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1. *—I]I?:! $-I|' ﬂ ﬁ-ﬁ-o'lEﬂ E".E I. Value creation

= (RI) Active ownership = engagement + voting (SC)
= RI = investment strategy < SC = capital market policy

Responsible Investment

ESG integration Active ownership

Stewardship code —
:hareholder . SCo| MAE 21

ngagement _ 283AF & ARY| 0| KHjTE A
- X2A| Q| pie A

Collaborative

- 7| (B -F= Zh Ch=t

Engagement — FFo| 7|t7F BEoAEEo| Bt E
— alignment = governance quality a
— CH=tO| topicO| 7| X|H 7+ z=0f =3 X
Voting

= stock picking, cut and run = zero sum game
< Active ownership = pie A
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7}7C| % [|'|| 9" Ll Ol '5H I. Value creation

= 2 key words: Communication & Influence
= Informed engagement — effectively inducing changes — re-valuation — portfolio value a

Monitoring == Two-way communication

! !

Understanding A, outside & uninformed — Informed

l when dissatisfied or to solve the problems

Effective Engagement & Voting < poorly informed = frustration A

!

Changes toward alignment of interests

Better governance More efficient More transparent

!

Enhancement in target firm’s long-term valuation = portfolio value A
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2Ol EHE %71

— E
= 4 key results: 7|%XIHH—TL£, 4‘—‘%’8, 7| g

Active
ownership

Governance
Actions

Profitability

Firm
Valuation

Portfolio
Performance

I. Value creation

= Kempf et al. (2016, RFS), Crane et al. (2016, RFS)
— monitoring constraint — value-destroying acquisitions
— more dividends, stronger for firms with higher FCF

= Brav et al. (2008, JF), Appel et al. (2016, JFE)
— improved ROA and Profit Margin for hedge funds
— improved ROA for passive owners

» Dimson et al. (2015, RFS)
— the first one-year abnormal return is 1.8%
— 4.4% for successful, no reaction for unsuccessful

» Becht et al. (2010, RFS)
— economically large and significant alpha from factor models
— active engagements account for the outperformance

Knowledge

Investment
Belief

Applying to Better

strategies outcomes
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Investment strategy

II. General approach

A7l Ao Sl
1S

8
A +2E + UAS

Active ownership policy

Strategic Portfolio
Asset allocation Strategies Objective Engagement

03! 1l

0z
=
Ll

A

Private
equity

Real estate

Infra-

structures

= bad stocke & =+ §l& - 0|2 & 24HE X2 % |
= 7| gXA[H 7= 2 S8 =7\ d22 Haey
Passiyt_e inde_x funds - A|ZF MAH o] MIH/TIK|E - widespread, low-cost 28
Quasi-indexing funds Hosls 740| =9 ex. 7| K| xE Tt =2
= LEZZ|Q 7HX| A o ¥2 7| &0 &8
= underpriced =2 & 92l - HE RHE 49t e+
= transparency ¥ - BEX At ZA| A
Value strategy = free-cash flow A = free-cash flow Hi & Q3
= underpriced 2 2l sl - MZZ —'?—Xf A=l O
= mispriced — equilibrium - g =% A

Rule-based strategy

(ex. quantitative fund)

(smart-beta) ETFs

The benefits of active ownership
is less related to investment strategies
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2. }_I—l :rl'*ch-'-I' qg‘ 'E‘EI II. General approach

7 MUK D MI Ol REH WALE 0|8 Al
CRE A+ OAFAE M + WS OSt HIE = S Q3 0|8 AS WX HH F sjLh

7k 23E Tk 7 () ZHE A

BOD (== CIO)

A
ME|E A SEHA
| | Mgy | | @zAy
cIo CSo L I
: V \ T
B | | F4 ggmey (M4 vs. 7| Z)
% A
. :
Al ESGE:I é o|o] EHo i - -,ISR Ig*_lu.jlzlf_ 7HIC1
28 28 | 9o ol o of ’;—'-:‘_%IEA support - O[5 &E 2H HE
282 ||zzas g dedvy - F2 FFEE 29
k- g a2
;ﬁ
?'E.

7HE oiL|x S o 2e[AE

engagement &7 S?

