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Guidelines and principles  
for corporate engagement  
on governance, environment  
and social issues

1. Introduction
Corporate governance is concerned with the way corporate 
entities are governed, as distinct from the way businesses within 
those companies are managed on a day to day basis.

Corporate governance addresses the issues facing boards of 
directors, such as:

 – strategy, financial policies, disclosure, legal issues and 
standards of corporate behaviour with the level and type of 
interaction with senior management

 – relationships with the shareholders and other stakeholders 
interested in the affairs of the company (such as fund 
managers, creditors, debt financiers, analysts, auditors and 
corporate regulators)

 – oversight of the company’s material environmental and social 
risks1 and the manner in which these are being monitored, 
disclosed and managed in the interests of shareholders and 
other relevant stakeholders, and

 – corporate performance.

First Sentier Investors is in a position to influence the 
environmental, social and governance (ESG) performance of 
companies via discussions with management or the board of 
directors and through the exercising of proxy votes. The exercising 
of the voting rights must be in the best interests of our unitholders 
and clients.

The scope of this document pertains primarily to the engagement 
of companies listed on the Australian Securities Exchange; 
however the principles may also be used to guide our 
engagement activities in other jurisdictions.

First Sentier Investors follows the Financial Services Council (FSC) 
guidelines on corporate governance and proxy voting. This 
document includes environmental and social guidelines (section 
5) used by First Sentier Investors’ equity investment teams.

2. Communication
As a major investor, First Sentier Investors believes in having direct 
contact with the management and/or directors of companies into 
which we invest. This contact might include constructive 
communication about performance, corporate governance, 
environmental and social issues, or other matters affecting 
stakeholder interests and long-term shareholder value.

As a shareholder, First Sentier Investors is entitled to receive 
reports and accounts and other explanatory circulars from 
companies which are required by law or regulatory authorities. We 
also have the right to attend company meetings and raise 
questions about the affairs of the company. While these formal 
bases for communication are necessary, they may not be 
sufficient to allow companies and shareholders to gain a full 
understanding of each other’s aims and requirements.

Direct dialogue will give First Sentier Investors a better 
appreciation of a company’s objectives, its potential problems and 
the quality of its management, while making the company aware 
of our expectations and requirements as a shareholder. In regard 
to environmental and social issues, First Sentier Investors will 
engage management on those matters that it believes have 
material impact on company earnings and value, and on best 
practices which the company should adopt.

As the intent of this dialogue is not to make First Sentier Investors 
an insider, in view of the insider trading provisions of the 
Corporations Act, care must be taken when communicating 
directly with the board of directors and management of 
companies. First Sentier Investors has an insider trading policy in 
place which outlines protocols should inside information come 
into our possession.

3. Voting
First Sentier Investors will vote on all issues at company meetings 
where it has the authority to do so. Voting rights are a valuable 
asset which should be managed with the same care and 
diligence as any other asset. Ultimately, shareholders’ ability to 
influence management depends on shareholders’ willingness to 
exercise those rights.

First Sentier Investors generally supports boards by positive use 
of its voting power unless there is good reason for doing 
otherwise. Where a board has received steady support over a 
period of time, it should become a matter of concern for that 
board if support is not forthcoming on a particular matter. When 
First Sentier Investors intends to vote against a proposal, we may 
choose to make representations to a company prior to the vote so 
that appropriate consultation may take place with a view to 
achieving a satisfactory solution.

Where a satisfactory outcome cannot be achieved on an 
important issue, it may be desirable for the relevant fund manager 
or delegate to attend the relevant meeting of the company and to 
explain why the proposal is being opposed. In such cases a poll 
may be requested to ensure that the vote is duly recorded.

All votes must be made in the best interest of the unitholders and 
clients. It is acknowledged that our goal is to apply our corporate 
governance guidelines and principles in a consistent manner. 
However, on rare occasions First Sentier Investors may deem it to 
be in the best interests of unitholders and clients to exercise its 
proxy vote in a manner that is not consistent on certain occasions, 
as a degree of subjectivity may be required. For example, it may 
be acceptable for a non-executive director to hold six board 
positions and provide a meaningful contribution, while for another 
director

Six board positions may be too demanding and result in a less 
meaningful contribution. Following are examples of voting issues 
and our current position:
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 – Directors/non-executive directors – we consider - 
independence of a non-executive director to mean that they 
have not been former executives of the relevant company for a 
minimum of five (5) years.

