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Introduction

IFSA is pleesed to rdease the report “Shareholder Activism Among Fund Managers
Policy and Practice’ which has been pepared by Eureka Strategic Research. The report
contains a great ded of information on the nature and levels of shareholder activism by
fund managersin rdaion to their shareholdings in Audraian companies.

The report is accompanied by information prepared by IFSA. The sructure is as follows:

Part 1 Overview of Funds Management Industry / IFSA Concdusons &
Recommendations,

Part 2 Shareholder Activism Among Fund Managers  Policy and Practice
(Eureka Strategic Research).

IFSA would like to thank dl of its members who participated in the various aspects of the
sudy conducted soldy by Eureka Srategic Research on a confidentid bass  IFSA
gopreciates the time and effort provided by membes to hdp provide a more
comprehensve underdanding of the naure of the shareholder activities of IFSA

members.
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Part 1 — Overview of Funds Management Industry

Investment & Financial Services Association

IFSA is a not for profit nationd pesk body representing the wholesde and retall
invessment management, superannuaion and life insurance indudries  IFSA has 90
membas who invest goproximady $650 hillion dollas on behdf of over 9 million
Augdrdians.

IFSA’s misson is to play a dgnificant role in the devdopment of the socid, economic
and regdatory framework in which our members operate, thereby asssting members to

sarve thair customers better.

IFSA works to achieve its misson by encouraging ethicd and equitable behaviour by its
members through the deveopment of industry Standards, contributing to the development
of gmple and effident regulaory regimes creding compeitive makes and
contributing to a strong nationa economy by encouraging savings.

Background to Shareholder Activism Research

Recently, there has been some debate abaut the leve of inditutiond shareholder
paticipation in corporate governance, in paticular in reation to the voting of proxies
Following cdls for tenders IFSA commissoned reseerch by Eureka Strategic Research
to survey its members on their nature and leve of shareholder activiam.

The objectives of the project were to:
provide a comprehensive picture of members corporate governance activities,
assg IFSA to develop palicies to promote good governance practices, and
identify obgstacles to member participation in corporae governance with a view to
developing Srategies to overcome any impediments.




The Funds Management Industry

Ove the past two decades, the funds management industry has developed into a
ggnificant component of the Audrdian financid services sector.  Continued sugtained
growth in the indudtry is expected over the next 15 years Continued fund inflows from
Superannuation as a result of Government policy will remain a key driver. Further, there
is a growing avareness by retal invesors of some of the advantages investment
management products offer over more traditiond savings vehides. The estimated growth
in the assets of managed funds is depicted in the chart below.

Assets of Managed Funds
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Source: Reserve Bank of Australia, March 2000

The fund management industry comprises a diverse group of inditutions offering a wide
range of invesment products  Professond invesment manages meke a full-time
commitment to the management of the invetment assats, something few individud
investors have the time to make. This means the onerous process of sdecting what
financid assets to buy/sdl and the day-to-day timing of transactions can be left to full-
time professonds. They have grester access to the substantia resources needed to
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reseserch and andyse financid reports, to gauge economic trends and meke investment
decisons.

Funds managers spedidise in inveting in funds for individuds or inditutions such as
uperannuaion funds.  Superannuation funds, induding superannuation products at life
offices, account for gpproximatey 70% of the assets of dl managed funds (source  ABS
data). Funds managers compete for mandates from superannuation trustees to
professondly manage these funds. The services provided by fund managers include
devdoping and monitoring investment drategies appropriste to the trustees  pecific
needs.

Approximatedy $162 billion of the assets managed by IFSA members are invested in
Audrdian equities (source Assrt Maket Report). This represents 25% of al assets
under management. The remaning assats are invested in cash, property, bonds, venture
cgpitd, private equity, internationd equities and fixed income.

Competition has intendfied in recent years, which has led to increased pressure for lower
management and other fees. Investment managers compete againgt each other as well as
agang other organisations, such as banks and direct share market invesment, which
offer different invetment options. Invesment managers differertiate  themsaves
primaily on the bass of investment retuns invesment gyles the levds of fees and
charges, and the flexibility and characterisics of the products offered. Competition has
a0 been driven by the demand for consgtently superior invesment performance,
reflecting the greeter focus on investment performance monitoring in recent years.




