with company management, while using our votes to protect the interests 
of our customers as shareholders . Working closely with management of the companies in which 
we invest helps to ensure they are delivering the best possible long-term, risk-adjusted returns . 
This includes considering the environmental, social and governance (ESG) practices of those 
companies, where these issues can represent material long-term risks and opportunities .

M&G is both an asset manager, through M&G Investments, and asset owner, through Prudential .

At M&G Investments we look for the best opportunities to invest, across a wide range of assets,  
on behalf of people who care how their money is invested .

Prudential is one of the UK’s leading life and pensions companies, and we help customers to 
manage their savings or to draw down against their long-term reserves . Many invest in our range 
of PruFund solutions designed to meet different customers’ needs for risk and return . 

This report provides an overview of the stewardship activities we have carried out over the past 
year, and demonstrates how we use our position as long-term, active investors to promote good 
practices at our investee companies . I hope you find it informative .

Jonathan Daniels
Chief Investment Officer
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 Introduction

Welcome to M&G’s Annual Corporate Finance and Stewardship Report for the year ended 
31 December 2019 .

Following the publication of the new Stewardship Code at the end of 2019, we have updated the 
format of how we report on our stewardship activities . While previously we only reported on those 
activities relating to listed equities, we have now expanded this to include our full range of asset 
classes . In addition, to reflect the make-up of our business following the demerger from Prudential 
plc in 2019, we will now report as both an asset manager and asset owner .

Within M&G Investments, as asset manager, the Corporate Finance and Stewardship team has 
grown significantly this year, having recruited five new members to support our equity, multi-asset 
and fixed income investment teams and to focus on integrating ESG (environmental, social and 
governance) into our investment processes in an authentic way . As a result, during 2019 we made 
significant progress in integrating ESG across all of our investment processes .

We have also developed new internal systems that allow us, for example, to easily quantify our 
ESG engagement activity . Some of our investee companies have, in fact, made it clear that of 
their investors, M&G is asking the most in-depth and searching questions on relevant ESG issues, 
such as climate change, deforestation, plastics or cyber security . We believe it is vital that we fully 
understand these issues and that companies effectively deal with these challenges, and consider 
it our duty as investors to hold them to account .

Within those challenges, clearly climate change is the dominant systemic risk, and there is 
now real urgency for governments, companies and individuals to reduce carbon emissions . 
M&G currently raises the issue of climate change in meetings with investee companies, and in 
2020 we will be reviewing company TCFD (Task Force on Climate-related Financial Disclosures) 
reporting, with a view to engaging with those companies that do not meet our expectations 
of progress . If we are not satisfied that investee companies are doing enough, then this will be 
reflected in our 2021 voting decisions . 
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The Corporate Finance and Stewardship team supports and works closely with the Equity,  
Multi Asset and Fixed Income teams on a day-to-day basis, attending as many relevant meetings 
with the investment teams and their investee companies as possible . In this way, engagement 
with companies is fully integrated, which is also important in relation to voting . Ultimately, all 
investment and voting decisions lie with the fund manager, and the role of the Stewardship team 
is to support that process .

Elsewhere, I think it is worth highlighting that, following the aforementioned demerger from 
Prudential plc, M&G’s ESG governance structure has evolved . The board of M&G plc is ultimately 
responsible for all of M&G’s stewardship activities and the M&G ESG Executive Committee 
(ESG exco) reports into the board . Within M&G Investments, the asset manager, the head of 
each investment team (Equity, Multi Asset, Fixed Income, Real Estate and Private Equity) reports 
into the Chief Investment Officer (who sits on the M&G ESG exco), while the Corporate Finance 
and Stewardship team reports to the Chief of Staff .

In this report we detail some of the actions and initiatives that M&G has been involved in over the 
past year, offer case studies of our voting and engagement activities and provide examples of our 
interactions with external parties . I hope that it gives you a better insight into M&G’s activities as 
a responsible investor .

Rupert Krefting
Head of Corporate Finance and Stewardship
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 Stewardship overview

At a time when the typical holding period of an investment can be measured in months rather than years for some 
investors, M&G’s approach is different, and we are willing to support good companies throughout their business and 
market cycles . This long-term approach means that there is a wide spectrum of both financial and non-financial 
factors that we need to understand when considering the long-term prospects for a business . This includes traditional 
governance issues, like remuneration and board composition, as well as environmental and social factors where these 
are material to risk and return . 

M&G’s investment teams share an acute awareness of their duties as stewards of our clients’ assets, and this perspective 
informs all of our investment decisions . As a responsible investor we have increasingly widened our research and 
engagement activities across equity, multi-asset and fixed income issuers, to focus on more non-financial environmental 
and social topics, such as climate change, plastics, diversity and cyber security, to name a few . These factors represent 
both risks and opportunities, and we need to ensure they are being taken account of in our investment processes .

Our approach to climate change is at the forefront of our stewardship framework . Climate change is clearly the most 
high profile ESG topic, and we are approaching this both internally and externally . 

Internally we assess the carbon footprint of our portfolios, to understand their exposure to carbon emissions, and look 
at both the physical risks of global heating (how flooding or drought, for example, may affect a business’s operations 
or supply chain) and transition risks (changes to regulation or technology as we move towards a low-carbon economy) . 
We have also been identifying the best tools to run scenario analysis for different temperature changes and to 
understand how companies and portfolios are aligned with the Paris Agreement (ie limiting temperature increase to 
well below 2°C) . 

Externally, we are engaging with companies, both individually and as part of collective engagement programmes 
such as Climate Action 100+ . Examples of some of these engagements can be found within this report .

Importantly, engagement work on topics such as climate has increasingly expanded across asset classes, away from 
a sole equity focus . All of our investment teams have access to a range of external ESG data providers, which ensures 
that the teams have sufficient ESG data and research that can be used at the discretion of both portfolio managers 
and analysts respectively when engaging with companies on the issues that are material to them . We have also been 
developing internal tools, including an ‘ESG dashboard’, based on the Sustainability Accounting Standards Board 
(SASB) framework, to create a databank of questions to identify material issues for specific industries and sectors,  
and have begun trialling a proprietary ‘ESG scorecard’ for individual companies . 



Corporate Finance and Stewardship Report 9

M&G’s Corporate Finance and Stewardship team supports our investment teams on a range of issues that can affect 
our investments over the long term, and works collaboratively with investors across our wholesale and institutional 
business . Having a central function team to cover these areas ensures oversight and accountability for stewardship 
within the organisation . 

The team coordinates M&G’s stewardship activities, engaging with companies on a number of issues from corporate 
governance to environmental sustainability, alongside the investment teams . Closely linked to this engagement 
work, the team undertakes M&G’s voting responsibilities at shareholder meetings, which we see as one of our 
central responsibilities as long-term shareholders .

The team is responsible for coordinating M&G’s participation in various external initiatives and investor collaborations, 
including the UK’s Investment Association, the Investor Forum, the Institutional Investors Group on Climate Change 
and the Asian Corporate Governance Association, among others . The team also supports M&G’s Responsible 
Investment Advisory Forum in maintaining our relationship with responsible investment-oriented organisations,  
in particular the UN-backed Principles for Responsible Investment (UNPRI) .

Our investment approach across asset classes has developed significantly throughout 2019, and we are now making 
use of our broad cross-asset capabilities, often as a holder of both a company’s equity and debt, to increase the 
significance of our engagement activities . Across asset classes, the end goal of all of our stewardship activities is to 
best serve our customers by achieving positive outcomes, and helping ensure our investee companies are effectively 
dealing with all of the material risks affecting them, both financial and non-financial . This could require continued 
engagement to bring about positive change or, where this does not prove possible, voting against board members 
or ultimately divesting from a company . We outline below how our stewardship responsibilities are discharged 
across asset classes .
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Across all of our asset classes, M&G believes that ESG factors can have a material impact on long-term investment 
outcomes . Our goal is to achieve the best possible risk-adjusted returns for our clients, taking into account all factors 
that influence investment performance . Consequently, ESG issues are systematically integrated into investment 
decisions wherever they have a meaningful impact on risk or return . We apply this approach to ESG analysis across  
all asset classes and sectors in which we invest .

Equities 

We believe that the long-term success of companies is supported by effective investor stewardship and high standards 
of corporate governance . We think that if a company is run well, it is more likely to be successful in the long run . 
Social and environmental issues can also have an important impact on a company’s performance and successful 
development . We therefore look at how companies address both the risks and opportunities that these issues 
represent when we analyse them . 

M&G’s Corporate Finance and Stewardship team are advocates of responsible share ownership and oversee our 
stewardship of the companies in which we invest . Regular meetings with our investment teams and company directors 
allow us to identify whether a company’s strategy is aligned with our interests as long-term shareholders . Our active 
engagement with companies helps us to understand the issues affecting them and, where appropriate, to encourage 
positive change .

Company directors are the cornerstone of governance, and it is important to recognise that shareholders appoint 
boards of directors to allocate capital and manage assets on their behalf and to preserve and enhance shareholder 
value . Therefore, we actively engage with the boards of our investee companies on a number of issues, and believe 
that full accountability to shareholders is best achieved by the annual re-election of all directors .

We seek to add value for our clients by pursuing an active investment policy through portfolio management 
decisions, by maintaining a continuing dialogue with company management and by voting on resolutions at investee 
company general meetings . This enables us to monitor company development over time and assess progress against 
objectives . As a general policy, we are supportive of the management of the companies in which we invest . However, 
when companies consistently fail to achieve our reasonable expectations, we will actively promote changes, either 
individually or, where more appropriate, as part of a collaboration with other investors through vehicles such as the 
Investor Forum . 

Over the course of 2019, we undertook a number of such engagements, while continuing to increase our focus on the 
environmental and social factors affecting our investee companies, alongside more traditional governance issues . 
Please see the engagement section of this report for further details .

