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Dear Sir / Madam 

 

Public consultation on 2014 Review of the OECD Principles of Corporate 
Governance (“the Principles”) 
 
Response from Hermes Equity Ownership Services  
 

Hermes EOS welcomes the opportunity to provide our comments on the draft 
amendments to the OECD’s Principles of Corporate Governance (“the Principles”). 
 
By way of background, Hermes is one of the largest asset managers in the City of 
London, and is wholly owned by the BT Pension Scheme, the UK’s largest corporate 
pension scheme. As part of our Equity Ownership Service (Hermes EOS), we also 
respond to consultations on behalf of many clients from around Europe and the 
world, including PNO Media (Netherlands), VicSuper of Australia, Canada’s Public 
Sector Pension Investment Board and the UK’s Lothian Pension Fund. In all, Hermes 
EOS advises over 40 clients with regard to assets worth a total of over £120 billion 
(as at 30 September 2014).  

 
Hermes EOS contributes to a number of public policy initiatives on corporate 
governance and was involved in providing feedback on the Principles via the 
Business and Industry Advisory Committee to the OECD. In addition, our executives 
have been active members of a number of policy committees of the International 
Corporate Governance Network (ICGN) for many years and were closely involved in 
the drafting of the ICGN Global Governance Principles, published in 2014, and the 
IGCN Statement of Principles for Institutional Investor Responsibilities, revised 
extensively in 2013.  

 

mailto:dafca.contact@oecd.org


We acknowledge the difficulty in administering a global set of principles due to 
differing legal frameworks, regulations and market practices. Given these challenges, 
we have limited our feedback to issues we regard as of significant importance. 
  
We are generally very supportive of the proposed amendments to the Principles, 
which we feel are timely and necessary following the fallout from the global financial 
crisis. However, we would like to see more emphasis placed on the role of 
shareholders in the board nomination process. The right to elect directors is one of 
the fundamental rights of shareholders and needs to be underpinned by an 
appropriate involvement in the nomination process. What amounts to an appropriate 
involvement will differ depending on the legal framework, market practice and 
shareholding structure of a company. For example, an appropriate role could involve 
some consultation on the criteria that should be considered when identifying 
nominees. 
 
We also strongly recommend the inclusion of a section focusing on the interaction 
between board members and shareholders, promoting effective engagement on key 
strategic, performance and governance matters. We note that the UK Corporate 
Governance Code published by the Financial Reporting Council (“FRC”) makes 
reference to the importance of engagement between company boards and 
shareholders as ‘crucial to the health of the (UK’s) corporate governance regime’ 
(page 4) and devotes an entire section to this topic (Section E).1 The importance of 
effective board level dialogue with shareholders is also apparent from the recent 
proliferation of so-called Stewardship Codes around the world. 
 
Our more specific comments in relation to the proposed amendments to the 
Principles are as follows: 
 
Section I. Ensuring the basis for an effective corporate governance framework 
 

 We support the reiteration that the corporate governance framework (“the 
Framework”) with its ‘comply or explain’ function is designed to be flexible, 
acknowledging that an entity’s circumstances may affect the suitability of 
some provisions.  

 We welcome the inclusion in paragraph 2 encouraging countries to implement 
initiatives to inform companies and their stakeholders of the benefits of 
implementing sound corporate governance practices.   

 We concur with the insertion in paragraph 3 which notes that corporate 
governance frameworks should offer sufficient flexibility to cater to the varied 
nature of publicly listed companies.  Our thoughts on this matter are outlined 
in our Hermes EOS publication titled ‘Corporate Governance & Performance 
– The Missing Links’2.    

 We support the inclusion of a section on the regulation of stock markets, 
given the role they play in the regulation of listed companies. We agree they 
should be regulated in a manner that supports effective corporate 
governance. 

 We agree with the recommendation that supervisory, regulatory and 
enforcement authorities be operationally independent and accountable in the 
exercise of their functions and powers. We believe this would strengthen the 
credibility of their function. 

                                                
1
 https://www.frc.org.uk/Our-Work/Publications/Corporate-Governance/UK-Corporate-Governance-Code-2014.pdf 

2
 http://www.hermes-investment.com/Portals/8/Corporate_Governance_and_Performance_2007_web.pdf 



 We fully support the addition of a recommendation enhancing cross-border 
cooperation, given the increasingly internationalised nature of company 
ownership. 

 
Section II. The rights and equitable treatment of shareholders and key 
ownership functions. 
 
We agree with the amendments made in this section, particularly: 

 The timely disclosure of information about the experience and background of 
candidates for the board and other board positions held by nominees. 

 Disclosure of remuneration of board members and key executives, the 
remuneration policy and total value of compensation arrangements made 
pursuant to the same. We welcome the removal of the section in paragraph 
23 stating board and executive contracts are not an appropriate subject for 
approval by the general meetings of shareholders.  

 We are very supportive of the revisions made in paragraph 27 regarding 
guidance on acting in concert. We note this is a significant and costly practical 
issue.  

 Identification of related party transactions and conflicts of interests related to 
the same. We fully support the inclusion of this recommendation and 
increased transparency around this issue. We have found this to be a 
significant issue particularly in emerging markets. 

 
We would like to see more detail around the role of shareholders in the board 
nomination process. We believe that companies should consider how they can 
appropriately and effectively involve their shareholders in this process given the local 
legal framework, market practice and their shareholding structure. We therefore 
request this be more explicitly stated in the Principles. In addition, we feel this section 
should be extended to cover the interaction between board members and 
shareholders for information and accountability purposes, making specific reference 
to the importance of effective engagement and open channels of communication 
between both parties. 

