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Foreword
At Capital Group, our mission
is to improve people’s lives
through successful investing. Our
investment approach is based
on deep analysis of a company’s
financial and business indicators,
including environmental, social and
governance (ESG) issues.

An important part
of this analysis is
understanding
how a company
impacts its
community,
customers, suppliers and employees.
We have found that companies that
are proactive and forward-thinking
around these relationships can
often provide attractive investment
opportunities.
All of us are learning how best to
navigate the dynamic ESG landscape.
Company management teams benefit
from understanding the impacts
of ESG risks and opportunities and
responding in a way that creates
long-term value. Engagement
and dialogue play a significant
role in helping us understand
how management teams are
responding to these challenges and
opportunities.
In 2021, we made significant
investments in our people, data and
technology to better integrate ESG
into our investment process –
The Capital SystemSM. We expanded
our ESG team, developed new
proprietary technologies and refined
our internal ESG frameworks and
guidelines. We continue to see the
benefits of fully integrating our ESG
team into our Investment Group.

We are expanding the level and
detail of our engagement with the
companies in which we invest. We’re
communicating proactively on issues
that we view as material. We’re
meeting with more companies and
discussing more ESG issues than ever
before. We are also leveraging data to
strengthen our dialogue and track our
activity more effectively.
After our first Stewardship Report was
published in 2021, we were named
a signatory to the UK Stewardship
Code and have received valuable
feedback from the UK’s Financial
Reporting Council. In response, this
year’s report focuses on the objectives
and outcomes of our engagements,
as well as how we are improving and
extending our efforts.
Even as ESG factors and approaches
evolve, we are striving to meet our
clients’ needs in this area in a way that
reflects Capital Group’s core values.
This iteration of our Stewardship
Report demonstrates our continued
commitment to stewardship and ESG
integration.
Regards,

Robert W Lovelace
On behalf of the
ESG Oversight Group
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Introduction
Introduction to the
UK Stewardship Code

The UK
Stewardship
Code 2020 came
into effect on 1
January 2020 and
is published by the
independent regulator, the Financial
Reporting Council.
It sets out 12 principles of good
stewardship practice for institutional
investors (asset owners, asset
managers and service providers).
Its aim is to encourage active
engagement between investors and
the companies they invest in that
ensures both act in the best interests
of the ultimate beneficiaries (i.e.
shareholders).

This is Capital International Limited’s
response to the Financial Reporting
Council’s UK Stewardship Code 2020.
This report describes our approach
to investing and how we believe that
our approach incorporates each of
the 12 principles of good stewardship.
This document was reviewed and
approved at a meeting of Capital
International Limited’s Board of
Directors on 21 March 2022.
Regards,
Hamish Forsyth
Chief Executive Officer
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Principle 01
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.

Our purpose
Our mission is to improve people’s lives through successful investing. To us,
successful investing means generating superior long-term results for our clients.
This is our fundamental purpose and our reason for being. After all, corporations,
governments, pension and retirement plans, and non-profit organisations rely on
us, and trust us, to protect and grow their assets. It’s fundamental to what Capital
Group stands for that we do this with integrity and in a sustainable way that
benefits all our stakeholders.

Our investment philosophy
• Long-term investment horizon
	Our investment philosophy centres on taking a long-term view and providing
stability and management continuity to our investors. Capital Group’s
investment professionals seek to identify securities that can do well over
several years. By using fundamental analysis, paying close attention to
valuations and integrating ESG factors, which tend by nature to materialise
over the long term, we turn our in-depth research into investment decisions.
• Discipline and expertise
	It takes discipline and expertise to invest for the long term. The majority of our
portfolio managers and analysts have witnessed several market cycles and
have been with Capital for many years. This means they have the perspective
and knowledge required to navigate volatile markets.

Our investment strategy
We have a distinctive way of managing money called The Capital SystemSM.
It’s about incorporating the highest conviction investment ideas of multiple
managers with different investing styles and complementary strengths into a
single fund or client account. The aim is to increase the diversity of investment
ideas and reduce volatility.
The benefits of our multimanager approach can be boiled down to simple
maths: it’s far easier for four managers to track 30 of their highest conviction
ideas, than it is for one manager to track 120 (for example). This innovative
system means individual managers have greater capacity for deep dives into
investment ideas and results in portfolios that are a diverse collection of ideas,
not just one manager’s perspective. This has become a defining feature of our
success. Distinct in the market and diverse in its strategy, The Capital SystemSM
has stood the test of time and helped many of our investment vehicles generate
superior outcomes.
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The Capital SystemSM
Multiple managers bring a stronger mix
The Capital System

Star manager approach

Our investment culture
At the heart of Capital Group’s culture is a set of values nurtured by multiple
generations of associates. These values shape our decision-making and the way
we interact with investors and one another. They include the following:
•	Accountability.
	We hold ourselves and each other accountable. We act with conviction
because our judgments are based on rigorous analysis.
• Consistency.
	We believe in our consistent approach, defined by the seasoned experience
of our investment professionals, our strong track record and our mutual focus
on long-term investor success.
• Integrity.
	We value absolute integrity in our people and our relationships. That means
we work towards transparency, communicating openly and candidly.
• Respect.
	We respect individuals, teams and communities, so we act with empathy, care
and humility. Respect also defines our collaborative spirit and our desire to
create a workplace in which all associates can bring their true, best selves to
work.
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• Collaboration.
	The day-to-day activities of most business areas involve discussing, sharing,
bouncing ideas off one another, and weighing the pros and cons.
• Humility.
	Our focus is on the investor, not ourselves.
• Long-term focus.
	We make investment and business decisions with long-term value in mind,
even though it might mean giving up a strong short-term benefit.
• Rigorous analysis.
	We often take time to make decisions because multiple inputs are gathered.
The end result, however, is usually more effective because outstanding issues
have been resolved and associates have bought in to the decision.

Our business model
At Capital Group investment management has always been our only business.
We are one of the largest privately held investment management organisations
in the world. Capital Group is owned by a broad group of more than 400 key
investment professionals, senior business leaders and recent retirees, with no
individual owning more than 2.5%.
Capital Group manages more than USD 2.744 trillion (as at 31 December 2021)
in actively managed equity, fixed income and multi-asset investment portfolios
through funds and segregated accounts worldwide, serving institutions, financial
intermediaries and individual investors globally.

Ensuring investment beliefs, strategy and culture enable
effective stewardship
We believe the best way to ensure our investment beliefs, strategy and culture
enable effective stewardship is to educate our associates about how these
elements tie together and form part of our long-term strategy.
We discuss the details of our ESG-related training below in response to Principle
2 (under the heading Training).
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Serving the best interests of clients and beneficiaries
Capital Group has always had a long-term approach to delivering investment
results, and in turn to stewardship. Good evidence of this is that, using our US
mutual fund range as an example, our equity funds’ average holding period is
nearly 4 years — more than double the length of our peers’ holding period1. This
is not a coincidence as our deep research, regular dialogue with companies,
and diversity of thought tend to lead us toward companies focused on creating
long-term value. We understand that the enduring profitability and growth
of a company is directly tied to its relationships with customers, employees,
suppliers, regulators and the environment in which it operates. We had ESG
engagements with more than 500 companies in 2021 which demonstrates how
our commitment matches our stewardship activities with our investment horizon.
In addition, we have performed numerous client outreach programs throughout
the year to better understand our clients’ beliefs and requests, including our
Global ESG Study. This is covered in more detail under Principle 2. We have also
tailored elements of our proxy voting approach and guidance in response to
client feedback, enabling us to provide more region-specific guidance. This is
detailed further in Principles 7 and 12.

2021 Outcomes
We use a combination of quantitative brand tracking and qualitative
research studies to capture client insights, attitudes and perceptions
of Capital Group, in order to ensure we have been serving our clients’
best interests. In addition to campaign metrics to track effectiveness
of communication, we also look to Broadridge and NMG studies
across all our markets to track our client perception and those areas of
service that are of most interest to our clients. We have improved our
access to these services during the year, and will seek to utilize their
insights to further aid us in serving the best interests of our clients and
beneficiaries.
Our investment and stewardship approach is reflected well by our
average holding period for companies we invest in. On average, the
equity-focused American Funds hold their investments for 3.9 years,
whereas their peers hold their investments for 1.6 years (compared to
2.9 years and 1.9 years, respectively, for 2020)
More information on how we sought client perspectives during the
year can be found under Principle 6.

American Funds are not registered for sale outside of the United States.
1

 ased on the equal-weighted blended averages across each of the 20 equityB
focused American Funds’ respective Morningstar categories as of December 31,
2021. Fixed income funds are not included in this calculation due to the differing
nature of trading in the asset class versus equity investing.
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Principle 02
Signatories’ governance, resources
and incentives support stewardship.

Governance:
Capital Group is 100% employee-owned, with a leadership structure and
decision-making process that differs from publicly listed companies. Instead of
a single, individual voice, we’ve opted for a collaborative approach. Through
a collection of committees – namely the board of directors of The Capital
Group Companies, Inc. and the Capital Group Management Committee – we
ensure that the decision-making process is balanced, robust and free from
individualistic biases.
The board of directors provides general oversight of the Capital Group, and
also serves as a forum for education and open communication. Members of
the Capital Group Management Committee serve as permanent directors and
are joined by senior associates on a rotational basis who act as non-executive
directors. The rotational membership provides an opportunity for a larger
group of senior associates to challenge, and hold to account, the Capital Group
Management Committee. The Capital Group board of directors approves the
nomination of Capital Group Management Committee members, providing
additional comfort that our business is operating in accordance with Capital
Group’s long-term strategy.
Capital Group’s committee approach reflects our desire to foster a
collaborative, inclusive culture. We believe that we can make better decisions
when ideas are aired among leaders with different perspectives. This approach
has served us well in all manner of business environments; it allows us to
involve many associates in the decision-making process, helping to ensure
we ground decisions in the long-term interests of our investors, clients and
associates.

Organisational structure:
Capital Group has a robust governance structure in place that enables
oversight and accountability for effective stewardship within the organization.
The structure of our ESG resources reflects our integrated approach to ESG:
Investment Group: More than 100 portfolio managers and 200 in-house equity
and fixed income analysts 2, 3 are the frontline engine for integrating ESG
considerations into our investment process. They are responsible for evaluating
all relevant financial and non-financial factors — such as ESG issues — as part of
their fundamental research. Within Capital Group, these individuals have the
most in-depth knowledge and understanding of our portfolio companies.

2

 apital Group manages equity assets through three investment groups. These groups
C
make investment and proxy voting decisions independently. Fixed income investment
professionals provide fixed income research and investment management across the
Capital organization; however, for securities with equity characteristics, they act solely
on behalf of one of the three equity investment groups.

3

As at 30 December 2021.
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ESG Team: Works closely with the Investment Group to support the integration
of ESG considerations into our investment process, execute our ESG
monitoring process and conduct thematic research. This global team is also
responsible for driving the implementation of ESG initiatives across Capital
Group.
Global Stewardship & Engagement (GSE) Team: Being part of the ESG team,
works alongside the Investment Group in executing our stewardship efforts,
including proxy voting activities as well as engagement work on governance or
proxy voting-related issues.
These teams are further supported by select individuals from groups such as
Investment Group Technologies, Quantitative Research Analytics (QRA) and the
Fundamental Research Group, who are dedicated to various global ESG efforts.
Our investment professionals, ESG and GSE Team associates are based in
North America, Europe and Asia. The size and experience of these teams are
listed below4:

Team/
function

Number of
individuals

Average
tenure at Capital
Group (years)

Average industry
experience (years)

ESG Team

28

3

12

GSE Team

13

6

13

Portfolio
managers

126

21

27

Analysts

218

7

14

Capital Group Management Committee: The Capital Group Management
Committee is responsible for ensuring the effective execution of Capital
Group’s business strategy. This includes being actively involved in setting our
ESG mission and vision, formalizing that vision into the Capital Group longterm strategy, as well as providing resources and funding to achieve those
outcomes.
ESG Oversight Committee: The ESG Oversight Committee is responsible for
(a) setting Capital Group’s vision for ESG and (b) overseeing the successful
execution of all related programs. Membership includes CGC vice chair and
president, members of the CGMC, head of Sustainability, global Head of ESG
and senior leaders from across our investment, operating and client groups5:

4

 eam composition as at 30 December 2021, years of experience and years with
T
Capital Group as at 31 December 2021.

5

As at 31 December 2021. Source: Capital Group.
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Alan Berro
Los Angeles
31 years at Capital
Group, Portfolio
Manager, Chair - ESG
Oversight Committee

Hamish Forsyth
London
29 years at Capital
Group, President —
Europe & Asia, Capital
Group Companies
Global

Walt Burkley
Los Angeles
22 years at Capital
Group, Senior Counsel

Jessica Ground
London
1 year at Capital Group,
Global Head of ESG

Riley Etheridge
Los Angeles
4 years at Capital
Group, President —
Wealth Management
Client Group

Guy Henriques
London
2 year at Capital Group,
President of Europe and
Asia Client Group

Jody Jonsson
Los Angeles
31 years at Capital
Group, Portfolio
Manager, President of
Capital Research and
Management Company,
Member of Capital Group
Management Committee

Rob Lovelace – Chair
Los Angeles
36 years at Capital Group,
Portfolio, Manager, Vice
Chairman & President of The
Capital Group Companies,
Inc., Member of Capital
Group Management
Committee

Tom Lloyd
Los Angeles
18 years at Capital Group,
Research Director for
Quantitative Research
and Analytics

David Polak
New York
16 years at Capital
Group, Global
Investment Director ESG

Heather Lord
Los Angeles
6 years at Capital Group,
Global Head of Strategy
& Innovation, Senior
Vice President — ESG &
Sustainability Co-chair

Caroline Randall
London
16 years at Capital
Group, Portfolio
Manager, Member
of Capital Group
Management Committee
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The ESG Oversight Committee meets monthly to set direction and
review progress. Investment implications, such as proxy guidelines and
methodologies for integrating carbon considerations, are reviewed and
approved by our Investment Policy Group and Investment Group Oversight.
Global Head of ESG: Engages with Capital Group’s investment groups and a
broad set of clients, companies, issuers and governance bodies on the topic
of Capital Group’s approach to ESG investing. The formation of the Global
Head of ESG role shows our commitment to ESG and our practice of active
stewardship. Both the ESG and Global Stewardship & Engagement teams
report to the Global Head of ESG. In addition to her role at Capital, she is also a
board member of the Investor Forum and the Takeover Panel.
Capital Group Governance and Stewardship Initiative: This group, led by
a team of experienced Capital Group investment professionals, aims to
advance strong corporate governance and to drive long-term shareholder
value. The Initiative commissions primary research as well as synthesizes
contributions from our internal research teams, our quantitative analytics and
macroeconomic teams, and third-party analysis. The insights from this research
are intended to inform our investment decisions, stewardship activities with
portfolio investments, and proxy guidelines.
Issuer Oversight Committee (IOC): This group reviews issuers involved in
significant ESG controversies. It focuses on those that may conflict with existing
global norms, including guidelines from the United Nations Global Compact
and the Organization for Economic Co-operation and Development (OECD),
or that may create exposure to controversial revenue areas or issues raised by
investors. The IOC determines if an issuer has violated international norms and
if the issuer has taken appropriate action to remediate the concerns or how
they are managing areas of heightened ESG risk. Issuers are either deemed
to be eligible for investment, placed on a watchlist with further engagement,
or deemed to be ineligible. The group meets at least quarterly and comprises
the principal investment officers (PIOs) from each of Capital Group’s four
investment units, as well as representatives from our Legal, ESG Research, and
Distribution teams. More detail on the IOC can be found under Principle 7.
Workforce Diversity:
Our differences make us better. This simple affirmation summarizes a powerful
idea at the core of our beliefs relative to diversity, equity and inclusion (DE&I).
Across Capital Group, we build diverse teams within a culture that promotes a
sense of belonging, where associates can bring their true, best selves to work.
A variety of backgrounds and life experiences provide different perspectives,
which we believe leads to better ideas and better results for the people we
serve.
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Our DE&I strategy is designed to increase representation of underrepresented
groups and build an environment in which all associates feel they belong. The
representation goals we’re striving for as an enterprise are the aggregation of
objectives set within individual business units, each of which is at a different
starting point.
The power of diverse teams is only realized when all associates feel a sense
of belonging that empowers them to achieve their potential. We measure this
with continuous listening through periodic engagement surveys, leadership
connection sessions and external benchmarking from the likes of McKinsey &
Company and LeanIn.org’s “Women in the Workplace,” Pensions & Investments
“Best Places to Work in Money Management,” and the Human Rights
Campaign’s Corporate Equality Index.
We’ve made good progress on representation since introducing specific
objectives in 2018 and set aspirational, yet important representation goals to
be achieved by 2025. We stated last year that one of our goals is to increase
representation of Black/African American associates in the US to at least 10%
and increase representation of Black/African American senior managers
(including investment professionals) to at least 7% by 2025. We are pleased
that we are making positive progress in this regard, with 9.4% of our global
workforce (vs. 8.6% last year) and 4.9% of our senior managers (vs. 3.5%)
identifying as Black/African American.
We also continue to encourage change beyond our walls by increasing our
contributions to nonprofit organizations that are advancing racial equity
and social justice. We’ve committed an additional $2 million to such groups
through grants and a special 3:1 matching gift that enables associates to direct
their donations toward advancing racial justice around the world.
Please refer to our Global Citizenship Report and Update on DE&I for more
details.
Overall associate* population

Gender (global)
Women

Men

48.1%

51.9%
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Race/ethnicity‡ (US)
Asian

Black/African American

Latinx/Hispanic

White

Other

2.2%
20.6%

52.1%

9.4%

15.7%

Intersectional representation (US)
Women

Men

1.2%

0.9%

2.2% Other*

25.1%

27.0%
9.0%
6.3%
10.2%

6.7%
3.1%

54.3% White
15.7% Latinx
9.4% Black

10.4%

20.6% Asian

‡ Associates are defined as all full and part-time salaried associates (which includes
overtime eligible employees). ‡ Race/ethnicity data include only U.S. associates
whose race/ethnicity is collected for EEO-1 reporting purposes.
*

Includes American Indian or Alaskan Native, Native Hawaiian or Other Pacific
Islander, and Two or More Races. Data as of 31 December 2021, generated on 7
January 2022. Totals may vary from sum of individual components due to rounding.