 – Audit and remuneration committees – membership of an  
audit committee should be non-executive. Members of both 
committees should be listed in annual reports and identified 
on the notice of re-election of directors. It is preferred that only 
non-executive directors sit as members of the remunerati 
on committee.

 – New directors – there should be a formal and transparent 
procedure for the appointment of new directors to a board. 
The Chairman and a majority of the members of the 
Nomination Committee should be non-executive directors.

 – Number of board appointments – non-executive directors 
must balance their number of board appointments with their 
personal ability to provide a meaningful contribution to each 
board. Similarly, executive directors who have outside 
directorships need to ensure that their contribution to their 
current employer is not diminished.

 – Removal of directors – we will not support changes to 
company constitutions that weaken the position of non-
executive directors on the board. 

 – Retirement by rotation – with the exception of the Chief 
Executive, we expect all directors to seek re-election, with one 
third seeking election each year. For directors over the age of 
72, and provided that the constitution of the company permits 
re-election, the usual assessment criteria for selecting 
directors will apply.

 – Division of roles – in most cases the role of Chairman and 
Chief Executive should be split. We consider that board 
changes involving the Chief Executive becoming Chairman or 
executive directors becoming nonexecutive is acceptable only 
if there is a clear majority of independent directors.

 – Hostile takeovers – First Sentier Investors will meet both 
parties at least once before making a decision. Any decision 
made will be in the best interests of unit/shareholders.

 – Political donations – First Sentier Investors supports the 
notion that companies should seek a mandate from 
shareholders before making political donations. Such 
mandates should last for no longer than three years. 
Justification of political donations should be provided at the 
annual general meeting or in the annual report.

 – Remuneration – we support the principle that there should  
be full disclosure of directors’ total remuneration packages, 
including share options, fringe benefits and retirement 
benefits. We expect appropriate justification for levels of 
remuneration and the link of these to company  
objectives and performance from the Chairman of the 
Remuneration Committee.

 – Termination payments – we believe that payments on 
termination of executive directors’ contracts should not be 
excessive. In the case of poor performance, a statement of 
justification should be given. We may write to the Chairman of 
the Remuneration Committee to ask for details of 
compensation payments to departing executive directors if 
they are not published. Disclosure of any contingent liabilities 
should be made.

 – Long term incentive schemes – we support the introduction 
of share-based incentive schemes as a means of aligning the 
longer-term interests of management and shareholders. 
These schemes should be subject to shareholder approval 
and have reasonably demanding performance targets. We 

prefer that no awards vest at, or below, median performance 
with an appropriate comparator universe.

 – Options for non-executive directors – we are of the view 
that these should not be granted. We support the notion  
that non-executive directors can be paid in the stock of t 
he company.

 – Environmental and social risks – we believe that well 
governed companies have appropriate environmental and 
social risk policies and management procedures in place. As 
part of the governance process, we expect boards to have 
oversight of these risks and policies, and executive 
management to be able to publicly report on these risks and 
there management and indicate where appropriate the 
potential impact on company earnings.

4. Proxy voting policy and procedures
First Sentier Investors is advised of corporate actions such as 
proxy voting by its proxy voting service providers which are Glass 
Lewis and Ownership Matters. The Head of each asset class or 
delegate is responsible for ensuring that all company resolutions 
are reviewed and an appropriate and consistent recommendation 
is made in line with the corporate governance guidelines and 
principles as outlined in this document. Information on the proxy 
voting process for each investment team can be found in First 
Sentier Investors’ annual Proxy Voting and Engagement report 
which is available on our website.

In all cases First Sentier Investors will only vote in the best interests 
of its unitholders and clients. It is First Sentier Investors’ duty to put 
any other unit/share holder relationship or interest to one side 
when deciding how to vote on behalf of unit-holders and clients.