 
Section III. Institutional investors, stock markets and other intermediaries. 
 

 We welcome the inclusion of the section, specifically noting the role of 
institutional investors and other intermediaries and their contributions to good 
corporate governance. As we mention in our opening paragraphs, we were 
involved in the drafting of the ICGN Statement of Principles for Institutional 
Investor Responsibilities. 

 We support the removal of the text listed at paragraph 44 and the explicit 
examples of ownership engagement provided and agree that the disclosure of 
actual voting records should be considered as best practice. We would 
suggest that disclosure be extended to also cover resourcing and the impact 
of engagement and voting, aided by examples where appropriate. 

 We agree with the inclusion of proxy advisors amongst analysts, brokers and 
rating agencies who should disclose and minimise conflicts of interests and 
that providers of corporate governance services and advice should disclose 
information about the process and methodology that underpins their 
recommendation.   

 For companies listed in multiple jurisdictions, we support the recommendation 
to clearly disclose the applicable jurisdiction’s corporate governance laws and 
regulations to ensure it is clear and apparent for shareholders. We also 
support the recommendation that stock markets clearly disclose rules and 



procedures that apply to cross-listings and related exceptions from local 
corporate governance rules. 
 

Section IV. The role of stakeholders in corporate governance 

 In relation to paragraph 63 on employee participation, we note there are 
markets such as Germany, where employee representation at board level is a 
legal requirement for most large, listed companies. As outlined in our Hermes 
EOS Corporate Governance Principles for Germany3, this requirement 
contributes to relatively large supervisory boards, which potentially reduces 
their efficiency and makes it more difficult to ensure confidentiality. We are 
also critical of the fact that according to national law only German employees 
are represented on boards and that a significant number of board seats are 
occupied by trade unionists. To address such issues, we have encouraged 
German companies to consider whether they could benefit from a conversion 
to a different legal form, namely the Societas Europaea.  

 
 
Section V. Disclosure and Transparency 

 We are very supportive of the recommendation of ongoing disclosure of 
material related party transactions and the specific noting that splitting of 
transactions to avoid disclosure is not permitted. 

 We take this opportunity to emphasise the use of Integrated Reporting <IR> 
as a means to improve the quality of information available to providers of 
financial capital enabling more efficient and productive allocation of capital; 
facilitate reporting that communicates the full range of factors that materially 
affect the ability of a company to create value over time; enhance 
accountability and stewardship for the broad base of capitals and promote 
understandability of their interdependencies; and support integrated thinking, 
decision-making and actions that focus on the creation of value over the 
short, medium and longer term. In this respect, we suggest paragraph 77 be 
amended to more appropriately reflect the definition and benefits of Integrated 
Reporting <IR>. 

 We strongly agree with the disclosure requirements contained in paragraph 
90, most specifically, the rationale for cases when roles of CEO and Chair are 
combined.  

 
Section VI. The responsibilities of the board 

 We strongly support the amendments in this section which make reference to 
the board’s obligations to oversee tax planning strategies of their companies. 
We feel this issue most definitely needs to be addressed within the Principles 
and therefore welcome its addition. 

 We agree with the noting of malus and claw-back provisions as best practice 
and would suggest adding misconduct as an example of when this 
mechanism could be employed.  We note these recommendations and others 
are outlined in our Hermes EOS Remuneration Principles4 publication. 

 As noted in sections above, we feel the proposed amendments to the 
Principles do not place enough emphasis on the role of shareholders in the 
board nomination process. We would therefore recommend paragraph 113 be 
revised to reiterate the importance of shareholder involvement in this process. 
This can and should take very different forms depending on the legal 
framework, market practice and shareholding structure as is apparent from 

                                                
3
 http://www.hermes-investment.com/Portals/8/CGPrinciples_Hermes_EOS_Germany.pdf 

4
 http://www.hermes-investment.com/Portals/8/Hermes_EOS_remuneration_Principles.pdf 



current practice of leading companies in the UK and Sweden.We welcome 
the amendments to subsection 7, noting that large companies should be 
encouraged to put in place internal audit functions and audit committees.  

 We see the value in including board evaluations as a recommendation for 
large companies, and would suggest extending this to include a proposed 
timeframe (i.e. every 3 years) for these to be performed. We would also 
suggest that disclosure on board evaluation should include details around 
who performed the evaluation, whether any conflicts of interest may exist, the 
methodology used as well as a summary of the main results and an action 
plan regarding the implementation of recommendations.  

 On board level employee representation in subsection G, we welcome this 
inclusion, noting that these positions should be reserved for persons with the 
appropriate experience, competencies and skills as expected from other 
directors of the board. As we mention above, our Hermes EOS Corporate 
Governance Principles for Germany5 publication discusses some of the 
issues that can arise from mandatory board level employee representation, 
not least relatively large supervisory boards which potentially reduces their 
efficiency and makes it more difficult to ensure confidentiality.  

 

We trust you will find our comments useful and would be very pleased to discuss our 
feedback with you in more detail. Thank you once again for the opportunity to provide 
you with our comments on the Principles. 
 

Yours sincerely, 

 

 

Rochelle Giugni 

 
 

                                                
5
 http://www.hermes-investment.com/Portals/8/CGPrinciples_Hermes_EOS_Germany.pdf 