16

Capital Group UK Stewardship Report 2022

Training
Our ESG team provides in-house training, facilitates learning discussions and
provides regular updates on ESG research at investment calls across Capital
Group on an ongoing basis. For our analysts, these discussions focus on the
specific ESG issues relevant to their respective asset classes and corporate
sectors, while there are additional sessions focusing on portfolio level risks
for our portfolio managers. The ESG team also hosts training for client-facing
associates while our Global Stewardship & Engagement (GSE) team conducts
regular training for our investors on proxy issues.
Associates across the business also have access to the topic via our in-house
Learning Platform. In addition, Capital’s Educational Assistance Program (EAP)
provides funding for all employees to partake in accredited professional
development courses, including those centered on ESG and stewardship
practice.
We are happy to provide training to help our clients enhance their
understanding of ESG principles, and to keep them informed of the types
of ESG-related activities and initiatives that we undertake, including recent
developments. We have previously held in-house training sessions with some
of our clients sharing practical insights into ESG integration as well as how
proxy voting decisions are made.

Incentives
Salary
We use industry-specific and global surveys to ensure our compensation
remains highly competitive. Salaries are typically stable and modest relative to
total compensation. The latter can be bolstered in one of the following three
ways, each providing motivation for our investment professionals to go above
and beyond.

The investment bonus
Quantitative component:
•	Based on results over one-year, three-year, five-year and eight-year periods,
with increasing weight placed on each successive measurement period. This
incentivizes investment professionals to focus on long-term performance.
Qualitative component:
•	Recognizes investment professionals’ contributions to the overall
investment process, including the time spent developing proprietary ESG
research.
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Profit sharing
Participation in the annual profit-sharing program is based on recent and longterm contributions to our business, including investment results, the investment
process and operational effectiveness. Work done to support ESG integration
forms part of this assessment.

Stock ownership
Select associates who make substantial contributions to the organisation are
offered the opportunity to purchase stock in Capital Group. This is an essential
part of the generational transfer of ownership and leadership in the company.

KPIs
ESG is a key strategic priority in Capital Group’s long-term strategy and KPIs
exist for various groups as it relates to our ESG activities:
•	ESG/GSE Team: Contribution to the development of the firm’s ESG
integration approach and stewardship activities (e.g. through building
proprietary ESG tools, sharing findings from continuous ESG research
or investment decisions) are naturally part of the KPIs of the ESG team
members.
•	Investment professionals: while there are no explicit KPIs linked to ESG/
sustainability, their compensations are evaluated taking into account
investment results over eight-, five-, three-, and one-year periods, with
greater emphasis on the longer periods. In making investment decisions,
we assess ESG factors alongside financial and other business indicators.
In this way, to the extent ESG considerations affect long-term results, they
are evaluated by our investment professionals. Finally, given that achieving
superior, long-term returns is our goal, managers are rewarded for their
results and not the level of assets they manage.
•	Senior leaders: senior leaders across the firm have clearly articulated goals
related to Diversity, Equity & Inclusion (DE&I) with specific objectives in their
leadership performance reviews. Beginning in 2021, a DE&I performance
objective will be expected for all associates.
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2021 Outcomes
Global Stewardship and Engagement Team (GSE): As part of our
efforts to continue enhancing ESG, stewardship and engagement
practices at Capital Group, we have restructured our Governance
Analysis & Proxy Team (GAP) to form the Global Stewardship and
Engagement Team (GSE). In addition to proxy voting activities, this
new team will have an increased focus on supporting our investment
professionals with broader governance research, as well as undertaking
more proactive engagement with companies and issuers alongside
investors on governance and broader ESG issues.
We believe this will allow for deeper discussions going forward
internally and with the companies and issuers we invest in. The team
is organized along regional lines, recognizing that different countries
have different corporate governance systems and enabling us to
build deeper relationships with portfolio companies in all the regions
in which we invest. In conjunction with this, the team is expanding
in size in every region, adding further personnel capability to help
further meet client demand. The GSE and ESG teams will continue to
work closely together to identify the themes and issues driving our
stewardship activity globally
Data and technology: We are investing in people, data and technology
to support and scale our approach to ESG integration. This includes
a team of technology engineers and product developers who are
enhancing our ESG technology platform. As part of this, during the year
we hired a data specialist into our ESG team, with specific responsibility
for ensuring that Capital is using the best data available in the market
and doing so in a consistent way across the ESG team. In doing this, we
are continuing to improve our research and analysis capabilities.
Specific technology improvements we made throughout the year
include the development and deployment of our internal ESG Tracker,
a proprietary system to enable our teams can log, categorize and
track all our company engagements in a single repository. Meeting
notes, documents and attendees can be uploaded to the system,
and alongside this we are able to articulate specified engagement
objectives, progress towards the objectives and relevant checkpoints.
The ESG Tracker is discussed in further detail under Principle 9 below.
In addition, during the year, our technology team helped made
improvements on our proprietary internal ESG research platform Ethos,
integrating more data feeds and redesigning the platform based on
investment group and ESG team feedback. The platform houses our
internal investment frameworks (described in more detail in Principle 7)
and draws data from over 30 separate ESG data sources.
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In response to evolving client demand, we are upgrading our internal
proxy voting platform during 2022 and will provide more detail in next
year’s Report.
Training: As part of the continual evolution of our processes, the GSE
team delivered multiple mandatory training sessions to the investment
group on our updated proxy voting guidelines, which are detailed
further under Principle 12. Team members designed and delivered
a pre-season preview of areas of interest that they wanted to raise to
the investment group, and incorporated feedback from the group on
other elements. This training was in addition to our new hire training
conducted for investment group members, which is designed to educate
them on the fundamental role proxy voting places in Capital Group’s
stewardship approach.
In 2021, the ESG team collaborated with our investment group and Sales
team to deliver ESG Fluency training sessions across the teams. As part
of these sessions, we discussed current ESG market trends, reinforced
client expectations, and shared deeper insights into ESG progress
at Capital Group. The sessions also included a constructive dialogue
around implementation of ESG into process by different investment
group members.
In addition to this, members of the ESG team completed courses such
as the CFA Institute’s Certificate in ESG Investing, SASB’s Fundamentals
of Sustainability Accounting Curriculum and the CFA Level 1 to further
develop their skillset.
DE&I Report: In February 2021, we published our inaugural ‘Update on
DE&I’. The report provides a comprehensive update on the progress we
are making to advance our DE&I efforts, as well as setting out long term
targets such as the ones disclosed above. In the report, we also reiterate
why DE&I is important to us, and the role all Capital Group associates
play in meeting our DE&I objectives.
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Principle 03
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Principle 03
Signatories identify and manage
conflicts of interest and put the best
interests of clients first.

Code of Ethics:
Capital Group has a Code of Ethics (includes standards for personal conduct)
which is intended to help associates observe exemplary standards of integrity,
honesty and trust, in order to ensure that our own interests are never placed
ahead of the interests of our clients. Areas of focus under the Code include:
•	Associates holding directorships in companies/outside business interests/
affiliations;
•	Personal account dealing (and associates’ participation in IPOs);
•	Acceptance and extension of gifts and entertainment;
•	Safeguarding material non-public information to prevent market abuse and
insider trading; and
•	Dealings with brokers, including rules against accepting favours or other
special treatment.
Key policies support these principles, including rules prohibiting insider
dealing, restricting personal trading, political contributions, and businessrelated gifts and entertainment. Capital Group also has rules that require the
disclosure of personal and other interests, which may lead to associates being
excluded from voting decisions. The Code of Ethics is reviewed and attested to
quarterly by all associates, globally.

Conflicts & Special Review Committee:
From time to time, mutual funds that are managed by Capital Group may vote
proxies issued by, or vote on proposals sponsored or publicly supported by,
1.	a client with substantial assets managed by Capital Group,
2.	an entity with a significant business relationship with Capital Group, or
3.	a company with a director who also sits on the board of our US mutual
funds on its board
(each of these is referred to as an “Interested Party”). Other persons or entities
may also be deemed an Interested Party if facts or circumstances appear to
give rise to a potential conflict.
Capital has developed procedures to identify and address instances where a
vote could appear to be influenced by such a relationship. Prior to a final vote
being cast, the relevant Investment Committee’s voting decision for proxies
issued by Interested Parties are reviewed by a Special Review Committee
(SRC) of the investment division voting the proxy. The SRC includes senior
investment, as well as legal and compliance, professionals. The applicable
Investment Committees of the funds (and the Joint Proxy Committee of the US
mutual funds) will periodically review issues that were presented to the SRC.
22

Capital Group UK Stewardship Report 2022

If a potential conflict is identified according to the procedure above, associates
in the GSE team will provide the SRC with a summary of pertinent information.
This will include any relevant communications with the Interested Party,
the rationale for the voting decision, and information on the organisation’s
relationship with the Interested Party.

2021 Outcomes

The SRC will evaluate the information provided and determine whether the
decision was in the best interests of fund shareholders. It will then accept or
override the voting decision or determine alternative action.

A breakdown of the SRC’s work during Calendar Year (CY) 2021 is below:
Total number of
meetings voted
by Capital Group
in CY 2021

Number of meetings
reviewed by Capital's
SRC in CY 2021

Number of meetings
reviewed due to
potential director
conflict of interest
in CY 2022

Number of proposals
reviewed by SRC
in CY 2021

Number of SRC
reviewed proposals
where Capital
Group supported
management
in CY 2021

2,140

34 (1.59% of total)

14

528

501

The overlap of standard proposals, including Director Elections, Say on Pay
and Incentive Plans remained consistent in comparing meetings flagged for
SRC review in 2021 to 2020. In all cases each SRC determined there were no
conflicts and that the votes cast were in the best interest of the funds.

Case study: Special Review Committee process in action
Capital Group is a holder of a leading beverage company, and
was required to vote at the company’s AGM during 2021. A former
employee of Capital Group was appointed to the Board of the
Company during the year as well, and as such the proxy vote for the
company was subject to the full SRC process as a former employee
could be considered an Interested Party.
The GSE team liaised with the relevant investment groups to
confirm whether there had been any relevant communication with
the Interested Party, and were able to determine that no material
communication had taken place. Nevertheless, the proxy vote
decisions by each investment unit were reviewed by the SRC, and were
subsequently approved as appropriate actions by the Committee.
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Principle 04
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Principle 04
Signatories identify and respond to
market-wide and systemic risks to
promote a well-functioning financial
system.

Market risk individual work:
At Capital Group, we recognise the need to be prepared, insofar as possible,
for risk events that threaten the stability of financial markets. To this end, we
have formed a multidisciplinary research team, the Night Watch, that seeks
to gain a deep understanding of market disruptions, assessing the risks and
opportunities that arise during times of extreme crisis.
The Night Watch team came into effect in the aftermath of the 2008–09 global
financial crisis to engage in scenario-planning around severe downside events,
and to help Capital identify and mitigate against systemic risks.

2021 Outcomes
Case Study: The Night Watch team and COVID-19
In 2020 the Night Watch team focused on the COVID-19 crisis
and its economic, market and health implications. As the situation
evolved in 2021, the team shifted its focus to modelling the potential
circumstances of reopening economies, as well as assessing the range
of outcomes from new viral strains.
The team regularly provided updates to investment group members
and developed research which was utilised by the GSE team, allowing
us to engage with companies while accommodating for their various
contexts.
For example, the impact of lockdowns on different geographies and
the provision of furlough schemes affected many of our portfolio
companies, and led to extraordinary circumstances for elements
such as executive remuneration plans and targets. Thanks to the
context provided by the Night Watch team’s research in conjunction
with investment group analysts, the GSE team were able to analyse
company proposals regarding executive remuneration and formulate
their own independent judgement regarding company decision
making during the year (e.g. whether the use of Remuneration
Committee discretion during the year was appropriately accounting for
the wider stakeholder experience.)
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Systemic Risk
We engage with industry stakeholders and policymakers on a regular basis
to advance strong governance and responsible investment. This includes
providing responses to consultation requests, surveys, and meeting with
regulators to express concerns or support for policies and practices in relation
to strong governance or responsible investment. Capital Group also actively
shares best practices across the industry by participating in several global and
regional associations. We use our voice as investors to contribute to setting
high standards of industry practice.
We are currently a member of the governance associations and initiatives
listed below. We are active participants in these organizations and contribute
by speaking at and attending events, working on collaborative engagement
initiatives and participating in working groups. We also engage in dialogues
with standards setters such as the International Accounting Standards Board
(IASB) and Financial Services Agency of Japan to improve accounting
transparency.

Organization
name

Function

Capital Group
involvement

Membership
start

Value
Reporting
Foundation
SASB
Standards

SASB’s mission is to
establish and improve
industry specific
disclosure standards
across financially
material environmental,
social, and governance
topics that facilitate
communication
between companies
and investors about
decision-useful
information.

Capital Group is an
Alliance tier member
of SASB, as well as a
member of the SASB
Investor Advisory
Group (IAG), which
comprises leading
asset owners and
asset managers who
recognize the need for
consistent, comparable
and reliable disclosure
of material and
decision-useful ESG
information.

Participant
since 2016,
signed in
2017

Asian
Corporate
Governance
Association
(ACGA)

An independent, nonprofit membership
organization dedicated
to working with
investors, companies
and regulators in the
implementation of
effective corporate
governance practices
throughout Asia.

Steven Watson,
portfolio manager at
Capital Group, is vice
chairman of the ACGA.

2003
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Organization
name

Function

Capital Group
involvement

Membership
start

International
Corporate
Governance
Network
(ICGN)

An investor-led
organization with a
mission to promote
effective standards
of corporate
governance and
investor stewardship
worldwide.

We are part of the
ICGN’s Shareholder
Rights Committee.

2005

Council of
Institutional
Investors (CII)

A non-profit association
of pension funds, other
employee benefit
funds, endowments
and foundations with
combined assets that
exceed USD 4 trillion.
The Council advocates
effective corporate
governance and strong
shareowner rights.

Capital Group is one
of the CII’s associate
members.