 Stewardship across Equities and  
 Fixed Income
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Fixed income

Within fixed income, we are continually innovating in our approach to ESG risks and opportunities . In 2019 we 
saw an acceleration of ESG integration within fixed income, as the wider market begins to recognise the long-term 
value of considering non-financial ESG issues in credit analysis . M&G has long understood this, and we believe it is a 
contributing factor to our consistent outperformance across fixed income strategies; providing portfolio managers 
with a more complete picture of the creditworthiness of issuers .

Given the limited upside and potential significant downside of fixed income investments, the focus of our ESG analysis 
is on understanding downside risks . Since ESG risks often develop over the longer term, and given our long-term 
investment approach, we believe it is essential to integrate ESG issues into our investment process . Our integrated 
approach to ESG is applied across all forms of fixed income including corporate bonds, government bonds, securitised 
debt, real estate debt, infrastructure debt, leveraged finance, direct lending and private placements, although flexibility 
in the implementation of ESG integration is often required to allow for differences across markets, sectors and 
instrument types .

Engagement with issuers is usually undertaken by our credit analyst teams, with support when needed from the 
Corporate Finance and Stewardship team, since they have a clear and detailed understanding of the ESG issues 
affecting the credit quality of the issuers that they cover . Although bond holders normally have less influence than 
equity holders when engaging with companies, M&G considers it important to engage with fixed income issuers 
regarding material ESG issues in order to gain a better understanding of ESG risks, and to encourage improved ESG 
practices . The additional insight often gained through ESG engagement also better informs our credit views and 
investment decisions . We prefer to engage on ESG issues directly with an issuer’s senior management, and M&G’s 
significant scale in fixed income markets provides us with the necessary access to an issuer’s senior management 
in order to do so . In our private debt business, we are often one of the primary sources of finance for the borrower, 
which can give us significant access and influence to engage . 

Please note, not all of M&G’s fixed income offerings are suitable for consumer clients . Please visit M&G Investments’ 
consumer website for further details .
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 ESG engagement

In 2019, M&G Equities attended 1,276 meetings, of which 599 were with the management of UK companies 
(including 367 meetings with companies in the FTSE350) and 677 international companies . 

The M&G Corporate Finance and Stewardship team had 242 additional meetings with company chairmen 
and/or directors and/or executives, including 94 with FTSE350 companies and 63 with international companies, 
as highlighted in the table below .

Engagement activity by issue covered

Previously, we only reported on engagement from an equities perspective, but the Corporate Finance and Stewardship 
team has more recently begun working closely with M&G’s Fixed Income teams to understand their engagement 
activities, participate in ESG-related engagements and help to coordinate engagements across asset classes where 
appropriate . In 2019, M&G’s Fixed Income teams undertook 91 ESG-specific engagements, with topics covered 
highlighted in the chart below . Please note, in some meetings multiple topics were discussed .

Fixed Income ESG-related engagement activity by issue covered
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Engagement Framework

Our engagement approach has been developed to provide a systematic process around engagements in which 
we have a specific objective and seek particular outcomes . Prior to commencing an engagement, that objective is 
clearly set out, with actions and outcomes recorded through the life of the engagement . Examples of some of these 
engagements in 2019 are outlined below, including a selection from both equities and fixed income . 

Thematic engagement

Over the course of 2019, we engaged on an array of specific, systemically important environmental and social themes . 
These included deforestation, cement production, plastics and cybersecurity, and encompassed a range of companies 
and organisations . The following are highlights of some of those engagements . 

Deforestation 

In response to the extent of the fires seen in the Amazon basin over 2019, the Corporate Finance and Stewardship 
team analysed the issues relating to soft commodity-driven deforestation and the investment impacts of these issues . 
Alongside this, we undertook a mapping exercise to understand the extent of our exposure to these risks across both 
our public equity and fixed income holdings . Using this, we prioritised companies and began a series of thematic 
engagements with our investment teams in Fixed Income .

Marfrig – deforestation strategy – Fixed Income

Objective: To better understand Brazilian food-processing company Marfrig’s sustainability strategy – specifically 
in relation to deforestation in the Amazon biome . 

Action: Engagement with the head of sustainability to understand the details of Marfrig’s deforestation policy and 
how the company can demonstrate transparency and traceability in its supply chain . Animal welfare, waste and 
effluence, and bribery and corruption were also areas of interest covered in this process .

Outcome: Marfrig was clearly able to explain the strategies in place to ensure it was sourcing cattle from 
deforestation-free farms . We followed up with the company post-engagement to get further detail on the KPIs 
(key performance indicators) used to measure success, and will continue to monitor the situation .

Further information: Marfrig recognises that this is a complex issue and with 15,000 farmers supplying the company, 
it is very difficult to conclude that there were no breaches of its policy . The company is investing in innovation, satellite 
technology and working with leading non-governmental organisations (NGOs) such as IDH (The Sustainable Trade 
Initiative) to develop more sustainable farming methods, and was able to clearly articulate a strategy for dealing with 
the related risks, including clear oversight of such issues .
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Minerva Foods – deforestation and sustainability – Fixed Income

Objective: As with Marfrig, we engaged with Brazilian livestock company Minerva to learn more about its 
sustainability strategy – specifically in relation to deforestation in the Amazon biome .

Action: Engagement with the head of sustainability to understand the details of Minerva’s deforestation policy 
and how the company can demonstrate transparency and traceability in its supply chain .

Outcome: Although able to articulate a reasonable level of detail on its deforestation policy and how it works with 
its supply chain to ensure damage is limited, M&G followed up with some additional questions and will continue to 
research the company before the next engagement .

Further information: The head of sustainability is a biologist and went into great detail to assure us that Minerva 
is adopting strategies and technology to deliver oversight . Although able to articulate responses to our questions, 
we asked for more information on several topics, as we felt the company could do more to acknowledge the scale of 
the deforestation-linked issues within its supply chain . After the meeting, the company followed up with additional 
material and we will continue our research .

Sainsbury’s – environment – Fixed Income and Equities

Objective: We engaged with supermarket chain Sainsbury’s to better understand its approach to forest risk 
commodities and deforestation, as well as company pledges to tackle single-use plastic and meet ambitious 
environmental targets . 

Action: We spoke to the chief executive about climate disclosure, commitments to sustainability pledges and 
ownership and oversight of environmental targets . Sainsbury’s then requested a dedicated, follow-up ESG meeting 
where the company would listen to what we, as investors, would expect from them with regard to best practice 
ESG disclosure .

Outcome: We were left with the impression that Sainsbury’s is developing its environmental stewardship responsibilities 
and is keen to learn . We will be monitoring the company with the expectation of seeing a forward-looking sustainability 
strategy in due course . 

Cement 

In 2019, the The Institutional Investors Group on Climate Change (IIGCC) published its document on investor 
expectations of companies in the construction materials sector, and we spoke to IIGCC to see whether there were 
opportunities for M&G to take a more active role . With this in mind, we took a closer look at the cement industry in 
relation to transitioning to a low-carbon economy and the hurdles it faces in reaching the Paris alignment . We held a 
call with Share Action to discuss its recently published Investor Briefing on Cement, which explores why cement is so 
carbon-intensive, how the industry can decarbonise and why investors need to be asking questions of their investee 
companies . We also started engagement work in this area through a fact-finding call with Buzzi Unicem, the Italian 
cement maker, outlined below . 
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Buzzi Unicem – climate strategy – Equities

Objective: To understand Italian cement maker Buzzi’s climate strategy in more detail before making a decision on 
whether to engage with the company bilaterally or suggest collaborative action to Climate Action 100+, given that the 
company’s current GHG (greenhouse gas) emission reduction targets seemed lower than some of its competitors’ efforts .

Action: We held a specific ESG call with the company, focusing purely on its climate targets and strategy and future 
considerations in this area .

Outcome: After a lengthy discussion with several of Buzzi’s team, we gained a better understanding of the challenges 
facing the company in this area, some of the nuances around the globe in its industry and of its plans to address these 
challenges . The difficulty for the cement industry is that most of the CO2 is generated during the production of clinker, 
the basic constituent of cement . Its synthesis takes place within kilns where a mix of dosed and mixed minerals is 
‘cooked’ at a temperature of up to 1,450°C . One of the main components of the mix is limestone, which de-carbonises 
and releases the majority of total CO2 emissions at temperatures in excess of 950°C . Other CO2 comes from the 
combustion of gas, coal or other fuels needed to reach the above-mentioned temperatures . Buzzi believes that because 
of this, its target of 5% reduction in greenhouse gases by 2022 is already ambitious . We will be maintaining contact and 
monitoring progress – as well as offering input into the next round of target setting post-2022 .

Further information: We wanted to undertake our own research to understand whether the company was already 
setting ambitious enough targets and to gain a better understanding of the difficulties for the industry in this area .

Cyber security 

Cyber security is the protection of computer systems from theft or damage to their hardware, software or data, as 
well as disruption or misdirection of the services they provide . The cyber threat is growing as our reliance on connected 
technology increases and access to data proliferates across smart devices . Key risks include operational and financial 
failings if systems are disrupted, and for any company dealing with customer data, both reputational and regulatory 
risks abound . We regularly speak to relevant companies about their cyber security arrangements as part of our wider 
interactions, and in 2019 discussed this topic with companies as diverse as, for example, telecoms provider Vodafone, 
banking group RBS and media company Future . While these were part of wider discussions, we also undertook 
a specific meeting with Lloyds on this subject . 

Lloyds – cyber security – Equities

Objective: To understand the cyber risks being faced by banking group Lloyds and the governance in place to 
mitigate these risks . 

Action: We met the chief security officer and cyber security director to talk through its cyber strategy .

Outcome: M&G was assured by the competency of Lloyds’ capabilities in relation to cyber security and we will 
continue to monitor its performance and progress in this area .