Share owner ship in Audralia

The following ABS data provides a breskdown of share ownership by type of shareholder
from September 1998 to September 2000:

Sept. 98 Sep.99 Sep. 00

Private Investors 21.12% 22.50% 25.99%
Foreign Investors 38.05% 41.49% 37.47%
Banks and financial intermediaries n.e.c 13.80% 9.14% 10.52%
Super funds 1555% 16.92% 15.72%
Life and other insurance corp. 7.71% 7.73% 7.38%
National, State and local general govt 1.74% 0.00% 0.91%
Private non-financial corp 2.04% 2.23% 2.00%
Total 100.00% 100.00% 100.00%

Assts invested by IFSA members in the Audrdian equities market would be induded in

the categories Banks and Financid Intermediaries, Superannuaion funds and Life &
Other Insurance Corporations.

As a September 2000, Audrdian fund managers invested gpproximatdy $162 hillion in
Audrdian domedic equities (source Assrt Maket Report). The market capitdisation of
the ASX a September 2000 was $687.4 billion (source ASX daa).  Therefore,
Audrdian fund managers hold goproximady 235% of the make capitdistion of the
ASX. IFSA members represent over 90% of funds under management in Audtrdia.

According to ABS daa a September 2000, other Sgnificant investors in the Audrdian
market incdude private investors (approximatey 26%), foreign investors (approximatey
37.5%) and other inditutions.

What is Cor por ate Gover nance?

Corporate governance emerged as a mgor issue in the invesment industry largely as a
reection to the excesses in the corporate and financia sectors in the 1980s.  Following the
evidence of misbehaviour of a number of organisations and prominent individuds in the
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US and Audrdia, the investment indudry hes argued tha developing sound corporate
governance is a way of ensuring a company’s management practices are digned with the
interests of shareholders.

The early 1980s saw the resurgence of the hodile tekeover as a means of distplining
unsatifactory directors and company managers. This was followed by a range of
amendments to the Corporations Law during the 1990s amed a promoting disclosure as
the key mechanian for ensuring accountability by companies and in equipping
shareholders, through legidation, with the practicd tools they need to fulfil thar
monitoring and review functions. The Company Law Review Bill 1997 made a number
of amendments to proxy voting procedures. These amendments were promoted by IFSA
and induded increasing the period of notice of medting to 28 days, and greater disclosure
of proxy voting information to the ASX.

Corporate governance is concerned with the rdationship between the board of directors,
managers and the company shaeholders The role of the boad and company
management is to manage the affars of the company on a day-to-day bass  This
principle is reflected in the OECD Principles of Corporate Governance (1999) which
date that “As a practicd matter ... the corporation cannot be managed by shareholder
referendum ... Moreover, the corporation’s management must be able to take business
decisonsrapidly.”

Traditional corporate governance theories have viewed the right of shareholders to vote
on compaly reolutions as the principd mechanism of making boards accountable to
shareholders.  However, voting is only one mechanism avalable to shareholders  Other
mechanisms include the market for corporate control (as witnessed in the 19809),
mandatory disclosure rules and independent audit requirements.

The rise in inditutiond shareholdings in Audrdia, as wel as globaly, has produced a

new avenue for ensuring that the views of company decison mekers are digned with
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shaeholders.  For example, fund managers who invest on behdf of unit holders and
SUperannuation  beneficiaries, employ andyss and other invesment professonds to
activdy monitor corporate performance.  Didogue between inditutiond shareholders and
companies is now firmly edablished in our corporate culture  As wel as providing
useful discusson, there are a number of high profile examples of the power of inditutions
in forcing change within certain corporations.

IFSA condders that undue legidative prescription in corporate governance could promote
ingopropriate dructures or a ‘checklis mentdity’, and that the guiding principle for any
regula@ory intervention should be to achieve a bdance between mandding certan
conduct and dlowing boards of directors and shareholders to adopt practices gppropriate
to ther circumgtances. To this end, IFSA has republished “Corporate Governance — A
Guide for Investment Managers and Corporations’ in July 1999 which is discussed
further below.

Fiduciary Responsbilities

Fund managers have an overiding regponghbility to ther unitholdes and dients to
manage their investments in accordance with the daed investment objectives. These
objectives may be daed in the invesment mandate with superannuation trustees or in the
prospectus for retall funds.

The ggnificant increese in funds under management, in particular superannuation funds,
has highlighted the importance of ensuring that the shareholder interess in the funds
inveted in equities on behdf of investors and superannuaion beneficiaies ae
appropriately exercised.

For a number of years debate has centred on the legd obligations of superannuation
trustees and fund managersin relaion to exerciang their shareholder rights.
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In the US, the Department of Labor, the regulates private sector penson schemes under
the Employee Retirement Income Security Act (ERISA) has dated that voting rights
atached to US pengon plans must be exercised on issues that may affect the vaue of the
plan’'s invesments The Depatment has gone s0 far as to ddineate the responghbility in
vaious gStuations. That is, the penson plan managers whose activities are governed by
ERISA must exercise the voting rights atached to shares in their portfolios where
trustees have delegated voting responghility to the investment manager.