2004

Harvard
Law School
Institutional
Investor
Forum (HIIF)

The Forum aims
at contributing to
discourse, policy
making and education
with respect to
institutional investors
and issues of interest
to them. The forum is
supported by a broad
group of investors
in the US and other
jurisdictions.

We are members of the
HIIF Advisory Council.

2020

The Investor
Forum (UK)

The Forum’s purpose is
to position stewardship
at the heart of
investment decisionmaking by facilitating
dialogue, creating
long-term solutions
and enhancing value.

Capital Group is a
founding member of
the Investor Forum;
Jessica Ground, Global
Head of ESG at Capital
Group, serves on the
board.

2014

Eumedion
Corporate
Governance
Forum

The Forum’s objective
is to maintain and
further develop good
corporate governance
and sustainability
performance based
on the responsibility of
institutional investors
established in the
Netherlands.

We are part of
Eumedion’s investment
committee.

2015
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Organization
name

Function

Capital Group
involvement

Membership
start

Farm Animal
Investment
Risk and
Return
(FAIRR)

A collaborative
investor network that
raises awareness of
the ESG risks and
opportunities brought
about by intensive
animal agriculture.
The FAIRR Initiative
engages in proactive
dialogues with
investors, companies
and stakeholders
around key issues,
such as deforestation,
water scarcity, working
conditions and public
health.

Capital Group is an
Investor Member of the
FAIRR Initiative.

2021

CDP (formerly
the Carbon
Disclosure
Project)

A global nonprofit organization
advocating for
the transparency
and disclosure of
carbon emissions by
organizations and
companies.

Capital Group is an
investor signatory of
CDP.

2021

Investor
Stewardship
Group (ISG)

An investor-led effort to
establish a framework
of basic investment
stewardship and
corporate governance
standards for U.S.
institutional investor
and boardroom
conduct.

Capital Group is
a member of the
Governance Advisory
Council.

2021

Canadian
Coalition
for Good
Governance
(CCGG)

A corporate
governance
organization that
promotes the interests
of institutional investors
and promotes good
governance practices
in Canadian public
companies.

Capital Group is a
member of the CCGG.

2021
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Involvement in industry initiatives
We are signatories to several agreements.

UN Principles for Responsible Investment (PRI)
2021 Outcomes
Capital Group has been a signatory to the Principles for Responsible
Investment (PRI) since 2010. With the Principles for Responsible
Investment (PRI) Reporting Framework, asset managers can be
transparent about their responsible investing practices. Capital Group
earned sustainability scores of A or A+ in every category applicable to
us for our most recent report.

Task Force on Climate-related Financial Disclosures (TCFD)
We have been proud supporters of the Task Force on Climate-related
Financial Disclosures (TCFD) since November 2020. The TCFD is a set of
recommendations for consistent climate-related financial risk disclosures by
organizations that provide information to investors. As a supporter, we report
against the TCFD recommendations in our TCFD Report. We also encourage
all companies and issuers in which we invest to report against the TCFD’s
framework.
As a supporter of the Task Force on Climate-Related Financial Disclosure
(TCFD), we routinely encourage issuers to start and continue to improve their
TCFD disclosures. TCFD disclosures are valuable inputs in our process to better
assess a company’s climate strategy and its exposure to climate related risks
and opportunities. Since TCFD’s 2020 report, the number of TCFD supporters
has grown by over a third – more than 1,000 new organizations now support
the TCFD recommendations, bringing the total to over 2,600 globally. TCFD
disclosure increased more between 2019 and 2020 than in previous years and
83 of the world’s largest 100 companies now support or report in line with the
TCFD’s recommendations
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Sustainability Accounting Standards Board (SASB)
Capital Group is a strong supporter of the Sustainability Accounting Standards
Board (SASB), including as an active member of SASB’s Investor Advisory Group
(IAG). We believe that comparable, consistent sustainability disclosure focused
on materiality and relevance per sector plays an essential role in investors’
ability to evaluate and respond to market-wide and systemic risks. We publicly
encourage our portfolio companies to report according to SASB’s accounting
standards. As of 2021, 1,334 unique companies reported SASB metrics. This
figure represents a 139% increase from 2020, in which 559 companies reported.

2021 Outcomes
We recognise that sustainability accounting standards are still relatively
new concepts. We are actively supporting strong global standards that will
accelerate ESG reporting, and as members of the IAG, Capital Group were
named co-signatories to SASB’s open letter in support of the formation of
the International Sustainability Standards Board (ISSB) by the International
Financial Reporting Standards (IFRS) Foundation, published in November
2021. As stated in the letter, we are firm advocates of the efforts to
consolidate the sustainability disclosure landscape in response to market
feedback. Feedback from companies and analysis of their reporting has
led us to believe that ESG reporting could be better harmonized to enable
a more consistent comparison of companies across regions but within
sectors, and would allow for a more efficient allocation of resources.

UN Global Compact (UNGC) and the Sustainable Development
Goals (SDGs)
In June 2021, Capital Group became a participant of the UN Global Compact
(UNGC), and commits to take action in support of the UN Sustainable
Development Goals (SDGs). These goals have become the most widely
adopted framework that companies (including asset managers) use to address
the world’s most pressing need. We hope that by joining the UNGC, and
adopting UNSDGs as appropriate in our own reporting, we can improve the
quality of our disclosure.

Local Stewardship Codes
Capital Group is a signatory to the following stewardship codes, which aim to
enhance the quality and documentation of engagement with companies. Our
responses to each code are available on our website.
•	
Japan Stewardship Code (signed 2014)
•	
Hong Kong Stewardship Code (signed 2019)
•	
UK Stewardship Code (first signed 2010; most recently in 2021, we were
approved by the Financial Reporting Council (FRC) as a signatory to the UK
Stewardship Code 2020)
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2021 Outcomes
Consultation Responses: In particular, over 2021 we responded to the
following authorities and gave feedback to the trade associations:
•	the European Commission’s consultation on the proposed revision
of the Non-Financial Reporting Directive
•	EU’s renewed agenda for sustainable finance
•	EU’s consultation on implementing measures for sustainability
disclosures
•	the European Supervisory Authorities’ survey on product templates
regarding ESG considerations
•	Canada Securities Markets Authority’s consultation on capital
markets (we responded to the question on non-financial reporting)
•	EU’s consultation on green bonds
•	US Department of Labor’s consultation on the Employee Benefits
Security Administration’s (“EBSA”) proposed rule Fiduciary Duties
Regarding Proxy Voting and Shareholder Rights
•	AIFMD review (points relevant to ESG considerations in the asset
management sector)
•	Consultation on an EU framework on sustainable corporate
governance
• U.S. SEC’s consultation on the Nasdaq board diversity proposal
•	EU’s consultation on an extended taxonomy on environmental goals
and a new social taxonomy
• IOSCO consultation on asset managers’ ESG disclosures
•	UK FCA’s consultation on TCFD-aligned disclosures for asset
managers
•	TCFD’s consultation on forward looking metrics
• IOSCO’s consultation on ESG ratings
•	Hong Kong’s Exchange (HKEX) consultation on the Listing Regime
for Overseas Issuers
•	UK FCA’s consultation on Sustainability Disclosures (SDR)
•	The IFRS Foundation’s consultation on the creation of an
International Sustainability Standards Board

31

Capital Group UK Stewardship Report 2022

In addition, we provided responses to technical consultation such
as the draft Regulatory Technical Standards. We engaged with
financial regulators such as the European Commission, the European
Supervisory Authorities and the National Competent Authorities in
the EU and the UK. We participated in a number of targeted meetings
with EU/US regulators either on our own or as part of an industry
delegation. And we engage via European, US and Asian industry
associations to exchange expertise and prepare industry position,
among others, on ESG risk integration at company and product level,
ESG disclosures from investee companies and ESG fund disclosure,
including with respect to carbon metric reporting.
We have also had dialogues with and made inquiries of US Securities
and Exchange Commission (SEC), UK Financial Reporting Council,
Public Company Accounting Oversight Board (PCAOB), various
accounting standards organizations (FASB, IAS, IAASB), Treasury staff,
Federal Deposit Insurance Corp (FDIC) staff, Fed staff and various stock
exchanges. The aim of these dialogues is to research their efforts and
encourage improvements in corporate financial disclosure and use of
auditors, in the best interest of and furthering our mission of superior
long-term results for fund shareholders.
Assessment of Outcomes: In terms of direct outcomes from these
responses, we were delighted to see the SEC approve the Nasdaq’s
proposed changes around board diversity and disclosure, as well as
the merger of the International Integrated Reporting Council (IIRC)
and the Sustainability Accounting Standards Board (SASB) to form
the Value Reporting Foundation (VRF). We were vocally supportive of
the Nasdaq proposals, as they align with our desire for greater board
diversity, and we wrote an open letter to the SEC as part of our support.
Our open letter to Nasdaq can be found here. The case study below
demonstrates another example of our public support for initiatives that
address market risks.
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Case Study: Assessing our effectiveness in responding to
market-wide risks
As part of our ongoing commitment to ensuring the protection and
advancement of all investor interests in financial markets, in April 2021
Capital Group wrote a letter to the Chair of the Financial Accounting
Foundation (FAF) in the US, in response to their market-wide survey
on perceptions of the FAF, the Financial Accounting Standards Board
(FASB) and their effectiveness.
As stated in the letter, we believe accounting standards must be
of the highest quality and ensure timely, relevant and comparable
information, as without this, the well-being of investors is at risk and
the allocation of debt and equity capital may be less than optimal.
Our concerns centred on an absence of the investor perspective from
the formulation and finalisation of standards which are set by the FAF
and FASB. The authors of our letter state that ‘as licensed Certified
Public Accountants and professional analysts alongside investors, our
experience is that investors and accountants tend to think differently. It
is important to ensure that the financial information sought by investors
from financial statements, is captured and communicated through the
standards and provides critical insight’
Our letter was positively received in the relevant press, and has helped
further necessary conversations with the regulator that are aimed at
ensuring accounting standards are suitable for all stakeholders who
utilise them.
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Climate risk:
As a global investor, we believe the impact of climate change is broad and
relevant, creating risks and opportunities across different sectors. And the longer
the investment horizon, the greater the weight ESG issues tend to carry. Those
that do not anticipate changing industry trends and regulatory developments are
at risk of a higher cost of capital, more expensive regulation or redundant assets.
A selection of climate risks and opportunities identified by our analysts and
portfolio managers as part of their coverage are summarized in the following
tables:
Risks
Climate
regulation

Short to
medium term

We are mindful about the impact of carbon
emission regulations, which have already created
winners and losers. According to our analysts,
there is enough public concern and political
action to affect industry and investment decisions.
Organizations that do not anticipate regulatory
developments may be at risk of a higher cost of
capital and more expensive regulation, which will
affect their business models and, ultimately, their
valuations.

Stranded
assets

Long term

Some of our analysts are reallocating their
exposure away from assets unable to return
their expected income before the end of their
economic life. These changes are being made
beyond just the energy sector, which is an area
that is particularly impacted by this risk. They
also engage with management and issuers
to encourage them to be part of the solution,
especially in unsustainable activities such as
thermal coal.

Divestment
campaigns

Short to
medium term

We do not consider divestment campaigns as
a material financial risk. The view of some of
our analysts is that divestment will not lower
the global demand for fossil fuels, which is the
key to reducing greenhouse gas emissions. The
divestment movement will transfer the supply
of fossil fuels to less environmentally conscious
organizations, which may even cause emissions
to rise.

Extreme
weather
events

Long term

Scientists have determined that climate change
will bring higher temperatures alongside changes
in precipitation and extreme weather events,
which will increase morbidity and mortality
rates. We continue to engage with issuers to
understand their approach to mitigate and adapt
to these risks.

34

Capital Group UK Stewardship Report 2022

Opportunities
Energy
transition

Long term

The transition towards a low-carbon future will
be a slow evolution rather than a revolution.
Some analysts believe organizations positioned
to benefit from the transition to a low-carbon
economy are attractive long-term investments.
Our investments include organizations providing
low-carbon solutions, including renewable energy,
energy efficiency and water. In fixed income they
include green bonds issued by financial institutions,
utility/energy companies and agencies that fund
renewable energy projects.

Waste
management

Short to
medium
term

While there has been greater attention placed on
individuals’ carbon footprint and consumption
patterns, urbanization rates and consumption
patterns are still rising. Waste organizations that
provide collection and optical sorting systems to
food and recycling businesses could benefit from
these trends with increased volume and greater
demand for recycling efficiency.

Electric
vehicles

Medium
term

The move towards lower- or zero-emission vehicles
will require significant research and development
(R&D) expenditure. This means auto parts companies
with a greater focus on R&D may grow faster than
the industry average. To identify opportunities in this
field, we look at the proportion of spending on R&D
as a key indicator of which companies are prepared
for increasingly restrictive emissions standards.

Consumer
preferences
and activism

Medium
term

Consumer interest in more sustainable and lowcarbon products is likely to influence purchasing
behavior. As consumer preferences and stakeholder
concerns continue to evolve, there will be investment
opportunities in new products and market segments.

Currently, there is no “house view” on climate change scenario modeling;
however, we are investing in research to systematically identify and assess
climate-related risks. A variety of teams have come together in a cross-functional
effort to systematically identify and evaluate climate risks and opportunities
across our investment strategies. This will enable us to have detailed
conversations with the organizations in which we invest in to discuss their
response to the climate-related risks and opportunities they face.
Please refer to our TCFD Report for more information.
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2021 Outcomes
Climate change: In 2021, the Capital Group Management Committee
formalized the Climate Risk and Opportunity Oversight Committee
with responsibility for (a) measuring and monitoring our greenhouse
gas (GHG) emissions from business operations, including Scopes 1, 2
and 3 (business-related) emissions and (b) making recommendations
to the CGMC on our climate strategy as an entity, considering the
opportunities, risks and implications for our business. Membership
includes global head of sustainability, global Head of ESG, CFO,
Investment Group COO, president of Institutional Retirement,
president of Europe and Asia, co-head of HR and head of Global Risk
Management. The Climate Risk and Opportunity Oversight Committee
reports to the CGMC and the CGC Board on a biannual basis.
Climate Council: The Climate Council, established in 2021, is a group
of Investment Group analysts from a variety of sectors, working
together with the ESG team. The Council is chaired by the head of
ESG Research. The Council discusses the impact of climate, markets
and policy on a range of industries, looking for insights that can inform
the investment process. Over the past 12 months, the Council have
produced a series of short-form primers on key climate topics (such
as carbon markets, TCFD, Science-based targets) as well as deeperdive reports on key topics such as sustainable aviation, the 2021
Intergovernmental Panel on Climate Change (IPCC) report and the
impact of water stress on specific sectors. An example of some of the
externally available research can be found here. In this piece one of our
investment analysts, who is a member of the Climate Council, describes
opportunities in green energy and the link to utility companies.
The Climate Council also considered the key insights arising from
COP26 (attended by Climate Council chair) and published several
internal papers on the most important take-aways.
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Case Study: TCFD Reporting and Engagement
As discussed above, Capital Group is a strong supporter of the
work done by the TCFD. In 2021, this was evinced through our own
engagement and reporting efforts.
Engagement: We encourage all companies in which we invest to report
against the TCFD’s framework. In addition we have expressed our
support for TCFD in our response to the SEC consultation on Climate
Change Disclosures and decided to formally communicate this to
companies in high-impact sectors which had not yet produced a TCFD
report. We identified six companies and sent a letter to each, signed
by the Investment Analyst most familiar to each company. Our letter
described our support for TCFD and requested further engagement on
the prospect of climate disclosures.
We have subsequently had constructive dialogue with three of these
companies, with one having now produced a TCFD reference index
and all three working towards full TCFD reporting. We will continue to
recommend companies report according to TCFD where they are not
already doing so.
Reporting: In 2021 we set ourselves the goal of improving on our
TCFD disclosure, through our 2021 TCFD report. To achieve this, we
conducted a gap analysis, comparing our 2020 disclosure and internal
processes to the 11 TCFD recommendations and to peer disclosure.
The output of this gap analysis was a set of scores and actions, giving
us a clear path to improved TCFD reporting.
Improvements to the 2021 report included: clearly defining our
governance structure; demonstrating action on three core climate
risks/ opportunities to CG as a business; reporting firm-wide weighted
average carbon intensity at an asset class level; and defining our
risk processes in line with TCFD. The gap analysis also helped us to
identify future action as we continue to work to embed climate-related
considerations into our core business model.
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Principle 05
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Principle 05
Signatories review their policies,
assure their processes and assess
the effectiveness of their activities.