Further information: M&G engaged with Lloyds specifically on cyber, as this is an ever-growing risk for banks . The 
chief security officer and cyber security director gave a comprehensive overview of the bank’s cyber security strategy, 
including insight into its real-time monitoring for incidents, regular vulnerability testing and patching exercises . 
We were assured by the level of engagement with the board around cyber issues – including simulation exercises 
for cyber-attacks and regular discussion around the threats and internal capabilities in this area . We felt reassured 
by the extent of expertise and risk mitigation that Lloyds has in this area .
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Plastics and sustainability

Single-use plastic has come under intense scrutiny, with both consumers and regulators turning their attention to an 
issue that has escaped mainstream focus until recently, aided by the Blue Planet series . Among the push for less plastic 
usage, and general moves towards sustainable products and services, there will obviously be winners and losers in the 
war on plastics – and investors cannot ignore the financially material impact of future regulation . Over the year, we 
engaged with a number of our holdings specifically on this issue, several of which are highlighted below .

Amcor – plastics and circular economy – Equities

Objective: To understand more about the recent announcement of a US$50 million investment into global 
packaging company Amcor’s sustainability strategy, plastics and ‘circularity’ .

Action: We met Amcor’s chief executive to discuss recent results and the company’s sustainability strategy . Amcor 
recently had to sell two businesses to satisfy the regulator, and is using some of the proceeds to create value by 
investing further into its sustainability strategy . The company, in recent years, has seen sustainable products 
become an essential part of its offering for large tenders . 

Outcome: We feel comfortable that Amcor is on track to meet its 2025 sustainability targets and were encouraged 
to hear the chief executive talk about the importance of sustainability and the continuing development of 
environmentally-friendly packaging options .

Further information: M&G has engaged with Amcor over the past year on issues including single-use plastics, UN 
Sustainable Development Goal 17: Life Below Water and the circular economy . This has provided us with a clear insight 
into how sustainability is integrated into the business strategy, and how it has become a critical component in winning 
new mandates and working with customers .

Britvic – single-use plastics and climate strategy – Fixed Income and Equities

Objective: To understand how soft-drinks producer Britvic is going to meet its commitments to ambitious 2025 targets 
to eliminate problematic or unnecessary single-use plastic packaging, including governance, board oversight and 
incentivisation to meet targets linked to remuneration .

Action: We undertook a series of company meetings, which included meeting the chief executive and the 
company’s ESG team .

Outcome: We now have greater understanding of the structures in place, and desire for more structured board 
oversight and governance with regard to setting and meeting targets in relation to sourcing recycled PET and 
achieving climate objectives .

Further information: Following a meeting that M&G had with the chief executive, Britvic requested a follow-up 
meeting to give more clarity and detail on some of the ESG issues that we had raised . The primary objective of this 
meeting was to understand how Britvic plans to meet its public commitments to ensure that all products have  
30% recycled PET (rPET) by 2025 when there is expected to be a shortage in supply . The company outlined its plans 
to work with academic institutions, leading NGOs, suppliers, retailers and companies involved in the collection and 
recycling of consumer waste to reduce waste to landfill, ‘close the loop’ and increase rPET feed stock . In order for Britvic 
to demonstrate to us how seriously it was taking these issues, we requested that the chief executive consider linking 
remuneration to meeting these targets . 
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Other engagements and meetings

Carnival – environmental governance – Equities

Objective: To understand the accountability structure for ESG issues at global cruise operator Carnival and to 
ascertain how seriously these matters were being taken after several public controversies .

Action: Engagement with Carnival on its ESG governance, performance-to-date and future plans .

Outcome: Carnival reassured us of the progress being made and the steps being implemented to ensure it was 
managing ESG risks more effectively than it has done in the past . We will continue to monitor its progress closely .

Further information: After another fine, this time from the US Government for breaching previous probationary clauses, 
M&G had concerns over the governance around environmental risks and how seriously these were being taken . Given the 
historical ESG performance of the company, and that M&G has continued to believe in its commitment to progress in 
this area, our engagement stressed that we were particularly disappointed with recent events . Carnival explained some 
of the context for the fine/charges – including that they all related to activities in 2017 and early 2018, soon after its 
Environmental Compliance Programme came into action following the original court case . Carnival also talked through 
plans and targets for the future and actions already taken to rectify the situation and protect against repeat incidents .
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HSBC – thermal coal policy – Equities

Objective: To understand global bank HSBC’s sustainability commitments in regard to not financing any new 
coal-fired power stations, and the exceptions which apply to several countries within this policy .

Action: We spoke to the head of sustainable finance to gain greater detail and reasoning for the policy specifics .

Outcome: M&G accepted HSBC’s rationale for the caveat to its thermal coal policy, which runs out in 2020, and was 
reassured by the pledge that no new coal-fired power stations will be financed . We will continue to monitor this .

Further information: Having met with the chief executive and discussed several sustainability commitments without 
being fully satisfied with the answers, M&G engaged with the company again – specifically on its policy regarding the 
financing of new coal power . The policy, which stops HSBC from financing any new coal power stations, has exceptions 
for Bangladesh, Vietnam and Indonesia (representing a total population of around 0 .5 billion people) . We wanted 
to understand the reasoning and the implications for these exceptions . Having spoken with the head of sustainable 
finance, we were satisfied to learn that, so far, no new coal stations had been financed, and that the exceptions in the 
policy would run out by the end of 2020 . In the meantime, HSBC has implemented several hurdles which a project 
would be unlikely to pass in order to be financed by the bank . It assured us that the exception was necessary, as these 
three countries have allowances built into their Paris Agreements for new coal power stations, and it was crucial to 
maintaining a seat at the table for policy discussions in order to take the sustainability agenda forward . 

Imperial Brands – strategy – Equities

Objective: This engagement started in late 2017 when the tobacco company’s share price was in free-fall, with 
the market appearing to have lost faith in management’s strategy . It was late into new products and the company 
was seen as too widely and thinly spread across its geographic markets . Initially the objective was to encourage the 
company to narrow its geographic focus and concentrate on its core markets by divesting non-core assets, using the 
proceeds to pay down debt . However, this then also grew into reviewing the board .

Action: Various meetings with the company, eventually meeting the senior independent non-executive director, 
who was overseeing the appointment of the new chairman .

Outcome: The chairman announced he would step down in February 2019 and the chief executive announced she 
would be stepping down in 2020 . However, the company is no longer promising the full £2 billion of divestments by 
May 2020 . We will continue to monitor and engage with the company .

Further information: We initially engaged with the chairman in 2017, and then met the chief executive in 2018, after 
which the company announced ‘capital reallocation’ opportunities and a target of up to £2 billion proceeds over the 
next 12 – 24 months . After shareholder pressure from M&G and the Investor Forum, the chairman announced he was 
going to step down in February 2019 and, following a profit warning in the autumn of 2019, the chief executive also 
announced she was stepping down . After failing to appoint an external chairman, the senior independent director 
was subsequently promoted to the position .
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Landsec – green bond – Fixed Income 

Objective: To provide input on UK commercial property company Landsec’s (Land Securities Group) green bond 
framework ahead of publication .

Action: Met with the sustainability reporting manager, treasurer and treasury and insurance director to discuss 
the company’s green bond framework .

Outcome: We were approached by Landsec to provide our input on its green bond framework ahead of publication . 
The company has a clear ambition to be a leader on TCFD (Task Force on Climate-related Financial Disclosures) 
reporting and has established strategies to raise awareness and internal agreement for sustainability targets . This 
includes internal training programmes to highlight the value creation delivered through its green investments . Landsec 
also engaged with a UK consultant to develop climate scenarios, which revealed key risks in its value chain . There was 
strong buy-in from the chief executive, who has responsibility for sustainability and climate-related risks, which was 
encouraging to hear . 

Mears Group – board composition/voting – Equities

Objective: To assess the merits of hedge fund manager PrimeStone’s shareholder resolutions to appoint two new 
independent non-executive directors to the board of UK housing and social care provider Mears Group . The board was 
resisting its shareholder’s influence on the basis that the board was, at the same time, running its own appointment 
process for two new non-executive directors . 

Actions: M&G had separate meetings with the Mears executive team, the new Mears chairman and PrimeStone . This 
was followed up by a series of telephone calls with the chairman and PrimeStone separately, as the AGM approached . 
We encouraged the two sides to reach a compromise prior to the AGM . Unfortunately, a pragmatic solution did not 
prove possible . 

Outcome: Both shareholder resolutions proposed by PrimeStone were narrowly defeated . M&G supported the 
appointment of one of PrimeStone’s proposed directors but not the other . Two new directors were shortly thereafter 
appointed by the board, in line with its appointment process .

Further information: The performance of the company and, therefore, its share price has been disappointing for a 
number of years . We believed that PrimeStone’s critique was justified and indeed acknowledged by the board, but we 
deemed their request for two non-executive directors to be excessive and only supported the appointment of one of 
them . There is also little disagreement with Mears over the strategy going forward .
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Methanex – board refreshment – Equities

Objective: To improve corporate governance and capital allocation decision-making . Specifically, to change 
the decision around a major investment .

Action: M&G became an active shareholder and nominated independent directors to the board .

Outcome: M&G reached a negotiated settlement with Methanex . The Methanex engagement achieved changing 
the composition of the board and the decision-making criteria used for major investment decisions, by providing more 
financial oversight and rigour to the process . An overall improvement in corporate governance has also been achieved 
by accelerating the rate of change of the non-executive directors (a significant portion of whom had a tenure greater 
than 10 years) and deepening the financial skill-base of the board, given the background of the new non-executives .

Further information: Early in 2019, M&G began more actively engaging with Methanex regarding the strategic 
decision by the company to build a new greenfield methanol plant in Geismar, Louisiana . Methanex is a major holding 
for M&G – 16 .4% of the company and c . $750 million at the time . The crux of the issue was the size of the Geismar 
financial investment relative to the company’s balance-sheet strength in a sector with a volatile commodity price, and 
whether it would not be better for such a highly leveraged, commodity-based business to bring in a JV (joint venture) 
partner in order to share the financial risk .

Vodafone – dividend cut – Equities

Issue: Despite assurances from the board in prior years, telecommunications group Vodafone cut its dividend in 2019 .

Objective: To understand the board’s reasons and thought process for cutting the dividend and impress on the 
company the importance of income to our investors .

Action: Meetings with executive management and then the chairman .

Outcome: We now better understand the thought process behind the decision to cut the dividend and had the 
opportunity to impress upon both management and the chairman the importance of income to our investors . 