There are no datutory requirements for trusees or investment managers to vote in the
UK. However there has been condderable debate on whether there should be a fiduciary
responghbility to vote and vaious committees induding the Cadbury Committee and the
Hampd Committee have condgdered the issue  In 1998 the Blar government indicated
that it would condder legidation to mandate voting by inditutiond investors unless the
level of voting increesed. The Newbold Committee was edtablished to invedtigate voting
levds and practices by inditutiond investors The Committee highlighted the difficulties
for many inditutiond investors and conddered that the introduction of eectronic voting
should the increese the leve of vating.

In Audrdia, there is no obligation under the Corporations Law for funds manegers or
trustees to atend company meetings or vote on resolutions.  Stapledon has suggested that
a scheme trustee has the duty to consider whether or not to vote as a result of generd
trus law duties and dautory duties contaned in the Superannuaion (Industry
Supervison) Act and the Managed Investments Act. If the decison is made to vote on a
resolution, the trustee should congder how the votes should be cast (eg Stgpledon, “The
Duties of Audrdian Inditutiond Investors in Reation to Corporae Governance’ 1998).
That is, the emphadsis not on requiring the trustee to ensure that avote is lodged.

Whee the trusee engages an extend fund manager and voting responghility is
delegated to the manager, then the responshility to consder whether or not to vote lies
with the manager.




Setting Best Practicethrough IFSA Guiddines

IFSA’s long-ganding policy on a number of rdevant issues is contained in Corporate
Governance: A Guide for Investment Managers and Corporations, which was issued
1995 and reendorsed 1999. The publication is commonly referred to as the “IFSA Blue
Book.” The recommendationsinclude that IFSA members should:

encourage direct contact with companies induding communication with
snior management and board members dout peformance,  corporate
governance and other matters affecting shareholders interests;

vote on al materid issues a& dl Audrdian company meetings where they
have the voting authority and respongibility to do so;

have a written policy on the exercising of proxy votes, and

report on voting activities to dients who have deegated the responghility for
exercigng proxy votesto the fund manager.

IFSA’s recently released Standard Investment Management Agreement reinforces this
policy by induding severd dauses which am to daify the rights of the invesment
manager to exercise the votes attached to shares being held on behaf of aclient.

The Blue Book dso contains guiddines for corporaions for the governance mechaniams
companies should adopt. These indude ensuring a mgority of independent directors on
the board, the establishment of audit, remuneration and nomination committees and the

disdoaure of information to investors.




Conclusons and Recommendations

The Eureka report demondrates that IFSA members are active Audradian shareholders on
behdf of their investors.

Thisis reflected in the Eureka report which sates that:

“Overdl, the report paints a picture of an investment community thet is, for the most
part, actively involved in representing the interests of managed funds investorsto the
companiesin which they have shareholdings. Of dl shares held by the sample on
behdf of investors, 96% are subject ether to high levels of voting or frequent direct
contact [with companieg| and, often, to both these forms of shareholder activiam.”
(pege 3)

The Eureka report contains awedth of information regarding the shareholder activities of
IFSA members. Thekey condusonsand IFSA’ recommendations which follow from
those condusions are outlined below.

High levels of proxy voting by IFSA members

The Report finds that managers respongble for 96% of AEFUM (69% Routine voters and
2% Discretionary Voters) are conddering whether to vote their shareholdings.  This
means that the vas mgority of AEFUM ae complying with the guiddines as st out in
the IFSA Guide to Corporate Governance (the ‘Blue Book’) — see Appendix 1.

10



Other ingitutional shareholder activities

Proxy voting is only one method of shareholder activism. The Eureka report reveds a
very high leve of direct contact between fund managers and companies. on average, 84%
of companies within a manager’s portfolio are contacted nearly 3 times per year. Only a
vay smdl proportion of AEFUM is hdd by managers who report low levels of direct
contact with companies.

The Eureka report finds that inditutions rardy recelve price sendtive information
through direct contact with companies. It notes that the mgority of fund managers have
drict policies regarding immediate trading blocks in the event that price sengtive
information is received. This is in compliance with the IFSA Blue Book guiddines on
direct contact — see Appendix 1.