Ensuring stewardship reporting is fair, balanced and
understandable
To ensure our stewardship reporting is fair, balanced and understandable, it is
reviewed and challenged by our Head of ESG, internal legal and compliance
and the CIL Board in advance of final submission to FRC. We aim to produce
impartial reporting that takes account of both negative and positive aspects
in a way that is accessible to all levels of reader sophistication. Our legal and
compliance teams help us determine where we haven’t done this, and how we
might improve in these areas. We use detailed case studies where appropriate
to illustrate how we’ve acted in the best interests of our clients and provide
data to support this where necessary.

Independent Assurance
The Capital Group Internal Audit team is independent of the day-to-day
operations of the company and is responsible for providing independent and
objective perspective over the appropriateness, adequacy and effectiveness
of systems and controls operating in the organization. Control weaknesses
identified by our Internal Audit team are communicated to the Senior
Leadership, Audit Committee and Senior stakeholders.
We elected to use our internal team to provide assurance on our stewardship
reporting as we deem that their holistic understanding of risks across the
organization, comprehensive view and perspective on the global enterprise
wide ESG activities put them in an ideal position to provide an opinion about
quality and consistency of our approach and delivery, also presented in the UK
Stewardship report.
By using our dedicated Internal Audit team, we are able to respond to changes
and updates as quickly as possible through internal communication.
Our Internal Audit team was briefed on the requirements at the beginning of
the report writing process and advocated for an agile process, whereby they
worked closely with the ESG team to verify that each element of the report was
aligned to the proper application of the principles of the Stewardship Code
and that recommendations for improvement communicated by the FRC to CIL
in their letter dated September 2021 were duly considered.
Internal Audit conducted an assessment which included the review of controls
in place for the collection and presentation of accurate and reliable information
within the UK Stewardship Code report as well as the evaluation of the quality
of the disclosures made (fair, balanced and understandable) to describe the
Capital Group stewardship of the twelve principles set out by the UK Financial
Reporting Council (the UK Stewardship Code 2021). Controls assessed
included verification of information reported versus book of record source and
systems and review and sign-off prior to report submission.
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The assessment considered written policies and procedures established
by the ESG Client Stakeholder and Engagement Team to produce the UK
Stewardship Code report. The approach followed during the assessment
included: (1) interviews with management and associates; (2) review of
policies referenced in the reports; (3) tracing statements, facts and data to
supporting documentation; and (4) reporting the results of any observations or
recommendations for improvement to Senior Management.
Internal Audit concluded that the Stewardship Code report describes fairly
the application by Capital Group of the twelve principles and the specific
information required under those principles as at March 2022.
Recommendations were proposed by Internal Audit to:
–	further enhance the process for the provisioning of Assets Under
Management breakdown figures to improve accuracy and consistency
across publicly available reports (e.g. UK Stewardship Code, TCFD, etc.)
–	further enhance the review process for the validation of data disclosed in
the report to create a clear audit trail of verifications performed against
the book of record source
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2021 Outcomes
Stewardship Code Report Construction: The team built on processes
established last year to provide further improvements to our
Stewardship Report and the report writing process. Examples of this
include tailoring of wording for case studies to account for varying
levels of audience sophistication, and improving disclosure of relevant
policies and information linked to the 12 Principles to align better with
the Stewardship Code’s expectations of reporting.
Proxy Voting Guidelines Refresh: In response to specific client
feedback, we started work on having separate proxy voting policies for
the EMEA and APAC region. Previously, we had broad principles which
applied to our global holdings with local nuances catered through
supplementary internal guidance and processes. In an effort to become
more transparent in our approach we undertook a significant policy
update process with an aim to make many of our regional proxy voting
policies publicly available.
Responsibility for voting guidelines rests with the Guidelines
Committee, a group comprised of investment professionals, supported
by members of the GSE Team and Legal. The Guidelines Committee
convened in the second half of the year, after completion of peak
voting proxy seasons for most Western markets. The Committee looked
at local best market regulation and best practices and worked on
providing stand-alone region specific policy guideline documents.
The Guidelines Committee met with all members to:
•	Look back at the previous proxy season to distil lessons learned
and emerging themes.
•	Developed a research agenda to inform potential changes to
guidelines.
•	Coordinated with CG Corporate Governance Initiative (CGI) on
research agenda.
The following topics were chosen for research as a part of Guidelines
updates, in addition to region specific policies:
• Overboarding;
• Multiple class shares;
• Capital Issuance authorities across markets.
Guidelines Committee members presented the updated guidelines
to the Joint Proxy Committee of the American Funds board (JPC) for
comment, and then the unit Investment Committees for final approval.
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ESG Policy Updates: Our ESG policies are reviewed annually by the
ESG Oversight Committee. During the year, we updated our ESG
Policy, which was first published in 2020, in response to client feedback
and the evolving external environment. The following details some of
the changes that we have made to our Policy during the year:
•	Climate Change: We incorporated language around how climate
change is interwoven into our fundamental research, investment
frameworks, and monitoring process and the role of the Climate
Council (for more details, see Principle 4).
•	Water: Our ESG Policy was updated to reflect the development
of our proprietary Water Scorecard, which enables us to track
a range of water-related metrics and evaluate a company’s
performance. We use this research to inform our engagements
with companies on their water management practices.
•	Governance: Incorporated our expectation of good governance
within the ESG Policy. We expect companies to recognize the
need for constructive relationships with key stakeholders.
We believe that companies that understand how stakeholder
relationships affect their reputation are better equipped to create
long-term value. We also expect companies to disclose data and
insights on areas of stakeholder focus, including on aspirational
goals, quantitative targets and strategy setting. This language
was developed in conjunction with our internal investors.
	•	Special Purpose Acquisition Company (SPACs): We elaborated
our policy on SPACS and risks associated with these becoming
fully operational companies. This leveraged on our work with
the Investment Group and added information on how these risks
could be mitigated.
These changes to the Policy were approved by the ESG Oversight
Committee during the year.
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Principle 06
Signatories take account of
client and beneficiary needs and
communicate the activities and
outcomes of their stewardship and
investment to them.

The charts below provide a breakdown of our assets under management by
geography of investments, by asset class and by client type.
Breakdown of AUM by geography of investments6
Region

AUM in USD trillions

% of firm AUM

Americas

2.06

75%

EMEA

0.41

15%

APAC

0.27

10%

Total firm AUM

2.74

100%

Americas

EMEA

APAC

10%

15%

75%

Breakdown of AUM by asset class7
Asset class

AUM in USD trillions

% of firm AUM

Equity

1.86

68%

Fixed Income

0.35

13%

Multi-Asset

0.52

18%

>0.01

>0.01%

2.74

100%

Other
Total firm AUM

6

Source: Capital Group. As at 31 December 2021.

7

Source: Capital Group. As at 31 December 2021.
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Equity

Fixed Income

Multi-asset

Other

0%
19%

13%

68%

Breakdown of AUM client type8
Client type

AUM in USD trillions

% of firm AUM

Institutional

0.98

36%

Retail

1.76

64%

Total firm AUM

2.74

100%

Institutional

Retail

36%

64%

8

Source: Capital Group. As at 31 December 2021.
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Time Horizon:
For equities, our typical investment horizon is three to four years, with many
investments held much longer. This is aligned with our long-term investment
philosophy. We will consider different investment time horizons, including
long-term scenarios that go beyond our typical investment horizon.

Stewardship Communication Methods:
We currently offer our clients a range of ESG-related reports as listed below:
Climate-related: For equity and corporate bond portfolios, we produce
quarterly fund-level carbon footprint reports. This includes details on
whether the climate impact is attributed to sector weighting. We also provide
information on our group-level approach to climate change in our TCFD
Report.
To monitor and communicate climate-related risks at a strategy level, we use
third-party data providers to source relevant data for issuers:
•	For clients, this means we can report on the carbon footprint and the
carbon intensity of our portfolios compared to their benchmarks, as well
as attribute the investment results to sector-weighting effects.
•	From an investment perspective, carbon footprint analysis can serve
as a tool to engage with management teams and assess where the
organization is moving directionally. At a minimum, it serves as a tool to
better understand the business.
Monitoring process: For equity and corporate bond portfolios, we can produce
a quarterly ESG monitoring process chart showing the percentage of holdings
that are undergoing monitoring and subject to an elevated level of scrutiny by
our investment analysts and ESG team.
Proxy voting: Where we have voting authority, we produce detailed quarterly
proxy voting reports which cover the shareholder meetings held during the
period in respect of securities held by our clients and provide details on how
the votes have been cast. Report formats are available which show votes
cast against management and abstentions with the reasoning behind these
decisions and an overall statistical summary of all votes cast.
Quarterly ESG Insights: This report provides an overview of our engagement
activities including examples of particular issues that have arisen and our
approach to them. The report also includes examples of how our research
analysts have integrated ESG issues into their assessment of a company and its
value.
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Activities round-up
Proxy voting across Europe,
Middle East and Africa in
Q2 2021
397

shareholder meetings

7761

proposals

780

votes against management

44

abstentions
“Givaudan has a small carbon footprint, so its ESG

targets are focused on the

more difficult area of emissions reduction: Scope 3
emissions.”

Harry Gunji

Investment analyst

Quarterly ESG insights
Europe, Middle East and Africa

Givaudan: Well-defined ESG targets

Givaudan is the world’s
largest producer of flavours,
fragrances, nutrition, and
bioactive ingredients. It offers
various solutions with natural,
healthy, localised, sustainable ingredients,
and one of the fastest-growing applications
of these is plant-based food.
Investment analyst Harry Gunji thinks
Givaudan is well placed for long-term
sustainable growth. Key to his view is its
focus in addressing ESG-related issues.
With first-class governance and low CO2
emissions, Givaudan also sees opportunities
in ESG-related trends such as rising interest
in more natural and sustainable products.

Capital Group/Zur Rose: Promoting
inclusion and diversity

In early 2021, our Vice Chairman wrote to
approximately 1500 companies, held in
Capital Group portfolios, calling for greater
transparency and progress on diversity.
We followed up with 50 companies without
any female representation on the board.
Our engagement provoked actions
from a number of companies, including
Switzerland-based online pharmacy Zur Rose
Group. It acknowledged our initial letter
before updating us on its search to add a
female director. On 18 March 2021, Zur Rose
Group announced a female candidate for a
director position.

At its recent investor day, Givaudan laid
out its commitment to ESG issues. As a
specialty materials company, Givaudan has
a small carbon footprint, so its ESG targets
are focused on the more difficult area of
emissions reduction: Scope 3 emissions.
These emissions are the result of activities
not controlled by the organisation but
indirectly impact its value chain. Givaudan
aims to reduce Scope 3 emissions by 20% by
2030 and 50% by 2040.1 By 20501, Givaudan
aims to become ‘climate positive’, which
mean removing more greenhouse gases
from the atmosphere than it emits.
Together with its high quality corporate
governance structure - separate CEO and
chair roles, ethnically diverse board and
performance-based compensation - the
company is aligned with its shareholders and
is looking to capture durable future growth
through a sustainability lens.

Vehicle-agnostic, this information has been provided solely for illustrative purposes. This
information is not an offer, or a solicitation of an offer, or a recommendation to buy or sell
any security or instrument listed herein. Statements attributed to an individual represent
the opinions of that individual as of the date published and do not necessarily reflect the
opinions of Capital Group or its affiliates. The information provided is not intended to be
comprehensive or to provide advice.

The excerpt above from our Q3 2021 report illustrates the information we
communicate in these reports.

1

Source: Givaudan 2020 integrated annual report
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How we seek clients’ views on our stewardship activities
Our clients’ articulation of their stewardship expectations is of paramount
importance to us, and expectations are advancing in all of our geographies
every year. Client demands are most sophisticated in the institutional market
outside of the US. Here, we rely on our Client Directors and Investment
Directors who meet with clients to get specific feedback. Feedback is then
included in subsequent activities. We believe this is the best approach to
ensure we understand the needs of our clients. This is a primary reason for
our continued maintenance of our UK Stewardship Code signatory status, for
example, which is in direct response to expectations from our institutional client
base. In other markets we have built reports for clients in response to their local
stewardship reporting needs.
During the year, we conducted our first ever ESG Global Study, designed to
gather client views and ameliorate our ongoing efforts. The following was the
split of investors who participated in our survey:

Type of organisation

Institutional investors
48%

Pension fund
25%

Insurance company
Family office

12%

Wholesale investors

Type of organisation
Independent advisory /
Individual wealth manager

40%

DFM/Turnkey asset
management provider

15%
13%

Private banks / Bank trusts

DC fund

5%

11%

Investment division 
of insurance

Foundation

4%

10%

Fund of funds

Soveriegn wealth fund

3%

5%

Registered investment
advisor

Endowment

3%

5%

Wirehouse broker / dealer

Responses may not total 100% because N/A option is not included.
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The ESG Global Study illustrated our clients’ preferred methods of ESG integration:
Global

Type of organisation

46%

Have regular meetings with senior execs/boardmembers at
investee companies

46%

Collective engagement/collaboratingwith other investors on
specific issues

45%

Exercising voting rights / proxy voting

45%

Monitoring/reporting to assess outcomes and progress
25%

Divestment / threat of divestment

23%

Raise issues publicly / inform the press

12%

Attending annual general meetings

11%

Filing/co-filing shareholder resolutions

11%

Writing letters to company boards
Multiple answers allowed

Regional (%)
37

56
45
45
46
46
47
44
45
48
55
39
24
20
29
25
21
24

10
7
15
18
9
10
10
12
10

North America
Asia-Pacific
Europe
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The ESG Client Study also set out the biggest barriers to ESG integration currently:
Global

Type of organisation

49%

Lack of robust ESG data

49%

Concern about performance / sacrificing returns
27%

Lack of suitable products/strategies

25%

The industry’s focus on short-term investment horizons

24%

Complex/confusing regulatory landscape

24%

Lack of internal resources/expertise

22%

Concerns over greenwashing

20%

Cost concerns

18%

Low client/member demand for ESG

17%

Lack of diversification

13%

Concerns ESG could breach our fiduciary duty

12%

Lack of buy-in/support from our organisation’s C-suite/board
Respondents identified their top three barriers.

Regional (%)

27
31
24
24
25
25
18
24
27
23
23
25
20
17
26
15
21
22
24
19
15
15
12
21
18
16
10
8
15
11

53
45
49
55
51
45

North America
Asia-Pacific
Europe
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This is discussed in more detail under the ‘2021 Outcomes’ section for this
Principle.

How assets have been managed in line with clients’
stewardship and investment policies
We review all client investment requirements before agreeing to manage client
assets. This review will consider stewardship and investment policies where
these are provided. Our aim is to ensure that we can meet all of the client
requirements before we consider managing their assets. Any potential lack of
alignment will be reviewed by our Legal Team. If we are unable to align with
asset owner policies, we will discuss with the asset owner before agreeing to
manage their assets.
Here again, we use direct feedback to ensure that our reporting on stewardship
activities is fit for purpose. This helps us to ensure that our stewardship activities
are meeting fast-changing client expectations.
Due diligence questionnaires (DDQ) and requests for information (RFI) appear
to be effective in cross checking that our methods of evaluating client needs
are effective. We are able to answer these questions with existing materials.
Where we do not have existing material, we work with our internal teams across
the organisation to help deliver on client expectations.
Feedback from this outreach and other avenues had a direct impact on how
we shape our stewardship activity throughout the year, including influencing
the development of our proxy voting guidelines for the APAC region – this is
discussed further in Principle 12.