= Xl Framework T3 (organizational structure, decision-making process, role allocation) — 21}
- MO FFH WA 012]2] Of3EHAI7} QA ZHE W AF S0l YT K|S 23} A TR
ex) SY/OHAIY SHSXE LHE AH2] FAE0M x|, FFES B2XAS SU/0HIT F0M 28l S

A
=)
o
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1. Prioritization III. Engagement

« SPH =l X+l expected benefit(risk)0| 2 targetOfl & st= Z0| £|H = cost-benefit analysis
= key criteria: portfolio weight, ownership, specific sector, leaders or laggards, scandals, etc.

Key criteria why important?, how to apply?...

= portfolio weight A = large effect to portfolio value = strongly motivated
Portfolio = application

Weights -ER ZEELQ W FAHSO| &9 1% 0l&¢l 7|

— EX} H|ES 0| 0% 0|2l 7| (long-termdtAH 7t 7= T=)

= ownership A = ‘exit threat’ === ‘voting against’ pressure A = influence A
— ot s 7| ¥ Q| firm-specific risk0| EO| ‘=2 = monitoring incentive A
= ex) CalPERS's Focus List Program
- 7t M2 X2 EFo 7|”E S underperformdt= 7| S M E

— improve governance practice — better stock performance (CalPERS's effect)

TR o4 = in the lowest rank = opportunity to enhance A
ranks =ex) T RAFO| MHiT SE|AE

= prioritize “Reactive” over “Proactive”
= in-house 7}& A3, /8 S0| E5t 7| 2= XX A X gt
- CtE 7[2EXXel M HSEUS 7sd A

% FFEL A RU=RE Fe YEE HES dY F2 E0E A2z od
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2. Objectives & Tracking results

II1. Engagement

- Hetol Za FE = EE HAX TE, 5
- 200 tiet 7| 5= X[ = "next step’®f| CH

OF |:|:|

F

.

=30 tiet 7t 7ts
T SA/EAA 200 &8¢ Atz

Case: Hermes EQOS, Annual voting and engagement report 2017

Milestone status of engagement

Theme Total
engagement
objectives

Engagement objective status

Completed engagement
objectives

Milestone 1

Objective set

Milestone 2 Mil 3 Mil 4  Discontinued

Environmental 7 19 35 56 34 13
Social and ethical 197 15 25 61 69 10
Governance 340 25 58 110 80 44
Strategy, risk and communication 134 2 12 45 42 18

Total engagements 848 61 130 212 225 85

= Milestone 1: Concern raised

= Milestone 2: Acknowledgement of the issue

= Milestone 3: Development of a credible strategy
= Milestone 4: Implement of a strategy

= depending on each concern and objective

Engagement progress

Environmental 105 72

Social and ethical 135 62

Governance 201 139

Strategy, risk and
communication

o

50 100 150 200 250 300 350

I No change ——— Next step

engagement intensity A
voting against managers
exit

Positive progress (moved forward 1 milestone)
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3. Successful dialogue

« 7| 2EXAL: Hetotd NN SR(EE
(V1Y = oS0 822 O

topic) &, CHA 7| 0| Lo S22t HE
Sot7| et MAE QI =2 M A OF)

II1. Engagement

o<
= A

ujn

From corporate perspective: the barriers and enablers to investor-related factors

Enablers & Barriers

Applications

Objective

= Providing a list of questions in advance, so accurate
information can be prepared for the dialogue

= Lack of preparation, posing questions/requests that
are too generic, changing objectives over time

Informed

= Prior knowledge of corporate (ESG) performance
and understanding corporate ability to address

= Lack of investor knowledge about the corporation
(business model, relevant policies, etc.)

Case: T. Rowe Price’s engagement

= M F2Are] SCieh 1 24 21X
— serious patient-safety issues

— consistently disappointing financial results
- 79 2ol matEol s AM?