Although the figures for proxy voting are high, it is interesting to note that “there was
amogt unanimous agreement that direct contact is a more effective and preferred means
of inditutiond <hareholder activism compared to voting” (Eureka pg 2).  This is
condgent with the CGl/Universty of Medbourne paper, Proxy Voting in Audrdids
Lages Companies” which acknowledges that proxy voting is not the only method
which may impact on corporate peformance. The paper notes that “it is entirdy
plausble that invisble activism is more effective then visble activism: UK inditutions
have emphassed that ther mog effective interventions have occurred away from the
public spotlight (Stapledon, “Inditutiondl Shareholders and  Corporate  Governance”
1996)".

Reasons given for this view include that direct contact is more proactive, pre-emptive and
infformd. It is clearly more cod-effective and less damaging to shareholder vaue to ded
with ggnificant issues before they reach the dage of a controversal resolution & an
AGM. Nevethdess it gopears that some managers condder that the voting rights

1
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atached to ther shaes ae useful in their didogues with company boards and

management, ie a*“reserve power”.

IFSA gquiddines date “A direct didogue gives invedors a better gppreciation of a
company's objectives, its potentid problems and the qudity of its management, while
adso making the company aware of the expectations and concerns of shareholders. Two-
way communications between companies and inditutions is an important aspect of
Corporate Governance because corporate managers need full information about the
asessments of the inditutions who hold their shares. The inditutions need to be given
aufficient confidence to continue to be supporting investors’.

The Eureka survey results dso show that fund managers condder that the vast mgority of
resolutions put to shareholders are not controversd.  This may be a result of the high
levd of direct contact between inditutions and companies which ensures that
controversd issues are condgdered and dedt with in such a way tha the find result put to
shareholdersis no longer controversd.

Compulsory voting is not necessary

The high levd of voting on company resolutions by IFSA members demondrates that
legidation that requires fund managers to vote ther shareholdings is unnecessary.

IFSA has previoudy advocaed its oppodtion to mandaed voting on a number of bases.
Thee have included the need to gan a cdearer picture of the levd of vating by fund
managers as wdl as conddering dl aspects of fund managers  paticipation in
shaeholder activiam.  IFSA has d<0 noted the likdihood that compulsory voting would
lead to a“tick-a-box” gpproach for managers who are not currently voting.

Prior to the Eureka report, the public debate has centred around the Centre for Corporate
Law and Securities Regulation (The University of Mdbourne) and the Corporate
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Govenance Intenationd  joint sudy on  “Proxy Voting in  Audrdiads Lages
Companies” (CCLSR/ICGI report). This dudy reviewed the tota proxy indructions
lodged for director-dection resolutions for 59 Audrdian liged companies The dudy
concluded proxy indructions represented an average of 41% of totd voting capitd in
1999. The Audrdian average was compared to proxy votes lodged in the UK (50%) and
the US (80%).

Many commentators concluded that the CCLSR/CGI report demondraed that Audrdian
fund managers were not exercisng the voting rights atached to the shares they manage
on behdf of Audrdian investors and superannuation beneficiaries.  These commentators
conddered that fund managers were therefore not discharging their corporate governance

responghilities.

There is a mgor difficulty in drawing these concdlusons based on the CCLSR/CGI report.
The CCLSR/CGI report provides an average percentage of proxy indructions lodged
without taking into account the breskdown of share ownership in the Audrdian capitd
market. That is Audrdian fund managers only account for 235% of the market
capitdisation of the ASX. The report provides an average for the totd market and does
not provide a measure of the proxy votes lodged on behdf of Audtrdian fund managers.

One of IFSA’s objectives in commissoning the research was to contribute to the debate
on proxy voting on an informed bass. The Eureka research has reveded three important
findings relevant to the debate:

Routine and discretionary voters represent 96% of the AEFUM surveyed:;

Fund managers condder voting to be the leest effective method to influence
company management (adthough it is an important back up tool for the more
effective methods); and

Routine non-voters represent only 4% of the AEFUM surveyed.

13
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Thee figures show that proxy voting by Austrdian fund managers is very high. It is
difficult to draw internationd comparisons given tha the figures quoted are based on
dudies conducted in a smilar manner to the CCLSR/CGI dudy. That is the sudies do
not provide a breakdown of voting by shareholder categories.

Drawing on these findings IFSA condders that legidation reguiring fund managers to
exercise ther voting rights is unnecessary.  Requiring managers to vote their shares will
a0 not achieve any sgnificant regulatory benefit.

The Eureka survey reinforces this concluson given that “dl participants interviewed
were agang the notion of mandatory voting, even those whose inditution's policy hed a
srong emphasis on voting on dl resolutions.”

IFSA congdes that compulsory voting may result in added codts for fund managers with
little or no extra benefit to investors or company performance.

Recommendation:  IFSA recommends that legidation introducing compulsory voting on
fund managers is not necessary and will not result in a significant increase in the number
of proxy votes lodged for Australian companies by Australian ingtitutional investors.