2021 Outcomes
ESG Global Study: A key tool in understanding our clients’ views on
stewardship activities during the year was our ESG Global Study. The
study gathered the views of 1,040 global investors on ESG investing
via an extensive online survey conducted by CoreData Research during
June 2021. The sample included 520 global institutional investors
(pension funds, family offices, insurance companies, sovereign wealth
funds, endowments, and foundations) and 520 global wholesale
investors (funds of funds, discretionary fund managers, private
banks, wirehouse broker/dealers, registered investment advisors,
independent advisories and investment divisions of insurance).
Investors were located in Europe (52%), the Asia-Pacific (29%) and
North America (19%). The sample included both ESG users/adopters
(84%) and ESG non-users/non-adopters (16%).
The Study found that global investors strongly prefer an active approach
to ESG. Three quarters use active funds to integrate ESG factors — more
than double the proportion using passive funds and trackers.
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Rather than investing in funds that merely screen out unethical sectors,
investors want managers to identify and manage ESG risks and
opportunities through bottom-up security selection and fundamental
analysis. These findings are strongly aligned with Capital Group’s
fundamental approach of embedding ESG and stewardship at every
level of the research process, and help reaffirm our commitment to the
service we offer to clients. We expand more on our ESG integration
approach in Principle 7 below.
Further underlining the preference for active management, nearly
half of investors point to exercising voting rights and having regular
meetings with senior executives at companies as key engagement
tools. Investors appear to be looking for a holistic approach to ESG that
encompasses all stages of the investment process.
The importance attached to qualitative analysis reflects a need for
better ESG data and information. Investors point to a lack of robust
data as a top barrier to greater ESG adoption. Issues with the quality
and consistency of data pose particular problems throughout the
investment journey. Investors say the uncertainty around the reliability
of ESG scores is the greatest hurdle when incorporating ESG data,
ratings and research. And one-fifth of respondents identify lack
of consistency among different rating provider scores as the top
implementation challenge.
This is precisely why active management is so important. The problems
created by a lack of consistent and accessible data can be addressed
through an active approach with an emphasis on proprietary research.
This approach goes well beyond scoring systems to focus on
fundamental analysis and rigorous risk management.
Data can also be the key to unlocking greater opportunities for ESGfocused investing. Asset managers, again, can play a decisive role in
this respect. Nearly half of investors say greater transparency in ESG
fund reporting frameworks and data availability would most encourage
them to increase their ESG focus.
Investors believe the most important element of fund sustainability
reporting is a clear explanation of the role that ESG plays in the
investment process. The second most important item they look for is
information on specific E, S, and G factors — and nearly half their focus
is allocated to environmental issues.
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More transparent fund reporting is seen as an effective tool in
addressing greenwashing, which refers to when companies use
superficial or insincere tactics to show concern for the environment.
The challenge is sizeable — almost six in 10 global investors think
greenwashing is prevalent within the asset management industry.
Concerns are more pronounced among ESG sceptics, indicating that
worries over greenwashing could be strong barriers to wider ESG
adoption.
Investors think regulation can help stem the tide of greenwashing.
Nearly one in two say setting minimum regulatory standards for
investment products and services would help tackle greenwashing.
But global investors are looking for a common set of global rules and
standards to replace the current disjointed regulatory framework.
Nearly half (45%) of investors think harmonising global standards,
taxonomies and metrics should be the top ESG priority for national
regulatory frameworks.
These findings are strongly aligned with Capital Group’s fundamental
approach of embedding ESG and stewardship at every level of the
research process and help reaffirm our commitment to the service we
offer to clients. We expand more on our ESG integration approach in
Principle 7 below.
The full text of our Study can be found here.
Stewardship Reporting: Alongside our full Report responding to the
UK Stewardship Code, we published a more compact version of the
Report for client consumption, highlighting some of the most important
elements of our reporting and tailored to meet client needs in different
markets. The abridged Stewardship Report can be found here.
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Principle 07
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Principle 07
Signatories systematically integrate
stewardship and investment,
including material environmental,
social and governance issues,
and climate change, to fulfil their
responsibilities.

Capital Group is deeply committed to systematically integrating ESG into how
we invest and how we run our own firm. It is a journey we have begun that will
grow to include associates from virtually every part of our organization. We
are backing up our commitment with significant investments. As we learn, we
will continue to refine and innovate just as we have with our broader, larger
investment process, The Capital SystemSM. It is our view that an increased focus
on ESG plays to our strengths as an organization that has always emphasized
responsible stewardship of the money that investors entrust to us. This is
supported by our findings from our ESG Global Study, which found that 65%
of our institutional investors and 68% of our wholesale investors chose ESG
integration as their preferred method of ESG implementation.
Evaluating ESG risks and opportunities is deeply rooted in our investment
process through three tightly integrated components:

Investment
frameworks

Sector specialists identify
the most important ESG
issues to consider.

Investments are
repeatedly reviewed,
and the continuous
cycle deepens our
knowledge.

Monitoring
process

Multilayered monitoring
identiﬁes issues that prompt
analysts to dig deeper
and provide insight.

Engagement &
Proxy voting
Engagement and proxy
voting enable us to
inﬂuence ESG practices.

Investment frameworks: Our equity and fixed income investment analysts
have developed more than 30 sector-specific, proprietary ESG investment
frameworks. These frameworks help our investment professionals analyze
the most material ESG issues that could affect their investment thesis. The
frameworks cover most instruments in which we invest and are continuously
refreshed, based on the learnings we achieve through our other two ESG
integration components. As discussed under Principle 2, these frameworks are
housed on our proprietary ESG platform Ethos.
The frameworks are refreshed annually during cross-unit sector meetings,
hosted by the ESG Sector Lead (Investment Group analyst), and supported by
the ESG analyst for that sector. The research process uses a broad spectrum
of resources, including expert ESG networks and specialist ESG raw data
providers. During an annual refresh, analysts consider a number of factors
to draw out new, intensifying, or even diminishing risks (and opportunities).
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Examples of sources include: SASB frameworks, NGO reports, our own
thematic ESG research, ESG-related shareholder proposals, and industry
bodies. No single source dominates; rather the discussion is wide-reaching and
balanced, with the aim of bringing together views from within Capital, and not
rely on third parties.
Monitoring process: The ESG team applies a monitoring process to all of our
equity and corporate bond holdings, as well as sovereign bond and structured
issuers where data is available. We use third-party ESG data from a range of
providers, which among other things, capture violation of international norms,
and offer effective calibration. Issuers held in the portfolio are systematically
monitored for material ESG issues. Issuers which fail our thresholds are
surfaced for investment analyst’ views on whether the issues are material, how
they are considered in investment recommendations, and our engagements
with management on the topic. Monitoring flags are also reviewed by ESG
analysts to identify cases where enhanced engagement or escalation may be
helpful. If there are outstanding concerns, the Issuer Oversight Committee
(IOC), referenced under Principle 2, provides an additional layer of review.
The IOC adds an additional layer of review to our monitoring process and
provides a forum for systematic review of significant ESG controversies that
may affect portfolio holdings. This includes companies which are flagged for
violations of international norms (e.g. UNGC, OECD), certain controversial
revenue areas, or CG associate concerns. The Committee is comprised of
senior Principal Investment Officers from each of Capital’s four investment
units, as well as representatives from ESG, Distribution, and Legal. It meets
regularly to review Capital Group’s current and potential exposure to flagged
companies, as well as to broader emerging ESG risks. The Committee makes
firm-wide eligibility (or ineligibility) determinations for each issuer it reviews;
it also recommends companies for intensive engagement where appropriate.
This process is continually refined with learnings from our other two pillars.
Engagement & proxy voting: We believe dialogue, ongoing engagement
and proxy voting are stronger tools than exclusion when it comes to
achieving sustainable long-term results. This activity is led by our investment
professionals who document, discuss and measure progress toward agreedupon goals. We do not outsource our proxy voting; we determine our own
votes and, as a principle, seek to vote in all regular shareholder meetings
where we are not otherwise restricted. We use external proxy research
agencies as a raw data source, and every proxy where we are eligible to vote
is analyzed by the GSE team and the investment group – further detail on our
process is provided under Principle 12. As an active investment manager, we
tend to invest in organizations whose management we support, but we will
vote against management if we feel it is in the best long-term interests of our
investors. Ultimately, we will divest if we believe engagement is not producing
the positive outcomes necessary to create and sustain long-term value.
Please note that integration does not differ across asset classes or geographies.
Whether equity or fixed income, we follow the process outlined above
although we can’t vote on fixed income investments.
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Fixed income specific approach:
Our monitoring process helps us identify issuers that may present higher ESG
risks and might merit additional scrutiny. In our experience, ESG issues as they
relate to sovereign bonds are relevant for country analysis and can affect our
evaluation of the risk premium for sovereign bonds, particularly in emerging
markets. A true understanding of the ESG-related risk does not necessarily
mean we will not invest in a particular country, but it helps us price the risk
accordingly.
• We draw on three external data sources:
o

Environmental: The Notre Dame Climate Adaptation Initiative

o

Social: UN Human Development Index

o

Governance: World Bank’s Worldwide Governance Indicators

We develop quantitative scores for each sovereign issuer in our investable
universe using raw data from these scores. Indicators measure ESG issues such
as climate preparedness (E), life expectancy (S) and civil and political freedoms
(G). Issuers are evaluated on
(1)	a gross national income-relative basis, to better understand how well
a country manages ESG risk relative to their wealth and available
resources, and
(2) an absolute basis.
Issuers with the lowest scores in both categories are flagged for additional
analyst review.
For structured products, we leverage Fitch Ratings’ ESG Relevance scores;
issues which are rated a 4 or 5 by Fitch (with 5 indicating that specific ESG
issues are the most credit-relevant) are flagged for review and further diligence
by Capital Group structured analysts. Examples of issues that may be flagged
include greenhouse gas emissions and air quality, labor relations and practices,
and the rule of law, as well as institutional and regulatory quality in the issuer’s
jurisdiction.
Members of our compliance, risk management and internal audit staff conduct
periodic assessments on the design and operating effectiveness of the
firm’s ESG activities and key controls. This includes compliance with internal
processes and procedures as well as with the regulatory landscape in the
jurisdictions in which we operate.

Issues we prioritised in 2021
Diversity at board level was an area of focus for Capital Group in 2021. This
includes all elements of diversity, such as gender, ethnicity and skills. At Capital,
we believe that the diversity of our workforce in all areas is strength which is
fundamental to our business and seek to engage with our portfolio companies
along a similar line.
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Case study: Board Diversity Thematic Engagement
During 2021 we have engaged extensively on the theme of diversity.
Capital Group has always believed that diverse perspectives lead to
better investment outcomes, a view which has shaped our investment
philosophy. Building a diverse and inclusive culture leads to better
ideas, better business solutions, and better opportunities to attract
and retain talent. While we are on our own journey to continually
improve our internal diversity and racial equity, it is consistent with our
fiduciary duty as shareholders to understand companies’ approaches
to diversity, equity and inclusion, and engage with them on the topic
where there is an opportunity for improvement.
In 2020 we conducted proprietary research into DE&I disclosures and
standards around the world. Our research led to updates to our ESG
policy, and an opportunity to communicate and influence companies in
which we invest.
Capital Group vice chairman and president Rob Lovelace wrote to
1500 companies to outline our expectation that the companies we
invest in have a clearly articulated DE&I policy and gender diversity on
their boards. The letter explained that our proxy voting decisions would
also reflect this policy. The letter was sent to all companies in which
we were invested in USA, Canada, Japan, Australia, New Zealand and
developed markets in Europe.
We subsequently escalated our engagement with approximately fifty
companies which did not have any board gender diversity. We did
this through direct engagement meetings by our Investment Analysts
and ESG Analysts to explain our policy to vote against directors at
companies which do not have board gender diversity or a plan to
achieve this.
We have been encouraged to see progress from a number of
companies on this aspect. Thirteen companies with which we escalated
engagement have since appointed at least one female director, and a
further twelve assured us that a search was underway to address the
lack of board gender diversity.
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Climate and ESG risks at our holdings remained a focus, and we sought to
utilize the review framework outlined above to help monitor and manage our
holdings.

Case study: Active Monitoring & Climate Risk
As part of our stewardship approach, our investment frameworks
complement information from our monitoring process to inform our
engagements. This was evidenced throughout the year at JBS, a
Brazilian food company.
Deforestation is a material ESG risk identified by our analysts within our
investment framework for the food sector.
JBS’ activity in the beef industry is a driver of deforestation in
the Amazon and global warming. As a result of these issues, we
increased both the frequency and the breadth of our interactions with
management. Focusing on:
•	Reinforcing to management that robust environmental policies are
material to the long-term sustainability of the business; and
•	Risk of real business impact is rising as customers, end consumers,
media and governments increasingly focus on deforestation as a
driver of climate change
We engage beyond company management to inform our assessment
of this risk - our ESG team and investment analyst met with FAIRR, an
NGO focused specifically on ESG risks in the livestock sector, to better
understand how JBS’s practices compare to its EM peers.
JBS has dedicated company resources committed to 100% supply
chain traceability and zero Amazon deforestation, and we continue to
monitor the issue.
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How information gathered through stewardship has informed
investment decisions
Our investment analysts are central to our engagement with issuers, which
ensures that the dialogue contributes to our investment views. Our analysts
will meet with company management often several times before making a
recommendation to invest client assets with that company. Engagement is an
important part of our diligence in monitoring leadership of businesses in which
our clients are invested. Ultimately, we will divest if we believe engagement is
not producing the outcomes necessary to create and sustain long-term value,
or we may choose to avoid investing in a company altogether if we believe that
the risks of the investment outweigh the benefits for our clients.

Case study: Fixed Income engagement and avoidance
The combination of internal analyst expertise and proactive company
engagement is a fundamental strength of Capital Group, and allows
us to deliver on stewardship priorities that help safeguard our clients’
interests. This was evidenced in our decision not to invest in an assetbacked security (ABS) issuance for aircraft debt during the year.
Our analyst engaged in a plane-by-plane discussion to talk through the
outlook, risks, lessee quality, lease terms, and plane collateral quality
of every single plane with the issuer. The analyst views it as important
to understand every plane, and also to make it clear to the issuer
and bankers that we are looking closely at every single plane, when
Capital decide to invest in these bonds. During the analyst’s review of
the offering memorandum, the analyst noted a highlighted risk with
a particular end user of one of the aircraft, which was not mentioned
during live discussions.
The plane type specified in the memorandum was allegedly used
by a country’s government (through the country’s domestic airline
which leased the plane) to transport military weapons for use in a civil
war. This was flagged as a potential violation of international law of
international law and has attracted scrutiny from other countries and
international bodies.
The analyst considered that the issuer and the bank had opportunities
to bring this to the analyst’s attention as an FYI, and to present their
views on the matter and why they were still including it in the trust. This
did not happen, and as a result, the analyst chose not to participate in
the issuance. The analyst’s own heightened due diligence, combined
with a proactive and rigorous engagement approach, helped minimise
risk and exposure for our clients.
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Case study: Equity avoidance
For our investment analysts, due diligence of a prospective IPO
encompasses a variety of elements, including company fundamentals,
macro analysis and qualitative judgement. Corporate governance
assessments play a significant role in this work, and can often be
significant enough to dissuade a potential investment. This was the
case during the year regarding a technology company IPO that we
declined to partake in.
When conducting the due diligence work, our analysts raised concerns
about the business’ prospects and product differentiation. However,
perhaps the largest concerns centred on the company’ s poor
employee feedback and corporate governance concerns relating to a
significant shareholder. Employee reviews on Glassdoor consistently
raised issues regarding overt discrimination, poor management and
high staff churn, which our analysts followed up on through their own
channels. In addition, the overhang created through the association
with the significant shareholders was considered to be a highly
important factor.
Ultimately, our analysts recommended that we pass on the IPO. Our
analysts noted that, while there may have been short term gains to be
made by trading the company’s stock, such an approach would not be
aligned with Capital Group’s philosophy of investing for the long-term.
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Case study: Equity divestment
A significant part of our investment process revolves around revising
our investment convictions in light of new information and events.
Reducing or even divesting from holdings with low conviction
is considered just as important as investing in higher conviction
companies. Stewardship activities form a vital part of informing these
decisions, as was evinced by our decision to divest from a UK company
during the year.
We had previously participated in the Company’s IPO as shareholders,
with our investment analyst deciding to monitor some governance
related flags throughout the course of investing. Highlighted
governance flags included a limited free float, minority shareholder
dilution at the time of IPO and concerns around the management
team’s approach. Our analyst’s rationale was that partnering with the
management team as shareholders could help steer the company
towards better corporate governance practices.
Unfortunately, during the course of our investment, the company failed
to improve its corporate governance practices, which exacerbated
some of the issues that the company faced during the course of our
investment. Our analyst took the decision during the year to divest
from the company, citing governance issues and changes to the
company’s fundamentals as reasons for selling out. The combination
of financial analysis and qualitative assessments for our investments is
a key part of our investment process, and when there are changes to
these elements, we take the necessary steps to safeguard our clients’
investments.
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Our use of service providers
Please note that we only use service providers as one of many research
sources, or to aid our execution of proxy votes. We discuss in Principle 8 how
we interact with these service providers, including a breakdown of which
service providers are used for what purpose, and how we hold them to
account if expectations are not met.