5. Environmental, social and governance  
assessment and engagement
First Sentier Investors recognises that ESG issues impact on 
business value and has developed its own ‘integrated’ approach 
to responsible investment in keeping with the United Nations 
Principles for Responsible Investment and other emerging 
industry performance standards.

First Sentier Investors is committed to integrating ESG factors into 
its investment decision-making, ownership and engagement 
policies and procedures. First Sentier Investors believes good 
management of environmental and social issues is integral to 
good corporate governance. First Sentier Investors will engage 
with companies in which it invests, or is considering for 
investment, with regard to their ESG risk management policies, 
strategies, performance, disclosure and management 
capabilities.

First Sentier Investors’ approach to environmental and social 
issues is based on the rigorous assessment of how ESG issues 
impact on company earnings and value. To achieve this, and in 
keeping with First Sentier Investors’ corporate governance 
principles, our approach is premised on the following:

 – ESG disclosure – encouraging the companies we invest in to 
disclose their material ESG risks and performance in keeping 
with emerging best practice

 – Engagement – as owners, or potential owners, engage 
companies, and where appropriate, vote on issues where 
company value is at risk from ESG issues

 – Voting – as owners, First Sentier Investors portfolio managers 
will develop their own voting positions on key environmental 
and social issues, and

 – Reporting – the outcomes of engagement and voting 
activities to clients. 
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5.1 ESG Disclosure 
To ensure First Sentier Investors has adequate information to 
assess the value at stake (risks and opportunities) we will 
encourage and recommend companies to disclose their material 
ESG risks and performance in keeping with emerging global 
standards. More specifically, companies are expected to report 
on the following aspects:

 – Environmental and social risks impacting materially on 
earnings, including contingent liabilities

 – Governance policies and procedures for assuring 
compliance with internal ESG policies, improving performance 
and mitigating risks across operations, supply chain and 
products and services

 – First Sentier Investors expects all companies to report in 
keeping with these guidelines

 – ESG risks and performance – companies are encouraged to 
report their ESG performance publically on a regular basis

 – First Sentier Investors expects companies, especially 
smaller companies and companies in emerging markets, to 
report those key performance indicators that appropriately  
represent the material ESG considerations pertinent to their 
operations; and

 – Climate change – companies operating in high energy and 
greenhouse gas intensive sectors are expected to report  
their climate change risks and opportunities in line with the 
Global Framework for Climate Risk Disclosure or other 
recognised framework.

5.2 Engagement Procedures and Process
As an owner of company shares, First Sentier Investors will 
engage companies on ESG issues in the following circumstances:

 – Risk – where First Sentier Investors’ assessment shows that 
certain ESG factors have a material impact on company 
earnings or value or have the potential to do so

 – Management Performance – where, in First Sentier 
Investors’ assessment, management is not adequately 
addressing ESG issues that could have a material impact on 
earnings and/or value

 – Process – in keeping with First Sentier Investors’ approach, 
company engagement on ESG issues, when necessary, will be 
primarily carried out on a direct basis (e.g. by correspondence 
requesting information and/or clarification; meeting with 
management; and indirectly via its proxy voting process

 – Outcomes – First Sentier Investors takes its ownership and 
engagement responsibilities seriously and will engage 
companies on material issues. First Sentier Investors engages 
companies to achieve specific outcomes, namely ensure 
good ESG practices and thereby protect investor interests. In 
instances where management does not respond adequately 
to First Sentier Investors’ engagement, this may impact 
negatively on its valuation assessment and/or could result in 
First Sentier Investors divesting its ownership

 – Accountability – given engagement is an integral part of 
ownership, company engagement is best carried out by the 
responsible portfolio managers and their investment teams

 – Themes – First Sentier Investors recognises that ESG covers 
a wide range of issues and therefore it will concentrate its 
efforts on those material ESG issues in which it has a 
significant understanding and where it can exert influence 
towards achieving a specific outcome, and

 – Collaboration – First Sentier Investors recognises the 
benefits of collaborative engagement and therefore where 
appropriate, may collaborate in industry initiatives and forums 
where appropriate.