I mproving the voting process

The Eureka survey finds that the cost of monitoring corporate governance is a fixed
figure, regardess of the dze of Funds under Management.  Notwithstanding the high
levd paticipation in shareholder activiam by fund manegers, ether by voting or direct
contect, a number of efficencies could be introduced to assg managers in the voting

Process.

14
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Many of these have been canvassed in earlier studies and were addressed by the Eureka
report. Theseincdude

Seasonality,. Many paticipants damed the voting season places dran on
resources — however Eureka concludes that most fund managers voted on the
resolutions congdered “important”

Client Instructions. The Eureka survey notes tha goproximatdy 1% of dl
resolutions are not voted due to the indructions of a dient, dthough this figure
varies between inditutions and is as high as 10% for some managers.

Negative press  All inditutions interviewed by Eureka damed tha possble
negative press is not a deterrent as the decison is based on “what’s best for the
company” rather than the impact on the share price over the short term.

Confidential Voting: Some commentaiors have suggested that possible conflicts
of interes may deter managers from voting agang companies in crcumgtances
where they may be competing for busness from that company. No sysemic
evidence of this occurring has been recorded, which is not surprisng given the
number of corporate superannudion funds is dedining and being replaced by
growth in magter funds as a result of the trends towards superannuation choice.
The Eureka survey reveds tha most participants did not beieve that anonymous
voting would fadilitate the voting process.

Technology and the Internet: Eureka reports that the need to develop efficient
Internet-based  or  eectronic  voting  was “prominent issue’  which aose
throughout the interviews.

Small Manager Bias: the report notes that smdler inditutions seem to be a a
disadvantage in regard to the fixed costs assodiating with vating.

15



Reducing costs- Administrative | ssues

Proxy Voting Process

The complexities involved in lodging proxy votes for fund manegers have been wel
documented before by IFSA, paticulaly for superannuation funds invested in Audrdian
domedtic equities Cugtodians commonly hold legd title to the equities and as such, they
ae the regigered owner of the shares. The cudtodian therefore recelves dl company
notices of megting and proxy forms which mug, in turn, be lodged with the company via
the cugtodian. Cudodians send the notices of meeting to the fund manager and lodge
proxy forms with the company as indructed by the manager.

The complexities rdaing to voting could be reduced if companies were aile to ded
directly with the fund manager in rddion to voting. This would reduce some of the time
pressure associated with the voting season as wel as the adminidrative complexities
between cudodians and fund managers.  The practica issues surrounding this proposd
would need to be examined with companies and share regidries.

Recommendation:  IFSA and relevant stakeholders should consider whether the
Corporations Law could be amended to permit companies to send notices and receive
proxy ingtructions directly from fund managers without the need to pass through
custodians.

Electronic Voting

Electronic voting would dso reduce cods and increese adminidrative efficiencies in the
voting process for fund manage's The OECD Principles of Corporate Governance
(1999) dae that shareholders should have the opportunity to participate effectivdy and
vote in shareholder genera meetings through the use of modern technology. CASAC's
report, “Shareholder Participation in the Modern Lised Public Company, June 2000
recommended that the Corporations Law should be amended to permit the directors of a

16
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liged public company to provide for direct adosentee voting, subject to any redriction in
the company’ s congtitution.

Some companies have recently successfully introduced dectronic voting.  However, the
electronic voting has been limited to the persons who hold the legd title to the shares. To
further streamline the process it would be useful to explore whether the concept could be
extended to permit fund managers to lodge dectronic votes without the need to involve
custodians.

Recommendation: IFSA should explore with relevant stakeholders the possibility of
developing electronic voting processes which would permit fund managers to directly

lodge eectronic proxies with companies.

IFSA Standard Investment M anagement Agreement Review

The role of funds managers in corporate governance monitoring can be daified in the
mandate negotiated between trustees and fund managers. Most mandates are based on
IFSA’s Standard Investment Management Agreement (SIMA) which currently provides
the fund manager with the authority to the vote in the absence of any other directions
(Clause 12.1). The SIMA ds0 requires a fund maneger to provide a copy of its proxy
voting policy to the dient upon request (12.3).

There are a number of possble ways in which the SSIMA could be amended to increase
the trangparency of fund managers corporate governance related activities.

Currently, the SIMA only focuses on proxy voting. It does not acknowledge the
dterndive mechanians avalable to managers to atempt to influence the corporae
governance of Audrdian companies, ie direct contact with the board or management.
The Eureka survey indicates that managers condder this to be a far more effective means

of influencing corporate governance.