Further information: M&G met the company in early 2019 and we were assured that the dividend would be held 
given a specific financial framework . Post the dividend cut we met with both management and the chairman . While 
not in breach of any of the parameters within the aforementioned framework, the board felt increasingly pressurised  
to improve financial headroom given a combination of factors . This, in turn, led to the decision to cut the dividend .
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Alongside engagement with investee companies, active voting is an integral part of our investment approach . 
We believe exercising our vote adds value and protects the interests of our clients as shareholders .

We often get asked by clients how we carry out our voting, as a number of asset managers just follow their proxy 
agent’s advice . We use the ISS voting platform to vote and we have built, with ISS, a custom voting service that 
reflects our public voting policy . Our full voting policy is available on our website, along with our full voting history, 
updated quarterly .

As company meetings arise, we use research from ISS (and voting information service IVIS for UK companies) to 
highlight any contentious issues that we were not aware of from previous consultations with investee companies . 

Before deciding to abstain or vote against a resolution that has been flagged by ISS or IVIS, we will either discuss 
straightforward issues within the stewardship team or involve the relevant fund managers for more contentious issues, 
allowing them to make the ultimate decision . We will, where possible, try to inform the company in advance if we 
are voting against . In most circumstances, especially on remuneration-related issues, there will have been a previous 
dialogue with the company .

Our starting position is to be supportive of the management of companies in which we invest . However, there are 
occasions when company boards put forward resolutions that we feel are not in the best interests of the company . 
Here we highlight some of our voting decisions taken during the year .

In 2019, M&G voted at 1,788 meeting; at 673 meetings M&G voted against at least one resolution .

Meetings where at least one management recommendation was not supported
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Votes cast as ‘against’, ‘abstain’ or ‘withhold’ by category and region

UK Europe North America Japan
Asia  

Pacific Rest of World

Directors-related 10% 29% 43% 82% 19% 70%

Remuneration 15% 26% 6% 7% 3% 12%

Capital-related 67% 25% 0% 0% 57% 4%

Corporate activity 1% 2% 0% 0% 6% 0%

Anti-takeover 0% 4% 4% 1% 0% 0%

Routine other business 5% 13% 1% 0% 12% 14%

Shareholder resolutions 1% 0% 45% 11% 3% 0%

100% 100% 100% 100% 100% 100%

Introduction

Interest in proxy voting continues to grow and command attention, as shareholders and other stakeholders seek to 
hold boards to account . This is not just for the behaviour of directors in running companies, but also for the impacts 
that companies have on society and the planet . The challenge for investors to better understand their investee 
companies and to engage on issues of concern has never be greater, as their range and complexity increases . 
Deciding how to vote in a way that is acceptable to all fund managers when companies have disappointed or 
not met expectations can be difficult, as the objectives of funds may differ .

Companies are much more sensitive about vote outcomes, as investors have become more willing to vote against 
management . The use of intermediaries, such as proxy solicitation agencies, has therefore increased, changing the 
dynamic of communication . Shareholders, as well, are making increasing use of voting research providers, whose power 
in the market has been seen as growing . In light of this, in the US, the Trump administration is seeking to reduce the 
influence of proxy research providers at the behest of corporations that consider such influence too excessive .

UK

The majority of our votes against management in the UK related to our policy that larger companies should not seek 
more than 5% disapplication of pre-emption rights, which we believe risks excessive dilution for existing shareholders .

The proportion of votes against management relating to remuneration increased from 11% in 2018 to 15% in 2019 . 
One of the most high-profile issues was executives receiving pension contributions at a much higher rate than other 
employees . A number of companies acquiesced to shareholders on the issue, but a proportion, including Lloyds 
Banking Group and Standard Chartered, did not, and consequently we opposed their remuneration resolutions .
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Investment company Standard Life Aberdeen saw strong shareholder dissent on the vote to approve the remuneration 
report . M&G was among the 42% of opposing shareholder votes who disapproved of the ‘golden hello’ pay deal for the 
company’s incoming chief financial officer . Another big oppose vote was recorded at Ferguson, where we opposed the 
remuneration resolutions in light of the proposed pay arrangements that are connected with the company’s changing 
geographical profile .

Our decision to oppose telecommunication conglomerate Vodafone’s remuneration followed a period of poor 
performance and its dividend cut which, in our view, was not reflected significantly in the incentive awards granted to 
executives . While the company announced shortly before the annual general meeting (AGM) that awards had been 
reduced, we felt the reductions did not go far enough . Remuneration concerns at retailer JD Sports Fashion saw us 
oppose the remuneration report and a special award to the executive chairman . We also decided to abstain on the 
remuneration report at packaging company DS Smith over concerns with executive pension contributions .

There were a number of instances during the year where our disappointment with company boards and management 
led us to oppose directors’ re-elections . Despite a series of conversations with cigarette maker Imperial Brands, we 
did not see the progress we had hoped for and we decided to oppose the re-elections of the chairman and the senior 
independent director . Additionally, we opposed the approval of the remuneration report, due to concern that the 
interests of directors and shareholders were not aligned .

At investment firm Gresham House Strategic, our voting reflected our dissatisfaction over continued lack of progress 
regarding exit proposals . We also opposed one non-executive director at transport group Stagecoach due to 
independence concerns .

At pharmaceuticals company Vectura Group, we opposed the re-election of the senior independent director due 
to concerns over independence, given their 12-year board tenure .

An extraordinary general meeting (EGM) was called at branded clothing company Superdry by the company’s founders 
to seek shareholder approval for them to be elected as directors . The board recommended opposing their return and 
we supported that position . However, the founders were successful, with 51% of the vote, and their election resulted 
in the resignations of the chairman, chief executive and other directors .

Shipping services provider Clarkson sought to adopt new Articles that provided the board with the ability to hold 
virtual-only meetings . We opposed this as, in our view, virtual participation should only be used alongside traditional 
physical meetings . We also opposed the remuneration report, which saw a 48 .5% vote against .

Controversy surrounded iron ore mining company Ferrexpo in the run-up to the company AGM, with the resignation 
of the auditor and two directors . We opposed the resolution to approve the report and accounts on concerns over 
corporate governance .

We saw climate-related shareholder resolutions at both Royal Dutch Shell and BP . The proposal at Shell from climate 
change pressure group Follow This required the company to ‘set and publish targets that are aligned with the goal of 
the Paris Climate Agreement to limit global warming to well below 2°C .’ This is the fourth year this resolution had been 
requisitioned . Consultation between shareholders and the company subsequently resulted in the resolution being 
withdrawn, with Follow This stating this was ‘to give Shell time to bring [its] climate ambition into line with the Paris 
Climate Agreement’ .
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BP faced the same binding Follow This resolution at its AGM, but it was not withdrawn . M&G discussions on the 
proposal resulted in our voting differently across funds, as opinions remained divided . A second BP environmental 
resolution, under the auspices of Climate Action 100+ and promoted by M&G as co-filers, was recommended by 
the board . This resolution required the board to report to shareholders its strategy for meeting the goals of the Paris 
Agreement in terms of its capital expenditures and progress against relevant metrics and targets . The resolution 
was passed .

Europe

Irish airline Ryanair’s corporate governance standards have always been contentious and this year we decided to 
oppose the re-election of three non-executive directors . This included the chairman of the remuneration committee, 
who has ignored our previously raised concerns .

We opposed two director elections at Irish company Medtronic, together with the appointment of the auditor 
and the proposal to disapply pre-emption rights .

At Danish branded jewellery company Pandora we abstained on the re-election of all the existing board directors 
(voting against is not an option in Denmark) . This was due to serious concerns over the independent oversight of 
the board, given the poor operational delivery by the executives .

At Nordea Bank we decided to abstain on the resolution to discharge directors following allegations of its involvement 
in the money-laundering scandal that spread through some of northern Europe’s banks .

Disclosure for shareholders in Turkish companies is very poor and we frequently declined to support management 
proposals where a company had not disclosed sufficient (and often even very basic) information .

North America

In the US, where shareholder resolutions are more common, we saw climate-related resolutions proposed at both 
Chevron and Exxon Mobil; though the latter resolution was blocked by the company with permission of the Securities 
and Exchange Commission . Seven other shareholder resolutions did appear on the ballot paper at Exxon Mobil’s AGM, 
of which we supported six, and though none were passed some were well supported .

Elsewhere in North America, our concerns over non-executive independence, typically due to long tenure, saw us 
oppose the re-election of directors across a range of companies, including integrated systems design company 
Synopsys, banking group US Bancorp and chemical producer Eastman Chemical Company .

At both technology company Cisco and food company Sysco Corporation we opposed a number of director elections 
and supported shareholder proposals calling for an independent chairman due to our concerns over board composition . 
We also opposed director elections at Western Digital, FedEx Corporation and the J . M . Smucker Company due 
to independence .



Corporate Finance and Stewardship Report 25

We supported shareholder resolutions across a range of topics including political donations, share capital structure, 
combined chair and chief executive positions and environmental issues . Of particular note was Microsoft’s AGM, 
which included two shareholder resolutions . The first requested the company to ‘report to shareholders describing 
opportunities for the company to encourage the inclusion of non-management employee representation on the 
board’; while the second concerned gender pay gap . We supported both resolutions as we considered employee 
consultation to be insufficient and more disclosure should be available on pay . We opposed the appointment of the 
auditor due to excessive tenure and some of our funds opposed the remuneration resolution in light of increases 
during the year .

Japan

At Japanese building materials company Lixil, a corporate governance battle sought boardroom changes, including the 
return of a former chief executive, and resulted in victory for minority shareholders, including M&G . Such public dissent 
is rare in Japan and some are hopeful that it marks an awakening of shareholder activism in the country . According 
to the Nikkei Asian Review, a record 14 .8% of enterprises reporting vote results for June meetings had at least one 
proposal with more than 20% opposition, including abstentions, continuing an uptrend over the past decade .