- targetOf| CHSt S22 E 24 = informed
— financial distress — successful turn-around
— O|AR|7} 2, 22 H MEIE +4d

objective) 278

% 33 4TS ML FoHY

o
it BEdS A& O|AI2|7 28R
U

Source: O’Sullivan and Gond (2016) , Gond (2017)
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4. Escalation strategies

II1. Engagement

- CHSIBrO 2 DHEY DI%E ATE X R3 PR, BANOE S Livte ZRAA Te
- MR ST 0AE], HIBH - 37, WA - (N, BHE A0 S CHYs Y Ik

Example: pay-performance link v

Factors taken into account

Step 1 Initial approach
- IR EE MR SR ST (R, A4) izl
- Y Mo B IR ST
- S7) Mat ol 1x 9 WM A2 Sof Cfe) atE

—_o 4

Step 2 Channel extension to board-level
— O|AFE| L 2 A9 el3| 99, ZAKRIY) So& o
of JINE Yot OH 29|22 HEE =4
— A QI JHM Chote BHold = gl F

— CEQ, O|AI2|S[H 2= Tz} &fCH =t

Step 3 Voting against
— Sffe O[Ar X /0| At E ot 5 Q1 Ok BT

Step 4 Exit threat or Divest as a last resort
- HHE& At otstTt K| g AHLE JHA O OpE o]
A&xoz xR s 42

-HEH 2ogs2 Y7 A S A=tAZE 2
— ex) L o 23 AL, O[At=| H|Qtut T &St
A, 2F M7 S

rr

F BN BOIZE 2 04 Hro| WSS KeyE 9

= o [
- ex) /ATt &, 2= 0|&¢t oA MA| S

= =3 20 EE 2O Al 22{slof & At
— Significance
o flE 240 WAE FEAH o H:
o H7 ZEEZ|0M XX|St= HF
— Feasibility
c HR7 XEE
o Ct2 7[2EXX| 8, K28 &
o Lzt oo 7[Rl OlE HE
— Timeframe
- Ol4 A28 7|7 o EXF HEY
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1. Models to exercise voting IV. Voting

= =7 L{EA? XE o|AAHS AL AQRIVIE &M AX™S= 70| =R
KR AR NS R L AIR o2 A Ths)o ChelZ T

Investor type Several ways to exercise voting

In-house i > Centralize +  Customized

Asset owner

Outsourcing ——> Decentralize S > Standard

Asset manager

>
FOIAZ0| EXIYYAAS HZT 9% QIR BA A ZH HALS YT B2

- DRI ZO| o|AH M| (S S 2H: consistency A, ex-post monitoring efforts A
- e o|Z 3 HHo| 25 2 AL consistency v, influence ¥, ex-ante due diligence works A
— O] ZO0|= A0 AL Y, AL 7[F S A AFZOf| F=ohA HHHSt D SR ER

4

= AR EAPE /AW E AE A |2 A0 8%
— Centralize = & Q18/FM/?| 2| X|7d: consistency a
— Decentralize = 2} ZC| 0jL X7t 7HEH 2 = WAL consistency v, flexibility a
2 U5 S (specialists hired)/ 2| &% (external advisors)2 2 X| s = 2R

=4 4LE
- OfL Z0|E o 24

— =
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2. Combined with engagement IV. Voting
- T35 U oo = ™HEHANO| CHol CHet R, £9| 2l of 23 WA Al
= engagement?| prioritization/escalation F2f1} R7|H o= HAA|FH WA= A0 52
Prioritization strategy Voting guideline
Criteria Scandal " %%', HI QR & 71% AR el m&4d 2EHSI E
M HNIE HUAALE 7| 7FK] 2 HEO| SCh ot
o AsES O|& OFE AMS|™ ®QlS A | 8} O
Specific BEx, X|HFF2 f <E:EI— X : == o| M o? x_l)\mmeg ufE[
theme Al'ilx—-! t_|l|o| ol_ﬁ_ |'—l—t | H‘I‘T—l (s |:|/ HI_ o= H
- ex) B, ShE N oy 2
Unsuccessful Letter to Voting against Subsequent
initial approach the board as escalation engagement
= concern raised = O[ALZOff Ml S = O[ AR R4 Q) k4ol CH3H - AARI R MEd ML
- AAR R HEE v HECH o 23 HA 2 eto]| Csi =2
FFEMO YUE W - dARIE FEd 2
= O|AL2| 2t Tl Al — 21X O[Ate| 4 &2 a2t
- AN L XAl of By - T EH0| &2 ZAR#
A UOf| CHlf Hioh of 23 - =z atoj = of CfjsH O
- B AR E A S L3} otof i =2
- 2HEs aE s — BAEOI AS A (R
e P A) Otz
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Summary

“Fit for purpose”
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Active ownership

Influential & Efficient
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