17
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Interestingly, the Eureka report notes tha, “dmost dl were in agreement that
respongbility far voting decisons should 4ill lie with the fund manager, as opposed to a
relaed body.... This suggests that inditutions do see voting as an important pat of the

overdl servicethat they provide...”

The SIMA dauses could be reviewed to condder ways to promote more thorough
condderdions and darification of the managers responghilities regarding shareholder
activian for individud maendates For example where a mandae reates to indexed
funds, it may be explicitly agreed between the trusee and the manager that shareholder
activismisnot a part of the investment mandate.

Recommendation: 1FSA should implement a review of the SMA to consider more fully
recognising the role of fund managers in relation to shareholder activities and corporate

governance.

Devel opment of standard instructions to processing of votes

Some of IFSA’s members have reported that there are a large number of different
indructions that dients may give to fund managers in reaion to voting. For example,
one member reports that it has up to 14 different scenarios regarding requirements to
conault, not to consult, consult on some issues and 0 on.  This obvioudy mekes the
adminidrative task of voting more complicated, and it is compounded given tha a
manager is likdy to have different indructions from different clients in reation to the

same company.

IFSA would like to explore with trusees, ther advisrs and other dients the posshility
of achieving some form of dSandardised indructions tha reduces the adminidrative
complexities in voting. For example the Standard Investment Management Agreement
could contain a number of sandardised clauses that will have the effect of rationdisng
the types of indructions a manager is likely to receive from dlients.

18
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Recommendation:  IFSA will consult with trustees and their advisers to explore the
feasbility of promoting standardised client instructions to reduce the administrative

complexity in voting.

Attendance at Annual General Mesetings

Some commentators have suggested that inditutional investors should attend and take a
prominent role & anua generd medtings  To assess the worthiness of this suggestion,
one must consider the role the Annua Generad Mesting plays in amodern economy.

“Shareholder medtings, paticulaly the awmnuad generd meding, dso save to give
shareholders direct and public access to the board. They provide an opportunity to
receive information about the board's past performance and future plans and otherwise to
hold the board accounteble through quedioning” (CASAC  Repot on Shareholder
participation, June 2000).

The purpoe of dtending the AGM for inditutiond investors and for individud
shareholders must be acknowledged as being different.

Theinditutiona invegtor is primarily concerned with two things

assessing the Company’s finencd results (which are announced and  andysed
wel before the AGM), and

holding the boad accountable and communicating with the company’s
management and Boad on meaters materidly affecting shareholder vdue. This is
done prior to the meeting through the exercise of proxy votes and, on an ongoing
basis during the year, through direct contact with managemen.

19
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CASAC d= noted that “The naure of meetings has changed consderably from that
origindly envisaged, given the comtinuing growth in the number of shareholders, ther
geographicd  disperson and technologicd devdlopments in - communications....Even 0,
as a practicd matter, the number of shareholders for whom it is convenient to attend a
generd medting isusudly rdaively very smdl”.

Given the smdl number of shareholders in atendance, (and in many cases the
imposshility for shareholders to atend the AGM), the ultimate democratic mechanism
for shareholders in a modern economy must be the lodgement of proxy votes the ability
to place resolutions on the agenda, and the ability to cal meetings One mus conclude
that, on this bass it would be only in the mogt extreme circumdtances that a subgtantive
outcome would be achieved by institutiond investors smply atending the mesting itsdf.
Rather, as the Eureka study shows it is through the lodgement of proxies and direct
contact, thet inditutiond investors can be mogt effective in ensuring proper governance
of the companiesin which they inves.

It should dso be noted that in many cases the fund manager does not actudly have the
right to be present & the meeting, as the shares are usudly hed in the name of the
cusdodian. Only members (shareholders) or their vaidly appointed proxy ae entitled to
atend and vote & company medtings For a fund manager to atend and vote & a
mesting, it would be necessary for the custodian to gppoint the manager as a proxy.

It is acknowledged that some amdl shareholders hold the opinion that inditutions should
atend AGMs, but we mugt concude that this dedre is more perception driven, as
opposed to being basad on a thorough andyds of the cost/bendfits, and the more efficient
means for investors to exercise their rights. In effect the indtitutions are dready present

through the lodgement of their proxies.




Simplifying Company Resolutions

A number of IFSA membes have expressad concern regarding the complexity of
company resolutions.  Generdly, resolutions are highly technicd and drafted by legd
advisors.  One manager has noted that the person in the organisation respongble for
reviewing al company resolutions often has to ring the company to discuss the ressoning
behind the resolution.

If professond fund managers consder the resolutions difficult to underdand, the
problem must be compounded for retall investors.