Asia

Hyundai Motors received a number of shareholder resolutions at the company’s AGM from Elliott Management, 
relating to Elliott’s concerns over corporate governance and capital management . We had similar concerns with the 
company and therefore decided to support some, but not all, of the Elliot resolutions .

Train control systems maker China Railway Signal & Communication Corporation held an EGM proposing a number 
of resolutions to increase capital . We were concerned that these were unnecessary and opposed the resolutions .

PI industries, an Indian chemicals company, exemplified differences in corporate governance expectations across 
the globe . It proposed new articles, but didn’t disclose what they were; and an executive is a member of the audit 
committee . We declined to support both related resolutions .

We also decided not to support the board of First Pacific in relation to a number of resolutions concerning related 
party transactions involving the board chairman .

Australian miner BHP faced a shareholder resolution calling for the company to suspend memberships of industry 
associations which are not supportive of the Paris goals . After a discussion with BHP, we decided to vote with the 
board’s recommendation following discussions with the company .

Rest of World

Due to a corruption investigation at Brazilian transport company CCR, we abstained on the director resolutions at the AGM . 
We also opposed a proposal to amend the articles at an EGM in December, as director accountability would be reduced .

We voted against the boards’ recommendations at logistics company Imperial Logistics and automotive company 
Motus Holdings (both South African), the latter having split form the former in 2018, in respect of director elections, 
remuneration and auditors’ appointment .
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 Remuneration

Discretion on vesting outcomes – In recent years we have seen, in a small number of cases, the vesting of long-term 
incentives leading to very significant value being paid to a small number of individuals . In some of these cases, the 
remuneration committee has had no ability to reduce the level of reward delivered to the individuals . The discretion 
section of the Principles of Remuneration has been updated to include the suggestion that remuneration committees 
introduce discretion into their incentive schemes, which would allow them to limit the vesting outcomes if a specific 
monetary value is exceeded .

Approach on pensions – Emphasis has been placed on the alignment of pension contributions for executive directors 
with those provided to the majority of the workforce . In some cases, companies are voluntarily reducing pension 
contributions, to align within a few percent of the workforce . In other cases, M&G has experienced push back on the 
request to reduce pension allowances . Throughout 2019, this has been an area which has been actively monitored, and 
this topic has been discussed as part of the majority of our remuneration engagements . M&G expects remuneration 
committees to set out a credible action plan to reduce the pension contributions of incumbent directors to the majority 
of the workforce level by the end of 2022 .

Shareholding requirements and post-employment shareholding requirements – the Investment Association’s 
Principles of Remuneration were updated last year to outline which shares can count towards the shareholding 
guidelines and the expectation of investors on post-employment shareholding requirements . During the 2020 AGM 
season, M&G expects post-employment shareholding requirements to be introduced for all new policy approvals .

Levels of remuneration – it is essential that companies adequately justify to us, as investors, the level of 
remuneration paid to executives . In the coming year, we will continue to look closely at how any increases to basic 
salary or variable pay opportunity are justified, and will expect remuneration committees to show restraint in relation 
to overall quantum . M&G continues to be concerned by incremental increases to both fixed pay and variable pay 
opportunity which, on aggregate, can lead to substantial increases in overall remuneration .

In 2019, M&G corresponded with 139 companies on remuneration matters – encompassing 138 new consultations  
and 39 follow-ons .

The key areas of focus throughout 2019 have been 
on a number of remuneration issues in the UK 
that we are increasingly seeing within companies’ 
remuneration plans: 

Alternative remuneration structures – We are 
very much open to the alternative structures that are 
being created, such as restricted share schemes, if 
the remuneration committee can argue the strategic 
benefits of adopting such schemes . Following the 
Purposeful Company report, we have committed 
to working with other stakeholders to look at the 
circumstances under which such schemes may be more 
widely implemented in the UK market .

Follow-on engagments

Engagement on new policies

22%

78%

Remuneration correspondence

■ 
■ 
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Some remuneration engagement examples are provided below:

British Land

Real estate investment trust British Land wrote to us proposing a change in its peer group for remuneration on the 
basis that the bigger companies should be more relevant given their greater market capitalisation and weighting in the 
sector . M&G pushed back on this on the basis that, as active managers, we can invest in any of the REITs, so the small 
and mid-cap companies should not be ignored . 

Britvic

M&G had extensive correspondence with UK drinks company Britvic in 2018 about reducing the number of incentive 
schemes down from three to two . When the change of chief financial officer was announced in 2019, we wrote to the 
company and suggested that this might be the right time to reconsider its executive remuneration incentives . 

HSBC 

We undertook collective engagement, through the Investment Association, with global bank HSBC . The bank’s 
existing pension contributions for executive directors of 30% was viewed as excessive by M&G, and was not in line with 
recent developments in market practice and shareholder expectations . M&G supported the Investment Association’s 
campaign on pension contributions and asked a specific question relating to this at the HSBC governance day on 
pensions . Shortly after the governance day, HSBC reduced the pension contribution to 10% for new directors and 
the existing executive directors voluntarily brought their contributions into line with this .

Standard Chartered

The Investment Association hosted a group meeting for investors with Standard Chartered, attended by both the 
bank’s chairman and remuneration chairman, to discuss the new remuneration policy for 2020 .

The main point of contention was the company’s contribution to the chief executive’s pension . Standard Chartered 
argued that when calculating the percentage of pension to salary, the salary element should include the fixed 
allowance paid in shares, as this was part of the chief executive’s ‘total salary’ . On that basis, it said, the contribution 
was 20%, not the 40% quoted in the press . No other bank uses this measure of salary and the argument was not well 
received by investors . The company subsequently announced that the chief executive would take a voluntary cut to 
his pension .
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 M&G Real Estate 

We recognise that as one of the world’s largest real estate fund managers, our business activities have wide-ranging 
social, environmental and economic impacts . By being at the forefront of identifying and influencing the drivers of 
change, and shaping our investment strategies accordingly, we aim to deliver strong returns to our investors in the 
long term and support the creation of positive environmental and social outcomes . 

Our approach to RPI (responsible property investment) also enables us to safeguard and future-proof our assets, 
helping to ensure they have enduring appeal as workplaces, homes and leisure destinations, benefiting communities 
and economies around the world . In order to deliver our RPI vision and objectives, M&G Real Estate seeks to embed 
responsible investment considerations into all investment activities and decision-making . We are focused on 
performance in four key areas: 

• Environmental Excellence: driving environmental improvements at our assets reduces operating costs, carbon 
emissions and the use of natural resources . This helps attract and retain occupiers, and ensures that we 
appropriately manage environmental risks . 

• Health, well-being and occupier experience: people want to work, live and spend time in places that make them feel 
happier, healthier and productive . Considering health, well-being and experiential factors in how we design and 
manage buildings supports our occupiers to have happy productive employees, our retail destinations to attract 
customers and creates homes where people want to live . 

• Socio-economic benefit: ensuring positive socio-economic outcomes by being an active participant in communities . 
Creating high-quality places where people want to be, driving economic growth, and supporting employment 
opportunities and skill development . 

• Smart, secure and connected: smart physical and digital infrastructure is crucial to the competitiveness and success 
of countries, cities and buildings, as well as positively benefiting inhabitants . Understanding connectivity solutions 
means we can more effectively identify investment opportunities and future-proof investments . 

Full details of how we are managing and responding to these issues can be found in our Responsible Property 
Investment Report, which we publish on an annual basis on our website .

Please note, not all of M&G’s real estate offerings are suitable for consumer clients . Please visit M&G Investments’ 
consumer website for further details .

Case study: Changing Places

The Changing Places Consortium launched its campaign in 2006 on behalf of the over a quarter of a million people 
who cannot use standard accessible toilets . This includes people with profound and multiple learning disabilities, 
motor neurone disease, multiple sclerosis, cerebral palsy, as well as older people .

To use the toilet in safety and comfort, many people need to be able to access a Changing Places, which have more 
space and the right equipment, including height adjustable changing benches and hoists . Changing Places toilets 
are specialist managed facilities provided for those who need them .

M&G Real Estate has responded to growing encouragement on shopping centre landlords to install Changing Places 
Toilet facilities . Currently these are installed at five of our shopping destinations (four centres and one designer outlet) 
and are being installed at an additional centre in 2020 . 
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Case study: Greenwalk

In 2019 our Greenwalk office building in Surenes, France was awarded a gold star in the CUBE 2020 competition for 
a 23% reduction of energy consumption between July 2018 and June 2019, coming third in the certified buildings 
category . These significant savings were generated by working closely with property manager TELMMA to replace 
lighting with LEDs, optimise control systems and configure them to better meet tenants’ needs . M&G Real Estate has 
committed to achieving net zero carbon across our global portfolio by 2050, and this is an excellent example of how  
we are driving energy efficiency improvements to achieve this ambitious target .

Case study: Retrofitting electric vehicle charging facilities

The electric vehicle market is being boosted by heavy investment from auto manufacturers, increasing consumer 
choice, declining battery prices and government interventions . By example, the UK government intends to ban the 
sale of all diesel and petrol cars and vans from 2035 . 

We have reviewed potential visitor demand for 
electric vehicle charging points for a selection 
of assets in our retail park portfolio . One park, 
Wycombe Retail Park, was identified as potentially 
having relatively high demand, and in Spring 2019 
we installed three twin units, providing charging 
facilities for six cars . We continue to review 
opportunities to install these elsewhere .

Wycombe Retail Park electric vehicle charging

45 charges per month (average)

66 hours of charging per month (average)

176kg CO2 saved per month (average)
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 Infracapital 

Infracapital, the infrastructure equity arm of M&G, has raised and managed over £6 billion investing in European 
infrastructure in the mid-market . We are long-term investors providing essential infrastructure services to society, 
with many stakeholders . In light of this, Infracapital recognises the long-term value that can be achieved through 
sustainable growth, and considers responsible investing across all of our investment activities . As part of Infracapital’s 
investment strategy, the team takes an active role in all investments to ensure they are adaptable and resilient to 
the changing world . As a result, this drives value for investors and aids environmental and social cohesion for the 
communities in which we operate .