2021 Outcomes
In 2021 we built on the foundation we laid for each of the three elements of
our ESG approach. Our ESG focus areas in 2021 include the following:
•	
Investment frameworks: We continued to refine our sector-specific
investment frameworks, developed by our equity and fixed income
investment analysts to crystallize our view on material ESG issues,
relationships to our investment theses, metrics, and engagement priorities.
We also started producing innovative ESG thematic research to enhance
our investment process. For example, we have been able to produce
internal and external content based on our US healthcare framework –
more information can be found here.

In line with this, during the year we completed our framework refresh
process, with over 100 of our investment group analysts involved.
Topics for debate at refresh meetings have included: measuring Scope
3 carbon emissions, the physical risks of climate change, whether and
how data privacy can measured, and whether diversity & inclusion is
material for banks.
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•	
Monitoring process: Following the expansion of the monitoring process to
cover the majority of issuers (across equities, corporate bonds, sovereign
bonds and structured products), in 2022 we will be adding additional
datasets to this process.

An example of our monitoring process in action took place during
the year at Royal Dutch Shell. The company was flagged by our
ESG Monitoring process for maintenance of its pipelines in Nigeria,
resulting in decades of oil spills and related litigation. We began
engaging on the issue in fall 2020 and throughout 2021 to understand
the company’s perspectives and what actions they were taking to
mitigate environmental damage and related legal risks. Because
of potential violations of the UN Global Compact related to gross
environmental damage, RDS was flagged for review by the Issuer
Oversight Committee, which recommended ongoing engagement to
promote progress in strengthening management of spills in Nigeria.
After multiple engagements, the company shared that they have
strengthened surveillance and monitoring of pipelines in the region
and ramped up remediation efforts to the local community. Spills in the
region are now at decade lows.

•	
Engagement and proxy voting: We further enhanced our engagement
process by establishing goals and milestones, holding challenging
dialogues to improve issuer results and disclosure, and monitoring
the results of engagement. We are also engaging on 1-2 themes every
year, which have broad applicability across sectors, to share our ESG
perspective with issuers, typically through letters to issuer management on
a large scale. The development of our proprietary ESG Tracker, referenced
in Principles 2 and 9, helped further formalize this process, and track our
progress more systematically.
	For proxy voting, we updated our voting guidelines and streamlined
our processes, to allow us to focus more time on the most contentious
voting issues, and expanded our team of governance and stewardship
specialists. This will equip us to provide increased transparency to clients
and stakeholders on proxy voting record and rationales. We conducted
training for our investors on material proxy issues. More information about
this is disclosed under Principle 12.
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Principle 08
Signatories monitor and hold to
account managers and/or service
providers.

A list of service providers we utilise, their relevant products and the length of
our relationship with them is below:

Provider

Product

Description/purpose

(Sub-) asset class

Date started

Glass Lewis

Proxy research

Governance and proxy
research

Equities, corporates

2005

ISS Governance

Governance and proxy
research

Equities, corporates

2012

ISS ESG

Norms-based research, cluster
munitions research, climate
impact reporting

Equities, corporates

2018, ~2010,
2017

MSCI ESG Ratings and raw
data

ESG research

Equities, corporates

2018

MSCI UN Global Compact
violators

Norms-based screening
research

Equities, corporates

2018

MSCI Business Involvement
Screening Research (BISR)

SRI screening analysis

Equities, corporates

>10 years9

Sustainalytics

ESG Risk Rating

ESG research

Equities, corporates

2020

Bloomberg

ESG Fundamental Company
Data

ESG research

Equities, corporates

2021

Refinitiv

ESG Fundamental Company
Data

ESG research

Equities, corporates

2021

Just Capital

JUST Annual Rankings

ESG research

Equities, corporates

2021

TruValue Labs

TruValue Spotlight

ESG research

Equities, corporates

2021

Notre Dame

Climate Adaptation Index

ESG research

Sovereign bonds

2020

United Nations
Development
Programme

Human Development Index

ESG research

Sovereign bonds

2020

World Bank

Worldwide Governance
Indicators

ESG research

Sovereign bonds

2020

Fitch

Fitch Ratings ESG Relevance
Scores

ESG research

Structured products

2020

Broker ESG research

All

-

ISS

MSCI

Multiple brokers
9

Prior to 2008, we used KLD for SRI screening analysis – KLD was acquired by RiskMetrics in 2009, RiskMetrics was acquired by MSCI in 2010.
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We have dedicated teams responsible for liaising with our ESG data providers.
The Market Data Information Services (MDIS) team manages and supports
externally sourced products and services that provide market data content and
tools used in the process of researching, analyzing, planning, executing and
measuring the success of our investment strategies as well as managing the
business. In addition, the Vendor Risk Assessment Program (VRAP) assesses
relevant risks related to information security, business continuity, general
computer controls, governance, and compliance. VRAP assessments may
include internal and external questionnaires, reviews of service auditor reports,
and/or site visits.

Where we have held providers to account
We periodically review the quality of the service-provider organisations’
performance and conduct ongoing monitoring and due diligence activities
commensurate with the significance of the services offered. For example,
we meet with ISS, who help facilitate the delivery of our proxy votes, on a
monthly basis, to discuss how the process has been operated over the month
and raise any issues we may have had with the provision of their service.
This regular contact helps us determine whether ISS’s ability, capacity and
authorization meets or indeed exceeds our standards established in the service
level agreement. In instances where we feel that the service has not met our
standards, such as untimely delivery of proxy votes or insufficient provision of
third-party research, we use our monthly meetings to make our position clear
to the provider. An example of actions we have taken during the year with
other providers is shown below.
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2021 Outcomes
We have recently been working with MSCI on their carbon data for
companies, including 10+ year history for Scope 1, Scope 2 absolute
emissions and Weighted Average Carbon Intensity. During our analysis
of historical data for absolute emissions, we found a few discrepancies
between MSCI’s dataset and issuer reported data. We reached out to
MSCI on these elements and provided them specific examples where
those irregularities were observed, so that they could provide us more
details on their sourcing and cleaning of data. After the explanation,
we were able to identify the issues, which related to CDP-reported
numbers and instances where the issuer only corrected their numbers
after MSCI’s reporting cycle was finished. This dialogue helped us
establish a further protocol on how vendors can provide us more
information by adding flags for data which is not quality checked on
their end.
During the year, we also conducted a data provider assessment for
Scope 3 emissions data, as part of our response to the EU’s Sustainable
Finance Disclosure Regulation (SFDR). As part of this assessment, we
considered various factors, including data coverage, methodology,
modelling limitations and data sources. Following the conclusion of
our assessment, we elected to partner with Sustainalytics for Scope 3
emissions data. We will continue to engage with them throughout the
course of our partnership to ensure they meet our needs as a service
provider.
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Principle 09
Signatories engage with issuers to
maintain or enhance the value of
assets.

We are committed to providing better outcomes for our investors and
engage regularly with companies and issuers in which we invest. We do this
to minimize risks to our investments and encourage the responsible allocation
and management of capital, as well as to gain a better understanding of
management teams and their values, strategy, and stance on key issues.
Where necessary, we advocate for change to protect and enhance the value of
investments for which we are responsible.
Our intensive research and our long-term average holding periods naturally
lead our analysts to develop constructive and enduring relationships with
companies and issuers. In line with this, it is our preference to engage with
companies directly, leveraging these relationships and our market position as
a major shareholder to try and influence positive outcomes. Our approach is
made more powerful by the fact that our engagement and proxy voting is led
by our investment professionals, giving consistent messages to companies on
areas where we want to see progress. We believe our detailed, hands-on, caseby-case approach to engagement serves an especially important role today,
when a growing portion of the investment vehicles in our industry are designed
to take human judgement out of the equation.
In 2021, we conducted engagements with over 500 companies specifically on
ESG topics. This is in addition to the over 20,000 meetings held by investment
professionals as part of the fundamental investment research.

Engagement Selection Process:
For inbound engagement requests we consider a variety of criteria, including
(but not limited to) the following:
•	Our assessment of the company’s ESG performance and exposures. This will
include an assessment against peers with a focus on laggards
•	Accepting all C-suite email requests
• The size of our holding
• If we have voted against management practices in the past.
Using these assessments, the team develop objectives for each engagement
and prioritise workflow accordingly. Sample objectives we determined during
the year include:
•	Understand exposure to regulatory risk regarding human rights in supply
chains
• Discuss governance topics before Annual General Meeting
• Learn more about the company's commitment to net zero targets
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We document the goals we discuss with management teams and measure
progress toward those goals. The ESG team tracks our engagement activity,
with clear records detailing the purpose of the meeting, topics discussed, and
outcomes are recorded. The team uses the detailed records to focus future
engagements and monitor company progress. This is discussed further under
the ‘2021 Outcomes’ section for this Principle.
The pyramid below describes our categorisation of engagements, our
methods, and the extent to which they have been used:

Holistic
Issue speciﬁc
Relationship building
Thematic

Our most focused engagements are our holistic ones. These cover how an
issuer is performing based our research framework, overlaid with a datadriven assessment of ESG performance across multiple factors. Preparation
time is typically at least 20 hours, based on a variety of data sources and close
partnership with the covering investment analyst. We prioritize situations where
Capital has significant exposure, and the potential impact is high. Objectives
span both information gathering and significant requests for change and are
tracked over time.
Our second priority is focused conversations about select ESG challenges
facing an issuer. Target issuers are identified through the ESG monitoring
process, by the Issuer Oversight Committee (IOC) and from requests by
investment analysts / portfolio managers, and holistic engagement follow up.
In addition, fixed income and small cap issuers will typically be covered here
and we will also target companies to understand best-in-class performance.
Engagements that are a result of the IOC process will be specific and typically
include time bound requests for change.
Engagements with a broader focus include our relationship building
engagements where we share our approach to issues such as compensation,
ESG materiality or diversity. These engagements are naturally less resource
intensive as they draw on our existing materials and are largely in response to
our investee companies’ outreach.
Finally, our thematic engagement allows us to share a broadly applicable
ESG perspective with issuers on a wider scale, typically through outreach to
companies via letters. An example of this kind of engagement can be found in
our ‘Board Diversity Thematic Engagement’ found in Principle 7 above.
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Case study: Canadian financial services company
We recognise that effective ESG engagement can vary from company
to company and industry to industry. This is illustrated by our
engagement with TMX, the Canadian financial services company
which operates the Toronto Stock Exchange amongst other exchanges.
TMX holds significant influence in an industrialised economy not just
through its operations, but as a sustainability standards setter within
that market.
We met with the company on two occasions over 2021 to provide
feedback on where we wished to see their ESG disclosures improve.
On one occasion, in line with our broader engagement campaign to
improve diversity reporting, we pushed for future reporting to provide
statistics on their workforce beyond gender statistics. The Company
completed its first diversity self-identification survey during 2020 and
we pushed for the results of be published and for representation
targets to be established. We saw several improvements on this in
2020, as the company expanded the information provided to investors
with racial diversity data provided for different geographical regions for
the first time.
We also met with them to help shape their inaugural TCFD report, for
which CG is a recognised endorser, emphasising that their potential
impact is not necessarily just their own operations, which as a relatively
light footprint, but rather their role in encouraging Canada to transition
to a low carbon economy. In 2021, we saw the Company publish its
inaugural TCFD report, providing investors with much greater insight
into the materiality of climate-related risks and opportunities to the
business. In particular, space in the report was devoted to metrics
and discussion in relation to their exposure to transition risks with the
Canadian economy, as well as opportunities from transition-focused
products and services.
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Case study: US Grocery Company engagement
We recognise that our role in the market as long-term, established
investors allows us the opportunity to proactively engage with
companies to help promote good governance practices. An example
of this can be found in our engagement with Grocery Outlet. After
operating for a number of years with private equity involvement,
the company went public in mid-2019. As is typical with early-stage
companies, Grocery Outlet’s governance profile contains a number
of protective measures, such as a classified board, supermajority vote
requirements, an evergreen provision in the equity plan, and a lack of
shareholder rights provisions (written consent, special meetings, proxy
access, etc.).
In early 2021, the company proactively reached out to the GSE team
in order to solicit our feedback on how to think about evolving their
governance structure. Both the CEO and the Independent Chair joined
the call (Capital Group was represented by members of the GSE team,
as well as one of the analysts covering the company).
During the engagement, the company noted that they understood
their current governance structure was not "best practice" and that
they were thinking of themselves as being on a 3-5 year "roadmap” to
make improvements. The GSE team suggested taking early steps such
as removing the supermajority vote requirements and declassifying
the board, as well as removing or sunsetting the evergreen provision,
and considering publishing EEO-1 data in line with Capital Group’s
expectations around DE&I. The GSE team is continuing to monitor
the outcomes of this engagement and hopes to see more formal
commitment to implement some of these changes over the coming year.
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Fixed Income Specific Considerations:
We take an active and rigorous approach to reviewing bond documents,
including indentures and credit agreements, both before investment and on
an ongoing basis. Our approach to indenture and covenant evaluation and
enforcement is multi-faceted. Our experienced investment team – both analysts
and portfolio managers – are our primary “line of defense” in document review
and covenant enforcement, with assistance from our internal Legal group.
Additionally, we utilize external inputs, consisting of both research services
focused on covenant analysis and external legal advisors that we engage on
a situation-specific basis, particularly where we can materially influence the
initial drafting of bond covenants or structure. Because we see an indenture as
the key document that defines creditor protections and governance rights, we
do seek changes to indenture covenants or bond structure at the time of new
issuance, when appropriate. To pursue these amendments, we will negotiate
with the underwriter or the company directly. In the event we are unable to
get a critical term in the indenture amended prior to new issue placement
(after which bondholders have no ability to seek amendments), we will forego
investment.
Companies also regularly seek indenture amendments from us as
bondholders. We again take an active role in evaluating these amendment
requests, often speaking directly with the company management to
understand the motivation and implications of the amendment. We will
again utilize external legal advisors to assist in negotiating and evaluating
amendments sought. When appropriate or necessary, we will participate
in “ad hoc” bondholder groups – assisted by outside counsel – to focus on
negotiating indenture amendments that address the company’s request but
continue to protect creditor interests and rights. Amendments sought by
the company also generally have attached compensation for creditors and
we evaluate the adequacy of the compensation offered in relation to the
magnitude and impact of the amendment sought, and will similarly negotiate
for a higher fee, when necessary or appropriate.
We see prospectus and transaction documents, and especially covenants, as
critical to the “G” of fixed income ESG, and approach document review and
enforcement with this in mind. As noted, we believe the indentures and related
documents are the most critical source for defining governance rights for bond
investors, and therefore take an active role as part of our overall investment
process, in reviewing and negotiating these documents. We also see active
enforcement of agreed indenture and covenant terms as a critical role we
play in bond investing, from an ESG perspective. In the event of covenant
disputes with the issuer, our first course of action in addressing the problem
is always to partner with management to resolve the issue. But, where this
doesn’t adequately protect our rights as bond investors, as outlined in the
indenture, we will participate in “ad hoc” bondholder groups – assisted by
outside counsel – to focus on covenant enforcement. When partnering with
other investors isn’t possible or appropriate, we will independently pursue
covenant enforcement, including through litigation where necessary, with the
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sole purpose of preserving the previously negotiated rights and protections
granted to bondholders.
In the event an issuer becomes distressed, we take an active role in negotiating
restructuring, in an attempt to avoid impairments. A thorough understanding
of creditor rights and protections, as defined in the indenture, and collateral
value and availability, is the first step to avoiding impairment. As with
amendments, in the event of threatened impairment, we will often retain
external counsel to assist, and form or participate in an ad hoc bondholder
group. Indenture enforcement, which is often necessary in the event of distress,
often requires scale – to build a voting block, direct the trustee, etc. – which
makes working with, and often leading, a group of bondholders necessary in
some situations, as we look to protect value for bondholders. We will then work
with management and their external advisors, to craft restructuring plans that
afford the best possible recoveries for the bond position. This can often be a
multi-month or year process but we assess the expected return/recovery on the
bonds, against the current market price of the securities, to determine whether
to stay actively engaged in the restructuring process or exit the position.