Smplifying company resolutions would benefit dl shareholders Resolutions should be
drafted in plan English in a manne that permits al shareholders to dealy understand
the issues they are asked to condgder. Meaningful information must be presented to
enable shareholders to make informed decisons.

IFSA would like to discuss this issue with rdevant sakeholders induding the Audrdian
Ingitute of Company Directors, the Audrdian Shareholders Associdion and  the
Chartered Secretaries of Audrdia There ae a number of guiddines in IFSA’s Blue
Book rdaing to company medtings. For example, the Blue Book recommends that
separate issues should not be combined and presented as a sngle mation.  The Blue Book
may be the agppropriste place for further guidance induding the use of plan English
resolutions.

Recommendation: IFSA should liaise with relevant stakeholders to explore ways in
which company resolutions can be simplified so that shareholders are able to make more

informed decisions.
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Whereto next?

Strong and effective corporate governance must be a dynamic code of standards, which
ae measured by corporate performance and the qudity of the reationships between
company directors and management and ther shaeholdes  Arthur  Levitt, retiring
charman of the United Staes Securities Exchange Commisson recently sad, “the
discusson of corporate governance is more a culturad one, than a programmatic
one....... A corporate governance ethic must emerge....... In an increasingly dynamic
maketplace, judgement and integrity ae indigpensble......But we mus avoid risk
avargty.  Whilgt risk taking can lead to mistakes, good corporate governance can reduce
the likdihood and impact. But when meking risky dedisons, judgement is criticd, not
just process adherence.”

Over the past two decades, the practice of corporate governance has gone through severa
phases from focussing on tekeovers & control, to shareholder legidaive protections to
disclosure and accountability.

In an increesngly globd environment, where Audrdian companies mug atract globd
cgpitd, the focus and chdlenge is to ensure we continue to build a culture of integrity and
trangparency, focussng on corporate performance and building shareholder vaue.

Inditutiond investors in Audrdia do and will continue to play a key roe in these
developments.
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Appendix 1

Corporate Governance— A Guidefor Invetment Managers and Cor porations

“IFSA Blue Book” July 1999

Relevant Excer pts

Guiddine 1 — Communication

I nvestment Manager s should encour age direct contact with companies
including congtr uctive communication with both senior management and
board members about performance, Corpor ate Gover nance and other
matter s affecting shareholders interests.

Shareholders receive reports and accounts and other explanatory circulars from
companies which are required by statute or, for example, by the stock exchange.
They ds0 have the right to attend company meetings where they can raise
questions about the affairs of the company. In addition, some companies have a
practice of making presentations to indtitutiond or other shareholders. While
these communi cations are necessary, they may not be sufficient to dlow
companies and shareholdersto gain afull understanding of eech other'saims and
requirements.

A direct didogue gives Investors a better gppreciation of acompany's objectives,
its potentid problems and the qudity of its managemert, while dso meking the
company aware of the expectations and concerns of shareholders. Twoway
communications between companies and inditutions is an important aspect of
Corporate Governance because corporate managers need full information about
the assessments of the indtitutions who hold their shares. The indtitutions need to
be given sufficient confidence to continue to be supporting Investors. Some
Guiddines for improving this communications process fallow: -

Value of ingitutional feedback

Indtitutions represent an informed professiond Investor condtituency and are more
able to provide direct feedback to companies. Mechanisms to take advantage of
inditutions viewpoints can benefit other Investors, as indtitutions often sarve asa
channd for the interests and concerns of more dispersed Investors.
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Communication channdls should nat, of course, preclude communication with
other Investors. Ingtead, the god should be to add a new avenue for effective
information gathering from the larger Investors.

Use by companies of ingitutional information

Information from ingtitutions on the company's overal market sanding, such as
vauation, sock performance, performance relaive to peers and andyds reports,
can be auseful part of the information regularly provided to directors and to
senior managers. Such data can creste a critica performance benchmark,
reveding the overdl judgement of capita markets about a company's past and
present policies. This information can aso be hdpful to companies formulating
and debating future plans and projects.

Communication should be at senior leve

Asit isthe chief executive officer, the board and senior managers who set long
term policy, itisa thisleve of the company that broad Investor and market
gpinion should be meade available. Conseguently, communication on Corporate
Governance matters should generdly be held between senior members of
inditutions and a company's board members or senior managemernt.

Direct communications are, however, only credible when those engaged in them,
both inditutiond Investors and corporate representatives, understand the
company's srategy and have dear decison meking responghbility in their
organisations. Communications should Sgnd a serious commitment to high level
feedback that can directly affect policy.