The Infracapital Responsible Investment Committee oversees the implementation of our ESG commitments . 
The committee monitors adherence to ESG policies, ensuring that ESG is considered throughout all stages of the 
investment lifecycle . In addition to the committee, Infracapital ensures all its staff attend monthly training sessions 
held with external advisers . These are designed to improve the knowledge and experience of the team in all matters 
related to investment activities, including ESG risks and opportunities . Often these will relate to specific ESG factors, 
such as the Directors Duties and Health & Safety . Infracapital also runs ESG-focused workshops, bringing together key 
executives from across our portfolio companies with Infracapital teams to share best practice and ensure prioritisation 
of ESG-related matters .

Infracapital also recognises the importance of ESG factors across our investor community and works to support the 
delivery of their ESG objectives . As such, we commit to being transparent in our ESG performance and report annually 
to investors via a dedicated ESG report .

Please note, Infracapital’s portfolio range is not suitable for consumer clients .
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 Other engagements  
 and activities
M&G is willing to act collectively with other UK and overseas investors where it is in the interests of our clients to do 
so, and we are supportive of collaborative engagements organised by representative bodies such as the Investor 
Forum and Climate Action 100+ . Members of the Corporate Finance and Stewardship team participate on a range of 
external committees related to shareholder issues, while also taking part in conferences, conventions and roundtables, 
among others . It is in the interest of our clients and society as a whole to have well-functioning financial markets . It is 
also important for us to engage with regulators, government officials and other important stakeholders to ensure the 
best outcomes for clients . 

M&G has held numerous meetings across the country presenting on ESG and raising awareness of our approach to 
responsible investing . As just a few examples of these, we held meetings with a large group of direct M&G clients 
through the Charles Stanley Direct platform, where the order of the day was ESG . We staged a presentation on the 
challenges of measuring and managing impact at the Novethic Positive Impact Forum in Paris (more on impact 
below) . Elsewhere we provided an ESG overview to the Independent Governance Committee (IGC) for the Prudential 
workplace pension scheme, whose role is now broadening to encompass an assessment of ESG standards and 
practices in the scheme’s underlying funds, a number of which are managed by M&G . The list goes on .

These meetings reflect the broad range of levels of awareness of ESG among our client base, from early stage 
introductory meetings with clients where the topic was just appearing on their radar screen, to highly informed 
discussions on in-depth sustainability issues . This emphasises the importance of M&G continuing to play an 
educational role with our clients, but also encouragingly highlights the fast-growing demand for information 
on our approach to responsible investment and growing appetite for funds that are explicitly linked to ESG .

In addition to meetings and presentations, we also think it is important to stay engaged with the market . For this 
reason we are members of a number of industry working groups and committees in which we pride ourselves on 
being active members, actively participating in remuneration, corporate governance and sustainability committees . 
A selection of these groups, along with events attended throughout the year, are detailed below .

Investment Association (IA)

M&G are actively engaged IA members and attended numerous meetings throughout 2019, including regular 
meetings of the Association’s remuneration, stewardship and responsible investment committees, of which 
we are members . These meetings allowed M&G to work with other investors to share thoughts and align 
views on a variety of topics . 

The Investor Forum

Over the past year, the Investor Forum has continued its engagements with several companies, including Barclays, 
GVC, Imperial Brands, Royal Mail, Aviva and Vodafone Group . M&G has been actively involved with the Aviva, 
Imperial Brands and Vodafone engagements .

Taking Aviva as an example, M&G engaged on several topics relating to business strategy . The Investor Forum met 
with the chair, senior independent director (SID) and deputy company secretary to discuss the matter further and 
the feedback was taken seriously . We await articulation of a clear strategy and delivery against this .
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UN Principles for Responsible Investment (UNPRI)

Several members of the team attended this year’s PRI in Person conference in Paris, which covered a wide range 
of issues for both asset managers and asset owners . Climate was an obvious key topic, with sessions ranging from 
ambitions beyond 2020 to climate as a fiduciary duty, carbon pricing, energy transition and the Paris Agreement 
to the role of TCFD, which was described by one speaker as ‘the right toolbox to help with asset allocation… one of 
the advantages is that TCFD offers a rational starting point and connects to how corporates work’ . There were also 
company-specific discussions, including the importance of Shell’s climate commitments and the positive development 
of transparency at Equinor .

Stewardship was another area given much coverage, including the need to deliver more concrete engagement 
outcomes and the difficulties of collective engagement in Japan, for example . Coinciding with this, a representative 
of Japan’s Government Pension Investment Fund (GPIF) made the point for active, engaged investment, saying it was 
not possible for managers to always outperform so they should focus on making capital markets work . This means 
reducing negative externalities through engagement, and demonstrating an understanding of ESG risks .

Other topics, among many, included ‘universal ownership’ and the role of asset owners, ESG metrics and executive 
pay, the evolution of PRI reporting and the role of the sustainable development goals (SDGs) to help foster more 
sustainable investment .

Climate-related activities 

Institutional Investors Group on Climate Change (IIGCC)

The IIGCC discussed the various resolutions and statements it is planning or has released, covering a wide range of 
companies including BP and Glencore . Some 9 .5% of BP shareholders, including M&G, co-filed the BP shareholder 
resolution, the initiative’s largest to date, requiring the board to report to shareholders its strategy for meeting the goals of 
the Paris Agreement . There was a subsequent question of how to deal with the ‘Follow This’ shareholder resolution, which 
called explicitly for scope 3 emissions targets . There is a broad agreement that further work will be undertaken on this . 
Following the assessment of responses to lobbying resolutions, plans were made to dive deeper into other companies . 

The Corporate Finance and Stewardship team, along with several fixed income analysts, met with the IIGCC to learn 
more about the Climate Action 100+ initiative (a collaborative investor initiative to ensure the world’s largest corporate 
greenhouse gas emitters take necessary action on climate change – representing 320 investors and US$33 trillion) 
and to discuss whether there were opportunities for M&G to take more of an active role in any of the companies or 
sectors . The IIGCC talked through the sectors and outlined some of the initiative’s progress to date . M&G is keen 
to engage, and take the lead, in sectors where we are most exposed and the areas which need the most support, 
and subsequently embarked on an exercise to map our carbon exposures by sector . 

Scenario analysis

We took part in the London launch event of the UNEP FI climate change scenario analysis tool that we have been 
developing as a pilot project alongside other institutional investors; the methodology was announced to other investors 
alongside explanation of how to use the methodology . Having worked with the UN Environment Programme Finance 
Initiative (UNEP FI) and Carbon Delta on this tool, we trialled the tool to assess the transition and physical risks of 
individual portfolios . Throughout the year, M&G ran a selection of portfolios through the Carbon Delta tool (Carbon Delta 
was subsequently purchased by MSCI) . We have been trialling a number of different tools on the market and hope to find 
a suitable scenario analysis tool to use alongside MSCI’s carbon foot printing analysis as part of our portfolio ESG reviews .
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MSCI climate change

M&G attended the MSCI Climate Change event, which covered a range of topics . The Principles for Responsible 
Investment (PRI) spoke about the lack of government ambition for the TCFD, which has 500 signatories, leading the 
PRI to expect a disruptive transition . The Prudential Regulation Authority focused on the risk and effect of climate 
change on the balance sheet – in particular of banks and insurance companies – highlighting the need for boards to 
take responsibility . This should include an individual board member taking responsibility with appropriate disclosure 
and scenario analysis . A large insurer also spoke about transition risk, with 2017 insured losses the second-highest ever, 
due to flood risks and forest fires . This company believed transition risk was mispriced and needed to be integrated into 
the investment process, though material exposure metrics are harder to identify for financials .

ShareAction AODP Asset Manager Assessment 2019

We submitted our response to the ShareAction 2019 survey, which forms the basis of a public ranking on our 
responsible investment practices, focusing on three key themes: climate change, biodiversity and human rights . M&G 
will be ranked alongside 75 of the world’s largest asset managers . At the time of publishing this report, our ranking had 
not yet been published . 

Carbon Disclosure Project (CDP) global supply chain summit

M&G was invited to join an investor panel to discuss how investors integrate ESG into the investment process and, 
more specifically, how CDP data is part of that process . 

London Climate Action Week

We participated in a number of events as part of the UK’s inaugural London Climate Action Week, which followed the 
UK Government’s recent commitment to achieve net zero carbon emissions by 2050 . Events during the week included 
a workshop hosted by the IIGCC on assessing how investment portfolios can align with the Paris Agreement, the 
intention being to issue a set of guidelines for asset owners in making this assessment . We also attended an event 
hosted by the Department for International Development (DfID) at which Secretary of State Rory Stewart unveiled 
the ambition for DfID to double the amount it spends on helping countries mitigate and adapt to climate change . 
According to this strategy, aid will no longer merely be focused on poverty alleviation but must target sustainable 
growth, with climate change at its heart . Examples of projects targeted for funding would be developing crops that 
are resistant to floods and drought, and helping developing countries progress better forecasting systems to boost 
resilience to extreme weather .

RI Europe – London

M&G attended the 12th annual Responsible Investor Europe Conference . There was a heavy focus on climate-related 
disclosure in relation to the risks and opportunities from climate change, alignment with the Taskforce on Climate 
Related Financial Disclosure (TCFD), investor collaboration through the IIGCC and Climate Action100+ and investor 
reporting tools . There was not a single session where alignment with a 1 .5°C scenario was not raised and, unlike 
previous investor events, there was a greater sense of urgency to tackle the problem collectively . Investors were urged 
to start integrating and reporting the impact of climate change on investment portfolios and, where relevant, measure 
and disclose the positive societal and environmental impacts of their investments .
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Science-Based Targets (SBT) Initiative

M&G attended and spoke at two events on the topic of Science-Based Targets (SBT) to provide companies with a 
clearly defined pathway to reduce greenhouse gas (GHG) emissions in line with climate science, by specifying how 
much and how quickly they needed to reduce their GHG emissions . The initiative was launched in 2014, with over  
550 companies currently taking action . The SBT initiative promotes and encourages greater disclosure and granularity 
around GHG emissions as we pivot towards a low-carbon economy . The first event was hosted by the Innovation Forum 
and we sat alongside BT and Tesco on the panel; two companies with ambitious SBTs to reduce emissions . The second 
event was hosted in Paris by Danone and the Science-Based Targets Initiative (SBTi) . When a company discloses that 
it has signed up to the SBT initiative it facilitates a more advanced dialogue at meetings and has been a useful ESG 
engagement tool to date .