Case study: Fixed Income engagement and monitoring
As described above, our fixed income process leads to a differentiated
approach to engagement, monitoring and investment frameworks
from our listed equity process. A key element for fixed income, in
particular sovereign bonds, is the use of monitoring to flag countries and
bonds with both risks and opportunities. This was evident during our
assessment of a country in Sub-Saharan Africa during the year.
The country has traditionally had low scores across multiple governance
indicators, including government effectiveness, rule of law and control of
corruption. The country was flagged for monitoring and escalated to an
investment analyst for review.
The analyst found evidence of governance improvements to mitigate
the risks. Examples included a strong anti-corruption drive, with multiple
high-ranking, well-connected officials and family members of the former
presidency incarcerated or under prosecution, the government clawing
back previously embezzled funds, and the government privatizing stateowned enterprises, potentially reducing the scope for corruption and
patronage.
Any subsequent investment decisions would depend on continued
evidence of governance improvement, which we continue to monitor.
A primary reason for this is that our analyst determined that a risk
premium to other comparable sovereign investment opportunities is
demanded as part of an investment decision. This continued monitoring
and engagement on a macro and micro basis is a prime example of how
we believe our approach benefits our fixed income clients.
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2021 Outcomes
Throughout the year, the ESG team sought to revamp our engagement
tracking approach internally, culminating in the development and
deployment of a centralised ESG Tracker which enables all team
members to store relevant information in a location that can be easily
accessed by anyone who requires it. This has helped us to streamline
data capture and will be used year-on-year to help inform several
elements of our stewardship practice, including proactive engagement
campaigns and subsequent proxy voting. During 2021, we were able
to record 965 unique engagements with companies (724 in 2020),
with engagements on social and environmental issues in 2021 almost
double the number in 2020.
In addition to this, the GSE team adopted a proactive engagement
strategy following the conclusion of the AGM season in several
geographies such as EMEA and Japan. Utilising previous vote
decisions and supporting rationale, the team conducted a post-AGM
outreach campaign with companies where Capital Group had voted
against management for a variety of reasons, including director
elections, dividend pay-outs and concerns around remuneration
practices. This work leveraged the records kept by the ESG Tracker
and the GSE team’s own input to help maintain an open dialogue with
these companies, and to help further expand the GSE team’s network
in their domestic markets.

Engagements by Category 2020 vs. 2021
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Engagements by Region, 2021
Americas

EMEA

APAC

35%
47%

18%

Our top 5 engagement topics for the year, by frequency, were:
• Shareholder Rights
• Board composition and leadership
• AGM-related matters
• Executive compensation
• Climate change
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Principle 10
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Principle 10
Signatories, where necessary,
participate in collaborative
engagement to influence issuers.

We prefer to engage with issuers directly. Given our size, fundamental
research-based approach to investing and global footprint, we find that
constructive engagement is most effective when we tackle key issues with
companies and their boards candidly and without intermediaries.
However, we do collaborate with other asset managers through our industry
memberships on initiatives to improve the framework universally for investors.
For example, the UK Investor Forum – which we are founding members of
– helps collective engagement. Through such organisations, we can have a
collective impact in certain situations where we believe this will achieve better
outcomes for our clients.

2021 Outcomes:
We recognise our presence in global markets affords us the opportunity to
help mitigate on a variety of market-wide risks, and to leverage our relative
expertise to advise relevant bodies on how to work alongside investors to
deliver beneficial outcomes for all stakeholders. In line with our evolving
process and positioning in the market, during the year, we engaged in several
collective engagement efforts such as those detailed below, which centred on
promoting better market standards and practices in the companies we invest
in. This is aligned with the approach detailed in Principle 4.

Case study: Collective Engagement Spotlight
We are connected to other shareholders and broader stakeholders
through various national, regional and global forums that facilitate
collective discussion.
One such initiative that we have been a part of is the Sustainable Markets
Initiative. The Sustainable Markets Initiative - launched by His Royal
Highness, The Prince of Wales, at The World Economic Forum 2020
Annual Meeting - is gathering of a global ‘coalition of the willing’ who
share the vision around the need to accelerate global progress towards
a sustainable future. We are members of the Sustainable Markets
Initiative’s (SMI) Asset Managers and Asset Owners Taskforce (AMAO) to
work on meaningful and actionable plans to help accelerate the world’s
transition to a sustainable future. The Asset Manager & Asset Owner
Task Force is a sub-group of the SMI formed of a group of CEO-level
executives from a number of the world's largest asset manager and
asset owners. It brings together senior leaders to develop and enable
solutions to help accelerate the transition to sustainable markets and
support the rapid decarbonisation required across the real economy.
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As members of AMAO Taskforce we have already published two
documents on transition to net zero within the shipping and banking
sector. These documents detail out challenges in transitioning to a net
zero economy and sets out our expectations from investee companies
within and complementary to these sectors in order to achieve
alignment with the goals of the Paris Agreement. The documents also
lay down a set of expectations for us as members of the Taskforce when
engaging with these companies.
The full list of Task Force members can be found here, and paper on the
shipping sector can be accessed here.

Case study: Working with the Hellenic Financial Stability
Fund
We recognise our presence in global markets affords us the opportunity
to help mitigate on a variety of market-wide risks, and to leverage our
relative expertise to advise relevant bodies on how to work alongside
investors in order to deliver beneficial outcomes for all stakeholders.
The HFSF is one of the largest investors in the Greek banking sector
and engaged with Capital Group in their capacity as a strategic advisor.
The objective was to assist the HFSF to enhance their dialogue with the
governance and stewardship teams of international investors invested
in the four systemically important Greek banks. The GSE team and
one of our investment analysts had an engagement with them on their
initiatives, which include scrutiny on independent director appointments
and a push for Greek banks to meet the corporate governance standard
of leading 'best practice' countries in Europe.
The HFSF articulated that while there may not be imminent risk to the
Greek banking system as a consequence of the banks’ governance,
there is a risk of there being limited progress or stagnation.
Capital Group were able to provide several points of feedback to the
HFSF, including thoughts on how to best manage the transition of
systemically important Greek banks towards a more global investor base,
and potential exit strategies for the HFSF that would help minimise their
shareholding. In addition, we were able to share our thoughts on steps
towards the ‘best practices’ that we consider some European companies
to have, such as majority independent boards and the presence of
a fully independent senior independent director on the board. The
engagement with the HFSF exemplified our belief in engage with
various stakeholders along the value chain to deliver the best possible
outcomes for our clients.
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Principle 11
Signatories, where necessary,
escalate stewardship activities to
influence issuers.

Our escalation strategy is tied into our investor-led approach to stewardship.
If direct engagement with management has failed and we wish to retain an
investment in the company concerned, we will consider whether any other
options are available to achieve a better outcome for our investors. This
action can take many forms, including holding additional meetings with
management specifically to discuss concerns, or raising the matter with nonexecutive directors or the company’s advisers. This may also include voting
against a resolution put to shareholders. We believe it is important to inform
management of the reasons behind any decision to vote against management
or abstain on a vote.
We will consider escalating a specific engagement when we observe a lack of
progress towards our stated objective, in line with our commitment to active
stewardship. Engagement on governance issues such as board composition,
dividend pay-outs or executive pay can be escalated by voting against specific
proposals at the shareholder meeting. Further escalation is possible by voting
against the election of members of the board. Other situations may require
different forms of escalation such as writing letters to the board, additional
meetings with non-executive directors, or seeking views of other stakeholders.
We will weigh the potential benefits of such action for our clients and consider
on a case-by-case basis whether escalation is likely to contribute towards our
objective and better outcomes.
Given the analyst-led nature of our processes, we are able to leverage their
assessment of issues to help determine which issues require escalation from
our usual approach. Our analysts will meet with company management often
several times before making a recommendation to invest client assets with
that company. Engagement is an important part of our diligence in monitoring
leadership of businesses in which our clients are invested. Ultimately, if we
believe engagement is not producing the outcomes necessary to create and
sustain long-term value, we will divest. Our escalation process does not differ
between funds, assets or geographies.

2021 Outcomes:
We have further iterated our vote escalation process, with specific reference
to climate changes, diversity and executive compensation. Repeated
negative votes on compensation plans can lead to potential votes against the
Remuneration Committee Chair or other senior directors. We take a similar
approach to instances where board diversity does not meet regional best
practices, aiming to first engage and then potentially escalate to voting against
senior board directors.
The case studies detailed below demonstrate how we have tailored our
approach to escalation based on the issue, as well as the various methods by
which we may escalate our actions.
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Case study: Voting escalation at a US homebuilder
As part of our proxy voting process, the GSE team analyses all
management proposals, including director elections and executive
remuneration items, through a variety of lenses, and utilise peer, industry
and best practice benchmarking to help inform the decision making
process. In the case of this US homebuilder, executive pay screened as
high compared to peers and in the context of the company’s size. We
have consistently voted against the remuneration proposals in previous
years, voting against their Say on Pay proposal each year since 2019.
Where companies fail to address concerns regarding their practices, we
utilise a variety of escalation strategies, including targeted engagement,
voting against Committee chairs and potential divestment.
Following analysis of the proposals in 2021, our investment divisions
elected to vote against the remuneration report at this year’s AGM, and
in line with our escalation policy, recommended a vote against the chair
of the Compensation Committee. This course of action was approved
by the investment analyst, as well as our Proxy Co-ordinator and Proxy
Committees, who have oversight and final say where required for
significant proxy votes. This demonstrates the strong alignment between
the GSE team and our investment group, and was a clear example of our
escalation policies in action.
The GSE team engaged with the Company later in the year to further
articulate our position and encourage the company to adapt its
compensation practices to accommodate for the wider stakeholder
perspective, and we believe that the Company is taking significant steps
to address stakeholder concerns.
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Case Study: Escalation at Daikin
Our investors in Japan are focused on how the companies that they
invest in can improve balance sheet efficiency and returns on investment.
With Daikin in Japan we have escalated our engagement to deliver
beneficial outcomes for our shareholders.
As part of our proxy voting process in Japan, our internal policy is
formulated to review dividends on a case-by-case basis. Ahead of each
proxy season, the GSE team will reach out to Investment Group analysts
to refresh views on appropriate payout ratios, considering the market
trend as well as the average payout among our portfolio companies.
Where company payout levels fall below our expectation, we engage
with the company on this issue, and can potentially escalate towards a
vote against the dividend policy where we consider it appropriate. In
some cases where the issue is persistent, we may choose to vote against
individual directors.
As we reported in our 2020 Stewardship Report, we had been in
dialogue with Daikin about increasing the dividend payout ratio, and
we had not seen sufficient progress in 2021. In line with our escalation
strategy, our investment divisions after strategy voted against the
proposed dividend payout at the 2021 AGM, and also against the reelection of the Chair & CEO, signalling our continued dissatisfaction.
We also reached out to the Company post-AGM season, to ensure that
our views are heard and our perspective is considered in future capital
allocation decisions.
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Case Study: Escalation at Chevron
Capital Group has engaged with Chevron for several years, with a
focus on its energy transition strategy. In a meeting last year, and
subsequent follow-ups, Capital Group’s head of ESG investing and
ESG senior manager challenged Chevron to a) bring more clarity to its
energy transition strategy and b) set medium- and longer-term targets
for emissions reduction. Chevron subsequently announced additional
targets in its March climate strategy.
The company outlined three action areas: 1) lower carbon intensity in a
cost-efficient manner; 2) increase renewables and offsets in support of its
business; and 3) invest in low-carbon technologies to enable commercial
solutions.
As part of its efforts to reduce upstream emissions intensity, Chevron
set targets for 2028 to reduce CO2 emissions for oil, gas and methane
from 2016 levels. While these were an improvement on its previous
2023 targets, setting medium-terms goals does not give investors a clear
pathway to long-term expectations.
At the 2021 AGM, a shareholder proposal was put forward, requesting
that Chevron issue an audited report on how reduced fossil fuel
demand would affect the company’s financial position and underlying
assumptions. The GSE team’s analysis of the proposal recommended
that we vote in favour of the shareholder proposal, echoing concerns we
had raised in our meetings with the company. In particular, under current
reporting, the company's longest impact analysis of an aggressive
transition scenario covered 10 years and ran through 2030 – not 30, 40
or 50 years when the operating environment is generally expected to
look significantly different.
Ultimately, our investment divisions chose to vote in favour of the
shareholder proposal, which received 47.8% support from shareholders
at the AGM. Chevron has subsequently published an updated Climate
Resilience Report which addresses our engagement objectives. The
report provides greater clarity on longer term goals, including net zero
Scope 1 & 2 emissions by 2050, and financing of low-carbon business
opportunities.
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Case Study: Escalation at Exxon
ExxonMobil (XOM)‘s board had been under pressure for some time. The
board has largely comprised retired large public company CEOs, lacking
oil & gas – and more broadly, energy - expertise. There have been longstanding questions about XOM’s governance practices and approach to
ESG. XOM has a record of poor investor engagement, with a history of
shareholder proposals having been repeatedly ignored for many years,
despite often high levels of support (in some cases up to 62% support).
XOM’s performance further raised questions over the board’s ability to
constructively challenge management. In December 2020, dissident
shareholder Engine No. 1 (E1) emerged, taking a small stake and
seeking four board seats.
Capital Group has high conviction in XOM’s management and business.
At the same time, we had concerns that the company’s response in
relation to energy transition, and lack of relevant board skills, was
affecting both the strategy and the dividend. We took the view that
improved governance and better board composition was key to
strengthening XOM’s long-term prospects.
Capital Group has been involved in a multi-year engagement dialogue
with XOM. In the run-up to the 2021 AGM, we met with XOM and with
E1 to discuss the proxy contest, XOM’s board composition, business
strategy and climate strategy. We met E1’s director nominees to discuss
these topics. XOM’s nominees did not engage and only some of XOM’s
senior management team was selectively offered.
To enhance XOM’s board composition, our investment divisions
supported all four nominees on the E1 slate. We also supported eight
of 12 existing XOM directors. To enhance independent board oversight,
XOM’s preparedness for an energy transition, and accountability on
spending and lobbying, we supported shareholder proposals seeking
elements such as an independent board chair structure, greater
investor ability to call special meetings, audited reporting on net zero
2050 impacts, and improved disclosure of political spending, political
lobbying and climate change lobbying efforts.
At the 2021 AGM, three of the four proposed Engine No. 1 nominees
were appointed to the Board by shareholders. This was one of the
most high-profile AGM and proxy contests in years and the first time
that a case was made for a forward-looking approach to the energy
transition. That said, E1’s win is more than a win for “climate activists” –
it represents criticism of XOM’s governance and performance. These
issues galvanized the investor base – beyond those who long expressed
frustration at XOM’s approach to ESG engagement, including on climaterelated disclosures and the perceived need for a stronger board. We will
continue to monitor events closely and to engage with the company.
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Principle 12
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Principle 12
Signatories actively exercise their
rights and responsibilities.

Proxy Voting Overview:
Capital Group believes exercising our proxy voting rights for the entities in
which we invest is fundamental to fulfilling our obligations to investors. Our
approach is made more powerful by the fact that our proxy voting is led by our
investment professionals.
In 2021, we voted at more than 2,100 annual and special general meetings
(AGMs and SGMs) on behalf of our clients. Our commitment to rigorous global
research and individual accountability means that only the highest conviction
ideas make it into our portfolios. As such, our starting point is generally to be
supportive of management. In 2021, we voted against approximately 8% of
proposals put forward at AGMs and SGMs.