5.3 Voting on Environmental and Social Issues
Most engagement activity pertaining to environmental and social 
issues occurs directly with management of the company. The 
ESG guidelines and principles contained in this document will be 
used to assist decision-making and company engagement 
activities across all our various funds.

However, given the independent manner in which First Sentier 
Investors’ various funds are governed and managed, it is 
nevertheless possible for managers to vote differently on and 
have different perspectives about company ESG performance.

Detailed descriptions of each of First Sentier Investors’ team’s 
approach can be found in First Sentier Investors’ annual 
Responsible Investment  and Stewardship report or the annual 
Proxy Voting and Engagement report.

5.4 Reporting on Engagement Activities
Detailed descriptions of each of First Sentier Investors’ team’s 
approach can be found in First Sentier Investors’ annual 
Responsible Investment and Stewardship report or the annual 
Proxy Voting and Engagement report.

6. Reporting to clients
Wherever a discrete mandate client delegates responsibility for 
exercising proxy votes, First Sentier Investors will report back to the 
client how votes were cast on their behalf, if requested by the client.

The authority and responsibility for exercising proxy votes will be 
defined within the investment management agreement executed 
between First Sentier Investors and each discrete mandate client. 
However, First Sentier Investors may still receive proxy voting 
instructions from each discrete mandate client on a case by case 
basis or alternatively the discrete mandate client may instruct their 
custodian directly. The frequency and content of any reporting to a 
client is provided for in the Investment Management Agreement.

7. Monitoring Proxy Voting Services
First Sentier Investors will regularly monitor the performance of its 
proxy voting advisers. This review includes; organisation, security 
& cyber security, compliance & risk, governance, training & 
competency, disaster recovery and service delivery.

8. Conflicts of Interest
Conflicts of interest may arise from time to time, our Global 
Stewardship Principles require our analysts and fund managers to 
put our clients’ interests ahead of our own or any other third party. 
Our Conflicts of Interest Statement outlines what conflicts are and 
how we identify and manage them. The statement is available on 
our website.

We publish our full proxy voting record annually with more regular 
reports available to clients on request. Our annual Responsible 
Investment and Stewardship reports detail our work in this area 
and are available on our website.

We utilise the services of professional proxy voting advisors (CGI 
Glass Lewis and Ownership Matters) to independently inform the 
proxy voting decisions which we take on behalf of our clients. In 
the event that a material conflict of interest is identified in 
connection with voting a proxy, we will either vote in accordance 
with the recommendation of the independent proxy voting 
advisors or abstain from voting (for example where the providers 
are in disagreement). 
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Disclaimer

This material has been prepared and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194 311, AFSL 289017) (Author). The Author forms part of First Sentier Investors, a global asset management 
business. First Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a global financial group. 

This material is directed at persons who are professional, sophisticated or `wholesale clients’ (as defined under the Corporations Act 2001 (Cth) (Corporations Act)) and has not been prepared for and is not intended for 
persons who are `retail clients’ (as defined under the Corporations Act). This material contains general information only. It is not intended to provide you with financial product advice and does not take into account your 
objectives, financial situation or needs. Before making an investment decision you should consider, with a financial advisor, whether this information is appropriate in light of your investment needs, objectives and 
financial situation. Any opinions expressed in this material are the opinions of the Author only and are subject to change without notice. Such opinions are not a recommendation to hold, purchase or sell a particular 
financial product and may not include all of the information needed to make an investment decision in relation to such a financial product.

To the extent permitted by law, no liability is accepted by MUFG, the Author nor their affiliates for any loss or damage as a result of any reliance on this material. This material contains, or is based upon, information that 
the Author believes to be accurate and reliable, however neither the Author, MUFG, nor their respective affiliates offer any warranty that it contains no factual errors. No part of this material may be reproduced or 
transmitted in any form or by any means without the prior written consent of the Author.

In Australia, `Colonial’, `CFS’ and `Colonial First State’ are trade marks of Colonial Holding Company Limited and `Colonial First State Investments’ is a trade mark of the Bank and all of these trade marks are used by First 
Sentier Investors under licence.

Copyright © First Sentier Investors (Australia) Services Pty Limited 2019

All rights reserved.