Environmental and social-related activities

International Council on Mining and Metals (ICMM) meeting on tailings dam risk

M&G attended a meeting with the ICMM’s chief operating officer following the catastrophic storage facility failure at 
Vale’s iron ore mine at Brumadinho in Brazil . Tailings dam risk is the ‘Achilles heel’ of the industry . Consequences of the 
failure of upstream dams are enormous, with huge potential loss of life and environmental damage . ICMM met with a 
group of investors convened by the Church of England to understand the risks . There was criticism of the slowness of 
ICMM’s response and it was questioned if it were the right body to effectively coordinate a response .

Having convened all members, the ICMM has committed to developing international standards (consequence-based 
classification) for tailings storage facilities (the classical system is ‘risk likelihood vs consequence’ which can de-prioritise 
cases where consequences are catastrophic, but likelihood is low) . It was agreed among investors that this needs 
third-party external review to ensure independence and give credibility . The UN is being considered .

Mining sector Tailings Dam Safety Initiative

M&G attended a second roundtable discussion convened by the Church of England, with other attendees including 
asset managers, asset owners, the International Council on Mining and Metals (ICMM), three mining companies 
(Newmont, Anglo American and Freeport McMoran), plus academics and tailings dam specialists . The main discussion 
items included updating investors on the ICMM plan around industry risk classification and management, identifying 
best practice among miners, considering how to include the community perspective, confirming governance of the 
initiative and considering next steps .
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DS Smith – circular economy

M&G attended this event hosted by UK packaging company DS Smith (DSS), in partnership with the Ellen MacArthur 
(EM) Foundation, one of the leading drivers of the circularity movement, and White Space, a strategy consultancy 
(DSS has recently become a global partner of the EM Foundation) . The event was centred on the release of a report 
on European packaging, based on analysis from DSS and White Space, linked to an initiative to ‘revolutionise the 
supermarket aisle’, via ready-to-use corrugated solutions that could help remove 1 .5mt of plastic from European shelves 
per year . This would make a material dent in the problem: over 20mt of plastic packaging is produced in Europe every 
year . This would also provide DSS, along with the rest of the fibre-based industry, with a potential market opportunity 
of some £5 .7 billion . The key focus is to promote collaboration between packaging companies, retailers and 
manufacturers . In the past two years, global brands, retailers and manufacturers have set targets for 100% reusable, 
recyclable or compostable packaging by 2025; there is huge multilateral effort required to enable them to achieve 
these targets .

Plastics

Further to the DS Smith event, the debate around single-use plastic continues to capture the attention of major NGOs 
and public campaigns targeting consumer-facing businesses . Companies that use single-use plastic have been named 
and shamed by Greenpeace and we have witnessed a surge in company pledges to minimise single-use plastic and 
include higher percentages of recycled PET (rPET) in the manufacturing process . At this two-day plastic conference, 
we learnt about new innovations to reduce the amount of single-use plastic entering rivers and oceans . While there 
are some innovative alternatives to plastics appearing, there remains a lack of proper analysis of their impact, with 
potential unintended consequences . It isn’t possible for companies to go entirely plastic free, as plastic does have 
an important role to play keeping food fresh and offering light-weight packaging . However, what was evident at this 
conference was the serious effort companies were investing in finding solutions to reduce their impact and deliver 
sustainable outcomes .

As a result of participation at this conference, we were able to deepen our engagement with investee companies on 
their commitments to reduce single-use plastic . This is important for many reasons, not least of which is the fact that 
regulators are in on the action . From April 2022, the UK government will tax food and drinks companies that use, or 
import, plastic packaging that doesn’t contain at least 30% recycled content (rPET), while the European Commission’s 
new EU-wide rules to target the ten single-use plastic products that make up 70% of all marine litter will introduce similar 
rules across the continent . In France, products without recycled plastic packaging will cost up to 10% more from late 
2019 . And, in Germany, new packaging laws have seen national plastic packaging recycling targets rise to 63% by 2022 .

Deforestation conference

Since the New York Declaration on Forests (NYDF) was adopted in 2014, progress on ending deforestation and 
restoring forests has not lived up to the high level of ambition enshrined in its ten goals . Forests can make a critical 
contribution to the Paris Agreement goal of keeping average global warming to well below 2°C, both through rapidly 
reducing greenhouse gas emissions from deforestation, and through removing carbon dioxide from the atmosphere 
via natural sinks and ecological restoration . Land-use change and forestry account for 13% of global carbon dioxide 
emissions, primarily from deforestation – which is only partially offset by afforestation and forest regrowth . At this 
annual conference, M&G Investments was invited to participate in a high-level panel to give a perspective on how 
investors engage with investee companies, specifically on forest risk commodities and supply chain deforestation  
linked to palm oil, soy and beef .
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We joined a panel alongside Cargill, Nestle and Greenpeace where we had the opportunity to express our desire to 
see stronger timebound commitments from companies linked to deforestation with supply chain traceability and 
transparency . We also highlighted the importance of having clear oversight and ownership of targets with regular 
reporting on progress . We acknowledge the complexities of global supply chains and accept that no supply chain 
can be completely risk free . However, global consumer goods companies are able to exert much greater influence on 
their suppliers to meet higher standards when sourcing key commodities, especially those linked to deforestation in 
the Brazilian Amazon and Southeast Asia . Following the panel, we received positive feedback from companies and 
NGOs in the audience wishing to engage directly with us to further understand our position . 

Carbon Disclosure Project (CDP) Shipping Roundtable 

M&G hosted a shipping roundtable with CDP (the Carbon Disclosure Project) with panellists from Euronav, UCL 
and Goodfuels . The shipping industry emits around 940 million tCO2 annually and is responsible for about 2 .5% of 
global greenhouse gas emissions and 13% of the global transport sector . These emissions are projected to increase 
significantly if mitigation measures are not put in place swiftly and, under a business-as-usual scenario, could 
increase between 50% and 250% by 2050 undermining the objectives of the Paris Agreement . 

At the same time, there is significant untapped potential to reduce shipping emissions cost-effectively . The CDP report 
highlights that board level oversight on climate-related issues for the shipping sector is low compared to other sectors, 
and as active investors across multiple sectors it is our fiduciary duty to impress upon all of our investee companies that 
we require the highest level of disclosure with clear board level oversight and ownership . The event included interesting 
presentations on the development of biofuels . 

Impact-related activities

We spent many weeks on the road around the UK and Europe, explaining the concept of impact investing, setting 
out how it fits into the spectrum of responsible investment and exploring how the established principles of impact 
investing can be implemented in public equities . These discussions highlighted the varied levels of awareness among 
different investors, but what struck us was that the idea of directing one’s savings and investments towards something 
positive was embraced by almost everyone .

During the year, we spoke at a number of events focused on impact investing . Among these, we presented at the SDG 
Investing Fair at the UN headquarters in New York on how to use public equity markets to scale up impact; we spoke 
at the World Impact Summit in London on the challenges and opportunities of listed market impact investing; and at 
the Worthstone Impact investment Academy, we looked to bring equity impact investment to life through examples 
of how impact analysis can be applied to specific companies across sectors . We also held an event in our Paris office 
focused on sustainable and impact investing alongside our colleagues in private debt and multi-asset, where we invited 
Schneider Electric to discuss how corporates and investors can align to push for positive sustainability outcomes .
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Corporate governance-related activities 

International Corporate Governance Network annual conference

M&G participated in a panel to discuss the trends in shareholder activism in North America and whether they would 
migrate to Europe . The event was attended by over 300 delegates from around the world . Other panels covered a 
broad range of topics: the reassessment of roles of shareholders and companies; dialogue between shareholders and 
stakeholders such as NGOs; trends in climate change engagement; artificial intelligence; and the future of audit .

Asian Corporate Governance Association (ACGA)

Throughout the year, M&G has taken part in a range of talks with the ACGA . China was discussed, as the line between 
private-owned and state-owned enterprises is becoming blurred . Members seemed to largely pay more attention to 
the chairman of POEs (privately owned enterprises) than SOEs (state-owned enterprises), which ACGA questioned (it 
is difficult to engage with SOEs) . The recommended approach by the association was to invest in a concentrated way, 
with people on the ground speaking Chinese and attending AGMs . It was noted that the Hong Kong Stock Exchange 
appeared to be lowering its standards by allowing dual class share structures, in order to be an attractive venue for 
tech companies to list there .

Japan has seen a large corporate governance change this year, as the Japanese Ministry of Finance passed a bill in 
November requiring that foreign investor holdings over 1% in certain software and IT stocks would be subject to pre-
deal approval . This resulted in a swift response from the ACGA to the Ministry . It turns out that there will be exemptions 
as long as foreign investors do not propose a director to the board or a business transfer or have access to critical 
technical information . There will be a four-week consultation period in February 2020 on the detail of the bill . 

It was also noted that in Japan there was strong government support for corporate governance, with audit firms 
improving and companies appearing to take governance seriously . However, there is still a lack of disclosure and 
a focus on soft law with not enough enforcement .

Issues raised for the upcoming delegation trips to Asia are hard versus soft laws in Japan, dual class shares and 
over boarding by directors in Hong Kong and Singapore, Green Bond verification in China and all areas of corporate 
governance in India .