Companies expectations

Companies agreeing to enhance communications with their mgor investors can
expect pogtive undertakings from mgor investors in response. These might
indude a commitment to continuing infamed, expert discourse, agreements or
undergtandings about the process governing the didogue and a commitment to
play acongdructive role. Once companies have made the commitment to open up
thelr process and seek new kinds of input, the onusis on the Investors to respond
respongbly and positively.

Ingtitutions expectations
At the same time, inditutions should fed entitled to have their questions or

concerns on Corporate Governance issues, including performance, ansered or
addressed in a business like manner.

Compliance with the law
This Guiddine should not be taken to advocate any conduct inconsstent with the
indder trading, continuous disclosure and other corporate laws.
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In particular, communications should be managed by both companies and
inditutions so that no Investor or potentid Investor obtains materid or price
sengtive information which is not publidy avallable. Where, exceptiondly, there
are compelling reasons for a board to consult inditutiond shareholders on issues
which may be price sendtive, those shareholders will have to acoept that
consultation would involve the receipt of confidences which will have to be
drictly safeguarded and insulated from their other activities. In these
circumstances, shareholders will not be able to trade in the company's shares
unless they have congtructed appropriate 'Chinese Walls.

If information isin a proper form to disclose to an Investor, the company should
condder whether it has a duty to disclose the information to the market asa
whaole, under Audrdian ligting rules and continuous disclosure laws. This has
become an area of increased focus in the market since the second ediition was
issued in 1997.

Guideline 2 — Voting Scope & Mandate

I nvestment M anager s should vote on all material issuesat all Augtralian
company meetings wher e they have the voting authority and responsibility to
do so.

IFSA grongly supports the principle of "one share one vote’. Voting rights are a
vauable asxt of the Investor which should be managed with the same care and
diligence as any other. Ultimately, shareholders ability to influence management
depends on shareholders willingness to exercise those rights.

Ingtitutions should support boards by postive use of their voting power unless
they have good reasors for doing otherwise. Where a board has received steady
Support over aperiod of time, it should become amatter of concern for the board
if thet support iswithdrawn.

If an inditution intends to vote againg a proposd, it may be gppropriate for the
inditution to contact the company in time for the problem to be congdered with a
view to achieving asdtisfactory solution. The company aso has aresponghility to
provide enough time for this to occur. Where a sttisfactory outcome cannot be
achieved on an important issue, it may be desirable for a spokesperson to attend
the relevant meeting of the company and to explain why the proposd isbeing
opposd. In such cases a poll should be demanded to ensure that the vote is duly
recorded.
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Guideline 3 - Proxy Voting Policy and Procedures

I nvestment M anager s should have a written policy on the exer cising of proxy
votesthat is approved by their board and formal internal proceduresto
ensurethat that policy isapplied consstently.

To ensure that voting rights are managed with due care and diligence, it is
important that there is a documented palicy on proxy voting which is goproved a
board level and that procedures are in place to ensureiit is consstently applied.
The bendfits to both the company and the investment community of a conasently
applied policy are sf-evident and can do much to avoid conflict and uncertainty.
Where Investment Managers have written policies on Corporate Governance
which will affect the exercise of their proxy votes, these shoud aso be
communicated to dients.

Guiddine4 - Reporting to Clients

Wherever a client delegates responsibility for exercising proxy votes, the
Investment Manager should report back to the client when votes are cast
(including abstentions) on investments owned by the client. Reporting on
voting should be a part of the regular reporting processto each client. The
Manager should report back to clientswhether or not the votes are cast.
Thereport should include a positive statement that the Investment M anager
has complied with its obligation to exercise voting rightsin the client's
interest only. If an Investment Manager isunable to make the statement
without qualification, the report should include an explanation.

The respongbility for exerdaing proxy votes should be darified between the
Investment Manager and the client and incorporated in the contract between them.
The Investment Manager will, however, Hill be subject to the client'singructions
on voting issues

Where that authority is delegated to the Investment Manager, reporting to the
client on the exercise of proxy votes by the Invesment Manager will both
enhance this performance of the Manager's duty to the client and provide
evidence that both Manager and dlient have satisfied their fiduciary duties.

The Manager should report whether or not votes are cast. Information about
abgentionsisjudt as relevant to dlients, as dbstentions are another form of dedling
with proxy votes.

Reporting, with the client's gpprova, should a least be annud and at least be
detailed enough to ded with:
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material Corporate Governance issues resolved by discusson before an AGM;

resolutions where the Investment Manager voted againg the board's
recommendation; and

issues voted in favour of aboard's recommendation wherethereisa
sgnificant oppogtion view known to the Manager.
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