Proxy Voting Operations:
Capital Group aims to vote all proxies on behalf of clients in accounts for which
it has proxy voting authority wherever possible. In a very small percentage
of markets where share-blocking is applied, we may choose not to vote on
account of our desire to retain the right to sell shares. Although most of our
funds and institutional clients are voted by us on a case-by-case basis in
reference to our own voting guidelines, we do have segregated accounts that
vote in accordance with their own policy.
To confirm we have received all shares for which we are eligible to vote, our
GSE team partners with internal account set-up teams, custodian banks and
our voting service provider, to ensure voting authority is established during
the account set-up process. Further, a periodic reconciliation is performed
on account activities to validate completeness and accuracy of changes to
accounts where we have rights to vote shares which runs in conjunction with
our securities lending program detailed below. Any discrepancies are followed
up with our custodian and remediated on a case-by-case basis.
In line with these principles, we exercise our right to vote in all markets where
there are no legal restrictions or liabilities that we cannot undertake. For
example, in recognition of the OFAC sanction list applying to certain Russian
companies and directors, we abstain from voting on companies where an
element is subject to the OFAC sanction list. In Argentina, we are mindful of
the potential liabilities associated with our shareholding, and refrain from
voting at annual meetings to avoid subjecting our shareholders to potential
excessive liability. As a matter of course, our team has put powers of attorney
(POAs) documentation in place, for markets which do not allow proxy voting,
in order to be able to have our votes accepted at annual and extraordinary
general meetings of shareholders. POAs are put into place in perpetuity, for 99
years, five years, or one year, depending on the market. These are largely for
countries that have not signed the Hague Convention or implemented portions
of the Hague Convention.
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Specific Client Requirements:
With respect to certain investments, accounts managed by Capital Group
may individually or collectively be subject to direct holding limits, or indirect
holding limits by virtue of a proxy voting limit, in each case as prescribed by
applicable law or regulation. On occasion and subject to appropriate legal
analysis and regulatory oversight, it might be possible to increase investment
in companies subject to these limits by unilaterally constraining our ability to
vote certain shares in such companies. In such cases, Capital Group would
not vote all of the shares attributable to its investment in order to respect such
arrangements.
In addition to our own voting approach, clients with a segregated mandate
can request a custom voting policy that matches their desired approach or
recommendations, which may differ from our own internal approach.

Voting Platform:
Capital does not outsource the execution of our internal proxy voting principles
to any third-party advisory service. Capital uses Institutional Shareholder
Services (ISS) ProxyExchange as the company’s voting platform. ISS is a leading
provider of proxy voting products and services to participants in the global
financial markets. In addition to our proprietary proxy voting, governance and
executive compensation research, Capital may utilize research provided by
ISS, Glass-Lewis & Co. or other third-party advisory firms on a case-by-case
basis. As part of the agreement with ISS, Capital provides policy positions
on many common proxy proposals in order to streamline analysis. However,
Capital does not, as a policy, automatically follow the voting recommendations
provided by external providers, and automated standing instructions to vote in
a certain way are never issued.

Proposal Evaluation Process:
Our voting guidelines represent our general approach to considering proxy
ballot items. These guidelines are reviewed and maintained by a formal
Guidelines Committee, which is comprised of investment professionals from
each of Capital Group’s equity divisions and one individual from the fixed
income division.
Our process is designed to benefit from multiple decision-makers whose
collective experience brings a breadth of knowledge to specific proxy voting
issues. All proxy voting decisions are made in-house by each of the three
separate equity investment divisions based on what they believe are the
long-term interests of our clients. This is well aligned with the Capital SystemSM
described under Principle 1 and is a key part of our differentiated approach to
stewardship.
Proxy analysis is first conducted by the Global Stewardship and Engagement
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team, in reference to our voting guidelines. This is then shared with one or
more of the division’s investment analysts familiar with the company and
industry to come to a recommendation. If there is disagreement, a second
opinion can be provided by a Proxy Coordinator (an investment analyst or
other individual with experience in corporate governance and proxy voting
matters) within the appropriate investment division. High profile or contentious
proxies, or proxies where there is a difference of opinion, are escalated to the
appropriate Proxy Committee, which has the final authority on every vote.
The Proxy Committees are typically comprised of seven of the division’s senior
investment professionals within a particular region, who leverage their deep
understanding of corporate governance issues gained across careers that often
span multiple decades. Their role is to provide for robust debate on proxy
items and they will eventually reach a quorum by casting individual votes.
They also review overall proxy voting for their investment divisions throughout
the season. These findings feed into considerations for the Guidelines
process which the Proxy Committees review before they are approved by the
investment committees of each division.

Global Stewardship
& Engagement
Team

Divisional
Investment Analyst
Recommendation

Divisional and
Regional Proxy
Coordinator
Opinion

Divisional and
Regional Proxy
Committee
Discussion and Vote

Double-sided arrows indicate that communication between parties flows both
ways. For example, if a coordinator disagrees with, or needs clarification on, an
element the analyst has put forward, he/she can liaise directly with the analyst.
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When evaluating proxy proposals relating to ESG issues, we assess the impact
to the company’s shareholders, the specific circumstances at each individual
company and the company’s current policies and practices. We typically
support greater disclosure of environmental-related information, as such
information can help us better assess the long-term value of a company.
Where we vote against proposals or against management, our rationale is
centred around our assessment of the proposal and the company context.
Examples of our rationale for voting against management proposals include:
• CEO compensation is too generous
• Overboarded director was flagged by internal guidelines
• The proposed share dilution is too high
In instances where we have voted against management, but resolutions
have passed at the AGM, we have continued to engage with companies in
subsequent meetings to address any issues raised. The case studies shown
in our response to Principle 11 are good examples of this, combining our
escalation approach with continual monitoring of our portfolio companies.
We do not generally issue statements or campaign publicly on issues and
we would only requisition a shareholder meeting or submit a shareholder
resolution in exceptional circumstances.
More information on our proxy voting procedures and principles can be found
on our websites:
• Global Proxy Voting Guidelines
• APAC Proxy Voting Guidelines
• EMEA Proxy Voting Guidelines
• American Funds
• American Funds Target Date Retirement Series
• CII Proxy Voting Policy
• CIL Proxy Voting Policy
• CIMC Proxy Voting Policy
• CISA Proxy Voting Policy
• CIKK Proxy Voting Overview (in Japanese)

Securities Lending:
Certain accounts may participate in securities lending programmes either under
Capital Group’s oversight or under client direction for segregated portfolios.
Where an account participates in securities lending under Capital Group
oversight and there is a shareholder voting opportunity, the GSE team works with
the Investment Group to identify and recall shares on a case-by-case basis to vote
on material items such as mergers and acquisitions, environmental and social
shareholder proposals, high executive compensation, or when the meeting is
contested or there is activist involvement. When lending, Capital Group retains a
portion of a holding from being lent in order to register a vote on all proxies.
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Proxy Voting Statistics for calendar year 2021

TOTAL

Americas

Asia

EMEA

Meetings
voted

Proposals
voted

Votes
for

Votes
against

Votes against
management

2,140

27,761

24,878

2,227

2,164

89.6%

8.0%

7.8%

10,334

960

1,052

87.0%

8.1%

8.9%

3,824

375

369

91.0%

8.9%

8.8%

10,720

892

743

91.8%

7.6%

6.4%

982

497

661

11,880

4,206

11,675

Vote For/Against numbers may exceed total number of proposals voted, due to split voting
by divisions on the same resolution

Proxy Voting Reporting
Clients can ask for proxy voting reports detailing meeting information such
as directional votes Capital Group has cast. Where we vote in favour of a
proposal or recommendation by management, in the vast majority of cases,
our support will be based on explanations provided by management, and our
belief that the resolution is put forward in the best interests of the company
and its investors. In such instances, we typically will not give a specific
disclosure explaining our vote. However, in exceptional circumstances (such
as with respect to particularly controversial proposals), we will look to give a
specific rationale as part of our voting disclosures, explaining the reasoning for
supporting the vote. Where we vote against a proposal or recommendation by
management, we will typically disclose a rationale for that vote as part of the
voting record disclosure described above. A vote rationale will also be given
on all Capital Group votes relating to all shareholder proposals.
In some instances, clients investing in segregated accounts may independently
exercise their proxy voting in the portfolios we manage. In such cases, the
proxy votes will be directed by the client.
In line with the requirements under Shareholder Rights Directive II (SRD II),
we have expanded our public disclosure of voting reports. We provide public
voting reports for Capital Group accounts that fall under the scope identified
by SRD II, which contain vote decisions and voting rationale where appropriate.
Our full voting record of proxy voting disclosures can be found here for
European Funds and here for American Funds. These records include our
voting actions, including votes withheld where applicable.
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2021 Outcomes
As part of our process to refresh and update our proxy voting
guidelines, the following changes were made to the internal American
Funds proxy voting policy in March 2021:
•	Clarification that Capital Group may vote against some or all
directors if we determine the following:
		

o	A director has too many public company leadership
commitments to effectively execute responsibilities

		

o	The Board lacks sufficient industry knowledge, requisite skills,
business experience and/or understanding of stakeholders

		

o	The roles of Board Chair and CEO are combined, and there is
no Lead Independent Director (or market equivalent)

		

o	The Board lacks sufficient gender diversity or does not meet
local expectations for ethnic/racial diversity

•	Clarification that where companies have persistently failed
to address specific concerns after engagement, Capital may
vote against board committee chairs (Audit, Compensation,
Nominating/Governance) based on the nature of the concern
•	In particularly egregious circumstances of fiduciary failure,
Capital may vote against the entire board
•	Clarifications regarding our priorities when considering
executive compensation:
		

o	We consider a well-structured compensation plan to reflect
thoughtful governance

		

o	We prefer that a prevailing majority of executive incentive
compensation should be linked to appropriate performance
criteria with a long-term focus

		

o	We will not support rewards for failure, in either severance
payments or ongoing compensation

		

o	We consider the structure and overall composition of
compensation policy, and if we have concerns regarding a
specific component, we will not approve the policy

•	As fundamental active investors, we welcome greater
transparency of ESG issues and data, as well as greater
standardization of disclosures. We support the frameworks
suggested by the Taskforce on Climate-Related Financial
Disclosure (TCFD) and the Sustainability Accounting Standards
Board (SASB). When considering environmental and social
proposals, we will take the following into account:
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o	Transparency of ESG issues and performance – we generally
support disclosure that will be useful for investors, especially
if the information is already collected and/or reported by the
company for regulatory or other reasons

		

o	Materiality or industry sector considerations – we will
determine whether a proposal addresses a material concern
for the company and its ability to generate long-term value
and maintain a license to operate

		

o	Micromanagement and accountability – we will consider
whether a proposal is overly prescriptive

		

o	Best practices and controversies – we will determine whether
the company is significantly lagging peers with regard to
ESG disclosure and focus, or failing to adequately address an
environmental concern or controversy

		

o	Precatory (non-binding) proposals in the U.S. and Canada
– we will consider the intent of the proposal and generally
support if it addresses a material concern, even if the
proposal would benefit from some modification before
implementation

Our external voting guidelines will be disclosed in greater detail in the
forthcoming year.
As discussed under Principle 2, our investment group were provided
full mandatory training sessions on the updated guidelines as well as
an overview of the GSE team’s structure and approach for the year. Our
work on the guidelines update was informed by regional best practices
and client feedback – in particular, client feedback from the APAC
region allowed us to provide supplementary guidance for that region
based on client preferences and expectations.
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Case study: Guideline specific engagement
At Capital Group, we seek to balance market best practices with our
long-term view on effective stewardship, and as such we may deviate
from conventional approaches. Where this occurs, we actively engage
with companies to explain our viewpoint, in the hope of promoting
positive change at our investee companies.
A good example of this occurred during the year at Zooplus. In 2020, the
company asked shareholders to approve an equity issuance authority
of up to 20% of issued share capital without pre-emptive rights. Our
investment divisions voted against the company’s request based on our
guideline for these types of situations. This guideline aims to protect our
ownership stakes from excessive dilution in the companies in which we
invest.
In 2021, before publishing their meeting agenda, the company engaged
with Capital Group to see if we would be willing to support a request for
a lower authority of 10% of share capital without pre-emptive rights.
The company shared rationale for the request and explained why the
request was business critical, as at the company’s then current valuation,
an issuance authority that was too small would not cover any of the
strategic M&A opportunities that the company deemed essential for
future growth. The investment analyst agreed with the company’s
rationale, and proactively engaged the Proxy Coordinator and the Proxy
Committee members in order to ensure an alignment of thinking.
Ultimately, our investment divisions were able to support the proposal
given the company’s good faith effort to lower the request for issuance
as compared to the prior year. The Company was able to move forward
with including the item on their ballot, which passed with 99.1%
shareholder support at the 2021 AGM.
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Case study: Remuneration voting
At Capital Group, we are committed to our internal voting process and
approach, which can lead to a range of voting outcomes. This process
incorporates internal and external research, with final vote decision
making being a reflection of Capital’s own assessment. This was
evidenced by our voting at AmerisourceBergen during the year.
A "Vote No" campaign was launched by external parties targeting this
year's say-on-pay proposal, focusing on above-target short- and longterm incentive payouts to CEO despite a $6.6 billion legal expense
accrual in connection with opioid lawsuits. The campaign received
media coverage and raised important questions about the company’s
compensation practice.
The GSE team conducted initial analysis of the proposal ahead of the
AGM. The team’s assessment was that, while there were no internal
guideline concerns per se regarding the company's use of equity, the
unusually large magnitude of the adjustment, coupled with the fact that
the CEO earned payouts well above target was considered a potential
cause for concern. This analysis was separate from that conducted by the
‘”Vote No” campaign, and focused on Capital Group’s own assessment
of the proposal.
The GSE team, in conjunction with the investment analyst, engaged with
the company prior to the AGM to learn more. Throughout the course
of our engagement with the Company, we sought to gain a greater
understanding of the Company’s perspective on the Vote No campaign,
and how they might respond to the views expressed. We also asked
questions based on our internal analysis of the proposal, with the aim of
gaining more context for our analysis. Unfortunately, we were unable to
ascertain sufficient information to enable us to support management.
Ultimately, our investment divisions voted against the remuneration
proposal, approved by our various levels of vote decision oversight.
The say-on-pay proposal received 51.6% support (link) and at least one
recent article looks at the voting records of the largest asset managers
on this matter. (link)
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Case study: Director Election and Engagement
In January, Vale announced a March 2021 EGM to vote on 27 bylaw
amendments, bundled into one ballot item. The majority of amendments
related to the board’s composition and were considered positive.
However, one amendment would have led to the adoption a vote
standard similar to majority voting. This would potentially permit a group
of shareholders to seek control by blocking minority shareholders from
electing independent directors. The bundling of so many amendments
into one ballot item restricted investors’ ability to vote on separate
bylaw amendments, which could lead to unintended consequences for
shareholders.
Each Capital Group invested unit conducted its own engagement with
Vale to discuss concerns. The EGM was subsequently moved to a later
date, the amendments were separated into individual ballot items, and
the amendment to revise the vote standard was withdrawn.
This was not the only matter which was considered during the
year regarding Vale, however. Following material changes to its
administration in the years following the Brumadinho dam collapse, Vale
adopted a robust nomination process for the election of directors at
the April 2021 AGM. For the first time since the change in shareholder
structure in November 2020, a majority independent board was
proposed. Most management candidates were either recently appointed
to the board or new nominees.
A total of 12 board seats were presented for election/re-election,
with one additional seat reserved for an employee representative to
be elected by Vale employees in a separate election. The company
disclosed 16 candidates, of which 12 were nominated by management
and four by minority shareholders.
The majority election would be carried out individually whereby
shareholders would vote separately on each candidate. Shareholders
owning at least 5% of the company’s share capital had the option to
request cumulative voting up to 48 hours prior to the meeting.
Our analysts all expressed concerns regarding the true level of
independence of management’s candidates, given that some still had
ties to the former controlling shareholder. In addition, there were also
concerns regarding the contribution that some management nominees
would make to the board. All three investment units requested the
cumulative voting option and ultimately voted for three minority
shareholder candidates and one independent management candidate.
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Subsequently, eight management and all four minority shareholder
candidates were elected to the board, increasing the number of
independent directors from three to eight. The Company also amended
its bylaws to include a provision stating that the majority of the Board’s
Directors should be independent, a significant milestone in the
Company’s development which we were supportive of. Our work with
Vale throughout the year is a prime example of how our proxy voting
work is directly linked with our engagement activity, and strives to
provide the best possible outcome for our clients.
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