Italian Corporate Governance Conference 

M&G spoke on a panel with the chairmen of Intesa Sanpaolo and Fineco and the chief executive of Poste Italiane, 
among others, on the role of the board and its nomination process . Other themes discussed were the new Italian 
Corporate Governance Code, which encourages succession planning; an improved sustainability strategy; the rise of 
shareholder activism; and the need to differentiate ESG meetings (which are asking questions and collecting data) 
from an engagement (which is proper two-way dialogue) .
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Company Reporting and Auditing Group (CRAG)

During 2019, there were 14 CRAG meetings covering a wide range of issues including audit reform, interaction with the 
100 Group of FTSE100 company secretaries, outreach with the largest six audit firms, and regulator meetings . CRAG 
is an important forum for investment managers to put their perspective forward on audit issues and broader financial 
accounting issues that concern investors .

In 2020, M&G’s Head of Corporate Finance and Stewardship, Rupert Krefting, will take over as chairman of CRAG . The 
aim will be to reform CRAG by fitting it into the Investment Association (IA) structure, cutting down on the number 
of meetings and seeking to foster broader collective support from the investment management community across a 
smaller range of issues . The Brydon Review and CMA (Competition and Markets Authority) study on audit reform have 
potentially major consequences for the industry and the intention is to make CRAG relevant in the upcoming policy 
debates and regulatory reform initiatives .

Diversity and inclusion initiatives and engagement 

30% Club 

Throughout 2019, we continued to support the 30% Club’s efforts on increasing the gender balance on boards and in 
senior management – lending our assets under management to influence positive change . For the first time, in 2019, 
women’s representation on FTSE350 boards reached 30% . While celebrating this milestone, the club recognises that 
this target was a minimum achievement and so there is still more work for us to do . The FTSE100 has almost reached 
the target – currently at 28 .6% representation – with three additional companies reaching 30% in 2019 . The 30% Club 
complements and amplifies our individual company efforts through measurable goals and broad collaboration, 
and we look forward to seeing further success in the next year .

ShareAction Healthy Markets Roundtable

M&G attended a roundtable run by ShareAction focusing on tackling rising child obesity rates . The discussion sketched 
out the investment risks, which included increasing government regulation, reputational risk and growing consumer 
demand . ShareAction will be providing support by way of in-depth research, direct company engagement, bespoke 
company benchmarks, an investor coalition and supported action . It is forming an advisory group with healthy eating 
foundations and is looking for volunteers from the investment community . Public Health England spoke at the event,  
as well as Access to Nutrition .
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Overview and activities

As part of our role as long-term investors, M&G plays an important part in providing capital through the equity 
markets for the benefit of our investee companies and, therefore, our investors .

M&G is involved with companies at all stages of their evolution in the public markets, from the initial public offering 
(IPO), through periods of capital raising and expansion to those companies being sold . In this way, we can provide 
equity capital to our investee companies to help fund their growth phases, and then recycle that capital back again 
into the market when we receive the proceeds for companies that are sold, often at a significant premium to the 
market price .

In order to effect these processes, M&G is prepared to be made ‘insiders’ and receive price-sensitive information by 
investee companies for short periods of time ahead of the information being made public . Typically, this is in relation 
to a transaction such as an equity capital fund raising, a takeover offer or a significant management change, where 
it is useful for the company and its advisers to try to seek support from major shareholders – whether to finance a 
transaction or get feedback ahead of a management change .

The M&G Corporate Finance and Stewardship team acts as the primary contact point for the flow of this type 
of information into the equity investment team . The process of receiving price-sensitive information is known 
as ‘wall crossing’ .

In 2019 M&G was wall-crossed in respect of 159 companies in relation to proposed transactions or board changes prior 
to them being made public . Of these, 101 were related to equity capital fund raising: 37 were primary issues to fund an 
acquisition and 64 were without an acquisition, while 18 related to a secondary placing . M&G participated in 34 of the 
primary issues and six of the secondary placings .
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Rights issue case studies

Grainger

Grainger, the UK’s largest listed residential landlord, owns 25% of GRIP REIT, a private rented sector investment vehicle . 
Grainger announced the acquisition of the remaining 75% of GRIP from Dutch asset manager APG for £396 million 
in cash, funded by a £347 million rights issue . M&G applied for £21 million of sub-underwriting and was allocated 
£16 million (75% of our application) with a commission of 0 .75% .

Synthomer – acquisition and rights issue

UK chemical company Synthomer acquired US competitor Omnova for an enterprise value of US$824 million (with 
an equity value of US$473 million) .This was part-funded by way of a 1-for-4 rights issue at 250p, raising £204 million 
representing a TERPs (theoretical ex-rights price) discount of 30% . We applied for £42 million of sub-underwriting for  
a 0 .75% commission . We were allocated £5 .46 million, representing our pro-rata entitlement .

M&A/takeovers

M&G is a long-term investor and our general policy is to support incumbent management if it is well regarded . 
However, as part of a company’s evolution, there may be times when a business is better suited to be part of a 
larger group or where changes are required away from the public markets and there is a buyer who is willing to pay a 
significant premium to the market price . In these circumstances, as an often reluctant but pragmatic seller, M&G will 
look to reinvest the proceeds in another company .

Consort Medical and Recipharm

Consort Medical, which provides contract pharma services and makes drug delivery devices including inhalers and 
auto-injectors, received an offer from Swedish competitor Recipharm, valuing the company at £505 million and 
representing a 39% premium . The acquisition was conditional on gaining valid acceptances from at least 90% 
of Consort shareholders, as well as antitrust approval, with the deadline for gaining acceptance extended into 
January 2020 .

Hansteen and Blackstone

European industrial real estate trust Hansteen received an offer from Blackstone, the private equity group, 
valuing the company at £500 million and representing an 11 .5% premium to the net asset value (NAV) .

Charter Court merger with One Savings Bank 

M&G is a holder in both financial services business Charter Court and One Savings Bank . We think the Charter 
Court wholesale franchise is much better than One Savings, which is good for funding the business and can quickly 
underwrite simple deals . On the other hand, One Savings can underwrite complicated mortgage portfolios . A merger 
of the two businesses, which plan to keep their brands separate, represents £22 million in synergies, while there is the 
opportunity to take out costs if required in an economic down-turn .
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PHP merger with Medix

Primary Health Properties (PHP), a British real estate investment trust specialising in the rental of healthcare 
facilities, announced a merger with its largest competitor, Medix . The deal works for both sets of shareholders . Medix 
shareholders, who suffered a dividend cut last year from 6p to 4p, get their dividend increased . PHP, meanwhile, gets 
an opportunity to acquire an £800 million portfolio in one go, without having to pay stamp duty, and a stronger 
foothold in Ireland . The enlarged group will have a £2 .3 billion portfolio, with the cost of refinancing debt expected 
to fall as a result .

NSF – attempted hostile takeover of Provident Financial

Consumer finance company NSF is a much smaller rival to personal credit provider Provident Financial, and is run by the 
ex-chief executive and chairman of Provident Financial . In March, NSF launched a hostile offer for Provident Financial, 
with irrevocable undertakings and letters of intent from over 50% of the Provident Financial shareholders (mainly from 
the three largest shareholders who are also large shareholders in NSF), but with no recommendation from the Provident 
Financial Board . At the time, M&G was a 1 .7% shareholder in Provident Financial and not a holder of NSF .

Prior to the last closing date, asset manager Schroders wrote a public letter saying that it would not accept the offer, 
and there were rumours in the press that another large shareholder was also not going to accept . By the last closing 
date, with the deal still conditional on PRA and FCA approval, acceptances had barely crept above the original 50% 
support . M&G then wrote a letter to the company stating that we would also not accept the offer . The following week, 
NSF withdrew its offer when the PRA failed to approve the transaction due to the strength of the minority investors 
unwilling to accept the offer .

KCOM – two competing bid approaches

In April, KCOM, a provider of communication services, recommended a bid at 97p for the company from the 
Universities Superannuation Scheme (USS) . KCOM subsequently received a higher bid from Macquarie’s infrastructure 
fund at 108p . Both deals were structured as Schemes of Arrangement, which require a 75% majority of shareholders to 
vote in favour . Unusually, therefore, there were two competing schemes of arrangement . Because of this, the Takeover 
Panel, in order to provide an orderly framework, structured a five-day auction process, the result of which was that 
Macquarie’s final offer of 120 .3p (a 69% premium to the undisturbed market price in April) outbid USS’s final offer 
of 113p .

EI Group – M&A activity

The UK’s biggest pub company, EI Group, announced a recommended cash offer from Stonegate (backed by its owner, 
private equity firm TDR) at 285p . This was at a 14% discount to the NAV per share of £3 .32 published in March, but 
was a 4% premium to tangible NAV after stripping out goodwill . The offer price was a 40% premium to the share price, 
which had in fact doubled over the last two years . The offer was unsolicited and commenced in May, with EI having 
rejected two earlier offers . The offer had strategic logic for Stonegate enabling it to offer a ‘full’ price . The current 
management will have no ongoing role . We accepted the offer .

Cobham – M&A Activity

After internal discussions, we decided to vote in favour of the £4 billion agreed bid from US private equity fund Advent 
International for British defence supplier Cobham . The transaction was astutely priced at 165p and there was no 
criticism of the board for putting this to shareholders – the company had actively sought counter bidders without 
success . In the event, the scheme was overwhelmingly supported, with 93% voting in favour on a 73% turn out .
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 The Corporate Finance and  
 Stewardship team
M&G’s Equities and Fixed Income investment teams represent some 94 fund managers and 78 analysts . M&G’s 
Corporate Finance and Stewardship team supports these investment professionals on a range of ESG issues that 
can affect our investments . The team coordinates M&G’s Stewardship and Responsible Investment activities, 
engaging with investee companies on issues including corporate governance, board composition, shareholder rights, 
remuneration, social responsibility and environmental sustainability . The team discharges M&G’s voting responsibilities 
at shareholder meetings and maintains a constructive dialogue with company management teams, believing these to 
be central responsibilities of long-term shareholders . 

Beyond this, the team is responsible for coordinating M&G’s participation in external initiatives and investor 
collaborations including the UK’s Investment Association, the Investor Forum and the Asian Corporate Governance 
Association . In addition to regular interactions with fund managers on ESG matters, the team provides a more formal 
oversight of ESG risks in our portfolios, as well as helping to monitor ESG engagements with companies .
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